
83

The Journal Of 
Peace, Prosperity & Freedom

brian bedkober

Free Markets, Competition and Medical Practice 

abstract: Rather than attempting to find some way to make a centralized, taxpayer- funded 
system work in a less offensive and less costly manner we should be examining how to remove 
government altogether from the delivery of health care services. Real and effective reform of 
medical practice involves a return to genuine markets where consumers are able to choose who 
to consult from the full range of possible providers at a price set in markets. 

author: Brian Bedkober is a medical doctor who has served as the National President of the 
Private Doctors of Australia, which started in 1968 as a disgruntled break-away group from 
within the Australian Medical Association. The organisation took umbrage at the AMA’s read-
iness to negotiate with government on matters that were considered beyond the proper scope 
of government control.

Competition is the patron saint of the consumer.
- George Stigler

i n t ro d u c t i o n

Most medical practitioners believe that when it comes to the supply of medical 
services markets simply do not work. Most doctors tend to support equality of 
consumption and many believe that the best way to maximize access to medical 
care is through an economic system based on public ownership or control of the 
means of production and distribution. They believe that people ought to be (and 
can be) protected from harm by using the power of the State to limit their choices 
so that the opportunity to make bad ones will arise less frequently. And they have 
been seduced by the claim that the most compassionate society is one in which 
the State provides for the needs of all its citizens.

Doctors have been indoctrinated in their training with the view that the pur-
suit of individual self-interest is necessarily harmful to the interests of the whole 
and that there is something about the practice of medicine that makes it inap-
propriate to apply to it the kinds of values and actions that might be acceptable 
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elsewhere. The ethical and philosophical positions adopted by medical profes-
sion organizations have been further fuelled by the fact that doctors themselves 
have always benefited from the monopoly protections and privileges granted to 
them by the State. 

Even when the failures of their preferred system become increasingly obvi-
ous, most doctors continue to give it their full support. Unfortunately, many 
physicians simply do not want to be disturbed by any evidence that might force 
them to re-examine their long and strongly held views. Indeed, to suggest that 
the views they hold may be wrong is often interpreted as an attack on the identity 
(or, at least, the professional identity) of those who hold them.

i . p ro f e s s i o n-s p e c i f i c m o ra l va l u e s?

Medical ethicists commonly assert that the medical profession has an “internal 
morality” of its own with ends that are ends in themselves and to which the 
ends of the individual professional must be subordinated.1 The characteristics of 
professional relationships that are said to generate this internal morality are: (1) 
the vulnerability and exploitability of the person seeking help; (2) the unequal 
power relationship; (3) the trust involved and the dominant professional place 
as a guardian of the client’s interests. These are features of the profession that it 
is claimed lead to the consequence that the doctor-patient relationship cannot 
be regarded in merely commercial terms. Doctors must act altruistically in the 
interests of patients, attending to their needs without regard to their own finan-
cial position or to the patient’s ability to pay. According to Edmund Pelligrino, 
those physicians who apply the philosophy of Adam Smith1 to the practice of 
medicine are really only tradesmen and “should not commit the hypocrisy of 
considering themselves professionals in any lofty sense of the term”.2

However, the ‘special’ characteristics on which the profession-specific ethical 
requirements are based actually apply across a broad range of other relationships. 
The clients of computer technicians, financial advisers or car mechanics are also 
vulnerable and many people would consider it immoral for even a tradesper-
son to take advantage of the ill-informed or injudicious buyer. Similarly, trust 
is involved in any situation in which the division of labor means that there is 
asymmetry of information. 

The claim that medicine imposes special ethical requirements on practi-
tioners because they must deal with patients whose decision-making capacities 
may be clouded by the illnesses from which they suffer is equally unconvincing. 

1 Adam Smith, The Wealth of Nations in Ernest Rhys (ed) Everyman’s Library (1937).
2 E Pellegrino, ‘Character, Virtue and Self-Interest in the Ethics of the Professions’, Journal of 

Contemporary Health, Law and Policy, Vol.5, No.53 (1989) pp 53-73.
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The vast majority of physician-patient interactions are unaffected by such consid-
erations and when they are there are good reasons, based on concepts of self-in-
terest and innate good will (also a concept advocated by Smith3), for physicians 
to act in their patients’ best interests. Furthermore, it is important to neither 
distort general rules in order to allow for special situations, nor to make special 
rules that contradict those that generally apply (for, in legal parlance, ‘hard cases 
make bad law’). 

