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Social care inquiry - Approaches to funding social care  
 

Introduction  
 
In February 2018, The King’s Fund and the Health Foundation published a working paper 
(www.kingsfund.org.uk/publications/approaches-social-care-funding) exploring five 
approaches to social care funding for older people in England. This submission summarises 
the findings from this work, which is part of a wider project on social care funding. In May 
2018, we will publish a final report setting out the potential cost and funding implications of 
some of these options, as well as the findings of public engagement work which will be of 
particular relevance to the second question asked by this inquiry. We would be happy to 
share the findings from the rest of this work with the committees. 
 
 

Summary 
 
The five approaches explored were:  

• improving the current system  

• The Conservative Party’s proposals at the 2017 general election (a revised means 
test and a cap on care costs) 

• a single budget for health and social care  

• free personal care  

• a hypothecated tax for social care.  
 
These reflect some solutions commonly raised in the debate around social care funding, and 
are not a comprehensive list of possible models. They also address different aspects of the 
debate on social care funding, including the following. 
 

• What is the government responsible for, or, what is the ‘offer’? (Improving the 
current system, the Conservative Party’s proposals and free personal care). 

• How does government finance its social care spending? (A hypothecated tax). 

• How is social care finance allocated and organised? (A single health and social care 
budget). 

 
Our conclusions include the following. 
 

• There is scope for making small improvements within the current system, and this 
approach would recognise the difficulty successive governments have faced in 
achieving major reform. However, it would not address many of the fundamental 
problems with the current system. 

• The Conservative Party’s proposals would have, for some, resulted in a more 
generous system than the one currently in place. However, there are real concerns 
around implementing and operating such a complex system. There is also a question 
as to whether this would be the best use of additional funding for social care.  

• While a joint health and social care budget might support progress towards more 
integrated care, it will not in itself address the differences in eligibility between the 
two systems or generate additional revenue for health or care. 

• Free personal care would mean increasing the government’s ‘offer’ on social care. 
However, given this would require an increase in public spending, there is a question 

http://www.kingsfund.org.uk/publications/approaches-social-care-funding


 2 

as to whether this would be the best use of additional funding for social care (for 
example, compared with other ways of expanding the government’s ‘offer’).  

• A hypothecated tax may help gain public support for raising additional funding for 
social care. However, this would represent a significant shift from the existing 
system and could exacerbate the lack of alignment between health and social care. 

 
A full answer to the social care funding challenge needs to address all aspects of the debate; 
where the money is to come from, what the offer is that it pays for, and how is it to be 
operationalised and managed. 
 

Improving the current system  
 
This option would mean retaining the existing social care system but seeking small 
improvements over time. This approach is consistent with those taken to date and 
recognises that, despite criticisms, the current system has proved remarkably durable.  
 
There are several areas in which the government could make small improvements to the 
current system without changes to legislation or large-scale reform. These could include:  
 

• increasing the amount of funding available, for example, by increasing the Better 
Care Fund or the adult social care support grant, by relaxing restrictions on councils’ 
ability to raise additional income, or incentivising private funding 

• extending eligibility for publicly funded services by revising either the means or 
needs tests 

• promoting integration of local services – through sustainability and transformation 
partnerships and integrated care systems. 

 
Key strengths and weaknesses of this approach  
 
Equity and fairness  
A strength of the current system is that resources for social care are focused on those with 
the greatest needs and the lowest means. However, as eligibility criteria have been 
tightened, the number of people receiving publicly funded care has declined, and there is 
evidence that the number of people with unmet care needs is growing. In addition, due to 
financial pressures on care providers, the rates paid by those who self-fund are likely to be 
higher than they are for those funded by their local council. 
  
However, the current system does not protect people from very high care costs, an issue 
highlighted by the Dilnot Commission in 2011. Making small changes to the means test is 
unlikely to make a significant difference to those facing extremely high costs. 
 
Economic efficiency and value for money 
By restricting government support to those with the highest needs and lowest means, the 
current system requires less government funding than some other options. However, cuts in 
social care funding have increased the pressures on other services, particularly the NHS, as a 
result of increases in delayed transfers of care. 
 
