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Part 1: 
The economics 
of the system

Part 2: 
Using the economic lens 
to drive value over time

How does the money flow?

Who plays what role and what 
influences them?

What role does economics play in 
improvement cycles?

How can economics help health and care 
professionals accelerate value?

“allocative efficiency” = are we distributing resources so as to 
maximize the overall value we can achieve across the system 
for patients and citizens. 

“technical efficiency” = are we using resources well, achieving specific outcomes 
for the least cost, and minimizing waste.
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HOW MUCH 
DOES THE UK 
SPEND ON 
HEALTH AND 
SOCIAL CARE?

At Least £208bn~
10% of GDP

Figures based on 2016 estimates, 
Appleby, j. BMJ BMJ 2019;365:l1619

Q £202.5bn excluding 
capital investment



WHERE 
DOES IT 
ALL GO?

Figures based on 2016 estimates, 
Appleby, j. BMJ BMJ 2019;365:l1619

Q 
£bn %

Curative Care 109.6 54

Long Term Care 46.4 23

Medical Goods 26.5 13

Preventative 10.3 5

Other 9.7 5

Total 202.5 100



HOW MUCH IS 
PUBLIC 
FUNDING?

Around £157bn
(about 3/4 give or take)

Figures based on 2016 estimates, 
Appleby, j. BMJ BMJ 2019;365:l1619

Q 
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NHS Funding Structures

Launched on 5th July 1948

v Free at the point of use
v Financed from central taxation
v Universal coverage

14 regional hospital boards (RHBs)
36 boards of governors for teaching hospitals (BGs) 
388 hospital management committees (HMCs)
138 executive councils (ECs)
147 local health authorities (LHAs) 

GPs staying independent and having a “contract for 
service”.

July 1973

Unitary structure with 
funding flowing from the 

center through 14 regional 
health authorities to 90

health authorities.

Sept 1976

Sharing resources for 
health in England: Report 
of the Resource Allocation 
Working Party – concept 
of ”fair shares” in funding 
allocation to the Regions.

1982

90 Health 
Authorities 

replaced by 192
district health 

authorities.

1990

Creation of the 
“Internal Market” 

for hospital and 
community health 

services.

Brief History 

1990 – 2019 

Endless cycles of re-organization of the internal market including supporting regulatory functions.



Adapted from dhsc-annual-report-
and-accounts-2018-to-2019

NHS 
Funding Flows



Currently, from a legal perspective, funds flow for hospital and community 
services via a mixture of national and local commissioning known as the 
“internal market”.



Providers 
‘technically’ 
compete for 
funding based 
on quality and 
performance

Theory - Provider A will receive more 
funding if they attract more referrals 
on account of higher quality.

Theory - Provider A can deliver more 
services by being more efficient.

Internal Market



The NHS is a largely tax-funded 
single payer, Universal Health 
Coverage system and most 
providers are public sector. 

But, there were concerns that this 
old system of management 
resulted in inefficiency, 
inertia, and poor patient 
responsiveness – and very 
long waiting times for planned care.

Why did we 
create the 
internal market?



Why can’t we 
just have a 
normal market?

Markets – if they work well – are 
considered by many economists to 
be efficient and effective at 

allocating resources to meet 
consumer demand.



Unregulated markets fail for example where:

v There is asymmetry of information between the buyer and the seller
v There are barriers, high costs for suppliers to enter or exit the market
v There is a lack of choice by consumers
v There are public goods
v There are externalities

Most markets fail without some form of regulation to protect the consumer.

Unregulated health care markets fail badly.

Why can’t we 
just have a 
normal market?



The internal 
market has left 
us with some 
new challenges

v Systemic health inequalities

v Insufficient focus on population health

v Fragmented services across clinical pathways for people 
living with chronic disease, multi-morbidity and/or frailty

v Over-reliance on hospital as the setting of care

v Poor integration between health and social care

v A “lean” system which has little innate flexibility for 
individual providers to adjust capacity quickly

v CCGs and Providers playing “pass the parcel” with 
funding shortfalls



What happens 
when a patient 
enters the system?

An Illustrative example…

NHS
Suffolk + North Suffolk ICS



There is system 
complexity and a 
disconnect between 
funding flows and 
patient pathways NHSE



`

The NHS 
Long Term 
Plan

http://www.pmlive.com/pharma_intelligence/
NHS_regional_footprints_1274587



`

Clinical Commissioning 
Groups

NHS Trust

`Capitation funds are paid to CCGs 
to buy services for local populations

44 STP/ ICS

NHS

NHSE

NHS
Suffolk + North Suffolk ICS

NHS

X7 Regional Teams

http://www.pmlive.com/pharma_intelligence/
NHS_regional_footprints_1274587



The ICS should try 
and re-connect 
funding flows and 
patient pathways

The ICS programme should be able to 
address that disconnect by treating 
different funding flows as one.

This opens the door for population 
health and value-based healthcare 
approaches to resource allocation.

NHS
Suffolk + North Suffolk ICS

NHSE NHSE



What are 
we hoping 
to achieve?

