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Current Funding Model - NHS

Abstract
The National Health Service (NHS) in the United Kingdom operates as a publicly funded healthcare system, primarily financed through general taxation and National Insurance contributions. While this model ensures universal healthcare access, rising demand, financial constraints, and workforce shortages have put immense pressure on NHS sustainability. This report examines the NHS funding structure, explores regional disparities across devolved governments, and compares the UK system to alternative universal healthcare models. It also evaluates potential reforms, including hypothecated taxes, co-payments, and public-private partnerships, through the lens of economic theories such as public goods theory, Baumol’s cost disease, and fiscal sustainability theory. The findings highlight the need for a multi-faceted approach to NHS funding reform that balances financial efficiency with equitable healthcare access. Recommendations include implementing a hypothecated health tax, investing in preventive healthcare, reforming workforce policies, and optimizing digital transformation to enhance efficiency. These strategies aim to secure the long-term financial viability of the NHS while maintaining its foundational principles of universality and equity.
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Introduction
The National Health Service (NHS) in the United Kingdom stands as one of the world’s most renowned publicly funded healthcare systems. Established in 1948, it was founded on the principles of universal access, equity, and healthcare free at the point of use. The NHS has played a vital role in improving public health, yet financial sustainability remains a growing concern. The increasing demand for services, demographic shifts, and rising costs place immense strain on the current funding model. As a tax-funded system, the NHS is vulnerable to economic fluctuations and government budgetary constraints, making long-term sustainability an ongoing debate.
This report examines the financial structure of the NHS, assessing the implications of economic factors on its funding. The discussion also explores how NHS funding varies across the devolved governments and how the UK model compares to other universal healthcare systems. Additionally, the report evaluates alternative funding mechanisms, using economic theories to determine their feasibility. By doing so, it seeks to provide an informed analysis of potential solutions to the NHS's financial challenges while maintaining its foundational principles of accessibility and equity.
 The Current NHS Funding Model in the UK
The NHS is primarily funded through general taxation (80%) and National Insurance contributions (18%), with a small portion from direct patient charges (Cylus et al., 2018). As a single-payer system, it removes financial barriers to care, aligning with the Beveridge model. However, reliance on taxation makes funding highly vulnerable to economic downturns, as seen during the 2008 financial crisis and COVID-19 pandemic, when revenues declined while demand surged (Ivanková et al., 2019).
Although most services are free, some costs remain. Prescription charges in England are £9.65 per item, while Scotland, Wales, and Northern Ireland have abolished them. Dental and optical services also involve co-payments, though these contribute little to overall NHS funding (Lu, Burge and Sussex, 2021).
Rising demand presents a major challenge. By 2050, over 25% of the UK population will be aged 65 or older, significantly increasing demand for hospital care, long-term treatment, and chronic disease management (Office for National Statistics, 2022). Workforce shortages, worsened by Brexit, have led to costly reliance on agency staff, adding financial strain (Broadbent, Gill and Laughlin, 2003). Meanwhile, the growing cost of medical advancements requires continued investment in technology and specialized training (Hellowell et al., 2018).
Budget constraints have worsened due to austerity policies. Despite rising demand, NHS funding growth has averaged just 1.4% annually, well below the 3.7% required to maintain service quality (Lu, Burge and Sussex, 2021). NHS England now faces a £6.2 billion deficit, leading to longer waiting times, overwhelmed emergency departments, and reduced access to treatments (Hellowell, Appleby and Taylor, 2018). Without reform, financial sustainability remains uncertain.
The UK’s Economic Position and Its Impact on NHS Funding
NHS funding is closely tied to the UK’s economic health, with tax revenues fluctuating based on growth, inflation, and borrowing. Economic downturns reduce available funding, forcing cutbacks. The COVID-19 pandemic highlighted this vulnerability, as the government allocated £70 billion to NHS support while public debt surpassed 100% of GDP (Cylus et al., 2018; Office for National Statistics, 2023).
Inflation further strains NHS budgets, driving up costs for medical supplies, pharmaceuticals, and wages. Wage disputes among healthcare workers have intensified, while rising energy costs have increased hospital operating expenses (Ivanková et al., 2019).
Demographic changes add financial pressure. An ageing population means fewer working-age taxpayers supporting a growing number of retirees requiring healthcare. The rise in chronic conditions and multi-morbidity further increases costs, making preventive and community-based care more crucial (Santandrea and Bailey, 2015; Asthana and Gibson, 2011).
Austerity measures since 2010 have restricted NHS funding, limited infrastructure investment and reducing frontline services. Growth in NHS spending has averaged only 1.4% per year, far below the 3.7% required to maintain service levels (Lu, Burge and Sussex, 2021). Cuts to social care have worsened hospital admissions, while reliance on public sector borrowing raises concerns about fiscal sustainability and potential tax increases (Broadbent, Gill and Laughlin, 2003). Balancing healthcare investment with economic stability remains a major policy challenge.