Sustainability and resilience 
Arguably, the current system has proved resilient to growing and shrinking budgets due to 
the range of ‘levers’ available (such as the needs test), which enable local or national 
government to adjust the level of demand for funding (although the number of people 
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receiving publicly funded care has fallen – seen by many as a sign that ultimately the system 
is not sustainable).  
 
Recent (often short-term) efforts to address the shortfall in funding have been insufficient. 
For example, some councils’ reluctance to apply the social care precept, and the variation in 
the amount raised between local authorities, mean that many consider it an unsustainable 
funding source. Councils’ other options for raising revenue locally are limited and many of 
the possible mechanisms, such as Council Tax increases, risk exacerbating local variation.  
 
Issues around sustainability of funding have also affected the stability of the social care 
provider market: this has been evident in closures of both home and residential care 
providers. 
 

Ease of use/clarity 
The current social care system – including how the system fits with the NHS and other forms 
of care and support – is difficult for people to understand. This complexity and the public’s 
limited understanding of the system are barriers to reform. 
 
Conclusion 
 
There is scope for making small improvements within the current system, and this 
approach would recognise the difficulty successive governments have faced in 
achieving major reform. This approach would also involve minimal disruption and no 
transition costs. However, making small improvements would not address many of the 
fundamental problems with the current system, including the downward trend in the 
number of people receiving publicly funded care. Nor would it protect people against 
‘catastrophic’ care costs. 
 

The Conservative Party’s proposals  
 
In the run up to the 2017 general election, the Conservative Party proposed the following (in 
its manifesto and through subsequent statements). 
 

• Two changes to the means test for social care:  
o replacing the existing ‘upper’ and ‘lower’ thresholds with a single threshold, 

set at £100,000, much higher than the current upper threshold of £23,250 
o including property assets in the means test for both residential and 

domiciliary care, rather than for residential care only as currently. This 
would require an expansion in the scheme for deferred payment 
agreements, which prevents people from having to sell their homes during 
their lifetime.   
  

• A cap on the lifetime costs of care, meaning that no one would pay above a certain 
level. The level of the cap was not specified. 
 

Key strengths and weaknesses of this approach  
 
Equity and fairness 
In principle, a cap on care costs would protect people against very high care costs. However, 
the extent of this protection would depend on the level of the cap and, in practice, people 
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could end up incurring costs beyond that level, given that the cap would only apply to 
spending on care needs deemed ‘eligible’ by the local authority. 
 
Economic efficiency and value for money 
There is a risk that inclusion of property in the means test for domiciliary care would reduce 
the incentive for people to remain in their homes (although predicting how behaviours 
would change in practice is difficult). This would be counter to the aim of supporting people 
to live independently, and of avoiding the need for hospital admissions and long-term care 
as far as possible. 

 
Sustainability and resilience 

Arguably, the range of features included in this system would provide flexibility/adaptability, 
as the government would be able to make small changes to it over time without 
undermining the whole model. However, these features may also make the system 
vulnerable to cost-cutting. 
 
Clarity/ease of use 
Some elements of this system provide clarity and transparency – in particular, the single 
means-test threshold, and the cap on costs. In practice, however, operating the system is 
likely to be highly complex – for example, tracking or ‘metering’ costs to determine when an 
individual has reached the cap. Transitioning to a different but equally complex system may 
be difficult for the public to understand.  
 
Implementation  
Some of the principles set out by the Dilnot Commission, such as a cap on costs, are already 
provided for through the Care Act, which would help implementation of this system. 
However, there are significant differences between this and the existing system and, as 
above, communicating this change to the public is likely to be difficult. 
 
Conclusion  
 
The inclusion of a cap on care costs, and the proposed changes to the means test, are likely 
to mean a more generous system for some. However, there is a question as to whether this 
is the best use of increased spending on social care, given the complex pattern of winners 
and losers (some of whom will make big gains). 
 

A single budget for health and social care  
 
This approach would mean bringing health and social care funding together into a joint 
budget at both a national and local level. In practice, it is also likely to mean changes in 
commissioning arrangements, with a joint commissioner for health and social care services. 
 
