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brings together more than 250 indicators to analyse
how the pandemic has affected spending, staff and
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Produced in partnership by the Institute for
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examines the comparative, and in many cases
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and whether they have sufficient funding or staff to
return performance to pre-pandemic levels by 2025,
and at the end of the next likely spending review,

in 2027/28.
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Forewords

| am delighted to introduce the 2023 edition of Performance Tracker. This year’s report
could not be more timely. Public services have shot up the agenda in recent months —
NHS waiting lists are at record levels, the government has been forced to close some
school buidlings due to safety concerns about the concrete used in their construction,
and to free up space in overcrowded prisons it is planning the early release of prisoners.

These issues are acute, but they are the result of short-term decisions made by policy
makers over years and decades. They have also been compounded by successive
crises: Covid, political instability, inflation and, most recently, industrial action.

The result has been services crumbling under unprecedented pressure.

Whoever wins the next election will have difficult decisions to make. Current spending
plans —to which both the Conservatives and Labour have committed — are incredibly
tight, and imply spending cuts for some services already performing far worse than on
the eve of the pandemic. To stick to those plans is a legitimate decision for either party
to make, but they must be honest with the public about the likely consequences.

In this year's Performance Tracker we analyse the spending, performance, staffing
and demand for nine public services. In the cross-service analysis, we draw out the
common issues that contribute to poor performance and identify the questions that
any government serious about improving this will need to address.

This work is only possible thanks to the contributions of dozens of people working in
public services who kindly give up their time to speak to us. These people have added
richness and depth to our data analysis, and we hope that readers will appreciate their
insights as much as we have done.

\e

Dr Hannah White OBE, Director, Institute for Government
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Since the last edition of Performance Tracker we've seen significant political and
economic turmoil. Unprecedented levels of inflation, the cost of living and energy
crises, repeated industrial action and, of course, the war in Ukraine have all taken a
terrible toll on our public sector, as they have individuals, too. As the cost of living
crisis rages on, and with winter just around the corner, we are far from seeing light at
the end of the tunnel.

This eighth edition of Performance Tracker provides a snapshot of public services
during this time of immense challenge. A period that was earmarked for recovery after
the onslaught of the pandemic was instead consumed by geopolitical uncertainty.

Together with the Institute for Government, we demonstrate that the aftershocks
of the pandemic are still being felt throughout the public sector. In fact, eight of the
nine services covered are performing worse now than they were in 2019/20, with
the situation particularly dire in prisons, hospitals, general practice and adult social
care. The kind of recovery the sector hoped for, and desperately needed, has simply
not materialised.

The sector has also been ravaged by workforce issues, leaving our services weakened
by the loss of experienced staff and high turnover. As the worst of the pandemic
passed, we saw increasing numbers of public service staff moving roles or leaving
services entirely. The result was a record number of vacancies in the NHS, adult social
care, children’s social care, and the highest prison officer leaving rate on record.

Over the last year, strikes have been widespread across services, causing detrimental
delays, backlogs and disruption. Crucially, we uncover significant weaknesses in the
government’s response to the strike action, perhaps most notably the government’s
refusal to negotiate pay for months, which only extended the strikes.

I hope that the fever around the forthcoming general election does not detract from
the work that needs to begin right now to improve and revitalise our public services.
Whoever takes the keys to Number 10 needs to be prepared to make some difficult
decisions, with a focus on a shift to longer-term planning instead of the short-termism
that has characterised much of recent policy making. | hope this edition of Performance
Trackeris a reminder of just how damaging the last few years have been to the sector,
and that it can act as a roadmap to building better and more resilient services for all.

G Ol

Rob Whiteman, Chief Executive, CIPFA
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Public services that have for years been creaking are now crumbling.
The publicis experiencing first-hand the consequences of successive
governments’ short-term policy making — perhaps most starkly in the
forced closure of more than 100 schools just days before the start of the
new academic year in September 2023, for fear they may collapse. In
the NHS, the elective waiting list reaches a new record high every time
figures are published, industrial action by doctors is now into its eighth
month and patients find it increasingly difficult to get an appointment
with an ever-shrinking number of GPs.

Seven local authorities have issued a section 114 notice — effectively
signalling ‘bankruptcy’ —in the last three years, compared to just one in
the first three decades that the measure existed. Other councils have
warned they may follow suit. In criminal courts, more than a quarter of
the most serious cases take more than a year to be resolved. And prisons
are at bursting point, with inmates routinely being held in police cells

to deal with overcrowding and the justice minister even considering
‘renting’ cells in other countries.

All this is the result not just of the pandemic, clearly disruptive though that was, but
also of decisions taken over the course of many years and different administrations.
Public sector pay freezes and below-inflation pay rises in the 2010s fuelled
dissatisfaction with pay that this year, amid high inflation, erupted into the worst
public sector strikes for decades. Governments have underinvested in capital
across all public services for more than half a century, leaving GP surgeries,
hospitals, schools, courts and prisons that are not fit for purpose.

Cuts to local government funding at the start of the 2010s have forced local
authorities to make their own cuts in response — usually falling on unprotected
responsibilities like neighbourhood services. Even statutory services such as adult
social care have become more closely rationed. Fragility has become a defining
characteristic of today's public services.

Whoever wins the next general election will face tough choices when it comes to
public services. The current spending plans beyond the end of this spending review
period, which runs to 31 March 2025, leave even the most well-funded services

— general practice and hospitals — with little breathing room. The prospects for
other services are bleak. If the next government sticks to current commitments,
performance in some services, particularly the criminal justice system, will almost
certainly deteriorate even further.

This report analyses the current state of nine public services — general practice,
hospitals, adult social care, children’s social care, neighbourhood services, schools,
police, criminal courts and prisons —and the comparative, and often interconnected,
problems they face. It sets out the consequences of spending choices that this and the
next government may take.
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Performance in most services is still worse than before

the pandemic - and much worse than in 2010

All the services covered in this report, with the sole exception of schools, were
performing worse on the eve of the pandemic than a decade earlier. The situation
was particularly dire in prisons, hospitals, general practice and adult social care. But
they are performing even worse now. The situation is most severe in criminal courts
and hospitals.

The crown court backlog is at a record high, reaching 64,709 cases in June 2023,
compared to just 40,826 in March 2020. However, accounting for the greater
complexity of cases in the backlog, which now includes a disproportionate
number of jury trials, the ‘true backlog’ is now equivalent to 89,937 cases.

Hospitals are doing substantially worse on all major performance metrics. The elective
waiting list continues to grow, reaching 7.8m in August 2023, up from 4.6m on the

eve of the pandemic. And in 2022/23, little over half of those attending AGE were
admitted, transferred or discharged within four hours (56.7%), compared to more than
three quarters in 2019/20 (75.4%). This also compares unfavourably to a longstanding
target of 95%, and even to a new target, announced in December 2022, of 76%.

Performance is worse in some services despite substantial spending and staffing
increases. In hospitals there were approximately 13% more doctors and nurses in
March 2023 as compared to March 2020, yet many areas of activity have not returned
to pre-pandemic levels. Adult social care has also seen substantial spending increases
in recent years, but these have largely been eaten up by higher costs to provide the
same level of service, meaning that there has been little progress in reducing unmet
and under-met need.

Public service performance has been weakened by
underinvestment in capital

The pandemicis no longer having a meaningful direct impact on the performance
of public services. But their ability to bounce back from the shock of Covid has
been severely hampered by historic underinvestment in capital — that is, buildings,
equipment and the like.

The UK has long invested less in its public services than other wealthy nations. Taking
health as an example, since 1970 there have only been two years in which the UK did
not spend below (often much below) the OECD average; today the NHS has half as
many CT scanners per head of population as the OECD average. But even by these low
standards, the decade before the pandemic saw particularly deep cuts to the capital
spending of the departments overseeing the services covered in this report. The worst
hit was the Ministry of Justice, where annual capital spending averaged less than half
the real-terms spending in 2007/08.

Decades of underinvestment in capital has had a serious impact on the productivity of
public services. Teachers, nurses, doctors and social workers find it much harder to do
their jobs in crumbling and cramped buildings, when using old computers running out-
of-date software or lacking the latest equipment. At times they cannot do their jobs at
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all: St Mary’s Hospital, one of four major trauma hospitals in London, reports that it is
often unable to use its outpatient department because it is frequently flooded with
sewage.! Across hospitals, schools, criminal courts, prisons and the road network the
maintenance backlog now totals £37bn.

Workforce problems are further damaging performance

The effectiveness of public services has been further weakened by the loss of
experienced staff and high turnover. As the worst of the pandemic receded, there was
an uptick in public service staff moving roles or leaving services entirely. The result
was a record number of vacancies in the NHS, adult social care and children’s social
care, and the highest prison officer leaving rate on record. Some of those trends have
reverted to pre-pandemic levels, but other problems persist.

Experienced —and therefore often more productive — staff have left many services,
to be replaced by inexperienced recruits. The proportion of prison officers with more
than 10 years’ experience has never been lower. The proportion of registered nurses
with less than five years’ experience rose from 19.3% in March 2019 to 25.5% in
March 2023.

Other services are facing a full-blown workforce crisis. In children’s social care,
workforce numbers are falling for the first time, resulting in a record vacancy

rate. Huge problems exist in teacher training: around 30% fewer trainees started
postgraduate teacher training in 2022-23 than the government thinks were needed,
based on trends in pupil numbers and other factors.

In many cases — particularly adult social care, nursing, hospital doctors and GPs -
the government is increasingly relying on international recruitment to fill vacancies.
This gives the government less control over the future of the workforce, as it is
unable to influence the number of staff trained overseas and is directly competing
with other countries.

The government has struck deals with nurses, ambulance drivers, barristers and
teachers during the recent months of industrial action, in a bid to assuage an
increasingly dissatisfied workforce, but junior doctors and consultants remain on their
picket lines. The strikes have, however, led to considerable service disruption: less
than half of pupils attended school during the various teachers’ strikes, the backlog
in crown courts rose by more than 8%, and the NHS rescheduled more than one
million hospital appointments as a result. These are problems that these services can
ill-afford as they struggle to address backlogs and performance issues exacerbated
by the pandemic. The government'’s approach to strikes — particularly its refusal to
negotiate on pay for months — likely extended their duration and thus the level of
disruption caused to public services.

SUMMARY 9



Current spending plans will likely mean further declines in

service performance

When it was first announced, the 2021 spending review looked generous, with
spending rising more quickly over the course of its three years than any other spending
review since 2004. But unexpectedly high inflation has eroded the real-terms value

of that settlement. While additional funding has been provided to some services, the
tightness of these spending plans means that most will not be able to return to pre-
pandemic performance levels by the end of this spending review period in March 2025.

