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In 2012, private spending represented 16.0% of total UK health spending. 
Together with 2010, this was the lowest proportion since records began in 
1997. This reflects the greater impact of the prolonged economic downturn on 
private health spending relative to public spending. Private health spending fell 
by an average of 2.8% a year in real terms between 2008 and 2012, a dramatic 
change from the annual average real terms growth of 5.1% a year in the decade 
before the 2008 downturn.

Private health 
spending includes 
goods such as 
over-the-counter 
pharmaceuticals 
and services such as 
dental and private 
hospital services
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Figure 1: Public spending on health in the UK, in real terms and as a percentage of gross domestic product (GDP)  
(2014/15 prices)

Source: Author’s calculations, using data from: Public Sector Statistical Analyses 2014 (HM Treasury), Fiscal Facts: Spending by function 
(Institute of Fiscal Studies), OHE Guide to UK Health and Health Care Statistics 2013 (Hawe E and Cockcroft L), UK National Accounts –  
The Blue Book (Office for National Statistics), Quarterly National Accounts (Office for National Statistics), GDP deflators at market prices, 
and money GDP (HM Treasury).
Note: GDP deflators for 1949/50 to 1954/55 were estimated by using the GDP deflators available for the calendar years 1949 to 1954, 
calculating the yearly change in GDP deflator for these years and applying them to the fiscal years.
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English NHS finances in the current parliament 
Decisions about the funding and management of health services are devolved 
to the different nations of the UK. The remainder of this briefing focuses on 
the NHS in England. The English NHS is the responsibility of the Department 
of Health and, as such, will be the focus of the health policy proposals of the 
main political parties in the run-up to the general election.

Following the last general election in May 2010, the incoming coalition 
government committed to protect health spending in England from the cuts 
to public spending which were introduced to tackle a fiscal deficit that had 
reached a post-war high of 10.2% of GDP in 2009/10.5 This commitment 
was expressed in terms of the Department of Health’s capital and resource 
Departmental Expenditure Limit (TDEL excluding depreciation). 

Over this parliament as a whole, the government will have met this 
commitment. By 2015/16 spending on the NHS in England will have risen by 
an average of 0.9% a year since the last election. As figure 2 shows, spending 
fell in real terms at the beginning of the parliament but it has since increased 
and in the last financial year (2013/14) spending grew by 2.4% in real terms.

SEE 
Funding overview: 
Current NHS spending
www.health.org.uk/
fundingoverview
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Figure 2: The annual change in English NHS spending since 2009/10

Source: Public Sector Statistical Analyses 2014 (HM Treasury); Autumn Statement 2014 (HM Treasury); ONS population estimates. 
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Table 1: NHS England estimates of funding pressures facing the NHS in England by the end of the decade

The outlook for NHS finances over the next parliament and beyond
In their October 2014 Five year forward view, NHS England published updated 
estimates of the funding pressures facing the NHS in England for the next 
five years (2015/16 to 2020/21).10 They estimate that NHS funding pressures 
will be £30bn higher at the end of the decade, over and above inflation. These 
pressures result from the impact of a growing and ageing population, rising 
expectations of care, new technologies and increasing input costs (staff, drugs, 
etc). The report goes on to estimate the additional funding requirement above 
inflation under three scenarios for productivity. These are shown in Table 1.

SEE 
Funding overview: NHS 
funding projections 
www.health.org.uk/
fundingoverview

Annual productivity growth assumption Funding requirement in 2020/21 above inflation

0.8% £21bn

1.5% £16bn

2-3% £8bn

NHS England argue that, by implementing the ambitious programme of 
service redesign set out in the Five year forward view, the NHS could deliver 
productivity improvements in the range of 2-3% a year and thereby reduce the 
additional funding requirement to £8bn in 2020/21 over and above inflation. 
Although the NHS in England delivered productivity improvements of just 
over 2% a year for the first two years of the current parliament, maintaining 
productivity growth at this rate to 2020/21 would represent an unprecedented 
level of health service productivity improvement for such a long period. 
Research by the University of York found that between 2004/05 and 2011/12 
productivity in the NHS grew by an average of 1.5% a year – higher than the 
longer run UK average for health care of 1% a year.

We have used the methodology developed by Roberts and others when at the 
Nuffield Trust11 to extend the funding projections to 2030/31. Our analysis 
looks at the pressures on the English health budget from trends in the demand 
for care and the cost of inputs (staff, drugs etc). Under our central projection, 
the NHS in England will continue to achieve annual productivity growth 
close to 1.5% a year between 2015/16 and 2030/31, in line with recent trends. 
Under these assumptions, if a high-quality comprehensive service is to be 
maintained, funding will need to rise by around 2.9% a year in real terms, 
which is above the expected rate of economic growth of 2.3% a year. The 
results of our analysis are shown in table 2 and figure 3 overleaf.

If NHS productivity matched the estimate of the whole-economy trend rate 
of productivity growth (2.2% a year), public spending on health as a share of 
GDP could remain broadly constant and meet projected pressures. However, 
there is no evidence that productivity at this rate could be sustained in the 
medium term. Health care provision is relatively labour intensive and it is 
therefore likely that productivity growth will be slower in this sector than in 
the economy as a whole. Over the medium term, wages in the health sector 
would still need to rise in line with those in the whole economy. This would 
lead to what is known as ‘Baumol’s cost disease’, where the cost of health 

Between 2004/05 and  
2011/12 annual 

productivity growth in the 
English NHS was 

1.5%

Note: NHS England’s projections of total spending are in cash terms, allowing them to explore the impact of cost pressures (such as pay) 
separately to assumptions for GDP deflators. The budget for NHS England is then assumed to rise with inflation
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services rise relative to other sectors of the economy that are less human 
labour intensive. To maintain an increase in the level of service provided 
that is in line with increases in real output across the rest of the economy, 
government spending on health would have to increase more rapidly than 
GDP growth.
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Table 2: Health Foundation projected funding gap for English NHS in 2030/31 under three assumptions for productivity

Figure 3: Funding pressures on English NHS in 2030/31 (2014/15 prices)

Health Foundation estimated funding gap in 2030/31 
(2014/15 prices):

Annual rate of 
productivity 
growth

Average annual 
increase in 
English NHS 
spending 
pressures

NHS England 
estimate of 
funding gap in 
2020/21

Budget stays flat 
in real terms

Budget rises by 
1.5% a year in 
real terms

Budget rises by 
2.3% a year in 
real terms

0.0% 4.3% £30bn £108bn £78bn £58bn

1.5% 2.9% £16bn £65bn £34bn £15bn

2.2% 2.2% –* £48bn £17bn £2bn surplus

Source: Roberts A. Funding overview: NHS funding projections. London: The Health Foundation, 2015.

