Increased Confidence in and Reliance on the Commercial, For-Profit Sector


Part of the reason we seem to be shifting to problem-solving methods that rely less on governmental structures and processes is that at the same time we have been losing confidence in government, we have been gaining confidence in the power of private enterprises and competitive market processes to deal with important conditions in the world. Indeed, the world seems awash in big ideas about how to use private enterprise and market mechanisms to help us deal with important social problems. Some of these ideas (such as “contracting out,” or relying more on “vouchers” to help simulate market processes in the delivery of public goods and services) represent ideas about how government could take advantage of private initiative and market mechanisms to improve government’s performance in pursuit of established missions. Other ideas (such as “privatizing” what are now governmental functions, or re-focusing government’s attention on the importance of supporting business in its efforts to build economic prosperity for many) seek not only to change the means of government, but also its ends. They do so in part by making the protection of individual choice, and the promotion of economic well-being important social goals to be supported by government in addition to goals that focus more on collective aspirations, and the pursuit of certain kinds of social equity and justice.  Still other ideas look to the power of private institutions and market processes to support important goals such as the poverty reduction, or the emancipation of women by finding ways to extend the reach of the market to include those who are now not included within the developing world-wide economy. 


It is much too early in the exposition to deal with the privatization of social problem-solving in detail, but it is worth giving them a more than cursory glance to help us see how complicated the world of defining and acting on social problems has become. It is not just that we are exploring new means for government to use in achieving pre-assigned missions, it is also that we are re-thinking what the ultimate goals of government should be. It is not just that we are considering how collective action can be taken through national governments, it is also that we are thinking about how collective action effective in dealing with social problems can be taken by private individuals and institutions operating on their own initiative, for their own reasons, relying on their own resources. It is not just that we are thinking about what our collective purposes should be, and how they will be achieved, it is also that we are thinking that an important collective purpose is to create social conditions where individuals can pursue their own interests as freely as possible. A quick review of the basic ideas associated with privatization reveals how deep the current challenge is to our ideas about how to achieve collective purposes, but also what those purposes are or should be, and where and how they are established as important social purposes.


Contracting Out 


The simplest and most straightforward idea associated with the concept of “privatization” is that government should “privatize” the production of goods and services that society has mandated government to produce for its own welfare.
 In this conception, government (acting as an agent for society at large) should continue to finance the production of a given set of products and services.
 The important change that is recommended is that instead of relying on government bureaucracies to produce the goods and services that society has mandated, government is advised to “contract out” the production work to private sector enterprise. Instead of supporting a payroll of public employees, it should put the work out for competitive bidding.  The theory is that by putting the work out for bid, government can reap the rewards associated with competition among private firms. Faced by competition, private firms will compete on price and government will be able to buy the goods and services at a lower cost. Faced by competition, private firms will seek innovative methods of producing more of what the government wants. Instead of being held hostage by monopolistic government suppliers, government can pick and choose among the most efficient, best private providers of the goods and services it wants. 


While this is an important concept, and has helped government become more efficient and effective in accomplishing some of its goals, it is important to see how little this proposal really changes the nature of social problem solving. The only change lies in the kind of organization that produces for government. Government (acting as the agent of society as a whole) continues to finance the work. Government (acting as an agent for society as a whole) continues to specify what is to be produced by the contract agency. Government (acting as an agent of society as a whole) remains the “arbiter of the value” to be produced. The only thing that changes is that private organizations are invited to compete for the work the government wants to have done. The principal reason for making this change, then, is to realize whatever short and long term efficiencies come in the pursuit of government’s goals through use of competitive procurement processes. It changes the means of government, but not the ends.


Reducing the Size and Scope of Government/Returning Choice to Individuals


The second meaning of the term “privatization” is a much more radical idea. In the second meaning, government is advised to give up the financing of a particular set of goods and services for which it used to pay as well as the production. In one version of this, government can decide to sell off an activity that it owns – a golf course, an airline, a utility company, a bus system -- to private investors and let them worry about raising the money to keep the enterprise going.
 In a second version, government can simply stop financing or producing a particular good and service, and wait to see whether a market of willing suppliers and willing demanders will show up to continue the activity that was once produced by government. A government could simply halt the provision of publicly supported day-care for the children of working mothers, or the financial support of after-school programs for kids, and wait for private solutions to these problems to spring up.
 


It should be obvious that the second conception of “privatization” entails much more significant changes in the organization of social problem-solving than the first. In the first conception, the only change lies in the organization that produces the goods and services. In the second conception of privatization, the method of financing the activity has changed as well. The system of finance has changed from a collective process in which we all agreed to tax ourselves to produce a particular set of goods and services to a market mechanism in which individuals can decide whether they want to spend their own money on purchasing a particular good or service for their own use.
 


