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Gambling health care
on the global market

SERVICES HAVE BECOME an important part of
many countries’ economies, overtaking
manufactured goods in significance in some
places. Providing services (excluding public
services) now represents over 60% of the Gross
Domestic Product of industrialised countries and
50% of that of others.

International trade in commercial services was
worth US $1.35 trillion in 1999, about one quarter
of the global trade in goods, up from some $400
billion in 1985 and from $1.2 trillion in 1995. This
trade is firmly in the grip of the industrialised
countries, which exported nearly 71% of services
traded internationally in 1997 and imported 67%.
Services account for 60%, or US$210 billion, of
annual foreign direct investment, much of which is
connected with privatisation of state entities.

Governments the world over have been
deregulating and privatising both the funding and
the provision of public services, sometimes on
their own initiative, sometimes as a condition of
IMF structural adjustment programmes (SAPs)
and sometimes on World Bank advice.

In some cases, governments have simply sold
public entities off. For instance, in Britain, the
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railways, telephones, and electricity, gas and water
utilities have been transferred to the for-profit
sector. Governments are transforming other public
services, particularly those which it might be
politically unacceptable to privatise outright, by
requiring the public body to contract services out
to for-profit companies or to institute a process of
compulsory competitive tendering.

They have separated infrastructure such as
buildings from service provision, and privatised
the infrastructure by means of an array of public-
private “partnerships” that retain an ostensible
public dimension and thus appear more politically
acceptable. Examples in Britain include the Private
Finance Initiative (PFI), build-own-transfer (BOT)
schemes, and build-own-operate-and-transfer
(BOOT) projects. 

Governments have also introduced internal
markets, that is, divided purchasers from providers
within a public service sector. Management from
the private sector has been introduced to infuse the
public service sector with market-oriented methods
and principles. As David Hall of the Public
Services International Research Unit points out:
“The corporatisation of public service

organisations…usually involves the introduction
of business accounting…and may be a change as
significant as that to private ownership itself.”

This “creeping privatisation” is critical because it
opens the door for the revision of the General
Agreement on Trade in Services, which at present
excludes services provided by government. Where
a government contracts out any part of its public
services, such as cleaning or catering, or if private
(either for-profit or voluntary) companies supply
services also provided by the government (for
instance, if private schools exist alongside state
ones, or if there is a mixture of public and private
funding), those services could be judged by a WTO
dispute panel as no longer being a government
service. The service would thus be subject to
GATS rather than exempt from it, that is, subject to
competition from operators from abroad.

As a result of existing deregulation and
privatisation, national and increasingly
transnational companies have sprung up and made
inroads into a wide range of public services in
many countries, particularly utilities (water,
energy, telecommunications, transport), refuse
collection, prisons, housing, social services, and
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support services (cleaning, catering, information
technology).

Via GATS, they could gain access to many more.
The European Union, for example, wants all WTO
member countries to open up their water delivery
systems to competition because this “would offer
new business opportunities to European
companies, as the expansion and acquisitions
abroad by a number of European water companies
show”. French-based companies such as Vivendi,
Suez-Lyonnaise and Bouygues (SAUR) have taken
the lead in water supply. Education has been
described by investment group Lehman Brothers as
“the final frontier of a number of sectors once
dominated by public control”. 

Other targets include museums, libraries, energy
and transport.  Via GATS, private companies could
prise open for themselves public funding for
services. 

Public money provides guarantees for private
companies which simply avoid competition from
the public sector. There is little or no accountability
or regulation within the private sector, and job cuts
or reduced conditions of work are common.  The
bulwarks of public health – air quality, safe
drinking water, food safety, road safety, drainage
and sanitation – have been under threat because of
privatisation for some time now; under GATS, they
could be permanently dismantled.  

The health service is paid for out of general
taxation, which is considered, even by the
Financial Times, to be the fairest, most
economical, most efficient and least bureaucratic

way of funding the great bulk of health care. But
under the guise of modernisation and reform which
many of those working within the NHS believe is
necessary,  the health and social services are being
commercialised and privatised.  

Given the general popularity of the NHS and its
entrenched public nature, however, this process has
been ad hoc, fragmented and covert. A first step
has been to undermine confidence in public
provision through unrelenting criticism of public
services.  

