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4 Summary Management of NHS hospital productivity

Figure 1
How NHS productivity is measured

NHS productivity is measured as the ratio between the volume of resources going into the NHS (inputs)
and the quantity of healthcare provided by the NHS (outputs). If inputs rise faster than outputs, then
productivity goes down.

Productivity is focused on the measurement of inputs and outputs that are directly in the control of the
organisation that produces them, rather than the outcomes that are not wholly within their control. For
instance, a hospital can control the time a patient waits for an operation, but cannot fully control their
long-term health.

The most authoritative measure of productivity is produced by the Office for National Statistics (ONS).

In its productivity index, inputs are measured so as to remove the effects of pay and price changes and
instead focus on growth in the volume of inputs. The outputs are adjusted to reflect their relative cost and
their quality.

The ONS measure evaluates whether the NHS is getting more from its physical resources (such as staff
and equipment) and does not directly capture the economy with which these resources are procured
(such as staff pay or price of drugs). ‘Labour Productivity’ is a more narrow measure that looks at the
ratio between number of staff and quantity of outputs, and so does not directly measure either the cost
or volume of non-labour inputs, such as healthcare equipment.

Measuring productivity is difficult — in particular, adjusting for quality change is challenging — and there
has been only limited useful work in other countries. Efforts to compare productivity of NHS hospitals to
other organisations are made difficult by a lack of data and directly comparable bodies.

ONS acknowledges there are limitations to its measure. In particular, the adjustment of outputs:
does not cover all aspects of quality; is based on limited information; and is sensitive to the weighting of
the different facets of quality included in the index.

g
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e.g hospital procedures Adjusted for survival rates

and admissions
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patient experience
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Staff costs
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Summary

1 In 2000 the Department of Health (Department) published the NHS Plan, a ten-year
vision for reforming the NHS. The Plan argued that the NHS was failing to deliver
because it had been underfunded, and set out to substantially increase funding in order
to meet public expectations for: more, better paid staff using new ways of working;
reduced waiting times; high quality care centred on patients; and improvements in local
healthcare buildings. The Plan set out the systemic problems of the NHS, such as a

lack of national standards and clear incentives and levers to improve performance, and
also outlined the expectation that the NHS would continuously improve its efficiency,
productivity and performance.

2 NHS productivity is the measure that describes the relationship between inputs
(such as staff and clinical supplies) and outputs (healthcare activity adjusted for quality)
(Figure 1). In the NHS the term ‘productivity’ is widely used but often confused with
other terms like economy, efficiency and value for money. Between 2000-01 and
2010-11, NHS expenditure will have increased by 70 per cent to £102 billion from

£60 billion. The Department explained that much of the additional funding was intended
to be used to meet the key public expectations and would not initially be matched by a
commensurate increase in outputs.

3 The Department’s implementation of the NHS Plan has comprised three stages.
The first was about building workforce, physical capacity and tackling issues of major
concern to the public, such as access. Between 2004 and 2007, the Department
introduced levers to enable reform, such as: choice, more freedom for providers, and
better financial systems. In the final stage, from around 2008, the NHS was expected

to use the additional capacity and the various levers to transform services to deliver high
quality care for patients and value for money for the taxpayer.

4 As over 40 per cent of NHS expenditure is accounted for by acute NHS and
foundation hospital trusts (hospitals), improving hospital performance is central to
achieving the expectations in the NHS Plan. The Department expected to improve
the quality and efficiency of hospital care through: national performance targets to
reduce waiting times and improve patient outcomes; national pay contracts involving
above inflation pay increases designed, in part, to deliver productivity improvements
of between 1.1 and 1.5 per cent a year; and the commissioning of hospital services
through a national tariff system called Payment by Results.
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5  The National Audit Office has published two reports on pay modernisation

in hospitals, which included assessments of progress in meeting the productivity
improvements. Our 2007 report on the new consultants’ contract concluded that it

was too early to tell whether productivity had improved. Our 2009 report on Agenda

for Change highlighted that the Department had not carried out a specific exercise to
demonstrate the productivity improvements and hospitals had not attempted to measure
the resulting efficiency or productivity gains.

6  In November 2009, the NHS Chief Executive announced that, in response to the
economic downturn and increasing demand for healthcare, the NHS and Department
would need to deliver between £15 and 20 billion of efficiency savings per year by
2013-14 to be reinvested in health services. Around 40 per cent of these savings are
expected to come from driving efficiency in hospitals. To support NHS organisations
to improve quality of care while making these savings, the NHS Chief Executive also
launched the national Quality, Innovation, Productivity and Prevention (QIPP) challenge.

7 This report examines how productivity in hospitals in England has changed

over the last ten years, and the effectiveness of the Department’s initiatives in driving
productivity in hospitals. It also assesses how well placed the NHS is to deliver
improvements in hospital productivity. Our evaluation is based on both the outcome -
whether hospital productivity has changed (Part One) — and the implementation of the
national initiatives that the Department expected to influence productivity (Part Two).
Part Three examines the variations in hospitals’ efficiency and approaches to
productivity, to provide an indication of the scope for improvement. The report
concludes with a discussion of the risks associated in delivering the QIPP challenge
(Part Four). In this report, we look at both the factors affecting the Office for National
Statistics measure of productivity and also broader elements of productivity, such as
staff pay, which significantly affect the value for money of expenditure in hospitals.
Our methodology is summarised in Appendix One. A more detailed methodology is on
our website at www.nao.org.uk/NHS-Productivity-2010.

Key findings

The most authoritative national measure shows a decline in
hospital productivity

8 Figures produced by the Office for National Statistics estimate that, since
2000, total UK NHS productivity decreased by an average of 0.2 per cent per year;
however, productivity in hospitals fell by around 1.4 per cent per year. Over the
last ten years, in line with the NHS Plan, significantly more money has been spent in
hospitals. This increased funding has paid for more, better paid staff, and extra goods
and services. Hospital activity — adjusted to reflect improvements in the quality of care —
has not risen at the same rate as these additional resources, indicating that productivity
has declined. However, the adjustments for quality are challenging and remain at

an early stage of development due largely to the lack of data on health gains. Also,
productivity might initially be expected to fall in periods of rapid input growth as any
resulting increase in output may be slower to achieve.
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The Department has focused on delivering the Government’s ambition for
improved performance within an agreed budget

9 The increased money going into NHS hospitals has helped deliver more,
better paid staff, reduced waiting times, higher quality care and improved hospital
facilities. Until the end of 2009, the Department has focused on delivering national
priorities — through a combination of targets, performance management, incentives and
guidance — within a fixed budget. This has resulted in improvements in, for example:
inpatient median waiting times from 12.9 weeks in 2000 to 4.3 weeks in 2010; outpatient
waiting times from 4.8 weeks in 2005 to 2.7 weeks in 2010; and the percentage of
patients treated in A&E within four hours from 78 per cent in 2003 to 98 per cent in 2009.
The Department argues that it has not performance managed measures of productivity
directly. It has focused on costing expenditure pressures and performance targets, and
requiring the NHS to deliver these within an agreed budget. The Department has not set
specific targets for productivity but built in expectations for efficiency improvements into
the levels of funding provided to Primary Care Trusts and hospitals.

