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<H 2> 191 GNP ¥ 1918 o|ZH| X|=
(T H 9 %)

o GNP O|ZH| |2|ZH|/GNP|GNPE7}IE |o|&H|SI}IE
1970 1,079.4 12.3 1.14 - -
1971 1,195.4 13.9 1.16 10.75 13.01
1972 1,225.5 17.0 1.39 2.52 22.30
1973 1,362.1 19.7 1.45 11.15 15.88
1974 1,440.8 22.7 1.58 5.78 15.23
1975 1,502.6 247 1.64 429 8.81
1976 1,658.1 28.1 1.69 10.35 13.77
1977 1,801.5 29.2 1.62 8.65 3.91
1978 1,943.5 32.6 1.68 7.88 11.64
1979 2,042.1 34.9 1.71 5.07 7.06
1980 1,934.3 35.7 1.85 -5.28 2.29
1981 2,013.6 409 2.03 4.10 14.57
1982 2,132.0 50.9 2.39 5.88 24.45
1983 2,353.9 62.1 2.64 10.41 22.00
1984 2,518.6 734 2.91 7.00 18.20
1985 2,663.0 84.7 3.18 5.73 15.40
1986 2,947.9 924 3.13 10.70 9.09
1987 3,280.1 102.5 3.12 11.27 10.93
1988 3,636.2 114.7 3.15 10.86 11.90
1989 3,848.2 129.9 3.38 5.83 13.25
1990 4,165.0 145.5 3.49 8.23 12.01
1991 4,498.2 158.7 3.53 8.00 9.07
1992 4,680.1 168.4 3.60 4.04 6.11
1993 4,896.2 179.4 3.66 4.62 6.53
1994 5,249.2 193.2 3.68 7.21 7.69
1995 5,648.4 206.6 3.66 7.60 6.94
1996 5,979.2 219.2 3.67 5.86 6.10

1970~1996 7|7t HEHFA 120Y GNP 372 : 6.58%
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Critiques and Suggestions on the Medical Licensure
Young-Yong Kim

This study investigates the effect of medical licensure on consumer’s welfare
with which to explore a way of remodeling the medical industry.

Supporters of the public interest theory of medical licensure emphasize the
informational asymmetry in the market for medical services. According to the
theory, licensing arrangement is rationalized on the grounds that medical
service is too complex for consumers to make a wise choice, that patients
depend upon the providers for information and are vulnerable to opportunistic
behavior of providers. Therefore, it is claimed that the licensing arrangement
should be introduced to protect the consumers. On the other hand, the
capture theory argues that licensing legislation is the result of organized
physicians employing the political system for limiting entry and the
concomitant increasing of returns to incumbent medical practitioners. Most of
empirical literature on the effect of licensing legislation on consumer welfare

tends to support the capture theory.

Another issue on the medical licensure is whether its introduction improves
the quality of medical service. The U.S. experience provides an evidence that
it has not reduced the infant mortality rate, which in turn implies that the
quality improvement has not been made by the introduction of licensure. The
similar empirical results are also found in Korea. The empirical analysis of
firming up the qualification for medical license exam after 1962 shows that it
has not reduced the infant mortality rate, which confirms that the capture
theory is supported in Korea.

Pro-licensure literature claims that the licensing arrangement provides
physicians with high ethical standards, which is assumed to be sufficient for
adequate quality control. It is argued, however, that high ethical standards do
not provide useful guideline in deciding what and how to do because goods
and time are not free even to physicians with high ethical standards. They
have been trained to provide medical services. A second method of quality
control often proposed is careful selection and intensive training of
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practitioners. But it is argued that a simple scholartic achievement test is likely
to loose a lot of information that a potential student may have for being a
good physician. It is also argued that the elaborate and extensive admissions
process to medical school provides little training in techniques that would
permit practitioners to evaluate systematically their own and others’
performance. It simply plays a role as an entry barrior to the market for
medical services. In addition, license revocation is often assumed to be a
principal mechanism for monitoring licensed practitioners. But the board has
little incentive to carry out its tasks since it consists mainly of licensed
physicians.

Next, I review recent changes in health care markets to identify their effect on
the contribution of physician licensure to social welfare. First, if one places
faith in residual claimant interests to enhance service quality, recent trend of
establishing pro-profit hospitals increase the protection offered to patients
and reduce the marginal contribution of licensure to social welfare. Second,
Another change in the market for medical services is an increased
employment of newly licensed physicians by hospitals. As a growing
percentage of physicians become salaried employees, the opportunity to use
efficiency-wage-type arrangements increases. Thus, the social value of
independent incentive-producing arrangements, such as professional
licensure, declines. Third, recent development of technology in collecting and
processing information regarding licensed physicians makes it easier for
consumers to evaluate the past performance of the physicians. An inability to
hide past transgressions provides performance incentives similar to those
generated by licensure. As a result, the social value of licensing arrangements
to augment market and criminal penalties declines. Finally, it is claimed that
the quasi rents, which are a key component of licensing arrangements,
provide incentives for physician performance. However, a number of factors
appear to be at work in reducing physician earnings, therefore, their quasi
rents. A decrease in physician earnings points to a reduction in the incentives

generated by existing licensing arrangements.

Then a question naturally arises why the licensure system is so widespread
even in the most market-oriented economies if licensing arrangement does not
contribute to its prime stated objective. The answer to this question is related
to the theory of market for protection. First, granting protection to the



medical profession seems to be rather attractive from a politician’s vantage
point, which implies that the protection contributes to the vote maximization
of the politicians. In addition, the weakness of international competition in the
domain of medical care is another reason.

In sum, the licensing arrangement is captured to protect physician’s interests
at the expense of consumers welfare. Therefore, 1 first suggest that the
physician licensure should be eliminated. Instead, informational asymmetry
problem can be resolved by introducing a system of certification and/or
registration. Second, current regulation on physician advertising should be
eliminated because its benefits exceed costs. It raises the quality and lowers
the price for the standardized medical goods and services while it increases
both the quality and price for non-standardized goods and services. In short,
physician advertising improves the quality of medical services. Finally, the
market for medical services must be wide open to international competition to

increase consumers welfare.
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