Some of the methods to encourage for-profit
involvement in the NHS are well-known:
compulsory competitive tendering for “support”
services such as cleaning, catering, laundry,
computing and laboratory analysis, for instance.
But other, more subtle mechanisms, are less
familiar, mechanisms which the World Bank is
recommending to other countries: 
– separating the purchaser from the provider of

health services; 
– introducing commercial accounting and private

financing; 
– allocating resources on the basis of each

patient’s health risks rather than a population’s
health needs; 

– introducing user charges and private insurance.  
In 1991, the Conservative government

introduced an internal market to the NHS by
separating the providers and purchasers of health
care services from each other. Whereas health
authorities throughout the country used themselves
to plan and provide hospital services to a local
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including GATS, are to be
imposed by force 
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from Toronto to Gothenburg
have discovered.
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shows City of London police
during anti-capitalist protests.
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population within a geographic area on the basis of
its anticipated health needs, now they had to
purchase care from NHS trusts (or the private
sector) providing these services.  

The NHS trusts running the hospitals,
meanwhile, had to compete with each other to
obtain patients. Services were separated from each
other and other activities, packaged into saleable
and marketable items, priced separately and
offered to purchasers, who began to shop around
for the best financial deals. Despite further
organisational changes in 1999, the purchaser-
provider split remains.  

At the same time, commercial resource
accounting procedures were introduced. Since
1991, NHS trusts have had to pay a “capital
charge” to the government for the use of buildings
and equipment even though the state already owns
them outright. The cost of replacing these assets as
new is estimated; the trusts then pay 6% of this
valuation out of their annual income (even though
if the state were to replace the assets, it could
borrow money for about 3%).  

Trusts also became legally bound to break even,
ensuring that their expenditure matched or was less
then their income. Indeed, the only legal
requirements of NHS trusts providing hospital and
community services are now financial and are not
related to health care at all. There are no legal
mechanisms to ensure that they serve the interests
of the local communities from which they draw
their patients.

In 1996-7, one third of NHS trusts failed to meet
at least one of their financial targets. Many
continue to fall short. Current proposals would
enable private firms or other trusts to take over
trusts which do not meet their statutory financial
targets.  

In an attempt to balance their books and pay the
capital charge, trusts have had to reduce their
expenditure or increase their income. Many have
made major cuts in staff and in the services they
provide, such as long-term care, rehabilitation and
elective surgery (surgery for non-life-threatening
conditions). Unsurprisingly, waiting lists for
operations have grown. Trusts have also reduced
their capital charge by selling off assets: the higher
the value of the asset base, the higher the capital
charge and the lower the budget available for
clinical care.  

Trusts have also tried to generate extra income by
getting in more private patients or more funds for
commercial research, or by treating more patients

more quickly. “In effect, the hospital becomes a
factory for conveyor belt care”, says health policy
professor Allyson Pollock and her colleagues.
Thus hospitals and services are now planned more
according to the financial demands of trusts than to
the clinical needs of the people in the area they
serve. Affordability has become far more of a
critical constraint in planning priorities in which
clinicians and public health doctors are not
required to be involved. 

Administrative running costs within the NHS are
estimated to have doubled because of the imposed
market processes, rising from 5% to 12% of total
costs. The introduction of the
capital charge provided a stream
of funding that could be used to
pay for new capital investments,
one that could be channelled
directly towards the for-profit
sector.  

Capital spending within the
NHS, allocated by the
government to maintain,
refurbish or replace buildings,
has been insufficient for years.
The backlog of maintenance and
repair in the NHS is now over
£3.1 billion.  

But public capital funding has
now been virtually eliminated.
Trusts, which became
responsible for capital financing
(by the introduction of the
capital charge) instead of the
government, have thus had to
turn to the private sector to finance new
investments if they want to remain “competitive”
in attracting purchasers of their services (even
though private finance is more expensive than
public financing).  

The Private Finance Initiative (PFI), launched in
1992 by the Conservative government, was
extended to the National Health Service in 1997 by
the Labour government. A source of finance, not
funding, PFI allows private companies and
consortia to build and own hospitals which they
lease to the NHS for between 20 and 60 years. The
NHS pays for the building’s capital and running
costs out of its incoming (mainly public) revenue.
In effect, public funds subsidise the expansion of
the private sector.  PFI hospitals cost the NHS more
than if it were to build its own hospitals. A new
hospital in Edinburgh, for example, would have
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cost the state £180 million, but will cost it £30
million a year for 30 years at current prices, £900
million in total. The health authorities will meet
these costs by selling three existing hospitals, and
cutting 33% of beds and 20% of staff budgets.  

