HOSPITAL OF THE FUTURE
The last word

Rosie Beacon November 2025




ABOUT

Re:State (formerly the Reform think tank) is established as the leading Westminster think tank
for public service reform. We believe that the State has a fundamental role to play in enabling
individuals, families, and communities to thrive. But our vision is one in which the State delivers
only the services that it is best placed to deliver, within sound public finances, and where both
decision-making and delivery is devolved to the most appropriate level. We are committed to
driving systemic change that will deliver better outcomes for all.

We are determinedly independent and strictly non-party in our approach. This is reflected in
our cross-party Advisory Board and our events programme which seeks to convene
likeminded reformers from across the political spectrum.

Re:State is a registered charity, the Re:State Trust Ltd, charity no. 1103739.

ABOUT
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on, and in the wake of a devastating national crisis, that statement once again rings true. Now
is the time to fix Britain’s foundations.

Re:State’s programme, ‘Re:Imagining the State’, puts forward a bold new vision for the role
and shape of the State. One that can create the conditions for strong, confident communities,
dynamic, innovative markets, and transformative, sustainable public services.

‘Re:Imagining Health’ is one of the major work streams within this programme.
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Foreword

At its creation, the National Health Service was visionary — it represented a radical shift in the
delivery of healthcare, pioneering a system that would sit at the heart of public life for
generations.

But three quarters of a century on, that founding vision feels increasingly fragile. Once revered
globally, the NHS has become a service more characterised by waiting than by healing. And
there is nowhere this is more visible than the beating heart of the NHS: the hospital. A service
which is facing multiple crises.

Hospitals today are under extraordinary strain. Costs are growing, performance and
productivity stagnating, and access is declining. The most common prescription for this ailing
public service is to move care away from hospitals and into the community.

The more uncomfortable truth is that even if a reduction in demand can be achieved through
a shift upstream, hospital care would still be needed, and their model would remain structurally
flawed. A model designed in 1945 is not fit for 2025.

Re:State’s ‘Hospital of the Future’ programme begins from this premise, and has asked the
difficult but necessary questions about what a modern hospital, that meets the needs of current
and future demand, must look like.

This is a crucial programme of work. The NHS has never been under greater pressure, and
as the most expensive part of the system, reimagining the hospital must be at the heart of
service reforms.

This series is right to ask what should, and vitally, what should not, be delivered within the
physical building — but to challenge the assumption that moving care into the community is
automatically the right answer. It is right to ask what role technology can play — but to highlight
that realising the benefits requires serious time and investment in change management and
redesigning pathways and processes. And it is right to highlight the fundamental role that
patient flow plays in maximising the efficiency and effectiveness of a hospital — but to challenge
the idea that poor patient flow can be addressed without addressing workforce shortcomings.

As Chief Executives of the two largest NHS member organisations who firmly believe that
reshaping the hospital footprint can lead to better patient outcomes, a better staff experience
and a more sustainable health system, we welcome this serious contribution to defining the
hospital of the future.

Inaction is not an option, and we hope this helps spark the most urgent conversation needed
about the future one of the country’s most vital public services.

Daniel Elkeles, Chief Executive, NHS Providers

Matthew Taylor, Chief Executive, NHS Confederation

Please note signatories of this foreword are not endorsing every recommendation in the ‘Hospital of the
Future’ series, but collectively calling for radical reform.



1. Introduction

For decades, prevention and the shift to community care has been presented as the answer
to declining population health and an unsustainable spending trajectory: if only action could
be taken upstream, and the dependence on expensive hospital care reduced, all would be
well.

There is undoubtedly merit in this approach. It would not only reduce costs, but also achieve
better patient outcomes — no one wants to end up in hospital requiring invasive procedures.
But it is also true that the corollary of that logic — to build out primary care instead of hospital
care — intentionally neglects the single most expensive public service, and one that is famously
breaking at the seams: the hospital.

