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Analysis: The NHS financial ‘reset’: the acute sector crisis gets real

When NHS managers got together for the NHS Confederation’s annual conference in Manchester, 
the health service’s most senior leaders were anxious to get over the message that its finances 
were in a poor state: and would not be allowed to get worse. 

The chief executive of NHS England, Simon Stevens, and the head of regulator NHS Improvement, 
Jim Mackey, were restricted in what they could say by the civil service ‘purdah’ rules that were in 
operation ahead of the EU referendum. 

But both gave out clear hints that a ‘reset’ was on the way that would see the two bodies making 
more direct interventions at hospital trusts to address the huge financial deficit in the acute sector. 
The reset arrived last week, alongside the Department of Health’s annual report and accounts. 
Neither make reassuring reading. 

What has been published? 

DH ‘Annual Report and Accounts 2015-16’:

The DH’s annual report and accounts show the acute sector finished the 2015-16 financial year £2.4 
billion in the red (although think-tanks have estimated that the deficit could be up to £1 billion higher, 
since trusts made a number of accounting moves to arrive at the published figure). 

Despite this, the NHS as a whole managed to break even or, strictly, the DH managed to stay within 
the revenue limits voted for it by Parliament. This was mostly achieved by switching £950 million 
from capital to revenue spending, generating a £599 million ‘underspend’ at NHS England, and pulling 
in £417 million more than expected from National Insurance. 
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Unusually, the National Audit Office issued a report alongside the accounts that noted the 
Department had not informed either the Treasury or Parliament of the NI windfall; which it put down 
to ‘administrative error’. 

The reset

‘Strengthening Financial Performance and Accountability in 2016-17’: 

The reset document issued by NHSE and NHSI is aimed at reducing the acute sector deficit to £250 
million this year, while trying to keep on top of the most keenly watched waiting time targets for 
A&E, ‘referral to treatment time’ and cancer. 

In order to achieve this, trusts have been asked to sign up to ‘control targets’ for spending, against 
which their boards will also be held to account for a ‘minimum level of performance’. 

The reset also demands immediate action in three areas: pay, which will be controlled by curbs on 
staff recruitment and a cap on contractor rates, back-office functions and pathology, which will be 
consolidated in line with proposals from a report last year by Lord Carter of Coles. 

Longer term, access to the £1.8 billion ‘sustainability and transformation fund’ that NHSE created out 
of the money it clawed out of the Treasury in last year’s spending review will be conditional on trusts 
meeting their control and performance targets. 

Trusts have now been asked to go away and draw up operational plans for the next two financial 
years on this basis. However, when the reset was published, 26 trusts had failed to agree control 
targets; and they were predicting a combined deficit of more than £400 million in 2016-17. 

Of these trusts, five were immediately put into a new ‘intervention’ regime, that will see them visited 
by NHSI within the next month. These trusts are: Barts Health, Croydon Health, Maidstone and 
Tunbridge Wells, Norfolk and Norwich University Hospitals, and North Bristol NHS trusts.

Separately, nine clinical commissioning groups have been put into special measures, following 
the publication of the first ‘Ofsted-style ratings’ for CCGs, which saw significant numbers judged 
‘inadequate’. 

What is the background? 

The NHS has known that it was likely to face a financial crunch since 2008, when the then-chief 
executive of the NHS, Sir David Nicholson, warned it was facing a gap between flat funding and rising 
demand and costs of around £20 billion by 2014-15. 

https://improvement.nhs.uk/resources/strengthening-financial-performance-and-accountability-201617/
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Sir David set the NHS what became known as the ‘Nicholson challenge’ to close this gap, using 
quality, innovation, productivity and prevention measures. However, the NHS has mainly delivered on 
the ‘first p’ – productivity – mostly by holding down management costs and wages. 

When Stevens arrived at NHS England, the projected gap had gone out to £30 billion by 2020-21. 
In response, the NHS drew up a plan, the ‘Five Year Forward View’ to close it by adopting further 
productivity measures, new ways of working, and a renewed focus on prevention. 

In last year’s spending review, the Treasury agreed to find ‘an additional’ £8.4 billion for the NHS over 
the course of this Parliament (although the Commons health select committee noted this month 
that it had changed the definition of NHS spending to achieve this, and that total health spending will 
be just £4.5 billion higher in 2020-21 than it was in 2015-16).    

A significant amount of the money is ‘frontloaded’ to 2016-17 and 2017-18, leaving the NHS with 
a ‘u-shaped’ spending settlement that will see funding level off and fall towards the end of the 
Parliament. In round-terms, therefore, the NHS must make £22 billion of savings by 2020-21, with 
any ‘new’ money to support this coming in the next two years. 

This is what makes the £2.4 billion deficit in the acute sector last year so significant. It not only 
suggests that the NHS is already off-track on its ‘efficiency’ targets, but that it risks having to 
divert transformation funds to dealing with the consequences; leaving it without the ‘pump priming’ 
needed for a longer term, Forward View response. 