The shift in financing changes a great deal else as well. For one thing, the change in financing changes the actor that gets to define or arbiter the value to be produced. With tax financing, the whole society (acting through the processes of representative government) acts as the arbiter of the value. It is the collective’s decision to tax itself and spend the money for a collectively established purpose that makes the purpose and the necessary expenditures socially legitimate. In contrast, if government simply stops financing a particular activity, and the activity has to be sustained by its ability to attract support from individuals making voluntary choices to spend their own money on the particular goods and services, then the individual consumer has become the arbiter of the value of what is being produced. It is the choices of individuals rather than a collective that give the activity legitimacy as a value creating activity. 


In this second conception of privatization, then, the world has become privatized not only in the sense that the financial burden has shifted from public to private, but also in the sense that the process of valuing what is being produced has become individualized. The individual and the choices that individuals make has come to the fore in financing the goods and services, and arbitering the value of what is being produced. The collective financing and arbitering of value has been pushed to the rear. 


It should also be clear that the decision to take choices about the financing and valuing of goods and services away from a collective process of decision-making and turn them over to individual choices will affect both the overall level of particular goods and services that are produced, and the overall distribution of goods and services produced by the society. When the collective mandates the production of goods and services, it usually specifies what the level of goods and services should be, and how those goods and services should be distributed. The collective defines, for example, what retirement benefits will be paid from government sources, and who will be eligible to receive them. The collective says what kind of health care service will be available at government expense to elderly, to the poor, and to those who have served in the armed forces.
 Presumably the collective makes such determinations on the basis of some notion of the public good. It decides what level and distribution of these goods will accomplish the most public welfare for the smallest expenditure of public funds. But in making such decisions, the collective also thinks a bit about what constitutes fair treatment of differently situated individuals. It gives benefits not only to those who can use them, but also to those who in their considered judgment, deserve them. Thus, normative concerns about justice and fairness enter into collective decisions as well as practical and utilitarian concerns about achieving the greatest good for the greatest number.


One way to understand the difference between the first idea of privatization as contracting out, and the second idea of privatization as returning economic choices to individuals is that in the first conception, the size and scope of government has not changed, while in the second, the size and scope of government has been narrowed. To make this claim valid, all one has to do is to define the size of government not in terms of the size of the public workforce, but instead in terms of the total value of the society’s assets that are guided by collective public decisions rather than individual private decisions. Because the first idea of privatization as contracting out leaves government’s purposes and command of assets intact, it does not change the size and scope of government. Because the second idea of privatization returns to individuals the power to control their spending by removing tax supported financing for those activities, the size and scope of government has been narrowed. 


Using Vouchers to Simulate Markets in the Provision of Public Goods and Services


Importantly, there is a third idea associated with the notion of privatization as individual choice. That idea is the proposal that government make greater use of “vouchers” in its efforts to deliver publicly mandated goods and services efficiently and effectively. What is important about the idea of vouchers is that it seeks to preserve a realm for individual choice within a government financed activity. Indeed, there is an important sense in which the idea of vouchers stands between the idea of privatization as “contracting out,” on one hand, and the idea of privatization as “returning choice about spending to individuals” on the other. 


Like the idea of contracting out, the idea of vouchers retains the idea that government should continue to finance the production and distribution of a particular good or service. It is, after all, government money, raised through taxes, that is delivered to individuals through vouchers. How much a voucher is worth, and who is eligible to receive one are both decisions made by the government acting as an agent for society as a whole.


But vouchers differ from the idea of contracting out in that instead of government (fully) specifying what is to be produced on behalf of the collective and by whom, it allows individuals to decide (on at least some aspects) of what they would like to buy, and therefore to allow individual choice some room to operate as a claim on what supplying organizations will try to produce. It is in this respect that the idea of vouchers resembles the idea of “returning the choices about spending to individuals.”


What the combination of government financing and individual choice produces, then, is a mixed system for arbitering value. While it is true that compared to contracting out, vouchers give individual purchasers more chance to put their unique stamp on what they would like to have produced than was true when a government contracting officer decided for them, it is not true that the choice about how to use a voucher is a completely unfettered individual choice. After all, the collective stipulates the general kind of product or service that is supposed to be purchased with the voucher. We supply vouchers to support individual spending on food, or housing, or medical care; not for alcohol, or for overseas travel, or for tobacco. Indeed, the collective is so determined to see to it that the vouchers go for the specific purpose it intends that it is willing to criminally prosecute individuals who seek to sell their vouchers, or use them for unauthorized purposes. In this way, the heavy hand of the collective encumbers the free choice of individuals who receive the vouchers.
 