On closer inspection it appears that those who attribute special characteris-
tics to the  doctor-patient relationship are often simply promoting their own view 
about how doctors ought to behave — and by having their views confirmed in 
binding ethical codes they have usurped the right of others to have alternative 
views. In practice the claim that doctors should tend to patients without regard 
to financial considerations has led to their more ready acceptance of a socialized 
system for the provision of health care services. A particular problem for this 
ethical belief is that the cumulative effects of the repetitive small sacrifices that 
doctors are required to make might significantly disadvantage them financially. 
In the past, the capacity to manage this responsibility in a sensitive and sensi-
ble fashion (sometimes distinguishing between worthy and unworthy recipients 
and charging wealthier patients more) was one of the reasons why doctors were 
held in such high regard in the community. Furthermore, the private control of 
charity limited the financial abuse inherent in ‘free’ systems and the provision of 
‘conditional’ aid enabled attempts to encourage behavioral change in recipients. 
Inevitably, the occasional undeserving individual had to go without the kind of 
assistance that was available to others — or they were compelled to seek assis-
tance from sources they considered less dignified. 

Nowadays, however, it is believed that the receipt of charity is demeaning to 
the individual and that nobody (regardless of their character) should be without 
the kind of health care that is available to everybody else. In modern societies 
health has become a collective responsibility; the incomes of health care profes-
sionals are guaranteed by the State and doctors are relieved of the responsibility 
for distinguishing between the worthy and the unworthy. Access to health care 
is now said to be a ‘right’ that is limited not by the ability to pay but by the non-
price rationing systems of government. 

Paradoxically, however, doctors have also had to accept the dismantling of 
features of their ethical codes that they had previously claimed were an inte-
gral part of the internal morality of their profession. They are now required to 
acknowledge, for example, the State’s interest in the doctor-patient relationship — 
doing away with strict standards of patient confidentiality and compelling the 
doctor to consider the financial interests of the State. The centralized control of 

3 Adam Smith, The Theory of Moral Sentiments, Prometheus Books (2000). Originally pub-
lished by Richard Griffin and Co. (1854).
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health care delivery has also brought with it a whole new range of problems that 
are created when a very diverse group of individuals (both patients and doctors) 
must comply with a universally applied set of rules. This has presented particular 
problems in multicultural communities where governments guarantee access to 
services that some practitioners find morally objectionable. The ‘free’ system also 
encourages cheating by both patients and doctors and produces an entitlement 
mentality that damages everybody (creating, for example, dependency in recipi-
ents and violence against service providers). 

The claim that doctors or the practice of medicine are “different” has worn 
a little thin of late. Nobody really believes, for example, the Australian Medi-
cal Association’s claim that when it negotiates for increased rebates it is for the 
benefit of patients rather than its members, or that doctors only consider with-
drawing their services when the interests of patients (rather than their own) are 
threatened. If doctors were really driven by altruism rather than by commercial-
ism, why is under-servicing such a problem? Why are there so many rural com-
munities without a doctor when doctors undertake to serve wherever they are 
needed (and AMA members sign an undertaking to that effect)? These kinds of 
contradictions, along with the impression that many doctors would rather have 
patients receive no care at all rather than care from somebody else, have under-
mined the credibility of professional leaders and those they represent.

i i . p rot e c t i n g pat i e n t s 

Another reason given for supporting centralized control and for overruling the 
decisions reached in markets is the belief that people ought to be prevented from 
making decisions that may not be in their best interests. Many authorities believe 
that other people are simply too ignorant to know what is best for them. The Brit-
ish Medical Association, for example, opposed the suggestion that patients be 
given direct control over their personal healthcare budgets on the basis that they 
may choose to spend their money on “inappropriate and non-evidenced based 
services such as alternative and complementary therapists”.4 

Such considerations are thought to be particularly relevant in the medical 
context because of the high costs associated with making bad decisions. Yet not 
only do most medical decisions not fall into this high risk category, but if all 
potentially high cost decisions are to be taken by somebody who supposedly 
knows better, what about choosing a career, getting married, going into a busi-
ness, taking a loan, emigrating or having children? Once it is accepted that it 
is government’s responsibility to protect us from harm then we risk losing the 

4 John Carvel, ‘Doubts raised over plan to give personal budgets to NHS patients’, The Guard-
ian, 17 January 2009.
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capacity (and ability) to make anything other than the most trivial decisions for 
ourselves, thus infantilizing the population.

The capacity to take away choices that allow some people to harm themselves 
may have merit in occasional instances. However, the desire to protect these par-
ticular individuals can only be had at the cost of removing choices from the vast 
number of people who do not require protection and who are usually far better 
placed than anybody else to determine what is in their own best interests. More-
over, while nobody likes to see other people make bad choices, there are good 
reasons based on individual liberty why they should be permitted to do so. 

Proponents of the nanny state argue that people should not be allowed to 
make decisions that negatively impact on other people and point to particular 
uncommon (often valid) instances to justify a very much wider and invalid con-
trol over free choice. The current centrally-driven emphasis on preventive health, 
for example, is principally driven both by budgetary concerns and the reasonable 
expectation that people should not be forced to pay the costs of the bad health 
care choices of others. But nobody would be nearly so concerned about the 
choices other people make if they themselves paid for the costs of those choices. 
These concerns are, therefore, an argument against the socialization of health 
care costs and not for the restriction of choice.