Prevention would of course help hospitals by reducing demand, but overemphasising it can
obscure the fact that hospitals themselves are inefficient or structurally flawed. Fewer patients
could ease pressure on the acute sector, but this will not fix deep-seated structural problems
resulting from how hospitals are funded, doctors are trained, and wards are designed.

Two things can be true at once: too much funding continues to flow into hospitals at the
expense of other services, and hospitals will always require substantial resources. The key is
to ensure that those resources are delivering maximum value — something that patently isn’t
the case at the moment.

Today, unsurprisingly given the NHS remains largely the system designed in 1945, the
hospital model is not fit for 2025. Across multiple metrics — productivity, outcomes, value for
money, effectiveness, efficiency — hospitals are falling short, mismatched to modern clinical
realities. As such, the permacrisis facing hospitals calls for a fundamental reinvention.

The ‘Hospital of the Future’ programme

The ‘Hospital of the Future’ series sought to fill this gap in thinking. Across three major policy
papers including nearly 50 recommendations, the programme has challenged long-held
assumptions about how hospitals are configured, staffed, and funded.

This short paper summarises the findings and presents both the key principles and the hard
truths of radical hospital reform — many of which also apply to wider NHS reform. Hospitals
should not simply grow in perpetuity. Physically moving a service into the community is not
automatically more preventative or more productive. Technology will be foundational to the
modern hospital but its impact is not straightforward. Reform is unlikely to generate direct cost
savings, but slower cost growth and better value for money.

Accepting these, at times uncomfortable, realities is an essential precondition for genuine
reform — and a necessary step toward restoring the NHS to its world-leading status in a way
that works for both patients and taxpayers.



2. Overview of the ‘Hospital of the
Future’ papers

1. A framing paper

This framing paper summarised what hospitals are, identified their short and long-term
problems, and why these problems exist.

Hospitals are often poorly understood in public policy. While other time-sensitive services —
such as the police or fire brigade — also operate under constant pressure, hospitals are
distinctive in combining continuous emergency demand with a single site that houses multiple
specialised, resource-intensive departments. They are unique economic and organisational
units, subject to complex and evolving patterns of demand. Understanding how hospitals
function — and why they often fail to do so effectively — is an essential precondition for
reinventing them for modern demand.

This paper explored:

¢ What hospitals are, how they operate and how they are funded: This set out the
defining characteristics of hospitals as economic, clinical and organisational units
within the wider health system.

e The symptoms of the permacrisis in hospitals: This examined the persistent
challenges around growing costs, productivity, access and patient experience.

e The diagnosis of these symptoms: This explored what is causing the permacrisis,
notably poor patient flow, internal fragmentation, external isolation and operational
inefficiencies.

e The longer-term prognosis: This identified the social, economic and demographic
trends underpinning this crisis which will force a step-change in the delivery of
secondary care over the long term.

2. Hospital as a service, not a building

This paper explored how delivering hospital care no longer needs to be limited to the four walls
of a physical building.

Hospital as a service, not a building argued that physical, inpatient care should be reserved
for the most complex, risky and acute cases — and little else. A significant share of patients
require the specialist attention of a hospital, but do not, and should not, physically need to be
there. The hospital should therefore no longer be considered a building, but a service that can
be accessed anywhere at any time without compromising the quality of care. This would drive
meaningful advantages in clinical care, patient experience, productivity, and cost-efficiency.



This report put forward 21 recommendations focused on three key principles:

Reimagining the pathway between primary and secondary care is more
important than moving infrastructure: This included a proposal to roll out Payment
by Results in primary care and a clinically-led review of multimorbidity pathways,
supported by a national peer review programme.

Communication is more important than location: This included the procurement of
an NHS wide clinician-to-clinician communication platform, supported by an NHS
directory, and a revitalised approach to Electronic Patient Records.

Virtual hospital care will be a foundational element of the modern hospital: This
included the creation of a Remote General Hospital — a proposal which has now been
adopted by Government — alongside the scaling and formalisation of virtual wards.