10 NHS pay contracts implemented nationally since 2003 have increased
hospital costs and are not always used effectively to drive productivity. Since we
reported on the Consultant Contract and Agenda for Change, we have not been able
to identify the widespread cultural shift in hospitals that we suggested was needed if
the contracts were to be used to optimise productivity. The Department intended, for
example, that consultant job planning would give hospital managers the opportunity to
align consultant activity with hospital objectives; however, few hospitals have used job
planning or staff appraisal systems to demonstrably improve productivity. Data show
that there have been improvements in the trends for measures of labour productivity
since the contracts were introduced, and the Department believes there is a plausible
link between these improvements and the introduction of the contracts.

11 The Department’s process of setting prices under the Payment by Results
system has promoted some efficient practice. Recent evidence suggests that
national tariffs have driven reductions in length of stay and an increasing proportion

of operations undertaken as day surgeries. However, the Department’s own hospital-
level efficiency index shows substantial variation, and the tariff adjustment to account
for assumed efficiency improvements is offset by uplifts to account for inflationary cost
pressures, such as those resulting from the national pay contracts.

12 There have been delays in rolling out the national tariff to all hospital activity
and the quality of information used to pay hospitals is variable. The original
intention was that by 2008 all commissioning would use national tariffs; however, in
2010 around 40 per cent of hospitals’ income is not covered by Payment by Results.
Reports by the Audit Commission highlighted significant variation in hospitals’ cost and
activity data, which are used for setting and applying the tariff. In 2010, the Department
introduced the concept of best practice tariffs (paying hospitals for evidence based
care), piloted on four common procedures with a view to expanding its use in future.
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13 Other Departmental initiatives to improve productivity, based on sharing
innovation and good practice, have yet to be fully evaluated and remain
insufficiently used within and across hospitals. The Department has sponsored the
development and sharing of good practice, for example through the NHS Institute for
Innovation and Improvement (NHS Institute). There are many examples where hospitals
have implemented good practice to help improve their productivity, such as: electronic
job planning; “Productive Ward” and “Productive Operating Theatre” (part of the NHS
Institute’s ‘productive’ series); and initiatives to help redesign patient pathways. The
implementation of good practice, however, is seldom comprehensive or consistent within
a whole hospital and innovation is often not adopted because of a lack of evidence or
scepticism about the costs and benefits.

Hospitals have not focused sufficiently on driving productivity

14 The hospital managers we spoke to say they have primarily concentrated on
meeting national performance targets whilst maintaining financial balance, and
not specifically on optimising productivity. The national focus on quality of care has
meant that clinical staff have not been performance-managed with regard to the cost
or efficiency of their activities. We found that hospital managers do not always bring
performance and financial data together in a way that enables them to fully understand
the relationship between the money they spend and the care they provide.

15 There are substantial variations in hospital costs and activity, but not all
hospitals use this information effectively to identify efficiency savings. Variations
in performance exist in other health care systems and in private sector companies.
The Department is aware of the variations in hospital costs and that they indicate
potential efficiencies, with reducing variation one of the sources of savings to meet the
QIPP challenge. However, we found that these variations have not been systematically
interrogated by senior hospital managers or local commissioners; as a result there is
limited consideration of the extent to which a hospital is delivering value for money in
comparison to its peers. The NHS Institute has estimated that the scale of productivity
opportunity in hospitals through the reduction of variations in some key hospital activities
is around £4.6 billion. Our analysis indicates that if all hospitals performed at the level
of the top 25 per cent in respect of staff costs, use of estate, control of emergency
admissions and bed management, the NHS could save around £1.6 billion a year.

16 Year-on-year increases in activity have enabled hospitals to increase their
income rather than drive efficiencies and local savings. In 2008-09 funding from
Primary Care Trusts for acute hospital services rose by 7.3 per cent compared to the
uplift in the national tariff of 2.3 per cent. Increased activity coupled with improved
counting and coding of activity paid at the national tariff may have helped many hospitals
to maintain financial balance. There are unexplained variations across England in the
money spent by hospitals to provide the same treatments, and hospitals we visited did
not understand why their costs were higher or lower than the average.
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There are challenges to overcome if the NHS is to deliver £15 to 20 billion
of efficiency savings

17 Some hospitals do not effectively control staff costs. Some hospitals have
been slow to adopt tighter controls either over managing staff vacancies and the use of
temporary and agency staff or in adopting more efficient approaches to managing staff
rotas. Some managers also reported that they felt unable to effectively use the provisions
within the contract to control some costs, such as recurring clinical excellence awards.

18 Given the unprecedented scale, there are risks to the delivery of the
2009-launched Quality Innovation Productivity and Prevention challenge and the
expected efficiency savings required by March 2014. This Department-led initiative
required Strategic Health Authorities to develop regional efficiency plans by April 2010.
Additional plans have been developed by 12 national work-streams. Primary Care Trusts
have developed local plans but these have had limited input from the hospitals who are
expected to deliver the bulk of the savings. The timetable for implementation is operating
alongside the schedule for transition to the new NHS structures, announced in the

July 2010 White Paper. There is a risk that Strategic Health Authorities and Primary Care
Trusts, which are responsible for driving the delivery of the efficiency savings, will be
distracted by their planned closure by March 2013.

Conclusion on value for money

19 The past decade has seen consistent, significant increases in hospital funding.

This was designed, in part, to deliver more productive behaviour. However, hospital
productivity has fallen. The Department’s design and the NHS’s implementation of national
initiatives were predominantly focused on increasing capacity, quality and outcomes of
healthcare whilst maintaining financial balance, rather than on realising improvements in
productivity. Whilst hospitals have used their increased resources to deliver many of the
national priorities, hospitals need to provide more leadership, management and clinical
engagement to optimise the use of additional resources and deliver value for money.

Recommendations

20 The July 2010 Health White Paper, Equity and Excellence: Liberating the NHS,
proposes a humber of significant reforms. Our recommendations highlight the issues
that the Department should consider in these reforms to help improve productivity
from publicly funded hospitals. Once the reforms are in place, we will agree with the
Department the responsibility and timeline for implementing the recommmendations.

a Hospitals do not make best use of the levers in the national contracts for
staff. Any future national pay contracts should set out the expected productivity
gains and efficiency savings that organisations should be obtaining, clearly
linking these to the aspects of the contract that are intended to be used to realise
the improvements.
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b  Although the Department built some efficiency targets into the Payment by
Results framework, these are not aligned to the level of efficiencies now
required. The national tariffs and associated business rules need to be aligned
with the expected efficiency gains and in a way that also promotes the take-up of
productive behaviour.

¢ The quality of some of the data underpinning hospital payments is variable.
The Audit Commission has agreed to review the accuracy of costing data in 2010,
but there needs to be a long-term strategy for improving, and providing assurance
on, the validity of hospital cost (reference costs) and coding of activity data
(Hospital Episode Statistics).

d The Department has not adequately evaluated the cost of national
initiatives after their implementation. Major national initiatives should include
a realistic assessment of the costs and benefits, with progress against these
expectations evaluated.

e The current measures of NHS productivity cover the whole UK, and the
quality adjustment is limited. When producing productivity measures, new
data on quality such as Patient Reported Outcome Measures (PROMs) should be
considered. The current UK measure should, if possible, be disaggregated for the
devolved administrations and by type of healthcare service.
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Part One

Productivity measurement in NHS hospitals

1.1 Over the last ten years, in line with the NHS Plan 2000, there have been substantial
increases in NHS funding. Between 2000-01 and 2010-11, expenditure on the NHS will
have increased by 70 per cent to £102 billion from £60 billion, an average real terms
increase of 4.5 per cent a year. In the NHS Plan, the Government set out a ten-year
plan to modernise the NHS through investment in more, better paid staff, using new
ways of working, and improved equipment and buildings. The aim was to deliver better
care to more people more quickly, address issues of public concern, such as access
to healthcare and waiting times, and improve outcomes for major disease areas such
as cancer and coronary heart disease. The Department of Health (the Department)
expected that the increased spending would overcome the systemic problems in the
NHS, and meet the public’s expectations but also continuously improve efficiency,
productivity and performance.

