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Foreword from the NHS Confederation

This report provides an objective analysis of the prospects for health and care services in
the UK. It outlines the significant challenges facing those services over the next 15 years,
and sets out the likely costs of meeting them, as well as how those costs might be met.

In recent times there has been a debate every year over the funds to be allocated to these
services, a process which has impeded serious planning and created damaging
uncertainty. There are moments when, as a society, we need to step back and consider the
future, and this is one of them.

We believe that process should be informed by evidence. That is why we have worked in
association with the Institute for Fiscal Studies and the Health Foundation, who have
undertaken this study. The aim has been to look at health and social care together and to
present a realistic picture of what will be needed to provide good levels of care and
treatment in the coming decade and beyond.

We regard this report as a call to action. As a trade association for the NHS we could be
said to have a vested interest in securing more funding, but the evidence set out here is
unequivocal. There will be those who argue that the health service will always ask for
more and will never be satisfied with what it is given. We have no evidence to support this,
and in the early years of this century, when additional resources went into the NHS, the
debate about resources almost disappeared. But these are different and more difficult
times, and the economic outlook appears much less certain.

Yet, as the report highlights, current levels of provision are manifestly failing to meet the
needs of the population, and the scale and nature of what lies ahead have not yet been
grasped by our politicians or the wider public.

Nor is it just about additional resources - these are necessary but not sufficient. If we are
to meet those challenges, we will also have to change the way we deliver services, whilst
maintaining a relentless focus on improved efficiency and productivity.

None of this is easy. There are tough choices to be made, not least whether we are
prepared to spend more of our wealth on health. That has been the trend here and
internationally over the last 70 years, and if anything the case for spending more is
stronger now than ever. There are recent signs too that many taxpayers may be prepared
to pay more.

However, our plea, especially to the UK government which sets the overall funding
envelope, as well as to UK politicians, is not to give this report a knee-jerk reaction. The
message is clear enough - more resources are needed and we must fundamentally
change the way we deliver health and care services to make them fit for purpose. The
politicians will rightly expect a return on any investment, and it must be reasonable that



those who run health and care services be willing to enter into a compact which sets out
what can be done, and over what timescale, in return for additional resources.

But a new agreement must be developed in partnership - the result of national
conversations, which involve frontline staff and the public, and are not just dreamed up by
a small number of people and imposed on the rest. The choice is ultimately for the British
people to decide what kind of health and care system they are willing to pay for. There is a
great opportunity here, in spite of difficult finances and difficult politics, to set the NHS
and the care system on a new trajectory for the next 70 years.

PR
AW PR

Niall Dickson CBE
Chief Executive
NHS Confederation

May 2018
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Executive summary

On 5 July this year the NHS will be 70. In all its 70 years it has rarely been far from the
headlines. It has been through more than its fair share of reforms, crises and funding ups
and downs. Over that period, the amount we spend on it has risen inexorably. Yet, today,
concerns about the adequacy of funding are once again hitting the headlines, as the
health and social care systems struggle to cope with growing demand.

Looking forward, funding pressures are only going to grow. The population is getting
bigger and older, and expectations are rising along with the costs of meeting them. Our
analysis suggests that UK spending on healthcare will have to rise by an average 3.3%
a year over the next 15 years just to maintain NHS provision at current levels, and by
at least 4% a year if services are to be improved. Social care funding will need to
increase by 3.9% a year to meet the needs of an ageing population and an increasing
number of younger adults living with disabilities. If the widely acknowledged problems
with England’s social care system - of limited eligibility, low quality and the perceived
unfairness of the current, uncapped, means test - did result in reform, spending on social
care would need to increase at a faster rate.

If we are to have a health and care system that meets the expectations of the population,
we need to understand how and why spending has risen over time, where the money is
spent, how costs are likely to develop in the future, and how we might go about meeting
those costs. That is the purpose behind this collaboration between the Institute for Fiscal
Studies and the Health Foundation, in association with the NHS Confederation.

To start to grapple with those challenges, one needs first to grasp the sheer scale of the
NHS and social care sector. Public spending on health in the UK in 2016-17 was

£149.2 billion (2018-19 prices). That's more than 7% of national income. The
government spent an additional £21.2 billion on adult social care in the same year. Add in
private spending, and the health and social care sector accounts for more than 10% of the
entire UK economy.

Ifitis a large part of the economy, health and care spending represents an even larger
fraction of what government does. 19% of all government spending and 30% of
spending on public services goes on health,’ 21% and 34% if you include adult social
care spending.

Along with almost all other countries, we have chosen as a nation to spend an increasing
fraction of our national income on health and care because the benefits of doing so are so
great. But we have not always done so in a well-planned or coherent way. Periods of feast
tend to be followed by famine. The last two decades have been an extreme example of
that. Planning for both feast and famine has been inadequate, and the consequences
have been unnecessary costs, inefficiencies and uncertainty in the system. We hope
this work will lay the basis for a more coherent system of planning going forward. To
achieve that, we will need consensus both on the value of an effective health and social
care system and on how to raise revenue to fund it as the economy grows. We can’t have

' We define spending on public services as public spending on everything other than debt interest and

transfers through the social security system.
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Securing the future: funding health and social care to the 2030s

it for free. If we are to raise spending as indicated by this analysis then taxes will have to
rise.

The history

Annual public spending on health didn’t reach £20 billion (in today’s prices) until the mid
1960s. It hit £40 billion in the mid 1980s, was at £80 billion by the turn of the century and
now sits at £150 billion. Not only has spending risen in real terms, it has taken a
bigger and bigger chunk of the national economy, rising from around 3% of GDP in the
early 1960s to 4% during the 1970s and 1980s, 5% by the year 2000 and more than 7% by
2008. It represents 7.3% of national income today.

Table 1 tells the story of increasing spending since the foundation of the NHS. Spending
growth has averaged 3.7% a year. Following a period of very rapid growth between 1996
and 2009, over the last eight years health spending has grown more slowly than in
any comparable period since the NHS was founded.

Table 1. Annual average real growth rates in UK public spending on health, selected
periods

Period Financial years Average annual real
growth rate

Whole period 1949-50 to 2016-17 3.7%

Pre 1979 (various governments) 1949-50 to 1978-79 3.5%
Thatcher and Major Conservative 1978-79 to 1996-97 3.3%
governments

Blair and Brown Labour 1996-97 to 2009-10 6.0%
governments

Coalition government 2009-10 to 2014-15 1.1%
Cameron and May Conservative 2014-15to 2016-17 2.3%
governments

Source: See Table 1.1 in the report.

The recent period has not, however, been one in which the relative priority attached to
health spending has diminished. Relative to other areas of public spending, health
spending has actually been more favoured since 2010 than it was in the previous
decade. Health spending has been rising as a share of total public spending on services
by 2.1% a year since 2009-10, compared with a rate of increase of 1.1% a year between
1999-2000 and 2009-10. Health accounted for 23% of public service spending in 1999-
2000, 26% in 2009-10 and 30% in 2016-17.

Within the UK, health spending is a devolved responsibility. Funding for public services in
Wales, Scotland and Northern Ireland is determined by the Barnett formula, whereby
changes in public spending in England result in changes in public spending budgets in
Wales, Scotland and Northern Ireland, based on population size. The devolved
administrations can then choose how to prioritise spending across health and other public
services. Health spending per head is marginally lower in England and Wales than in
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Scotland and Northern Ireland. There has, however, been some convergence since
2010, with higher increases in England than elsewhere as the Westminster government
has given a higher priority to protecting health spending than have the devolved
parliaments.

Spending on social care has followed a different pattern. Across the UK as a whole, public
spending on adult social care fell by nearly 10% between 2009-10 and 2016-17, despite
significant real increases in spending in Scotland.

In fact, the growth in both health and social care spending has slowed even more
dramatically than the headline figures would suggest, once one takes account of relatively
rapid population growth. Per-capita health spending has increased by just 0.6% a year
between 2009-10 and 2016-17, as compared with 5.4% a year between 1996-97 and 2009-
10, and 3.3% per year over the whole period between 1949-50 and 2016-17. Taking
account of the ageing of the population since 2010, and the fact that older people make
heavier demands on the health service, even this growth almost disappears - age-
adjusted per-capita health spending has risen by just 1% in total, or 0.1% a year,
since 2009-10. Per-capita adult social care spending has fallen by 2.2% per year over the
same period.

The UK is certainly not alone in experiencing growing health spending. Across the OECD
between 2000 and 2015, healthcare spending per person increased in real terms and
outpaced the growth in GDP. This is true in countries with tax-funded health services and
social insurance models. UK spending as a share of GDP in 2015 was in line with the
average of the EU15 countries.

Where the money goes

Over time, all aspects of NHS spending have risen. The biggest element is spending on
staff - doctors, nurses and others. Over the last 20 years, there has been an increase of
more than 70% in the number of hospital doctors, and of more than 10% in the number of
nurses, health visitors and midwives, per 1,000 population. Even so, overall, the UK has
fewer practising doctors per 1,000 people than any other EU15 country.

Despite the more general increase in staff and doctor numbers, there has been barely any
increase in the number of GPs, and in fact the number of GPs per 1,000 population has
been falling since 2010. This pattern reflects decisions over where in the system money
has been spent. Spending on hospitals rose much faster than spending on primary care
during the 2000s, and spending on primary care has actually fallen since 2010 in real
terms.

It is unlikely that this rebalancing away from primary and community care makes
sense in the long run. The NHS Five Year Forward View in 2014 set out a vision for the
future of the health service in England. In response to population ageing and the rising
burden of chronic disease, it argued for the NHS to provide more care closer to people’s
homes. It sought to shift care towards earlier diagnosis and more proactive management
of health problems to prevent rather than simply manage ill health and hospitalisation. A
sustainable, high-quality healthcare system is likely to involve more focus on supporting
primary and community services, not less.

© NHS Confederation iii



Securing the future: funding health and social care to the 2030s

One of the great successes of the NHS in England since 2010 is that, despite very tight
spending settlements, activity has risen substantially. In other words, productivity has
grown and, unusually, since 2010 measured productivity in the health service has
been growing faster than productivity across the economy as a whole. Whether this
could be sustained over a longer period is unclear.

This growth in activity over time is of course a key driver of additional costs. As Figure 1
shows over the last 20 years, in addition to a population that is growing and ageing, there
has been an increase in the likelihood of people at any age having an inpatient
admission. The time each person spends in hospital, though, has been coming down
continually for decades, partly as a result of new drugs and new surgical procedures.
Between 1997 and 2015, for example, the average time spent in hospital per year for
people over the age of 75 dropped by more than half a day, despite a 30% increase in the
likelihood of spending some time in hospital.

Figure 1. Percentage of population (England) by age who had at least one inpatient
admission in 1997 and 2015 (aged 0 omitted)
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Source: See Figure 2.15 in the report.

As well as funding more activity, big increases in spending during the 2000s were
accompanied by dramatic falls in waiting times. Tighter funding conditions in recent years
mean that waiting times have been creeping up again, and targets are being missed. For
example, by March 2018 only 74.4% of inpatients were treated within 18 weeks of
referral, against a target of 90%.

This remains a far better performance than was achieved in the 1990s and, in general, the
NHS continues to perform far better on most measures than it did 20 years ago. Recent
increases in waiting times and other pressures on the service have started to mean
that public satisfaction levels are beginning to fall. Even so, public satisfaction remains
at historically high levels, far above where it was before the funding increases of the 2000s
(Figure 2).
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Figure 2. Satisfaction with the NHS, 1983-2017
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Source: See Figure 2.25 in the report.

Effectiveness of treatment has also been rising over time, with mortality rates from, for
example, cardiovascular disease falling dramatically in recent decades. Survival rates for
a range of cancers have also continued to improve, though the UK still lags behind
many international comparators in this respect.

Future spending

Looking forward, health spending is likely to continue to rise. Simply continuing to provide
the services we currently expect will become more expensive as the population grows and
ages, prevalence of chronic conditions increases, and the prices of inputs, including the
costs of drugs and the wages of doctors and nurses, go up.

Central estimates suggest that by 2033-34 there will be 4.4 million more people in the
UK aged 65 and over. The number aged over 85 is likely to rise by 1.3 million - that’s
almost as much as the increase in the entire under-65 population.

The burden of disease is also increasing. The number of people living with a single chronic
condition has grown by 4% a year while the number living with multiple chronic
conditions grew by 8% a year between 2003-04 and 2015-16. Looking forward, more of
the UK's population will be living with a chronic disease and very many with multiple
conditions. This is because while life expectancy has been increasing, healthy life
expectancy has not kept pace and the period of people’s lives spent in poor health has
increased; particularly for the poorest. As a result, without major progress on the vision
set out in the Five Year Forward View, over the next 15 years spending in acute hospitals
to treat people with chronic disease is expected to more than double.

© NHS Confederation
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Tackling chronic disease is not just an economic issue. It has a substantial impact on
quality of life and wider society. The NHS can do a lot, but progress on improving the
population’s health will require action on obesity, smoking, alcohol and the wider
social determinants of health.

As new treatments are introduced, the cost of drugs used in hospitals is also rising.
Assuming new drug costs rise in line with recent experience, for each person treated in
hospital, the cost of their drugs would increase by 5.5% a year going forward.

Pay will also need to rise at least in line with public sector average earnings if the
NHS and the social care system are to recruit and retain the staff they need. The challenge
for all healthcare systems is that, as a service sector, healthcare productivity over the
longer term has traditionally lagged economy-wide productivity (the so-called Baumol
effect). It is true of all healthcare systems, however they are funded (tax or social
insurance) and however they are delivered (public, private or not-for-profit). The gap
between earnings growth and productivity is a key driver of spending pressures.

Put all these pressures together and UK health spending is likely to need to rise by
around 3.3% a year over the next 15 years just to maintain current service levels.
That would mean an increase in spending of around £95 billion, from £154 billion today to
£249 billion in 2033-34. This would increase health spending as a share of GDP from 7.3%
to an estimated 8.9%. Figure 3 illustrates the importance of the different factors in
pushing up spending over the period to 2033-34.

Figure 3. Contribution of different demand and cost pressures to overall spending
projections for England under the status quo scenario, 2018-19 to 2033-34
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Source: See Figure 3.8 in the report.
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This rate of increase would be below the long-term rate of increase in health spending. It
is nevertheless substantially above projected GDP growth. This reflects the importance of
ageing and increased chronic disease over the next 15 years.

While spending will need to increase in each of the next 15 years, the scale of funding
pressures is greater in the shorter term. After several years of historically low growth in
spending, the NHS is under considerable financial strain. This is impacting on quality, with
hospitals struggling to meet demand last winter and more than half of all NHS providers
in deficit. Maintenance budgets and investment capital have been used to meet day-to-
day running costs. Our modelling suggests that spending increases will need to be
front-loaded, with the NHS requiring increases averaging around 4% a year over the
next five years to maintain provision at current levels and address the backlog of
funding problems.

Maintaining provision at current levels for 15 years is unlikely to be enough though. Over
time, NHS services have improved as incomes and expectations have grown. We know
that there are major areas of underprovision at present, not least in mental health. Just
meeting waiting list targets and bringing capital spending more in line with OECD
averages would also require additional funding relative to our status quo scenario. Put all
this together and a modernised NHS could require funding increases of 4% a year over
the next 15 years: 5% a year for the next five years and 3.6% a year for the decade
after.

Our analysis suggests that over the next five years, capital funding should grow at a
faster rate than day-to-day spending, by 11% a year in real terms compared with 4.7%
for resource spending. Capital spending in the UK would increase by £5 billion by 2023-24.
Some of this extra capital spending could improve quality of care - for example if it were
invested in scanning technologies, which are so important for timely cancer diagnosis. But
the principal case for a significant up-front investment in capital is to support the system
to improve productivity. The NHS has a large backlog of maintenance, too much of its
physical infrastructure is out of date, and there is much more to do to ensure rapid uptake
of digital technologies.

Using analysis from the Personal Social Services Research Unit (PSSRU), we find that to
keep up with the ageing of the population and growth in young adults living with
disabilities will require public funding to increase by 3.9% a year across the UK over the
next 15 years, increasing spending by around three-quarters. Spending on social care
would increase from 1.1% of GDP in 2018-19 to 1.5% in 2033-34. This is based on
maintaining the current system of eligibility and means-testing for social care in each of
the four countries of the UK.

The system of means-testing for social care in England has been strongly criticised and
the government is planning a Green Paper on social care reform in England in Summer
2018. Extending access to care, improving quality or reforming the means test, for
example through capping care costs, would add to the estimated spending pressures.

© NHS Confederation vii
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If England introduced a cap on lifetime care costs and reformed the means test in line
with the proposals in the Conservative party manifesto in 2017, this would add £6.7 billion
to our estimated social care spending pressures in 2033-34.

The lines between the health and social care systems are blurred by initiatives such as
NHS Continuing Healthcare, which provides social care free of charge to the neediest
individuals, and the Better Care Fund, which provides grants to local authorities to fund
social care spending. The two systems cannot be considered in isolation.

Over the next 15 years, if UK health service spending were to increase by 4% a year, in
line with our modernised NHS scenario, spending as a fraction of national income
would rise from 7.3% of GDP today to 9.9% in 2033-34 (based on the OBR'’s forecast for
GDP growth of an average of 1.9% per year). Overall, that is faster growth than the long-
run average, reflecting some catch-up after the recent period of slow growth and, again,
demographic change.

This would take spending to around 10% of national income, 1 percentage point more
than under the status quo scenario. Social care spending would also increase as a share of
national income, from 1.1% to 1.5% of GDP over the next 15 years. Together this means
that in 2033-34 in the UK we would devote 2-3 percentage points more of our national
income to publicly funded health and care. However, it is important to note that this is not
a lot more than countries such as Sweden, Germany and the Netherlands already spend
on publicly funded health and social care.

These numbers are in a sense just illustrative. But they are based on the most detailed
modelling yet, which builds up likely future costs from a microeconomic analysis of supply
and demand factors. This is a different methodology from that used by the Office for
Budget Responsibility, for example, which uses a top-down model. The results though are
similar. The OBR estimates that health spending will reach 8.7% of national income
by 2033-34, very slightly lower than our status quo estimate. Part of the difference is
because the OBR assumes current plans will be kept to until the end of this parliament.
After that, it has spending rising by 4% a year.

Of course, it is not just how much money that is spent that matters, but how well it is
spent. Much needs to be done to improve productivity in the NHS. Well-targeted capital
investment can be a major help but the most urgent need is probably for a coherent,
long-term workforce strategy. In the short run, a lack of qualified clinical staff will be the
biggest impediment to making effective use of additional funds.

Over the next 15 years, the English NHS is likely to require 64,000 extra hospital
doctors and 171,000 extra nurses as part of overall workforce growth of 3.2% a year. This
would be a big increase, but in line with previous rates of growth: the NHS workforce grew
by 2.9% a year in the decade up to 2008.

If the NHS were able to successfully harness digital and other technologies, the workforce
pressures would turn out to be lower than this. But if we are to have an effective health
service in 15 years' time, we do need to start planning to have the requisite workforce
today. The workforce challenge in social care is just as great, with almost half a

2 https://www.health.org.uk/publication/social-care-funding-options.
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million more staff required by 2033-34 (an increase of 2.2% a year). Taken together,
the increases in demand for health and social care would see the number of people in the
workforce employed in these two sectors rise from 10% today to 14% in 2033-34.

Paying for it

Itis all very well pointing out that spending is likely to have to rise over the medium term.
The question then arises as to how to pay for it. Taking health and social care together, it
looks as though spending will need to rise by 2% of GDP over the next 15 years, and by 3%
if we want improvements in the services offered. That means finding at least £40 billion of
additional funding, and perhaps more than £60 billion.

Figure 4. Health, education and defence as shares of total spending
D e

% of total managed expenditure

1955-56 |
1958-59
1961-62
1964-65 |
1967-68
1970-71
1973-74
1979-80
1982-83
1985-86
1988-89 |
1991-92
1994-95
1997-98 |
2000-01
2003-04
2006-07
2012-13
2015-16

Source: See Figure 4.5 in the report.

In the past, we have effectively paid for increased government spending on health
by cutting spending on other things. In fact, overall public spending as a fraction of
national income is a bit lower today than it was in the late 1970s (39% of GDP today
against 41.5% of GDP in 1978-79), despite the fact that health spending rose from 4% of
national income to well over 7% over the same period. Spending on social security
(including pensions) also rose. This was possible because we are today spending 6% of
national income (equivalent to about £120 billion) less on a combination of defence, debt
interest and housing than we were 40 years ago. Figure 4 illustrates how huge cuts to
defence spending have helped fund a growing welfare state without requiring a sustained
increase in the tax burden.

Going forward, it is extremely hard to see how we could repeat a similar trick. There is
barely any defence or housing budget left to cut. Debt interest spending is likely to rise as
interest rates rise. After eight years of austerity, there would appear to be no room to cut
other big areas of spending. While increased borrowing could fund rising health spending
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over the short term, sustained increases in health and care spending will require
increased revenues from somewhere.

It is unlikely that a significant fraction of any additional health spending can be found
from increasing current charges or introducing new ones - not unless we want a
fundamentally different NHS. Social care is already highly reliant on private funding and
most reform proposals imply less rather than more reliance on individual contributions.

The implication is clear: in the medium term, if we want even to maintain health and
social care provision at current levels, taxes will have to rise.

It is hard to imagine raising this kind of money without increases in at least one of
the three biggest taxes - income tax, National Insurance and VAT. By way of
illustration, you can raise about £5 billion by increasing all the main rates of income tax by
a penny, about £6 billion by putting a penny on VAT and about £10 billion if you put a
penny on each of the main employee, self-employed and employer NI rates.

Of course there are plenty of other options for raising taxes, including the reversal of
some of the corporation tax cuts implemented in recent years, some additional taxes on
property and wealth, or increases in a myriad of smaller taxes. Any tax rises could take
place gradually, as the share of national income required to meet pressures on health and
social care increases over time.

To illustrate the scale of change likely to be required, note that on the assumptions about
growth underlying this work, average household net incomes would rise by around 17%
over the next 15 years. If taxes were to rise by 2% of GDP then net incomes would rise 14%
instead and if taxes were to rise by 3% of GDP then net incomes would rise by 12.6%.

Tax increases of this scale are economically feasible. While it is at a historically relatively
high level, at more than 34% of GDP, the tax burden in the UK remains well below that
in a number of other, economically successful, European countries, including
Germany and France. There is at least some evidence that such increases might also be
politically feasible. In 2016, a plurality of respondents to the British Social Attitudes Survey
said they would prefer higher overall taxes and spending, and a clear majority see health
spending as the top priority for extra cash. There is also a clear preference among the
public that any tax increase should be via the National Insurance system and/or
earmarked specifically for the NHS.

There remain strong arguments in principle against an earmarked, or hypothecated, tax.
One would never want health spending to rise and fall with revenue from a
particular tax. One proposal would set a health budget for a parliament and set a tax
rate at a level that was expected to raise enough to cover that budget. If it turned out to
raise more, or less, then the Treasury would keep the surplus, or pay the extra from
borrowing or general taxation. Something like this, perhaps through a reformed system of
National Insurance contributions, could make for a politically feasible way of providing
more funding for health and care. But, as ever, there are trade-offs. This would probably
introduce additional inefficiencies, and even inequities, into the tax system. It would be
hard to make it properly transparent. There would be challenges in a world where health
and care spending, and in Scotland some tax decisions, are devolved matters. So while
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Executive summary

some form of hypothecation is possible, and may make increased taxation more
palatable, it is hardly a panacea.

There are additional challenges around social care funding. A large fraction of social care
is currently paid for privately: 26% of domiciliary care recipients and 44% of care home
residents paid for their own care in 2014-15. The state does not play its usual role in
providing insurance against bad outcomes and many people face extremely high care
costs in old age as a result and many may have unmet care needs. Any rebalancing of
the social care system looks likely to increase pressures on the public purse rather
than reduce them.
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1. UK health and social care spending

Tom Lee and George Stoye (IFS)

Key findings

Public spending on health has increased
more than tenfold in real terms since
1949-50, and the share of national
income spent on health has doubled
from 3.5% to 7.3%. Since 2009-10, public
spending on health has increased at a
lower rate than has been seen
historically.

Despite this recent slowdown in
funding, health spending has been more
favoured relative to other areas of
public spending than it was in the
previous decade. In 2016-17, almost 19p
in every £1 spent by the government
went on health, or 30p in every £1 spent
on public services.

Despite this relative protection, growth
in health spending since 2009-10 has
only just been enough to account for a
growing and ageing population.

Public spending on adult social care
grew at an average rate of 5.7% per year
in the 2000s, but has fared worse than
the NHS in recent years, falling by 1.5% a
year since 2009-10.
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Spending has increased substantially over
the past 70 years, a phenomenon common
across developed economies. The UK now
spends at around the EU15 average, due to
the large increase in public spending from
2000 to 2009. Since 2009-10, public
spending on health has fallen as a share of
national income, though it is higher as a
share of national income than it was in
2007-08 prior to the financial crisis.

Health spending has been rising as a share
of total public spending on services by 2.1%
a year since 2009-10, compared with a rate
of increase of 1.1% a year between 1999-
2000 and 2009-10. Health accounted for
23% of public service spending in 1999-
2000, 26% in 2009-10 and 30% in 2017-18.

Per-person spending grew by 0.6% per
year between 2009-10 and 2016-17,
compared with average annual increases
of 3.3% between 1949-50 and 2016-17.
After taking into account population
ageing, age-adjusted per-person spending
has risen by just 0.1% a year since 2009-10.

Differences in needs and generosity have
led to large differences in spending per
adult across England, Scotland, Wales and
Northern Ireland. In 2015-16, social care
spending per adult was 31% lower in
England than in Scotland.




Securing the future: funding health and social care to the 2030s

Health budgets across developed These pressures include rising
countries face a number of future expectations and income growth,
budgetary pressures. demographic and health changes, and a

range of cost pressures. Existing estimates
suggest that new technology is a key driver
of growth in spending.

1.1 Introduction

Public spending on health and related areas has changed vastly over the past 70 years. In
1949-50, the first financial year after the founding of the National Health Service (NHS) in
July 1948, UK public spending on health was £12.9 billion (2018-19 prices). This was 3.5% of
national income and accounted for 9.0% of total public spending.

Fast-forward 70 years and public spending on health and other related areas has
increased monumentally. Health spending alone was £149.2 billion in 2016-17, with an
additional £31.1 billion spent on social care and £48.3 billion on benefit payments to
support individuals with disabilities and health conditions.? Taken together, this
constitutes 29.6% of public spending.

Despite these increases, public budgets for health and social care are coming under
increasing pressure. Following large increases for both the NHS and social care during the
2000s, the years since 2009-10 have seen much slower growth in funding for the NHS and,
in the case of social care, budget cuts. Between 1996-97 and 2009-10, public spending on
health increased by 6.0% per year over and above economy-wide inflation. Similarly,
funding for adult social care rose by 5.7% per year between 2001-02 and 2009-10. Since
2009-10, health spending has increased by only 1.4% per year, while adult social care
funding has fallen by an annual average of 1.5%.

Despite the fact that, taking the whole period since 1996-97, spending growth, at 4.3% a
year, has been above the long-term average of 3.7% a year, this recent slowdown in
funding growth has been reflected in problems experienced by the NHS and local
authorities. Performance along a number of measures - including various waiting times,
delayed transfers of care between hospitals and social care providers, satisfaction with the
NHS and provider deficits - has got worse in recent years, which has led to recent calls for
funding increases.

In addition to these short-run pressures, the health and social care system faces a series
of longer-term, and potentially more serious, challenges. Demographic pressures in the
form of a growing and ageing population are only one part of this. Rising expectations,
changing population health, and a range of cost pressures from wages and new
technologies will all create substantial pressure on the public finances.

*  This includes incapacity and disability benefits, carer’s allowance, industrial injuries benefits and associated
housing benefit.
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In this chapter, we consider how and why spending on health and social care has evolved
over time. Section 1.2 considers how public spending on health in the UK has grown since
the founding of the NHS. Section 1.3 describes how public spending on health varies
across England, Scotland, Wales and Northern Ireland. Section 1.4 compares public and
private health spending in the UK with that in other developed countries. Section 1.5 then
examines how public spending on adult social care has changed over time. Section 1.6
sets out the reasons why health spending increases over time and presents the empirical
evidence on drivers of previous growth in public spending. Section 1.7 concludes.

1.2  Public spending on health

Figure 1.1 shows how UK public spending on health evolved between 1949-50 and 2016-
17, both in real terms (after accounting for economy-wide changes in prices) and as a
share of national income.* Between 1949-50 and 2016-17, UK public spending on health
rose from £12.9 billion to £149.2 billion (2018-19 prices), an average real-terms increase of
3.7% per year. This increase in spending was substantially above the rate of wider growth
in national income. As a result, public spending on health rose from 3.5% of national
income in 1949-50 to 6.5% in 2007-08. It then peaked at 7.6% in 2009-10, following a large
fall in national income after the 2008 financial crisis, since when it has fallen back to 7.3%
in 2016-17.

Figure 1.1. Annual UK public spending on health in real terms (2018-19 prices) and as
a percentage of national income
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Source: Nominal health spending data from Office of Health Economics (1949-50 to 1990-91) and HM Treasury
Public Expenditure Statistical Analyses (1991-92 to 2016-17). Real spending refers to 2018-19 prices, using the GDP
deflator from the Office for Budget Responsibility (OBR) in March 2018.

*  We use GDP deflators to account for inflation throughout this report. This is because health-specific measures

of inflation are not available consistently over time. Health spending data begin in 1949-50, the first full
financial year in which the NHS existed.
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Figure 1.2. Annual growth rate in real UK public spending on health
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Source: Authors’ calculations using data from Figure 1.1.

Figure 1.2 shows the annual growth rate in real UK public spending on health in each
financial year between 1950-51 and 2016-17. Over the entire period, it increased by an
annual average of 3.7%. Real spending changes ranged from an increase of 10.7% in 2003~
04 to a cut of 5.6% in 1951-52. Real-terms cuts have been rare, with only seven years in the
entire history of the NHS experiencing reductions in spending. Large cuts took place in
1951-52 (-5.6%) and 1952-53 (-4.0%) as budgets fluctuated sharply in the early years of
the NHS and some drug spending was shifted towards private spending following the
introduction of prescription charges. In 1977-78, health spending fell by 1.8% as part of
widespread cuts to public spending under the terms of a loan from the International
Monetary Fund. In the other four years in which cuts occurred (1969-70, 1989-90, 1996-97
and 2011-12), these were modest, with none exceeding 0.5%.

There have been prolonged periods of more or less rapid growth in spending. Table 1.1
shows how spending increases varied across different governments. Since 1996-97,
spending has increased at an average annual rate of 4.3%. But within this period,
spending first increased rapidly (in the late 1990s and 2000s) before rising at a much
slower pace after 2009-10. Average increases under the Labour governments between
1996-97 and 2009-10 were 6.0%. Between 2009-10 and 2014-15, by contrast, spending
increases averaged 1.1%, the lowest five-year average increase since the mid 1950s, and
the lowest government average increase since the 1976-77 to 1978-79 Callaghan
government (0.9% per year). Spending since 2014-15 has grown slightly more quickly, at
2.3% per year, but still below the long-run average of 3.7%.

While health spending has increased over time, so have the demands on the health
service. One reason why demand has increased is that the population has grown by 131%,
as shown in Figure 1.3. Population growth has varied over time, being stronger in the
1960s contrasted with little growth in the 1970s. It has been particularly strong in recent
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years, with annual average increases of 0.8% (twice the long-run average) between 2006
and 2016 driven by rising levels of immigration and an increased birth rate.’

Table 1.1. Annual average real growth rates in UK public spending on health,

selected periods

Period Financial years Average annual real
growth rate

Whole period 1949-50 to 2016-17 3.7%

Pre 1979 (various governments) 1949-50 to 1978-79 3.5%
Thatcher and Major Conservative 1978-79 to 1996-97 3.3%
governments

Blair and Brown Labour 1996-97 to 2009-10 6.0%
governments

Coalition government 2009-10 to 2014-15 1.1%
Conservative government 2014-15to 2016-17 2.3%

Source: Authors’ calculations using data from Figure 1.1.

Figure 1.3. UK population size
7
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Source: Past UK population data available on an annual basis (but not financial year) from the Office for National
Statistics (ONS) mid-year population estimates (June 2016 release),
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/timese
ries/ukpop/pop.

®  Office for National Statistics, ‘Overview of the UK population: July 2017’, 2017,

https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/arti
cles/overviewoftheukpopulation/july2017.
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Figure 1.4. Real per-capita public spending on health

2,500 -

{=)]

D 2,000 |

e

ww

a 2

B8 1,500 oo

S o

'E_Fl

800

R

o N

)

N

3

1 —
0 rrrrrrrrrrrrrrrrrrrr1r1r1r1r1r1r1r1r1r1r1r1r1r 11 rrrrrrT T rT T T T T TTTT T T ITT T T T T Tr i T rTrrrTl
O M W O N N O «—~<F ~NO M WO N L O «— <IN O MmO
R D S S R D N S N
O N N 0 = < N O M WO AN O «— < INoOoO M W o N Wn
< D LD W W O OININININOO X O O O 0O O O O «—
O O OO O O O OO OO O OO 0o 000 O OO OO O
— & v v v v— v v v v— v— v— — — — — AN AN NN NN

Source: Nominal health spending data from Office of Health Economics (1949-50 to 1990-91) and HM Treasury
Public Expenditure Statistical Analyses (1991-92 to 2016-17). Real spending refers to 2018-19 prices, using the GDP
deflator from the OBR in March 2018. UK population data available on an annual basis (but not financial year)
from the ONS mid-year population estimates (June 2016 release),
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/timese
ries/ukpop/pop.