3. Ending the patient gridlock

This paper explored how the patients that must be in the physical hospital can be treated most
efficiently and effectively.

Ending the patient gridlock addresses the common hospital experience: one mired by waiting,
uncertainty and a sense of being passed from queue to queue. In recent years, there has been
a growing consensus that a failure to manage patient flow — the movement of patients in, out
and through hospitals — is the origin of different elements of the crisis in hospitals. Optimising
patient flow is a basic prerequisite for an NHS facing relentless growth in both the volume and
complexity of demand.

This report put forward 25 recommendations focused on three areas:

Aligning capacity and demand to ensure resources are in the right place at the
exact time patients need them: This included a proposal to simplify the capital and
procurement process to enable more advanced flow technologies to be adopted, as
well as a workforce strategy for a seven-day discharge workforce.

Removing operational inefficiencies and internal bottlenecks to prevent patient
journeys losing pace at repetitive pinch points: This included proposing a new
expert generalist medical specialty — the hospitalist — and the expansion of dual clinical
specialties, as well as the expansion and professionalisation of operational
management.

Unblocking bottlenecks at the back door of the hospital so patients can leave
when they’re ready to, rather than when the system is: This included a range of
interventions to expedite discharge specifically within the hospital setting, including
transport, prescriptions and discharge letters, as well as a new tier of discharge
coordinators in ICSs.



3. Key lessons from the programme

1. The hospital should be understood as its own unit of
analysis

Consistently throughout this project, Re:State found that the hospital is too often defined by
its individual functions, for example Accident and Emergency or surgery, but rarely how these
functions interact with each other.

It is crucial to consider how all sub-systems in the hospital interact, and in turn take into
account the whole unit. Hospitals have multiple interdependencies and can work in non-linear
ways. Interventions in one area can have unintended consequences elsewhere — reducing
surgery waiting times might overload recovery wards or cause bottlenecks in community care
if follow-up support isn’t ready.

With some crucial differences, interviewees often reflected that the hospital would be better
understood as a factory, as they both have: standardised processes to ensure consistency
and efficiency; specialisation of labour in different parts of the clinical pathway (like an
assembly line in a factory); highly targeted resource and capacity management between
departments; and consistent quality control throughout the patient journey or assembly line.

Critics may argue that such an approach is dehumanising — in a factory, products are
inanimate and quality is measured by uniformity, where in a hospital every patient is unique.
But there is a middle ground between these two approaches. Of course, a patient’s needs
should always be individually catered to, but it’s also true that the processes underpinning the
hospital can and should be more formulaic. Standardising the right processes and improving
flow across departments can enhance both efficiency and the personal experience of care.

A classic example of rethinking individual ‘flows’ like a factory would be surgical hubs, which
involves the deliberate separation of emergency versus planned surgical pathways — the
planned pathway that can be safely separated and standardised, running with high efficiency
and predictable throughput. By carving out one ‘production line’ they allow it to operate on a
low-variation basis. Their success in increasing elective hospital activity versus a traditional
hospital counterfactual clearly demonstrates this.’

This is addressed in:

e Ending the patient gridlock, Chapter 2, pages 12 to 20 — summarises the importance
of interdependencies in hospitals, with the entire paper based on the premise that the
hospital needs to be understood as its own unit

' Geraldine Clarke, Surgical Hubs: Key to Tackling Hospital Waiting Lists? (Health Foundation, 2024).



2. Hospitals should continue to reduce in size, not grow

Over decades across advanced health systems, hospital bed numbers have decreased
dramatically.? This was not an accident or the result of excessive spending cuts: as care has
evolved, a certain level of physical capacity has been deemed unnecessary. Much of what
previously needed to be inpatient can now be outpatient. Indeed, simultaneously, the number
of patients treated has increased significantly.®

Even in the face of an NHS permacrisis, this mindset must continue and is foundational to
achieving (and indeed forcing) the shift of resources towards more prevention activities.

