
Is there an economic case for the privatisation of the National

Health Service?

Since 1948 the NHS has provided health care free to all at the point of use with the intention of

ensuring all citizens, regardless of their socio-economic background, have access to treatment. Yet,

there is an ever-growing strain on the service with an ageing demographic and an imbalance between

funding and demand, raising questions about whether the system built for a country in the mid 1900’s

can suit modern day times. Recent headlines indicate chaos and a need for urgent change, from two

junior doctors being left to care for 436 patients (Press Association, 2017), to fear of the NHS facing

the worst winter in history (Ward, 2017). In the pursuit of efficiency, privatisation is becoming a more

prominent solution to the economic woes of the current NHS. It has the potential to increase efficiency

of treatments and reduce wastage of scarce resources by inducing a reduction in demand by those who

least require medical attention. Despite this, the reduction in equality of health care because of

privatisation could be vast, compressing the positive externalities that come with a healthier, more

productive work force. Although the current system is flailing, it is questionable that a private health

care service is the next best alternative despite the theoretical economic advantages.

As a publicly provided service, the NHS is non-excludable, meaning no one can be stopped from

using the service, and non-rival, meaning up to the point of capacity everyone can utilise the NHS

without another person preventing them from doing so. This encourages over use and thus is a poten-

tial waste of resources as people seek unnecessary treatment and patient priorities become disordered

amongst excessive demand (Cullis and Jones, 2009). Figure 1 illustrates that demand reaches far be-

yond that which would be the equilibrium level in a ‘free market’, creating a huge excess in demand,

meaning those that least want or require treatment are still seeking it due to the distortion of the

price rationing signal.

If privatisation could ensure increased competition in the provision of health care, allowing patients

to choose who they seek medical help from, there could be some real improvements in health services

overall (Propper et al., 2008). Providers would have to compete to provide the fastest, best quality

service possible, initiating investment and innovative ways of providing top health care. This has

more recently become the case as over the years the NHS has transformed in to a quasi-market, where
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Figure 1: Excess Demand in Market for Free Good (Cullis and Jones, 2009)

the state still provides the finances for the service but there are competing suppliers of health care

(Cullis and Jones, 2009). A key issue to the running of the NHS in its original state was that it didn’t

have to compete to provide treatment, and therefore there was little pressure to reduce costs (Hutton,

1996), further evidencing privatisation is the solution. The Red Cross Foundation declared the NHS

is facing a humanitarian crisis with 20 hospitals found to be extremely overcrowded, so much so that

patient safety was at jeopardy, indicating government failure in the provision of health care (The

Economist, 2017). This substantiates the view that there is a drastic need for change in the current

system, potentially solved by a more competitive environment. This would make it is less likely such

poor treatment would occur as patients could readily switch providers if they felt their safety was at

risk and could receive better treatment elsewhere. However, the key to this resolution is to ensure the

market is competitive. If privatisation simply causes the market to switch from a public monopoly to

a private monopoly, the negative effects on welfare could be immense.

Another case for privatisation is the current level of government expenditure on the NHS. Through

privatisation the government could gain revenue from selling its assets in health care. The inability

of hospitals to remain within budget has pushed the Conservative government to make more cuts and

efficiency savings, often by way of privatisation. The current ‘NHS Five Year Forward View’ directed

by Simon Stevens involves further privatisation and is predicted to result in £22bn in efficiency savings

by 2020-21 (The Economist, 2017). Of course, this is only a prediction through research and cannot
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be considered solid evidence for privatisation. Despite this, it is important to recognise the value of

an expert’s well-informed research and valuation, these promises are after all based on the evidence

that using private companies has been highly effective in cutting NHS costs in the past and that a

development of this will bring further efficiency improvements.

Although these statistics indicate privatisation is a more efficient way of providing health care, it

could be considered that this information is somewhat misleading as they fail to mention the unfair

advantages towards private clinics whom the NHS outsources to. Firstly, private clinics have some

choice in the NHS cases that they take on (El-Gingihy, 2015), thus opting for the cases where treatment

is most likely to be a success and they can profit most from. Whilst this elevates private providers

to an appearance of efficiency, competency and profitability, the NHS is left struggling. By being left

with many of the harder cases that are costly and less likely to be a success, there is an even greater

struggle to meet targets and give the adequate care doctors and nurses should provide. Furthermore,

the NHS takes on the cost of training these doctors and nurses to a high standard, yet the private

providers merely employ them and utilise their productivity and talent without having to incur these

training costs. It is therefore interesting to question whether privatised health care would appear more

efficient if they had to take on a more balanced share of treatments and contribute to training costs.

This increasing privatisation of the NHS is also causing private patients to be prioritised, increasing

waiting times for NHS patients and therefore jeopardising the welfare of the citizens the NHS is there

to protect, further denouncing the economic argument that the NHS should be privatised.

One of the real risks that comes with privatisation of the NHS and leaving health care to market

forces is that it fails to account for the positive externalities that come with universal health care.

There is a highly valuable wider benefit to society of having a healthier and happier population.

Treatment free at the point of use prevents the spread of illness and infection through immunisation

programmes, whereas privatised health care could significantly increase illness as those who cannot

afford treatment simply go without. This could have a damaging effect on the economy as ill health

has a negative bearing on the value of an individual’s labour, creating a less productive work force

suffering from increased sickness absence. Therefore, under private healthcare, the quantity provided

would be far below the socially optimum level.

Figure 2 illustrates that the social optimum is at Qs, whereas under privatisation the quantity

of healthcare is likely to be closer to Qp creating a significant deadweight loss, showing the need

for government provision to prevent market failure as the social benefit exceeds the private benefit.

Another likely source of market failure under a privatised NHS is the issue of asymmetric information,

meaning one party benefits from more information than other parties, leading to inequitable outcomes.
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Figure 2: Positive externality in the market for health care (Cullis and Jones, 2009)

With practitioners possessing more knowledge and understanding of the services necessary than the

patient, this could be a cause of unnecessary treatment as doctors driven by the profit incentive

may tell patients to undertake healthcare they don’t require. Not only is this disadvantageous to

consumers who are too ill-informed to know they are being taken advantage of, but also a significant

waste of scarce resources. Although there is arguably a strong drive to maintain a solid reputation

when there is more competition amongst healthcare providers, asymmetric information and conflict of

opinion between what the best quality healthcare is means there is little assurance private healthcare

practitioners would be providing greater quality care at lower prices.

The NHS faces the most basic yet prevalent of economic problems: infinite wants unfulfilled by a

finite set of resources, exasperated by a tightening government budget, making its tribulations tough to

resolve. The state has the option to proceed with the current mixture of public and private provision or

go for full privatisation, making the concept of privatisation multidimensional and complex. Although

the economic case for privatisation is strong as increased competition can improve efficiency and

quality of health care, the NHS should be maintained as a public good provided by the Government.

The welfare losses that are likely to occur because of total privatisation are impossible to ignore,

with inequality exasperated as those who cannot afford treatment are forced to go without, creating

significant negative externalities for the rest of the economy. Total privatisation is therefore a highly

inequitable outcome, and other options such as fines for non-cancellations or small fees for doctors’

4



appointments should be explored to increase revenue and fix the multi-faceted struggle of the NHS.

Word Count: 1468.
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