* The Five Year Forward View does not include a for figure for 2.2% productivity growth, the closest comparable figure is £8bn which 
assumes productivity growth of 2%, rising to 3% by the end of the five years.

Source: Roberts A. Funding overview: NHS funding projections. London: The Health Foundation, 2015.
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Total public sector health spending in the UK
Public sector spending on health care can be defined in a number of ways. 
As a result there are many different measures. In this section, historical 
public health spending in the UK is calculated based on the expenditure 
on services framework, as supplied in chapters four and five of the 
Treasury’s Public Expenditure Statistical Analyses 20141 and in accordance 
with the United Nations’ Classification of the Functions of Government 
(UN COFOG).2 Using this measure, public spending by health ‘function’ 
includes all spending on the NHS in the UK, but excludes administrative 
costs. It also includes medical research, devolved administrations and local 
government spending on health.1 The advantage of using this definition 
is that there are long run series available for public sector spending on 
services by function.

Note that GDP deflators for the fiscal years 1949/50 to 1954/55 were not 
available. We have estimated them by taking the GDP deflators available 
for the calendar years 1949 to 1954, calculating the annual change in GDP 
deflator for these years and applying these to the fiscal years.

Public spending on health in the UK has risen by an average of 3.7% per 
year* between 1949/50 and 2013/14 in real terms.** Public spending on health 
outpaced economic growth over this period and, as a result, public spending 
on health as a share of UK GDP has increased from 3.6% in 1949/50 to 7.5%† 
in 2013/14. The period between 1999/2000 and 2009/10 shows a particularly 
marked rise in health spending, from 5.0% to 7.8% of GDP (see figure 1).

Public spending on 
health as a share of 
GDP has increased 
from 3.6% in 1949/50 
to 7.5% in 2013/14

* This figure differs from the 4.0% given in Crawford and Emmerson’s NHS and social care funding report (www.nuffieldtrust.org.uk/publications/future-NHS-
spending). This is primarily due to our estimate including the years 2011/12 to 2013/14, and using the latest GDP deflators. In addition, the GDP deflators for years 
1949/50 – 1954/55 are estimated.
** In this paper, all real terms calculations are based on 2014/15 prices unless otherwise stated.
† Note: This estimate will differ slightly from the proportion of GDP calculated by OECD and cited in the international comparisons section of this briefing (7.8% 
of GDP in 2012). This is due to several factors: a different definition of public health spending, a slightly different time period, the measure above being based on the 
financial year (rather than calendar year) and using more up-to-date GDP estimates.
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Figure 1: Public spending on health in the UK, in real terms and as a percentage of gross domestic product  
(2014/15 prices)

Source: Author’s calculations, using data from: Public Sector Statistical Analyses 2014 (HM Treasury), Fiscal Facts: Spending by function 
(Institute of Fiscal Studies), OHE Guide to UK Health and Health Care Statistics 2013 (Office of Health Economics, Hawe E and Cockcroft 
L), UK National Accounts – The Blue Book (Office for National Statistics), GDP deflators at market prices, and money GDP (HM Treasury).

Note: GDP deflators for 1949/50 to 1954/55 are estimated. 
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The rate of change in health funding has varied substantially since the 
introduction of the NHS in 1948, with periods of high and low growth. In the 
past 50 years, the 10 years with the lowest rolling average growth was 1975/76 
to 1985/86, when the average increase in funding was 2.0% a year in real terms 
(see figure 2).*

The decade from 1999/2000 to 2009/10 showed the greatest rate of increase in 
health spending, averaging 6.3% a year in real terms (see figure 2). This was 
driven by the government’s commitment to increase health funding, as set out in 
The NHS Plan, 2000, which stated that historic investment had been too low.3

* The estimate for the average increase in funding between 1949/50 and 1959/60 was lower, at 1.8% a year in real terms. However, this estimate is dependent on our 
estimated GDP deflators for 1949/50 to 1954/55 – as detailed at the beginning of this section.
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Figure 2: Rolling 10-year average yearly change in UK health spending (2014/15 prices)

Sources: Author’s calculations, using data from: Public Sector Statistical Analyses 2014 (HM Treasury), Fiscal Facts: Spending by function 
(Institute of Fiscal Studies), OHE Guide to UK Health and Health Care Statistics 2013 (Office of Health Economics, Hawe E and Cockcroft 
L), UK National Accounts – The Blue Book (Office for National Statistics), GDP deflators at market prices, and money GDP (HM Treasury).

Note: GDP deflators for 1949/50 to 1954/55 are estimated 
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Real terms spending dropped slightly in 2010/11 and 2011/12, but started to 
rise again in 2012/13. In 2013/14, the latest year for which data are available, 
UK spending on publicly funded health care hit an all-time high of £132.2bn 
(2014/15 prices) (see figure 1).

The proportion of total UK government spending devoted to health has also 
risen, from 9.3% in 1949/50 to 18.1% in 2013/14 (see figure 3). This means 
that health care now accounts for almost £1 in every £5 of government 
spending.

