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Introduction

The provision of healthcare in Britain has beconiaght issue over the last 30 years, as first one
government and then another has attempted to refuwosm it is provided (Socialist Health
Association 2010), either on the grounds of costess or of quality. The main changes have
centred around incentives for providers, rathen treaical changes in the mode of funding which
has remained as an unhypothecated slice of geteeratevenues; the total determined by the
Treasury and then distributed by a centralised Bepnt of Health. This centralisation in funding
and direction dates from the establishment of thaddal Health Service (NHS) in 1947 as part of
the post-war solidarity settlement. As such, it pessed difficult for governments to approach any
changes to this centralisation without strong raspe from political opponents, workers within the
NHS, and the general public. The consequence tsditfzate about the NHS’s future is confined

within quite narrow boundaries.

Many of the changes involve attempts to emulateapigarent efficiency of businesses in providing
goods and services in the quantities and qualityaseled in a timely fashion and relatively
cheaply. The changes instituted by the Conservgivernments from 1979 until 1997 can be seen
to have followed this course. First they introdu¢geineral management expertise’ into the NHS
and then allowed the private tendering for ‘anciflaervices. Later on they handed individual

budgets to GP practices (fundholding) that wisttedd so and met certain criteria, allowing them



to choose the providers of secondary care of ittece. Finally they gave hospitals a degree of
financial and operational independence as ‘NHS t$tuproviding services to fundholders and
Health Authorities. It’s not really clear whethese market changes brought benefit or not — partly
because little systematic assessment was done 2RAY), and partly because the effects of
healthcare systems are multi-dimensional and vialden (Donabedian 1966). In any case, the
incoming Labour government of 1997 was committedrdthing back some of these ‘market’
mechanisms, in particular the abolition of fundehog, and replacing them with more collaborative
working in the form of Primary Care Groups alongsndore statutory advisory agencies such as the

National Institute for Clinical Excellence (NICE).

In fact it wasn’t long before the Labour Governmeou, decided that market-style splits between
purchasers and providers, along with limited finahmcentives, was a route to reform of quality
and costs. They introduced autonomous Foundatiost Becondary (hospital) care providers, and
Primary Care Trusts to manage community health@iad budgets. This went alongside a series of
process targets that were imposed on providerdy sgcthe various waiting time directives.
Eventually we seemed to have come full circle w#hcouragement of Practice-Based
Commissioning through which practices would oncaira@e able to make free choices of provider,

with funds under their control ‘following the patie

On this background the current proposals for refofnthe new Conservative-Liberal Democrat
coalition must be seen (Department of Health 201Idkpart they are a continuation of an unsteady
trend toward an NHS that is publicly funded throdigkation as it has always been, but where the
use of those public funds are determined by chdiesed on ‘quality’ and cost made by at least
semi-autonomous organisations charged with thaporesbility on behalf of patients and

communities. On another level they suggest an asong part to be played by non-public



providers, and the freeing of many restrictionstio® ways the purchasers and providers operate
within this framework. In acknowledgement of theks and uncertainty associated with this
approach, which will be uniqgue among major indadised countries, there will be a network of
organisations with various levels of public accailniity in existence to oversee the various

outcomes of the new system.

Economics of Healthcare

Before considering the proposed reforms in deftis consider the nature of healthcare that makes
it such a contentious issue in almost all develapmehtries. Let’s start by considering problems of

Demand. | group these issues under three headirfgemation; Paying For It; and Externalities.

Demand I ssues

Information

Choosing healthcare is difficult compared to maagds and services because

1. The decision to consume it (ie decision to accegsessment and/or treatment), the
choice of provider and the choice of treatmentrofteed information and skills not
easily accessible to the general public (Hart .€1897). Even after treatment, it may be
impossible for the patient him or herself assessthdr that treatment was of the best
possible quality. In technical terms this makes Imat healthcare a ‘credence’ good —
and this has well-recognised problems for markdeh( et. al. 2005, p37; Dulleck and
Kerschbamer 2006).

