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Executive Summary
Non-market public production makes up a quarter to a half or more of all economic activity in
advanced democratic nation-states. Yet here in the United States the public economy’s ability to
function productively on behalf of the citizenry is seriously imperiled.
In this paper I trace the connection between mainstream, market-centric economics and what
James Galbraith has called “the collapse of the public governing capacity.” Marketization and its
confederate, privatization, have led, sometimes intentionally, to the evisceration of governmental
capacity, the downsizing of democracy and the dismantling of traditions of responsible public
administration that are grounded in law and the Constitution.
Over the last decades, apostles of the market have intruded upon government a pseudo-market
with outcomes ranging from the unfortunate to the disastrous. So-called “New Public
Management” –“a child of neoclassical economics,” – has colonized and weakened every level
of public administration.
Hollowed out through the cathartic of a “competition prescription,” the public sector time and
again seems to fail us, so systems of performance measurement transplanted from profit-driven
business models are being imposed across government, ostensibly to improve results and better
supply what the populace wants and needs, but instead often leaving harm in their wake. We
find our most basic public services and rights in jeopardy: from clean air and water to
unencumbered judicial due process. While government “reinventors” boast about shrinking
government, in reality a “submerged state” mushrooms through an explosion of private profitmaking contractors and behind the hidden hand of tax expenditures.
Yet, as I argue in this paper, there is no viable explanatory theory of the public non-market
economy or of production within it, nor any consensus about how to measure public purpose or
assess results in the public domain. Instead, a market-centric economics prevails in textbooks,
university teaching and public policy, while private, market-mimicking motivations and values
displace public purpose in measurement schemes.
We live in “a political economy that generates the conditions for its own failure.” Confined and
constrained by the “doxic frame” of market superiority, “the state lacks basic conceptual tools to
think differently.”1
More than a century ago, the effective operation of the public economy was a significant, active
concern of economics. But, with the rise of market-centrism and rational choice economics,
government was devalued and allowed a role only in cases of “market failure.” The very idea of
1

Andrew Bowman et. al., The End of the Experiment, Manchester Univ. Press, 2014, pp 130, 131, 143.
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a valid, valuable public non-market almost disappeared from sight. So today we lack a coherent,
comprehensive theory of the public economy.
We need to understand how public goods and services originate through collective choice and
collective payment. We need to explain how the mechanisms of public production arise from and
at the same time affirm the democratic process and constitutional governance. We need a theory
of the public goods economy.
Toward that end, I outline the elements of a theory of the public non-market, and suggest a
model to explain its forces, flows and dynamics. In the public non-market, it is not demand but
identified societal need that is the driver, not exchange but “contingent flow” that is the
overarching dynamic. Electorally-manifested collective choice is the generator of public goods
and services, and collective payment is the financing source. With these inputs, democratically
elected representatives legislate goods and services into being. Production takes place in a nonrival supply process wherein information sharing is the norm and invisibility a hallmark of
effectiveness.
A cogent theory of the elements and dynamics of the public economy, and an acknowledgment
of its complexity, can inform and improve public administration in theory and in practice and
help rebuild the machinery of government. On the basis of such a theory we can also design
appropriate instruments for measuring results and managing performance. As citizens of a
democratic nation state we must recognize that public products originate with the polity, and that
accountability is rather at the ballot box than the cash register.

ii
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1. “Government is Broken”: The collapse of the public governing
capacity
Contemporary mainstream economics has been a prime factor in the degradation of the public
governing capacity in the United States. The marketization of American government is the chief reason
for its declining ability to reliably deliver goods and services. Market advocates, exploiting
neoclassical economic theory, have transformed public goods production in imitation of a market
model. This has led, sometimes intentionally, to the evisceration of public services and the dismantling
of traditions of responsible public administration. Democratic, constitutional governance is threatened.
The ravaging of government in the interests of ideology or private profit has proceeded largely
unhindered because we have no adequate theory to explain the roots and defend the essential value of
the non-market public economy in a working democracy, no intellectual infrastructure to explain how
its purposes and processes differ crucially from those of the market, and no effective conceptual model
that demonstrates why such differences matter substantially for democratic governance and the wellbeing of the citizenry.

“Government is broken”
There is a widespread belief in the United States that government is broken, especially at the federal
level. Just listen to the headlines: “Why Government Fails So Often;3 “Saving America from Broken
Government”4; “Half of Democrats Say Government Is Broken;5 “Where Government Falls Apart”6;
“‘Washington Is Broken,’ Polls Say Americans Say.”7 Some point to legislative gridlock, others to the
growing inability of government to deliver intended results. My concern is with the latter, although I
disagree with those who blame innate administrative incompetence,8 “the kludgeocracy,”9 or merely
the “virus of cynicism”10 In particular, I disagree with the “public choice” school of mainstream
economics which suggests that government incompetence is innate and only markets are competent.
Nonetheless, evidences of “broken government” are ubiquitous as with the calamitous roll-out of the
Affordable Care Act Website in 2013, the Veterans Health Administration scandal in 2014, and the
mushrooming of “offender-funded justice,” all of which I discuss in Section 2.
2

Author’s note to readers: This Working Paper crosses several disciplines but primarily addresses economics and public
administration. The focus of this document is economics. A companion paper will focus on public administration.
3
Peter H. Schuck, Why Government Fails So Often, And How It Can Do Better; Princeton University Press; 2014.
4
Philip Howard; The Rule of Nobody: Saving America from Dead Laws and Broken Government; W.W. Norton, 2014.
5
Thomas A. Smith, review of Why Government Fails SoOften; Yale Alumni Magazine; July/Aug 2014 p 58.
6
David A. Fahrenthold, “Breaking Points: Where Government Falls Apart; How the VA Developed Its Culture of
Coverups”, Washington Post, May 30, 2014.
7
Frank Luntz, “The Midterms Were Not a Revolution”, New York Times; Nov. 5, 2014.
8
“Corruption” is also blamed. But that is not my topic. Moreover, corruption is simply another term for private interests
replacing the public interest, which is the same point that Galbraith makes in his book.
9
Steven M. Teles, “Kludgeocracy in America”, National Affairs; Fall 2013; pp 97-114.
10
Frank Bruni, “The Virus of Cynicism”, New York Times, Oct. 18, 2014.
1
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When James Galbraith in 200811 described the “collapse of the public governing capacity,” he made it
clear that the erosion of state capability was neither innate nor incidental; rather, it was the result of a
purposeful, systemic campaign by private interests to “suck the capacity from government and deplete
it of the ability to govern.” He warned that inadequate attention had been paid to the deliberate
dismantling of the machinery that enables the state to produce for the common good.
Claus Offe, a political sociologist at the Hertie School of Governance in Berlin, also warns that we
ignore the degradation of the machinery of the state at our peril. In an essay on “Shared Social
Responsibility” he observes that “Despite our dissatisfaction with the inadequacies of public policy, we
should not forget that the democratic state and its powers to tax, spend and regulate remains the major
instrument for sharing responsibility among members of society.” And he argues, in opposition to the
markedly individualist strains of market orthodoxy, that “The democratic state, in spite of its
limitations, remains—or must be restored to its role as—a key strategic agent both in containing the
negative externalities of individual choice and creating and implementing collectively binding
solutions.”12
Unfortunately, strategies for governmental reform in the U.S. over the last decades have relied
consistently on the creed of market superiority, as if the cause could be the cure. Writing in 1993,
shortly after the Clinton administration rolled out its “Reinventing Government” initiative, public
policy scholar Donald Kettl neatly summed up the approach, previously an earmark of the Reagan
administration: “The theory of the market is at once an explanation of what is wrong and what can be
done to make things right...The federal government’s usual approach is to assume that the market
knows best.”13
So the solution to “broken government,” both for those wanting to shrink government and those hoping
to make it work better, has been to refashion government in the image of the market, either by
contracting out its work or by transplanting commercial (business) values and practices onto what was
left.14 As I will detail, when marketization is the preferred method of reform---regardless of
motivation--- the result is disabled government.
One of the most compelling aspects of Galbraith’s work is his perception of how entrenched the creed
of market superiority has become, such that government administrators now routinely use “a market
solution where markets had never existed”. Indeed, mainstream economic thinking has carried marketmimicry into ever-widening spheres of the public domain, where public university students and
hospital patients alike are being re-branded as “customers.” As Galbraith tells us, there is virtually no
counteraction because “respectable opposition demonstrates fealty to the system by asserting
allegiance to the governing myth [of market superiority]. This in turn limits the range of presentable
ideas, conveniently setting an entire panoply of reasoned discourse beyond the pale of what can be
said, at least in public…There is a process of internalization, of self-censorship. Once the rules and
11

James K. Galbraith, The Predator State; How Conservatives Have Abandoned the Free Market and Why Liberals Should
Too; Free Press; 2008, pp 13, 148.
12
Claue Offe, “Shared Social Responsibility, A concept in search of its political meaning and promise”; Berlin Journal,
(26); Spring 2014, pp 8, 9.
13
Donald F. Kettl; Sharing Power; Brookings Institution; 1993, pp 2, 182.
14
Recently, several new public administration theories have emerged, which attempt to offer alternative prescriptions, but
as I shall discuss in Section 3, these movements have neither engaged with the fundamental problem of a flawed economic
model, nor have they become practice except in limited instances.
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boundaries prescribed by the myth are understood, adherence becomes reflexive, and at the end of the
day, people come to think only what it is permitted to think.”15
The encroachment has been gradual but pervasively and perversely effective. Subscription to market
principles is not only demanded by prevailing norms; it goes unquestioned. Speaking from my three
decades of experience in developing policy, managing programs and agencies, and program evaluation
and performance measurement16 at the federal, state, and local levels of government, I can attest that
the prevailing creed since the 1990’s stifles reasoned discourse among government leaders, managers
and employees. There has been a continual hollowing-out and a loss of institutional knowledge about
alternatives, what Kettl calls a “national amnesia.” The prevailing economic creed drives every aspect
of the practice of public administration, which, in a vicious circle, further undermines governmental
capabilities.

A theory of public incompetence
The market-centrism of mainstream economics has played directly into political and popular media
views of government as incompetent and inefficient.
In “Public Goods, Public Enterprise, Public Choice,”17 Stretton and Orchard analyze four beliefs that
together constitute “a theory of public incompetence.” All four derive from the axioms of neoclassical
economics, in particular that self-interest is the universal motivator, and that markets, unlike
governments, are invariably efficient, punishing failure by eliminating inefficient producers.18
Much earlier, in 1939, Studenski brilliantly described and disputed the “theory of nonproductivity”19 of
government, which formed “a fundamental tenet of the so-called classical and neoclassical schools of
economics still dominant in this and many other countries…” The passage is worth quoting at length.
Theory of Nonproductivity
Towards the end of the eighteenth century…under the influence of the industrial revolution, a
sudden revulsion took place in the political and economic thinking of the time. The entrepreneurial
class, in its quest for freedom from restrictive governmental regulation, attacked the ability of
government to attend to the economic affairs of its citizens. Political economists took the view that
business enterprise was the sole productive agency in society and that government was a passive,
nonproductive, wealth-destroying organization...
Strange as it may seem, this peculiar doctrine of the nonproductivity of government activity has
tended to persist to the present day, and forms a fundamental tenet of the so-called classical and
neoclassical schools of economics still dominant in this and many other countries at the present
time. The theory of the nonproductivity of government activity is founded on several basic errors,
to wit: (1) a tendency to regard government as an organization independent and apart from the
15

James Galbraith; op. cit. pp xxii, xvii – xviii.
In the fields of workforce training, adult education, economic development and employee ownership.
17
Hugh Stretton and Lionel Orchard, Public Goods, Public Enterprise, Public Choice – The Theoretical Foundations for the
Contemporary Attack on Government; St. Martin’s Press; 1994; p 80.
18
The rise of rational choice theory after World War II has been a major factor in the devaluing of government and its delegitimization as an economic actor. See Appendix 3.
19
Paul Studenski, “Government as a Producer”, Annals of the American Academy of Political and Social Science, Vol.
206, Government Expansion in the Economic Sphere (Nov., 1939), pp. 23-34.
16
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people and pursuing its own advantage; (2) a wrong identification of economic activity with
individual endeavor to make a living, and a failure to recognize the importance of collective
economic effort; and (3) an unduly narrow commercial view of production as the creation of
utilities having an exchange value. The exponents of the nonproductivity theory of government
activity fail to see that government in modern democratic society, with which we are particularly
concerned, is an agency set up by the people for their own advantage and controlled by them with a
view thereto, and is, in fact, in some of its aspects, the people themselves acting collectively. Quite
erroneously they conceive of government as being operated for the sole advantage of scheming
politicians. It is wrong to conceive of economic effort as being purely individual in character.
Under all forms of organized society, economic activity has required some collective effort in
addition to the individual one, and this is still true of the modern society. The notion that
production for exchange is alone "productive" is preposterous. [Emphasis added.]
Seventy-five years later, Paul Krugman, in a similar vein, would address “the incompetence dogma”
and “how completely ideology has trumped evidence” about government, making “rational analysis of
policy issues impossible.”20

Government Isn’t Broken (yet), (though the incompetence dogma continues)
Despite the barrage of headlines telling (sometimes falsified) stories of government failures, in reality
government succeeds far more often and far more widely than it fails. The successes, however, go
largely unseen or unacknowledged, for reasons I shall soon discuss.
David Leonhardt, reviewing one of many books about government failure, will tolerate neither the
dogma nor the blindness: “If you wanted to bestow the grandiose title of ‘most successful organization
in modern history,’ you would struggle to find a more obviously worthy nominee than the federal
government of the United States. In its earliest stirrings, it established a lasting and influential
democracy. Since then, it has helped defeat totalitarianism (more than once), established the world’s
currency of choice, sent men to the moon, built the Internet, nurtured the world’s largest economy,
financed medical research that saved millions of lives…”21
In a new book that challenges the dogma of incompetence, Charles Goodsell shows how American
government has performed both complex and routine tasks efficiently and effectively.”22 And Allan
Rosenbaum, a professor of public administration and recent past-president of the American Society for
Public Administration, has directly taken on “the myth of public sector failure and incompetence,”
pointing to such achievements as the construction of our national system of superhighways and
statewide public higher education.. Government hasn’t failed, he writes, but public administrators have
-- in “being hesitant to speak of the central importance of what we are about boldly, loudly and
effectively,” while “practitioners in the private sector and business school faculty glorify the power
and creativity of the American private sector.” 23
20

Paul Krugman, “The Incompetence Dogma – So Much for Obamacare Not Working”, New York Times, June 26, 2014.
David Leonhardt, “The Quiet Movement to Make Government Fail Less Often”, New York Times; July 15, 2014.
22
Book review by Michael Lipsky, “Assessing Government Performance through the Lens of Public Sector Workers;
Public Administration Review, Nov.-Dec. 2014, (74/6), pp 806-07. The unfortunate title of Goodsell’s book is The New
Case for Bureaucracy.
23
Allan Rosenbaum, The Myth of Public Sector Failure and Incompetence: Who Benefits, How and Why?”, Public
Administration Times; Vol. 37 No. 3, Oct 2014, p 3.
21
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Why, for example, are we not hearing more about California Governor Jerry Brown, who last year
turned an inherited budget deficit into a budget surplus24 while achieving a higher job growth rate than
the national average? This feat confounded prognosticators who claimed that economic doom would
result from the voters’ agreement to a tax increase that helped California produce the surplus.25
And why must we turn to the obscure Federal Computer Week to learn that “Top e-government
websites--specifically those of the Social Security Administration and the Department of Health and
Human Services--often outrank top private-sector sites from the likes of Amazon, Apple and FedEx for
customer satisfaction”?26
All together, writes James Galbraith, federal government programs for health care, higher education,
housing and Social Security account for nearly 40 percent of total consumption of goods and services
in the U.S. “Taking everything together, we find that the United States is not a ‘free-market’ economy
with an underdeveloped or withered state sector. It is rather, an advanced postindustrial developed
country like any other, with a government sector responsible for well over half of economic activity.”27
While the ideological imposition of market models has increasingly disabled government, it is the
myth of market superiority that has shrouded the major contributions of government to national wellbeing.

The lack of conceptual tools to think differently
In order to restore the full effectiveness of government in meeting public needs, the entrenched myth
of market superiority must be countered and replaced with a valid theory and model of the non-market
public economy, one that recognizes and explains government-as-producer.
A few recognize the need. Stretton and Orchard28 stress the importance of theory as “intellectual
equipment” with which to combat the contemporary attack on government. McGarity argues for a new
“ideas infrastructure”29 to rebuild depleted public administrative capabilities. “The state lacks basic
conceptual tools to think differently,” say the British authors of a recent book about the doxic, marketcentric frame that controls public policy-making in the UK and the US.30
Useful public sector reform has been thwarted for many reasons, among these the reluctance of public
administration theorists to engage directly with the economics behind the marketization of
government. Beryl Radin, an eminent scholar of public administration, calls attention to the distance
24

Timothy Egan, “Jerry Brown’s Revenge”, New York Times; March 6, 2014; anonymous, “California: The Recovery”, The
Economist, January 25, 2014 .
25
Paul Krugman, “Left Coast Rising”, New York Times; July 24, 2014.
26
Jonathan Lutton, “Survey: Some Government Websites Top Private Sector’s for Customer Satisfaction; Agency Websites
Outshine Amazon and Apple”, Federal Computer Week; Aug. 27, 2014.
27
James Galbraith; op. cit., p 112.Galbraith’s estimate of “over half” includes health care, higher education, housing, Social
Security, and “nonmilitary public expenditures at the federal, state and local levels” of which a large part is public K-12
education.
28
Hugh Stretton and Lionel Orchard; Public Goods, Public Enterprise, Public Choice: Theoretical Foundations of the
Contemporary Attack on Government; St. Martin’s Press; 1994.
29
Thomas O. McGarity, Freedom to Harm : The Lasting Legacy of the Laissez Faire Revival, Yale University Press, 2013.
A new “ideas infrastructure – new visions and concepts are needed to support the restoration of “robust institutions” of
governmental protection.
30
Andrew Bowman et. al., op. cit. p 131.
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between theory and practice in the field, which has “moved along two separate tracks – one attached to
the experience of practitioners and one attached to more traditional academic settings accentuating
theory rather than practice,”31 Nowhere do theorists of public administration adequately attend to the
concept of non-market as an alternative to the market-centric norm determining actual practice.
One purpose of this paper is to trace the baneful influence of the values and principles of mainstream,
market-centric economics on the current practice of public administration---and in so doing to
demonstrate the seriously dark consequences that follow from the absence of a coherent, valid theory
of how the public non-market works. Crucially missing from economic thinking as well as from the
principles and practice of public administration is an understanding of the forces and dynamics of the
public non-market production economy. Lacking a valid theory or cogent model, we have no sturdy
intellectual equipment on the basis of which to counter theoretical and actual attacks on government
and restore its capacity to operate effectively on behalf of all citizens. In this paper, I will outline the
dynamics and forces of the public economy that are not adequately addressed, let alone explained, by
mainstream economics.
Professor Luiz Carlos Bresser-Pereira, former Minister of Public Administration for Brazil, asks:
“Why don’t we have a literature discussing the relations between public managers and economists?”32
Another aim of this paper is to reclaim and foster such a relationship, which a century and more ago
had been nurtured by late-19th-century European writers on “public finance”.33 That relationship was
derailed by the juggernaut of market-centric economics that views public production as a glaring
symbol of market failure.
NOTE: This paper will not discuss the myriad flaws of the market model or the ways the model has
been challenged by heterodox and pluralist economists. Nor will it delve into the ways in which the
market cannot, in fact, operate without government. These topics have been extensively argued and
documented elsewhere. My argument concerns the absence of a valid theory of the public nonmarket economy, and my aim is to begin to suggest the elements of such a theory.