While there are existing examples of budgets being pooled at a local and regional level (for 
example, through the Better Care Fund), this approach is likely to require primary legislation. 
 
 
Key strengths and weaknesses of this approach  
 
Equity and fairness 
The main argument for a single budget is that it could help address the lack of alignment 
between the health and social care systems, and support progress towards more integrated 
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services. It may also be an opportunity to better align social care with other forms of care 
and support. However, this change will not address the difference in entitlements between 
health and social care.    
 
In addition, if these budgets are brought together, there would be a risk that funding 
allocated to one part of the system would be diverted towards another – in the way that 
NHS resources are currently often allocated to acute and emergency care at the expense of 
other parts of the health system.  
 
Economic efficiency and value for money 

While integrating health and social care services can achieve better outcomes and improve 
people’s experiences, there isn’t clear evidence that it leads to sustainable financial savings. 
 

Sustainability and resilience 

More formalised arrangements for a single budget, including changes in commissioning 
responsibilities, are likely to be more resilient to changes in local circumstances than current 
arrangements. They should also reduce the incentive for cost ‘shunting’ between 
organisations and provide commissioners with greater flexibility, enabling them to focus on 
joint outcomes. 
 
Clarity/ease of use 
Confusion around the current system for funding social care is likely to be linked in part to 
the very different approaches taken to health and social care, with the public often 
assuming that social care is provided on the same terms as NHS services. 
 

Bringing together funding for health and social care may provide more clarity, but would not 
in itself change approaches to entitlement, which would continue to be different between 
the two systems. 
 
Conclusion 
 
While a joint health and social care budget might support progress towards more integrated 
care, it will not in itself address some of the key differences between the two systems, such 
as eligibility. Moreover, this approach would not generate additional revenue for either 
health or social care. 
 

Free personal care  
 
A model of free personal care, based on the model in Scotland, would mean that anyone 
aged over 65 assessed as having personal care needs – for example, help with washing, 
dressing or eating – would be entitled to care, regardless of their means.  
 
Under the Scottish model: 

• those who receive care at home are not charged for any personal care services (but 
may be charged for domestic services to help with wider social care needs). 

 

• for those entitled to free personal care who live in a care home, the local authority 
pays a flat rate directly to a care provider. If they are also assessed as needing 
nursing care, the local authority pays an additional amount. However, 
accommodation costs are subject to a means test.  
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Key strengths and weaknesses of this approach  
 
Equity/fairness  
Personal care is provided to people in their homes on the basis of need only. In Scotland, the 
number of people in receipt of personal care grew significantly when the policy was 
introduced, suggesting that the system is providing for people whose needs were previously 
unmet. 
 
The needs-based system avoids the boundary between NHS and social care that exists in 
England. However, because there are no graded levels of support, there is a ‘cliff edge’ for 
those with needs just below the threshold, and currently for those under 65 (although the 
system is due to be extended to people under 65). In Scotland, the introduction of free 
personal care also appears to have resulted in increases in charges for other types of social 
care, for example help with shopping or housework.  
 
Economic efficiency and value for money 
Local authorities in Scotland experienced a loss of income and an increase in costs when free 
personal care was introduced, and the system has become increasingly expensive over time. 
However, analysis suggests that – by supporting older people to live at home, helping 
prevent costly hospital admissions, and delaying the need for residential care – the system 
may have resulted in lower total government expenditure as compared with no policy being 
in place. 
 
Sustainability and resilience 
The model has proved popular and durable in Scotland, and the Scottish government has 
recently committed to extending it to those aged under 65. The system also supports the 
longer-term vision for social care (and health) more broadly, by supporting older people to 
stay in their own homes. 
 
Ease of use/clarity and service user needs 
The principle of a needs-based system is easy for users to understand. However, there is 
some complexity around the definition of ‘personal care’, with different local authorities in 
Scotland interpreting the legislation differently.  
 
Implementation 
The Scottish experience of implementing free personal care highlights a number of issues, 
including the administrative burden involved in determining the split between personal and 
non-personal tasks for all service users. 
 