The situation after the end of the current spending review is worse still. The
government's spending plans from April 2025 onwards — which Labour has also
committed to — are incredibly tight, with just 1% annual real-terms increases pencilled
in. But taking account of government commitments on foreign aid and defence, and
funding that would be required to deliver the NHS long-term workforce plan, the
settlements for unprotected areas of public spending will be much less, averaging
-1.2% per year in real terms. If these spending plans were implemented, then it is
likely that all services covered in this report, other than children’s social care, would
be performing worse in 2027/28 than on the eve of the pandemic.

Lord Gus O'Donnell, the former cabinet secretary, has described these spending plans
as "totally unsustainable”” and whoever forms the next government will likely face huge
public and political pressure to provide public services with more generous settlements.

Public service performance improvement is possible but

requires a big change in government’s approach

Fixing the problems described in this report will take time and will not be easy.

After a decade of sustained funding pressure, there is no meaningful fat to trim
without damaging public service performance further. But higher standards could be
achieved with existing funding and staffing levels —if services are reformed to work
more productively. Such improvements will, however, require a different approach
from government.

This report does not set out to produce an exhaustive list of solutions — that will
involve political choices — but instead sets four commitments that any government
serious about addressing the decline in public services must make:

* A new multi-year budget for each public service that is sufficient to enable
politically sustainable performance levels without emergency top-ups.

* Along-term capital programme, which addresses the UK's historic and
comparative lack of investment in public sector buildings, equipment and IT.

+ Astable long-term policy agenda with clear political and official leadership,
which addresses the unsustainable levels of churn among ministers, officials
and policy makers.

* Animproved approach to workforce management, including on setting pay,
workforce planning and enhancing working conditions, to reset the relationship
with public service staff and resolve recruitment and retention problems.
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In the absence of serious action to improve public service productivity, the
government risks getting stuck in a ‘doom loop’, with the perpetual state of crisis
burning out staff and preventing services from taking the best long-term decisions.
Escaping this will not be easy and whoever forms the next government will be
hindered by the short-sighted decisions of its predecessors.

Hard decisions are necessary but, with a sustained change in approach, serious
improvement to public service performance is possible. It will always have been
better to start fixing these problems years ago — but the next best time is now.

Table Service performance ratings, October 2023

Performance on the

Performance now

Funding adequate to...

Return to
pre-pandemic
performance levels

Maintain

performance levels
between the end of

eve of pandemic vs vs on the eve of by the end of 2024/25 and
Service 2009/10 pandemic 2024/25 2027/28
i | N
General practice Much worse Worse No Yes
» | |
Hospitals Much worse Much worse ves
: | "
Adult social care Much worse Worse No
Children's social care » Yes
Worse
Neighbourhood " " No
services Worse Worse
4
4
S Better Worse L)
3 4 4
Police Worse Worse Yes No
3 H 4 A\l
Criminal courts Worse Much worse No No
: | N
Prisons Much worse Worse No No

Source: Institute for Government analysis, supported by CIPFA. See table overleaf for method of categorisation.

SUMMARY

11



Category

Performance on the eve of the
pandemicvs 2009/10°

Criteria

Much better: Service performance (scope, quality and
efficiency) on the eve of the crisis was better than in 2010

Better: Service performance was somewhat better than
in 2010

About the same: Service performance was about the same
asin 2010

Worse: Service performance was somewhat worse than
in 2010

Much worse: Service performance was much worse than
in 2010

Current performance vs
2019/20 performance

Much better: Service performance (scope, quality —
including backlogs —and efficiency) is the same or better
than on the eve of the pandemic

Better: Service performance is somewhat better than on the
eve of the pandemic

About the same: Service performance is about the same as
on the eve of the pandemic

Worse: Service performance is somewhat worse than on the
eve of the pandemic

Much worse: Service performance is much worse than on
the eve of the pandemic

Funding adequate to return to
pre-pandemic performance levels
by the end of 2024/25

Yes: Accounting for cost pressures from pay and the latest
inflation, it is likely that spending since 2019/20 is sufficient
to enable the service to return to 2019/20 performance
levels by April 2025

Maybe: It is finely balanced or uncertain that spending since
2019/20 is sufficient to enable the service to return to
2019/20 performance levels by April 2025

No: It is unlikely that spending since 2019/20 is sufficient to
enable the service to return to 2019/20 performance levels
by April 2025

Funding adequate to maintain
performance levels between the
end of 2024/25 and 2027/28

Yes: Itis likely that implied government spending plans for
2025/26-2027/28 will be sufficient to maintain
performance at April 2025 levels

Maybe: It is finely balanced or uncertain whether implied
government spending plans for 2025/26-2027/28 will be
sufficient to maintain performance at April 2025 levels

No: It is unlikely that implied government spending plans for
2025/26-2027/28 will be sufficient to maintain
performance at April 2025 levels

12
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Performance

Most public services are performing worse now than on the eve

of the pandemic

Eight of the nine services covered in this report are performing worse now than

they were in 2019/20. In many ways this is unsurprising. The pandemic was an
unprecedented disruption to public service delivery and placed some major new
demands on services — particularly health care —and it is to be expected that the
backlogs and unmet needs that arose during this period would take some time to be
addressed. But the depth of problems and speed of recovery have been worse than
they might have been because of the state of public services when the pandemic hit.

Indeed, previous Institute for Government and CIPFA research’ found that of the
services covered in this report, only schools were performing better than they

were in 2010. The performance of all other services had fallen, with the biggest
declines being seen in prisons, hospitals, general practice and adult social care.
Neighbourhood services were not covered in that report, and the government lacks
good performance data for most, but many of these services became harder to access
in the 2010s, with fewer accessible bus routes outside London, less frequent waste
collection and fewer libraries.?

While performance has worsened in most services since 2019/20, criminal courts and
hospitals are in serious trouble. The crown court backlog is at a record high, reaching
64,709 in June 2023, compared to just 40,826 in March 2020. And the situation is
even worse than the headline figure suggests. A disproportionate number of cases

in the backlog are jury trials, which take much longer to process. Accounting for this
greater complexity, the backlog is now equivalent to 89,937 cases.

As aresult of the large backlog, the average wait from a case being listed to a trial
being completed has risen to 168 days in 2022, up from 115 days in 2019. But the
overall wait from offence to completion now exceeds a year —rising from 251 days to
379 days over the same period. In both cases, there has been a small improvement
over the past year.
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Figure 0.1 Average criminal justice system timeliness in days, 2019-2022

Offence to charge

Charge to first listing

First listing to completion

Total: offence to completion

o 50 100 150 200 250 300 350 400
I 2019 [ 2020 2021 [T 2022
Source: Institute for Government analysis of Ministry of Justice, ‘Criminal court statistics quarterly: April to June

2023’ (‘'Table T4'), supported by CIPFA. Notes: Figures are medians and individual components may not sum to the
overall total. See Methodology for further details.

Hospital services are also struggling badly, with people suffering very long waits for
treatment. On all major performance metrics, hospitals are doing substantially worse
than they were in 2019/20. In 2022/23, just over half of those attending ASE were
admitted, transferred or discharged within four hours (56.7%), compared to three
quarters in 2019/20 (75.4%). This is against a long-standing target of 95%, and a new
target from December 2022 of 76%. The elective waiting list also continues to grow,
reaching 7.8 million in August 2023.

Figure 0.2 Change in hospital and criminal justice system waits/processing time since
Q12020

120%

Offence to completion

80 Elective wait time

40

4-hour or greater waits in A&E

-40

-80
Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr
2020 2021 2022 2023
Source: Institute for Government analysis of NHS England, ‘Referral to treatment waiting times’ (‘Full time series’
table), August 2023, NHS England, ‘AGE attendances and emergency admissions’ (‘Performance’ table), June 2023
and MoJ, ‘Criminal court statistics quarterly: April to June 2023’ (‘'Table T4'), supported by CIPFA.
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The picture in general practice is more nuanced. Productivity appears to have
improved, with a record number of appointments being delivered despite a fallin
the number of fully qualified, permanent GPs. Direct patient care staff (DPC) such as
pharmacists are also providing more appointments in a wider range of services than
ever. Despite this, patients are finding it harder to access primary care services, with
demand easily outstripping supply.

Those who need adult social care are struggling to access publicly funded services.
Large injections of funding over the past year have helped to partially stabilise the
adult social care market, but staffing problems and capacity are worse than they were
before the pandemic: vacancy rates in 2022/23 sat at 9.9% —an improvement on the
10.6% of 2021/22, but still well above the 6.7% in 2019/20.

Virtually all the neighbourhood services covered in this report are doing somewhat
worse now than on the eve of the pandemic. There are, for instance, higher levels of
rough sleeping, a continued deterioration in road quality and lower rates of recycling.

In schools, attainment in reading at key stage 2 and English and maths at key stage 4
appears to have stayed relatively steady, despite the disruption to learning caused by
the pandemic. However, there has been a decline in maths and writing skills at KS2 -
and there is likely to have been deterioration in other KS4 subjects besides these core
curriculum ones. There is also a growing gap in attainment between disadvantaged
pupils and their better-off peers. Given pupils who completed assessments in 2023
may have benefited from up to two and a half years of tutoring under the National
Tutoring Programme, these results raise questions about the effectiveness of this
programme. Meanwhile, many pupils’ learning has been disrupted by a sharp increase
in absence rates since the pandemic, with more than one in six primary school pupils
(17.2%) and more than one in four secondary school pupils (28.3%) estimated to have
been persistently absentin 2022-23.

In the police, the absolute number of charges fell by 13.5% between 2019/20

and 2021/22, despite the bigincrease in the number of officers.” Perhaps
counterintuitively, the big influx of new recruits has, in fact, been a short-term drain
on the productivity of forces due to the amount of supervision and support that
they need. The number of charges increased by a minimum of 8.9% in 2022/23,
likely reflecting new officers becoming more productive, but this is still 5.8% lower
than in 2019/20. Public trust in the police is also substantially lower than before the
pandemic, as a result of high-profile scandals in recent years.

In prisons, the picture is mixed. Starts and completions of accredited programmes " in
2021/22 were down 59.9% and 64.6% respectively compared to 2019/20, meaning
fewer inmates are able to set themselves up for better opportunities on release.
While numbers climbed between 2020/21 and 2021/22, it is unclear whether this

is indicative of the start of a long-term recovery, or simply a bounce back after the

Thisincludes care co-ordinators, pharmacists, pharmacy technicians, social prescribing link workers and others.
This figure excludes some charges from 2019/20, so the fallis actually understated.

Intervention programmes offered to offenders, which address issues such as offending, violence and substance
misuse. A full list is available at https://assets.publishing.service.gov.uk/government/uploads/system/
uploads/attachment_data/file/960097/Descriptions_of_Accredited_Programmes_-_Final_-_210209.pdf
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initial shock of the pandemic. Rates of assault — both on other prisoners and on staff
—were much lower in 2022/23 than in 2019/20, having fallen dramatically due to the
pandemic. However, rates have been increasing for the last two years. Self-harm has
fallen among male prisoners —who account for 96% of the prison population — but
has increased substantially among women, with incidents per individual increasing by
79.3% from an already high level between 2019/20 and 2022/23.