Terms

The terms “privatization,” “marketization,” and “outsourcing” are often used interchangeably, with
definitions that differ by continent and discipline. Here is how I use the following terms:
Privatization. Outside the US, particularly in Europe and Anglophone countries, privatization means
the selling of a publicly-owned physical asset or organization, with ownership and operation
transferred to the private sector. In the US, the term privatization has a different meaning. It is
generally used to mean either: 1) the contracting-out (or “outsourcing”) of the operation of a public
service, without transferring ownership, or 2) enabling a private sector organization, through other
methods, to operate a public asset or deliver a public service. In both cases the private contractor gains
financial benefit (profit) from the service operation or delivery. Other forms in the U.S. include
“public-private-partnerships,” “innovative financing methods,” and long-term leases. In this paper I
use the more expansive US meaning(s) of the term.
31

Beryl A. Radin, Federal Management Reform in a World of Contradictions; 2012; pp 11, 16.
Luiz Carlos Bresser-Pereira, “Public Managers and the Economists”, Public Administration Review; May-June 2014, p
303.
33
See for example, Roger E. Backhouse, The Ordinary Business of Life: A history of economics; 2002, pg 166; Bruce
Caldwell, Hayek’s Challenge: An Intellectual Biography of F. A. Hayek, 2005; pp 42 – 43.
32
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Contracting out (or “outsourcing”). A sub-category of privatization in which the government pays a
private company to undertake a function previously performed by government employees.
Public non-market. That part of the economy in which goods, services and other products are paid for
collectively (through taxes) and which, in a democratic nation-state, are originated through collective
choice (voting). I explain the concept further throughout the paper.
Marketization. The imposition or infusion of market values, principles or practices on public
(government) non-market operations, whether directly-operated or contracted out. The marketization
of government operations that are staffed directly by public employees is largely invisible to those
outside government, and is a principal concern of this paper.
Pseudo-market. This term underscores the misconception that when market values and marketmimicking practices are imposed upon the public non-market domain, a market environment (and its
alleged benefit) arises. That is not the case (see Section 4). The term “pseudo-market” is a more
accurate descriptor of the environment in which marketization and privatization (contracting-out),
occur.
Pseudo-privatization. This term, which I borrow from Juha Siltala, counters the illusion that
contracting-out introduces the supposed virtues of the market, such as efficiency and costeffectiveness, by giving rise to “market mechanisms” and market dynamics. This is not so, for when
private-for-profit firms are contracted, they receive from the government a guaranteed profit margin,
and often additional “fees,” all of which are paid for collectively by taxpayers. A firm contracting with
the government does not receive its income from the individuals to whom it is providing the good or
service; if individuals do pay any fees, they are not sufficient to cover the full cost of production and
supply. Clients (now misleadingly called “customers”) do not have a choice among competing
providers. This is in no way a market (for details, see Section 4). This is pseudo-privatization, for the
only thing that has been privatized is profit.
Governance. I use the term as traditionally and commonly defined: “the act, process, or power of
governing; government”,34 or simply “activities originating with state institutions”. I do not use the
term to connote the idea of governance as “the multilateral cooperation of state institutions and nonstate stakeholders”.35
State capture. The systematic creation of dependency of public authorities on private actors.36

34

http://www.thefreedictionary.com/governance.
Claus Offe, “Shared Social Responsibility; Reflections on the need for and supply of responsible patterns of social
action”; footnote 3.
36
Claus Offe, “Governance: An ‘Empty Signifier?’”, Constellations, Vol 16 No 4, 2009, p 553.
35
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2. Case Examples: How market economics and marketization have
broken government
The faith in market powers to fix what ails government is not only mistaken; in thousands of cases it is
a central cause of “broken” government. Seeds of that blind faith were planted with the Reagan
revolution and the introduction of “New Public Management” (NPM); they blossomed under a
Clinton/Gore initiative called “Reinventing Government.” Here are six examples:
Case Examples
(More details and additional examples are in Appendix A.)

Market Model
Assumption, Principle or Precept

Death by incentives: the V.A. performance bonus system

Rational utility maximization

Debtors’ prisons return: “Offender-Funded Justice”

Revenue/profit maximization

Jobseekers denied help: the deviousness of “customer” choice

Virtue of individual choice

A free-market farce: procurement rules and the “Obamacare”
website rollout

Efficiency/competition

The real “waste of taxpayer money”: contracting out

Efficiency/competition

Academic capitalism: “innovation” in higher education

Revenue/profit maximization
Innovation

Death by incentives: the V.A. performance bonus system
Market principles: Rational choice; utility maximization

Public performance measurement systems often have unfortunate or disastrous unintended
consequences. Most recently, a pay-for-performance scheme at the Veterans Health Administration
(V.A.) led to falsified wait-time records and care so delayed that, in some cases, patients died awaiting
medical attention.
Twenty-five years of studies have shown that “pay-for-performance” doesn’t work in either the public
or private sector: such systems smother creativity, crowd out intrinsic motivation and invite gaming
and generally fail to achieve intended results.37 Yet market advocates within government have imposed
federal pay-for-performance systems, with the Clinton administration introducing performance–driven
metrics throughout the V.A. in the 1990’s38 and the Bush administration successfully pushing V.A.
performance bonus legislation that was implemented in 2006.39 Ultimately, the V.A. tied senior staff
bonus payments to meeting a 14-day patient appointment wait-time target – a higher standard than set
or met in private healthcare.
37

“Executive Pay; Moneybags”; The Economist; Oct. 25, 2014; Bruno S. Frey and Margit Osterloh, “Stop Tying Pay to
Performance; The evidence is overwhelming: It doesn’t work”, January 2012; Martha Lagace, “Pay-for-Performance
Doesn’t Always Pay Off”; Harvard Business Review, Apr. 14, 2003; Aaron Carroll, “Bad News For Obamacare: Pay-ForPerformance Doesn't Work”, Forbes, Oct. 20, 2014.
38
Santa Clara University, Business Ethics in the News Blog, “VETERANS AFFAIRS: Performance-based Pay and the
Law of Unintended Consequences”; June 10, 2014.
39
Health Care Personnel Enhancement Act of 2004; S2484. Proposed legislation submitted by the Bush Administration in
2003; see Senate Committee Report http://www.gpo.gov/fdsys/pkg/CRPT-108srpt357/pdf/CRPT-108srpt357.pdf .
8
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Fast forward to 2014 and the scandal in which V.A. employees -- faced with low morale and staff
vacancies, burgeoning patient loads and supervisors whose pay depended in part on showing how short
wait-times had been achieved -- falsified reports about the ever-longer time that sick veterans had to
wait for appointments.
The gaming of ill-designed systems is familiar in the private as well as public sector, but faith in
market medicine blinded both Republican and Democratic administrations to this predictable,
“rationally perverse” 40 response to pressures created by such systems. In the aftermath of the scandal,
the performance bonus system was temporarily suspended. But the system was reaffirmed in “reform”
legislation passed in August 2014.41 And in line with calls for greater marketization and privatization42
the legislation also privatizes some aspects of V.A. medical care.

Debtors’ Prisons Return: “Offender-Funded Justice”
Marketized purpose: Revenue/profit generation as a goal

Faced with declining tax revenues, counties and municipalities are turning over the operation of parts
of the criminal justice system to private corporations that promise to provide legally mandated services
at “no cost to taxpayers”. These companies then charge fees for these same services to individuals
accused of crimes or on probation – fees higher than what states would charge for equivalent services,
if they charge at all. Often already impoverished, those many who can’t pay the fees are now being
imprisoned for debt.
In more than one thousand American courts it’s not justice that is being served but local revenue
generation and private profit. As one investigative report noted, the companies to whom states and
localities have delegated such coercive power are subject to little oversight in their pursuit of
maximum profits. For example, it’s in the corporations’ best interest to keep the collections process
going, instead of calculating when probation has expired.43 “In many cases, the only reason people are
put on probation is because they need time to pay off fines and court costs linked to minor
crimes…[S]ervices that were once free, including those that are constitutionally required,” are now
frequently billed to offenders, [including] the cost of arrest warrants, DNA samples and a public
defender...”44 “Technology, such as electronic monitors, aimed at helping defendants avoid jail time,
is available only to those who can afford to pay for it.”45 Companies have “a clear financial interest in
extending probation terms in order to collect additional fees.” And if defendants agree to wear
electronic monitors in order to avoid jail time, those monitors themselves must be paid for; if they fall
behind on this bill, they can be jailed.46 Not even in 18th century debtors’ prisons did prisoners have to
pay for their manacles.
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Jobseekers denied help: the deviousness of “customer” choice
Market principle: the virtue of individual choice

For thirty years the federally-funded employment and training system emphasized the value of case
management by professional employment counselors helping the unemployed and underemployed
prepare for and find jobs. Most of these jobseekers had never looked for full-time secure employment
or hadn’t looked in many years, so they needed help through the unfamiliar maze of “job searching,”
assessing job listings, writing resumes and preparing for interviews. Jobseekers were called “clients”,
an appellation of respect and an indication that people coming for job-seeking help merited
professional guidance.
The Workforce Investment Act of 1998 revamped the entire system according to a set of market values
that entailed “individual empowerment”, “customer choice,” and “self-service”. Jobseekers were
henceforth to be called “customers.” “Customers” were directed to impersonal “resource rooms”
where they had to conduct their own job searches at banks of computers, whether or not they had good
computer skills. A few received “Individual Training Accounts” – another name for vouchers – that
supposedly enabled them to choose an appropriate job-target and training. Local operators were to
provide services “in a manner that maximizes customer choice.”47 Counseling was minimized, case
management often eliminated.
With little guidance, desperate jobseekers may take a low-paying job that has no long-term career
prospects or become easy prey to unscrupulous, unsupervised private “training” providers who charge
high fees and often deliver poor results. According to Carolyn Heinrich, professor of public affairs and
economics at the University of Texas, Austin, “When job-seekers are eager for any career opportunity,
unless those individuals have some independent reliable source of information, it’s hard for them to
make choices.’”48
In an astute analysis of the consistently poor choices made by jobseekers given little guidance,
Michele Chen49 points out that “The problem is an inherent asymmetry of information between the
[training] companies and prospective students.” Her own and other research reveals that “ultimately,
people struggling to stay afloat might benefit from a structured job-training path, rather than individual
“free choice.’”
A recent extensive analysis of the Workforce Investment Act reveals that “many graduates wind up
significantly worse off than when they started — mired in unemployment and debt from training for
positions that do not exist, and [ending up] working elsewhere for minimum wage”50 -- a predictable
outcome when clients become customers.
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“A free-market farce”: procurement rules and the “Obamacare” website rollout
Market maxims: efficiency and competition

Behind the disastrous rollout of the “Obamacare” website in October 2013 is a story of government
attempts at market mimicry going back several decades. It is a story about government procurement -a boring topic, you may think. But changes to federal procurement rules51 -- designed in the 1990s to
incorporate the alleged virtues of streamlined market competition -- have had daily impacts on millions
of lives.
As explained by Janine Wedel and Linda Keenan in 2010 (in an article 52 quoted in detail in the
Appendix), the procurement rules were revamped in ways that persistently benefit bidders while
compromising the public interest. Wedel and Keenan call the revamped rules “a free market farce”.
Still operative, the rules went unquestioned when the Obama administration decided to contract out to
a for-profit corporation the development of the website for the Affordable Care Act.
Due to the bidder advantages conferred by these rules, the Obama administration chose as the principal
contractor a firm with a documented history of incompetence in prior government work. The website
crashed upon rollout, giving the Obama administration an enormous black eye and fostering an already
wide-spread belief in government incompetence. But the debacle of the ACA website rollout cannot be
laid at the door of simple government incompetence, except insofar as those in charge at the top failed
to appreciate the predictable pitfalls of a procurement process designed according to market maxims,
and effectively oriented in favor of profit-seeking bidders.

The real “waste of taxpayer money”: Contracting-out
Market maxims: efficiency and competition

Contracting-out is a vast and growing part of the federal government. Contract spending mushroomed
from $200 billion in 2000 to $530 billion in 2011. The total cost of federal contract employees is twice
that of federal civil servants.53
Recent research has shown that contracting out is more expensive and less efficient than direct
government provision, contrary to beliefs54 shared by those inside and outside government, public
workers and politicians, on the political left and right. This belief springs from the axiom of
mainstream economics, itself unsupported, that markets are more efficient than government and that
therefore private providers – inspired by the profit motive – are more efficient and will cost taxpayers
less. The belief in the superiority of contracting out was, and remains, a central tenet of the “New
Public Management” that dominates public administration today.
However, a thorough study by the Project on Government Oversight (POGO), shows contracting out to
be far more expensive. Previous cost comparisons of public versus private provision have been marked
51
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by a common flaw: they have simply compared the compensation of government employees with that
of private business employees in similar occupations, often found the former higher and concluded that
contracting out is less expensive. Investigators had not thought, or bothered, to consider the full cost of
contracted-out work – that is, contractors’ actual billing rates, which include overhead costs and profit
margins. The POGO study – Bad Business 55 – did just that, and found that “billions of dollars [are]
wasted on hiring contractors” based on “a misguided assumption that market economies enable
contractors to be more cost efficient than the government.56 On average, contractors charged the
federal government more than twice the amount it pays federal workers.57 There were, in fact and in
effect, “three labor markets (the private sector, the public sector, and the contractor sector) and . . .
salaries, compensation, overhead, and profit differ among the three.”[Emphasis added.]
POGO’s analysis did not include any of the costs that government incurs to award, administer and
oversee contracts or to have contractors work at federal facilities and use government equipment for
free.58 Had they done so, contracting out would be revealed to be even more costly than POGO
reported.

Academic capitalism: “innovation” in higher education

Market maxims: revenue/profit maximization and innovation
In recent years, the idea of higher education as a public good has been losing out to the notion that
public universities should adopt market-based principles and practices, with wealth production as their
goal.
“Academic capitalism”, as it has been called since 199759, is a growing phenomenon, linked by
Slaughter and Rhoades in 2004 60 to the “corporatization of education”, which has taken us from a
public goods paradigm to an "academic capitalism knowledge regime [that] values knowledge
privatization and profit taking in which institutions, inventor faculty, and corporations have claims that
come before those of the public".61
For several decades now, British universities have been undergoing aspects of marketization. Marina
Warner has vividly described the “denaturing of the universities” in the UK through a “Research
Excellence Framework” that “pushes responsibility from persons to systems. It pushes individuals to
one side and replaces them with columns, boxes, numbers, rubrics, [and] often meaningless
tautologies…” It calls “the work of writing a book ‘generating an output’ or a university ‘a knowledge
delivery solution’…[and sets writing and research] in the mold of market ideology, as sales items.”62
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Recent developments in the American political arena suggest that the push toward academic capitalism
is accelerating here. Writing in the Washington Post after the November elections, two conservative
columnists opine that “our higher education system desperately needs market discipline,” and they
support “Republican reformers interested in enhancing the market orientation of the higher education
sector...”63

Economics and economists
My argument is that mainstream, market-centric economics has been broadly and dangerously
transformative within government and public institutions. Market-centric economics is the smog that
pervades the atmosphere of public policy and public administration, a smog that has at once caused
and obscured each of the failures described above. “Economic abstraction has been coupled with
power to impose that abstraction throughout [the nation]. The result has been a political economy that
generates the conditions for its own failure...”64
Of course, economic precepts must be transmitted and applied by people -- by economists. Economists
have enormous influence in our country, as elsewhere.65 As Paul Samuelson once said, “I don’t care
who writes a nation’s laws…if I can write its economics textbooks”.66
Some economists, like Victoria Chick of University College London, have been advocating an
overhaul of the pedagogy of economics to reverse much of the damage done by a market-driven
system of values, a system that has colonized “much of academic inquiry in the social sciences” and
“public debate as a whole.” We should no longer acquiesce to the unsubstantiated axioms of
mainstream economics that have lent pseudo-scientific support “to programmes of deregulation and
privatization over the past 40 years…”67
As it stands now, students in university economics courses inevitably learn about the superiority of
markets from a professoriate that transmits the reigning market-centric economics, that speaks
regularly of government as little more than an impediment to “efficient markets” and that understands
public goods as “a problem” of “market failure.” In the United States, about 40% of college students
take at least one economics course;68 after graduation more than half of economics majors go to work
in government.69 So each of the federal agencies involved in the sad cases above is populated by
economists who themselves have been taught to distrust government and to look to the market for best
practices.
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3. A failed private-to-public transplant: New Public Management
Public administration as practiced in the United States today is hostage to market-centric economics.
“New Public Management” (NPM) is the name given by public administration scholars70 to the
privatization and marketization movement that commands center stage. An extensive academic
literature tracks NPM from its start in the U.S. under Reagan and in the U.K. under Thatcher, its spread
to Australia and New Zealand in the late 1980’s and 1990s, and to more than sixty countries since.71
NPM did not emerge from public administration theory; rather, it is a real-world manifestation of
neoclassical economic theory. “New Public Management” is merely a label that public administration
scholars have given to a phenomenon that has happened within the real world public sector over the
last three to four decades. It is practice that came out of a creed, and it has been imposed by both
liberal and conservative politicians and public leaders, who rely on the alleged superiority of the
market model as their rationale. As practiced across the US today by those who lead, control or
manage in government (with a few exceptions), public administration adheres to a nearly-universal,
and mainly uncritical, acceptance of the paradigm of market superiority. Rank and file workers in
government agencies have increasingly bought into the mantra that government should be “run like a
business” and have endeavored to implement the market-mimicking practices that they have been
instructed to embrace and make work.72

What is the “New Public Management”?
“You cannot see, touch, smell or hear the NPM,” writes Christopher Pollitt, a widely-cited scholar of
New Public Management, which he describes as “a rhetorical and conceptual construction and, like all
such constructions, . . . open to re-interpretation and shifting usages over time.”73 Less hesitant to
define its essence, Stephen Osborne, Professor of International Public Management, University of
Edinburgh, has called NPM “a child of neoclassical economics and particularly rational/public choice
theory.”74
While elements of marketization began to appear in the U.S. government under the Carter
administration, the creed of market superiority, in tandem with the belief that government was “the
problem, not the solution,” lay at the heart of the agenda of the succeeding Reagan administration,
which established the foundation for NPM through a host of new administrative rules and
procedures.75 Subsequently, broad-based market-centric values and norms, as well as additional
specific practices, were instilled and installed by the Clinton/Gore administration through its “National
Performance Review” initiative, otherwise known as
“Reinventing Government.” Intended ostensibly to
improve operations, the fundamental effect of the initiative
70
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was to entrench (allegedly) market-like practices within government.
Despite three decades of work in, and consulting for, governments at all levels and across the country,
I never once heard the term “New Public Management” in the halls of government. I encountered it
only when I began to read the academic literature on public administration. In practice, what I and my
colleagues experienced on the ground was no philosophical treatise on governance but the pro-market
prescriptions of the Clinton/Gore administration. Those of us working in Massachusetts had previously
experienced such prescriptions as promulgated by David Osborne, who had been appointed by
Governor Weld to the Massachusetts Jobs Council that oversaw the programs of the state agency that
ran public jobs programs. In 1992, Osborne and Ted Gaebler wrote Reinventing Government: How the
Entrepreneurial Spirit Is Transforming the Public Sector,76 the book that kicked off the movement
across the U.S. and gave it its name. Osborne later became active in the National Academy of Public
Administration, which further advanced the movement.
For readers unfamiliar with the New Public Management literature, here is a sampling of
representative descriptions by public administration scholars:
Thomas Diefenbach, in his 2009 summary of the NPM literature, noted both NPM’s aggressive
expansiveness and its market-centrism. “The movement is both radical and total in its scope as well as
in its intensity, as the following list demonstrates
 It has been introduced to all public service sectors…
 It is an increasingly global phenomenon…
 In Anglo-Saxon and European countries at least, it has been supported by all major political
parties, for example, by Republicans and Democrats, and by Conservatives and Labour
governments.”77
From the Ashgate Research Companion to New Public Management, we have:
NPM is a shopping basket of different instruments, measures and tools including both market-and
management-related features. Some of the main components of NPM [include] structural
devolution, autonomy and agencification; performance management, auditing and ex post control;
managerialism and management models; marketization, competition and privatization; and publicprivate partnerships.78
Siegrun Fox Freyss in December 201479 captured NPM’s essentials and succinctly described its U.S.
origins:
The competitive, market-driven public administration model can be summarized in terms of three
developments promoted in theory and practice:
 the privatization of government functions, also called load-shedding,
 contracting for services from other jurisdictions and from for-profit or nonprofit enterprises,
 the adoption of management tools developed by the private sector.
76

David Osborne and Ted Gaebler, Reinventing Government: How the Entrepreneurial Spirit Is Transforming the Public
Sector, 1992.
77
Thomas Diefenbach, “New Public Management in Public Sector Organizations: the Dark Sides of Managerialistic
‘Enlightenment’”, Public Administration, Vol. 87, No. 4, 2009 (892–909).
78
Per Laegreid and Tom Christensen, Eds., Ashgate Research Companion to New Public Management; MPG Books Group,
UK; 2011; p xvi.
79
Siegrun Fox Freyss, “Paradigm Shifts in Public Administration — Toward a Competitive, Market-Driven Public
Administration Model”, Public Administration Times, December 2, 2014.
15

GDAE Working Paper No. 15-02: Economics and the Near-Death Experience of Democratic Governance

The privatization movement had its heydays in the eighties, promoted by President Reagan with his
New Federalism policies, as well as by like-minded authors. For a time, there was strong
opposition to this policy, especially among unionized workers and advocates of the poor. However,
the opposition slowly declined.
Siegrun Fox Freyss continues:
David Osborne and Ted Gaebler can be credited for making the approaches acceptable to public
managers with their book Reinventing Government: How the Entrepreneurial Spirit Is
Transforming the Public Sector, published in 1992. The book was written in a positive, can-do tone
that Democrats could embrace, including the Clinton administration. The model lives on in the
public administration literature as New Public Management, which is an unfortunate descriptor
since a 30-year old policy direction can hardly be called “new.”