1.2 The Department’s implementation of the NHS Plan had three stages

(Figure 2 overleaf). The first phase was about building the NHS workforce, improving
the physical capacity of the NHS, and tackling issues of major concern to the public,
such as waiting times and improvements in mortality rates. Between 2004 and 2007,
the Department introduced a number of reform levers such as: choice; more freedom
for providers, particularly Foundation trusts; and better financial systems. In the final
stage, from around 2008, the Department expected the NHS to use the additional
capacity and the reform levers to transform services to deliver high quality care for
patients and value for money for the taxpayer.

1.3 Over 40 per cent of NHS expenditure is accounted for by acute NHS and
foundation hospital trusts (hospitals). In November 2009, the NHS Chief Executive
announced that the NHS and Department would need to achieve £15 to 20 billion
efficiency savings per year, of which around 40 per cent are expected from driving
efficiency in hospitals. In this part of the report, we analyse the measurement of NHS
productivity and how hospital productivity has changed since 2000.
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Figure 2

Timeline of key events since the NHS Plan 2000

-

Phase 1: Increasing capacity and investment Phase 2: Choice, competition and better Phase 3: Deliver
financial systems high quality care and
value for money

&

( Comprehensive Spending Review (CSR) CSR 2004 (21 per cent CSR 2007 (22 per cent CSR 2010
2000 (27 per cent increase in nominal NHS increase over three years) increase over three years) (11 per cent
funding over three years) increase over

four years)

_

4
Publication Department submit Introduction Introduction QIPP Best
of NHS Plan: business case to of the new of Agenda for programme Practice
a plan for HM Treasury on Consultant Change (a process launched Tariffs
investment, a pay modernisation Contract that continued until introduced
plan for reform Dec 2006) into PbR

&m&ﬁf EEJW

Payments by Results
(PbR) introduced covering
a small proportion of
elective admissions

New target ofa
maximum wait of
18 weeks from
referral to treatment

New target to
halve MRSA
infections by 2008

PbR extended

to include A&E,
outpatients and
emergency admissions
for all hospitals

Department announces
£15-20 billion of
efficiency savings to be
made by 2013-14

Source: National Audit Office

Measures of NHS productivity include a quality adjustment

1.4 Productivity is the ratio between the volume of resources going into the NHS
(inputs) and the quantity of healthcare provided by the NHS (outputs). Outputs are
adjusted to reflect their relative cost and their quality. If outputs rise faster than inputs
then productivity increases. Working with the Department, the Office for National
Statistics (ONS) produces an annual measure of UK NHS productivity, giving trends
since 1995. In 2004, ONS changed the measurement of healthcare productivity so that
the outputs which represented treatments received by individual patients were weighted
to take into account the complexity and varying cost of individual treatments.
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1.5 Healthcare inputs — categorised as labour, goods and services, and capital
consumption — are measured so as to remove the effects of pay and price changes

and instead focus on growth in the volume of inputs. For instance, labour inputs are
measured using staff numbers weighted together using proportions of expenditure on
the relevant staff groups. Hospital outputs are calculated using activity data (Hospital
Episode Statistics) and unit cost data (reference costs'). Outputs are adjusted for quality
to reflect improvements in survival rates, waiting times, and patient experience. The
ONS acknowledges there are limitations to their measure. In particular, the adjustment
of outputs: does not cover all aspects of quality; is based on limited information; and is
sensitive to the weighting of the different facets of quality included in the index.

Since the NHS Plan total NHS productivity, as measured by the
ONS, has not improved

1.6 ONS estimates that UK NHS productivity declined between 2000 and 2008 on
average by 0.2 per cent per year. Inputs grew by 4.9 per cent per year during this period,
but the average annual growth for outputs was 4.7 per cent (Figure 3).

Figure 3
Change in total NHS productivity from 2000 to 2008

Index (2000=100)
150

140
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120
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100

90

80
2000 2001 2002 2003 2004 2005 2006 2007 2008

Year

Input index = === Qutput index Productivity index

NOTE

1 Productivity is calculated by dividing the outputs (for example the volume of operations and treatments, adjusted for
quality) by the inputs (the resources used to carry out the care). Further detail on the calculation of productivity is given
in Figure 1.

Source: Office for National Statistics

1 Further details on reference costs are given in Box One, p25.
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ONS-measured productivity in hospitals has declined at a greater
rate than in the rest of the NHS

1.7 Hospital productivity has decreased at a higher rate than for the NHS as a whole.
At our request, ONS disaggregated its NHS productivity measure to construct an index
for Hospital and Community Health Services (HCHS) — of which acute hospitals account
for the majority of inputs, outputs and quality adjustments. Between 2000 and 2008, this
UK index fell, on average, by 2 per cent per year or by 1.4 per cent when outputs are
adjusted for those quality improvements accounted for in the NHS index that could be
attributable to hospitals (short-term survival, health gain and waiting times) (Figure 4).
Over this period, the inputs measured in this productivity index rose by almost a half
(46.5 per cent), and productivity might initially be expected to fall in periods of rapid input
growth as any resulting increase in output may be slower to achieve.

Figure 4
Changes in hospital productivity from 2000 to 2008

Index (2000=100)
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Year

NHS productivity, adjusted for quality
= Hospital (HCHS) productivity, adjusted
= = Hospital (HCHS) productivity, unadjusted

NOTE

1 Hospital and Community Health Services (HCHS) includes ambulance and non-acute hospital services (e.g. mental
health). Acute hospital care accounts for the majority of inputs, outputs and quality adjustment. ONS do not fully
measure community activity which represents 4 per cent of this measure, and any shift in activity from acute care to
the community will underestimate productivity.

Source: Office for National Statistics
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Labour productivity initially declined alongside growth in staff numbers but
subsequently improved

1.8 Labour productivity is a more narrow measure that looks at the ratio of outputs

to number of staff and so gives an indication of the average output per member of staff.
Goods and services are not included as inputs in a labour productivity measure but
contribute to outputs. Since 2000 goods and services have increased at a higher rate than
labour inputs — at 8.0 per cent per year compared to 3.5 per cent — so labour productivity
might therefore have been expected to increase. However, Figure 5 shows that, since
2000, hospital (HCHS staff) labour productivity fell in five of the last eight years, but
increased in three of the last four years. Hospital consultant labour productivity fell in seven
of these years. Both measures have performed below the total NHS labour productivity
measure, although with some improvement in later years.

