
HEALTH SELECT COMMITTEE: INQUIRY INTO PUBLIC EXPENDITURE 
 
1) The King’s Fund is an independent charity working to improve health and health care 

in England. We help to shape policy and practice through research and analysis; 
develop individuals, teams and organisations; promote understanding of the health 
and social care system; and bring people together to learn, share knowledge and 
debate. Our vision is that the best possible care is available to all. 
 

Summary 
 

2) The King’s Fund welcomes the Committee’s latest inquiry into public expenditure. It 
provides an important opportunity to evaluate progress in meeting the so-called 
Nicholson Challenge and assess the impact of current financial pressures on health 
and social care services.  

 
• 18 months in, the NHS appears to be making good progress towards meeting 

the Nicholson Challenge. However, the extent to which savings represent real 
and sustainable productivity gains is not yet clear. 

 
• Further efficiencies will become harder to achieve as one-off savings such as 

reductions in management costs start to slow, with much depending on 
whether pay increases continue to be restrained. 

 
• We are concerned that too much emphasis has been placed on delivering 

financial savings rather than productivity gains. Significant opportunities to 
improve productivity remain, for example, by reducing unwarranted variations 
in performance. 
 

• While financial performance across the NHS is holding up well, a small but 
significant number of trusts are in real difficulty. Major reconfigurations of 
hospital services are essential for financial and clinical reasons. 

 
• Social care services are under significant pressure, with evidence that the 

underlying financial position is continuing to deteriorate. The need for a long-
term funding settlement for social care has never been more urgent. 
 

• The funding transferred from the NHS budget to support social care has 
helped to stimulate joint working. However, this money is increasingly being 
used to offset cuts to services, undermining the intention behind it. 

 
• Despite high-level political commitment, there is a lack of urgency in 

developing integrated care. The delivery plan promised for early next year 
must be a catalyst for delivering integrated care at scale and pace. 

 
3) Our responses to the questions in the inquiry’s terms of reference are set out below. 
 
The plans being made by NHS bodies to enable them to meet the Nicholson 
Challenge 
 
4) As part of our work tracking, analysing and commenting on NHS performance, The 

King’s Fund publishes a quarterly monitoring report, based on the views of a panel of 
NHS finance directors and analysis of performance data. Our last but one report, 
published in May, looked back at the financial year 2011/12, the first year of the 
Nicholson Challenge.i

 
  

5) The average cost improvement programme (CIP) target cited across the 60-strong 
panel was 5.1 per cent. Overall, the average CIP saving achieved was 4.7 per cent. 



Of the 60 organisations represented on the panel, 23 met their target and seven 
exceeded it. However, nearly half (28) did not meet their target.ii

 

 Despite this, the 
NHS met its overall target of delivering £5.8 billion in efficiency savings during the 
year. This suggests that national action in restraining pay, reducing management 
costs and delivering savings in centrally administered budgets played a significant 
role in enabling the target to be met. 

6) Our most recent quarterly monitoring report, published in September, revealed an 
average CIP target for 2012/13 of 4.8 per cent among a panel of 45 finance 
directors.iii

 

 Confidence in achieving these targets is high – almost three-quarters (33) 
are confident of meeting their target, with seven uncertain and only five concerned 
that they will not meet their target.  

7) However, there is less optimism about the future. When asked to estimate the risk of 
the NHS not achieving its £20 billion target, 60 per cent (27) said there is a high or 
very high risk of failure, while just four said there is little risk of the target not being 
met. The remaining 14 rated the chances of success or failure as even. This is likely 
to reflect concerns that efficiency improvements may become harder to realise, as 
one-off savings such as reductions in management costs start to slow, as well as the 
potential impact of the end of the public sector pay freeze in April 2013. 

 
Where changes are being proposed, and whether the NHS is succeeding in 
making efficiency gains rather than cuts 
 
8) The Department of Health tracks and assesses local QIPP plans. However, 

information obtained by the Health Service Journal iv indicates that details of how 
savings are made are not monitored – it is therefore not possible to determine 
whether the savings delivered are real and sustainable productivity gains. We note 
the finding in the recent Audit Commission report that acute sector income growth 
more or less matched activity growth and inflation in 2011/12, suggesting that 
productivity – crudely measured – remained flat.v

 

 We look forward to the review of 
the first year of QIPP currently being undertaken by the National Audit Office and 
hope it will cast more light on this. 

9) We remain concerned at the emphasis being placed on the financial value of the 
productivity gain – the £20 billion. While this provides a legitimate broad brush 
target, we are concerned that many in the NHS are interpreting it as the financial 
savings to be made over the period up to 2015, rather than a monetary expression of 
the value of the productivity gain to be achieved. Improving value for money for 
patients does not just involve reducing unit costs – in many ways, and perhaps more 
importantly, it means identifying where quality can be improved for a given level of 
spending. 

