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Summary
The October 2010 Spending Review has imposed tough settlements on both health and
social care, and sets a highly challenging context for the delivery of health and social care
services over the next four years. In both cases efficiency gains will need to be made on an
unprecedented scale if care levels are to be maintained and the quality of services
improved.
The local government settlement will have an inevitable impact on the provision of social
care. The Secretary of State told us that the Spending Review settlement, coupled with the
two year pay freeze, will provide councils with the necessary resources to sustain current
eligibility levels for social care. The evidence submitted to us, including the evidence
submitted by the Government itself, does not allow us to agree. Councils will need to
sustain further efficiency savings of up to 3.5% per annum to avoid reducing their levels of
care, and this will not be easy.
In this context the Government is placing understandable emphasis on the ‘extra’ funding
for social care, through the Personal Social Services grant and the £1bn through the NHS.
However, the majority of our witnesses were concerned that the increases in the PSS grant
will not be reflected in changes in actual spending on social care.
The health settlement represents a significant challenge to the NHS, requiring efficiency
savings on an unprecedented scale. It is vital that these savings are made by efficiency gains
rather than making cuts. Unfortunately, we do not believe that the Government is
providing a clear enough narrative on its vision of how these savings are to be made.
In addition, these savings will need to be made in the uncertain landscape of the NHS
reorganisation following the White Paper. The reorganisation will bring its own costs, both
direct and indirect, and the Government will need to maintain close financial oversight in
the transition period. It is unfortunate that the Government has not yet provided even a
broad estimate of the likely costs of the reorganisation.
Improving the interaction between health and social care will be critical if the necessary
cost savings on both sides are to be realised. The potential to make savings in this area has
long been acknowledged, but has not yet been properly achieved. We doubt whether the
current institutional or policy structures are fit for the purpose of achieving the goal of
improved partnership between health and social care. It is not enough for the Government
to exhort change in this area: there must be a formal policy infrastructure that recognises
the importance of achieving a better overall interface between the two sectors.
The allocation of £1bn from the NHS revenue budget recognises the interaction between
health and social care, but there is a risk that the sum will be focused on funding certain
limited services, rather than being directed towards providing a better overall interface
between the two sectors which will bring about longer-term improvements in efficiency,
preventive care and reablement.
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1 Preface
1. The Committee launched its inquiry into Public Expenditure in July 2010. The
Committee received 27 written memoranda and held four oral evidence sessions, with
officials from the Department of Health; the NHS Confederation, the Local Government
Association (LGA), and the Association of Directors of Adult Social Services (Adass); the
British Medical Association (BMA), Royal College of Nursing (RCN), and UNISON; and
the Secretary of State for Health. The Specialist Adviser to the inquiry was Professor John
Appleby, Chief Economist, Health Policy, at the King’s Fund and we are grateful to him for
his assistance with our work.
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2 Introduction
2. Following the Spending Review settlement of 20 October 2010 the NHS does not face
budget reductions on the scale of other departments but the challenge facing the NHS is
still substantial. The settlement has left the health service needing to make unprecedented
levels of efficiency savings if it is to maintain levels of care and improve the service it
provides. Some have argued that this process will be complicated, delayed or even thwarted
by the planned restructuring of the NHS.
3. There is even greater pressure on the social care sector, which is also required to make
unprecedented efficiencies. The intensity of the pressure on social care could have an
impact on the ability of both services to realise the significant savings that could result from
better integration of health and social care.
4. The scale of the challenge is daunting, and the risks of non-delivery are significant.
Achieving these ambitious aims will require leadership and innovation. In particular,
delivery of these objectives will be impossible without the active engagement of the clinical
and managerial staff in the NHS.
5. We believe there is an urgent requirement for the Government to provide a clearer
narrative on how this challenge will be met; how services will be changed; and the model of
care that will be delivered.
6. In this inquiry, we have inevitably concentrated on financial controls and efficiency
gains. It is important, however, to retain a focus on the experience of patients and
clinicians. Efficiency gains unavoidably involve change and it is important that the process
is managed in a way which retains the confidence of patients and clinicians.
7. The Committee is conducting a parallel inquiry into the future of commissioning which
represents an important part of this restructuring. We do` not therefore intend to
comment in detail on the White Paper proposals in this report, beyond observing that a
key consideration in its assessment of those proposals will be their ability to facilitate the
delivery of the efficiency gains required by the Spending Review settlement.
8. Successful delivery of this efficiency gain is fundamental to securing the core social
policy objective of the NHS—equitable access to high quality healthcare; the size of the
NHS budget relative to total government expenditure also makes it fundamental to the
delivery of the Government’s wider economic policy objectives.
9. This Report is intended to present a snapshot of the key implications and risks arising
from the Spending Review. It will provide an overall context for our subsequent inquiries.
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3 Social care
The Spending Review settlement for social care
10. The Local Government formula grant as a whole is being reduced, by an average of
26% in real terms over the Spending Review period.2 Social care is not funded solely from
the Local Government formula grant: it is also funded from revenue from council tax and
client contributions. Department of Health figures indicate total local government
spending on adult social care was £13.631 billion in 2008–09.3 This represents 12% of local
authorities’ total net current expenditure of £113.1 billion.4 In his evidence the Secretary of
State for Health, Rt Hon Andrew Lansley MP, was at pains to emphasise “it is important to
understand that the headline overall real-terms reduction in formula grant over four years
does not necessarily translate into a corresponding reduction in the resources available for
social care”.5 The Spending Review document stated:
the Spending Review settlement means that while on average, central government
funding to councils decreases by around 26 per cent over the next four years,
councils’ budgets decrease by around 14 per cent once the OBR [Office for Budget
Responsibility]’s projections for council tax are taken into account6
11. The implications of the spending settlement on social care will differ significantly
between local authorities and the total picture will not become clear until individual
authorities know their settlement and have taken decisions on Council Tax.
12. The Local Government Spending Review settlement is a tough one (though in line
with many others across government) that cannot fail to pose a challenge for the
successful delivery of social care. Although councils do have the additional revenue
stream of council tax, this will only dampen the cuts to a certain degree, with the
Spending Review itself placing the actual decrease in funding at around 14%, still an
enormously challenging figure. It would also be unwise to regard this level of social care
income as ‘safe’, at a time when councils will be trying to divide scarce resources
between competing priorities, and when councils’ ability to seek additional revenue
from council tax payers will be limited and could lead to variation.
13. The Personal Social Services (PSS) Grant is being moved into the formula grant
element of the Local Government budget from 2010–11, and will increase by £1 billion in
real terms, reaching a total of £2.4 billion by 2014–15.7 Although this £1 billion of funding
is frequently described by the Government as ‘additional’ funding for social care, it should
be considered in the context of the much decreased overall formula grant:

2

HM Treasury, Spending Review 2010, Cm 7942, October 2010, p 50.