It is, however, also true that the UK has fewer hospital beds per 1,000 inhabitants than most
comparable countries. As hospitals face periodic corridor care every winter, this leads many
to assume we need more beds. But at a very basic level, more beds does not mean high
efficiency. For example, Korea has among the highest bed to population ratio among OECD
countries (nearly three times the OECD average), but with an abnormally high average length
of stay at 18.5 days in 2021 (the OECD average is 7.7 days).*

Even if the evidence did work in favour of increasing beds, it is not, and should not, be
necessary. Demographic and economic trends, coupled with innovations that reduce the need
for inpatient care alongside the prohibitive cost of maintaining hospital beds, point toward
further reductions in the hospital bed base.

There are two major levers to get patients out of hospital beds: efficiency and innovation in
care. The evidence from the ‘Hospital of the Future’ papers demonstrates that efficient patient
flow and innovation of care is more important than increasing capacity.

Where extra capacity is needed — as it often is — hospital-level care can be provided in a
patient’'s home through virtual hospital models, at less cost to themselves, the hospital and
the taxpayer, in turn reducing the need for physical beds. This was explored extensively in
Hospital as a service, which scrutinised the efficiency, clinical effectiveness and patient
experience of different approaches to secondary care outside the four walls of the hospital
building, including delivering secondary care in a general practice, Community Diagnostic
Centres, and virtual wards.

Evidence conclusively pointed towards the latter to increase capacity without increasing beds.
But it is crucial that where beds are proven redundant and occupancy is reduced, hospitals
are made smaller as a result. This will require a proactive decision from hospital leadership
and policymakers, and is explored below in the second subsection of Chapter 4.

This is addressed in:

e Hospital as a service, Section 3.2, pages 22 to 29 — explores the effectiveness,
efficiency and experience of virtual forms of care

e Hospital as a service, Section 4.4, pages 67 to 77 — outlines how to deliver virtual
forms of care

e Ending the patient gridlock, Section 2.2, pages 19 to 20 — analyses the evidence on
bed numbers and efficiency

2 Leo Ewbank et al., ‘NHS Hospital Bed Numbers: Past, Present, Future’, The King’s Fund, 5
November 2021.

3 Ewbank et al., ‘NHS Hospital Bed Numbers: Past, Present, Future’.

4 OECD, Health at a Glance 2023: OECD Indicators, Health at a Glance (OECD, 2023),
https://doi.org/10.1787/7a7afb35-en.



3. Technology will be foundational to the future of the
hospital but its value will not materialise organically

The benefits of technology in the health system are indisputable: in many cases it can help to
meet unmet clinical demand without significantly increasing cost, labour, or infrastructure,
which are usually prerequisite investments when increasing capacity in the NHS.

The scope for productivity growth in hospitals has historically been more limited than other
industries: there is a structural limit on labour productivity gains because so much of the
‘output’ is direct professional care time. Some processes can be made more efficient, but
there’s a hard ceiling on how much productivity can be increased without compromising quality
or safety. A nurse cannot safely halve the time they spend with each patient and a surgeon
can’t perform twice as many operations per day without risk.

By contrast, in a factory for example, machines, automation and process optimisation can
dramatically increase output per worker. Whereas in healthcare, a human must still deliver the
service, and this is why healthcare productivity lags behind manufacturing or services like IT
or logistics. This has historically limited the productivity of a nurse or doctor's hours in
comparison — even with the introduction of efficiencies to reduce length of stay or patient flow.

Technology subverts this and introduces new ways to optimise the individual hours of the
workforce. Remote secondary care reduces labour input while simultaneously increasing
supply of services. Virtual wards, for example, require less staff to observe more patients in
comparison to an inpatient ward. Remote monitoring enables complex patients to be
monitored with almost no human intervention unless the observations indicate a problem.

Relatedly, by treating patients outside of the physical hospital building through remote
channels, it opens up physical capacity within the hospital to use for procedures or activity that
can only be done within the hospital. This helps to shape the physical hospital into a space
that only looks after the most complex and high-risk patients.