Outcomes -- “New Public Management – The Evidence-Based Worst Practice?”
In a paper80 whose title, above, is a dig at popular practices in public administration today, the historian
Juha Siltala describes how NPM has “fitted public services into quasimarket models”-- with the result
that, in important ways, “Western societies are sliding toward the failed states of Third World…” In
his critical assessment of the impacts of NPM, Siltala finds that NPM,
introduced punishments and rewards to produce better services with lesser staff. Instead of having
freed energies and creativity of employees formerly shackled by their bureaucratic turfs, NPM
reforms have bound energies into theatrical audit performances at the cost of work and killed
creativity in centralizing resources and hollowing out professional autonomy… Fundamental
deprivation of the legitimacy of public employees . . .has traumatized many most-committed
employees and driven others toward a Soviet-type double standard.
Notwithstanding the voluminous literature on NPM, we have little hard evidence of NPM delivering
on any of its promises. Christopher Pollitt, et al.,81 after compiling a database of 518 studies of NPM in
Europe, determined that “more than 90% of what are seen by experts as the most significant and
relevant studies contain no data at all on outcomes” and that of the 10% that had outcomes
information, only 44% of those, or 4% of the total, found any improvements in terms of outcomes.
Pollitt adds:
The claim is NOT that many of the organizations in many of these studies are naked of performance
information – on the contrary, they often have rather a lot of it…[but] they hardly ever have solid
information about the final outcomes or impacts of management reforms on their clients or on the
wider society.
Thomas Diefenbach, who has also examined NPM in Europe, summarizes82 the analyses of scholars
who found negative consequences of NPM strategies on public sector organizations and the people
80
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working in them. He concludes that, “At present we are witnessing the devaluation, if not to say
destruction, of public goods and services as well as of the public service ethos at a global scale.”
On this side of the Atlantic, reliable assessments of the implementation of NPM are even harder to
find. One trenchant analysis of the Clinton administration’s National Performance Review was
published by Ronald Moe in 1994, a year after the initiative was announced with “high expectations
and considerable fanfare” by Vice President Gore. The occasion followed the 1993 release of the
“Gore Report,” entitled From Red Tape to Results: Creating a Government That Works Better and
Costs Less, which was largely written by David Osborne and echoed the maxims of the OsborneGabler book on government reinvention.83 In Moe’s analysis the Gore Report and its sequels
constituted a “major attack” on the “administrative management paradigm” that derives from the
constitutional foundation of governance, which
accepted as its fundamental premise that the government of the United States is a government of
laws passed by the representatives of the people assembled in Congress. It is the constitutional
responsibility of the President and his duly appointed and approved subordinates to see that these
laws, wise and unwise, are implemented.
The Gore Report insisted on a different paradigm, entrepreneurial management, as Moe explains:
[T]he report is seeking to break the public law basis of an agency's mission and replace it with an
"outcomes" mission orientation as defined by the agency's political chief. [But] The management of
the executive branch is not like the management of General Electric or the Ritz-Carlton Hotels
[cited as model by the Report]. The mission of government agencies is determined by the
representatives of the people, not agency management.
So Moe predicted that:
The net result of the Gore Report when its recommendations are implemented to the maximum
degree possible in the political realm will be a government much less accountable to the citizens for
its performance. Contractors and consultants will enjoy even greater management responsibilities
for government programs… [emphasis added].
In a 2001 essay on the “Myth of the Bureaucratic Paradigm,” public administration scholar Laurence
E. Lynn Jr. shared Moe’s concern about the ways in which revisionist new public management
movements detach public administration from its traditional grounding in law and the Constitution.
Lynn concluded:
Often missing in literature and discourse is recognition that reformers of institutions and civic
philosophies must show how the capacity to effect public purposes and accountability to the polity
will be enhanced in a manner that comports with our Constitution and our republican institutions.
Basic political and legal issues of responsible management in a postmodern era are inadequately
defined and addressed. Such a result ill becomes a profession that once owned impressively deep
insight into public administration in a representative democracy.84 [Emphasis added].
When Gaebler responded in 2006 to some of the academic attacks upon NPM, he inadvertently
confirmed suspicions about the roots of the ideas for Reinventing Government, as well as the
83
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embracing of market models, admitting that “Reinvention is an updated version of Tiebout’s public
choice model, which has influenced the study of public economics for over 50 years.”85
Government reinvention was more than a rallying cry. The message of an
administrative “revolution” (the word the White House used in a 1993 press
release86) was maintained throughout the Clinton administration, and
perpetuated in Vice President Gore’s 1997 manual on businesslike government.
In 2012, a survey of public administration scholars by David Kasdan found that
the “most influential” public administration book of the previous twenty years
had been Reinventing Government, though “almost universally derided” by
Kasdan’s academic respondents.87
Many observers and scholars have called attention to the sweeping change that has been wrought.
“NPM is a new paradigm” -- said Neil Collins in “Challenging New Public Management”.88 In their
book on managing a contracted-out government, David Frederickson and George Frederickson, say
that “The performance measurement movement [that has grown out of the NPM movement] has
influenced all modern governments and could fairly be described as a fundamental reform in public
administration.”89
Language has power. As Moe notes, the reinventing government initiative “largely rejects the
traditional language of administrative discourse which attempts, not always with success, to employ
terms with precise meanings. Instead, a new highly value-laden lexicon is employed by entrepreneurial
management enthusiasts to disarm would-be questioners. Thus, the term ‘customer’ largely replaces
‘citizen’ and there is heavy reliance upon active verbs -- reinventing, reengineering, empowering -- to
maximize the emotive content of what otherwise has been a largely nonemotive subject matter.”
Perhaps if instead of naming the phenomenon “New Public Management,” theorists had named it “Old
Market Management,” they would be on a different course than they are today. In any event, the
concept that took root within US government, and that is still the reigning orthodoxy, is that of the
superiority of the market. Public administration theorists have observed and commented on the
phenomenon and gave it a name, but rather than spending a great deal of effort to study its outcomes
empirically and rigorously (in the US at least), have turned to the development of new theories to
attempt to replace it. Yet, even though the essence of New Public Management and Reinventing
Government comes from the market-centric arena of economic theory, the would-be replacements for
NPM ignore or skirt economics.
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Would-be replacements for NPM: Recent public administration theory
Largely in reaction to NPM, new theories of public administration have been advanced by public
administration scholars. The main theoretical contenders attempting to replace NPM seem to be the
following:
 New Public Service
 Public Value theory
 New Public Governance
These governance theories are discussed in more detail in Appendix B.
None has noticeably taken root and most have not been put into actual government practice in the
United States, where market values continue to reign across the public sector.90
None of the advocates of these new theories proposes how to deal with the central issue of neoclassical
economics as the source of the market-centricity of current practice, and the resultant destruction of
government’s operating capabilities. Most focus instead on civic engagement and citizen participation
in the co-production of public goods and services. While potentially useful, this approach slights the
centrality of electorally-manifested collective choice as the foundation of governance in a democratic
nation-state. Focusing on idealized citizen engagement leaves in place the marketized, depleted,
hollowed-out core of public governance. The new theorists do not explain how such a depleted public
workforce can hope to add citizen engagement to a growing set of responsibilities for public
production in the face of resources that are being slashed, and slashed again.
Finally, the theorists fail to address the malign effects of the fact that much of public service delivery
has already been contracted out to private corporations. Indeed, public administration theory in general
does not take into consideration the extent to which the privatization of government has depleted it of
talent, know-how and institutional memory. An exception is the book on “third-party government” and
the “hollowed-out state” by Frederickson and Frederickson,91 who detail the ways in which contracting
out has disabled government. But this dismantling of core government capacity is not effectively
addressed by the would-be replacements for New Public Management.

Conclusion
The question for all of the new governance theorists is exactly this: How to restore the role of the state
as a strategic agent that creates and implements collectively binding solutions on behalf of all citizens.
This restoration cannot be achieved so long as theorists of public administration overlook the
distinctive nature of government as a non-market producer of goods and services. Neither public
administration scholars nor economists are drawing out clear, actionable connections between
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neoclassical economic theory and the public administration issues that are at the root of the “broken
government” we have today.
In a 2014 speech at the Woodrow Wilson School of Government, Paul Volcker relayed an anecdote
about an economics professor at Princeton who once had told him that “public administration [is] not
an appropriate matter for a great university; public administration is not an intellectual discipline like
economics.”92 Volcker might have replied: Is it not one of the foremost intellectual challenges of our
times to figure out a rational, useful and effective way for a democratic society to jointly produce the
goods and services it collectively needs for its continued well-being? And he might have asked: Why
has economics shrunk from this challenge?

4. Why the transplant doesn’t work
We need an economic theory of the public nonmarket. I would have written: we need a new economic
theory of the public nonmarket, but to my surprise I find that we have in play no concerted economic
theory of the public nonmarket (aside from the ideology of “public choice”, which I discuss later).
Instead, the logic and norms of neoclassical economics have been applied wholesale to the public
sector, and there are severe, tangible consequences to this forced transplantation or colonization, which
has drastically undermined government’s ability to produce desired and intended results.
In the first part of this section, I present a series of arguments about why particular assumptions and
precepts of the market model do not and cannot work when transplanted onto the public nonmarket.
These will be my rubrics:
Market mimicry: faux competition in a pseudo-market
 No buyers, no sellers, no exchange
 The powerless monopsonist
 Crowding-in
 The results-consequences disconnect
 The contractor sector
 The mythology of choice
 The real “principal-agent problem”: fundamentally conflicting purposes
 The mythology of shrinking government
 Invisibility as a hallmark of effectiveness
 The (near) inability to measure what matters.
In the second part, I hone in on some of the particularly destructive effects of market mimicry:
 De-democratization
 A perversion of purpose: revenue-raising becomes a goal
 The conversion of citizens into “customers”
 The hollowing-out of government
 The frustrated quest for efficiency
 Performance measurement practices produce unintended and injurious results
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Market assumptions and precepts that don’t fit a nonmarket
Transplanting market theory and precepts onto the real-world operations of the public non-market
yields results that are frequently and predictably destructive, sometimes disastrous. In previous
sections, I reviewed several such examples. In this section I will draw tighter connections between
some of the fundamental assumptions and assertions of mainstream economics and the types of
problems that inevitably arise when they are applied to the public non-market -- problems that deeply
affect people’s lives.
My intent here is not to rehearse the multitude of challenges to neoclassical economics that have been
and are being mounted by pluralist economists. Rather, I mean to identify those precepts and
assumptions that are most troubling when transplanted to the public non-market. Identifying these
defective connections will help reveal conceptual threads that can be woven into a new tapestry -- a
rich and realistic model of the public non-market economy.
My other intent is to draw new connections between economics and public administration. Just as there
are many critics of neoclassical economics, there are likewise many critics, and criticisms, of the New
Public Management, the Reinventing Government movement, and moves toward privatization. But for
decades the two fields – economics and public administration – have been divorced.93 The critical
analyses of economics and of public administration take place now in different worlds. I hope to bring
those two worlds closer together by examining the degradation of government capabilities through the
lens of economics.
A final point to make before offering my analysis is that, although not everyone may endorse (or even
be acquainted with), the theories of mainstream economics, its axioms are deeply ingrained in our
society. Consider, for example, the market-centric notion of competitiveness, which has become, as
William Davies tells us, “one of the great unquestioned virtues of contemporary culture . . . a supreme
moral and cultural virtue”.94 Given how ingrained this and other market-centric values have become in
our culture, it is not surprising that within government there is a prevailing acceptance of market and
business superiority. I have discussed how the seeds for this credulity within government were planted
over three decades ago. The belief system, and accompanying norms of behavior, are now firmly
implanted. James Galbraith talks about the “Soviet-like” double reality that exists in regard to “the
cult of the free market”: the governing “legitimating” myth [is] hardly to be taken seriously by those
on the inside”, i.e., those who propagate it.95 However, there are many – probably the majority – in
government who have bought into the myth. But it’s not enough to know that those on the “inside”
know better. We must develop an alternative to the myth, a legitimate, pragmatic “idea
infrastructure”96 that can supplant erroneous beliefs with valid concepts. I will offer such an alternative
in Section 6.
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Market mimicry: Faux Competition in a Pseudo-Market
The entrenched government reform agenda in the U.S. has been based on the assertion that there is a
need for more market- and market-like mechanisms in government. The fundamental idea, as Kettl
says, is to “replace the government’s monopoly with the discipline of vigorous competition”. He
labels it “the competition prescription. 97
There have been two kinds of reformers, Kettl says, those who want to shrink government98 and those
who want to make government work better. But in either case, reformers have offered the same
prescription: marketize government, either by contracting out its work or by transplanting market
(business) values and practices onto what’s left.99
When a government activity is marketized or privatized, it is widely believed that “market
mechanisms” have been introduced into government because a ritual resembling “competition” has
been undertaken.100 But there is not competition. There is merely faux competition in a pseudomarket. Competition – as the term is generally understood, and as used in economics – is impossible
in the production of public products (i.e., taxpayer-funded goods and services, as I will discuss in
Section 6).
I should note that although the term “privatization” is not used in economics, as a popularized stand-in
for the values and precepts of mainstream economics it is highly relevant to my analysis.
“Privatization” as used in the United States, is understood to mean contracting out government services
to private businesses. Virtually every source I found in researching this paper, and certainly the
popular media, accepts the trope that “privatizing” government introduces competition and the
advantages of the market. It is a virtually unquestioned assumption. But the assumption is false.
The term “privatization” is duplicitous, in that the putative virtues of the market, such as efficiency and
cost-effectiveness, are infrequently realized by contracting out to private businesses, which often
results in higher costs and inefficiencies (as I describe later). Virtually no one points out the
deceptiveness. One exception is Juha Siltala who has coined terminology to emphasize the rampant
duplicity. In his essay on “New Public Management: The Evidence-Based Worst Practice?” Siltala
probes “quasimarkets,” “proxy markets” and “pseudoprivatization,”101
Now back to the pseudo-market and faux competition.
In standard microeconomics, a competitive market assumes the following conditions102:
1. a large number of buyers and sellers;
2. relatively undifferentiated goods and services, so that buyers make decisions based on price;
3. free entry and exit;
97
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4. arms-length transactions between sellers and buyers;
5. buyers and sellers with perfect information;
6. reward for success and punishment for failure103.
None of these applies to the public nonmarket, where
 Government is the single buyer, i.e., a monopsonist (albeit a powerless one, as explained
later);
 As buyer, government decisions are made on a number of considerations of which price is but
one. Also, the executive branch is frequently (as in the case of defense contracting) required
by legislation to contract on a fixed-cost-plus-fee basis, in which case the government is
denied the ability to purchase at lowest cost.
 Government agencies (the producers) cannot choose to create themselves or go out of
business.
 Purchasing transactions between the government and its suppliers are often not at arms-length;
they are characterized more usually by mutual dependence.104
 Government actors generally lack information about which price is lowest.105
 Because of the uncommon complexity, difficulty and sometimes impossibility of measuring
results, income to the producer (government agency) is not based on measures of success or
failure.
Nor are the following implicit assumptions about competitive markets applicable:
 Buyers are using their own money,
 Sellers can decide what to produce and sell,
 Goods and services are paid for by the person or entity receiving them,
 Buyers are able to “see” what they are paying for,
for in the public nonmarket
 payment is made collectively by taxpayers;
 legislators decide the uses to which collectively-raised money will be put, i.e., what
government will produce;
 a third party – a body of elected representatives – is the direct payer;
 taxpayers may not be able to see, or recognize, much of what their taxes buy.
I will elaborate on each of these points in the remainder of this section, and in Sec. 6, where I discuss
elements of public non-market production.”

No buyers, no sellers, no exchange
In the public products economy, goods and services are supplied free at the point of delivery. (When
there are fees, these are not meant to cover the entire cost of production and supply.) In contrast to the
market model, there are no buyers or sellers; there is no “exchange.”
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In the market model, individuals buy goods and services to maximize their own utility (or satisfaction).
The buyer is the beneficiary. Buyers pay using their own money; if they have borrowed, they must
repay with their own money. By contrast, in the public non-market economy, there are no “buyers”:
goods and services have been paid for collectively, through taxes.
Rather than “buyers,” the public non-market has a “purchasing agent” (the government agency doing
the buying). This agent is not the beneficiary and is not using its own money. The Purchasing Agent
uses taxpayer money; the beneficiary is the recipient or user of the publicly provided good or service.

The powerless monopsonist
In economics, monopsony exists when there is a market with a single buyer. Microeconomic theory
tells us that a monopsonist can dictate terms to its suppliers and drive prices down.106 However,
government as a monopsonist buyer is often rendered powerless by private interests acting through
political force or by the ambient pressure to contract out. Three examples:


When Medicare Part D legislation was being considered, the drug lobby succeeded in prohibiting
the government from being able to negotiate drug prices. “The drug lobby worked hard to ensure
Medicare wouldn’t be allowed to cut into the profits which would flow to big Pharma thanks to
millions of new customers delivered to them by Part D.”107 A 2009 study found that the prices the
government pays for drugs through Part D are 30 percent higher on average than the prices it pays
for drugs for recipients of Medicaid, which is not constrained by a prohibition against negotiating
prices.108



Due to a convoluted procurement process, which at one point involved a private contractor
managing part of the procurement process, the government wound up paying higher rates for a
phone system than federal agencies could have gotten if they had been allowed to pay
commercially-available rates.109



“Medicare’s authorizing legislation…requires it to contract on a cost basis, prohibiting CMS from
entering into fixed-price or performance-based contracts.”110

Crowding-in
One of the beliefs in mainstream economics is that government spending “crowds out” private
spending, causing economic inefficiencies. This long-held view has recently been disproven by
research by the International Monetary Fund,111 whose study found “that in rich countries at least,
infrastructure spending can significantly boost growth through higher demand in the short run and
through higher supply in the long run.” The results of the study, writes The Economist, “were striking.
On average, an unexpected increase in public investment equal to 1% of GDP boosted GDP by an
106
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underwhelming but still beneficial 0.4% in the same year and by a more impressive 1.5% four years
later. The extra spending did not result in unsustainable debts; quite the opposite. Thanks to higher
GDP, the debt-to-GDP ratio fell by 0.9 percentage points in the first year and four percentage points
after four years.” In this case, as in many others, we need to put aside traditional neoclassical
economic theory and find a new economic model that can explain how public expenditure actually
“crowds-in” – increases – private investment.

The results-consequences disconnect
As Donald Kettl points out: “The much-praised self-discipline [efficiency] of the market exists only
when competition can reward success and punish failure.”112
Success or failure in the market is measured in simple, financial terms. Profitability means continued
survival; loss of profits results, eventually, in business demise. Money is both the fuel for production
and the gauge by which success, or failure, is determined.
The public non-market is not blessed with such simplicity. In the domain of the public nonmarket,
money is also the fuel for production, but it is not – or should not be – the gauge of success. As I argue
in Section 6, the driver in the public domain is not profit-maximization; rather, it is the meeting of
identified public needs, expressed through collective choice. So success must be gauged by the extent
to which the identified need was met. Such measurement is uncommonly difficult – a theme I develop
later when I discuss the elements of nonmarket production. For now, the point is that, since we lack
effective measures of success or failure, one of the conceptual foundations of the market model is
missing. So a producer of clean air (Environmental Protection Agency), a producer of warnings of
potentially disastrous weather conditions (National Weather Service), or a producer of healthful
recreation (state parks) have all faced funding cuts regardless of their success. Conversely, public
economic development subsidies to businesses continue, despite their widely-documented lack of
success in achieving their stated goals.113 In sum, there is a results-consequences disconnect in the
public non-market that does not exist in the market.
A vast performance measurement / performance management industry has been attempting to make
results measurable in the public sector, such that good results should be rewarded and poor results
punished.114 Thus far this goal has not been achieved – a point to which I shall return.

The contractor sector
Some researchers who have studied government contracting believe that a generally unrecognized or
under-appreciated third sector exists – neither public nor private but rather a “contractor sector”. For
example, the Project on Government Oversight (POGO), conducting an extensive study of federal
contracting in 2011, came to the realization that “there are three labor markets (the private sector, the
public sector, and the contractor sector) and that salaries, compensation, overhead, and profit differ
among the three.” The POGO study showed that “the federal government approves service contract
billing rates—deemed fair and reasonable—that pay contractors 1.83 times more than the government
112
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pays federal employees in total compensation, and more than 2 times the total compensation paid in
the private sector for comparable services.”115 Kettl, in his 1993 book116 on government contracting,
cited one case in which federal agencies were paying 20 percent higher rates than those commercially
available. Here we have another example – the contractor sector – in which “competition” does not
exist or work as the market model predicts.

The mythology of choice
Most mainstream economists (and some public administration scholars117) argue that taxes force
involuntary choice while markets don’t. This is a myth. Both the market and the public non-market
require payment and both permit choice of what to pay for.
In the market, there is choice about what to buy and how much to pay for it. There is no choice about
whether to pay for it. Payment is required.
So too in the public non-market: whether to pay is not voluntary. Paying taxes is required. And, as in
the market, what to pay for and how much of it is voluntary. Society can have more or less public
transit, greater or less assurance of drug safety, more or fewer public parks or safe bicycle lanes in the
city, and so forth. In this case, the choices are made at the ballot box. Through their choice of elected
representatives, voters determine the type and quantity of public goods and services that will be
created. That the choice is delegated does not negate the fact that there is choice. It is time to expose
and rebut the myth that there is no choice in the public sector and only in the market.

