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Basic Proposition

Markets-and mechanisms have-a place in human services,
butthey are most-efiective if they are-used-in a limited and
strategic'way

In particular; the-tight control of entryibased on the
demonstrated-capabiiity of'providers Is-at-the core, 6f
makingsmarket mechanisms-Work'in human services

While-lowenrng barrers te-entnisian importantgeneral
principie inithe supply of  many:, goods | and-Services, it needs
10 be-qualified-where-there are supstantal ifemediable
Seurces-ghmarketdailare

While=Hmiting, Rty OOVIOUSIYI Can DHNGH ItS IOWIRL PIODIEMS
eNnbalahce -these-prodiems aneiess thantinése ansing-om
allowingsiree-entry



Theory of the Second Best

E Lipsey & Lancaster {1956)

e If;any ofsthe conditions {ora: competitive-market
are-absent, the ;second best ottcome will often be
achievedspy.violating another ef-the conditions

I This'cangenerate some; countervaling power o, oifset
the-negatives-of the:lack-of the firstcondition

E N ther seminalworkionquasi “marketsi-lLe'Grand
&iBariett (£993° pi35) tsed tieexampie-of
= Of fcr stiructural seasonse. . puicka A CF Senecas] hesve o 0

iNadequatetintormationit;may be preferagieio-nave
providersitaira e ot motivate doy=-linaneial
G0 eS| U B RN ERINO NS 0



Overview

£ Background

|- marketisation of human;sernvices

I distinctiveness-of haman, Services

I relevantimicro {+-economic theory

[ nature-or human-service markets: <=«

2 Contestability and the segulation: ofsthes i, =
SNty andoenaviaun offaumanSEnICe g'ile =
PIOVIAErS:S

E2SPMEEmpiicareVidence, o




Marketisation of human services

e Marketisation is here-defined as-the:introduction
orextension of - s market mechanisms;in the
funding; provision, and consumption :ofl goodas
and services previously-funded of delivered by
government:

e ltshas-occurred:-extensively internationally over
the-last30iyears
I alfecting mosthations and=-nuiman senvices i Some way

£ Hasibeenimplemented primarily-via thexes
o Contestanillty s Competitiony Choice; Lo —payments

implementeddifierentiyinieacn-case, atying-oy/service
type-aned0catain



Marketisation of human services
- New service providers

E. Marketisation has-led to

I a wide-range of hon s :-governiment;bodies -now deliver
services-formerly delivered totally er largely-by:
governimentiagencies

I governmeniiunding oF external-hodies thatwas
formertly\imited 10 /non 3 [+ = Profit organisations [is-now.
availladie 1oa muehwider range ofocrganisations;-and

I the-dollarssavailablesfromboththe Se: Sources are now,
distributedbyscompetitive meehanisins



Marketisation
- Objectives and Effects

£ Ostensibly the key objectives of marketisation
have-been

I to improve the effectiveness, quality; responsiveness,
efficiency, and consumer choice 0f Senvices.

£ Butithere have obviously Been arange-of other
agendas:-in specificicases

L Including feducing fiscal pressureson goverment;
preaking uniern pPower,; rewarding supponersoi
governinmentssetc

EWWNIIE=IT NaS INad: SOMeE POSINE] EITECTS.(i«Nas alSo
IE0 tesSIgnIHICAR provien s relationrio [acnieving
the-key.'objectives!

ARG adversely alfe lealotners aspects [ex e stability, of
SEervices)



Marketisation
- The Drivers

e Glve the -extensive and continuing problems; why
do governments;continue: to-extend: marketisation

E Five main drivers

A genuine need-jaor s some:' use of market mechanisms

Frustration withisub: ' s-epiimat outcemes of current
services-and a - hope: that marketisation may improve
EUICOMES

GoeVernments 100KiNg| foriess [FISkyaind 1eSSsCoStly
OPLIONS

|0€0I0QY
Private-interests



Four propositions

Human; services-have a-number of-significant differences
from; other-types of products

Most:markets are impertect and there s -a well - established
body of theory aboutthis

The distinctive features of-human services,generate issues
forthe provision of the services that existregardless of
markets

Nofwithstantingthat; the distinctive features o human
Services-are also-Sourcesotmajetr-marketrattre suchthat
theintrnsiciissues inthe provision ol these services-and
thelimitatons oimarnkets ateexacerpatedyvwhen they ane
providedviamarkets



What are Human Services?

£ A diverse-range of activities aimed at-meeting-the needs-of
people-in relation to their basic: physical, intellectual,
emotional; orsocial well = -being or development.