 
10) What evidence there is suggests that a significant element of the savings generated 

so far are due to one-off savings such as reductions in management costs, back 
office savings and reductions in services of low clinical value. The Audit Commission 
report shows that PCT running costs fell by 18 per cent in 2011/12, from £2.4 billion 
to £1.9 billion. Our last quarterly monitoring report highlighted an 18 per cent 
reduction in the number of managers since March 2010, from 43,608 to 35,555. 
While reductions in management costs must play a part in delivering savings, we 
remain concerned that the loss of experienced managers presents real risks to 
meeting the Nicholson Challenge and we continue to believe that the government’s 
target to cut management costs by 45 per cent should be re-visited. 

 
11) Major reconfigurations of hospital services are essential to meet the Nicholson 

Challenge and improve the quality and safety of care. Since the lifting of the 
moratorium on hospital reconfigurations imposed when the coalition government 



came into office, a number of proposals to reorganise services have come forward – 
information obtained by the Health Service Journal indicates that the majority of 
QIPP plans include proposals for local service change, with several planning changes 
to care pathways for long-term conditions and changes to the way that some 
services are provided. However, few mention large-scale reconfigurations of services. 
In light of this, we remain concerned that clinical commissioning groups will not have 
the knowledge and capacity to undertake large-scale reorganisations across wide 
geographical areas, and that the decision-making process for reconfigurations 
remains complex, bureaucratic and often undermined by resistance to change from 
local MPs and councillors, even when there is strong clinical and financial case for 
change. 

 
12) There remain significant opportunities to make productivity gains by reducing 

unwarranted variations in performance. For example, the NHS Institute for 
Innovation and Improvement has estimated that £4.5 billion in efficiency savings 
could be delivered in acute hospitals by bringing performance up to the level 
currently achieved by the top quartile.vi Our research has shown a 10-fold difference 
in the rate of tonsillectomies (a procedure that has been questioned since the 1930s) 
undertaken by different PCTs and that, while some hospitals undertake up to 90 per 
cent of operations on varicose veins as day cases, others only manage this in 30 per 
cent of cases.vii

 
 

The cost of the continuing reorganisation of NHS structures in line with the 
provisions of the Health and Social Care Act 2012 
 
13) A written ministerial statement published on 18 October 2012 estimated the costs of 

the changes being implemented as a result of the Health and Social Act 2012 as £1.5 
– £1.6 billion. This will include redundancy costs of around £630 million. The Audit 
Commission report notes that the cost of exit packages for nearly 2,000 staff leaving 
the NHS in 2011/12 was £82 million and that PCTs spent a further £227 million on 
the costs of their closure and establishment of the new arrangements. 

 
The prospects for the long-term viability of NHS trusts and NHS foundation 
trusts given (a) the 2010 spending review settlement and (b) financial 
commitments incurred under the Private Finance Initiative 
 
14) Despite a very challenging financial environment, the majority of NHS organisations 

are holding up well. Overall, the NHS reported a surplus of £2 billion last year. Our 
latest quarterly monitoring report found that, of a panel of 45 NHS finance directors, 
35 expect to be in surplus at the end of the current financial year, with seven 
expecting to break even and only three expecting to be in deficit. 

 
15) However, a small but significant number of trusts are struggling. In the last quarter 

of 2011/12, 10 out of 72 NHS acute and ambulance trusts were rated as 
‘underperforming’ or ‘challenged’ on their financial performance.viii Of 143 foundation 
trusts, Monitor reports that 10 had a financial risk rating of 1 or 2 (on a scale of 1 to 
5, with 1 being high), and that 11 were in breach of the terms of their authorisation 
on financial grounds.ix

 

 Twenty trusts have declared themselves unviable in their 
current form.  

16) The problem is particularly acute in London, where only 16 of 42 trusts are currently 
foundation trusts and around half of the remainder are unlikely to be financially 
viable in time to meet the government’s 2014 deadline for achieving foundation trust 
status. Our report on health care in London, published in December last year, 
included analysis showing that net deficits for 18 acute trusts are forecast to grow to 
around £170 million by 2014 and that, even on an optimistic assessment, only six 
are likely to be financially viable by then.x 



 
17) With funding increases only just set to cover inflation for the rest of the spending 

review period and other financial pressures, including ongoing policies to cut tariff 
prices in real terms (by 1.8 per cent this year, following a 1.5 per cent cut last year) 
and top-slice commissioner budgets, the position remains very tight. Up to now, this 
has been offset by the public sector pay freeze, which has kept pay costs down. 
However, with pay making up around 70 per cent of trust expenditure, any increase 
would be particularly significant and would be more likely to push more trusts into 
financial difficulty than other factors such as PFI. An average increase of 1 per cent in 
staff pay would add around £400 to £500 million to NHS expenditure.  
 