2. For most people, many healthcare interventions ball needed rarely if at all, and
aspects of their treatment will be unique to thé@mere is therefore often very little, if
any, possibility of adjusting one’s choices in tigit of experience, even that of others,

as one can do with many consumer goods and services



3. Healthcare is often needed at a time when we ast pable of making an informed

choice — when we are very young, ill, distresseh@xtreme old age.

Paying For It

How to arrange for the payment of healthcare iscdit because

1. There is wide variation in need between individualdich is often dependent on
personal characteristics and features of their emwironment, some of which can be
recognised and some not.

2. ltis usually difficult to predict when we are ligeto need healthcare, and how much of

it we will need, when we do.

Externalities

There are many elements of healthcare that hayeadta beyond the person who is

receiving treatment:

1. Health Externalities Prompt and effective treatment (and preventioh)indectious
diseases prevents their spread.

2. Social/Economic Externalitie$rompt and effective treatment of illnesses casvent
loss of economically and socially productive tinas, well as lengthening the working
lives of productive workers and family providerslararers.

3. Moral Externalities Many, perhaps most, people think that ill peogf®uld receive

guality medical treatment irrespective of theirqmaral circumstances or lifestyle.

There are also problems on the supply side forthesde. They are primarily flexibility and scale
considerations.

Supply I'ssues



Flexibility

Providing healthcare safely and effectively demarmge investment in skills and
equipment. It takes at least a decade to trainspited specialist doctor, nearly as long to
train a general practitioner and perhaps half at o fully train most other healthcare
professionals to be able to practise independeMlych of the equipment needed for
modern healthcare, including drug treatments, a¢brtelogically complex and in a state of
continual development. The ability for new provslés be set up or for existing providers to

adapt to changing choices may be severely limitethése factors.

Scale

The unpredictability of healthcare demand for lessimon illnesses (and sometimes more
common ones such as influenza) requires organisatioa large scale, while the ability to
have genuineompetitionbetween providers requires the existence of sktleatare able
and willing to replace those that are unsatisfgctor the grounds of costs or quality. The
concept ofcontestability,by which the benefits of competition can be broughbut by
potential new providers rather than existing oseievant but may be militated against by

the flexibility problem (Morrison and Winston 1987)

Another general problem with healthcare is thas lesed for it is a good thing for everyone except
health care providers themselves, and if market¢dancentives are important this might de-

emphasise prevention as a priority when this isgral part of much care.

The Role of Health Insurance

The solution chosen in many developed countrietoe of the problems of healthcare demand is

through the purchase of insurance. In particulas tan help to deal with the problem of



unpredictable and variable need, and the possilmfitunexpected large expenditures. It achieves
this by allowing frequent small(er) payments by @evpool of individuals that can collectively
obtain enough resources to cover the expectedhiceatt needs of that pool. By concentrating
information costs and experience of multiple epgsodf care with the insurer, some impact can
also be made on assessing the quality of carghlbansurance fund provides - albeit at one stage
removed from the patient. It is also possible tald@th someof the externalities, by insisting on

universal acceptance by insurers combined with gaysto compensate for unequal risks.

Private insurance funds cannot address all problewnever. There remains the problem that even
insurance companies cannot fully ensure that the ayad treatment given by doctors is precisely of
the quantity and quality that the patient needsewery occasion. Competition among insurance
funds is both potentially beneficial, as they séekimprove quality and lower costs to attract
clients, and potentially harmful, as they seek voi@ insuring those on low incomes or with
characteristics that make them relatively high gid@r ill-health, or by doing their utmost to
exclude specific risks or deny claims when theymagle (Bybee 2007). These sort of problems are
predicted to become particularly acute as genali@m@ces increase the predictability of much
illness (Wray 2010). Another social feature thakesaprivate health insurance problematic is rising
income and health inequality. As the gap betwegh-kiarning low-risk people and low-earning
high-risk ones increases, the willingness for thienker to subsidise the latter must surely reduce.
Other social divisions may exacerbate this problEor. these reasons, in all developed countries,
the state plays some role in funding and usualjyleging healthcare even when it plays little part

in actually providing it.