The common factor behind these trends is that prisoners are now spending more time
locked in their cells than they were before the pandemic. While that has had a positive
impact on some performance indicators, like violence rates, these statistics do not tell
the whole story and the overall effect is negative, with prisons less able to undertake
the rehabilitative activities that are critical to their purpose.

Children’s social care is the one service that is performing at broadly the same level as
it was in 2019/20. The proportion of cases seen within 15 days of a s47 assessment’
improved from 78.8% then to 80.0% in 2021/22. However, the proportion of child
protection plans that were reviewed within the required timescales has fallen from
91.5% to 89.3% over the same time period. Ofsted inspection results have marginally
improved, but only 74 of 152 councils have been assessed since inspections resumed
in 2021, making it hard to draw firm conclusions.

Public service performance problems are systemic

There are serious performance issues in each of the individual services covered in this
report. But they also operate as part of wider systems,” with problems in one service
feeding into others. Such interrelated difficulties are most obvious in the health and
care, criminal justice and local government systems.

Delayed discharge from hospitals of people who no longer need medical attention
hampers elective and emergency activity by making it more difficult to admit new
patients. This is not just felt on wards: ambulances cannot hand over patients to AGE
if the system becomes jammed; and GPs find more of their referrals to hospitals

are rejected or that their patients must wait longer for an appointment following a
referral. And while hospitals themselves are responsible for a substantial proportion
of delays —for instance, as patients suffer long waits for prescriptions or discharge
plans before they can leave —many are due to a lack of capacity in adult social care
and community health provision. Often, there is nowhere else to go for people who
are ready to leave hospital.

Patients spending longer in hospital beds also face greater risk of losing mobility and
acquiring infections, increasing demand on other health and community services.
Such people may find themselves back at their GP sooner — but with demand in
general practice already outstripping supply, and many unable to book timely
appointments or access other support, some will instead go straight to AGE,
increasing pressure on hospitals.

Investigations carried out by local authorities to assess if there is a risk of significant harm to a child or children.
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Similar systemic problems can be seen in criminal justice. The government’s successful
programme to increase the number of police officers by 20,000 (between 2019 and
2023) has started to feed through into more charges, in turn increasing demand on

the criminal courts and, eventually, prisons. Neither has had (nor likely will have) the
capacity to adequately cope with this. As a result of judge and barrister shortages,
increased case complexity and declining guilty plea rates, productivity is declining in
the crown court. Similarly, the growth in the prison population is expected to exceed
building plans. This comes in a context in which both were already struggling to cope
with demand, despite lower than anticipated case flow. The government is not on track
to meet its already unambitious crown court backlog target and prisons are at bursting
point, having recently been forced to rely on last-ditch population-control attempts
like early releases and sentence suspensions. This comes on top of the service's
reliance on temporary and police cells (and even the possibility of renting cells
overseas“) due to delays to the prison building and refurbishment programme.

The slow progress in tackling the crown court backlog has also contributed to a
51.4% increase between February 2020 and June 2023 in the number of prisoners
held on remand awaiting trial, adding to overcrowding. This has made it even harder
for prisons to safely return to pre-pandemic regimes, leaving many prisoners stuck
in their cells for more than 20 hours a day, with, as noted, less access to training and
education than before the pandemic. Reduced provision of rehabilitative activity
will likely have a knock-on effect on reoffending, which will in turn place additional
pressure on the criminal justice system.”

In local government, councils are responsible for the delivery of a wide range of
public services but have been forced to make difficult decisions in the face of reduced
funding and increased demand. This is not a new problem: between 2009/10 and
2021/22, local government spending power fell by 10.2%, due to substantial cuts to
the value of central government grants.”

At the same time, demand for adult and children’s social care services has grown.
Since 2015/16, the number of requests for adult social care support from new clients
has increased by 22.1% for 18—-64 year olds. Similarly, the number of children in

care and children protection plans grew by 27.5% and 30.2% respectively between
2009/10 and 2021/22/

Local authorities are subject to statutory duties requiring them to safeguard and
protect vulnerable children and adults. As a result, they have had to maintain social
care provision at the expense of other services. The exact balance of cuts has
depended on local circumstances and political priorities, but overall spending on non-
social care services fell by 30.6% in real terms between 2009/10 and 2021/22.°

There are also important interdependencies between health and care, criminal justice,
local government and wider services. Extensive hospital waiting lists and difficulties
accessing general practice have created backlogs in medical appointments for an
ageing prison population, placing additional pressure on prison officers. Long waits
for NHS assessments for autism and ADHD are a barrier to providing earlier formal
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support to pupils with special educational needs to save costs later. And cuts to local
authority funded youth services have likely placed additional crime and non-crime
demand on the police.

Many interviewees also emphasised the knock-on impact of limited access to publicly
funded mental health services, with particular pressure placed on hospitals, police,
schools and children’s social care.

Covid no longer appears to be a major, direct drag on public

service performance

In the first year of the pandemic, Covid had an unprecedented impact on the
performance on public services. Many paused activities completely, at least initially,
while most others were forced to implement stringent social distancing requirements
or deliver services remotely. In Performance Tracker 2022: Public services after two
years of Covid,” we reported that the direct impact of Covid was much reduced but still
present in some cases and particularly hospitals, where enhanced infection control
measures were a continued drag on productivity.

At the time of writing, the pandemic is no longer having a meaningful directimpact on
the performance of public services covered in this report. Buildings have reopened,
social distancing has been scrapped and the NHS is no longer taking onerous
additional precautions to protect against Covid infections.

There are, however, lingering indirect effects, most notably on staff, whose absence
rates have remained much higher than pre-pandemic. In prisons, the number of
working days lost to sickness among main operational staff was a quarter above the
2019/20 level (24.3%), even if slightly down on the previous year. In hospitals the
proportion of available staff days lost to illness increased from 4.46% in 2019/20,
to 5.36% in both 2021/22 and 2022/23 - an increase of nearly 20% across the two
years.” In children'’s social care, the sickness absence rate is lower, at 3.5% in 2022,
but that is still the highest since 2017 and up on 2.9% in 2020 and 3.1% in 2019.

Historic underinvestment in capital has hit public services hard
Covid is no longer having a direct impact on services — but problems persist. This is
because while the pandemic was a serious shock, it also exacerbated and magnified
pre-existing problems —most importantly, the historic underinvestment in capital and
difficulties with recruitment and retention.

Compared to other rich nations the UK is a low-investment nation. According to
analysis by the Resolution Foundation, UK government investment has averaged
around 2.5% of GDP since the year 2000, just two thirds of the OECD average of 3.7%.
Indeed, the UK has consistently invested less than the average since at least 1960."*
Looking at health capital specifically, since 1970 there have only been two years when
the UK spent more than the OECD average and in most it spent substantially less.*?

General government gross fixed capital formation
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The pandemic came at a particularly bad time for the UK's public sector. The decade
before saw particularly deep cuts to the capital spending of the departments
overseeing the services covered in this report. The worst hit was the MoJ, where
annual capital spending averaged less than half the real-terms spending in 2007/08.
Capital spending by DLUHC, HO and DfE all remain substantially below the levels of
2007/08. Even DHSC, which was relatively protected, saw cuts averaging around 8%.
Capital spending by DHSC and MoJ grew substantially in 2020/21, but it will take time
to undo the effects of historic low investment.

If the government had wanted to keep capital spending the same as the average
between 2004/05 and 2007/08 for the whole of the 2010s for the departments
covered in this report, it would have needed to spend an additional £24bn throughout
that decade, in 2023/24 prices — about 12% more than the government actually
spentin that time. But even that sum is equivalent to only around two thirds of the
maintenance backlog across the services for which data is published (see below),
reflecting that even between 2004/05 and 2007/08 capital spending was still not
particularly generous.

Figure 0.3 Capital spending index, public service departments, 2004/05-2022/23
(real terms, 2007/08 = 100)
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Source: Institute for Government analysis of HMT, Public Expenditure Statistical Analyses, 2009-2023, supported
by CIPFA. Notes: 'DLUHC' refers to DLUHC community capital spending, and excludes DLUHC spending on
housing services.

In addition to receiving relatively ungenerous capital budgets, departments have
consistently underspent, for a variety of reasons. Government suffers from persistent
‘optimism bias’ over how long projects will take to complete. There is insufficient
capacity in the construction sector to deliver. And cuts to administrative budgets

have reduced departments’ ability to spend quickly and well.** Some departments
have used capital budgets to cover shortfalls in day-to-day spending: between
2014/15 and 2018/19, some £4.3bn of funding initially allocated to health capital was
transferred in this way'* to meet "spending pressures”.*”
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This has all had a serious impact on the productivity of public services, with
problems with both the quality and quantity of capital assets. Teachers, nurses,
doctors and social workers all find it harder to do their jobs in crumbling and cramped
buildings, on old computers running out-of-date software, and without access to the
latest equipment.

Sizeable maintenance backlogs have built up in some services. Across the

hospitals, schools, criminal courts, prisons and the road network this now totals
£37bn; 161718192090 prisons, this has contributed to the shortage of cells and the need
to make emergency use of police cells to hold inmates. Prisons are now so full that
maintenance projects have been further delayed as governors cannot afford to move
people out of substandard cells while they are repaired. In the NHS, almost a fifth

of the record maintenance backlog is classified as ‘high risk’ (17.6%), which means
repairs must be carried out urgently to avoid "catastrophic failure, major disruption
to clinical services or deficiencies in safety liable to cause serious injury and/or
prosecution”.”* Similarly, tight capital budgets have prevented departments from
replacing buildings constructed using reinforced autoclaved aerated concrete (RAAQ),
some of which are now considered too dangerous to use. For example, in 2020 DfE
requested funding to rebuild and refurbish around 200 schools a year but was only
granted funding for a quarter of that.””

Many public services are using technology that is not fit for purpose. In the criminal
courts, a recent survey found less than half of salaried and fee-paid judges said

that internet access at court was excellent or good.”* And Institute for Government
research published earlier this year heard from interviewees about the impact of
"slow-loading computers and creaking internal systems” on NHS performance.’* Up to
27 out of 220 trusts rely on paper as they still do not have electronic patient records?”
and efforts to improve IT have been undermined by cuts to capital funding.*®

The NHS is also short of critical equipment. Among OECD countries, the UK has the
fifth lowest number of CT and PET scanners and MRI units per capita.’” As a result,
hospitals are able to conduct fewer diagnostic tests, extending the size of the elective
backlog and waiting times for patients.

