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In 1990, changes to the National Health Service 
(NHS) in the United Kingdom introduced a form of 
US-style competition that broadened the role of gen
eral practitioners (GPs). However, the changes (called 
GP fundholding) produced greater inequality between 
practices and reduced the capacity of the NHS to 
plan strategically. Alternative models have been 
developed that retain the increased influence of pri
mary care, promote community-oriented primary care 
(COPC), and facilitate strategic planning. A recent

proposal from the government turns away from the 
competition model of 1990 to encourage GP com
missioning. It offers the opportunity to create an NHS 
that is led by a primary care agenda, including better 
links with the community, and a focus on public 
health and social services with the goal of improving 
the health of populations.
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I
n 1990, 1 year alter the Loma Prieta earthquake 
shook California, the United Kingdom’s National 
Health Service (NHS) experienced a shake-up o f a 
different nature but o f similar proportions. Margaret 
Thatcher’s government introduced the most exten
sive reorganization in the history o f  the NHS.1 That reorga

nization created an internal market that encouraged con
trolled competition among existing NHS facilities.2 Its 
design was influenced by an American, Alain Enthoven, 
one o f the gurus o f managed care.3 The current state o f  this 
reorganization is, therefore, o f  particular interest to a US 
audience. Furthermore, in 1997 the Blair government 
introduced its own radical proposals for “The new NHS—  
modem, dependable.”1 This paper focuses on the primary 
care aspects o f  these reorganizations and makes compar
isons with changes occurring in the United States.

THE NATIONAL HEALTH SERVICE

Last year marked the 50th anniversary o f  the NHS, an orga
nization that was developed by a post-World War II Labour 
government in response to a national consensus. It guar-
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antees universal access and a comprehensive range o f ser
vices provided to patients without charge. There is central 
control over the budget, 96% o f which is funded through 
taxation and 4% through patient copayments.5 Private 
medical insurance accounts for approximately 5% of all 
spending on health care.6 Hospitals are geographically 
located in proportion to local populations. Specialists are 
hospital based and salaried by the NHS according to 
nationally set pay scales. They provide both inpatient and 
ambulatory care for patients coming from general practi
tioner (GP) referrals or emergency situations.

General Practitioners
The primary care system in the United Kingdom is well 
developed, and each person chooses a GP for first contact 
care and primary care. GPs then take care o f a defined 
group o f patients (and families) who sign on with him or 
her. The average list size is 1850 patients who generate an 
average o f 3.5 office or home visits per patient per year.5 
Approximately 80% o f the patients on a GP’s list will con
sult the GP in any 1 year." Although most GPs do not pro
vide care for hospitalized patients, they work closely with 
nurse midwives in delivering babies. Most GPs still do 
home visits and provide care for their patients in nursing 
homes. GPs are self-employed but sign a contract with the 
NHS to be responsible for the health o f the patients on 
their lists in return for a mixture o f capitation and fee-for- 
service (FFS) payments. GPs’ responsibilities include pre
ventive care; for example, they are rewarded financially if 
they ensure that more than 90% o f eligible children on 
their lists have been immunized. GPs accept that some of
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their work is population based. That work includes social 
as well as biomedical care, such as decisions about eligi
bility for public housing.7

GPs make up approximately 50% o f all trained UK 
physicians, and completion o f a 3-year residency program 
is compulsory. An important aspect o f the residency is the 
assignment o f third-year residents to teaching practices 
where they function as junior partners and cease to care 
for hospital patients. GPs typically practice in small groups 
and lead primary care teams that consist o f their group of 
GPs (usually 4 or 5 physicians), other health professionals 
(eg, home- and practice-based nurses, midwives, commu
nity nurses, psychotherapists, physiotherapists, and social 
workers), and tin administrative staff. GPs usually own the 
buildings (health centers) in which they work and can sell 
these on retirement, but they cannot sell the business.