It is not, of course, politically attractive to suggest that we should wrest con-
trol of the decision making process from individuals because they are ignorant or 
because free health care encourages people to behave more recklessly and cheat. 
A much more acceptable justification, or so it is thought, is the identification by 
behavioural economists of various cognitive biases that cause irrational behavior 
on the part of individuals. These cognitive biases are said to have severed the 
link between revealed preferences and individual welfare. Intervention is neces-
sary, therefore, to give expression to the “true” preferences of individuals rather 
than their irrational decisions based on these biases. Typical measures aimed at 
countering these biases include “sin” taxes, government advertising campaigns, 
consumer protection laws, compulsory superannuation contributions, opt-out 
default settings and the outlawing of certain activities and products. 

Only some of the cognitive biases from which individuals may suffer can 
be mentioned here but they include biases about representativeness, about base 
rates, about sample size, about overconfidence and many more. A common 
example relates to the way in which we calculate probabilities; physicians, for 
example, may be more likely to make a particular diagnosis if they have seen a 
similar case recently, have had a bad experience with a similar case in the past, 
or if the diagnostic choice has been the subject of some vivid anecdote (all exam-
ples of the “availability heuristic”). Similarly, physicians are often exposed to the 
effects of hindsight bias (that treats what happened as though it had to happen) 
when juries (and regulators) assess the presence of negligence and the cost-effec-
tiveness of precautions necessary to prevent it. There is also the “overconfidence” 
bias of those physicians who believe that they can avoid taking even necessary 
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precautions. Of relevance to preventive health is the unrealistic optimism that 
may affect people when they believe that they are not at risk from the same health 
threats that they recognize as being real for others. 

However, the mere identification of one or some of these biases does not 
necessarily pose any serious difficulty for decision-making. In fact, many of the 
cognitive biases that have been demonstrated in laboratory experiments actually 
disappear in the real world (although this finding has not prevented legislators 
from acting as though they do not). They disappear because the behavior exhib-
ited by participants making choices in laboratories is influenced by such factors 
as the effect of being observed. Furthermore, cognitive biases are most mani-
fest in relation to events that occur infrequently and are trivial. As a particular 
kind of decision increases in frequency and importance the likelihood of it being 
adversely affected by some bias decreases. It is when the stakes are high that peo-
ple are most careful about the decisions they make; and they invest more time, 
effort and resources (possibly purchasing advice from an expert in the field) in 
seeing that they make the right one. When it comes to individual decision-mak-
ing, the persons most affected by the decision being made are the ones most 
likely to get it right — and should a recognizable error occur, there are good 
incentives for individuals to make their own corrections. Personal responsibility 
for the outcomes of one’s choices is the best guard against making bad ones. 

Some cognitive biases actually serve a useful purpose. There are good rea-
sons, for example, why people should take notice of things like sunk costs rather 
than forget about them and concentrate purely on (future) opportunity costs. 
Moreover, some mistakes are efficient because they arise from attempts to econo-
mize on information and transaction costs. As Joshua Wright and Douglas Gins-
berg point out “not all error implies irrationality because perfection is costly”.5

Furthermore, while the emphasis placed on the importance of cognitive 
biases depends on the view that an individual cannot be trusted to make deci-
sions that are consistent with his true preferences, how can anyone really know 
whether a preference is a true preference or a biased one? If a patient expresses 
one preference now and a different one at a later date (perhaps because the ques-
tion has been framed differently), which is the “true” preference? Virtually all 
our preferences are formed under one sort of influence or another and if pref-
erences are to be considered uncertain on this basis then none of the prefer-
ences that any of us have can ever be certain. In this view virtually no behavior 
could be considered autonomous. All ethical argument would then be redun-
dant since this position leads ultimately to the destruction of free choice and 
personal responsibility. 

5 Joshua Wright and Douglas Ginsberg, ‘Behavioral Economics, Law and Liberty: The Never 
Ending Quest for the Third Way’, Presentation to the Mont Pelerin Society, 14 September 
2010, p. 50.
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It is also assumed that if a decision is made in the presence of cognitive biases 
then welfare must necessarily be reduced when compared to the results of inter-
vention. However, not only is there no legitimate way in which to compare the 
welfare of one individual with another, but regulators must logically be governed 
by a similar range of cognitive biases affecting their rational choices. The opti-
mism bias, for example, leads decision makers to take on too much because they 
underestimate the likelihood of a bad outcome. Similarly, the availability bias 
(giving increased probability to an event that is most easily recalled) is likely to 
prompt inappropriate legislation in response to relatively isolated events. Legis-
lative actions are also more likely to cause harm than actions in markets; while 
control from on high may work well when there is no possibility of error, the 
decentralization of power (when it is the individual who makes the relevant deci-
sion) limits the extent of the damage from wrong decisions when uncertainty 
exists. 

