Markets use human desires and money to organize a great deal of useful human collective activity. 
In markets, individuals with material items to trade look for one another to see if they can give away some things that they have, but do not especially value, in exchange for things that they do not now have, but would rather have than the thing they propose to traded. In this way, value is created for both particular individuals and all individuals by the magic of exchange. An item in the hands of one person has less value there than in the hands of another. Moving items from those who value a particular thing not very much to those who value it more increases the overall value available to individuals and to societies. 
A more complicated transaction occurs in markets when individuals use their own imagination and labor to transform things they own into other things that are even more valuable to others than the unprocessed materials with which the first individual began. This creates value not only through exchange, but also through physical transformation of materials into higher valued items. 
A still more complex transaction occurs when one individual sees an opportunity to use the labor and talents of another individual in a way that was not obvious (or not available) to the second individual to create produce something of value to a third person. In this situation, the first individual – call him or her the entrepreneur – has to find the means to induce the second individual to do the work the first individual has in mind. In the market, the most common inducement is a wage. 
Sometimes individuals can create value for other individuals not by producing a particular physical item that the other individuals value, but by providing services. 
Sometimes, those with ideas about how to use natural materials and human labor in producing both goods and services find methods that are very efficient in producing goods and services because they take advantage of standardized methods that make otherwise complex tasks simple and easy to do over and over again. 
Sometimes those with ideas about how to use raw materials and human labor invent and build machines that can significantly leverage human efforts to transform raw materials or to provide services to others, and make possible not only efficiencies in producing products and services that were already known, but also products and services that we previously either unimaginable or technically impossible or both. 
Often the people with ideas about how to use raw materials and human resources to create things of value are not necessarily the individuals who have the time or the money to develop and test their ideas to be sure that their untested ideas might work. 
But there are often other individuals in the society who have extra resources. These individuals want to put their extra resources to work. One of the ways they can do this is to lend their extra money to the individuals with ideas so that they can develop and test their ideas – promising to share the returns if their new idea proves effective with those who had faith in the idea, and put their money where their hopes lay. 
These are the simple processes that use human desires for material well-being, natural resources, human energy and human imagination to create a market economy. These processes are universal and exist in all societies even those that do not celebrate markets as among the most important methods of organizing activity. Commerce always moved across international boundaries, and could only be stopped with great effort. Commerce always operated in the interstices of traditional societies even though these transactions were considered less important, and guided less human behavior in such societies. 

To no small degree, the smooth operation of markets depends on some background social conditions that allow the millions transactions that constitute both the daily activity and the productive, value creating power of markets to be carried out.  Each transaction in the market is vulnerable to corruption and betrayal. When a good passes from one individual to another, when a service is provided, there is always some uncertainty on both sides of the transaction. The supplier worries that he did not charge a high enough price for his good or service, or that the thing he accepted in exchange is worthless or not as represented. The demander worries that he paid too high a price, and that the good or service he obtained was less than what he hoped, or that the supplier represented. Even two honest individuals can be worried and have regrets. But what really worries individuals is that they are dealing with a crook who will deliberately deceive them about the value of what is being exchanged, or that they will get more than their fair share out of the transaction. If degrees of distrust are high enough, and if there are no means for reducing the mistrust, then many potentially valuable transactions will fail to be exploited, and a significant amount of potential value lost. 

To some degree, the necessary grease is provided by familiarity, trust, or a shared ethic that can govern these intrinsically dangerous transactions. Bonds of reciprocity and trust – built up through both social and economic relationships – can go a long way towards enabling the transactions on which a market works. So can a general ethic that encourages individuals to be satisfied with what they got, and not worry too much about what might have been; or one that tells them if they got taken in a deal, it was their own fault, and they should have been vigilant. But these important social mechanisms tend to be small, and local and require a long time to develop. If the full potential of a market exchange economy is to be exploited, there have to be social institutions and mechanisms that allow strangers to make successful deals with one another. 
Among the most important of these social institutions are the norms and laws of societies that define the proper way to interact with one another in social, economic, and even political interactions. In traditional societies, these norms and laws are typically rooted in custom. They may be deeply rooted in the way that individuals behave so that little enforcement is required. But humans being humans there will always be disputes and misunderstandings, as well as some real cruelty and evil. When disputes arise, or evil appears, those who think they have been victimized by those who did not seem to understand the rules will want a place to go to express their disapproval. We can, of course, leave such disputes to private settlement through direct action. But many societies found exactly how expensive it was to individuals and the community as a whole to leave it up to individuals to settle their disputes. The feuds could go on for generations and embroil a community in warfare and violence when it could have been peacefully working and enjoying itself. Consequently, individuals often turned to a kind of authoritative tribunal where claims of victimization and innocence could be adjudicated. This juridical function – the arbitration of disputes – is one of the critical functions of a state or a society, and one that makes it possible for interacting and interdependent human beings to live with more dignity, prosperity, and perhaps even justice than they could without the presence of this social capacity (whether it be invested in the authority of a council of elders or a state court). 
In larger, more modern states, the juridical function is often more specialized. And, there is the possibility of remaking laws in light of changing circumstances, or changing ideas of what is good, or just, or fair. 