THE THATCHER REORGANIZATION

Health Authorities and Trusts
Health authorities are geographically based NHS adminis
trative organizations that cover a population ranging from 
250,000 to 1,000,000 and allocate funds to all health 
providers. Health authorities assess and plan for the health 
needs o f their local population. Before 1990, they adminis
tered and funded hospitals within their area. In the 1990 
reforms, health authorities became “purchasers.” 
Hospitals and community services providers became self- 
managing trusts, and instead o f a global budget, hospital 
trusts had to compete for contracts from purchasers. 
Hospital trusts managed hospitals, and community trusts 
were responsible for community services not provided by 
GPs, such as specialist mental health, community nursing, 
and podiatry.

GP Fundholding
Selected GP practices were also encouraged to become 
purchasers (fundholders) by applying to the health author
ities for a budget to cover drugs and the purchase o f up to 
20% of all specialty and hospital services for patients on 
their lists. GP practices could apply for fundholding if they 
were computerized and had more than 11,000 patients on 
their lists (this number was later reduced to 5000). 
Inevitably, these were the better-run practices.8 Purchasing 
was usually done by direct negotiation with providers (eg, 
for all hip replacement operations for the upcoming year). 
To determine their future fundholding budget, practices 
started with a preparatory year during which use o f  hospi
tal and specialty services and their associated costs were 
tracked. Fundholders were given an additional annual 
allowance o f $55,000 per practice to spend on personnel to 
help manage the fundholding process. A  stop-loss provi
sion ensured that annual costs in excess o f $9000 for any 
single patient were picked up by the health authority. 
Fundholders could use any funds remaining in tire budget 
at the end o f the year to enhance patient services provided 
by their practices but not to increase their own salaries.

There was no financial risk to fundholders and little per
sonal financial gain. Health authorities continued to pur
chase all hospital and specialty services on behalf o f non
fundholding GPs, as well as the remaining 80% o f these 
services for the patients o f fundholders.

Successes of Fundholding
Unfortunately, the government did not set up any process 
for evaluating the fundholding experiment, so it has 
remained controversial.910 Studies o f prescribing costs 
have shown mixed results. Fundholding practices did 
decrease prescribing costs initially, mainly through gener
ic prescribing, but the subsequent rate o f increase paral
leled that o f other GPs.1112 There is some evidence that 
fundholders have shorter waiting times for hospital inpa
tient and outpatient procedures.13 These savings, if any, 
have come with substantial administration and transaction 
costs.14

By 1995-1996, approximately 41% o f the population 
was covered by fundholding practices,16 though many GPs 
participated reluctantly, and the geographic distribution 
was uneven. Fundholding reached 90% in some prosper
ous areas, while in inner city London the proportion o f 
patients affected was less than 5%. In 1995-1996, $97 mil
lion that had previously been spent on hospital and spe
cialty care was transferred to spending on innovations and 
services in GP practices, as a result o f fundholder con
tracting.9 There was a perceived shift in the balance of 
power between GPs and specialists with GPs controlling 
more medical resources.10'16

Problems of Fundholding
Despite some reduction in hospital charges, fundholders 
produced no evidence o f  reduced hospital use.17 
Fundholders had strong bonds with local hospitals and 
were often reluctant to disrupt traditional patterns.18 The 
cost-effectiveness o f fundholding remains dubious.8'913 
Hospitals that had not generated patient bills before ini
tially underpriced their services, and sometimes did not 
bill the GP fundholders. But the transaction costs o f small- 
group purchasing and fundholders’ management 
allowances added $365 million in administrative costs in 
1996.8 Inequities developed because prosperous areas had 
more fundholders and gained more resources. Practices 
had an incentive to inflate their costs in the preparatory 
year, because this gave them an overgenerous budget in 
future years.16 Since there was a finite amount o f money, 
overgenerous allocations to fundholders left nonfundhold- 
ing GPs and their patients with less than their fair share.16 
Fundholders who overspent were bailed out by the health 
authority, using money allocated to nonfundholders. For 
successful fundholding, one o f the 4 or 5 GPs (usually the 
senior partner) had to be a skilled manager and negotiator. 
Not enough GPs had these skills, and few fundholders 
developed sophisticated purchasing systems or initiated 
major changes.8 In answer to many o f these criticisms, 
fundholders say that they were not really “let loose” until
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the plan had been running for 2 to 3 years. They had to 
maintain, for example, at least 80% o f traditional hospital 
contracts in the first 2 years.17

