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Finances

The NHS has not been properly funded for 6 or 7 years. In fact the average annual 
percentage increases in funding for the health service are so low as to be unprecedented in
the history of the NHS.

Where the NHS needs an average real terms increase of around 4% in funding each year to 
carry on producing services as before, under the Coalition government and this government 
an average of just 1% has been and is being given. A funding shortfall of £30bn per year 
was projected for 2020. As a result, NHS organisations have been required to make 
efficiency savings which everyone knows are completely unrealistic and to make these
savings year on year on year.

The Public Accounts Committee in the House of Commons has been very critical, accusing 
NHS England of imposing patently unrealistic targets for ‘efficiency savings’. Their report2 
concluded that the financial performance of acute hospital trusts is deteriorating “at a severe 
and rapid pace”. Two years ago, about a quarter of acute trusts had deficits; now that figure 
is over three quarters. NHS England admitted to the committee that the efficiency targets 
imposed had not only been unrealistic but had actually damaged the long term financial 
position of many trusts. The PAC went so far as to say that acute trusts are now at a crisis 
point. 

Markets

It is something quite astonishing, therefore, against this dire financial backdrop and austerity 
politics, to realise that the government has deliberately chosen an expensive model on which
to run the health service

The NHS is being subjected to the logic of market forces. This means in simple terms some 
organisations have to buy health care from other organisations and that organisations that 
provide health care have to compete with each other for the contracts to provide that care. 
All this is overseen by an economic regulator analogous to OfGem in the energy sector or 
Ofcom in the communications industry. This policy of marketisation has been pursued by all 
three main political parties.

What is wrong with that?

 The market model doesn’t fit easily into health care precisely because doctors or 
professionals often have to act on behalf of the patient – the patient often cannot be 
a consumer in the way we usually think of what a consumer does because often the 

1� This is the text accompanying a TEDx talk given in Leicester on 4th April 2016. Sally Ruane is 
Deputy Director of the Health Policy Research Unit at De Montfort University

2� Public Accounts Committee (2016) Sustainability and Financial Performance of Acute Trusts. 10 th 
March. http://www.publications.parliament.uk/pa/cm201516/cmselect/cmpubacc/709/70902.htm
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patient doesn’t have the knowledge she or he needs. Trust is fundamental. Also, 
patients can’t go back and have another go because they made the wrong choice in 
the first place.

 Market models in health care lead to all kind of inefficiencies and are wasteful of 
resources.

 The market contains perverse incentives to over-treat or to categorise patients as 
having a more severe condition than they have in order to be paid more for the 
services you provide.This is a major problem in the US health system.

 Because providers are trying to survive in a competitive environment they may be 
tempted to divert more of their staff resources and capacity to dealing with 
relatively trivial conditions for which they think they can generate income and 
away from dealing with more serious or complex conditions which are harder to make
money from. This kind of upside down prioritisation or irrational use of resources is 
found not just in the States but has also been seen in European health systems. It is 
likely to be more common here because now Foundation Trusts can make up to half 
their income from private patients. 

 Markets drive up costs of administration, bureaucracy and regulation. This is 
because you need: people who are employed to do the contracting – negotiating 
contracts, drawing them up, monitoring and enforcing them etc; you need a billing 
system which will track each individual procedure and invoice accordingly and chase 
accordingly; you need accountancy and financial experts who can be involved at all 
relevant stages; you need legal experts to watch the legal side and handle any 
disputes; you need a pricing system, an IT system that can handle huge amounts of 
data; electronic patient records aren’t just for patients but allow lots of different 
organisations to see them: they are essential for oiling the wheels of a market 
comprising multiple commissioners and providers. 

In 2003, several years after the first market policies were introduced into the NHS, 14% of 
the budget was being spent on administration and bureaucracy, according to research3. 
Today, 15 years later and with an even more complex and regulatory market structure in 
place,  it would not be unreasonable to suggest that that figure may have gone up further for 
instance somewhere between 15% and 20%. In the 1970s we spent about 6% of the NHS 
budget on administration and bureaucracy.