The capacity to settle disputes in the economic as well as social and political realm is one important way that the state enables the operations of an economy. A state may not, strictly speaking, be necessary for a market economy to work. (Market exchange has always operated in realms that are stateless, and across the boundaries of existing states). But a market economy is usually strengthened if there is a method of adjudicating disputes. 

But another way in which the state enables the performance of a market economy is to had out and defend rights to have personal property. If individuals know what they own, can be confident that they can hold onto that, then they can begin thinking about how to trade what they own for something that would make them better off over the longer run. If they can be confident that the market place is not entirely lawless, they can enter a bit more confidently into the lists of trading what they have for what be more valuable to them than what they are giving up (whether that be goods, or labor, or savings). 
In these ways, the state enables the operation of a private economy, and helps to support and sustain the value that a market makes possible. 

Once some collective force and authority is created, however; once there is some social capacity to (at a mimimum) adjudicate disputes, protect property rights, etc.; then that society has within itself a new capacity to act as a collective that is different than market mechanisms. The collective can not only adjudicate private disputes, it can command private effort, and private contributions to public aims. 

It is important, of course, what disciplines this authority and power. Traditoin ma play a role. So can civil disobedience. But the answer that has been given by liberal societies is that state authority should be disciplined by the consent of those who are subject to state authority (and can be trusted to have the wider interests of the community in mind!). 

We end up then in democratic societies with democratic governance that runs beneath, alongside of, and above the operations of private markets. That democratic governance includes property rights, the right to make contracts, the right to form into associations and corporations of various kinds, the right to petition the government, and so on. Once that political world is set in motion and attached to the state, the apparatus of the state can be harnessed to many different purposes. We might try to restrain those purposes either by handing out individual rights that cannot be violated, or by developing an elaborate theory that defines particular substantive purposes that government might want to restrict itself to doing. (These are the methods used by libertarians who want to find a reliable basis for preventing state power being hijacked by particular interests, whether those be of the poor of the rich). But these are only imperfect constraints. And our modern politics often revolve around the question of what purposes a state might usefully and justly pursue on behalf of creating particular political visions of a good and just society.

It is possible to see the government in a liberal democratic society as nothing more than a kind of referee, or as something that sets basic rules within which all the important decisions are made. Central to this vision is the idea that government itself does not have a purpose (whether assigned to it by the society or not). 

A quite different view, however, is that government does have purposes. Further, that its actions have very important consequences that can be and are valued by individual citizens thinking about their own interests as well as those of the wider society as best they can see them. Key to these purposes, of course, is doing justice in the sense of protecting rights and adjudicating disputes as best it can. But also key to these purposes are promoting material well being. And there may even be a role for the government in promoting social well being in the sense of insisiting upon or encouraging certain kinds of social relations and behaviors in the society that could be viewed as civil and other regarding as well as consistent with rights and obligations. 

In  this sense, government can be seen as a value creating entity that is at least as important to the well being of a society as the economic activity which it enables (and to some varying degree guides towards particular social goals). 

If one takes the view of a value creating government seriously (and understands that the kind of value government creates is the effort to create the kind of prosperous, civil and just society that its citizens seem to want) then one begins to think about the processes and mechanisms that governments can use to accomplish their goals in the same way that one thinks about the processes that markets use to satisfy individual material desires. We begin to think about what Lester Salamon has called the tools of government – to name them, catalogue them, understand the way they operate so that we can use these instruments as well as, or often in conjunction with, market mechanisms, to achieve collectively desired social results. 

The place to begin, I think, is with the core idea that the state can use its sovereign authority to alter economic, social, and political conditions and relations in the society. In having control over this particular asset, the state occupies a unique status. 
We are more inclined to think of the state as using money.  

We might also think of the state as using moral suasion or authority (with varying degrees of skepticism and efforts to over ride this)

Note that the state is not the only social institution that has access to these instruments. Private sector has access to funds. Indeed, can use them much more flexibly than the state, (but perhaps with less collective accountability). Voluntary sector has no small amount of moral authority. 

Cconsequentely the state is surrounded by collective efforts mobilized by others. Some of these operate alongside the state. Some operate in close relationship. Some operate to influence the state. Some operate to oppose and undermine the state. The state has to figure out how to manage these other collectives in a way that is consistent with the protection of particular rights, and with an idea about the particular kinds of institutional relationships that would help to make a good and just society.

The state even has to struggle to maintain its mononpoly over the legitimate use of force. The tools of the state are designed both to protect these institutions, call them into existence, find ways to use them for social purposes. 