The Specifics of the Proposed Reforms

In the introduction to the White Paper outliningsk changes it is stated that ‘it [the NHS] can be



so much better - for both patients and professg@kpartment of Health 2010b). They then go on
to say that they ‘will make the NHS more accourgaial patients’ and ‘free staff from excessive
bureaucracy and top-down control’. This is to béiewed by placing ‘patients at the heart of
everything we do’ giving them ‘more choice and cohthelped by easy access to the information
they need about the best GPs and hospitals.’ Taktioa plan to shift the measurement of success
in the NHS as a whole from ‘bureaucratic procesgeta’ to ‘results...such as improving cancer and
stroke survival rates’. They expect this succesbet@chieved as a result of a drive to ‘empower
health professionals...with ownership and decisi@king in the hands of professionals and
patients’. It's difficult to take exception to any these aims, and much of the recent rhetoricoif
the actions, of the previous government were alihiggsame lines. It is likely that some of the
urgency is driven by the desire to drive down castshe face of a large public sector deficit
(although the costs of re-organisation would seemuh counter to this aim) and from the findings
of the Mid-Staffordshire Inquiry that revealed seis care and management failings in a Foundation
Trust that may have led to significantly increabedpital mortality rates (Francis 2009). But what

of the details?

Patient Choice and Control

The aim is that patients will have a choice of ‘amiling provider, choice of consultant-led team,
choice of GP practice, irrespective of where theg,land choice of treatment’. They will be helped
in making these decisions by increased quantitglityuand transparency of information about the
outcomes of healthcare providers. There will be m@hensive ‘patient ratings’ collected and
published, and collective input for public and pats through local authorities and through a new
body ‘Healthwatch England’ that will have local bches. The government claim that evidence

shows improved outcomes and reduced costs fromisuolvement.



Outcome Measurement

The NHS as a whole will be held to account vianidally credible and evidence-based outcome
measures’ rather than process targets such asigvéiiies and treatment volumes. These outcomes
will conform to key principles of accountability @transparency, balance, focus on what matters to
healthcare professionals, outcomes that the NHSnfluence (with or without other bodies) and

internationally comparability. Five ‘domains’ ofittomes have initially been proposed, covering:

e Preventing people from dying prematurely;

e Enhancing quality of life for people with long-terconditions;

e Helping people to recover from episodes of ill-tieair following injury;

e Ensuring people have a positive experience of care

e Treating and caring for people in a safe environnad protecting them from avoidable

harm (Department of Health 2010c).

Already the centralised 18-week waiting time andh®8ir GP access targets have been dropped
(Department of Health 2010a) , although the caadiexpect that GP commissioners will enforce
acceptable performance on access criteria. The Qaaéity Commission will continue to act as an
inspectorate for health and social care, fulfillittge role of licensing for existing or potential

providers of care funded by the NHS.

Empowering Health Professionals

The intention is to transfer the main decision-mgkabout the provision of health care to GP
Consortia, of an as yet undetermined size. Thelyhaile ‘responsibilities for clinical decisions and
for the financial consequences of those decisioRgmary Care Trusts will disappear, as will

Strategic Health Authorities. The activities of @&@- commissioning will be overseen and



supported by an NHS Commissioning Board. In padicuthis body will ensure that
‘commissioning decisions are fair and transparend awill promote competition’. GP-
commissioners will, it is claimed, be free to cawtrwith ‘any willing provider’ for the aspects of
care (encompassing almost all community and secgrudaie) they will control. Currently existing
providers will all be converted into Foundation 3t giving them responsibility for their own
management and financial affairs — to the exteat tverspending will not be ‘bailed-out’. In
particular the cap on income from other servicesréntly set at 2% of total revenue) will be liffed
merger between Trusts will be enabled and goveman@ngements will be made flexible to the
extent of including ‘employee-led social enterpsiséAn ‘effective payment system’ will be
established that ensures that the GP-commissioci@osen providers will be paid for carrying out
‘best-practice’ care with incentives for qualitydafines for poor performance according to agreed
criteria. The market for secondary care that issthteated is to be policed by ‘Monitor’, the
Foundation Trust regulator, which will be chargedhwensuring ‘effective competition’, price
regulation and overseeing the contracting of sesritt will also have ‘powers to protect assets and
facilities’, powers to levy providers for contrilboms to a risk pool and powers to trigger special
administration regimes. It will also be chargedhwitvestigating ‘anti-competitive purchasing’,

which will include failing to tender for services discriminating in favour of incumbent providers.