However, policymakers often fall victim to the assumption that the mere creation of new
innovations will be enough: rather, technology will only help insofar that the entire system is
reformed alongside it. What's more, new technologies do not quickly or organically flourish in
the NHS. There are some crucial interventions that would allow technology adoption to be
straightforward — as explored in both Hospital as a service and Ending the patient gridlock —
but currently, the NHS can be a painfully difficult place to innovate.

And a final, crucial caveat is that without careful safeguards against perverse incentives,
technological advancements can increase the direct costs of health care, not reduce them.
This cost predicament is explained further in the second subsection of Chapter 4.

This is addressed in:

o Hospital as a service, Section 3.2, pages 22 to 29 — explores the effectiveness,
efficiency and experience of virtual forms of care

o Ending the patient gridlock, Section 3.1.3, pages 26 to 28 — analyses the obstacles to
technology and innovation procurement

10



4. Technology is only one part of system reform — funding,
pathway and workforce reform are essential

There is broad consensus that care needs to move out of the hospital, yet none of the
innovations provided by technology can achieve this in and of themselves. Technology will
provide more opportunities for care outside of the physical hospital building but ultimately it
will not stop resources from flowing into hospitals. The simple application of technology on top
of an outmoded analogue system will not produce the hospital of the future.

Crucially, what maintains the current model of hospital care are entrenched financial flows,
outdated care pathways, and workforce culture and incentives. No matter how revolutionary
the technology, so long as these ossified structures stay in place, the hospital will continue to
dominate.

The NHS is often viewed as a single monolith that can be bent to the government’s will. Rather,
it is a complex web of relatively autonomous institutions, funded by a patchwork of financial
incentives, with a highly specialised workforce that comes with its own well-established
processes and ways of working. This is a status quo that has solidified over decades, in
response to patterns of clinical demand that no longer reflect today’s needs.

Financial incentives sit at the heart of the health system: they are a well-established
mechanism to drive particular types of activity and outcomes. In order to create the right
financial incentives within the overall system, not just in hospitals, careful consideration must
be given to where power lies within, and how money flows through, the system — discussed
extensively in Re:State’s (then Reform think tank) 2024 report Close enough to care: a new
structure for the English health and care system.

First and foremost, the future hospital must contribute to the overarching goals of the health
system: notably the shift to prevention. This means funding hospitals for what only they can
do, and incentivising the rest of the system to do everything else. Re:State has consistently
argued that the current model of Integrated Care Systems has not sufficiently created the
autonomy to design financial incentives in this way for their locality. Rather than being liberated
from central control, ICSs have to meet numerous targets set from the centre. This precludes
systems developing financial models that financially rewards hospitals and primary care
appropriately.

Similarly, care pathways — the protocols and best practice for the treatment of a particular
condition — have seldom been adapted for modern clinical realities. Since these processes
tend to underpin all of the cross-organisation interaction in the NHS, reforming them would be
an essential precondition for a more integrated hospital of the future. It is not clear this has
taken place, particularly for multimorbidity pathways — which dominate healthcare use and
expenditure, and also cut across multiple specialisms and NHS services.

All the while, the skills, professional boundaries and incentives of the NHS workforce were
built around episodic, hospital-based care. Doctors are, for example, trained in narrow clinical
specialisms when the system desperately needs expert generalists. Without redesigning roles
and career structures to reflect new models of integrated and community care, the system will
continue to pull activity — and people — back toward hospitals, regardless of technological
innovation.
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This is addressed in:

o Close enough to care, Section 2.2, pages 16 to 24 — identifies the structural problems
in the health system, notably ICSs

o Close enough to care, Section 4.3, pages 39 to 44 — proposes two potential models
of devolved healthcare, including financial incentives for prevention

e Hospital as a service, Section 4.2.1, pages 42 to 47 — explores what care pathways
are and how to adapt them to modern clinical needs

e Hospital as a service, Section 4.2.2, pages 47 to 54 — analyses how to adapt
payment models and introduce new financial incentives in primary care to deliver
more elective care

e Hospital as a service, Section 4.4.1, pages 76 to 77 — identifies how to staff a
Remote General Hospital

e Ending the patient gridlock, Section 4.1, pages 36 to 52 — explores the lack of clinical
generalism in hospitals, and how to create a generalist doctor workforce in hospitals
and the community