Figure 5
Trends in labour productivity since 1995

Index (1995=100)
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1 Consultant Contract Agenda for Change
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Year
NHS labour productivity =~ === Hospital (HCHS staff) labour productivity
Consultant productivity
NOTE

1 In this calculation, hospital (HCHS staff) labour productivity excludes consultant numbers.

Source: Analysis of Office for National Statistics and NHS Information Centre data
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1.9 Inthe Department’s business case on pay modernisation, submitted to HM Treasury
in 2002, the Department expected that in return for above inflation pay awards it would
deliver annual labour productivity gains of between 1 and 2 per cent, mostly through
increased activity, shorter waiting times and higher quality of patient care or longer
consultation times. Figure 6 illustrates changes in labour productivity before, during and
after the implementation of the contracts. Trends in these measures of labour productivity
tend to be as a result of changes in the rate with which the workforce has grown and they
do not necessarily represent how effectively the workforce contracts are used, although
the Department believes that it is plausible that some of the improvements are due to the
new contracts. Some of the growth in labour productivity is due to a change in staff-mix in
favour of higher paid grades, and some may be an artefact of outsourcing services. Details
of the labour productivity measures (including limitations) and the overall hospital (HCHS)
productivity index used in paragraph 1.7 are included in our online methodology (www.nao.
org.uk/NHS-Productivity-2010).

Figure 6

Changes in labour productivity

NHS staff group Consultants, Hospital (HCHS staff),

Annual change Annual change

A Historical trend -1.6% 0.6%
(1995-2002) (1995-2003)

B During implementation -2.7% -0.2%
(2002-2004) (2003-2005)

C Since implementation -0.8% 2.3%
(2004-2008) (2005-2008)

D Actual gross change (C - A) 0.8% 1.7%

E Expected labour productivity gain (gross change) 2.0% 1.1% (Nurses) — 1.5% (Allied

Health Professionals)

NOTE
1 Inthis calculation, hospital (HCHS staff) labour productivity excludes consultant numbers.

Source: Department of Health, and analysis of Office for National Statistics and NHS Information Centre data




Management of NHS hospital productivity Part One 17

Staff costs account for the majority of hospital expenditure

1.10 The cost of patient care in hospital covers the period from admission to discharge,
known as the “spell of care”. The majority of the expenditure for an average spell of
care is accounted for by staff costs (65 per cent), followed by goods and services

(17 per cent) (Figure 7).

1.11 The NHS Plan (2000) acknowledged the need for more, better paid staff and
proposed increasing, by 2004, the number of NHS staff by 7,500 more consultants

and 20,000 more nurses. Over this period, the NHS employed an additional

6,000 consultants and 47,000 nurses, midwives and health visitors (full-time equivalents).
By 2009 the total NHS workforce had increased by almost 30 per cent (from 1.1 million
in 2000 to 1.4 million). Figure 8 overleaf shows the increase across all grades of hospital
staff between 2000 and 2009, including the additional 12,500 consultant full-time
equivalents — a 56 per cent increase.

1.12 Figure 9 on page 19 shows the comparative increase in annual earnings for
groups of NHS staff between 2000, when this data was first collected, and 2009.

Over the period, average consultant earnings increased each year by an average of

5.9 per cent with administrative and clerical staff earnings rising annually by 5.2 per cent.

Figure 7
Key costs in an average spell of care in 2009-10

Other 9%

Premises costs 9%

Goods and services 17%

Staff costs 65%

NOTE

1 Goods and Services comprise clinical and general supplies and services as coded in the NHS Summarised Accounts.
Other costs include consultancy, transport costs, and clinical negligence payments.

Source: Analysis of NHS Summarised Accounts 2009-2010 and NHS comparators data
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Figure 8
Change in NHS hospital workforce from 2000 to 2009

Full-time equivalents (FTEs) (000s)
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Year
1 Nurses, midwives and health visitors 5 Registrars and other doctors in training
2 Support to clinical staff 6 Managers
3 Non-managerial infrastructure support staff 7 Consultants
4 Qualified scientific, therapeutic & technical staff

NOTE
1 Figures as at 30 September each specified year. Figures include staff from non-acute hospitals.

Source: NHS Information Centre
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Figure 9

Change in NHS average earnings between 2000 and 2009

NHS staff group Mean Mean Percentage Mean annual
earnings earnings change percentage
Aug 2000 July-Sep 2009 2000-09 change

(£) (£)
Consultants 71,900 120,900 68 59
Doctors in training and 35,000 51,800 481 4.5

their equivalents

Managers 35,700 47,900 342 4.32
(Aug 2002) (2002-09)

Nurses and midwives 22,600 30,700 362 3.52

Maintenance and works 19,600 27,300 39 3.8

Admin and clerical 14,000 22,100 58 5.2

Healthcare assistants 12,400 18,700 512 6.02
(Aug 2002) (2002-09)

Public sector? 17,000 25,300 49 4.5

Private sector? 19,800 27,500 38 3.7

NOTES

1 The number of hours worked per week by Doctors in training has been limited by the introduction of the European
Working Time Directive.

2  These figures may understate actual growth, as 2009 data for: ‘Managers’ excludes some senior managers;
‘Nurses and midwives’ includes unqualified and health visiting staff; and ‘Healthcare assistants’ includes ‘other
support staff’.

3 Comparator earnings figures are average for whole years (2000, 2009) and are rounded to the nearest £100.

Source: NHS Information Centre; Department of Health; Office for National Statistics

The costs of goods and services have increased below inflation

1.13 Over the last decade the costs of goods and services purchased by hospitals have
increased below most comparable measures of inflation. These goods and services

— which include the cost of drugs, medical equipment, cleaning services and rent —

have risen on average by less than 2 per cent a year between 2000-01 and 2008-09
(Figure 10 overleaf). However, during this period the volume of goods and services used
by hospitals has risen by a total of 86 per cent.
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Figure 10
Inflation in the price paid for goods and services
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Activity in hospitals has risen but not at the same rate as costs

1.14 Between 2000-01 and 2009-10, the number of patients admitted across all NHS
hospitals in England rose by 31 per cent to 14.5 million from 11.1 million (Figure 11),
with hospital activity (measured by number of finished consultant episodes) increasing
annually by an average of 3.6 per cent. The number of patients admitted aged 75 and
over has increased by 59 per cent, suggesting that the complexity of care in hospitals
has increased. Day case admissions have increased by 51 per cent since 2000, which
reduces cost per episode (but this value for money improvement is not accounted for as
an increase in productivity within the ONS index).

1.15 Emergency admissions account for 36 per cent of all hospital admissions and cost
the NHS around £11 billion a year.? Our analysis of factors affecting hospital performance
showed that those with a higher proportion of emergency admissions compared to total
inpatient admissions tended to have higher relative costs. The proportion of emergency
admissions has remained relatively stagnant indicating that attempts to control
emergency admissions at a local level have not been successful.

2 Nuffield Trust (2010) Trends in emergency admissions in England 2004-2009: is greater efficiency
breeding inefficiency?
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Figure 11
Inpatient hospital admissions since 2000 by type
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Over the last ten years there have been measurable improvements
in the quality of patient care

1.16 The ONS includes a quality adjustment in its calculation of hospital productivity to
account for short-term survival rates, health gain following treatment and waiting times.
The Department’s data on waiting times show: that inpatient median waiting times fell
from 12.9 weeks in 2000 to 4.3 weeks in 2010; improvements in outpatient waiting times
from 4.8 weeks in 2005 to 2.7 weeks in 2010; and the percentage of patients treated in
A&E within four hours has increased from 78 per cent in 2003 to 98 per cent in 2009.

1.17 There is limited data available relating to quality beyond reducing mortality for
cancer and coronary heart disease and reducing two specific healthcare associated
infections. Whilst there have been achievements in these areas, our 2009 report

on healthcare associated infections found that other infections, that are not being
performance managed, may have increased.® Our 2010 report on health inequalities
found that the cancer and coronary heart disease targets are on course to be achieved.
There are other aspects of quality which are not fully covered within the ONS measure,
such as the health gains from different procedures and the new Patient Reported
Outcome Measures (PROMs).