Assessment

The coalition claim that the reforms will produagadre autonomous NHS institutions with clear
duties and transparency in their responsibilitpatients and their accountabilities’. This is irded

to improve the NHS’s poor relative outcomes thaulefrom the ‘lack of a genuinely patient-
centred approach in which services are designadchdrimdividual needs, lifestyles and aspirations’.

As a result of the changes the NHS should lesgrifiented and working better across boundaries’.



Power will be given to the ‘front-line cliniciansié patients to innovate and improve outcomes,
having greater incentives to flourish but also kntve consequences of failing patients and
taxpayers’. Existing providers will be set free amdl be in charge of their own destiny without

central or regional management or support. The ddghis management is anticipated to reduce
NHS management costs by 45% over 4 years. Whahangotential risks and barriers to achieving

these outcomes?

Choice

Choice is clearly a good thing, although as we hageated, for it to actually produce benefitst i
important that ‘consumers’ have adequate inforrmatamd that providers can cope wilome
degree of variable demand, particularly in thet firgo or three years of the system bedding in as
GP-commissioners find their feet. As the systemuilined in the coalition’s proposals it does look
as though there is a potential conflict betweend@missioners’ contracts with providers and
patients right to seek the services of ‘any willprgvider’. While in practice it is unlikely thaewy
many patients would go against the recommendatibrtheir GP, there is risk that that
recommendation may sometimes be based on admiivsti@and cost grounds rather than those
most relevant to the individual patient. In eff@® commissioners would seem to be fulfilling the
role of health insurers in countries such as Geymamd Holland where universal healthcare
provision is guaranteed making health insuranceptdsory for the vast majority of the population.
In these countries premiums are determined bydngliscale according to income, and a risk
equalisation system that compensates insurergdéouiting lower-income and higher risk groups is
provided. In Germany, the patient has free choicprovider; in Holland the insurer can impose
some restrictions (Henke et. al. 1994, Green aviddr2001, Rosenau and Lako 2008). In both
countries there has been increasing upward pressupgemiums. In 2008 total health expenditure

for Holland was 9.9% of GDP; for Germany 10.5%.sTbompares with 8.7% for the UK (OECD
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2010). By analogy, it can be anticipated that thveitebe pressures either on GP-commissioners to
suppress demand, or on UK health spending to iseresther more than anticipated or presumably
desired by the present government. An additioredae for increased financial pressures is that in a
system more overtly driven by patient choice, tfileient and better educated will seek more than
their ‘fair’ share of resources yet may live ina@seavhere funds allocation based on needs results in
somewhat lower levels of funding. This will be artmaular problem for a system in which GP

consortia are smaller and more numerous, and tirereshow wide variations in demographics.

The UK system of global unhypothecated tax fundmdikely much less flexible to changing
demand pressures, since there is no possibilitgfitdent consumers switching to higher cost
insurance plans or of consumers in general beitgytabsee a direct trade off between improving
services and their own contribution to those sexidt is clear however that even under insurance
systems such as those of Holland and Germany,whié¢ these price signals do exist to some

extent, they are considerably blunted by the measuarplace to ensure universality of cover.

Incentives

There is plenty of evidence to suggest that the Nb8d do better — the Mid-Staffs report giving
many glaring examples. But especially given th& ¢heaper to run than for many of our European
neighbours, just what is the statistical evidenbat tUK healthcare is worryingly poor?
Subjectively, the proportion of the UK populatidmat rate their healthcare services as ‘good’ is
77%, compared to 79% in Germany and 87% in the éMlethds (European Commission 2007).
Objectively, the NHS’s performance in rates of ddabm ‘causes amenable to healthcare’, such as
heart disease, pneumonia, stroke, peptic ulcerbaedst cancer is generally lower than the EU
median, but it is difficult to know whether thisdsie to the incidence of those diseases being highe

or whether there is a problem with our healthcgstesn itself (Nolte and McKee 2003). Evidence
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from trendsfor these mortalities suggests that the NHS isingggrogress here at roughly the same

rate as or better than other European countriesi(iiiet et. al. 2004).