 
 What is left to the individual is to decide on some particular features of the food, or the housing, or the medical care they are provided.


Making Individual Welfare and  Economic Development the Most Important Business of 
Government


Note that when we are talking about privatization as “contracting out,” or privatization as the use of government financed “vouchers,” we are discussing a world in which government is still playing the dominant role in financing what is to be produced, and therefore in defining the value that is to be produced for society. It is government money that is in play. It is a collective choice that is arbitering the social value of that particular expenditure. The only thing at stake is the efficiency and effectiveness with which government money can be spent to accomplish established governmental purposes.
 


The other idea of privatization discussed above – namely, changing the size and scope of government by taking funds away from the collective and restoring them to individuals  – defines a world in which government has been pushed aside as the financier and arbiter of value in favor of individuals.
 One reason to restore choices to individuals – to take money out of the collective sphere and put it back in the hands of individuals – is that we think individuals are better judges of their own interests than the collective, and further, that if we allow them to spend their own money in free, competitive markets, they will not only enjoy the freedom of choice, and use that to get more of what they want for themselves, but also that they will stimulate a private economy that has shown itself to be effective in advancing the material prosperity of society. 


If one follows this logic out a bit, one can imagine a society deciding that the most important social purpose it should pursue would be to maximize the satisfactions of the individuals who comprised the collective. It could also conclude that the best way of ensuring this result was to leave as much choice to private individuals as possible, and to organize its economy as a free market. It could conclude this because it believed that free markets were not only consistent with the ideal of individual liberty, but also with the goal of maximizing individual welfare, and producing conditions that were proven to advance the material welfare of a society. Such a collective might ultimately decide then, that the most important collective goal to be pursued by government would be for government to protect the performance of private markets. The most important collective goal is to maximize individual satisfactions, and the best means of achieving this is to support markets. Thus, the goal of the collective is nothing more than to support individual welfare and the markets that allow individual welfare to be maximized. 


Of course, one doesn’t have to go this far to make a more important and more acceptable point: namely, the society as a whole, and government acting as an agent for the society, has a huge stake in the capacity of private enterprise and markets to advance material prosperity for the individual citizens of the society. On this view, advancing economic prosperity is an important social goal, and market institutions and market enterprises are an important way of achieving this goal. To the degree that government powers should be used to deal with important social problems, it follows, then, that government powers should be used to support the market institutions and mechanisms that can promote human prosperity. Thus, the business of government becomes (at least in part) to support business and markets in the interests of promoting economic prosperity as one among many important social goals.


This idea that the success of business and the private economy itself should be an important goal of government has become increasingly powerful as national governments in both the developed and developing world have come to understand how much they have at stake in having strong private economies. They need a strong national economy to produce the jobs, the goods and services, and the wealth that can improve material condition for the benefit of their citizens. Moreover, governments no longer think they can take the success of their domestic economies for granted. Consequently, many governments use their powers to support the private economy in pursuit of the publicly important goal of advancing the nation’s material welfare.


Relying on Corporate Social Responsibility and Social Entrepreneurship 


The idea that we could rely on private firms to deal effectively with social problems has gained strength not only from the increased emphasis that is given to the promotion of economic prosperity as an important social goal, but also from claims that we need not be as concerned as we have in the past about the proper alignment between the aims of business and the aims of the wider society. On one hand, the movement to instill a sense of “corporate social responsibility” has argued that business has its own economic reasons to align itself with broad social goals. This alignment of interests comes about (at least for some companies) because businesses have to be able to attract individuals to invest in them, to work for them, and to buy their products. In the past, we have imagined that individuals would make decisions to invest in, work for, or buy from particular firms solely on the basis of economic factors. As investors, they would look for the highest return; as employees, they would look for the highest wage and the most security; as customers they would look for the lowest price, the highest quality, and the longest warranties. Thus, economic enterprises would be guided primarily to produce economic values. Now social and political movements have developed that seek to persuade individuals to use the power that comes from their economic positions as investors, employees, and customers to advance not only their economic interests, but also their social and political ideas. If individuals think it is bad for companies to pollute, to bribe, to employ child labor, to discriminate against women, then they should use information about how a particular company behaves with respect to these issues to decide whether they will invest, work for, or buy from the company. If enough individuals condition their economic choices on these social and political ideals, private firms will be turned towards the production of these important social goals.  