3 National Audit Office (2009) Reducing Healthcare Associated Infections in Hospitals in England.
4 National Audit Office (2010) Tackling inequalities in life expectancy in areas with the worst health and deprivation.
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Part Two

National initiatives to improve hospital performance

2.1 Over the last 10 years the Department has had control over a considerable
proportion of hospital costs. The Department has influenced hospital staff’s earnings
through national pay contracts and other input prices, such as drugs. It also sets the
tariff that commissioners use to pay hospitals for much of the care they provide. In
addition the Department has had some influence over the nature and volume of activity
through the use of national standards and targets. The Department also has influence
through other NHS bodies which have a role in providing guidance and best practice
advice, performance management and inspection of hospitals (Figure 12). All of these
actions can impact on overall value for money but this may not always be fully captured
in a narrow definition of productivity. This part of the report examines the effectiveness of
the Department’s initiatives and other sponsored organisations on hospital productivity.

Hospitals could make better use of the national contracts for staff

2.2 NHS pay contracts are negotiated by NHS Employers, the representative body for
NHS trusts, on behalf of the Department, and trade unions such as the British Medical
Association. National contracts were negotiated to reward staff for working differently
and provide tools which employers can use to help them improve productivity and
quality. Our reviews of the new consultants’ contract in 2007° and Agenda for Change in
2009° have shown that whilst the contracts contained levers for improving productivity,
these were not used effectively by hospitals. The Department recognises that more
needs to be done to make best use of the contracts, for example, encouraging NHS
Employers to disseminate best practice and improve workforce guidance.

5 National Audit Office (2007) Pay Modernisation: A new contract for NHS consultants in England.
6 National Audit Office (2009) NHS Pay Modernisation in England: Agenda for Change.
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Figure 12
External organisations that influence hospital productivity
( Department of Health R
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1 In 2004, the Department passed its role of negotiating contracts on to NHS Employers.
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The Consultant Contract

2.3 In 2003 consultants were awarded a new contract with improved pay and
conditions. The Department expected this contract to deliver year-on-year consultant
productivity gains of 2 per cent above historical trends, through efficiency gains

and quality improvements. In our 2007 report, we concluded that it was too early

to determine whether productivity had improved. Whilst the contract introduced the
potential for greater transparency and productive working practice, we found that few
hospitals were realising this opportunity. There was little evidence that consultants
were working sufficiently differently or having their objectives aligned with those of
the hospital. We recommended that clinical management should be strengthened in
hospitals, including implementing more effective job planning.

2.4 In 2010, hospital managers told us that the Consultant Contract is still not used

as a lever for change, and we found few examples of the contract being used to
demonstrably improve productivity. Managers reported that the job planning process
remains primarily a diary exercise and is neither effectively monitored nor tailored to

the needs of the hospital, with job plans still not actively linked to appraisal processes.
Managers did, however, report that the ratio between time spent on direct patient care
and other duties is more closely monitored. Some managers also reported that they felt
unable to effectively use the provisions within the contract to control some costs, such
as recurring clinical excellence awards.

Agenda for Change

2.5 In 2006, the majority of hospital staff in the NHS, except doctors and senior
managers, had a new contract under the framework called Agenda for Change.

This framework was designed to facilitate new ways of working within hospitals. The
Department expected that Agenda for Change would result in a 1.1-1.5 per cent per
year rise in productivity. In 2009 we reported that hospitals had successfully transferred
1.1 million NHS employees on to the new simplified pay system. However, in requiring
hospitals to implement the framework quickly, the Department placed no explicit
requirement on individual hospitals to achieve productivity improvements. In 2010 some
hospital managers told us that Agenda for Change is not always used to manage staff
performance effectively, and that the incremental nature of the framework limits their
control of staff costs.

2.6 Foundation trusts are able to negotiate their own local terms and conditions for any
staff group, which in theory should enable the hospitals to respond more effectively to
local market pressures. In practice, foundation trusts have yet to use this freedom and
we have identified only one hospital which does not use the national contracts under
Agenda for Change.
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Payment by Results was intended to increase activity, reduce
waiting times and incentivise efficiency

2.7 Hospital services are commissioned by Primary Care Trusts, who are expected
to manage services to meet local needs in a cost-effective way. Hospitals are paid for
these services through:

the nationally-set Payment by Results regime introduced in 2003-04
(see Box One); and

locally-agreed contracts for the remainder of activity.

2.8 Before Payment by Results was introduced, commissioners largely used block
contracts to reimburse hospitals for the care they provided. Block contracts were often
based on historical provision of care, not on the actual numbers of patients treated, and
did not reflect cost efficiencies. Payment by Results was designed to reduce waiting times
by directly linking payment to activity and to incentivise efficiency by only paying at average
cost. The original intention was to have all commissioning within the framework by 2008.
However, Payment by Results currently covers 60 per cent of the income of an average
hospital and the remaining 40 per cent of income is based on either contracts negotiated
locally by Primary Care Trusts or other activities such as teaching, training and research.

Box One
Payment by Results and reference costs

Payment by Results is a single rule-based system for paying hospitals for the services they provide. The
Department expected that setting prices nationally would stimulate both activity, in part to reduce waiting
times, and efficiency.

Payments are based on a national price for a given unit of activity multiplied by the number of patients
treated. The price for each group of treatments (Healthcare Resource Group, HRG) is determined using cost
information provided by all hospitals in England. The price for an HRG is then set based on its average cost
compared to other HRGs, adjusted to take account of inflation and other cost pressures (such as increases
in pay) less an efficiency target (currently 3.5 per cent).

Reference costs are the average costs reported by each hospital for providing individual treatments, and

are used in calculating the national tariff. The overall cost for a hospital is compared to the average costs of
delivering the same level of activity to create the Reference Cost Index, a measure of hospitals’ relative efficiency
with, for example, a score of 105 suggesting that the hospital is 5 per cent more expensive than average.
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2.9 The Department’s reference costs data show a wide variation in the average costs
reported by hospitals (Figure 13). Some of this variation will be caused by differences
in patient case-mix and accuracy of submitted data but the wide range demonstrates
potential for improving efficiency. The Department hopes to incentivise hospitals to
adopt high quality, cost-effective procedures through:

the Commissioning for Quality and Innovation (CQUIN) payment framework
launched in 2009, which makes a small proportion of hospitals’ income conditional
on quality and innovation;

as of 2010-11, hospitals being paid at ‘marginal’ (30 per cent) tariff rates for

any unplanned admissions above the 2008-09 baseline levels. From 2006-07

to 2008-09, there was a ‘differential’ tariff to share, between providers and
commissioners, the financial risk of increasing emergency admissions, with any
changes above or below a nationally-set threshold priced at half of average cost; and

introducing best practice tariffs for four areas of care in 2010-11, with plans to
extend to other procedures.

However, it is too early to audit the impact of these initiatives on productivity. The
Department also plans to amend the payment framework so hospitals are not paid for
readmissions or ‘never events’.