 NHS Funding Across Devolved Governments
The allocation of NHS funding differs across the UK’s four nations due to devolved healthcare responsibilities. While the UK government determines overall spending, each administration allocates funds based on its needs. The Barnett Formula adjusts spending relative to England’s budget but has been criticized for not accounting for regional healthcare demands, particularly in ageing populations (Hellowell, Appleby and Taylor, 2018).
 NHS England
NHS England, the largest of the four health services, receives most of the funding, with a budget of £150 billion in 2023. It operates under a centralized system, with financial control under the Department of Health and Social Care and operations managed by NHS England. Integrated Care Systems (ICSs) were introduced to improve coordination between health and social care. However, NHS England faces growing financial pressures due to increasing demand, workforce shortages, and funding gaps. Over 7.6 million patients were awaiting treatment in 2023, worsened by the COVID-19 pandemic (Lu, Burge and Sussex, 2021). There are also concerns that reliance on private partnerships for elective procedures could lead to a two-tiered system favouring wealthier patients (Santandrea and Bailey, 2015).
 NHS Scotland
NHS Scotland, with a budget of £19 billion, operates a more centralized and publicly funded model than England. It abolished prescription charges in 2011 and provides free personal care for the elderly to reduce hospital demand (Asthana and Gibson, 2011). However, Scotland faces challenges in rural healthcare provision, with higher costs and workforce shortages limiting access to specialists despite higher per capita health spending (Cylus et al., 2018).
 NHS Wales
NHS Wales, with a £10 billion budget, prioritizes preventive care and community health programs. It has abolished prescription fees and invests in public health initiatives yet faces some of the UK’s longest waiting lists and financial dependence on UK Treasury support (Hellowell et al., 2018).
 NHS Northern Ireland
NHS Northern Ireland with £7 billion, struggles with chronic underfunding and political instability, leading to severe waiting list backlogs. Despite integrating health and social care earlier than other UK nations, staff shortages and funding inconsistencies continue to impact services (Broadbent, Gill and Laughlin, 2003).
 International Comparisons: NHS vs. Other Universal Healthcare Models
The UK’s taxation-funded NHS is often compared to other high-income countries that provide universal health coverage (UHC). While the NHS follows the Beveridge model, other countries employ social health insurance (SHI) systems or mixed funding models that incorporate varying levels of private contributions. Examining international healthcare models provides valuable insights into alternative funding mechanisms that could be considered for the NHS.
 The German Social Health Insurance (SHI) Model
Germany operates a compulsory health insurance system, where funding comes from employer and employee payroll contributions rather than general taxation. Individuals can choose between multiple non-profit sickness funds, creating a competitive insurance market. The advantage of this model is that it distributes financial risk across both employers and employees, ensuring stable long-term funding (Ivanková et al., 2019).
However, the SHI model leads to higher healthcare costs for individuals, and administrative expenses associated with maintaining multiple insurers can be substantial. While the system ensures universal access, some disparities exist in service quality between private and public insurance holders (Santandrea and Bailey, 2015).
 Canada’s Single-Payer Healthcare System
Canada employs a single-payer model, similar to the NHS, where healthcare is publicly funded through taxation. However, provincial governments oversee healthcare administration, leading to variations in service availability across regions. While Canada maintains universal access to medically necessary services, it faces challenges such as long wait times for elective procedures and underfunding of specialist care (Asthana and Gibson, 2011).
 Sweden’s Decentralized Tax-Funded Model
Sweden’s healthcare system, like the NHS, is predominantly tax-funded, but with local government oversight rather than central control. This decentralized approach allows for greater flexibility in meeting regional healthcare needs. Sweden’s emphasis on preventive care and primary healthcare services has resulted in better population health outcomes and lower hospital admissions compared to the UK (Cylus et al., 2018).
 Alternative NHS Funding Models and Their Implications
Given the ongoing financial challenges facing the NHS, various alternative funding models have been proposed. Each model presents potential benefits and drawbacks, and their feasibility depends on balancing financial sustainability, equity, and access to care.
One proposed solution is the introduction of a hypothecated health tax, where a designated percentage of income tax or National Insurance would be exclusively allocated to NHS funding. This approach could increase transparency and public accountability, ensuring that healthcare spending remains a priority. However, it also risks budget fluctuations, as revenue would depend on economic conditions (Hellowell et al., 2018).
Another debated alternative is the expansion of patient co-payments, where individuals contribute directly to the cost of non-essential services such as GP appointments or specialist referrals. While this could generate additional revenue, it risks creating barriers to access, particularly for lower-income populations (Lu, Burge and Sussex, 2021).