Most PFI schemes involve centralising hospitals
on a single, usually cheaper, site and selling the
land on which previous hospitals were built.
Private money is now funding the largest hospital
rebuilding programme in Britain for 30 years. And,
ironically, as health researcher Allyson Pollock
points out, it “is being paid for by the largest
service closure programme in the history of the
NHS”.  

Overall, the introduction of the Private Finance
Initiative to hospitals in the National Health
Service has resulted in a 30% reduction in staffed
acute beds and a 20% reduction in clinical budgets

and workforce. Some 12,000
NHS beds have closed since
1997. Government consultants
have calculated that every £200
million spent through the PFI
leads to the loss of 1,000 doctors
and nurses. The costs of
proposed developments have
soared 75%.  Even in the short
term, payments for a PFI
hospital are usually higher than
the capital charge to the
government. Annual payments
range from 11-18% of the
construction costs, compared to
the 6% capital charge.
Additional payments cover
cleaning, lighting and laundry
services that the private hospital

provides. Shareholders in PFI schemes can expect
annual returns of 15-25%. As hospital trusts would
never be allowed to go bankrupt, there is no risk to
the consortia’s funds.  

The planning, supply and support of PFI hospital
services is left to private sector consortia. Detailed
information about PFI hospital schemes,
particularly planning assumptions about the
numbers of beds and services needed, is rarely
publicly available because of commercial
confidentiality. The data that has been obtained,
however, suggests that projections about clinical
activity and beds are lower than current trends and
health authorities’ projections.  

Although ostensibly financing the infrastructure
only, the private sector decides how to supply the

services and the investment needed to support
these services. Health authorities and trusts no
longer control the number of hospital beds or the
levels of service they believe are required for the
people in their area. The government health
minister said in November 2000: “We had to get
the hospital building programme started. If you
like...we had to create a market in PFI because
there was not a market.” 

Although PFI is an expensive way to build new
hospitals and leaves less money to be spent on
patient care, the government recently extended the
initiative to some 3,000 local doctors’ premises,
community pharmacies, health centres and long-
term care facilities. Already health care companies
and property developers are expanding into the
ownership and provision of primary care premises.
The government is also considering encouraging
the private sector to co-ordinate payroll,
administration and computer services for local
doctors, and even the provision of clinical services
under PFI arrangements.  

In the year 2000, the UK government promised
£20 billion of extra money to the national health
service over four years. But where will this
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taxpayers’ money end up? A large chunk of the
billions the government has promised to the
National Health Service could simply disappear
into the for-profit sector. 

Health authorities receive block budgets from
central government on the basis of the anticipated
needs of all the people in the geographical area
they serve. But the new NHS primary care trusts
which came into effect in April 2001 will be
reimbursed not on the basis of geographic
populations but on that of general practitioner’s
patient lists. This fundamental shift in funding
allocation is similar to the US insurance based
system. It gives local health care practices
incentives to select carefully the patients they enrol
“cream skimming” and to argue for reimbursement
linked to individuals’ needs. Both undermine the
risk pooling and risk sharing basis of resource
allocation on a geographic basis. 

Moreover, the government recently introduced
legislation which allows trusts to put a time limit
on the care they provide to a patient (rather than
providing it for as long as a patient needs it). The
legislation also creates an incentive for them to
redefine some care as “personal” care (which can
be charged for) rather than “nursing” care. Taken
together, these changes pave the way for replacing
public sources of funding with private in some
areas of care. Trusts will be under financial
pressure to encourage patients to take out private,
voluntary insurance.  

Overall, the reimbursement mechanisms are
being altered in ways that facilitate a shift towards
personal insurance and user charges for care that
used to be free at the point of delivery.  

Despite the running down of the NHS, private
medical insurance in the UK has barely grown in a
decade, certainly not to a level that it would erode
the social solidarity needed to support a state-run,
taxation-based medical service. Just 11% of the
UK population, 6.5 million people, have private
insurance, largely through their employer and they
are concentrated in the richest quarter of the
population.  

Many people in Britain still think of private
medicine as “hernia fixes in nice surroundings”
and assume that if you are seriously sick, you need
to be in an NHS hospital. An advertisement for one
private health care insurance scheme plays on just
these assumptions: “We use the private facilities of
the NHS [teaching hospitals] in London, so you get
the best of both worlds. First class medical
treatment when you need it.”  Those who want to

leapfrog NHS waiting lists tend to ignore the
insurance market and simply use their own “out-of-
pocket” money for private treatment. The
proportion of elective treatments (for non-life-
threatening con-ditions) paid for
privately is just over 13% and
has changed little since 1981. 

