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Report: NHS Funding Model: What is it? Can we improve it?
Summary.
This report examines the current funding model of the NHS in the UK, which relies heavily on general taxation, National Insurance contributions, and government grants. It explores the challenges faced by the NHS, including increasing demand for healthcare services, rising medical treatment costs, workforce shortages, and the impact of austerity measures. These pressures are compounded by an aging population and the long-term effects of the COVID-19 pandemic. The report also evaluates potential alternative funding models, such as a co-payment system, which could offer additional revenue but may create financial barriers for vulnerable groups. The report concludes that while the NHS faces significant financial strain, any reform to the funding model must carefully balance sustainability with the core principle of universal access to healthcare. Future reforms should focus on improving efficiency and addressing workforce and financial challenges to secure the future of the NHS.
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Report: NHS Funding Model: What is it? Can we improve it?
Introduction
The National Health Service (NHS) in the United Kingdom has long been a cornerstone of public service, providing comprehensive healthcare to all UK residents, regardless of financial status (Taylor, 2013). Established in 1948, the NHS operates under the principle of universal healthcare, primarily funded through taxation (The King's Fund, 2024). However, the evolving demands of an ageing population, technological advancements, and rising healthcare costs have raised concerns about the sustainability of the current funding model (UK Parliament). This report critically examines the NHS's existing financial framework, exploring its strengths, weaknesses, and areas for reform.
The report begins with an overview of the current funding model, including the primary sources of funding: general taxation, National Insurance contributions, and government grants. It will discuss the allocation of these funds across various services, such as hospital care, primary care, and mental health services, and address the challenges arising from an ageing population and the impact of COVID-19. The report evaluates the financial pressures on the NHS, such as workforce shortages, rising medical costs, and austerity measures. Finally, it explores alternative funding models and their feasibility.
Current Funding Model for the NHS UK.
The NHS funding model in the UK primarily relies on government funding through general taxation, with the bulk of its resources allocated by the Treasury. The NHS is designed to provide universal healthcare, free at the point of use for all UK residents. Funding is distributed to NHS bodies such as NHS England, which then allocate budgets to individual hospitals, clinics, and healthcare providers (The King's Fund, 2024).
The NHS operates on an annual budget cycle, with funding influenced by economic conditions and political priorities. In recent years, the NHS has faced financial strain due to increasing demand, an ageing population, and the rising costs of treatments and technologies (Barron, 2024).
Additionally, the NHS incorporates elements of a purchaser-provider system, where commissioning bodies like Clinical Commissioning Groups purchase services from hospitals or other providers based on local healthcare needs. This model introduces market-like features but maintains a focus on universal access and equity (Patients4NHS, 2017).
The UK’s current economic situation, marked by inflation and government spending constraints, significantly impacts NHS funding. Rising costs, including staff pay and operational expenses, strain the budget, limiting the NHS’s ability to meet growing demands effectively. Calls for long-term financial sustainability highlight the need for increased investment to address workforce shortages, reduce waiting times, and improve infrastructure.
Funding Generated from Taxation, National Insurance Contributions, and Government Grants.
The UK government generates significant funding for the NHS through tax revenues and National Insurance (NI) contributions. NHS funding predominantly comes from general taxation, including income tax, VAT, and corporate tax. Around 80% of NHS funding originates from general taxation (Stiebahl, 2024), with contributions from both individuals and corporations. The amount varies based on income and business profits.
National Insurance contributions also play a crucial role in NHS funding. NI is a mandatory contribution by employees, employers, and the self-employed, earmarked for social security benefits, including healthcare. In 2024/25, approximately £168 billion is expected to be raised from National Insurance (Chartered Institute of Taxation, 2024), with a significant portion allocated to the NHS.
Economic conditions like public debt and inflation directly affect tax revenues and NHS funding. High public debt can limit available funds for public services, including healthcare. Inflation raises costs, such as wages and supplies, which require more funding to maintain services. During economic growth, tax revenues rise, increasing the government's ability to allocate resources to the NHS. In recessions, tax revenues fall, reducing available funds for public services, potentially leading to cuts in healthcare funding.
Government grants play a crucial role in NHS funding, especially in devolved regions like Wales. These grants are allocated by the central government to support healthcare services, covering staffing, infrastructure, and treatment costs. In Wales, the Welsh Government receives a portion of the UK's funding, distributing it to NHS Wales to meet rising healthcare demands and improve service quality.
These funding sources ensure the NHS operates, providing services such as hospital care, general practitioners, emergency treatment, and mental health services, with the allocation based on population needs.
Allocation of Funding between NHS England, Scotland, Wales, and Northern Ireland.
NHS funding across the UK is managed through block grants from the UK government to the devolved administrations in Scotland, Wales, and Northern Ireland. NHS England receives the largest share of funding due to its larger population. In 2023/24, NHS England was allocated approximately £160 billion, representing the bulk of the UK's healthcare expenditure (NHS England, 2023).
Scotland, Wales, and Northern Ireland receive funding through the Barnett formula, adjusting based on changes in UK government spending. In 2023/24, NHS Scotland was allocated around £19 billion (Scottish Parliament, 2024), NHS Wales received approximately £10 billion (Welsh Government, 2024), and NHS Northern Ireland's budget was around £7 billion (Gov.uk, 2023). These funds are managed by devolved governments, which allocate the resources based on local health needs and priorities.