Privatisation

Of course another problem with the market approach in the NHS is that, through the 
contracting mechanism, it facilitates the privatisation of the service bit by bit. In the 
competitive market, CCGs (Clinical Commissioning Groups) have to consider all 
organisations equally whether they are NHS organisations, large third sector or voluntary 

3� Karen Bloor et al. (2005) "NHS Management and Administration Staffing and Expenditure in a 
National and International Context" p 8. Unpublished, cited by House of Commons Health Select 
Committee in its report on Commissioning in March 2010.
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sector organisations, small businesses or transnational corporations. They are forbidden in 
law to ‘prefer’ NHS organisations. 

All kinds of services in the NHS are being contracted out – cleaning and catering, estates 
management, back-office functions such as payroll; some medical secretarial work; 
pathology lab services; community services such as health visiting and community hospitals,
speech and language therapy, physiotherapy, out-of-hours care and hospitals (through the 
Private Finance Initiative). Because privatisation affects some services in some places, the 
term patchwork privatisation was coined by Keep Our NHS Public a decade ago and it 
remains an apposite term. But make no mistake, privatisation is spreading. The policy 
process itself is partially privatised with former executives from large transnational 
corporations lobbying government for particular policies and with former corporate 
executives actually running key institutions in the restructured NHS. Anyone who claims that 
there is no privatisation in the NHS because health care is still free at the point of need is 
operating with an implausibly or even disingenuously narrow definition of privatisation. 

A Centre for Health and the Public Interest report4 last year estimated that there are about 
53,000 contracts between the NHS and private sector for the provision of health services 
(including for primary care services). The fastest growing area of privatisation of clinical 
services is community services and secondary services (about £10bn of expenditure in 
2014). 

What’s the problem with privatisation?

 Privatisation exacerbates fragmentation of services and as patients often have 
more than one condition requiring treatment this can lead to incoherent care.

 It removes the workforce from collective bargaining and usually sees workloads, 
terms and conditions deteriorating over time. In social care the combination of 
competitive market forces in a context of financial constraint has seen the 
casualization of the workforce with the women and men giving social care surely 
amongst the most under-valued workers in our society. 

 Privatisation removes important data and information from the public domain 
and therefore from public scrutiny and public accountability. We don’t know 
very much for instance about how safe patient care is in private hospitals because 
they don’t have to make the same data returns as NHS organisations do.

 It sets in place a different dynamic which is not a pro-public service dynamic but a 
pro-profit dynamic. There is a difference between an organisation the purpose of 
which is to give public service and an organisation the purpose of which is to 
generate revenue in order to boost profits and increase share value.

4� CHPI (2015) The contracting NHS: Can the NHS handle the outsourcing of clinical services? Centre
for Health and the Public Interest 
http://chpi.org.uk/wp-content/uploads/2015/04/CHPI-ContractingNHS-Mar-final.pdf

3

http://chpi.org.uk/wp-content/uploads/2015/04/CHPI-ContractingNHS-Mar-final.pdf


 The organisation will act to fulfil its purpose in so far as it can. This means that 
professionals and staff who are managed in a private company will be managed 
according to the business objectives of that organisation. A transnational corporation,
whose HQ may be somewhere in the US or South Africa will not have the ‘wellbeing 
of NHS patients’ as a key business objective but expanding business opportunities in
the EU or increasing market share. We have seen this in out-of-hours care where 
new businesses who moved into that space after a market was created in 2004 have 
sometimes been so focused on the goal of expanding market share they have 
neglected to put in place safe services sometimes with tragic consequences. 

Overburdened staff

On top of market processes and privatisation we have a process of permanent 
reorganisation, whether it is through the restructuring of services locally as we have in 
Leicester, Leicestershire and Rutland, the creation of ‘multi-speciality community providers’ 
or ‘primary and acute care systems’ or the delegation of all responsibilities for health to local 
bodies as seen in Greater Manchester. A done deal between the Chancellor of the 
Exchequer and local council leaders, for good or ill, this radical new policy direction was 
imposed on the people of Greater Manchester without public consultation or even public 
debate.

The endless reorganisations of the service along with the additional pressures which arise 
from chronic underfunding have not unsurprisingly taken their toll on NHS staff who often 
feel undervalued, embattled and exhausted. There is a persistent problem of recruitment and
retention which itself has added to the need to hire expensive agency staff, pushing up 
deficit problems.