The real principal-agent problem: fundamentally conflicting purposes
Principal-agent theory in neoclassical economics addresses differing motivations between principals
and agents, as between supervisors and employees or firms and contractors. Theoretical discussions
deal with issues like “shirking” by agents. But principal-agent theory does not address the highly
significant if generally unremarked problem that occurs when a public principal (government)
contracts with a private-for-profit agent (a business) to deliver public goods or services. In this
situation the mission of the agent (to make a profit) is in conflict with the raison d’être of the principal
(to meet a public need, not to generate revenue).
And the problem of fundamental conflict goes deeper than merely identifying profit as a goal. Two
fundamentals of profit-generation that are often overlooked in discussions about contracting-out, and
principal-agent theory, are contractors’ needs for growth and for repeat business. Growth is the
preferred, and sometimes the only, method for increasing profits. The conflict in fundamental purpose
is particularly problematic, and can be morally repugnant, when the public “product” being “delivered”
is public safety. The most egregious example may be the ongoing privatization of prisons and of the
probation system, where the avenue to increased profits is more prisoners and more probationers, and
where private-for-profit “corrections” corporations draft and campaign to ensure the passage of laws to
increase the number of prisoners and/or the prescribed length of prison terms.118
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The second way the conflict manifests itself is that sustaining profitability means getting repeat
business. Contractors work to ensure they get future contracts from their federal “principals”. In
Shared Power, Kettl wrote at length about the relationship of “mutual dependency” that grows between
federal contractors and the government. Contractors go to great lengths to guarantee continued demand
from their single buyer.
In textbook principal-agent theory, the “problem” is normally discussed in antiseptic, morally-neutral
terms. But what occurs in public-private principal-agent relationships can be a perversion of purpose.
The operations of the public agency can be transformed from meeting a public need to, instead, work
that is designed to exploit opportunities for growth or guarantee repeat business.
In the market, sustained profit-generation is the legitimate purpose of business, embodied in law and
accepted almost universally in our society. My point is not to criticize these behaviors in the market,
but to point to a fundamental conflict that is generally overlooked.
In a remarkable example of how the issue is overlooked, Joseph Stiglitz’ textbook on Economics of the
Public Sector119 describes the principal-agent problem as one in which citizens (principals) must get
public servants (agents) to act in the public interest. Stiglitz has chosen to rely on the Public Choice
school of economics, with its claim that self-interest is the motivator of public employees, which itself
is the assumption of the market model. So this text on the public economy is oblivious to the realworld conflict of purpose I describe here.

The mythology of shrinking government
One of the maxims of privatizers is that if government operations are contracted out to marketplace
providers (businesses) government will be more efficient. Market-centric economics teaches that the
market is more efficient than government (in part due to the presumptive “distortionary” effect of
taxes). Even some public administration theorists, like James Q. Wilson, aver that the market is
superior for achieving efficiency. 120
Accordingly, the aim of government reformers has been to move an increasing share of government
operations into the hands of business. Some cities boast of having only a handful of employees, as
private companies run virtually all city services.121 And the Reinventing Government initiative of the
Clinton administration set out to reduce the size of the federal government workforce by as much as 12
percent.122 Which was done, according to congressional testimony in 2013 by Elaine Karmack of the
Brookings Institution, whose bio says she “created the National Performance Review” (the formal
name of Clinton’s Reinventing Government Initiative), and who boasted that “We reduced the federal
workforce by 426,200 between January 1993 and September 2000. Cuts occurred in 13 out of 14
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departments, making the federal government in 2000 the smallest government since Dwight D.
Eisenhower was president.”123
Reducing the number of government employees, however, is not the same as reducing the size of
government, especially when the reduction is achieved by contracting out. As Moe told us:
Equating the size of the federal government with the number of civil servants is a widely held, but
misleading, belief and practice. In point of fact, the number of civil servants in the federal
government relative to the overall U.S. work force, the fairest measure, has been steadily declining
during the very period when the federal government has been accused of growing. In 1953, for
instance, the federal work force as a percentage of the civilian work force stood at 3.48 percent
while in 1993 this percentage figure had fallen to 2.28 percent, a decrease of 34.5 percent during a
period when the federal government was assigned many new functions (e.g., environmental
protection).
One misleading element in the linking of federal civil service totals to the size (whatever that term
may mean) of government is that as the number of civil servants has decreased, the number of thirdparty personnel (principally contractor employees) has steadily increased…
In fact, “contracting out masks the true size of government.”124 Writing about the “true size of
government” in 2002, Paul Light found that government grew overall but that the civil service was not
the source. Federal civilian employment fell by 2.5% between 1999 and 2002, while the number of
private contractor employees grew by 14%.125 As the Project on Government Oversight explained in
2012: “The first myth of service contracting involves the notion that when the federal government
outsources work to contractors, contractor employees are not part of ‘big government.’…Because they
are generally not seen as part of the total government workforce, they are spared the wrath of budget
hawks calling for personnel reductions and cuts in benefits. The number of contractor employees in the
federal workforce is in excess of 7 million, nearly four times the size of the federal employee
workforce.”126 (Emphasis added).

Invisibility is a hallmark of effectiveness
In the market, products and services are tangible and visible. When buyers purchase a good or service,
they are aware of what they bought. In fact the market model is premised on the assumption that
buyers have information about the product/service and know its price.
Many of the products of the public nonmarket, however, are intangible and often imperceptible, or are
ubiquitous and taken for granted and therefore unseen. In many cases, the very absence of an
undesirable condition (faulty wiring, contaminated food) is what government has produced.
Thus, when government is effective, its outputs and products may be largely invisible. People don’t
notice the absence of potholes, the fact their bank accounts are insured or street lights come on every
night, the presence of clean air or potable water. They are unaware of the public R&D investments -123
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paid for through their taxes -- that led to the Google search algorithm and the technologies behind the
iPhone127. And it is impossible for people to know about disasters that don’t happen. Invisibility as
effectiveness is one of the paradoxes of public goods.
Infrastructure in general is a product of government that is largely unseen, and underappreciated when
effective. Infrastructure only becomes visible when it breaks down. Stephen Graham describes the
invisibility of infrastructure in Disrupted Cities: When Infrastructure Fails.128 Citing Bowker and Star,
he notes that “good, usable [infrastructure] systems disappear almost by definition. The easier they are
to use the harder they are to see. As well, most of the time, the bigger they are, the harder they are to
see”.
For Bowker and Star129, one of the defining characteristics of infrastructure is that it “Becomes visible
upon breakdown. The normally invisible quality of working infrastructure becomes visible when it
breaks: the server is down, the bridge washes out, there is a power blackout...”
Even innovation is invisible when it comes to infrastructure. Innovations that make bridges safer or
longer lasting, roads ditto, electricity more reliable or public transit smoother go largely unnoticed.
When public infrastructure agencies innovate and make things easier to use, those public goods
become even more invisible, so innovation actually causes greater invisibility.
In The Black Swan: The Impact of the Highly Improbable,130 Nassim Taleb describes the paradox of
the invisibility of disasters that don’t happen. We don’t know about some things government does
“precisely because they were successful.” “Assume,” he says, “that a legislator with courage,
influence, intellect and vision manages to enact a law that goes into effect…on September 10, 2001; it
imposes the continuously locked bullet proof doors in every cockpit (at high cost to struggling
airlines)…The person who imposed locks on cockpit doors gets no statues in public squares, not so
much as a quick mention of his contribution in his obituary.” On the contrary, “Seeing how
superfluous his measure was, and how it squandered resources, the public, with great help from
airline[s], might well boot him out of office”.

The (near) inability to measure what matters
Measuring market success or failure is easy: a firm makes profits and stays in business; it goes into the
red and it eventually dies (absent a government bail-out).
In the public nonmarket, nothing is so simple. The federal government itself has created two
successive, massive performance measurement systems “GPRA” and “PART,” but there is fairly broad
agreement that these efforts (discussed below) have generally failed to deliver on their promises.131 It
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is with regard to this inability to adequately, accurately and meaningfully assess the results of public
goods production, and to let the citizenry know what they want and need to know, that market model
tenets fail most miserably.
Public sector performance measurement is escalating across government, including all levels of public
education. Most readers, and much of the American public, are familiar with the measurement systems
of No Child Left Behind and the Common Core standards in K-12 education. Fewer are aware,
however, of the planned roll-out in the coming academic year of the Obama Administration’s new
college rating system, which will be applied to all colleges and universities in the U.S. that receive
federal funds (which is virtually all). In health care, the Senate passed legislation in April 2015 to
revamp Medicare’s payment system to pay doctors based on “performance” and “quality” of medical
care -- terms yet to be defined. These are in addition to the continuation of the disastrous pay-forperformance system of the Veterans Administration, discussed earlier.
An entire industry dedicated to government performance measurement has spawned a vast literature on
assessing processes and measuring results. Some of the key issues and problems have been commonly
identified, others barely recognized. New performance management systems are legislated without
regard to the failures of past and present systems. And none recognize the characteristics of the public
non-market.
The persisting inability to measure and communicate the results of government production of goods
and services underscores the need for a comprehensive economic model of the public nonmarket.
Problems specific to performance measurement the public non-market include:
Goal definition
Profit maximization is not – or should not be – the goal of government (though due to perversion of
purpose, income generation is increasingly being set as a government ambition). If not profit, then
what? Within the vast and growing performance measurement industry, hundreds of thousands, more
likely millions, of “experts” have spent decades trying to figure out how to define public purpose,
public value or to just define the goals of individual agencies or government programs.
Although performance measurement systems were initiated in the federal government during the late
1970s132, determined efforts to define goals began with the Reagan administration and its push for
what it called “management improvement” (a name used to veil the actual intent of contracting out).133
Kettl provides a mini-case-study in the complexity of goal definition in the public non-market in his
book, Shared Power, describing the Reagan administration’s attempt to define goals.
Their effort at goal definition ran into difficulties for a host of reasons unique to the public non-market.
For example, the Reagan appointees had failed to appreciate that pursing “public goals as embodied in
Administration Review, June 9, 2007; Phillip Joyce, “When Performance Measurement Goes Wrong in Government”;
Governing, July 16, 2014; Charles Clark, “CFOs Lament Decline in Government Services”, Government Executive; Oct.
8, 2013;
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law...is the central task of government”.134 In addition to the inherent complexities of defining public
purpose. the Reagan administration had “efficiency” as its stated goal, and the notion of efficiency had
to be rendered into something measurable. Kettl reports that it often took 18 months and sometimes
two years to assemble the data required for performance criteria for required work statements. Not the
embodiment of efficiency. This occurred in the 1980’s, but as of yet, there still is no effective solution
for the best way to go about identifying goals and setting measurable objectives.
Goal ambiguity
The “Superfund” program offers an example of the ambiguity of many public sector goals. Created by
legislation in 1980, during the last days of the Carter administration, the purpose of the program was to
clean up toxic waste sites around the nation. But many questions arose. What is the definition of
“toxic”? What is/is not a carcinogen? What were the guidelines for a safe and thorough clean-up? The
ambiguities resulted in a ballooning of the projected number of sites that had to be cleaned up, from
400 initially to 378,000 by 1989.
Conflicting goals
Public sector agencies are often handed conflicting goals in their authorizing legislation.135 One
frequently-cited example is the Food and Drug Administration, mandated to approve only those drugs
determined to be safe, but also to help “speed innovations” to market.
Invisibility
The paradox of invisibility as a hallmark of effectiveness (as discussed above) poses one of the largest
problems in measuring results, yet is a hurdle scarcely recognized. How is it possible to measure the
effectiveness of preventing disasters that do not happen? Perhaps a new kind of “counterfactual”
approach is needed. Invisibility also presents a problem in terms of messaging what matters. It is
possible to measure the quality of common and ubiquitous public goods such as safe, un-potholed
streets, clean air and clean water, but the challenge is how to message the effectiveness of such
products, given that they are only noticed upon breakdown.
The “hollow-state” problem
In their book about the problems of measuring results in the “hollow state,” Frederickson and
Frederickson surprisingly note that “most” of the programs and services of the federal government are
now carried out by third parties. One of their main points is that the performance management systems
that have been imposed on the federal government do not take this reality into account, since there “is
an implicit assumption of direct government provision.” But, because of widespread contracting-out,
agencies are “being held responsible for performance of third parties over which they have limited
control.”136
Multiple entities to satisfy
In the market, the producer/seller has only one entity to satisfy: the customer who is buying. In the
public nonmarket there are multiple entities to satisfy: 1) the recipients or beneficiaries of the public
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products or services; 2) the elected representatives in the legislature (Congress, state legislature or
city/county council); and 3) voters. In addition, agencies must assess and communicate whether
legislated purposes have been met. No performance measurement system, at least at the national level,
addresses this complexity.
Opacity
Various types of opacity of the public nonmarket environment make it difficult for voters and
taxpayers to appreciate the results of their electoral choices or to see what they have paid for through
taxes.
 Obscured choice: Collective choice is a process with built-in opacity. Voters, the actual originators
of the goods and services that the state provides, often do not “see” the real, practical impacts of
their decisions. I.e., there is frequently a lack of visible connection between the act of voting and
the results of the choices made. People cannot easily associate their choice of representatives with
specific impacts on their daily lives.
 Obscured purchase: Public goods are paid for collectively, through taxes, a function that obscures
the connection between payment and the thing purchased, in contrast to customers in the market
who readily see what they buy (albeit, not the hidden defects in what they buy, or tacked-on hidden
charges).
These forms of opacity mean that it is difficult to trace cause and effect for purposes of performance
measurement. They also mean that extraordinary effort is required to communicate the results of
electoral choices and collective payment to those who vote and who pay taxes. With few exceptions,
such efforts are not made in the United States today.
The “submerged state”
Some public products and services remain hidden by design, a deliberate strategy described by Cornell
political scientist Suzanne Mettler in her critically important work on “the submerged state.” In 2008,
Mettler showed that although 96% of Americans have participated in government programs, most
surveyed deny it, insisting that they “have not used a government social program.”137 Among those
who claimed they didn’t get government benefits were 44% of Social Security recipients, 43% of
unemployment insurance recipients, 53% of federal student loan recipients and 60% of those who took
the home mortgage interest deduction. Mettler has argued that influential, private interests do not want
people to know how much they are receiving from government. As Mettler writes, the state’s role has
been intentionally submerged and shrouded, “making it largely invisible to ordinary citizens.”
A reviewer of Mettler’s book, The Submerged State: How Invisible Government Policies are
Undermining American Democracy, notes that “Opinion polling demonstrates that citizens are largely
unaware of the existence of the submerged state; consequently they do not give government due credit
for its intervention or hold it to account in an informed way…”138 Tax expenditure programs, in
particular, “conceal the gears of government”, a strategy looked to by Republicans and Democrats
alike. Writing about Mettler’s work, Eduardo Porter notes, “But the strategy carries a cost. Such
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spending through the tax code not only offered the false promise of smaller government. Its most
insidious effect was to hide what the government does and, notably, to shield from political debate
which people it benefits most… Professor Mettler argues it has helped cement the image of a
government that most Americans wrongly consider largely irrelevant to their lives.”139
Tax expenditures
Government programs that are funded through tax expenditures, rather than through appropriations, are
effectively not subject to performance measurement. Tax expenditure programs comprise a mostly
concealed, but enormous, part of the federal government (as I discuss in Section 6). Since 1994, the
GAO had been urging Congress to include tax expenditure programs in its performance measurement
requirements, to no avail. The GAO reported that “An estimated $1 trillion in revenue was forgone
through tax expenditures in fiscal year 2011,” but noted that federal agencies were not required by the
Government Performance and Results Modernization Act of 2010140 to include their tax expenditure
programs. A 2013 GAO report concluded: “With so much spending going through the tax code in the
form of tax expenditures, the need to determine whether this spending is achieving its purpose
becomes more pressing.”141
Pay for performance
Pay-for-performance schemes invariably fail to deliver the improvements intended; instead, they
produce negative, and sometimes disastrous, unintended consequences, as I described in Section 2.
Measuring long-term positive externalities
Many public goods and services are created to produce long-term positive externalities. Public
education, public health programs, clean air and clean water regulations, job-training and workforce
development programs, early childhood education programs are but a few examples.
Only rarely have attempts been made to determine whether the intended, long-term results were
achieved.142
In recent articles economist Jeff Sachs has called for “thinking long-term.” In a 2013 Op Ed he
reminded readers that “the United States government has a strong track record of success in such longterm public-private investment programs. Federal agencies helped support and guide the birth of the
computer age, the Internet, the Human Genome Project, the federal highway system, the GPS
revolution, the global fight against AIDS and, of course, the space program.”143 In a 2014 article144,
Sachs advocates for a “sustainable development economics” and public-private “complementarity” that
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would see public -- along with private -- investment in “infrastructure, human capital, intellectual
capital, natural capital and social capital.”
Interested private investors know how to evaluate such investments if made: did they produce a profit?
But how will the public investments be evaluated? Will the goals of the public investment be in the
public interest, unambiguously written, clear and not conflicting, measurable? And how many years
into the future will the long-term positive externalities of such public investments be measured?
Non-use of results
Enormous effort has been made and much money spent on public sector performance measurement at
all levels of government. At the federal level, two massive government-wide programs were created –
the Government Results and Accountability Act of 1993, enacted concurrently with the Reinventing
Government initiative of the Clinton administration, and the Program Assessment Rating Tool
(PART), created in 2002 by the Bush administration. Then GPRA was amended by the GPRA
Modernization Act (GPRAMA) of January 2010, signed by President Obama in January 2011.
Studies have found that the results of these performance rating systems have gone unused by
government managers for program improvement as well as by Congress when making funding
decisions.145 Clearly, these attempts to impose market-like “accountability” regimens on the public
nonmarket have not delivered the promised market-like results.
This is hardly to say that performance measurement in the public domain cannot work. It can (as has
been demonstrated in limited cases), and some believe it must146. But approaching performance
measurement from the perspective of “accountability,” and trying to mimic the market, is not the way
to go about it.

Effects of market-mimicry
So let’s look at some specific results of practices of market- mimicry in the public non-market
economy.

De-democratization
The most corrosive aspect of the marketization of government occasioned by the New Public
Management and Reinventing Government movements, backed by mainstream economics, is their
threat to democratic governance.
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Economist Servaas Storm, crediting John Kenneth Galbraith, talked recently about the power of
mainstream economics to “de-democratize” nation-states:
By claiming that their economics has no content of power and politics but is neutral,
mainstream economists have become “useful” as the influential and invaluable allies of the
powers that be… They help de-democratize economic policy, which is quintessentially political
and should be the subject of intense and informed democratic debate.147
Ronald Moe and Laurence Lynn are two of a small cohort of analysts of public administration who
have made the connection between government marketization and de-democratization and pointed to
the threat the movement poses to our constitutional foundation for democracy.
Here is Moe148, critiquing the Clinton/Gore initiative for “Reinventing Government:
The [old] administrative management paradigm with its emphasis on the Constitution, statutory
controls, hierarchical lines of responsibility to the President, distinctive legal character of the
governmental and private sectors, and the need for a cadre of nonpartisan professional managers
ultimately responsible not only to the President but to Congress as well is depicted as the paradigm
that failed…[There has been] an intentional break in management philosophy from earlier
organizational management studies going back to the Progressive Era and indeed, in a very real
sense, back to the founding of the Republic. [Earlier reform movements] all emphasized the need
for democratic accountability of departmental and agency officers to the President and his central
management agencies and through these institutions to the Congress.
And here is Lynn, critiquing149 New Public Management:
Public administration as a profession, having let lapse the moral and intellectual authority conferred
by its own traditions, mounts an unduly weak challenge to the superficial thinking and easy answers
of the many new paradigms of governance and public service. As a result, literature and discourse
too often lack the recognition that reformers of institutions and civic philosophies must show how
the capacity to effect public purposes and accountability to the polity will be enhanced in a manner
that comports with our Constitution and our republican institutions.
If the general failure to connect market-driven reforms with their impact on democratic governance is
so obvious and fundamental a threat to our constitutional form of government, why has this impact
been so overlooked in public administration scholarship and economics? The simple answer may be
that it’s no longer obvious, given the market triumphalism of the last half-century in the United States.
A more sophisticated answer may be that, in the absence of any adequate positive model of the
public nonmarket, it is exceedingly difficult to explain and defend the dynamics of an economic
domain that differ intrinsically from those of the market.
A few political scientists, a few scholars of public administration, and economists have pointed out
some of the ways in which the public domain differs from the market, specifically calling attention to
the political process. Economist Richard Musgrave, writing in the mid 20th century and building upon
the ideas of 19th-century European public finance scholars, argued that “A political process must be
147

Servass Storm, interview by Lynn Stuart, “Welcome to the European Hunger Games, Brought to You by Mainstream
Economics”, Truth-Out, Friday, January 9, 2015.
148
Ronald C. Moe, op. cit. p114.
149
Laurence Lynn, op cit.
35

GDAE Working Paper No. 15-02: Economics and the Near-Death Experience of Democratic Governance

substituted for the market mechanism” in originating and allocating public goods and services.150 In
the 1990s public administration scholars Stewart Ranson and John Stewart argued that public goods
and services “are provided following a collective choice and financed by collective funds” and that
collective choice is a process through which “differing interests are resolved, and conflict and
argument lead to decision and action.151
But the path laid by thinkers like Musgrave, Ranson and Stewart seems to have been cut short. In
Classics in the Theory of Public Finance, Musgrave and Peacock excerpted the writings of early 20th
century scholars of public finance, some of which hint at causes that may have contributed to its
ending. These authors addressed “financial sociology” rather than “the public nonmarket.” German
sociologist Rudolf Goldscheid, for example, said that “it is the most serious deficiency of our whole
body of social science that we lack of a theory of financial sociology and that the problems of public
finance remain without sociological foundation…[T]he science of public finance is that part of the
social sciences which has lagged furthest behind during recent decades an which indeed is less
advanced now than it was in the past.” He cited as obstacles to the development of such a theory the
rise both of socialism and of capitalism. “Marx so completely neglected the State in his conclusions
that he failed to observe how its expropriation helped the private expropriators.” As a consequence,
“Capitalists have used the public household on the largest scale to enhance their profits and extend
their power since capitalism has emerged triumphant in the form of finance capital.”152
Whatever the reason the path ended, we still lack a fully-drawn theory of how goods and services
originate through collective choice in a democratic nation-state.153 We need an economic theory that
accounts for the public nonmarket mechanism by which the citizenry choose and pay collectively. We
need a theory that recognizes the centrality of the election of representatives who legislate goods and
services into being, and which lays out the forces that drive and constrain nonmarket production,
including an explanation of effective and efficient production in the public nonmarket. The theory
must recognize that this complex mechanism through which products and services are originated, and
the public production process itself, rest on the foundation of the democratic process and constitutional
governance.

