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The outlook for public sector productivity 1 

6. The outlook for public sector 

productivity 

Olly Harvey-Rich and Max Warner (IFS) 

Like many previous governments, this government has made improving public sector 

productivity a key focus. In the June Spending Review, it set out ambitious plans for improving 

productivity and efficiency over the rest of the parliament. Whether it can deliver these 

improvements will matter for public service performance, the public finances and broader 

economic growth. In this chapter, we examine and evaluate the government’s plans to reduce 

central administration spending and improve the productivity of public service delivery. We then 

consider what different scenarios for public sector productivity could mean for public services, 

public spending and GDP. 

Key findings 

1. At the 2025 Spending Review, the government set out plans for all government 

departments to deliver at least 5% ‘savings and efficiencies’ by 2028–29. This includes 

making almost £14 billion of efficiency gains in the delivery of public services by 

2028–29 (£9 billion of which are planned to be from the NHS) and cutting central 

administration budgets by another £2 billion. This government is far from the first to 

set out such ambitions – the 2021 Spending Review, for example, also planned to 

make 5% departmental efficiencies over a three-year period. 

2. Cutting central administration budgets could improve productivity – but it will not 

automatically do so. Administration budgets are a small part of what government 

spends its money on – making up 1% of total public spending and 2.0% of 

departmental spending in 2024–25. A risk is that seeking savings from (relatively 

small) administration budgets could prove counterproductive, if those cuts have 

adverse consequences for broader public service performance. Reductions in the 

quality of central IT or procurement systems, for example, could easily restrict what 

front-line services can deliver. Delivering this scale of cuts to administration budgets is 

certainly possible: the coalition government delivered larger cuts in the early 2010s. 

But the plans to make almost identical cuts across departments make little 
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The outlook for public sector productivity 2 

sense, and will likely make it more difficult than is necessary to deliver the 

savings. 

3. There is much more scope to improve public sector productivity by improving 

the day-to-day delivery of public services. It makes sense, therefore, that the 

government has provided detailed implementation plans and targets for public 

services. The government’s plans include a Transformation Fund for up-front 

investment in specific productivity improvements: a welcome step. It may be that 

artificial intelligence – an area of focus for the government – will deliver 

productivity improvements, though there is considerable uncertainty around 

how big these will prove to be. But many of the other themes in the government’s 

plans, such as digitising services or reducing the size of the government estate, have 

appeared in numerous similar strategies under recent governments. 

4. Almost two-thirds of the planned public service productivity gains are set to 

come from the NHS in England, where plans imply that hospitals will only return 

to pre-pandemic levels of productivity by 2028–29. The fact that productivity 

remains below pre-pandemic levels for many services would indicate there is still some 

scope for catch-up growth, though provisional Office for National Statistics (ONS) 

productivity data for recent years suggest that catch-up growth has stalled, or at least 

slowed down – raising the fear that the pandemic dealt an enduring hit to public service 

productivity. It is notable that these plans do not include targets for some 

important public services, such as schools and local government in England. 

5. If the government can deliver its productivity plans, we estimate that public 

service funding productivity – the ratio of the outputs of public services to 

funding – will be 2.3% higher by 2028–29. In other words, providing the same 

level of public services will be 2.3% cheaper than if the plans were not delivered. 

That would be a big change from the historical pattern, where estimates suggest that 

between 1997 and 2019 public services tended to become more expensive to provide 

over time, not less (i.e. funding productivity was falling). 

6. This 2.3% improvement in funding productivity in 2028–29 – like all of the numbers in 

the government’s productivity plans – should not be directly compared to the ONS 

measure of public sector productivity, which is a measure of input productivity – the 

relationship between public service inputs (such as staffing and equipment) and public 

service outputs. We estimate that by 2028–29 the government’s plans imply a 

2.9% increase in input productivity, equivalent to 1.0% per year. That is more 

than four times faster than the estimated average annual growth rate between 

1997 and 2019 (0.2% per year). It is closer to, but still significantly faster than, the 
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The outlook for public sector productivity 3 

average annual growth rate between 2009 and 2019 (0.7% per year). The 

government’s plans are therefore ambitious compared with the recent past. 

7. If the government fails to achieve its planned increase in public service 

productivity, it would face a choice between settling for public service 

performance falling short of plans or topping up spending plans. If it decides to 

maintain current spending plans, this would increase the risk of falling short of 

ambitious targets for improved service performance. If the government instead decides 

to top up spending, this would need to be financed, with potential consequences for 

adherence to the fiscal rules. If the government only delivers half of its planned 

productivity improvements, then achieving the same level of public sector 

performance as currently implied would require a £9 billion top-up to spending 

in 2028–29. If funding productivity stays flat, this would double to an £18 billion 

top-up. 

8. Public sector productivity also matters for economy-wide growth. Higher public sector 

productivity can increase GDP, via an increase in the production of public 

services, a sizeable chunk of the economy. The direct benefits to the exchequer 

from this increase in GDP would be limited, at least in the short run, because it would 

not lead to higher tax revenues (unlike a similarly sized boost to private sector 

productivity). 

6.1 Introduction 

The government has made improving productivity in the public sector a key objective, and one 

which underpins many of its other domestic objectives for this parliament. Whether the 

government can successfully deliver on its productivity targets will influence whether it achieves 

its ambitious plans for public service performance. It will also influence whether current 

spending plans – set at the recent Spending Review – can be stuck to, or will need to be topped 

up. Given the role the public sector plays in the economy, it also matters for the UK’s broader 

macroeconomic performance. 

At the Spending Review, Rachel Reeves argued that the government is making ‘reforms that will 

make public services more efficient, more productive and more focused on the user’ (Reeves, 

2025). The government has asked all government departments to ‘deliver at least 5% savings 

and efficiencies by 2028–29’ (HM Treasury, 2025a) and set out plans to reduce central 

administration costs and to increase efficiency in the delivery of public services. This 

government, however, is far from the first to want to improve public sector productivity. 

© The Institute for Fiscal Studies, September 2025 



 

        

 

     

  

  

     

    

  

     

    

      

      

     

   

   

   

   

       

    

 

  

      

  

   

         

   

      

 

    

   

  

    

  

     

 

              

      

The outlook for public sector productivity 4 

Initiatives to improve government efficiency have been set out under a wide range of 

governments, including the 1979–83 Efficiency Unit (National Audit Office, 1986) and the 2004 

Gershon Review of public sector efficiency. More recently, the 2021 Spending Review also set 

out a commitment to make efficiency savings of 5% of day-to-day departmental budgets over the 

three years to 2024–25 (HM Treasury, 2021). 

Wanting to improve public sector productivity is a sensible ambition. Higher productivity means 

that better public services can be delivered for the same level of spending. This will be 

particularly desirable for a government with big aspirations for public services but little fiscal 

headroom or appetite to raise taxes further. Since the public sector is also a substantial part of the 

total economy, higher public sector productivity will also boost overall GDP. 

In this chapter, we consider the government’s plans for public sector productivity improvements 

and assess some of the potential consequences if they are – or are not – achieved. After setting 

out the basics of public sector productivity, we go on to analyse the government’s plans for cuts 

to central administration costs, including the civil service. We then examine plans to increase the 

productivity of public service delivery, like the NHS. Throughout, we examine what past 

governments have achieved and discuss the merits of the current government’s delivery plans. 

We then estimate what combined impact these plans would have – if delivered – on public sector 

productivity, and compare this with historical public sector productivity trends. 

Our analysis shows that the government’s planned productivity improvements are highly 

ambitious compared with the recent past. For this reason, it is far from guaranteed that the 

government will achieve them. We therefore produce a range of alternative scenarios to set out 

what changes to productivity could mean both for the performance of public services and for the 

public finances. If public sector productivity grows by less than the government is aiming for, it 

will be forced to decide whether to allow public service performance to fall short of plans or 

whether to top up planned spending. This could put considerable pressure on spending plans by 

the end of the parliament. We also consider the impact of changes to public sector productivity 

on economy-wide GDP and productivity growth. 

Throughout this chapter, we focus on the UK government’s plans for productivity. These 

concern UK-wide plans in matters reserved for the UK parliament, such as defence, and plans 

for specific nations for other public services, such as for the NHS (England) and policing 

(England and Wales). This means we do not consider productivity plans that devolved 

governments have. While these plans are important for public service delivery in the devolved 

nations, they do not affect UK government spending plans (at least directly). 1 Moreover, the UK 

1 Whereas productivity plans for public services in England – to the extent to which they affect public spending 

decisions – will affect devolved government finances via the Barnett formula. 
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The outlook for public sector productivity 5 

government has not set out detailed productivity plans or targets for schools or local councils in 

England. This means we are unable to account for the impacts of planned productivity 

improvements in these areas. 

The rest of this chapter is organised as follows. In Section 6.2, we set out the basics of public 

sector productivity: we define what it is, describe different types, consider why it matters, 

outline the challenges of measuring it, and summarise what has happened to public sector 

productivity in recent decades. In Section 6.3, we discuss the government’s plans for 

administration and civil service savings. In Section 6.4, we discuss its plans for improving the 

productivity of public service delivery. In Section 6.5, we estimate the total impact of the 

government’s plans on public sector productivity. In Section 6.6, we consider the fiscal and 

economic impacts of scenarios for public sector productivity. Section 6.7 concludes. 

6.2 A beginner’s guide to public sector 

productivity 

What is productivity? 

Productivity captures the relationship between the outputs or outcomes of a system and the 

inputs that system uses. For example, for the NHS, productivity could capture the relationship 

between the number of patients treated and their health (outputs and outcomes), and the number 

of staff working in the NHS and the equipment that they utilise (inputs). Broadly, a system 

becomes more productive if it can produce more or better output or outcomes from the same 

level of inputs or if the same level of outputs or outcomes can be produced with a lower level of 

inputs. 

In any system, including the public sector, productivity is affected by almost every aspect of 

how the process is organised. Which factors matter the most can often depend on the exact type 

of productivity we are interested in, as discussed later in this section. However, common sources 

of productivity improvements can include advances in and better utilisation of technology, 

higher-quality organisation and management, and changes in the way services are designed or 

delivered (van Ark, Hoskins and Jörden, 2023; HM Treasury, 2023). 

The different ways of thinking about productivity 

There are a range of inputs, outputs and outcomes that might be relevant when we consider the 

productivity of a system, including public services. Take again the example of the NHS. Doctors are 

one important input, but there are also nurses, medical equipment, medicines, hospital buildings and 

ultimately the funding that NHS organisations receive from government. The NHS produces 

surgery and MRI scans, but the ultimate objective is to improve the health of the population. 

© The Institute for Fiscal Studies, September 2025 



 

        

 

   

   

     

   

  

    

      

   

  

      

    

     

  

     

     

 

 

  

        

 

    

    

     

     

     

    

   

     

     

   

       

  

  

 

            

The outlook for public sector productivity 6 

There is therefore a range of possible types of public sector productivity, depending on which 

types of inputs and outputs we measure. This matters because these different types of 

productivity can often display different trends and will often by affected by different factors. 

Starting with inputs, there are three common ways of measuring the inputs used to produce 

public services: 

▪ Funding. The broadest approach is to measure the funding that a public service receives. 

Using funding as a measure of input produces measures that we term funding productivity, 

and this is close to the concept of value for money and efficiency (HM Treasury, 2023). This 

is often what the government cares about when it thinks about productivity. 