Figure 1.4 shows real per-person public spending on health between 1949-50 and 2016-
17, which rose at an annual rate of 3.3% (compared with 3.7% for total health spending
over the same period).

With high population growth and low overall spending growth, growth in per-capita
spending has been particularly weak since 2009-10, increasing by just 0.6% a year
between 2009-10 and 2016-17, as compared with 5.4% between 1996-97 and 2009-10 and
3.3% per year between 1949-50 and 2016-17.

Broader public spending has also increased over time. Figure 1.5 shows public spending
on health as a percentage of total public spending and as a percentage of public service
spending (which excludes spending on social security benefits, tax credits and debt
interest). Over time, spending on health increased more quickly than spending on other
areas, and so the share of public spending accounted for by health has increased.

Prior to the 1980s, this increase was relatively modest, with the largest increases in public
spending directed towards education and state pensions. The growth in the share of
public spending on health then accelerated from the mid 1980s. Between 1985-86 and
2016-17, health spending rose from 9.6% of total public spending to 18.7%. A similar
increase is also seen when looking at health spending as a share of public service
spending, rising from 16.6% to 30.1% over this period. This means that in 2016-17, almost
19p in every £1 spent by the government went on health, or 30p in every £1 spent on
public services.

6 © NHS Confederation


https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/timeseries/ukpop/pop
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/timeseries/ukpop/pop

UK health and social care spending

Figure 1.5. Annual UK public spending on health as a percentage of total public
spending and of public service spending
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Note: Public spending is total managed expenditure. Public service spending is defined as total public spending
less spending on gross debt interest and less spending on benefits and tax credits.

Source: Health spending data as for Figure 1.1. Public spending and public service spending calculated from OBR
Public Finances Database and Department for Work and Pensions Benefit Expenditure Tables.

It is interesting to note that the share of spending directed towards health has actually
increased at a quicker pace since 2009-10, during a period of historically low increases in
health spending, than during the 2000s. Between 2002-03 and 2009-10, health spending
as a share of public service spending grew by 2.1 percentage points (a 9% increase), from
23.9% to 26.0% of service spending. Between 2009-10 and 2016-17, it grew by 4.1
percentage points (16%). So while health spending increased at a historically slow pace
during this period, it has continued to be protected relative to other service spending,
which was substantially cut as part of a wider government austerity programme.

1.3 How does public spending on health vary across the UK?

Different demographic compositions, socio-economic characteristics and underlying
health mean that the need for healthcare varies across different parts of the UK. In
addition, since 1999, the devolved administrations of Scotland, Wales and Northern
Ireland have been responsible for local health spending decisions. As a result, as shown in
Figure 1.6, per-person public health spending varies across the different parts of the UK.
In 2015-16, it was highest in Scotland at £2,387. This compares with spending of £2,302 in
Northern Ireland, £2,249 in Wales and £2,226 in England.

Per-person spending increased in all areas between 1998-99 and 2009-10, but at varying

rates. Spending grew most in England, increasing by an annual average of 5.9% between
1998-99 and 2009-10. This compares with annual growth rates over the same period of
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4.9% in Scotland and Wales and 3.9% in Northern Ireland. So while per-capita spending is
lower in England than elsewhere, this gap has narrowed over time.

Growth in per-capita health spending has been much slower since 2009-10. Table 1.2
summarises changes in spending, population size and per-capita spending in England,

Figure 1.6. Real per-capita public spending on health in England, Scotland, Wales and
Northern Ireland
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2018 OBR GDP deflator.

Table 1.2. Changes in health spending, population and per-capita health spending
between 2009-10 and 2015-16 in England, Scotland, Wales, Northern Ireland and the
UK

% change between 2009-10 and 2015-16

Real health Population Real per-capita

spending health spending
England 9.6 5.0 4.4
Scotland 4.3 2.7 1.6
Wales 1.1 2.0 -0.9
Northern Ireland 7.0 3.3 3.6
UK 8.6 4.6 3.8

Source: Population data from ONS mid-year population estimates, 2009 and 2015; accessed through NOMIS on
23 March 2018. Nominal health spending from HM Treasury Public Expenditure Statistical Analyses 2017. Real
spending refers to 2018-19 prices, using the GDP deflator from the OBR in March 2018. The changes in UK real
health spending and real per-capita health spending only include UK health spending that takes place inside the

UK.
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Scotland, Wales and Northern Ireland over the period from 2009-10 to 2015-16. After
taking into account population growth, per-capita spending increased by most in England,
rising by 4.4% (0.7% per annum) compared with growth rates of 3.6% (0.6% p.a.) in
Northern Ireland and 1.6% (0.3% p.a.) in Scotland. Per-capita spending fell slightly in Wales
during this period, by 0.9% (0.1% p.a.).

The decisions taken over health spending in each part of the UK in recent years have also
had wider consequences for public spending on other services across the country. The
choice to protect NHS spending necessitated larger cuts in other departments to achieve
overall spending reductions. So while NHS spending grew at a much slower rate in Wales
than in England, spending in other areas (e.g. local government spending, which funds
social care) experienced smaller cuts.®

14 International comparisons

Different countries spend varying amounts on healthcare. The differences may reflect
differences in the organisation of care, different preferences for health, and variation in
the overall levels of taxation and public spending in each country.’

Figure 1.7 shows how total (public and private) health spending in the UK, as a share of
national income, compares with other countries in 2015.® UK spending, at 9.5% of national
income, was just above the unweighted EU15 average of 9.6% and just below the EU15
average of 10.2% when weighting spending by GDP for each country. However, this is
substantially below figures for large economies such as the US (17.2%), Germany (11.3%)
and France (11.0%), with much lower shares of GDP being devoted to health in the smaller
economies of Greece (8.3%), Ireland (7.8%) and Luxembourg (6.3%). This means that if the
UK wanted to spend the same proportion of national income on health as Germany in the
next year, it would have to spend more than an additional £30 billion on health. Of course,
GDP per person is also higher in Germany than in the UK. An even greater increase in
spending would therefore be required to match the actual level of health spending per
person in Germany.

The figure also distinguishes the fractions of spending that are conducted through public
and private channels. Public spending accounted for a slightly larger share of health and
health-related long-term care spending in the UK (79%) than on average in the EU15
(76%). Private health spending in the UK was 2.0% of national income in 2016. The majority
of this spending is out-of-pocket spending (1.5% of GDP) by consumers on medical goods
(e.g. drugs, medical equipment, fitness and well-being aids) and spending on private

¢ B. Deaner and D. Phillips, Scenarios for the Welsh Government Budget to 2025-26, IFS Report R83, 2013,
https://www.ifs.org.uk/comms/r83.pdf.

See OECD Reviews of Health Systems for the different organisational structures of international healthcare
systems: http://www.oecd.org/els/health-systems/reviews-health-systems.htm.

Figures in Section 1.4 are reported under the international definitions of the System of Health Accounts 2011.
This is an internationally comparable definition, used by the OECD to compare spending across countries, and
includes a number of health-related elements of social care spending. Public spending in the UK under this
definition is higher than that used elsewhere in the report: 7.7% of GDP in 2016 as compared with 7.3% of GDP
reported by HM Treasury in 2016-17.
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Figure 1.7. Public and private health spending as a percentage of national income
across the EU15 and G7 countries in 2016
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Note: Figures for the UK differ from those in Figure 1.1 as health spending (as reported by the OECD) is
measured on an internationally comparable basis. This measure includes spending on health services and
products, in addition to spending on services and equipment for health-related long-term care. Figure 1.1
excludes most spending on long-term care, which is classified as ‘social care spending’ and instead included in
Figure 1.8. EU15 averages are weighted (by GDP) and unweighted averages, and exclude the UK.

Source: OECD Health Statistics, http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT.

medical insurance (0.3% of GDP).° At the end of 2015, 10.6% of the population were
covered by some sort of private medical insurance,” which gives access to duplicate
services to those provided by the NHS but with shorter waiting times and access to private
hospitals.

The US is a notable outlier in the proportion that is spent through private channels (51%).
Despite this high share of private spending, the US still publicly spends a larger share of
its national income on health (8.5%) through care programmes for the over-65s
(Medicare) and for low-income people (Medicaid) than the UK (7.7%), with an additional
8.8% of GDP spent privately in the US.

While comparisons of spending do not necessarily reflect differences in the quality of care
provided in different countries (with different costs of production and levels of health

°  Office for National Statistics, ‘UK Health Accounts: 2016’, 2018,
https://www.ons.gov.uk/peoplepopulationandcommunity/healthandsocialcare/healthcaresystem/bulletins/u
khealthaccounts/2016.

"% LaingBuisson, ‘Demand for PMI increases thanks to corporates’, Market Briefing, 2017,
https://www.laingbuisson.com/wp-content/uploads/2017/01/HealthCover_13ed_market_briefing.pdf.
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across countries), it is interesting to note that the UK has historically spent (and continues
to spend) less on health than countries such as France and Germany. Indeed, these
differences directly fed into policy in the 2000s when then Prime Minister Tony Blair
promised to raise UK health spending to the European average by 2005." Following this
pledge, while health spending rose as a share of GDP in most EU countries over the next
decade, spending in the UK increased at a quicker pace. These increases were therefore
broadly in line with this pledge,” and they narrowed the gap in spending with France and
Germany. While lower than in some countries, spending in the UK is now not low
compared with that in other comparable countries on average.

1.5 Social care spending

Individuals with physical or learning disabilities, or physical or mental ilinesses, often have
difficulties with activities of daily living, such as cooking, washing and getting dressed.
Social care includes a broad range of non-medical services that support people with these
activities. This is distinct from healthcare, which treats underlying medical conditions, but
both types of care are often required by the same individuals.

Unlike healthcare, the majority of social care is provided on an informal basis by family,
friends or neighbours, or purchased privately. For example, among the population aged
65 and over in England in 2014-15, 23% of individuals reported receiving some sort of
informal care.” In addition to this, approximately half of individuals who reported
receiving formal social care privately financed at least part of their care.

Publicly funded social care is available for individuals who meet the required eligibility
criteria, including both a needs and a financial means test (see below for details of how
this varies across the UK). In 2016-17, the UK government spent, mostly through local
authorities, a total of £31.1 billion on social care for both adults and children.™ While much
of the public discussion about the organisation and funding of social care centres upon
care for individuals in old age, publicly funded social care is used by individuals of all ages
and, in fact, only a minority goes on those aged 65 and over. Social care spending on
children amounted to £9.9 billion (32% of the total). The remaining £21.2 billion was spent
on adults, with approximately half of this spent on individuals aged 65 and over."™

See Hansard, 28 November 2001, column 964,
https://publications.parliament.uk/pa/cm200102/cmhansrd/vo011128/debtext/11128-03.htm.

R. Thorlby and J. Maybin, ‘Health and ten years of Labour government’, King's Fund Briefing, 2007,
https://www.kingsfund.org.uk/sites/default/files/field/field_publication_file/health-ten-years-labour-
government-achievements-challenges-may2007.pdf.

R. Crawford and G. Stoye, The Prevalence and Dynamics of Social Care Receipt, IFS Report R125, 2017,
https://www.ifs.org.uk/publications/8893.

HM Treasury, Public Expenditure Statistical Analyses 2017, https://www.gov.uk/government/statistics/public-
expenditure-statistical-analyses-2017.

Recipients of care under the age of 65 tend to have higher costs than individuals aged 65 and over. As a result,
there are more recipients at older ages even though the costs are split equally. For example, in England,
adults aged 18-64 represented 33% of adult social care recipients but accounted for half of all spending on
adult social care. (For more details, see http://digital.nhs.uk/catalogue/PUB30121.)
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Figure 1.8. Annual UK public spending on adult social care in real terms (2018-19
prices) and as a percentage of national income
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Source: Nominal adult social care spending data from HM Treasury Public Expenditure Statistical Analyses 2007-17.
Real spending refers to 2018-19 prices, using the GDP deflator from OBR in March 2018. Adult social care
spending is defined as spending on personal social services minus personal social services spending on children
and family and minus personal social services spending on unemployment.

Figure 1.8 shows annual UK public spending on adult social care between 2001-02 and
2016-17, both in real terms and as a percentage of national income. Social care spending
initially follows a similar pattern to health spending, with large increases in public
spending throughout the 2000s. Public spending increased by 56% from £15.1 billion in
2001-02 to £23.5 billion in 2009-10, an average annual real increase of 5.7%. This is
mirrored by an increase in the share of national income spent on adult social care over the
same period, rising from 0.9% in 2001-02 to 1.3% in 2009-10.

Spending on social care has fallen consistently since 2009-10. Between 2009-10 and 2016-
17, spending fell by 9.9% (or 1.5% a year) to £21.2 billion. This pattern contrasts with public
spending on health, which, although increasing at a historically slow pace, actually
increased by 10.3% after accounting for economy-wide inflation over the same period.

In England, publicly funded social care is the responsibility of the local authority (LA). Since
April 2015, national eligibility criteria have governed who is eligible for LA financial
contributions towards care in their own home or in a residential care home.

Eligibility for public social care is judged on two separate criteria."” First, there is a needs
assessment. Since April 2015, this has been standardised across all LAs. Individuals with

'8 Chapter 3 models pressures on adult social care and not children’s social care. As a result, we focus our
discussion of spending on adult social care.

"7 For a more detailed explanation of eligibility for local authority social care, see T. Jarrett, ‘Social care: paying
for care home places and domiciliary care (England)’, Commons Briefing Paper SN01911, 2017,
http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN01911.
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difficulties with at least two daily activities are judged to have sufficient need for
assistance from the LA.

Second, all individuals who meet the needs assessment are subject to a financial means
test. This determines who will pay for care: the individual, the LA or a combination of the
two. The financial means test has two components, with individuals expected to contribute
to the cost of their care if they have a sufficient level of income, assets or both.

Individuals receiving LA care are expected to contribute to the costs of their care from
their income (although some income is exempt from this test). Individuals make
contributions to the point at which they have a minimum weekly income remaining. The
minimum income differs across residential home and non-residential home care
recipients. The minimum income for residential home care recipients is currently £24.90.
For others it is set higher, and is equivalent to basic levels of income support or guarantee
credit element of pension credit, plus an additional sum.™

In addition to their income (i.e. even if income is zero), individuals face an asset test.
Individuals with eligible assets above the ‘upper threshold’ - set at £23,250 in 2015 - must
pay for all care. Individuals with assets between the ‘upper’ and ‘lower’ threshold - set at
£14,250 - pay for some of their care, with the remaining costs met by the LA. Individuals
with assets below the lower threshold (and with sufficiently small income) do not pay
anything towards care.

The definition of assets varies according to the care received by an individual. The value of
their primary residence is not included in the asset test if the individual is receiving care in
their own home. Similarly, the value of this property is not included in the asset test if the
individual is receiving care in a residential home, but a dependant (e.g. their spouse) still
lives in the property.™

The organisation and funding arrangements for adult social care vary across the different
parts of the UK. In Scotland and Wales, as in England, health and social care are largely
provided separately, with adult social care the responsibility of LAs.”® In Northern Ireland,
where health and adult social care have been structurally integrated since 1973, social
care is provided by five Health and Social Care Trusts (HSCTs).

Variability in eligibility across England, Scotland, Wales and Northern Ireland arises from
differences in the thresholds used for the tests and in the types of care or services that are
covered by the tests (and which are exempt). These differences are summarised in Table
1.3.

In Scotland, fewer services are covered by the financial means test. Individuals who are
judged to need personal or nursing care do not contribute to payments towards this care.
However, the financial means test still remains for residential care. In Northern Ireland,
residential care is not means-tested but domiciliary care (or care in a private residence) is.

'8 T.Jarrett, ‘Social care: paying for care home places and domiciliary care (England)’, Commons Briefing Paper
SNO01911, 2017, http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN01911.
Since 2015, individuals have been allowed to take out deferred payment schemes to fund care, borrowing

money against the value of their house which is recouped after the recipient dies. This means that individuals
do not need to sell their house to fund their care as a result of the asset test.

19

% There are 152 LAs with social care responsibilities in England, 32 in Scotland and 22 in Wales.
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Table 1.3. Social care eligibility criteria in England, Scotland, Wales and Northern
Ireland

England | Scotland Wales N. Ireland

Organisation

Number of responsible organisations 152 LAs 32 LAs 22 LAs 5 HSCTs
Needs test? Yes Yes Yes Yes
Income test? Yes Yes Yes Yes
Asset test? Yes Yes Yes Yes
Lower asset test threshold £14,250 £16,500 - £14,250
Upper asset test threshold: £23,250 £26,500 | £30,000° £23,250
Services covered by the means test
Personal care Yes No Yes Yes
Nursing care Yes No Yes Yes
Residential care Yes Yes Yes No

® The upper means test of £30,000 applies to those in receipt of residential care. The corresponding number for
recipients of domiciliary care is £24,000. However, there is a cap on weekly payments, of £70, for domiciliary care
recipients.

Note: Personal care includes help with everyday activities that does not require qualified nursing or medical care.
Nursing care covers services provided by a qualified nurse. Residential care includes care in a nursing home or
residential care facility.

Source:

For details of the means test in England, see T. Jarrett, ‘Social care: paying for care home places and domiciliary
care (England)’, Commons Briefing Paper SN01911, 2017,
http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN01911.

For Wales, see S. Boyce, ‘Paying for adult social care in Wales: debate and reform’, Research Briefing, National
Assembly for Wales, 2017, http://www.assembly.wales/research%20documents/17-009/17-009-web-english.pdf.
For details of the means test and free personal care in Scotland, see Care Info Scotland,
http://www.careinfoscotland.scot/.

For a summary of social care arrangements in Northern Ireland, see Citizens Advice,
https://www.citizensadvice.org.uk/nireland/family/looking-after-people/social-care-and-support-ni/.

The asset thresholds are also set at different levels. In Scotland, the upper and lower
thresholds are set at a more generous level - individuals with assets below £16,500 do not
pay anything for care (subject to having sufficiently low income). In Wales, there is only
one threshold. This means that individuals must pay for all residential care if they have
assets above £30,000, or all domiciliary care if they have assets above £24,000. However, in
Wales, there is a cap on weekly payments set at £70 for domiciliary care recipients.

Perhaps unsurprisingly given the different organisation and eligibility criteria, there is
considerable variation in per-capita spending across the different parts of the UK. Table
1.4 shows public spending per adult in England, Scotland, Wales and Northern Ireland in
2011-12 and 2015-16. Spending per person in England in 2015-16 was 31% below the level
in Scotland, a gap which has grown from 19% in 2011-12. The gap between spending in
England and Northern Ireland is even greater. These changes in the gaps reflect both
differences in choices about social care spending in recent years, and differential
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Table 1.4. Social care spending per head in England, Wales, Scotland, Northern
Ireland and the UK: real spending (2018-19 prices) and percentage change between
2011-12 and 2015-16

Real per-capita adult social care spending
2011-12 2015-16 % change
(2011-12 to 2015-16)
England 398 365 -8.2%
Scotland 492 530 7.7%
Wales 495 486 -1.8%
Northern Ireland 482 555 15.1%
UK 456 415 -9.1%

Source: Population data from ONS mid-year population estimates, 2009 and 2015; accessed through NOMIS on
23 March 2018. Nominal health spending from HM Treasury Public Expenditure Statistical Analyses 2017. Real
spending refers to 2018-19 prices, using the GDP deflator from the OBR in March 2018. The changes in UK real
social care spending and real per-capita health spending only include UK health spending that takes place inside
the UK. Adult social care spending is defined as spending on personal social services minus personal social
services spending on children and family and minus personal social services spending on unemployment.

population growth and ageing, in the different parts of the UK, with England
implementing larger cuts to social care and experiencing a larger increase in its over-18
population.

In addition to the variation in spending across the UK, there is also considerable variation
in spending and the quality and quantity of care provided even within individual parts of
the UK. For example, there is considerable variation in adult social care spending across
local authorities in England. In 2015-16, 10% of LAs spent less than £325 per adult, while
10% spent more than £445 per adult (in 2016-17 prices).” The past seven years have seen
considerable variation in cuts to spending across different LAs.” This in part reflects
different pressures on local budgets, with differential levels of reliance on central
government grants (which saw large cuts over this period) and different abilities to raise
tax revenue from local sources (e.g. council tax), as well as variation in the choices made
by different LAs over which services to prioritise.

1.6  Why might spending on health and social care increase over
time?

Health spending has increased substantially over time. But why has spending increased so
much? There are a number of potential drivers of spending:

e Rising incomes and expectations: As income increases, demand for more and better-
quality healthcare increases. As a result, spending is likely to increase over time.
However, what happens to the share of income spent on health as income rises is less

' D. Phillips and P. Simpson, National Standards, Local Risks: The Geography of Local Authority Funded Social Care,
2009-10 to 2015-16, IFS Report R128, 2017, https://www.ifs.org.uk/publications/9122.

22 Tbid.
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certain. Many projections (including those of the OBR) assume that, abstracting from
other pressures, a constant share of national income would be spent on health as
incomes rise. But it is possible that a growing share will be spent if additional health
spending is a priority as we get richer.

e Demographic changes: As the population grows and ages, demand for care increases.
Older individuals typically require more, and more expensive, care than younger
individuals. It has been estimated that health spending in England would need to
increase by 1.3% a year between 2009-10 and 2019-20 simply to keep pace with
projected demographic change over this period.”

* Population health: Changes in the underlying health of individuals of a given age will
also impact spending over and above demographic changes. For example, an increase
in the prevalence of chronic conditions such as diabetes at particular ages would
increase the burden on the health service. Underlying rates of conditions are related to
wider health behaviours, such as obesity, smoking and drinking, and future health
spending demands will reflect trends in these behaviours.

e Cost pressures: In addition to demand pressures, the cost of providing a given level and
quality of healthcare will also change over time. One major source of cost pressure is
wages for NHS staff as pay rises. These increases are often required to maintain
competitiveness with wages being offered in the wider economy, rather than
necessarily reflecting productivity improvements in the NHS. New medical technologies
and drugs are also likely to increase costs as the number and quality of treatments
provided by the NHS expand over time.

We now explore each of these potential drivers of health spending in more detail, setting
out the reasons why these factors could increase spending and the empirical evidence on
these impacts.

Rising incomes and expectations

One factor driving increased health spending over time is income growth. As incomes rise,
individuals demand more, better-quality, healthcare-related goods and services. As a
result, health spending increases as a country becomes richer.

However, the extent to which additional income is spent on health is uncertain. In the UK
and most developed countries, increases in health spending have outstripped general
economic growth (as demonstrated by the rising share of national income spent on health
in Figure 1.1), but this could be explained by a number of other factors aside from income
(as discussed below).

The income elasticity of demand for health - which captures what proportion of increases
in income is spent on health - is therefore a key determinant of future spending. An
elasticity of 1 indicates that the share of income spent on health remains constant as the
country becomes richer. In other words, health spending would rise in line with national
income. An income elasticity below (above) 1 means that, all else equal, health spending

# D. Luchinskaya, P. Simpson and G. Stoye, ‘UK health and social care spending’, in C. Emmerson, P. Johnson
and R. Joyce (eds), The IFS Green Budget: February 2017,
https://www.ifs.org.uk/uploads/publications/budgets/gb2017/gb2017ch5.pdf.
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would rise at a slower (quicker) rate than national income. The value of the income
elasticity is therefore important in modelling future increases in health spending and in
determining the role of income growth in previous growth of health expenditures.

Most forecasters of health spending use an income elasticity of around 1.** The OBR and
US Congressional Budget Office both use an income elasticity of 1 for their long-run
projections.” The European Commission uses an elasticity of 1.1, while the OECD uses an
income elasticity of 0.8.” The OECD estimates would imply that a third of health spending
growth in the UK between 1995 and 2009 could be explained by income growth.*

Demographics
As noted in Section 1.2, the number of people living in the UK has grown over time. The

population has also aged. Table 1.5 shows the size of the population by age group in 1953,

Table 1.5. UK population size and age composition

Population size (millions) % of total population

1953 1985 2016 1953 1985 2016
Total 50.6 56.6 65.6 100% 100% 100%
Aged 0-14 11.5 10.9 11.7 22.8% 19.2% 17.8%
Aged 15-39 17.3 21.2 21.1 34.2% 37.6% 32.2%
Aged 40-64 16.1 15.9 21.0 31.9% 28.0% 32.0%
Aged 65-84 5.4 7.9 10.2 10.6% 13.9% 15.6%
Aged 85+ 0.2 0.7 1.6 0.5% 1.2% 2.4%

Source: UK population data on an annual basis (but not financial year) from ONS: 1953 and 1985 data from
https://www.ons.gov.uk/aboutus/transparencyandgovernance/freedomofinformationfoi/populationbyagegend
erandethnicity; 2016 data accessed through the NOMIS website on 28 March 2018.

" Arange of empirical estimates exist for the income elasticity. Estimates using individual-level data typically

produce values below 1 (e.g. J. Newhouse and the Insurance Experiment Group, Free for All? Lessons from the
RAND Health Insurance Experiment, Harvard University Press, 1993; D. Acemoglu, A. Finkelstein and M.
Notowidigdo, ‘Income and health spending: evidence from oil price shocks’, Review of Economics and Statistics,
2013, 95, 1079-95). In contrast, estimates using national-level data often produce values greater than 1 (U.
Gerdtham and B. Jonsson, ‘International comparisons of health expenditure: theory, data and econometrics
analysis’, in Handbook of Health Economics, 11-53, Elsevier, 2000; R. Hall and C. Jones ‘The value of life and the
rise in health spending’, Quarterly Jjournal of Economics, 2007, 122, 39-72).

» Office for Budget Responsibility, Fiscal Sustainability Report: january 2017, http://obr.uk/fsr/fiscal-sustainability-

report-january-2017/;
Congressional Budget Office, The 2016 Long-Term Budget Outlook, 2016,
https://www.cbo.gov/publication/51580.

6 European Commission, ‘The 2015 Ageing Report: economic and budgetary projections for the 28 EU Member

States (2013-2060)’, European Economy, 2015, 3, May.

C. de la Maisonneuve and J. Oliveira Martins, ‘A projection method for public health and long-term care
expenditures’, OECD Economics Department Working Paper 1048, 2013,
http://dx.doi.org/10.1787/5k44v53w5w47-en.

The OECD decomposition splits average health increases into three parts: (i) an age effect - which takes
spending per age at a given year and asks how the age composition of the population has changed over time;
(i) an income effect - which simply multiplies per-capita income growth by the chosen income elasticity, in
this case 0.8; and (iii) a residual - which includes everything else, including policy choices, which may or may
not be driven by rising income and expectations.

27
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1985 and 2016. While the size of the population aged 15-64 increased by about a quarter,
the number of individuals aged 65-84 almost doubled between 1953 and 2016, increasing
from 5.4 million in 1953, to 7.9 million in 1985 and to 10.2 million by 2016. There are also
now 1.6 million people aged 85 and above - an eightfold increase on the figure in 1953,
when there were only 0.2 million individuals in this age group.

The share of the population accounted for by these older groups has therefore increased
substantially over time. In 2016, 65- to 84-year-olds accounted for 15.6% of the population,
an increase of 5 percentage points from 1953, and individuals aged 85 and above
accounted for 2.4% of the population in 2016. Over the same period, the share of the
population aged under 40 has decreased.

These demographic changes are in part explained by the ageing of a particularly large
birth cohort: as the large baby-boomer cohort born after the end of the Second World War
age, the share of the population accounted for by individuals at older ages will increase. In
addition to this, longevity at older ages has risen considerably in recent decades. The next
few years are therefore likely to see continued increases in the share of the older
population.

These demographic changes mean that the NHS now serves more people and, in
particular, a greater number of older individuals. Figure 1.9 shows how, according to the
OBR, average annual spending on individuals of different ages in the UK in 2021-22 is
projected to compare with the average annual spending on a 30-year-old in the same
year. Average spending on 65-year-olds is projected to be roughly double that on 30-year-
olds. This ratio increases sharply at older ages, with average spending on 85-year-olds
projected to be five times, and average spending on 90-year-olds almost eight times,
average spending on 30-year-olds. Treating a population with a larger share of older
individuals, and particularly those aged 80 and above, will therefore cost much more than
treating a population mostly composed of working-age individuals.

Figure 1.9. Age profile of UK public spending on health (relative to a 30-year-old)
8 .
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Source: Chart 3.7 of OBR Fiscal Sustainability Report: January 2017. Projected costs in 2021-22 are reported for
individuals of each age between 0 and 90 years, relative to the average cost of treating a 30-year-old in the UK.
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Figure 1.10. Real-terms UK health spending (2009-10 = 100)
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Note: Total, per-capita and age-adjusted per-capita spending in 2009-10 each take the value 100.

Source: Authors’ calculations using UK health spending from HM Treasury Public Expenditure Statistical Analyses
2017 (https://www.gov.uk/government/statistics/public-expenditure-statistical-analyses-2017) for all years
between 2009-10 and 2016-17, ONS population projections (June 2016), ONS mid-year population estimates
(2009 to 2016) and age spending weights from the Office for Budget Responsibility Fiscal Sustainability Report:
January 2017 (http://budgetresponsibility.org.uk/fsr/fiscal-sustainability-report-january-2017/).

We can combine this profile with the latest population estimates and projections to
examine how recent spending and planned future spending (in the short term) compare
with estimated demographic pressures. Figure 1.10 presents the results of this exercise. It
shows how changes to UK health spending between 2009-10 and 2016-17 compare with
the demographic pressures over this period. Real health spending increased by 10.3% (or
1.4% per annum on average), compared with population growth of 5.4% over this period
(0.8% p.a.), and so per-capita spending increased by 4.6% (0.6% p.a.). After accounting for
changes to the age composition of the population, real age-adjusted per-capita spending
increased by only 1.0% (0.1% p.a.). This suggests that recent spending increases have
been almost entirely absorbed by demographic pressures, leaving very little for any other
increase in demands on the NHS.

Population health

The above calculations rely on the assumption that the shape of the age profile shown in
Figure 1.9 (i.e. the ratio of spending between different age groups) has remained
relatively constant over time. This appears to be a reasonable assumption in the short run
and comparisons with the cost curve used in the 2002 Wanless Review indicate a similar
pattern of spending by age in the late 1990s, even if overall spending has changed
considerably.” However, going forward, there is still considerable uncertainty over how
the demands placed by individuals of different ages on the NHS might change. The

*® See chart C.6 of D. Wanless, Securing our Future Health: Taking a Long-Term View - Final Report, 2002,
https://www.yearofcare.co.uk/sites/default/files/images/Wanless.pdf. Figures are not completely comparable
with the numbers reported in Figure 1.9 as they cover Hospital and Community Health Services only (and
therefore exclude other sources of healthcare expenditure included in the OBR projections).
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relative costs of these individuals will depend on how the underlying health of individuals
of a given age changes over time. Older individuals in future may be increasingly healthy,
and therefore require relatively less spending (compared with younger individuals) than
they do now. On the other hand, individuals may spend increasing periods of time in
relatively poor health (which requires NHS treatment), particularly as technology develops
to allow us to treat a greater range of conditions. The relative size of these effects will
therefore have important consequences for future spending pressures. Box 1.1 explains
the impacts in more detail.

Box 1.1. How will underlying health change as individuals live longer?

One key determinant of future health spending will be the underlying health of
individuals at any given age. In particular, the length of time that individuals spend in
good or ill health is a key driver of future healthcare costs. If additional years of life are
spent in good health, healthcare costs may be simply delayed to an older age. If the
additional years are, in part, spent in poor health, requiring additional treatment for a
longer period of time, then overall costs are likely to increase. These two scenarios are
summarised in the following way:

a)

Compression of morbidity: As life expectancy rises, individuals could spend the same
number of years or fewer in ill health. This means that additional years of life are
spent in good health, with costly treatment delayed until an older age. For example,
improvements in medical treatments could reduce the prevalence of certain
conditions, and reduce the costly expense associated with care. This would lead to
an overall decrease in health spending for an individual of a given age (assuming
nothing else changed about the care they received). However, overall costs could
still increase as health use is unlikely to be zero even in the additional years of
(relatively healthy) life.

Expansion of morbidity: As life expectancy rises, individuals might spend more time in
ill health. This could occur if, for example, new medical treatments reduced mortality
from particular conditions (and so extend life expectancy) but do not fully cure a
disease. This would lead to an overall increase in health spending for an individual of
a given age.