I DS taine ti -l nom -ot:hesr- oper-sonal 6 ser\

£ Encompasses
I educatior
I health
I care(e:g.aged-care, childcare)
I SUpporiionvulnerabie peoplesand ramilies
I assistance-ionunempioyed people:

E N dS=aiifi oUttoTTiRd;a e oncise all —encompassmgrdefnition

I BESTia sty la defing htiman, SENVICES istefms ot ehatactenstics
that are’more prevalent in those Serices



Need for a Model
of Human Services

Important;to identify the distinctive features of human services
and how these: services differ fromgoods and other services as
product in' a market.

Need tasbegin with la;:comprehensive model that-begins fromi first
principles
I Notsimply .ad hoc observations about Such differences

Three-stepsiinseeking to understanc how they, de;and do not
differ from ether products

I Go0ods .\ services
[ Humansservices:-.V. other services
I Differences -hetween -human; senices

Thelack ob any, suchlmodelias beem a gap: ii Jevemment fe pons
and poicyl concerRing Numan Seivices Imarkets

ol tis=aisola gap:1nthe Work' ofgnany; Criics of imarketisation



Human Services
- Distinctive Features

£ SIX.characteristic features
I Not-unique to human services but more likely to.occur

£ Demand

I Limitedspersenal agency of many tsers
I Limited finances-of many-users

£ Progductan
I Eimitedscapacity; toincrease productivity

o Ihe Product

I Limitedsmeasufaiiiity
L Eimitedsobserviabihity
= Eimitedshomogeieity:



Human Services
- Distinctive Features ..

£ Central to all- of these-effects-are the
human ;' elements-and human relationships

that are at-the heart of human services

I e.g. each servicedransaction mnot only varies with-the
Individuals 'on both sidess but their sittiation ineach
Service-session

E e liketneoo andimpact-of each-ofthe

SiXdeatures-varnes between

I different types o iuman Services
L dlfferent natons and locativAs fothe Saie Senvice-type

I USErs-0ieach service type



Human Services
- Implications for Provision

Two major implications: of-these distinctive [features

Someone-else other than the user pays all.or much of;the
cost
I Thisis-the defming pointof quasi (managed) markets

I Not:simplyia function of; disadvantage (e.g- the cost of 12
years-0i,schooling,or « ; 20 Hyears afsaged-care)

I Various-efiects
E- R €,0/C 0 N S /meries simary =jcio-nsi st of four en
E- Reduced Incentives-for iconsuiners, toggetthe-bestuse-or funds
E - Increases-the asymmetries ofnformation for buyers

\Majol @symmetries b IRiornaton
I BEIWeen USers andproviders
O EVen more sebetweenthe payers ancithe providers



Human Services
- Implications for Provision c.

E. These distinctive features lead to many: issues in
the productionsand consumption of human
services-that-exist regardless of markets

e.g. cream; skimming

E NotW|thstand|ng that; these distinctive; features

are the source-of major market fature-whenmarket
mechanisms are ised:-and

exacerbate the problems of-provicing huinan|Seivices
ano thedimi@ation ol markets m-general



Provision of Human Services
- Policy

£ Government reports and policy: have increasingly
acknowledged the; - existence- ofithese features

£ But:coammanly they do nots acknowledge the
preadtn and depth 1, (likelineea andimpact) efthe
distinctive features

£ Ferexampleltn their assumptions: that

= simply with-better tatorimation; MOStsrecipienis{users)
oliagedsCare; ancy disabhity Supportwillhe'able 10
IUNCUOr @s [conventional CONSUIMErs, or

I therezis greateri Seope o productvitiaimprovement that
INacHISHoSSdie



Micro-Economic theory

£ TWo aspects are relevant
I Impetfectscompetition

I Contestability theorysanad:-barrers to
eNntry




Imperfect Competition

Two obvious points about micro -economic theory in general
I But largely ignored in most government reports and policy

There are few markets that are not imperfect in some way
I Market failure at some level is the norm
I Structural and informational imperfections + impact of history and politics
i But see the Aged Care Roadmap and the NDIS Market Position Statements

There is much long -established theory about imperfect markets

I But many of the key relevant concepts receive little, if any, attention in
government reports

I Limits on productivity growth where 6l abour
I Coase ( 1970 ) on externalities

i Akerlof ( 1970 ) on uncertainty

i Simon ( 1991 ) on bounded rationality

I Williamson (various) on transaction costs

More recent research about choice and choice overload with too many options
I Schwartz( 1994) and the dangers of a 1®%9nfusopol ybd