▪ Quantities of all inputs. An alternative measure is to consider the quantity of all types of 

inputs that are used in production. Typically, inputs are split into workforce (e.g. teachers), 

intermediate goods and services (e.g. textbooks) and capital services (e.g. the use of a school 

building), which is the approach that the Office for National Statistics takes to measure 

inputs when it measures public service productivity. Ideally, this would also take into 

account differences in the types and qualities of inputs (e.g. the difference between 

more- and less-skilled staff). Using the quantity of all inputs produces measures that we term 

input productivity. Because the inputs are measured in quantities, the main difference 

between this approach and using funding is that funding productivity is affected by the price 

of inputs, while this approach is not.2 

▪ Workforce. Another common measure of inputs is to use the quantity of staff used by the 

public service. This is similar to the previous approach but does not include intermediate 

goods and services and capital services. Using workforce as the measure of input produces 

labour productivity measures. The difference between input and labour productivity is that 

increases in these other (non-labour) inputs can increase labour productivity but may not 

increase input productivity. For example, if a hospital has more medical equipment, that may 

make staff more productive, but it may not make the whole hospital more productive since 

the increase in medical equipment represents an increase in total inputs. 

Turning to the output side, there are a range of approaches to measuring the output and outcomes 

of public services. Ideally, we might wish to measure the output of public services by the 

improvement they lead to in people’s health, skills, well-being and other outcomes we value, and 

which these services are aiming to improve. In practice, it is often more feasible to look at the 

quantity of outputs of public services – such as the number of patients treated or pupils taught – 

and adjust where possible for the quality of those outputs. Later in this section, we discuss the 

practical limitations with measuring both outcomes and outputs. 

2 In the Government Efficiency Framework (HM Treasury, 2023), this is referred to as productivity. 

© The Institute for Fiscal Studies, September 2025 



 

        

 

  

   

      

   

  

    

   

   

     

   

 

   

 

   

   

  

 

     

  

 

  

 

   

 

 

 

 

 

 

 

 

 

 

 

 

     

 

 

 

 
 

 

 
 

 

 
 

 
 

 

 

  

The outlook for public sector productivity 7 

The distinction between outputs and outcomes is also important for different types of 

productivity. This leads to another categorisation of productivity: 

▪ Technical efficiency. This measures how quantities of inputs are translated into quantities of 

outputs. For example, how productively can a hospital deliver appointments with a given 

number of staff? This is an important type of productivity – all else equal, we want to 

produce the most outputs we can with the inputs available. 

▪ Allocative efficiency. But a broader type of productivity comes when we focus more on 

outcomes than outputs of public services. This is closer to a concept of allocative efficiency. 

We should not just care about how much output public services can deliver, but also whether 

these are the right outputs. For example, it may be that hospitals can provide lots of 

outpatient appointments, but if these are not actually improving health, in a broader sense 

they should not contribute to higher measured productivity. The government might achieve 

more for people’s health outcomes by deploying that funding and those staff members 

elsewhere – for example, providing care in the community. When we consider the outcomes 

of public services, the mix of different types of outputs, and their quality, matter just as 

much as how productively public services can produce individual outputs. 

Figure 6.1 summarises the different types of productivity that we have discussed in this 

subsection. In practice, there is not one single approach to productivity that is best: each tells 

you something different. For example, we want public services to be technically efficient, 

allocatively efficient, and have good funding productivity by keeping input prices low. The 

differences between these different approaches are also often informative to understanding the 

different drivers of productivity changes. 

Figure 6.1. Types of public service productivity 

Allocative efficiency 

Prices of 
inputs 

Technical 
efficiencyInputs 

e.g. staff, 
equipment 

Funding 

Input productivity 

Funding productivity 

Outputs 
e.g. hospital 
operations, 

lessons 

Outcomes 
e.g. health, 
education 

Note: See also van Ark (2022) for a similar approach to decomposing types of productivity. 
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The outlook for public sector productivity 8 

Why does productivity matter? 

There are a number of reasons that higher public service productivity is desirable. All else equal, 

higher productivity means delivering more or better public services with the same resources, or 

the same level and quality of public services with fewer resources. That means some 

combination of higher-performing public services and/or lower taxes or public borrowing. 

Higher public service productivity therefore loosens the fiscal trade-off facing the government 

between higher quality of public services and lower levels of tax and/or borrowing. 

Public service productivity matters not only for public services and the public finances now, but 

also in the future. As the spending pressures of an ageing population mount in the decades to 

come, the productivity of the public sector – and in particular the health and social care systems 

– will be an important determinant of how manageable those pressures are. For example, Figure 

6.2 shows the Office for Budget Responsibility’s 2024 projections for health spending under 

alternative scenarios for the productivity of the NHS. Different levels of NHS productivity make 

a dramatic difference in health spending over the coming decades, with health spending as a 

share of GDP ranging from 10.7% in 2073–74 in the higher health productivity scenario to 

almost double, at 20.1% of GDP, in the lower health productivity scenario. 

While these numbers are projections far into the future, and should not be taken as precise forecasts 

of what will actually happen, it is striking that differences in productivity are potentially enough to 

change future health spending by a factor of two. It is a first-order fiscal issue. 

Figure 6.2. Office for Budget Responsibility projections for government health spending 
under different health productivity assumptions 
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The outlook for public sector productivity 9 

Moreover, the public sector is an important part of the wider economy, and so higher public 

sector productivity will increase both economy-wide productivity and GDP (something we 

discuss in more detail in Section 6.6). 

The main challenges in measuring public sector productivity 

In practice, measuring public sector productivity is difficult. Measuring the inputs to public 

services – whether workforce, quantities of all inputs or funding – is relatively straightforward. 

But measuring the outputs – and especially outcomes – of public services is much more 

challenging. 

The key challenge is that public services produce many different types of outputs. For example, 

a hospital provides thousands of different types of treatments, schools equip pupils with many 

different qualifications and skills, and police arrest people suspected of committing many types 

of crime. To measure productivity properly, these outputs need to be valued in some way so they 

can be aggregated into a single total measure of output. For example, how should a hip 

replacement surgery be valued compared with an MRI scan? What is the value of providing 

education in a small local rural school relative to doing it in a larger school which many pupils 

have to travel for longer to get to? How should an arrest for assault be valued relative to an arrest 

for shoplifting – or a police patrol which may or may not deter a crime from occurring? Ideally, 

the value assigned to each kind of output would take into account its quality and the impact it 

has on the outcomes that the government (and service users) value. 

When measuring private sector productivity, this issue of valuing different outputs and 

aggregating them together is more straightforward. We can use the market prices of goods and 

services to value them and, in many cases, these market prices should be good signals of the 

underlying value to (marginal) consumers of different types of goods. But in the public sector, 

most services are provided free at the point of use, and so we do not have market prices that we 

can use to value outputs. 

Instead, alternative approaches need to be taken to value public sector outputs. Outputs may be 

weighted by their cost – since a hip replacement surgery has a higher cost than a physiotherapy 

session, an additional hip replacement would be treated as increasing a hospital’s output by more 

than an additional physiotherapy session. But cost is often not a good proxy of the true value of 

an item. Sometimes it is also possible to adjust for the quality of a service – for example, by 

using patient satisfaction or waiting times. For some services, these quality adjustments may get 

close to measuring the value of a service, such as when research studies have estimated the 

health benefits of a new medical treatment. For others, quality is much more difficult to measure, 

and there can often be lags between changes to actual output and observed quality measures. 

Student attainment, for example, is a useful way to measure education quality, but changes to 

teaching quality may not immediately affect exam grades, which are a product of many years of 

© The Institute for Fiscal Studies, September 2025 



 

        

 

  

   

    

    

    

   

 

      

   

 

   

    

     

       

   

  

   

   

      

   

  

      

         

   

   

  

   

 

  

    

 

 

              

          

       

The outlook for public sector productivity 10 

schooling. Therefore, whilst we have useful proxies for the value of many public services, some 

aspects will inevitably not be captured. 

So far, we have assumed that the outputs of public services can at least be counted. This is 

broadly the case in healthcare and education, for example, but is certainly not the case for all 

public services. It is not clear how you would measure the output of the military, for instance – it 

could be defined as the ability to conduct military operations, based on the perceived or actual 

safety of citizens from conflict, or measured in numerous other ways. In this case, output is often 

measured as equal to the value of inputs used to produce the service. This means that 

productivity is assumed by construction not to change over time. 

For more details on the challenges in measuring productivity and service outputs in particular, 

and potential solutions, we refer readers to Somani (2021) and O’Mahony, Viernes and Weale 

(2025). Given the challenges of making perfect productivity measures, we should be careful not 

to reject measures that provide some signal of true productivity just because they have 

deficiencies. The perfect should not be the enemy of the good. We now turn to outlining some of 

the actual measures of public service productivity produced and used in the UK. 

A short history of public service productivity 

The Office for National Statistics (ONS) produces a measure of public sector productivity that 

gives us the most comprehensive available picture of changes in the recent past. This measure is 

shown in Figure 6.3 from 1997 to 2024. In the terms defined earlier, this is an input productivity 

measure – the ONS measures the quantity of workforce, intermediate goods and services and 

capital services used by public services and compares this with a measure of the output of 

services. For some services, the ONS uses quality-adjusted output measures (such as GCSE 

grades or waiting times for operations); for others, it uses the quantity of outputs; and in some 

cases where outputs are difficult to define or measure, the quantity of outputs is measured as 

equal to the inputs used (allowing for no changes to productivity). 3 

Panel A shows total public service productivity. On this measure, UK public sector productivity 

has seen three broad periods of change since 1997. It fell gradually between 1997 and 2009 (by 

an average of 0.2% per year), followed by a marked increase between 2009 and 2019 (by an 

average of 0.7% per year) and a sharp drop during the pandemic (falling by 14% in 2020). 

Despite some ‘bounceback’ in 2021 and 2022, initial estimates for 2023 and 2024 suggest that 

public sector productivity is stagnating and has not yet recovered to its 2019 level. 

3 For the 2022 measure of public sector productivity, 49% of output was measured in quantities with some quality 

adjustment, 11% was measured in quantities without quality adjustment, and 40% was measured as equal to inputs 

(9 percentage points of which is still subsequently quality adjusted). 
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The outlook for public sector productivity 11 

Figure 6.3. Office for National Statistics measure of public sector productivity 
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Panel B shows the ONS estimates of productivity for selected public services up to 2019. The 

largest productivity gains in this period have come from healthcare. Measured healthcare 

productivity rose steadily between 1997 and 2019, with an average increase of 0.9% per year. By 

contrast, some public services, including adult and children’s social care, were – at least on the 

ONS figures – less productive in 2019 than they were in 1997. 
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The outlook for public sector productivity 12 

However, it is worth noting that these measures of productivity are far from perfect. In 2023, 

Jeremy Hunt, then Chancellor, asked the ONS to undertake a review of the measurement of 

public service productivity. This review completed in early 2025 and made over 100 

recommendations to improve the measurement of public service productivity (Office for 

National Statistics, 2025c), some of which the ONS has now started to implement (and some of 

which are also reflected in the figures above). 4 It is therefore possible that productivity might 

have increased faster over time than the ONS estimates in Figure 6.3 suggest, if there are 

growing or improving public services that are currently poorly measured. It is also possible that 

productivity growth has been slower than estimated, if falls in service quality since the start of 

the COVID-19 pandemic are not fully captured, for example. 