The OBR assumes that the health of an individual of a given age and sex does not
change over time in its central projections of future health spending. This makes an
implicit “expansion of morbidity’ assumption, as some of the additional years of life will
be spent at least partially in ill health. A paper from the OBR shows that using an
alternative, ‘compression of morbidity’ assumption, where all longevity gains are
translated into years of good health, reduces forecast pressures on health spending by
1% of GDP in 2065-66.°

® Chart 3.4 of M. Licchetta and M. Stelmach, ‘Fiscal sustainability and public spending on health’, OBR
Fiscal Sustainability Analytical Paper, 2016, http://obr.uk/docs/dIm_uploads/Health-FSAP.pdf.

20

© NHS Confederation



http://obr.uk/docs/dlm_uploads/Health-FSAP.pdf

UK health and social care spending

The empirical evidence on how spending changes at older ages is mixed. A growing body
of literature suggests that age is not the driving factor, but costs are instead caused by
proximity to death.*® This suggests that many of the costs at older ages are associated
with being in the last few years of life, rather than being a certain age. As a result,
increases in life expectancy may simply delay costs to a later date, as opposed to creating
new costs. For example, this would mean that spending on the average 80-year-old could
decrease as life expectancy rises, as they would have a lower probability of dying in the
next year than an 80-year-old had in the past. As a result, demographic change would put
less pressure on NHS spending than suggested above.

In contrast, trends in total and disability-free life expectancy suggest that at least some
additional years of life are associated with ill health (and therefore increased cost for the
NHS). Figure 1.11 shows how life expectancy and disability-free life expectancy (at the time
of birth) have increased over time. In 1951, an individual could expect to live almost 70
years. By 2011, this has increased to over 80 years. However, the proportion of life spent
disability-free has remained roughly constant over time, at around 80%. As a result,
requirements for care are expected to rise in a similar proportion to longevity.

Much of the recent increase in life expectancy has come from increased longevity at older
ages. Figure 1.12 shows life expectancy at age 65 for men and women in the UK between
1982 and 2016. In 1982, a 65-year-old man could expect to live for an additional 13 years
on average, and a woman of the same age could expect to live 17 years. By 2016, these
had increased to 18.5 years for men and 21 years for women - annual average increases
of 1.1% and 0.6% respectively.

Figure 1.11. Total and disability-free life expectancy at birth
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Source: ONS, ‘Healthy life expectancy in Great Britain: 2001’, Health Statistics Quarterly, 23, Autumn 2004. ONS,
‘Healthy life expectancy (HLE) and disability-free life expectancy (DFLE), in the United Kingdom, at birth and at
age 65, 2000-2002 until 2009-2011". ONS, ‘How has life expectancy changed over time?’.

¥ See, for example, P. Zweifel, S. Felder and M. Meiers, ‘Ageing of population and health care expenditure: a red
herring?’, Health Economics, 1999, 8, 485-96.

© NHS Confederation 21



Securing the future: funding health and social care to the 2030s

Figure 1.12. Male and female life expectancy at age 65 in the UK
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Source: Figures 5a and 5b of Office for National Statistics, ‘National life tables, UK: 2014 to 2016’, 2017,
https://www.ons.gov.uk/peoplepopulationandcommunity/birthsdeathsandmarriages/lifeexpectancies/bulletins/
nationallifetablesunitedkingdom/2014t02016#life-expectancy-at-older-ages.

Again, the evidence suggests that overall increases in longevity are associated with more
years spent in ill health. In England, between 2006 and 2008, a man aged 65 could expect
to live a further 17.6 years of life, 7.7 years (43.6%) of which would be spent with
disability.* By 2010-12, this had risen to 18.6 remaining years for a 65-year-old man, 7.9
(42.7%) of which would be spent in disability. For women, expected years with a disability
increased from 9.7 (47.9% of remaining life expectancy) to 9.9 years (46.7%) over the same
period. This suggests that although some additional years of life at older ages are spent
disability-free, there is also an expansion in the number of years spent in ill health, and
this is likely to increase pressures on the NHS and social care.

There is also considerable geographic variation in both total life expectancy and the
proportion of this spent with a disability. Life expectancy at age 65 is lower in Scotland
than in the rest of the UK for both men and women, and these gaps have grown since the
1980s.*” Within England, between 2010 and 2012, a man living in the South East had a life
expectancy of 19.2 years at age 65, 61.3% of which was spent disability-free. This compares

' Office for National Statistics, ‘Disability-free life expectancy (DFLE) and life expectancy (LE): at age 65 by
region, England’, 2016,
https://www.ons.gov.uk/peoplepopulationandcommunity/healthandsocialcare/healthandlifeexpectancies/da
tasets/disabilityfreelifeexpectancydfleandlifeexpectancyleatage65byregionengland.

¥ Office for National Statistics, ‘Health state life expectancies, UK: 2014 to 2016’, 2017,
https://www.ons.gov.uk/peoplepopulationandcommunity/healthandsocialcare/healthandlifeexpectancies/bul
letins/healthstatelifeexpectanciesuk/2014t02016;

Office for National Statistics, ‘Life expectancy at birth and at age 65 for the UK and local areas in Scotland’,
https://www.ons.gov.uk/peoplepopulationandcommunity/birthsdeathsandmarriages/lifeexpectancies/datase
ts/lifeexpectancyatbirthandatage65bylocalareasintheunitedkingdomtable2ukandlocalareasinscotland.
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to 17.6 years in the North East, of which only 51.3% would be spent disability-free. Such
inequalities mean that the pressures on the NHS associated with underlying population
health and demographic change will vary considerably across the country.

The role of the NHS - and the resources required to fund this - in future will depend both
on the underlying needs of the population and the improved ability of the NHS to treat
different conditions. The treatments provided by the NHS have changed considerably over
time as a result of both an improved ability to treat many conditions (see below) and a
changing disease burden among the population.

One illustration of the changing disease burden among patients is provided by Table 1.6,
which shows the most common (primary) causes of death in England and Wales in 1950,
1975, 2000 and 2016. In 1950, almost half of all deaths were due to cardiovascular disease.
A further sixth of individuals died from cancer and one-ninth from respiratory disease. The
share of deaths attributed to cardiovascular disease has fallen by more than half since
1975, from 51.3% to 25.5%. Deaths from cancer rose to 28.5% in 2016, so that it now
accounts for more deaths than cardiovascular disease. Deaths from other age-related
diseases have also increased in recent years. These include dementia, accounting for 12%
of deaths in 2016 (although the recent increase in deaths attributed to dementia is partly
as a consequence of better recording of dementia in recent years).

Table 1.6. Mortality prevalence (% of total deaths) in England and Wales

1950 1975 2000 2016
Cardiovascular 48.9 51.3 38.6 25.5
Cancer 17.1 21.2 25.0 28.5
Respiratory 11.3 13.9 17.4 13.8
Other 22.7 13.5 18.9 32.3
of which:
Dementia® 1.7 12.0

? Recording practices for dementia have improved over time. No data for dementia prevalence are available for
1950 and 1975.

Source: ONS, ‘Causes of death’. Changes in the International Classification of Diseases (ICD) make it difficult to
categorise deaths. The following ICD codes were used to create the consistent categories over time:

1950 (ICD-6) - cardiovascular: 3310-3349, 4000-4549, 4560-4689, 7820-7829; respiratory: 2400-2419, 4700-5279;
cancer: 1400-2209, 2220-2399, 2940-2949.

1975 (ICD-8) - cardiovascular: 3900-4441, 4444-4589, 7820-7829; respiratory: 4600-5199; cancer: 1400-2089,
2100-2399.

2000 (ICD-9) - cardiovascular: 3900-4599; respiratory: 4600-5199; cancer: 1400-2399; dementia 2900-2905, 3310.
2016 (ICD-10) - cardiovascular: category I; respiratory: category J; cancer: category C, category D where three-
digit numerical code <489; dementia: category F where three-digit numerical code <30, category G where three-
digit numerical code =300 and <309.

33

Office for National Statistics, ‘Disability-free life expectancy (DFLE) and life expectancy (LE): at age 65 by
region, England’, 2017,
https://www.ons.gov.uk/peoplepopulationandcommunity/healthandsocialcare/healthandlifeexpectancies/da
tasets/disabilityfreelifeexpectancydfleandlifeexpectancyleatage65byregionengland.
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Morbidity - the conditions that patients suffer from - has also changed considerably over
time. This is reflected in the change in the number of patients requiring treatment for
some of the conditions listed in Table 1.6: data from the British Heart Foundation indicate
that the percentage of inpatient episodes for men accounted for by cardiovascular disease
decreased from 15% in 1961 to 10% in 2009-10. In contrast, 6% of episodes were linked to
cancer in 1961, rising to 11% by 2009-10.* We explore further how these changes in
morbidity are reflected in changes in NHS activity in Chapter 2.

Changes in morbidity are also reflected in a wider change in the types of conditions
treated by the NHS. For example, when it was first set up, the NHS dealt with many cases
of infectious disease, such as measles and mumps.* Due to vaccinations, these conditions
now require little hospital treatment. Another example that reflects the development of
medical practice over time is the declining number of tonsillectomies. In the 1950s,
200,000 of these were performed each year.* As medical research has shown that they are
only clinically appropriate under certain circumstances, numbers have fallen and fewer
than 50,000 tonsillectomies were carried out in 2012-13.

There has been a particular increase in the prevalence of age-related illnesses. The
number of patients with dementia and Alzheimer’s has increased drastically over recent
years, in part reflecting the increased number of individuals living to older ages. A recent
study found that in 2015 over 8% of all 80- to 89-year-olds have a dementia diagnosis, up
from 6% just eight years earlier in 2007.”

These changes in the disease burden mean that the range of services provided by the NHS
must also change over time. Future changes in the amount and type of treatment
provided by the NHS will also depend on the health behaviours of the population. The last
70 years have seen dramatic changes in consumption patterns and lifestyles, with
declining smoking rates and alcohol consumption, higher rates of obesity and increasingly
sedentary lifestyles. The 60% fall in tobacco consumption over the past 40 years® will
decrease the prevalence of related conditions, including a number of types of cancer.
However, the effect of reduced smoking rates on the amount of care provided by the NHS
in future is ambiguous: while cancer treatment is expensive, smokers who die at a
younger age do not incur costly treatment for other conditions at a later date. Some
empirical evidence suggests that the lifetime healthcare costs for smokers are lower than
those for non-smokers even though, on an annual basis, their care is more expensive.”

3 p.Scarborough, K. Wickramasinghe, P. Bhatnagar and M. Rayner, Trends in Coronary Heart Disease 1961-2011,

London, British Heart Foundation, 2011.

* M. . Goldacre and J. . Maisonneuve, ‘Hospital admission rates for measles and mumps in England: historical

perspective’, The Lancet, 2013, 382(9889), 308-9.

% Royal College of Surgeons, ‘Is access to surgery a postcode lottery?’, 2014.

¥ K. Donegan, N. Fox, N. Black, G. Livingston, S. Banerjee and A. Burns, ‘Trends in diagnosis and treatment for

people with dementia in the UK from 2005 to 2015: a longitudinal retrospective cohort study’, The Lancet Public
Health, 2017, 2(3), e149-56.
* OECD Health Statistics, http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT.

¥ ). Barendregt, L. Bonneux and P. van der Maas, ‘ The health care costs of smoking’, New England Journal of
Medicine, 1997, 337, 1052-7.
J. Tiihonen, J., K. Ronkainen, A. Kangasharju and J. Kauhanen, ‘The net effect of smoking on healthcare and
welfare costs. A cohort study’, BM/ Open, 2012, 2(6), 001678, doi: 10.1136/bmjopen-2012-001678.
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Figure 1.13. Shares of people aged 15+ who are overweight (BMI>25) and obese
(BMI=30)
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Note: Overweight includes individuals with a BMI of 25 or above (this includes individuals who are classed as
obese). Obese includes individuals with a BMI of 30 or above.

Source: OECD Health Statistics, http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT.

Figure 1.13 shows how the shares of the population who are overweight and obese
(categorised by Body Mass Index, or BMI) have evolved from 1980 to 2015. In 1980, 36% of
the population were overweight, and of these only a fifth (7% of the total population) were
obese. By 2015, 63% were overweight. Obesity has quadrupled over the period: in 2015,
over one in four people were considered obese (40% of those classified as overweight).
While the exact effect of this trend on future health spending is unknown, obesity is linked
to an increased prevalence of a range of conditions, including diabetes and associated
complications.® Public health is therefore likely to play an important role in determining
future healthcare costs.

Cost pressures

In addition to the demand pressures outlined above, the NHS faces a number of pressures
that change the cost of providing a given level of (quality-adjusted) healthcare. Indeed,
most empirical studies find that these cost pressures have played a greater role in driving
increases in health spending than the demand pressures discussed above. We explore two
sources of cost pressure in more depth: the relative costs of providing healthcare
(compared with economy-wide inflation) and changes in medical technology.

Relative healthcare costs

Figure 1.14 shows how the costs associated with Hospital and Community Health Services
(HCHS) inputs changed relative to economy-wide inflation (as measured by the GDP
deflator) between 1985-86 and 2010-11.

4 A. H. Mokdad, E. S. Ford, B. A. Bowman, W. H. Dietz, F. Vinicor, V. S. Bales and J. S. Marks, ‘Prevalence of
obesity, diabetes, and obesity-related health risk factors, 2001’, JAMA, 2003, 289(1), 76-9.
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Figure 1.14. NHS Hospital and Community Health Services (HCHS) pay cost index and
health service cost index, 1985-86 to 2010-11
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Note: The pay cost index is a weighted average of increases in unit staff costs for each of the staff groups within
the HCHS sector. Pay cost inflation tends to be higher than pay settlement inflation because of an element of pay
drift within each staff group (i.e. there is a tendency for there to be a gradual shift up the incremental pay
scales). The health service cost index measures the price change for 41 sub-indices of goods and services
purchased by NHS Hospital and Community Health Services, weighted according to the proportion of total
expenditure that they represent. These pay index figures are not comparable with those from 2011-12 onwards
due to a change in methodology in that year.

Source: Department of Health, ‘NHS Hospital and Community Health Services (HCHS) pay cost index and health
service cost index, 1985-86 to 2010-11’,
www.info.doh.gov.uk/doh/finman.../2015.16%20Pay%20&%20Price%20series.xIsx. The GDP deflator is from the
OBR in March 2018.

The pay cost index shows how the cost of labour has developed since 1985-86 (set at a
base level of 100). This provides a weighted average of increases in the cost of employing
one member of staff for each of the staff groups within the HCHS sector. It therefore
captures both increases in the entire NHS salary scales (which are determined by the
overall NHS pay settlement) and compositional changes in the workforce that arise from
increased average seniority and from changes in the skill mix of the workforce (e.qg.
changes in the ratio between doctors and nurses). The health service cost index shows
how prices for non-labour goods and services (medicines, medical technology etc.) have
changed over the same period. This is a weighted average of the price change of 41
groups of goods and services used by the HCHS sector.

The figure also shows the GDP deflator, so we can compare the two indices with this to
examine how input prices have developed relative to economy-wide inflation. Over the
period, the change in the cost of non-labour goods and services purchased by the NHS
(2.5% per year) has been similar to - and if anything run slightly below - economy-wide
inflation (3.1% per year), with the health service cost index just below the GDP deflator
series. In contrast, pay has increased much more quickly than economy-wide inflation,
with an annual average increase of 5.7% in the pay cost index. This represents an average
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real increase - i.e. over and above economy-wide inflation - in the cost of NHS labour of
2.6% per year between 1985-86 and 2010-11.

The two indices are then combined in the HCHS pay and prices index, using the proportion
of total expenditure represented by each category as a weight, to measure the overall
change in the cost of inputs. The majority of HCHS costs arise from labour, and so the
overall cost index is closer to the pay cost index than to the other index. We can see that
the overall cost index increased by 4.7% per year between 1985-86 and 2010-11, which
means that over a 25-year period the real cost of providing healthcare grew substantially.

Assuming that increases in pay do not simply reflect a more skilled workforce, using this
measure of NHS-specific inflation instead of the GDP deflator would imply that real health
spending, adjusted for the costs of inputs into health, grew by 3.4% per year between
1985-86 and 2010-11, as compared with the 5.0% per year increase shown in Figure 1.1.
However, as noted above, some of the increases in pay will reflect an increasing level of
seniority or a higher proportion of skilled staff within the NHS workforce over time. To the
extent that these pay increases reflect higher productivity within the NHS, this measure
will overstate NHS inflation.

Due to methodological changes in the pay cost index after 2010-11, we cannot directly
compare changes in costs before and after this financial year. Figure 1.15 therefore
compares how costs have changed since 2011-12, and how these costs have changed
compared with economy-wide inflation. It shows a different pattern in costs from that for
the earlier period: the pay cost index increases at a slower rate (0.6% per year) than
economy-wide inflation (1.8%). In contrast, the health service cost index increases faster
(2.2% per year). Combining these indices, the HCHS pay and prices index rose at a slower
pace (1.2% per year) than economy-wide inflation.

Figure 1.15. NHS Hospital and Community Health Services (HCHS) pay cost index and
health service cost index, 2011-12 to 2014-15
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Note and source: See Figure 1.14. These pay index figures are not comparable with those from 2015-16 onwards
due to a change in the source of pay data and classifications of staff groups.
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The recent pattern in labour costs can in part be explained by pay restraint within the NHS
(and the wider public sector). Pay for most NHS staff was frozen between 2010-11 and
2013-14, and increases have been capped at 1% since. Recent announcements - including
a pay deal for staff of Agenda for Change contracts from 2018-19 - look set to loosen this
restraint somewhat, increasing cost pressures going forward.

Medical technology

Technological improvements allow the NHS to provide treatment for a broader range of
conditions or to deliver better outcomes relative to existing treatments. These include the
development and introduction of new drugs and the use of new machines. For example,
the introduction of magnetic resonance imaging (MRI) scanners in 1980 vastly improved
the ability of doctors to detect and to treat more effectively a range of conditions, while
the continued introduction of new drugs has ensured that cancer treatment has
continued to evolve over time.

In some cases, new developments in technology reduce the costs of providing a given
level of healthcare. However, many technological improvements are thought to (at least
temporarily) increase costs. New technologies may be used to treat previously untreatable
conditions (e.g. a new cure for Alzheimer’s) or replace an existing treatment and provide
better outcomes (e.g. a new cancer drug). While having these options available is clearly a
good thing, taking the options up creates a new cost or increases existing costs for
treating particular conditions. Demand for these treatments may also increase if there is a
reduction in any side effects. This could also increase future costs if individuals who
survive the initial condition also require additional treatment for other conditions in
future.

Understanding the impact of technology on healthcare costs has been a major focus of an
empirical literature in economics.* These studies vary in their approach, and in the period
and range of treatments studied. As a result, while most studies point to an important role
for technology in driving costs, the estimates span a large range. A paper examining the
role of technology in driving healthcare cost increases in the US between 1940 and 1990
estimates that technology explains 60% of health spending increases over the period.*
This is slightly larger than another estimate, that technology explained almost half of
spending increases over the same period in the US.*

In the UK, the Wanless Review estimated that technology explained a fifth of spending
increases over the previous two decades.* The report also noted that the UK has
historically been slow to adopt new technologies, and stronger growth in technology costs
would be required in the 2000s and beyond to catch up with the medical technological
abilities of other developed countries.

For a summary, see M. Chernew and J. Newhouse, ‘Health care spending growth’, in Handbook of Health
Economics: Volume 2, 1-43 Elsevier, 2011.

J. P. Newhouse, ‘Medical care costs: how much welfare loss?’, Journal of Economic Perspectives, 1992, 6(3), 3-21.

D. M. Cutler, ‘Technology, health costs, and NIH’, National Institutes of Health Roundtable on the Economics
of Biomedical Research, 1995.

Page 171 of D. Wanless, Securing our Future Health: Taking a Long-Term View - Interim Report, 2001,
http://webarchive.nationalarchives.gov.uk/+/http://www.hm-
treasury.gov.uk/consult_wanless_final_2001.htm.
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1.7 Discussion

The last 70 years have seen very large increases in public spending on health. In
particular, under the Labour governments in the late 1990s and 2000s, public spending on
both health and social care grew at a rapid pace, before slowing after 2009-10. As a result
of these changes, the UK spends more on healthcare than it ever has before. We now also
look more like our EU neighbours in terms of the amount spent, but still lag behind large
economies such as the US, Germany and France.

While recent years have seen historically slow increases in health spending, the share of
public spending devoted to health has continued to grow. Indeed, due to flat spending
elsewhere, the share of public spending on services that goes to the NHS has continued to
increase at a rapid pace - an average growth rate of 2.1% per year between 2009-10 and
2016-17. This is almost double the pace at which this share of spending grew in the 2000s,
a period of historically high increases in NHS funding.

Despite these increases, the NHS has begun to show signs of strain. Meanwhile, social
care funding has fallen in real terms since 2009-10, cuts which are larger when factoring in
demographic change. And such pressures are not purely a short-term phenomenon, with
a host of demographic and non-demographic pressures pushing up spending needs.

These findings raise a series of questions about the NHS and social care. These include:
What could an additional increase in NHS funding buy in terms of inputs and outputs?
How large are the pressures on NHS and social care budgets, and what does this imply for
future spending requirements? How might we raise additional funding in future to meet
these pressures? We now turn to answering these questions in the remainder of this
report.

© NHS Confederation 29



Securing the future: funding health and social care to the 2030s

2. What does the NHS spend its money

on?

Tom Lee and George Stoye (IFS)

Key findings

Increases in health spending over the
past two decades have led to a large rise
in NHS inputs; however, growth has
varied considerably across areas of
spending in recent years.

Recent cuts to spending on primary care
and community prescribing have
continued a long-run trend of health
spending shifting away from primary
care towards hospitals.

Staff costs make up a large share of
overall spending. In 2016-17, £52 billion
was spent on staff costs in the Hospital
and Community Health Services (HCHS)
sector in England.

Over the past twenty years, the number
of hospital doctors has increased
considerably faster than the population.
In contrast, increases in the number of
GPs track population growth.

Despite the increases in the number of
doctors, the UK still employs fewer
doctors per head (2.8 per 1,000 people)
than all other EU countries.

30

Department of Health spending increased
by 15.3% between 2011-12 and 2016-17.
Spending on hospital drugs increased by
66%, while spending on primary care,
prescriptions and procurement all fell.

Spending on primary care and community
prescribing rose by an average of 2.8% and
2.3% respectively between 1999-2000 and
2011-12. This compares with overall
spending growth of 5.5% per year over the
same period.

The HCHS sector in England has over
1,000,000 full-time equivalent (FTE)
employees, including 110,000 (non-GP)
doctors, 310,000 nurses, health visitors and
midwives, and 630,000 other staff.

The number of FTE hospital doctors per
1,000 people increased by 72% between
1996 and 2016. The number of FTE GPs fell
by 5% over the same period. These trends
mirror the changes in spending in these
areas over time.

In 2015, the UK had 2.8 doctors per 1,000
people. This compares with averages of 3.9
doctors per 1,000 people in the EU15, 3.3
doctors per 1,000 in France and 4.1 doctors
per 1,000 in Germany.
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Hospital activity has increased in
England but there has been little change
in other parts of the UK. In England, a
much greater share of the population
used inpatient services in 2015 than in
1997.

In spite of the large rise in admissions,
people spend far less time in hospital on
average, due to increasingly effective
and specialised treatments.

The volume of community prescribing in
the UK has increased dramatically over
the history of the NHS, from 4.5
prescriptions per person in 1949 to 19.3
in 2012.

The NHS has become more productive
over time. The Office for National
Statistics (ONS) estimates that
productivity has increased at an average
annual rate of 1.4% since 2009. This
compares with an average growth rate
of 0.8% since 1995.

The NHS does more than it ever has
before, and quality along many
dimensions has increased substantially.
However, UK health outcomes still lag
behind international comparators.

Recent declines in performance are
relatively small by historical standards.

What does the NHS spend its money on?

An individual at any age over 30 was more
likely to have an inpatient admission in
2015 than in 1997. This was driven by
increased elective admissions, except at
the oldest ages (80+), when individuals
have become more likely to be admitted
for both elective and emergency
procedures over time.

In 1997, an average 65- to 74-year-old man
spent 1.9 days in hospital; by 2015, this had
fallen by 32% to 1.3 days.

In spite of the volume of prescriptions
growing by 4.3% per year in England
between 2002 and 2012, the total amount
spent on community prescriptions
remained flat. This is due to a shift away
from branded drugs towards generic ones.

However, the increase in productivity
achieved since 2009 remains substantially
below the 2.4% productivity rate targeted
by Simon Stevens in 2013.

Median inpatient waiting times fell by 77%
between 1987 and 2010. Mortality rates
across most cancers have seen large
declines in the past decade, but despite
this improvement, remain above the OECD
average.

Public satisfaction with the NHS peaked at
70% in 2010. A drop in satisfaction to 57%
in 2017 is considerable, but the satisfaction
level remains higher than it was for the
vast majority of the previous 30 years.
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2.1 Introduction

Chapter 1 documented a considerable rise in health spending over the past 70 years, with
real health spending increasing almost tenfold since the founding of the NHS. It also
discussed the reasons why such spending increases have occurred, and why pressures are
likely to continue into the future.

Spending increases of such magnitude raise the obvious question of ‘Where does this
money go?'. In this chapter, we examine in detail how public funding for health is spentin
England. We first describe the inputs that are purchased with this funding, including
staffing costs and other goods and services. We then examine what the NHS produces, in
terms of the quantity and quality of care provided to the UK population, and how this has
changed over time.

We focus on spending by the Department of Health in England, because it accounts for
the vast majority of UK health spending and because consistent data are largely available
over time. Where possible, we analyse changes over time and we make comparisons with
changes in activity in Scotland, Wales and Northern Ireland.

One lesson that can be drawn from this chapter is that such data are often not available.
Improving the scope and comparability of these data in future would play an important
role in better understanding how public money is spent on providing healthcare and how
this can be improved to provide better-value services for the taxpayer.

Section 2.2 sets out how Department of Health spending in England is distributed across
different areas of spending. It then describes how the number and pay of staff have
changed over time, and discusses changes to spending on other inputs. Section 2.3
examines how activity has changed since 1997, focusing on how use of hospitals has
changed in England and how this varies across different ages. Section 2.4 discusses what
these changes mean for NHS productivity, quality and patient outcomes. Section 2.5
concludes.

2.2 Inputs

In England, the Department of Health (DH) is responsible for the vast majority of health
spending.” In 2016-17, DH spending was £124.6 billion, or 83.5% of total UK health
spending. Figure 2.1 provides a breakdown of day-to-day spending in that year.*

NHS provider staff costs in England accounted for £52.1 billion (39.7%) of this spending.
This was the largest single area of spending, and includes wage and pension costs for all
staff directly employed by the Hospital and Community Health Services (HCHS). In

“ The Department of Health accounted for 99% of health spending in England in 2016-17 (HM Treasury Public

Expenditure Statistical Analyses 2017). The rest is accounted for by the Department for Culture, Media and Sport

and the Department for Business, Innovation and Skills.

¢ Figure 2.1 reports gross spending. As a result, its total is more than the net £124.6 billion figure reported

above, which takes into account non-tax revenues (such as prescription fees and private patient income) and
inter-department transfers.
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September 2017, there were over 1 million full-time equivalent employees in the HCHS.¥
This includes 110,000 (non-GP) doctors and 310,000 nurses, health visitors and midwives.
The remaining 630,000 employees consist of support to clinical staff, scientific, therapeutic
and technical staff, infrastructure support and ambulance staff.

Spending on primary and secondary healthcare that is purchased from non-NHS providers
amounted to £14.2 billion (10.8%). The majority of this funding goes to independent sector
providers (ISPs), private sector or voluntary enterprises that carry out a range of services
across community health, diagnostics and acute care.* While the NHS has always
purchased some services from the private sector, the role of the private sector in
providing routine community, diagnostics and elective (non-emergency) care was
formalised and expanded in the 2000s,” and now accounts for a significant share of public
spending on health in England.

A further £11.7 billion (8.9%) was spent on primary care. This includes general practice
(£8.3 billion, 6.3%), dentistry (£2.8 billion, 2.1%) and general ophthalmic services
(£0.6 billion, 0.5%) and

Figure 2.1. Breakdown of Department of Health RDEL gross expenditure in England
(£131.4bn), 2016-17 (2018-19 prices)

Other (£21.8bn)
NHS England provider
staff costs (£52.1bn)

Stock consumed
(£10.2bn)

Procurement (£12.6bn)

Prescribing (£8.8bn)

Primary care (£11.7bn) Non-NHS healthcare (£14.2bn)

Note: RDEL stands for revenue departmental expenditure limit.

Source: Figure 6 of Department of Health Annual Report and Accounts 2016-17,
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/629984/DH

“7" NHS Hospital & Community Health Service (HCHS) monthly workforce statistics - Provisional Statistics - staff

in Trusts and CCGs, NHS Digital, September 2017.

For more details, see British Medical Association, ‘Hidden figures: private care in the English NHS’, 2018,
https://www.bma.org.uk/collective-voice/influence/key-negotiations/nhs-funding/privatisation-report.

48

“C. Naylor and S. Gregory, ‘Independent sector treatment centres’, King’s Fund Briefing, 2009,

https://www.kingsfund.org.uk/sites/default/files/Briefing-Independent-sector-treatment-centres-ISTC-Chris-
Naylor-Sarah-Gregory-Kings-Fund-October-2009.pdf.
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_annual_accounts_2016_2017_web_version.pdf. GDP deflators from the Office for Budget Responsibility (OBR) in
March 2018.

covers the staffing costs of 33,000 full-time-equivalent GPs* and 90,000 general practice
staff.”

Spending on prescribing was £8.8 billion (6.7%). It is important to note that this
expenditure only covers the cost of prescriptions made by GPs for which the government
pays. As documented in detail in Chapter 4, generous exemptions from user charges
mean that this covers nearly 90% of all GP prescriptions. The £8.8 billion does not include
the additional private expenditure on GP prescriptions, or the public expenditure on
hospital drugs (which is included in stock consumed).

Procurement spending was £12.6 billion (9.6%). This budget is used to purchase a range of
goods and services, including: clinical supplies and services (£4.2 billion, 3.2%), such as
medical devices, dressings and testing materials; non-clinical supplies and services

(£1.2 billion, 0.9%), such as cleaning supplies, uniforms, bed linen, and external contracts
for cleaning and catering; expenses for maintaining and renting premises (£2.6 billion,
2.0%); establishment (£0.9 billion, 0.7%), which covers administration expenses such as
printing, stationery and telephones; transport (£0.4 billion, 0.3%); and consultancy services
(£0.3 billion, 0.2%). Stock consumed accounted for £10.2 billion (7.8%); the majority of this
spending is on hospital drugs (£8.6 billion, 6.5%).

The remaining £21.8 billion (16.6%) is on other expenditure. This includes grants to local
authorities (£3.5 billion, 2.7%), which are used to fund public health activities. Other areas
include administrative costs (£2.5 billion, 1.9%), depreciation (£3.0 billion, 2.3%), clinical
negligence (£1.7 billion, 1.3%) and other costs.

This provides a fairly detailed breakdown of what the Department of Health currently
spends money on. We now examine how this spending has changed over time. Figure 2.2
shows how spending on different areas of the budget has changed between 2011-12 and
2016-17. There is large variation in the changes among spending categories.

Expenditure on stock consumed was two-thirds higher in real terms in 2016-17 than in
2011-12. This rise is entirely driven by increased expenditure on drugs by hospitals. Drug
issues by hospital pharmacies increased by 70%, from £5 billion in 2011-12 to £8.6 billion
in 2016-17. It is unclear exactly what has driven this increase as a breakdown of the data
is not publicly available, although it is likely to be due to a combination of using costly new
drugs and the number of prescriptions per patient increasing.”

‘Other’ spending increased by more than 60%. This growth in spending is composed of
spending increases in a number of smaller budgetary items. It can partly be explained by
changes to DH responsibilities over time: grants to local authorities for public health

% GPs refer to practitioners excluding registrars.

' NHS England, ‘The Review Body on Doctors’ and Dentists’ Remuneration: NHS England’s evidence for the

2018 Review’, 2018.

32 NHS Digital, ‘Prescribing costs in hospitals and the community, England 2016/17’, 2017.

3 L. Ewbank, K. Sullivan, H. McKenna and D. Omojomolo, ‘The rising cost of medicines to the NHS: what's the

story?’, King's Fund, 2018, https://www.kingsfund.org.uk/publications/rising-cost-medicines-nhs.
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activities, which totalled £3.5 billion in 2016-17, were not part of DH expenditure in 2011-
12. There has also been strong growth in spending on clinical negligence, which increased

Figure 2.2. Change in Department of Health expenditure by spending category in
England, 2011-12 to 2016-17 (2018-19 prices)

Stock consumed
Other
Non-NHS healthcare

Total —
NHS staff costs

Primary care
Prescribing

Procurement

' ' ' ' '
! I I I '
[ T I I I 1

-20% 0% 20% 40% 60% 80%

Percentage change, 2011-12 to 2016-17

Source: Authors’ calculations from Department of Health Annual Report and Accounts 2011-12
(https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/212977/23
735_HC-66-DoH.pdf) and Department of Health Annual Report and Accounts 2016-17
(https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/629984/D
H_annual_accounts_2016_2017_web_version.pdf), using GDP deflators from the OBR in March 2018.

by 70% over the period. Non-NHS healthcare was 45% higher in 2016-17 as use of the
independent sector increased.