Taken together, this underinvestment means that public services are getting less
out of each member of staff than they would otherwise. This partly explains the
‘productivity puzzle' seen in the NHS, and particularly hospitals®® —that is, why extra
cash funding has not helped boost activity as hoped.

The government has recognised the importance of capital investment, with Jeremy
Hunt, the chancellor, saying in the autumn statement 2022: "When looking for cuts,
capital is sometimes seen as an easy option. But doing so limits not our budgets but
our future.”?? To that end he announced that capital allocation made in 2021 would
be protected for the spending review period, and would then be maintained in cash
terms for the following three years. This includes funding to expand and improve the
prisons, hospitals and schools estates.’®**

£10.2bnin hospitals, £10.6bnin school, £1bnin criminal courts, £1.4bn in prisons, £14.0bn across the road
network.
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Despite higher inflation eroding the value of the 2019 settlement, capital budgets for
this spending review period are still set to grow more quickly than during the multi-
year spending reviews in the 2010s. However, this is from a relatively low base, and
below the growth rates seen in the 2000s.

Figure 0.4 Average annual real-terms change in planned capital spending at successive
multi-year spending reviews, 2002-2021

O ad O
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Heat @D O O O O
Potice and justice O O O @) O

-20% -15% -10% -5% 0% 5% 10% 15% 20% 25%
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Source: Institute for Government analysis of successive HM Treasury multi-year spending review documents,
supported by CIPFA. Notes: Figures adjusted based on the GDP deflator forecast at the time of each spending review.

High turnover and loss of experienced staff have further
hampered services

Workforce turnover can help to improve services by bringing in new staff with
different backgrounds and experiences. But the evidence suggests that the high rate
of churn in many public services is damaging service productivity and can lead to
worse outcomes for services users®’ — for example, students’ test scores are reduced
by higher teacher turnover.””

Leaving rates are high across all public services. In the 12 months to June 2023, one
in ten workers left NHS hospital and community care settings (11.2%). Although this
is below the highs of 12.5% in the year to summer 2022, during the second year of
the pandemic, it is still above 2019 levels. And in children’s social care, 17.1% of the
workforce left in the last financial year — a series high —up from 15.1% in 2019/20. It
may be that higher leaving rates partly reflect the loss of staff who would have leftin
2020/21 but stayed longer due to the pandemic; if so, leaver rates could return to pre-
pandemic levels. But for now they remain elevated in many services.

Many of those who have left public services roles had years of experience —and
were therefore likely to be among the most effective in their roles.** For example,
half of band 3-5 prison officers in 2022/23 have fewer than five years’ experience,
compared to 23% in 2009/10, while the proportion with more than 10 years’
experience fell from 56% to 31% over the same period. And in nursing, the overall

In the case of prison and police officers, large numbers of experienced staff left in the early 2010s through
voluntary redundancy schemes introduced by the coalition government to cut staff as part of efforts to reduce
public spending.
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number of registered nurses with more than 30 years’ experience has fallen slightly
in recent years, whereas the number with fewer than five years’ experience has
increased by more than 40%.

Figure 0.5 Change inregistered nurses since September 2017, by time since registration
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Source: Institute for Government analysis of Nursing and Midwifery Council, ‘Permanent register data tables’ (‘'Time’
table), March 2023, supported by CIPFA.

There is also greater use of temporary staff in some services. In children’s social care,
the number of agency social workers in post increased by 13% over the past year and
is now at the highest level on record.’” The NHS Long Term Workforce Plan stated that
spending on agency staff rose 23% between 2018/19 and 2021/22 to reach £2.96bn.
It also cites evidence that "use of temporary staffing — particularly agency staff —can
have a negative impact on patient and staff experience, and continuity of care”.”®
Previous Institute for Government research also heard from interviewees that agency
staff in hospitals tend to make ‘less discretionary’ effort (working more hours than
one's contract sets) than those on the payroll, contributing to lower productivity.’’

As well as being less effective, agency staff are also more expensive. For example,
Freedom of Information releases have suggested that, once agency fees and the like
are added, the NHS can be charged up to £2,500 per shift per nurse’® and £5,200

per shift per doctor” — several times the cost of employing experienced nurses

or doctors directly. Similarly, although supply teachers are often paid less per day
than equivalently experienced full-time teachers, the cost to schools is normally
substantially higher again due to agency mark-ups, compliance costs and other fees.“’

There are lots of contributory factors to high leaver rates

The precise reasons for leaving a job or profession will vary from person to person, but
the key factors driving high public service workforce leaver rates are pay, workloads,
unsociable hours, changing societal norms and dissipating goodwill. A tight labour
market is also making it easier for staff to find work elsewhere.
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Many of these are long-running problems. In the 2010s, the government made
‘efficiencies’ by holding down public sector pay. Previous Institute for Government
and CIPFA work has estimated that the two-year pay freeze between 2011 and 2013,
and a 1% average pay cap from 2013 to 2017, saved the government £10bn—-£20bn

per year from 2017 onwards.** However, as a result the public sector pay differential
—the difference between public and private sector pay - fell substantially and, taking
account of bonuses, turned negative.

Once employer pension contributions are taken account of, total public sector
remuneration was still higher, but in 2021 the gap was the smallest it had been since
at least 2005. More recently, public sector wages have been further eroded by high
levels of inflation, meaning the gap is likely to have shrunk further.

Figure 0.6 Average public-private sector pay differential, 2005-2021

20%
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2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Public sector pay lower

Source: Adapted from Institute for Fiscal Studies, ‘Public spending, pay and pensions’ (‘Figure 4.15’), October 2022,
supported by CIPFA. Notes: This controls for differences in factors such as age, sex, and region. This is an hourly
measure. Figures are estimates and are subject to some degree of sampling error.

As aresult, pay for critical public service staff such as police officers, teachers and
nurses has not kept pace with private sector wage rises, and is also worth less in real
terms.” Unsurprisingly, staff are unhappy. For example, the proportion of respondents
to an annual Police Federation survey reporting dissatisfaction with basic pay
increased from 69% in 2020 to 86% in 2022.** And the latest NHS staff survey found
only 25.6% of staff were satisfied with pay, 12.3 percentage points lower than in
2019.° In addition to its contribution to high leaving rates, pay is also the key driver
of strike action (discussed in more detail below), which is also hugely disruptive to
public services.

Thisis also true if 2008 is taken as the starting point, though the difference is smaller as public sector wages
outperformed those in the private sector between 2008 and 2010.
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Figure 0.7 Change in median gross earnings of selected public sector professionals since
2009/10 (real terms)
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Source: Institute for Government analysis of ONS, 'Earnings and hours worked, occupation by four-digit SOC'
(‘ASHE Table 14'), supported by CIPFA. Notes: Figures have been deflated using OBR CPI figures. Figures for primary
education teaching professionals include nursery staff up to 2020/21. Figures for nursing professionals uses data
for health associate professionals for 2009/10, nursing and midwifery professionals for 2010/11-2019/20 and
nursing professionals for 2020/21-2021/22.

On workloads, while many public service jobs have always been demanding, there

is evidence that the pandemic has increased workloads even more,** and excessive
workloads are cited by many who are considering leaving. For example, "“feeling under
too much pressure” was the second most common reason given by nurses for thinking
about or planning to leave their role.*” And research by the Department for Education
found that workload was given as a reason by almost all teachers considering leaving
the state sector in the next 12 months for reasons other than retirement (92%).4°

Public services can also involve unsociable hours, particularly those such as hospitals
and the police, which run 24 hours a day, all year round. These services require staff

to work in shift patterns, which likely contributes to many staff reporting low levels of
wellbeing. For example, only a little over half of respondents to the NHS Staff Survey
said they have balance between home life and work life,” and just under half of police
officers reported they have poor work-Llife balance.“® In comparison, a survey of 2,000
UK employees published in 2022 found that only 31% did not feel that they have a
good work-life balance.”

Such working patterns are increasingly unattractive given changing societal norms.
Particularly for graduate roles, home and ‘flexi’ working arrangements have also
become much more common in other sectors and a failure to keep up with the wider
economy has left many public service employers at a comparative disadvantage.”® This
desire for greater flexibility is behind the decision by some nurses and doctors to take
up agency or locum roles, rather than direct NHS employment.”*
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These factors, particularly pay and poor working conditions, have contributed to a loss
of goodwill among public service workforces, with many giving this as a key reason for
quitting. For example, of nurses planning to leave, 70% cited feeling undervalued.”
Similarly, morale (98%) and how the police are treated by the government (96%) were
the top two reasons given by police intending to resign.”

These issues are particularly problematic given the tightness of the labour market.
Across the wider economy, there are more vacancies than job seekers,”* meaning
employers have to do more to retain and recruit staff. We heard in interviews that
many public services are struggling with competition from the private sector —and
elsewhere in the public sector. Better pay or working conditions in the retail and
hospitality sectors has tempted away many working in lower paid public service roles,
including care workers and administrators. Public sector employers similarly find it
difficult to compete with the private sector wages available to managers, analysts

and IT professionals.

Within the public sector itself, worse remuneration packages in adult social care,
prisons and community pharmacies have resulted in a net loss of staff to the NHS,
police and primary care respectively. Competition also comes from overseas,
particularly for doctors and nurses, where the higher pay and standard of living
available has seen many move to countries such as Australia, New Zealand and Canada.

The government is relying on immigration to fill workforce gaps

in some services

There has been a substantial increase in the number of international recruits starting
in general practice, hospitals and adult social care — all services that have experienced
some form of workforce crisis since the pandemic. Most strikingly, in the 12 months

to June 2023, the number of British nurses and health visitors fell by 2,763, while the
number from the rest of the world increased by 11,984.>> And in adult social care, new
joiners from overseas over the past year alone account for 3.6% of all filled posts in
the sector.

International recruits can improve public services by bringing different ways of
working and perspectives, but relying on them to fill workforce gaps comes with risks.
First, international staff are generally more expensive to recruit. Research by Nuffield
Trust found that it costs £10,000-£12,000 to recruit a single nurse from overseas.
However, this does mean that the government avoids the training costs for these staff.
This can be much higher; for example, the typical cost of training a nurse domestically
is at least £26,000.°°

Second, those recruited may not stay in their roles as long. While international
nurses from outside the EU are more likely to stay in the NHS as a whole and in the
same organisation than those from the UK, those from the EU leave more quickly.”’
Internationally recruited doctors also stay in the service for less time than their
British counterparts.”® This leads to greater staff churn and higher recruitment costs
per year served.
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Third, there is a political risk. International recruitment, particularly of care staff, has
been a major contributor to the record levels of net migration over the last year. Given
the high public salience of immigration levels,”” and the Sunak government's rhetoric
around immigration, there is a risk that these recruitment routes are shut down,
possibly at short notice, allowing little time for providers to identify new sources of
staff. Even if high levels of international recruitment remain possible, public services
in this country have no control over the numbers trained abroad, how competitive the
global marketplace is, or the occurrence of shocks such as Covid that can disrupt the
ability of people to move between countries.