As Michael Warby so succinctly puts it, “The greatest single weakness of the 
illiberal doctrine is its arrogance; the belief that while most people are, in a real 
sense, incapable, there is yet an elite who are so capable they can make up for the 
inadequacies of the rest of us”.6 Individuals or private firms, with all their biases, 
are more likely to get decisions right than are alternative institutional structures. 

Furthermore, to deny individuals the right to choose risks losing a greater 
part of what it means to conduct a meaningful life. As John Stuart Mill has 
pointed out, “the human faculties of perception, judgment, discriminative feel-
ing, mental activity, and even moral preference, are exercised only in making a 
choice”.7 And while it would be absurd not to take note of the lessons provided by 
the experience of others, it is up to the individual to interpret experience in his 
own way — “to find out what part of recorded experience is properly applicable 
to his own circumstances and character.”8 Protecting people from bad choices 
reduces the incentive for individuals to learn from their mistakes and to become 
better at choosing in the future (increasing the error rate in the long run). 

Protecting people in this way also discourages entrepreneurial activity (or as 
Mill puts it, renders the “character inert and torpid instead of active and ener-
getic”). In general, say Wright and Ginsberg, entrepreneurs have a particular 
thinking style that makes them more alert to opportunities that require linking 
previously unrelated information and this cognitive style is less-well developed 
when individuals are relieved of the responsibility for making important deci-
sions for themselves.9 Studies in Eastern Europe, China and Russia provide strong 

6 Michael Warby, ‘The Political Obsession Revisited: Eva Cox’s Boyer Lectures’, Policy (Au-
tumn 1996) pp 43-46.

7 John Stuart Mill, On Liberty, Watts and Co. (1936) pp 70-71.
8 Ibid.
9 Wright and Ginsberg, pp 76-77.



journal of peace, prosperity and freedom summer 2013

90

evidence that “even after controlling for relevant variables, all countries with a 
communist past have a lower rate of entrepreneurship activity than do other 
countries”.10 

Nevertheless, the mere identification of the existence of cognitive biases (at 
least in experimental situations) continues to provide social planners with what 
they claim to be a legitimate justification for interfering in the choices of oth-
ers and compelling conformity with their own plans for society. As Wright and 
Ginsberg point out, “because behavioral economics generates indeterminate 
predictions in many settings, it encourages the central planner to substitute his 
own preferences, or those of special interests, when identifying true interests”.11 

i i i . m i x e d u p a b o u t m a r k e t s 

Not only are medical professionals opposed to competition for deep seated philo-
sophical reasons, but they often seriously misunderstand the true nature of mar-
kets. According to the AMA, competition works in an adversarial rather than in 
a cooperative paradigm. Markets, says the AMA, derive their moral values purely 
from the pursuit of profits, they are devoid of charity or compassion, they threaten 
standards and the self-interested behavior of those working in them must inevi-
tably undermine the kind of trust that is necessary for an effective doctor-patient 
relationship. The profession, says the AMA, should be governed by the “public 
interest” and doctors should be accountable to their peers (self-regulation) rather 
than to their patients.12 

With monotonous regularity, members of the AMA hierarchy trot out slo-
gans such as “cooperation not competition” or “compassion not competition”. 
As a past president of the AMA put it, “in plain English, competition works by 
muscling in on somebody else’s market, stealing market share from a competitor, 
extracting more effort from staff or simply throwing some on the heap of the 
unemployed, or by grabbing the profitable areas of business and ignoring the 
less profitable markets. There is not one pleasant concept or solitary ounce of 
‘mateship’ underpinning competition. In my view, it is the economic equivalent 
of road rage” (italics in original).13 

One of the ways in which the AMA and its medical ethicists misunderstand 
the nature of markets is by implying that what one party gains, another loses — 
that exchange is a zero sum game. However, market exchanges are voluntary, 

10 Wright and Ginsberg, p. 79.
11 Wright and Ginsberg, p. 66.
12 Peter Arnold, ‘The misapplication of competition law’, Australian Medicine (19 October 

1998) p. 14.
13 David Weedon, ‘A blueprint for the new millennium’, Australian Medicine (21 June 1999) p. 8.
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cooperative ventures that only occur when both parties stand to benefit. More-
over, while markets cannot themselves be described as moral or immoral (they 
are only a system of relationships), they encourage moral behavior on the part 
of those persons working in them. As Tibor Machan points out, the principles of 
capitalism tend to foster an attitude of responsibility and respect for others and in 
a capitalist system based on rights to private property, the rational and responsible 
use of property is encouraged since the ill-effects of irrationality are borne by the 
owner. This fact means that capitalism “actually encourages virtues such as thrift, 
industry and prudence and discourages vices such as greed, envy, and dishonesty. 
It is in planned economies that those vices are rife”.14 Furthermore, as Edward 
Younkins points out, “there can be no morality without responsibility and no 
responsibility without self-determination” and markets permit “the greatest pos-
sibility for self-determination and moral agency”.15 In fact, it is precisely because 
markets give people what they want rather than what other people think they 
ought to want that some people find them so threatening. Or, to put it another 
way, “The reality is that opposition to competition is opposition to consent, for 
competition gives content to consent by creating choice”.16 