NHS staff costs, the largest area of expenditure, grew by 8% over the five-year period. This
increase is roughly in line with the increase in overall public spending on health, which
rose by 10% from 2011-12 to 2016-17.

Other areas of expenditure experienced real cuts in spending. Primary care expenditure
fell by 4%, whilst spending on community prescriptions decreased by 5%. This indicates
that over the past five years there has been a shift in spending away from primary to
secondary care. Spending on procurement also fell, by 17%. This is largely due to an NHS
efficiency drive to reduce unnecessary procurement expenditures.*

It is also possible to make some limited comparisons with spending further back in time.
Between 1999-2000 and 2011-12, spending on primary care and prescribing rose by 2.8%
and 2.3% a year respectively. This spending growth is considerably below the average
increase in health spending over this period (5.5%). In comparison, real expenditure on
items other than primary care and community prescribing rose at an average annual rate

> NHS England, Better Procurement Better Value Better Care, 2013.

© NHS Confederation 35


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/212977/23735_HC-66-DoH.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/212977/23735_HC-66-DoH.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/629984/DH_annual_accounts_2016_2017_web_version.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/629984/DH_annual_accounts_2016_2017_web_version.pdf

Securing the future: funding health and social care to the 2030s

of 6.3% over the same period. As a consequence of this, the share of total expenditure
spent on primary care and prescribing has fallen considerably over time.

Figure 2.3. Breakdown of Department of Health CDEL gross expenditure in England
(£5.4bn), 2016-17 (2018-19 prices)

Land and buildings
(£1.7bn)

Other (£1.9bn)

IT and software

(£0.3bn) Plant, transport and

equipment (£0.9bn)
Capital grants (£0.6bn)

Note: CDEL stands for capital departmental expenditure limit.

Source: Figure 5 of Department of Health Annual Report and Accounts 2016-17,
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/629984/DH
_annual_accounts_2016_2017_web_version.pdf. GDP deflators from the Office for Budget Responsibility (OBR) in
March 2018.

Figure 2.4. CDEL gross expenditure in England, 1998-99 to 2016-17 (2018-19 prices)
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Source: Authors’ calculations from various Public Expenditure Statistical Analyses (PESAs). The value for 2016-17
does not match with Figure 2.3 as adjustments were made to account for piecing together spending figures from
multiple years.

In addition to day-to-day spending, the Department of Health also has capital spending,
which is investment spending on the assets used by the health service to provide care,
including hospitals and machines. In 2016-17, CDEL gross expenditure was £5.4 billion
(3.9% of total expenditure) broken down as shown in Figure 2.3. Figure 2.4 shows that this
is over three times as much as in 1998-99 but has fallen since 2009-10 as austerity has led
to less capital expenditure.

Reductions in capital spending were not all pre-planned: shortfalls in current expenditure
have persistently led to transfers from long-term capital expenditure towards day-to-day
spending.” As a result, concerns have been raised over investment levels in the NHS. The
2017 Naylor Review estimated that the NHS requires additional capital expenditure of
£10 billion in order to deliver its Sustainability and Transformation Plans, a sum which the
review claims could be raised through a mixture of additional public spending, asset sales
and private investment.*®

We now examine how key inputs have changed over time. Given the importance of labour
in providing healthcare, we first examine trends in the size and composition of the
workforce before examining other inputs.

How has the NHS workforce changed over time?

Employment

Figure 2.1 clearly demonstrated that staffing is a substantial part of overall spending on
health. Doctors are an obviously important component of the medical workforce. Figure

> https://www.health.org.uk/chart-nhs-capital-spending-falls-third-year-row.

%% R. Naylor, NHS Property and Estates: Why the Estate Matters for Patients, 2017,
https://www.gov.uk/government/publications/nhs-property-and-estates-naylor-review.
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Figure 2.5. Practising doctors (headcount) per 1,000 people for EU15 countries, 2015

Greece
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EU-15 average (excl. UK)
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UK
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Practising doctors (headcount) per 1,000 people

Source: OECD Health Statistics. Denmark, Finland and Sweden are excluded due to missing data.

2.5 shows how the number of practising doctors (headcount) per 1,000 people varies
across EU15 countries in 2015. The UK has fewer doctors for its population size than other
European countries, at 2.8 doctors per 1,000 people. This is 28% lower than the EU15
average of 3.9, despite the UK spending an average share of national income on health
(see Figure 1.7 in Chapter 1). Overall, it appears that there is no relationship between total
spending and the number of practising doctors. France spends a relatively high amount
(11.0%) and has relatively few doctors (3.3) per 1,000 people, whilst Germany spends
11.3% of national income and has an above-average number of doctors (4.1) per 1,000
people.

Over the past 20 years, the number of doctors has grown faster than the population
across most developed countries. In the UK, the number of practising doctors per person
rose by 66% from 1993 to 2015. This is equivalent to an average increase of 2.3% doctors
per person per year. Similarly, the EU15 average increased from 2.7 to 3.9 doctors per
1,000 people over the period, an average increase of 1.7% per year. So, although the UK
remains below the average doctor-person ratio for the EU15 countries, the gap is smaller
than it was 25 years ago.

Importantly, the above analysis does not distinguish between different types of doctors
(e.g. GPs and hospital doctors). Neither does it account for the degree to which doctors
work less than full-time, which can lead to misleading conclusions. For instance, in
England from 1996 to 2016, the headcount of GPs per 1,000 people increased by 10%,
whereas the number of full-time-equivalent (FTE) GPs fell by 5%.” Ideally, we would like to
be able to compare the number of FTE doctors per 1,000 people internationally;
unfortunately, a lack of internationally comparable data prevents this analysis.

%7 See Figure 2.6 for source.
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Within England, we can distinguish between GP and hospital doctors, and adjust for the
proportion of doctors that work part-time. Figure 2.6 shows the number of FTE hospital
doctors and GPs per 1,000 people in each year between 1996 and 2016. The number of FTE
hospital doctors per 1,000 people has risen by 72% since 1996, an average annual growth
rate of 2.7%. In contrast, the number of FTE GPs per 1,000 people has stayed remarkably
flat.

The different trends for hospital and GP doctors in part reflect the differences in spending
growth between primary and secondary care observed in Section 2.2. Between 1999-2000
and 2011-12, real spending on primary care rose by an average of 2.8% a year, whilst the
number of FTE GPs per 1,000 people increased at an annualised rate of 0.7%. Since 2011-
12, the amount spent on primary care has fallen in real terms by 0.7% a year. Over the
same period, the number of FTE GPs per 1,000 people fell at a rate of 2.7% a year. On the
other hand, the large increase in non-primary care spending during the 2000s was
accompanied by a large expansion in the number of hospital doctors. Since 2011-12, there
has been a levelling-off in the number of hospital doctors, corresponding to a period
when NHS funding grew at a more modest pace.

The NHS workforce includes many other staff in addition to doctors. In 2017, there were
300,000 FTE nurses, midwives and health visitors employed in the Hospital and Community
Health Services sector in England alone (or 29% of the total HCHS workforce). Figure 2.7
shows how the number of FTE nurses, midwives and health visitors per 1,000 people has

Figure 2.6. FTE doctors per 1,000 people in England
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Source:

GPs - National Audit Office, NHS Pay Modernisation: New Contracts for General Practice Services in England,

2008; NHS Digital, General and Personal Medical Services in England, Bulletin Tables 2006-2016, 2017.
Hospital doctors - NHS Hospital and Community Health Services (HCHS): Staff in NHS Trusts, SHAs, PCTs, Support
Organisations and Central Bodies in England. NHS Digital, NHS Hospital & Community Health Service (HCHS)
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monthly workforce statistics, 2018.
Population figures come from ONS.

Figure 2.7. FTE nurses, midwives and health visitors per 1,000 people in England
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Source: NHS Hospital and Community Health Services (HCHS): Staff in NHS Trusts, SHAs, PCTs, Support
Organisations and Central Bodies in England by Strategic Health Authority area and main staff groups. NHS
Hospital & Community Health Service (HCHS) monthly workforce statistics - Provisional Statistics - staff in Trusts
and CCGs. Population figures come from ONS. The series refers to the number as of September for any given
year. 2017 population estimate imputed from previous years.

evolved since 1995. There was a sharp increase in the early 2000s, but since 2005 there has
been a decline in the number of these staff relative to the population, falling from 5.8 per
1,000 people to 5.5 in 2012, as the number of FTE nurses, midwives and health visitors has
stayed constant while the population has continued to grow. Since 2012, staff increases
have matched population growth.

International comparisons using OECD statistics also suggest that the UK employs
substantially fewer nurses (a headcount of 7.9 nurses per 1,000 people) than the EU15
average (10.2 nurses per 1,000 people*), although there are some inconsistencies in the
definition of a ‘nurse’ across countries and the data do not account for the number of
nurses who work part-time in each country.*

In addition to doctors and nurses, the HCHS alone has 630,000 FTE other employees,
consisting of support to clinical staff, scientific, therapeutic and technical staff,
infrastructure support and ambulance staff. The size of this other workforce per 1,000
people increased by 23% from 1996 to 2016.% Figure 2.8 shows how this compares with
growth in the number of hospital doctors (72%), nurses, midwives and health visitors
(12%) and GPs (-5%). Given the stronger growth in the numbers of doctors during this

%% Using latest year available from https://data.oecd.org/healthres/nurses.htm.

> OECD Health Statistics.
% NHS Hospital and Community Health Services (HCHS): Staff in NHS Trusts, SHAs, PCTs, Support Organisations
and Central Bodies in England by Strategic Health Authority area and main staff groups. NHS Hospital &

Community Health Service (HCHS) monthly workforce statistics - Provisional Statistics - staff in Trusts and
CCGs. Population figures come from ONS.
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period, the composition of the NHS workforce has shifted towards hospital doctors over
the past 20 years. In 1996 there were 4.4 FTE nurses, midwives and health visitors for every
hospital doctor in England. By 2016, this figure had fallen by over a third to 2.9. This is
higher than the OECD average of 2.5, suggesting that the NHS employs a higher skill mix
than other OECD countries.

Figure 2.8. Changes in size of different NHS staff groups per population, 1996 to 2016
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Source: See Figures 2.6 and 2.7.

While these increases in staff are large, it is worth noting that NHS spending more than
doubled over this period. In 1996-97, public spending on health was £1,096 per head. By
2016-17, this had grown to £2,273, a 107% increase. Therefore, even for hospital doctors
(the fastest-growing staff group), the growth rate in the number of FTE employees is
below the overall rise in spending.

Pay

However, the cost of employing a doctor and other types of staff has also increased over
time. Understanding how NHS pay has evolved (particularly in comparison with other
professions) is important in studying how staff costs have changed.

Figure 2.9 shows how median gross weekly earnings for medical practitioners (doctors)
and nurses have changed since 1999. Pay for doctors increased by an annual average of
2.2% between 1999 and 2017. Over the same period, nurses’ earnings increased by 3.6%
per year. This compares with annual growth in median pay of 3.0% in the public sector and
2.9% in the private sector and with an inflation rate (as measured by the Consumer Prices
Index, CPI) of 2.0%. This means that pay for both doctors and nurses increased in real
terms over this entire period, and nurses’ pay has improved relative to wider earnings.

However, these figures disguise variation in pay growth for all groups across two distinct
periods. Pay for doctors and nurses increased much faster before 2010 than after.

Average annual increases in median earnings were 3.3% and 5.3% for doctors and nurses
respectively between 1999 and 2010, compared with an average CPI inflation rate of 2.0%.
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Pay increases subsequently have been below the rate of inflation (2.1%): 0.6% p.a. and

1.1% p.a. for doctors and nurses respectively.

Figure 2.9. CPI and pay inflation by occupation or sector
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Source: Authors’ calculations using data from the Annual Survey of Hours and Earnings (ASHE), 1999-2017.

Table 2.1. Median percentile of major public sector occupations in the overall hourly
pay distribution

Median percentile in hourly pay distribution in:

Median hours

of work per
Occupation 1980 1990 2000 2010 week (2010)
Doctors 95 95 95 96 40.0
Nurses 48 67 72 75 37.5
Other NHS 65 71 74 78 375
Non-NHS 55 48 47 46 36.9

public sector

Source: J. Cribb, C. Emmerson and L. Sibieta, Public Sector Pay in the UK, IFS Report R97, 2014,
https://www.ifs.org.uk/publications/7395.

These figures show that the cost of employing both doctors and nurses has increased in
real terms since 1999. However, doctors’ earnings have increased at a slower rate than
economy-wide earnings, while nurses’ earnings have significantly improved. Changes in
the average earnings of nurses (and other NHS staff) are reflected in Table 2.1, which
shows how the position of different NHS occupations in the hourly median earnings
distribution has changed over time.
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There is substantial variation in how the average position of different occupations has
evolved over time. The average position of doctors has remained consistently high, whilst
there has been a striking increase in the ranking of nurses. In 1980, the average nurse was
paid below the median wage. Nurses’ ranking rose substantially in the 1980s from the 48™
percentile in 1980 to the 67 percentile in 1990 and has risen further since, reaching the
75" percentile by 2010. This likely reflects changes in the educational and training
requirements of nurses, and the subsequent change in composition of skills in this
profession over time.® As nurses are more skilled, they are more productive and therefore
demand a higher wage.

The average position of other NHS jobs has also risen over time, whilst the median public
administration wage has fallen down the overall wage distribution. This suggests that
increases in NHS spending during the 2000s went towards funding not only a larger
workforce, but one that receives higher pay relative to the rest of the workforce.

It is difficult to compare healthcare sector pay internationally as there are likely to be
differences in a variety of factors such as hours worked, productivity and job
requirements. The OECD estimates that in 2014, UK specialist doctors (through their NHS
work only) earned 3.4 times the mean wage, slightly higher than the EU15 average of 3.0.%
In the same year, UK nurses earned approximately the mean wage, slightly lower than the
EU15 average, where nurses earned 14% more.®

How have non-labour inputs changed over time?

It is not just workforce where there has been a change in healthcare inputs over time.
Changes in medical technology and in working practices have changed the way that
patients are treated and the range of conditions that the NHS is able to treat.

One identifiable area where there has been a large increase over time is the amount spent
on drugs. Figure 2.10 shows how the total cost of NHS prescriptions dispensed in the
community (as opposed to hospitals) across the UK has risen over the past 70 years. In
2012, the total cost of community prescriptions per person was £212, over ten times
higher than in 1949. This is due to the development of new drugs, enabling the NHS to
treat a far greater range of conditions than was possible 70 years ago. Interestingly,
however, the large increases in prescription spending actually predate the strong growth
in health spending in the 2000s, with prescription spending levelling off after 2004. A key
reason for this is that, in recent times, there has been a shift away from branded drugs to
generic ones as patents have expired.* This trend is discussed further in Section 1.3.

®" In 1983, the United Kingdom Central Council for Nursing, Midwifery and Health Visiting set up a new

professional register with four branches. This was followed in 1986 by Project 2000, which set out the move to
diploma-level nurse training in colleges/universities

2 OECD Health Statistics.

8 As the earnings distribution is positively skewed, the mean wage is greater than the median wage. This

explains why nurses can be at the 75" percentile in the wage distribution and still be at the mean wage. In
addition, Table 2.1 uses the hourly pay distribution, whereas the OECD mean wage is based on annual
salaries.

% E.Hawe and L. Cockcroft, OHE Guide to UK Health and Health Care Statistics, 2™ edition, Office of Health
Economics, 2013.
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Figure 2.10. Cost of NHS prescriptions dispensed in the community, UK (2018-19
prices)
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Source: E. Hawe and L. Cockcroft, OHE Guide to UK Health and Health Care Statistics, 2™ edition, Office of Health
Economics, 2013. OBR Economic and Fiscal Outlook March 2018.

As mentioned earlier, less is known about hospital drug spending. From 2011-12 to 2016-
17, the estimated cost (at list price) of prescriptions from hospital pharmacies rose by 70%.
This is likely due to a combination of new, costly drugs and increases in the volume of
prescriptions per patient.

In addition to new drugs, other technology advances have changed the way in which the
NHS treats patients over the past 70 years. For example, advances in scanning technology
have led to vast improvements in diagnosing particular conditions. Figure 2.11 shows how

Figure 2.11. CT scanners and MRI units per 1,000,000 people, UK
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Source: OECD Health Statistics, 2015.
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Figure 2.12. Overnight beds per 1,000 people in NHS hospitals, England
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the numbers of two specific pieces of medical equipment - computed tomography (CT)
scanners and magnetic resonance imaging (MRI) units - have changed since 2000. In
2014, the UK had 9.5 CT scanners and 7.2 MRI units per 1,000,000 people, considerably
lower than the EU15 average of 24.1 and 17.2 per 1,000,000 people respectively. For most
of the 2000s, when spending was growing at its fastest rate, the numbers of CT scanners
and MRI units per capita were fairly constant. It is only since 2008 that there has been a
rise in these medical technologies.

Another key non-labour input is the number of beds. Figure 2.12 shows that in 2016-17
the NHS had 2.4 beds per 1,000 people, less than half of the 6.3 beds per 1,000 it had in
1987-88. Although this large fall may give the impression that the NHS is providing less
over time, as Section 2.3 shows, medical advances mean that people spend far less time in
hospital nowadays. The occupancy rate has been fairly stable over time, at around 85%.%

2.3 Outputs

Inputs have increased, but what does this mean for the healthcare services provided by
the NHS? In this section, we focus on how NHS activity has evolved, before looking in
Section 2.4 at how this change in activity has affected patient outcomes. NHS activity
covers all services provided to the general population by the NHS, including care received
in hospitals, GP practices and community settings.

% E.Hawe and L. Cockcroft, OHE Guide to UK Health and Health Care Statistics, 2™ edition, Office of Health
Economics, 2013.
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Hospital activity

We saw earlier that spending on hospital and community health is a large and increasing
share of total NHS expenditure. Hospital care is typically provided in either an outpatient
or inpatient setting. Outpatient attendances include appointments with hospital
consultants, as well as non-surgical treatments and diagnostic tests. Inpatient admissions
include all hospital stays (day cases and overnight stays), and often involve a procedure.
As a result, these visits are typically more resource-intensive than outpatient activity.

Figure 2.13 shows how consultant-led outpatient attendances per person evolved in
England between 2003-04 and 2016-17. In 2003-04, there were 0.85 attendances per
person. By 2016-17, this had increased by 57.9% to 1.34, an average annual increase of
3.6%.

The figure also shows how per-person outpatient appointments varied across other parts
of the UK. The UK line tracks the pattern seen in England, growing by 3.0% per year on
average. In contrast, activity was flat (or even declining) in other areas: attendances grew
by 0.3% per year in Wales and fell by 0.8% and 0.9% (since 2005-06) per year in Scotland
and Northern Ireland respectively. As a result, the annual number of outpatient
appointments per person in England was 65-70% higher than that in Scotland and
Northern Ireland in 2016-17.

Figure 2.14 shows similar trends for inpatient admissions: between 1998-99 and 2016-17,
inpatient admissions per person rose by 33% in England. Growth in admissions across the
UK is entirely driven by England, with little growth in activity in the other parts of the UK.

Figure 2.13. Consultant-led outpatient attendances per person in England, Scotland,
Wales and Northern Ireland
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statistics’. Scotland - ISD Scotland, ‘Annual trends in outpatient consultant-led activity, 2007/08 - Jun-17p’; ISD
Scotland, ‘R044: specialty group costs: consultant outpatients’. Wales - StatsWales, ‘Outpatient activity’.
Northern Ireland - IAD, ‘Consultant led outpatient services'. Population figures come from the ONS. In 2003-04
and 2004-05, UK refers to England, Scotland and Wales as data are not available for Northern Ireland.
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Figure 2.14. Inpatient admissions per person in England, Scotland, Wales and
Northern Ireland,1998 to 2017
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Table 2.2. Inpatient admissions by age group in England

Age group 1997 admissions 2015 admissions Change (%)
0-19 1,745,463 2,210,881 27%
20-44 2,956,642 3,859,014 31%
45-64 2,074,208 4,203,964 103%
65-74 1,322,828 2,815,494 113%
75+ 1,574,102 3,562,932 126%

Source: Authors’ calculations based on data from NHS Digital, ‘Hospital episode statistics’.

It is perhaps surprising that consultant-led outpatient attendances and inpatient
admissions have risen only in England when we consider spending increases over the
period. Figure 1.6 in Chapter 1 showed that per-person spending increased considerably
in all parts of the UK. From 1998-99 to 2015-16, real per-person spending increased by
97% in England, 72% in Scotland, 68% in Wales and 57% in Northern Ireland. This means
that the large increases in spending have not been met with corresponding growth in
admissions everywhere in the UK. Only England, where the largest spending increases
occurred, has seen a sustained rise in attendances and admissions per person.

Hospital activity has increased substantially over time in England, particularly at older
ages. Table 2.2 shows how admissions have changed for different age groups in England

© NHS Confederation 47



Securing the future: funding health and social care to the 2030s

between 1997 and 2015. The number of admissions has more than doubled for individuals
aged 45 and over, whilst growing by less than 30% for people under 45.

Differences in activity growth rates by age can be explained by three factors. First, as life
expectancy has increased, the size of the older population has grown at a quicker rate
than the size of the younger population since 1997. We would therefore expect larger
increases in demand among the older population due to compositional changes.

Second, the probability of attending hospital in a given year has increased over time, but
at a quicker rate for older individuals. Figure 2.15 shows the share of the English
population at each age who had at least one inpatient admission in 1997 and 2015. In both
years, the broad profile by age remains the same: the probability of attending hospital as
an inpatient increases with age, with a rise and fall between ages 20 and 40 due to the use
of maternity services by women in this age group. However, the share of the population
attending hospital has increased at every age beyond 30 between 1997 and 2015. In 1997,
16% of all 65-year-olds had at least one inpatient admission. By 2015, this figure had risen
to 20%. The large spike at age 55 in 2015 is due to the introduction of bowel scope
screening as a precautionary measure for people of this age, leading to an inpatient
admission for otherwise healthy individuals.

Third, in addition to the increased probability of being admitted at least once as an
inpatient, the number of admissions among patients has also increased. Figure 2.16
shows how the number of inpatient admissions per patient for any given age has changed
between 1997 and 2015. Even among patients (conditioning on having at least one
inpatient visit), the number of admissions increases generally with age, until declining at
ages above 80. For all ages, the number of inpatient admissions per patient has increased,
and this gap also increases with age. As a result, older individuals have become both
increasingly more likely to use inpatient services and more frequent users during this
period. Again, the impact of the bowel screening programme can be seen at age 55,
where a rise in the number of otherwise healthy patients reduces the average number of
inpatient attendances for patients of that age in 2015.
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Figure 2.15. Percentage of population (England) by age who had at least one
inpatient admission (age 0 omitted)
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Source: Authors’ calculations based on data from NHS Digital, ‘Hospital episode statistics’. Population figures
come from the ONS.

Figure 2.16. Number of inpatient admissions per patient (England) by age
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Figure 2.17. Percentage of population (England) by age who had at least one
emergency inpatient admission (age 0 omitted)
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Source: Authors’ calculations based on data from NHS Digital, ‘Hospital episode statistics’. Population figures
come from the ONS. Emergency admissions defined by admission entry codes.

Figure 2.18. Percentage of population (England) by age who had at least one elective
inpatient admission in 1997 and 2015 (age 0 omitted)
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Source: Authors’ calculations based on data from NHS Digital, ‘Hospital episode statistics’. Population figures
come from the ONS. Elective admissions defined by admission entry codes.
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This increase in activity at different ages over time can be explored in two further ways.
First, activity can be elective or emergency. Elective admissions are planned in advance,
generally via a GP referral and a subsequent admission by a hospital consultant.
Emergency patients are typically admitted through an accident and emergency (A&E)
department. Figure 2.17 shows the share of the English population at each age who had at
least one emergency admission in 1997 and 2015, while Figure 2.18 repeats this for
elective admissions. This shows that the probability of receiving emergency treatment at a
given age has changed little over time, with the exception of patients over 80 years old, for
whom the probability of an emergency admission has increased. By contrast, Figure 2.18
shows that the probability of receiving elective treatment has increased at every age
above 30, with particularly large increases at the oldest ages. This reflects both a general
increase in NHS activity and, at older ages, a greater willingness and ability of the NHS to
treat sicker individuals even for non-emergency surgery.

Second, we can study the conditions where the largest increases in activity have occurred
over time. Table 2.3 provides a breakdown of inpatient activity in 2000-01 and 2015-16 by

Table 2.3. Number of inpatient episodes by disease type in England

Primary diagnosis Number of inpatient episodes Change (%)
2000-01 2015-16

Infectious diseases 153,629 493,383 221%
Blood 175,918 400,332 128%
Metabolic 153,631 348,336 127%
Respiratory 707,137 1,506,205 113%
Musculoskeletal 663,636 1,398,410 111%
Nervous system 238,247 448,820 88%
Genito-urinary 1,094,796 1,957,677 79%
Digestive system 1,304,899 2,301,412 76%
Perinatal 179,408 302,676 69%
Cancer 1,468,672 2,440,955 66%
External 735,241 1,213,838 65%
Eye/Ear 479,785 790,784 65%
Skin 277,514 399,244 44%
Circulatory 1,120,343 1,447,549 29%
Congenital 98,648 118,212 20%
Other 2,652,503 3,093,356 17%
Pregnancy 1,154,211 1,280,571 11%
Mental/Behavioural 238,267 252,885 6%
Total 12,896,485 20,194,645 57%

Source: NHS Digital, ‘Hospital episode statistics’. Diseases are grouped by their ICD-10 classification chapter.
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primary diagnosis.* It shows the number of episodes for different conditions in each year
and the change over time, where an episode is defined as a period of time where an
inpatient is under the care of a particular consultant. In all cases, there has been an
increase in activity, with the number of episodes increasing by 57% over the 15-year
period.

There is, however, considerable variation in activity growth across different disease types.
The differential growth rates can be explained to a large extent by changes in
demographics and public health. Diagnosis areas associated with old age, such as
musculoskeletal and nervous system diagnoses, are increasing at a quicker rate than
other areas. Similarly, increases in the prevalence of diabetes and related conditions have
led to a large increase in admissions for metabolic diagnoses. There has also been a large
increase in admissions for infectious diseases, mostly due to an increase in the incidence
of septicaemia. Activity in other areas, such as pregnancy and mental health or
behavioural conditions, has meanwhile grown at a much slower rate.

While the probability and frequency of using hospitals have increased, the amount of time
spent as an inpatient has actually fallen considerably over time. Table 2.4 shows the
average number of days spent in hospital among the population (not just patients) in
different age groups in 1972, 1997 and 2015. For all age groups, there is a substantial fall,
especially in the period between 1972 and 1997. In 1972, an average woman aged 75 years
or older would spend 10 nights in hospital; by 1997, this has fallen by more than half to
4.3; and it then fell another 16% to 3.6 nights in 2015.

A key reason for this reduction is the development of new treatments and drugs. For
instance, in 1972, someone admitted for heart disease would stay in hospital for weeks on
nothing but painkillers.” Over the next 20 years, the development of statins, clot-busting
drugs and beta blockers revolutionised the treatment of heart disease. This led to better
outcomes for patients while simultaneously reducing the time spent in hospital
recovering. In more recent years, the use of coronary artery bypass graft (CABG) and
percutaneous coronary intervention (PCI) has led to even further reductions in time spent

Table 2.4. Bed days per person by age group and sex

Age group Men Women

1972 1997 2015 1972 1997 2015
0-19 0.6 0.3 0.3 0.6 0.3 0.3
20-44 0.5 0.3 0.2 1.3 0.7 0.4
45-64 1.4 0.7 0.5 1.2 0.6 0.4
65-74 33 1.9 1.3 3.0 1.6 1.0
75+ 8.2 4.3 3.7 9.8 4.3 3.6

Source: Authors’ calculations based on data from Department for Health and Social Security, Sharing Resources
for Health in England, Report of the Resource Allocation Working Party, 1976 and from NHS Digital, ‘Hospital
episode statistics’. Population figures come from the ONS.

5 2000-01was used instead of 1997-98 as there is a substantial amount of missing data for primary diagnosis in
1997-98.

% https://www.bhf.org.uk/research/heart-research-history/heart-attack-history.
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in hospital. In 2014, half of all heart attack admissions were discharged in three days or
less.®

Non-hospital activity

It must be noted that these figures only refer to hospital inpatient admissions. For some
conditions (e.g. mental health), community and primary care spending is potentially more
important. Although data on community health services are more limited, we are able to
say something about how GP consultations and community prescriptions have evolved
over time.

Table 2.5 shows the average number of GP consultations per person across different age
groups in Great Britain in different years between 1980 and 2009. There is substantial
variation in trends over time by age group. For the youngest age groups (0-4 and 5-15),
there has been a large fall in consultations. In 1990, there were an average of 8.4
consultations for every 0- to 4-year-old; by 2009, this had fallen by over 50% to 4.1.

On the other hand, there has been a large increase in consultations at older ages. In 2009,
there were nearly 8 consultations per person for people aged 65 or older. Total
consultations per person were slightly lower in 2009 than in 1990. This is line with Figure
2.6, which showed very modest growth in the number of FTE GPs per 1,000 people
between 1996 and 2014. At the same time, primary care spending increased relatively
slowly, so there was no increase in activity.

In recent years, the NHS has stopped collecting data on the number of GP consultations.
However, survey data indicate that GP activity has risen over the past few years.® This is in
spite of a fall in primary care spending and consequently the number of GPs. A key reason
for this increase in activity is a change in the composition of GP consultations, with an

Table 2.5. Average number of NHS GP consultations per person by age groups in
Great Britain

Age group 1980 1990 2000 2009
0-4 6.1 8.4 5.2 4.1
5-15 3.0 33 2.3 1.8
16-44 4.3 4.8 4.3 4.7
45-64 4.2 5.7 5.2 5.6
65-74 5.7 5.7 6.6 7.8
75+ 6.7 7.2 6.8 7.7
Total 4.4 5.2 4.7 5.0

Source: E. Hawe and L. Cockcroft, OHE Guide to UK Health and Health Care Statistics, 2™ edition, Office of Health
Economics, 2013.

68 Authors’ calculations from NHS Digital, ‘Hospital episode statistics’.

% B. Baird, A. Charles, M. Honeyman, D. Maguire and P. Das, Understanding Pressures in General Practice, King's
Fund, 2016, https://www.kingsfund.org.uk/publications/pressures-in-general-practice.
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Figure 2.19. Community prescriptions per person in England, Scotland, Wales and
Northern Ireland
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Economics, 2013.

increase in telephone consultations in recent years. In 2014-15, telephone consultations
accounted for 12% of GP consultations, up from 9% in 2010-11.7

Another area of non-hospital activity we can look at is community prescriptions. Figure
2.19 shows how the number of community prescriptions per person has evolved since the
founding of the NHS. It is clear that there has been a large increase over time. In 1949,
there were, on average, fewer than 5 prescriptions per person, in all parts of the UK. By
2012, there were 19.3 prescriptions per person in the UK, and in Wales the prescription
rate was even higher, at 24.9. This increase can largely be explained by two factors. First,
medical advances mean that there are cost-effective drugs for many more conditions.
Second, as the population ages, the prevalence of many conditions rises, increasing the
consumption of drugs.

We have now seen that both the cost of prescriptions (Figure 2.10) and the number of
prescriptions (Figure 2.19) have increased substantially over time. Figure 2.20 combines
these two measures to show how cost (estimated list cost price) per prescription has
changed since 1949. It grew steadily from 1949 to 2003, at an annualised growth rate of
2.3%. Since 2002, there has been a large reduction in the cost per prescription. In 2012, the
average prescription cost £10.99, 31% lower than the figure in 2003 (£15.88).

Figure 2.20 shows the importance of medical advances in driving the cost of prescriptions.
As new, better, more expensive drugs have been developed over time, the amount spent

per prescription has risen. Although it is difficult to precisely categorise the extent of new
drugs over time, a good indicator is the share of drugs that are branded (as opposed to

° Ibid.
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Figure 2.20. Cost per community prescription (£), UK (2018-19 prices)
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Source: Authors’ calculations from data in E. Hawe and L. Cockcroft, OHE Guide to UK Health and Health Care
Statistics, 2" edition, Office of Health Economics, 2013.

generic). From 1957 to 2000, the majority of prescriptions were filled with branded drugs.”
Since 2000, there has been a large shift towards generic drugs as patents have expired. In
2010, only 30% of prescribed items were dispensed as branded drugs. The shift towards
generic drugs explains why total expenditure on prescriptions has stayed relatively
constant since 2000. Although more and more drugs are being prescribed, an increasing
share consists of cheaper, generic drugs (without any loss in quality).

24 What do funding increases mean for what the NHS delivers?

NHS productivity

The previous sections have documented that the large increase in NHS funding since 1997
has been accompanied by an increase in a range of inputs and outputs. Figure 2.21
summarises these changes by setting out official measures of NHS inputs and (quality-
adjusted) outputs between 1995 and 2015 from the ONS, comparing how outputs and
inputs have changed since 1995.