Figure 13
Reference Cost Index compared to size of hospital by activity
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The quality of information used to pay hospitals is variable

2.10 Reference costs are used as the basis for the national prices paid to hospitals for
providing care. However, there is a perception that the quality of reference costs is poor,
and an audit of 2008-09 data found that hospital submissions were variable.” In 2010,
the Audit Commission also reported that despite an improvement in the accuracy of
clinical coding of activity data (from a 16.5 per cent error rate in 2007-08 to 11.3 per cent
error rate in 2009-10) with no net national over- or undercharging; however, there is still
significant variation between hospitals.® Hospitals and Primary Care Trusts also use

the data to support local pricing and contracting and, as a result, there can be wide
variations in the price paid for similar activities.

Payment by Results has incentivised hospitals both to control their costs
and increase income

211 In 2008-09, funding from Primary Care Trusts for acute hospital services rose by

7.3 per cent compared with a national tariff increase of 2.3 per cent. This is partly due to
increased number and complexity of patients treated in hospitals. Hospitals are paid a
standard tariff for the elective procedures they carry out, so an increase in activity leads to
increased hospital income, although the use of either differential and marginal tariffs from
2006-07 (with the exception of 2009-10) have reduced the financial gains for hospitals of
treating more emergency admissions. Since 2000 there has been a significant planned
rise in elective admissions, to address waiting times, but also in emergency admissions.
Senior managers in the hospitals we visited told us that they were able to maintain financial
balance through increasing income from activity covered by Payment by Results and, as a
result, did not focus specifically on improving productivity.

2.12 Hospitals have improved their recording of patient-level activity so that they are
fully reimbursed for the care they provide. At the same time, the proportion of patients
recorded as having additional medical complications has increased. There were

119 inpatient procedures under the 2008-09 Payment by Results tariff where hospitals
are paid at different levels depending on whether the patient is recorded as having
complications and, on average, a hospital could receive two-thirds more money if they
do so. Between 2007-08 and 2008-09, the proportion of admissions recorded as ‘with
complications’ increased in 99 of the 119 procedures (83 per cent).

7  Audit Commission (2010) Review of Reference Costs: findings from pilot reviews of the quality on
2008-09 submissions.
8 Audit Commission (2010) Improving data quality in the NHS: Annual report on the PbR assurance programme.
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Commissioners have been unable to control the increases in spend on
hospital care

2.13 Currently, Primary Care Trusts are expected to improve economy and efficiency
through commissioning and contracting, and reshaping local health economies to move
care out of hospitals. In practice, many Primary Care Trusts have had limited impact
over referral activity in primary care. Hospital managers we spoke to said they had not
experienced successful local demand management by their Primary Care Trusts, and
they particularly struggled with managing emergency admissions and A&E attendances.
For 2010-11, in an attempt to incentivise hospitals to actively manage demand for their
services, the Department has introduced a cap on payments for emergency admissions,
with commissioners now only paying 30 per cent of tariff for emergency admissions
above the 2009 baseline.

2.14 While some contracts contain assumed reductions in demand, these are driven

by affordability, and local demand management by Primary Care Trusts has been
insufficient to achieve the assumed level. Our 2010 report on cancer services highlighted
that many commissioners lack understanding of what drives costs and have not focused
on improving value for money.®

Payment by Results has driven some efficient practice

2.15 Payment by Results was introduced to support and enable increasing patient
choice and competition between hospitals. Recent evidence suggests that competition
has helped improve efficiency and quality in hospitals.'® "2 In particular, hospitals have
been incentivised through the tariff to carry out certain surgical procedures on one

day with no overnight stay (day case surgery). Length of stay has decreased by over

a quarter to a mean of 5.6 days in 2009-10, from 8.2 days in 2000-01, with the extra
capacity primarily used to reduce waiting times. Due to the increase in admissions,
hospitals have not been able to close beds at the same rate as the decrease in length of
stay, with the number of acute care beds (excluding those for mental health and learning
disabilities) having decreased by 8.2 per cent between 2000-01 and 2009-10. These
efficient practices have not resulted in hospitals releasing cash due to counter cost
pressures such as staff pay, which have negated the adjustments made to the tariff to
account for assumed efficiency gains.

9 National Audit Office (2010) Delivering the Cancer Reform Strategy.
10 Martin Gaynor et al (2010) Death by Market Power.

11 Z Cooper et al (2010) Does Hospital Competition Improve Efficiency?
12 Z Cooper et al (2010) Does Hospital Competition Save Lives?
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Tools designed to help hospitals share good practice and identify
productivity improvements have not been taken up universally

2.16 The Department has sponsored the development and sharing of good practice

to help hospitals increase their productivity, for example through the NHS Institute for
Innovation and Improvement (NHS Institute). Box Two shows some of the main products
the NHS Institute has developed to improve productivity. Hospital managers reported
that, where implemented, the Productive Series has been successful in improving ward
management, quality of care, and the job satisfaction of staff. However, hospitals we
visited were not able to quantify savings from implementing the Productive Ward and
could not identify the cost of implementation. Likewise few trusts that we spoke to had
used the information from the Better Care Better Value indicators to drive efficiency
improvements. In 2010, the NHS Institute published a ‘Module Impact Framework’ for
measuring improvements stemming from the Productive Series, and are working on a
‘Rapid Impact Assessment’ for quantifying productivity opportunities.

2.17 The Department negotiates national procurement contracts for goods and services
used in hospitals. However, it is the choice of individual hospitals whether they use
these contracts. We reported in 2010 that there are opportunities for improvements in
procurement across the public sector.”® The NHS Purchasing and Supply Agency has
identified the potential to save £240 million nationally by individual trusts using national
framework agreements.

Box Two
Initiatives from the NHS Institute for Innovation and Improvement

The Productive Series is designed to help NHS teams to redesign the way they work, using efficiency and
safety techniques developed from manufacturing industries. The aim is to improve the length of time staff
can devote to patient care by redesigning processes, leading to improved quality of care and, over time,
cost reductions.

The Better Care, Better Value Indicators are 15 high-level efficiency indicators that can help individual
hospitals identify potential areas for improvement in hospital care, published quarterly since October 2006.

The Institute has calculated that by improving performance to the top quartile in using just nine indicators that
relate to hospital care (including the Productive series, reducing length of stay and preoperative bed days)
£4.6 billion could be saved.

NOTE
1 Kings Fund (2010) Improving NHS Productivity: More with the same not more of the same.

13 National Audit Office and Audit Commission (2010) A Review of Collaborative Procurement Across the
Public Sector.
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2.18 The National Institute for Health and Clinical Excellence (NICE) also plays

an important role in influencing hospital activity through its national guidance and
publication of quality standards for hospital care. NICE also produces cost-saving
guidance for hospitals', including costing templates, that set out changes in
approaches to care for particular conditions or procedures which NICE estimates will
produce a net saving. NICE can have a significant impact on the way hospitals work,
but not all of its guidance is compulsory and there is no national approach to auditing
compliance. Our previous reports have found that patients were not always treated in
accordance with NICE guidelines.'

Whilst national targets have delivered quality improvements
and were costed by the Department, the actual costs are rarely
assessed after implementation

219 As part of each Spending Review, the Department assesses the costs of key
changes, such as: pay and price increases; demographic and other demand pressures;
national targets and quality improvements; and other new policies. The Department then
agrees the funds that will be made available with HM Treasury, and allocates budgets

to NHS bodies and other local health and social care organisations. The Department
argues that they do not performance manage measures of productivity directly but
require the NHS to deliver these changes within their agreed budget. The Department
builds in expectations for efficiency improvements into the levels of funding provided to
Primary Care Trusts and hospitals.

