
John Appleby: Competition in the NHS: good or bad (or something else)? 

I am going to be quick and just say something about the evidence.  We are going to be 
doing some work around markets and competition following on from work of people like 
Zack Cooper and others at LSE and other people we have been looking at.  What is the 
actual evidence for the impact of markets on the quality of care and so on in the NHS?  
And there is a lot more research to be done, I think.  And so I am taking a slight step 
backwards from some of the...perhaps the debate we will have here about regulation 
and so on.  This is from Pete Smith who wrote a very useful chapter in an OECD book 
about markets and economics so I will just read this.  ‘Ever since Adam Smith developed 
the concept of the invisible hand many people have assumed that the discipline of 
economics is synonymous with the study of competition and markets and that 
economists promote the notion of competition as the principal mechanism for improving 
social welfare’.  Now I have included this tweet, this is Richard Horton, Editor of The 
Lancet, and this is from late last year, he wrote ten tweets, essentially his sort of 
tweeting critique of economics and economists.  And his view is the big idea in 
economics is the market.  Well of course it is not the big idea in economics, markets 
came a long way before economists were invented.  And Pete Smith goes on to say this 
‘however only a few zealots now adhere absolutely to the belief that competition offers 
an unallied solution to society’s more intractable problems’.  Well I would say ‘here here’ 
to that.   

But what is the opposite of this?  Non-market allocation systems are not always the 
answer either and we know the failures in public services.  As I say here, alternatives to 
markets do not always and everywhere inextricably lead to the best use of scarce 
resources or services responsive to patients.  And the interests of the system, as we 
know and we can point to many examples, the interests of the system is bureaucrats 
and professional providers may dominate over those of the patients.  So we know these 
and we have got lots of examples but it leaves us in a slight dilemma here.  There is not 
much room between a market and not a market, where are we going to fit, what are we 
going to do?  And we want to improve efficiency and we want to improve patient 
responsiveness and promote innovation as well as ensure the effective delivery of public 
goods such as R&D and medical education and so on and ensure an acceptable degree 
of...we want an awful lot from our healthcare system.  It is not just being efficient, it is 
not like just buying apples or coffee.   

And there is a complex system of imperfect information.  What allocation mechanisms 
should we use?  And that is essentially what we are talking about in terms of the 
markets, it is allocation.  And I think, again this is from Pete Smith the difficult policy 
question is not simply what works but what works in what situation?  And this is the link 
with regulation, what regulatory system do we need, what degree of competition?  What 
type of contractual arrangements, what type of payments do we need?  It is not just 
about the markets and the competition it is about all the other stuff that goes on around 
it and that is the difficult question to answer.  And I think that has been the problem 
with a lot of research around this, it is actually very difficult to get a handle on this.  So 
competition help or hindrance?  It does strike me a bit sort of French revolution good or 
bad really.  What is the evidence?  Here is Richard again.  ‘The high points of economic 
thinking are theories not data’.  I have to disagree with that of course.  Thinking is quite 
useful without data, it is useful to do a bit of thinking about things, but economics is full 
of empirical analysis and economists do try and find out things, how do things work, 



what is the impact of stuff?  And to evaluate and perhaps make forecasts and 
predictions.   

The big problem is getting hold of the data and conducting rigorous experiments of 
course, it is not economists’ unwillingness to do so.  And over the last...well it is nearly 
quarter of a century, there have been many efforts to evaluate the use of market 
mechanisms in the NHS and the English NHS and I am going to end with some of these.  
Now I am not going to be one of those people who apologises for their slides, so have 
you got that, yes?  Here is another one, have you got that?  Okay right, that was just a 
small selection of...there are actually quite a lot of studies of aspects of competition on 
the NHS, in the NHS, and let me just give you a flavour of those.  So yes you blinked 
and you missed it on that one.  So I have tried to boil it down and my sincere apologies 
to any of the researchers of some of these studies in the room but I have tried to boil it 
down to almost tweet-sized bite-size sort of summaries of some of this research.  But it 
does go back a long way, 1994, quite a lot of research around GP fund holding, give GPs 
money, what do they do with it?  Do they do useful things, do they improve the lot of 
patients?  You will get the colours in a minute here hopefully.  Fund holders on average 
had lower prescribing costs so more empowered there.  Greater competition was 
associated with lower costs.  Hospitals that had greater business from fund holders had 
lower posted prices.  This is in the days of the internal market where there was 
negotiation around prices and contracts and so on before the days of PBR of course.   

