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hat government should or should not do needs to be of fundamental

concern to public managers. In mixed economies there must be

some demarcation between those activities that fall in either the
public sector or the private sector. The dividing line varies between different
nations at different times, but, in the last two decades of the twenties century, it
definitely moved away from the public sector and towards the private sector. This
transfer of resources and functions to the private sector obviously affects those who
work in the public ‘sector or rely on it in some way. If a public activity is less
valued by the community, if activities historically provided by governments are
being marketized, the rationales for doing these things are of obvious interest to

public managers.

Since the mid-1970s, most OECD nations have undertaken a reassessment of the
roles of the public sectors. Those who believe in the model of the free market as
the basis for a more dynamic economy argue that governments are currently
involved in activities which are inappropriate and that the size and role of
government must be cut back drastically.' The current debate on the role of
government mainly concerns its economic aspects: should it provide the goods and
services it does, or should some be handed to the private sector? Should it
subsidize or regulate to the extent it does? Such questions also raise the very
political matter of how various members of the community perceive and value the

things government does.
Market Failure As the Basis for Public Policy

Although the sale of goods and services is the basis of a capitalist society, there are
some circumstances where markets may not provide all the goods and services that
are desired, or may do so in ways which adversely affect the society as a whole.
The market mechanism alone cannot perform all economic functions; public policy
is needed to guide, correct, and supplement it in certain respects. Market failure
is one way in which government action can be justified. Theories and models can
be developed which state that government action should only occur where market

fails, providing governments would do a better job in those particular
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circumstances. Some of the goods or services which markets may not provide
optimally include: education, law and order, environmental values, national
defense, roads and bridges, hospitals and health care, welfare services, public

transport and the like. The key kinds of market failure are outline as follows.

Public Goods

Private goods are enjoyed by whoever paid for them. Once someone pays the asking
price, the property becomes theirs by the process of exchange and no one else can
use it unless the owner gives permission. Public goods are quite different as they
benefit all users whether or not they have paid the price. They are “non-
excludable” , that is, if provided to one, they are available to all. For example, a
lighthouse can not be reserved for the use of only those ships which pay for the
service. There are roads and bridges that benefit a particular community, but for
which tolls or some other way of charging individual users are not feasible or too
costly. It is not possible for citizens to decide what level of national defense they
individually want and then pay precisely that amount in their taxes. There seems to
be no way except for government to provide such public goods, although the
dividing line between public and private goods is often rather blurred. There are
now fewer undisputed public goods than once was thought to be the case. Some
roads or bridges may be directly charged for by means of tolls. There may be other
payment methods such as an annual fee for freeway use. Defense remains the classic
public goods, one which, practically, can only be paid for by taxation of the whole

society, not merely by those who value being defended by the armed forces. ?

The literature also points to merit goods. These are services, such as education and
health care, that are socially desirable, but which markets may not provide
optimally. The market may provide them in a technical sense — but there are
benefits to the whole society by some government involvement. An educated
workforce is economically desirable as an educated worker is able to perform more
complex tasks; government provision or assistance may improve overall educational
outcomes for the benefit of the society as a whole. But how education is funded is a

general problem. If education is regarded as a private good there are equity



problems between individually as well as efficiency ones if those with innate ability
are not educated.’ On the other hand, if parents wish to spend extra money on

education, there is no way of preventing this.

Health care is another difficult merit good issue. While the delivery of health
services by doctors and hospitals is broadly consistent across developed countries,
there are varying mechanisms of financing with some countries seeing health care
essentially as a private good (US), others as a public good (UK) , and others as a
mix of both (Canada). Private health insurance markets may not provide adequate
cover when individuals assess their risk as being lower than it actually is. As a
result, there tends to be chronic under insurance and eventual demands for
government involvement. Most countries have an uneasy mix of private and public
provision of these merit goods, without there being and definitive answer as to the

most desirable point on the public-private continuum.

Externalities

Market transactions often have effects on third parties, or on the environment, that
only government action can alleviate. For example, it is possible to buy a car and
its fuel through the market, but the externality or “spill-over” effects on air quality
or vehicle accidents are not captured by the price paid for the items causing the
problem. Environmental effects are usually seen as requiring some kind of
government action, as there is no market way of coping with these effects. There
are market approaches to government action, such as tradable pollution permits,

but these still take place firmly within a framework of government regulation.
Natural Monopoly

There are some goods which are characterized by declining marginal cost, that is,
when supplied to one customer it becomes cheaper to provide to the next.* The
installation of water supply or electricity to one household makes the cost to the
next household cheaper one the distribution network is in place. It is in utilities

with networks telephone, electricity, gas and water — that the problem of natural




monopoly is most prevalent. The beneficial effects of competition are not likely to
occur when there is a tendency towards a monopoly supplier. The existence of
natural monopoly has been used as a rationale for some form of government
involvement or even ownership, although there few industries or parts of industries
now universally regarded as natural monopolies. More recently, any natural
monopoly in telecommunications and electricity supply is seen as only applying to
local distribution. In any case, there are examples, particularly in the United
States, where such utilities are privately owned but government regulated. In other
words, government involvement need not mean direct government provision, and
there is now a worldwide trend to privatization of such services but with some form

of government regulation attached.
Imperfect Information

There is a case for poor information, or “asymmetric information” , being considered
an example of market failure. Market theory does assume perfect information for
buyers and sellers. To the extent that information is not gained, especially by the
buyer, market can be less than optimal. Consumer protection or packaging
information might be examples where, through government action, information can
be provided so that market function better. Regulation imposed on blatantly unsafe
products may be seen as proving information to those unable or willing to gather it

for themselves.