Again there is no dispute that it is a good thihgroviders of healthcare, both institutional and
professional are incentivised to provide that caost effectively and to a high standard. What in
theory might the incentive improvement mechanismsrbthe new NHS? First it is important ot

consider what should be being encouraged. The N&atisS'eport indicates that in some areas of the
NHS standards of basic care, management and muaake sunk to very low levels. In Mid-Staffs

no imaginative innovatory solutions were neededt fbe willingness of management to focus on
problems that were reported by patients and tledatives, rather than those that fitted within the
‘strategic’ silo that the Trust Board had createdifself; a willingness to engage effectively with

professional staff; and the basic competence to gdavice changes safely and effectively. If senior
healthcare managers cannot be motivated by a suia$thasic salary, and their own professional

goals to address these issues, its not clear wbantives could achieve this.

The incentives introduced for providers by the rsetvup will be loss/gain of contracts, loss/gain of
revenue and the intrinsic motivations of healthqaxdessional and hopefully managers to provide
a good service, and perhaps over time, a better@ithough one should be aware of the risks that
attempts to achieve the latter can always put ¢tinedr goal at risk. But a clear problem with the
new arrangements is that revenue per procedurprémiders will tend to be fixed centrally. This
hopefully means that competition between non-ppfttviders will be purely on quality — and the
obvious assumption is that GP-Commissioners willdiserning customers when it comes to
judging that quality. But that quality will come tlvino flexibility over pricing, giving a prioritydr
keeping costs down. To the extent that for-profhviders enter the market, or that non-profit

providers wish to achieve a surplus for re-investinthere will be further downward pressure on
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costs. Of course minimising costs for a given duaf output is to be desired, but the nature of
healthcare — where its true quality after the evewen to the primary care doctors commissioning
it, is often opaque — often makes the dividing loween this and quality reductions an extremely

difficult one to discern.

Outcomes

While the emphasis on outcomes is welcome, it catme the only way of monitoring the
effectiveness of healthcare. Outcome data can sfiew wide variations that have little to do with
the actual quality of care provided. This may be tluvariations in patient or other characteristics
poor data quality or random statistical variati@ften outcome data reflects care carried out some
time prior to the data being collected and analy@$guvell et. al. 2003). Effective monitoring of
actual processes of care, and comparing them toatedl standards must also be part of

maintaining quality (Donabedian 1966).

Conclusions

Abstracting from the coalition’s rhetoric and adgological view for or against markets or profit,
one could sum up the main issues here as being alsmsumer’ and GP input, decentralisation of
control and incentivising high quality care andawmation in care. It should be pointed out from the
start that there is no evidence to suggest thaé mmarket mechanisms are a necessary condition for
improvement. Among developed countries, almost Wimiblic systems such as those of Denmark
and Sweden are among the best on most indicatdraraalmost wholly private one such as that of
the US are among the worst (and by far the mostresipe) (European Commission 2007, Schoen
et. al. 2007). On this basis it would probably re@sonable thesis that any failings of the NHS are
not due to the lack of market mechanisms, or goitssibly any of its structural features, but a

combination of the 10-15% lower spend in relatiorGDP compared with countries that appear to
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do better and the incessant reorganisation thabé&as in progress for the last 25 years.

So, a preferred approach may be to explore consunpert, decentralisation of control and
incentivising high quality care and innovation iare€ from within the existing publicly provided
and funded set-up of the NHS. This approach chimils that favoured by many healthcare
professionals and patients’ representative gro@pgigh Medical Association 2009, 2010). The
events of Mid-Staffs show the potential value ofrenoobust pathways for patients, carers and
relatives to have their concerns listened to, artddaon when required. If this happens effectively,
some of the benefits of the potential switchingpadviders can be eroded, which in the view of the
inevitably high costs of switching may in itself erough to remove any putative advantage. Add to
this the active involvement of GPs in planning came co-ordinating their patients’ needs, whether
or not this is formalised as commissioning, thesehuge potential for improvement without

destabilising threats to providers themselves (arsbme extent the communities they serve).

