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Funding the NHS: past, present and future 

 

Since the NHS’s foundation in 1948, public spending on health has outstripped the growth of the 

wider economy, at 3.7% per year. It now accounts for 7.3% of national income, up from around 3.5% 

when the NHS was founded.
1 
However, over the last eight years spending growth has averaged 1.4%, 

and just 0.1% per year in real terms when adjusting for the age and growth of the population; lower 

than during any equivalent period in the NHS’s history.
2 
Over the same period, social care spending 

has fallen by 10%.
3
 Now, the government has announced that funding for the NHS will be increased 

by £20.5 billion, or around 3.4% per year for the next five years.
4
 The move has been greeted with 

scepticism. A recent analysis suggests that annual increases of 4% will be needed over the next five 

years to address areas of underprovision such as mental health and deliver vital modernisations to 

services and infrastructure, following almost a decade of underfunding.
5
 In absence of clearly defined 

spending requirements, any such analysis offering a benchmark for future funding needs must be 

treated with caution. However, it is clear that the government’s 70
th
 anniversary ‘birthday present’ to 

the NHS leaves some important questions unanswered. The NHS faces complex and wide-ranging 

challenges aside from paying for front-line clinical services. Tellingly, any mention of additional 

funding for social care or public health, both subject to major cuts in recent years, was conspicuous by 

its absence. While the boost in funding will help to secure the immediate future of the NHS, the 

ultimate goal of better population health requires a more radical shift in thinking. 

 

The government’s initial claim that the increases would be paid for by a ‘Brexit dividend’ has been 

swiftly disputed. After almost a decade of austerity, there is little scope for reallocating resources 

from other priorities, and additional funds must be raised either by borrowing or, as the Prime 

Minister has acknowledged, raising taxes. In order to retain its redistributive character, the most 

equitable means of raising additional money for the NHS would be to increase income taxes, which 

are progressive compared to VAT and national insurance.
67

 This may seem unpalatable, given the 

Conservatives’ manifesto commitment not to raise income taxes. However, there is evidence that the 

public would support such a move. Despite its challenges, the NHS remains a source of considerable 

national pride, if not a pillar of national identity. The 2016 British Social Attitudes survey found that 
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61% of respondents would support tax rises to bolster the service, albeit only 26% would themselves 

be willing to pay more.
8
 A third of respondents would support the introduction of a hypothecated tax 

for the NHS, which could help to bring long-term certainty over resources. There is also evidence of 

strong public support for increased investment in our inequitable and under-resourced system of 

social care. The government has deferred its long-awaited Green Paper on this question until the 

autumn.
9
 

 

For some, the government’s parsimony is the correct response to the NHS’s fundamental problem: 

that it is bureaucratic and inefficient; a ‘bottomless pit’ which will absorb any additional funding, and 

then declare it insufficient.
10

 However, the evidence suggests that the NHS is no more expensive than 

the health systems of comparable economies and in recent years has been more productive than the 

rest of the economy.
11

 The rise in health spending as a proportion of national income in the UK over 

the past 40 years is in line with trends in most high-income OECD countries. At 7.3%, public 

spending on health as a share of GDP is actually lower than that in Austria, Denmark, Belgium, 

Norway, the Netherlands, Canada, Japan, France, Sweden, Germany, Switzerland and the United 

States, which employ a variety of funding mechanisms.
12

 Such comparisons say little of health system 

performance, but do cast doubt on the notion that alternatives to taxation funding hold the key to 

containing costs. 

 

The NHS has largely succeeded in meeting the demands placed on it, despite budgetary constraints. 

However, the opportunity to find further savings within its existing organisation without 

compromising quality or access to care is limited.
13

 Both wages and the national tariff for health 

services have been supressed, while capital investment has fallen drastically. Providers have been set 

tough financial targets, incentivised with the promise of additional money, nominally intended to 

support transformation.
14

 By necessity, significant efficiencies have been found, some of which may 

have displaced demand to elsewhere in the system, or left needs unmet. While some of these effects 

are difficult to detect, others, such as last winter’s mass postponement of non-urgent elective 
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procedures, are less so.
15

 Savings have partially been achieved by the diversion of maintenance 

budgets and investment capital to meet day-to-day running costs, with the result that a £5.6bn 

maintenance deficit had accrued by 2016/17, including £1bn of ‘high risk’ repairs
16

. Almost half of all 

NHS providers ended the last financial year in deficit.
17

 There are significant numbers of posts 

unfilled, particularly in nursing, and a recently announced pay increase of £4.2bn over three years 

must also be paid for.
18

 These liabilities will absorb a significant proportion of the new funding. 

 

If additional savings will not be easy to find, it is widely assumed that significant productivity and 

performance improvements will rely on changes to the way in which services are organised and 

coordinated. Accordingly, NHS England has now been asked to produce a report setting out how it 

intends to increase productivity, address workforce shortages, and eliminate unwarranted variations in 

care. This will likely build on the agenda set out in NHS England’s Five Year Forward View, which 

set out a vision for the adoption of new care models and greater integration of primary, secondary and 

social care.
19

 Undoubtedly, there are major improvements to be made across the system, and 

programmes such as Getting It Right First Time have a vital contribution to make in reducing 

variation. However, the additional investment needed to facilitate large-scale transformation has been 

lacking. Despite promising results from some early pilots of Integrated Care Organisations, the 

funding and management of health and social care remain separate in England, and services remain 

fragmented. In any case, it is not a given that greater integration of services will reduce costs.
 2021

 In 

the long term, productivity increases in labour intensive sectors such as health and care are bound to 

lag behind those in the wider economy.
22

 

 

Another route to financial sustainability could be found in reducing the overall amount of activity that 

takes place. However, the drivers of increasing demand seem intractable. Patients’ expectations are 

rising along with the costs of meeting them. The costs of drugs in the hospital sector are on an upward 
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trajectory and the wages of doctors and nurses must continue to rise in order to sustain the 

workforce.
2324

 The population is growing and while people are living longer, people are spending 

longer in poor health, and major health inequalities persist.
25

 On this score, the picture is daunting. 

The UK has high levels of income inequality, with a ‘residual’ welfare state offering minimal 

protections in terms of housing, income support, unemployment benefits and pensions.
2627

 There are 

substantial pro-rich inequalities in utilisation of services, particularly of some forms of preventive and 

non-medical personal care.
28

 The NHS is unique in the protections it provides, but it carries a 

disproportionate burden.  

 

The alternative to increasing funding is to allow the NHS to enter a state of ‘managed decline’ and, 

ultimately, the entrenchment of a two-tier health system in which those who can pay for better, do. 

The government recognises that this is a position which is unlikely to win votes, and has opted to 

increase the health budget at a time when the debate on the future of the NHS has occupied more 

column inches than ever before. However, the announcement does not mark a significant shift in 

health and care policy away from the position that has prevailed since 2009/10. Given continuing 

public support for the current system of funding by general taxation, the question of how to raise extra 

money will be less challenging than determining how much is justified, and how to spend it to best 

effect.
29

 Looking ahead, the government has stated that its Green Paper on social care reform in 

England will be developed in tandem with NHS England’s plan for the future direction of the health 

system. This presents a rare opportunity to address issues across both health and social care, but 

ultimately the sustainability of the system is about more than pounds and pence, new delivery models 

and better joined-up services; it will require concerted action on the wider social determinants of 

health. 
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