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                     In times of relatively low public spending in the UK since 
2009–2010, health spending has been protected above all 
else. At the same time budgets for education, housing and 
public safety have fallen. This is in part due to the presence 
of growing demand for healthcare: while the population has 
increased by around one-third since 1950, healthcare spending 
as a share on national income has more than doubled. 

 Continuing increases in quantity and complexity of the use 
of the health service as well as the unit costs indicate that 
these pressures will not be alleviated any time soon. However, 
there are clear benefi ts to investing in health; research fi nds 
that a 10% increase in health spending was associated with a 
gain of 3.5 months of life expectancy across the Organisation 
for Economic Co-operation and Development from 1995 to 
2015. In this paper, we discuss the potential value of addi-
tional  spending.   
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  Introduction 

 Health and social care delivery in the UK is complex; balancing 

quality of care, universal coverage, equality of access, efficiency 

and growing healthcare demands. Finding this balance 

necessitates equally complex policy decisions and, in times of 

austere public finance, these decisions are profoundly challenging. 

 Healthcare has been largely free at the point of use in the UK 

since 1948. In that time both the service and the population have 

changed substantially: annual spending has increased ten-fold; 

care has shifted towards long-term management of chronic 

illness; as treatments have improved, both life expectancy and 

healthy life expectancy have risen.  1   The NHS workforce has grown 

from around 144,000 in 1948 to more than 1.2 million full-time 

equivalent employees today.  2   

 Social care in England is very different. Social care services are 

means tested, not free at the point of use and while spending has 

grown over the decades there is a growing gap between pressures 
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on the system and the funding available.  3   Spending on social care 

in England has fallen by 11% from 2009/10 to 2015/16. While 

other devolved nations have held or increased their spending 

on social care, the government in England has frozen the means 

tested thresholds in nominal terms, reduced funding and access 

for those with limited financial resources, thereby shifting more of 

the cost of social care on to the individual.  4   

 In this paper we discuss how health and care has changed over 

time, how the UK compares internationally, the future pressures on 

the system and the potential value of additional spending.  

  Healthcare is changing 

 Publicly funded healthcare spending in the UK has grown almost 

every year since the NHS’s inception. Over the last 70 years, the 

number and type of patients the NHS cares for have changed, as 

well as the way that it delivers care. Public spending has increased 

more than 10-fold in real terms, by an average of 3.7% a year, but 

also relative to other areas of public and private spending.  5   As a 

share of national income, spending on publicly funded healthcare 

has doubled from 3.5 to 7.3%, while the population has increased 

by around a third since 1950.  5   

  Demographic pressures 

 The UK has a growing and ageing population, both of which are 

related to higher demand for healthcare (Table  1 ). The impact of 

population ageing on healthcare costs is illustrated in Fig  1 , the 

average UK public spending on health (relative to a 30-year-old).  6    
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 Table 1.      UK population size and age composition  

 Population size 
(millions) 

Proportion of total 
population (%) 

Year 1953 1985 2016 1953 1985 2016 

Total 50.6 56.6 65.6 100.0 100.0 100.0

0–14 11.5 10.9 11.7 22.8 19.2 17.8

15–39 17.3 21.2 21.1 34.2 37.6 32.2

40–64 16.1 15.9 21 31.9 28.0 32.0

65–84 5.4 7.9 10.2 10.6 13.9 15.6

85+ 0.2 0.7 1.6 0.5 1.2 2.4

   Adapted with permission from Office for National Statistics.  Population in 

England by age 2011 to 2017 . ONS, 2017.   
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  Between 2009/10 and 2019/20, population growth and ageing 

alone causes demand pressures of 1.3% per year on health 

spending.  7   In addition, ageing puts greater pressure on the adult 

social care system, which requires growth of 3.7% per year to 

maintain the current system in 2030/31.  3   

 The health and care impact of population ageing, depends on 

the proportion of life expectancy spent in good or ill health. 

   > Compression of morbidity  occurs when individuals who are 

expected to live longer, spend the same amount of time (or less) 

in ill health. This could be driven by better population health 

leading to lower incidence of chronic conditions.  