Concluding remarks

There are several observations to make of these policies:

(1)Some of these policies have dubious democratic legitimacy since at various stages, 
prospective governments and governments have not been fully honest with the public. 
Labour promised in its 1997 manifesto to abolish the previous (Conservative) internal market
but didn’t: it moved away from competition but left the purchaser/provider split in place. The 
Conservatives in 2010 promised they would not impose a top down reorganisation of the 
NHS but did, as soon as they came into office. So the public have not always been fully 
aware of what is happening.

(2)With each successive piece of legislation, the service becomes more and more 
different from what it used to be. The Health and Social Care Act of 2012, which was 
pushed through Parliament despite a huge campaign of opposition including not only the 
public but also a vast array of professional bodies, is over 450 pages in length. The Act 
repeals the Secretary of State’s duty to provide a comprehensive health service. Local 
purchasing or commissioning organisations, CCGs, have no legal duty to provide us with 
comprehensive health care. Correspondingly, it is the first time since 1946 that the people of 
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England have no collective entitlement to comprehensive health care. This change appeared
in no general election manifesto. 

(3) Policies have not been based on evidence and have sometimes flown in the face of the 
evidence.

(4) The health service is being ‘Balkanised’ into area based health systems: that is to say, it 
is being encouraged to evolve in different ways in different locations or different regions. 
We can expect it to morph differently in different geographical areas and this is likely to 
undermine the principles of equality and equity. An example is in the devolution, or more 
accurately delegation, of responsibilities and health budget to local organisations in Greater 
Manchester as mentioned.

(5) All in all, this is taking the ‘national’ out of national health service. There is very little 
real public debate about this and its implications for the founding principles of the NHS: 
solidarity, equity, equality and economy. 

(6)I think the government is deliberately using underfunding as a tool to lever other policy 
changes. One of these is the restructuring of the service. The ever worsening underfunding 
of the service is leading to ever more drastic decisions being taken locally to try to be 
financially sustainable. It starts out with sensible efficiencies, then arguably dubious forms of 
rationing, then moves onto cuts and then moves onto radical restructuring. The Better Care 
Together five year plan being implemented in Leicester, Leicestershire and Rutland, is an 
example of this: move patients out of hospital into community settings, including home, for 
their care. On the face of it, this sounds wonderful. But behind it lies the planned closure of 
the General as an acute hospital and the planned closure of hundreds of beds despite the 
fact the English health system has one of the lowest bed bases in the developed world and 
despite the fact that the need for beds is projected to rise.

The other change I think the government has its sights on is to change the funding base of 
the NHS so that it ceases to be a fully publicly funded system and instead is partly funded 
through private insurance. It is the logic of the way the service is moving.

(7)Objectively, there is no intrinsic difficulty in funding the health service properly. We 
live in a wealthy nation. Yet we spend less than the EU average on health care; we spend 
less than the OECD average on health care. We have fewer doctors / nurses / beds per 
head of population than the OECD average. The percentage of GDP we spend on health 
care is declining year on year. But this is a choice, it is not inevitable, unavoidable or 
necessary. It is a political choice. 

Perhaps what we have forgotten is that the health service is an intrinsic part of the national 
economy. The NHS in England alone employs around 1.3million people who earn a living, 
spend their income, pay their taxes and produce services which are of value not only to the 
individual patient but to society as a whole. These staff contribute to further economic 
growth. The health service isn’t a drain on the economy: because of the fiscal multiplier 
effect, an increase in spending on the health service will lead to an even bigger increase in 
economic growth (outweighing any money that needed to be borrowed to fund the increase 
in spending in the first place). Spending on health does not inhibit economic growth, it 
actually promotes it. Spending on the NHS is a matter of choice not a matter of affordability. 
And tax funding is by far the most efficient way to pay for health care.
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(8) If we do care, we have a choice. We can either accept that billions of pounds will be 
spent every year on bureaucratic processes which add not one jot of value to our health care
and lobby our politicians for extra funding to compensate for that waste. Or we can demand 
extra funding in the short term to prevent damaging cuts to services but insist on a transition 
process to move away from the market structure and privatisation altogether and spend the 
NHS budget on only what is necessary for high quality health care available to all. Or if we 
don’t care, we can do absolutely nothing. 
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