What has been the reaction? 

The NAO, and the Commons’ health select committee, to which it reports, have expressed concern 
that the NHS cannot make short-term efficiency savings indefinitely, and that the Forward View has 
not been translated into a detailed, time-lined, and costed plan of action. 

Local organisations have been asked to draw up Sustainability and Transformation Plans, but these 
will not be published until October, at the earliest. 

Amyas Morse, head of the NAO, reiterated these points when the DH accounts came out, saying: 
“The NHS in England… has again used a range of short term measures to manage its budgetary 
position, but this is not a sustainable answer to the financial problems that it faces. 

“The Department and its partners need to create and implement a robust, credible and comprehensive 
plan to move the NHS to a more sustainable financial footing.” Think-tanks went further, arguing that 
the accounts and the reset showed the NHS was being asked to do the impossible. 

https://www.england.nhs.uk/ourwork/futurenhs
http://www.parliament.uk/healthcom
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Richard Murray, the head of policy at the King’s Fund, said: “It is no longer credible that the NHS can 
continue to meet demand for services, deliver current standards of care and stay within budget. The 
government… must be honest with the public about what it can do with the money allocated.” 

Similarly, Nigel Edwards of the Nuffield Trust said the government would have to find more money 
or stick to its guns, but if it did the latter “the next steps could be brutal service reductions and bed 
closures – which will shock an unprepared public.” 

What does the reset mean for healthcare IT? 

In the market forecast report that it has just published, Digital Health Intelligence predicted that 
trusts will continued to spend on IT over the course of this Parliament. 

That is because they need to complete the installation of electronic health records, respond to health 
secretary Jeremy Hunt’s ‘paperless’ targets, and invest in data, shared records, and patient portals 
to respond to the Forward View’s modernisation agenda of accountable care and integrated care 
organisations and digital patient services. 

However, we also argued it is less certain whether the £4.2 billion of central spending on IT that was 
promised by Hunt as recently as this spring will come on stream; and, in particular, whether the £1.3 
billion of ‘new’ money for EPR and ‘paperless’ initiatives will materialise. 

The DH’s decision to claw an underspend out of NHS England and to divert capital to revenue funding 
last year will have swallowed up some IT funding – for infrastructure, national projects, and local 
capital support. Given the NHS’ history of using ‘earmarked’ funds for immediate priorities, there is 
every chance that Hunt’s putative pot of technology money will go the same way.

If it doesn’t, there are questions about when it will be spent. Any new funding that may be linked to 
local digital roadmaps is now tied up with Sustainability and Transformation Plans, and so won’t be 
available until 2016-17 at the earliest. 

In addition to which, there is now the added complication of trusts being told they must deliver on 
their control targets to access the transformation fund. None of this makes the imperative for local 
organisations to invest in IT any less urgent; but the reset underlines how hard it will be for trusts to 
find the cash if the national funding does not come through. 

Those trusts already in special measures, or refusing to agree control targets, will find their ability to 
make spending decisions severely curtailed; while there is a real risk that trusts that find themselves 
struggling to live with their control targets will focus on getting through the year. 

http://www.digitalhealth.net/intelligence/reports
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Conversely, the reset could trigger some significant changes to the way trusts and services are 
organised; and so to the structure of the healthcare IT market. Trusts are already forming ‘chains’ 
to try and cut management costs while supporting smaller, weaker district general hospitals; and 
chains are likely to pick one core IT system. 

Further trust mergers are likely, and trusts that survive but that cannot meet their control targets 
are likely to make rapid decisions to reorganise or close unaffordable services; which could impact 
A&E and maternity in particular. 

And, of course, NHS England itself is driving a move towards shared back office and consolidated 
pathology services. All this means vendors are likely to find themselves facing new demands to 
deliver efficiency for existing customers while seeing others disappear. 

At the same time, new opportunities will emerge. But the opportunities may be in areas, such 
as pathology, that will be changing how they work in ways that incumbent IT systems were not 
designed to support. Or they will emerge in new areas, such as digital patient services, where there is 
no easy ‘plug and play’ with established infrastructure or systems. 

For vendors, working out who is doing what, and on what timescale, will be a challenge. While for 
trusts, finding the right IT partners and the right technology will not always be easy. 

Concluding thoughts:

The message that Stevens and Mackey wanted to give out at Confed is that there is no bail-out 
coming, and the message of the reset is they are very serious about sorting out the acute sector 
deficit before it swallows up any chance of ‘transformation’ for good. 

The problem is that many trusts appear not to believe the first and many commentators think there 
is no chance of delivering on the second; even if politicians and policy makers are understandably 
refusing to say what the alternative to failure might be. In the middle of all that, investment in IT 
remains imperative; but it probably just got harder to deliver.   