Perhaps the greatest strength o f fundholding was also 
its major disadvantage: the theory that small is beautiful. 
Fundholders were able to achieve rapid, tactical change in 
their contracts without destabilizing hospitals;15 but their 
changes were demand-led, short-term, small-scale modifi
cations o f  existing services.1019 Planning in the NHS 
became fragmented, because fundholders did not usually 
follow their health authority’s annual plan to meet the 
health needs o f the local population (for example, to 
expand services to the elderly). Administrative costs were 
high, as each practice had to develop its own purchasing 
data and staff.

Many fundholders understood these problems and 
merged into larger groups called multifunds.20 Others felt 
that fundholding could never prove itself until it was able 
to purchase all services.21 They persuaded the government 
to allow demonstration Total Purchasing Projects (TTPs) 
that would be externally evaluated.

Total Purchasing Projects
By 1997, there were 80 TPPs covering from 12,000 to 
70,000 patients each. TPPs are essentially health authority 
subcommittees controlled by GPs. They involve multiple 
fundholding practices that not only contract for 20% of 
patient services under fundholding but also influence the 
remaining 80% through the TPP. They receive a budget for 
all medical services but give a large portion to existing 
health authority contracts, allowing them to focus on spe
cific areas, such as emergency hospital admissions. They 
are conceptually similar to large US medical groups that 
have full-risk contracts with health plans. In many TPPs, 
GPs have to receive approval from a peer review commit
tee before referring to nonselected providers, and nurse 
reviewers follow hospital patients to ensure appropriate
ness o f admission and length o f  stay.22

The aim o f most TPPs is to reduce hospital use and 
redirect money into primary care. But TPPs can only redi
rect up to 5% o f savings; the rest must be returned to the 
health authority. As in fundholding, there is no financial 
risk, and savings cannot be used to increase GP remuner
ation. However, some TPPs give each member practice a 
development budget for new projects, provided the TPP 
makes its forecasted savings.

An Alternative Model— Commissioning
Many physicians remained vehemently opposed to fund
holding, saying it contradicted the basic equity principles 
o f the NHS.23 Health authorities continued to purchase all 
consultant and hospital services on behalf o f these non
fundholding GPs. It was natural for these GPs to seek 
other methods o f influencing purchasing. The Medical 
Practitioners’ Union had developed such a method, called 
GP commissioning.24 GP commissioning groups theoreti
cally commission (ie, grant authority to) hospitals and oth

ers to provide services to patients. Commissioning is a 
broad concept that involves a cycle o f processes: (1) 
assessing health care needs in a defined population; (2) 
planning improvements; (3) specifying needed services; 
(4) purchasing and contracting with providers; and (5) 
monitoring and evaluating.25 Commissioning is similar to 
community-oriented primary care (COPC), but this latter 
term is not widely used in the United Kingdom. Both con
cepts, commissioning and COPC, emphasize a model of 
primary care in which the health problems o f a defined 
population are systematically identified and addressed. 
The development o f  commissioning groups was remark
ably fast, and they received official government recogni
tion in 1996, when they represented 25% o f GPs.

Commissioning groups are formed when the GPs in a 
health authority area elect members who meet monthly 
with appointed health authority staff. Each member takes 
on an area o f responsibility, such as women’s health, and 
holds regular meetings with their constituent GPs. The 
health authority pays for administrative support, as well as 
support for data collection and analysis. Once a problem is 
identified, commissioning group members meet with spe
cialist physicians and health authority and hospital man
agers to discuss and devise specific solutions. Cooperative 
change is preferred, but if progress is poor, financial penal
ties can be invoked. For example, a commissioning group 
noted poor local specialist care for people with major back 
problems and negotiated a contract with another center 
for back care. This forced the local hospital to appoint a 
new surgeon. Consequently, patients and their GPs had a 
choice o f surgeons with shorter waiting times.25