Moreover, most private
medical insurance does not
cover emergency treatment. It
tends to cover unforeseen (acute)
medical conditions, but only if
treatment is likely to lead to a
full recovery. It does not usually
pay to treat long-term or
“chronic” conditions that have
no known cure, such as arthritis
or asthma, or that lead to
permanent disability. Private
medical insurance focuses on
those who are good medical risks
and rarely extends to the over-
75s who are most in need. Where
it does, the cost of premiums
escalates dramatically to reflect
the presumed higher risk.  

If those who could afford to do so opted out of
the public health service, for instance, by claiming
rebates for taking out private health insurance, the
NHS would still retain the vast bulk of its business
– children, the elderly and chronic sick – but it
would lose large parts of its income.

Looking further into the future, health care
financing could have implications for the genetic
testing of individuals for their predisposition in
later life to certain illnesses.

There is concern that people could be charged
higher health or life insurance premiums, or
refused insurance altogether, if they had to tell the
prospective insurer the results of any genetic test
they have had, particularly results indicating a
susceptibility to a disease. The British government
recently stated that more genetic tests would soon
be available on the NHS, but that they would not
have these discriminatory effects because the
health service is publicly funded from taxation, not
from insurance. But the market changes introduced
into the health service over the past decade which
pave the way for private health care insurance cast
doubt on these assurances. As NGO activist Pat
Mooney points out, “if your doctor is also your
insurance agent, the fight for genetic privacy is
going to seem a little silly.”  
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Britain’s 300 or so private hospitals
predominantly treat five ailments: replacement
hips, hernias, hysterectomies, heart conditions and
haemorrhoids. At present, they do little work at
either end of the medical spectrum where most
patients use or need the health system: primary
care such as visits to the local general practitioner
which account for nine of ten patients using the
NHS (a market the private sector is trying to enter),

and catastrophic injuries and
illnesses. The NHS did buy in
30,000 operations from the
private sector in 1999, but
carried out 6.5 million itself. In
the year 2000, the private sector
carried out some 800,000
elective surgical procedures.
Private hospitals could, if
permitted, corner the market in
conditions such as hip
replacements, cataracts and
heart bypass grafts, and then
drive prices up. More public
services could be contracted out
and more charges introduced.
As The Observer points out:
“What the government and
therefore all taxpayers can
achieve with its health budget

will diminish because private providers, which
have to make profits, will be dearer”.  

The need for commercial returns, particularly for
companies with shareholders, could increase the
cost of providing health care. When the US
government sent patients to private hospitals run
by the Hospital Corporation of America (HCA),
the company sent back inflated bills and expenses.
The case has now become the largest fraud
investigation in US history. 

The Department of Health has no experience of
preventing private hospitals finding imaginary
illnesses or performing unnecessary operations.
Costs, moreover, still fall on the public sector for
the training of nurses and doctors and for
emergencies when operations go wrong as private
hospitals tend not to have emergency backup.
Observer journalist Nick Cohen points out that the
NHS does not “appear to know that their [private
sector] record of treating patients who suddenly
develop complications and need emergency care is
terrible”. In the year 2000, there were nearly
142,000 admissions from private hospitals to the
NHS.  

But instead of restoring public provision of beds
or abandoning private finance, the government has
turned to the private sector to make up the shortfall
which it itself produced. In October 2000, it signed
a “concordat” with private hospitals and nursing
homes to treat NHS patients for waiting list
operations, intensive care, and rehabilitation and
preventive services for the elderly (intermediate
care). The arrangement will make it easier for
private sector companies to operate former NHS
facilities and clinical services and to take over the
clinical workforce. The government is also
considering allowing private contractors to manage
health authorities and primary care groups, and to
run specialist services such as diagnostic centres,
cardiac and neuro surgery, and radiotherapy.  

Just half the private hospital sector’s 10,000 beds
are usually occupied compared to the 186,000 in
the public sector which are now almost always
occupied. Two fifths of general and acute hospital
beds are occupied by people, mainly elderly, who
are not well enough to go home but not ill enough
to need to stay in hospital. New legislation passed
in 2001 allows NHS bodies in future to redefine
what health care shall be free and to charge patients
for “personal” care (washing, feeding, toileting and
dressing) but not “nursing” or “medical” care. 