Inputs are broken down into three components: labour, goods and services, and
consumption of fixed capital. To produce a summary measure of total inputs, the growth
rate is averaged across these components weighted by their share of total expenditure.
Outputs include both a measure of cost-weighted activity (e.g. the volume of different
types of health services) and a measure of how the quality of outputs changes over time.”

71 E. Hawe and L. Cockcroft, OHE Guide to UK Health and Health Care Statistics, 2™ edition, Office of Health
Economics, 2013.

2 More details of how these indices are constructed are available from
https://www.ons.gov.uk/economy/economicoutputandproductivity/publicservicesproductivity/articles/public
servicesproductivityestimateshealthcare/healthcare2015.
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Figure 2.21. Public service healthcare outputs, inputs and measured productivity
(quality-adjusted) indices, UK

260
240 o
220
200
180
160
140
120
100

80

=100

Output
——Inputs

—— Productivity

Index 1995

1995
1996
1997
1998
1999
2000

Source: Figure 1b of Office for National Statistics, ‘Public service productivity estimates, healthcare: 2015’, 2018.

The figure shows that both inputs and outputs have more than doubled since 1995. The
increase in outputs has slightly outpaced that of inputs, increasing by 4.7% per year over
the 20-year period compared with an average annual increase of 3.9% in inputs. While
measuring outputs accurately is difficult, particularly when adjusting for changes in
‘quality’, these measures suggest that the NHS has become somewhat more productive
over time. In other words, the NHS produces more or better-quality healthcare for a given
level of resources than it did in the past.

Over the whole period, NHS productivity growth averaged 0.8% per year. Growth was
particularly weak between 1995 and 2009, averaging only 0.5% per year during a period
when inputs were growing sharply. Since 2009, annual NHS productivity growth has
averaged 1.4%. This is significantly above the average long-run growth rate, but remains
below the annual productivity rate of 2.4% targeted by Simon Stevens in 2013.”

Measures of NHS performance

The NHS now does more than it ever has before. The increases in NHS funding in the
2000s were accompanied by explicit targets to improve NHS performance along a number
of dimensions. The NHS Plan, published in 2002, set out an outline for future health
delivery alongside a number of performance targets. These included, amongst many
other objectives, reductions in waiting times for both planned and emergency treatment,
and screening rate increases and mortality reductions for particular conditions.

But what has happened to the quality of services provided for patients and, ultimately, to
patient outcomes? Measuring the quality of healthcare is an inherently difficult task. A
myriad of measures can be used to measure different aspects of care quality, and
different measures may provide different answers to the question of how well the NHS is
performing. Regular updates on performance along multiple dimensions are provided by

3 R. Crawford and G. Stoye, ‘Challenges for health spending’, in C. Emmerson, P. Johnson and R. Joyce (eds), The
IFS Green Budget: February 2015.
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the Health Foundation and Nuffield Trust’s QualityWatch and by the King’s Fund Quarterly
Monitoring Reports.™

It is important to note that while providing important information on certain aspects of
NHS performance, many of these measures (and particularly those that are or have been
explicitly targeted for improvements by governments) have the disadvantage that they
divert attention to particular activity, while providing an incomplete picture of what is
happening to other (non-measured) aspects of NHS performance.

One area in which the NHS has undoubtedly improved over the past 30 years is in how
long individuals typically wait for elective (planned) treatment. Figure 2.22 shows how
median and mean inpatient waiting times (the time elapsed between the decision to
admit for treatment and actual admission) changed between June 1987 and January 2010.
Waiting times initially fell heavily in the late 1980s: mean waiting times fell from 45 weeks
in 1987 to 22 weeks in 1991. Waiting times also fell from 2002 onwards following the
implementation of a set of (gradually strengthening) waiting times targets that
accompanied the increases in health spending in the 2000s. By January 2010, median
inpatient waiting times were 5.1 weeks, only 23% of their 1987 level.

From 2008, waiting times were measured and targeted in a stricter way: government
targets stated that at least 90% of admitted patients (inpatients) and 95% of non-admitted

Figure 2.22. Inpatient waiting times (provider basis)
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Note: Waiting times refer to the number of weeks elapsed between a consultant’s decision to admit and the
admission date. This measure of waiting times was replaced by a ‘referral to treatment’ measure in 2007, and
reporting of this measure was discontinued in January 2010.

Source: Department of Health, ‘Provider inpatient waiting times’,
http://webarchive.nationalarchives.gov.uk/20130104155640/http://www.dh.gov.uk/en/Publicationsandstatistics/
Statistics/Performancedataandstatistics/HospitalWaitingTimesandListStatistics/index.htm.

™ http://www.qualitywatch.org.uk/; https://www.kingsfund.org.uk/projects/quarterly-monitoring-report.
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Figure 2.23. Percentage of inpatients and outpatients waiting no more than 18 weeks
following referral
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Note: Waiting times are measured on a referral to treatment basis, and measure the weeks elapsed between
initial referral from a GP to an outpatient appointment and treatment (discharge for non-admitted patients, or

an inpatient admission for admitted patients).

Source: NHS England, ‘Consultant-led referral to treatment waiting times’, extracted on 15 May 2018,
https://www.england.nhs.uk/statistics/statistical-work-areas/rtt-waiting-times/rtt-data-2017-18/.

patients (outpatients) should wait a maximum of 18 weeks between the initial referral to
hospital from their GP and the end of their treatment (either discharge or an inpatient
admission). Figure 2.23 shows aggregate performance in England against this target
between August 2007 and March 2018. Following the implementation of the target,
performance on this measure quickly improved and the target was consistently met

between 2009 and 2014.

In recent years, performance has fallen, with only 74.4% of admitted patients and 89.3% of
non-admitted patients treated within 18 weeks in March 2018. This reflects recent
pressures on the NHS. However, waiting times still remain very low in a historical context:
the vast majority of patients now wait fewer than 18 weeks from initial referral from the
GP to treatment, considerably shorter than waiting times through much of NHS history.

Another area targeted by successive policies, including the NHS Plan and subsequent
National Cancer Strategy, was improving rates of cancer screening. Figure 2.24 shows
screening rates for breast and cervical cancer between 2002 and 2016. For breast cancer,
where a national mandate states that a minimum of 70% of women aged 53-70 should be
screened, screening rates have substantially improved. In 2002, 63.5% of such women
were screened. By 2016, this had increased to 75.5%. In contrast, cervical cancer screening
rates for women aged 25-49 have actually declined over time, falling from 74.3% to 72.0%
over the period. This is substantially below the national target of 80%, a target achieved by
only one of 207 Clinical Commissioning Groups (CCGs) between April and June 2017.7

> http://www.pulsetoday.co.uk/clinical/clinical-specialties/cancer/only-one-ccg-met-the-cervical-cancer-
screening-target-for-under-50s/20036179.article.
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Figure 2.24. Screening rates for breast and cervical cancer
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and-cervical-cancer-screening. Original data from NHS Digital.

Figure 2.25. Satisfaction with the NHS
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Source: King’s Fund analysis of British Social Attitudes Survey. Question asked: ‘All in all, how satisfied or dissatisfied
would you say you are with the way in which the National Health Service runs nowadays?’.
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Another important measure of quality is popular satisfaction with the NHS. Figure 2.25
shows responses from the British Social Attitudes on public satisfaction with the NHS
between 1983 and 2017. The proportion of the population reporting satisfaction dipped in
the mid 1980s, before remaining around 40% until the early 2000s. Following the increase
in NHS funding during the 2000s, the proportion of individuals reporting that they were
satisfied with the NHS increased by a huge amount, rising from 39% in 2001 to 70% in
2010. Satisfaction has subsequently fallen in recent years but it remained higher in 2017
than it had been for the vast majority of the previous 30 years.

Health outcomes

The majority of measures suggest that both the quantity and the quality of health services
have broadly increased over the past two decades. This raises the question of what has
happened to patient outcomes as a result of these changes.

Isolating the impact of increased healthcare spending, and the wider provision of NHS
services, on health outcomes is very difficult. Recent changes in the underlying health of
the population and in widespread health technology (as noted in Chapter 1) make
establishing causal links extremely challenging. Nevertheless, some studies have
attempted to decompose the effect of increased population health through cross-country
analyses. An OECD paper decomposes the rise in life expectancy from 1995 to 2015 over
35 OECD countries into different areas.” The authors find that a doubling in health
spending is associated with a rise in life expectancy of 35 months. This is considerably
more than the effect of halving smoking (8 months) and halving alcohol consumption (5
months).

Figure 2.26. Age-standardised mortality rate per 100,000 people from cardiovascular
disease (CVD)
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% C.James, M. Devaux and F. Sassi, ‘Inclusive growth and health’, OECD Health Working Paper 103, 2017,
http://dx.doi.org/10.1787/93d52bcd-en.
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What is certainly true is that for many conditions, patient outcomes have improved over
time. For example, mortality from cardiovascular disease (CVD) has more than halved over
the past 50 years. Figure 2.26 shows the age-standardised mortality rate per 100,000
people from CVD over the period 1969 to 2016. In 1969, more than 1 in every 100 people in
the population died from CVD, whilst in 2016 this rate had fallen by to 1 in every 400, a
substantial reduction in mortality over time.

Changes in CVD mortality partly reflect long-run trends in the prevalence of the condition.
However, even in the shorter run, reductions in mortality also reflect improvements in
treatment of cardio conditions. For example, 30-day mortality rates following admission to
hospital for a heart attack fell by 22% between 2008 and 2015, from 9.3% of patients to
7.3% of patients.”

Recent improvements in mortality rates are also observed across a range of different
cancers. Figure 2.27 shows five-year survival rates after diagnosis for a number of cancers
in 2000-04, 2005-09 and 2010-14. For all types, there has been an increase in the survival
rate over the ten-year period. For example, colon cancer survival rates increased from
51.9% to 60.0% (an increase of 15.6%) from 2000-04 to 2010-14. This rise could be
explained by a number of factors, including earlier detection due to increased screening
or better management of the condition.

Despite these improvements over time, the OECD notes that the UK still lags behind many
of its international comparators on a range of outcomes.” Although outcomes have
improved quickly in recent years, survival rates for breast, cervical and colorectal cancer all

Figure 2.27. Five-year survival rates for different types of cancer, UK
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Source: OECD Health Statistics 2015. Leukaemia refers to acute lymphoblastic leukaemia.

77 *Thirty-day mortality after admission to hospital for AMI based on unlinked data’, OECD Health Statistics,

extracted 15 May 2018, http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT#.

8 https://read.oecd-ilibrary.org/social-issues-migration-health/oecd-reviews-of-health-care-quality-united-
kingdom-2016_9789264239487-en#page20.
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remain below the OECD average, while hospital admission rates for diseases such as
asthma and chronic obstructive pulmonary disease (COPD) are also unusually high by
international standards. The NHS therefore still has some way to go in improving patient
outcomes.

2.5 Conclusion

The huge increase in NHS funding since 1997 has been accompanied by strong growth
both in the inputs used by the health service and in NHS activity. While growth in these
areas has slowed in line with more modest spending increases since 2009-10, the NHS
continues to reach new record highs in the amount of treatment it provides to patients.

Spending increases have not been equally allocated across different areas of spending.
Between 1999-2000 and 2011-12, day-to-day health spending increased by an annual
average of 5.5%. This is considerably above the spending increases on primary care (2.8%
p.a.) and community prescribing (2.3%) over the same period, and has led to a shift in the
health budget away from primary care towards hospitals. Since 2011-12, overall spending
grew by 10%, while spending on primary care and community prescribing fell, further
continuing this trend.

Staff costs are (and always have been) a major component of NHS costs. In 2016-17, they
accounted for more than half of health spending in England, and growth in staffing costs
since 2011-12 has been largely in line with overall spending growth. Meanwhile, spending
on hospital drugs has rocketed.

Increases in inputs have been matched with very large changes in hospital activity. The
probability of attending hospital for inpatient treatment has increased substantially at all
ages above 30, with larger increases at older ages. This increase is even greater at older
ages. In contrast, GP activity has seen little change over time.

These changes have been accompanied by large improvements in the quality of the NHS
(along a number of dimensions) and better outcomes for patients. Mortality rates for a
number of conditions have fallen since 2000, and NHS performance on a number of
measures, including waiting times and patient satisfaction, has improved drastically over
time.

However, the NHS still faces many challenges. Despite these improvements in
performance, UK health outcomes still often lag behind those of many international
comparators. And while the NHS continues to perform well relative to its own historical
performance despite recent pressures, a continuation of these pressures over the next
few years will make it harder for the NHS to continue to maintain, let alone improve,
quality. Understanding these pressures and how they could be met is therefore crucial for
policy going forward.
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3. Future pressures on the NHS and
social care

Anita Charlesworth, Zoe Firth, Ben Gershlick, Adam Roberts and Toby Watt
(The Health Foundation)

Key findings
Without major changes to the way It is estimated that there will be 5.9 million
healthcare is provided, meeting the more people in the UK in 2033-34 than in
needs of a growing and ageing 2018-19. The number of people aged 65
population would require hospital and over is growing three times faster than
activity to increase by a projected the number aged under 65 - 4.4 million
almost 40% over the next 15 years. more aged 65 and over and 1.5 million
more under-65s. The burden of disease is
also increasing. More of the UK's
population will be living with a chronic
disease and very many with multiple
conditions, further adding to health and
care demand pressures. This will have
major implications for NHS workforce and
capacity.
To maintain quality and access to care This is the result of the growing and ageing
at current levels for the growing and population, rising chronic disease but also
ageing population, health services in additional pay and price pressures which
England would need an estimated 3.3% are not projected to be fully offset by
in additional funding per year over the productivity improvements. If pay grows in
next 15 years. line with projections of public sector
earnings (1.7%), it would increase at more
than twice the long-run trend in healthcare
productivity in the UK (0.8%).
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If the NHS in England is to meet waiting
times targets for A&E and inpatient
care, deliver parity of esteem for mental
health and invest in modern technology
and facilities, health spending would
need to increase by a projected 4.1% per
year over the next 15 years.

Healthcare funding has not kept pace
with demand and cost pressures in
recent years.

64

Over the next 15 years, if the NHS is to
improve the quality and range of care
provided, spending would need to increase
at a faster rate. Modernising the NHS to
deliver improved outcomes could include:
returning to the NHS constitutional
standards for access to hospital services;
significant progress towards the
commitment to parity of esteem for mental
health services; additional capital
investment to upgrade NHS infrastructure,
including scanners for cancer diagnosis;
more investment in public health; and
higher pay for NHS staff. There may be
scope to offset some of these additional
pressures with a sustained increase in the
rate of productivity growth (at 1.4% a year).

The healthcare budget in England is

£128 billion in 2018-19, following the
announcement of additional funding in the
Chancellor of the Exchequer’s Autumn
2017 Budget. The NHS has built up
unfunded, underlying cost pressures over
recent years as funding has increased by
less than demand. Over half of NHS
hospitals are in deficit and capital
investment and maintenance have been
postponed to meet day-to-day running
costs. To modernise the NHS, resource
spending in England would need to
increase by a projected 4.7% a year and
capital funding 11.0% over the next five
years. Even without modernisation, our
projections show spending in England
would need to increase by a projected 4.1%
for day-to-day running costs and 2.3% for
capital.
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Demographic and non-demographic
pressures mean that maintaining
current standards would require
spending to increase by a projected 3.3%
a year over the next 15 years.
Modernising the NHS would require
funding to grow by a projected 4.0% a
year. Under these scenarios, healthcare
spending would increase as a share of
GDP from 7.3% in 2018-19 to 8.9% or 9.9%
respectively in 2033-34.

To maintain social care services at the
levels available in 2015-16 would require
spending to increase by a projected 3.9%
a year over the next 15 years.

The NHS is projected to need at least
179,000 more staff over the next five
years if services grow in line with
demand pressures. This is more than
100,000 more staff than the NHS is
expecting to be able to recruit and
retain over the next five years.

Future pressures on the NHS and social care

Demographic and non-demographic
pressures would see healthcare spending
across the UK increase from £154 billion in
2018-19 to £278 billion in 2033-34 if the
NHS is modernised. As a result, the NHS
would continue to consume an increasing
share of GDP - in line with the trend over
the last 70 years, other projections from
the OBR and OECD, and consistent with
expected trends in other EU15 and G7
countries.

Social care is facing high growth in
demand pressures, which are projected to
rise by around £18 billion by 2033-34, at an
annual rate of 3.9%. This is a combination
of growing and ageing populations, rising
numbers of people living longer with long-
term conditions, and rising costs of
providing care services. Spending on social
care would therefore grow as a share of
GDP from 1.1% in 2018-19 to 1.5% 15 years
later.

If the NHS workforce grows in line with
activity under the modernised scenario,
then it would require a projected additional
179,000 staff over the next five years, rising
to 639,000 full-time-equivalent additional
staff by 2033-34. This would include
171,000 extra nurses and health visitors
and a total 343,000 extra professionally
qualified clinical staff.

3.1 Introduction

Chapter 1 charted the path of NHS spending since its inception, showing that, in common
with countries across the EU and G7, healthcare spending in the UK has increased at a
faster rate than inflation and GDP. As a result, publicly funded health spending is now
7.3% of national income (2018-19). In this chapter, we set out the results of economic
modelling of current patterns of healthcare utilisation and costs, alongside trends in the
key drivers of healthcare spending, to project future spending pressures for the NHS. We
look forward 15 years from the NHS's 70™ anniversary to the NHS at 85, and chart how the
spending pressures evolve in five-year bands. The detailed component-based models we
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use to estimate spending pressures are based on projections of activity and their cost. We
also set out the implied changes to utilisation of healthcare and what that might mean for
the workforce. With the ageing of the population, it is increasingly important that
healthcare services are planned and managed in an integrated way with social care
services. We therefore also set out projections for social care spending from colleagues at
the Personal Social Services Research Unit (PSSRU) over the same 15 years.

3.2 Methodology

This chapter presents the results of a detailed component-based economic model of the
demographic and non-demographic determinants of healthcare spending. The model
uses data on the use of health services and the cost of delivering care in the English NHS
in 2015-16, to understand how healthcare cost and utilisation vary with people’s age, sex,
mortality and patterns of chronic disease, given current standards of access and quality of
care, and the way in which services are delivered. It is significantly different from many
existing projections of health spending, which are based on ‘top-down’ estimates (see Box
3.1).

The service delivery model includes factors such as: the balance of hospital-based, primary
and community care; the mix of care provided in outpatient departments, as day cases or

as inpatient admissions; and how long people stay in hospital.

Figure 3.1. Steps for producing total NHS spending projection

« Estimate the impact of age, sex, region, births, mortality and trends in chronic diease on use of
Demand health services in 2015-16

* Project forward demand for services based on expected changes to age, sex, region, births,

b 4 mortality and trends in chronic disease over the next 15 years
Projections

+ Apply unit costs to activity projections

+ Adjust costs for expected future changes in pay, drug prices and productivity growth

* Combine to project total national healthcare spend

Total spend

Source: Health Foundation analysis plan.
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Box 3.1. Top-down models of long-term spending on healthcare

The Office for Budget Responsibility (OBR) projects healthcare spending. These
projections and those of international bodies® use top-down modelling techniques to
project healthcare expenditure.

Top-down models identify three main drivers of healthcare spending:

e demographic factors - changes in the size, age structure and burden of ill health;
e income effects;
e other cost pressures, which include technological advance and rising relative prices.”

These methods assume that alongside demographic changes, non-demographic factors
are a major contributor to rising healthcare costs. The leading non-demographic factors
are morbidity, pay and price pressures, and the impact of rising income.

Within the burden of disease in the population, morbidity is a key driver of health
spending. Chapter 1 showed that life expectancy has increased over the last 70 years.
How much of that extra life expectancy is spent in good or poor health is an important
determinant of healthcare spending. The OBR model explores the impact of different
scenarios for morbidity - an expansion of morbidity means more years in ill health; a
compression of morbidity means fewer years in ill health. Its central projection assumes
an expansion of morbidity, continuing recent trends in health status.

The other important factor identified in top-down models of healthcare spending is the
Baumol effect. William Baumol hypothesised that in service sectors such as healthcare, it
is harder to increase productivity than it is in capital-intensive manufacturing sectors,
but wage growth has to be broadly consistent between sectors for recruitment and
retention purposes. The OECD and the OBR both assume there is a Baumol effect for
healthcare, with pay increasing faster than productivity growth.

As UK national income (GDP) has increased over time, society has prioritised
improvements in healthcare in line with that growing prosperity. This effect is measured
by calculating the income elasticity of demand for healthcare. Various estimates have
been made of the income elasticity of demand for healthcare - with most putting it at or
just above 1. The OBR uses an elasticity of 1, meaning demand for healthcare rises in line
with GDP growth - making healthcare in the UK a ‘normal good’, i.e. a good for which
demand increases when income increases.

®European Commission, ‘Public expenditure on health: its growing importance, drivers and policy
reforms to curb growth’, in 2073 Report on Public Finances in EMU, European Economy 4, July 2013. OBR,
‘Fiscal sustainability analytical papers - 2016’, http://obr.uk/fsr/fiscal-sustainability-analytical-papers-july-
2016/. OECD, Fiscal Sustainability of Health Systems: Bridging Health and Finance Perspectives, September
2015. IMF, ‘Public expenditure reform: making difficult choices’, Fiscal Monitor, April 2014.

® OBR, ‘Drivers of rising health spending’, 2015, http://obr.uk/box/drivers-of-rising-health-spending/.

‘Y. Feng, T. Watt, A. Charlesworth, G. Marsden, A. Roberts and J. Sussex, ‘What determines the health care
expenditure of high income countries? A dynamic estimation’, Applied Economics and Finance, 2017, 4(6),
1-16.
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The NHS provides a wide range of services for the population, all of which face differing
patterns of demand. To reflect this, we have modelled services separately, including
inpatient (separated into emergency and planned elective and day case) hospital care,
outpatient hospital care, A&E attendances, community care, primary care prescribing,
mental health and primary care services (GP, dentistry, pharmacy and general ophthalmic
services). This allows for greater flexibility for testing scenarios around how patterns of
service provision might change. The modelling approach can be split into five steps, as
shown in Figure 3.1.

Our model for acute care (inpatient, outpatient and A&E) is the most detailed. We are
significantly hampered by major gaps in the data for community and primary care as
there are no robust national data on the amount of care provided in these settings. There
is little evidence on how care needs vary with patient characteristics, such as chronic
conditions.

In our component-based model we can model many of the factors identified in top-down
models in more detail. The factors we directly model are shown in Table 3.1.

We use these detailed models to estimate a base case scenario, which we call the ‘status
quo’. Our status quo scenario looks at demographic changes, pay and price pressures
with some offsetting productivity improvement. This provides an estimate of the
minimum level of spending required to maintain the range and quality of current services
at the level in 2015-16, without allowing for increasing expectations as the country gets
richer (the income effect) or major new advancements in technology. Under this scenario,
quality of care will not improve and public satisfaction is likely to decline.

As the top-down models used by the OBR and others show, this is unlikely to be realistic.
Income effects and new technologies are important drivers of healthcare spending. We
therefore also model a scenario that explores how the income elasticity of demand and
new technology might affect pressures on healthcare over the next 15 years. We
characterise the income elasticity of demand as the underlying factor that leads to rising
expectations for quality of and access to care. We call this the ‘'modernised NHS’ scenario.
Our modernised scenario sets out a projection of NHS funding over the next 15 years in
which the health service meets rising expectations for the quality and range of care
provided and in which services adopt new technological advances. This is not a radical
upgrade of the NHS and is unlikely to put us in the forefront of other European countries
when it comes to either spending or outcomes.

Table 3.1. Key drivers of healthcare spending modelled in our component-based
approach

Demographic factors Supply factors

Changing size and age structure of the population | Real earnings growth for NHS staff
Burden of ill health Productivity

Drug price inflation

Source: OBR, ‘Drivers of rising health spending’, 2015, http://obr.uk/box/drivers-of-rising-health-spending/;
Health Foundation analysis.
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In this chapter, we present the results of our two scenarios for healthcare spending
pressures as point estimates. These are projections, not forecasts. The projections are
subject to considerable uncertainty - population estimates for the future change regularly,
technological advance is non-linear and patterns of chronic disease may be different
depending on public attitudes to risk factor behaviours such as smoking, alcohol
consumption, diet and exercise. This uncertainty is unavoidable, but healthcare services
need to plan for the future: capital investment, service redesign, medical and nursing
education and training all have long-term horizons - for example, it takes more than 10
years to train a consultant. Making good decisions under uncertainty requires a
sophisticated understanding of how different drivers of healthcare might affect funding,
outcome, workforce and delivery. The evidence base for this is currently weak; it is not
drawn together systematically and is not updated on a regular basis as underlying drivers
change. This major gap should be addressed to help put the NHS on a more sustainable
footing.

It is important to recognise that our model provides projections of the path of future
spending pressures for the NHS, assuming that current patterns of care and recent trends
are a reasonable guide to the future. Over the medium term, these modelling approaches
tend to be a fairly reliable guide to the future, but they are much less reliable in the short
term. They cannot anticipate ‘shocks’ to the system that require what is provided and the
cost of care to adapt quickly and diverge from the trend. The amount spent is, of course, a
political decision based on the priorities and preferences of the government and the
population. Our projections reflect the spending implications of the current model of
delivery of healthcare, with some improvement in productivity. They are not necessarily a
model of the costs of the ideal or optimal model for delivering healthcare.

Data

We use a number of different data sources, as set out in Box 3.2. We use this detailed
modelling of the English NHS as the basis of UK-wide projections. We gross up estimated
England spending pressures to the UK by calculating the health spend per head in
2015-16 for each country using data from Public Expenditure Statistical Analyses (PESA)™
and ONS population data.* We increase spending per head for Scotland, Wales and
Northern Ireland at the same rate as the modelled projected growth in spend per head for
England. Multiplying the projected spend per head by the corresponding population
projections for each constituent country (other than England) gives the total NHS spend
for each year up to 2033-34. The sum of spend over all constituent countries gives the
estimated projected UK health spend.

7 Table 9.11 of HM Treasury, Public Expenditure Statistical Analyses 2017,
https://www.gov.uk/government/statistics/public-expenditure-statistical-analyses-2017.

8 Office for National Statistics, ‘Table A1-4, Principal projection - England summary’,
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/da
tasets/tableal4principalprojectionenglandsummary.

Office for National Statistics, ‘Table A1-5, Principal projection - Wales summary’,
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/da
tasets/tablea15principalprojectionwalessummary.

Office for National Statistics, ‘Table A1-6, Principal projection - Scotland summary’,
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/da
tasets/tableal6principalprojectionscotlandsummary.

Office for National Statistics, ‘Table A1-7, Principal projection - Northern Ireland summary’,
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/da
tasets/tableal7principalprojectionnorthernirelandsummary.
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Box 3.2. Data sources

In this analysis, we use data from a number of different sources to build as complete a
picture as possible of NHS and social care spending and activity. Full details of data
sources are provided through the chapter.

Our model for the NHS has six core components: acute care, community care, primary
care, prescribing, mental health and maternity. For acute care, we use pseudonymised
patient-level Hospital Episode Statistics (HES), which are administrative data containing
details of all admissions, outpatient appointments and A&E attendances at NHS hospitals
in England. For community care, we take activity data from the NHS Reference Costs. For
primary care activity, we use a combination of Q Research and GP Patient Survey data.
The number of prescribing items dispensed is taken from NHS Digital Prescription Cost
Analysis. For mental health prevalence data, we use the prevalence of common mental
disorders, taken from the Adult Psychiatric Morbidity Survey. All activity was costed using
NHS Reference Costs, except for primary care activity (costed using data from the
Personal Social Services Research Unit) and prescribing (costed using data from NHS
Digital Prescription Cost Analysis).

Population, fertility and mortality estimates (including projections) are all sourced from
the Office for National Statistics (ONS).

Data for expected pay after 2020-21 are from the OBR, while data up to that point are
based on modelling the impact of the proposed Agenda for Change pay deal using data
from NHS Digital and the NHS Staff Council.

The English health budget was sourced from Department of Health (DH) accounts,
grossed up to the UK using data from PESA. All economic variables, including GDP and
the GDP deflator, are taken from the OBR’s 2018 Economic and Fiscal Outlook.

Unless otherwise stated, all figures are in 2018-19 prices, although our detailed modelling
is based on patterns of use for 2015-16 as this is the latest year for which highly
disaggregated data are available. We uprate our figures to the current financial year
(2018-19) as our base year.*

3.3 Assumptions

To model projected health spending pressures, we make assumptions about future
changes in demography, chronic disease patterns, quality and access to care (reflecting
changing expectations and new technology), input costs and productivity. We model two
scenarios - status quo and modernisation. Some areas (demographic trends) are the
same in both scenarios. In other areas (pay and productivity), we model higher values in
the modernised scenario, to reflect its higher ambition. There are additional areas (mental
health, NHS constitutional standards, capital spending and public health spending) where
we model no changes in the status quo, but explicitly model service improvements and

8 Note that 2018-19 figures are projected estimates based on 2015-16 activity data and 2016-17 cost share

data. UK figures are grossed up from England data based on health spend per head.
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Table 3.2. Projections modelling assumptions for the status quo and modernised

scenarios
Status quo Modernised NHS
Population ONS central projections for As in status quo
pressure population growth?
Chronic Continuation of the rising trend in As in status quo
conditions chronic conditions - by age and sex -
since 2003-04"
Drug costs 5.5% real annual increase in hospital As in status quo
unit drug costs®
Pay Annual real pay bill per head grows | Annual real pay bill per head grows
by 1.9% to 2020-21, moving to 1.7% | by 1.9% to 2020-21, moving to 3.0%
from 2021-22. from 2021-22.
This reflects modelled earnings The higher pay allows some catch-up
growth, followed by NHS earnings to be permitted to NHS staff after
growing in line with OBR low levels of pay increases in recent
expectations for public sector years.
earnings.
Productivity 0.8% throughout the period: 0.8% until 2018-19 (as in status quo).

Mental health

Constitutional
standards

Capital

Public health

long-run average public service
healthcare productivity growth for
the UK (1995-2015)

Treated prevalence stays at 39%.°
Annual prevalence growth is 0.6%
from a baseline of 15.7%.°

No catch-up to meet standards set
out in NHS constitution. Activity
grows in line with demand.

Capital spending grows in line with

plans until 2020-21, and then at the

same rate as total day-to-day health
spending (RDEL)

Public health maintains its current
share of total RDEL

1.4% from 2019-20: returning to and
maintaining the higher rate of public
service healthcare productivity
growth achieved since 2010.°

Number of people with a mental
health condition receiving NHS care
increases to 70% from a current rate

of 39%°

A&E activity increases to meet 95%
within four-hour target, with
emergency inpatient admissions
increased in line.”

Planned inpatient care activity
growth to avoid increased wait times
and clear care backlogs.? Outpatient
activity to increase in line with
planned admissions.

Capital spending increases to 0.5% of
GDP between 2019-20 and 2023-24,
in line with the OECD average”

Public health (public health local
authority grants) grows at 1ppt
above RDEL growth
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Notes to Table 3.2

® Office for National Statistics, ‘National population projections: 2014-based statistical bulletin’, 2015,
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/bullet
ins/nationalpopulationprojections/2015-10-29.

® Health Foundation analysis of Hospital Episode Statistics.

¢ Health Foundation analysis of NHS Digital Prescription Cost Analysis and NHS Digital Hospital Episode Statistics
online.

4 Office for National Statistics, ‘Public service productivity estimates, healthcare: 2015’,
https://www.ons.gov.uk/economy/economicoutputandproductivity/publicservicesproductivity/articles/publicser
vicesproductivityestimateshealthcare/healthcare2015.

¢ https://digital.nhs.uk/data-and-information/publications/statistical/adult-psychiatric-morbidity-survey/adult-
psychiatric-morbidity-survey-survey-of-mental-health-and-wellbeing-england-2014.
"https://www.health.org.uk/blog/winter-coming-how-much-would-it-cost-keep-pressure-down.

9 R. Findlay, ‘The cost of restoring 18 week waits’, November 2017, https://www.hsj.co.uk/finance-and-
efficiency/revealed-the-cost-of-restoring-18-week-waits/7021025.article.

" https://www.oecd-ilibrary.org/social-issues-migration-health/data/oecd-health-statistics_health-data-en.

additional investment in the modernised scenario to reflect rising expectations and new
technology.

In this section, we explain the assumptions underpinning our projections and the
rationale for choosing to model them in this way.

Population change

The population of the UK and its constituent countries has changed significantly over the
last 70 years, and ONS projections show that further changes are expected. Health
spending pressures will increase with the size of the population and with changes to the
age profile. At present in England, healthcare spending per person is £2,400; however, this
varies considerably across the life course. The figure is less than £1,000 per person for
people aged up to 50. For people older than 50, costs then rise steeply: spending per head
on those aged over 65 is more than three times spending per head on the under-65s.

Table 3.3 shows the population size of the UK and its constituent countries now, and the
expected size in 15 years’ time based on ONS projections. The UK is projected to have

5.9 million more people in 2033 than today. This represents average growth of 0.6% a
year. Of the constituent countries, England is expected to have the highest annual average
growth rate, of 0.6%, and Wales the lowest with 0.3%.