The perversion of purpose: revenue-raising becomes a goal
With the marketization of government public agencies lose sight of their mission and turn to revenueraising as a goal in and of itself. I described examples of this perversion of public purpose in Section 2.
Another example: in order to raise cash, cities are selling property tax liens to private debt collectors
who can then legally foreclose, seize and sell property. Homeowners who are behind on tax payments,
sometimes by only a few hundreds of dollars, have lost their homes due to such foreclosures.154 There
are hundreds of examples of public agencies forced or persuaded to make the pursuit of revenue their
mission.
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The conversion of citizens into “customers”
The influence of mainstream economic thinking has fostered a market-myopic view not simply of the
economy but of our society as a whole, especially in the US, where university students and hospital
patients alike are now being re-branded as “customers.” Use of the term has been enormously
damaging. In a paper examining the effects of “economics-driven” political culture and public
administration, Richard Box warns that “Today’s expansion of economic thinking and the potential
separation of expert service provider (public service professional) from customer (citizen) may be one
of the most serious threats to public service values Americans have experienced.”155 And another
paper on public sector “customer service” finds that “customer service techniques and tools applied to
government may lead to increased political inequality…”156

The hollowing-out of government
The extent to which government has been hollowed-out is not fully appreciated by the public or by
schools of public administration,157 whether we are speaking of the elimination of hundreds of
thousands of civil service positions or the resultant incapacitation of remaining workers to effectively
do their jobs.
According to research by the Project on Government Oversight (POGO) 158 “approximately onequarter of all discretionary spending now goes to service contractors.” POGO reports that “The
number of contractor employees in the federal workforce is in excess of 7 million, nearly four times
the size of the federal employee workforce (which is over 2 million).”
The consequence of this transformation is not just a dwindling public staff but loss of a tradition of
expertise and loss of institutional memory. Government is the most complex “conglomerate” in our
economy, requiring a staggering variety of types of expertise. Consider, for example, the range and
depth of expertise required for food and drug safety supervision and regulation; for banking
supervision and regulation; for road construction and maintenance; for the operation of public health
programs; for public transit maintenance of buses, trains, electric trams, rails, and power lines; for
weather prediction; for pollution abatement and toxic waste clean-up.
When contractors take over the production or delivery of these goods or services, the relevant
capability and expertise is transferred out of the public sector. Government loses its capability. This
phenomenon is documented extensively in Measuring the Performance of the Hollow State159 by
Frederickson and Frederickson, who describe “what is now the dominant federal government approach
to policy implementation – articulated vertical networks of third parties.” They stress the enormity of
the transformation to “third-party government” which has gone largely unnoticed even as it results in a
thoroughgoing “redefinition of management and public administration. Much of what has traditionally
been thought to be public administration, such as record keeping, hiring, promoting, supervising,
contacting clients, budgeting, and the like, are now exported to third parties.”
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We do have a large corpus of studies on the results of contracting-out, which has swept through
government at all levels. Despite the multitude of analyses (such as Sclar160 and Warner161)
insufficiently appreciated is the detrimental effect of contracting out not only on the provision of vital
public services but on policy-making itself. When government employees cease doing the actual work
of producing and delivering, they lose the knowledge, skills and expertise to develop sound policy and
to oversee the substantive work of contractors. As James Galbraith shows162, this effect is not
unintended by the anti-government forces that promote privatization. The depletion of talent and
expertise, and the resulting ineptitude, give further ammunition to those who advance privatization.

The frustrated quest for efficiency
While constant allegations that government is inefficient have driven many government reforms on a
quest for efficiency, no one agrees on how best to define “efficiency” in the public nonmarket. In
Section 6, I list some of the attempts to arrive at a definition. Defining efficiency in the public
nonmarket is a major unaddressed need.

Performance measurement practices produce unintended and injurious results
Government performance measurement systems repeatedly produce unintended consequences or fail to
measure what is most important to citizens.163 A notorious example is “No Child Left Behind.” The
distress over this ill-conceived measurement system continues, as teachers struggle to teach to the test
while still hoping to provide students with the knowledge and skills that they will need in daily life.
We’ve seen consequences of pay-for-performance at the Veterans Health Administration. And there is
reason to be cautious about the “pay for performance” system of the Affordable Care Act, for we
already have careful evidence from other countries that warns against medical pay-for-performance
systems.164 165 166
Ill-devised or cynically-imposed performance measurement systems also produce gaming and
subversion among staff penalized by the systems. One example is the VHA performance bonus scandal
described in Section 2. But gaming of ill-designed systems is not uncommon, in either the private or
public sectors. As Moynihan and Soss write: “These sorts of bureaucratic responses are a staple of the
literature on performance systems…[and may] represent forms of backlash and resistance or “may be
‘rationally perverse’ responses to the structures, pressures, and incentives created by the policy
itself…They are administrative consequences of policy that merit theoretical and empirical attention as
feedback effects”.167
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Performance management can be a powerful driver for public programs and employees, for better or
for worse. Among the growing army of private-for-profit consultants on performance management,
none seems to acknowledge that government operates in a non-market environment, and that
government performance measurement needs to be rooted in an understanding of the dynamics of the
public non-market.

The Limitations of Markets
In a 2005 essay168, Neva Goodwin reminds us of “the limitations of markets”:
The free market model assumes that markets exist for, and are used to allocate, everything that
affects economic wellbeing. That is, it is assumed that society relies completely on the market for all
economically relevant resource allocation. This general statement has a number of more specific
implications. Total reliance on the market implies that there are no free goods or services.
Everything of value that a wife does for a husband, a father for his children, or a friend for another
friend, is paid for according to a price that has been determined through the market.
The global reach of such assumptions may be, as she observes, unwarrantable and unworkable:
If, as we assume, the ultimate goal of any economic system is human well-being, in the present and
the future, then it is important to continue the debate over which approach, or combination of
approaches, ultimately works out best for all concerned (recognizing that there may be some
irresolvable conflicts; what is best for A may simply not be the same as what is best for B). But
standard economic analysis only looks at that part of the world that operates through markets. This
is one reason that its optimality predictions and prescriptions may not address the realities of the
world we live in.
Certainly these “optimality predictions and prescriptions” do not address the realities of the public
nonmarket, which significantly shapes the world in which we live. We need a less dogmatic and more
sophisticated analysis of all that does not come within range of the market.

5. The State as producer
In grammar school we learn that government has three functions, -- legislative, executive and judicial.
The function of the “Executive Branch,” or so we are taught, is to carry out or enforce the laws passed
by the Legislative Branch. However, the term “executive function” is misleading: it sells short what
that branch of government actually does. In reality the function of the Executive Branch is largely
production (with characteristics and dynamics much more complicated than those portrayed in the
neoclassical economic model and its “production function”, as I’ll discuss in Section 6).
Neither economics nor public administration theories adequately address the production function of the
state. Theoretical, neoclassical economics makes room for government only in the case of “market
failure.” Adam Smith, tellingly, had a broader view of the functions of government than today’s
mainstream economics. He acknowledged that government’s functions include providing education
and building infrastructure, such as roads, bridges, canals, etc.169 This however has been conveniently
forgotten by conservatives, while Marxist economists generally ignore the dynamics of non-market
168

Neva Goodwin, “The Limitations of Markets: Background Essay”, Global Development and Environment Institute; Dec.
2005.
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production by government in societies that are primarily market-based, concentrating instead on the
stages and perils of capitalism. Political economists seem to be concerned with the “powers” of the
state and of its branches, rather than its function as producer.170
At heart, the field of public administration concerns the state but generally does not engage with
concepts of public production. This avoidance is sometimes is explicit and intentional.171 In other cases
it may be in order to keep econometricians from annexing the discipline. “The language of buyer and
seller, producer and consumer, does not belong in the public domain,” writes Marquand as quoted by
Thomas Diefenbach; “nor do the relationships which that language implies.”172 This declaration misses
the nub of the problem, which is to explain why the public economy, however much it produces,
should never be presumed to operate like a market.
In reality, much of what the state does is carry out production. This is the case whether done directly
by government employees or contracted out. In the public products economy, production is shared
between the legislative branch (with its powers to authorize and appropriate) and the executive
branch, which bears the responsibility for actually producing those goods, services, benefits and other
products.
One of the few who has described the function of the state as producer, and done so eloquently, is Paul
Studenski, a professor of economics at New York University from 1927 to 1954, an authority on public
finance, and a frequently-cited historian of national income accounting.173 I cannot do better than to
quote at length from his 1939 essay, “Government as a Producer”:
In every type of political organization known in human history, from the most primitive to the
most elaborate, government has had to furnish services satisfying important needs of the
members of the society, help them to make a living, influence their productive processes and
consumption habits, manage economic resources to these several ends, and generally function as
the collective economic agent of the people. The productive character of government activity
was recognized by political and economic philosophers from ancient times down to the earlier
part of the modern era. The relative goodness or badness of different governments was tested by
these writers in no small measure by the extent to which these governments appeared to succeed
170

For example political economist Francis Fukuyama writing recently about “America in Decay” talks about “the
executive branch that uses power to enforce rules and carry out policy”.Francis Fukuyama; America in Decay; The Sources
of Political Dysfunction ; Foreign Affairs September/October 2014 Issue .
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or fail in the development of their countries' economic resources and productive arts, and in the
furtherance of the well-being of their populations…. [Emphasis added]
He then dissects the history and illogic of the “theory of non-productivity of government”, as I quoted
previously in Section 1. He not only shows the source of that illogic as embedded in unproven
assertions of market superiority, he also challenges the supremacy bestowed upon individual choice:
It is wrong to conceive of economic effort as being purely individual in character. Under all
forms of organized society, economic activity has required some collective effort in addition
to the individual one, and this is still true of the modern society. The notion that production
for exchange is alone "productive" is preposterous. [Emphasis added]
Production consists in the creation of utilities. Government furnishes services and goods which
satisfy the two tests of economic value-namely, utility and scarcity. They satisfy human needs
and must be economically used. Government is, therefore, engaged in production just as much as
is private enterprise. Government employees are just as much producers as are private employees
and entrepreneurs. To deny this fact is to demonstrate one's faulty economic education or the fact
that one's idolatry for business has thwarted one's vision.
Now he lays out the differences between private market production and public non-market production:
The productive activity of our society is divided into two main sectors-the private one in which
production is carried on for profit and controlled by the forces of supply and demand operating in
the market, and the public one in which production is conducted for common advantage and is
controlled by political forces. These two sectors of the national economy, commonly known as
the "private economy" and the "public economy," complement each other, each serving different
needs of society…
In the public economy…goods and services are produced which require the collaboration of all
the members of society, and can generally be enjoyed by them only in common. They are largely
intangible in nature, and in most cases cannot be divided into specific units and supplied to their
users in that form. The services and goods produced in the public sector serve to maintain
organized society [including the administration of justice, public safety and protection of
property, roads, and improvements of rivers and harbors and] they consist of such things as
education and healthful recreation which serve the cultural needs of the members of society and
help to improve the quality of social life.
…Obviously, without the services of government, society would be in a state of chaos and all
production would stop….
Many economists and public policy scholars are now making the argument that businesses need
government in order to produce.174 Although this is now a fashionable theme, it is not a new idea.
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For example, see Jeffrey Sachs on “Sustainable Development Economics”, Project Syndicate, Nov. 25, 2014 and Jan W.
Rivkin, Michael E. Porter, Rosabeth Moss Kanter, David A. Moss, “Can America Compete?” Harvard Magazine, Sept.Oct. 2012, pp 26 – 43.
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“Market failure” is not the justification for the public economy
As Polanyi (and others) have told us, society is not a market; rather, governments enable markets. But
what most present-day economists ignore is that the state is a producer in its own right. The legitimacy
of the state as producer is not, and should not be, dependent on a concept of “market failure”. As
Wentzel175 points out, accepting the argument that “The state is necessary because markets fail…plays
into the hands of the libertarians as the debate is implicitly based on the core libertarian assumption
that such a thing as a ‘free’ market can exist”. Wentzel goes on to say that since Francis Bator “first
identified the concept” of “market failure” it “has been one of the most generative ideas (theoretically
and empirically) to emerge from economic theory.”

6. The Public Non-Market: Elements of a theory and a prospective
model
My principal argument in this paper has been that we need a new conceptual framework – a model of
the public nonmarket economy – upon which to ground a revitalized practice of public administration.
Crucially missing from current economic thinking and from current principles of public management is
an understanding of the forces and dynamics of nonmarket production in the public economy.
In this section I outline basic elements of the public nonmarket economy and offer a prospective model
of the forces and dynamics of production within this environment. I explain how these characteristics
differ from the market model and why those differences matter.
The nonmarket economy has three parts: the “core” economy176 (primarily represented by households
and local communities); the non-profit sector; and the public nonmarket. I am concerned in this paper
only with the public nonmarket.177
Market
Production
For-profit
(private economy)

Non-Market
Production
Non-profit (non-profit
and NGO economy)

Public economy

Core economy
(e.g., households)

By “public nonmarket” I mean that part of the economy in which goods, services and other products
are paid for collectively (through taxes), and originated, in a democratic nation-state, through
collective choice (voting). In the U.S., this economy includes essentially all government operations at
all levels – federal, state and local. It does not include “government enterprises” – public entities that
charge prices sufficient to cover the cost of production.178
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However, it is important to recognize that marketizers have transformed some public agencies into
“government enterprises” by changing their purpose from meeting a public need into revenue
generation, thus setting them up for complete privatization. An example of this is the US Post Office,
which throughout most of its history was supported by collective payment (in addition to nominal
fees), but which was transformed by marketizers in Congress who succeeded in passing legislation in
1970 that required the (renamed) “US Postal Service” to cover all expenses through revenue
generation. Having succeeded in transforming its mission, these marketizers in 2006 imposed a
completely artificial debt burden on the marketized entity so that it would become impossible to cover
costs.179

Elements of the public nonmarket

The market model doesn’t recognize the inherently distinct properties of the public non-market
economy. Specifically, the market model fails to recognize, explain or account for the factors listed
below. For each factor, I will identify its manifestation in a non-market, public production environment
and, explain why it differs from the market.
 purpose: need-driven, not demand- or profit-driven
 systemic driver: collective choice, electorally manifested
 source of income to the producer: collective payment
 public nonmarket flow relationships and dynamics
 separate agents in the generation, creation and production of public products
 unique factors of public non-market production
o voting as a unique input resource
o authority to enforce as a unique asset
 unique supply conditions
o required rationing
 unique products
 public goods
 expenditure without spending
 the absence of buyers
 non-market efficiency
 invisibility as a hallmark of effectiveness
 non-rival supply
 the uncommon complexity of judging results

Purpose: meeting a societal need, not maximizing profit
The fundamental purpose of public nonmarket production is to meet the unmet needs of a society180:
to supply goods or services not supplied by the market, to solve difficult and complex social or
enterprises”, they are defined as “businesses” in NIPA accounting and their value added is recorded in the “business
sector” for GDP purposes. (Information from “A Primer on BEA’s Government Accounts”, March2008).
179
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Allvoices, Apr. 19, 2012; Douglas Jamiel, “Deride and Conquer: Dismantling the USPS”, TruthOut, May 4, 2014; Gray
Brechin, “The Fire Sale of the Post Offices, Consortium News, Aug. 6, 2014; Ron Nixon, “Trying to Stem Losses, Post
Office Seeks to End Saturday Letter Delivery”, New York Times, Feb. 6, 2013.
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economic problems, or to make goods or services accessible to all, regardless of ability to pay. In many
cases, the intent is to create positive externalities, sometimes immediate and sometimes long-term.
In the market, access to products and services is expressly contingent on ability to pay. In the public
non-market, supply is free or with fees that are not economically significant.181
It is axiomatic that non-market production is not about producing income or profit. “Societies run at a
loss so that their citizens can live at a profit, in productive comfort.”182
Note that, though the goal of revenue-raising to cover the costs of production is inimical to the inherent
purpose of public goods production,183 as government is marketized there are constant demands for
increasing fees in order to replace collective payment.184

Need-driven, not demand-driven
Non-market production is need-driven, not demand-driven.185 In the public non-market, needs are
articulated and become a systemic driver through the process of electorally-manifested collective
choice.

Electorally-manifested collective choice
In the public non-market, collective choice replaces market “demand.” Public, non-market goods and
services originate through the complex process of collective choice in the polity -- i.e., voting.
In the real world, electorally-manifested collective choice is the generative source of public products.
Public products are not created in response to demand. Instead, a variety of products – goods, services,
benefits, and obligations – originate from the complex decision-making dynamics of collective choice
and collective payment. This is in contrast to the relatively much simpler “supply” and “demand”
dynamic of the market environment.
Mainstream economics has not offered a useful analysis of collective choice for purposes of
understanding the public non-market, particularly that collective choice is the originating driver of the
public production process. The topic is usually treated from a theoretical perspective, grounded in
assumptions of the market model. No consideration is given to voting as a resource input for public
production, and how this input impacts on the production process itself.

24.; John Kenneth Galbraith, Affluent Society, 1958, p242. Also, note that “needs” includes those of people, organizations,
businesses, communities or the natural environment.
181
See definition of “prices that are not economically significant” in NIPA Handbook – Bureau of Economic Analysis, Nov.
2011.
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Adam Gopnik, “The Sequester’s Market Utopians”, The New Yorker, March 1, 2013
183
The only justification to make revenue-raising a goal is to raise money to cross-subsidize the supply of other public
goods.
184
And of course, some public services, like the Post Office, have been required to cover all costs with revenues, tossing
out the concepts of collective payment and universal access.
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Economist Geoffrey Hodgson usefully distinguishes “need” from “demand” by distinguishing “needs” (the desirable)
from “wants” (the desired) and points out that “perceptions of need are often spurs for motivation”. From Pleasure
Machines to Moral Communities; 2013.
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Of course, “public choice” economics addresses collective choice, but this school of economics is
indentured to the market paradigm and does not look at how collective decision-making through voting
eventuates in the production of public goods and services.
Methodologically individualistic, public choice economics maps a set of individual preference orders
onto a social preference order.186 Public choice economics treats the concept of collective choice from
an exclusively theoretical perspective, addressing questions of how collective decisions may be made.
In their critique of public choice theory, Stretton and Orchard ask: “Why theorize so artificially when
political life is accessible to more direct study? From studying the theorists’ activity we have come to
believe that many of them chiefly want to discredit government, but that for many of them a main
purpose is to develop theory of a certain formal kind for its own sake, and to debate and elaborate its
internal forms as an acceptable academic activity.”187 (For more on collective choice and public choice
theory, see Sec. 7 and Appendix C).
“Social choice” theory has been another avenue by which mainstream economists address collective
choice. This theory, too disregards the real-world operation of electoral collective choice and its impact
on the public economy. As Stretton and Orchard observe, “Leading social choice theorists claim to be
broadly concerned with the relation between citizens’ individual judgments and their collective social
decisions, a subject which has occupied political philosophers since Plato.” In fact, these theorists
have been “narrowly concerned with some logical qualities of sets of individual preferences, and with
the impossibility of deriving collective preferences from them by mathematical procedures.”
One of the most prominent theorists, Kenneth Arrow, produced an “elegant” formulation that came to
be known as “Arrow’s Impossibility Theorem,” which demonstrated that a mathematics of ideal
societal choice was unattainable. As Stretton and Orchard write: “There the business ought to have
ended…But instead an extraordinary thing happened. The search for a consensus machine did
effectively cease, but forty years and a thousand books and articles later, scores of economists are still
writing variations of Arrow’s work.” To compound the problem, “The theories which Arrow showed
to be impossible, and most of the impossibility theorems themselves, are concerned with attempts to
arrive at social policies without considering their effects.”188
Amartya Sen, the other major contributor to the mathematics of social choice theory, has been truly
concerned with the effects of social choices. Still, his work addresses the question of how best
collective choice should be carried out. He does not investigate the implications of real-world,
electorally-manifested collective choice for a public non-market environment.
Few economists have allowed the political process of collective choice to be seen as a legitimate
replacement for the market concept of demand. One exception is Richard Musgrave:
Since the market mechanism fails to reveal consumer preferences in social wants, it may be asked
what mechanism there is by which the government can determine the extent to which resources
should be released for the satisfaction of such wants…A political process must be substituted for the
market mechanism.189
186

http://robert-wolff.blogspot.de/2010/07/collective-choice-theory-first.html
Hugh Stretton and Lionel Orchard; op. cit. p 124.
188
ibid. p 57-60.
189
Michael Albert and Robin Hahnel, “A Quiet Revolution In Welfare Economics”; Maxime Desmarais-Tremblay; “On
the Definition of Public Goods; Assessing Richard A. Musgrave’s contribution”; 2013.
187

45

GDAE Working Paper No. 15-02: Economics and the Near-Death Experience of Democratic Governance

Musgrave cites Swedish economist, Knut Wicksell, who earlier made the same point (albeit still
holding onto the superiority of market-modeled individual choice):
Wicksell…noted that a political process of decision making must be substituted and enforced. Since
decision by voting will hardly be unanimous, the result will not be optimal. However, the voting
mechanism must be designed so as to approximate a true statement of preferences, and hence come
as close as possible to that solution which would be obtained if the exclusion principle and the
forces of the market could be applied.190
In the 1990s public administration scholars Stewart Ranson and John Stewart weighed in:
…choice has to be made from a number of competing claims. There will be arguments about needs,
spillovers, rights and obligations. Collective choice is political because these disagreements and
conflicts of interest have to be resolved before social life can proceed. Collective conflict has to
resolve into collective choice…The essential task of the public domain can now be interpreted as
enabling authoritative public choice about collective activity and purpose. In short, it is about
clarifying, constituting and achieving public purpose.191 [My emphasis.]
Writing about “shared social responsibility”, political sociologist Claus Offe makes a similar point
today. He talks about “self-binding acts of pre-commitment: at their origin stands the political,
collectively binding choice, made in the past by some winning coalition of political forces…”192
Perhaps a useful way to think about the function of collective choice in economics terms is to see it as
societal choice about the combination of outputs on the Production Possibilities Frontier (PPF).
Societal choice answers the rhetorical question that economics does not:
“What precise combination of outputs, such as guns and butter, or health care and highways, should
society choose to produce? The PPF does not answer this question. The [PPF] curve shows the
range of efficient possibilities, but does not tell us which one of these combinations of outputs is
best… In a society with free speech and democratic discussion, there is wide room for disagreement
about what the best mix of goods might be. The PPF provides a mental image for thinking about
scarcity, tradeoffs, and efficiency but does not, itself, tell us how to choose among the possibilities
it illustrates.193
Neither economics nor economists can tell us what combination of outputs a society should choose, but
in terms of public goods, a democratic society makes its choices by the representatives its citizens
elect.194
Does voting “work”? Scholars, activists, political leaders and media critics have wrestled with this
question, since voting often appears to disappoint as an effective mechanism for the expression of
collective choice. Too many don’t vote; elections are bought by those with the most money; those who
would like to vote are denied the ballot by technical but discriminatory measures.
190
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But the question at hand is not whether voting works. For better or worse, voting is how, in reality,
collective choice is manifested in a democracy.
It is crucial that we better understand the role of voting (collective choice) in producing public goods
and services. An understanding of how voting is central to economic collective choice has been
impaired, and its centrality obscured, by neoliberals and the political right, which insist on the priority
and superiority of individual choice, as taught by mainstream economics. Whether in the guise of
public choice economics, Arrow’s Impossibility Theorem, the writings of Coase or Hayek, or strands
of rational choice theory, mainstream economics has an elemental “hostility to democracy” (and here I
am quoting an economic historian, Philip Mirowski).”195
Although rarely characterized as such, economic attacks on government are really attacks on
democracy, and a devaluing of electorally-expressed collective choice. Before we can act as a society
to clear the way toward effective voting, we must therefore shape a valid theory of public goods
provision in the public economy. Only then will we have an intellectual infrastructure that
demonstrates that the public goods economy is not only viable but vital.

