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From 1 April 2004 locally determined tariffs apply to the growth in activity for 48 healthcare resource groups, covering all surgical and most medical specialties. From April 2005 nearly all specialties were commissioned on this basis, with the national tariff being phased in over three years. By 2008 all health care will be covered, including outpatients and ambulatory care, and national tariffs will then apply to private providers. 

The system is similar to that used in many countries such as Australia, Norway, and the United States. The difference in the United Kingdom is that it will be more extensively applied, potentially to all health service activity wherever it is provided. 

Experts in health policy, as well as the government’s spending watchdog, have made clear they support the benefits but have also warned there are some key issues that must be addressed if payment by results is to succeed.

The Audit Commission, which oversees government spending, said: “The introduction of Payment by Results represents a major change to financial management in the NHS. Payment by Results offers both significant benefits and challenges.”

The King’s Fund health policy think tank set the issue into perspective: “More funding and shorter waiting lists have been Labour's most publicised NHS initiatives. Behind the scenes, an equally significant reform has been in development in the English health service. Under payment by results, the money hospitals receive will be linked to the amount of work they do. Taken together, this and policies to widen patient choice and increase the role of the private sector create a much more competitive economic environment for the NHS than was attempted by the Conservatives in the 1990s.”

The King’s Fund has also been critical about how the initiative has been brought into existence: “Payment by results has the potential to become one of Labour's most far-reaching NHS reforms. But it seems to have been adopted without much public debate or indeed a great deal of questioning from the two main opposition parties.” 

Why are there still two very clearly opposing views on the initiative which some have described as an experiment?

The gain is that PBR may encourage providers to treat more patients, as payments will reflect workload and productivity much more clearly and support the new policy to allow patients a choice of provider. There would also be increased transparency. 
Among the risks is the fact that the tariff is an average with some Trusts having costs 50 per cent below it. So some will make windfalls while others will face debts. Hospitals with costs over the tariff for some treatments might be tempted to stop doing these treatments rather than improve efficiency—with knock-on effects on access to care for local populations.

The Audit Commission has revealed it sees significant issues ahead for health and social care: “It is too early to say what impact it is having on the NHS, but the evidence from elsewhere is mixed – there are potential benefits but the risks are considerable. It will require close scrutiny.”
David Furness, health project leader at the Social Market Foundation, has a more optimistic view: “Emerging research suggests that devolving individual budgets to service users, such as people with chronic conditions, can achieve excellent health outcomes without increasing costs. This approach also gives patients real control over the services they use and demand real responsibility in return.” 

Furness believes the pain for health providers will ultimately lead to a better service for patients and could create the modern health system dreamed of by government ministers: “The Department of Health's Commissioning Framework looks to strengthen user voice in professionally designed health services – perhaps direct payments could take us one step further towards true personalisation.”

From: CareandHealth which is hosting the keynote event, The Future of Payment by Results: Next Steps, in London, 14th May 2007.
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