Other kinds of imperfect information may arise with respect to “adverse selection”.
Where for example, the unhealthy are more likely to be buyers of health insurance
and “moral hazard” where information can persistently be ignored in, for example,
that the self-assessment of risk by cigarette smokers or motorcycle riders is far less
than the actual risk. Both these can cause market failure due to failure of

information.
Basic Function of Government

There are some things government should or should not do, some that it does well



and some that it does badly. Even during the time of laissez-faire economics, there
was some role for government. In its 1997 report on development, the World
Bank argued that there were five fundamental tasks which “lie at the core of
every government’s mission” . These were: (Destablishing a foundation of law ;
@ maintaining a non-distortionary policy environment, including macroeconomic
stability ; Dinvesting in basic social services and infrastructure; @protecting the

vulnerable and Bprotecting the environment.

Another relatively pragmatic set of government roles is set out by Anderson, who

sees seven basic functions of government, which he claims are general role. Some

of these are examples of market failure, but he sees a wider role for government,
as the following shows:

(1) Providing economic infrastructure. Government provide the basic institutions,
rules and arrangements necessary for the satisfactory operation of a modern
capitalist system. These include the definition and protection of property
rights, the enforcement of contracts, the provision of a standard currency,
weights and measures, corporate charts, bankruptcy, patents, copyright, the
maintenance of law and order and the tariff system. Modern economic societies
are political ones as well; it would not be possible for the economic system to
operate without the rules of the game and the framework for economic life being
provided by the political system. Contracts are legally binding because of the
laws established by the state and backed, in the last resort, by state sanction.

(2) Provision of various collective goods and services. There are some public goods
which, while valuable to the whole society, are difficult for individuals to pay
for according to the amount of good used. Once provided for one, they are
available for all. These include such items as national defense, roads and
bridges, aids to navigation, flood control, sewage disposal, traffic control
systems and other infrastructure. Many are characterized by their broad use,
indivisibility and non-excludability and are, therefore, public goods.

(3) The resolution and adjustment of group conflicts. A basic reason for the
existence of government is the need to resolve or ameliorate conflict in a society
in pursuance of justice, order and stability. This may include actions to

protect the economically weak against the economically strong. Government
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may seek to replace exploitation with equity through child labor laws,
minimum wage legislation, or workers’ compensation programs.

(4) The maintenance of competition. Competition does not always maintain itself in
the private sector and government action is often required to ensure that
business do compete. Without government monitoring, the benefits of the free
enterprise system would not necessarily appear. In the absence of suitable
regulation, companies would be able to form cartels, restrict access to their
products and fix prices.

(5) Protection of natural resources. Competitive forces cannot be relied on to
prevent the wasteful use of natural resources, to protect against degradation of
the natural environment, or to care for the interests of future generations.
Damage to the environment from market activity is the textbook example of
externality and market failure. Only government can alleviate environment
damages.

(6)Minimum access by individuals to the goods and services of the economy. The
operation of the market sometimes produces results that are cruel or socially
unacceptable: poverty, unemployment, malnutrition—in their impact on
people. Others because of illness, old age, illiteracy, or whatever, may
simply exist outside the market economy. There is often disagreement over the
level of assistance, the aggregate cost and particular programs which may have
some social costs.

(7) Stabilization of the economy. There have always been fluctuations in the
business cycle of the economy where boom conditions are followed by
recessions. Government action may be able to alleviate these through the
budget, or monetary policy or control over wages or prices. Although
government action is often imperfect and sometimes wrong, the community
regards the government as being responsible for the state of the economy and
there is a public expectation that government should act to try to solve any

problems.

New Words 417 :

demarcation n. R4>

drastically adv. JHZUHL, BIEEHD




subsidize v. ¥Bh, MY
perceive wvt. %58 v A, BREF|, AHF
adverse adj. AF|HY, BHH, M
justify v, JEBH------ &1 241
optimal adj. HfEN), AR
non-excludable n. (XFHMUZER) FRESF
lighthouse n. ¥JI%
reserve n. fiff (¥)), fEMEEL, &N

v fiff, RIF, 1B, B, WY
merit n. U, YMEH o HHETF
workforce n. 37Zh77, T A 8%, BT A%
provision n. f57, (—fit) LRI, Fik, B, M
equity n. AV, NE, AFHEY, WiEkE, (8] Ve
continuum n. FEZEG—K, ELESE, P EX £
tradable adj. TR G, ALLMH
utility n. %H, HH
asymmetric adj. A¥EH), RNITFRI
blatantly adv. PE[WIHL, FEF T H#
maintenance n. 44, fRFE, AIEWA, H¥k
bankruptey n. /=
sanction n. #t#E, R, LHE, HIE, AT