In 2013/14 UK 
spending on publicly 
funded health care 
hit an all-time high 
of £132.2bn
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Figure 3: Public spending on health in the UK, as a percentage of total public spending

Source: Author’s calculations, using data from: Public Sector Statistical Analyses 2014 (HM Treasury), Fiscal Facts: Spending by function 
(Institute of Fiscal Studies), OHE Guide to UK Health and Health Care Statistics 2013 (Office of Health Economics, Hawe E and Cockcroft 
L), UK National Accounts – The Blue Book (Office for National Statistics), GDP deflators at market prices, and money GDP (HM Treasury).

Note: GDP deflators for 1949/50 to 1954/55 are estimated
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The highest rate of growth during any parliament* was an average of 8.7% a 
year in real terms between 2000/01 and 2004/05,** when spending on health 
increased from £75.1bn to £104.8bn in 2014/15 prices (see figure 4). The 
estimated lowest change during any parliament was a 1.8% yearly fall in real 
terms spending between 1950/51 and 1954/55 (see table 1). However, this 
estimate relies on our estimated GDP deflators for the period 1950/51 to 
1954/55. Thus far in the current parliament (up to the end of 2013/14), UK 
health spending has increased by an average of 0.6% a year in real terms, the 
lowest yearly change of any parliament since 1955.  

* A parliament is the period in between two elections. A government is the uninterrupted period in which one party or coalition is in office.
**  The average yearly increase during a parliament is calculated by comparing its spending to the last year of the previous parliament (eg for the 2001/02-2004/05 
parliament, the change is measured from 2000/01 to 2004/05).
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Figure 4: Average yearly change in UK health spending over different parliaments (2014/15 prices)

Source: Author’s calculations, using data from: Public Sector Statistical Analyses 2014 (HM Treasury), Fiscal Facts: Spending by function 
(Institute of Fiscal Studies), OHE Guide to UK Health and Health Care Statistics 2013 (Office for Health Economics, Hawe E and Cockcroft 
L), UK National Accounts – The Blue Book (Office for National Statistics), GDP deflators at market prices, and money GDP (HM Treasury).

Notes: 
•  Date ranges shown are the years of each parliament. Average yearly change is calculated starting from the previous year. 
•  GDP deflators for 1949/50 to 1954/55 are estimated. 
•  Elections held between 1 January and 5 April of any year are counted as starting in the following fiscal year.
•  Parliaments shorter than two years have been merged with a preceding or subsequent parliament with the same party in office.
•  For the Labour government of 1945/46 to 1950/51, data on health spending are only available for the fiscal years 1949/50 and 1950/51.

*  UK health spending only includes outturn data (to the end of 2013/14), so does not cover the whole of the current parliament.
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*  A change in methodology in 2011 means that services provided by non-NHS organisations now count as both an input and an output, while previously these were 
only counted as an input. This means that estimates produced before 2011 using ONS data are inconsistent with later estimates. 

Source: Public Sector Statistical Analyses 2014 (HM Treasury), Fiscal Facts: Spending by function (Institute of Fiscal Studies), OHE Guide to 
UK Health and Health Care Statistics 2013 (Hawe E and Cockcroft L), UK National Accounts – The Blue Book (Office for National Statistics), 
GDP deflators at market prices, and money GDP (HM Treasury).

Notes: 
•  Date ranges shown are the years of each parliament. Average yearly change during a parliament is calculated starting from the previous year.
•   The estimate for the parliament 1951/52 to 1954/55 relies on our estimate of the GDP deflator. 

*  UK health spending only includes outturn data (to the end of 2013/14), so does not cover the whole current parliament. 

Table 1: UK public spending on health – comparison between different parliaments (2014/15 prices)

Period Years Average annual growth in UK NHS 
spending in real terms

Average over time 1949/50 – 2013/14 3.7%

Current parliament* 2010/11 – 2013/14 0.6%

Highest parliament 2001/02 – 2004/05 8.7% 

Lowest parliament 1951/52 – 1954/55 -1.8%

Productivity

Productivity can be measured by comparing output to the volume 
of inputs. ‘Output’ includes all health care activities, such as hospital 
services and GP visits, adjusted for certain measures of quality. ‘Inputs’ 
incorporate all expenses, including labour, running costs and capital 
consumption. As health care is relatively labour intensive, wages will 
account for a large portion of input costs. This can make it difficult for the 
NHS to keep pace with growth in productivity in the rest of the economy, 
where productivity improvements are often technology-driven. This is 
known as ‘Baumol’s cost disease’.5 

The Office of National Statistics (ONS) has produced productivity estimates 
for the UK from 1995 onwards.* Both output and inputs in health care have 
grown continuously during this period, but output increased more rapidly 
than inputs between 2004 and 2006 (see figure 5). The ONS estimates that 
between 1995 and 2010, in health care the output of the UK rose by 107% and 
the inputs by 95%. This resulted in an estimated productivity growth of 0.4% 
per year.4

Health care is 
relatively labour 
intensive, which 
makes it difficult 
for the NHS to 
keep pace with 
productivity growth 
in the rest of the 
economy.
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Figure 5: Health care output, inputs and productivity estimates for the UK, 1995-2010 (index numbers 1995=100)

Source: Public Sector Productivity Estimates: Healthcare, 2010: Healthcare output and inputs have risen strongly over past 15 years (Office 
for National Statistics).