Slightly more equivocal, this is Julian Le Grand actually in his review.  Perhaps the most 
striking conclusion is how little measurable change there seems to have been, quite 
telling I think.  Fund holders are able to secure shorter waiting times for their patients.  
Fund holders are able to secure shorter waiting times for their patients, another study.  
Ah, some negative results.  Quality as measured by deaths of patients admitted to 
hospitals with heart attacks fell during the internal market, sorry that is the quality that 
fell not the deaths that fell, the deaths went up, the quality went down, so that is how to 
read that one.  Increase in competition from the 25th and the 75th percentile increased 
mortality rates by 1%.  Slightly more equivocal, there is neither strong theoretical nor 
empirical support for competition but there are cases where competition has improved 
outcomes.   

What I am trying to give you here is a flavour of the ambivalence really about some of 
the research around this.  It is neither wholly for or necessarily wholly against.  Hospitals 
exposed to competition increased elective admissions and decreased waiting times but 
they had increased mortality.  Now we are getting into studies of more recent evolutions 
of the market in the NHS.  I won’t read all of that but I think this is from a review, 
sharpening competitive forces is likely in general to be an important tool for most health 
systems, so it could be good but watch out, so look at the red bit there at the end.   

Now here are a bunch of studies and these are studies which used techniques of 
difference in difference so a sort of before and after, a more sophisticated attempt at 
sort of before the policy, policy comes in, what happened afterwards?  Overall effect was 
about 300 fewer deaths from AMI per year.  A 10% increase in competition led to a 
0.3% decrease in the average hospital’s mortality rate.  Adding a rival increases 
management quality by 0.4 standard deviations.  There is another joke about 
economists, you know when they are joking they use a decimal point, but these are 
slightly spuriously accurate some of these figures anyway, but these are positive.  And 
this is from the Office of Health Economics a very useful overview they did, a review of 



competition in the NHS.  And again the conclusion seems to be that when you look at the 
studies yes it seems to be that there is a potential here, there are some positive results, 
but there are potentially bad results as well.   

There are ongoing studies as I say we are going to be engaged in a study building on 
Zack Cooper’s work, using that as a starting point, using more data and so on but using 
similar techniques of difference and difference and we will see what we get, using PROMs 
data for example as an outcome measure. 

What to conclude after that?  Now that was a selection there are other studies as well, 
so some evidence of some benefits under some organisational contractual payment price 
and regulatory arrangements.  Sorry it was a bit of a mouthful but I really want to 
emphasise that you can’t talk about or think about competition and markets in isolation 
from...in the sense the institutional framework we have, the regulatory framework, and 
so on and the contractual and payment methods.  I don’t know if competition is cost 
effective or the exact combination of design of contractual and so on that will make 
competition a greater...the benefits of competition greater than its costs or that would 
imply a policy response to increased competition in areas where there is currently little 
competition.   

One of the things about quite a lot of these econometric studies is that they are a bit 
weak on the policy implications.  So draw some conclusions about links and correlations 
between in this area there is competition we have had a bigger decrease in say some 
measure of outcome, measure of mortality or whatever.  What does it actually imply for 
those other areas where there is less competition?  Do we start building hospitals?  Do 
we start breaking up some hospitals that are big, for example, is that really what we 
want to do?  I will just come back to Julian’s reflection of his conclusion.  Perhaps the 
most striking conclusion is how little measurable change there seems to have been.  A 
lot of these academic studies have to really torture the data to squeeze something out in 
terms of the benefits, it doesn’t immediately hit you in the eye really. 

So not much change?  Well Pete Smith again, perhaps due to constrained regulated 
input markets.  That is the other thing is that when you think about markets it is not just 
about hospitals, hips and knees.  There are markets in labour, there are markets in 
capital and so on.  And maybe the main market is actually constrained by these input 
markets.  But again what are the policy responses?  Deregulate input markets?  Build 
more, as I say, smaller hospitals, break up big ones?  Some of the policy questions this 
research raises are very serious and very difficult to resolve it seems to me.  Or perhaps 
just don’t expect too much from markets and competition.  

And just finally I think the evidence is that markets are worth experimenting with.  
Clearly careful design, careful monitoring, careful evaluation, it is the usual stuff.  A new 
policy, a relatively new policy, let’s measure what is going on, let’s try and understand 
how things work and in what circumstances.  And markets again just to remind us are 
just one of the levers to get what we want from healthcare.  We can get sidetracked into 
the mechanics of markets, the details of regulation and so on, the legal issues, and 
forget perhaps the main goal is to provide decent healthcare to people at a decent price.  
And of course more research needed, I have to say that. 

Thank you very much. 

 