Conclusion 
 
Free personal care would increase the generosity of the government’s ‘offer’ on social care. 
However, given this would require an increase in public spending, there is a question as to 
whether this would be the best use of additional funding for social care 
 

A hypothecated tax for social care  

 
Hypothecation is essentially a ring-fenced tax, whereby a funding pot is created for a specific 
purpose. One common form of hypothecation is social insurance, a model used in many 
countries.  
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A hypothecated tax for social care could take different forms. 
 

• Full or ‘hard’ hypothecation: spending is linked directly to revenue raised – all 
funding for social care would come from an identified source and could be used only 
for social care. 

• Partial or incremental: revenue from tax increases is used to raise spending, but 
most funding for social care comes from other sources and is not hypothecated. 

• Soft hypothecation: a rise in tax is symbolically linked to a purpose, but in practice 
the income is not ring-fenced for that purpose (for example, the social care precept). 

 
 
Key strengths and weaknesses of this approach  
 
Equity/fairness  
A hypothecated tax would not tackle some of the features of the current system which many 
perceive as unfair. For example, it would not change eligibility for publicly funded care. 
 
A social insurance system typically involves contributions from employers, employees and 
the state, with a significant proportion of contributions coming from wage earners. Arguably 
this would have implications in terms of intergenerational fairness. Social insurance systems 
can also increase costs for employers. 
 
In addition, introducing a hypothecated tax for social care only would risk exacerbating the 
separation between the health and social care systems – so this approach is likely to make 
sense only if it included funding for both health and social care. 
 
Economic efficiency and value for money 
Although hypothecation does not necessarily mean that funding would increase, by 
attracting public support (see below), it has the potential to raise additional funds for social 
care through increased taxation. 
 
Earmarking a tax for social care would reduce the risk of funds being diverted to other areas 
as political priorities changed. However, it would reduce the government’s flexibility in 
allocating resources between areas and could restrict its ability to react to persistent 
imbalances in public finances.  
 
Sustainability and resilience 
Of the different types of hypothecation identified above, it’s likely that only ‘hard’ 
hypothecation could offer a sustainable source of funding; both ‘partial’ and ‘soft’ 
hypothecation would be likely to provide only short-term protection. 
 
However, a key weakness of any hypothecated tax is that any ‘take’ will rise and fall with the 
economy, rather than being aligned to changes in need or demand. In practice, social 
insurance systems often require a ‘stabilisation fund’, which is paid into when the economy 
is stronger, to provide additional support in an economic downturn. While this can smooth 
the impact of economic boom and bust, it also weakens the short-term link between 
taxation and spending.  
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Acceptability/accountability  
Public acceptability is often considered the primary strength of hypothecation, as raising 
public awareness of debates around available funding and trade-offs in service delivery may 
offer the best chance of building public support for raising additional funding. 
 
Ensuring that tax raised is used for a specific purpose helps clarify the link between taxation 
and government spending and can increase a sense of accountability – although in practice 
this would depend on the form of hypothecation.  
 
Ease of use/clarity and service user needs 
In principle, a hypothecated tax for social care would be easy for the public to understand. 
However, in practice this is likely to require some work to improve the public’s 
understanding of what social care is and how the system works.  
 
Implementation 
A hypothecated tax for social care would be a major change from the current system of 
public finance in the UK – many of the countries that have introduced social insurance have 
been able to build on established insurance schemes, often in health. 
 
Conclusion 

 
A hypothecated tax may help gain public support for raising additional funding for social 
care. However, this would represent a significant shift from the existing system and could 
exacerbate the lack of alignment between the health and social care if it did not cover both. 

 

Conclusion  
 
While it is widely accepted that the current system for funding social care needs reform, it is 
much less clear which model should be adopted. The approaches explored in our report 
reflect some potential solutions raised in the debate on social care funding. They are not a 
set of models that have been designed from first principles to tackle the current challenge. 
As such, determining which – if any – of these represent the best use of additional social 
care funding is difficult.  
 
Our work highlights the complexity of the debate: a full answer to the social care funding 
challenge needs to state where the money is to come from, what the offer is that it pays for, 
and how is it to be operationalised and managed. Addressing these questions will mean 
deciding which issues, or attributes are most important, and designing a model to support 
these. We hope our work will contribute to this. 
 

 
 