A separate England-only study using similar methodology estimates that 
recent productivity has been higher in England between 2004/05 and 2011/12. 
England’s productivity grew at a rate of 1.5% a year during this period, with 
an overall total factor productivity growth of 10% to 11% (depending on the 
statistical model used).6 

The only health care productivity data available prior to 1995 comes from the 
England-specific Cost Weighted Activity Index (CWAI).7 However, this index 
provides relatively crude estimates that do not cover all hospital activities 
and are not adjusted for quality. Since quality has improved over time, CWAI 
figures are likely to underestimate productivity advances. The OBR has 
combined the CWAI figures with ONS productivity data from 1995 onwards 
and estimated that UK productivity in the health care sector rose by about 
1.0% a year on average between 1979 and 2010. This can be compared to the 
average UK whole economy productivity growth of 2.2% a year between 1971 
and 2008.*8

* Note that whole economy productivity and health service productivity are not measured in exactly comparable ways. 
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Total UK spending on health – public and private

When comparing public and private health spending in the UK, we used 
data from the ONS,9 which provides measures of public and private 
health care consistent with international definitions provided by the 
Organisation for Economic Co-operation and Development (OECD).10 In 
this context public spending on health includes state, regional and local 
government bodies and social security schemes. It includes spending 
in prisons and defence but does not include education and training or 
research and development and is presented by calendar year.9,11

Private health care expenditure is defined as private household spend on 
medical goods and services, private health care insurance, expenditure 
by not-for-profit institutions serving households (includes charities 
and other non-profit organisations) and private sector capital. Private 
household spending on medical goods and services include goods such as 
over the counter pharmaceuticals and services such as dental services and 
private hospital services.9

Between 1997 and 2008, the period for which ONS provides the latest 
estimates,9 private health spending grew on average by 5.1% a year, from 
£15.6bn to £27.0bn (2014/15 prices). However, as a proportion of total UK 
health spending, the same period saw an overall drop (from 19.6% in 1997 to 
18.6% in 2008), as spending in the public sector increased at a faster rate. 

From the start of the economic downturn in 2008 to 2012, private spending 
fell on average by 2.8% a year in real terms, to £24.1bn in 2012. Private 
spending as a proportion of total health care spending continued to fall, on 
average, during the period 2008-2012. In 2012, private spending made up 
16.0% of overall health spend, the lowest proportion in over 15 years (equal 
with 2010). 

Figure 6 shows how the global economic downturn since 2008 has had an 
impact on both public and private spending but so far the impact has been 
greater on private spending. 

From the start of the economic 
downturn in 2008 to 2012, 

each year private health 
spending fell on average by

2.8%

Public health care expenditure Private health care expenditure

Figure 6: Public and private health care spending in the UK (£bn), 1997-2012 (2014/15 prices)

Sources: Expenditure on healthcare in the UK: 2012 (Office for National Statistics), GDP deflators at market prices, and money GDP  
(HM Treasury).
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The four countries of the United Kingdom

Public spending on health by country in the UK is measured in terms of 
the identifiable spending* incurred within any of the four countries. This 
measure is provided by the Treasury and is defined as the overall cost of 
providing public sector services (total expenditure on services (TES)), 
including both capital and current spending. It excludes spending outside 
the UK and non-identifiable spending. The data are collected through a 
separate data collection exercise and at a different time point to the data 
behind other PESA tables; the figures for identifiable spending therefore 
do not fully match those in other PESA chapters.1

All four countries’ health spending per head have followed a similar upward 
trend for the past 40 years, but spending per person on health in England 
has been consistently lower than in Scotland, Wales or Northern Ireland.12 
The spending per head has been relatively stable since 2006/07 (see figure 7), 
although in 2012/13 (the latest available data), spending per head in Wales 
dropped to a similar level to England while Northern Ireland’s and Scotland’s 
levels converged: England spent £1,988 per head, versus £2,032 in Wales, 
£2,193 in Northern Ireland and £2,199 in Scotland in 2012/13 (2014/15 prices).

* as defined in PESA, chapter 9 

In 2012/13 England 
spent £1,988 per 
head, versus £2,032 
in Wales, £2,193 in 
Northern Ireland 
and £2,199 in 
Scotland (2014/15 
prices)
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Figure 7: Identifiable spending on health in the four countries of the UK,  per head (2014/15 prices)

Source: Public Sector Statistical Analyses 2012, 2013 and 2014 (HM Treasury), GDP deflators at market prices, and money GDP  (HM 
Treasury). 
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Social care funding

There are several differences in how social services are managed across 
the four countries of the UK13 and there are no data available for the UK 
as a whole. In England, funding for social care is the responsibility of local 
authorities and is means tested, with a substantial amount of social care 
being self-funded. Unlike the NHS budget, the social care budget has not 
been protected in real terms during this parliament. However, social care 
is associated with health and health care, and there is evidence that there is 
some substitution between the two.14

Total net public spending on personal adult social services*(including 
Supporting People**) in England has dropped 6.5% in recent years, from a 
high of £16.0 billion in 2009/10 to £15.0 billion in 2013/14 (2014/15 prices), 
equivalent to an annual average fall in spending of 1.7% a year in real terms 
(see figure 8). This fall in spending is particularly noticeable in the decreased 
spending on Supporting People grants during this period.

* Spending on adult social services in England is net personal adult social services expenditure, as defined by the Health and Social Care Information Centre
** This refers to the part of the Supporting People central government grant given to local authorities which has been classified as social services expenditure.  
The Supporting People grant provides housing-related support to help vulnerable people live as independently as possible in the community.
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Figure 8: Total net public spending on personal adult social services in England* (2014/15 prices)

Sources: Personal Social Services: Expenditure and Unit Costs (The Health and Social Care Information Centre), GDP deflators at market 
prices, and money GDP (HM Treasury).

Note: Data on Supporting People costs are only available from 2003/04 onwards. 
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Total health spending
The main source of data for international comparisons of health spending 
is the Organisation for Economic Co-operation and Development (OECD). 
The OECD compares total health spending, both public and private, 
calculated on a calendar year basis. The latest available data for the UK are 
primarily for 2012.

The UK’s total spending on health as a percentage of GDP is 9.3%. This is 
lower than the EU-15 average of 9.9% and in line with the OECD average of 
9.3%. The UK spends less on health as a percentage of GDP than nine other 
EU-15 countries – a relative increase since 2000, when the UK spent less than 
all but one (Ireland) of the other 14 EU-15 countries (see figure 1).1 Only the 
Netherlands, Belgium and Ireland have had a higher percentage point increase 
in their spending on health (as a percentage of GDP) since 2000.

UK spends less 
on health as a 
percentage of GDP 
than nine other  
EU-15 countries
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Source: Organisation for Economic Co-operation and Development, OECD Health Statistics 2014 - Frequently Requested Data. 

