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BACKGROUND

1. At the previous meeting of TAGRA on 31st August 2010, TAGRA discussed paper TAGRA(2010)17, which set out the updated MLC indices using the latest available indicator data. TAGRA expressed concerns over the appropriateness of the adjustment, and requested that proposals for a review of the MLC adjustment be brought to the next meeting. This paper sets out the analytical support team’s (AST’s) proposals.
PURPOSE

2. AST see the purpose of the MLC review as to improve upon the existing MLC adjustment, rather than identify alternative adjustments, and the paper is drafted with this in mind. This is consistent with TAGRA’s remit to advise on how to refine and improve elements of the formula.
SUMMARY

3. It is proposed to undertake the MLC review in stages. Attempting to update the entirety of the adjustment in a single year is considered to be beyond the resources of the AST, even if no other work were to be undertaken over the course of the year.

4. TAGRA should note that the proposals and methodology set out here represent the best intentions of AST with regards to the review; however, there is significant uncertainty with regards to requirements in terms of timescales and resources. Due to the nature of the work, the initial investigations can identify technical issues that need to be addressed to conclude a thorough review. Attempting to rush or impose artificial timescales on the work to allow a fixed work plan to be completed would result in unsatisfactory outcomes of poor quality. Therefore, there is an inevitable risk that the work cannot be completed in a single year to a satisfactory quality, meaning the work would have to be carried forward into the work plan for 2012/13.
5. Nonetheless, with a project which is potentially very open ended, it will be important to set clear criteria to establish the point beyond which work should not be progressed. 

WORK TO BE COMMENCED IN YEAR 1

6. It is proposed to begin the review with the Mental Health & Learning Difficulties programme. The primary reason for choosing this programme is that it is the most out of date element of the formula, as it was not possible to update it in the latest MLC update. Accounting for slightly over 12% of expenditure, it is also the second largest hospital care programme after the acute care programme. Once this programme is completed, proposals will be brought to TAGRA to select another care programme to review.
7. AST would recommend against beginning with a review of acute services, as:

· The acute care programme currently has the best fit of all the adjustments;

· It would make sense to complete the proposed review of acute costs before updating the acute MLC; and

· The acute care programme has seven different diagnostic groups, and will therefore be extremely resource intensive to update.
8. It is proposed that the review take the form of carrying out new regression analysis on more recent cost data. The existing adjustments and indicators from the NRAC report will be used as the baseline against which to judge if alternative variables can provide improvements to the MLC. Where this is not the case, and where the current adjustments are deemed to have insufficient explanatory power, it is recommended that TAGRA consider flat funding. Given the current evidence, AST would recommend that flat funding be considered for five elements of the current MLC adjustment (see Annex C).
9. Annex A provides more detail on potential methodologies; Annex B discusses the stages of the review; and Annex C discussion decision criteria for assessing the outputs.

MANAGING THE REVIEW

10. The review of the regression analysis will require a large number of decisions to be made; for example, selection of the long list of potential indicators, refining this to a short list of variables to be tested, deciding potential functional forms and how to refine potential indices in response to initial findings. If these decisions were all to be taken at the regular meetings of TAGRA, this would mean that (a) the agenda of these meetings would become dominated by MLC material, and (b) the work would become significantly delayed and drawn out.
11. There is therefore a need for decisions on the MLC review to be taken in between meetings of TAGRA; however, AST are extremely keen for TAGRA to be fully involved in making these decisions. Therefore, it is proposed to establish a sub-group of interested TAGRA members which would meet in between the full TAGRA meetings, and which may also make decisions by email as appropriate.
DECISION FOR TAGRA

12. TAGRA is asked to discuss the options for approaching the review of the MLC, and to decide whether it wishes to:
· Undertake the review of the MLC in stages;

· Begin with the MH&LD care programme;

· Use the existing NRAC adjustment as the baseline against which to judge any new adjustments to the formula;
· Establish a sub-group to make decisions on the progress of the MLC review; and, if so, to agree the membership of the group
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ANNEX A – POSSIBLE APPROACHES
1. Two broad options are suggested for the proposed methodology. The first is to use the existing approach, which uses regression analysis to estimate the relationship between a given set of needs indicators and utilization (cost) of healthcare services.
2. The second option is to adopt an approach similar to that used in the unavoidable excess cost adjustment. For example, Scotland could be divided up into 10 zones, perhaps based on SIMD deciles, and the average cost of delivering services in these zones could be taken as representative for each category.