The adoption of a social insurance model, similar to Germany’s system, is another possibility. By shifting NHS funding from general taxation to mandatory insurance contributions, financial sustainability could be improved. However, this would represent a fundamental shift in the UK’s approach to healthcare, potentially undermining the NHS’s founding principles of universal, tax-funded healthcare (Ivanková et al., 2019).
Public-private partnerships (PPPs) have also been suggested as a means of improving NHS efficiency. In this model, private sector involvement in service delivery could enhance innovation and infrastructure development, but concerns remain about profit-driven motives compromising patient care quality (Broadbent, Gill and Laughlin, 2003).
 Economic Theories Relevant to NHS Funding
Several economic theories provide insight into NHS funding challenges and potential solutions:
The Public Goods theory argues that healthcare, like education and national defense, benefits society as a whole. Without government intervention, the market would underprovide essential healthcare services, leading to negative societal consequences (Simonet, 2013). Market failure in healthcare justifies continued public funding to ensure equitable access (Harris et al., 2017).
Baumol’s cost disease explains why healthcare costs rise without corresponding productivity gains. Unlike manufacturing, healthcare is labour-intensive and cannot easily be automated, meaning wage increases lead to higher costs without efficiency gains (Greenhalgh and Barton-Sweeney, 2013). This dynamic adds financial strain to the NHS, requiring continuous funding increases.
The New Public Management (NPM) model promotes efficiency through competition, private sector involvement, and performance-based funding. While these measures have helped control costs, they have also introduced bureaucratic inefficiencies and disparities in service provision (Simonet, 2013).
The Fiscal Sustainability theory stresses that healthcare spending must grow in line with GDP to avoid excessive public debt. With an ageing population and increasing demand, balancing NHS investment with economic stability remains a challenge (Doyle et al., 2013). Policymakers must find ways to ensure long-term financial sustainability without compromising accessibility.
Conclusion
The NHS remains a cornerstone of UK social policy, embodying the principle that healthcare should be accessible to all, regardless of financial status. However, its tax-funded model faces growing sustainability challenges due to increasing demand, workforce shortages, and financial constraints. While devolution has allowed for regional healthcare policy variations, disparities persist in funding allocations across England, Scotland, Wales, and Northern Ireland.
Comparisons with international healthcare systems highlight both strengths and limitations of the UK model. While tax-funded universal healthcare ensures equity, other countries employ insurance-based or hybrid models to achieve financial stability. Alternative NHS funding approaches, such as hypothecated health taxes, co-payments, and public-private partnerships, present potential solutions but also raise concerns about equity and accessibility.
Economic theories such as public goods theory, Baumol’s cost disease, and fiscal sustainability theory provide a framework for analysing NHS funding sustainability. As demand continues to rise, policymakers must consider long-term funding strategies that balance financial efficiency with equitable healthcare access.

 Recommendations
To address the financial sustainability of the NHS while maintaining universal access and quality care, the following policy recommendations are proposed:
Introduce a Hypothecated Health Tax
· Allocating a dedicated portion of income tax or National Insurance contributions specifically for NHS funding would enhance transparency and public trust.
· However, this tax must be designed to adjust to economic fluctuations to prevent funding instability (Ball, Eiser and King, 2015).
Expand Preventive Healthcare and Early Intervention Programs
· Increasing investment in preventive care, public health campaigns, and chronic disease management can reduce long-term NHS costs by minimizing hospital admissions (MacKinnon, 2013).
Reform the NHS Workforce Strategy
· Addressing staff shortages through competitive wages, improved working conditions, and increased recruitment from international sources is critical for service sustainability (Doyle et al., 2013).
Increase NHS Efficiency Through Digital Transformation
· Implementing AI-driven resource management, telemedicine, and automated diagnostics can improve service efficiency while reducing operational costs (Braithwaite et al., 2020).
Reevaluate the Barnett Formula for NHS Funding Allocation
· Transitioning to a needs-based funding model that accounts for regional demographic and health disparities would ensure fairer healthcare financing across the UK’s devolved governments (Atkins, Dalton and Phillips, 2021).


Consider Limited Co-Payments for Non-Essential Services
· Introducing small fees for non-essential treatments (e.g., missed GP appointments, cosmetic procedures) could generate additional revenue without compromising universal healthcare access (Greer, 2016).
Enhance Public-Private Partnerships (PPPs) With Safeguards
· Leveraging private investment in infrastructure can relieve public sector burden, but strict regulatory oversight is needed to prevent profit-driven decision-making from undermining patient care (Simonet, 2013).
Long-Term Fiscal Sustainability Planning
· The government must adopt multi-decade NHS financial strategies, ensuring that healthcare spending grows in line with GDP without excessive borrowing (Doyle et al., 2013).
These recommendations aim to preserve the NHS’s core principles while addressing financial sustainability challenges. Future policy must balance economic constraints with the need to maintain high-quality, equitable healthcare services.
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