While the emergence of the movement for corporate social responsibility helps reassure us that business can be kept in check through social and political forces operating outside the framework government, the emergence of social entrepreneurs committed to using market forces to help advance social as well as economic purposes suggests that business enterprise can contribute to the public good not only by avoiding social harms, but also by advancing social goods. Indeed, it is easy to forget that many commercial products ranging from plumbing supplies through electricity generation to the production of life saving drugs have helped improve the quality of individual and social life. GE may be right when it claims that it “Brings Good Things to Life”! While a  socially conscious person one might take issue with both the motivations that animated the private entrepreneurs to make and distribute such products in the first place, and while this same person might be concerned that the owners of the enterprise take more out of the value of the enterprise for their own personal welfare than is proper or justified, and while one might be concerned that the prices they set for goods and services exclude many who would benefit from having the products, that socially conscious person still has to accept the idea that much that private enterprise produces goes towards improving the quality of life, and does so in a way that tends to favor the purchaser over the owner of the enterprise.  In fact, one of the reasons many societies have embraced free markets as an important device for improving social welfare is precisely that when such markets work well, they actually force profits and prices down to levels where the consumer who buys the good or service gets most of the surplus value associated with its production. 


But there is more to the idea of social entrepreneurship than the claim that most businesses make a pretty straightforward contribution to individual and social welfare. The particular idea that lies behind social enterprise and social entrepreneurship is that some businesses that focus particularly on social problems might make important contributions to their solution. This can happen, for example, when a social entrepreneur finds a market opportunity among the poor, or the sick, or the oppressed that was missed by the ordinary processes of capitalism: for example, when an entrepreneur devises a cheap way to make electricity on a small scale that can be sold to millions of poor people living in rural communities, or when an entrepreneur discovers that lending small amounts of money to support tiny businesses in poor areas will be repaid, or when an entrepreneur works out a way to distribute low-priced drugs to poor people in ways that will reassure a for-profit drug company that the inexpensive drugs will not be diverted away from the poor people for whom they were intended, and undermine prices in markets where individuals can actually afford to pay the market price of the drug. It can also happen when commercial firms decide to give away some of their potential profits by reducing their prices to certain classes of customers, or by creating philanthropic foundations to give away their profits to public purposes. 


In all these ways, then, we have turned away from the idea of government acting alone to deal with important social problems. We have turned instead to a vision of government acting alongside or in support of markets and private enterprise as the society as a whole seeks to avoid the large hazards, and exploit the large opportunities it faces. This constitutes a broad trend that shifts responsibility for social conditions to market processes and market institutions, and that encourages government to take advantage of private enterprise and market forces when it can to improve its performance in places where it continues to be needed.

� Marketize is different than privatize


� (or, alternatively to take steps guarantee certain social conditions).


� Ownership may not be important. Subsidization is important. I introduce this case because many of the early examples of privatization involved the sale of government assets to private owners.


� There is a third version. In a different version, a government can retain its ownership of a productive asset, but reduce the subsidy it pays, and shift more of the financial burden from general taxation on one hand to user fees on the other. �


� Note that this can happen in degrees as well as all at once. That is what it means to shift from tax financing of an activity to financing the activity to user fees. Moreover, that shift can happen in degrees. We can shift not only from100% tax financing with services that are free to individual users to one that is 100% user financed; but also from a system that is 100% tax financed to a system that is only 25% or only 50% tax financed, with the rest being provided by user fees. This is quite familiar to us in the case of public transit. But the same ideas could apply to such publicly provided goods and services as education, health care, or criminal defense. The more tax financing in a public enterprise, the more the collective is paying for what is to be produced. The more fee for service financing in a public enterprise, the more the individual is paying.


� 	Of course, such decisions do not necessarily prevent individuals from spending more than the government offers. Nor do such decisions guarantee that individuals will avail themselves of the benefits available to them. And it is in this sense that private choices will still play an important role in producing any given level and distribution of benefits even when the benefits are made available at government expense. 





	It is only to observe that when the collective decides to produce and distribute a particular good and service, that that will have a profound impact on the overall level and distribution of that good and service compared to what would be produced by market forces acting alone. We will see in the pattern of consumption the aspirations of the collective as well as the choices made by individuals.





� (Think of the voucher as a right to purchase, but also as an inalienable, or at least not completely fungible right!)


� The choice becomes even more constrained if the government limits the number of suppliers that are deemed appropriate suppliers of the service, and eligible to receive the vouchers.


� And, of course, it is always within the discretion of the collective to make a decision about how much they like the choices that are being made by citizens with their vouchers. (An odd way in which the clients become producers of collectively defined goals by making the best use of collectively financed activities.)


� This includes the question of how the government can serve jusice efficiently and effectively by giving people what they deserve.


� (essentially, reducing taxes and activities supported by taxes)