Strangely, the pursuit of self-interest in markets is also said to undermine 
trust despite the fact that it is very much in the interests of individuals working 
in markets to establish a reputation for trustworthiness. It pays individuals to 
be nice and to develop a reputation for trustworthiness so that people will deal 
with them in the reasonable expectation that they will behave honestly. Very little 
business would get done, and the costs of doing business would be very high, if 
the underlying assumption was that everybody was trying to cheat everybody 
else. It is in paternalistic relationships, where people are limited in the range of 
choices they are permitted to make, that the opportunities for exploitation and 
the need for trust are greatest. This is the model preferred by those who support 
advertising restrictions and licensing laws and who act as agents of the State, 
denying access to particular services and exhorting consumers to behave in cer-
tain ways.

Contrary to the beliefs of many of those in the AMA, nobody needs to make 
an all or nothing choice between competitive and cooperative behavior — nei-
ther in markets generally nor in the specific enterprises of science and medicine. 
Scientists, for example, compete for reputation and fame (usually more so than 
for money) and often the best way to get that reputation and fame is to cooperate 
in the discovery process. Fierce rivalry for fame and profit has always fuelled 

14 Tibor Machan, Classical Individualism: The supreme importance of each human being, Rout-
ledge, 1998, p. 71.

15 Edward Younkins, Capitalism and Commerce, Lexington Books (2002) p. 2.
16 Michael Warby, ‘The Political Obsession Revisited: Eva Cox’s Boyer Lectures’, Policy (Autumn 

1996) pp 43-46.
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the discovery process. When we cooperate it is because we believe that it is in 
our interests to do so; considerations of reciprocation encourage cooperation 
between research teams and individuals cooperate within a research team not 
because they are altruistic but because their interests are linked to the interests 
of the group. 

On the other hand, there is long history of scientists who, based on their 
assessments of the risks involved, decided not to cooperate and to conceal infor-
mation partially or fully or refuse to publish or publish early. James Watson and 
Francis Crick could have told Linus Pauling that his model of DNA had to be 
wrong, but they concealed that information from him and determined the cor-
rect answer first. As a result, says Thomas Kealy, they “were transformed from 
unsuccessful, struggling, unpopular members of Cambridge’s scientific commu-
nity into world stars. They won the Nobel Prize, they picked plum jobs, and they 
had fun forever more”.17

While competition and cooperation are not the same thing and there are 
some tensions between the two, these tensions are usually readily resolved in 
markets. Conversely, centrally planned economies lack adequate incentives to 
cooperate. If there is no penalty for ignoring the wishes of consumers, for exam-
ple, the chances are that producers will do so. As David Friedman has pointed 
out, the plea for “cooperation, not competition” finds its origins in socialist soci-
eties where everybody is compelled to cooperate towards the same end because 
it is assumed that everybody’s ends are the same. In the world of free markets 
where everybody is permitted to pursue their individualized ends, everybody is 
said to be competing. However, says Friedman, “the institution of private prop-
erty allows for cooperation within that competition; we trade with each other in 
order that each may best use his resources to his ends”.18

The relationship between competition and compassion is similarly widely 
misunderstood. As we have seen, most doctors believe that access to medical 
services should not depend on the patient’s capacity to pay and that the most 
compassionate society is one in which the State pays for everybody’s medical 
needs. But a logical consequence is that access is limited by the State’s capacity to 
pay. Moreover, there is nothing morally worthy or compassionate about comply-
ing (or forcing others to comply) with rules and regulations that compel partic-
ular behaviors. When the State overrules individual property rights — and takes 
money off some people to give to others — it creates dependency and an entitle-
ment mentality that reduces the need and lessens the capacity for individuals to 
develop a culture of voluntary, genuine compassion. In fact, surveys have repeat-
edly shown that people who support government solutions to social problems 
give far less to charity and charitable causes than those who emphasize personal 

17 Terence Kealey, The Economic Laws of Scientific Research, St. Martins Press (1996) p. 333.
18 David Friedman, The Machinery of Freedom, Open Court Publishing (2nd ed, 1989) p. 133.
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(over collective) responsibility.19 Similarly, as James Surowiecki has pointed out, 
studies of the ultimatum game, the dictator game (where the responder cannot 
refuse the proposer’s offer), and the public goods game (testing whether people 
will choose to free-ride), demonstrate that prosocial behavior is maximal the 
higher the degree to which the society in which the studies are performed is 
integrated with the market.20

A.  The Work Done by Market Prices

Nowadays it is common for doctors to complain about the way in which differ-
ent services are remunerated: that the rebates for procedures are excessive when 
compared to the rebates awarded to consultations, that country doctors ought 
to be rewarded more than city doctors (for the same service), that the rebates to 
nurse practitioner services are too high, that doctors are overpaid or underpaid 
with respect to other professional groups and so on. These concerns are usually 
addressed by lobbying government and its committees to change the various rel-
ativities. In support of these efforts, surveys are often produced to “prove” how 
much consumers value the services provided by one group of providers rather 
than another.21 