Streamlined national and regional approach but bringing together 
NHS England (Payer) and NHS Improvement (Provider).

“Place-based” collaboration and shared decision making between 
health and local authority commissioners and providers on resource 
use, service design and population health.

Streamlined and more strategic commissioning for each ICS.

New payment models to support the allocation of resources to where 
they are needed to deliver the “quadruple aim”

v “improving the health of populations, 
v enhancing the experience of care for patients, 
v reducing the per capita cost of healthcare and 
v improving the staff experience of providing care”.

To go further will need legislative change….

= A step back from the heady days of competition and choice. 

= But not yet a dismantling of separation of payer and provider.

Health Education England



NHSE
NHSE

`

Ultimately, as a front-line health professional, the resources you can 
access to deliver front-line care still depends on layers of decisions 
from national players through to your local budget holder.

Service Line 1 Department A Etc….

Human Resources
Budgets arrangements will be subject to the local financial procedures of the provider organization

Levels of delegation vary by provider

Links to specific contracts or service lines vary by provider

Goal is to ensure money goes where it needs to go to achieve goals set by the vast array of contract 

and performance metrics

Medical Supplies

Consumables

Facilities

Administration

National Budget

Service Line &/or Departmental Budgets
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Q | Can you influence local budget decisions?

v To increase spending?
v To maintain spending?
v To spend differently?

v YES – but we will talk about that in Part 2.



So what about 
all the other 
organisations?



Care Quality Commission
Health Education England
Health Research Authority
Human Fertilisation and Embryology Authority
Human Tissue Authority
NHS Blood and Transplant
NHS Business Services Authority
NHS Digital
NHS England
NHS Resolution
National Institute for Health and Care Excellence
Social Work England

Other

Advisory non-departmental public body

Executive non-departmental public body

Accelerated Access Review
Administration of Radioactive Substances 
Advisory Committee
Morecambe Bay Investigation
NHS Counter Fraud Authority
NHS Improvement
National Data Guardian
National Information Board
Porton Biopharma Limited

Advisory Committee on Clinical Excellence Awards
British Pharmacopoeia Commission
Commission on Human Medicines
Committee on Mutagenicity of Chemicals in Food, Consumer 
Products and the Environment
Independent Reconfiguration Panel
NHS Pay Review Body
Review Body on Doctors' and Dentists' Remuneration

Executive Agency
Medicines and Healthcare products Regulatory Agency
Public Health England

The DHSC works with 29 
agencies and public bodies

Department of Health 
& Social Care

https://www.gov.uk/government/organisations/care-quality-commission
https://www.gov.uk/government/organisations/health-education-england
https://www.gov.uk/government/organisations/health-research-authority
https://www.gov.uk/government/organisations/human-fertilisation-and-embryology-authority
https://www.gov.uk/government/organisations/human-tissue-authority
https://www.gov.uk/government/organisations/nhs-blood-and-transplant
https://www.gov.uk/government/organisations/nhs-business-services-authority
https://www.gov.uk/government/organisations/nhs-digital
https://www.gov.uk/government/organisations/nhs-commissioning-board
https://www.gov.uk/government/organisations/nhs-resolution
https://www.gov.uk/government/organisations/national-institute-for-clinical-excellence
https://www.gov.uk/government/organisations/social-work-england
https://www.gov.uk/government/organisations/accelerated-access-review
https://www.gov.uk/government/organisations/administration-of-radioactive-substances-advisory-committee
https://www.gov.uk/government/organisations/morecambe-bay-investigation
https://www.gov.uk/government/organisations/nhs-counter-fraud-authority
https://www.gov.uk/government/organisations/nhs-improvement
https://www.gov.uk/government/organisations/national-data-guardian
https://www.gov.uk/government/organisations/national-information-board
https://www.gov.uk/government/organisations/porton-biopharma-limited
https://www.gov.uk/government/organisations/advisory-committee-on-clinical-excellence-awards
https://www.gov.uk/government/organisations/british-pharmacopoeia
https://www.gov.uk/government/organisations/commission-on-human-medicines
https://www.gov.uk/government/organisations/committee-on-mutagenicity-of-chemicals-in-food-consumer-products-and-the-environment
https://www.gov.uk/government/organisations/independent-reconfiguration-panel
https://www.gov.uk/government/organisations/nhs-pay-review-body
https://www.gov.uk/government/organisations/review-body-on-doctors-and-dentists-remuneration
https://www.gov.uk/government/organisations/medicines-and-healthcare-products-regulatory-agency
https://www.gov.uk/government/organisations/public-health-england


Advisory non-departmental public body

Executive non-departmental public bodyOther

Executive Agency

Non-Departmental Public Bodies have technical 
functions, which require political impartiality 
and independent action.

Advise ministers on policy areas and are paid for by DHSC.

Deliver on key executive activities.

Part of DHSC but treated as separate 
to carry out specific functions / duties.

What do they do?

Deliver on key executive activities.
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A NICE touch…
The National Institute for Health and Care Excellence is worth a special mention.

