
The NHS was born in a smaller, younger and less diverse 
country than the England of today, in a society accustomed 
to both austerity and a ‘command and control’ culture forged 
through two wars. It was therefore natural for the NHS to 
have originally developed in a top-down manner under strong 
central direction. The ‘monolithic’ character of the NHS is, in 
the popular view, one of its most distinctive features. 

However, the NHS has always been to a large extent managed 
at the regional level. In the NHS of 1948 (covering both England 
and Wales) most non-hospital services were under the 
direct control of 146 Local Health Authorities, and hospitals 
themselves were overseen by 14 Regional Hospital Boards. In 
fact, the famous 1944 White Paper setting out the ‘blueprint’ 
of the NHS envisaged that hospitals would be overseen by 

local authorities, before Nye Bevan successfully argued they 
were under-resourced for the task. In the more recent history 
of the NHS there has been a growing consensus that yet more 
power should be de-centralised, given the size and scope of 
the healthcare sector and the need for varying approaches 
in different areas. This culminated in the creation of GP-led 
local Clinical Commissioning Groups (CCGs) under the 
Health and Social Care Act of 2012, to which many healthcare 
commissioning powers were devolved.

However, given the extreme financial and demographic 
challenges facing the NHS, the pendulum has now swung 
the other way – there is much greater recognition that 
joined-up thinking is required at the ‘local health economy’ 
level to ensure clinical and financial sustainability. The ‘local 
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Modelling at the local health economy level is a relatively new challenge for the sector. FTI believes 
economic modelling at this scale is a key ‘building block’ for closer integration and system planning. 
This paper discusses some of the challenges and opportunities.

The ‘local health economy’ is an elastic concept, but at heart is simply 
a logical scale at which to look at healthcare funding and provision. 
It recognises the interactions between populations, commissioners 
and providers. Whilst the benefits to strategic collaboration are clear, 
planning at the local health economy level also introduces significant 
organisational and political challenges. One particular challenge is how to 
form a coherent picture of the sustainability of the local health economy.  
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health  economy’ usually refers to the linkages between: a 
population (with healthcare needs), a number of providers 
(across social care, physical health and mental health) and 
one or more CCGs and local authorities (each with different 
commissioning geographies and remits). NHS England has 
recently outlined a new approach to planning which recognises 
these interactions, and has defined 44 separate geographical 
‘footprints’, challenging each to deliver a holistic ‘Sustainability 
and Transformation Plan’ (STP). 

What is a local health 
economy model?
There is no single blueprint for a local health economy model. 
However, we would suggest that the defining characteristics are 
capturing the relationship between the different components of 
the system and articulating its economic and financial evolution. 
It is therefore ultimately a tool that informs local stakeholders to 
make decisions constructively and collectively. 

Firstly there is a given population, and an associated demand 
for healthcare services. National data sets such as Hospital 
Episode Statistics (an anonymised record of all hospital 
activity) can be extremely useful in assessing and analysing 
hospital activity patterns, and other data sets exist for other 
types of healthcare. From a healthcare demand perspective, 
the key demographic changes to consider are population 
growth and changes in the age structure of the population. An 
ageing population is expected to be the major driver of changes 
in healthcare demand over the coming years, although other 
factors may also affect demand:

• Epidemiological changes – the prevalence of certain 
conditions in the population may change, either due to
lifestyle changes or the appearance of new infectious 
diseases.

• Technological changes – new treatments may become
available, which may increase or decrease the need for 
certain types of procedures or treatments.

• Patient expectations – patients’ expectations of healthcare
may change, in particular how and where they choose to 
access healthcare.

• Clinical standards – this might include changes in the clinical
threshold considered appropriate for a procedure to be 
carried out.

Some healthcare demand models reflect some of these 
additional factors, but they are difficult to forecast. Often, local 
clinicians can provide the greatest insight into emerging trends 
and patterns.  

Understanding the nature of the contract between 
the commissioner and the provider is then crucial to 
understanding how activity affects provider revenues: for 
standard ‘payment by results’ activity, the model might 
assume a 1:1 relationship, whereas under a ‘block’ contract the 
annual payment would be largely fixed. There are of course a 
wide variety of contractual alternatives, including innovative 
outcomes-based contracting arrangements. 