3

Ev 86

4

National Audit Office, Briefing for the House of Commons Health Select Committee – Health Resource Allocation,
December 2010, paragraph 4.1

5

Q 321

6

HM Treasury, Spending Review 2010, Cm 7942, October 2010, p50

7

HM Treasury, Spending Review 2010, Cm 7942, October 2010, paragraph 2.15
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Personal Social Services Grant and Local Government Formula Grant – Changes
2010–11
2011–12
2012–13
2013–14
2014–15
Baseline
PSS Grant1
Nominal
Change
Real Terms
Change

1.3bn

LG Formula
Grant2
Nominal
Change
Real Terms
Change

28.0bn

1.9bn

2.3bn

2.4bn

2.4bn

+ 0.6bn

+0.4bn

+0.1bn

-

+ 43%

+18%

+2%

-3%

25.0bn

23.4bn

23.2bn

21.9bn

-3.0bn

-1.6bn

-0.2bn

-1.3bn

-12.4%

-8.5%

-3.4%

-8.0%

Source: Committee Office Scrutiny Unit
Notes.
Personal Services Grant is part of the Local Government Formula Grant
Excludes ring-fenced grants and funding for Council tax freeze

14. Other than the rise in funding, the major change to grant funding for social care is that
those elements that had previously been protected areas of spending have now had their
ring fences removed. The Secretary of State explained to us that this was because ‘we take
the view that local authorities, in the context of having to deliver unprecedented levels of
efficiency, have to be given the flexibility to be able to make those decisions, to be sure that
they can do it most effectively’.8 This was supported by the Local Government Association.9
15. The obvious consequence of this approach is that there can be no guarantee that actual
changes in spending on social care will reflect the changes in the PSS grant. Dr Peter Carter
of the RCN warned that ‘the problem with not ring-fencing [...] is that it is often the
budgets for people who are most vulnerable and most impoverished and are least able to
fight for themselves that are raided’.10 Other witnesses took a different view: Adass told us
there would be “a moral imperative”11 to spend on social care sums earmarked as such in
the grant, while Simon Burns MP, Minister of State at the Department of Health, told a
Westminster Hall debate on 11 November “there will be a determination and a positive
attitude to ensure that the money is appropriately spent on what it is designed for”.12
16. Although we welcome the Government’s identification of additional resources for
social care, through the mechanism of the Personal Social Services Grant, the fact is
that this funding is now part of the general local authority revenue grant which will
reduce from £28 billion this year to £21.9 billion in 2014–15. Given the pressures on
local authority spending overall, the majority of our witnesses expressed serious
concern that changes in the PSS grant will not be reflected in changes in actual
8

Q 321

9

Q 220 [Mr Sparks]

10

Q 297 [Dr Carter]

11

Q 217

12

HC Deb, 11 November 2010, col 186WH.
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spending in social care. The decision to end ring-fencing of PSS grants means that the
total level of social care spending is now at the discretion of local authorities. Even
though this may be welcome in principle it has the practical effect of introducing an
additional element of uncertainty into the plan for meeting demand for health and
social care.
17. We urge the Government closely to monitor the relationship between the level of
PSS grant and actual social care spending. In the meantime the Government must
shore up the ‘positive attitude’ to spending of social care funds by clearly
communicating its expectations to local government.

The £1 billion from the NHS Budget
18. A further sum of £1 billion per annum (starting at £800 million for the first year of the
Spending Review period) is also being made available from the NHS Resource budget to
fund social care. The Secretary of State told us that, from this sum, £150 million in 2010–11
(rising to £300 million per year for the rest of the Parliament13) will be spent on
reablement, providing services such as physiotherapy, occupational therapy and home
adaptations to those returning home after a hospital stay. The remaining sum will, Mr
Lansley told us, be spent on ‘a much wider range of activity done fundamentally in a
preventive character’.14
19. We understand that the new Operating Framework for the NHS, due to be published
shortly, will set out to PCTs and local authorities the basis on which this latter sum will be
distributed.15 In the meantime, we have been told that the funds will be ‘effectively ringfenced’16 and will “formally be transferred from primary care trusts to local authorities on
the basis of an agreed plan as to how this is to be spent”.17 Mr Lansley also told us that
“there will be a line of accountability to ensure that they are spent for purposes that deliver
improvements in health gain as well as social care support”.18 But when asked whether the
distribution would be conditional on an improved interface between departments, the
Secretary of State said he would not use the term ‘conditional’.19
20. We strongly support working towards an improved interface between health and
social care, and we recognise the efficiencies and improvements in the quality of care
that could result from this process (see Chapter 4). The distribution of this sum for
social care from the NHS revenue budget is a key opportunity to drive positive change
in this interface. The Secretary of State’s description of a formal transfer of funds based
on a jointly-agreed spending plan suggests an approach based on the provision of
particular services in isolation. It will be an opportunity missed if this sum is not
distributed with the primary aim of developing a better overall interaction between

13

HC Deb 11 November 2010, col 184WH

14

Q 326

15

Q 327 [Mr Lansley]

16

Q 324 [Mr Douglas]

17

Q 312

18

Q 321

19

Q 312
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health and social care which could have a much wider impact on efficiency, prevention
and reablement than the more limited funding of certain services. We expect that the
distribution guidelines set out in the Operating Framework will grasp this opportunity.

Making funding meet demand
21. The social care sector is facing additional pressure from demographic changes, as an
increasing proportion of the country’s growing population reach an age where they are
likely to need care. The generally accepted figure for this demographic pressure (agreed to
by the Department of Health and the LGA) has been a 4% cost increase per year. In its
memorandum the LGA told us “the reality is therefore that if local authorities cannot
achieve this additional 4% then services will suffer—even before any funding cuts”.20
22. The Secretary of State assured us repeatedly that the social care settlement would be
enough for councils to meet social care demand without tightening their eligibility criteria.
It was suggested to him that his view was that 3% compound efficiency gains by local
authorities over four years, combined with the two year pay freeze, the £1 billion transfer
from the NHS and the extra £1 billion from the PSS grant, would be sufficient to reconcile
the pressures of supply and demand for social care.
I wouldn’t disagree with that, but you say “sufficient”. In my view and on the basis of
the discussions we have had with local authorities on their ability to sustain current
eligibility, the risk is that I agree with “sufficient”. It is not sufficient to do everything;
it is sufficient to sustain the position we are in. Sometimes that is difficult. There are
still difficult decisions being made in local authorities about what their eligibility
criteria are.21
23. In later exchanges, Mr Lansley qualified his remarks somewhat, stating that ‘there is, in
our view, generally no need for local authorities to reduce eligibility to social care’22 and,
‘local authorities are very much aware of the demands for their social care. They do not
regard cutting eligibility for social care support as something that they will immediately
resort to in order to fund other priorities’23 (our emphasis). In addition, as Mr Lansley
made clear, the fact that he considers the resources provided as adequate for maintaining
current eligibility levels will not necessarily be reflected at a local level: ‘we have given them
the resources: I am explaining to you why I think that those resources are consistent with
them not having to cut eligibility to social care, but we are not taking powers to require that
or to control it’.
24. This was underlined by David Sparks of the Local Government Association:
Each individual local authority will be in a different position and because you are
talking about money that largely comes from the settlement, i.e., the general pot as
opposed to ring-fenced money, it will inevitably be linked to all kinds of decisions
that will be made over the next couple of months in relation to individual council
20

Ev 110

21

Q 330

22

Q 346

23

Q 345
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budgets. So there is absolutely no guarantee that we can make in relation to any of
your questions [about maintaining eligibility criteria]. Some local authorities might
consider all of those as potential options. It depends on the circumstances of those
local authorities.24
25. The King’s Fund has prepared a note for the Committee setting out the potential social
care funding gap following the Spending Review 2010.25 The analysis is necessarily based
on various assumptions, but seeks to take into account the Spending Review settlement, the
increase needed to meet growing care needs, and the impact of the Government’s two year
pay freeze. The analysis presents the likely funding gap based on three scenarios: that
between 2011–12 and 2014–15 social care spending will be fully protected by councils (i.e.
a real terms cut of 0%); that there will be some protection – a real terms cut of 7%; and no
protection at all, a real cut of 14% (in line with the Spending Review assumption set out in
paragraph 10). The King’s Fund concluded:
On the assumption of average reductions in baseline spending (not including the PSS
grant) of 7% over four years [the middle scenario], by 2014–15, the funding ‘gap’ will
be around £1.23 billion – about 8% of estimated spend in that year. Over the whole
four year period, the gap is equivalent to around 2% on average per year.
[...] On the assumption that there is no real cut (that is, spending increased in line
with the GDP deflator), then increasing demographic needs and rising costs are
more than covered over the first three years, but leaves a shortfall of around £270
million in 2014–15. However it is unlikely that most Councils could afford to
completely protect adult social care spending in this way given that it is the largest
area of their controllable spending. The worst case scenario is no protection at all –
with a 14% real cut in spending. On this basis, by 2014–15, the funding gap widens to
around £2.2 billion – about 15% of the actual spend in that year.26
26. The analysis concludes that the Spending Review settlement (coupled with the public
sector pay freeze) ‘should ensure sufficient funding to more than cover assumed funding
needs in 2011–12 and 2012–13. However, under an assumed 7% real cut in social care
spending over the Spending Review period, in 2013–14 a gap starts to open, reaching an
estimated £1.23 billion in 2014–15’.27 The following graph sets out this analysis:

24

Q 197

25

Ev 131

26

Ev 131–132

27

Ev 133
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Future social care spending: The funding gap (2010/11 prices)
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27. Any potential funding gap will obviously vary at local authority level, as will the options
for addressing it. The main option, if, as stated by the Secretary of State, eligibility criteria
are to remain unaffected, would be to use resources more productively to produce
efficiency savings to cover the gap. The King’s Fund analysis states ‘efficiency savings of
around 2% a year for the period of the Spending Review would be enough to close the
estimated funding gap under the 7% scenario. If the baseline scenario is closer to a real cut
of 14% however, then efficiency gains of around 3.5% per year would be required’.28
28. The question is whether local authorities are capable of producing genuine efficiency
savings at these levels. Local authorities have a track record which demonstrates their
ability to deliver cash releasing efficiency savings of between 2 and 3% each year,29 and the
LGA argued that it would be ‘reasonable’ for adult social care departments to offer 3% cash
releasing efficiency savings per year, but noted that ‘to do this councils would need to
squeeze every last potential pound [...] and pursue other ideas ruthlessly’.30 Adass noted
that the Local Government submission on adult social care to the Spending Review had
warned that cash releasing savings of 3% per annum were possible but challenging, and
that this would ‘include genuine efficiencies but to get to 3% would also have to include
measures such as raising the level of income collected from charges and in some cases
eligibility criteria’.31 In supplementary evidence, Richard Douglas, Director-General,
Policy, Strategy and Finance at the Department of Health, made clear that the
Government’s assumptions include increases in charges in line with inflation.32

28

Ev 133

29

Ev 125

30

Ev 111

31

Ev 126

32

Ev 127
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29. We note that the Government’s evidence quotes Adass figures for 2009–10 which
demonstrate efficiency gains limited to 2.5%. Furthermore, the Government notes that ‘this
figure should be treated with some caution, as it includes savings from service reduction
and income generation. If only value for money savings are considered, the efficiency rate
falls to 1.8%’.33 Against the background of the requirement for an efficiency gain of
between 2% and 3.5%, this evidence calls into question the Secretary of State’s assertion
that the necessary efficiency gains could be made without restrictions on eligibility criteria.
Indeed, the Secretary of State noted that this state could only be achieved with
‘unprecedented’ efficiency gains in social care.34
30. The Secretary of State argued that the NHS would be able to make its own
unprecedented efficiency savings because it was starting from ‘a relatively high platform of
resources’ and a period of declining productivity. He said ‘you have a more realistic
prospect of delivering greater productivity in the years ahead than if you started with a
relatively low level of spend when you had been increasing productivity’.35 Unfortunately
the position which the Secretary of State describes in the NHS does not prevail in the social
care sector. Although overall gross expenditure on adult PSS rose in real terms by 57.4%
between 1997–98 and 2007–08, this is in contrast to spending on the NHS, which doubled
in the same period.36 At the same time, the social care sector has already tackled much of
the low-hanging fruit in reaching its earlier, substantial, efficiency gains.37
31. The ability to make this level of efficiency gain will also vary significantly across
different councils. Andrew Cozens of the LGA noted that some local authorities would
have more scope to make savings than others, depending on the current structure of their
social care systems. In particular, he said that ‘the quantum [of efficiency savings] is
achievable but it is not spread evenly across the country’.38
32. The evidence submitted to us, including the evidence submitted by the Government
itself, does not allow us to conclude that the Spending Review settlement, coupled with
the pay freeze, is enough to allow councils to ‘sustain’ care levels without restricting
eligibility criteria. Our analysis shows that, depending on spending decisions by
individual councils, the social care sector will need to deliver efficiency gains of up to
3.5% per annum throughout the Spending Review period to avoid reducing their levels
of care. We intend to monitor the delivery of these key objectives on a regular basis
throughout the Parliament.

33

Ev 88

34

Q 318

35

Q 389

36

Health Committee, Public Expenditure on Health and Personal Social Services 2009, HC (2009–10) 269-i, Table 34b.

37

Ev 110

38
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4 Interface between health and social care
33. Improving the interface between health and social care will be essential if the
unprecedented savings in both sectors are to be achieved. Adass noted that there was
plenty of potential for improving the interaction between these services:
[most people] want seamless services which ignore organisational boundaries. There
are some excellent examples of integrated working between health and social care
but they are, in general, exceptions other than the rule. They also tend to focus on
specific areas of spending such as adults with learning disabilities or with mental
health problems. Most of the £120 billion spent on health and social care is spent on
older people with long term problems and/or complex problems. Very little of this is
spent in an integrated way. This means that public resources are at times wasted or
spent unnecessarily.39
34. The potential was clearly recognised in the Government’s evidence40 and by the
Secretary of State:
It is very clear, when we look at where efficiency, quality and productivity can be best
improved, that the interface between health and social care has for a long time been
one of the areas that is most susceptible of improvement. The resources that we are
making available through the spending review – even this year we have found £70
million in savings to support reablement – are specifically directed at delivering those
gains in efficiency.41
35. Improving the interaction between health and social care will be very important if
the necessary cost savings on both sides are to be realised. The potential to make
savings in this area has long been acknowledged, but has not yet been properly realised.
We believe that it is mission-critical to successful delivery of the Nicholson Challenge to
achieve a quantum leap in the efficiency of this interface.
36. Although the Secretary of State rightly recognised that movement in this area has been
slow, the NAO has found examples of improvement in recent years:
In our discussions with a number of PCTs and local authorities, they reported that
integrated working and joint commissioning had increased in the last few years and
provided a number of examples of how effective joint working was being facilitated:
they have reciprocal places on each other’s committees;
representatives from the PCT may meet as a board with the council’s cabinet in
order to facilitate better joint working;
many Directors of Public Health are joint posts;

39

Ev 125–126.

40

Ev 88

41

Q 311
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their finance departments meet regularly, usually around once per quarter;
they shared targets e.g. NHS vital signs indicators; and
their Chief Executives meet regularly.42
37. The LGA and Adass agreed that the relationship between health and social care was
improving, and that discussions on improving the interface were gradually becoming more
positive, although they noted that this was often dependent on individual relationships and
that negotiations were often set back when key individuals moved on or left the service.43
38. The NAO found that particular complications to improving the interface further
included the ‘grey areas’ that result when it is not clear which organisation should be
responsible for a particular item of expenditure, and instances when the cost is incurred in
one organisation and the benefit realised in the other.44 The LGA also flagged up the
complexity of the interplay between the two systems (especially with tightening resources
and charges in the social care sector meeting the ‘free at the point of use’ NHS).45
39. The King’s Fund noted that NHS reorganisation could have a negative effect on the
interface, as ‘the abolition of PCTs and consequent loss of co-terminosity with local
authorities is likely to undermine progress made in building relationships at the local level.
Nevertheless, the creation of local health and wellbeing boards [proposed by the White
Paper]– which will require a different approach driven less by top-down direction and
more by locally determined solutions – could create an opportunity to improve on the
current situation’.46 This links into concerns about the abolition of Local Area Agreements,
which the NAO had found to be one of the biggest factors in facilitating partnership
working between the NHS and local government in tackling health inequalities.47
40. Although many witnesses have stressed the benefits to both sides that may come from
improving these relations, it was striking that most examples we heard involved additional
spend on the social care side to realise cost savings on the healthcare side. In general, this
involved preventing unnecessary admissions to hospital and allowing earlier discharge
from hospital. As Nigel Edwards of the NHS Confederation noted: ‘the most cost-effective
way, often, of preventing that admission and moving patients on are well-designed
packages of social care’.48 This was supported by Sir David Nicholson, who told us ‘at the
end of the day, the people that social care are providing services to are the very people we
have in our hospital beds. So I have encouraged the NHS to look very carefully at social

42

National Audit Office, Briefing for the House of Commons Health Select Committee – Health Resource Allocation,
December 2010, paragraph 5.3

43

Q 223 [Mr Cozens]

44

National Audit Office, Briefing for the House of Commons Health Select Committee – Health Resource Allocation,
December 2010, paragraphs 5.4 and 5.5.