Table 3.3. Projected population growth from 2018 to 2033

Population size (million)
UK England Wales Scotland Northern Ireland
2018 66.5 56.1 3.1 5.4 1.9
2033 724 61.5 33 5.6 2.0
Annual 0.6% 0.6% 0.3% 0.3% 0.4%
average
growth

Source: ONS 2014 projections - Office for National Statistics, ‘2014 principal population projections’,
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections.
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Figure 3.2. UK population pyramids for 2018 and 2033
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Source: Office for National Statistics, ONS 2014 principal projections - UK: 2014 based, 2017,

https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/datas
ets/z1zippedpopulationprojectionsdatafilesuk.

As well as the size of the population, there have also been - and will continue to be -
significant changes in the age and sex structure of the UK population. Figure 3.2 shows

the current age and sex structure of the UK population and also what we expect in 2033,
using data from ONS.

The number and percentage of the population by age group are shown in Table 3.4. Of
note is the ageing population. The number of people aged 65 or over is expected to
increase from 12.2 million (18% of the population) in 2018 to 16.7 million (23%) in 2033.
Population growth over the next 15 years is heavily skewed towards older age groups. In
2033, there are expected to be 4.4 million more people aged 65 and over in the UK
population, but just 1.5 million more under-65s.%

Table 3.4. UK demographic composition: number and % of population by age

Population size (million) % of total population

2018 2033 2018 2033

Total 66.5 72.4 100% 100%
Aged 0-14 11.9 12.3 17.9% 17.1%
Aged 15-39 21.3 21.8 32.0% 30.1%
Aged 40-64 21.1 21.6 31.7% 29.8%
Aged 65-84 10.6 13.7 15.9% 18.9%
Aged 85+ 1.7 3.0 2.5% 4.2%

Source: Office for National Statistics, ONS 2014 principal projections - UK: 2014 based, 2017,

https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/datas
ets/z1zippedpopulationprojectionsdatafilesuk.

& tis not just ageing itself that increases healthcare costs but also the mortality rate. Those in their last year of life are

often high-cost users of the health system. Using data from ONS mortality projections, in 2018 466,000 deaths were
expected in England increasing to 536,000 in 2033, an average annual growth rate of 1%.
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Chronic conditions

All other things being equal, the number of people living with chronic conditions is likely
to increase in proportion to the growth and ageing of the population. But this has not
been true over the last 70 years: the number of people with chronic conditions is growing
faster than population growth and ageing. This is because, within age groups, the
prevalence of chronic conditions - the percentage of people within that age group with a
chronic condition - has been increasing.

Medical advances, public health interventions and lifestyle patterns mean the health
problems that provide the greatest burden of disease are now long-term chronic health
conditions, rather than the accidents and infectious diseases that dominated at the start
of the NHS.

We model 10 such chronic conditions, selected based on the Department of Health chronic
disease management compendium of information, with additions based on expert
guidance. These are chronic obstructive pulmonary disease (COPD) or asthma, arthritis,
cancer, diabetes, coronary heart disease (CHD) or heart failure, renal disease, epilepsy,
stroke, mental ill-health and dementia. Figure 3.3 shows the trend in key chronic diseases
between 2003-04 and 2015-16 for inpatients aged 65 and over.

In addition to a general increase in prevalence, there has also been arise in the
prevalence of people living with multiple chronic conditions. While the number of people
living with a single chronic condition® has grown by 4% a year - outpacing population
growth - the number living with multiple chronic conditions has grown by 8% a year

Figure 3.3. Growth in chronic conditions for patients aged 65 and over identified in
inpatient HES data (index)
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Source: Health Foundation analysis of Hospital Episode Statistics.

8 Asidentified in inpatient HES data.
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Figure 3.4. Projected cost of admissions, England, 2018-19 (status quo)
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Source: Health Foundation analysis of NHS Reference Costs data and NHS Digital, ‘Hospital Episode Statistics’,
https://digital.nhs.uk/data-and-information/data-tools-and-services/data-services/hospital-episode-statistics.

between 2003-04 and 2015-16. People with multiple health problems are more costly to
treat (see Figure 3.4). For this reason, we also model combinations of chronic conditions.

As set out in Chapter 1, a key driver of this within-age-group rise in the prevalence of
chronic conditions is changing lifestyles. Unhealthy behaviours such as low levels of
physical inactivity, poor diet, smoking and alcohol consumption have varied over the last
70 years; in recent years, smoking rates have fallen but obesity levels have increased,
possibly offsetting the positive impact of this improvement. These behaviours are risk
factors for chronic conditions - for instance, smoking increases people’s likelihood of
asthma and COPD.

Projecting trends in ‘health behaviours' is challenging. The impact on the NHS is even
harder to predict. Reducing the prevalence of risky health behaviours would reduce the
costs of treating associated diseases, but is likely to increase overall healthcare costs as
longevity improves.* Scenarios of reducing alcohol consumption even suggest increasing
costs of treating alcohol-related cancers (e.g. breast cancer) as people are more likely to
survive long enough to develop them.

After 70 years of technological progress and access to healthcare, people are much more
likely to survive with a chronic condition as medical advances improve survival rates. In
both the status quo and modernised scenarios, we assume that recent trends in the
prevalence of chronic conditions within age and sex bands continue. We assume that
while there may be some improvement in some population risk factors, such as smoking
and alcohol consumption rates, over the next 15 years, overall there will continue to be an
expansion in morbidity. This is consistent with the OBR and OECD model assumptions.

¥ For example, see J. Tiihonen, J., K. Ronkainen, A. Kangasharju and J. Kauhanen, ‘The net effect of smoking on
healthcare and welfare costs. A cohort study’, BMJ Open, 2012; 2(6), e001678, doi: 10.1136/bmjopen-2012-
001678.
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Box 3.3. Identifying people with chronic conditions

In our economic model, we identify people with chronic conditions using inpatient
records. Many people with a chronic health problem will only need GP care, not inpatient
hospital care, in a given year, so we cannot identify all the healthcare costs associated
with chronic conditions.

Hospital inpatient admissions, while a smaller component of all healthcare activity than
GP visits (there are 300 million GP visits a year compared with 17 million hospital
admissions), are much more expensive, with an average GP consultation costing around
£40 compared with over £1,000 for an inpatient admission. Hospital admissions
therefore account for a large share of total NHS spending.® Data on diagnoses are not
recorded in the same way in outpatient and A&E data; for this reason, our estimates of
chronic conditions will be below national prevalence rates and, in turn, the modelled
outpatient growth may be underestimated. Overall, our estimates of the impact of
chronic conditions on future health spending are likely to reflect the minimum.

? PSSRU, ‘Unit costs of health & social care 2017’, 2017, https://kar.kent.ac.uk/65559/.
NHS Improvement, ‘Reference costs’, 2017, https://improvement.nhs.uk/resources/reference-costs/.

Drug costs

The drugs bill in the NHS - the total cost of medicines dispensed in primary care and used
in hospitals - has historically grown faster than inflation.* This is being driven by two
things: increases in the number of drugs prescribed (volumes) and increases in the
average unit cost of those drugs (prices).

Part of the increase is due to population growth and ageing, as well as improvement in
diagnosis of certain conditions. The cost of the drugs associated with additional activity
due to population growth and ageing is captured within our estimates of demographic
effects.

But the volume increase also partly results from an increase in the number of medical
conditions amenable to treatment with medicines: as new, cost-effective medicines are
discovered and recommended by the National Institute for Health and Care Excellence
(NICE), costs rise. This is the impact of new technology, which in top-down models is part
of the residual effect. The Department of Health and Social Care’s Accelerated Access
Review highlights that medical advance is not expected to slow over coming years. The
number of new medicines is expected to increase and more than 100 new products are
projected to be launched in 2018. This is over three times the number launched in 2010.%

% L. Ewbank, K. Sullivan, H. McKenna and D. Omojomolo, ‘The rising cost of medicines to the NHS: what's the
story?’, King's Fund, 2018, https://www.kingsfund.org.uk/publications/rising-cost-medicines-nhs.

8 Accelerated Access Review: Final Report - Review of Innovative Medicines and Medical Technologies, 2016,
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/565072/
AAR_final.pdf.
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These new drugs will be for a wide range of conditions, but within cancer care, since 2000,
183 drugs have been recommended for use by NICE.”

While this is a spending pressure, advances in drug treatment have been an important
factor in improved outcomes for patients over the last 70 years, as set out in Chapter 1.

The volume of drugs is increasing in both hospital and primary care settings, but the
trends in unit costs are very different. New medicines impact hospitals disproportionately,
partly as they are increasingly focused on areas of specialist care such as cancer. Primary
care prescribing is more concentrated on drugs that have been available for many years
and that have reached the end of their patent, allowing competition and generic
alternatives. New medicines tend to be more expensive, to reflect the high cost of
research and development as well as the lack of generic (non-‘brand name’) alternatives.

This impact can be seen with drug costs rising sharply in recent years in hospitals - where
the newer, more innovative technologies are trialled, with more complex, invasive
procedures. In contrast, in primary care, the cost of prescribing items has fallen over time,
although volumes have increased. The cost per item has fallen from £15 in 2004 to £9 in
2016 in real terms.*

There have been attempts to limit the costs of new drugs. For example, the voluntary
Pharmaceutical Price Regulation Scheme has attempted to mitigate price increases for
branded drugs by triggering reimbursement from pharmaceutical companies once NHS
spending on these drugs reaches predefined limits. Equally, there has been the
introduction of the budget impact test, meaning new products costing more than

£20 million a year to the NHS would be subject to commercial negotiation, with access
potentially delayed if a deal to lower the cost cannot be reached.

However, as the number of conditions amenable to pharmaceutical treatment continues
to increase, meaning more drugs are dispensed and new drugs are introduced, and the
average price of these new medicines stays high, it is likely that the unit cost of drugs in
NHS hospitals will continue to rise. This is not due to ‘inflation’ (the additional price is not
a like-for-like comparison; the basket of drugs being bought and their attributes and
benefits are different over time) but is a technology effect, which we can only measure via
price.

Therefore, our economic model holds unit costs in the primary care sector constant in real
terms (assuming no relative price inflation for existing drugs) but projects a 5.5% real-
terms annual increase in hospital drug unit costs.® This is based on recent trends in the
total cost of hospital drug prescribing, removing activity growth. This would suggest that
the current level of technological improvement is maintained.

¥ Total including those with complete recommendations, for specific circumstances or for use in the Cancer
Drugs Fund (https://www.nice.org.uk/about/what-we-do/our-programmes/nice-guidance/nice-technology-
appraisal-guidance/summary-of-decisions).

8 Health Foundation analysis of NHS Digital, ‘Prescription cost analysis, England 2017’, 2018,

https://digital.nhs.uk/data-and-information/publications/statistical/prescription-cost-analysis/prescription-
cost-analysis-england-2017.

¥ This figure is a Health Foundation analysis of provider accounts in 2016-17 taking account of activity growth

from Hospital Episode Statistics online.
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Pay

Pay is the single largest cost of delivering healthcare, accounting for around two-thirds of
NHS spending. Any change in pay therefore has major implications for total cost pressures
on the NHS. In our model, increasing real-terms pay growth by 1 percentage point a year
would cost the NHS an additional £18 billion by 2033-34. To estimate pay growth between
2016-17 and 2020-21, we combine actual pay bill assumptions from NHS Improvement®
with an estimate of the impact of the new pay deal for Agenda for Change staff. This
includes an estimate of pay drift,”" which is assumed to match the average rate since
2011-12.

Our assumptions for 2021-22 onwards differ between the status quo and modernised
scenarios.

In the status quo scenario, from 2021-22 until 2033-34, our assumption is that NHS pay
growth will match the OBR’s estimates of public sector earnings increases, which see real
pay increases between 2021-22 and 2033-34 of 1.1% at the start of the decade and 2% a
year in real terms by the end of the period.

As a result, we estimate the pay bill per FTE is likely to increase by an annual average of
1.9% to 2020-21, and 1.7% from 2021-22 to 2033-34, above inflation.

Pay for most NHS staff has been capped or frozen since 2010-11. As set out in Chapter 1,
this has led to real-terms pay decreases; the NHS pay cost index increased by 2% in cash
terms between 2011-12 and 2014-15, while whole-economy inflation increased by 5%.
Consumer price inflation, which affects NHS staff living standards, rose by 6%.

Over this period, significant problems around the recruitment, retention and morale of
staff have surfaced. Current total NHS vacancies for nurses, midwives and allied health
professionals are almost 42,000 (9.4%) and some vacant shifts (about 8%) remain
uncovered.” The percentage of nurses leaving the NHS for reasons other than retirement
increased from 7.1% in 2011-12 to 8.7% in 2016-17. This means that 5,000 more nurses left
NHS employment than in 2011-12. Had the rate remained at 2012 levels, we would have
16,000 more nurses working in the NHS today.”

For all staff at NHS trusts, the median stability index* has decreased from 89% in 2010-11
to 85% in 2016-17.” In the latest staff survey, the largest drop in satisfaction for NHS staff
related to pay, with satisfaction falling by 6 percentage points to the lowest levels in the

% NHS Improvement, ‘2017/18 and 2018/19 National Tariff Payment System’, 2017,
https://improvement.nhs.uk/resources/national-tariff-1719/.

°" Drift is the term for changes to pay over and above the basic pay settlement. This includes staff progression

to higher bands.

%2 NHS, Facing the Facts, Shaping the Future: A Draft Health and Care Workforce Strateqy for England to 2027, 2017,
https://hee.nhs.uk/sites/default/files/documents/Facing%20the%20Facts%2C%20Shaping%20the%20Future%
20%E2%80%93%20a%20draft%20health%20and%20care%20workforce%20strategy%20for%20England%20to%
202027.pdf.

* 1Ibid.

% The percentage of staff from the beginning of a year who are still at the trust at the end. Excludes doctors in

training.
% ]. Buchan, A. Charlesworth, B. Gershlick and I. Secombe, Rising Pressure: The NHS Workforce Challenge, Health
Foundation, https://www.health.org.uk/publication/rising-pressure-nhs-workforce-challenge.
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last decade. NHS Improvement analysis suggests around 14% of staff leave due to the
pay/reward package.*

The OBR expects public sector earnings growth to reach 4.2% in cash terms in 2033-34
(2% after whole-economy inflation, as measured by the GDP deflator) from 2.8% in cash
terms in 2021-22 (1.1% after inflation). If NHS earnings grew in line with this, as in our
status quo, this would be real-terms growth in pay, but would not make up for lost
earnings since 2009-10.

If staff had received pay increases of 2% in real terms since 2009-10, the earnings per FTE
would have been about 20% higher in 2016-17 than they were. To make up for the
earnings lost over this period would require unprecedented sustained increases in pay
after 2021-22. For our modernised NHS scenario, we assume some catch-up for the real
earnings lost during the years of austerity. In the modernised NHS scenario from 2021-22,
we assume pay per head will increase by 3% in real terms and that this may improve
recruitment, retention and morale.

The NHS and social care workforce combined total is approaching 3 million staff - making
up around 1 in 10 of the entire workforce. If the NHS grows in line with projected activity,
this total is likely to grow. Around 62,000 NHS staff in England are nationals of other EU
countries (5.6%). Such staff are likely to become harder to recruit after Britain exits the EU.
The combination of these factors makes it even more important that pay remains
competitive to attract enough skilled staff.

Productivity

Productivity is the relationship between the volume of outputs and the volume of inputs. A
more productive system can achieve a set level of required output (e.g. activity) with less
input (e.g. staff). Likewise, in a more productive system, the same number of staff (an
input) could produce more activity (an output).”’

As the Baumol effect highlights (Box 3.1), the degree of pay growth that can be offset by
productivity is critical for the long-term path of healthcare spending as a share of GDP.
Increases in the costs of delivering care can be offset through increased productivity.
Estimates of the productivity of the health service vary, and most analyses focus on the
English NHS. The latest research from York finds that NHS productivity increased between
2004-05 and 2015-16 and has been positive since 2009-10.*

ONS produces estimates of the trend in public service productivity. These data show the
growth in quality-adjusted healthcare outputs produced and inputs used for the UK. For
our projections model, in the status quo scenario, we assume productivity increases in line
with the long-run trend of UK public service healthcare productivity of 0.8%. This is the
ONS estimate of productivity growth between 1995 and 2015. It assumes no major,
sustained increase or decrease in the trend rate of healthcare productivity in the UK.

% Where a reason for leaving is stated.

7S, Lafond and A. Charlesworth, Hospital Finances and Productivity: In a Critical Condition? Health Foundation,

2015, https://www.health.org.uk/publication/hospital-finances-and-productivity-critical-condition.

% A. Castelli, M. Chalkley and I. Rodriguez Santana, ‘Productivity of the English National Health Service: 2015/16
update’, University of York, Centre for Health Economics (CHE), Research Paper 152,
https://www.york.ac.uk/media/che/documents/papers/researchpapers/CHERP152_NHS_productivity_update2
015_16.pdf.
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Real-terms reductions in pay may impact on recruitment, retention and morale. This is one
of the factors that may negatively impact productivity and may be one of the reasons why
the latest data from York suggest English NHS productivity grew very little between
2014-15 and 2015-16. In a labour-intensive industry such as health, changes in
productivity are largely driven by changes in the productivity of its workforce. Equally,
hospital consultant productivity fell by an average of 2.3% a year between 2009-10 and
2015-16."

Studies on staff turnover in the health sectors of different countries vary in approach, but
point to significantly increased costs and potentially negative impacts on care outcomes.'
There are costs due to the recruitment and training process but there are opportunity
costs associated with people’s time running the recruitment, time spent with vacant posts,
and duplication and lack of continuity in patients’ care.

If the NHS could increase pay to improve recruitment and retention and to reduce
turnover alongside a concerted effort to improve the work-life balance for staff, it might
be possible to increase productivity and reverse some of the recent falls in labour
productivity.

The government’s productivity framework identifies five drivers that interact to underlie
long-term productivity performance: investment, innovation, skills, enterprise and
competition." These drivers are generally the areas targeted when policies attempt to
improve productivity.

As such, rising pay will not be the only source of improved productivity. Increasing
investment in capital, mental health and public health, as well as alleviating pressure on
A&E through meeting NHS constitution standards, as in our modernised scenario, would
likely increase NHS productivity.

In the modernised scenario, we therefore assume a higher rate of productivity growth
from 2019-20, at 1.4%. This would represent returning to and maintaining the higher level
of productivity growth achieved since 2010." Higher productivity may be possible but
there is little evidence that it has been sustained in the NHS. This is a stretching target -
almost double the 20-year average of UK-wide productivity growth.

S, Lafond, A. Charlesworth and A. Roberts, A Year of Plenty? An Analysis of NHS Finances and Consultant
Productivity, Health Foundation, https://www.health.org.uk/sites/health/files/YearOfPlenty.pdf.

1% C. B. Jones, ‘The costs of nurse turnover: part 1: an economic perspective’, Journal of Nursing Administration,
2004, 34, 562-70, https://www.ncbi.nlm.nih.gov/pubmed/15632752.

Chapter 3 of Office for National Statistics, The ONS Productivity Handbook, https://www.ons.gov.uk/ons/guide-
method/method-quality/specific/economy/productivity-measures/productivity-handbook/productivity-
theory-and-drivers/chapter-3---productivity-theory-and-drivers.pdf.

101

192 Office for National Statistics, ‘Public service productivity estimates, healthcare: 2015’,
https://www.ons.gov.uk/economy/economicoutputandproductivity/publicservicesproductivity/articles/public
servicesproductivityestimateshealthcare/healthcare2015.
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Mental health

The Adult Psychiatric Morbidity Survey (APMS) provides periodic data on the prevalence of
common mental disorders.’® In 2014, 15.7% of the adult population had a common mental
health disorder, up from 15.1% in 2007 - an annual average increase in prevalence of 0.6%.
Of these, only 4 in 10 people received treatment (the treated prevalence).

As the NHS Five Year Forward View for Mental Health identified,” patients with mental
health conditions do not have the same standards of access to cost-effective healthcare as
patients with physical conditions. The health system is working towards parity of esteem
between physical and mental health conditions. For the status quo scenario, we maintain
the 2014 figure of 4 in 10 (39.4%) treated prevalence. For the modernised NHS scenario,
we assume the public and political decision-makers will want to see significant progress
towards parity of esteem over the next 15 years. To explore the cost of this, we model
what would happen to NHS spending if we increased treated prevalence to 70%.

We assume this prevalence growth is representative of all mental health conditions and
apply the treated prevalence across all mental health services for common mental
disorders. Although we can use administrative hospital data to identify mental health as a
chronic condition, the activity data for mental health within these data sets are weak.
Instead, we use activity data from the Mental Health Minimum Dataset (MHMDS) bulletin
2016-17 to estimate the number of people treated in the NHS for common mental health
problems and psychotic and organic mental health conditions.’”

To find the cost of mental health, we use NHS Reference Costs, which categorise some
mental health activity and unit costs into clusters that correspond to MHMDS. We apply
the cost data to the activity data for 2016-17 and apply this to ONS population projections
to create a mental health spending projection up to 2033-34.

NHS constitutional standards

The NHS Constitution for England was first published in January 2009, following a
recommendation from Lord Darzi’s report High Quality Care for All."* It contains a set of
guidelines, policy pledges for the NHS and descriptions of legal rights for patients and
staff. It says, ‘'You have the right to access certain services commissioned by NHS bodies
within maximum waiting times, or for the NHS to take all reasonable steps to offer you a
range of suitable alternative providers if this is not possible’."”

These waiting times include starting consultant-led treatment within a maximum of 18
weeks from referral for non-urgent conditions and being seen by a cancer specialist within
a maximum of two weeks from GP referral for urgent referrals where cancer is suspected.

1% NHS Digital, ‘Adult Psychiatric Morbidity Survey: survey of mental health and wellbeing, England, 2014, 2016,
https://digital.nhs.uk/data-and-information/publications/statistical/adult-psychiatric-morbidity-survey/adult-
psychiatric-morbidity-survey-survey-of-mental-health-and-wellbeing-england-2014.

'% Mental Health Taskforce, The Five Year Forward View for Mental Health, 2016, https://www.england.nhs.uk/wp-
content/uploads/2016/02/Mental-Health-Taskforce-FYFV-final.pdf.

1% Table 3.1 of NHS Digital, ‘Mental Health Bulletin: 2016-17 Annual Report, 2017, https://digital.nhs.uk/data-
and-information/publications/statistical/mental-health-bulletin/mental-health-bulletin-2016-17-annual-report.

1% http://www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_085825.
197 https:/ /www.gov.uk/government/publications/the-nhs-constitution-for-england.
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In addition, there is a pledge in the constitution that at least 95% of patients attending
A&E departments should be seen, treated and admitted, transferred or discharged within
four hours of arrival.™

The NHS has been struggling to meet a number of the constitutional standards in recent
years and, while more patients are being seen in an acute setting than ever before,
performance against these standards has been deteriorating. In 2017-18, 2.8 million
patients spent longer than four hours in A&E, an increase of 240,000 from 2016-17 and

2.4 million from 2007-08. As a result, only 88.4% of patients were treated within four hours
in 2017-18."%

The NHS is also struggling to meet constitutional standards for time to planned treatment.
At the end of 2017-18, 491,000 (12.8%) patients awaiting consultant-led treatment had
been waiting longer than 18 weeks, considerably below the standard that at least 92%
should have been waiting 18 weeks or less.” It is now two years since the NHS in England
last achieved the standard for planned treatment, and five years since the A&E standard
was met annually. On cancer, performance has generally been better but the NHS has not
met the critical standard that at least 85% of patients should start treatment within 62
days of being referred with suspected cancer by a GP since 2013-14.™

These constitutional standards have maintained their importance under severe strain.
They have been maintained for over a decade under three separate governments -
Labour, the Conservative and Liberal Democrat coalition, and the current Conservative
government. The standards are deliverables in the government’s mandate to NHS
England, and are described as ‘must dos’ for 2017-19 in the NHS operational planning
guidance.” Waiting times are also a priority for the public and patients, with a recent poll
highlighting waiting times as people’s biggest concern by far (70%) when going to their
local A&E department.”™

The modernised NHS scenario includes our estimate of the cost of consistently meeting
these constitutional standards. It includes estimates of the additional hospital activity
(outpatient appointments and planned admissions) and extra emergency admissions.

The NHS needs to treat 170,000 more patients in hospital each year to avoid further
increases in waiting times.” This is roughly 1.1% of the planned inpatient activity in
2015-16 (the base year for which we have detailed activity data).” In our modernised
scenario, we therefore increase planned inpatient activity by 1.1% every year to 2033-34,
in addition to growth estimates resulting from changing population and chronic
conditions.

'% https://www.gov.uk/government/publications/supplements-to-the-nhs-constitution-for-england.

' https://www.england.nhs.uk/statistics/statistical-work-areas/ae-waiting-times-and-activity/ae-attendances-
and-emergency-admissions-2018-19/.

"% https://www.england.nhs.uk/statistics/statistical-work-areas/rtt-waiting-times/rtt-data-2017-18/.
" https://www.england.nhs.uk/statistics/statistical-work-areas/cancer-waiting-times/.

"2 NHS, NHS Operational Planning and Contracting Guidance, 2017-2019, 2016, https://www.england.nhs.uk/wp-
content/uploads/2016/09/NHS-operational-planning-guidance-201617-201819.pdf.
'3 http://reader.health.org.uk/NHS-and-social-care-polling/introduction.

"4 R. Findlay, ‘The cost of restoring 18 week waits’, 2017, https://blog.gooroo.co.uk/2017/11/the-cost-of-

restoring-18-week-waits/.
"5 https://www.gov.uk/government/statistics/hospital-admitted-patient-care-activity-2015-to-2016.
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Pressures on elective waiting times have been building for some time, which means a
non-recurring clearance of the existing backlog of activity would be required: an
estimated 600,000 admissions in 2018-19," or 3.9% of the activity experienced in our most
recent year of data. This clearance would not be possible overnight; we therefore increase
activity by a further 600,000 admissions phased in over the period 2019-20 to 2023-24.

We expect that the additional elective admissions could lead to a similar number of
additional outpatient appointments. We therefore also increase expected outpatient
activity over and above our status quo projections.

In 2015-16, 91.9% of A&E patients were either admitted or discharged within four hours."”
We therefore increase A&E activity in our modernised NHS projection to recover the 3.1
percentage point shortfall below target. This increase over baseline projections occurs
between 2019-20 and 2023-24. In 2015-16, around 400,000 patients were not admitted
within four hours. We assume that the additional 3.1 percentage points of A&E activity
from 2919-20 to 2923-24 will result in 400,000 additional emergency admissions each
year.

Capital
The UK currently spends £6 billion on publicly funded healthcare capital. This is low
compared to other similar countries, as Figure 3.5 shows.

Capital investment is important for productivity but also for improving outcomes. The UK
performs comparatively poorly in survival rates for a number of the most common
cancers. A significant part of these poorer outcomes has been attributed to late diagnosis.
While GP referrals for the two-week cancer wait pathway have increased, access to
scanning services for diagnosis is an issue.”® The UK has 9.5 CT scanners per 1,000,000
population, less than half the OECD average of 26. It would cost up to £1 billion to bring
the UK into line with the OECD average provision of CT scanners. The UK has 7.2 MRI
machines per 1,000,000 population, less than half the OECD average of 16. It would cost
up to £600 million to bring the UK into line with the OECD average provision of MRI
machines.™

Investment in capital is essential for maintaining quality of care, achieving future
transformation and improving productivity. This applies to a wide variety of items, ranging
from buildings and land to machinery and IT, as well as depreciation and private finance
initiative (PFI) costs.'®

18 R. Findlay, ‘The cost of restoring 18 week waits’, 2017, https://blog.gooroo.co.uk/2017/11/the-cost-of-
restoring-18-week-waits/.

"7 https://www.england.nhs.uk/statistics/statistical-work-areas/ae-waiting-times-and-activity/statistical-work-
areasae-waiting-times-and-activityae-attendances-and-emergency-admissions-2015-16-monthly-3/.

"8 Cancer Taskforce, Achieving World-Class Cancer Outcomes: A Strategy for England 2015-2020,
https://www.cancerresearchuk.org/sites/default/files/achieving_world-class_cancer_outcomes_-
_a_strategy_for_england_2015-2020.pdf.

'"® OECD Health Statistics, 2015.

120 Department of Health, Annual Report and Accounts 2016/17, 2017,
https://www.gov.uk/government/publications/department-of-health-annual-report-and-accounts-2016-to-
2017.
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Figure 3.5. Gross fixed capital formation in the healthcare sector as a share of GDP,
2015 (or nearest year)
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Source: OECD, ‘Gross fixed capital formation in the healthcare system’, 2018,
http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT.

Figure 3.6. NHS capital spending in England (2018-19 prices)
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Source: Department of Health, Annual Report and Accounts 2016/17, 2017,
https://www.gov.uk/government/publications/department-of-health-annual-report-and-accounts-2016-to-2017;
Health Foundation, ‘Autumn Budget 2017: what it means for health and social care’, 2017,
https://www.health.org.uk/publication/autumn-budget-2017-what-it-means-health-and-social-care.
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Prior to 2009-10, there was a 10-year period of significant increases in capital investment as
a percentage of the total budget.” However, spending on capital has declined in recent
years - total capital spending was £1 billion lower in 2016-17 than in 2010-11 (see Figure
3.6). Since a rise in spend in 2013-14, capital spending has decreased by an average of 6.7%
a year.

Decreasing capital expenditure has both financial and service impacts on providers. Trusts
may not be able to purchase new equipment, and they may also face difficulties in making
repairs and maintenance to existing facilities.

In 2016-17, there was an estimated maintenance backlog for hospital estates and facilities
of £5.7 billion, up from £5.3 billion in 2015-16. Of this, £2.8 billion represents backlog that
is high or significant risk, up from £2.5 billion in 2015-16. The risk ratings for estates refer
to risks related to clinical service and safety." In our status quo scenario, capital spending
grows in line with projected spending on day-to-day running costs, maintaining the
current share of total health spending. In the modernised NHS scenario, capital spending
is increased to match the 0.5% of GDP spend on healthcare capital across the OECD. This is
an increase of around one-third in real terms over a five-year period.

Public health

Since 2013-14, the majority of healthcare funding for health promotion and disease
prevention has been distributed via a ring-fenced grant to local authorities. In addition,
Public Health England (PHE) oversees the national public health programme covering
major vaccination programmes and surveillance and public health emergencies. Funding
through the public health grant has fallen in real terms by 3.2% a year from £2.9 billion in
2013-14 to £2.6 billion in 2017-18." This is despite the recognition in the NHS Five Year
Forward View that there was an urgent need to radically upgrade prevention and public
health. Chapter 1 shows that the UK has one of the highest rates of obesity in the EU15,"*
and while smoking and alcohol consumption are falling in the UK, many countries perform
much better.

In our status quo scenario, public health spending grows in line with the overall
healthcare budget. In the modernised scenario, we increase public health funding (PHE
and the public health grant) by 1 percentage point more than the overall growth in the
healthcare budget, so that public health funding accounts for 4% of health spending in
2033-34, up from 3% in 2018-19. This would be an increase of £4.6 billion, returning the
public health budget to 2013-14 levels in real terms. In our modernised scenario, public
health spending increases from £4.7 billion in 2018-19 to £9.3 billion in 2033-34.

3.4 NHSin England spending projections from 2018-19 to 2033-34

In our status quo scenario, the combined impact of demographic and non-demographic
changes is projected to increase English publicly funded health spending by an average of

! https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/607725/Naylor_review.pdf
122 |, Appleby, ‘NHS urgent facilities repairs: is your hospital on the critical list?’, BMJ, 2017, 359, j5479.

' Health Foundation, ‘Autumn Budget 2017: what it means for health and social care’, 2017,
https://www.health.org.uk/publication/autumn-budget-2017-what-it-means-health-and-social-care.

124 EU15 countries are the first 15 countries that joined the EU.
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3.3% a year between 2018-19 and 2033-34. This would allow quality and access to care to
be maintained at 2015-16 levels per person, taking account of ageing, rising chronic
disease and modest pay and drugs pressures offset by some productivity growth. This
amounts to a real-terms increase in spending from £128 billion in 2018-19 to £210 billion
in 2033-34. In this section, we discuss projections for the NHS in England because our data
and modelling rely on England; in Section 3.6, we gross up to whole UK cost projections.

The status quo scenario would not provide sufficient funding to return waiting times to
their target levels, support improvements to quality and outcomes or modernise the
physical infrastructure of the health service. If the NHS were to be improved in line with
the modernised scenario, spending is projected to grow at 4.1% a year, from £128 billion
to £234 billion in the same period.

Table 3.5 shows a breakdown of the extent of projected demand pressures after 5, 10 and
15 years under both the status quo and modernised NHS scenarios.

In this section, we describe in detail how different demographic and non-demographic
pressures on the health service have led to the spending growth that is estimated to affect
the NHS in England if we continue in the status quo. We then discuss the projected
spending implications of moving to a modernised NHS and the relative spending impact
of different improvements to the NHS.