One of the problems for government is that there are so many services pro-
vided that it has a tough time deciding which of them to fund and setting the 
appropriate remuneration for each; and the more services there are the more 
disagreement there will be (both within a profession and between professions). 
A critical problem with surveys and other similar tools is that there is a vast 
gulf between the choices people say they will make and the choices they actually 
make. Furthermore, surveys cannot really discover what people want in an eco-
nomically relevant sense since those who take part bear no financial responsibil-
ity for the answers they give.22 People’s genuine preferences can only be revealed 
by the actual choices they make in real-life situations — and when the choice 
made is not influenced by a subsidy provided to one good or service and not 
another. 

Government actually has no valid way of knowing how different members of 
the public value the many different services they might be called upon to supply. 
The fact that it is simply not possible to compare my good to yours and to deter-
mine the relative goodness of different goods also seriously damages both the 
idea of the “common good” and the claim that income and other redistributions 

19 Arthur Brooks, Gross National Happiness, Basic Books (2008) p. 31.
20 James Surowiecki, The Wisdom of Crowds, Doubleday (2004) pp 125-126.
21 Paul Smith, ‘People give verdict on health’, Australian Doctor, 3 December 2010, p. 4.
22 Donald Boudreaux, ‘The Market: The Only Trustworthy Pollster’, The Freeman, July 1997.
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can be justified on the basis of utility maximization. Indeed, whether or not a 
particular service satisfies “the public interest” test of competition policy is a 
nonsense since there is no “public” to test (only a multiplicity of individuals) and 
there is no legitimate way to compare the benefits and costs of any two prospec-
tive states of affairs. 

The same is not true of markets since in markets we can get a good idea of 
how individuals value different things by observing how much they are prepared 
to pay for them. As Jeffrey Herbener points out, the difficulty of comparing the 
ordinal preference ranks of different individuals is a problem that can be solved 
in the monetary, private property, market system by converting those prefer-
ences into a quantity of common cardinal units. These money prices are then 
used by entrepreneurs “to make calculations of profit and loss, and in so doing 
compare, in objective value, different factors of production against each other 
and one set of factors against others in producing each consumer good and each 
factor or set of factors in producing different consumer goods”.23 The price moti-
vates consumers to ask for that same aggregate quantity of the good that poten-
tial suppliers have been motivated, by the same price, to produce. No consumer 
is driven by the lowness of the price to buy more than what is available (excess 
demand). No provider is driven by the height of the price to produce more than 
is in fact being sought (excess supply). The coordinative role of prices works 
towards a correct allocation of resources despite the information being widely 
dispersed throughout society (as the often incomplete and conflicting views of 
all producers and consumers). This is information that no single authority can 
ever hope to possess. Of course, the allocation of resources in markets is not 
always perfect. However, the profits (or threat of loss) that arise from identifying 
imperfections in market allocations of resources are what drive entrepreneurs 
into finding ways to correct them. Competition is a dynamic discovery process 
in which prices provide their own incentive for modification. Unfortunately, the 
fact that perfect results are not achieved is often used as an excuse for perpetual 
interference by far less perfect government decision makers. 

Despite all the evidence to the contrary, governments continue to believe that 
they can improve on the outcomes achieved in markets (and maximize welfare) 
by manipulating the choices that their subjects make. One means to this end is 
to alter the signals that prices give. In the medical context this means subsidizing 
(or licensing) one provider or procedure and not another (or both to different 
degrees). What we end up getting is a range of services that government thinks 
we ought to get (or that it can afford) at a cost that is determined by committees 
- and the volume and quality of services are produced in response to these valua-
tions. What this process involves is actually the exercise by government of moral 

23 Jeffrey Herbener, ‘The Pareto Rule and Welfare Economics’, Review of Austrian Economics, 
Vol.10, No.1 (1997) p. 81.
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judgments about the goals that people choose (which is something that markets 
do not do).

Furthermore, when governments tax, redistribute and manipulate they can 
only benefit some people while harming others - and yet the impossibility of 
making interpersonal and inter-temporal comparisons of utility makes it impos-
sible to adequately balance the benefits provided and the harms done. The mere 
fact that taxation has to be made compulsory suggests that many people believe 
that they are made worse off by the transfers. On the other hand, the voluntary 
nature of market transactions ensure that all participants anticipate being made 
better off as a result of an exchange. The sum of these voluntary exchanges con-
stitutes the free market and creates the greatest satisfaction of individual pref-
erences at every point in time.24 Although one or some of the participants may 
be dissatisfied with the results at a later point in time there is, nevertheless, “a 
greater tendency for correspondence between ex ante anticipations of gains from 
a sequence of actions and ex post realization of gains in a free market vis-à-vis an 
interventionist system”. By distorting economic calculation and interfering with 
consumer choice, interventionism retards the many factors in markets (such as 
tests of profit and loss) that tend to match ex ante and ex post utility.25

It is only in genuine markets, where participants can compete on a level play-
ing field, that income relativities and the allocation of resources reflect what indi-
vidual consumers desire most rather than what politicians believe they ought to 
desire as a collective.