Collective payment
In the market model, individual buyers pay; collective payment is not recognized or accounted for in
market “exchange”. While mainstream economics discusses taxes at length and speculates about their
influence on individual behavior and the economy, it does not deal with the implications of collective
payment, or what might be better called “collective purchase,” on non-market production.
Collective purchase is an extraordinarily complex process entailing distinct acts by different groups of
agents. In contrast to utility-maximizing individual choice and payment in the market, payment for
goods and services in the public non-market originates collectively -- through taxes. Purchasers –
taxpayers – do not pay the producer directly.196This single fact introduces a complexity into public
production that does not exist in the market: a third-party agent (legislature, city council, Congress),
who actually supplies money to the producer so it can produce. Once payments from individual
taxpayers have been aggregated, the pooled financial resources are put to use only after a process of
legislative appropriation.
The complexity of collective payment has consequences not found in the market:
 Payers are often unaware of what they have “bought” with their tax payments.197
 The size of the producer’s budget is determined by elected intermediaries; it does not grow or
shrink based on effectiveness as determined by receivers or users of the good or service.
In the market, payment is made directly to the seller/producer, and satisfied buyers are the source
of a firm’s income, so the size of a firm’s budget is a function of payments from buyers. The size
of a public agency’s budget is not determined by satisfied clients, users or recipients of services
or goods.
195
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Payment by the buyer becomes income to producers (public agencies) only and always at the
discretion of elected representatives. Thus, income to the producer is not connected to
effectiveness: whether recipients/users are satisfied or dissatisfied, or whether the specified
public need has been met is, by and large, unconnected to whether the producer receives income.
Income to the producer may be terminated even when production has been effective, the public
need is being met and the recipients of goods and services are satisfied. Conversely, funding may
continue even if the identified need is not being met.
These common disconnects mean that some means of assessing and communicating agency results
must be constructed if payment is to be associated more directly with results.

Flow relationships and dynamics: a prospective model
The market is a two-way exchange; the nonmarket is a three-node flow.
Consider my diagram below comparing the dynamics of market and nonmarket environments. The
market is an exchange: a producer sells and a buyer buys. But there is no such “exchange” in a nonmarket production environment. Instead, there is a contingent flow, in which acts or outcomes are
contingent upon prior acts or outcomes, ultimately relying on the polity. Public goods are created
through legislation, by legislators whose existence is contingent upon voters. The flow of funding to
the producer is contingent upon elected representatives. The source of financing, collective payment
(taxes), is contingent on the vagaries of the tax system, politics and the health of the economy. Finally
and most problematically, recipients of public goods are often unaware of their source. Making the
connection between payment (taxes) and receipt of goods, services and benefits is contingent on
making them visible through public messaging (which, for many public goods, is never done).
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Figure 1: Market vs Non- Market Dynamics

Separate agents for generation, creation and production
In the market model, the producer/seller determines what goods or services to supply, obtains resource
inputs and can choose to continue producing a particular good or service as long as the price that has
been set continues to attract customers willing to pay. The producer or seller can also choose to stop

49

GDAE Working Paper No. 15-02: Economics and the Near-Death Experience of Democratic Governance

producing if profits are insufficient. In effect, the firm 198 plays the roles of generator, creator and
producer of goods or services.
In the public non-market, the generation, creation, and production of goods and services are separate
acts by different groups of agents. The roles of the agents are as follows:
Generation – by voters
Goods and services are generated through collective choice, i.e., the complex process of collective
decision-making (citizen voting) and collective payment. Demand in terms of individual desire,
willingness and ability to pay is inoperative.
Creation – by legislators
In the public non-market, goods and services are not “created” by the institution (public agency)
producing them. Legislators, rather than the directors and staff of the public agency-producer,
determine what goods or services to produce, and whether to increase or decrease the level of
production.
The creation of goods and services takes place through the process of writing, promulgating and
passing legislation. And there are two separate types of legislation that must be passed – authorization
and appropriation. Not infrequently, goods and services are “authorized” – through authorizing
legislation – but no money is appropriated. So, while authorized, they are not, in fact, created.
Although public goods are at root generated by citizens when they vote for their representatives, it is
the elected intermediaries who make decisions about how and when government monies, raised
collectively through taxes, will be used – that is, about what and whether to create – or terminate –
particular goods and services.
Production – by public agencies
The public agencies of the “executive” branch are the producers.199 Public agencies use a variety of
inputs – labor, capital, talent, technology---to produce scores of types of outputs (infrastructure, a
system of education, a stable currency system, and regulations that protect people and businesses and
much more).
Figure 2: Origins of goods and services in the public non-market
Generation
Creation
Production

→
→
→

Voting and taxes (collective choice and collective payment)
Legislation (write, promulgate, pass). Two separate steps – authorization and appropriation
Public agency produces. It either delivers directly or contracts out and oversees

The dynamics among these agents are fundamentally different from, and far more complex than,
market dynamics (as diagrammed in Figure 1).

198

The firm was not Smith’s classical model, but was added later.
At this point in the conceptual process, it doesn’t matter whether the public agency contracts out. Even if it does, it is
still the producer – i.e., responsible for what gets produced.
199
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Input factors - Resources to deploy
Votes: an input resource
In mainstream, rational-choice economics, voting is characterized as an irrational act200. Putting aside
the invalidity of this assertion from a psychological/sociological perspective,201 such a pronouncement,
repeated as it has been for decades in widely-used economics textbooks, serves to undermine the
legitimacy of the public domain and, if taken to heart by the general population, would threaten the
very foundation of democracy.
Public choice economics views voting from the perspective of market exchange: politicians “buy”
votes to stay in office via the positions they take and policies they support. Certainly, elected officials
endorse policies, and vote for legislation in ways that gain them political support and more years in
office. But, in addition to the fact that many elected officials vote in the public interest, this vapid
observation sheds no light on the dynamics of how public goods and services are actually produced.
I offer a different proposition: votes are an input resource. In the public non-market, like land, labor or
capital, votes are an input to production.
The traditional textbook definition of production is “the conversion of resources to goods and
services.”202
Among the resources used in production is “social capital,” defined as: “the institutions and the stock
of trust, mutual understanding, shared values, and socially held knowledge that facilitates the social
coordination of economic activity.”
I submit that votes are a social capital resource. Votes are perhaps the most fundamental and essential
resource of the public economy, though rarely if ever recognized as such in economics.
It is important to note that, in the public non-market model, votes are not equivalent to “demand” in the
market model. Indeed, there is no “demand” in the public non-market environment, just as there is no
“exchange” but rather a “contingent flow” as shown in Figure 1. Public goods and services originate
through collective choice – i.e., voting, in democratic societies – and votes (along with taxes) generate
goods and services through the actions of elected representatives. Here is Stiglitz:
“In the public sector, choices are made collectively. Collective choices are the choices that a society
must make together…Unlike expenditures on conventional private goods, which are determined
through the price system, expenditures on public goods are determined through a political
process….Individuals vote for elected representatives, these elected representatives in turn vote for
a public budget, and the money itself is spent by a variety of administrative agencies.”203
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The asserted irrationality of voting is based on a specific and controversial analysis of the marginal costs and benefits of
voting.
201
E.g., “Is it irrational to vote?”, The Economist, October 23, 2012; Josh Barro, “An Economist Goes Christmas
Shopping”, New York Times, Dec. 19, 2014.
202
Goowin, et al., op. cit.(Principles of Economics in Context), pg 46.
203
Stiglitz op. cit. pp 15, 156-57. Although Stiglitz gives a rhetorical nod to collective decision-making through the
political process, he reverts to standard economics modeling, using the “collective demand curve”, to explain what he calls
“the demand” for public goods.
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If individuals and societies engage in managing their resources, and if collective choice (along with
collective payment) generates the production of goods and services in the public domain, then votes
are an input resource. It is therefore crucial that all adults, including college students in economics
courses, appreciate the importance of their votes as a valuable resource to be managed and deployed
for their own well-being.
Authority to enforce: an asset
In the market model, firms have a variety of assets to deploy, including financial and human capital
and technology. The public non-market producer has all of these resources and (as Mark Moore
writes), an additional unique asset: the legal authority of the state to enforce.204 205 In democratic
nation-states, this authority derives from collective choice expressed via a democratic electoral
process.206
The legal authority to enforce enables the state to produce outputs that the market cannot or does not,
such as clean air and clean water regulation, food safety standards, bank regulation, product safety
recalls, contract and property rights enforcement. The deployment of this unique asset results in the
production of an obligation, and those covered become “obligatees”207 (as I discuss below).

Supply conditions
Required rationing
In the market, the financial capital for production comes from savings or from equity or debt
investments. Firms making profits attract investors. Kenneth Arrow explains, “In competitive theory,
the supply of a commodity is governed by the net return from its production compared with the return
derivable from the use of the same resource elsewhere.”208 But, as he points out, “There are several
significant departures from this theory” in the supply of some “commodities” (e.g., medical care),
which don’t conform to the market model.
Nor does public non-market production. While a firm’s ability to attract capital is governed by its
return from production, in the non-market the producer’s supply of financial capital is circumscribed
by the collective payment process. The government producer has little or no control over its supply of
capital, and therefore no control over the quantity of a good or service that can be produced. Normally,
in the public nonmarket, the need is greater than the resources made available to the producer through
legislative appropriations. The result is rationing.
The public non-market producer cannot increase its capital, and hence its capacity to produce, by
obtaining money from satisfied customers. Instead, it must, as a standard matter of practice, ration its
supply of goods and services. And if funding is cut, the result is closed parks, limited library hours, and
the declining capability of the National Weather Service209 to predict storms.
204

The idea of the state’s monopoly on the power to legitimately use force is generally credited to Weber’s theory of the
state in his essay in “Politics as a Vocation”, 1919.
205
For a discussion of the assets of the private sector vs the state and the impacts and implications of these differences, see
Mark Moore; “Public Value Accounting: Establishing the Philosophical Basis”, Public Administration Review, July/Aug
2014, pp. 470-473.
206
Stewart Ranson and John Stewart, op.cit. p 20.
207
Mark Moore, ibid.
208
Kenneth Arrow, “Uncertainty and the Welfare Economics of Medical Care”, American Economic Review, Dec. 1963.
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Kathryn Miles, “Our Failing Weather Infrastructure”, New York Times, Oct. 30, 2014
http://www.nytimes.com/2014/10/31/opinion/our-failing-weather52

GDAE Working Paper No. 15-02: Economics and the Near-Death Experience of Democratic Governance

In theories of government and public administration, rationing, which goes on in the best of times, is a
virtually ignored factor of production from the perspective I have just described 210, although it is a
daily feature of operations in producing many public goods and services.211 212
Mainstream economists characterize rationing quite differently. In The Economics of the Public
Sector, Stiglitz describes rationing as a response to public economy “overconsumption”: “Given the
inefficiencies arising from overconsumption when no charges are imposed…governments often try to
find some way of limiting consumption”. This is a distorted reading of the situation, as it leads one to
think that a government agency has a choice about how much to supply.
What public servants actually face is what John Stewart has called “the management of rationing”:
how to make services go as far as possible within externally-imposed budget controls.213

Products
The public non-market produces products -- or outputs -- that the market does not. And those that are
particular to the public non-market are arguably more complex.
Market
Category
Goods

Category
Goods

Services

Services

Processes
Financial
security
Obligations

Public Non-Market

A Few Examples
street lighting; sidewalks; roads; nautical navigation markers; clean
water; parks; playgrounds; currency; bridges, dams, canals, dikes,
airports, shipping ports; public transit vehicles.
food safety inspection; 911 call service; mail delivery; weather
forecasting; natural disaster prediction; disaster response/relief;
education; bank deposit insurance; patent system; enterprise and
socioeconomic data collection and dissemination; knowledge production
through basic R&D investments.
legal / judicial system; copyright enforcement; infrastructure
maintenance and repair.
unemployment insurance; old age, survivors and disability insurance; job
training programs; pensions insurance.
drug safety regulation; product safety standards; water quality standards;
emissions regulations; banking regulation; food nutritional labeling.

infrastructure.html?hp&action=click&pgtype=Homepage&module=c-column-top-span-region&region=c-column-top-spanregion&WT.nav=c-column-top-span-region; 2013; Charles A. Doswell III and Harold E. Brooks,“Budget-Cutting and the
Value of Weather Services”, Weather and Forecasting , volume 13, pp. 206-212; Anyone regret slashing National Weather
Service budget now? ; Salon; Tuesday, May 21, 2013.
210
John Stewart interview: http://www.independent.co.uk/news/education/education-news/professor-drives-another-lessonhome-in-quest-for-accountability-birmingham-universitys-quango-critic-has-a-way-of-touching-off-debate-liza-donaldsonexplains-1427358.html
211
An operational definition is needed for the term “rationing”, in the context of the public non-market environment. Ubel,
P. A. (1998). "Rationing" Health Care: Not All Definitions Are Created Equal." Arch Intern Med 158: 209-214.
212
It may be that, in the public non-market, need always exceeds supply, so no equilibrium can be reached. So the theory of
equilibrium may be another market economics construct that, as presently conceptualized, is inapplicable to the non-market
production environment.
213
A useful discussion of the dilemmas of rationing, and sometimes tragic choices, faced by public sector producers can be
found in an article on health care rationing: “Rationing Health Care”..Peter A. Ubel and Susan Dorr Goold, “Rationing
Health Care; Not All Definitions Are Created Equal”, American Medical Association, Feb. 9, 1998.
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With the exception of obligations and processes, these categories are fairly self-explanatory.
Obligations
Obligations arise from a resource unique to the state: the legal authority to enforce.214 As with other
public goods and services, producing these obligations entails collective choice, legislation,
appropriation and administration.
There has been an astonishingly successful movement to force all who work in the public sector to use
the word “customer” when referring to those who are, in truth, recipients, users, or beneficiaries. This
market rhetoric, which has writhed across the public domain, cripples as it distorts, for the public
economy is not a market; no one receiving or using public goods or services is a directly-paying,
utility-maximizing buyer; and, most critically, much of what the public domain produces is
obligations. It is absurd to claim that such obligatees as auto companies facing product recalls,
industries fined for emitting toxins, or criminals facing prosecution are “customers.” Making public
sector activities into a world of “customer” relations demotes or dismisses the role of government as an
enforcer of societal values embodied in law. Which perhaps is not unintentional.
Processes
From the chart above, I choose to focus on infrastructure as a process. A similar argument can be
made for the legal/judicial system.
In his essay, “When Infrastructures Fail,” Stephen Graham215 makes a persuasive case that
infrastructure networks are not so much products as processes:
…infrastructure networks, despite their occasional veneer of permanence, stability, and ubiquity,
are never structures that are given in the order of things. Instead of being static material or technical
artifacts to be relied on without much thought, infrastructure networks are, in effect, processes that
have to be worked toward. The dynamic achievement of a functioning energy, communications,
water, or transport network requires constant effort to maintain the functioning system.
Infrastructure, writes Graham, is a “precarious achievement.” Maintaining infrastructural services is a
“constant process” calling into being a “vast and hidden economy of repair and maintenance [that] is
continually at work to allow infrastructural circuits to actually work.”
Constituting at least 10 percent of most urban economies, this economy of repair and improvisation
is almost invisible within the debates of urban studies. The sheer amount of economic activity
generated by repair and maintenance is notable, even though it is almost completely ignored in
accounts of the economies of contemporary cities. In the United States, for example, there were
fully 5.82 million people engaged in installation, maintenance and repair (IMR) occupations in 2000
with a then-expected growth rate of 11.4 percent. These jobs constituted 4 percent of all jobs in the
United States, making the sector one of the six most important service industry occupational
groups.216
214

For more on the concept of obligations as a “product” of government, see Mark Moore, ops. cit.
Stephen Graham, “When Infrastructures Fail” in Disrupted Cities: When Infrastructures Fail, Stephen Graham, Ed.
2010, pp 9-10.
216
Graham does not specify how much of this is public infrastructure, but from the context it appears that it is possibly a
majority.
215
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The invisibility of infrastructure, particularly when it is working properly -- “the paradox of
invisibility” – is emblematic of many other public goods and services.

Public goods
The terms public good, public goods and public interest are often used interchangeably, without
definition and without clarity. It is time that we pause over these terms and distinguish their meanings.
In particular, in economics it is important to focus on the concept of public goods, and, I would argue,
re-think the definition.
Mainstream economic theory, using the sixty-year-old formulation of Paul Samuelson, holds that
public goods arise out of, and represent, “market failure.” In the market-centric world of mainstream
economics, public goods are pronounced “a problem” because, being “non-rivalrous” and “nonexcludable,”217 they are not amenable to market production.
The definition of public goods is little discussed by progressive and heterodox economists. Instead,
attending to the topic are those on the right who challenge the definition as too supportive of a role for
government. Libertarian essays and websites question whether public goods actually exist – or argue
that if they do exist, they can and should be provided by the market, not government. This literature
supports the increasing marketization and privatization of government.
In “Are Public Goods Myths?”, Cornes and Sandler nicely capture the situation: “Samuelson’s austere
simplification produced a rarefied concept, a mythical beast, without any counterpart in, and therefore
without any applicability to, the real world.”218 Because the Samuelson definition is so narrow and
constricting, one can indeed demonstrate that the standard textbook examples of Samuelson public
goods have been or may be produced by the private market: ships have paid for lighthouse services;
monarchs have hired mercenary armies; Disneyworld produces fireworks. Even clean air is being
purchased individually–by the wealthy in Beijing.219
In “Rethinking the Definition of ‘Public Goods’”220 I briefly review the historical development of the
economics definition of public goods and suggest a path to a re-conceptualization.

Expenditure without spending
In the market model, the source of financial capital for production is money in the form of cash, debt
or equity investments. Simply put, the firm has or gets money and spends it to produce goods or
services. However, in the public non-market, products, services or goal achievement can be funded by
“tax expenditures” (tax credits) wherein the producer – a government agency – makes no outlay of
money. Rather, the service or benefit is “financed” by not collecting revenue.