“we put the front end on evidence”… anon

NICE combines evidence of effectiveness and value for money to provide 
guidance quality standards, performance metrics and information for the 
health, public health, and social care community.

Since its inception in April 1999, it has taken a health economics lens on the 
evidence to demonstrate the added value of new treatments, services and care 
pathways and makes recommendations which impact on their adoption and 
spread across the NHS.



Q&A
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“technical efficiency” = are we using resources well, 
achieving specific outcomes for the least cost, and 
minimizing waste.

Part 2: 
Using the economic lens 
to drive value over time

What role does economics play in 
improvement cycles?

How can economics help health and care 
professionals accelerate value?



So you want 
to improve the 
service?

Just get on with it…..

?



BUT YOU NEED MONEY FOR 
INVESTMENT IN CHANGE…

Business Case

?



Essentially a business case 
is a value proposition for 
investing in something.

Business Case



Business Cases 
are quite useful 
if you remember 
they are a help 
not a hurdle…

Case 1: Strategic
What is the context for this investment?
What problem are we trying to solve?
Case 2: Economic
Will the solution provide best value for money?
Case 3: Financial
How much is needed and when will we see a return?
Case 4: Commercial
How will we deliver the solution, is it something we have to 
procure or can we deliver it ourselves?
Case 5: Management
Can we manage the change and deliver the expected benefits?

Adapted from H.M.T. Five Case Model
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`

The system challenge

A patient getting the appropriate care, at 
a high standard, across time, anywhere 
across the health and care system.

Where does an 
economic lens 
really help?



What is the 
burning platform?

Including estimates of these costs in your business case can 

add power and strength to your case for change.

Each of these presents an “economic” cost to the health and care system 

and to wider society.

The case for change is usually driven by one or more of the following problems:

Poor health 
outcomes

Poor experience of care 
for patients, families and 

carers

Inefficient processes and 
wasted resources Poor staff experience

Case 1: Strategic

What is the context for this 
investment and what problem 

are we trying to solve?



Case 2: Economic

Will the solution provide best 
value for money?

v What is the current practice?

v What are the alternatives?

v What difference do they each make?

v Can we compare the costs and benefits of each?



`

What difference do the options for change make?
Using a logic model approach

The NAO FABRIC model conceptualises ‘performance’ in context and how it can be measured. 



How can we 
put a value 
on these?#
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Health Economics metrics to support the case for prevention_Public Health England_July 2015

Method How are benefits 
measured? 

How are results 
expressed? 

What is the decision 
making rule? 

Requirements for 
modelling 

Cost Benefit Analysis £ Net present value (NPV) in £ 
Benefit Cost Ratio 

NPV > 0 
B:C ratio > 1 

Need to be able to convert 
all benefits into £

Cost Utility Analysis (QALYs) 
Quality Adjusted Life Years 

Cost Effectiveness 
Ratio = Costs/ QALYs 

That with the lowest CER is 
best value for money*

Need to be able to convert 
benefits into QALYs 

Cost Effectiveness Analysis 
Natural units

e.g. pain free days,
life years gained

Cost effectiveness 
ratio (CER)=  Cost/Outcomes

That with the lowest CER is 
best value for money*

Need to be able to quantify 
all effects into natural units

Cost Consequences Analysis In a variety of natural units
CERs for each alternative 
measure of effectiveness

A subjective interpretation 
of the balance of benefits 
against costs

Need to be able to articulate 
cost and benefits

Social Return on Investment £
SROI ratio= Present Value / 
Value of inputs Net SROI 
ratio= Net Present Value / 
Value of inputs 

SROI ratio >1 Need to be able to convert 
all values into £ 
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Quality Adjusted Life Year

“A measure of the state of health of a person or group in which the 
benefits, in terms of length of life, are adjusted to reflect the quality 
of life. One QALY is equal to 1 year of life in perfect health.

QALYs are calculated by estimating the years of life remaining for a 
patient following a particular treatment or intervention and weighting 
each year with a quality-of-life score (on a 0 to 1 scale). It is often 
measured in terms of the person’s ability to carry out the activities 
of daily life, and freedom from pain and mental disturbance.”

NICE glossary

QALYs
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Case 3: Financial

How much is needed and when 
will we see a return?

Difference between 
affordability and value 

for money 

Two important concepts in economic evaluation, but 
with very different meanings:

Affordability Value for Money
Can we afford it? Is it worth it?

An economic evaluation is focused on the concept of value for money, but 
has strong connections with issue of affordability, which is more of a 

purely financial assessment.



Case 4: Commercial

How will we deliver the solution, is 
it something we have to procure or 

can we deliver it ourselves?

Economists can help with Case 4

Market analysis

Appraisal of value offers from solution 
providers



Case 5: Management

Can we manage the change and 
deliver the expected benefits?

This links directly back to Case 2 and the logic 
model.

Economists can help focus on the mechanisms 
for change and the metrics and measures for 
benefits realization across the value chain = 
outputs to outcomes  =  to impact.



So you want 
to improve the 
service?

Just get on with it…..

and ask for help from an 
economist (and a designer!)