The stronger patient and GP influence on local gdemning and provision is a step toward
decentralisation, but these alone leaves a gapehains to be filled. One of the huge problems of
healthcare is the gap that frequently exists batwesed and demand that is expressed effectively,
in financial terms or even at all. In a democraation with a level of solidarity that supports the
idea that provision of healthcare should depenahaniiy on need rather the ability to pay, this must
always limit the ability of private healthcare piders to provide a comprehensive or equitable
service. So a decentralised public system alsachaddress the problem of unmet need. Either GP-
commissioners take on this role, or local authesitor more likely and efficiently a combination of
both. It may well be that this combination will tetoward merger as long as both GPs and public

retain their voices.
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Responsibility for quality and innovation must beac and understood. The thrust of the coalition’s
reforms suggest that only market-type incentivéthee at organisational or individual level, are
likely to be effective. Yet, there is much eviderfoem psychological research that this sort of
extrinsic motivation may have limited effect or avée counter-productive by suppressing
‘intrinsic’ motivation, particularly with those thdave chosen to work in public sector rather than
private sector occupations (Bénabou and Tirole 26f@@iston 2000, Kreps 1997). We should hope
and expect that healthcare workers in particulaehsirong intrinsic motivation to do the best for
patients and the quality of care their organisatmovides. It is poor leadership, failure to
communicate, and a culture of oppression thatikedylto be drivers of poor performance, not the

lack of any profit or income incentive.

In particular, the concept of organisational markeéentives in a publicly-funded healthcare system
seems to lack positive justification, and to oféenty of risk. There is nothinigtrinsically wrong
with a healthcare provider earning a profit, ifdaing so it can provide a quality of care and/or a
cost that no non-profit provider can match. Butré¢hare huge problems with the idea that a
provider that cannot influence its cost per unitg avhere quality is multidimensional, difficult to
contract for and difficult to ascertain, is not ggito seek that profit by cutting costs in unddsea
ways. Perverse incentives may exist, the most ngjabeing that a private provider, as an
organisation, has very little interest in reducthg need for its services. Even to the extent that
incentives for managers work in the right directitme essence of healthcare is in the interaction
between healthcare professional and pati€ftteir incentivisation will probably depend on their
empowerment, experience of corporate leadershifhedr own personal financial incentives. None
of these actually require the organisation to beogporate profit-seeking entity, although the
potential for mutual or partnership structures wloséem to be there. An example of a financial

incentive that could work within the NHS is the GBbod Practice Allowance’ as proposed by
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Marinker at. al. (1986).

The negative example of the US as a system whefg plays a large part extends beyond the poor
performance and outcomes, but perhaps surprisalgty in a patchy record of innovation. In fact
there turn out to be many barriers to innovaticat o not depend on the presence or absence of
incentives, but in issues such as treatment liognand co-ordination between providers, insurers
and healthcare professionals. Some of these a@dsaseem to be thiesultof competition rather

than the lack of it (Herzlinger 2006).

At least in the US system and other insurance-bagsi®@ms such as that of France, Germany and
Holland there is a mechanism for changing prefezsno healthcare to be reflected in changes in
funding that has some connection in the minds dafisamers. If consumers demand more
healthcare, then this can be (imperfectly, and \pitbblematic implications for risk-equalisation)
reflected in higher insurance premiums. Such fléigybas this represents is of course absent from
the UK system. But once risk-equalisation, mandgatn policies, administration costs and the
vagaries of the insurance industry are taken irdooant there seems little advantage of an
insurance system. We have the example of two higfibctive systems before us, in the form of
Sweden and Denmark, where funding is primarily froounties and local authorities (Swedish
Health Care 2010, Green D. 2002). Given that thissually the appropriate level of healthcare
organisation, this seems like the logical way ta@amprove the connection between payment and
provision. There is then a strong incentive for kbeal authority to provide effective preventive
care and lower the costs it passes on to its netsidie taxes. We would have to become a little more
tolerant of variations in provision between areae-called postcode lotteries), but no doubt
standard levels of provision would be establisl@fdcourse, both these countries are rather smaller

than the UK, and it maybe that some intermediaterdmating level, or a slightly stronger centre
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than in those countries would required, but themns no reason why the principle would not be

equally effective here.

© Diarmid J G Weir 2010
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