Input productivity is not the only measure of productivity that governments might care about. 

Funding productivity is what determines whether public services become cheaper to deliver, in 

real terms, over time. In previous work, we have estimated that funding productivity fell by an 

average of 0.3% per year between 1997 and 2019 (Warner and Zaranko, 2024) – indicating that 

despite improvements in input productivity, a given level of public services became more 

expensive to provide. This is because on average across UK public services, the prices of inputs 

grew more quickly than input productivity. There were large differences over this period, 

however, with funding productivity falling by an average of 0.8% per year between 1997 and 

2009, and increasing by an average of 0.4% per year between 2009 and 2019. 

Other measures of productivity have been produced for particular public services, most notably 

hospitals and courts. NHS England (2025) estimates that funding productivity in the acute 

hospital sector has been growing at approximately 2% per year since 2022–23 but, despite this, 

remains around 8% lower than its pre-pandemic levels. This pattern is broadly reflected in 

similar estimates of input productivity by the Centre for Health Economics (Arabadzhyan et al., 

2023) and our previous work on labour productivity in hospitals (Warner and Zaranko, 2023; 

Harvey-Rich, Warner and Zaranko, 2024). In the courts system, both the recent Leveson Review 

(2025) and IFS analysis (Domínguez, Tomlinson and Zaranko, 2025) found that the Crown 

Court’s productivity in processing cases has fallen sharply since 2019, with a partial recovery in 

recent years insufficient to return productivity to its pre-pandemic levels. 

Looking forwards, these measures suggest two things about how we should expect public sector 

productivity to evolve. First, there are a number of public services where input productivity 

improvements have been hard to achieve in the past, and we might expect that to continue – 

especially in terms of funding productivity. Indeed, as we discuss in Section 6.4, there is a 

4 For example, these have changed the average annual growth in total public service productivity between 1997 and 

2019 from 0.18% to 0.21%, while estimated education productivity growth over that period almost doubled from 

0.11% per year to 0.19%. For education, changes included accounting for student well-being and further education 

results. 
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The outlook for public sector productivity 13 

theoretical case that we should expect some public services to become more expensive to 

provide over time. Second, more positively, there are reasons to think that there is still scope for 

‘catch-up’ post-pandemic productivity growth, given that productivity has yet to return to levels 

seen in 2019. However, the most recent data suggest that this ‘catch-up’ will not happen 

automatically, with the provisional ONS measure of total public sector productivity showing 

little improvement in recent years. 

6.3 Plans for administration and civil service 

savings 

We now consider the plans that the government has announced to improve public service 

productivity. In this section, we consider plans for administration and civil service savings. In 

the next, we consider plans for the efficiency of public service delivery. 

Administration spending is a category of spending that does not directly support front-line 

services, such as policy advice, business support services and office services in departments. It 

does not include administrative spending that is directly involved in the delivery of front-line 

services, such as administrative staff in hospitals or GP practices, for example. It is a relatively 

small part of overall public spending. In 2024–25, administration spending stood at £12 billion 

(excluding depreciation): around 1.0% of total public spending (Total Managed Expenditure) 

and 2.0% of total departmental spending (Total Departmental Expenditure Limits). One way the 

government intends to improve public service productivity is through reducing the amount 

government departments and their arm’s-length bodies spend on administration. 

Reductions in administration budgets do not guarantee improvements to public sector productivity. 

Let us first consider administrative productivity within departments (i.e. how well administration 

spending translates into administrative outputs). If departments cut their administrative outputs 

proportionally to budget cuts – for example, by producing less (or lower-quality) policy advice or 

by reducing their regulatory responsibilities – this would not be a change in productivity.5 However, 

if departments are able to produce the same level of administrative outputs with fewer resources, 

this would be an increase in administrative productivity. 

Administrative productivity is important but, as a relatively small share of public spending, it 

does not make a large difference to total public service productivity. But changes to 

administrative spending (and productivity) could affect the wider productivity of the public 

5 If some of these responsibilities are moved out of central government to local or devolved governments, or more 

administrative responsibilities are moved to administrative staff directly involved in the delivery of services (who 

are not included in this definition of administration spending), this would also reflect a reduction in central 

administration output. But this would potentially affect the output and productivity of these other organisations. 
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The outlook for public sector productivity 14 

services that departments deliver. This is a second channel through which administration cuts 

could affect public sector productivity. The quality of administration plays an important role in 

determining what front-line services can deliver. Cuts to administration budgets could therefore 

have knock-on effects for the productivity of front-line services. For example, if administrative 

cuts to the Department of Health and Social Care (DHSC) and NHS England mean that central 

procurement of drugs and equipment is less efficient, or that the allocation or management of 

large capital projects is worse, then this may reduce NHS output growth (for the same level of 

NHS resources) and therefore reduce NHS productivity. On the other hand, if the administrative 

requirements of DHSC and NHS England are hampering NHS output (as some have suggested, 

including the Darzi Review (2024)), these cuts could increase NHS productivity. Because 

delivering public services amounts to a much larger share of spending than administration 

spending, this second channel is likely more significant for public sector productivity as a whole. 

What is the government planning? 

At the 2025 Spending Review, the government set out plans to ‘modernise the civil service and 

make the public sector more productive’, including by ‘reducing administration costs to 

rebalance day-to-day spending towards the services on which the public relies’. These plans 

involve departments reducing their administrative budgets by 16% in real terms by 2029–30, 

following plans set out to cut total administration spending at the 2025 Spring Statement. This 

follows plans from many previous governments to cut administration spending. 

Figure 6.4 shows the plans from the 2025 Spending Review, as well as administration spending 

since 2011–12 (prior to which there were a number of changes to definitions). Panel A shows 

real-terms administration spending. Spending declined in real terms between 2011–12 and 

2017–18, reflecting – in part – a significant reduction in civil service numbers in this period 

(Worlidge, Aiyar-Majeed and Grama, 2025). Although civil service numbers have since risen 

again, a large part of recent increases have been in ‘operational delivery’ roles, and the pay of 

many of these staff will not be included in administration spending. Spending has stayed roughly 

constant in real terms since 2017–18, even as some areas saw increased administrative 

responsibilities relating to leaving the EU and the COVID-19 pandemic. The Spending Review 

plans are for spending to fall again in real terms, more than offsetting the rise since 2017–18 and 

reaching the lowest level seen over this period. 

Panel B shows administration spending as a share of total government spending (Total Managed 

Expenditure) and total departmental spending on public services and administration (Total 

Departmental Expenditure Limits). On both measures, administration spending has seen falls, 

followed by a plateau, over the last 15 years. The Spending Review plans imply a return to the 

early 2010s trend of administrative budgets falling as a share of expenditure, with plans 

implying that the share will reach 0.8% of total spending in 2029–30. That would be the lowest 

level seen over this period, and half the level of administration spending in 2011–12. 

© The Institute for Fiscal Studies, September 2025 
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The outlook for public sector productivity 15 

Figure 6.4. Departmental administration spending since 2011–12 

A. Real-terms administration spending 

20 

18 
Out-turn Spending Review 

2025 plans 

Note: Does not adjust for changes in employer National Insurance contributions, Machinery of Government 

changes, increased pension contributions (SCAPE) and budget cover transfers which will affect the 

numerator and, in Panel B, the denominator. We include depreciation in Total Departmental Expenditure 

Limits, rather than the standard definition, because administration spending also includes depreciation. 

Source: Authors’ analysis of HM Treasury, Public Expenditure Statistical Analyses (various; 

https://www.gov.uk/government/collections/public-expenditure-statistical-analyses-pesa) and Spending 

Review 2025 (HM Treasury, 2025a). 
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What have past governments achieved? 

Many previous governments have planned to cut administration spending by government 

departments, with mixed success. Figure 6.5 shows planned and out-turn administration 

spending in cash terms since 2011–12. Broadly, Conservative-led governments between 2011– 

12 and 2017–18 managed to cut administration spending in line with – and generally exceeding 

– their plans. The growth in administration spending during EU exit preparation exceeded plans 

from the 2015 Spending Review (since the Brexit referendum result was not known at that 

point), but subsequent Spending Review plans were similar to the out-turn. Planned 

administration savings in the 2010s were therefore broadly delivered. 

Figure 6.5. Plans and out-turns for administration spending in cash terms 
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Note: Definitions of administrative spending prior to 2011–12 are not comparable to measures in this 

period. 

Source: HM Treasury, Public Expenditure Statistical Analyses (various; 

https://www.gov.uk/government/collections/public-expenditure-statistical-analyses-pesa); HM Treasury, 

Spending Reviews 2010 to 2025. 

However, there was less success in cutting administration spending under Labour governments 

in the 1990s and 2000s, when plans for cuts to administration spending tended to not be 

delivered. This was particularly the case in the early 2000s, with administration spending 

consistently rising despite published plans suggesting it would be cut it as a share of total 

spending (Emmerson and Goodman, 2004). History therefore shows that planned cuts to 

administrative budgets are not always delivered. 
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The outlook for public sector productivity 17 

It is important, however, not to simply judge ‘success’ based on whether planned reductions in 

spending were delivered, and not to equate reductions in spending with productivity 

improvements. If the administration spending cuts of the early 2010s led to reductions in service 

quality, or a reduction in the types of things done by the civil service, it is much less clear that 

productivity improvements followed. Whilst that period shows that it is possible to deliver cuts 

to administration budgets, such plans do not guarantee that it is possible to do so without other 

effects on productivity elsewhere in the public sector. 

Are current plans enough to deliver these savings? 

Savings from administrative budgets will come either from reducing the output of the civil 

service or from improvements to its productivity. There are some reasons to think that reductions 

to output might be possible (and some might argue desirable). If the impacts of leaving the EU 

and the COVID-19 pandemic have placed additional – but temporary – demands on the civil 

service in recent years, the required output of the civil service might fall as the impacts of these 

events recede. But if, for example, there is a permanently higher level of administrative 

responsibilities for the civil service now that we are no longer in the EU, this will not be the 

case. Similarly, it may be that future unanticipated crises (such as the COVID-19 pandemic) 

increase the required output of the civil service. The government has not set out many details of 

reductions to civil service responsibilities, though plans to reduce ‘unnecessary’ communications 

spending – to the extent they represent a reduction in the amount of communication to the public 

– could be viewed in this light. In any case, measuring – or conceptualising – the ‘output’ of the 

civil service is difficult. 

Much of the detail on administrative savings from the government has focused instead on 

improvements to productivity: finding ways to do the same with less, including through 

increased use of technology and a focus on improving civil service performance. However, 

reducing budgets by 16% in real terms over five years without any reduction in output would 

require a sizeable increase in productivity. 

In the rest of this section, we examine the ways in which the government has said it plans to cut 

administration spending, and the potential implications for civil service productivity. 

