
Is there an economic case for the privatisation of the National

Health Service?

The NHS was formed in 1948 and has gone on to become the largest publically funded healthcare

service in the world. However, in 2016 the NHS faced a funding shortfall of £2bn and projections in

a report by Monitor suggest this will have increased to £30bn by 2021 (Monitor , 2013). So, does

something need to change? Privatisation is the transfer of a business or industry from the public to

private ownership. This has happened previously in cases such as British Telecom 1984 and British

Airways in 1987 to varying degrees of success. I am going to look at whether there is a case for the

privatisation of the NHS through increased efficiency, decrease in moral hazard or through greater

access to sources of Finance.

The main economic case for privatisation is that it increases efficiency (Cullis and Jones, 2009).

The theory is that voters in the UK, the effective shareholders in the NHS do not feel incentives to

improve efficiency as they do not recognise their ownership interests in the company. In contrast

private companies who are profit incentivised to ensure managers make efficient decisions. The lack

of profit incentive and competition within the NHS compounds to mean that there is little pressure

to cut costs and improve the quality of the service. Therefore, if the NHS were to become a privatised

healthcare system, the increased competition and profit incentives will improve the quality of the

service provided, whilst also reducing government spending and increasing taxation income through

the Private Sector profits, all providing an economic case for privatisation. However evidence that

private provision improves efficiency is hard to come by. Martin and Parker (1997) discus studies

of the privatisation of the UK’s Telecom’s industry which showed there was a clear increase in Total

Factor Productivity growth from 1.6% in 1979-83 and following privatisation in 1984 growth increased

to 2.2% from 1984-88 making this the second most productive in Europe. However the most produc-

tive company was publically owned, challenging previous evidence that private provision increases

efficiency. Furthermore, a study done based on Canadian Pacific Railway (private) and Canadian

National Rail (public) showed that there was very little difference in productive efficiency (Cullis and

Jones, 2009). This indicated that it was the level of competition and not the company ownership

which affected efficiency and therefore points to the fact that the theory of increased efficiency behind

1



Figure 1: Positive externality in the market for health care (Cullis and Jones, 2009)

why the NHS should be privatised does not provide a strong economic case for it to actually happen.

On the contrary it can be argued that it would be more efficient to keep the NHS as state funded.

The fundamental theory behind this is that the NHS is a merit good, a good which creates positive

externalities and is better for the person consuming the good than they realise at the time. The

argument against privatisation is that when left to the private sector a merit good will end up being

supplied at a level below the socially efficient point of consumption. With regards to the NHS this

could be due to people not realising the benefits of regular health checks resulting in more people

being ill, impacting businesses in the long run that become less productive due to increased sick pay.

(Evidence). Looking at the graph above, MPC shows marginal private cost and MSC Marginal social

cost. This shows the quantity consumed and produced at Q1 is below the optimum level at Q* and

the shaded area is the deadweight loss to society from under consumption and production. This loss

to society comes from the fact the private sector does not consider all externalities from the NHS,

such as improved productivity of labour, and therefore provides a smaller amount of healthcare below

the optimum point. These examples render the case for privatisation of the NHS more harmful than

productive.

We are also able to prove empirically that in some cases the public sector is more efficient. The

Organisation for Economic Co-operation and Development figures show that the US privately run

healthcare system spends $3,749 more on healthcare per person than the UK (Brink, 2017). This is
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down to the UK being able to benefit from economies of scale, purchasing equipment and supplies on

a wider scale an therefore benefiting from lower prices. Comparing to individual smaller private US

centres who provide on much smaller scales costs are much lower in the. This is further evidenced

when looking at previous privatisation’s in the UK. Under Britain’s privatised water system bills have

increased by 64% in the past decade compared to a 28% increase in average earnings, whereas in

Scotland, where water companies have remained in public hands there have been no price increases

(NPI, 2016). This economic theory of public provision achieving higher social efficiency and cheaper

costs through economies of scale provides a very strong argument that there is no economic case for

the privatisation of the NHS.

However, moral hazard whereby people change their behaviours once they know they won’t incur

cost, provides a further economic argument for the Privatisation of the NHS (Cullins and Jones,

2019). This means that under the current system there is no additional cost to the UK population

to go to hospital Even the existence of small disincentives; such as prescription costs, it is clear

this is not enough to negate moral hazard. BBC (2009) reports that smokers cost the NHS £5bn

per year, so clearly if through privatisation, the threat of medical bills dissuaded the public from

unhealthy habits, moral hazard can prove a very strong economic case. This was shown in Rand

Health Insurance experiment, which showed that those who had to pay for healthcare services visited

hospitals one or two times less annually (Manning et al., 1987). However, no viable Health Service

leaves the population uninsured against an unexpected illness and the further economic implications

of this, such as more people spending longer time off work and being less productive mean such a

system as much as it may solve the issue of moral hazard, isn’t economically viable. In reality it is

likely that the population majority will hold health insurance and so the problem of moral hazard

would remain. Thus the argument of decreased moral hazard through privatisation resulting in lower

costs is weak and does not provide an economic case for privatisation of the NHS.

The final case for privatising the NHS is that private ownership has a greater access to sources

of funding. The theory behind it being that the private sector isn’t held back by political processes

and is more able to provide finance in the stock market to invest. This greater access to funds can

then be used to improve efficiency and cut costs using this greater access to funds than the NHS

has, thus being an argument for the privatisation of the NHS. There is a clear funding shortage in

the NHS, figures released by NHS Improvement showed in 2017 the NHS is on track to overshoot its

target of a £580 million deficit by over half a billion, even after £1.8 billion in emergency funding

(Gainsbury, 2017), a clearly unsustainable position. Through the Private Finance Initiative, the NHS

has been using the private sector to provide public services, and the head of the NHS Simon Stevens
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has strongly hinted in the NHS five year forward view at increased use of the private sector, promising

to bring efficiency savings of £22 Billion by 2020-21 (NHS, 2017). Thus, clearly the use of the private

sectors increased access to funding results in cost saving and shows an economic case for privatisation.

However it can be argued this use of private sector access to funds is not providing value for money.

Next year alone the NHS will make £2bn of Private Finance Incentive repayments (Medndick, 2015),

something which was ignored in the Five Year forward plan I previously spoke about. Figures from

the Department of Health show that PFI deals financed £11.8 Billion in building hospitals but will

cost £79 Billion to pay back over 31 years. This clearly shows that using the private sectors greater

access to funds and outsourcing parts of the NHS to the private sector is not backed up with an

economic case due to the long term higher costs.

Overall I think it is clear to see there is no economic case for the Privatisation of the NHS. As

much as the theory suggests it may lead to greater efficiency through profit incentives and greater

access to finance, the empirical evidence shows that in the past there is no trend proving privatisation

and greater efficiency go hand in hand. Similarly, evidence from previous UK privatisations such

as the water industry and the theory behind reaching a socially optimum level suggest that it is

economically more viable to keep the NHS state owned. The possibility of higher medical costs from

full privatisation or the likelihood of increasing costs due to the government inefficiently outsourcing

parts of the NHS to the private sector through PFI schemes all help conclude that there is no case

for the Privatisation of the NHS.
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