Widespread strikes have had a negative impact on public

service performance

Public services are facing the greatest level of disruption from strikes in more than

a quarter of a century. From August 2022 to July 2023, more than 2 million working
days were lost due to strike action in the public sector. This is the mostin a 12-month
period since at least 1996, when comparable statistics were first published.®”

Figure 0.8 Working days lost to strike action in the public sector over the previous
12 months, December 1996 to July 2023
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Source: Institute for Government analysis of ONS, ‘Labour market statistics time series’, September 2023,
supported by CIPFA.

Strikes of this magnitude have a big impact on the performance of public services.
Academic research looking at strikes by doctors in 2016 found that the disruption did
not have an impact on patient volumes, average mortality or readmission rates for
emergency patients. However, there were higher readmission rates for Black patients
and reductions in the volume of elective procedures.®* While it is still too early to
fully assess the impact of NHS strikes over the past 12 months, it does appear that
the strikes by junior doctors in April 2023 led to a meaningful fall in the number of
elective procedures.
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Hospitals completed 1.4 million elective pathways in April 2019, but only 1.2 million
in April 2023 - 10.4% less. As a result, the elective backlog increased by 84,166 in
that month. And in the following month, when there were no strikes by junior doctors,
the number of completed pathways rebounded to 1.5 million.

Figure 0.9 Cumulative elective procedures rescheduled due to strike action,
December 2022 to July 2023
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Source: Institute for Government analysis of NHS England, ‘Potential industrial action in the NHS —impact of various
strike actions’, 2022 and 2023, supported by CIPFA. Notes: This data can both overstate and understate the number
of distinct procedures affected: one elective appointment can be rescheduled multiple times, but hospitals also
start to not schedule appointments during strike periods.

A similarly clear drop in activity can be seen in schools. According to data published
by the Department for Education, as little as 43% of pupils attended school during
the eight days of national teacher strikes that took place between February and July
2023. Secondary schools were struck particularly hard, with only around a quarter of
pupils going into school on strike days.®” The absence of so many pupils for more than
a week this academic year will only make it harder for schools to catch up on learning
lost during the pandemic.

The industrial action by criminal barristers between April and October also reduced
the activity that criminal courts were able to undertake. The number of cases
processed in crown courts fell from 25,172 in March 2022 to 20,068 in September
2022, again hurting backlog reduction efforts.

The government’s strikes strategy likely extended the strikes,

and so their disruption

The widespread strike action over the past year has deep and broad roots, including
the coalition government'’s decision to hold down public sector pay from 2011
onwards (Figure 0.7), the more recent spike in inflation, and the impact of the
pandemic on services and staff wellbeing. Given the UK's low economic growth, high
levels of debt and inflation, and the need to consider the impact of pay offers to some
groups on the demands of others, any government would have found it difficult to
resolve these industrial disputes.
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However, there were important weaknesses in the Sunak government's strategy
for responding to strikes, which likely extended their duration and thus the level of
disruption caused to public services. Most critically, ministers refused to negotiate
on pay for months. Strikes by NHS staff, including nurses and paramedics, began

in December 2022, teachers from the National Education Union in February 2023,
and junior doctors in March. This followed months of campaigning and balloting by
the unions involved. But it wasn't until March that an improved offer was made to
NHS staff and teachers (with the schools pay dispute only resolved after a further,
improved offer), and junior doctors’ pay was eventually raised unilaterally in July,
when the government accepted recommendations made by pay review bodies.

For too long the government unreasonably claimed that higher pay was not possible
due to the impact on inflation. However, there is no evidence that improved offers
below the consumer price index (CPI) but closer to private sector wages would have
any impact on inflation.®” Indeed, the government eventually made offers at this level.
If it had done so earlier —in autumn 2022, rather than spring 2023 — it may have been
able to bring at least some of the disputes to an end with far less disruption. Instead,
the government’s combative approach, including the introduction of the Strikes
(Minimum Service Levels) Act, probably exacerbated resistance from strikers, making it
even harder to reach agreement.

The same is true of the dispute with criminal barristers that was resolved in 2022.
Little progress was made by Dominic Raab while he was justice secretary, yet Brandon
Lewis, who took a much more conciliatory approach, was able to end the strikes by
making an improved pay offer, despite only being in post for six weeks.

Of all the disputes, the one with junior doctors looks most difficult to resolve. The
British Medical Association is seeking a 35% pay rise (to bring pay back in line with
2008/09 levels) and there has been little evidence that it is willing to negotiate
substantially down from this. Despite the relatively low cost of meeting this demand,®*
it would have been difficult for any government to do so given the knock-on impact on
the (more modest) pay demands of less well paid NHS staff.

However, even in this case, a different approach by government may have helped.
With a more moderate and reasonable public stance, the government could have
garnered greater public support, putting pressure on junior doctors to compromise
and on consultants not to join them on the picket line in July. Instead, public support
for junior doctors grew from 47% in January to 56% in June.®

Consultants, while still in dispute with the government, have offered not to conduct further strikes if the
government will agree to talks facilitated by ACAS, https://www.bma.org.uk/bma-media-centre/bma-offers-
government-route-to-resolve-consultants-dispute-via-acas
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Workforce problems will prevent some services returning to
pre-pandemic performance levels by the end of the current
spending review period in April 2025

Staffing is the single biggest expenditure for public services, accounting for more
than half of spending for most of the services covered in this report. While there
are a variety of ways that government could improve the performance of services,
absent major productivity improvements, the size and composition of workforces
will be a key factor.

Policing is the only service covered in this report for which the workforce should
enable a return to pre-pandemic performance levels by April 2025. Though there
remain shortages in key positions, such as investigators, and the number of PCSOs has
fallen, the number of police officers has increased by more than 20,000 and by April
2025 many of these recruits should be more effective and be contributing to better
police performance, particularly in terms of the number of charges. Indeed, the recent
reversal in the long-term trend of falling charges may be early evidence of this.

At the other end of the spectrum, prisons, criminal courts and children’s social care

do not have plans in place that will lead to sufficient recruitment or retention of staff.
The problem is most severe in prisons. Most critically, there is no credible plan in place
to recruit the number of officers needed to safely staff the huge expected increase in
prisoners over the next few years due to the greater police numbers cited above; this
will also affect courts, in which the current workforce of judges and barristers is likely
to be insufficient to process a substantially higher volume of cases in the crown court.

Demands on children’s social care services are rising but the number of children’s
social workers fell over the past year. With evidence that caseloads are becoming
more complex, workloads already becoming unmanageable for many —and in the
absence of a workforce strategy to ease pressure on staff — it appears highly unlikely
that this workforce will be sufficient to meet demand.

The workforce situation in the other services is less clear. However, although strike
action is only ongoing in hospitals, the ability of the government to agree future
pay deals will have a bigimpact on recruitment and retention across all the services
covered in this report. The ease of doing that will depend on inflation and the health
of the wider economy.
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Funding

Funding settlements are now worth less due to higher pay awards
and inflation

Budgets for the 2022/23-2024/25 period were originally set at the 2021 spending
review. Additional funding for the NHS, schools and adult social care was then
announced at the 2022 autumn statement. However, the value of these cash
settlements has been eroded over time, due to higher than anticipated pay awards
and inflation.

The 2021 spending review anticipated that public sector wages would increase by
2-3% annually across the spending review period. However, the government has been
forced to make substantially higher pay awards as a result of inflation and industrial
action, as covered above. For example, the cost of the improved offer to nurses,
ambulance staff and other NHS workers (those on the Agenda for Change pay scale)®®
was an additional £2.7bn in 2022/23 and an approximate ongoing cost of £1.3bn per
year from 2023/24 onwards.®” In March, when this deal was agreed, the government
did not state how it would be funded.

In July, when the government accepted the recommendations of pay review bodies
(PRBs) for other public service workforces, it said it would not borrow to fund these.
This means that these will have to be paid for either through increased revenue, or

by cutting spending. The government has stated that some of the funding will come
from increases to visa fees and the immigration health surcharge.®® However, most will
come from reallocating existing spending, either from within departmental budgets or
elsewhere across government.

The increase in teachers’ pay will also be funded from the existing DfE budget

for 2023/24 and 2024/25, with the government stating that this is to come from
reprioritisation of underspends® — expected to be partly from the National Tutoring
Programme —rather than cuts to school budgets. This use of a one-off allocation to
fund an ongoing liability will store up problems for the next spending review.

At the time of the 2021 spending review, the OBR projected that the GDP deflator
(the measure of inflation used by the government to assess real-terms increases in
departmental spending) would be 2.2% in 2023/24. By the 2022 autumn statement
this had risen to 3.2% and the latest forecast from the OBR is that it will be 2.5% —
though this is likely to prove too low as inflation has recently proved more persistent
than expected in March 2023. As a result, spending allocations are now less generous
than they were (see Figure 0.10).

Some services are facing even higher sector-specific inflation than this. Interviewees
told us that the unit costs of adult social care packages are now much higher than

they were a year ago. According to a survey of directors of adult social services, this
has been driven by increasing complexity of care needs, staffing costs and wider
inflationary pressures.’® Similarly, we heard that the unit cost of residential children’s
social care placements has also risen substantially, with increased demand and limited
capacity putting local authorities in a weak bargaining position with private providers.
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The inflation-driven rise in interest rates could also reduce spending on local
authority-provided public services. In recent years, some local authorities took out
loans to finance commercial investments, hoping that those would then generate a
future stream of income.”* Those with variable-rate or short-term loans that need

to be refinanced will face higher interest rates, increasing annual repayments, and
reducing the funding available to front-line services. Some private sector providers
will also be affected. The Competition and Markets Authority has identified that some
of the largest providers of residential care services for children are owned by private
equity firms and carry high levels of debt. This risks a "disorderly failure of highly
leveraged firms” that could affect the placements of children in care.”” The loss of
these providers could push up prices even further.

Parts of local government and the NHS are already running deficits
According to government figures, local authority usable reserves in England
increased from 45% of service expenditure in 2019/20 to 63% in 2021/22. However,
data issues mean that some councils’ reserves are likely overstated’” and the precise
figures depend on how the distribution of emergency business rates relief at the
beginning of the pandemic is accounted for.

Comprehensive data on reserves in 2022/23 will not be published until the end of
this year. However, there is extensive evidence that many local authorities have run
large deficits in recent years. For example, Kent County Council overspentits 2022/23
budget by £44.4m, with the additional money coming from reserves.” Bradford
Metropolitan District Council overspent by £32min 2022/23, largely due to higher-
than-expected children’s social care costs. The council's director of finance noted that
remaining reserves would likely only be sufficient to cover 2023/24 and that "reserves
are reducing at an unsustainable rate.”’” In this financial year, Kirklees Council has
agreed to draw down £25m from reserves to partially fill a £43m budget deficit,’®

and East Sussex County Council is spending £5.6m from reserves on road repairs.”’
Reserves can only be used once and are not a long-term solution to persistent deficits.

