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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 regarded as a cornerstone of public service, providing comprehensive healthcare to all UK residents, regardless of their financial status (Taylor,2013). Since its establishment in 1948, the NHS has operated under the principle of universal healthcare, funded primarily through taxation (The Kings Fund, 2024). However, the evolving demands of an ageing population, increasing technological advancements, and rising healthcare costs have raised significant concerns about the sustainability of the current funding model (UK Parliament). This report aims to critically examine and analyse the existing financial framework that supports the NHS, exploring its strengths, weaknesses, and potential areas for reform.
The report will begin by providing an overview of the current funding model, outlining the primary sources of funding, including general taxation, National Insurance contributions, and government grants. It will also delve into the allocation of these funds across various services, such as hospital care, primary care, and mental health services. Additionally, it will address the challenges posed by an increasing demand for healthcare services, particularly in light of the COVID-19 pandemic, which has placed unprecedented pressure on the system.
Through an analysis of current funding trends, the report will also evaluate the financial pressures faced by the NHS, including workforce shortages, the rising cost of medical treatments, and the impact of austerity measures on service delivery. Furthermore, it will explore alternative funding models and their potential feasibility, considering both the benefits and drawbacks of such approaches.
Ultimately, this report seeks to provide a comprehensive understanding of the NHS's financial landscape and contribute to the ongoing debate about how to secure the future of the service while maintaining its core values of accessibility and quality.





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 National Health Service (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 other healthcare providers (The Kings Fund, 2024).
The model operates on an annual budgetary cycle, with funding decisions influenced by economic conditions and political priorities. Since the NHS's creation in 1948, funding levels have been a subject of ongoing debate. In recent years, the NHS has faced financial strain due to increasing demand, an aging population, and rising costs of new treatments and technologies (Barron, 2024).
The NHS has also incorporated elements of a purchaser-provider system, where commissioning bodies (such as Clinical Commissioning Groups) are responsible for purchasing services from hospitals or other providers, based on local healthcare needs. This model has introduced market-like features, but the central focus remains on maintaining universal access and equity (Patients4NHS, 2017).
Recent discussions around NHS funding emphasize the need for long-term financial sustainability, with calls 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 National Health Service (NHS) through tax revenues and National Insurance (NI) contributions. The NHS is primarily funded by general taxation, which includes income tax, value-added tax (VAT), and corporate tax. It was estimated that around 80% of the NHS's funding comes from general taxation (Stiebahl, 2024). This includes contributions from both individual and corporate taxpayers, with the amount varying based on income levels and business profits.
National Insurance contributions also play a crucial role in NHS funding. NI is a mandatory contribution made by employees, employers, and the self-employed, and it is earmarked for various 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.
These combined sources of funding ensure the NHS’s continued operation, providing services such as hospital care, general practitioners, emergency treatment, and mental health services. The government allocates NHS funding based on the needs of the population, ensuring equitable access to healthcare services across the UK.
Allocation of funding between NHS England, Scotland, Wales, and Northern Ireland.
The allocation of funding for the National Health Service (NHS) in the UK is managed through a system of block grants from the UK government to the devolved administrations in Scotland, Wales, and Northern Ireland. NHS England receives the largest share of funding, as it covers the largest population. In the 2023/24 fiscal year, 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 for their health services through the Barnett formula, which adjusts funding 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 the respective devolved governments, which determine how they are spent based on local health needs and priorities.
The devolved administrations have significant autonomy over how NHS funds are distributed, allowing for different healthcare policies and priorities within each nation. However, the overall amount of funding available to each region remains influenced by the UK's central government decisions and fiscal policy.
Funding allocation across services in NHS Wales.
In 2023/24, NHS Wales allocated a significant portion of its budget to hospital care. Of the approximately £10 billion total NHS Wales funding, around £4.2 billion is earmarked for hospital and community health services (Welsh Government, 2024). This includes funding for acute care, emergency services, inpatient care, and hospital staff. The focus on hospital services reflects the high demand for treatment across the region, as well as the need for ongoing investment in infrastructure and staffing to maintain quality care. In 2023/24, NHS Wales allocated approximately £1.5 billion to primary care services, which includes funding for general practitioners (GPs), pharmacies, dental services, and community-based care (Welsh Government, 2023). Primary care remains a key priority in Wales, as it plays a critical role in providing accessible healthcare and reducing pressure on hospitals. This funding supports initiatives aimed at improving patient access, enhancing prevention services, and integrating healthcare delivery within local communities. In 2023/24, NHS Wales allocated approximately £1.1 billion to mental health services, which represents a significant portion of its healthcare budget. This funding supports a range of services, including inpatient care, community mental health teams, and support for mental health crises (Welsh Government, 2023). The investment aims to address increasing demand for mental health care, improve access to services, and reduce waiting times. The focus on mental health is part of broader efforts to prioritize mental health parity with physical health and improve overall well-being across Wales.
Challenges NHS Wales are facing due to an increase in demand for health services.