In 2023–24, NHS Wales allocated £10.1 billion for revenue funding and £375 million for capital funding (Welsh Government, 2022). The Welsh Government also provided an additional £425.1 million in October 2023 to address rising costs and service demands (Senedd Cymru, 2024).
Despite significant investment, NHS Wales faced financial challenges, including increased service demand and operational costs in 2023–24 (Audit Wales, 2024).
The Scottish Government allocated over £13 billion to NHS Boards in 2023/24, with £2 billion invested in primary healthcare services (Scottish Government, 2022). However, recent audits show that these funds primarily addressed rising pay commitments and inflation, leaving limited resources for service improvements (Audit Scotland, 2024).
NHS Northern Ireland's budget for 2023/24 was approximately £14.2 billion, with over half designated for health services (Gov.uk, 2023). However, the £7.76 billion allocated to health was seen as insufficient by the British Medical Association due to workforce and service demands (BMA, 2024).
The devolved administrations have significant autonomy over NHS funding distribution, but the overall amount remains influenced by UK government decisions.
Funding Allocation Across Services in NHS Wales.
In 2023/24, NHS Wales allocated a significant portion of its budget to hospital care, with around £4.2 billion dedicated to hospital and community health services (Welsh Government, 2024). This includes funding for acute care, emergency services, inpatient care, and hospital staff. The high demand for treatment and the need for ongoing infrastructure and staffing investment justify this allocation.
Additionally, NHS Wales allocated approximately £1.5 billion to primary care services, including funding for GPs, pharmacies, dental services, and community care (Welsh Government, 2023). Primary care is a priority, as it plays a critical role in accessible healthcare and reducing hospital pressure.
Approximately £1.1 billion was allocated to mental health services, supporting inpatient care, community mental health teams, and crisis support (Welsh Government, 2023). The emphasis on mental health reflects efforts to achieve parity with physical health and improve overall well-being across Wales.
Challenges NHS Wales Faces Due to Increased Demand for Health Services.
NHS Wales has faced significant challenges due to the increasing demand for healthcare services, exacerbated by the COVID-19 pandemic. The pandemic disrupted services and delayed non-COVID treatments, creating a backlog of patients requiring urgent care.
Demand for emergency and intensive care surged, straining hospital capacity and staffing levels. In 2023, nearly 500,000 people were waiting for hospital treatment in Wales, a record high, highlighting the pressure on services (Welsh Government, 2023).
An increase in mental health issues, exacerbated by the pandemic, further strained resources. NHS Wales has been working to address this demand, but waiting times for mental health services have worsened (Welsh Government, 2023).
Workforce shortages, burnout, illness, and increased pressure from the pandemic have made recruitment and retention of healthcare workers difficult. These factors have led to longer shifts, increased stress, and reduced service efficiency (Royal College of Nursing, 2024).
Despite these challenges, NHS Wales has adapted by prioritizing urgent care, expanding digital services, and focusing on recovery plans to reduce waiting times and improve patient outcomes.
Financial Pressures NHS Wales Faces.
NHS Wales faces significant financial pressures stemming from workforce shortages, rising medical treatment costs, and the lingering effects of austerity measures. These challenges undermine the ability to maintain high-quality service delivery and meet growing demand.
Workforce shortages are a critical concern, with difficulties in recruiting and retaining healthcare professionals (Welsh Government, 2023). A shortage of trained staff increases reliance on costly temporary staff and reduces productivity.
The rising cost of medical treatments, such as new drugs and technologies, further strains NHS Wales’ budget. This inflation in treatment costs is compounded by a growing patient population.
Austerity measures, which have resulted in real-term cuts to public spending, particularly affected preventative services and mental health care (Welsh Government, 2023).
As of 2025, COVID-19 continues to influence the NHS budget, though its direct financial impact has diminished. The government's 2024 Spring Budget allocated funds for 2024/25, but NHS faces ongoing financial challenges, including rising demand, inflation, and workforce issues, leading to a £1.4 billion overspend in 2023–24 (UK Parliament, 2025). Despite efforts to reduce administrative costs, the financial situation remains tight, potentially leading to service cuts and difficult decisions regarding treatments (The King's Fund, 2025).
Alternative Funding Model for the NHS.
An alternative funding model for the NHS could involve a co-payment system, where patients contribute a small fee towards certain healthcare services, while essential services remain free. This system, used in countries like Sweden and Australia, could help supplement government funding.
A co-payment model would provide more sustainable funding, encourage efficient service use, and reduce unnecessary demand on emergency services (The Commonwealth Fund, 2020). However, this model could create financial barriers for lower-income individuals, exacerbating health inequalities. It could also face political resistance due to its potential impact on access to healthcare.
Another potential alternative is the introduction of private healthcare insurance schemes, where citizens could opt for private insurance for elective treatments while the NHS focuses on essential care. This would introduce a two-tier healthcare system, which could improve service quality but risk further inequality between wealthy and low-income groups.
Conclusion.
The NHS funding model faces considerable challenges, including increased demand, financial pressures, and workforce shortages. The current system, reliant on taxation and National Insurance, is not sufficient to address the growing demands of an ageing population and rising healthcare costs. Alternative funding models, such as co-payment systems or private insurance, may offer solutions, but these carry risks of inequality and reduced access to care.
Ultimately, ensuring the long-term sustainability of the NHS requires careful balancing between taxation, resource allocation, and potential reforms. It is essential to ensure that healthcare remains accessible, equitable, and of high quality for all UK citizens.
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