45

Q 194 [Mr Cozens]

46

Ev 107

47

National Audit Office, Tackling Health Inequalities in life expectancy in areas with the worst health and deprivation,
HC 186, Session 2010–11, July 2010.

48

Q 170
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care, to think jointly between health and social care, about how they might use that
resource and not to revert behind their boundaries’.49
41. The Department of Health has stated that improved care of patients with long-term
chronic conditions could save up to £2.7 billion, for example by avoiding unnecessary
emergency hospital admissions.50 The NAO has also said that ‘economic modelling for our
reports on dementia and end of life care found that there was scope to reduce the number
of hospital admissions and length of stay; for example, we identified that around 40% of
beds were occupied by elderly people who no longer had a clinical need to be there’.51
42. Sarah Pickup of Adass told us that the situation had certainly been problematic in the
past, but there were signs it was improving:
I think that, for a long time, there has been a lot of measurement in local government
about how well we work with the Health Service and there hasn’t been, in a sense,
equal measure in the NHS about how well they work in partnership with adult care
because the ways the systems work and the priorities and the indicators are different.
But I think we are hearing a different language coming out of the Department of
Health in terms of the NHS and the partnership working and that £1 billion shift of
resources is part of that language. If we talk to colleagues now in Strategic Health
Authorities and in the Department of Health and in PCTs, I feel there is a more
genuine intent to move forward with some of the partnership things that perhaps
have been a bit not quite the top of the list of priorities before. If you look at the
QIPP processes, the Quality, Improvement, Productivity and Prevention processes,
that Health are going through to achieve their efficiencies, they are increasingly
featuring those interface services because we recognise that we will all benefit and
they are being measured on the extent to which those overlap into adult social care.52
43. We strongly support the objectives of improved partnership between health and
social care but doubt whether the current institutional or policy structures are fit for
the purpose of achieving them. The examples which are quoted often involve
demonstrating how better developed social care services will relieve the burden on the
healthcare system as well as improving outcomes and experience for patients. There is
ample evidence to support these objectives, but delivery involves more than
cooperation and improved discharge procedures. It requires a serious commitment to
plan and deliver coherent delivery systems (‘pathways of care’) which are complicated
by institutional differences.
44. The allocation of £1 billion to social care through the NHS budget is a step in the
right direction in that it formally recognises the interaction between health and social
care, but we are concerned that it may be too tightly focused to bring about a genuine
wider improvement in the interface between the two services. In general, there is a risk
of the ‘better interface’ becoming a by-word for the health service seeking to achieve its
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own efficiencies by asking social care to take on more. The Government must do more
to bring about improved relations and interaction more generally between the two
sectors, as this could ultimately contribute to broader cooperation, more imaginative
efficiencies, and more significant savings on both sides. It is not enough for the
Government to exhort change in this area: there must be a formal policy infrastructure
that recognises the importance of achieving this.
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5 Healthcare
The Spending Review settlement for healthcare
45. The Department of Health was one of only two departments (the other being the
Department for International Development) for which the Government had pledged to
protect funding. In the Spending Review the Department was allocated an increase in its
Resource budget, with cumulative growth reaching 1.3% in real terms by 2014–15 on the
assumptions used in the Spending Review. The Administration budget (i.e. the
Department’s ‘back office’ costs) within the Resource budget falls in real terms by 33% by
2014–15. This is in line with the average decrease across departments of 34%. At the same
time, the Department of Health Capital budget will fall by 17% in real terms by 2014–15
(compared with an average decrease across departments of 29%) on the assumptions used
in the Spending Review.
46. As we have seen, the Spending Review also committed the NHS to set aside funding
within the Resource budget, growing to £1 billion by 2014–15, to fund social care
(including a specific allocation for reablement services).
47. The Department of Health takes up a significant portion of the Government’s total
funding across departments: by 2014–15 the Department of Health will account for
33% of the total Resource budget and 11% of the total capital budget. The ability of the
NHS to operate within its settlement is therefore vital to the achievement of the
Government’s spending plans.
48. There has been some political debate regarding the Government’s description of the
Spending Review settlement as a real-terms increase. The fact of the matter is that the
question of whether or not the settlement fulfilled this description depends on which
particular parts of the settlement are included in the calculation. The 1.3% real terms
increase in the Resource budget (on the assumptions used in the Spending Review) is
consistent with the Coalition Government’s commitment on health spending. However,
this cumulative real terms growth for the NHS is significantly reduced if the additional £1
billion NHS funding for social care (which will be formally transferred to local authorities
on the basis of an agreement with the NHS, rather than spent directly by the NHS itself) is
separated out, as demonstrated by the following table:
Additional Funding for Social Care in NHS Resource Budget (£ billion)
2013–14
2014–15
2010–11
2011–12
2012–13
(baseline)
Additional
Funds in NHS
Resource
budget for
social care
Remaining
Resource
budget

-

0.8bn

0.9bn

1.1bn

1.0bn

98.7

100.7

103.1

105.8

108.8

Source: Committee Office Scrutiny Unit.

Cumulative
Real Growth
%

+ 0.4
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49. The discussion of whether or not the settlement could be considered a ‘real terms’
increase is also affected by whether one considers the Resource budget in isolation (as
above) or the total budget (resource plus capital). The total budget (resource plus capital)
increased only marginally in real terms if the additional social care funding is included, and
actually was expected to fall by 0.54% in real terms by the end of the Spending Review
period if this funding is excluded. The Government has confirmed that the additional
social care funding is essentially a transfer from the NHS capital budget.53
50. This debate has now been overtaken by events. Since the Spending Review, the Office
for Budget Responsibility (OBR) has revised its earlier forecasts for the GDP deflator.54
This is the general measure of inflation used by the Treasury to calculate inflation-adjusted
or real figures, and in particular, is the measure used in the Spending Review to calculate
NHS funding in real terms. For three of the four years of the spending review the OBR has
now revised its GDP deflator forecasts upwards. The cumulative GDP deflator from 2011–
12 to 2014–15 is now forecast to be around 0.65% higher (10.49% instead of 9.84%) than
the estimate used in the Spending Review. As the cash rise in the total NHS settlement
announced by the spending review was 10.21% by 2014–15, the real terms increase of
0.34% over four years is now forecast to be a real cut of around 0.25% - equivalent to an
average annual real cut of 0.062%. Compared with this year, this translates into a real cut of
around £0.25 billion by 2014–15.
51. The marginal nature of the real terms increase in spending on health meant that the
Government’s commitment would be vulnerable to small shifts in inflation. When
questioned on this issue in the House on 7 December, the Secretary of State said:
“At the Spending Review we set out what met our commitment. I am very clear
that...revenue funding for the NHS will increase in real terms...The gross domestic
product deflator will move from time to time, but the commitment that we set out
was clear and will continue”.55
As it stands, however, the Government’s commitment to a real terms increase in health
funding throughout the Spending Review period will not be met. This emphasises the
fact that the settlement, although generous when compared to other departments,
represents a substantial challenge to the NHS.