The distribution of cuts across departments 

The 2025 Spending Review set out how cuts to administration budgets would be distributed 

across government departments. Figure 6.6 shows the cumulative real-terms cuts to 

administration budgets planned for each department (i.e. the percentage change relative to 

budgets in 2025–26). It shows both changes between 2025–26 and 2028–29, the period the 

Spending Review covered for day-to-day departmental budgets, and an additional year of 

changes to 2029–30. 
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The outlook for public sector productivity 18 

Figure 6.6. Cumulative planned real-terms cuts to administration budgets by department 

2025–26 to 2028–29 2028–29 to 2029–30 

-30% -25% -20% -15% -10% -5% 0% 

Health and Social Care 
Education 
Home Office 
Justice 
Law Officers’ Departments 
Defence 
Single Intelligence Account 
Foreign, Commonwealth and Development Office 
Housing, Communities and Local Government 
Culture, Media and Sport 
Science, Innovation and Technology 
Transport 
Energy Security and Net Zero 
Environment, Food and Rural Affairs 
Business and Trade 
Work and Pensions 
HM Revenue and Customs 
HM Treasury 
Cabinet Office 
Small and independent bodies 

Total 

Cumulative real change in administration budgets 

Note: ‘Health and Social Care’ figures do not yet reflect the full ambition for the integration of NHS England 

into the Department of Health and Social Care, as this work is ongoing. 

Source: HM Treasury, 2025a, table 1.1. 

The figure shows that plans for most departments are identical, with only slight differences for 

the remaining departments – almost all departments have a planned 10% real-terms cut by 2028– 

29 and a further 5% by 2029–30. The only substantial exception is small and independent 

bodies, which are planned to have a much larger 23% real-terms cut by 2028–29 and a further 

2% by 2029–30. This covers a number of government and independent bodies including the 

House of Commons, National Savings and Investments, the Competition and Markets Authority 

and the Office for National Statistics. 

There may be some reasons to think that asking for near-identical cuts across the board makes 

sense. Many administrative functions – especially things such as finance and HR – will be 

similar across departments, and so there may be similar scope for savings in these areas. Asking 

the same of all departments may also help to secure collective buy-in to the exercise. Making 

sizeable cuts at the centre might make it easier to ask front-line public services to make large 

efficiency gains (discussed in Section 6.4). 

However, the scope for savings will not be identical across departments, and seeking uniform 

cuts risks making the delivery of those cuts more difficult than it needs to be, and less likely to 

occur. This is for at least two reasons. 
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First, departments are facing quite different changes in responsibilities over the Spending 

Review period. For example, the Ministry of Defence is responsible for delivering a large 

increase in defence spending and procurement, but will be expected to make the same cut as 

almost all other departments, including those such as the Department for Culture, Media and 

Sport (DCMS) and the Department for Environment, Food and Rural Affairs (DEFRA) whose 

overall programme budgets are being cut. The implicit suggestion is that the Ministry of Defence 

is expected to increase the productivity of its administration spending by much more than 

DCMS or DEFRA. 

Second, departments have experienced different levels of cuts to administration spending during 

the 2010s, and different impacts from Brexit and the COVID-19 pandemic. As a result, 

departments will likely be in different positions when it comes to the amount of administrative 

capacity that can be further cut back. This, combined with changes in departmental 

responsibilities over the parliament, makes it implausible that the ‘optimal’ allocation of cuts 

would be equal across departments and raises some questions about deliverability. 

Sources of productivity growth 

We have seen that delivering these plans will require large increases in administrative 

productivity for almost all departments. The government has set out some ways it intends for 

departments to achieve these improvements. There are four key areas: changes to the size and 

structure of the workforce; increased use of technology (including artificial intelligence, AI); 

improvements in the efficiency of property usage; and reforms to arm’s-length bodies. We 

discuss each in turn. 

▪ Workforce. Staff costs make up the majority of administration spending (79% in 2025– 26), 

and so delivering these cuts will require changes to the administrative workforce to reduce 

the overall pay bill. If staffing stays at a similar share of the total administrative budget, 

these plans imply that the pay bill will also need to fall in real terms by around 16% by 

2029–30. 

There are two ways to achieve this: cuts to headcount and reductions in pay. The cuts to 

administration spending made under the 2010–15 coalition government were accompanied 

by significant real-terms pay cuts at most grades of the civil service (Clyne, Savur and 

Urban, 2024). Replicating such a scale of cuts would be challenging, and could even reduce 

productivity if they reduce the morale of civil servants or the talent that can be attracted and 

retained. The Office for Budget Responsibility (2025) assumes that, instead of falling, public 

sector pay in this period will grow at 0.5% per year in real terms, following economy-wide 

earnings growth. 

If pay for civil servants follows this OBR forecast, administrative headcount would need 

to fall by 18% over the period to deliver the planned savings. The government has 

recognised that headcount reductions are necessary, and at the Spring Statement allocated 
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£150 million in the Transformation Fund for exit schemes for government employees. If this 

scheme is similar to those of the coalition government, this one-off funding could save 

approximately £100 million per year from the pay bill (National Audit Office, 2012); this 

would be less than 1% of the current administrative pay bill. Delivering these savings is 

therefore likely to require further measures, such as reduced hiring rates. The effects on 

productivity will importantly depend on which staff leave: if the best-performing staff take 

redundancy offers, for example, there is a risk that these redundancy programmes could 

reduce productivity (Thomas, 2025). 

▪ Technology. A greater and better use of technology is a clear way that administrative 

productivity could be improved, and the government has rightly made this a key focus of its 

productivity strategies. The government’s Transformation Fund includes £323 million to 

support the Digital Centre of Government and cross-cutting digital priorities. There are good 

reasons to think that investing in core digital systems that can be used across government 

could reduce costs and improve productivity across the civil service. The realisable benefits 

from AI, for which the government has also set out ambitious plans to roll out across the 

civil service (Cabinet Office, 2025a), remain uncertain. 

▪ Property. Property costs are a third area where departments may be able to make savings. If 

civil servants can deliver the same (or better) output with less or cheaper office space, this 

would be a sensible way to improve productivity. There are two main channels by which this 

could occur: a fall in overall office space (enabled by increased working from home and by 

falls in total headcount) and a move of civil servants away from expensive central London 

offices. Many government offices are currently below full occupancy (Cabinet Office, 

2025c), suggesting that there is scope for savings here, and the government has announced 

plans to reduce its central London property footprint (Cabinet Office, 2025d). The overall 

effect on productivity will depend on whether savings are outweighed by the change to 

output. The direction of this potential change is not clear. On the one hand, there may be 

benefits to staff working together in the office or costs of setting up new hubs in other cities. 

On the other, working from home could attract, retain and motivate more or better staff, and 

hiring more civil servants outside London could increase the available talent pool, either of 

which would raise overall productivity. In either case, the largest changes to work-from-

home patterns may have already happened, in which case future effects in either direction 

would be smaller. 

▪ Arm’s-length bodies. Finally, many departments are expected to make reforms to arm’s-

length bodies (often called ‘quangos’) to improve their productivity. In April, the Cabinet 

Office announced that ‘every quango across government will be reviewed, with a view to 

close, merge or bring functions back into departments if its continued existence cannot be 

justified’ (Cabinet Office, 2025b). Part of the justification offered was that ‘government 

should drive out duplication and inefficiency wherever possible’ – that is, output can be 

maintained with reductions to these inputs: a productivity increase. The highest-profile 

change announced so far has been the merger of NHS England (the body responsible for 
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much of the day-to-day operations of the NHS in England) back into the Department of 

Health and Social Care, which could involve around 9,000 job cuts (Palmer, 2025). Other 

examples include the abolition of Ofwat and the merging of four water regulators into one 

(Department for Environment, Food and Rural Affairs, 2025). If there is genuine wasteful 

duplication in and across these organisations, reducing this is a good way to improve 

productivity. But the risk is that useful output (or checks on the quality of public services, 

which quasi-autonomous bodies are well placed to provide) will be reduced. 

Across these areas, there is scope for improvements to administrative productivity. Some of 

these opportunities, including AI and the reduced need for office space through greater work 

from home, are relatively new. We might therefore expect scope for higher administrative 

productivity growth in this parliament than in previous ones. Other areas have ambiguous effects 

on productivity, including redundancy schemes and the closure of arm’s-length bodies. 

However, the fact that administration budgets are modest in the context of overall public 

spending (as set out at the start of this section) means that the cash savings available, even under 

large improvements to administrative productivity, are limited. What happens in the NHS – 

discussed in the next section – is a much larger factor. A key question here, then, is whether 

administrative savings backfire by having knock-on effects on what front-line public services 

can deliver. If cuts worsen public service output, even by a small amount, they could worsen 

public sector productivity overall. 

Indeed, there is an asymmetry: administration budgets are small, and so the savings available are 

limited. But the potential effects, through an impact on the effectiveness of public service 

delivery, are much larger. The challenge will therefore be for the government to deliver these 

changes in a way that does not worsen front-line performance, and ideally improves it, otherwise 

these cuts could well prove counterproductive. 

6.4 Efficiency targets and plans for public 

services 

Beyond making savings to central administration costs, the government has also committed to 

improving productivity in the delivery of public services by government departments, arm’s-

length bodies and other public organisations, such as the NHS and military. The cost of 

delivering these public services covers the vast majority of day-to-day departmental spending. 

We examine the government’s plans in this section and what they might mean for productivity in 

the next one. 
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What is the government planning? 

The government has set a number of targets for public services and departments to improve 

productivity. The Spending Review set out a minimum expectation of ‘3% efficiency gains by 

2028–29’ for all government departments, and ‘bespoke’ targets and plans produced by the 

Office for Value for Money with each department. This is welcome. As we discussed in the 

previous section in the case of administration budgets, it is likely that the scope for productivity 

gains will differ between departments. 

Figure 6.7 illustrates these plans for each department. Panel A shows planned efficiency gains as 

a share of current spending, while Panel B shows them in cash terms. In all cases, we focus on 

the planned net efficiency gains, i.e. those over and above spending on delivering the 

improvements. One laudable aspect of this productivity plan is that some of the plans to improve 

productivity are connected to specific up-front investment. The government’s Transformation 

Fund allocates £3.25 billion over three years to invest in ‘transforming’ public services across 

departments. 

Some departments’ identified efficiency plans are much larger than others’. Four departments 

have identified savings above 5% of their current budget, including a large digitisation 

programme by HMRC that aims to deliver net savings worth more than 13% of HMRC’s current 

budget. As shown in Panel B, however, the savings of these departments are small in cash terms. 

There are large departments, including the Department for Education and the Ministry of 

Defence, that have identified less than the 3% expected savings, which make a more significant 

difference to the overall expected savings in pounds and pence. 

Panel B also illustrates the extent to which these efficiency plans depend on the promised 

productivity improvements in the NHS. Of the £14 billion of identified savings, £9 billion are 

due to the NHS (as part of the Department of Health and Social Care). This is partly due to the 

scale of the NHS budget as a share of public service spending and partly because the DHSC has 

identified a higher proportion of its required savings than other departments. Therefore, what 

happens in the NHS will in large part determine whether these plans are deliverable. Given that a 

large share of past productivity improvements have come from healthcare (discussed in Section 

6.2), this focus on the NHS makes sense. 

It is worth noting that four important areas of spending on public services are excluded from 

these plans: services provided by devolved governments, local government, the core schools 

budget for England and official development assistance (also known as aid spending). Together, 

these make up around two-fifths of day-to-day spending on public services. Each area has some 

plans set out for improving its productivity, but not in sufficient quantitative detail for us to 

include them here, in part due to the autonomy of councils and devolved nations in organising 
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Figure 6.7. Plans for efficiency savings by department 

A. Efficiency savings as a share of current spendinga 

Health and Social Care 

Education (excluding core schools) 3% expected savings target 
Home Office 

Justice 

Defence 

Foreign, Commonwealth and Development Office 

Housing, Communities and Local Government 

Culture, Media and Sport 

Science, Innovation and Technology 

Transport 

Energy Security and Net Zero 

Environment, Food and Rural Affairs 

Business and Trade 

Work ard Pensions 

HM Revenue and Customs 

HM Treasury 

Cabinet Office 

Small departments 

0% 5% 10% 15% 

a Savings as a percentage of 2025–26 Resource Departmental Expenditure Limits excluding depreciation 

and official development assistance (ODA) allocations. 