   > Expansion of morbidity  occurs when rising life expectancy is not 

matched by improvements in morbidity with more time spent in 

ill health.     

  Population health 

 In recent years, there has been an increasing prevalence of chronic 

conditions, as a result of higher prevalence of lifestyle risk factors 

such as obesity;  8   an increasing life expectancy has allowed more 

time for the population to develop chronic conditions in older 

age. This rising prevalence is impacting on acute healthcare. Fig  2  

shows how the rate of people over 65 admitted to hospital with a 

chronic condition has increased by 60%, for multiple conditions 

admission rates have more than doubled. A recent study found 

that one in four adults had two or more health conditions.  9   This 

equates to approximately 14.2 million people in England with 

multiple conditions from 2014–2016. 

    Non-demographic demand pressures 

 Over the last 70 years, health spending patterns and demand 

are not explained purely by changing patterns of population 

growth, ageing, mortality and morbidity. Patterns of demand are 

influenced by public expectations; preferences for improvements 

in healthcare compared to other possible uses of public and 

private spending. As societies get richer, research suggests they 

prioritise part of that growing income and wealth for healthcare. 

This is known as the income elasticity of demand for healthcare. 

Research is inconclusive on the precise value of income elasticity 

with respect to healthcare. If health spending grows proportionally 

faster (income elasticity of greater than one) is unclear, but 

all research does find that income elasticity is positive.  10,11   

This preference for healthcare and changing expectations are 

also influenced by what is technologically possible and what is 

available.  

  Cost pressures and productivity 

 NHS spending growth is also influenced by real terms increases in 

unit costs. Over 60% of NHS costs are staff, whose wages grew by 

around 2% a year in real terms in the 35 years up to 2009/10.  12   

These wage increases have outpaced healthcare productivity, 

which has grown by 0.7% a year in the UK from 2000 to 2009, 

going against classical economic theory that real wages should be 

tied to labour productivity. 

 These rising labour costs occur because of labour productivity 

in other sectors leads to higher wages in those sectors. The 

health service is therefore required to increase pay to compete 

in the labour market and maintain a highly skilled workforce.  13   

Staff pay increases have been much lower in the period of 

austerity since 2009, with pay for most staff groups capped 

or frozen since 2010/11. In this period, cost pressures have 

reduced and average productivity has necessarily increased to 

1.7% per year, above the long-term average.  14   However, this 

may have been a contributor to the current staff shortages and 

is not a sustainable option for alleviating cost pressures in the 

long term.  15     

  International health spending 

 The fundamental drivers of health spending are the same 

across the industrialised world, most countries have seen health 

 Fig 1.       Age profi le of UK public spend-
ing on health (relative to 30-year-old) . 
Adapted with permission from Offi ce for 

Budget Responsibility.  Fiscal sustain-

ability report – January 2017 . Offi ce for 

Budget Responsibility: London, 2017.  
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spending grow by more than inflation and economic growth 

in the last century and expect to continue in this century. One 

projection has spending on health and long-term care growing on 

average among the Organisation for Economic Co-operation and 

Development (OECD) countries (a collection of 36 countries) by 

between 3.3 and 7.7 percentage points of gross domestic product 

(GDP) between 2010 and 2060, depending on the extent to which 

countries are able to contain costs.  11   

 Total health spending (public and private), based on a definition 

of health which includes much of social care, for the UK is around 

£1 in £10 of GDP. In 2016, UK health spending was 9.8% of GDP, 

higher than the OECD average of 8.9% and roughly in-line with 

the EU-14 (first 15 countries to join the EU, minus the UK) average 

of 9.5% (Fig  3 ). There is relatively little variation between EU-14 

countries, Luxembourg has the lowest share of GDP devoted to 

healthcare (largely due to its unusually strong economy with 

high absolute spending per person) spending 6.2% of GDP, while 

France devotes 11.5% of GDP to healthcare. 