The ‘Nicholson Challenge’
Background to the Nicholson Challenge
52. Over the past 39 years the NHS has received combined capital and revenue funding of
an average of 3.9% per annum above inflation,56 which has allowed it to keep pace with
long-term pressures from demography, medical advances and rising patient expectations.
The NHS is now in a position where it will need to make substantial efficiency gains to

53

HC Deb, 11 November 2010, col184WH

54

Office of Budget Responsibility: Economic and Fiscal Outlook, Cm 7979, 29 November 2010

55

HC Deb, 7 December 2010, col 163.

56

Ev 82

Public Expenditure 19

allow it to continue to meet the demands made of it. Indeed, several witnesses have noted
that various aspects of NHS inflation more or less cancel out any increase in funding
received under the Spending Review.57
53. This state of affairs has not come as a surprise to the NHS, and it was anticipated by Sir
David Nicholson, the Chief Executive, through the establishment of the QIPP (Quality,
Innovation, Productivity and Prevention) programme, designed to deliver efficiency
savings of £15–20 billion between 2011 and 2014. This ‘Nicholson Challenge’ was first set
out in the NHS Annual Report for 2008–09,58 well before the change of government and
the Spending Review. The challenge reflects independent analysis, such as the 2009 report
by the King’s Fund and the Institute for Fiscal Studies that also suggested the NHS would
need to sustain large annual productivity increases in order to maintain the quality of its
services against a background in which it was recognised that health spending was bound
to rise more slowly in the immediate future than it had done over the previous decade.59
54. The public sector pay freeze for the first two years of the period will contribute to the
required efficiency gains. The Committee is mindful that the achievement of the Nicholson
Challenge will depend on the efforts of NHS staff whose pay is being frozen.
55. The scale of the challenge is immense. Sir David told us “It is huge. You don’t need me
to tell you that it has never been done before in the NHS context and we don’t think, when
you look at health systems across the world, that anyone has quite done it on this scale
before”.60
56. In considering the financial constraints facing the health service it is important to
remember that this efficiency challenge predates both the White Paper reorganisation and
the specific Spending Review settlement: but these subsequent developments provide a new
context within which the challenge must be delivered.
Making the savings happen
57. Although the NHS has received a significant increase in resources over the last decade
or so, this has been put to use in expanding services (‘using more to do more’) rather than
focusing on making efficiency gains (‘doing more with the same’). We recognise that the
current efficiency challenge is not about cutting £15–20 billion from the NHS budget, nor
should it lead to a reduction of £15–20 billion of services. Instead the NHS must derive
£15–20 billion more value from its budget, in order to meet rising demand and improve
the quality of services without a corresponding increase in funding.
58. The importance of viewing the challenge in this way was stressed by the King’s Fund in
its July 2010 paper ‘Improving NHS Productivity’:
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As the NHS grapples with significantly smaller increases in funding from 2011, there
is a danger that the necessary focus on improving productivity becomes, at best, an
end in itself and, at worst, a misunderstanding that the NHS needs to dramatically
cut budgets, reduce services for patients, and sack staff. The NHS will need to
carefully select the strategies which, together, produce more value from the same or
similar resource – not the same for less.61
59. On a general level, witnesses have told us that efforts to meet the spending challenge in
a coherent way are being complicated by the lack of a clear ‘narrative’ from central
government. Dr Hamish Meldrum of the BMA told us:
I think we really need to see a much better narrative than we have up till now: not
only what is the rationale for actually making it that amount but actually where are
these moneys going to be reinvested, what jobs are going to be needed in order to do
that and, therefore, both locally and nationally, having much greater detail about the
whole flow of funds and resources over the next four years.62
This was supported by Dr Peter Carter of the RCN, who told the Committee:
the current worry is that the service redesign at the moment is done on the back of
needing to save money rather than the back of a good, properly thought through
strategic plan which is taking a local health service forward.63
60. The efficiency challenge for the NHS is not about cuts. It is about doing more with
the same amount of money. The Government needs to ensure this fact is more clearly
communicated both by the NHS itself and to the wider community.
61. The scale of the challenge is enormous. The NHS does not have a good recent record
on improving productivity. While it is widely accepted that measuring productivity is
problematic and that an entirely satisfactory method has yet to be devised, ONS figures
show that between 1997 and 2007, measured NHS productivity was flat or declining over
the whole period,64 whereas private sector productivity improvement averaged 2% per year.
The Secretary of State told us that this low productivity, coupled with the ‘relatively high
platform of resources’ that the NHS had been given over previous years, actually indicated
that there was plenty of scope for productivity improvements.65 This is true, provided that
the correct mechanism can be found to turn this potential into results.
62. There is an urgent need for a credible plan to deliver the efficiency gain which is the
central requirement of the Spending Review settlement for the NHS. Many witnesses
have drawn attention to the need for this plan and have expressed concern that it is not
yet available. We share this concern.
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63. In his 2002 review of future funding of the NHS, Sir Derek Wanless set out three
funding scenarios depending on progress made in relation to future demand, supply and
costs of healthcare. A study by the King’s Fund in 2007 concluded that the NHS was
progressing in line with the middle scenario (‘solid progress’) but that in the period up to
2013–14, there was likely to be a shortfall in funding of just under £21 billion. £9 billion of
the shortfall was made up from factors such as real pay and prices, and capital investment,
while £12 billion of the gap in funding related to the need to effect actual improvements in
the quality of care, resulting from changes in the way care was delivered. 66
64. This message of quality is one that we are also hearing from the Department of Health.
The Secretary of State told us that the QIPP programme was “deliberately designed around
the proposition that we are going to increase quality and deliver greater efficiency by the
use of innovation and prevention to deliver an overall rise in quality and productivity.
Productivity only captures a sense of doing the same thing with fewer inputs. We’re
looking not only to carry on doing the same thing, but to increase the quality of what we do
by changing the design of what we do”.67 Sir David Nicholson assured us that it was
‘perfectly possible to improve quality and increase productivity simultaneously’.68 The
White Paper stated that the QIPP programme would ‘continue with even greater urgency,
but with a stronger focus on general practice leadership. The QIPP initiative is identifying
how efficiencies can be driven and services redesigned to achieve the twin aims of
improved quality and efficiency’.69 Edward Macalister-Smith, Chief Executive of
Buckinghamshire Primary Care Trust, told us that ‘it is possible to close that gap, and it is
possible to do it while maintaining quality and improving patient experience. But it needs
to be very, very determined and it is going to involve really quite radical changes to the
behaviour and the operations of all parts of the system’.70
65. The demand pressures will mount steadily over time. It is for this reason that it is vital
for the Government to ensure that the savings programme also gets results on a consistent
basis across the Spending Review period, rather than focusing solely on the end point of
making £20 billion worth of savings by 2014. The Department assured us that they were
planning on this basis.71
66. Efficiency gains of this kind are difficult to measure. Sir David Nicholson told us that
savings deriving from the tariff changes would be subject to a matrix and milestones to be
published in December, with monitoring against these standards published in The Quarter
for each quarter of the savings programme. We were told that each individual NHS
organisation would also have, by March, an efficiency plan based on the expectations set
centrally.
67. The QIPP programme is the tool available to healthcare to make efficiencies, and
represents a good starting point. However, the scale of the challenge is so immense that
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QIPP will need to demonstrate clear savings early in order to provide the savings
programme with the momentum to proceed at a steady pace towards the £15–20 billion
goal. Close monitoring and consistent reporting of performance against publicly
available norms will be essential if these gains are to be seen as real improvements
rather than accounting changes.
68. Sir David Nicholson gave us the following assessment of how the savings would be
made:
If you look at those savings, about 40% of them will come from essentially a mixture
of things which are much more under our central control. So, for example, the pay
savings, the management costs savings, the administrative cost savings, the savings
on central budgets of the Department—all of those things—come to about 40% of
the total savings. That is reported out and we can look at that. The second group of
savings—about 20%—come from service change. So that is the thing I talked about;
the movement from secondary to primary care and that sort of thing. The third lot is
about 40%, which is the savings you get through the tariff in the acute sector, so
driving efficiency in hospitals.72
69. The Secretary of State stressed the particular importance being placed on the reduction
in management and administration costs: ‘by 2014–15, the one third real-terms reduction
in administration costs across the NHS will yield a reduction in total administration costs
of £1.9 billion. That is effectively one tenth of the maximum efficiency savings we are
looking for’.73 Nigel Edwards of the NHS Confederation cautioned that only a small
proportion of savings could actually be made from administrative, management and ‘back
office’ savings: “most of the money is spent on clinical care. If you want to reduce your
spending, make your spending more efficient, that is, I am afraid, where you have to
concentrate”.74
70. The Secretary of State is also placing significant weight on the tariff.75 The tariff is
already being used to generate 3.5% efficiency gains in the NHS in 2010–11.76 If the tariff is
to drive 40% of the £15-20 billion efficiency gains required by the Nicholson Challenge
then this equates to £2 billion of savings in the acute hospital sector per year. This is
roughly equivalent to 5.5% of the PCT allocation spent on general and acute secondary
care, and potentially even more for some services, since not all acute sector services are
covered by the tariff.77 Edward Macalister-Smith told us that in his area he expected the
majority of savings to be made from provider efficiency resulting from a squeeze of the
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tariff: “it has got to make that productivity gain in the acute hospital and that is going to be
tough”.78 The NHS Confederation also raised concerns about the pressures on acute
trusts.79 The Secretary of State insisted that achieving 40% of savings through the tariff
would not be simply about squeezing costs rather than improving quality and efficiency:
“the tariff is driving best practice and efficiency. We are going to develop the tariff to do
these things and it will be a powerful instrument to make it happen”.80 But reducing the
tariff does not, in itself, produce efficiency gains, although it does put hospitals under more
pressure to reduce costs. It may be that hospitals meet the squeeze on tariffs by ceasing to
provide services, or by subsidising unprofitable lines with profitable ones, without actually
improving efficiency.