* Data for Portugal are current rather than total spending. Data for Belgium exclude investments.

Figure 1: Total health spending as a percentage of GDP for the EU-15 countries, 2000 and 2012
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* Data for Portugal are current rather than total spending. Data for Belgium exclude investments.

Figure 2: Public spending on health as a percentage of GDP for the EU-15 countries, 2000 and 2012

Public spending on health
A high percentage of UK spending on health is publicly funded (84%).  
This is the third highest proportion in the EU-15 (behind Denmark and  
the Netherlands) and the joint fifth highest among the 34 OECD countries 
(see figure 2).1

In 2012, the UK’s public spending on health of 7.8% of GDP was higher than, 
but similar to, the EU-15 average of 7.6%. This is in contrast to in 2000, when 
the UK’s public spending on health was lower than the EU-15 average of 6.2%. 
This partly represents a ‘catching up’ in total spending on health. This is largely 
through increased public spending on health, which has grown from 79.1% to 
84.0% of total health spending.

Public spending on health care consists of all government spending on 
health, including money spent in prisons and defence services. Research and 
development, as well as health care education and training, are not included.2

In 2012, public 
spending on health 
in the UK was 
equivalent to 7.8% 
of GDP
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* Data for the Netherlands and Portugal are current spending.

Figure 3: Average annual percentage change in health spending per head in real terms, 2008–2012 

Figure 3 shows how total health spending per head has changed since 2008, as 
EU countries have borne the impact of the economic downturn. From 2008 
to 2012 the average annual change in health spending per head in the UK has 
been marginally positive (in real terms, using national currency units at 2005 
GDP price level). However, by the same measure, growth in spending has been 
higher in most (eight) EU-15 countries.1 The UK’s average annual percentage 
change in public spending on health per head is more positive (at 0.8%). This 
is comparable to Denmark’s 0.8%, although the UK’s relative position in the 
EU-15 does not change.

The UK’s average annual 
percentage change in public 

spending on health per head is 

0.8%
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Figure 4: OECD average spending on long-term conditions as a percentage of GDP

Spending on long-term conditions
One of the major drivers of rising costs across the NHS is an increase in the 
prevalence of long-term conditions (LTCs). The impact of this trend can be 
seen across OECD countries, where the amount spent on LTCs more than 
doubled from 0.7% of GDP in 1990 to 1.5% in 2010 (see figure 4).3 The figure 
also shows data, from another OECD source, about the spending on LTCs in 
different countries.4

Across OECD 
countries, the 
amount spent on 
LTCs more than 
doubled from 0.7% 
of GDP in 1990 to 
1.5% in 2010
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9. Spending on temporary staff has risen at a faster rate than spending 
on permanent staff. The average number of directly employed 
permanent staff in the NHS remained relatively constant between 
2010/11 and 2013/14, while the number of staff employed through 
bank and agency routes increased rapidly. Total spending by NHS 
providers on temporary staff increased by an average of 9% a year in 
real terms between 2009/10 and 2013/14, compared to an average of 
4% a year for permanent staff (see figure 10). 

10. The NHS has reported £15bn of savings between 2011/12 and 
2013/14. The current forecast suggests that the NHS England will 
deliver £20bn of Quality, Innovation, Productivity and Prevention 
(QIPP) savings by 2014/15 (see table 4). 

Current and planned health spending
The following section discusses current and planned spending on the English 
NHS. It uses the total Departmental Expenditure Limit (DEL) as a measure of 
NHS spending. DEL is what the government allocates to departments to use 
when setting their budget. Based on this measure, the rate of increase in public 
spending on the NHS in England has been slower since 2009/10 than it was 
for the decade before. Between 1990/2000 and 2009/10, the average annual 
growth in expenditure was 6.3% a year in real terms. From 2009/10 to 2013/14, 
spending on the NHS in England increased at an average rate of 0.7% a year in 
real terms, from £108.84bn to £112.03bn (2014/15 prices).1 

Between 2009/10 and 2010/11, spending fell by 0.7% in real terms, but it 
has since increased every year. However, between 2010/11 and 2012/13, 
population growth outpaced health expenditure, so health spend per head 
fell by 0.4%. Planned spending on the English NHS in 2014/15 and 2015/16 
indicates increases of 1.1% and 1.3% respectively. As a result, spending per 
head is expected to increase by 0.4% and 0.6% over this period (see table 1).

2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16

Total DEL, in cash terms 
(£bn)

98.42 100.42 102.84 105.22 109.72 113.30 116.36

Total DEL, excluding 
depreciation, in real terms 
(£bn)

108.84 108.06 108.72 109.41 112.03 113.30 114.75

Annual change in Total 
DEL spending, excluding 
depreciation, in real terms

-0.7% 0.6% 0.6% 2.4% 1.1% 1.3%

Total DEL, excluding 
depreciation, per head,  
in real terms (£)

2,085 2,053 2,047 2,045 2,081 2,089 2,101

Annual change in Total 
DEL expenditure per 
head, in real terms

-1.6% -0.3% -0.1% 1.7% 0.4% 0.6%

Table 1: English NHS spending from 2009/10 to 2015/16, real terms in 2014/15 prices (£bn)

Source: Public Sector Expenditure Analyses 2014 (HM Treasury); 2014 Autumn Statement (HM Treasury). Spending per head based on 
author’s calculation using Office for National Statistics population estimates and correspondence with HM Treasury as of 13/01/2014.

The rate of increase 
in public spending 
on the NHS in 
England has been 
slower since 2009/10 
than it was for the 
decade before
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1.3%

0.3%

-1.0%

2.0%

England Scotland Wales Northern Ireland

Source: 2014 Autumn Statement (HM Treasury); Correspondence with HM Treasury as of 13/01/2015; Scottish Budget draft budget 2015-16 
(Scottish Government); Northern Ireland draft budget 2015-16 (Northern Ireland Executive); Welsh government draft budget 2015-16 (Welsh 
Government).