v HEHE, FIRE, XRF, S5, AR
sewage n. K, 357K v JHISKEM, KT/KETF
navigation n. Mi¥E, fiizs, AL, AL, AT
ameliorate v, 3, Mt
degradation n. FEZ%, FEHE, B4k
cartel n. ARMVERE, 2R E A 3 He 7 B8 O Y
alleviate ot. fiff (JF#4%) 5FEZ, Wiz
malnutrition n. EIFRKFH, BHRAR
illiteracy n. XH
aggregate n. A, Mit, £454K

adji. i, A, BEW

v. RE, £5, 4t




fluctuation n. PFh, EIR

recession n. HME, BE, BJF, TRLZFR, ARS
definitely adv. BARfHL, T HEH

obvious adj. BHEBH, BIi%Z WK

undertake ot. FARFH, $HIE, ¥FiF, PRIE
dynamic adj. BHFIHY, BIIFER, HEK
appropriate adj. &4

regulate ot |, EEH, T, KHE

perceive v. A1, J&F|, AIRE

circumstance n. B, HIE, 0L

mechanism n. HUBREEE, P4, HLHI
supplement n. #pgt, #h3E, MR, T o #3E
particular adj. FFERAY, FEAIE

property n. M7=, FiEY

permission n. VFA[, RRIF

involvement n. EZ, &

innate adj. BRI, RER

uneasy adj. OMAREK, AATER, RREER
chronic adj. 18YER, ELRKH

consistent adj. —EH, WK

fuel n. BRE}

vehicle n. @ THE, i, AW

capture vt. 3K, IR, FE

installation n. %%, 2H

laissez-faire adj. HHH)

non-distortionary adj. A HTE HHAY
vulnerable adj. SZIEW), 5% BBt
pragmatic adj. SZPRIY, EE L)
enforcement n. AT, FE

disposal n. Ab¥, AbE, fE, LZH

patent n. EFIAL, P, LF|d

chart n. YEE, EF

corporate adj. FLEIH), AN, SLFEIK




minimum adj. HBPH, TR n BME, S/ME
legislation n. S7¥&, EEMHIE (SGEET)
exploitation n. JFF&, K, FIH|

indivisibility n. AE[E], BRAR

Useful Phrases &iE .

cut back BBY, WUk, AR E, B4
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market failure TR
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Difficult Sentences ¥ £ :

1. Those who believe in the model of the free market as the basis for a more
dynamic economy argue that governments are currently involved in activities which
are inappropriate and that the size and role of government must be cut back
drastically.

(ARLARIE B B FTHEXTRARE B F B m LA E A9 A LA A BB
WAL — BT H R R L6, BUTHGHAF A E L K AR R )

AT XM TRIEN N B N K . 55—~ those who 5| R
BN, RPN REIRLEIAN B H TR R BIE 282 R A,
X AL argue that 5 R EEE N MIERH B, AT BBUF H &G
MHH) — 57 AR Y, dokb, EH XA T — 15 M A which are
inappropriate Xt BUR T NI4T HVE T VF4Y, 4 A BRI R BRJE —A that
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M) “that the size and role of government must be cut back drastically”, H3Z
% that \WEJ S RTE ) that WAEJHY RIS 5NN ZE, #RI2 argue 51 EEIEMN
Ay, RHAMA

argue: Figy, FWb, ik,

Example: They argued the case for a non-nuclear defence policy.

(RN A A B 55 BRI )

We could argue this point for hours without reaching any conclusion.

(BN AKX —ETAH#H LA D RFERELE®,)

2. Defense remains the classic p.ublic goods, one which, practically, can
only be paid for by taxation of the whole society, not merely by those who value
being defended by the armed forces.

(BFE—AARERGALT R, Rfp@dHRHKHFTXKE, 7R
AAAL i AR 2 B KRR A )

WA XAEPOE SRIFTE T =AU, ESHMEMRH, 25k
IRERAR ARG . XAMELLT, MR FRETREREEN, RAMETET
AREREAT, AW ERERE, XEMETHE “Defense remains
the classic public goods” , & FiXFp/AILF= 5 M4 5, FRATAT LAM which 8| &
HE BN A H 13 3] Z %: O can only be paid for by taxation of the whole
society; (2 not merely by those who value being defended by the armed forces.

value: fliffr, B,

Example: If you want to sell your collection of stamps you ought to have it valued.

(Zo RARAE B ROBOR A ¥R T, 1R B IHFA RN )

I've valued your friendship.

(Z—mAEhRGLE,)

3. If education is regarded as a private good there are equity problems
between individually as well as efficiency ones if those with innate ability are not
educated. .

(e RBEHBABRA 5, LREMZE BN FRHAE; R L
HAARRKBOARBLZHE, LABIAKERNM,)

VAT %A BRAR I B2 as well as Fl efficiency ones, As well as 424 T
and, EH I %1 # 5 efficiency ones, 3% B ones #8482 problems, #iiE
RO T RS, ZH A it, one TEACHTTE H B B %04 7], ] ones $5ARAT
T B R B2 44 1]