71. We are concerned that 40% of the necessary efficiency improvements are to be
derived from tightening the tariff. There is no guarantee that reductions in the tariff
will always result in genuine efficiency gains, and there is a risk that the quality of
services could suffer if changes are driven by reductions in the cost of the tariff alone.
There should not just be across the board cuts in the tariff. It needs to be revised to
remove perverse incentives and encourage best practice.
NHS reorganisation
72. The efficiency challenge is inescapably tied up with the restructuring of the NHS, as set
out in the Government’s White Paper, Equity and Excellence: Liberating the NHS (July
2010). Described in the foreword as a ‘bold vision’, the major reforms set out in the paper
include the devolution of commissioning from PCTs to GP consortia, the establishment of
an independent NHS Commissioning Board, the conversion of all NHS Trusts to
foundation trust status, a significant reduction in the number of NHS bodies, and a radical
streamlining of the Department’s own NHS functions. We are conducting a separate
inquiry into the most significant of these changes, the transition to commissioning by GP
consortia, and this Report is not an analysis of the White Paper proposals. The transition to
the new structure coincides more or less exactly with the Spending Review period and will
frame the spending plans for the NHS.
73. Presenting the White Paper to the House, the Secretary of State said ‘I recognise that
the scale of today's reforms is challenging, but they are designed to build on the best of
what the NHS is already doing’.81 In evidence to us on 20 July 2010 Mr Lansley stressed
that, for the majority of clinicians in the NHS the restructuring was ‘not an upheaval, it is
an empowerment’.82 He continued this theme when appearing before us for the current
inquiry on 23 November: ‘what I am proposing is an evolution. I have never called it a
revolution’.83
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74. Witnesses to the inquiry have described the reforms in more drastic terms. Sir David
Nicholson, Chief Executive of the National Health Service, told us that ‘the scale of the
change is enormous—beyond anything that anybody from the public or private sector has
witnessed, really’.84 John Appleby, Chief Economist at the King’s Fund, told the Treasury
Committee on 1 November ‘This is not about tinkering around the edges [...] It is about
some radical alterations in the structure and fabric of health care—closing hospitals and
centralising some services, which are some of the big things that the NHS has found
difficult to do over its history’.85
75. The Secretary of State told the Committee that the White Paper reforms feed into the
efficiency challenge by ensuring ‘that those who are responsible for making clinical
decisions do so alongside the resource consequences’ and by promoting the better
integration of services between community and hospitals.86 We have also heard from Sir
David Nicholson that the dual challenges of efficiency savings and service reorganisation
needed to be ‘not parallel but mutually reinforcing’.87 We agree that this is necessary, but
we have heard numerous warnings of the risks involved in combining the tight spending
envelope and the need for unprecedented efficiency savings with the large-scale
reorganisation of NHS structures. The Department of Health’s own analytical strategy
document for the White Paper acknowledges these risks:
There are clear risks associated with the transition period. For example, SHAs and
PCTs will cease to exist, but there will be a reliance on them in the short-term around
both managing the transition period and delivering ongoing efficiency savings, such
as those associated with the QIPP programme.88
76. The Nuffield Trust, in their recent briefing on the White Paper and Spending Review,
set out the risks of trying to combine the reorganisation with the need for efficiency
savings:
Even if well managed, widespread organisation reform can mean services stand still
for a period rather than progress. If managed poorly, services and finances may
suffer. There is clear evidence that organisations distracted by reform can experience
major financial and service failure. Failure can take several forms; these include a
lack of control of expenditure, rushed service changes, or more fundamentally, a
decline in the quality of care. This is the more worrying because quality is less readily
measurable than finance, and in the current financial climate there will be much
attention to the bottom line.89
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77. Dr Peter Carter of the RCN highlighted that these concerns are also shared by staff on
the ground:
This is a heck of a challenge. The £15 billion to £20 billion on its own [...] is
absolutely massive, has never been done before, and that on its own would be a
major challenge. The White Paper on its own would be a major challenge. Put the
two things together and this is as big and as complex as you could get.90
78. In particular, the reorganisation is going hand in hand with the White Paper
commitment to reduce NHS management costs by more than 45% over the next four
years, with the aim of freeing up further resources for front-line care. The White Paper
stated that:
[...] as a result of the record debt, the NHS will employ fewer staff at the end of this
Parliament; although rebalanced towards clinical staffing and front-line support
rather than excessive administration. This is a hard truth which any government
would have to recognise.91
79. The reduction in management pre-empts the reorganisation, but it raises questions
about the delivery of both the reorganisation and the Nicholson Challenge. We know the
direct costs of the management reductions (we were told that it would cost up to £900
million in redundancy costs, but that it could ‘save £880 million, recurringly’92), but there
will be wider implications for the control of the restructuring and, in particular, the ability
of the system to sustain a focus on the delivery of healthcare during a time of such
upheaval. Professor Chris Ham told us:
[...] there are always risks associated with a big reorganisation change of this kind
because for a couple of years at least the people involved in that reorganisation are
distracted from the core business. While they are reorganising the structures, the
focus on improving care for patients and getting better efficiency will often take,
sadly, second place.93
80. The King’s Fund has stressed the important role that managers had to play in
delivering both efficiency savings and a successful reorganisation:
Leadership time and capability need to be dedicated to furthering the QIPP agenda
and ensuring effective implementation, while also taking forward the radical changes
to the organisation of the NHS that are in the pipeline. This will not be easy at a time
when substantial cuts are being made to management costs. It is vital that the
contribution of managers and leaders of local systems is recognised alongside the
drive to empower frontline clinical tariffs.94
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81. Nigel Edwards of the NHS Confederation told us ‘some of the managerial control
systems and other more standard techniques that we have relied on in the past to get
financial balance may work less effectively, because of the changes that are happening’.95
82. Sir David Nicholson assured us in Committee that he was aware of these risks and
would be taking appropriate action, recognising that although the reorganisation was
unusually ‘bottom-up’ and ‘fluid’, there was a need for ‘more stakes in the ground’.96
Specifically, he told us that:
there is no doubt in my mind that in some ways we are going to have to centralise
more power in the very short term to deliver the benefits in the medium and longterm [...] we will have to take a very tight rein in relation to the management of
finance.97
This tight control would be supported by the new Operating Framework in December and
the preparation over the next few months of detailed plans for individual organisations.
We welcome Sir David’s recognition of the need for close financial oversight during
this transition period. We believe there must be more detail in the Operating
Framework and over the coming months on the exact nature of these controls and, in
particular, how they will address the transitional arrangements from PCTs to
commissioning consortia.
83. It is important to recognise that these changes are already happening and that the
absence of a clear plan risks undermining both a logical approach to the savings
programme and the opportunity to use this process to develop higher quality services for
patients. The new Operating Framework needs to provide this narrative.
84. We have already discussed the importance of selling the challenge as making efficiency
gains rather than simply ‘cuts’. Unfortunately we are increasingly hearing examples that fall
into the latter category. At the time of writing, increasing numbers of news stories were
appearing in the media about PCTs struggling to meet costs and services being rationed.
Pulse reported on 23 November that many PCTs were ‘warning their plans rely on huge
cuts and ‘spending all contingency funds’’98; the Yorkshire Post has reported that North
Yorkshire PCT will be ceasing to offer IVF treatment to new patients, stopping minor
surgery at GP clinics, and delaying non-urgent hospital treatment99; while the local press in
Kent is reporting that the Eastern and Coastal Kent PCT has ordered GPs to delay referring
to hospitals ‘low-priority’ treatments (such as hip and knee replacements and some cases of
cataract surgery) in an effort to ease pressure on beds and cut overspending.100 In terms of
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100 This is Kent, 12 November 2010, Health chiefs block non-urgent operations in bid to save money and keep beds free.
http://www.thisiskent.co.uk/news/Hospitals-block-non-urgent-ops/article-2877584-detail/article.html
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job losses, the RCN has already identified almost 18,000 NHS posts at risk in England,101
while UNISON noted “already there are reports coming through of hundreds of jobs being
threatened across the country”.102
85. The BMA told the Committee: ‘We are already seeing that, in some places, the
challenge is not being addressed in a terribly evidence-based or logical way, in that you are
relying on happenstance of people retiring or leaving the service to try and make savings.
What you will need, if you are going to try to achieve the sort of savings that are talking
about, is a fairly massive reconfiguration of the way services are delivered’.103
86. Dr Carter argued that the process was being handled in a way that could serve to
complicate the problem: ‘Our fear is that what we are going to see is a squeeze on the acute
hospitals without the reinvestment in the community infrastructure, which is going to
make a difficult situation even worse’.104
87. Although the Secretary of State rejected the suggestion that PCTs were in meltdown,105
it is evident that the impending reorganisation is already affecting the functioning of
certain PCTs. Sir David Nicholson acknowledged that it was ‘a big challenge’ to deliver the
efficiency programme in such a context, especially away from the pathfinder consortium106
sites:
If you were to ask me whether I think we can sustain 152 independent PCTs between
now and 1 April 2013, I would say that we cannot. Increasingly, in parts of the
country, we see that we cannot do that now. That is not to say that we want to
abolish them, or that we would abolish them statutorily, but we need to make
arrangements so that we can pool the capacity that we’ve got. Hence, in London,
they’re looking at clustering organisations together and having one management
team to run a series of PCTs. I have absolutely no doubt that that will be the model
across the country as a whole. So, you will see PCTs being clustered together with
single management teams in order to sustain the management capacity, both to
enable them to devolve the responsibilities to the local government and consortia
and, on the other hand, to enable them to hold on to the accountability chain, which
is going to be so critical for us over this period.107
88. Sir David Nicholson has acknowledged the risks of delivering the efficiencies
programme over the transition period to the new NHS structures, and we are
encouraged by his determination to maintain tight financial controls during this time.
However, we are concerned that there has been a lack of co-ordination in the period
since the White Paper was published, and the Government has not communicated a