The third major element is then an assessment of how 
providers are affected by changes in activity levels. In 
economic modelling, one typical technique is to assess 
the ‘long term marginal cost of production’. However, the 
complexity of healthcare provision is such that it is usually 
preferable to consider a provider’s actual current cost 
structure, and work to determine which costs are likely to 
be more fixed and which costs are likely to be more variable. 
One notable characteristic of healthcare provision is the 
non-flexibility of clinical staff costs – as highly specialised 
professionals, workforce numbers cannot be easily flexed up 
and down depending on demand. As explained further below, 
close engagement with providers is necessary to develop 
an agreed approach appropriate for the scale, scope and 
timeframes of the modelling work. 

A local health economy model is ultimately a tool 

that informs local stakeholders to make decisions 

constructively and collectively. 

The final element of this illustrative model is a set of ‘macro’ 
assumptions such as general healthcare cost inflation and 
likely future evolution in funding for healthcare services. In 
contrast to (say) assumptions about future demand growth, 
there tends to be greater alignment between stakeholders on 
these, due to relatively strong national planning guidance.

Challenges to modelling
At FTI Consulting, our professionals have experience in 
economic and financial modelling across a wide range 
of sectors, and each sector presents its own challenges. 
However – and this is likely to be of no surprise to the 
reader – the healthcare sector has certain features which 
render it especially challenging. Healthcare is fast-moving 
and unpredictable, which means that new constraints and 
objectives can be imposed in relatively short timescales. In 
economic terms these are known as ‘external shocks’. Such 
shocks include new pressures (e.g. social care cuts), new 
funding constraints (driven by political and fiscal cycles); 
new regulatory frameworks; and constantly shifting ‘rules 
of the game’ (ranging from NICE drugs guidance to staffing 
recommendations). 

As well as this general sector challenge, local health economy 
modelling needs to bring together a variety of different people 
and organisations. Economic modelling requires engagement 
with a range of organisations, which may have different views 
on ‘what success looks like’. There is also the more technical 
challenge of dealing with a range of costing, accounting and 
data systems. In particular, the national costing guidance 
provides considerable latitude in how costs are captured and 
apportioned. A major technical challenge is ‘melding’ these 
together in a coherent way. 
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Building consensus on the 
modelling task
In our view, a crucial element to local health economy 
modelling is engagement with stakeholders – to face 
head-on the challenges described above and build a common 
consensus on both the purpose of the modelling work and the 
methodology and data used. This necessitates a collaborative 
and multi-layered approach. 

Discussions with board-level personnel can be used to capture 
and agree initial expectations and test some of the broad 
parameters of the modelling work, answering questions such as:

• Who will use the model? This will drive decisions on usability.

• What is the scope? There needs to be agreement on which
providers and commissioners and other bodies will be 
included in the model – but ideally a holistic model needs 
capture the whole local health economy.

• What is the time horizon? Typically, the benefits of the 
additional information provided by a longer forecast period will
be offset at some point by increased uncertainty in later years. 

A crucial element to local health economy 

modelling is engagement with stakeholders, to 

build a common consensus on both the purpose 

of the modelling work and the methodology and 

data used.  

With these broad parameters in place, more technical 
discussions can be developed – involving costing personnel, 
finance and business analysts. Some examples of the kinds of 
aspects that will need to be agreed are:

• What level of detail should the modelling work capture? 
Many providers perform their own business modelling at 
an extremely detailed level. However, given the breadth 
and purpose of the economic modelling, it may be more 
appropriate to model clinical costs and revenues at a 
more aggregated level, making the modelling work more 
tractable and potentially more consistent across providers.
Aggregating costs, revenue and activity at the service line 
level means that variations in clinical coding practice are 
more likely to be ‘averaged out’.

• How should costs be treated? One technical aspect of the 
model – which will have a large impact on the modelling 
process and timescales – is whether it will use a ‘top-down’ or 
a ‘bottom-up’ approach. In a top down approach, actual costs 
and revenues are projected forward using a combination 
of assumptions regarding: changing activity levels; how 
costs and revenues vary with activity levels; and inflation 
and efficiency assumptions. This approach allows for a 

transparent articulation of the fundamental drivers of costs 
and revenues. In our experience, this approach is normally the 
best suited to local health economy modelling. An alternative 
‘bottom-up’ modelling approach involves looking at all the 
operational processes involved in delivering services and 
costing them individually, but this introduces an extra layer  
of assumptions.