Costs and benefits of option 1

3. There are two main benefits to option 1. These are (a) the ability to measure variability in need within NHS Boards to a relatively high level of detail, and (b) the ability to have an objective measure of the performance of the adjustment, through its statistical goodness of fit. The disadvantage of the approach is that even the best options sometimes have relatively poor statistical performance, although this can highlight areas where the formula could be developed.

Costs and benefits of option 2

4. The main benefit of option 2 is its simplicity, providing a clear relationship between a measure of need and the funding adjustment. The disadvantages of this approach is that it is not possible to provide an objective measure of the performance of the adjustment, and it significantly reduces the ability to measure variability in need within NHS Boards. There is also a danger of perverse incentives should one of the zones used be dominated by a single board, and the approach risks making it more difficult to separate out need from supply effects across the different zones.
5. AST would recommend that option 1 is adopted, given its ability to build up a measure of need from smaller areas, the resulting ability to measure differences in need within NHS Boards, and the fact that it provides an objective measure of adjustment’s performance. However, where the adjustment from option 1 performs poorly, AST would recommend an alternative approach, as set out in Annex C.

ANNEX B - BREAKDOWN OF THE METHODOLOGY
6. This section sets out the steps involved in applying the above methodologies. The approach is the same for both options, but the data available to undertake each step will be less under option two than option 1.
7. Step 1: Establishing a baseline – This is the first step of the review. For each of the care programmes/diagnostic groups, the proposed baseline will be the existing adjustment, using the indicators identified in the NRAC report.
8. Step 2: Selecting data – The next step is to select and obtain indicators for use in the analysis. The natural starting point would be the list of indicators considered by NRAC. AST would also recommend contacting policy leads within the care programmes under consideration in the Scottish Government and the NHS Boards for their views on potential indicators. The suitability of all potential indicators should be assessed against the Core Criteria.
9. Step 3: Selecting geography – The current adjustment is based on information at the intermediate data zone level, but alternative levels exist, both more or less detailed.

10. Steps 2 and 3 are strongly related options. The smaller the geography chosen, the greater the ability to identify relationships between the indicators chosen and the need for health services; however, smaller geographies also limit the availability of indicators.

11. Step 4: Analyzing data – Under option 1, it is proposed to conduct standard linear regression analysis on the data. Various options can be pursued at this stage. Composite indicators can be constructed, as is the current approach, or multiple indicators can be used. It is proposed to continue to use a two-stage approach to estimate need, i.e., first age-sex then MLC, due to concerns over the resources required to implement an age-sex stratified model, and over the stability of data in Scotland if it is disaggregated further than at present.
12. As in the previous work undertaken by NRAC, the issues that could be considered during the data analysis stage include:

· Influence of indicators linked to deprivation;

· Adjustments for unmet need;

· Adjustments for ethnic minority or other populations; and

· Adjustments for urban/rural areas.

13. Step 5: Analyzing results – The results will be compared to the baseline.

14. Step 6: Decision – Various decisions are possible:

· Retain existing adjustment – AST would recommend this course when the new adjustments did not improve over an existing adjustment’s performance;

· Adopt new adjustment – AST would recommend this course when the new adjustment improved over the existing adjustment performance;

· Adopt flat funding – AST would recommend this course when neither the existing nor new adjustments’ performance against the core criteria were considered suitable.
ANNEX C - DECISION CRITERIA

15. For the statistical analysis, a key decision criterion will of course be the statistical explanatory power of the adjustment. However, the full range of TAGRA core criteria should also be considered. Some previous criticisms of the existing MLC adjustment are that it relies upon census indicators which are not updated between the census dates. TAGRA will want to weigh up the statistical power of these adjustments against the need for a relevant and responsive adjustment.

16. AST would also recommend that the explanatory power of the needs indicators themselves be considered. Where the needs indicators add little to the adjustment, AST would recommend that flat funding be considered.

17. It is considered good practice, where possible, to set clear decision criteria in advance of undertaking analysis. This assists in demonstrating the robustness and objectivity of the chosen approach. In most academic studies, adjustments with an explanatory power of less than 20% are considered poor. AST would therefore suggest that where the explanatory power of the needs indicators is less than 10%, TAGRA conclude that flat funding is the most appropriate approach to funding for the MLC adjustment. A further adjustment for unavoidable excess costs would continue to be made.
18. Under such a decision criteria, based on the outcomes of the MLC update, the following elements would be subject to flat funding. The additional explanatory power of each group’s needs index is shown in brackets.

· Acute cancer (4.5%);

· Acute outpatients (8.9%);

· Care of the elderly (0.6%);

· Maternity (1.2%);

· Prescribing infections (1.1%).
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