  Around 80% of spending in the UK is publicly funded, similar 

to the EU-14 average of 77% (OECD health data; refers to 

government and compulsory health schemes). Private spending 

is a mix of private health insurance and out-of-pocket payments. 

The NHS performs well internationally in relation to catastrophic 

care costs with very few people reporting problems with the cost 

of healthcare or skipping appointments due to cost.  16   The World 

Bank reports that in the UK just 1.6% of the population spend 

more than a tenth of their income on the out-of-pocket costs of 

health problems, compared 7.0% of the European population as 

a whole.  17   

 In terms of absolute spending, when adjusted for different 

spending power in different countries, the UK spends around 8% 

less per person than the EU-14 average (this divergence being 

explained by UK GDP per person below the average), but a similar 

amount (7%) above the OECD average. 

 Fig 2.       Growth in chronic conditions 
identifi ed in inpatient Hospital 
Episode Statistics (65 and over) . Cal-

culated from Hospital Episode Statistics 

data.  
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 Fig 3.       Per cent of gross domestic product spent on healthcare, EU 14 
countries in 2016 . Calculated from Organisation for Economic Co-operation 

and Development data.  
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 This definition of ‘health spending’ includes much of what we 

would call social care. While this means the definition goes beyond 

how we define the ‘NHS’ in the UK, it may better reflect what we 

think of as spending on ‘health’.  18   

 Much of the remaining social care spending is also captured by 

the separate category of social long-term care spending which is 

another 0.6% of GDP – half of which is public spending and half 

private. This is higher than the OECD average of 0.4% and roughly 

the same as Sweden and France but half that of the Netherlands. 

Much of this will be driven by the different ways social care is 

funded and organised. 

 The majority of high income European countries finance their 

health system through either a general taxation-based ‘Beveridge’ 

model (UK) or social health insurance ‘Bismarckian’ model which 

involves specific taxes collected from those in employment, usually 

allowing access to different insurers (France or Germany). The 

evidence suggests that neither system strictly dominates another 

in terms of outcomes or efficiency.  19,20   

 Different healthcare systems are also organised differently, 

which can impact how efficiently they are able to provide care. As 

a way of making systems more efficient and person-centred, the 

OECD has encouraged a de-escalation and shift to less intensive 

care settings – from inpatient to outpatient, to day-case and to 

home-based care.  21,22   Along with Portugal, Sweden and Ireland, 

this is one area where the UK has performed well (Table  2 ).   

  Austerity 

 Since 2010, governments have sought to slow public spending 

growth to reduce the public sector deficit which was 10.3% of 

GDP in 2009/10.  23   While spending on the NHS has not reduced, 

in England the annual growth in public spending since 2010 has 

been much lower than in the past (Table  3 ).  

 Social care was not protected from austerity and between 

2009/10 and 2016/17, social care spending in England fell by 13% 

per capita in real terms.  24   

 Since the recession and consequential period of austerity the 

divergence between health spending and other public spending 

has been particularly marked. As Fig  4  shows that while health 

 Table 2.      Ranking of countries by percentage of total health spending allocated to different care settings in 
15 EU countries, 2016  

Ranking Inpatient, country (%) Outpatient, country (%) Day case, country (%) Home-based, country (%) 

1 Greece (40.9) Portugal (40.1) Portugal (8.4) France (3.6)

2 Austria (33.0) Finland (32.2) Ireland (6.9) Ireland (3.2)

3 Belgium (29) Spain (31.0) Netherlands (5.2)  UK (2.7) 

4 Italy (27.9) Sweden (29.8)  UK (5.0) Belgium (1.3)

5 France (27.9) Denmark (29.5) Italy (4.1) Netherlands (0.9)

6 Germany (27.3) Netherlands (27.6) France (4.0) Spain (0.8)

7 Denmark (26.3)  UK (26.0) Luxembourg (3.3) Finland (0.8)

8 Luxembourg (25.1) Austria (25.1) Spain (2.1) Germany (0.6)

9 Ireland (24.7) Luxembourg (24.7) Finland (1.9) Sweden (0.5)

10 Spain (24.0) Italy (22.8) Sweden (1.9) Portugal (0.4)

11  UK (23.5) Germany (22.4) Belgium (1.5) Italy (0.3)

12 Finland (23.3) Ireland (19.5) Germany (1.0) Luxembourg (0.2)

13 Sweden (20.1) Belgium (18.6) Austria (0.9) Austria (0.1)

14 Netherlands (18.8) Greece (18.4) Greece (0.9) Denmark (NA)

15 Portugal (17.4) France (17.9) Denmark (NA) Greece (NA)

   NA = No data available.   

