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Abstract

The role of competition in healthcare is much debated. Despite a wealth of international experience in relation
to competition, evidence is mixed and contested and the debate about the potential role for competition is often
polarised. This paper considers briefly some of the reasons for this, focusing on what is meant by “competition
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in healthcare” and why it is more valuable to think about the circumstances in which competition is more and
less likely to be a good tool to achieve benefits, rather than whether or not it is “good” or “bad,” per se.
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he organisation of healthcare has been a subject of

debate for a very long time. There are many facets to

the debate but one of the most intensely argued is the
appropriate role of competition in healthcare markets. Claims
are made at each end of the spectrum: some see competition
as having no place in services aimed at protecting the sick’;
and others that competition is the antidote for bloated,
inefficient services and even “saves lives’> Given both
the variety of models operating between countries and also
the regular changes that occur within countries where
competitive forces are at times in favour and other times
not, it is perhaps surprising that we do not appear to have
sufficient evidence from comparison of different practices, to
settle this debate. There are at least 2 reasons for this: first,
“competition in healthcare” is a broad term that does not
capture adequately the many variations and meanings of the
term; second, even when defined carefully, evaluation of the
impact of competition is far from straightforward. I consider
these points further below.
From a simple economics perspective, a competitive market is
one in which buyers and sellers come together in an exchange
relationship and if this were a “perfect” market, exhibiting
certain characteristics, theory would predict that this would
deliver the best possible outcomes for both buyers and sellers.
In reality, even the keenest proponents of competition are
unlikely to argue that the restrictive conditions under which
such outcomes are achieved, will exist in healthcare markets
which are characterised by serious imperfections or “failures”
(such as buyers inability to determine quality), and thus it
has long been held* that healthcare almost everywhere, is
provided in the context of regulated markets, sometimes called
“quasi-markets” Therefore, the debate is about the degree of
competition, as well as the degree of regulation (from central,
federal, regional, or local governments), that will produce the
best outcomes, rather than between competition versus no
competition.
All too often, arguments are blurred by the tendency to
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equate competition with the private sector/privatisation and
lack of competition with the public sector. Things become
even more muddled when the financing and delivery of
healthcare are not considered separately. There are many
ways of analysing the role of competition but starting with
financing, whilst many systems have insurance coverage
provided by a national, local or common insurer (single-
payer system), some healthcare systems operate with multiple
and competing insurers, even where such insurance is
compulsory. In some cases, for instance The Netherlands and
Switzerland, the degree of actual competition is tempered
by government regulation; and in others, although there are
multiple insurers in operation, affiliation to one of these is
not a matter of individual choice, but is determined by other
factors such as professional status. The United States is
notable in terms of operating a competitive insurance market
(outside of Medicare and Medicaid), but there is also a small
number of other countries which allow insurers to compete
for the business of citizens, with some countries having
more than 5 options from which citizens can choose. Some
countries (eg, Ireland) may be moving towards multiple payer
systems.” In low- and middle-income countries (LMIC), the
debate on the financing side is centred more around financial
protection and in the quest for universal coverage there are
many possible configurations that involve competition to one
degree or other.®

The potential benefits of having competing insurers depend
on key features of the healthcare market, including the
degree to which insurers compete for customers — which in
principle may drive down premiums; and also the degree
to which they can influence the supply-side of the market -
which may reduce prices and improve quality if the structure
of the market incentivises purchaser pressure on providers.
However, even amongst the less regulated markets, there is
generally a degree of control and regulation exercised over
(a) the level of premium that can be charged (or the factors
governing differential charges made to specific groups); and
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(b) the content of the benefits package (usually in terms of a
minimum set of benefits).” Regulation is aimed at guarding
against market failure and, in the insurer market, factors
related to imperfect information, moral hazard and adverse
selection are particularly pertinent issues.

Competition in the delivery of healthcare services is relevant
to a much broader range of healthcare systems across the
world, but what it means is also not always clear. First, it is
not synonymous with private sector provision as it possible
to create competitive conditions amongst public sector
providers, hence the “internal market” created in the English
National Health Service (NHS).® In such systems, some of
the potential benefits of competition (eg, sharper focus on
costs and quality) were intended to flow from the fact that
providers were competing for contracts from purchasers/
commissioners. Second, privately owned providers may
be publically funded and may operate in competition with
publically owned providers. Third, competition is not always
purely price-based; for example, the introduction of fixed
tariffs/prices in the NHS still allowed for competition on
non-price aspects of care, as well as giving a greater role to
consumers in stimulating competition via exercising choice
over which provider they go to for some types of care. Fourth,
the characteristics of many healthcare systems often inhibits
the degree to which there can be competition in the market
ie, with providers competing for patients; and instead it is
often more about providers competing for the market (or
making markets contestable) ie, trying to win the business of
a commissioner where it is feasible to only have one or very
few providers of a service, operating. In all such markets,
regulation of providers will exist in some form or other and
in the provider market issues related to the protection of
citizens (eg, against price increases or quality skimping) as
well as guarding against costly excess capacity or duplication
in provision, are particularly pertinent.