5. Effective management — operational, change, system —
is essential for transformation

Despite persistent scepticism within the NHS, among politicians and in the media, the
evidence is clear: management capability is fundamental to hospital performance. Ineffective
management slows patient flow, deepens the elective backlog, and erodes the quality of care.
Strong management, by contrast, is what enables hospitals to function effectively, and is an
essential cornerstone of the hospital of the future.

The NHS is woefully undermanaged: managers make up only 1.9 per cent of the NHS
workforce, compared to 11 per cent in the wider economy.® The NHS similarly seems to be
undermanaged compared to international examples. The UK spends 2p in the pound on
healthcare administration (management and administration costs) compared to 5p in Germany
and 6p in France.® This is despite extensive empirical and qualitative evidence pointing to the
operational value of greater management capabilities.

Part of the problem is the perceived homogeneity of managers — they are caricatured as a
class of bureaucrats who needlessly divert funds away from frontline staff. But managers are
in fact a multidimensional staff group in the NHS, adding value in every corner of the hospital.

Operational managers ensure that services, from A&E to diagnostics, run smoothly day-to-
day. Clinical managers run clinical departments in a hospital. Change managers ensure
processes and workflows are adapted when a new innovation is introduced. Senior managers
coordinate the staff, finance and performance of an entire hospital, responsible for budgets
that often exceed £1 billion annually. It is clear that without these roles, the NHS would
fundamentally fail to function. As such, the opportunity cost of not investing in management in
the NHS is significant — a cost the NHS pays on a daily basis as it confronts a perennial
productivity crisis.

5 Rosie Beacon et al., Hospital of the Future: A Framing Paper (Reform Think Tank, 2024).
6 Sonia Nosheen, ‘Are There Too Many NHS Managers?’, NHS Confederation, 16 February 2024.

12



Addressing this management deficit is explored extensively in Ending the patient gridlock —
including professional accreditation, similar to the General Medical Council for doctors,
alongside extensive expansion in the number, quality and visibility of managers.

This is addressed in:

o Ending the patient gridlock, Section 3.1.3, pages 28 to 29 — explores how change
managers contribute to delivering innovation in hospitals

e Ending the patient gridlock, Section 4.2, pages 52 to 60 — analysing the role of NHS
managers and how to create more of them

13



4. Hard truths of creating the hospital
of the future

1. Physically moving services into the community is not
always preventative, cheaper or more productive

One of the major misconceptions in NHS reform is that moving services physically into the
community is a universally positive intervention. This is not the case.

This is due to a number of logistical and economic reasons. First, providing care outside of
the hospital has substantial workforce implications. This requires either splitting the hospital
workforce between multiple smaller locations, in turn diluting the staff in the hospital and
potentially undermining the efficiency of the hospital services, and/or increasing the workforce
in order to provide multiple services, in multiple locations, simultaneously.

Workforce is, by far, the most significant cost in the NHS, consuming 49.2 per cent of the NHS
budget.” The diagnostic workforce — who would mostly be staffing many of the satellite
diagnostic locations — already faces substantial shortfalls, creating fierce competition among
providers to recruit staff.

Second, more disparate physical locations for hospitals can undermine economies of scale in
specialist infrastructure or staff. One of the primary motivations for the hospital building is the
economies of scale in expensive, specialist resources — some of the most expensive in the
public sector. If demand is reduced, the costs of running the equipment in the core hospital
building are still the same, but with less footfall. This means overall costs stay the same but
with less usage. To move hospital care into the community is therefore, not cheaper.