 Table 3.      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 

governments

1978/79 to 

1996/97

3.3%

Blair and Brown Labour 

governments

1996/97 to 

2009/10

6.0%

Coalition government 2009/10 to 

2014/15

1.1%

Cameron and 

May Conservative 

governments

2014/15 to 

2016/17

2.3%

   Reproduced with permission from Charlesworth A, Johnson P (eds). Securing 

the future: funding health and social care to the 2030s. The Institute for Fiscal 

Studies: London, 2018. 5    
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spending increased by 22.5% between 2007/08 and 2016/17 

(£27 billion real terms increase), spending on other areas such as 

long-term care, education and housing fell.  

 Despite NHS productivity growth of 1.7% since 2009/10, 

spending growth since 2010 has not kept pace with demand 

and cost pressures. The Health Foundation and Institute for 

Fiscal Studies (IFS) estimate that, in the next 15 years, real terms 

funding will need to grow by 3.3% in order to maintain current 

levels of service given the increasing and ageing population, 

rising patterns of chronic disease and realistic assessments of real 

wage growth and productivity.  5   In June 2018, the government 

committed to increase funding by 3.4% a year in real terms 

between 2019/20 and 2023/24; broadly in line with the estimate 

of the minimum funding growth required to sustain access and 

quality of care.  25   

 This leaves little additional funds to improve care and invest 

in improving access in areas, such as mental health, when there 

is evidence of significant unmet need.  26   The Health Foundation 

and IFS projections estimated that a modest programme of 

improvements and modernisation of NHS care would require 

Health
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£ billion (2018/19 prices)

 Fig 4.       Real-terms absolute change in spending by function, 2007/08 to 
2016/17 .  

funding growth of around 4.1% a year over the next 15 years to 

2033/34. 

 The NHS Long Term Plan does not contain any provision or 

promise of funding for social care in England.  25   While funding for 

social care has grown, the guarantees are only to 2019/20.  27   This 

lack of a long-term plan reflects anticipation of the ever delayed 

social care green paper, originally promised in early summer 2018. 

Projections of social care demand estimate that, merely to keep up 

with demand pressures, funding for social care needs to grow by 

3.7% per year to 2020/31.  3   Funding growth has been consistently 

below this level since 2009/10 and as a result, the social care 

system is under immense pressure.  

  The value of healthcare spending 

 Healthcare spending growth on this scale inevitably raises 

questions about the ‘value’ of spending and its opportunity 

cost. As almost 80% of health spending in the UK is tax funded, 

increasing funding pressures have a significant impact on public 

finances. Health spending has grown at a much faster rate 

than total public spending, with other areas of public spending 

falling. Therefore, it now accounts for almost £1 in every £5 of all 

government spending.  5   Health spending increased from 23 to 

29% of public service spending between 2000 and 2010. By 2023 

it is projected to account for 38%.  28   

 Governments will therefore be concerned with ensuring that 

extra spending provides value for money. 

 The question of wider public spending is very important given 

that population health is substantially influenced by factors 

outside the provision of healthcare. McKeown decomposed the 

contribution of different factors to improving all cause-specific 

mortality for the century ending in 1971.  29   Life expectancy had 

increased by 23 years during the first half century, but no more 

than a year or two was attributed to advances in medical care. 

