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A new formula tackles two of four abiding problems of formula funding in England

In 1946, Aneurin Bevan identified three causes of inequity in healthcare in the United Kingdom: the fact that access depended on ability to pay and the inequitable distributions of both general practitioners and hospitals. From 1948, the NHS was designed to tackle the first two problems: services became free at the point of delivery and medical practice committees exercised “negative direction” over the distribution of general practitioners, which restricted their entry into “overdoctored” areas. GOTOBUTTON endnote1 (1)  The effective remedy to the third problem followed the 1976 report of the Resource Allocation Working Party (RAWP), which interpreted its terms of reference as being “to secure through resource allocation a method that would promote equal opportunity of access for those at equal risk.” GOTOBUTTON endnote1 (1)   GOTOBUTTON endnote2 (2)  This has remained the principal objective of formula funding, which is used to determine estimated equitable target allocations for populations. GOTOBUTTON endnote1 (1)  Policies aim to phase budgetary allocations towards targets at a manageable pace of change. The linked study by Dixon and colleagues (doi:10.1136/bmj.d6608) tackles two of four abiding problems of formula funding in England. GOTOBUTTON endnote3 (3) 
The first problem is that of accounting for differences in relative need in populations. This can be done directly by using data on utilisation, but these reflect variations other than need, such as access to supply. It is, however, difficult to relate epidemiological data on morbidity in populations to estimates of relative need for resources. GOTOBUTTON endnote1 (1)  The RAWP report’s formula mainly estimated need from data on utilisation by age and sex, weighted by (all age) standardised mortality ratios, so that—for example, an area with a standardised mortality ratio of 110 would have its target allocation increased by 10%. GOTOBUTTON endnote1 (1)   GOTOBUTTON endnote2 (2)  From the 1990s, estimates of relative need were empirically justified by complex statistical and econometric analyses of small area variations in utilisation, which sought to control for differences in access to supply. GOTOBUTTON endnote1 (1)   GOTOBUTTON endnote4 (4) 
RAWP’s methods applied to health authorities, which had weak control over their populations’ use of services. Hence the interest, from the 1980s, in involving general practitioners in budgetary responsibilities through general practitioner fundholders, total purchasing pilots, primary care groups and primary care trusts, practice based commissioning, GOTOBUTTON endnote1 (1)  and the proposed general practitioner consortiums—now clinical commissioning groups. GOTOBUTTON endnote5 (5)  Applying formulas to general practices created a second problem of attributing estimates of relative need where small areas were shared by different practices. It was assumed that needs were distributed at random and followed practices’ shares of the population. But typically the most expensive 5% of the population accounts for 60% of expenditure, and one practice may attract a disproportionate share of costly patients. GOTOBUTTON endnote1 (1) 
Dixon and colleagues’ study proposes a method of formula funding for hospital expenditure on non-psychiatric acute services (excluding maternity services), which is designed to tackle these two problems. GOTOBUTTON endnote3 (3)  Their parsimonious model estimates relative need from personal data (age, sex, diagnoses for past two years) and data on the small area in which that person lives (housing, disability, educational qualifications, income, use of privately funded healthcare, and asthma prevalence), and supply (quality of stroke care, accessibility to magnetic resonance imaging scanner, catchment population of the practice’s principal hospital). They found that methods of grouping diagnoses performed no better than using the raw diagnostic data. Their model explained 12% of the variance in expenditure for individuals and nearly 80% for practices. The predictive performance of this model could have been improved by using data on the number of times a patient used inpatient or outpatient services, but these data were not used to avoid creating perverse incentives. Nevertheless, studies have questioned the validity of diagnostic data as measures of need: they may reflect differences in diagnostic practices GOTOBUTTON endnote6 (6)  and the intensity of observation, GOTOBUTTON endnote7 (7)  or differences in ease of access, which is why it has been argued that they ought to be “supplemented by socioeconomic or area based adjusters,” GOTOBUTTON endnote8 (8)  which is what Dixon and colleagues have done.
Research into general practitioner fundholders and total purchasing pilots found that general practitioners in single practices were more involved in managing the budgetary consequences of their referrals than those in large networks. GOTOBUTTON endnote9 (9)  But applying formula funding at that level poses the third problem: any method applied to such small populations is subject to large errors. GOTOBUTTON endnote1 (1)   GOTOBUTTON endnote4 (4)  Dixon and colleagues report that with the use of their method, for more than 30% of practices, their estimated actual expenditures and target allocations differed by more than 10%. GOTOBUTTON endnote3 (3)  One way to make sense of these differences and make more effective use of resources is to draw on research on small area variations in the use of health services to identify those that are unwarranted, GOTOBUTTON endnote10 (10)   GOTOBUTTON endnote11 (11)  and to use information in The NHS Atlas of Variation in Healthcare. GOTOBUTTON endnote12 (12) 
The fourth problem of formula funding is that this requires good estimates of populations. There are known and unresolved differences for primary care trusts between estimates from general practitioners’ lists and censuses (“list inflation”). For two London primary care trusts, basing their targets on general practitioners’ lists instead of census data would have resulted in increases of more than £50m (€57m; $79m). GOTOBUTTON endnote1 (1)  The way in which general practitioner consortiums are expected to emerge suggests that it would be difficult to know their list inflation and hence develop sound estimates of populations for them and their practices.
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