101 Royal College of Nursing, Frontline First Interim Report, November 2010, p5.
102 Q 239 [Mr Collis]
103 Q 233
104 Q 277 [Dr Carter]
105 Q 377
106 Sites in the pathfinder programme, whereby groups of GP practices (consortia) are supported in taking forward GP
commissioning of services ahead of the formal transfer from PCTs under the White Paper timetable.
107 Q 372
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clear narrative to support PCTs and other NHS organisations in implementing the
reforms.
89. To compound the problem of these indirect costs and risks, the direct cost of the
reorganisation remains unclear. The National Audit Office’s recent report on machinery of
government changes examined the costs and risks of such changes, and concluded that
reorganisation costs tend to be significant; that the ability of central government bodies to
identify reorganisation costs was very poor; and that central government bodies were weak
at identifying and systematically securing the benefits they hoped to gain from
reorganisation.108 It is important that the NHS reorganisation does not follow this pattern.
90. The analytical strategy for the White Paper discusses the factors that will contribute to
the cost of the reorganisation,109 but at the time of writing, the Government had not
produced an estimate of the cost of the reorganisation, beyond the statements of
redundancy costs mentioned above. The Government has made reference to the figure of
£1.7 billion that derives from the requirement originally set out in the NHS Operating
Framework for 2010–11 (under the previous Government) for PCTs to set aside 2% of
funds for the purposes of non-recurring ‘service transformation’ costs. In a Westminster
Hall debate on the implications of the Spending Review for the NHS, Simon Burns MP,
Minister of State at the Department of Health, stated that the Government recognised ‘that
amount of money as money that can or could be used for reorganisational purposes’.110
Although this sum may be earmarked for ‘service transformation’ purposes, it pre-dates
the current Government and cannot be regarded as an accurate estimate of the costs of
implementing the specific proposals of the White Paper.
91. The estimate of reorganisation costs of £2–3 billion, as proposed by Professor Kieran
Walshe of the Manchester Business School,111 has been widely cited, and may provide a
more accurate indication of the reorganisation costs. Ultimately it is for the Government to
demonstrate that it has made its own assessment of the reorganisation costs, to publish
these figures, and then monitor the actual costs against their budget.
92. The cost of the White Paper reorganisation emphasises the need to achieve the
higher end of the £15–20 billion of efficiency savings identified in the Nicholson
Challenge. These costs must be clearly identified and planned for, if the spending
challenge is to be achieved. It is unfortunate that the Government has not yet provided
even a broad estimate of the likely reorganisation costs; and it is unhelpful for the
Government to continue to cite the £1.7 billion figure, as it does not relate to their
specific proposals. The next round of White Paper documents must present a clear
assessment of the likely costs, both direct and indirect, and demonstrate how they are to
be accommodated into wider spending plans.