 His conclusion that medical care had contributed little to 

health improvements didn’t hold for the latter part of the 20th 

century in which medical care made a substantial contribution 

to gains in life expectancy:  ‘Three of the 7 years' increase in life 

expectancy since 1950 can be attributed to medical care. Medical 

care is also estimated to provide, on average, 5 years of partial or 

complete relief from the poor quality of life associated with chronic 

disease.’   30   

 Average improvements in health are important but the NHS 

also has an explicit duty to reduce inequalities in health.  31   Life 

expectancy and healthy life expectancy have a sharp social 

economic gradient in the UK and Marmot  et al  show that these 

are substantially driven by differences in the socio-economic 

determinants of health.  32   Seventy years of a healthcare system 

which is based on need and not ability to pay and in which 

funding has been allocated to different communities based on 

relative need, has not been sufficient to reduce significantly these 

inequalities.  33   

 Research has examined the contribution of different factors to 

health gain from 1995 to 2005 across 35 countries, including the 

UK. It concludes that gains in life expectancy reflected factors 

both within and beyond the healthcare system.  34   A 10% increase 

in health spending is associated with a gain of 3.5 months of life 

expectancy from 1995 to 2015. The same rate of improvement 

in healthier lifestyles – not smoking and decreased alcohol use is 

associated with a gain of 2.6 months of life expectancy. But social 

determinants also matter. A 10% increase in income or education 
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is associated with a gain of 2.2 and 3.2 months of life expectancy, 

respectively. 

 Recent research suggests that in England extra health 

spending is cost-effective.  35–37   This research finds that the 

cost of producing an additional year of quality adjusted life 

(QALY) through the NHS over that period ranged from £5,000 

and £15,000, below the National Institute for Health and 

Care Excellence cost per QALY threshold for new treatments of 

£20,000 to £30,000. 

 There is growing interest in the impact of health and healthcare 

spending on societal outcomes. Most specifically, does health 

and healthcare contribute to economic performance? Greater 

capacity to work and higher productivity when in work contribute 

to increased tax revenues and lower spending on health-related 

social security payments, benefiting public finances as well as 

a link between health status, participation in the labour market 

(including through later retirement) and earnings.  38,39   Economic 

growth can also be influenced by the health of those who do not 

participate in the formal labour market, such as children, older 

people or those who are care dependent.  38   Children in ill health 

may be less able to attend school regularly and older adults in ill 

health may be unwilling or unable to invest in their human capital 

if they believe that their productive life expectancy is likely to be 

cut short by illness or death.  40   

 The health and care system is a large sector of the economy 

(10% of GDP) and a major source of employment, employing 

12% of workers in the UK. However, the debate on how the health 

sector affects economy-wide productivity is unresolved. There 

is increasing interest in the role of the health system as trainer, 

employer and purchaser of goods and service in economic growth. 

The evidence for the link between these functions and macro-

economic growth is limited and this should be a priority for further 

research.  11   

 The evidence of the marginal cost-effectiveness of different 

choices for public spending is much more limited. Research on 

public health interventions suggests that they are often highly 

cost effective and offer a high rate of return.  41   Spending on public 

health has fallen in recent years from £2.9 billion in 2014/15 to 

£2.6 billion in 2017/18, when accounting for changes to the range 

of services provided from 2014/15 to 2019/20 there will have 

been a 25% real term per capita cut in spend. This, in contrast to 

spending on the wider health budget, means spending on public 

health is 2.0% of the total Department of Health and Social Care 

budget in 2017/18, compared to 2.4% in 2014/15.  

  Conclusion 

 Publicly funded health and social care now account for almost 

£1 in £10 of the UK’s national income. The pressure to increase 

funding is not reducing. Over the medium-term, demand and cost 

drivers will continue to increase at a much faster rate than inflation 

or economic growth. This will raise important questions about 

the value of additional spending and its impact on wider society. 

There are clear challenges for the NHS; to ensure that spending is 

productive and extra investment is directed to areas which offer 

significant potential improvements in mortality and morbidity. But, 

beyond this, there are important questions on which evidence and 

research are still limited on whether the NHS and care pound can 

be used to support wider societal objectives for economic growth 

and opportunities. Also, if the objective is to improve health, 

should the health service be the first call for any additional public 

funding? ■     
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