A simple dichotomy between competitive and non-
competitive markets gets in the way of understanding the
nuances of the reality of most healthcare systems which tend
not to be at either end of these extremes. The complexity
and diversity of competitive markets may be one reason
why evidence on their impact, although plentiful, is often
conflicting and non-generalisable beyond the specific
context in which the evaluation has taken place, explaining
perhaps why there are such diverse views on the role of
competition. In addition, gathering reliable evidence on
the impact of competition is hindered by the lack of robust
evaluation frameworks when policies are implemented.
Thus, the evidence relating to the English NHS which
has, at various times seen elements mainly of supply-side
competition introduced, is mixed, contested and likely
applicable only in those countries with similar healthcare
systems. For instance, the evidence relating to the later stages
of the reforms (post 2000) is relevant to markets where prices
are fixed by the regulator, and the main focus has been on
whether competition in these circumstances has driven up
quality. Studies that have strong methodological designs show
that areas with greater competition had fewer deaths from
myocardial infarction and hence are interpreted as a signal
of improved quality.”'® Reviews of the evidence from the
period where there was both price and quality competition

in the NHS, have suggested there is substantial evidence that
there was either little effect on quality, or even that although
observable quality measured by indicators such as waiting
times, improved, non-observable measures such as hospital
mortality rates, were adversely affected.'" Much of the
evidence relating to price competition comes from the United
States and whilst there is evidence to suggest that quality may
indeed suffer under such a regime, hence the often held view
that competition is “bad,” detailed reviews of the literature
again reveal quite a mixed picture.'>” It is particularly
difficult to generalise to LMIC from the experience of
competitive healthcare markets in Europe and the United
States, for the very reason that the implementation is so
specific to the healthcare systems. In LMIC, the debate has
anyway often centred around the role of private ownership of
providers, rather than competition per se, as private provision
is very common in many parts of Africa and Asia.'"* Again,
the evidence on the benefits — in terms of a range of factors
reflecting performance - of private versus public providers is
rather mixed, with no firm conclusions drawn'>'%; and with
evidence suggesting that there are pros and cons of systems
with predominantly public versus private systems, in LMICs."”
However, although private ownership often goes hand in
hand with a more market-based, competitive environment,
it is not synonymous with competition as such markets can
be highly regulated. In many LMICs in particular, regulation
is often patchy in practice and has led some commentators
to conclude that many of the market failures that may limit
the role of competition in healthcare - most specifically, the
lack of availability of information on quality and lack of
managerial skills required-are often particularly apparent
in LMIC." Others are more optimistic and see a greater
potential role for market mechanisms in improving efficiency
in developed and emerging economies, including competition
between insurers and between providers."

This raises another important issue in the debate which is the
mechanism by which competition may produce benefits in the
context of healthcare. Much of the focus has been on the role
of patients exercising choice about where they receive care,
hence the argument is that, where they are not paying a direct
price, they are responding to signals about non-price aspects
of the services on offer, and hence their behaviour can drive
up overall quality.® This can only apply where patients have
a direct choice of provider and where there is competition in
the market-for example, elective care in the NHS system.
Although some have argued that driving up the quality of
one aspect of care offered by a provider, may also have a
positive impact on the quality of the provider across the
board,” and indeed others have investigated improvements in
“management quality” that arise due to competitive pressures,
which potentially impact on all hospital activity.” Otherwise,
the mechanism works through the agents of patients
(commissioners, insurers) exercising choice on their behalf
and directing business (in the market or for the market) only
to those who offer a service that is value for money in terms of
price (where prices are not fixed) and/or quality.

It is noticeable that the majority of the discussion and
evidence about supply-side healthcare competition revolves
around the hospital sector.”” Whilst such care is obviously a
major element of healthcare provision, it may well be the case
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that the conditions most amenable to competitive markets
exist more often in other sectors such as community care,
where there are potentially fewer concerns about issues
such as economies of scale and high entry costs. Indeed, this
highlights the key issue in considering the role of competition
—the debate should be less about endlessly discussing
whether it is “good” or “bad” and more about defining the
circumstances under which it may work well and the nature
of the barriers that arise in other contexts. The influencing
factors are complex and varied, including issues related to the
demand side, such as whether patients are willing to travel in
order to receive a service; technical issues related to the costs
of providing services, such as the existence of economies of
scale and scope and the degree of spare capacity that can be
tolerated; and the ease by which information about services
and quality may be accessed and interpreted (by patients
or by their agent). Some research has focused on defining
a “competition feasibility framework” against which the
potential for competition for a specific service may be tested.”
Hence, a service such as community-based mental healthcare
may exhibit characteristics that make it far more amenable
to deriving benefits within a competitive environment, than
provision of major trauma services, for instance.

The position taken on the appropriateness of competition
in healthcare is also a political and cultural matter which
is linked to the values inherent in the healthcare systems
of different countries. In some contexts, any amount of
competition may be seen as “too much” and as a signal of
creeping “privatisation” and of the dismantling of dearly loved
public systems. In others, the introduction of competition is
welcomed as a potential mechanism for improving efficiency
and productivity and improving population health. The fact
that competition can be viewed both as the “problem” and
the “solution” is an indication of the crucial role of context in
understanding the potential for market forces to improve the
healthcare system.
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