Notes: 
•  Definition of what is included under ‘health spending’ may vary across the four countries.
•  Figures for Scotland, Wales and Northern Ireland do not include extra funding announced during the Autumn Statement and is 
    based on each country’s Spending Review.
•  Northern Ireland expenditure includes spending for public safety, which covers policy and legislation for fire and rescue services.

Planned health spending* for the UK suggests a real terms increase in 2015/16 
in England,2 Scotland3 and Northern Ireland,4 but a fall of 1.0% in Wales.5 This 
projected decline is mainly driven by a fall in Wales’ capital DEL (-23%) rather 
than its resource DEL (-0.05%). Scotland plans to increase health funding by 
0.3% in real terms between 2014/15 and 2015/16, while Northern Ireland† 

plans to increase it by 2.0% in real terms (see figure 1).

Figure 1: Annual change in health funding in the UK between 2014/15 and 2015/16, in real terms

* Definition of what is included under ‘health spending’ may vary across the four countries. 
† Northern Ireland expenditure includes spending for public safety, which covers policy and legislation for fire and rescue services. 
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Autumn Statement 2014
In the Autumn Statement 2014 the government announced an extra £1.95bn 
for the English NHS in 2015/16. Of this, £0.7bn will come from the existing 
Department of Health budget, while £1.25bn will be additional money 
drawn from Treasury reserves (£1bn) and foreign exchange fines (£0.25bn).
The majority of this extra funding (£1.5bn) will be spent on service delivery/
transformation, while £0.2bn will be used as a ‘transformation fund’ to help 
troubled health economies, and £0.25bn will fund advanced care in GP 
practices (see figure 2).2 

A result of this additional funding for the English NHS is that the devolved 
governments will also receive additional funds through the Barnett 
consequentials: £123m for Scotland, £71m for Wales and £41m for Northern 
Ireland. Whether this extra funding will be spend on health services or 
other public services will be decided by each of the respective devolved 
governments. If each does devote the money to the NHS, then the total 
spending increase for the UK NHS in 2015/16 will be £2.2bn.

As a result of this additional funding, planned health spending for England in 
2015/16 now totals £116bn in cash terms. This is £3.1bn more than the budget 
for 2014/15, representing an annual increase of 1.5% in real terms. This extra 
money will raise the average growth rate in health spending from 0.7% to 0.9% 
between 2009/10 and 2015/16 (see figure 3).2

£1.5bn
NHS England

£123m
Scottish allocation

£700m
DH underspend

£1bn
Treasury reserves

£250m
FOREX

£200m
Transformation fund

£1.95bn
NHS in England

£1.25bn
NHS in England

£235m
Barnett consequentials

£71m
Welsh allocation

£250m
advanced care in 

GP practices

£41m
Northern Irish 

allocation
Recurrent over 4 years 
(totalling £1bn)

Figure 2: Additional funding outlined in the Autumn Statement 2014
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Figure 3: Annual change in health spending following the Autumn Statement 2014

Source: Public Sector Expenditure Analyses 2014 (HM Treasury); 2014 Autumn Statement (HM Treasury). 

Administration costs
The cost of NHS administration has fallen considerably during the current 
parliament.  From 2009/10 to 2013/14, administration costs fell by an annual 
average of 13.5%, from £5.6bn to £3.1bn. The largest drop in spending was 
a fall of 36% between 2010/11 and 2011/12. This was a result of the 2010 
Spending Review, which instructed the Department of Health to reduce 
administration costs by one third in real terms by 2014/15 against a 2010/11 
baseline.6 This target is likely to be reached even though administration costs 
are set to rise to £4.1bn in 2014/15, representing a 29% reduction compared 
to 2010/11. In 2015/16, administration costs are set to be reduced by a further 
26% in just one year (see table 2).1 

Table 2: NHS administration cost from 2009/10 to 2015/16, real terms

 NHS Administration 
cost £bn

Total spend £bn Admin cost as a 
percentage of total 
spend 

Annual change

2009/10 5.57 108.83 5.1% -

2010/11 5.84 108.06 5.4% 4.9%

2011/12 3.74 108.72 3.4% -35.9%

2012/13 3.82 109.41 3.5% 1.9%

2013/14 3.12 112.03 2.8% -18.4%

2014/15 4.13 113.30 3.6% 32.6%

2015/16 3.08 114.75 2.7% -25.5%

Source: Public Sector Expenditure Analyses 2014 (HM Treasury); Correspondence with HM Treasury as on 13/01/2015.
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 NHS Administration 
cost £bn

Total spend £bn Admin cost as a 
percentage of total 
spend 

Annual change

2009/10 5.57 108.83 5.1% -

2010/11 5.84 108.06 5.4% 4.9%

2011/12 3.74 108.72 3.4% -35.9%

2012/13 3.82 109.41 3.5% 1.9%

2013/14 3.12 112.03 2.8% -18.4%

2014/15 4.13 113.30 3.6% 32.6%

2015/16 3.08 114.75 2.7% -25.5%

Source: Public Sector Expenditure Analyses 2014 (HM Treasury); Correspondence with HM Treasury as on 13/01/2015.
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Source: Investment in General Practice; 2009/10 to 2013/14 England, Wales, Northern Ireland and Scotland (HSCIC, 2014); Department of 
Health annual report and accounts 2013 to 2014 (Department of Health); PCT annual accounts 2010/11 to 2012/13. 
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Figure 5: Purchase of health care from non-NHS providers from 2006/07 to 2013/14, (2014/15 prices)

Source: National Health Service Commissioning Board annual report and accounts 2013/14 (NHS England); Primary care trusts’ financial 
accounts from 2006/07 to 2012/13.