To compound this, expanding NHS capacity can unintentionally fuel what economists call
supply-induced demand. This means that when new capacity is created — a new scanner, for
example — it rarely reduces waiting times, because the number of people referred increases
commensurately to fill the extra capacity. Build more capacity, and more people will use it —
even when they might not have needed to. It is also not necessarily more preventative,
because it is often not seeing patients faster.

Indeed, the degree of unmet demand in the health system means additional capacity is often
quickly consumed, and costs rise while waiting times stagnate. As explored in Hospital as a
service, this is already happening with Community Diagnostic Centres.

Critics may argue that meeting unmet demand is a positive outcome for patients, even if not
the intended one. If it increases financial costs, then that is the cost of serving more patients.
But given the already high cost of hospitals relative to the rest of the system, and the need to
shift limited financial resources out of secondary care, it is questionable whether increasing
overall utilisation of secondary care is desirable or the best use of limited financial resource.

Overall, evidence strongly suggests that moving specialist care ‘into the community’ for the
sake of being closer could risk being performative and overstating the clinical, operational and

7 Key Facts and Figures about the NHS (King’s Fund, 2025).
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financial benefit. There are more efficient and effective ways to move care out of hospital that
do not require relocating infrastructure or staff, largely virtual forms of care.

This is addressed in:

e Hospital as a service, Section 3.1, pages 16 to 22 — comprehensively analyses
empirical evidence on community based secondary care, assessing its effectiveness,
efficiency and patient experience

2. Hospitals must carefully reduce beds to avoid
unintentionally increasing service demand

Increasing hospital capacity, as explored above, risks creating numerous perverse incentives,
and as a result, costs. Virtual wards, and indeed the proposal for a virtual hospital, could
inadvertently expand overall capacity rather than substitute for the hospital-based activity that
should have been shifted out of acute care. Without changes to pathways and financial
incentives, these innovations may simply reproduce hospital pressures in a digital form rather
than relieving them.

As outlined previously, a benefit of virtual wards is that they do enable the repurposing of
physical hospital capacity for elective procedures, at least in the short term, to combat the
elective backlog. But there is also a risk this capacity instead diverts to emergency care,
particularly since there is already so much unmet demand in A&E and waiting times fail to
improve. Virtual wards only decrease costs when physical services are reduced. If they are
additive to a service, rather than a replacement, overall service usage will increase. This in
turn does not increase efficiency but simply expands capacity — these are not the same thing.

There is an additional risk particularly with virtual care, that virtual wards are used where a
patient would otherwise have been discharged from inpatient care. Virtual wards will be less
efficient than inpatient care if patients are not discharged from virtual ward care when they are
ready to be. Indeed, sometimes there are perverse incentives to keep patients under virtual
ward care longer to push up occupancy statistics.

With this said, there are variations and flexibilities that can be introduced into a virtual hospital
payment system that can help close wards without destabilising the hospital, as well as models
that can reward or penalise particular types of activity, in turn counteracting some incentives.
These include taper-based funding models which wind down wards over a number of years or
a wide range of tariff adjustments, as explored in Hospital as a service.

This is addressed in:

e Hospital as a service, Section 4.3.1, page 60 — summarises the different financial
incentives to complement Payment by Results

e Hospital as a service, Section 4.2, pages 77 to 80 — analyses different funding
models and perverse incentives in virtual care
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3. Automation and new ways of working could certainly
boost productivity and value for money, but that doesn’t
necessarily cut costs

Funding the NHS — and hospitals in particular — is complex. A mix of financial incentive models,
cross-subsidisation within hospitals, and long-standing scientific, demographic and economic
trends make it difficult to predict how costs will rise or fall in response to specific interventions.

In some cases, rising costs reflect genuine social benefit — only the returns are realised
elsewhere in society rather than within the health system’s own budget. However, what is
more likely with the reforms needed for the hospital of the future, is that reform slows the
acceleration of costs, rather than cuts them. As with previous waves of innovation, greater
efficiency often enables more activity — more patients seen and treated — which increases
overall spending, but this increases slower than it otherwise would have done due to
productivity increases.