B. Cash-terms efficiency savings in identified plans in 2028–29 

0 2 4 6 8 10 

Health and Social Care 

Education (excluding core schools) 

Home Office 

Justice 

Defence 

Foreign, Commonwealth and Development Office 

Housing, Communities and Local Government 

Culture, Media and Sport 

Science, Innovation and Technology 

Transport 

Energy Security and Net Zero 

Environment, Food and Rural Affairs 

Business and Trade 

Work ard Pensions 

HM Revenue and Customs 

HM Treasury 

Cabinet Office 

Small departments 

£ billion 

Note: See the technical appendix for more details. ‘Small departments’ covers Law Officers’ Departments, 

Single Intelligence Account, and small and independent bodies. 

Source: Authors’ calculations using HM Treasury (2025a and 2025b). 
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their own operations. Improvements in the productivity of devolved public services does not 

directly affect UK government spending, as UK government transfers to the devolved 

governments are determined by the Barnett formula which depends on spending on English 

public services. The discussion below therefore focuses on the set of UK government plans set 

out at the Spending Review. But improvements in productivity in these areas will, of course, 

improve total public sector productivity in the UK. 

How does the government plan to deliver these efficiencies? 

We have seen that by far the largest determinant of whether these plans are delivered is what 

happens in the NHS. There are reasons for optimism here. 

First, the plans for the NHS are not particularly ambitious compared with recent history. The 

drop in hospital productivity since the pandemic means that, if the target of 2% annual growth in 

funding productivity is achieved each year, NHS hospitals will be as productive in 2029 as they 

were in 2019. In some sense, it should be entirely possible to achieve this level of productivity, 

since it has been recently achieved. 

Furthermore, there has been evidence that hospital productivity has been improving in the last 

two years (Harvey-Rich, Warner and Zaranko, 2024); and NHS England measures suggest that 

both hospital and non-hospital productivity are growing at more than 2% per year (NHS 

England, 2025). Much of this might reflect ‘catch-up’ growth as the damaging effects of the 

pandemic fade, but there is also a much greater focus on improving productivity at all levels of 

the NHS. The large increase in capital investment this parliament is also likely to help increase 

productivity in the medium term. 

International evidence also suggests that the UK healthcare system is less productive than 

systems in comparator countries (Productivity Commission, 2024), suggesting there is scope for 

improvement even without cutting-edge innovations. 

Delivering the planned savings across all departments may well be more difficult. Some large 

departments have not identified all of their intended savings, meaning that full delivery of both 

current and yet-to-be-decided plans is necessary to deliver their 3% target. It is notable, for 

example, that the Department for Education – the second-largest department by spending – has 

not included plans for schools, and for non-schools it has only set out plans for 0.8% efficiency 

improvements. Moreover, many of these public services have traditionally not delivered 

substantial productivity improvements over time, as shown in Section 6.2. One area where we 

might particularly expect this trend to continue is in primary schools in England, where pupil 

numbers are set to fall over this parliament (Drayton et al., 2025). Since reducing the total 

number of classrooms and teachers takes time, the immediate effect is likely to be a faster fall in 
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the number of pupils taught than in resources used – a fall in input productivity – unless the 

quality of education delivered improves by an offsetting amount. 

In the rest of this section, we set out the ways in which these departments intend to improve their 

productivity and we assess the scope for improvements in the areas identified. These efficiency 

targets are measures of funding productivity: they are ultimately concerned with the cost of 

delivering public services, not simply the volume of inputs. As illustrated in Figure 6.1, there are 

three ways to improve funding productivity. Departments could reduce the costs of their inputs; 

they could improve the efficiency of particular processes; or they could focus on a different set 

of outputs that produce better outcomes. Different departments have taken strikingly different 

approaches to how they intend to deliver these savings. We consider each type of saving in turn. 

Reducing input prices 

For some departments, making their inputs cheaper (in real terms) makes up a significant 

proportion of their stated efficiency plans. The largest single item in the Ministry of Defence’s 

plans is the £334 million it intends to save in 2028–29 from reacquiring service family 

accommodation, through lower rental payments and other costs of leasing. 

Other departments discuss improvements to contracting and procurement as sources of savings. 

Although not part of the government’s ‘bespoke’ efficiency targets, there could well be potential 

for some high-cost services purchased primarily by councils and education to be organised more 

cheaply. If the costs of private sector provision can be reduced, this would effectively reflect a 

reduction in input prices. There is similarly potential for savings in asylum and children’s social 

care services, another two areas of investment from the Transformation Fund. The government’s 

Office for Value for Money has, for example, recently conducted a study in how prices for short-

term residential accommodation can be reduced (HM Treasury, 2025c). 

All of these plans for reducing input prices involve holding processes constant but delivering 

them more cheaply. If the delivered inputs are indeed unchanged, this type of change will 

improve funding productivity and deliver savings, even if it does not make any difference to 

input productivity as measured by the Office for National Statistics. One risk, however, is that if 

reductions in input prices are driven by reductions in input quality, that may prove 

counterproductive for productivity. 

In recent decades, input prices to public services have tended to rise in real terms. Between 1997 

and 2019, the implied input prices in the ONS measure of public sector productivity grew at 

0.5% per year in real terms (Warner and Zaranko, 2024). This means that, far from delivering 

part of the productivity increases in these years, rising input prices counteracted some of the 

gains made elsewhere. These rises were enough to wipe out any cash savings from the rises in 

input productivity seen over this period, as inputs became more expensive faster than the rate at 
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The outlook for public sector productivity 26 

which the efficiency of their use improved. This trend might suggest that it would be difficult for 

any government to get large productivity gains from reducing input prices. 

One theoretical reason to think that governments are unlikely to achieve savings through 

lowering input prices – particularly wages for public sector workers – is the Baumol effect. 

Baumol and Bowen (1965) noted that, in general, wages tend to rise with economy-wide labour 

productivity growth, even in sectors where labour productivity is growing slowly or shrinking. 

This is because these sectors have to compete for workers with other sectors, where labour 

productivity has risen. In labour-intensive industries such as the arts or education, there may 

have been relatively little increase in the amount of output an individual worker can produce. 

But, since they must be paid at least enough to prevent them moving to a different sector, their 

real wages have risen. Since the public sector contains many labour-intensive services such as 

education, care work or legislating, this effect is one part of the explanation for the trend of 

rising real input prices we saw above, and one reason to think the trend will continue. 6 

Reducing input prices is notably absent from many of the government’s current plans. Neither of 

the two largest departments (the Department for Education and the Department of Health and 

Social Care) plans to make substantial savings from its input costs, and real wage increases 

mean that it is likely that real input prices will continue to rise, on average, rather than fall. In the 

case of the NHS, there are also long-term pressures from the rising costs of drugs and new 

medical technologies, and particular pressure at the moment on the prices of drugs produced by 

American companies (Dayan and Gainsbury, 2025). Improvements in other areas will therefore 

be needed to counteract this effect, before any overall savings or improvements can be delivered. 

Productive efficiencies 

Almost all departments place significant weight on delivering productive efficiencies. Digital 

reform, automation and AI appear in many departments’ plans, often with the aims of reducing 

wasteful duplication and freeing up staff time from repetitive administrative work. And as noted 

above, some of these plans are backed up by cross-departmental investment in the 

Transformation Fund. 

Many departments intend to digitise parts of their services and administrative processes. For 

example, the Department for Work and Pensions (DWP) plans to deliver cumulative efficiency 

gains of £407 million from digital improvements to services between 2025–26 and 2028–29, 

while HM Revenue and Customs (HMRC) plans to deliver £549 million of cumulative 

efficiency gains from moving to digital services and improving and modernising IT. This 

includes providing a single customer account for those using DWP services, digitising Jobcentre 

6 For more discussion of the Baumol effect, see https://www.bbc.co.uk/sounds/play/m002304z. 
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services, and digitising more HMRC services, with an aim for 90% of interactions to be 

delivered by self-service digital programmes. More generally, the government has set out a 

blueprint for modern digital government that aims to join up public services, share data and 

improve digital infrastructure – including GOV.UK (Government Digital Service, 2025). 

While aims to increase productivity through digitising and automating processes are welcome, 

there are clear risks when it comes to delivering large and complex government IT programmes. 

The government currently has 24 major IT projects (National Infrastructure and Service 

Transformation Authority, 2025). Of the 22 projects that have assessments of delivery 

confidence, only four are rated as having successful delivery appearing highly likely. The vast 

majority of remaining IT projects are rated as having feasible successful delivery but significant 

existing issues. The National Audit Office (2024) has warned that past HMRC digitisation has 

not reduced demand for non-digital services as much as expected. 

There is also a lot of excitement about the potential of AI to improve public sector productivity. 

The government has recently signed a Memorandum of Understanding with OpenAI (the creator 

of ChatGPT), plans to appoint an AI lead for each of its missions, and will pilot, evaluate and 

scale AI improvements (Department for Science, Innovation and Technology, 2025a and 2025b). 

At present, the most we can say with confidence is that the potential benefits from AI could be 

large but remain highly uncertain. Estimates of the impact of AI on economy-wide productivity 

vary substantially. For example, the OECD (2024) estimates potential increases of 0.25–0.6 

percentage points in annual total factor productivity growth and 0.4–0.9 percentage points in 

annual labour productivity growth over the next decade (total factor productivity is close to the 

concept of input productivity). In the context of a UK economy where private sector multifactor 

productivity growth has averaged 0.8% a year and labour productivity growth 1.0% a year 

between 1997 and 2019, an increase of this scale would be sizeable and welcome (Office for 

National Statistics, 2025d and 2025e). And these estimates are only somewhere in the middle of 

the pack of those produced by other researchers. If AI delivered similar productivity growth for 

public services, that would be significant. However, the scale of the government’s desired 

productivity improvements (discussed in the next section) is such that any improvements from 

AI would likely need to be coupled with improvements from other sources. 

There are a range of tasks that public services deliver where AI could be particularly useful. For 

example, AI tools could assist with detecting patterns in diagnostic scans (Jeong et al. (2025), as 

cited in the NHS 10 Year Plan), help teachers plan lessons, or generate personalised educational 

materials for school pupils (Department for Education, 2025). In the case of education, however, 

it is worth noting that AI may also bring challenges – requiring teaching and assessment 

approaches to adapt for pupils using, and more specifically misusing, AI. 
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Another area where departments aim to achieve technical efficiencies is through improving 

operational practices and management. For example, the NHS has set out detailed plans for 

reforming the delivery of elective care, including through increased usage of specialist surgical 

hubs (Department of Health and Social Care, 2025). These reforms aim to deliver economies of 

scale by specialising in delivering high-volume, low-complexity medical treatments away from 

the frequent disruptions associated with emergency treatments – and the early evidence suggests 

that they are succeeding in doing so (Co et al., 2024). 