Concerns about the effectiveness o f commissioning 
groups, as they control no budget and only advise health 
authorities, have been summarized by the quote, “One 
GP with a checkbook is worth 10 GPs on a committee.”26 
Commissioning groups have other problems, as well: 
like fundholders, they are not formally accountable to 
their patients; not all GPs will support their representa
tives’ decisions; and many GPs are reluctant to take fur
ther responsibility for rationing services in an under
funded NHS.10

A  Primary Care-L ed NHS
Initially, the primary intention o f fundholding was to create 
competition between purchasers rather than involve GPs 
in health care planning or resource allocation.10 As a result 
o f the development o f commissioning groups, TPPs, and 
fundholding, the government has begun to recognize that 
GP involvement in health care planning might be benefi
cial: a bottom-up approach. By the mid-1990s, the term 
“primary care-led NHS” became commonly used in the 
NHS. Its features include provision o f the maximum range 
o f services in the community close to where people live, 
closer partnership between primary and secondary care, 
close involvement o f primary care professionals in the 
commissioning o f all health care and social care, reducing 
hospital dominance in decision making in the NHS, and
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involvement o f the public in decision making.26 The prima
ry care-led NHS seeks to involve patients, caregivers, and 
social services, as well as primary care professionals.

THE BLAIR PROPOSALS

In May 1997, the Labour party won a landslide victory at 
the polls. The new government committed itself to abol
ishing fundholding27 and published its proposals in 
December 1997. Perhaps the most radical element o f these 
proposals is that GPs will lead new organizations called 
primary care groups (PCGs). PCGs will eventually adopt 
responsibility for commissioning 80% to 90% o f all health 
services (some mental health services, for example, are 
excluded). The NHS will become primary care led, but at a 
cost: All NHS services will have a fixed annual budget that 
can not be exceeded (currently, areas such as drugs pre
scribed by GPs have no fixed budget). PCGs will be geo
graphically based and will usually be composed o f approx
imately 50 GPs and 100,000 patients.28 The goal o f creating 
larger groups covering populations o f 100,000 is to reduce 
transaction costs, inequity between practices’ populations, 
and fragmentation o f planning. PCGs will work within a 
local health improvement plan. The health improvement 
plan will be drawn up annually by the health authority and 
public health professionals after consultation with hospi
tal and community trusts, PCGs, locally elected officials, 
and the public.

PCGs will be led by a board which will include GPs, 
community nurses, social services representatives, and 
members o f the general public. Four stages o f gradual 
development are proposed: (1) At minimum, PCGs will be 
responsible for GP prescribing costs and will support the 
health authority in commissioning care for its population, 
acting in an advisory capacity; (2) PCGs will take devolved 
responsibility for managing the budget for medical care in 
their area, formally, but as part o f  the health authority; (3) 
PCGs will become established as freestanding bodies 
accountable to the health authority for commissioning 
most medical care; and (4) PCGs will be given the added 
responsibility for the provision o f community trust ser
vices, such as specialist mental health, for their popula
tion. PCGs are the next step in the evolution o f the role of 
GPs in public health; they build on existing commissioning 
groups and TPPs. In US terms, stage 3 is similar to taking 
on a full global-risk contract.

Furthermore, demonstrations called health action 
zones have been created in areas o f poverty and poor 
health. These will undertake other novel approaches to 
health care with NHS, local authorities, business represen
tatives, and members o f the community working collabo- 
ratively within a single budget to tackle health problems.

DISCUSSION

Fundholding grew out o f the US-style managed care 
reforms but remained controversial throughout its short

life. Similar reforms were introduced in Sweden and 
New Zealand, and in all 3 countries the reforms seem to 
have failed and have been substantially modified as a 
result.4,29'30 However, fundholding spurred the develop
ment o f  commissioning groups, TPPs, and PCGs. These 
changes emphasize fairness, eliminate a 2-tiered 
approach, are GP-led, integrate health and social ser
vices more effectively, reinstate strategic planning, 
involve the public, and emphasize cooperation rather 
than competition.31