Three quarters of local authorities also had cumulative deficits on the part of local
authorities’ education budgets reserved for schools spending in 2021/22, largely as a
result of their spending on statutory special educational needs and disabilities (SEND)
support, with the combined deficit totalling £1.4bn. Local authorities with large
deficits can access funding from central government through ‘safety valve' deals. In
exchange for additional funding, local authorities are required to eliminate their in-
year deficits by taking action to reform their SEND provision —which in some cases can
include moving learners from the independent special school sector, where the cost is
higher, to state provision. Since 2020/21, some 34 local authorities have entered into
such agreements, with the DfE committing nearly £1bn in return.”

Inthe NHS, at least 14 integrated care systems (ICSs), out of a total of 42, ended
2022/23 with a budget deficit.”” Many will run a deficitin 2023/24 as well. At the July
meeting of the NHS England board, the chief financial officer reported that 15 had
submitted a deficit plan for 2023/24, with a total forecast overspend of £720m.®°

In December 2022 the government announced that local authorities could keep these deficits off their balance
sheets until 2025/26, https://www.lgcplus.com/services/children/send-deficits-kept-off-budgets-for-
another-three-years-12-12-2022
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Most services have not had adequate funding to return to
pre-pandemic performance levels by April 2025

Figure 0.10 Average annual real-terms change in spending between 2021/22 and 2024/25
relative to demand under different inflation scenarios

4%

Schools Hospitals Local government Police Courts GPs Prisons

I sr21 [l As22 [ sB23 M SB23 after pay deal

Source: Institute for Government analysis of HMT, Spending Review 2021; HMT, Autumn Statement 2022; and HMT,
Spring Budget 2023, supported by CIPFA. Notes: SR = spending review. SB = spring budget. AS = autumn statement.
‘'SB23 after pay deal’ accounts for pay deals in 2022/23 and 2023/24 and assumes pay increases in line with
economy-wide earnings in 2024/25. Police outturnin 2021/22 was higher than forecast, making the rest of the
period look less generous. Full details on data sources are provided in the Methodology chapter.

Funding for general practice is insufficient to return the service to pre-pandemic
performance levels. The current five-year GP contract started in 2019/2020 and
runs until 2023/24, but higher than anticipated inflation means that real-terms core
funding for GPs will be 3.1% lower in 2023/24 than in 2019/20, despite patient
numbers registered with general practice increasing by 5.7% over the same period.
There has also been underinvestment in general practice capital, which is a major
impediment to expanding access to the service and also means that the successfully
expanded direct patient care workforce is not being used effectively.

In contrast to general practice, spending on hospitals has increased substantially since
2019/20, with a further £3.3bn for each of 2023/24 and 2024/25 announced at the
2022 autumn statement. As shown in Figure 0.10, spending has outpaced demand

and should, in theory, be sufficient to enable hospitals to return to pre-pandemic
performance levels. However, the shock of the pandemic, combined with pre-existing
problems such as underinvestment in capital and loss of experienced staff, has
reduced hospital productivity.®* The government does not have credible plans in place
to improve hospital productivity, so planned spending will not be enough.

We assess the financial sustainability of adult social care, children’s social care and
neighbourhood services together, as all are delivered by local government. Like the
NHS, local authorities received a funding boost at the 2022 autumn statement in the
form of increased funding for adult social care. As a result, local authority spending
power is now projected to rise by 4.7% in real terms per year on average in 2023/24
and 2024/25. In addition to outpacing inflation, the funding increase should be
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enough to meet ongoing demographic demand and maintain performance at current
levels. In children’s social care, that will mean performance in April 2025 will be
broadly similar to that seen before the pandemic. However, in both adult social care
and neighbourhood services, where performance has declined over the past three
years, the funding is unlikely to be enough to see a sufficient improvement. These
judgments are in aggregate and the situation will vary widely across the country
due to differing demands, local priorities and effectiveness, and the ability of local
authorities to raise council tax in line with central government expectations.

Schools also did well out of the 2022 autumn statement, receiving an additional £2bn
in both 2023/24 and 2024/25. The typical school is in a relatively stable financial
position, at least compared to most of the services covered in this report, and schools
will be able to draw on extra DfE funding to cover the cost of the higher teacher pay
offer in this spending review period. While there is limited evidence on the impact of
the pandemic on attainment at key stage 4, the drop in pupil attainment at key stage 2
has been sizeable. Inadequacies in the design and funding of the government’s catch-
up programmes mean it is unlikely that this drop in performance will be reversed
before April 2025.

Police forces were provided no additional funding in the autumn statement 2022, and
across the three-year spending review period we calculate that demand will rise by
1.7% for police services, while spending (following the newly agreed pay deal and
the government’s additional funding to pay for the deal) will fall by 2%. However,

the police received a substantial boost to funding in the three years before this. As a
result, overall spending is expected to rise on average by 0.7% per year in real terms
between 2019/20 and 2024/25, which should be enough to allow the police to return
to pre-pandemic performance.

The situation in criminal courts and prisons is much harder. Like the police, they
were not provided additional funding in the autumn statement 2022. However, their
settlements in earlier years were also less generous. Demand for these services is
also likely to rise more quickly due to the increased number of charges that 20,000
additional police officers have started — and will likely continue —to generate. Over
the spending review period, we calculate that the growth in demand for criminal
courts and prisons will outstrip the growth in funding by 5.0 and 4.1 percentage
points per year respectively.

Funding in the next spending review period is even tighter and
would see almost all services performing worse in 2027/28 than
on the eve of the pandemic

The funding situation for public services will be difficult for the rest of this spending
review period, but the situation from April 2025 onwards will be even harder.

The plans set out in the 2022 autumn statement and the 2023 budget show that
total departmental spending is due to grow by 1% per year in real terms between
2025/26 and 2027/28. However, assuming that NHS spending grows at 3.6% per year
in real terms over this period —an amount the Institute for Fiscal Studies estimates
would be required to meet the commitments laid out in the NHS Long Term Workforce
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Plan®’ —that aid spending and defence spending grow in line with GDP, and that the
government will continue to allow local authorities to raise revenue through council
taxincreases, the settlements for unprotected areas of public spending will be much
less, averaging -1.2% per year in real terms.

This would make it the tightest spending review since 2015. Notably, the Cameron
and May governments found it impossible to stick to those 2015 plans.?” Instead, they
feltit necessary to provide additional funding to the NHS, adult social care and the
criminal justice system due to poor performance. In 2025, the performance of most

of the services covered in this report will be much worse than it was a decade earlier.
The next government is therefore likely to face huge public and political pressure to
provide public services with more generous funding settlements. Indeed, speaking at
an Institute for Government event, Lord Gus O'Donnell, the former cabinet secretary,
said that the spending plans were “totally unsustainable”.®*

Figure 0.11 Average annual real-terms change in spending planned at successive multi-year
spending reviews, 2002-2021

Total departmental spending O C) O O @

Day-to-day departmental spending O O O O OO

Day-to-day minus health, defence & aid O O C:D O

-5% -4% -3% -2% -1% 0% 1% 2% 3% 4% 5% 6%

OSR2004 OSR2007 OSR2010 OSR2015 OSR2021 ©OSB2023(2025/26t02027/28)

Source: Institute for Government analysis of successive HM Treasury multi-year spending review documents. Notes:
SR = spending review. SB = spring budget. Figures adjusted based on the GDP deflator forecast at the time of each
spending review. 'Day-to-day minus health, defence and aid’ excludes DH/DHSC spending, MoD, and DfID spending
up to SR 2021 and FCDO spending in SR 2021 and SB 2023.'SB 2023’ refers to the spending path set out at the 2023
spring budget.

Some services will fare better than others under current spending plans. GPs and
hospitals will see a meaningful improvement in spending, largely because the
government will need to raise spending on the NHS to meet the commitments laid out
in the NHS Long Term Workforce Plan.*> Those increases — if the government sticks to
them — are likely to outstrip inflation and the increase in demand for those services.

In local government and schools the situation is less certain. Funding is around
what might be needed to meet inflation and demand pressures, though for different
reasons. Local authorities will continue to benefit from central government's policy
of allowing them to raise council tax, while demand for school places is expected to
decline as the number of children falls in coming years, as the end in 2013 of a baby
boom is felt across the education system.
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Under current plans, the criminal justice system looks to have the lowest levels of
funding compared to its needs. Expected demand for police, prisons and criminal
court services far outstrips the funding currently implied by the government’s plans.

Figure 0.12 Average annual real-terms change in spending between 2024/25 and 2027/28
under current government plans relative to demand

General practice
Hospitals

Local government
Schools

Police

Courts

Prisons

-8% -6% -4% -2% 0% 2% 4%

Source: Institute for Government analysis of HMT, Spring Budget 2023 ('Table 2.1: Resource departmental
expenditure limits (DEL) excluding depreciation’), supported by CIPFA. Notes: ‘Local government’ covers
neighbourhood services, children’s social care and adult social care. ‘Unprotected RDEL relates to areas of spending
other than health, foreign aid and defence, where the government has committed to spending increases.

Given the current performance of services, the expected trajectory over the rest of the
current spending review period and the spending plans discussed above, children’s
social care is the only service we analyse that is likely to have sufficient funding to
exceed pre-pandemic performance in 2027/28. Unlike children’s social care, the

other local government services —adult social care and neighbourhood services — are
performing worse than on the eve of the pandemic and the tightness of implied local
government funding is unlikely to be enough for that position to be reversed. The
same is true of schools, where funding is probably insufficient to make up for lost
learning due to Covid.

In hospitals and general practice, increased funding in the next spending review is
unlikely to reverse many of the trends — underinvestment in capital, staff retention
problems, and system co-ordination issues, among others — all of which have been
exacerbated since the start of the pandemic.

But the situation looks most stark for the criminal justice system, where anticipated
progress on police performance would be reversed and dire performance in criminal
courts and prisons would only worsen if the next government sticks to these
spending plans.
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The next government will face very difficult spending decisions -
whoever is in office

A general election must happen by the end of January 2025 at the latest, with most
expecting a spring or autumn 2024 vote. But whoever wins that election will inherit
a delicate funding situation. If, as expected, that government does find it impossible
to stick to current spending plans from 2025/26 onwards, then it will face difficult
choices about how to raise the money.