Many departments’ efficiency plans discuss ‘streamlining’ operations or reducing task 

repetition. The ONS Public Sector Management Practices Survey (Office for National Statistics, 

2024a) suggests that the majority of public sector organisations see this as a potential source of 

efficiency improvements, ahead of automation or hiring support staff. If there is genuine 

duplication of efforts within or across departments, eliminating it would naturally increase 

technical productivity. But, unlike the above discussion of AI, this focus is not new. The 2004 

Gershon Review of public sector efficiency, for example, discussed ‘significant duplication’ 

across organisations and set out recommendations to address it that were broadly adopted by 

departments (National Audit Office, 2007). 

Allocative efficiencies 

The final way to improve funding productivity is to change the output mix of public services to 

map better to desired outcomes. For example, if investments in preventative healthcare are a 

more effective way to improve health than acute hospital care, changing the balance of 

healthcare outputs towards prevention should make the health service more productive. 

It is important to distinguish between allocative efficiencies and other reasons why governments 

change the balance of public services they deliver. Productivity is not the only objective of 

public policy. Governments may decide, for other reasons, to introduce new services, reduce 

other ones, or otherwise change the ‘output mix’. This might be on grounds of accountability, 

equity or a changing view about the appropriate role of the state. For example, mental health 

services are a far greater share of healthcare outputs today than they were a few decades ago, 

reflecting a change to the set of outcomes which the public sector is concerned with or a 

response to a change in demand for services. 

There are two areas of stated plans where changes focused on allocative efficiency appear 

prominently. First, many departments discuss a shift towards preventive services, and the 

government has made a general commitment to a ‘preventative approach to public services’. A 

large share of the government’s Transformation Fund is allocated to the reform of a small 

number of public services, with a focus on improving what government has termed ‘preventive’ 
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services.7 Reforms to the special educational needs and disabilities (SEND) system and 

children’s social care alone make up more than 40% of the overall budget (£1.32 billion of 

£3.25 billion), and there is an additional £87 million for the prevention of homelessness. There is 

also a focus on prevention in the NHS, with the government’s health mission and NHS 10 Year 

Plan including a shift from ‘sickness to prevention’. 

There are good reasons to think preventive interventions could be cost-effective, especially for 

those targeted at children. Evidence from a wide range of programmes suggests that well-

targeted childhood interventions can have strong effects on later educational, labour market, 

health and criminal outcomes (Duncan et al., 2023, Carneiro et al., 2025). Similarly, many 

public health programmes have high estimated returns (Masters et al., 2017), although there is 

notable variation in which benefits are measured across different evaluations (Turner et al., 

2023). In all reviews of preventive programmes, there is a subset of interventions that are not 

effective, and so such programmes are not automatically desirable – they need to be designed 

and targeted well. The government should be willing to trial different approaches, evaluate them 

properly and then scrap, change and scale up programmes according to what the evidence shows. 

The other area where departments are planning to make allocative changes is through shifts to 

delivering services in the community. The NHS is most explicit about this plan, through 

expanding neighbourhood health centres and primary care provision, but there are also plans to 

deliver more probation and offenders’ services in the community, for example. These types of 

changes are the most uncertain in terms of delivering productivity growth. If they deliver a mix 

of services that delivers better outcomes, that is desirable. But changing the output mix is at least 

partly untested, so it remains to be seen whether such changes will deliver genuine productivity 

improvements. 

6.5 What do government plans imply for 

measures of total productivity growth? 

In the previous two sections, we examined the government’s plans for making administration 

and public service efficiency gains. We have so far focused on the anticipated cash savings of 

these plans, and the proportion of current budgets that they represent. These figures are related 

to, but distinct from, the measures of productivity defined in Section 6.2. In this section, we 

estimate what these plans together mean for measures of total public service productivity. 

7 Defining which services are ‘preventive’ and which are not is not straightforward. It could be argued, for example, 

that adult social care services may be acute services provided in response to existing care needs, but could also be 

preventative from the perspective of the NHS if they prevented future hospital admissions. See Hoddinott, Davies 

and Kim (2024). 
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To do this, we must make three important assumptions. In the next section, we consider a range 

of alternative scenarios, reflecting the uncertainty associated with these assumptions and whether 

the government can achieve its plans. 

First, we assume that cuts to administration budgets do not reduce (or improve) public service 

performance. As discussed in Section 6.3, if these cuts do change wider performance this could 

have negative (or further positive) impacts on productivity. 

Second, when it comes to public service efficiency gains, we interpret a planned ‘efficiency 

gain’ of £1 billion to mean that, absent these improvements, an additional £1 billion of funding 

would be required to deliver the same level and quality of services (though, as discussed in 

Section 6.6, this does not mean the government would actually top up funding by £1 billion). 

Under these two assumptions, the planned improvement in departmental funding productivity 

over three years can be measured as the cash savings set out in the plans, as a percentage of 

2028–29 day-to-day budgets. The technical appendix provides more information on our 

approach here. 

But to consider UK-wide public sector productivity, we must make a third assumption. As 

discussed in the previous section, some public services, including schools, local government 

services and devolved government services, are not included in these plans. All of these services 

do, however, matter for wider public sector productivity and are included in the ONS measure of 

input productivity. We assume that these services make zero funding productivity 

improvements, as we want to estimate the impact of central government’s plans. We think a 

baseline of zero productivity for these other areas is a reasonable starting point. Some areas may 

see productivity increase over time for some of the reasons discussed in the previous sections. 

But ONS estimates suggest that adult and children’s social care have seen input productivity 

(and therefore likely funding productivity) decline over time. Warner and Zaranko (2024) also 

estimate that education funding productivity has declined over time.8 Of course, if these other 

services can improve their funding productivity, overall public sector funding productivity 

would be commensurately higher. 

Figure 6.8 illustrates what the government’s combined plans (for both administrative budgets 

and public service delivery) imply for funding productivity for major government departments. 

For the largest departments, the vast majority of their planned productivity improvements come 

from their planned improvements to operational public service productivity. Administration 

savings, even if fully delivered with no impact on output, have negligible effects on productivity 

8 We consider the impact of this assumption later in the section. Note that Warner and Zaranko (2024) used the 

education output series prior to improvements from the ONS productivity review. 
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Figure 6.8. Cumulative day-to-day planned funding productivity improvements, 2025–26 to 
2028–29 

A. Funding productivity 

0% 5% 10% 15% 20% 
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Foreign, Commonwealth and Development Office 
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Science, Innovation and Technology 
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Total 

Estimated cumulative change in funding productivity 

Efficiencies Administration 

B. Cash-terms savings in identified plans in 2028–29 
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Environment, Food and Rural Affairs 

Business and Trade 
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HM Revenue and Customs 

HM Treasury 

Cabinet Office 

£ billion 

Efficiencies Administration 

Note: See the technical appendix for more details. Excludes some small departments. Department for 

Education funding productivity is presented excluding the core schools budget, as schools are not included 

in government efficiency plans. This means the estimated increase in funding efficiency from administration 

savings is likely an overestimate because this is for the whole department. Core grants to local authorities 

are excluded from the Housing, Communities and Local Government budget. 

Source: Authors’ calculations using HM Treasury (2025a and 2025b) and Office for Budget 

Responsibility (2025). 
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Figure 6.9. Historical and planned productivity improvements, 1997–2029 

A. Funding productivity

Historical out-turn 1997–2019 average Plans 

5% 

Note: See the technical appendix for more details. Productivity changes in 2020 and 2021 were very large 

– so that changes in other years are visible, we cap the bars at –5% and +5%; the light green labels give

the change in those years. Final figures for productivity changes in 2023 and 2024 have yet to be produced

by the Office for National Statistics. Government plans for productivity are in fiscal years, while the

historical data are in calendar years.

Source: Office for National Statistics (2025a) and authors’ calculations using HM Treasury (2025b) and 

Office for Budget Responsibility (2025). 
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for large departments such as the Department of Health and Social Care, the Department for 

Education and the Home Office because administration spending is a small share of their total 

spending. There are smaller departments, including the Cabinet Office and the Department for 

Science, Innovation and Technology, for which administration costs are more important and 

which would see correspondingly larger productivity gains from successful delivery of plans for 

administration savings. Overall, however, the main impacts will come from delivery of 

operational efficiencies, primarily in the NHS. 

Taken together, these plans imply that public sector funding productivity will grow cumulatively 

by 2.3% in the three-year period to 2028–29, or by an average of 0.8% per year. 9 This would be 

a higher sustained growth rate in public sector funding productivity than has been achieved in 

recent decades. Panel A of Figure 6.9 illustrates that the average annual change in funding 

productivity between 1997 and 2019 was –0.3% per year, compared with an average increase of 

0.8% each year under these plans for the next three years. Rising funding productivity is not 

unprecedented: between 2013 and 2018, it rose at roughly the levels set out in these plans, 

including a three-year period (from 2013 to 2016) when it grew at a faster average rate of 1.3% 

per year. However, delivery of these plans would represent a marked break from the longer-run 

trend of funding efficiency tending to fall over time. 

Panel B of Figure 6.9 carries out the same exercise for input productivity. To do this, we must 

make an assumption about how input prices will change over the period. We assume here that 

public sector labour costs grow at 0.5% per year in real terms, following the Office for Budget 

Responsibility’s forecast, and that other input prices rise in line with economy-wide inflation. 

Under these assumptions (discussed in more detail in the technical appendix), the government’s 

plans imply an annual increase in input productivity of 1.0% per year. This would be 

significantly above the average growth rate between 2009 and 2019 (0.7% per year), and much 

further above the longer-run average of 0.2% per year seen between 1997 and 2019. Indeed, 

such a growth rate has only been achieved – or exceeded – in five of the 22 years from 1998 to 

2019. However, the coalition government did manage to sustain a substantially faster growth 

rate – of 1.5% per year on average – over a three-year period from 2010 to 2013. The context 

was very different though: squeezing public sector pay, for example, might have been easier 

during this period given the hit to private sector pay from the Great Financial Crisis. 

This government is therefore aiming to deliver much higher productivity growth in the public 

sector over the next three years than has been seen on average over the past two decades. But 

this is from the starting point of lower public sector productivity following the pandemic. The 

scope for catch-up productivity growth – particularly in the NHS – and new technological 

9 If the areas not included in government targets achieved increases in line with government plans for other areas, we 

estimate that the total increase in productivity would be 3.8% over this period, with an annual average of 1.3%. 
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developments – particularly AI – may make this fast growth rate more achievable. In our view, 

the plans therefore strike a reasonable balance between being ambitious and remaining 

potentially achievable. But there are clear risks that they will not be delivered, especially if 

productivity improvements in the NHS prove hard to find. 

6.6 The fiscal and economic impacts of 

higher public sector productivity 

In Sections 6.1 and 6.2, we argued that public sector productivity is important for the 

performance of public services, the government’s finances and the broader economy. In this 

section, we estimate the fiscal and economic impacts of the government’s plans to increase 

public sector productivity. We first set out a number of scenarios for productivity improvements, 

building on our estimates of the impacts of the government’s plans in Sections 6.4 and 6.5. We 

then consider how the government might respond to these scenarios, and outline the potential 

fiscal consequences and consequences for public services. Finally, we consider the broader 

economic consequences of higher public sector productivity. 

Scenarios for productivity improvements 

In the previous two sections, we estimated the potential impacts of the government achieving its 

plans for productivity. There is a large degree of uncertainty over what productivity 

improvements could be achieved. As we argued in Section 6.5, the government’s plans are 

ambitious, and while they might be achieved, there are clear risks that they will not be. We 

therefore consider a range of scenarios, both above and below our estimates of what is implied 

by the government’s plans. 