NHS Wales has faced significant challenges due to the increasing demand for healthcare services, exacerbated by the impact of the COVID-19 pandemic. The pandemic placed unprecedented pressure on the health system, highlighting existing vulnerabilities and significantly altering the landscape of healthcare delivery. During the height of the pandemic, services were disrupted, and many non-COVID-related treatments and procedures were delayed or postponed. This created a backlog of patients needing urgent care, which has continued to affect service provision in the subsequent years.
In particular, the demand for emergency care and intensive services surged, straining both hospital capacity and staffing levels. A report by the Welsh Government in 2023 highlighted that waiting times for routine and urgent treatments remained longer than pre-pandemic levels, with the NHS struggling to clear the backlog (Welsh Government, 2023). In 2023, nearly 500,000 people were waiting for hospital treatment in Wales, a record high, further putting pressure on already stretched services.
Additionally, there has been a noticeable increase in mental health issues, with more people requiring psychological support due to the pandemic’s impact on mental well-being. NHS Wales has been working to address the rise in mental health demand, but resources have been stretched thin and waiting times for mental health services have worsened (Welsh Government, 2023).
Staff shortages have also been a significant challenge, exacerbated by burnout, illness, and the additional pressures caused by the pandemic. Recruitment and retention of healthcare workers have become more difficult, leading to longer shifts and increased stress on remaining staff (Royal College of Nursing, 2024).
Despite these challenges, NHS Wales has continued to adapt, prioritizing urgent care, expanding digital services, and focusing on recovery plans to reduce waiting times and improve patient outcomes.
Financial pressures NHS Wales are facing.
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 healthcare system's ability to maintain high-quality service delivery and meet growing demand.
Workforce shortages have been one of the most pressing concerns for NHS Wales. According to a 2023 report by the Welsh Government, NHS Wales has experienced substantial difficulties in recruiting and retaining healthcare professionals, including nurses, doctors, and support staff (Welsh Government, 2023). A shortage of trained staff not only affects service delivery but also results in higher reliance on expensive temporary staff, which further strains budgets. Additionally, the ongoing challenges of staff burnout and attrition, exacerbated by the COVID-19 pandemic, have led to increased workloads for existing staff, reducing productivity and patient care quality.
The rising cost of medical treatments is another major financial challenge. The expense of pharmaceuticals, medical equipment, and new technologies has been steadily increasing, placing considerable strain on NHS Wales’ budget. For instance, the introduction of expensive new drugs and therapies for conditions such as cancer and rare diseases has pushed up treatment costs (Welsh Government, 2024). This inflation in treatment costs occurs alongside a growing patient population, making it increasingly difficult for NHS Wales to balance its budget while maintaining service quality.
The long-lasting impact of austerity measures on public sector funding has compounded these issues. Although NHS Wales has received some additional funding in recent years, the real-term cuts to public spending during the years of austerity have resulted in limited resources and reduced capacity. This has particularly impacted preventative services and mental health care, areas that are essential for long-term sustainability (Welsh Government, 2023).
In conclusion, financial pressures stemming from workforce shortages, rising medical costs, and past austerity measures are undermining the ability of NHS Wales to deliver services efficiently and effectively.
Alternative Funding Model for the NHS.
An alternative funding model for the NHS could involve the introduction of a co-payment system, where patients contribute a small fee towards certain healthcare services, while essential services remain free at the point of use. This model, used in countries like Sweden and Australia, could help supplement government funding and reduce pressure on the public purse (The Commonwealth Fund,2020).
Benefits of this system include increased funding for the NHS without raising general taxes. A co-payment model could provide a more sustainable way to manage healthcare costs, particularly in the face of an aging population and rising medical costs. It may also encourage more efficient use of healthcare services, as patients might think twice before seeking non-urgent care, potentially reducing unnecessary demand on emergency services (The Commonwealth Fund,2020).
However, there are notable drawbacks to consider. First, a co-payment system could create financial barriers to care for lower-income individuals, exacerbating health inequalities. While exemptions could be made for vulnerable groups, the administrative costs of managing such a system could outweigh the benefits. Additionally, there is a risk that patients may delay seeking treatment due to the fear of incurring fees, leading to worsened health outcomes and potentially higher costs in the long term.
Another challenge is the political feasibility of such a system. The NHS is a cherished institution in the UK, and any move towards co-payments might face significant public resistance, as it contradicts the principle of universal, free healthcare.
In conclusion, while a co-payment system could offer additional funding, it would require careful consideration to ensure it does not undermine access to care, particularly for the most vulnerable.
Conclusion.
In conclusion, the NHS in the UK faces growing financial pressures due to an aging population, increasing demand for healthcare services, rising medical costs, and workforce shortages. The current funding model, based primarily on general taxation and National Insurance contributions, has been under strain, exacerbated by the impacts of austerity and the COVID-19 pandemic. Despite the challenges, the NHS continues to provide vital services, but it requires sustainable funding solutions to maintain its high standards of care.
Alternative funding models, such as co-payments, could provide additional revenue, but they risk creating financial barriers for vulnerable groups, potentially exacerbating health inequalities. The political resistance to such models further complicates their implementation. Ultimately, any changes to the funding structure must balance the need for sustainability with the core principles of universal, equitable healthcare. Future reforms should focus on improving efficiency, addressing workforce issues, and ensuring that funding is allocated effectively to meet the evolving needs of the population.
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