B.  The Third Way

While people have been reluctant to give up their belief in the superiority of a 
rationally planned, centrally controlled society it has become increasingly dif-
ficult to conceal the ineptness of government in determining consumer prefer-
ences and in providing for their needs. The “solution” to this conflict between the 
preferred ideological view and what occurs in practice has been to suggest that a 
balance can be found between the benefits claimed to be dependent on the pres-
ence of strong government and those provided by markets. In “market socialism” 
or the “third way” an attempt is made to marry socialist principles with the supe-
rior economic performance associated with a market economy. 

However, as Friedrich Hayek has pointed out, you cannot have a “little bit 
of socialism” as this is bound to set the democracies on a slippery slope that 

24 Jeffrey Herbener, ‘The Pareto Rule and Welfare Economics’, Review of Austrian Economics, 
Vol. 10, No.1 (1997) p. 100.

25 Jeffrey Herbener, ‘The Pareto Rule and Welfare Economics’, Review of Austrian Economics, 
Vol. 10, No.1 (1997) p. 103.
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will end, more slowly but just as surely, in the same serfdom. As has been only 
too evident, once a “flexible” approach to property rights is adopted, the polit-
ical process in democracies inexorably leads politicians seeking re-election to 
escalate and widen the redistributive process. Once governments are permitted 
to interfere with markets to direct benefits to particular individuals or groups, 
observes Hayek, “they cannot deny such concessions to any group on which 
their support depends”.26 “The market economy,” says von Mises, “is a finely 
constructed, interrelated web; and coercive intervention at various points of the 
structure will create unforeseen troubles elsewhere. The logic of intervention, 
then, is cumulative; and so a mixed economy is unstable — always tending either 
toward full scale socialism or back to a free-market economy”.27

The schizophrenic nature of a mixed scheme has been amply demonstrated 
by the tensions produced by combining (in the Australian system) a taxpay-
er-funded universal health scheme with a private scheme in which some peo-
ple are able to gain access to services not provided by the universal scheme. 
Amidst the rhetoric of equality, however, the private scheme must be regulated 
to ensure that it does not provide too much more than what is available in the 
public scheme and that insurers do not “discriminate” between individuals on 
the basis of individual risk. Clearly, when government enlists the power of mar-
kets to help in its assumed role in the delivery of health care it has a very unusual 
and restrictive view of what competition and markets are all about. We are told, 
for example, that competition in the medical profession must be regulated so that 
its effects can be applied differentially. The job of the regulators is, in this view, 
“not about allowing competition, but about seeing that anti-competitive policies 
are appropriate”.28 Hence, while governments are prepared to deny the medical 
profession their monopoly on supply, they do so not by opening up supply to 
market forces but by extending the medical monopoly to other preferred groups. 

One of the most recent expressions of the belief in the viability of a “third 
way” is the establishment of various fundholding schemes. Another example 
is the idea that the centralized funding of health care can be successfully com-
bined with local control by re-establishing Local Hospital Medical Boards. It is 
important to note that while these changes are intended to capture some of the 
benefits associated with free markets, they most definitely do not represent a 
gradual return to genuine markets in health care delivery - which is what is really 
required. 

26 Friedrich Hayek, Law Legislation and Liberty, Vol.3. The Political Order of a Free People, Chi-
cago University Press (1979) p. 151.

27 Murray Rothbard, ‘Ludwig von Mises and the Paradigm for Our Age’ in Egalitarianism as a 
Revolt Against Nature and Other Essays, Ludwig von Mises Institute (2nd ed, 2000) p. 232.

28 Deborah Cope, Deputy Executive Director, National Competition Council (Australia), Com-
petition in Health Conference (31 July 1998).
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Unfortunately, the core belief underlying all recent attempts at “reform” con-
tinues to be that it is government’s responsibility to deliver health care services 
to the nation. Hence nothing will really change - the mix and price of services 
delivered will continue to be centrally determined, there will be a continual fail-
ure to match resources to demand and there will be only limited innovation in 
service delivery. Hospitals will be required to deliver a core range of services that 
government recognizes as politically expedient (their community service obliga-
tions), prices will be centrally determined, key hospitals will not be permitted to 
fail and Casemix funding will simply lead to a new range of problems as hospitals 
game the system to maximize their returns. Local control can never be truly local 
unless providers and consumers are exposed to the profits and losses that result 
from spending their own (or shareholders’) money.

i v . c o n c l u s i o n

The idea that society is “fairer” and “more compassionate” when everybody has 
equal access to health care of the same quality has led to the creation of a central-
ized system and the abandonment of markets in the delivery of health care. The 
abandonment of traditional concepts of fairness has created dependency and an 
entitlement mentality; access based on the ability to pay in the one system has 
been replaced by access limited by queues and the unavailability of services in the 
other, and the genuine compassion associated with private, voluntary assistance 
has been replaced by the second-hand “compassion” of a centralized authority 
distributing the spoils derived from a coercive system of taxation. The abandon-
ment of markets in the delivery of health care has led to an escalation in costs, a 
decrease in quality (below what might have otherwise have been achieved) and 
the destruction of what were previously considered to be vital features of profes-
sional ethical codes (such as the exclusivity and confidentiality of the doctor-pa-
tient relationship). 