Starting with the government’s plans, we estimated earlier that these implied a 2.3% increase in 

funding productivity between 2025–26 and 2028–29 (or 0.8% per year). Note that this does not 

account for any potential productivity improvements in schools, aid spending, local government 

and the devolved governments, as discussed in Section 6.4, because the plans set out at the 

Spending Review do not cover them. This also assumes that cuts to administration spending do 

not worsen (or improve) broader public sector performance. 

As well as the government plans, we consider four further scenarios. We first consider a lower 

scenario where the government only manages to make half of the efficiency savings it currently 

plans, equivalent to a 1.2% increase in funding productivity between 2025–26 and 2028–29. In 

the previous section, we showed that the government’s plans were ambitious relative to 

historical improvements, and so it is plausible that the government fails to increase productivity 

by as much as it plans. This lower scenario would see funding productivity increase at the same 

© The Institute for Fiscal Studies, September 2025 



 

        

 

  

 

    

 

    

 

  

   

   

  

   

   

  

      

  

  

 

    

  

 

 

 

  

 

  

  

 

  

      

    

      

    

      

       

 

 

           

             

The outlook for public sector productivity 35 

rate as the average between 2009 and 2019, which would still be much quicker than the longer-

run average between 1997 and 2019. 

We also consider a higher scenario, where the government manages to make 50% more 

efficiency savings than it currently plans, equivalent to a 3.5% increase in funding productivity. 

This would give an annual growth rate of 1.2% per year, similar to the fastest period of 

productivity growth experienced in the last two decades (between 2013 and 2016). Such a 

growth rate would therefore be very high by historical standards, but not unprecedented. This 

scenario could reflect further improvements in the services the government has considered, such 

as the NHS, or in other areas such as schools or aid spending.10 While the government’s plans 

are ambitious, it is possible that radical gains from new technologies can be made and that other 

areas not covered by the plans also make improvements. 

Next we consider a ‘no improvement’ scenario where the government makes no net efficiency 

savings. This will be a useful comparison to understand the impact of the government’s plans 

relative to no changes. It is worth noting, though, that even no improvement in funding 

productivity would be better than what has happened on average in recent decades, as discussed 

in the previous section. 

Therefore we finally consider a scenario in line with historical productivity improvements, 

where funding productivity follows the 1997–2019 average and declines over time. 

Table 6.1. Summary of productivity scenarios 

Scenario Net efficiency gains 

between 2025–26 

and 2028–29 

(cash terms) 

Estimated annual 

increase in funding 

productivity 

Estimated annual 

increase in input 

productivity 

Historical trends –£6 billion –0.3% –0.1% 

No improvement £0 billion 0.0% 0.2% 

Lower than planned £8 billion 0.4% 0.6% 

Government plans £15 billion 0.8% 1.0% 

Higher than planned £23 billion 1.2% 1.3% 

Note: Growth rates presented here are average annual growth rates; the cash-terms savings are 

cumulative over the three-year period. 

10 For example, if the areas not covered by government plans made the same productivity improvements as those 

planned for other departments, this would be equivalent to a 3.8% cumulative increase in funding productivity. 
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Table 6.1 summarises the five scenarios we consider. The first column shows the net cash-terms 

efficiency savings while the second column shows the estimated increase in funding productivity 

implied by this. The third column shows our estimates of what the increases in funding 

productivity imply for input productivity. As discussed in Section 6.2, the difference is that input 

productivity uses the quantities of inputs, while funding productivity uses the funding for public 

services – and so changes in the price of inputs affect funding but not input productivity. 

The implied increase in input productivity in each scenario is larger than the increase in funding 

productivity. This reflects that over this period we expect the real prices of inputs used to 

produce public services (such as staffing) to increase. Therefore if services are to get cheaper to 

provide, input productivity must grow faster than input prices. That means that even in the ‘no 

improvement’ scenario, an increase in input productivity would be required to offset the 

estimated rise in input prices. The ‘no improvement’ scenario is therefore far from a lower 

bound of productivity performance. In the ‘historical trends’ scenario, there is a small reduction 

in input productivity.11 

Throughout the rest of this section, we focus on the potential impacts of these productivity 

scenarios up to 2028–29, the period covered by the Spending Review and the government’s 

departmental efficiency plans. But differences in productivity growth – to the extent that they are 

sustained beyond 2028–29 – will have increasingly large effects into future years, as illustrated 

by Figure 6.2 in Section 6.2. 

Scenarios for government responses to productivity changes 

The consequences of changes to public sector productivity depend on how the government 

responds to those changes. In the simplest terms, the government could choose to use the 

efficiency improvements to increase public service performance, or it could potentially ‘bank’ 

some of the savings through reduced public spending. 

To illustrate this, Figure 6.10 shows a stylised relationship between spending on public services 

(on the horizontal axis) and the quality-adjusted output of public services (on the vertical axis). 

The green line is the initial relationship between funding and outputs – as spending increases, so 

does the quality-adjusted output of public services. An improvement in productivity can be 

represented as a rotation from the green to the yellow line – for the same level of spending, 

quality-adjusted output is higher. 

11 The implied input productivity is negative despite the historical trend being an increase in input productivity. That 

is because our assumptions for future input prices imply a slower growth rate than between 1997 and 2019. The 

‘no improvement’ scenario is much closer to the long-run average of input productivity growth. 
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Figure 6.10. Stylised relationship between spending and quality-adjusted output 
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Note: This is a stylised relationship. In practice, the relationship between spending and quality-adjusted 

output will be non-linear and will differ between different public services and between different 

circumstances. 

Source: Figure 3 of Warner and Zaranko (2024). 

Imagine the government starts at point A. Productivity then increases and, theoretically, the 

government can choose where to move to on the yellow line. Points B and C represent two 

options. Point B represents the ‘maintain spending’ case – the government decides to spend the 

same amount of money on public services as it did at point A. Since productivity is higher, this 

means all of the improvement is reflected in a higher level or quality of public services. Point C 

represents the ‘maintain output’ case – the government decides to maintain the output and 

quality of public services at the same level as at point A, but since productivity is higher it can 

reduce spending. 

These are not the only two options the government faces. It could choose a point between B and 

C to make some savings and also increase the level and quality of public services. It could also 

increase spending beyond point B – higher productivity may make the returns to public spending 

higher and so the government may be willing to increase the size of the state. 

In practice, it may also be difficult for the government to reduce spending immediately as public 

sector productivity increases. For example, if it is costly (or impossible) to make some public 

sector workers redundant, change contracts with suppliers or close organisations (such as 

schools), it may take time to free up savings. There could also be a concern that responding to 

efficiency improvements with immediate funding cuts provides the wrong incentives to 
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organisations tasked with finding those improvements. We therefore may expect productivity 

improvements to show up mainly as increased output and quality in the shorter term, with more 

potential cash savings in the medium and longer term. 

The government therefore has a range of options for how to respond to productivity changes. 

These choices will affect the public service, fiscal and economic consequences of public service 

productivity. In the rest of this section, we focus on two illustrative responses: the ‘maintain 

spending’ case (point B) and the ‘maintain output’ case (point C). 

The fiscal and public service consequences of public sector 

productivity changes 

Improvements in public sector productivity may have no fiscal consequences. In our ‘maintain 

spending’ scenarios, the government would respond to different levels of public sector 

productivity by holding public spending at the planned level for 2028–29 and allowing public 

sector performance to vary. Since the government has already set budgets for government 

departments for the next three years at the Spending Review, this may seem a plausible case in 

the short term. 

However, if the government responds to different levels of public sector productivity by 

changing public spending, this would have fiscal consequences. In practice, even if the 

government has set budgets in advance, it often chooses to top them up in response to adverse 

performance. There is also an opportunity for the government to adjust its spending plans for 

2028–29, the final year targeted in some of these plans, at the 2027 Spending Review. In our 

‘maintain output’ scenarios, the government would fully offset different levels of public sector 

productivity via public spending. This would have implications for either tax or borrowing 

decisions (or both). 

Figure 6.11 shows the estimated fiscal consequences of our public sector productivity scenarios. 

Panel A shows the implications for public spending (in cash terms in 2028–29) while Panel B 

shows the implications for public service output. In all cases, we present these relative to the 

plans that the government has already set out – i.e. the ‘government plans’ scenario. That is 

because the government set budgets at the Spending Review based on these plans for 

productivity. If productivity turns out to be higher or lower, this could lead to changes to these 

plans. The technical appendix gives more detail on how we estimate these impacts. 
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Figure 6.11. Fiscal and public service implications of public sector productivity 
improvements, relative to government’s stated plans 

A. Fiscal implications 
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Note: See the technical appendix for notes and sources. The changes in public spending in Panel A differ 

from the figures in Table 6.1 because we account for the Barnett consequentials of budget changes here. 
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We start with the ‘maintain spending’ case, shown by the green bars. By definition, this means 

there are no changes to planned public spending, and so no direct fiscal consequences. However, 

Panel B shows that there will instead be changes to public sector output. Relative to current 

plans, we estimate that in our higher productivity scenario, public sector output would be 1.1% 

higher; in our lower productivity scenario, it would be 1.1% lower; and in our ‘no productivity 

growth’ scenario, it would be 2.3% lower. If productivity declined over this period in line with 

the historical trend, public sector output could be 3.1% lower by 2028–29. It is worth stressing 

that this does not mean public sector output would be falling overall – it will likely still be 

rising; it just means it would be lower than it otherwise would be, and lower than current 

budgets imply if productivity plans were achieved. Although relatively small percentages, such 

changes in public sector output could still make a large difference to public service performance. 

For context, a 2.3% reduction in public sector output relative to plans would be equivalent to at 

least 8 million fewer GP appointments in England per year (or one fewer GP appointment for 

every seven people; NHS Digital, 2025) and four fewer school days per year. 

Given the government’s ambitions and commitments to improve performance, lower-than-

planned productivity could well put pressure on the government to top up spending plans. 

Hence, the yellow bars in Figure 6.11 instead show what would happen if the government 

responded to changes in productivity by changing spending. 

In our higher productivity scenario, we estimate the government could save £9 billion from 

spending (including reductions in Barnett consequentials to devolved governments of 

£1 billion). This could be used to increase spending on other areas (e.g. social security benefits) 

or to reduce taxes or borrowing. In practice, however, as we discussed in the previous 

subsection, it may be difficult to free up these savings quickly. But we would have better-

performing public services as a result, and the government may find that, at the least, it is under 

less pressure to announce new top-ups to spending plans. 

In our lower productivity scenario, we estimate the government would have to increase public 

spending by £9 billion in 2028–29 if it wanted to compensate for lower productivity growth than 

planned (including £1 billion of Barnett consequentials). If there was no (funding) productivity 

growth, it would need to increase spending by £18 billion (including £2 billion of Barnett 

consequentials) if the government was not willing to let public sector performance worsen as a 

result. And if funding productivity declined over the parliament in line with historical trends, 

spending could need to be topped up by £24 billion (including £3 billion of Barnett 

consequentials). 