18) The prospects beyond 2015 look just as challenging. The NHS Commissioning Board’s 
Director of Transformation, Jim Easton, has indicated that QIPP will continue after 
2015. This follows comments reportedly made by the Department of Health’s Director 
for Policy, Strategy and Finance, Richard Douglas, suggesting that the NHS may need 
to find £50 billion in efficiency savings by 2020.xi

 

 With the economy continuing to 
stagnate and suggestions that further cuts in public spending may be needed after 
the next General Election, there is little prospect of pressures receding for some 
years ahead. 

19) Despite the attention it has received, PFI is a significant issue in only a minority of 
cases. For example, of the 11 foundation trusts in breach of the terms of their 
authorisation for financial reasons, PFI is a significant factor in only one.xii

 

 Overall, for 
those trusts with a PFI scheme, repayments represent an average of 2 per cent of 
their income, a figure that should be set against the benefits brought by new facilities 
financed under the scheme. Nevertheless, PFI is a significant problem for a small 
number of hospitals, with repayments accounting for 10 per cent of annual income or 
more in some cases. In recognition of this, in February 2012, the Department of 
Health announced that it would make £1.5 billion available over 25 years to seven 
trusts where PFI was undermining their long-term viability. 

The impact on the provision of adult social care of the 2010 Spending Review 
settlement  
 
20) Net spending on adult social care by local authorities began to decline before the 

2010 spending review, falling by 2 per cent in 2010/11. This will be the third 
consecutive year local authorities have reduced their budgets, with a planned 
reduction of £890 million in 2012/13 – a cut of 6.8 per cent and a cumulative 
reduction of £1.89 billion over the past two years.xiii

 

 In the context of a 7.7 per cent 
reduction in overall spending by local authorities, this suggests that councils have 
sought to prioritise adult social care. Of the planned reductions this year, 77 per cent 
(£688 million) will be met through efficiency savings and redesigning services, 8 per 
cent through higher charges and 13 per cent through reduced services. 

21) The combination of demographic pressures – from working-age adults with 
disabilities as much as older people – and a 28 per cent cut in central grant support 
over the spending review period is undermining the government’s aim of putting 
social care services on a stable footing and improving outcomes. The Committee’s 
report on social care rehearsed the argument about whether there is a funding gap. 
We agree with the report’s conclusion that, despite the additional £2 billion provided 
in the Spending Review, social care is not adequately funded to maintain quality and 
that funding pressures are contributing to reductions in services. 

 
22) Although the actual reduction in services this year appears modest, a number of 

factors suggest that the underlying position is continuing to deteriorate. 
 



• 46 per cent (£284 million) of the money allocated from the NHS to promote 
joint working this year is being used to offset cuts to services and help meet 
demographic pressures (see below).xiv

 

 Without this funding, local authorities 
would have to make further reductions in spending of almost 7.5 per cent. 

• There has been a further tightening of eligibility criteria, albeit a modest one, 
so that 85 per cent of councils are now only responding to needs that are 
classified as substantial or critical under the Fair Access to Care eligibility 
criteria, compared to 47 per cent in 2005/6.xv

 
  

• The number of people receiving publicly funded social care through local 
authorities has continued to fall – by 7 per cent in 2011/12 and by 17 per 
cent since 2006/7.xvi

 

 Over the same period, the population aged 85 years and 
over has soared by over 20 per cent.  

• The fees paid by councils to providers will increase by only 0.9 per cent this 
year – well below the rate of inflation. While providers should contribute to 
the efficiency challenge, it is difficult to see how they can maintain, let alone 
improve, the quality of care they provide within these parameters. 

 
23) Modelling of projected spending by the Local Government Association, Institute of 

Fiscal Studies and others confirms that the gap between needs and resources will 
continue to widen.xvii

 

 The need to secure a sustainable long-term funding settlement 
for social care has never been more urgent. Until a way forward is agreed, a financial 
vacuum will remain at the heart of the government’s aspirations for a better social 
care system. 

The impact on NHS plans of decisions currently being made by local authorities 
 
24) We would expect the pressures on social care budgets to produce knock-on 

consequences for the NHS, for example in terms of increased emergency admissions 
and delayed discharges from hospital. Anecdotal feedback suggests that pressures 
are beginning to build up; a survey undertaken by the NHS Confederation earlier this 
year found that two-thirds of respondents said that cuts in local authority spending 
had affected their services over the past 12 months.xviii 

 

However, these pressures are 
not yet feeding through into national data. Delayed transfers of care are stable and 
remain significantly below the very high levels recorded in 2003/4. This may be 
explained by the likelihood that many local authorities are prioritising facilitating 
timely discharge and using the transferred NHS money to support this. 