While the leaders of professional organizations frequently complain about 
many of the negative features of the current system they appear not to recognize 
that they are complaining about things that constitute an inseparable part of the 
socialist system that they have embraced — things that could mostly be removed 
by a return to markets. Despite the fact that individuals are best placed to know 
their own circumstances and that personal responsibility is critical to learning, 
it is inevitable that in a centralized system individual choice will be manipulated 
and controlled to match the choices approved by those who believe they know 
better (often with the intention of controlling costs). And yet professional orga-
nizations that support this state of affairs frequently claim that they are commit-
ted to a “patient centred” approach. 

Any suggestions about reform are limited to tweaking the current system 
rather than questioning the legitimacy of the system itself. The role of prices and 
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consumer choice in allocating resources and of competition in reducing prices 
and increasing quality are routinely dismissed. The AMA believes that the prob-
lems inherent in the current approach can be resolved if only the government 
takes more notice of the AMA! “The allocative decisions that are made,” says the 
AMA, “must be informed by those who know best about patient outcomes and 
the effectiveness of various treatments, procedures and programs”.29

Doctors have nothing to fear from markets. If they provide a cost-effective 
service, then consumers are quite capable of recognizing and responding to that 
fact. Similarly, there is little for consumers to fear about the effects of markets 
on the supply of medical services. The pursuit of radical self-interest would be 
a stupid strategy for anybody to adopt; cooperation is an absolute necessity for 
survival in a market society but a disposable commodity in the centralized State. 
Similarly, trust, confidentially and genuine compassion are features of a vol-
untary, contractarian environment rather than of a State sponsored system in 
which funding is coercively extracted from taxpayers and all interactions must 
be closely monitored. And, of course, competition is the most effective way to 
increase standards. As Steven Schwartz observes, “A market driven system makes 
providers compete for patients in the way providers have always competed, by 
improving quality and lowering costs”.30

Privatisation would remove the ethical constraints that impede comparisons 
between providers and rules that compel patients to be treated within a specific 
geographic area or by a specific range of providers. If the incentives are to be 
properly placed, so that physicians can benefit from their own cost-saving inno-
vations, laws that prevent physicians from referring to centers in which they have 
a financial interest or to use medical devices in which they have a financial stake 
should also be removed (although disclosure should still be encouraged). The 
problems that may arise with self-referral are potentially serious only when the 
patient is not responsible for the fee paid or is not made aware of their advisor’s 
possible conflict of interest. 

The existence of taxpayer funded services mean that everybody has a guaran-
teed clientele, where good and poor performers are rewarded (rebated) equally 
and where government is authorized to exercise total control over all facets of 
the system. As a result, instead of looking for the profits available by discovering 
better ways to satisfy customers, entrepreneurs now concentrate on finding the 
best way to get the most of any available government money. 

Of course, we cannot suddenly revert to a system of markets after so many 
years of centralized health care delivery. There are, however, many things that 

29 Francis Sullivan (AMA Secretary General), ‘Doctors the Key to Meaningful Health Reform’, 
Australian Medicine (March 2011) p. 4.

30 Steven Schwartz, ‘Saving Australia’s Health Care System: Nostrums or Cures?’, Policy (Au-
tumn 1999) pp 3-7.
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could be done now to move us in the right direction. One of the most import-
ant of these would be to free up the health insurance industry and permit and 
encourage the development of Health Savings Accounts — and allow those who 
are prepared to take this kind of insurance to opt out of Medicare.31 Alternatively, 
Medicare coverage could be gradually reduced until it covers only catastrophic 
events. These appear to be the most likely ways to start returning normal price 
signals to medical purchases. 

No system is perfect; occasional mistakes will occur and not everybody will 
receive the same access to services. The argument is not that markets are perfect 
in the results that they achieve, but that they can almost always be favorably 
compared with those achieved in centralized economies. Health care is a scarce 
resource and who receives what is simply a question of who does the rationing — 
the individual or the State. Egalitarian considerations merely ensure that every-
one is equally inconvenienced in gaining access to whatever care is available. 
And less will be available in a system that dampens incentives for productivity 
and innovation and encourages excesses in demand and supply. 

31 Brian Bedkober, ‘Health Savings Accounts’ in Problems in Health Care Delivery: Government 
as cause not cure, Bookpal (2009) pp 298-304.


