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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  



Marketisation of human services 

É Marketisation is here defined as the introduction 
or extension of market mechanisms in the 
funding, provision, and consumption of goods 
and services previously funded or delivered by 
government.  
 

É It has occurred extensively internationally over 
the last 30 years  
ïaffecting most nations and human services in some way  

 

É Has been implemented primarily via the 4xCs  
ïContestability, Competition, Choice, Co -payments  
ïimplemented differently in each case, varying by service 

type and location  
 



Marketisation of human services 

- New service providers 
É Marketisation has led to  

 
ïa wide range of non -government bodies  now deliver 

services formerly delivered totally or largely by 
government agencies  

 

ïgovernment funding of external bodies that was 
formerly limited to non -profit organisations is now 
available to a much wider range of organisations; and  

 

ïthe dollars available from both these sources are now 
distributed by competitive mechanisms  

 

 



Marketisation  

- Objectives and Effects 
É Ostensibly the key objectives of marketisation 

have been  
ïto improve the effectiveness, quality, responsiveness, 

efficiency, and consumer choice of services.  
 

É But there have obviously been a range of other 
agendas in specific cases  
ïincluding reducing fiscal pressures on government, 

breaking union power, rewarding supporters of 
governments, etc  

 

É While it has had some positive effects, it has also  
led to significant problems in relation to achieving 
the key objectives.  
ïAnd adversely affected other aspects (e.g. stability of 

services)  



Marketisation 

- The Drivers 
É Give the extensive and continuing problems, why 

do governments continue to extend marketisation  

 

É Five main drivers  
ïA genuine need for some  use of market mechanisms  

ïFrustration with sub -optimal outcomes of current 
services and a hope  that marketisation may improve 
outcomes  

ïGovernments looking for less risky and less costly 
options  

ïIdeology  

ïPrivate interests  



Four propositions 

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

É Most markets are imperfect and there is a well -established 
body of theory about this  
 

É The distinctive features of human services generate issues 
for the provision of the services that exist regardless of 
markets  
 

É Notwithstanding that, the distinctive features of human 
services are also sources of major market failure such that 
the intrinsic issues in the provision of these services and 
the limitations of markets are exacerbated when they are 
provided via markets  



What are Human Services? 

É A diverse range of activities aimed at meeting the needs of 
people in relation to their basic  physical, intellectual, 
emotional, or social well -being or development.  
ïDistinct from other ópersonalô services (e.g. manicures) 

 
É Encompasses  

ï education  
ï health  
ï care (e.g. aged care, child care)  
ï support for vulnerable people and families  
ï assistance for unemployed people.  

 
É It is difficult to find a concise all -encompassing definition  

ï Best to try to define human services in terms of characteristics 
that are more prevalent in those services  



Need for a Model  

of Human Services 
É Important to identify the distinctive features of human services 

and how these services differ from goods and other services as 
product in a market.  
 

É Need to begin with a comprehensive model that begins from first 
principles   
ï Not simply ad hoc observations about such differences  

 
É Three steps in seeking to understand how they do and do not 

differ from other products  
ï Goods .v. services  
ï Human services .v. other services  
ï Differences between human services  

 
É The lack of any such model has been a gap in government reports 

and policy concerning human services markets  
ï It is also a gap in the work of many critics of marketisation  

 



Human Services 

- Distinctive Features 

É Six characteristic features  
ïNot unique to human services but more likely to occur  

 

É Demand  
ï Limited personal agency of many users  

ï Limited finances of many users  
 

É Production  
ï Limited capacity to increase productivity  

 

É The Product  
ï Limited measurability  

ï Limited observability  

ï Limited homogeneity  
 

 

 
 



Human Services 

- Distinctive Features (cont) 

É Central to all of these effects are the 
human  elements and human relationships 
that are at the heart of human services  
ïe.g. each service transaction not only varies with the 

individuals on both sides, but their situation in each 
service session  

 

É The likelihood and impact of each of the 
six features varies between  
ïdifferent types of human services  

ïdifferent nations and locations for the same service type  

ïusers of each service type   



Human Services 

- Implications for Provision 
É Two major implications of these distinctive features  

 
É Someone else other than the user pays all or much of the 

cost  
ï This is the defining point of quasi (managed) markets  
ïNot simply a function of disadvantage (e.g. the cost of 12 

years of schooling or 20 + years of aged care)  
ï Various effects  

É the óconsumerô may consist of four entities  
É Reduced incentives for consumers to get the best use of funds  
É Increases the asymmetries of information for buyers  

 
É Major asymmetries of information  

ï Between users and providers  
ï Even more so between the payers and the providers  

 



Human Services 

- Implications for Provision (cont) 

É These distinctive features lead to many issues in 
the production and consumption of human 
services that exist regardless of markets  
ïe.g. cream skimming  

 

É Notwithstanding that, these distinctive features  
ïare the source of major market failure when market 

mechanisms are used, and  

ïexacerbate the problems of providing human services 
and the limitation of markets in general  

 

 



Provision of Human Services 

- Policy  
É Government reports and policy have increasingly 

acknowledged the existence  of these features  
 

 

É But commonly they do not  acknowledge the 
breadth and depth  (likelihood and impact) of the 
distinctive features   
 

É For example in their assumptions that  
ïsimply with better information, most  recipients (users) 

of aged care and disability support will be able to 
function as conventional consumers, or  

ïthere is greater scope for productivity improvement that 
in fact is possible  

 



Micro-Economic theory 

ÉTwo aspects are relevant  

ïImperfect competition  

ïContestability theory and barriers to 
entry  

 

 

 



Imperfect Competition 

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

 
É There are few markets that are not imperfect in some way  

ï Market failure at some level is the norm  
ï Structural and informational imperfections + impact of history and politics  
ï But see the Aged Care Roadmap and the NDIS Market Position Statements  

 
É There is much long -established theory about imperfect markets  

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

ï Limits on productivity growth where ólabour itself is the end productô (Baumol) 
ï Coase ( 1970 ) on externalities  
ï Akerlof ( 1970 ) on uncertainty  
ï Simon ( 1991 ) on bounded rationality  
ï Williamson (various) on transaction costs  
 

É More recent research about choice and choice overload with too many options  
ï Schwartz ( 1994 ) and the dangers of a óconfusopolyô (Adams 1997 )  

 
 

 