Spending on non-NHS providers

Commissioners purchasing health care from non-NHS providers 
Over the last eight years PCTs and, more recently, NHS England and CCGs 
have increasingly purchased health care from non-NHS providers. Between 
2006/07 and 2013/14, NHS spending on care provision by non-NHS bodies 
increased at an annual average rate of 9% in real terms, rising from £5.56bn to 
£10.40bn (see figure 5).12
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Over the last two financial years, purchasing of health care from non-NHS 
providers has continued to increase, rising from 10.3% of total commissioner 
expenditure in 2012/13 to 10.8% in 2013/14 (see figure 6). NHS England 
reported that it commissioned £10.4bn of health care services from non-NHS 
bodies in 2013/14. This represents an annual increase of 4% in real terms 
compared to PCTs’ expenditure of £10.0bn in 2012/13.

In 2012/13, the most rapid increase in spending on non-NHS providers was 
for the provision of community health services (see table 3). From 2009/10 to 
2012/13, total spending on community health services increased at an annual 
average rate of 4.8% from £8.8bn to £10.1bn. During this period spending on 
independent sector provision of NHS community health services increased 
from £0.9bn to £1.8bn in real terms and accounted for 18% of the total 
expenditure on community health services. At the same time, spending on 
NHS providers fell from £7.2bn in 2009/10 to £7.0bn in 2012/13 in real  
terms (table 3).13
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89.2%
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Purchase of
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Figure 6: Purchase of health care from non-NHS providers as a percentage of total spending

Table 3: Primary care trust (PCT) spending on community health services provided by the NHS and non-NHS providers 
from 2009/10 to 2012/13 (2014/15 prices)

Source: National Health Service Commissioning Board annual report and accounts 2013/14 (NHS England); Primary care trusts’ financial 
accounts from 2006/07 to 2012/13.

Source: Lafond S and others. Into the red. London: Nuffield Trust, 2014.

PCT spending on NHS 
bodies (£bn, % total 
share)

PCT spending on 
independent service 
providers (ISP) (£bn, 
% total share)

PCT spending on 
voluntary and other 
(£bn, % total share)

Total PCT spending 
for community health 
services (£bn)

2009/10 7.24 (82%) 0.92 (10%) 0.65 (7%) 8.81

2010/11 7.26 (80%) 1.04 (11%) 0.74 (8%) 9.04

2011/12 7.09 (74%) 1.38 (14%) 1.12 (12%) 9.59

2012/13 6.99 (69%) 1.84 (18%) 1.31 (13%) 10.14
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Figure 8: Annual change in the number of nurses from 2011/12 to 2013/14 

Source: 2014 NHS Workforce Statistics - August 2014  (Health and Social Care Information Centre).

Source: 2014 NHS Workforce Statistics - August 2014 (Health and Social Care Information Centre)

The Francis Inquiry report, published in February 2013, examined the factors 
that had led to the failures observed in Stafford Hospital, and highlighted 
lack of nursing staff as a key factor in those failures.18 Following this, the total 
number of nurses working in the NHS increased by 1%, while the number of 
nurses in the acute sector increased more rapidly at an annual rate of 2% from 
2012/13 to 2013/14 (see figure 8).16
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Between 2009/10 and 2013/14, the average earnings of NHS staff have 
remained relatively flat in real terms. Average earning across all staff fell 
slightly from £31,981 in 2009/10 to £31,402 in 2013/14.19 The sharpest fall 
was in doctors’ average earnings, which fell by 1.7% in real terms compared to 
0.46% for the NHS as a whole (see figure 9).

Spending on temporary* staff increased by an average of 9% a year between 
2009/10 and 2013/14, while spending on permanent staff increased by much 
less, at 3.5% a year in real terms. As a result, the share of total staff spending 
accounted for by temporary staff rose from 8% in 2010/11 to 10% in 2013/14.
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Figure 9: Average NHS staff earnings from 2009/10 to 2013/14

Source: NHS Staff Earnings Estimates to July 2014 - Provisional statistics (Health and Social Care Information Centre)

Staff costs account 
for about two-thirds 
of NHS providers’ 
total expenditure

* ‘Temporary/non-permanent staff ’ includes those on inward secondment or loan from other organisations, agency staff and those engaged on a contract to 
undertake a project or other temporary task. It does not include amounts payable to contractors for services – that is, where the staff remain under the control of the 
contractor.
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Source: Paper D: Service and Financial Performance Report for September 2014 (NHS Trust Development Authority); Performance of the 
foundation trust sector, 6 months ended 30 September 2014 (Monitor).

NHS financial performance
In 2013/14, the net adjusted* deficit of NHS providers was £107m, with 66 
trusts (42 foundation trusts** and 25 trusts†) reporting a deficit. In 2012/13, 
the restated net adjusted surplus was £580m‡ in real terms, with 28 trusts in 
deficit.14

Early indications suggests that NHS trusts’ performance are deteriorating in 
2014/15. For the second quarter of 2014/15, Monitor reported that foundation 
trusts had a net deficit of £254m.20 The NHS Trust Development Authority also 
reported that NHS trusts had a net deficit of £376m, compared with a planned 
deficit of £317m.21 The total net deficit for both NHS and foundation trusts for 
the second quarter of 2014/15 was £630m, with almost two-thirds of all trusts 
in deficit (81 foundation trusts and 60 NHS trusts). The total forecast net deficit 
by the end of 2014/15 is £553m.19,20 The problems are concentrated in acute 
hospitals: by September 2014, across all NHS providers (NHS and foundation 
trusts) 81% of all acute hospital providers were in deficit, amounting to a net 
shortfall of just over £700m (see table 4).

Table 4: Net reported year-to-date surplus/deficit by sector, 2014/15 Q2

 Net reported 
surplus/deficit (£m)

Number of trusts in 
deficit

Total number of 
trusts

Proportion of trusts in 
deficit (%)

Acute -714 115 142 81%

Ambulance 2 5 10 50%

Community 3 3 19 16%

Mental Health 49 12 56 21%

Specialist 30 6 18 11%

TOTAL -630 141 245 58%

* Surplus/deficit before impairments and gains/(loss) from transfers by absorptions. 
** Number of foundation trusts reporting a deficit after including the consolidation of charitable funds. Without the charitable funds, 41 foundation trusts reported a 
net deficit.
† Figure includes NHS Direct, which was dissolved in March 2014.
‡ 2012/13 restated figures based on NHS providers’ 2013/14 financial accounts.