25) Our recent analysis of emergency bed use in hospitals found that, although there is 
significant potential to reduce emergency bed use among older patients, there is no 
clear association between investment in social care and the level of bed use – the 
way hospitals are run has a bigger impact.xix

 

 It did find that areas with a high 
proportion of older people and well-developed integrated services tended to have 
lower rates of emergency bed use. 

The ability of local authorities to make the necessary efficiency savings 
 
26) Local authorities have a good recent track record of delivering efficiency savings in 

adult social care, with estimates suggesting that just over £2 billion of savings have 
been made since 2007/8.xx However, it is unclear how much of these savings have 
genuinely released cash rather than reduced the quality or availability of care. There 
is also considerable variation in performance between local authorities, and those 
that have already realised substantial savings will find it harder to make further 
gains. In view of the scale of past savings and the mounting pressure on services, it 
is questionable whether a further £688 million can be released this year. 



 
The use of the additional £1 billion funding for social care made available 
through the NHS budget 
 
27) The 2010 Spending Review announced that over the four years to 2014/15, £1 billion 

would be transferred to local authorities from the NHS to promote better joined-up 
working across the health and care system. The White Paper Caring for our Future 
pledged further transfers of £100 million and £200 million in 2013/14 and 2014/15. 
This is intended to cover the costs of implementing the White Paper from 2013.  

28) Both ADASS and the NHS Confederationxxi

29) It is significant that from 2013, the NHS money will be transferred to local authorities 
from the NHS Commissioning Board. It will be important to ensure that this does not 
undermine the role of clinical commissioning groups and local authorities in agreeing 
how the money should be used, and that health and wellbeing boards adopt a 
leadership role in ensuring that all resources across the local health and social care 
system are aligned with local needs and priorities. 

 report that local authorities and their NHS 
partners are working well to agree how the transferred money should be used. In 
2011/12, virtually all of the £648 million available was allocated to local authorities 
from PCTs, with most of this money directed towards services at the interface of the 
two systems such as re-ablement. However, nearly a fifth of the money was used by 
local authorities to maintain eligibility criteria, a finding that the Committee’s 
previous report described as ‘deeply concerning’. As previously noted, early 
indications suggest that approaching half of this year’s funding is being used to offset 
budget cuts or meet demographic pressures, underlining the severe pressure on 
budgets and undermining opportunities to promote integration.  

 
Progress on making efficiencies through the integration of health and social 
care services 
 
30) Over the past 18 months, interest in the development of integrated care has grown 

significantly. The NHS Future Forum said it was time to ‘move beyond arguing for 
integration to making it happen’, the Prime Minister made it one of his five key NHS 
pledges, and a number of amendments were made to the Health and Social Care Act 
to strengthen duties on a range of bodies to promote integrated care. More recently, 
all the main party spokespeople stressed their support for it during the party 
conference season.  

 
31) However, despite this high-level support, the lack of urgency in delivering integrated 

care noted by the Committee in its previous report and its report on social care 
earlier this year remains. Our joint report with the Nuffield Trust earlier this year 
outlined a number of priorities for action and barriers to developing integrated 
care.xxii

 

 At a national level, little progress has been made in addressing these and 
there is a significant risk that momentum is lost during the transition and that 
integrated care is not given sufficient priority. For example, we were disappointed 
that it was not given more emphasis in the Secretary of State’s draft mandate to the 
NHS Commissioning Board. 

32) The picture is similar at a local level. Our report on the experience of establishing 
health and wellbeing boards, published in April this year, suggests that they could be 
a catalyst for delivering integrated care, with almost all those surveyed expecting 
boards to promote closer integration.xxiii However, with some notable exceptions, 
progress in delivering integrated care locally remains patchy; we are concerned that 
the complex structural change now being implemented in the NHS may be acting as 
a barrier to progress. A recent article by Anthony Farnsworth, Chief Executive of 
Torbay (Southern & Devon) Care Trust, highlighted how well-established partnership 



arrangements have been disrupted by a combination of organisational change and 
cuts in local authority funding.xxiv

 
 

33) The social care White Paper outlined a number of proposals that will form the basis of 
the integrated care delivery plan due to be published by the Department in the 
coming months. This provides an opportunity to generate momentum – it must be 
the catalyst in moving integrated care from a subject for debate in the policy arena 
to making it happen across the country at scale and pace.  

 
34) Ultimately, making significant progress on this agenda demands a more ambitious 

approach. In our view, this should be centred on aligning the £121 billion currently 
spent on health and social care much more closely around the needs of patients and 
service users by pooling local budgets and, potentially, moving towards a single, 
strategic assessment of the funding needs of the NHS and social care. We therefore 
welcome reports that the Care and Support Bill may be used to drive shared budgets 
between clinical commissioning groups and local authorities. 
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