There will still be substantial differences between the 
US and UK health care systems. In particular, the NHS is 
centrally organized, offers universal access, and has a 
tight annual budget. GPs lead primary care teams and 
have good information systems (more than 90% have 
electronic medical records). More recently they have 
taken on a formalized public health role and have 
becom e more involved in strategic planning. However, 
the basic ingredients o f a good family practice are simi
lar in both countries: emphasis on treating common 
problems, maintaining the physician-patient relation
ship, and continuity o f  care. Gatekeeping and rationing 
decisions are being made daily by physicians in both sys
tems. In both countries, GPs and family physicians have 
developed their own academic principles, which include 
a psychosocial approach,32,33 prevention,34 and a strong 
epidemiologic perspective.35

The changes in financing and organization in the United 
Kingdom and the United States reflect national cultural 
values. The initial UK reforms, based in part on US-style 
health care o f 1990, emphasized competition for provision 
o f services to individual patients. But the NHS had a cul
ture o f equity for all patients and national planning within 
tight., fixed budgets. The reforms did not succeed, in part 
because o f the lack of a financial and administrative infra
structure to purchase health care, but more important, 
because they were contrary to important social values. 
The new synthesis, emphasizing a more COPC-like 
approach and regionwide planning, would have difficulty 
being accepted in the United States, where the needs and 
wants o f the individual are paramount, and planning is 
done primarily to gain market share. Additionally, the NHS 
is trying to meld social and health services, particularly for 
its poor and elderly population, a proposition that would 
be impossible with the fragmented social and public health 
structure in the United States.

The new proposals will bolster the health authorities’ 
strategic role by replacing the emphasis on competition 
and the internal market with cooperation. They place GPs 
in a pivotal position alongside health authorities and 
involve them in needs assessment. However, in exchange 
for this new power, GPs will become more accountable 
both financially and for the quality o f primary care (a role 
some primary care physicians have already accepted in the 
United States). In both systems, if patient satisfaction and 
quality does not improve or costs are not held down, pri
mary physicians are vulnerable to being blamed for broad-
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er system failures. GPs could becom e the fall guys for an 
underfunded NHS, because the proposals offer little extra 
funding for the NHS. In a similar vein, US primary care 
physicians are experiencing a backlash, as their new gate
keeper role is perceived as a barrier to choice and access 
to specialists, a role well accepted by doctors and patients 
in the United Kingdom.

The Blair proposals offer the opportunity to develop 
commissioning (and the concept o f  COPC) through 
structured public involvement and cooperation between 
health care, public health, and social services. The 
potential o f  COPC to improve morbidity and mortality by 
putting these principles into practice has been demon
strated over 25 years by Julian Tudor Hart, a pioneering 
British GP.36 However, the development o f  COPC in the 
United States has been slow because o f the fragmented 
nature o f  the health care system and a lack o f consensus 
on how to define a community and how  to address its 
health problems.37

CONCLUSIONS

Can the United States learn from the recent UK reforms? 
There are a number o f possible changes in the US man
aged care landscape that could be modeled on the UK 
reforms. Perhaps health maintenance organizations 
(HMOs) should be encouraged to develop physician 
advisory committees similar to commissioning groups. 
Perhaps indicators similar to those o f  the Health Plan 
Employer Data and Information Set (HEDIS) should be 
expanded to cover more social issues in health care to 
encourage HMOs to address broader issues, such as fam
ily violence or teenaged pregnancy? Could PCG-like 
super groups be developed to help primary care physi
cians negotiate with HMOs or directly with employers? 
Should formal mechanisms be set up to encourage physi
cians and hospitals to work with health departments and 
governmental agencies to address population health?

Medicine, including its allied industries, has devel
oped during this century into a powerful force, its para
digm focusing on treatment o f  the individual with ever 
more com plex and expensive technology.35'38 Placing pri
mary care groups in overall charge o f the NHS budget 
will likely reduce the emphasis on this paradigm and 
shift resources away from high-tech individual treat
ment. A  cooperative venture between local people, 
social services, and a GP-led NHS will be focused more 
on prevention, reducing inequalities, and improving the 
health o f the population. It is an experiment US physi
cians should watch carefully.
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