81%
of all acute hospital  

providers were in deficit  
by September 2014
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NHS efficiency
A recent model analysing the efficiency of all acute providers found that 
hospital efficiency grew by between 1.2% and 1.3% a year between 2008/09 
and 2012/13, after accounting for differences in hospital scale, quality, case 
mix and other uncontrollable cost drivers. It estimates that the average acute 
provider is 10% less efficient than the most efficient provider in the sector. 
Therefore, if an average provider became as efficient as the 60th percentile 
provider, further efficiency gains of between 0.9% and 1.2% a year could 
be achieved. If instead the average provider became as efficient as the 90th 
percentile provider the additional efficiency gain would be between 5.0%  
and 5.6%.22

In 2012, the government mandated NHS England to achieve efficiency savings 
worth £20bn by 2014/15, referred to as the Quality, Innovation, Productivity 
and Prevention (QIPP) savings. Between 2011/12 and 2013/14, the NHS 
reported £15bn of savings and it has forecast savings of £4.8bn for 2014/15. 
This puts it on track to deliver the required £20bn of efficiency savings (see 
table 5).23

Source: Correspondence with NHS England, 2014.

Table 5: Quality, Innovation and Productivity (QIPP) savings, 2011/12 to 2014/15

 Year Outturn/forecast Saving (£bn), cash terms Saving (£bn), (2014/15 
prices)

2011/12 Outturn 5.8  6.1

2012/13 Outturn 5.0  5.2

2013/14 Outturn 4.3  4.4

2014/15 Forecast 4.8  4.8

Total 19.9  20.5

Between 2011/12 and 2013/14, 
the NHS reported savings of

£15
billion
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The next parliament
Each year, the English NHS faces additional spending pressures of around 4% 
in real terms.1 These are the result of a number of factors, including a growing 
and ageing population, the increasing prevalence of long-term conditions, 
higher expectations of care and rising relative prices (principally of staffing, 
as well as pharmaceutical and other costs). This continued pressure will lead 
to a potential funding gap of £30bn in real terms by 2020/21 unless additional 
funding is made available or substantial productivity savings are made.

The level of funding available for the next five years will depend on decisions 
made after the UK general election in May 2015. Although the three largest 
parties have all promised to protect the NHS budget in one form or another, 
the exact details of these pledges are difficult to identify.

NHS England has taken a proactive step by estimating how much funding will 
be needed during the next parliament, up to 2020/21. Its Five year forward 
view sets out three scenarios for what could happen (see also table 1).2 

1. If the NHS achieves productivity of 0.8%* but receives no real terms 
increase in funding beyond 2015/16, the funding gap in 2020/21 would be 
reduced from £30bn to £21bn.

2. If the NHS maintains its more recent rate of productivity of 1.5% a year 
(from 2004/05 to 2011/12),3 the gap would be further reduced to £16bn.

3. If the NHS achieves annual productivity of 2% a year until 2017/18 and  
3% a year thereafter, the funding shortfall would be reduced to £8bn.  
This gap could be closed completely if funding increases by 1.5% a year  
above inflation.

Table 1: Funding gap for the English NHS in 2020/21 under scenarios from NHS England’s Five year forward view

Productivity Funding gap in 2020/21

0.0% £30bn

0.8% £21bn

1.5% £16bn

2.0% - 3.0% £8bn

* This is slightly lower than the long-run average level of productivity of 1.0% a year between 1979 and 2010. See: http://cdn.budgetresponsibility.org.uk/41298-OBR-accessible.pdf

There will be a 
potential £30bn 
funding gap in 
2020/21 without 
additional funding 
or substantial 
productivity savings

Note: NHS England’s projections of total spending are in cash terms, allowing them to explore the impact of cost pressures (such as pay) 
separately to assumptions for GDP deflators. The budget for NHS England is then assumed to rise with inflation
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Figure 1: Funding pressures on the English NHS in 2030/31 (in 2014/15 prices)

Table 2: Health Foundation projected funding gap for English NHS in 2030/31 under three assumptions for productivity

Funding gap in 2030/31 (2014/15 prices):

Annual rate of 
productivity

Average annual 
real-terms increase 
in NHS spending 
pressures

Budget stays flat in 
real terms

Budget rises by 1.5% 
a year in real terms

Budget rises by 2.3% 
a year in real terms

0.0% 4.3% £108bn £78bn £58bn

1.5% 2.9% £65bn £34bn £15bn

2.2% 2.2% £48bn £17bn  £2bn surplus

Under our central projection, the NHS in England will continue to achieve 
productivity close to 1.5% a year. Therefore, if a high quality, comprehensive 
service is to be maintained, funding will need to rise by around 2.9% a year. 
This is slightly above the expected rate of  economic growth of 2.3% a year.

If a high quality, 
comprehensive service is to be 
maintained, each year funding 

will need to rise by around 

2.9%
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Figure 2: OECD projection for average public spending on health for EU-15 countries, as a percentage of GDP between 
2006 and 2010, with projected spend in 2060 under both cost-containment and cost-pressure assumptions

Source: OECD, Public spending on health and long‐term care: a new set of projections.

European comparisons
The UK is not alone in facing rising pressures on health care. The OECD 
estimates that, by 2060, all EU-15 countries will have increased the proportion 
of GDP they spend on public provision of health by at least 1.9 percentage 
points, and potentially by as much as 7.6 percentage points (figure 2).7 

The relative projected pressures for the UK are actually lower than for other 
countries. Between 2006 and 2010, the UK had the fifth highest public spend 
on health as a share of GDP among the EU-15 countries. Based on the OECD 
projections, other countries will overtake the UK, making it either the seventh 
or eighth highest public spender (depending on the level of cost containment 
achieved).