217

In mainstream economics a good is nonexcludable if the supplier cannot prevent consumption by people who do not pay
for it and non-rival if more than one person can consume the good at the same time. From: Paul Krugman & Robin Wells,
Microecnomics, 2nd Edition, 2009.
218
Richard Cornes & Todd Sandler, “Are Public Goods Myths?”, Journal of Theoretical Politics, 6(3), 1994, p 369.
219
In China in response to extreme air pollution, some schools have built domes over sports fields and wealthy parents
choose schools based on air-filtration systems. Edward Wong, “In China, Breathing Becomes a Childhood Risk”; New York
Times; April 22, 2013.
220
June Sekera, “Rethinking the Definition of ‘Public Goods’”, Real-World Economics Review Blog, July 9, 2014.
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Tax expenditures have been used to finance a large array of public products or benefits, including
education, health care, business expansion, and home ownership.
Tax expenditures are rarely thought of as a financing source for production of goods and services.
Instead they are characterized as “subsidies,” “implicit grants” and “tax credits”. The Joint Committee
on Taxation explains that “Special income tax provisions are referred to as tax expenditures because
they may be analogous to direct outlay programs and may be considered alternative means of
accomplishing similar budget policy objectives.”221 Wikipedia is most blunt: “A tax expenditure
program is government spending through the tax code”222
In his 1988 public economics textbook223 Stiglitz noted that “We call these implicit grants tax
expenditures. The federal government is required to make estimates of the tax revenue losses
associated with each tax expenditure. In recent years they have become very large.” Tax expenditures
are enormous; for some public sectors they dwarf direct expenditures. The following chart is from
Stiglitz:
Federal Tax Expenditures: The Major Recipients, 1986 (in billions of dollars)
Budget function
Commerce
Housing credit
Health
Income security
General purpose fiscal assistance
to state and local government
Education, training, employment
& social services

2.6
1.9
106.1
318.6

Revenue loss
estimates for Tax
Expenditures
140.4
44.3
31.4
95.3

6.4

35.5

30.6

28.7

Direct Federal
outlays

Tax Expenditures as a
% of Direct Outlays
5,400%
2,300%
30%
30%
550%
94%

The House and Senate Joint Committee on Taxation report of August 5, 2014 lists 222 tax expenditure
programs. For two comparable categories, the 2014 projected revenue losses due to tax expenditures -i.e., the costs to the federal government of these tax expenditure programs---are nearly triple what they
were in 1988:
 Housing: $130.9 billion (as compared to $44.3 billion in 1988)
 General purpose fiscal assistance to state and local government: $92.6 billion (as compared to
$35.5 billion in 1988)
Few taxpayers appreciate how well hidden are such expenditures, and how deceptive. As Stiglitz
commented, “Many government subsidies show up in neither the statistics on government expenditures
nor those on tax expenditures.”224 And a paper by the Congressional Research Service explains that
Because tax provisions are permanent (unless they include an expiration date), however, revenue
loss from specific expenditures may rise over time automatically without congressional action,
221

Joint Committee on Taxation; “Estimates for Federal Tax Expenditures for Fiscal Years 2014-2018”, Aug. 5, 2014, p 2.
http://en.wikipedia.org/wiki/Tax_expenditure
223
I did not find similar information in the 2000 edition of Stiglitz’ textbook. This chart is from the 2nd edition, 1988, pg 30.
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Stiglitz, 1988, op cit p 30.
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unlike appropriated spending. If this equivalence argument is correct, measures of the size of
government that omit tax expenditures drastically underestimate its size.225
As for deception, the Tax Policy Center226 notes that tax expenditures “give the appearance of reducing
government’s size… In fact, however, tax expenditures can actually expand government’s interference
(sic) in the economy, partly because they induce changes in taxpayers’ behavior. Also, like direct
spending, tax expenditures must also be paid for through higher taxes elsewhere.”
Another little-noted feature of tax expenditure programs is the tax impact when they are eliminated.
Cutting direct expenditure programs equates to a tax cut, but cutting tax expenditure programs equates
to a tax increase. In 2013,227 Annie Lowrey showed how important this is for the public budget and
public perception. Senator Patty Murray, observing that “We don’t often think of tax expenditures as a
form of spending,” shepherded a budget proposal to raise nearly $1 trillion over 10 years by cutting tax
expenditures, with the aim of using the new revenue to reduce the deficit. The attempt failed. Rep. Paul
Ryan insisted that any money generated from curbing tax expenditures must be offset with lower tax
rates and Sen. Jeff Sessions charged that “Eliminating tax exemptions is a tax increase. You can’t spin
it any other way.”

The absence of buyers
In Section 4 I described the absence of buyers in the public nonmarket. Instead, there is a “purchasing
agent”, which is an organization (department, bureau) within the government. The prior discussion is
summarized in this chart:
Payment: Market vs Non-Market:
Where?
Who?
Why?
With what?

Market
Buyer
Self-interest
Own money

Beneficiary

Self

Public non-market
Purchasing Agent
Meet a public need
Taxpayer money
People, businesses, organizations,
communities or environment.

225

Marc Labonte, Size and Role of Government: Economic Issues, Congressional Research Service, June 14, 2010.
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Non-market efficiency
So far as I can tell, we have no operational definition of efficiency appropriate to a non-market
environment, particularly the public economy. We rely mistakenly on market criteria of efficiency
(and “Pareto efficiency”).228
I do find smatterings of recognition that the non-market environment complicates the notion of
efficiency.
A European Central Bank paper229 on public sector efficiency notes that:
“The concept of efficiency finds a prominent place in the study of the spending and taxing activities
of governments.” However, “The adequate measurement of public sector efficiency is a difficult
empirical issue and the literature on it...is rather scarce. The measurement of the costs of public
activities, the identification of goals and the assessment of efficiency via appropriate cost and
outcome measures of public policies are very thorny issues.”
And a European Commission paper on measuring efficiency in the public sector230 notes that
“Problems arise because public spending has multiple objectives and because public sector outputs are
often not sold on the market which implies that price data is not available and that the output cannot be
quantified.”
A few other groups and individuals have argued that collective production and payment can be more
efficient than market exchange and competition, but these too generally have retained market criteria
for public production. This despite the fact that, as the Oxford economist Avner Offer points out:
It has never been proven that markets always provide the most efficient economic outcomes; it is
not even easy to determine what such efficiency would consist of. People often make choices which
are not intended to maximise their economic advantage...Those who buy and sell for their own
advantage, have no incentive to seek overall efficiency, and efficiency does not just happen by
itself.
A major challenge in developing a theory of the public economy is to determine how to define and
measure efficiency in a non-market environment.

Invisibility as a hallmark of effectiveness
This challenge is so formidable for two reasons: invisibility and opacity.
As I have already noted, public goods and services are created to meet the unmet needs of a society or
to solve complex social or economic problems. When the needs are met or problems solved, they
“vanish”; public goods, services and processes become invisible when successfully produced and
provided. Where not invisible, they may be opaque: that is, taxpayers cannot easily or directly see
what they have paid for.

228

Uwe Reinhardt; “Is ‘More Efficient’ Always Better?”; New York Times, August 20 2010.
http://economix.blogs.nytimes.com/2010/08/20/is-more-efficient-always-better/
229
Antonio Afonso et. al.; European Central Bank; Public Sector Efficiency”; Working Paper No. 581, Jan. 2006.
230
Ulrike Mandl et. at.; European Commission; “The Effectiveness and Efficiency of Public Spending”; Economic Papers
301; Feb. 2008.
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Paradoxically, as Stephen Graham most graphically describes, many public goods and services are
generally noticed only when they cease to be available, when they break down, or when an entire
system fails for want of financing or manpower (as I summarized earlier).231 ”When anthropologists or
sociologists define the term infrastructure, the ways in which it sometimes attains cultural invisibility
over time is one of the key criteria that they settle on.”
The result is an “absence of presence” of public goods – what taxes pay for – in the minds of a mostly
oblivious US population. Earlier I summarized 2008, research by Suzanne Mettler at Cornell which
showed that although virtually all Americans have participated in government programs, most deny
it.232 As Mettler writes, the state’s role – and thus the existence of public goods - has been
intentionally submerged and shrouded, “making it largely invisible to ordinary citizens.”
Also invisible is protection of the commons. In SilentTheft David Bollier talks about how the commons
– those assets that it is government’s job to protect and preserve – are in our midst but unseen. He
argues that we ignore the commons at our peril. “Why does the commons live in the shadows, virtually
ignored?” Answering his own question, he says: “It is not easy to connect the dots among these
complicated, seemingly unrelated events and recognize the larger pattern of enclosure…Learning to
see and understand the dozens of commons in our very midst is one of the preeminent challenges of
our times.”233
Perhaps the most confounding type of invisibility in the public economy is the “product” of harm
prevention: the disasters, illnesses or accidents that don’t happen (because government has done its
job). How can we gauge the effectiveness or efficiency of public agencies – producers – that prevent
bad things from happening, sometimes daily?

Non-Rival Supply
In 2014 economist Dean Baker wrote that “there is a real cost of using selfishness as fundamental
political principle.”234 In effect, he was complementing what Will Davies had recently written about
the dangers of accepting “competitiveness” as a guiding societal value, and what Alfie Kohn wrote in
his 1986 book, No Contest: The Case Against Competition.235
Instead of the “competition prescription”, a theory of the public non-market must recognize that a
fundamental aspect of public supply is that it is non-rival. In public, non-rival supply:
 Producers strive to supply their goods or service to as many recipients or beneficiaries as
appropriated funding will allow and as cost-effectively as possible;
 Producers share information and innovation freely with other producers in order to make the whole
system more effective and efficient (rather than withholding “competitive, trade secrets” as in the
market and, increasingly, in marketized government);
 There a concern for citizens’ welfare -- rather than “buyer beware” – an environment of trust;236
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 The role of the federal government is to assist state and local governments, not to compete with them
or put them out of business as competitors (in contrast to the now-popular idea of the “competitive
state,” which “concentrates political capital behind the most competitive cities, clusters and regions”
and abandons “uncompetitive” places and populations).237
The concept of non-rivalry in supplying public goods and services does not mean that there is no
dissension, disputation or debate. Quite the opposite. But the disputation is built into the generation of
public goods, up front, during the process of collective choice, not during the process of supply. To
resume Stewart and Ranson on this point:
…choice has to be made from a number of competing claims. There will be arguments about needs,
spillovers, rights and obligations. Collective choice is political because these disagreements and
conflicts of interest have to be resolved before social life can proceed. Collective conflict has to
resolve into collective choice…The essential task of the public domain [is] enabling authoritative
public choice about collective activity and purpose. In short, it is about clarifying, constituting and
achieving public purpose.238
The collective choice process, through representative democratic government, resolves precisely what
goods, services, benefits and obligations will be produced by public agencies. Once resolved in the
form of signed legislation, public agencies must produce them, but they do so – or should be doing so
– in a non-market, non-rival239 environment.

Uncommon complexity of judging results
We lack a framework for evaluating outcomes in the complex environment of public non-market
production with its distinctive set of driving forces and dynamic flow relationships as well as its
multiple constituencies. Performance measurement systems transplanted from business or designed by
market advocates don’t translate to the non-market. Such systems frequently backfire with unintended
consequences. Federal performance measurement systems have been implemented without any
grounding in a theory or concept of non-market production and have often been imposed for
ideological, pro- and faux-market reasons. Simply put, the US has no appropriate performance
measurement or performance management system.240
We do need and must have, in the public sector, a way to know if we’re doing the right thing and doing
the thing right. Lacking an apt method for measuring results, one that recognizes and comprehends the
public non-market, we will continue to see failures.
What must be addressed in constructing a means for assessing non-market results.
I turn now to specifics in order to arrive at a rational and useful approach for measurement of results in
a public non-market. I take up in turn each of the unique features of non-market production that I have
previously discussed.
237
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Multiple constituencies
In the market, there is only one constituency to satisfy: customers.
But in the public non-market, there are multiple constituencies to satisfy: 1) the recipients of the goods
or services; 2) the elected representatives who appropriate the funding; and 3) the public (voters and
tax payers). Additionally, the legislated purpose must be met. And beyond immediate outcomes, longterm impacts (intended positive externalities) should ideally be measured.
Market
Profit.
(Of course there are other
considerations, like ROI,
but if the business doesn’t
make profits, it ultimately
ceases to exist.

MEASURES OF SUCCESS
Public Non-Market
1. Whether the specified public need was met. (i.e. the specific
purpose for which the good, service, obligation or process was
legislatively created) including:
a. Short term outcomes; and
b. Short & long-term positive externalities.
2. Satisfaction of recipients/beneficiaries.
3. Satisfaction of elected representatives.
4. 4. Satisfaction of the public (voters/taxpayers).

The challenge is to find an effective way to measure whether the identified need has been met and the
other criteria have been satisfied.
Connect to purpose
Since public goods, services and other products are created legislatively to meet identified public
needs, the most elemental assessment determines the extent to which that need has been met. This is
not straightforward. Exactly how do you measure the achievement of public purpose?
In the United States today, the purposes of public products are often ill-defined in their authorizing
legislation. Moreover, a single piece of legislation or a single public agency may have multiple
missions, sometimes conflicting. 241 That complexity of mission must not be dodged but addressed
head-on in any attempt to devise a cogent approach to the measurement of results.
Satisfaction
In the past several decades, one of the principal thrusts of performance measurement systems, having
been designed with the market as a model, has been to measure “customer satisfaction.” While it is
inarguably important to do a good job for clients of public services and users of public goods, the
marketized approach is inappropriate for several reasons.242 Chief among these, as Mark Moore has
noted, is that, “many government activities do not involve the distribution of services or benefits.
When the government acts to protect citizens from criminals, to clean the air and water, and to protect
those who are vulnerable in market transactions, it often acts not by providing benefits to particular
individuals but by imposing burdens on those who threaten those individuals.”243 What is the logic of
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measuring the “satisfaction” of those on whom the “burdens” have been imposed? And how does one
measure the impact of government obligations?
Dealing with Invisibility
With regard to results measurement, the paradox of invisibility of public goods raises two types of
questions: How do you measure what is not seen? How do you measure what cannot be seen?
In the first case – what is not seen – I am referring to such things as the absence of crime, the absence
of toxins in food, water, and air. These public products can in fact be measured if standards have been
set and published – standards of purity of water, for example -- or by tracking the number of robberies,
or illnesses or fatalities caused by tainted food. The problem in this case is making the public aware of
what government has accomplished and driving home the direct connection between such desirable
accomplishments and the payment of taxes. Measuring is not so much the problem; messaging is.
The case of what cannot be seen, of harm that does not happen, is much more difficult. Yet, a large
part of government’s mission is to protect and preserve, i.e., prevent harm from happening. The
conundrum: how to measure disasters that did not happen, the absence of fatalities from food
poisoning, bodies that have not been maimed by unsafe tools, illnesses that were not contracted and so
on.
Perhaps it is possible to re-think the concept of counter-factual impact evaluation. And, here again, is
the issue of messaging government’s accomplishments in having prevented harms.
Measurement of expenditures with no spending
Performance measurement has not been rigorously applied to tax expenditure programs. For example,
Good Jobs First, an organization that tracks the impacts of “economic development” tax credits has
spent years publicizing the “job creation”, and actually the lack thereof, resulting from tax credits that
are given to businesses. Though job-generation promises are rarely met in these programs244, few
legislators have paid heed to the findings.245 In the “measure mania” that has been sweeping the nation
as part of the government reform movement, it is hard to find attention being paid to the failure to
measure outcomes of tax expenditure programs. Since 1994 GAO has been urging Congress to require
that tax expenditure programs be subject to performance evaluation, apparently without success.
Measure positive externalities
An unstated but prime intent of many public goods and services is to create positive externalities.
Basic education is a fine example of a public product that is meant to produce positive externalities.
Basic education was a private product that became a public product when voters decided – through
their elected representatives – that every person should have free access to it. Though the immediate
goal was literacy for all, there were other results too. As David Moss of the Harvard Business School
has pointed out,246 the US free public education system established in the 19th century, “financed by
taxes rather than private tuition”, “represented...the virtual socialization of an industry. It was
enormously controversial. Ultimately, though, the rise of public education constituted a powerful
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competitive advantage because it moved the United States far ahead of most other countries in terms of
education and human capital development.”
Public education is meant to do more than enable students to acquire literacy skills, get a job, or even
to advance national competitiveness. It enables critical thinking and equips citizens to be informed
participants in democracy. Similarly, clean air and clean water regulation, workforce training and
public parks are meant to contribute to the overall and long-term well being of people, communities
and the planet.
Advocating “sustainable economic development,” Jeffrey Sachs tells us to “think long-term”247 about
public investments, citing government accomplishments such as the federal highway system, the birth
of computers, the Internet and other technologies, and space exploration. If each of the programs that
generated these accomplishments had been subjected to the type of market-myopic performance
measurement system imposed on K-12 education over the last decade, would we have seen such longterm public investment? Without being able to see and measure the long-term positive externalities that
have accrued to our society, would these programs have been sustained? Not likely. Economists such
as Jeff Sachs need to be enlisted to help develop ways to measure248 positive externalities.

Conclusion

In sum, a theory of the public nonmarket economy, and a model of its production flow and dynamics,
must: take into consideration all of the aspects enumerated above while offering a clear,
comprehensive explanation of the three-node flow of the public economy environment; the contingent
nature of each of the functions in the flow, and the unique opacities that exist within the flow.
A new theory must also offer an understanding of the virtues of the public nonmarket environment,
such as efficiencies that are gained via “network effects,” increasing returns to scale, “crowding in,”
and other advantages of the public nonmarket that need to be more fully conceptualized and
communicated than they have been.
Finally, a theory of the public economy in a democratic nation-state must recognize that public
products originate with the polity and that accountability is at the ballot box.

7. An absence of theory
As I’ve endeavored to show in preceding sections, economic theory fails to adequately address, and so
offers essentially no useful understanding of, the fundamental forces and dynamics that govern the
non-market public economy. This conceptual vacuum invites neoclassical claims that market principles
do, or should, govern the public economy, which in turn opens the door to the marketization of
government.
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As I’ve also endeavored to show, there are real-world consequences to marketization, with its flanking
political and academic attacks on government. The significance of electoral collective choice is
devalued even as the practice of government is undermined, with operational infrastructures
dismantled and the public sector hollowed out and depleted of skills, talent, experience and
institutional memory. In the wake are devastating consequences for the well-being of the citizenry, the
economy, democracy, and the natural environment.
As Karl Polyani taught, society creates markets; markets do not create society. Government enables
markets; markets do not enable government.249 But what has been insufficiently recognized and
inadequately addressed is that government itself operates in a non-market production environment.
More than a century ago, particularly in Europe, the public economy was a significant, if not indeed a
central, concern of economics. With the insurgence of market-centric economics and market
ideologies, the public economy was exiled, first from the thinking of economics and then from public
administration, until the very idea of a public non-market environment disappeared from sight.
Neither neoclassical nor Marxist nor feminist economists currently deal with the empirical reality of
the dynamics and forces that drive and constrain the non-market public economy and production
within it. Nor do behavioral or institutional economics. Public choice theory, to which many
contemporary economists default for analysis of the public economy, draws its lifeblood from marketcentric ideology and represents generally anti-public values and precepts.
Appendix C offers an historical overview of the public economy in economics and public
administration literature.

8. Developing an intellectual infrastructure
Ideas and concepts matter. Ideas frame theory; theory shapes concepts, and “Concepts,” writes
economist Meghnad Desai, “influence how the world is viewed. They shape human expectations and
actions.”250 As Richard Musgrave observed in the 1960’s, “Semantics, as the history of economic
thought so well shows, is not a trivial matter”.251”
In her 2014 paper on the new economy, Neva Goodwin pointed to the urgent need to reconnect
economic theory with the real world:
the relationship between theory and reality is dramatically overdue to be realigned. In the 20th
century, economic theory, regardless of its realism, was allowed to direct policies – some selffulfilling, and some disastrously different from the announced intentions. We must move to a theory
that is not only based on observed reality, but that also gives attention to what kind of economy is
necessary, possible, and desirable.252
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Two decades ago, those in the world of public administration were unprepared to advance a vision of
what was “possible and desirable.” They were caught by surprise at the takeover of government by
market-centric economics, as Ronald Moe admitted in a 1995 paper about the Reinventing
Government movement:
…those who study government and those who are practitioners of governmental management
were understandably caught off guard by the sheer audacity of the entrepreneurial management
advocates [Osborne and Gaebler] actively led by no less a personage than the Vice President of the
United States.
Public administration theory has yet to catch up with what has been happening to governance.
Likewise, economic theory. Neither discipline has addressed the conceptual vacuum that leaves
practitioners of public administration stranded on a fantasy island of unrealizable marketized bliss.
To borrow from the environmental movement: we need “to think our way out of [this] quandary,
making clear that what is at stake is not another exercise in deconstructive frivolity…”253 As I
described earlier, Stretton and Orchard254 stress the need for robust theory as “intellectual equipment”
with which to counter the contemporary attack on government. Thomas McGarity speaks of the need
for a new “ideas infrastructure”255 to rebuild devastated public capabilities. And Luiz Carlos BresserPereira pleads for a dialog between economists and public managers.256
They are all correct. We need to lay the foundation for an economics of the public that:






recognizes the legitimacy of the public economy, and not merely as a fill-in for “market failure”;
explains the distinctiveness and importance of non-market public production so incisively that the
teaching of economics must change to accommodate this new understanding;
informs a theory and practice of public administration that comports with democratic process and
our constitutional framework for governance;
helps restore government’s capacity to operate effectively on behalf of all the polity;
encourages and broadens participation in the electoral process.

Developing an “economics of the public” must engage more than economists. As a truly crossdisciplinary endeavor, it requires collaborations among government administrators and leaders, and
across such academic disciplines as public administration, sociology, economics, and political science.
It must also investigate and adapt appropriate ideas and practices from business, taking care to ensure
that those practices comport with public purpose and improve the day-to-day practice of non-market
production. The effort must also make sense of how other democratic nation-states have been able to
generate, educate and support a governmental production capacity that meets citizens’ needs. Lastly,
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we should look to our own past for models of how government leadership overcame crises and how
past leaders inspired effective democratic governance and managed effective public production.
Craig Calhoun, an American sociologist who became director of the London School of Economics and
Political Science in 2012, asks: “Can ideas of the public be reclaimed from trivialization by those who
see all social issues in terms of an aggregation of private interests?”257 I should hope so. Toward that
end, I conclude this paper by highlighting some of the main themes that must be addressed in order to
develop and promote a theory of the public non-market economy.