The sums involved will be large. For example, if the government wished to increase
total’ or day-to-day departmental spending by as much as the 2007 spending review,
this would cost an additional £34bn or £14.7bn respectively in 2027/28. This amounts
to 1.4% of GDP for total spending, and 0.6% of GDP for day-to-day spending. Even a
1% real-terms annual day-to-day spending increase for non-health and aid services
would cost £12.7bn. A £34bn increase in total departmental spending in 2027/28 is
the equivalent of raising the basic rate of income tax by 5p, all rates of income tax by
around 4p or VAT by around 4p.5°

In short, something would have to give: sustained higher spending on public services
cannot be funded by short-term and relatively small measures such as utilising one-
off underspending and increasing visa fees. If the next government wishes to raise
such additional revenue then, without a major boost to economic growth, it will need
to do so via key taxes.

Alternatively the government could seek to cut spending elsewhere or borrow more.
However, it is hard to see where savings of this scale could be made and the next
government may be reluctant to undertake additional borrowing to fund public
service spending as there is currently little room relative to the fiscal rule to have debt
falling as a share of GDP (which Labour has also committed to).

Performance improvement is possible but requires a big change

in government'’s approach

Whoever forms the next government will face a daunting task just to return services
to pre-pandemic levels of performance, never mind those seen in 2010. The problems
described above are deeply entrenched and in some cases the result of decades

of decisions. The next government should not expect to fix them over a single
parliament. But the public should expect them to start the process. The longer that
government takes to chart a better course, the harder it will be.

There is no meaningful fat to trim in public services — budgets have been under
sustained pressure for more than a decade and there are no more easy cuts that can
be made without damaging performance further. But services can run more efficiently,
with higher activity and standards delivered on existing staffing and funding levels.
Yet unlocking these productivity improvements will require a change in approach

and, in some cases, upfront investment. That will not be simple, but the potential
benefits are huge. For example, between 1997 and 2009, UK public sector quality

Total is the sum of resource (day-to-day) spending and capital spending.
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adjusted productivity increased by just over 5%.°%’ Delivering a productivity increase
of 5% across the services covered in this report now would be the equivalent of
£11.8bn extra in funding.

The purpose of this report is not to set out an exhaustive range of solutions but
to identify the key questions that any government serious about public service
performance should be asking.

1. How can workforce disputes be avoided and experienced

staff retained?

As discussed in detail above, the government’s strikes strategy has likely extended
the duration of pay disputes, and thus exacerbated the disruption caused to public
services. And at least some industrial action is likely to continue. At the time of
writing, junior doctors have committed to continued striking and consultants have
said that they will undertake further industrial action if an improved offer is not made
by early November.®®

Disagreements between government, unions and workforces over pay are inevitable,
butitisin the interests of everyone that they are settled amicably. Pay review bodies
(PRBs) are a helpful mechanism for doing so but this depends on all participants
having confidence in the process. Unfortunately, government actions over the past
year have politicised PRBs. Specifically, Rishi Sunak and his ministers have repeatedly
emphasised the bodies’ 'independence’, using this to justify its refusal to reopen

pay negotiations. However, PRBs are not truly independent: their remits are set by
government; their recommendations can be rejected or partially rejected; and their
recommendations are anchored by the government'’s evidence on affordability.
While the government generally does accept the PRB recommendations and has
done in recent years, including when the PRBs have recommended well above the
affordability figure, the government'’s approach has led to a loss of confidence from
unions in the PRB process.

Further, PRBs' recommendations are not an assessment of the optimum level
pay needed to meet workforce demands, but are constrained by the funding
that government says is available and the risk of rejection. It is right that PRBs
consider affordability, but currently they are not usually explicit about how they
have balanced this with other factors. To bolster confidence in the PRB process,
the government should set PRBs' remits so that they are required to set out the
impact that their recommendations will have on retention and recruitment. More
transparently explaining the trade-offs would clarify that ultimately these are
political decisions for ministers.

The government should also consider whether the Strikes (Minimum Service Levels)
Act 2023 is conducive to productive long-term workforce relations. While this
legislation should reduce the impact of each individual strike action, it could also
result in strikes being prolonged, potentially leading to greater overall disruption

to public services. It is also unclear whether it will give the government a stronger
hand in negotiations or simply further erode its already damaged relationship with
unions and staff.
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Ultimately, the government cannot legislate itself out of a workforce crisis. If public
sector staff do not think they are paid enough or if they are unable to strike, then they
will withdraw their labour in other, often more permanent ways — moving to other
sectors or taking early retirement. Many will opt not to join public service workforces
in the first place. Given the impact that the loss of experienced staff has already had
on the performance of public services, this would be a serious problem.

As part of a wider effort to retain high-performing, experienced staff, the government
should reset its relationship with public service workforces and the unions that
represent them. Pay will be a big component of this, but working conditions are also
important. To that end the government should:*”

* Produce workforce strategies for all public services that set out plans to train and
retain enough staff to meet the government'’s objectives

* More regularly consider the impact of its policy decisions on staff workloads

* Improve leadership and management, including doing more to develop individual
leaders, creating better organisational cultures, and ensuring there are enough
managers in public services

+ Support flexible working initiatives

* Develop a better understanding of the costs of poor retention, and the
efficacy of different retention interventions.

2. How can the government set public services more stable
long-term budgets?

In theory, the government sets high-level public service budgets for three-year
periods through spending reviews, which set expenditure limits for their parent
departments. While a case could be made for four- or five-year settlements covering
the entirety of a parliament, three years probably achieves the right balance between
providing services with certainty and the government with flexibility to change course
in response to events.

In practice, however, recent governments have found it hard to maintain this rhythm.
Uncertainty around Brexit led to a one-year spending ‘round’ in 2019, and the 2020
spending review, coming during the height of the pandemic, was also only for a year.
A spending review is due in 2024, but this could be disrupted by a general election

in the same year. Even if this makes it necessary to conduct a one-year review for
2025/26, the next government should commit to conducting a thorough three-year
spending review for 2026/27 onwards so that it can effectively grapple with the huge
problems facing public services.

Even where three-year spending reviews are undertaken, they have not always
offered certainty to providers of front-line services. For example, spending reviews
set the spending envelope for DLUHC, but local authorities themselves receive annual
funding settlements, often announced less than three months before the start of the
financial year.
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Governments have also found it difficult to stick to spending review plans. For
example, in the years after, and covered by, the 2015 spending review the government
found it necessary to provide emergency funding for the NHS, criminal justice

and social care as the amounts originally provided proved inadequate to ensure

a politically acceptable level of performance.

While funding top-ups will sometimes be unavoidable in response to external
shocks, short-term funding decisions have become business as usual. Bumpy,
unpredictable funding allocations make it much harder for services to investin
improvements. Without greater certainty, providers are far less likely to consider
productivity-enhancing changes to design and delivery due to the inevitable short-
term disruptions and upfront costs incurred. Similarly, rather than investing in their
permanent workforces, public services often have little choice but to use short-term
funding pots on more expensive agency and temporary staff.””

The next government must break this habit. Meaningful improvements could be
made to the quality of public services by changing ‘how’ money is spent, without any
changes to ‘how much’is ultimately spent.

As a starting point, both the government —and opposition — need to be honest about
how tight provisional spending plans for 2025/26 onwards are. As discussed above,
given the current state of public services, it seems unlikely that whoever forms the
next government will be able to stick to these plans; they will instead find it necessary
to provide top-up funding in response to poor performance. Yet neither party has
been willing to acknowledge this. This risks the election campaign being conducted
on the basis of numbers that have little basis in political reality.

Difficult decisions will have to be made if the government is to break out of

the damaging cycle of crisis-cash-repeat and it would be far better for the next
government to have an electoral mandate for these. That should then be used by
whoever forms the next government to set public service budgets at levels that are
sustainable given current performance levels and likely future demand trends.

3. How can government ensure public services operate in a more
stable policy framework?

Short-term policy making is as disruptive to the good running of public services as
short-term funding. Rather than focusing on long-term service performance, public
service leaders and front-line staff waste huge amounts of time and energy preparing
for policy changes that never happen or are quickly superseded by further reforms.
Such policy churn is endemic. Across the services covered by this report, there are
high-profile recent examples of reforms that have been shelved or gutted due to loss
of political support or cost savings.

In the 2022 autumn statement the government announced that it was delaying

the introduction of adult social care funding reforms for two years, giving up on its
manifesto commitment to reform the service before the end of this parliament. In
the NHS, the government put integrated care systems (ICSs) on a statutory footing in
July 2022 but in March 2023 it told them they would need to cut their management
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spending by 30% in 2023/24, precipitating the exit of some ICS leaders and
disrupting their work. In schools, large parts of a high-profile schools white paper
launched in March 2022, Opportunity for All°* have subsequently been delayed or
scrapped,”” including the Schools Bill, which passed most of the way through the
House of Lords, before being dropped in December that year.””

Policy should not be set in stone, and some changes are inevitable in response to real-
world events, of which the pandemic is perhaps the best recent example. But long-
term policy making has become the exception rather than the norm. The problem is
structural, with both ministers and officials lacking incentives to take a long-term view
due to the frequency with which they move roles.”

The impact of ministerial churn can be seen in all of the examples given above. For
example, there were five education secretaries between the schools white paper
being launched and the Schools Bill being scrapped. Given the disruption caused
by ministerial turnover, prime ministers should undertake fewer reshuffles and seek
to retain ministers in post for longer. Similarly, permanent secretaries must be held
accountable for reducing civil servant turnover.”

Figure 0.13 Secretaries of state in public service departments, 24 July 2019
to 30 October 2023

Liz Truss becomes I’MI Rlishi Sunak becomes PM

DHSC Matt Hancock Sajid Javid 1 Steve Barclay

Thérese Coffey | gt Clarke
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DLUHC Robert Jenrick Michael Gove e Michael Gove

1 1
Michelle Donelan James Cle?erly : Kit Malthouse

DfE Gavin Williamson Nadhim Zahawi : Gillian Keegan
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Suella Braverman !_ Grant Shapps

HO Priti Patel © || SuellaBraverman

Brandon :Le/wiﬁI

.| Dominic
Mo] Robert Buckland Dominic Raab © . Raab ‘C\:::I(

July 2019 January 2020 January 2021 January 2022 January 2023 October 2023

Source: Institute for Government analysis of IfG ministers database, supported by CIPFA.

The Institute for Government has previously called for the civil service to be put on

a new statutory footing, with an explicit ‘stewardship’ responsibility.”® This would
require it to maintain a long-term perspective on policy issues and ensure government
has the capability to deliver. In this the UK should learn from New Zealand's Public
Service Act 2020, which requires civil servants to consider the following for

public services: "Long-term capability and its people; Institutional knowledge and
information; Systems and processes; Assets; Legislation administered by agencies.””’

41 PERFORMANCE TRACKER 2023



4. How can government provide public services with higher, more
stable capital settlements?

Public service productivity has been harmed by limited and volatile capital spending.
The UK spends very little compared to other rich nations, and that spending is highly
volatile, centralised and often poorly thought through. As a result, teachers, doctors,
nurses, prison officers, judges and other staff are often forced to work on outdated IT,
without access to enough equipment and in crumbling buildings.