The key value of automation and redesigned care models lies not in immediate savings, but
in better use of constrained resources: shorter waiting lists, improved access to care, and
more sustainable workloads for staff. Over time, these benefits may help to stabilise costs by
improving population health and reducing avoidable admissions. But it's also likely that many
of the returns will be realised through wider social and economic gains, rather than within the
NHS budget itself.

The cost of treating heart attacks in the US illustrates this dynamic. In 1984, $3 billion was
spent on heart attack patients in the US. By 1998, this figure had risen to $4.8 billion despite
the fact that the number of heart attacks declined by one per cent a year due to prevention,
because the method to treat them was more expensive and was used by more people.®
Innovation might increase direct costs in healthcare, but take away costs indirectly in other
parts of society, such as improved productivity from a longer, healthier life. Indeed, analysis
suggests for every $1 extra spent on heart attacks, the gain to society was $7.°

That said, the cost of not investing is far higher than the cost of reform. Opportunity cost — the
value of what is lost when resources are directed to one choice over another — is particularly
acute in health policy. Every decision carries a trade-off: choosing to do, or not to do, one thing
means forgoing the potential benefit of doing something else. In the case of hospitals, the
opportunity cost of failing to invest and adapt is often far greater in the long term than the
upfront cost of reform. Inaction means rising demand meets static capacity, worsening
outcomes and increasing inefficiency.

Creating the hospital of the future will require, in some cases significant though not
unreasonable, investment. But these proposals are made with value for money in mind — to
that end, for example, Re:State has consistently criticised initiatives such as the New Hospital
Programme.™® Inevitably, however, expanding parts of the workforce, introducing new
innovations, and testing alternative payment models may increase costs in the short term.

In essence, policymakers and NHS leaders should not embark on radical hospital reform
expecting immediate, direct financial savings. Something fundamental needs to change in the

8 David M. Cutler and Mark McClellan, ‘Is Technological Change In Medicine Worth It?’, Health Affairs
20, no. 5 (2001): 11-29, https://doi.org/10.1377/hlthaff.20.5.11.

9 Cutler and McClellan, ‘Is Technological Change In Medicine Worth 1t?’

0 Rosie Beacon, Why Wes Streeting Should Scrap the New Hospitals Programme (Re:State, 2025).
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country’s most expensive public service. This will require upfront investment, but that is the
only route to a more effective, efficient and sustainable NHS.

This is addressed specifically in reference to relevant interventions, notably
recommendations that include significant staff increases or changes. This includes:

o Ending the patient gridlock, Section 3.2, pages 29 to 32 — proposes a seven-day
discharge workforce

e Ending the patient gridlock, Section 4.1 pages 36 to 52 — how to boost clinical
generalism in the doctor workforce
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5. Conclusion

The ‘Hospital of the Future’ series demonstrated that hospital reform is by no means
straightforward, but it is also not impossible.

Addressing the fundamental crisis facing hospitals requires not only political and financial
capital, but creativity. Many of the policy levers of the past are simply no longer available. The
breadth and depth of interventions introduced under the last period of major reform, notably
the 1997 to 2010 Labour government — from major cash and resource injections to new targets
— cannot easily be replicated. Some were less effective, others are now unaffordable, and
many have been in use for more than two decades.

But the crucial difference is that the demographic, economic and social landscape today is
dramatically different even to twenty years ago, demanding new ideas, not just recycled tools.
The nature of clinical demand is growing both in volume and in complexity. Technology
fundamentally changes what is possible — but can also increase costs. The NHS is taking an
increasing share of public spending. All of these factors underscore the need to think radically
and originally about the future of hospitals.

The challenge is not to simply make the NHS work marginally better, but to make it work much
better by operating differently. Reforming hospitals is not about returning to a past that no
longer exists, but instead about building an institution that is capable of meeting the demands
of the next century. The ‘Hospital of the Future’ programme outlines what this could look like
and what it would take to get there — the ball is now in the Government’s court.
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