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Professor Carol Propper of the ESRC Centre for Market
and Public Organisation assesses the impact of competition
between suppliers on the healthcare system

Å  Å Å 
The policy reforms that occurred in the NHS
in mid-2000 provide an opportunity to test the
relationship between competition and hospital
quality. In Britain the last Labour administration
introduced competition between healthcare
providers as part of its drive to increase
productivity in healthcare. In 2006 the
government mandated that all patients must
be offered the choice of five hospitals, and,
by 2008, any hospital in the NHS for their
treatment. The prices that hospitals could
charge were also fixed. This policy change
provided a natural experiment that researchers
can exploit to understand the effects of
competition on quality. Hospitals compete in
geographical markets because patients prefer
to be treated closer to home. Some hospitals
will therefore be heavily exposed to the policy

ssÅÅH?J7?DÅ?DÅs{rsÅ

(and competitive forces) because they are
located in or near urban areas; others will be
less exposed because they are in rural areas.
Exploiting this fact allowed researchers at
the ESRC Centre for Market and Public
Organisation (CMPO) at the University of
Bristol to explore outcomes before and after
competition, while those in rural areas are least
the introduction of competition across different exposed. In Map B, hospitals with the biggest
markets. They examined all admissions to
increase in potential competition are shown
hospitals in the NHS (around 13 million) pre- in dark red, those with the least in yellow.
and post-policy, leading to a number of findings. There is a clear set of hospitals located around
First, the policy seems to have led to
urban areas that have experienced increases in
differences in patient flows between
potential competition, particularly
hospitals, even only two years after ECF;J?J?EDÆ
in the South East outside London,
the reforms. Map A shows how
MEHAIÆ?DÆJ>;Æ but also around Merseyside,
exposed hospitals were to potential
Bristol and Newcastle. This
H;IJÆE<ÆJ>;Æ
competition in their local markets
suggests that the policy might
;9EDECOÆÆ?JÆ have an effect on a larger set of
just before the time of the policy
I>EKB:ÆMEHAÆ hospitals than just the set located
introduction. Map B shows the
change in exposure after the policy. ?DÆ>;7BJ>97H;
in highly urban areas.
In Map A, hospitals are represented
Second, the research finds that
by dots and the lightest shade of blue shows
hospitals rated as better by the health quality
those hospitals most exposed to potential
regulator before the policy reform attracted
competition, while black indicates hospitals
more patients and from further away postleast exposed to potential competition. Not
reform. This suggests that patient choice
surprisingly, hospitals located in major
is having some effect on their selection of
conurbations (London, Birmingham,
hospitals and that more patients are choosing
Manchester, Newcastle) are most exposed to
(with their GPs’ help) to go to better hospitals.
ABGDLMH<D

  Å Å rising costs and
growing demand are constantly searching for
methods of delivering higher productivity in
healthcare, or, more simply, ways of getting
higher quality without increasing expenditure.
A current favourite is to encourage competition
between the suppliers of care. But will this
work? The appeal is simple – competition
works in the rest of the economy, therefore
it should work in healthcare. Unfortunately
for politicians, this is not necessarily the case
and the predictions of economic theory on
this issue are quite ambiguous. But when
prices are fixed by government and hospitals
compete in terms of quality and not price,
theoretical models do indeed support a
relationship between competition and quality.
Testing this theory is difficult because
the observed competitiveness of a healthcare
market may be driven by quality. For example,
the presence of a high-quality hospital may
mean that competitors stay out of its market.
Alternatively, hospitals in urban areas may face
more competition but may also use cuttingedge technology and hence deal with more
difficult cases and have worse quality outcomes.
In these situations it will appear that greater
competition is associated with lower quality,
but competition is not the driving factor.

7FÅÅÅED9;DJH7J?EDÅB;L;BIÅ>EIF?J7BIÅÅ
s{{t{uÄs{{x{y

7FÅ ÅÅED9;DJH7J?EDÅB;L;BIÅ>EIF?J7BIÅÅ
s{{t{u
Å

"Å
"Å
"Å
"Å

K7HJ?B;ÅE<Å
EJJECÅGK7HJ?B;Åur
;9ED:ÅGK7HJ?B;Åu{
>?H:ÅGK7HJ?B;Åur
EFÅGK7HJ?B;Åu{

Å

"Å
"Å
"Å
"Å

;M97IJB;

K7HJ?B;ÅE<Å
EJJECÅGK7HJ?B;Åur
;9ED:ÅGK7HJ?B;Åu{
>?H:ÅGK7HJ?B;Åur
EFÅGK7HJ?B;Åu{

H;7J;HÅ 7D9>;IJ;H

H;7J;HÅ 7D9>;IJ;H

?L;HFEEB

?L;HFEEB

?HC?D=>7C

?HC?D=>7C
H;7J;HÅ
ED:ED

EHDM7BB

;M97IJB;

;7IKH;ÅÅ87I;:ÅEDÅÅ
79JK7BÅF7J?;DJÅWEMIÅ79>Å:EJÅÅ
?DÅJ>;ÅV=KH;ÅH;FH;I;DJIÅ7Å>EIF?J7B

H;7J;HÅ
ED:ED

EHDM7BB

;7IKH;ÅÅ87I;:ÅEDÅÅ
79JK7BÅF7J?;DJÅWEMIÅ79>Å:EJÅ
Å?DÅJ>;ÅV=KH;ÅH;FH;I;DJIÅ7Å>EIF?J7B

;MIÅÜÅ Å
>MMR

ECF;J?J?EDÅM>;H;Å
>EIF?J7BIÅ87H=7?DÅ
EL;HÅFH?9;Å7D:ÅGK7B?JOÅ
?IÅDEJÅ8;D;V9?7B

E?D=ÅFH?L7J;
What determines the demand for private
schooling in Britain and Australia?

 ÅÅ Å  
One reason that the policy may be having this
impact is the fact that prices are externally
fixed. Research for Britain showed that
when competition was introduced in the
early 1990s, in an NHS regime that allowed
hospitals to negotiate prices as well as quality,
there was a fall in clinical quality in more
competitive areas. This is confirmed by
research in the US healthcare market, where
prices are set as part of the bargaining process
between hospitals and buyers of healthcare,
and competition tends to be associated with
poorer quality. These results also suggest
that the details of policy matter, or, more
generally, that the rules by which competition
takes place matter for outcomes. Competition
under fixed prices appears to be beneficial,
while competition where hospitals bargain
over price and quality does not.
This, in turn, has policy implications for
governments – such as the present one – that
are keen on market forces in healthcare. If
competition is to be extended, price regulation
can be useful. A free-for-all in prices risks a
return to the ‘internal market’ of the 1990s,
when hospitals competed vigorously on
waiting times and ignored aspects of quality
that are trickier to measure. #
MMM8H?IJEB79KA9CFE
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?D9BK:?D=Å<7C?BOÅ?D9EC;Å>?=>;HÅ<7C?BOÅ
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Third, the research finds that hospitals
located in areas where patients have had more
choice since the NHS reforms have had higher
clinical quality (as measured by lower death
rates following admissions) and shorter lengths
of stay than hospitals in less competitive areas.
What’s more, the hospitals in competitive
markets increased their quality without
increasing total operating costs or shedding
staff, suggesting that the policy of choice and
competition in healthcare can have benefits.
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