
 OPTIMUM CONTESTABILITY IN HUMAN 

SERVICES: 

 
AN ALTERNATIVE TO  

óLETTING A HUNDRED FERAL CATS BLOOMô 

 
Bob Davidson  

 
Honorary Fellow  

Macquarie University  
 
 

Australian Conference of  Economists  
21 July 2017  

 



Basic Proposition 

É Markets and mechanisms have a place in human services, 
but they are most effective if they are used in a limited and 
strategic way  
 

É In particular, the tight control of entry based on the 
demonstrated capability of providers is at the core of 
making market mechanisms work in human services  
 

É While lowering barriers to entry is an important general 
principle in the supply of many goods and services, it needs  
to be qualified where there are substantial irremediable 
sources of market failure  
 

É While limiting entry obviously can bring its own problems, 
on balance, these problems are less than those arising from 
allowing free entry  



Theory of the Second Best 

É Lipsey & Lancaster (1956)  
 

É If any of the conditions for a competitive market 
are absent, the second best outcome will often be 
achieved by violating another of the conditions  
ïThis can generate some countervailing power to offset 

the negatives of the lack of the first condition  

 
É In their seminal work on quasi -markets, Le Grand 

& Bartlett (1993, p.35) used the example of  
ïóif for structural reasons é purchasers [of services] have 

inadequate information, it may be preferable to have 
providers that are not motivated by financial 
considerations.ô 



Overview 

É Background  
ïmarketisation of human services  

ïdistinctiveness of human services  

ïrelevant micro -economic theory  

ïnature of human service markets  
 

É Contestability and the regulation of the 
entry and behaviour of human service 
providers  
 

É Some empirical evidence  