2.20 In the areas we have previously examined there is limited information about the
actual cost of achieving the national targets for quality improvements in the NHS.

For example, in 2009 we reported that the Department had not evaluated the cost
to the NHS of reducing two healthcare associated infections, which we calculated
was commensurate with the benefits claimed. Without sufficient evaluation of the
cost of implementing targets, it is difficult for the NHS to prioritise spending to deliver
improvements in care or demonstrate value for money. The Department accepts that
there is a need for further improvement in post-implementation evaluation.

14 Available at: http://www.nice.org.uk/usingguidance/benefitsofimplementation/costsavingguidance.jsp
15 National Audit Office (2010) Progress in improving stroke care.
16 National Audit Office (2010) Major Trauma Care in England.
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Part Three

Hospital performance in improving productivity

3.1 Inthe 2010 budget the Government announced that NHS expenditure growth
would be significantly lower than at any other time in the last 15 years. At the end
of 2009, the NHS Chief Executive set a challenge to deliver savings equivalent to
£15 to 20 billion across the whole NHS, to be reinvested in health services. These
savings, which the Institute for Fiscal Studies and Kings Fund have estimated could
require annual efficiency gains of around six per cent'’, are intended to be achieved
through: lowering input costs; rebalancing activity between hospitals and primary
care; reducing administration costs and improving hospital productivity. Central

to the Department’s plans for hospital productivity is a drive to reduce variation
between hospitals.

3.2 The July 2010 Health White Paper recognised that the NHS may need to identify
further savings, but also set out a vision for a reorganisation of the delivery of health care
in England. Focusing on productivity will help the NHS to understand the implications of
cost reduction and identify sustainable improvements. This part of the report assesses
the scope for hospitals to deliver their share of the savings.

Variation between hospitals’ costs and activity shows there is
significant scope for improving productivity

Costs vary between hospitals

3.3 There are unexplained variations across England in the money spent by hospitals
to provide the same treatments. The Reference Cost Index shows a hospital’s costs in
relation to the national average for their case-mix (see Box One, p25). Figure 14 overleaf
shows the variation in average costs within and between different types of hospital.
Hospitals we visited did not understand why their costs were higher or lower than

the average.

17 Appleby J, Crawford R, Emmerson C (2009) How Cold Will It Be? Prospects for NHS funding: 2011-2017.
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Figure 14
There are variations in reference costs by type of hospital
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Source: Department of Health

3.4 The Reference Cost Index is an aggregate measure of relative efficiency and, within
the overall variation shown above, individual reference costs or components of expenditure
may vary more widely. This may reflect poor quality cost data or relative inefficiency at,

for example, individual ward-level. There is evidence of substantial cost variations at
hospital speciality and procedure level. A recent study found that even allowing for case
complexity, patients in some hospital obstetrics departments routinely cost £550 more
than the average for England.'® Analysis of hospital data for 2008-09 showed the cost of
a first-time elective coronary artery bypass graft varied between £5,000 and £12,000. Day
case surgery is recommended nationally for a number of procedures and, by decreasing
the length of time patients are in hospital, is generally cheaper than non-day case
procedures. We calculated a variation, between non-specialist hospitals, in average day
case rates for all procedures of 35 per cent in 2008-09.

3.5 Our analysis of detailed costing data showed that the proportion of spend on key
costs varied significantly between hospitals. Staff cost for 2008-09 varied between

51 per cent and 71 per cent of total hospital expenditure, excluding specialist hospitals.
The average proportion of spend on premises was five per cent of total expenditure, but
for some hospitals was over ten per cent. Whilst some variation is expected and may be
explained, the level of variation is significant enough to raise concerns around the use
of resources.

18 Laudicella M, Olsen KR, Street A (2009) What explains variation in the costs of treating patients in English
obstetrics specialties?
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Costs are determined by a number of key factors

3.6 To understand the potential drivers of hospital cost, we analysed the Reference
Cost Index efficiency scores for all hospitals (excluding specialist hospitals) between
2006-07 and 2008-09, alongside other organisational data to identify how key indicators
influenced hospital costs. These performance indicators included: hospital size; clinical
activity; financial management; workforce; bed use; and estate management. Our
analysis indicated that proportion of emergency admissions; workforce levels per

bed; the use of the hospital estate; bed occupancy; and financial management were
key drivers of costs. These aspects are discussed in greater detail below, along with
estimates for the scope of savings that could be made if performance was improved.
Decisions on how these improvements are realised would need to be made with patient
safety as a first consideration.

Emergency admissions

3.7 There is substantial variation in the number of emergency admissions as a
proportion of total hospital admissions (Figure 15 overleaf). Emergency admissions

are a key driver of cost: as the proportion of emergency admissions increased by

1 per cent, the Reference Cost Index increased by 0.14 (equating to potential savings

of £0.3 million for an average hospital). For this factor, and those listed below, we
calculated potential national savings based on the bottom 75 per cent of hospitals
improving their performance to that of the 25" percentile (which is shown on the graphs).
For emergency admissions, this showed a potential saving across all acute hospitals of
around £300 million a year;'® however, these savings could only be achieved by hospitals
working with other local health and social care providers and commissioners.

Staff per bed

3.8 Between 2006-07 and 2008-09, the average number of staff per hospital bed
increased by five per cent, and staff costs as a proportion of operational expenditure
increased from an average of 50.8 to 62.3 per cent. Ranking hospitals by number of staff
per bed (Figure 16 overleaf), we found that the average number in the 25 per cent with
the lowest number of staff per bed was four, compared with an average of over five for
the rest of the population. We calculated that decreasing the number of staff per bed by
one decreased the Reference Cost Index by 2.6, suggesting potential national savings

of around £500 million. However, this analysis — as with the other aspects discussed in
this section — does not account for the relationship between staff numbers and safe care
in hospitals.

19 This figure may not be fully achievable as the analysis did not differentiate between hospitals with and hospitals
without A&E departments and, as such, some variation in levels of emergency admission is inevitable.
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Figure 15
Variation between hospitals in the proportion of admissions that are emergencies 2008-09
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Figure 16
Variations in the number of staff per bed 2008-09
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Bed utilisation and hospital space

3.9 The unit cost of operating an NHS hospital bed is approximately £200-£300 per day,
and is largely incurred even when the bed is not occupied. In 2008-09 the bed occupancy
rate in individual hospitals varied substantially (Figure 17). Our analysis indicated that

if bed occupancy increased by one per cent, the Reference Cost Index decreased by
0.38 on average (equating to potential savings of £0.8 million per average hospital), with
potential national savings of around £600 million a year.

3.10 In 2008-09, an average of three per cent of hospital floor space was “empty”

or “underused”, with 80 per cent of NHS hospitals having some proportion of their
occupied floor space below the acceptable functional standard defined by national NHS
standards. We calculated potential national savings from improving management of
hospital floor space of around £200 million.

Figure 17

Variation in bed occupancy levels 2008-09
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Financial management

3.11 Good financial management is essential to optimising improvements in NHS
productivity. We assessed whether the Care Quality Commission annual health check
score for financial responsibility, awarded on a four-point scale to individual hospitals,
was strongly related to reference costs. Our modelling suggested that in 2006-07 the
effect of financial management rated by the Care Quality Commission as ‘excellent’ was
an improved Reference Cost Index score of four points over that of a hospital whose
financial management was rated ‘weak’. The effect in 2008-09 was even greater, with a
difference of nine points.