Figure 3.7. Projected England health expenditure under the status quo and
modernising scenarios
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.
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Table 3.5. NHS spending pressures in England: status quo and modernised NHS

Status quo Modernised NHS
2018-19 | 2018-19 | 2018-19 | 2018-19 | 2018-19 | 2018-19
to to to to to to

2023-24 | 2028-29 | 2033-34 | 2023-24 | 2028-29 | 2033-34
Total spending pressures £28bn £53bn £81bn £36bn £67bn | £106bn
Annual average growth 4.0% 3.5% 3.3% 5.0% 4.3% 4.1%
of which:
Resource £27bn £51bn £78bn £31bn £62bn £99bn
Annual average growth 4.1% 3.5% 3.4% 4.7% 4.2% 4.0%
Capital £1bn £2bn £3bn £4bn £5bn £7bn
Annual average growth 2.3% 2.7% 2.8% 11.0% 6.4% 5.0%

Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.

Spending pressures under the ‘status quo’ scenario

In 2018-19, the total Department of Health budget for England is set at £128 billion. Our
projections show that to meet core demand and cost pressures, this would need to grow
by 64% to £210 billion in 2033-34, an increase of £81 billion. Of this, £59 billion is the result
of demand factors (population growth and need), £49 billion from pay and hospital drug
spending growth and £3 billion from capital growth. These increases are offset by

£29 billion of productivity gains.

The overall increase amounts to an average growth rate of 3.3% a year from 2018-19 to
2033-34.

We project a higher rate of healthcare spending growth to occur in the next five years.
Figure 3.9 shows the contribution of different drivers of spending pressures over the
shorter period from 2018-19 to 2023-24. We project that to maintain access and quality of
care at 2015-16 levels, spending would need to increase from the 2018-19 budget of

£128 billion to £156 billion in 2023-24. This increase of £28 billion is made up of £21 billion
from demand and demographics (including current underlying, unmet funding
pressures), £14 billion from pay and hospital drug cost growth and £0.8 billion from
capital growth, offset by £9 billion of productivity gains.

Our model is based on patterns of care in 2015-16. Using this model, we project
healthcare demand in 2018-19 to be higher than the actual healthcare budget set for
England following the 2017 Autumn Budget. In the recent period of low spending growth,
the NHS has been unable to fund demand pressures on a sustainable basis. The service is
therefore building up unfunded, underlying cost pressures, which it is managing through
short-term cost containment measures. Across the NHS, there is recognition that headline
financial data appear more robust than core financial performance and the NHS has an
underlying deficit.”” We assume that, alongside meeting new funding pressures, there is a

1% National Audit Office, Financial Sustainability of the NHS, HC 785, Session 2016-17, https://www.nao.org.uk/wp-
content/uploads/2016/11/Financial-Sustainability-of-the-NHS.pdf.
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need to make good the underlying cost and demand pressures to put the NHS on a
sustainable footing.

It is important to distinguish this unmet demand pressure as separate from demographics
and other demand pressures, as it is a function of past funding decisions, not new

Figure 3.8. Contribution of different demand and cost pressures to overall spending
projections for England under the status quo scenario, 2018-19 to 2033-34
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.

Figure 3.9. Contribution of different demand and cost pressures to overall spending
projections for England under the status quo scenario, 2018-19 to 2023-24
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demand or cost pressures. We estimate that the existing build-up of underlying cost
pressures that would need to be covered to return the NHS to 2015-16 levels of service is
around £6 billion in England in 2018-19. This is presented as part of the £21 billion
demographic pressures in Figure 3.9.

In the following subsections, we set out the impact of the different drivers of health
spending in England under the status quo scenario. We will then present a detailed
analysis of the additional cost pressures in the ‘modernised NHS' scenario.

Demographic pressures in acute care

Increased life expectancy is one of the great triumphs of the 20™ century but it has
implications for the cost of healthcare. In general, the likelihood of a person needing
hospital services, and associated healthcare spending, rises as they age. Acute care costs
therefore dramatically increase at older ages.

For both men and women, the average cost of acute care per person increases
dramatically from the age of 50, with costs increasing for men from £465 per head at 45-
49 to £3,683 when they are over 85. Women have a less steep increase, partly due to the
additional cost of maternity care, but also because their hospital costs in old age tend to
be lower than for men, at £2,722. An increase in the size of the elderly population is
therefore likely to be a major driver of increasing healthcare costs.

These higher costs associated with older acute care users increase funding pressure on
the health service in 2033-34. Figure 3.11 shows the change in the share of acute health
spend on people aged 65 and over in England between now and 2033-34, if the NHS

Figure 3.10. Average annual cost of acute care in England by age and sex, 2018-19
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Figure 3.11. Projected share of NHS acute care spend in England for people aged 65
and over
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data.

maintains quality and access to care but responds to demand pressures from population
change and modest cost pressures (the status quo scenario). As the population ages, the
share of total NHS acute spending on those aged 65 and over rises from 48% in 2018-19 to
60% in 2033-34. Within this, acute spending on the over-65s is projected to more than
double in the next 15 years, from £24 billion to £52 billion.

Chronic conditions in acute care

The proportion of patients with multiple chronic conditions has increased in recent years,
and this trend is projected to rise over the next 15 years. Figure 3.12 shows that the
proportion of acute costs associated with people with chronic conditions is expected to
rise from 46% to 61% over this period, an increase of 15 percentage points. Acute
spending on patients with chronic conditions will increase by around £30 billion, an
average annual growth rate of 6%.

Due to medical advances, chronic conditions have become more treatable and some
people now live much longer lives with such conditions. As longevity with these conditions
increases, we project a reshaping of the age cost curve, in which the costs of caring for
older people increase (on a per-capita basis) relative to the costs for the rest of the
population.

Figure 3.13 compares age cost curves for acute care in England in 2018-19 and 2033-34.
For all years, costs increase with age (after the relatively high cost for newborns), but this
gradient is steeper in 2033-34 than in 2018-19. Increases in chronic conditions,
particularly multiple chronic conditions, are a key driver of the higher projected acute cost
for older people in 2033-34.
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Figure 3.12. Projected proportion of costs from those admitted to hospital in England
who have a common chronic condition
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data.

Figure 3.13. Projected average annual cost of acute care in England by age and sex,
2018-19 and 2033-34
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Relative pay, prices and productivity

Staff costs accounted for 62.5% of all acute hospital costs in 2016-17. NHS staff pay has
fallen compared with comparable skilled wages in recent years. In the status quo, we
assume that real-terms pay in the NHS in England grows by 1.9% to 2020-21, in line with
the Agenda for Change pay deal, then 1.7% thereafter. Pay increases are responsible for
£40 billion of the £49 billion input cost pressures in 2033-34.
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Figure 3.14. Projected NHS acute care spending pressures in England (status quo
scenario) without any productivity gains
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see Box 3.2.

Drug cost pressures are greatest in hospitals, as new medicines tend to be focused on
care provided in these settings. Drugs prescribed by GPs and other primary and
community staff tend to have lower unit costs and, over recent years, spending has been
falling. We estimate that between 2018-19 and 2033-34, hospital prescribing costs
(adjusting for hospital activity) will grow at 5.5% per year. In the period from 2009-10 to
2016-17, total hospital drug costs increased by 9.89%, while hospital activity grew at
4.34%. In both the status quo and modernising scenarios, drug costs grow at a faster rate
than projected NHS spending. Under the status quo, hospital drug costs grow from 5% of
RDEL in 2018-19 to 6% in 2033-34.

Productivity in healthcare has been relatively low compared with that in other sectors due
to its high proportion of skilled labour as an input. Long-term productivity is estimated to
be 0.8% for healthcare in the UK. If the health service in England is able to maintain this
level of productivity gain, then it will save an estimated £9 billion by 2023-24 and

£29 billion by 2033-34.

Aggregate acute care spending pressures

Our projections show that over the next 15 years, English NHS spending on acute care
would need to grow by an average of 1.4% to keep pace with demographic pressures; this
includes both population growth of around 0.6% a year and ageing. Adding the pressures

1% Office for National Statistics, ‘Public service productivity estimates, healthcare: 2015’,
https://www.ons.gov.uk/economy/economicoutputandproductivity/publicservicesproductivity/articles/public
servicesproductivityestimateshealthcare/healthcare2015.
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from a rising burden of chronic conditions means we project NHS spending on acute care
would need to grow by an average of 2.6% per year to keep pace with demographic
change including chronic disease.

Accounting for rising pay and drug costs, NHS spending on acute care would need to grow
by an average of 4.4% to keep pace, without any offsetting productivity improvement. If
productivity improvements continue to be delivered at the 0.8% a year achieved between
1995 and 2015, projected acute pressures would be lower, at an overall growth rate of
3.6% between 2018-19 and 2033-34.

Total healthcare spending pressures in England

Total healthcare spending pressures depend on the impact of demographic and non-
demographic change across all healthcare sectors, not just acute hospitals. In Table 3.6,
we present the percentage and absolute increases in spending for each area of healthcare
under the status quo assumptions. Due to different recent trends and activity levels, as
well as a different input mix, each area of spending is projected to grow at a different rate.

Due to an inability to model the prevalence of chronic conditions explicitly, cost pressures
in community and primary care are almost certainly underestimated. Given the low level
of births projected by the ONS over the next 15 years, maternity costs are projected to
experience the slowest growth in cost pressures.

Table 3.6. Spending growth rates and share of spending by service area in England

under the status quo scenario

Service area Annual spending 2018-19, £ billion 2033-34, £ billion
growth, 2018-19to | (share of spending) | (share of spending)
2033-34
Acute care 3.6% 60.1 (45%) 102.1 (49%)
Community care 2.7% 14.4 (11%) 21.6 (10%)
Primary care 3.2% 8.9 (7%) 14.2 (7%)
Mental health 1.8% 11.6 (9%) 15.2 (7%)
Primary care 2.1% 10.1 (8%) 13.7 (7%)
prescribing
Maternity 0.3% 4.0 (3%) 4.1 (2%)
Public health 3.0% 4.6 (3%) 7.2 (3%)
Capital 2.8% 6.4 (5%) 9.6 (5%)
Other 2.9% 14.3 (11%) 21.8 (10%)
Total 134.2% (100%) 209.7 (100%)

® This £134 billion is our projected figure and includes the £6 billion additional spending, on top of the
£128 billion budget for 2018-19, required to meet recent unmet demand from 2015-16.

Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,

see Box 3.2.
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In addition to direct patient services and public health, healthcare spending includes
capital investment. We add projections for capital to derive the projected growth in the
total healthcare budget.

Spending projection for English healthcare if the NHS is modernised between
2018-19 and 2033-34
Our modernised scenario for health services in England:

® increases capital expenditure to match the OECD average as a proportion of GDP;

® increases acute activity to return to NHS constitutional standards;

® increases productivity to 1.4% per year;

® increases pay growth to 3.0% above inflation after the Agenda for Change pay deal;
e improves treatment rates for mental health towards parity of esteem;

® increases spending on public health.

Improved quality

Healthcare in England has experienced a period of low funding growth since 2010. In that
time, we have seen evidence of a reduction in quality of service in some key areas, such as
waiting times. We therefore attempt to model the cost implications of returning to prior
levels of care quality for hospital spending and improvements in key priority areas of
unmet need, including mental health.

Mental healthcare treatment rates in the modernised scenario are assumed to increase
from 39% to 70%. Under this assumption, spending more than doubles to £27.0 billion in
2033-34, adding £12 billion to the status quo scenario.

NHS constitutional standards have been a steadfast series of targets for health service
performance but the NHS is not consistently achieving these waiting times standards.
Returning to meet these standards, from a baseline of 2015-16 activity, is projected to cost
an additional £2 billion in 2023-24. This would be additional to the £6 billion of unfunded
underlying demand pressures between the current planned budget in 2018-19 and our
status quo projections.

Higher value

In times of austerity, less visible areas of spending have borne the brunt of cost-saving
programmes. The NHS in England has been moving money from capital investment to
meet day-to-day running costs, staff pay has been capped or frozen since 2010-11, and
public health spending has fallen by 12% since 2013-14.

Healthcare staff pay growth has fallen well below its long-run average of 2% per year in
real terms. In the modernised scenario, we assume that pay grows faster than whole-
economy earnings. In 2010, doctors were the third-best-paid occupation across the
workforce as a whole; by 2015, they had fallen to eleventh.”” We assume some ‘catching
up of relative pay’. This would add £23 billion to the pay bill by 2033-34.

27 A. Bryson and . Forth, Wage Growth in Pay Review Body Occupations, Report to the Office of Manpower
Economics, 2017
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/623810/
Wage_Growth_in_PRB_Occupations_-_final_report__3_.pdf.
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Additional capital investment and public health spending may generate productivity
savings. In addition, we assume a link between pay and productivity. Our central
hypothesis is that high turnover, unstable staffing, and recruitment and retention
problems have resulted in a reliance on temporary staff and a suboptimal skill mix, which
has undermined labour productivity growth. Securing enough staff with high-level skills,
reducing churn and reducing reliance on temporary staffing is likely to require some
restoration of relative pay rates compared with other occupations.

The ONS calculates that the NHS in England experienced high levels of productivity growth
at 1.4% per year between 2011-12 and 2015-16." If the additional capital can be spent
effectively, and wage growth promotes a better work environment with a less stretched
healthcare workforce, it may be possible to return to and maintain this recent rate of
productivity growth from 2019-20, saving the service an additional £21 billion in 2033-34
compared to the status quo assumption of 0.8%.

We project that the effect of these combined assumptions - a programme of modernising
the NHS - would add £24 billion to spending pressures faced by the English NHS, over and
above the core pressures set out in the status quo scenario, in 2033-34. To meet those
pressures, English health spending would need to be £234 billion in 2033-34 - an annual
increase of 4.1% over the next 15 years.

Figure 3.15. Contribution of spending pressures for England health budget under the
modernised NHS scenario in 2033-34
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.

128 Office for National Statistics, ‘Public service productivity estimates, healthcare: 2015, 2018,
https://www.ons.gov.uk/economy/economicoutputandproductivity/publicservicesproductivity/articles/public
servicesproductivityestimateshealthcare/healthcare2015.
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Figure 3.16. Contribution of spending pressures for England health budget under the
modernised NHS scenario in 2023-24
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,

see Box 3.2.

Table 3.7. Cost growth rates and share of spending by service area in England under
the status quo and modernised NHS scenarios

Service Annual 2018-19, 2033-34, 2033-34,
area spending £ billion (share | £ billion (share | £ billion (share
growth, 2018-19 of spending) of spending, of spending,
to 2033-34 status quo) modernised)
Acute care 4.0% 60.1 (45%) 102.1 (49%) 107.8 (46%)
i 0, 0, 0,
Community 3.0% 14.4 (11%) 21.6 (10%) 22.3(10%)
care
Primary care 3.4% 8.9 (7%) 14.2 (7%) 14.6 (6%)
Mental 5.8% 11.6 (9%) 15.2 (7%) 27.0 (12%)
health
i 0, 0 0,
Prlmar.y.care 1.5% 10.1 (8%) 13.7 (7%) 12.5(5%)
prescribing
Maternity 0.4% 4.0 (3%) 4.1 (2%) 4.2 (2%)
Public health 4.8% 4.6 (3%) 7.2 (3%) 9.3 (4%)
Capital 4.9% 6.4 (5%) 9.6 (5%) 13.3 (6%)
Other 3.2% 14.3 (11%) 21.8 (10%) 22.9 (10%)
Total 134.2° (100%) 209.7 (100%) 234.1 (100%)

® This £134 billion is our projected figure and includes the £6 billion additional spending, on top of the
£128 billion budget for 2018-19, required to meet recent unmet demand from 2015-16.

Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,

see Box 3.2.
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To deliver the modernised NHS scenario, we have assumed that major changes would
need to occur in the next five years; contributing drivers are shown in Figure 3.16. To
move from the status quo to the modernised NHS scenario in 2023-24, an additional

£9 billion of health spending would be required (above the status quo), with key increases
in mental health, pay and capital.

Modernising the NHS has implications for the relative spending growth of different areas
of the service, as shown in Table 3.7. From 2018-19 to 2033-34, mental health and public
health take an increasing share of English healthcare spending. Acute care grows as a
share spending, but not as much as under the status quo: this is because the spending
required to improve waiting times performance back to the NHS constitutional standards
is relatively small compared to the projected growth in mental health spending.

3.5 Implications for English NHS activity levels and the workforce

The status quo scenario shows that the combined effect of population growth, ageing and
an increased burden of chronic disease is that hospital activity will grow substantially over
the next 15 years. Our model projects that in the status quo scenario, emergency
admissions would almost double over the next 15 years. This would have major
implications for the capacity needed in the health service. This is without significant
changes to demand through better disease prevention and health promotion action
and/or radically different models of care. While it may be possible to ‘bend’ the demand
curve, our projections show that changes would need to be very substantial if acute
activity were not to increase.

Figure 3.17 shows the projected annual growth in all the areas of healthcare activity in the
status quo scenario from 2018-19 to 2033-34. Where the service area is made up of
component parts - for example, community or acute care - we present the activity growth
cost weighted by sub-area. The volume of primary care prescribed drugs is projected to
increase the most, at 2.9% per year. This is followed by cost-weighted acute activity, which
is projected to increase at 2.7% per year.

Figure 3.17. NHS acute activity growth in England (status quo scenario)
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Table 3.8. Activity growth rates and staff cost shares by service area in England, in
the status quo scenario

Service area Annual average activity Staff cost share of service
growth, 2018-19 to 2033-34 2016-17 (%)
(%)

Acute care 2.7 60.1
Community care 0.7 66.3

Primary care 0.9 62.5"

Mental health 1.3 73.7

Primary care prescribing 2.9 NA

Maternity 0 60.1

Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.

Acute activity is the area in which we have the most complete data, allowing us to identify
patients with chronic conditions and estimate their associated increase in costs. Over the
next 15 years spending in acute hospitals to treat people with chronic disease is expected
to more than double. For the remaining areas of healthcare, we are unable to model

increases in the prevalence of chronic conditions. We therefore increase activity per head
at the trend rate of recent growth (as discussed in Section 3.3). We project lower levels of
cost-weighted activity growth for community care (0.7%), primary care (0.9%) and mental
health (1.3%) (without the major expansion set out in our modernised NHS scenario).

As shown in Table 3.8, staff costs are a large portion of total healthcare spending,
accounting for over half of costs in each service area. Our projections model is therefore
sensitive to assumptions about real pay growth over the next 15 years. For example, in
England, an additional 1% on the rate of growth in real-terms pay adds around 0.6
percentage points to total annual spending growth. This amounts to an additional

£18 billion in the status quo scenario by 2033-34.

At the end of 2017, the NHS in England employed 1.2 million people in Hospital and
Community Health Services (HCHS). While this headcount has increased by 3% - 35,000
people - over the last eight years, filling 4.7% more full-time-equivalent jobs, the growth in
the workforce has not kept pace with rising demand. As set out in Section 3.3, the
population has grown, aged and become more medically complex.

The number and mix of staff required to provide care in the future are highly uncertain.
The impact of having to provide significantly more care may be offset by productivity
improvements, including through changes in skill mix, new roles and changes in the way
care is delivered.

Using the changes in activity implied in the modernised NHS scenario, we estimate the
number of staff needed to keep up with these increases in activity based on the current
model of care and productivity. We increase the numbers of staff working in different

129 We are unable to obtain data on staff cost levels as a share of total cost for GPs. We therefore use the average
rate for the rest of the service.
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Table 3.9. Growth in selected NHS staff groups in England in the modernised scenario (FTE)

2018-19 2023-24 2028-29 2033-34 Annual Extra FTEs, % change
growth 2018-19 to
2033-34

Hospital and Community Health 1,069,400 1,248,500 1,459,600 1,708,600 3.2% 639,200 60%
Services total, including:
Professionally qualified clinical staff, 577,000 673,200 786,300 919,700 3.2% 342,700 59%
including:

HCHS doctors 112,000 130,100 151,200 175,900 3.1% 63,900 57%

Nurses and health visitors 283,500 331,200 387,500 454,200 3.2% 170,700 60%
Support to clinical staff 320,300 374,400 438,200 513,800 3.2% 193,500 60%
NHS infrastructure support 167,500 195,700 228,900 268,000 3.2% 100,400 60%
Primary care total, including: 127,700 133,700 140,100 146,700 0.9% 19,000 15%
GPs 35,600 37,300 39,000 40,900 0.9% 5,300 15%
Nurses in GP practices 16,000 16,800 17,600 18,400 0.9% 2,400 15%

Note: Columns do not sum to totals as only selected staff groups are shown.

Source: Health Foundation Analysis based on NHS Digital Electronic Staff Record data, and Healthcare Workforce Statistics, September 2017.
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areas - acute trusts, community providers and mental health trusts - separately (along
with other staff at ambulance trusts and CCGs) and then combine them to project overall
workforce growth.

If the NHS workforce grows in line with activity in the modernised scenario, it would
require an additional 179,000 FTE staff over the next five years, rising to an additional
639,000 FTE staff by 2033-34. This would include 171,000 extra nurses and health visitors
and a total 343,000 extra professionally qualified clinical staff.

This represents a significant increase on current staffing levels, equivalent to growing the
workforce by over half over a 15-year period. This is not unprecedented; the NHS
workforce grew by 78% between 1951 and 1971 and by 83% between 1961 and 1981.™°
More recently, the NHS workforce grew by 2.9% a year on average between 1998 and 2008
- similar to the 3.2% a year implied by our model for the period 2018-19 to 2033-34.

This does not include the independent sector workforce, which is small but accounts for
about 50,000 FTE staff.

These workforce numbers assume no productivity gain as we do not know how much of
the productivity gain in recent years has reduced the demand for labour. Opportunities
for labour-saving productivity gains will occur, for example, through IT or the substitution
of drug-based treatments for surgical interventions. If realised, they would allow the NHS
to provide the same amount of care with fewer staff. It may also be that the marginal
number of staff needed to provide care decreases with the number of staff there are;
there may be economies of scale in administrative functions or ways of absorbing some
increase in the number of patients or procedures. Our estimates are therefore likely to be
an overestimate of staffing numbers. However, offsetting that are countervailing
pressures to reduce bed occupancy rates, allow some staff such as GPs more time with
each patient and increase ward staffing ratios. These could increase the staff needed to
provide care for the same number of patients.

Modelling by Health Education England suggests a similar growth in the workforce is
required. In its model, the number of FTE staff grows to just over 1.3 million by 2026-27. It
also projects potential future supply, with the gap between demand and supply being
118,000 posts by 2026-27."

If we assume the number of staff in post grows at the average rate since 1995-96 and
compare that with the number of additional funded posts needed to keep pace with
activity growth in our model, we see a gap between supply and demand of 440,000 posts
by 2033-34, as shown in Figure 3.18.

Activity in primary care is projected to grow by 0.9% a year, and in social care by 2.2% (see
Table 3.14 later). For primary care, this would imply that a further 19,000 FTE staff,
including 5,300 GPs, may be required to keep pace with activity. As set out in Section 3.8,
for social care, which has a larger workforce than the NHS, an additional 458,000 FTE staff

3% E. Hawe, ‘Sixty years of the NHS: changes in demographics, expenditure, workforce and family services’,
Office of Health Economics, 2008, https://www.ohe.org/system/files/private/publications/312%20-
%20Sixty_Years_NHS_9-2008.pdf.

Health Education England, Facing the Facts, Shaping the Future: A Draft Health and Care Strategy for England to
2027, 2018, https://hee.nhs.uk/our-work/workforce-strategy.
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Figure 3.18. Potential gap between supply and demand of staff in the English NHS
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would be required. Many of these will be in the private sector, although around 37,000 will
be directly employed by local authorities.

Taken together, the number of HCHS NHS staff and the workforces in primary care and
social care in England may need to grow by over a million FTEs by 2033-34. This is growth
of 47% overall, or 2.6% a year.

3.6 UK health spending projections

Using our projections for the NHS in England, we gross up spending to UK levels. We hold
constant the current relative levels of spending per person across the four nations of the
UK, as set out in Chapter 1. But we assume the increase in spending per head projected
for England applies for the whole of the UK. Table 3.10 shows the spending projections in
England and these uplifted to UK levels under the status quo scenario.

In our status quo scenario, the combined impact of demographic and non-demographic
changes is projected to create pressures equivalent to an average annual increase in UK

Table 3.10. Total projected health spending in England and uplifted to the UK under
the status quo scenario

2018-19 2023-24 2028-29 2033-34
Total projected spending £128bn £156bn £181bn £210bn
pressures in England
Total projected spending £154bn £186bn £215bn £249bn
pressures in the UK

Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.
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Figure 3.19. Projected UK health expenditure under the status quo and modernising
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health spending of 3.3% between 2018-19 and 2033-34 to maintain quality and access at
2015-16 levels. This amounts to a real-terms increase in spending from £154 billion in
2018-19 to £249 billion in 2033-34.

If the NHS were to be improved in line with the modernised scenario, spending in the UK

would grow at 4.0% a year, from £154 billion to £278 billion in the same period. This would
help to create an improved service with a sustainable workforce that is able to better meet
constitutional standards and the goal of parity of esteem for mental health.

Table 3.11. NHS spending pressures in the UK: status quo and modernised NHS

scenarios
Status quo Modernised
2018-19 | 2018-19 | 2018-19 | 2018-19 | 2018-19 | 2018-19
to to to to to to
2023-24 | 2028-29 | 2033-34 | 2023-24 | 2028-29 | 2033-34
Total spending pressures £32bn £61bn £95bn £42bn £79bn | £124bn
Annual average growth 3.9% 3.4% 3.3% 4.9% 4.2% 4.0%
of which
Resource £31bn £59bn £91bn £37bn £72bn | £116bn
Annual average growth 4.0% 3.5% 3.3% 4.6% 4.1% 4.0%
Capital £1bn £2bn £4bn £5bn £6bn £8bn
Annual average growth 2.2% 2.6% 2.7% 10.9% 6.3% 4.9%

Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,

see Box 3.2.
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Figure 3.20. Estimated cost of implementing the modernised NHS in the UK, 2033-34
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Source: Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For more detail,
see Box 3.2.

Table 3.11 shows the spending projections for the UK in both the status quo and
modernised NHS scenarios.

We estimate the spending implications for each country of the UK if the NHS were
modernised along similar lines to England across the other devolved governments.
Combining the estimates, we find that projected demand pressures in the UK in 2033-34
increase from £249 billion under the status quo to £278 billion under the modernised
scenario.

Figure 3.20 presents the additional cost of rolling out the modernised NHS to the whole
UK. In order to estimate the increase to the UK, it is assumed that each country
experiences a proportional change in per-capita costs to that estimated for the
modernised NHS in England. For instance, the cost of increasing mental health treatment
prevalence in line with our assumptions is £12 billion in England and £14 billion for the
whole of the UK. Pay is still the biggest driver of additional spending, at £27 billion, but it is
almost completely recovered in productivity savings, provided the UK service is able to
maintain the recent 1.4% rate of productivity growth in England.

Table 3.12. NHS spend as a share of GDP

Healthcare share of GDP Healthcare share of GDP

under status quo under modernised NHS
2018-19 7.3% 7.3%
2023-24 8.2% 8.6%
2028-29 8.6% 9.3%
2033-34 8.9% 9.9%
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Source: Health Foundation analysis of Hospital Episode Statistics, NHS Reference Costs data and OBR nominal
GDP. For more detail, see Box 3.2.

In both the status quo and the modernised scenarios, demand and cost pressures are
such that the UK would need to spend a higher proportion of GDP on the health service.
The UK currently spends 7.3% of GDP on publicly funded healthcare. In the status quo
scenario, this is projected to grow to 8.9% by 2033-34, while in the modernised scenario it
takes a higher share, at 9.9%.

3.7 Comparison with other models

There have been a number of attempts to project spending pressures in the NHS. These
have mostly been models that take a ‘top-down’ approach based on changes in
demographics, national income and ‘other cost pressures’, including changes in
technology or productivity. Our model considers many of the same drivers of spending
pressures, but does so in a ‘bottom-up” way based on granular data about the healthcare
usage of different types of people.

Estimates of future health spending pressures range between 3% and 4% a year in real
terms. This is consistent with long-run spending on the NHS, which has grown by 3.7% a
year on average since 1948.

Using the assumptions about activity, pay and productivity changes from the status quo
scenario, we project an increase in spending pressures on the UK health service of 3.3%
per year from 2018-19 to 2033-34. This is below the average rate at which NHS spending
increased in its first 70 years. If the NHS increased productivity growth, pay, capital
investment and public health spending in line with the modernised scenario, we project
that spending would grow at a faster rate of 4.0%.

The OBR does not model healthcare spending pressures for the period during which there
are firm government spending plans - instead modelling planned spending during that
period.” The OBR'’s projections methodology is used to project spending pressures after
the current spending review period. For comparison purposes, we wish to assess how our
healthcare spending projections compare with those that would be derived using the
OBR’s methodology. To do this, we have taken the OBR’s growth rate from 2021-22 to
2033-34 and applied it to the whole period. This should allow us to more accurately
compare the average growth rate in spending pressures, rather than the impact of
current spending plans.

Under this method, if health spending grew in line with the OBR’s central projection, it
would, on average, grow at a similar rate to that in our modernised scenario, at 4.0% a
year.

However, spending in the modernised scenario would grow faster in earlier years to
reflect the front-loaded spending in certain areas. The modernised NHS scenario is also
consistent with the Institute for Public Policy Research (IPPR)’s projection model for the
English NHS, which has a growth rate in health demand pressures of around 3.8%

32 M. Licchetta and M. Stelmach, ‘Fiscal sustainability and public spending on health’, OBR Fiscal Sustainability

Analytical Paper, 2016, http://obr.uk/docs/dIm_uploads/Health-FSAP.pdf.
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Figure 3.21. Alternative projections of health spending in the UK
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Costs data. For more detail, see Box 3.2.

between 2016-17 and 2029-30. IPPR’s method is based on forecasting acute spending
growth and applying this rate to the remaining health spending.™

In our model, around half of these spending pressures arise from demographic pressures
from the growing and ageing population and the increased prevalence of chronic
conditions, particularly multi-morbidity. In the status quo scenario, these pressures
account for 55% of total spending pressures, before productivity improvements (see
Figure 3.8). This includes some catch-up spending in early years to reflect spending
pressures between 2015-16 and 2018-19, which were not funded and have accumulated
as underlying pressures.

The OBR in its analysis concluded that ‘There remains considerable uncertainty over the
contribution of demographic, income and other cost pressures among the drivers of
health spending’ but also that ‘the impact of ageing on health spending has been
relatively small historically’.”™ This is reflected in the variation between projections in the
split between these different drivers. For example, the OECD found that real public health
spending per capita in OECD countries between 1995 and 2009 was mainly driven by rises
in income and other non-demographic drivers, rather than demographic effects.” Of the
annual average growth rate in per-person spending over this previous period of 4.6%, just
0.2% was demographics while other cost pressures accounted for 2.8%.

'3 Institute for Public Policy Research, ‘The Lord Darzi review of health and care: interim report’, 2018,
https://www.ippr.org/research/publications/darzi-review-interim-report.

3% M. Licchetta and M. Stelmach, ‘Fiscal sustainability and public spending on health’, OBR Fiscal Sustainability
Analytical Paper, 2016, http://obr.uk/docs/dIm_uploads/Health-FSAP.pdf.

¥ C. de la Maisonneuve and J. Oliveira Martins, ‘A projection method for public health and long-term care
expenditures’, OECD Economics Department Working Paper 1048, 2013,
http://dx.doi.org/10.1787/5k44v53w5w47-en.
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The relative pressures are sensitive to the approach taken to projections. In the OECD
projection and in most models where the ‘other cost pressures’ category is included, this
accounts for the majority of pressures. What this category consists of varies, but
increasing relative healthcare costs and the effect of technological advances (e.g. medical
equipment and pharmaceuticals) are the main drivers.

In the OBR’s 2016 Fiscal Sustainability Analytical Paper, this ‘other’ category accounts for
between 69% and 81% of total cost pressures (between 2020 and 2060) in its different
scenarios.

One reason demographics are a bigger driver in our model than in others is that we
explicitly model the impact of chronic conditions, whereas for most other models this is
expected to be captured by ‘other cost pressures’ or not at all. We also include in the
demographics some catch-up spending in early years to reflect spending pressures
between 2015-16 and 2018-19. Because our method is bottom-up, we do not explicitly
model income elasticity (countries choosing to spend more as their income grows); this is
partly captured in our modernised scenario through increased spending reflecting
growing expectations.

The estimates from our model are consistent in magnitude with existing projections,
which suggests that spending pressures grow by around 3-4% a year over the medium
term. Our use of a bottom-up model using patient-level data and explicit modelling of the
impact of chronic conditions points to more of this growth being due to demographics
than indicated by previous models.

3.8 Pressures on social care

Social care is the personal care and support required by some people because of needs
arising from their age, illness, disability or other circumstances. Support is provided in
residential and nursing homes, people’s own homes and in other community settings. In
the UK in 2015-16, £21.7 billion was spent on net public provision of adult social care (after
accounting for private contributions). We estimate that the budget for adult social care
will be £23.5 billion in 2018-19.

It is projected that spending on adult social care in the UK will reach £41.5 billion in 2033-
34. This implies that an increase in spending of £18 billion is required to meet demand
pressures associated with the access and quality levels from 2015-16.