In one sense, these would be relatively small changes in the context of a state that spends more 

than £1,300 billion each year. But relative to the government’s headroom against its fiscal 

targets, these are much more significant changes. In March 2025, the government had 
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£10 billion of headroom against its fiscal rule that it should have a forecast current budget 

surplus in 2029–30. Lower productivity performance than planned could, if it leads to additional 

pressures on public service spending because the government is unwilling to let service 

performance fall short, make this fiscal rule harder to meet. 

The economic consequences of public sector productivity changes 

Finally, we consider the consequences of public sector productivity for GDP. GDP measures the 

value of goods and services produced in the UK. The outputs of public services, such as 

healthcare and education services, are part of these goods and services. In 2023, for example, 

outputs produced directly by the government made up 12% of UK GDP, while outputs from 

firms in the government, education and healthcare industries made up 19% of GDP. 12 

If the government maintains its spending plans in the face of different levels of public sector 

productivity, higher productivity will increase the output of public services while lower 

productivity will reduce the output of public services. This will directly increase or decrease 

measured GDP. The effect of plausible changes to public sector productivity will not be large, 

but nor will they be insignificant. For example, we estimate that our different productivity 

scenarios could change GDP in 2028–29 by as much as 1%. If the government instead responds 

to different levels of productivity by maintaining public sector output and changing spending, 

the economic impacts depend in part on where the government raises the money – whether that 

is from lower spending elsewhere (e.g. on social security spending), from higher taxes or from 

more borrowing. There may well also be indirect effects of public sector productivity on GDP – 

if, for example, better healthcare provision has positive spillover effects on productivity in the 

private sector. 

Although higher public sector productivity could increase GDP, this has a different impact on 

the public finances from increases in private sector productivity. When productivity rises in the 

private sector, firms make larger profits and/or pass the gains on to their staff in the form of 

higher wages. We can therefore expect to see increased revenues from taxes on profits, earnings 

and consumer spending. In the public sector, on the other hand, there are not profits to tax; nor 

are there direct links between wage-setting and productivity. Tax revenues will therefore not 

directly rise as a result of public sector productivity improvements, though the public finances 

could benefit indirectly from higher public sector performance (most obviously, higher public 

12 This is using the production approach to measuring GDP (Office for National Statistics, 2024b), which uses gross 

value added (GVA). The former measure is likely an underestimate of public sector output, because many public 

services are not produced directly by the government (e.g. many private firms provide publicly funded adult social 

care). The latter measure is likely an overestimate, as it includes many non-public-service outputs, such as private 

education and healthcare. 
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sector productivity will reduce the need for spending top-ups to meet a given standard of public 

service delivery). 

Therefore, although higher public sector productivity would increase GDP – reflecting a genuine 

increase in the value of public services produced in the economy – this would not result in many 

of the fiscal benefits that the government would receive from other types of GDP growth. 

However, it would still help the government achieve its fiscal target to have debt falling as a 

share of GDP over the medium term, by increasing the growth in the denominator. Even this 

effect, however, would depend on how levels of productivity compare with the assumptions 

made by the Office for Budget Responsibility in its GDP forecasts. 

This increase in GDP from higher public sector productivity would also increase measured 

productivity for the economy as a whole. Again, there may well be further indirect effects on 

labour productivity from higher-quality public services, such as through improved health, that 

we do not quantify here. 

Taken together, our analysis shows that if the government fails to achieve its plans for public 

sector productivity – or exceeds them – this will have implications for public sector performance 

and economic performance, and potentially for fiscal policy depending on how the government 

responds. In practice, it seems more likely that the government will under- rather than over-

perform on its productivity plans, given how much higher they are than historical trend growth 

in productivity, discussed in Section 6.5. This would mean the government would need to either 

top up public spending or allow public service performance to fall short of the intended level. 

6.7 Conclusion 

Raising the productivity of the public sector is a worthy goal for any government. Higher 

productivity eases the fiscal trade-offs facing a Chancellor, allowing the government to provide 

more or better-quality public services within the same level of public spending, or to deliver the 

same services at a lower level of taxes or borrowing. This government has made ambitious 

pledges to improve public services, but departmental budgets are relatively constrained by the 

challenging economic situation and the fact that taxes are already at a UK-high, and rising. It is 

therefore not surprising that the government wants to deliver a period of sustained public sector 

productivity growth at a rate far above the historical average. 

There are some reasons to think that these ambitions could be delivered. Although productivity 

growth is planned to be well above the historical average, the starting point is still below pre-

pandemic levels. The NHS is by far the most important determinant of whether these plans are 

delivered, and achieving the government’s targets for the NHS merely requires restoring 2019 

levels of hospital productivity by 2029. And some of the proposed drivers of productivity 
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improvements are genuinely relatively new – most prominently, innovation in artificial 

intelligence. If these can be as widely and usefully applied in the public sector as the government 

intends – or some economists predict for the wider economy – then they could deliver 

substantial productivity gains. If the government can meet or exceed the plans set out this year, 

the prize on offer is substantial: marked improvements to public services without the need to 

increase funding at the same pace. 

Yet history suggests that sustained improvements of this size are difficult to achieve. Almost 

every government since 1997 has had targets to improve efficiency and lower costs, often citing 

similar levers to the ones this government intends to use. But between 1997 and 2019, while the 

input productivity of public services grew slightly, public services got more expensive to 

provide, resulting in a reduction in what we call funding productivity. Provisional estimates 

suggest a complete stall in input productivity growth in 2023 and 2024, implying that 

‘bounceback’ growth from the falls to productivity seen since 2019 will not be automatic. And if 

cuts to administration budgets have even small negative impacts on the productivity of front-line 

service delivery, it is possible that some of those cuts will be counterproductive for government-

wide productivity growth. 

If public sector productivity falls short of the plans set out here, the government will face a 

tougher set of fiscal trade-offs than it hoped for. Sticking to the departmental budgets it has 

already set out would imply accepting a lower level or quality of public service delivery. That 

could well include failing to deliver on some of its key promises on which it was elected. 

Alternatively, the government could decide to fulfil planned public service improvements, and 

accept that it will be more expensive than anticipated to do so. The increased costs would not be 

huge in big-picture fiscal terms: delivering half of the intended productivity gains would leave 

budgets £9 billion short in 2028–29, if performance is to be maintained at current plans – less 

than 2% of planned day-to-day departmental spending for that year. However, with the 

Chancellor currently meeting her fiscal rules by relatively small margins, lacklustre productivity 

growth could have outsized consequences. 

Stepping back, public sector productivity is at least as important for the long-term health of the 

public finances as it is for the delivery of the current government’s plans. It is one of the few 

ways to meet growing demands on the state without commensurate increases in funding and 

therefore taxes or borrowing. And although the impacts of public sector productivity plans on 

economic growth are likely to be small in this parliament, they could have a much more 

important effect on the prospects for growth and the size of the state in the longer term. If 

productivity continues to stagnate over this parliament, future governments will inherit an even 

more difficult set of fiscal choices. 
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Technical appendix 

Estimating funding productivity improvements from government 

plans 

The government has published two sets of productivity plans which we use throughout this 

chapter. The first concerns plans for departmental administration budgets (HM Treasury, 2025a, 

table 1.1) and the second concerns plans for efficiency gains in the delivery of public services 

(HM Treasury, 2025b, table 1.1). 

In both cases, we translate these plans into estimates of funding productivity. As in previous 

work (Warner and Zaranko, 2024), we define funding productivity in the following way: 

public service output 
funding productivity = 

(real) day-to-day funding 

We interpret the government’s efficiency savings in the following way: absent these plans, the 

government would have to increase day-to-day funding by the level of the savings to deliver the 

same public service output (that does not mean it would – as we discuss later, it could instead 

allow public service output to fall). 

In the case of efficiency gains in the delivery of public services, the government directly 

provides the cash value of efficiency savings. In the case of administration budgets, the 

government only provides budgets and a percentage change relative to 2025–26 budgets. Since it 

states that the baseline is 2025–26 budgets (as is the case for departmental efficiency savings) 

and presents real-terms savings, we calculate the cash savings from real-terms 2025–26 budgets. 

From the information provided by the government, we can calculate the percentage change in 

funding productivity. Let 𝑦 denote the targeted level of output, and 𝑚0 and 𝑚1 respectively

denote the planned and counterfactual level of funding. 

funding productivity − counterfactual productivity 
Δ% funding productivity = 

counterfactual productivity 

𝑦/𝑚0 − 𝑦/𝑚1 𝑚1𝑦/𝑚0 − 𝑦 𝑚1 − 𝑚0 efficiency savings 
= = = = 

𝑦/𝑚1 𝑦 𝑚0 day-to-day funding 

Note that this does not require us to make any assumptions about the government’s desired level 

of public service output, 𝑦, in future years, since the public service output term cancels out. We 

are not assuming, for example, that the government wants to maintain it at the current level or 

increase it in line with funding. 
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When producing our estimate of total funding productivity, we must account for public services 

that are not covered by these plans (discussed in Section 6.4). These include schools, services 

provided by local authorities, official development assistance, and services provided by 

devolved governments. When we calculate total productivity changes, we include these in the 

baseline (i.e. we assume that these areas make 0% productivity improvements). This is one 

reason we include a ‘higher’ productivity growth scenario in Section 6.6. 

Estimating input productivity improvements from government plans 

We define input productivity using the same numerator as funding productivity, but a different 

denominator: 

public service output 
input productivity = 

public service inputs 

We also consider the following approximation: 

day-to-day funding ≈ public service inputs × input prices 

This means that the link between changes in each type of productivity is approximately 

Δ% funding productivity ≈ Δ% input productivity − Δ% input prices 

So changes in funding productivity are driven by changes in input productivity but offset by any 

rises in the real prices of inputs (or improved by reductions in the prices of inputs). 

We have already estimated the implications of the government’s plans for funding productivity. 

To estimate the implications for input productivity, we therefore need to make assumptions 

about input prices. As noted in Section 6.4, most big departments are seeking to make 

improvements to input productivity rather than reducing input prices. We therefore make the 

following assumptions about input prices: 

▪ For labour inputs, we assume that public sector wages rise in line with the Office for Budget

Responsibility’s forecast for public sector wages.

▪ For non-labour inputs, we assume that prices rise in line with the GDP deflator.

▪ We assume that the plans to increase productivity do not meaningfully change the input mix

in public services, and so weight these two sets of prices by the current labour share of

public sector inputs (48% in 2025–26 based on the 2025 Public Expenditure Statistical

Analyses).
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Estimating the fiscal implications of productivity gains 

In our analysis of the fiscal and economic implications of productivity gains, we consider two 

potential reactions by government: 

1. Maintain spending. The government decides to respond to higher-than-planned public sector

productivity by maintaining spending at the level previously planned. In other words, if the

government’s plans for productivity were not achieved, it would maintain spending and

allow public sector output to fall.

2. Maintain output. The government decides to respond to higher-than-planned public sector

productivity by maintaining public sector output at the level that would have occurred

otherwise. In other words, if the government’s plans for productivity were not achieved, it

would increase spending to maintain public sector outputs constant. Based on the

assumptions in the previous subsection, this would be equivalent to increasing spending by

the amount of planned savings.

In the ‘maintain spending’ case, there are no fiscal implications of productivity changes, though 

there are implications for public service performance which we discuss. 

In the ‘maintain output’ case, the public sector productivity improvements reduce public 

spending (or, similarly, failing to achieve the plans increases public spending). We estimate 

approximate Barnett consequentials from this based on the mix of departments that the savings 

are planned to be made from. 
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