Hospital initiatives to improve productivity could be more effective

Cost improvement plans are largely based on discrete opportunities to
reduce costs

3.12 All the hospitals we visited had annual Cost Improvement Programme (CIP) plans,
owned and monitored by the Finance Director. We found that these CIP plans are

not always linked with operational plans or priorities. They were commonly based on
discrete opportunities to reduce cost or improve quality in specific areas of the hospital
or for specific areas of treatment. This meant that it was very difficult to assess whether
the cost reduction was structured in a way that would deliver sustainable improvements,
and hospitals had insufficient data to demonstrate the accuracy of their claimed savings.

Information is not used effectively by hospitals to improve productivity

3.13 We found that hospitals make limited use of comparative data and benchmarking
against peers. Strategic Health Authorities often share data between hospitals for
benchmarking purposes, but told us that it was common for information that showed
a hospital to be performing relatively poorly to be dismissed as hon-comparable or
incorrect. Our review of hospital board minutes found that Non-Executive Boards
generally hold hospitals to account using national quality metrics and overall financial
performance. However, data is not always linked in a way that would enable boards to
assess both performance and expenditure, and hence productivity.

3.14 There are tools available to help hospitals compile their data in a useful way.
However, the use of evidence-based IT solutions such as electronic job planning is
localised, relies on individual hospital engagement, and is rarely rolled-out across whole
hospitals. Other examples of innovation and good practice have not been implemented
because they are poorly costed and the benefits are not accurately measured. The
Department has commissioned a hospital-level productivity indicator, due to be
published in 2011.
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Few hospitals have effective systems for performance managing their staff

3.15 The pay modernisation contracts contained contractual obligations designed to
enable hospitals to more closely performance-manage their staff. The implementation of
the new contracts was also an opportunity to align the objectives of the hospital with the
job plans of their staff, and improve productivity.

3.16 Consultants responding to our survey reported that they rarely have objectives
linked to productivity metrics such as cost or throughput of patients, either as part of
their job plans or formalised in another way. Over 80 per cent of the consultants said
they do not have objectives linked to reducing cost, and around two-thirds do not have
objectives linked to volume of patients. However, 52 per cent of consultants reported
having changed the way they work, over the last two years, to reduce the cost of care
and 72 per cent of consultants have worked to improve the throughput of patients.

3.17 The Knowledge and Skills Framework, introduced from 2004 and key to realising
the benefits of Agenda for Change, has still not been implemented by all hospitals

and for all staff. Not all NHS staff receive an annual appraisal or related performance
development review, although the proportion has increased from 61 to 69 per cent
between 2007 and 2009.?° Hospital managers reported annual incremental progression
through the pay scale was rarely based on performance. The Department, NHS
Employers and trade unions recognised the shortcomings of the Knowledge and Skills
Framework and commissioned a re-design and simplification of the current Framework,
published in November 2010.

3.18 Individual hospitals monitor their workforce productivity using a limited number of
efficiency indicators, including sickness absence rates, staff turnover, and agency costs.
However, we found that many hospitals had not implemented known good practice to
improve these four metrics. The use of e-rostering was recommended by us in 2006 and
was shown to reduce sickness absence, agency staff usage, and cost; yet we found
that some hospitals we visited had still not implemented an e-rostering system.

20 Care Quality Commission (2010) NHS Staff Survey 2009.
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Part Four

The new national challenge to deliver
improved productivity

Quality, Innovation, Productivity and Prevention is a national
initiative designed to deliver savings across the NHS

4.1 In order to deliver the quality improvements and efficiency savings expected by

2014, in November 2009 the NHS Chief Executive introduced the Quality, Innovation,
Productivity and Prevention (QIPP) challenge. QIPP aims to provide support, where needed,
to enable clinical teams and NHS organisations to make efficiency savings that can be
reinvested in the NHS whilst simultaneously maintaining or improving the quality of services.
Strategic Health Authorities are overseeing the development of local QIPP plans, which are
supported by 12 national workstreams, such as the 'productive care’ worksteam that is
designed to support rollout of the productive series (paragraph 2.16, p29).

4.2 This part of the report details the findings from our review of the regional and
national QIPP plans in relation to savings in hospitals. It is too early to audit the
implementation of the plans, although a recent Gateway Review rated the confidence
of delivering QIPP as ‘amber’, indicating that successful delivery appears feasible but
issues require management attention.

4.3 We found that some of the national workstream plans are not yet sufficiently explicit
in how they intend to engage and work with acute providers to either realise savings

or demonstrate and measure effectiveness. While workstreams include some specific
targets, poor baseline data for some of these mean it will be difficult to measure the
savings delivered by hospitals and progress against the nationally expected improvements.

4.4 The Department required Strategic Health Authority plans for achieving efficiency
savings between 2010 and 2014 to be agreed by April 2010, accepting that the plans will
change as the regional programmes are developed. The plans largely consist of discrete
projects aimed at reducing costs in specific cost areas and improvements in quality. It is
not clear how implementing the plans will lead to longer-term regional transformation of
local health economies.
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4.5 We identified risks to the implementation of the regional plans within the desired
timeframe and to both the measurement and the realisation of the projected efficiencies.
As the QIPP team acknowledges, there is some double counting of efficiencies and

has been only limited engagement with, and use of information from, provider services.
The overarching focus for each Strategic Health Authority remains the quality of care,
and many of the projects are extensions or iterations of those set up after the 2008
NHS Next Stage Review which focused on the improvement of quality. The Department
recognises the scale of the challenge in delivering the savings and have put plans in
place aimed at supporting the NHS and mitigating the risks.

4.6 Some external commentators and NHS managers argue that there are additional
risks to the implementation of QIPP, which stem from the initiative’s timetable coinciding
with the period of transformation of the NHS to achieve the reforms set out in the

July 2010 White Paper. The abolition of Strategic Health Authorities and Primary Care
Trusts, which have a lead role in delivering the QIPP agenda, and the establishment of
new organisations, could distract staff at all levels from focusing on the achievement

of the necessary productivity improvements. The additional cost pressures of the
reorganisation are also not yet known.

4.7 The Department argues that the changes can be used to reinforce the QIPP
agenda through helping to deliver a one-third reduction in costs of administration
and improving clinicians’ engagement. The Department considers that its transition
programme has a clear focus on mitigating the risks through, for example:

making Strategic Health Authorities combine the implementation of the White
Paper and QIPP in a single plan;

authorising pilot ‘pathfinder’ GP consortia (which will replace Primary Care Trusts)
against criteria including commitment to support the local QIPP agenda; and

ensuring hospitals’ applications to gain foundation trust status consider QIPP.
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Appendix One

Methodology

Methods

Case study visits to all ten Strategic Health
Authorities (SHAS)

Case study visits to NHS hospital trusts (12 sites)

Survey of consultants in England (381 responses)

Survey of executive directors of NHS trusts in
England (48 responses)

Semi-structured interviews with key stakeholders

Regression analysis of existing hospital cost and
activity data

Detailed statistical analysis of financial and activity
data in one hospital trust

Purpose

To understand the role of SHAs in improving
hospital productivity

To understand the levers and barriers trusts face
when managing productivity

To obtain views on the use of mechanisms designed
to improve productivity such as job planning

To obtain views on business planning within hospitals

To inform our understanding of the national initiatives

To identify what financial, activity or performance
attributes of trusts drive costs

To explore the relationships between lengths of stay,
mortality, and financial performance in a single trust
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