108 National Audit Office, Reorganising Central Government, HC 452, Session 2009–10, March 2010.
109 Department of Health, Equity and Excellence – Liberating the NHS: Analytical Strategy for the White Paper and
associated documents, p5. Available at:
http://www.dh.gov.uk/prod_consum_dh/groups/dh_digitalassets/@dh/@en/@ps/documents/digitalasset/dh_117351.pd
f
110 HC Deb, 11 November 2010, col 179WH.
111 Professor Kieran Walshe, Reorganisation of the NHS in England, BMJ 2010; 341:c3843 (16 July 2010):
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Conclusions and recommendations
1.

The Local Government Spending Review settlement is a tough one (though in line
with many others across government) that cannot fail to pose a challenge for the
successful delivery of social care. Although councils do have the additional revenue
stream of council tax, this will only dampen the cuts to a certain degree, with the
Spending Review itself placing the actual decrease in funding at around 14%, still an
enormously challenging figure. It would also be unwise to regard this level of social
care income as ‘safe’, at a time when councils will be trying to divide scarce resources
between competing priorities, and when councils’ ability to seek additional revenue
from council tax payers will be limited and could lead to variation. (Paragraph 12)

2.

Although we welcome the Government’s identification of additional resources for
social care, through the mechanism of the Personal Social Services Grant, the fact is
that this funding is now part of the general local authority revenue grant which will
reduce from £28 billion this year to £21.9 billion in 2014–15. Given the pressures on
local authority spending overall, the majority of our witnesses expressed serious
concern that changes in the PSS grant will not be reflected in changes in actual
spending in social care. The decision to end ring-fencing of PSS grants means that
the total level of social care spending is now at the discretion of local authorities.
Even though this may be welcome in principle it has the practical effect of
introducing an additional element of uncertainty into the plan for meeting demand
for health and social care. (Paragraph 16)

3.

We urge the Government closely to monitor the relationship between the level of
PSS grant and actual social care spending. In the meantime the Government must
shore up the ‘positive attitude’ to spending of social care funds by clearly
communicating its expectations to local government. (Paragraph 17)

4.

We strongly support working towards an improved interface between health and
social care, and we recognise the efficiencies and improvements in the quality of care
that could result from this process . The distribution of this sum for social care from
the NHS revenue budget is a key opportunity to drive positive change in this
interface. The Secretary of State’s description of a formal transfer of funds based on a
jointly-agreed spending plan suggests an approach based on the provision of
particular services in isolation. It will be an opportunity missed if this sum is not
distributed with the primary aim of developing a better overall interaction between
health and social care which could have a much wider impact on efficiency,
prevention and reablement than the more limited funding of certain services. We
expect that the distribution guidelines set out in the Operating Framework will grasp
this opportunity. (Paragraph 20)

5.

The evidence submitted to us, including the evidence submitted by the Government
itself, does not allow us to conclude that the Spending Review settlement, coupled
with the pay freeze, is enough to allow councils to ‘sustain’ care levels without
restricting eligibility criteria. Our analysis shows that, depending on spending
decisions by individual councils, the social care sector will need to deliver efficiency
gains of up to 3.5% per annum throughout the Spending Review period to avoid
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reducing their levels of care. We intend to monitor the delivery of these key
objectives on a regular basis throughout the Parliament. (Paragraph 32)
6.

Improving the interaction between health and social care will be very important if
the necessary cost savings on both sides are to be realised. The potential to make
savings in this area has long been acknowledged, but has not yet been properly
realised. We believe that it is mission-critical to successful delivery of the Nicholson
Challenge to achieve a quantum leap in the efficiency of this interface. (Paragraph
35)

7.

We strongly support the objectives of improved partnership between health and
social care but doubt whether the current institutional or policy structures are fit for
the purpose of achieving them. The examples which are quoted often involve
demonstrating how better developed social care services will relieve the burden on
the healthcare system as well as improving outcomes and experience for patients.
There is ample evidence to support these objectives, but delivery involves more than
cooperation and improved discharge procedures. It requires a serious commitment
to plan and deliver coherent delivery systems (‘pathways of care’) which are
complicated by institutional differences. (Paragraph 43)

8.

The allocation of £1 billion to social care through the NHS budget is a step in the
right direction in that it formally recognises the interaction between health and social
care, but we are concerned that it may be too tightly focused to bring about a genuine
wider improvement in the interface between the two services. In general, there is a
risk of the ‘better interface’ becoming a by-word for the health service seeking to
achieve its own efficiencies by asking social care to take on more. The Government
must do more to bring about improved relations and interaction more generally
between the two sectors, as this could ultimately contribute to broader cooperation,
more imaginative efficiencies, and more significant savings on both sides. It is not
enough for the Government to exhort change in this area: there must be a formal
policy infrastructure that recognises the importance of achieving this. (Paragraph 44)

9.

The Department of Health takes up a significant portion of the Government’s total
funding across departments: by 2014–15 the Department of Health will account for
33% of the total Resource budget and 11% of the total capital budget. The ability of
the NHS to operate within its settlement is therefore vital to the achievement of the
Government’s spending plans. (Paragraph 47)

10.

The Government’s commitment to a real terms increase in health funding
throughout the Spending Review period will not be met. This emphasises the fact
that the settlement, although generous when compared to other departments,
represents a substantial challenge to the NHS. (Paragraph 51)

11.

The efficiency challenge for the NHS is not about cuts. It is about doing more with
the same amount of money. The Government needs to ensure this fact is more
clearly communicated both by the NHS itself and to the wider community.
(Paragraph 60)

12.

There is an urgent need for a credible plan to deliver the efficiency gain which is the
central requirement of the Spending Review settlement for the NHS. Many witnesses
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have drawn attention to the need for this plan and have expressed concern that it is
not yet available. We share this concern. (Paragraph 62)
13.

The QIPP programme is the tool available to healthcare to make efficiencies, and
represents a good starting point. However, the scale of the challenge is so immense
that QIPP will need to demonstrate clear savings early in order to provide the savings
programme with the momentum to proceed at a steady pace towards the £15–20
billion goal. Close monitoring and consistent reporting of performance against
publicly available norms will be essential if these gains are to be seen as real
improvements rather than accounting changes. (Paragraph 67)

14.

We are concerned that 40% of the necessary efficiency improvements are to be
derived from tightening the tariff. There is no guarantee that reductions in the tariff
will always result in genuine efficiency gains, and there is a risk that the quality of
services could suffer if changes are driven by reductions in the cost of the tariff alone.
There should not just be across the board cuts in the tariff. It needs to be revised to
remove perverse incentives and encourage best practice. (Paragraph 71)

15.

We welcome Sir David’s recognition of the need for close financial oversight during
this transition period. We believe there must be more detail in the Operating
Framework and over the coming months on the exact nature of these controls and,
in particular, how they will address the transitional arrangements from PCTs to
commissioning consortia. (Paragraph 82)

16.

Sir David Nicholson has acknowledged the risks of delivering the efficiencies
programme over the transition period to the new NHS structures, and we are
encouraged by his determination to maintain tight financial controls during this
time. However, we are concerned that there has been a lack of co-ordination in the
period since the White Paper was published, and the Government has not
communicated a clear narrative to support PCTs and other NHS organisations in
implementing the reforms. (Paragraph 88)

17.

The cost of the White Paper reorganisation emphasises the need to achieve the
higher end of the £15–20 billion of efficiency savings identified in the Nicholson
Challenge. These costs must be clearly identified and planned for, if the spending
challenge is to be achieved. It is unfortunate that the Government has not yet
provided even a broad estimate of the likely reorganisation costs; and it is unhelpful
for the Government to continue to cite the £1.7 billion figure, as it does not relate to
their specific proposals. The next round of White Paper documents must present a
clear assessment of the likely costs, both direct and indirect, and demonstrate how
they are to be accommodated into wider spending plans. (Paragraph 92)
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