The support provided and the financial arrangements vary across the four countries of the
UK. For instance, in Scotland, there is a system of free personal care for everyone over the
age of 65 who needs it. In England, publicly funded social care is provided under a means-
tested system where only those with a low level of financial and housing assets are
eligible. Table 3.13 shows spending on adult social care per capita in the UK across the
four countries.™

3% 1n 2018-19 figures, from PESA.

© NHS Confederation 105



Securing the future: funding health and social care to the 2030s

England currently spends the least per capita, at around 25-30% less than the others, with
the majority of spending on working-age adults. Scotland, Wales and Northern Ireland
spend a higher proportion on social care for adults over the age of 65.

Table 3.13. UK adult social care spend per head across the four nations, 2015-16

England | Scotland Wales | Northern
Ireland
Adult social care spend per head £310 £452 £408 £447
Share of social care spent on older adults 48% 61% 51% 62%

Note: Figures are in 2018-19 prices.

Source: NHS Digital for England, PESA for Scotland, Wales and Northern Ireland.

Box 3.4. PSSRU social care model

Researchers at PSSRU (which is based at LSE) have created a model of adult social care
activity and funding based on the current system in England. It can be used to project
total spending on both young adults and older people in need of publicly funded social
care and has been used by the Department of Health® and the Office for Budget
Responsibility to inform social care policy.

Importantly, the PSSRU’s model produces a projection of the current system under the
latest available data and does not make specific forecasts about the future. The
projections indicate the costs of the system based on the following specific assumptions
and trends in population and activity:

The growth in population by age and gender changes in line with ONS 2016-based
principal population projections.

e Real GDP rises in line with OBR projections.

e Unit costs of care increase as per OBR assumptions about productivity.

e Marital status rates change in line with the Government Actuary’s Department (GAD)
2008-based marital status and cohabitation projections, except that they remain
constant for people with learning difficulties.

e There is a constant ratio of single people living alone to single people living with their
children or with others, and of married people living with only a partner to married

people living with a partner and others.

e PSSRU does not assume any productivity gains in its projection modelling.

Pay is assumed to rise in line with OBR projections for rises in average earnings.

® Now known as the Department of Health and Social Care.
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Services are provided by an estimated 20,300 organisations, delivering care from around
40,400 establishments.™ The majority are in the private or not-for-profit sectors. Some
care is paid for through private arrangements and some commissioned and arranged by
local authorities. As a result, comprehensive national data on all social care activity and
funding are limited.

Researchers at the Personal Social Services Research Unit (PSSRU)™ have developed a
cohort-based microsimulation model to project future social care activity and costs based
on available data. This model is considered state-of-the-art in the analysis of social care in
England, and is widely used in this area of research.’® Box 3.4 contains more details about
the model.

The PSSRU model estimates that cost and demand pressures for publicly funded adult
social care will rise by an average of 3.7% a year in real terms between 2015 and 2030.™
This is slightly lower for younger adults, at 3.6% a year, compared with 3.7% a year for
people aged 65 and over.

Demand and cost pressures in England

Figure 3.22 shows projected net spending on adult social care in England based on the
PSSRU model. Spending is projected to grow from £17.1 billion in 2015-16 to £33.2 billion
in 2033-34. This is an increase of £16 billion, almost doubling the entire adult social care
budget in England, with growth at an annual rate of 3.7%. The increase is due to a
combination of the growing and ageing population, rising numbers of people living longer
with long-term conditions, and rising costs of providing care services.

A recent clarification of the law means staff must be paid at least the minimum wage
during sleep-in shifts, but this is not included in the PSSRU modelling. We account for it by
including an additional cost in backpay of £400 million in 2017-18 and an additional

£100 million cost pressure in future years.

The PSSRU model can also project demand and cost pressures for publicly funded social
care for both older and younger adults. In 2015-16, publicly funded social care for the
elderly in England cost around £8 billion. Pressures on care for the elderly are projected to
catch up with spending on younger adults, growing at 3.9% per year compared with 3.6%.

In the period from 2015-16, we estimate the budget for adult social care will not keep pace
with demand pressures. Using NHS Digital data and local government core spending, we

37 https://www.nao.org.uk/report/the-adult-social-care-workforce-in-england/.

'3 https://www.skillsforcare.org.uk/NMDS-SC-intelligence/Workforce-intelligence/publications/The-size-and-
structure-of-the-adult-social-care-sector-and-workforce-in-England.aspx.

139 Based at the London School of Economics and Political Science (LSE).

"0 Data on social care use in 2015-16, as well as the projections used, are from an update to PSSRU, ‘Projections
of demand for and costs of social care for older people and younger adults in England, 2015 to 2035, 2015,
www.pssru.ac.uk/pub/DP2900.pdf. These data were provided by the PSSRU.

"1 This includes the increase in the national living wage - as a large number of social care workers are paid at or
close to minimum wage, they benefit from the increases announced in the 2015 Comprehensive Spending
Review.
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Figure 3.22. Demand and cost pressures for publicly funded social care in England
(PSSRU)
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Source: Health Foundation analysis using PSSRU projections (https://www.health.org.uk/sites/health/files/Social-
care-funding-options-May-2018.pdf ), including local authority social care spending
(https://www.gov.uk/government/statistics/local-authority-revenue-expenditure-and-financing-england-2017-
to-2018-budget) and ONS population projection.

Figure 3.23. Social care demand and cost pressures in England for working-age adults
and older people (PSSRU projections)

18
16
14
12

10

f£bn, 2018-19 terms

B A P R P %&”,b@”’,b%\%“

’19’\9’\9’19%%%%%%%%%%’19%%%

= Qlder people Young adults

Source: Health Foundation analysis using PSSRU projections (https://www.health.org.uk/sites/health/files/Social-
care-funding-options-May-2018.pdf), including local authority social care spending
(https://www.gov.uk/government/statistics/local-authority-revenue-expenditure-and-financing-england-2017-
to-2018-budget) and ONS population projection.
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estimate the social care budget in 2017-18 and 2018-19." This includes increases in the
Improved Better Care Fund and use of the local authority precept for social care. These
figures, placed in 2018-19 real terms for England, are £17.9 billion and £18.6 billion
respectively, which gross up to UK-wide amounts of £22.6 billion in 2017-18 and

£23.5 billion in 2018-19.

Given the budget growth from 2015-16 to 2018-19, we estimate that, in order to keep
pace with demand pressures, from 2018-19 to 2033-34 the budget in England would need
to rise by £14.6 billion. This figure is based on 2015-16 levels of access and quality in the
publicly funded social care system - i.e. without reform to a system that has been strongly
criticised, with the government planning a Green Paper on social care reform this
summer.

Reform to the system, however, is likely to come at a cost: recent savings have been made
in England by holding the means-test limits constant in nominal terms, therefore reducing
the number of people who are eligible for state-funded care. Per-capita funding for adult
social care in England has fallen from highs in 2009-10; even to return to levels of access
and care quality then, it is estimated that an additional £9.9 billion would be required in
2033-34 on top of the current pressures of £14.6 billion. In a recent report, the Health
Foundation also estimate that to introduce Free Personal Care, as in Scotland, would cost
an extra £4.3 billion in 2015-16, while the ‘Cap and Floor” which limits lifetime social care
costs and adjusts the means test (similar to the model proposed by the Conservative party
in the 2017 general election) could cost £3.2 billion more." Introducing these models
would mean that the £14.6 billion increase in 2033-34 would grow by £6.7 billion to

£21.3 billion for the Cap and Floor model and by £9.1 billion to £23.7 billion for Free
Personal Care.

Demand and cost pressures in the UK

The 3.7% projected current pressures from PSSRU in England amount to a 3.1% increase in
spend per capita per annum. To estimate UK-wide cost pressures, we apply the 3.1% per-
capita growth to the different levels of spend per head across the four countries.

Figure 3.24 presents the projected increase in UK spending on adult social care, based on
the growth in spending projected in England. We compare the UK projections with the
estimated budget for 2018-19. In order to keep pace with demand pressures based on
adult social care activity from 2015-16, the budget for social care in the UK will need to
grow by an estimated £18 billion from 2018-19 to 2033-34, at an annual average growth
rate of 3.9%.

2 Full details of this estimation can be found in https://www.health.org.uk/publication/social-care-funding-

options.
'3 https://www.health.org.uk/sites/health/files/Social-care-funding-options-May-2018.pdf.
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Figure 3.24. Projections of adult social care spending in the UK

46
—— UK adult social care
" spending projections
A
- = = Estimated UK Budget
=) 2018-1
< 3% up to 2018-19
o
=]
c £18bn; 3.9%
g 31
n annual growth
26
21 =
NN N A DI L0 A i I S AR A L SN AN A I
SIS IR A S S O R R S SR AR v SR SRR S
I A S S A S S S S S e S S NI S N

Financial year

Source: Health Foundation analysis using PSSRU projections (https://www.health.org.uk/sites/health/files/Social-
care-funding-options-May-2018.pdf ), including local authority social care spending
(https://www.gov.uk/government/statistics/local-authority-revenue-expenditure-and-financing-england-2017-
to-2018-budget), ONS population projection and PESA.

Implications for the social care workforce

The social care workforce is a larger workforce than the NHS's, with around 1.1 million FTE
workers in 2016. As the demand for social care grows, with a growing, ageing and
increasingly co-morbid population, more staff will be required to provide care. If staff
numbers grow in line with the activity growth implied by PSSRU’s model, then an
additional 458,000 staff would be required by 2033-34. Many of these will be in the private
sector, although around 37,000 will be directly employed by local authorities. This would
mean growing the social care workforce by around 2.2% a year.

Table 3.14. Possible growth in the social care workforce (FTE)

2018-19 | 2023-24 | 2028-29 | 2033-34 | Annual |Extra FTEs, %
growth |2018-19 to | change
2033-34

All job 1,160,326 | 1,296,350 | 1,448,320 | 1,618,106 2.2% 457,800 39%

roles

Local 94,080 105,109 | 117,431 131,198 2.2% 37,117 39%

authority

- all jobs

Source: Health Foundation Analysis using PSSRU projections, and Skills for Care ‘The size and structure of the
adult social care sector and workforce in England, 2017’
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3.9 Conclusion

The economic modelling work undertaken for this study sets out projections of future
healthcare spending pressures. These show that NHS funding will need to increase by
3.3% a year at the very least, if quality and access to care are to be maintained at 2015-16
levels due to a growing and ageing population and a rising burden of chronic disease,
against a backdrop of pay and drug costs pressures which improvements in productivity
cannot fully offset. This is above expected GDP growth but below the historic increases in
funding. Without any major improvements in quality or access to care, to keep pace with
population change and input cost pressures, the NHS will need to take a larger share of
national income. The alternative is that standards of care will decline.

Aiming just to maintain quality and access standards at the current level for the next 15
years would be a low bar, and a marked change from the first 70 years of the NHS's
history, which have seen continuous progress and improvement. This would leave
healthcare in the UK in a very different place from other EU15 and G7 nations.

If the NHS is to continue to improve care, health spending will need to increase by around
4.0% a year in real terms over the next 15 years, as set out in our modernised scenario.
This would allow the NHS to meet a wider range of needs, improve outcomes in key areas
such as cancer, focus more on upstream prevention and improve productivity. This extra
spending would modernise the NHS and, although it would increase spending, it could
deliver greater value than the status quo scenario, with higher productivity and
improvements in mental health treatment, which may have benefits beyond the NHS.

This modernised NHS scenario would see healthcare spending rise at a similar rate to the
growth implied by the OBR’s top-down projection modelling approach of 4.0% a year, and
a slightly higher rate than the long-term trend of 3.7% a year since the NHS's inception.

From the NHS's inception to 2009-10, healthcare spending grew at just under 4% a year
compared to GDP growth of 2.8% a year. Since then, both GDP and health spending have
increased, but at a much lower rate than in the past. Our analysis suggests quality and
access to care cannot be sustained if this low rate (1.5% a year) of health funding growth
is continued beyond 2018-19.

The challenge is that these years of low healthcare funding growth have left the NHS with
a backlog of cost pressures. More than three-quarters of NHS acute trusts are in deficit,
waiting times standards are not being met, capital investment has been cut and, as a
result, hospitals are building up large backlog maintenance programmes and working
with out-of-date equipment. Investment in public health and prevention has fallen.
Putting the NHS on a sustainable footing therefore requires a period of ‘catch-up’ funding
growth. As Figure 3.25 shows, this would mean increasing health spending by around 5%
a year for the next five years, after which funding growth would return to levels slightly
below the pre-recession average.

Providing ‘catch-up’ funding over this period is likely to be challenging as GDP growth is
forecast to be comparatively low over the next five years. The level of GDP growth is a key
driver of healthcare spending - it influences pay and expectations. Before the 2007-08
recession, health spending grew by an average of 1.2 percentage points above GDP
growth. Our analysis suggests the gap between GDP growth and health spending growth
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Figure 3.25. Historical and projected healthcare growth
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B UK healthcare spend growth Status quo growth B Modernised NHS growth

Source: OHE, OBR, Health Foundation analysis of Hospital Episode Statistics and NHS Reference Costs data. For
more detail, see Box 3.2.

under the modernised scenario will be greater over the next 15 years, at around 2.1
percentage points. Part of the reason for this is that the next 15 years are a period of
significant ageing in the population. Chronic disease is also expected to rise, drug costs
are increasing with medical advance, and the scope to continue holding down nurses’,
doctors’ and other NHS staff pay is limited.

One of the key issues for policymakers will be the pace of change and scale of ambition for
improvement. Addressing the backlog of capital spending needs, waiting times problems
and underlying financial problems is essential, but will consume considerable resource. If
the government wants to address those problems and deliver marked improvements in
quality of care over the next five years, it will have to resource a period of ‘catch-up’
funding which is higher than the growth rates across the remaining years.

The projections show what might be needed to deliver care in the next 15 years in the way
we deliver care today, in terms of the balance of hospitals, primary care and community
services. They imply a substantial expansion in hospital activity and therefore more staff.

They are also predicated on maintaining current roles and responsibilities of doctors,
nurses and allied health professionals. There is evidence, however, that this would not be
the best model of care to meet patient needs or use resources. Technology will facilitate
new ways of working, new models of care and new roles for staff. These should be
embraced.

Alongside any increased funding, significant changes would need to be made to use
resources well. If the NHS is not to build a substantial number of new hospitals to meet
rising demand, care models will need to be transformed so that care is based closer to
people’s homes. Expectations of the impact of changing models on the need for
emergency hospital care will need to be realistic.
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There will need to be a clear plan for how to spend additional funding, aligned with more
effective workforce plans and prioritisation of extra resources. Practical support for staff
and organisations tasked with implementing new models of care, policy and regulatory
changes will also be needed to deliver transformative change. This approach would
ensure that when the NHS reaches its 85" anniversary, additional spending has been

translated into improved health and value for money. The scale of this task should not be
underestimated.
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4. Options for funding health and

social care

Elaine Kelly and Ben Zaranko (IFS)

Key findings

The pressures - from a growing and
ageing population, from rising
expectations and from increasing cost
pressures - facing the NHS over the next
15 years are substantial.

Just maintaining services at their
current level is deemed to require a
substantial increase in funding, much of
which would need to be found in the
next five years.

On top of this, meeting the needs of an
ageing population and a growing
number of younger adults living with
disabilities would require a considerable
increase in social care funding.
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Meeting the pressures under the Health
Foundation’s ‘modernised NHS’ scenario,
which allows for modest improvements in
NHS services, would increase expenditure
on health by an estimated 2.6% of GDP by
2033-34. This is equivalent to £56 billion in
today’'s terms, or £2,000 per year for each
household in the UK. These figures are
substantially larger than recent political
pledges to the NHS.

Meeting the Health Foundation’'s less
generous ‘status quo’ scenario, which is
deemed sufficient to maintain services at
current levels, would require an estimated
additional 1.6% of GDP by 2033-34, with
0.9% of GDP of this required by 2023-24.
This increase is equivalent to £20 billion, or
£700 per year per household in the UK, in
2018-19 terms.

If the current funding system is
maintained, meeting the pressures on
social care would require an estimated
increase in funding of 0.4% of GDP by
2033-34, equivalent to around £8 billion in
today’s terms, or £280 per year for each
household in the UK. If the system is
reformed to increase the generosity of the
public offer, spending on social care would
need to increase by even more.
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In the past, rising health spending has
effectively been paid for through
reductions in spending on other
services, particularly defence. It is
difficult to see how this could be
continued going forward.

Meeting the scale of the expected
pressures while keeping public spending
as a share of GDP constant would be
difficult to achieve, not least because
many other areas of government have
been cut substantially since 2009-10.

There are signs that there is now an
increased willingness from the public to
pay more in tax.

The revenue needed to fund the ‘status
quo’ scenario over the next five years is
equivalent to the amount that would be
raised by increasing all rates of income
tax by around 5 pence, or increasing the
main rate of VAT from 20% to 24%, or
increasing all main rates of NICs,
including employer NICs, by 2-3 pence.
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Even eliminating the defence budget
entirely would still not free up sufficient
resources to fund the ‘modernised NHS’
scenario. Reducing defence spending at all
as a share of national income may not be
an option if the government is to continue
to meet its international commitments.

Meeting the pressures under the
‘modernised NHS' scenario while keeping
overall public spending unchanged as a
share of GDP would require cuts to non-
NHS spending of 10%. Even meeting just
the ‘status quo’ scenario would require
average cuts of 6.7%. Achieving these
would be made harder by the fact that
other spending on pensioners is subject to
similar demographic pressures to health
and social care.

Nearly two-thirds of tax revenue is raised
by the three largest taxes: income tax,
National Insurance contributions (NICs)
and VAT. Given the scale of the funding
challenge facing health and social care,
meeting the pressures through increased
tax revenue would likely involve an
increase in at least one of these taxes.

These changes are merely illustrative and,
in practice, some combination of tax
increases would most likely occur. Other
options include the reversal of tax cuts
made since 2010 or changes to taxes that
could raise revenue from particular groups
- such as richer or older individuals - or
ones that make the overall tax system
more efficient.
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Relying solely on increased taxation to
pay for a ‘modernised NHS’ would
increase the UK tax burden as a share of
GDP to historically high levels.

The public may prefer that any tax
increase should be hypothecated for the
NHS. However politically attractive,
there remain strong economic
arguments against such an approach.

The NHS makes limited use of user
charges compared with health systems
elsewhere. There is little public appetite
for increased charges, though the
exemption criteria are in need of review.

There are unique challenges around
social care. Unlike the NHS, publicly
funded social care is heavily means-
tested and many people face substantial
costs for their care. And, unlike the NHS,
social care is a local responsibility with
no national budget.

The UK tax burden is already at a high level
by historical standards. But further tax
increases of this scale are economically
feasible. Even if the UK raised an additional
3.0% of GDP in tax, the tax burden would
remain well below that in other European
countries. It is notable that the UK already
spends a high fraction of tax revenues on
health relative to comparable European
countries. Tax-funded increases in health
spending, while maintaining spending in
other areas, would increase this fraction
further.

There is no reason why we would want any
particular tax to rise over time in line with
health spending, nor any reason why we
would want to tie health spending to the
revenues from any one tax, which are likely
to rise and fall over time. There are
possible ways around this, but they risk
introducing additional complexity,
inefficiency and inequity into the tax
system.

In particular, the exemption of those aged
between 60 and the state pension age
from NHS charges seems difficult to justify
when the state pension age - and
retirement ages - are rising alongside
increasing longevity at older ages.
However, refining current eligibility criteria
is unlikely to raise a substantial amount of
money.

The government needs to think not just
about the overall level of public spending
on social care, but also how that funding is
structured, who qualifies for public
support, and how much those who do not
qualify should be expected to pay. This is
an area where setting out a clear direction
of reform would help individuals to plan.
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4.1 Introduction

The difficulties faced by the NHS and social care this winter have been a focus of much
public and political discourse. Surveys of public opinion suggest that the public perceive
that the NHS has a funding crisis, and the majority are prepared to pay more tax to fund
increased NHS spending.

Since the beginning of austerity in 2010, NHS spending has grown at the slowest rate in its
history, while social care spending in England has fallen in real terms and failed to keep
pace with demand. Over the same period, NHS performance against its own targets has
deteriorated, and over 400,000 fewer older people accessed publicly funded social care in
2016-17 than in 2009-10.

Chapter 3 of this report quantifies the additional funding that would be required to meet
the expected pressures on health and social care. In order to deliver the Health
Foundation’s ‘modernised’ scenario, with modest improvements to NHS services and
higher pay for staff, spending on health would need to rise from its current level of 7.3% of
GDP to 9.9% of GDP in 2033-34. This increase is equivalent to an estimated £56 billion in
2018-19 prices, or an additional £2,000 extra per household per year. Of this, an estimated
£34 billion or an additional £1,200 per household per year would be required just to
maintain the ‘status quo’, including missed performance targets and slower pay growth
for staff. On top of any additional funding for the NHS, meeting the needs of an ageing
population and an increasing number of younger adults living with disabilities would
require spending on social care to increase by an estimated 0.4% of GDP by 2033-34. This
is equivalent to an additional £8 billion in today’s terms, or an extra £280 per year for each
household in the UK.

These figures are substantially larger than previous political pledges to the NHS, in terms
of either claims about the potential ‘Brexit dividend’ or small increases in income tax to
fund more NHS spending. The Health Foundation projections outlined in Chapter 3 are,
however, relatively similar to other forecasts of funding pressures. In particular, OBR
forecasts of spending in 2033-34 are broadly in line with the ‘status quo’ scenario," while
the ‘modernised NHS’ looks similar to the figures from the interim report of the Lord
Darzi Review of Health and Care, convened by the IPPR.™

This chapter lays out how these sums of money could be raised if the public and
politicians decide that the pressures should be met. Section 4.2 takes the cost pressure
projections in Chapter 3 and quantifies the estimated deficit in funding in today’s terms.
Section 4.3 provides some evidence on public attitudes to NHS funding and taxation to
gauge the public’s appetite to pay for increased funding. Section 4.4 considers the
potential for raising funds by cutting spending in other areas, by comparing levels and
trends in areas of public spending since 2007-08 and over the longer term. Section 4.5
describes options for raising money through the existing tax system, including a
discussion of hypothecation. Section 4.6 considers additional ways of raising money,
including user charges, charging migrants and raising money from NHS estates. Section

4 Office for Budget Responsibility, Fiscal Sustainability Report: January 2017, http://obr.uk/fsr/fiscal-sustainability-

report-january-2017/.

"5 The Lord Darzi Review of Health and Care: Interim Report, Institute for Public Policy Research, April 2018,
https://www.ippr.org/publications/darzi-review-interim-report.
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4.7 focuses on the particular challenge of social care, where the debate is not just about
how much additional funding is needed, but also about the organisation and scope of the
service. Section 4.8 concludes.

4.2 What do these pressures mean for funding?

The Health Foundation analysis in Chapter 3 estimates that in order to meet the pressures
on health and continue to modernise the range and quality of services provided, spending
would need to increase over the next 15 years by £124 billion in today’s prices. Of this
total, more than three-quarters (£95 billion) is estimated to be required to maintain
current service levels. On top of that, spending on social care would need to increase by
around £18 billion to meet growing pressures.

These figures sound large, and they are. However, it is important to remember that we
also expect the economy and therefore tax revenues to grow over that period, even if the
current tax system is left unchanged. What really matters is how much of our national
income (measured by gross domestic product, or GDP) we would have to spend on health
in order to meet projected pressures. This will determine how much more the government
would need to find by adjusting taxes, borrowing more or cutting other areas of spending.

We use the term ‘GDP funding gap’ to refer to the difference between the share of GDP
we spend on health now and the share we would spend if we met the pressures outlined
in Chapter 3. We then express this gap in 2018-19 terms to give an indication of the scale
of the tax or spending changes that would be required if they were implemented today -
in other words, how much it would cost today to meet the estimated GDP funding gap.

Table 4.1 shows projected spending levels under each of the scenarios laid out in Chapter
3. These projected levels are also expressed as a share of estimated GDP based on OBR
growth forecasts.' The estimated GDP funding gap is then calculated by comparing the
predicted health and social care shares with their shares in 2018-19 (7.3% for the NHS and
1.1% for social care). The difference is then quantified in terms of 2018-19 GDP. These
figures for the GDP funding gap, given in bold, will be used as a reference for Sections 4.4
and 4.5, which consider how much money could be raised by cutting spending elsewhere
and by raising taxes.

Under the ‘modernised’ scenario, forecast NHS spending would grow from £154 billion in
2018-19 to an estimated £195 billion by 2023-24, and to £278 billion in 2033-34. Given
projected growth, this implies that spending on the NHS would rise as a share of GDP
throughout the period, reaching an estimated 9.9% in 2033-34. Given the current level of
NHS spending of 7.3% of GDP, this would imply an estimated health funding gap of

£56 billion by the end of the period.

More than three-quarters of the projected increase in NHS spending under the
modernised scenario is accounted for by funding that is estimated to be needed to
maintain the ‘status quo’. Under the status quo scenario, projected spending would reach

%6 See Office for Budget Responsibility, ‘Long-term economic determinants’, Economic and Fiscal Outlook: March
2018, http://obr.uk/efo/economic-fiscal-outlook-march-2018/. Real GDP is projected to grow at an average
real rate of 1.8% per year up to 2033-34. This means that the economy is expected to be more than a third
larger in 2033-34 than in 2017-18.
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Table 4.1. Projected spending and funding gap for health and social care

NHS status quo | Modernised NHS Social care

Spending in £ billion 186.0 195.4 28.8

% (2018-19 prices)

mM

§ Spending as % of GDP 8.2 8.6 1.3
Funding gap £20 billion £29 billion £3 billion
Spending in £ billion 215.1 2324 34.2

$ (2018-19 prices)

o0

§ Spending as % of GDP 8.6 9.3 1.4
Funding gap £28 billion £43 billion £5 billion
Spending in £ billion 248.7 277.6 41.5

$ (2018-19 prices)

m

g Spending as % of GDP 8.9 9.9 1.5
Funding gap £34 billion £56 billion £8 billion

Source: Authors’ calculations based on spending projections in Chapter 3, OBR Economic and Fiscal Outlook
March 2018 and HM Treasury Public Expenditure Statistical Analyses 2017. Funding gap is calculated as the
increase in spending (relative to 2018-19) as a share of GDP, expressed in 2018-19 terms.

an estimated £249 billion by 2033-34. However, when expressed as a share of GDP, most
of the increases in funding pressures under this scenario are expected over the next five
years, partly because the OBR expects GDP to grow at an average rate of 1.4% per year up
to 2023-24 and 2.1% per year thereafter. This implies an estimated funding gap of

£20 billion in 2023-24, rising to £34 billion by 2033-34."¥

Projected spending on social care assumes that current levels of service and eligibility are
maintained. Under these assumptions, projected spending is estimated to reach

£41 billion by 2033-34, with social care as a share of GDP rising from 1.1% to 1.5%. This
implies an estimated social care funding gap of £8 billion.

Taking the NHS and social care together, meeting the pressures under the modernised
NHS scenario would require the government to raise an estimated additional £32 billion
by 2023-24, rising to an estimated £64 billion in 2033-34. The status quo scenario would
require an estimated additional £23 billion by 2023-24, rising to an estimated £42 billion in
2033-34.

It is crucial to note the sensitivity of these estimates to the future path of GDP growth, and
therefore their uncertainty. But whatever the exact outcome in terms of economic growth
and demand for health and social care spending, there can be little doubt that, unless
there is a dramatic change in either political preferences or health costs and technology,
we will end up spending significantly more on health and social care in the future than we
do now. It will be up to politicians to decide whether the expected pressures should be
met from public spending and, if so, where the additional resources that would be needed
should come from.

"7 Note that these figures refer to the funding gap for health only, and do not include social care.
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4.3 What are the public’s views on NHS funding?

The public report high levels of satisfaction with the NHS, but are almost unanimous in
believing that the NHS is in the midst of a funding crisis. Figure 4.1 shows levels of
satisfaction with the NHS as recorded in the British Social Attitudes Survey. There was a
large increase in levels of satisfaction between 2001 and 2010, from 39% to 70%, with a
corresponding fall in the share reporting to be dissatisfied. This aligns with the period
when NHS funding was increasing rapidly and waiting-time targets were introduced and
then shortened. Satisfaction dropped to around 60% in 2011 and has remained stable
since.

Using the most recent (2017) data, the King's Fund finds that those aged 65 and over were
almost 10 percentage points more likely to report being ‘quite’ satisfied or ‘very’ satisfied
with the NHS. It is unclear whether this reflects differences in contact with the NHS,
differences in expectation or differences in quality of the services received." There are no
statistically significant differences by household income or gender.™

While satisfaction has not fallen, Figure 4.2 shows that there has been an increase in the
belief that the NHS is facing a funding problem. In 2014, 2015 and 2016, respondents to

the British Social Attitudes Survey were asked whether they thought that the NHS had a
funding problem. In all three years, over 90% responded that there was at least a minor
funding problem. However, the share that claimed that the NHS had a severe funding

Figure 4.1. How satisfied or dissatisfied are you with the way the National Health
Service runs nowadays?
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Source: British Social Attitudes Survey, http://www.bsa.natcen.ac.uk/latest-report/british-social-attitudes-34/key-
findings/context.aspx.

'8 A third of the sample are asked about their contact with inpatient services. However, the smaller sample
means that differences are not statistically significant.

"9 R. Robertson, J. Appleby and H. Evans, ‘Public satisfaction with the NHS and social care in 2017’, King's Fund,
2018, https://www.kingsfund.org.uk/publications/public-satisfaction-nhs-2017.
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Figure 4.2. Is the NHS facing a funding problem?
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Source: British Social Attitudes Survey, http://www.bsa.natcen.ac.uk/latest-report/british-social-attitudes-34/key-
findings/context.aspx. 2017 analysis from the King's Fund, https://www.kingsfund.org.uk/publications/does-
public-see-tax-rises-answer-nhs-funding-pressures.

problem increased from 22% to 35% between 2014 and 2015. Recent analysis from the
King's Fund suggests the share who thought the NHS had a severe funding problem had
increased further in 2017,

All public services have seen either spending cuts or a slower rate of growth in recent
years. However, it does appear that concerns about NHS funding extend beyond a general
concern about public services. The British Social Attitudes Survey has asked those polled
their highest priority for extra public spending since the mid 1980s. Figure 4.3 shows the
share choosing health and education as their highest priority, from 2006 to 2016.
Together, these categories of spending accounted for three-quarters of responses in 2016.
All other areas of public spending - including housing, defence, police and prisons, and
public transport - are reported as being the highest priority by fewer than 10% of
respondents.”™ In all years, health is the most favoured option. However, between 2006
and 2011, the share reporting health as the first priority fell from 49% to 40%, while the
share reporting education as the first priority increased from 26% to 29%. However, since
2011, the trends have reversed. In 2016, 55% reported health as the top priority, while the
share opting for education fell back to 22%.?

130 H. Evans, ‘Does the public see tax rises as the answer to NHS funding pressures?’, King's Fund, 2018,
https://www.kingsfund.org.uk/publications/does-public-see-tax-rises-answer-nhs-funding-pressures.

51 In 2016, the third-highest-rated area of public spending was housing, which was reported as the priority of

7.2% of those polled.

32 Further analysis of recent trends in public attitudes was published by the King’s Fund in February 2018 (.
Cream, D. Maguire and R. Robertson, ‘How have public attitudes to the NHS changed over the past three
decades?’, King's Fund, 2018, https://www.kingsfund.org.uk/publications/how-have-public-attitudes-to-nhs-
changed).
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Securing the future: funding health and social care to the 2030s

Figure 4.3. Which, if any, area of public spending would be your highest priority for
extra spending? Shares reporting health and education
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Source: British Social Attitudes Survey, http://www.bsa.natcen.ac.uk/latest-report/british-social-attitudes-34/key-
findings/context.aspx.

There is much less information available about public opinion on social care, in terms of
current quality, funding requirements or proposed reforms. This is partly because the
issue is less salient for most people at any given point in time; it may also be that it is
harder to explain what social care constitutes.

4.4 Paying for increased spending using the existing funding system

Taken at face value, most people seem to think that additional funding for the NHS is a
priority. To accommodate additional funding would require reductions in other areas of
public spending, increases in general taxation or increases in borrowing. Here we look at
options for securing additional funding via spending cuts elsewhere. We examine the
options via tax increases and via increases in borrowing in Sections 4.5 and 4.6
respectively.

Meeting projected pressures within current levels of public spending

This section analyses what the implications would be if the government decides to meet
the projected pressures on health and social care spending by reducing spending on
other areas (i.e. without spending more overall and holding the size of the state
constant'™).

Chapter 3 sets out projections for public spending on health and social care over the next
15 years. Figure 4.4 shows spending on health and social care as a share of GDP from
1996-97 to 2018-19, and spending projections to 2033-34 under the ‘modernised’

153 Total managed expenditure was equivalent to 38.8% of GDP in 2017-18. Source: OBR Public Finances
Databank.
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Options for funding health and social care

Figure 4.4. Projected spending on health and social care as a percentage of GDP
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