The next government will need to address these problems systematically if it wants

to meaningfully improve the performance of public services. Most importantly, it

will need to consider how to boost capital budgets. As discussed above, the UK is an
international laggard when it comes to capital spending, having consistently invested
less as a percentage of GDP than the OECD average since at least 1960. It is clear that
sustained higher capital spending will be required to get the most out public service
staff, but this will undoubtedly be difficult given the state of UK public sector finances.

In the short term, boosting capital budgets may require higher overall spending. But
the government should consider how the balance of funding provided to different
services can be shifted over the medium to long term so that the proportion accounted
for by revenue falls, with more being spent on capital instead. This could, for example,
be incentivised through changes to the fiscal objectives set by government.”

Capital spending is also volatile, with six times as much variation in investment
growth as there is in day-to-day spending.”” This makes it much harder for public
sector bodies to commit resources to long-term projects and for supply chains to be
built up. In turn, this contributes to consistent underspending of capital allocations.*®°
In addition, recent governments have raided capital budgets to cover shortfalls in
day-to-day spending. Planning capital projects only to see the money reallocated to
day-to-day spending or in-year underspends returned to the Treasury means incurring
costs and wasting scarce management capacity for no reason.

Government must think about how it can make capital budgets more predictable and
protect allocations that have already been made. Setting more sustainable budgets,
as recommended above, would reduce the risk of capital allocations being raided, but
more could be done to provide certainty to services.

Itis also critical that spending — whether on maintenance, new buildings, equipment,
IT or other forms of capital —is allocated to those projects most likely to improve
public service productivity and performance. This will differ between services and
areas, depending on the workforce mix, demand and other factors. The government
should therefore ensure that it is properly monitoring and evaluating capital projects,
and disseminating the findings across the public sector. This could also be achieved
partly through greater devolution of capital spending responsibilities. Currently this
is highly centralised, with front-line services often requiring departmental or Treasury
sign-off for relatively small projects.
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Finally, a government planning a meaningful increase in capital spending would need
to think carefully about the sequencing of investments and the capacity of the private
sector to deliver within a given timeframe. For example, running major hospital and
school building programmes simultaneously could drive up costs as different parts of
the public sector compete with each other for the services of suitable providers in the
construction industry —where there are currently skills shortages necessitating the
visa rules for foreign construction workers. This oversight might best be undertaken
by the Infrastructure and Projects Authority as part of its responsibility for the
National Infrastructure Construction Pipeline.

5. How can government focus more on public service outcomes ?
Government is too often focused on inputs and outputs, rather than the real-world
impact that public services can have. For example, the headline public service
commitments in the 2019 Conservative manifesto were 50,000 more nurses and

50 million more GP surgery appointments a year, 20,000 more police, and millions
more invested every week in schools.'“* This translates into governing where too little
consideration is given to how best to allocate funding between and within services to
improve people’s lives.

In recent years, the government has taken a more outcome-focused approach

to public spending, through the introduction of outcome delivery plans (ODPs).
Initially set at the 2020 spending review and then updated at the 2021 spending
review, these include high-level priority outcomes for each department, plans for
achieving these and performance measures. ODPs have been updated internally for
2023/24 but departments have been prevented from publishing these. While far
from perfect, ODPs are a step forward, recognising the complex and cross-cutting
nature of most policy problems, and having the potential to contribute to government
efficiency. The government should allow departments to publish their ODPs to retain
buy-in to the process.

Incoming governments have a habit of scrapping the performance framework of

their predecessor. The next government should avoid this temptation and build on
ODPs. Previous Institute for Government work has recommended that they could

be enhanced through better co-ordination between departments of cross-cutting
outcomes, greater input from the front line, experts and people with lived experience,
more relevant targets and metrics, improved transparency, and better linking of
budgets to outcomes.'??

More broadly, CIPFA has previously published a guide'®® and toolkit,*** which set out
how public sector managers can better consider outcomes in public services.

6. How can government ensure the right balance between fundings
of acute and preventative services?

Since at least 2010, statutory funding for some public services has increasingly
focused on acute services at the expense of preventative ones. Local authority
spending on children’s centres and youth services has been cut by more than half
since 2010, while that on safeguarding and providing care to children in care has risen
dramatically. Similarly, spending on hospitals has continued to grow, at the same time
as public health budgets have been cut.
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The current balance between resourcing of acute and preventative services is
suboptimal and the government should consider how this can be improved. As a
first step, it should better evaluate the impact of preventative investments'®® as the
current approach is not an effective way to spend public money. By failing to offer
support before problems escalate, the state instead has to make more expensive
interventions at a later date.

The government should also think about the mechanisms for shifting funding

towards prevention. This might include changes to budgeting processes, accounting,
incentives and cross-organisational working. As with the need for a greater proportion
of spending to be on capital investment, a new government could decide on the need
for upfrontinvestment in the short term to reverse past decisions, followed by a
rebalancing of spending in the medium to long term.

Given the potentially long timeframes for realising the benefits of a greater focus
on prevention, the government should also consider what it can do to create greater
consistency in approach to preventative spending across parliaments.

One potential route to a greater focus on prevention is further devolution of public
service budgets to regional or local levels, allowing the creation of shared budgets
between services for particular areas. This could help improve incentives to spend

on preventative services as savings often accrue to a different part of the public
sector. For example, local authority spending on Sure Start children’s centres

has been shown to have created savings for the NHS by reducing the number of
childhood hospitalisations.*’® Indeed, research has found that life expectancy in
Greater Manchester performed better than expected following devolution, with
improvements "likely to be due to a co-ordinated devolution across sectors, affecting
wider determinants of health and the organisation of care services".'"’

The Better Care Fund is another example of a policy that, among other objectives, uses
shared budgets to incentivise preventative spending. An evaluation of the programme
found that prevention activities were a popular use of BCF funding and that these
helped to reduce the number of people who were delayed in leaving hospital due to
problems in the NHS.1%%

Short of greater use of shared budgets between service providers, central government
should give councils more control over the funding they already receive. Both the
Institute for Government and CIPFA have previously highlighted that local government
in the UK'is unusually reliant on ring-fenced central government grants, which require
compiling bids and competing with other areas to access the funding. Aside from the
time and expense wasted in bidding, this approach makes it much harder for councils
to focus on long-term impact and tailor investments to the needs of their area.’?%**°

The rest of this report looks at each of the services covered in detail.
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Introduction

General practice is delivering more appointments than ever. This is partly because

of the government'’s successful recruitment of more than 30,000 additional direct-
patient care staff — fulfilling a manifesto commitment — but also because GPs
themselves are providing more appointments, even as the number of fully qualified,
permanent GPs continues to fall. This is in contrast to secondary care, chiefly hospitals,
where the post-pandemic puzzle has been why more staff are delivering less activity
on some measures than in 2019/20.

Despite this record activity there is still not enough capacity to meet demand, with
patients struggling to access appointments. In response, the government published
its Delivery plan for recovering access to primary carein May 2023.” It is still too early to
tellif that plan will have the desired effect, but it at least recognises some of general
practice’s problems, such as historic underinvestment in capital: it contains a proposal
to upgrade practices’ telephony systems.

The government is not taking a similar approach to all elements of general practice
funding. It has remained wedded to funding levels agreed in 2019, despite recent
inflation being far higher than predictions at the time, and has ruled that the recent
upliftin GPs’ salaries must be paid for by reallocating funding from elsewhere in
the NHS.> The BMA's General Practitioners Committee (GPC) threatened to ballot on
industrial relations in response, but has since backed down in anticipation of a new
contractin 2024/25.
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As elsewhere in public services, high workloads are adding to the stress of the job

for GPs and are likely contributing to growing numbers leaving general practice.
Retention issues are particularly acute among younger GPs, with record numbers of
GPs aged under 40 leaving general practice in the 12 months to March 2023 —there
are now fewer GPs in this age group than at any other time on record. And while the
NHS has recruited record numbers of GP trainees, not all stay in general practice after
receiving their qualifications. Resolving the crisis in the GP workforce should remain
the government'’s top priority for general practice.

Spending and funding

Spending on general practice increased in 2021/22

Including Covid measures, spending on general practice rose by 4.2% in real terms in
2021/22, bringing the cash total to just over £15bn. Covid accounted for just under
£800m (5.3%) of that total, and grew by 10.2% in real terms in 2021/22. This extra
spending was primarily driven by increased spending on the vaccine programme,
which rose from £333.9m in 2020/21 to £727.0m in 2021/22 —an increase of 112.1%.

Excluding this spending, the NHS increased its spending on general practice by 3.9%
in real terms in 2021/22. But growth in spending was not distributed equally across all
parts of general practice.

Spending on primary care networks (PCNs, organisations that the NHS launched in
2019 as part of the NHS Long Term Plan, designed to improve cooperation between
practices and other parts of the health and care system)* grew more quickly than
any other area of spending in 2021/22. The budget for PCNs grew from £568.4m in
2020/21 to £1.0bnin 2021/22 —an increase of 74.3% in real terms. Excluding Covid
spending, the proportion of investment in general practice spent on PCNs has risen
from 2.0% in 2019/20 (the first year PCNs existed) to 7.1% in 2021/22.

Excluding PCNs and Covid gives a better picture of the funding available for core
general practice services, and shows that the NHS increased spending on GP services
by just 0.4% in real terms in 2021/22.
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Figure 1.1 Spending on general practice, 2009/10-2021/22 (2023/24 prices)
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Source: Institute for Government analysis of NHS Digital, 'Investment in General Practice, 2009/10 to 2013/14/,
NHS Digital Investment in General Practice, 2011/12 to 2015/16 and NHS England, ‘Investment in General Practice,
2017/18t0 2021/22' (‘'Table 3a’), supported by CIPFA. Notes: Figures cover both current and capital spending. These
figures include the reimbursement of drugs.

The 2023/24 GP contract does not increase funding in line

with inflation

The relationship between general practice, NHS England and the government is
different from other parts of the health system. Practices effectively operate as
small, independent businesses that the NHS contracts to provide services.” The NHS
reimburses practices for the services they deliver largely depending on the size and
composition of their patient lists, with, for example, older patients and patients with
higher needs attracting more funding. The 2023/24 financial year is the last of the
current five-year GP contract that started in 2019/20 and which was negotiated by
NHS England and the British Medical Association (BMA, the union that represents
doctors)in 2018 and early 2019.°

When a contract is agreed, GP partners — who own and manage GP practices —take on
a certain amount of personal liability to deliver those services. The expense of running
a practice comes out of the income practices receive from the GP contract, and GP
partners pay themselves after other expenses (the largest part of which is other
practice staff’s salaries)’ have been met.

Over the last two years, the BMA's GPC and NHS England have disagreed about the
level of funding th