There are no regulation or accountability
mechanisms for this increasing use of the private
sector. These proposals could enable the private
sector to expand rapidly as hard-pressed hospital
trusts shift elderly patients from hospital beds into
for-profit intermediate care. The trusts would pay
for the first six weeks of their stay, but
subsequently charge for personal care, which it
would be in the trusts’ financial interests to define
as broadly as possible. Ultimately, public funding
could be further reduced or withdrawn altogether.
This was the pattern followed by long-term nursing
and residential care in the 1980s.

In 1983, the government allowed people entering
private homes to claim social security (welfare) to
pay for their care, an option not available to
residents in public homes provided by local
authorities or the NHS. This system created an
incentive for public authorities to switch the
elderly, disabled and mentally ill into the private
sector, close down the services and homes they did
provide, and thereby release funds for themselves
through reduced expenditure and the sale of assets.  

This “unrestricted availability of an untapped
funding stream”, says consultant geriatrician Peter
Crome, fuelled the extraordinary growth in private
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The Blairite Institute for
Public Policy Research report
“Building Better
Partnerships” calls for more
private involvement in public
services. Union general
secretary Dave Prentis says
the evidence it presents “is a
complete endorsement of
UNISON’s criticisms of the
private finance initiative”.

He adds:“Where the
commission has looked at the
evidence it has come to
similar conclusions to
UNISON. It says that
managers have been forced
down this road, that the value
for money case does not
stack up, that the cost of

borrowing is adding huge
amounts of money to these
schemes and that they have
failed to deliver real
innovation.

“It has also recognised the
public-private partnerships
have been used as a way of
forcing down low-paid
workers’ pay and conditions,
leading to a two-tier
workforce, and it calls on the
government to address this
problem.”

Yet the report calls for
more PPPs, leading Prentis to
note:“There is clearly a
reality gap between the
evidence and the theory, and
the evidence in this report is

very thin.“It provides no
proof that PFI is working and
yet perversely concludes with
a recommendation that there
should be more PPPs
covering more jobs.

“It is a disappointing and
surprisingly flimsy piece of
research.Where are the hard
facts?” asks Prentis.“Where is
the evidence? What lessons
have been learned from the
experience abroad?

“Looking at the hard facts,
these schemes should be
abandoned as an expensive
and discredited experiment
and yet, instead of calling a
halt, the report suggests that
we give them the green light.”

institutional care in the 1980s and 1990s: 175,000
places in 1985 had nearly quadrupled by 1998 to
650,000 places, a growth funded almost entirely
out of the public purse. Today, the state provides
not even one fifth of places but pays for the care for
70% of people in private residential and nursing
homes. 

Residential and nursing home care firms make
much of their profit by paying low wages to casual
labour, mainly women. Low staffing levels are
associated with poor quality of care, but there are
no legal minimum staffing requirements.  

Once the private sector had developed, the
government switched the funding for long-term
care from the national social security budget to that
of local authorities, which could set eligibility
criteria. An increasing number of some of the most
vulnerable groups in society the elderly, disabled
and the long-term sick now pay for their own care,
or go without. There are widespread differences
across the country in assessing needs and
determining eligibility for services or for financial
support, creating inequities. 

Access to care is increasingly based on ability to
pay. Long-term care has become primarily an
individual rather than collective responsibility.

Health care researcher Allyson Pollock concludes:
“There is little evidence to show that the shift to
private sector financing and ownership of long-
term care by these companies will save money,
especially if the corporations in the UK have
similar patterns of spending on administration,
capital and profits to those in the USA.”  

Since it was set up in 1948, the NHS has made
great gains in ironing out inequities throughout
Britain in the availability and accessibility of
health and social care services. The various
structural changes made to the funding and
delivery of services over the past decade could
reverse these efforts, conflicting as they do with the
principles of universal coverage, shared risk and
redistribution that tax-funded or social insurance-
funded systems generally uphold and aim for.  

The NHS would not be dismantled but
reconfigured, left as a “sink service” trying to cope
with emergencies and complex health conditions,
while the private sector profits from the lucrative
parts of health care, such as elective operations and
intermediate care and from public subsidies .

Once the NHS model of universal care, free at
the point of delivery, is lost, it will be difficult, if
not impossible, to get it back. n

Public sector union
says “drop PFI”


