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As shown in the figure below, the largest areas of aggregate (national, NDPB and local) expenditure are
social protection (£25bn), health (£15bn) and education (£12bn). This reinforces the expectation that
much public sector activity is based around meeting the needs of individuals, many of whom are in
difficult circumstances. This is similar to the distribution seen across the country, although we would
expect some small differences given London’s younger population and smaller geographical area.

The largest share of expenditure (about two-thirds) is dedicated to meeting the needs of individuals and
communities. Any move to increase public sector efficiency and effectiveness significantly will need to
consider these areas carefully. Activities that lessen the need for state intervention – especially in social
protection and health – while at the same time maintaining positive individual and societal outcomes,
must be key opportunities to focus upon for potential savings; as these are where the money is spent and
where it is possible to limit any potential adverse impact on individual and community outcomes.

The table below shows that when the global total is broken down by central government, NDPBs and
local bodies, the split of expenditure in London by COFOG category was:
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National departmental expenditure

Government departments spend over £25bn a year on behalf of Londoners. This is dominated by
expenditure which goes directly to meet individual needs as national entitlements, for example, pensions.

Over 60% of national departmental expenditure in London is accounted for by £15.6bn of social
protection spending which largely comprises state pensions (£6bn), family and income support (£5bn)
and disability support (£2.5bn).

Economic affairs account for £2.4bn in expenditure with the largest components in transport (especially
the rail network) and support for employment and economic development programmes. Education
accounts for expenditure of £2.4bn which is largely routed to tertiary education and non-compulsory
education (PESA considers schools funding to be local, not national expenditure). Public order and
safety is largely accounted for by the law courts and prison services as policing and fire are locally-
controlled activities.

Centralised health expenditure of £1.7bn consists largely of national management of the NHS and
support services for local health professionals and institutions.

The next table shows that fourteen government departments are each estimated to spend more than
£100m in London. The largest two departments – DWP and the Chancellor’s Departments (HM Treasury
and HM Revenue and Customs) – are largely accounted for by social services payments.
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Department £m Share

1 Work and Pensions £11,200 43%

2 Chancellor's Departments (HMT and HMRC) £2,800 11%

3 Health £2,700 10%

4 Children, Schools and Families £2,100 8%

5 Transport £2,100 8%

6 Innovation, Universities and Skills £1,500 6%

7 Home Office £940 4%

8 Justice £920 4%

9 Communities and Local Government £510 2%

10 Culture, Media and Sport £450 2%

11 Defence £290 1%

12 Environment, Food and Rural Affairs £240 1%

13 Energy and Climate Change £140 0.5%

14 Business, Enterprise and Regulatory Reform £120 0.5%

While most expenditure is in departments’ traditional areas (such as the spending of the Department of
Health on health), there is also significant expenditure outside these areas based on national shares of
departmental spending by COFOG category. As an example, the Ministry of Defence spends
approximately £300m annually in London on military and civil services pensions which count as social
protection not defence expenditure.

The expenditure of non-departmental public bodies

We have identified 156 NDPBs that spend more than £100,000 and have an influence in London. They
are listed in the annex to this paper. NDPBs spent £5.6bn on London and Londoners in 2008/09. The
largest area of expenditure is education which accounts for just under half of all expenditure, largely
focussed on further and higher education.
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UN COFOG Expenditure (£m) Spend Share Bodies

Social protection £354 6% 9

General public services £53 1% 6

Housing and community amenities £1,190 21% 6

Environmental protection £80 1% 4

Local expenditure

The usual way to derive a picture of local expenditure is to interrogate the budget books of the relevant
bodies. We did not do this here given the scale of such a task in the context of the size of this
commission. Some of the local expenditure estimates are therefore from different sources and are not
directly comparable.

London-based bodies spent £42.9bn on public services. About half of this expenditure was made by
bodies operating at the pan-London level or as part of the National Health Service.

The COFOG analysis does not enable the net spending of local government to be identified with any
accuracy. Separately, the Chartered Institute of Public Finance and Accountancy (CIPFA) collects details
of local government expenditure annually and for 2008/09, the general fund service expenditure of
London Boroughs combined was in the order of £15bn. This number excludes some important service
areas such as money flowing through housing revenue accounts but includes others such as Housing
Benefit expenditure.

London ‘regional’ bodies (Greater London Authority, London Development Agency, Metropolitan Police,
London Fire Brigade and Transport for London) accounted for some £7.5bn expenditure in 2008/09. Of
this, two-thirds was for the police and one-sixth for transport.

London local health bodies – both Primary Care Trusts and other NHS Trusts – spent some £15bn in
2008/09. While not directly accountable to elected local representatives, their boards are required to
reflect the needs of local communities.

Health expenditure accounts for 31% of local expenditure mostly through NHS Trusts (both foundation
trusts and PCTs). Local social protection expenditure accounts for 21% of local expenditure and is a
combination of social services and some locally-controlled transfers such as housing benefit. Education
is largely for primary and secondary education which is controlled at the borough level. Economic affairs
include transportation which is a major share of the funding of Transport for London. Public order and
safety is largely spent on the Metropolitan Police with the London Fire Brigade also included.
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the major chronic conditions. Approximately 900,000 people have more than three chronic conditions
and more than half of GP visits in London; 65% of outpatient appointments; and 72% of all hospital bed
days are associated with chronic conditions in some way.11

People with chronic conditions are twice as likely to have mental health problems, three times as likely to
suffer from depression and have an increased likelihood of suicide.12 Chronic conditions place a
significant limit on the potential for employment. Chronic conditions also affect both the nature and
amount of work undertaken. Households that include someone with a chronic condition are more likely to
have lower incomes. In 2007/08, the cost of DWP benefits payments in London directly associated with
chronic conditions, (that is: Attendance Allowance; Carer's Allowance; Disability Living Allowance;
Incapacity Benefit/Severe Disablement Allowance) was £2.1bn being 14% of all benefit expenditure
(DWP statistics service).

Our research suggests that expenditure on chronic care in London is at least £5bn pa (approximately 7%
or more of total annual public expenditure in the capital), with primary care trusts spending at least £3bn
per annum on chronic conditions across all care settings. We have estimated that social services
expenditure in London related to chronic conditions and needs is at least £2bn pa as set out in the table
(that is approximately 13% of the estimated £16bn total expenditure in 2008/09 by London Boroughs.)
The category “other adult services” includes expenditure on substance misuse and vulnerable people.

Estimate of social care costs of chronic conditions to London Boroughs

(NHS Personal Social Services Expenditure and Unit Costs data set)

Completed Assessments Provision of residential
care (people-years)

Net total expenditure
(£m)

Older people (65+) 53,550 19,437 1,105

Adults under 65 with
Physical disability

12,560 1,409 261

Adults under 65 with
learning disability

1,575 5,715 564

Adults under 65 with
mental health needs

15,145 2,649 271

Asylum seekers 9

Other adult services 5,295 85

TOTAL 1,955

Thus, the burden of chronic disease in London is a serious one. It affects the quality of life of Londoners;
causes premature death and disability and creates large and underappreciated economic effects on
individuals, families, across communities and for London as a whole.

The current system and its flaws

There are many flaws in the current systems for treating chronic conditions which lead to increased costs
and lower satisfaction. These can be summarised as follows:

Organisation of the model of care

Despite many attempts to re-orientate the service model, service provision in health has continued to
focus on the acute hospital and the acute episode of care rather than the systematic prevention of those
at risk from entering the acute system. To deliver more appropriate care to people with chronic conditions

11
Extrapolated from DH UK figures 2004

12
Raising the profile of long term conditions: A compendium of information, Department of Health 2004