Opportunities
An integrated local health economy model can help answer 
vital questions, and in particular the crucial question of “when 
will the money run out?” Overall expenditure can be calculated 
and compared to estimates of commissioner funding, and this 
can be used to estimate the point in the future at which (unless 
something changes) the combined effect of cost pressures 
and demographic changes overtakes the funding available. 
The model can also estimate provider financial sustainability 
in a similar way – although the majority of NHS providers are 
currently in deficit, so the power of the model is more in showing 
which levers need to be pulled to reverse that situation. 

One of the main purposes of local health economy modelling 
is to help engender a fundamental shift in the pattern of 
healthcare expenditure and delivery across care settings. 
There is a strong national consensus that a large part of this 
effort must be directed towards enhancing the role of primary, 
community and self-care, as there is strong evidence that 
investment earlier on in care pathways can result in both better 
health outcomes and reduced acute activity, leading to a long-
term improvement for patients at a lower cost. 

As a specific example, one consideration is the reduction in 
acute activity (particularly emergency admissions) that might 
be expected over time as a result of increased investment in 
community care. In a holistic local health economy model, 
this is one of the key ‘linkages’ between parts of the system. 
In this way, economic modelling works as a really helpful way 
to engage the community in developing and/or articulating 
aspirations for ‘doing things differently’ at a local level.

We have had very positive experiences of working with 
clinicians and local healthcare leadership to develop scenarios. 
In addition to considerations of individual schemes, the 
following types of evidence can be brought to bear: 

• Risk stratification models. A number of statistical models 
are used around the country to gauge the risk of emergency
admissions – one of the best known is the PRISM tool 
developed by the NHS Wales Informatics Service. These 
models allow CCGs to input population-level characteristics 
and assign each member of the population a ‘risk score’. 
This population segmentation results in a ‘pyramid’ which 
typically shows a small proportion of the population 
accounting for a significant proportion of healthcare 
service usage. The power of this approach is that a subset 
of the population can be intelligently and pro-actively 
targeted. For example, if 30% of emergency admissions 
are associated with patients in the 30-90% risk group, then 
if the emergency activity associated with these patients 
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Conclusion
Following the consensus achieved by the Five year Forward 
View and the ‘front-loaded’ Spending Review settlement, it 
has been recognised that 2016 and 2017 are critical years 
for the NHS to achieve scale and pace in redesign. New 
models of care and organisational forms are required to 
meet the financial and clinical challenges facing our health 
sector, and joined-up thinking at the local health economy 
level is required. The sector has been challenged to think 
beyond individual hospitals and CCGs (most recently via 
the STP process), and local health economy modelling is 
one key step to facilitating this. 

There is no ‘one-size-fits-all’ approach – economic 
modelling can take a variety of different forms, depending 
on what the local aspirations are. A crucial part of the 
process is engagement across the local health economy, 
where, in our experience, economic modelling can play 
a vital role – providing a framework to provoke wider 
discussions of how different parts of the system interact 
with one another. 

We would suggest that one particularly powerful use of 
such modelling is to explore the effect of community care 
investment, answering questions such as:

• Given the demographic changes expected in the local
health economy, which types of care are likely to 
experience most growth, and what are the financial 
implications?

• If we make greater investments in community care, 
how will that affect the sustainability of the local health
economy? What are the financial implications for the 
acute sector? 

As the NHS moves toward more integrated models of care, 
these kinds of questions are more crucial than ever, and 
‘joined-up’ economic modelling is a vital part of the toolkit.

was reduced by 50%, this would result in a total reduction in 
non-elective activity of 15%.

• Review of literature and relevant case studies. In general, 
reliable estimates of the potential impacts of increased 
investment in community care are not easy to determine. 
However, some CCGs have made significant progress and
there are some powerful case studies to draw on. 

Once there is an agreed ‘impact range’, this can be inserted into 
the local health economy model which can in turn then be used to 
show quantitatively what the financial impact of such a reduction 
in (say) emergency admissions would be, across service lines. As 
would be expected, the higher the assumed impact of community 
care on acute activity, the lower CCG expenditure will be, and a 
local health economy model can quantify savings under different 
scenarios in a dynamic way. Ultimately, this means a ‘net win’ for 
the local health economy as a whole – a lower level of unplanned 
activity reduces overall costs and improves outcomes. 

An integrated local health economy model can 

help answer vital questions, and in particular the 

crucial question of “when will the money run out?”  

However, the integrated nature of the model means that 
the activity reduction in the acute sector can be modelled 
– potentially leading to negative impacts on providers. The 
real power of the local health economy modelling approach is 
to be able to observe simultaneously the effects of different 
scenarios on both providers and commissioners. 
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