Defining characteristics of the public non-market economy
I have enumerated the characteristics of public goods supply in Section 6 on the Elements of NonMarket Production. None of these ideas is fully-developed; to be fleshed out or reshaped, each needs
the collaboration of minds grounded in multiple disciplines. Topics to be developed include:













Public purpose (meeting a public need as legislatively defined; see pg 43)
Collective Choice (electorally manifested; see pg 44)
Collective Payment (via taxes; pgs 47-48)
Contingent Flow (a three-node flow between three groups of agents; pgs 48-50)
Unique input factors
o votes as an input resource (pg 51)
o authority to enforce as an asset (pg 52)
Unique products (pgs 53)
Public goods re-definition (pg 55)
Expenditures without spending (pgs 55-56)
No buyers (pg 57)
Invisibility as a hallmark of effectiveness (pgs 58-59)
Non-rival supply (pgs 59-60)
Uncommon complexity of judging results (pgs 60-63)

Productivity of the public (advantages inhering in non-rival/non-market supply)
Standard economics holds, and political and popular opinion presumes, that the market is always
superior to government in terms of productivity. Desirable forms of productivity and efficiency that are
idiosyncratic to public non-rival, non-market supply go largely unrecognized. Here I list a few of
them. They all require further conceptualization and development within a theory of the public nonmarket.
 Crowding in
Public investment engenders increased private investment resulting in economic growth, higher than
would have occurred without the public investment (as discussed earlier).
 A culture of sharing (of information and innovation)
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In non-rival, non-market production, agencies share information with other agencies doing similar
work in order to multiply the benefits of lessons learned and to disseminate innovation. Before the
onslaught of Reinventing Government and its ethos of competition, public agencies used to put
significant effort into sharing “best practices” and “promising practices.” That drive to share has
been severely diminished in the era of public competitiveness. The challenge is to restore the norm of
non-rival sharing in the public sector.
 Single system efficiencies
For some goods and services, collective provision is more efficient than provision through
competition; i.e., where heterogeneous, individual choice does not improve the provision and may in
fact hinder it.258 Many fields of public activity involve network and scale efficiencies. One example
is the lower administrative cost per dollar disbursed of public, single-payer health care systems
relative to the multitude of higher cost private health insurance schemes. Other examples: road
networks and statistical data collection.259
 Increasing returns to scale
Because it has the unique asset of the authority to enforce, government can produce increasing
returns to scale through regulation of “commons.” In her classic essay about the “comedy of the
commons,” Carol Rose reminds us that “the public trust began…as a way of ensuring that the
channels of commerce, often literally waterways, were open to all, thus able to produce their everincreasing returns to scale”. 260 261 Another point commonly made in economics is that increasing
returns to scale is a characteristic of certain types of products and services, and, as such, is a source
of monopoly power. For this reason economists sometimes suggest that government should play a
significant role in relation to such products.
 Less risk-aversion, more innovation
British economist Mariana Mazzucato has produced an important body of research demonstrating the
innovativeness of government, particularly the U.S. federal government, with its ability and
propensity to make high-risk, high-payoff investments. Indeed, in her 2013 book, The
Entrepreneurial State – Debunking Public vs. Private Sector Myths, Mazzucato proves that the
public sector has consistently been more innovative than the private sector. “Not only has the
government funded the riskiest research, whether applied or basic, but it has indeed been the course
of the most radical, path-breaking types of innovation.”262 Federal investments, for example,
produced technological innovations that led to the Google search algorithms and the technologies
behind the IPhone, not to mention the Internet itself.263
 Ability to harvest public investment for public benefit
Working with the American economist William Lazonick, Mazzucato is also calling for
“predistribution,” wherein the public “risk-reward nexus” is reconfigured so that the risk-taker – the
public through its basic science R&D investments – reaps some of the financial rewards of those
258
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investments, which are now accruing exclusively to private corporations who receive government
grants. Predistribution is but one of several ideas for the better reaping of collective rewards from
collective risk-taking.264

Distinguishing public from private
One of the ongoing debates in public administration scholarship is whether “public” and “private” are
different. The debate seems interminable. As more voices have joined the fray--some advancing an
expanded notion of “governance”---the distinction has become ever murkier. This is dangerous,
because the public interest invariably loses out when public and private purpose are conflated and
confused.
This debate among public administration scholars, which took shape in the1970’s, originally concerned
the question of whether public and private management are different. Some argued that management is
a process so generic that its principles and techniques must be the same everywhere.265 Others who
researched the question remained unsure, while acknowledging that “public managers face greater
challenges”.266
Currently a number of public administration scholars and “Public Value” theorists challenge the very
distinction between public and private. A leading public value advocate, Barry Bozeman, holds that
“all organizations are public” asserting that “An organization is ‘public’ to the extent that it exerts or is
constrained by political authority”.267 Donald Kettl argues that it may no longer be possible to draw
clear boundaries between government and non-governmental entities, given the complex
“interweaving” of “power, functions, and responsibilities” between the two spheres.268
The debate is more than academic. Besides having tremendous implications for public policy making
and legislation, it is a fundamental question confronting the judicial system. Courts are now making
decisions about constitutional claims based on their own attempts to deduce whether the interests of
“state actors” and “private actors” differ, and have found that “private corporations…can effectively
become ‘public’.”269
It is troubling that this debate goes on, and particularly that it may end by concluding that there is no
difference. However murky the analysis may be from an institutional perspective, I would argue that
the differences can be made abundantly clear from an economic perspective. A valid, coherent
economics of the public sector could put an end to the debate.
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Measuring Public Purpose
“It is not possible to evaluate the efficiency or performance of an organization without an
understanding of its purposes.” So say Ranson and Stewart, and they are exactly right.270 But for the
last three decades, public sector performance management systems have been drawn from the template
of the market, with implicit, and sometimes outright, acceptance of market values. These systems
repeatedly fail to deliver what’s needed in the public non-market.
Part of the problem has been the focus on “accountability,” a buzzword under whose aegis have been
smuggled in measurement systems designed from the start to “prove” that government doesn’t work or
works with gross inefficiency. Even when sincere attempts are made to improve “accountability,” what
is overlooked is that, in the public domain, accountability is at the ballot box. To be sure, in a
democracy, citizens must hold government accountable for its actions; however, for accountability to
work, you need an informed citizenry. How many decades has it been since government effectively
communicated to ordinary people what it does for them on a daily basis?
In Section 6, I summarized the goals of a public non-market performance measurement system:
 to determine if you’re doing the right thing (i.e., determining if you are achieving what the
legislation was meant to accomplish);
 to improve what you do and how you do it;
 to inform legislators and citizens.
With these goals in mind, a public non-market performance measurement system must:
 Connect to legislative purpose
 Recognize the multiple constituencies of the public non-market
 Determine how to measure invisibility as effectiveness
 Determine how to measure the creation of positive externalities (short-, medium- and longterm)
 Establish modes of performance service adjustment
 Distinguish process from products
 Be part of an ongoing process of performance management
Doing all this is difficult, but it has to be done if we are to get serious about performance
measurement.271 In a subsequent paper, I will address the question of how to make this happen and
describe pragmatic suggestions that hold out the hope that such a system is no daydream.

Conclusion
Many people recognize that the policies and rhetoric of neoclassical economics are devastating our
country; few are working actively to formulate an alternative economic framework for the public
270
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economy. No less than the Governor of the Bank of England recently warned that “unchecked market
fundamentalism can devour the social capital essential for the long-term dynamism of capitalism
itself.”272 Robert Atkinson, head of the Information Technology and Innovation Foundation, is one
who advocates “presenting the case for loosening the grip of ‘neoclassical economists’ on policy.”273
But that grip is still very tight. Neoliberal ideology and market-centric economics continue to dominate
intellectual discourse about the causes of and cures for an America “in decay”274 Many current and
recent prescriptions for improving government operations are anchored in the axiom of market
superiority and the belief that only by mimicking business can public agencies improve performance.
A few examples:
 Yale law professor Peter Schuck, author of Why Government Fails So Often, And How It Can
Do Better (2014), advocates the “moneyball” approach to government reform”.275 Heedless of
the fact that government operates in a non-market, Results for America has mounted a project
called “Moneyball for Government.”
 “Pay-for-performance,” despite its proven failures (and, as with the Veterans Administration
wait-time scandal, its tragic impacts) is being expanded.
 Congressman Mark Meadows, who in January 2015 assumed the Chair of the Government
Operations Subcommittee of the House Oversight and Government Reform Committee, wants
to “find solutions to federal workforce problems” by treating federal employees like private
sector workers, punishing poor performers while paying bonuses to “outstanding” workers.276
Of course, rebutting the market model of government and replacing it with a new, valid model of the
public non-market is an enormous undertaking, one that may feel to reformers like tilting at windmills.
Or they may find the intrinsic complexity of the non-market so overwhelming as to be unhelpful as a
guide to practical, purposeful change. The public non-market is far messier than the idealized market.
But democracy is also messy. And complicated. And slow. As Michael Ignatieff has written,
authoritarian rule is by contrast simple, efficient, and fast. But simplicity and speed are not necessarily
virtues in themselves. Democracy and nonmarkets are complicated but, writes Ignatieff, “The central
questions now are whether the new authoritarians are stable and whether they are expansionist.
Authoritarian oligarchies can make decisions rapidly, while democratic societies struggle to overcome
opposition in the courts, a free press, and public opinion.”277
We don’t hear public calls for dismantling democracy in the United States because it is slow or messy.
Democracy is still – in the West – a strongly-held societal value.
A British organization, the Centre for Research on Socio-Cultural Change (CRESC), talks about
“government as experiment” and analyzes the 30-year experiment that started in the 1980’s, in which
the assumption was that the economy would prosper if markets were allowed to work properly. The
idea was that competition would deliver efficiency and better services. The problem is that thirty272
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five years on government is still blindly running the same experiment even when its results are
catastrophic…[and] now we are living in a state of non-learning.278
Mike Konczal argues that we must change “how we view the notion of the public.”
For decades the state, professionalized bureaucracy, democratic control of public finance, and the
public itself have been vilified, while incentive pay and volunteerism—exemplified by
homeschooling, armed self-defense, the anti-vaccination movement, and other forms of civic
abandonment—have been ascendant. But as history shows, these rearguard actions make a fragile
line of defense against the state’s imperfections, and the ills of corruption and illegitimacy they
breed can be far worse than any problems such anti-public measures may hope to solve.279
The solution is good and able government. “It has been forgotten,” writes Alan Rosenbaum, “that
strong effective government… is the single most important, and the one indispensible institution of
modern society.280 If we have any hope of resolving enormous issues like inequality and climate
change, we must first address the incapacitating of national government. Even those who are now
arguing that government is necessary for the functioning of business or to rein in the excesses of
unfettered markets must first work to restore to government what has already been dismantled in the
name of the market.
Effective democratic governance is undergoing a near-death experience here and in other Western
nations.
Contributing to this collapse is a “false belief that you can get what you want from government while
tearing it down” (thus the economist Neva Goodwin)281 And many are the forces working actively to
suppress or bury all news of public sector achievements on behalf of the polity. In a recent op-ed on
“Hating Good Government,” Paul Krugman details the substantial successes of the Obama
administration that have been intentionally submerged by opponents who reject “any role for
government that serves the public interest.” He asks, “Why this hatred of government in the public
interest?”282
Such hatred is a compound of political forces, monied interests and ideological economic creed, as
James Galbraith has shown. Because such anti-government animus is ordinarily cloaked in the
nostrums of mainstream economic theories, it has been made to seem not only legitimate but virtuous.
Goodwin puts this problem into a larger context: “A central belief of the ideology of 20th century
economics has been that individuals are always the best judge of their own well-being, and of what
will contribute to it. This has made it impossible to incorporate anywhere within the theory a
recognition of how economic and/or political power can influence individual goals, choices and
actions.”
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In The End of the Experiment?, scholars at CRESC argue that “a fundamental reframing of policy
choices is necessary” but that “government is unable to question the overall framework, and continues
to try to impose an abstract version of competition and market rather than exploring alternatives.”283
Self-government is relatively new in human history. Running an enormous public, non-market
organization like the federal government is even newer. It’s time to leave the state of non-learning and
enter the era of learning. It’s time to develop the conceptual tools that we need in order to think
differently. The survival of our nation-state depends on the public governing capacity resisting the gale
forces of neoclassical economics.
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Appendix A

Case Examples in Detail

And Additional Case Examples
Case Examples*

Market Model
Assumption, Principle or Precept

Death by incentives: the V.A. performance bonus system

Rational utility maximization

Debtors’ prisons return: “Offender-Funded Justice”

Revenue/profit maximization

Jobseekers denied help: the deviousness of “customer” choice

Virtue of individual choice

“A free-market farce”: procurement rules and the “Obamacare”
website rollout

Efficiency/competition

The real “waste of taxpayer money”: contracting out

Efficiency/competition

Academic capitalism: “innovation” in higher ed

Revenue/profit maximization
Innovation

“Embracing” risk: Public-Private Partnerships

Risk-taking for innovation

Industrial funding fees: income generation as a government goal

Revenue/profit maximization

Death by Incentives: the V.A. performance bonus system
Market principles: Rational choice; utility maximization

“CEOs cheat their way to higher pay,” announces a headline.284 According to recent research, “CEO
pay schemes tied to company performance are routinely gamed by some of the largest companies in
the United States… Some companies [are] fluffing up their reported profits in order to ensure
performance-based bonuses get paid…Dozens of the largest American corporations routinely set
performance targets so low they’re effectively meaningless.”285
Studies going back at least to the 1990’s have shown that “pay-for-performance” doesn’t work: such
systems don’t achieve intended results, have unintended consequences, smother creativity, crowd out
intrinsic motivation and invite gaming.286 Yet the Bush administration in 2003 decided to create a payfor-performance system at the Veterans Administration.287 Although paying staff for hitting
performance targets expanded then, widespread use of performance metrics at the V.A. goes back to
284
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the “Reinventing Government” era of the Clinton administration in the 1990’s when performance–
driven metrics were introduced throughout the V.H.A.288 Ultimately, the V.A. tied senior staff bonus
payments to meeting a 14-day patient appointment wait-time target – a higher standard than set or met
in private healthcare.
Fast forward to 2014 and the Veterans’ Administration scandal in which employees -- faced with
burgeoning patient loads, growing staff vacancies and supervisors whose pay depended on waiting
time metrics -- falsified reports as patient waiting times for appointments with doctors increased to
levels that would compromise performance pay.
“Fear was instilled in lower-level employees by their superiors, and those superiors did not want long
wait times…Bonuses are tied directly to the waiting times of the veterans, and anybody that showed
long wait times was less likely to receive a favorable review…One of [the] goals would be met only if
nearly all patients were seen within 14 days of their desired appointment date — a requirement not
found in the private hospital industry…‘Yes, it is gaming the system a bit,’ one employee…explained
in an email to colleagues. ‘But you have to know the rules of the game you are playing, and when we
exceed the 14-day measure, the front office gets very upset.’” 289
Only the year before, in 2013, the federal General Accountability Office had reviewed and reported on
the V.A. performance payment system, finding significant faults. Among other issues, GAO reported
that the administrative incentive targets being set were unrelated to original promises that the bonus
system was to “recognize outstanding contributions to the medical center, to the care of veterans…and
ensure quality of care.”290 Instead, after the bonus system was implemented, some patients died while
waiting for doctor appointments that had been delayed.291
To be sure, delays in medical care were attributable to other factors as well, not just to the pay-forperformance system. There were additional forms of mismanagement. As caseloads increased with
veterans from the multiple battlefronts on which the US was engaged, medical staff vacancies
remained unfilled while funds were left unexpended at fiscal year-ends.292 Yet, without the pay-forperformance bonus system tied to patient wait times, the widespread falsification of records and an
accompanying “culture of cover-ups”,293 would not have become so egregious.
In the aftermath of the scandal, the performance bonus system was temporarily suspended. But the
system was preserved in “reform” legislation passed in August 2014.294 And in line with calls for
greater marketization and privatization295 the legislation also privatizes some aspects of V.A. medical
288
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care. Seeing records falsification as evidence of individual, personal failures rather than systemic
failure, the new V.A. director is moving to penalize or fire more than 2,000 employee “bad apples”.296

Debtors’ prisons Return: “Offender-Funded Justice”
Marketized purpose: Income generation as a goal

Facing declining tax revenues, counties, cities and towns are turning over the operation of parts of the
criminal justice system to private corporations. These businesses then charge fees to individuals who
are accused of crimes or in the probation system to cover the cost of their own “services.”
Impoverished to begin with, some of those subjected to this system can’t afford the private fees and are
being imprisoned for debt. Corporations meanwhile market themselves to cash-strapped towns by
promising to provide the legally mandated services at “no cost to taxpayers.”
The motivation for public service is thereby transformed into income generation and profit
maximization. An article on this growing phenomenon explains that “The industry aims to shift the
financial burden of probation directly onto probationers” who are charged “private-supervision fees,
which are often significantly higher than what states would charge for equivalent services (many states
charge nothing at all).” Worse, “It’s in [the corporations’] best interest to keep the collections process
going, instead of calculating when probation has expired.”297 Worst, “[M]ore than 1,000 courts in
several US states delegate tremendous coercive power to companies that are often subject to little
meaningful oversight or regulation. In many cases, the only reason people are put on probation is
because they need time to pay off fines and court costs linked to minor crimes…[S]ervices that were
once free, including those that are constitutionally required,” are now frequently billed to offenders,
[including] the cost of a public defender...”298The “profit motive [gives] private companies a clear
financial interest in extending probation terms in order to collect additional fees.”299 That includes
charging defendants and offenders for their own arrest warrants and …to have their DNA samples
collected…Technology, such as electronic monitors, aimed at helping defendants avoid jail time, is
available only to those who can afford to pay for it.”300
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Jobseekers denied help: the deviousness of “customer” choice
Market principle: the virtue of individual choice

For thirty years the federally-funded employment and training system emphasized the importance of
case management by professional employment counselors helping the unemployed and underemployed
prepare for and find jobs. The majority of jobseekers were either new entrants to the labor market who
had never looked for full-time secure employment, or people who hadn’t looked in many years, so they
needed help through the unfamiliar maze of “job searching,” resume writing, interpreting employment
ads, and preparing for interviews. In those days, jobseekers were referred to as “clients”, an appellation
of respect and an indication that people coming for job-seeking help merited professional guidance.
The Workforce Investment Act of 1998 revamped the entire system. The new program embodied a set
of market values taking hold in the 1990’s, including “individual empowerment” and “customer
choice,” so jobseekers were henceforth to be referred to as “customers,” with an emphasis on “selfservice.” “Customers” were directed to impersonal “resource rooms” which had banks of computers
where they could conduct their own job search. “Individual Training Accounts” – another name for
vouchers – were introduced, supposedly enabling “customers” to choose the job-type and training they
wanted to pursue. Local operators were instructed to provide services “in a manner that maximizes
customer choice.”301 [Emphasis in original]. Counseling was minimized, case management often
eliminated.
With little guidance, desperate jobseekers may take a low-paying job with no career opportunities or
become prey to unscrupulous “training” providers who charge high fees and deliver poor results.
According to Carolyn Heinrich, professor of public affairs and economics at the University of Texas,
Austin, “When job-seekers are eager for any career opportunity, unless those individuals have some
independent reliable source of information, it’s hard for them to make choices.’”302 In an astute
analysis of poor choices made by jobseekers given little guidance, Michele Chen303 points out that
“The problem is an inherent asymmetry of information between the [training] companies and
prospective students.” Her own and other research revealed that “ultimately, people struggling to stay
afloat might benefit from a structured job-training path, rather than individual “free choice.”
A recent New York Times article, “Workforce Investment Act Leaves Many Jobless and in Debt,”304
reports on an extensive analysis of the WIA program which showed that “many graduates wind up
significantly worse off than when they started — mired in unemployment and debt from training for
positions that do not exist, and [ending up] working elsewhere for minimum wage.”
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“A free-market farce”: procurement rules and the “Obamacare” website rollout
Market maxims: efficiency and competition

Behind the disastrous rollout of the “Obamacare” website in October 2013 is a story of government
attempts at market mimicry going back several decades. It is a story about procurement -- a boring
topic, most think. But changes to federal procurement rules305 -- designed in the 1990s to incorporate
the alleged virtues of market competition -- have had daily impacts on millions of lives.
The story has been well summarized by Janine Wedel and Linda Keenan in a 2010 article:306
Under the rubric of "reinventing government" and deregulation, the Clinton administration
transformed contracting rules with regard to oversight, competition, and transparency. Industry
associations worked to make government purchasing faster for the agencies and "friendlier" for
contractors.
The industry-energized reforms removed many of the traditional competition and oversight
mechanisms that had been in place for decades and provided the statutory basis for new kinds of
mega-contracts, such as the "Multiple Award" Indefinite Delivery/Indefinite Quantity (IDIQ)
system, under which an estimated 40 percent of all federal government contracts are now awarded
in areas ranging from computer support to analysis of intelligence. Like the euphemisms of
politicians obscuring their intentions, the language of these awards is telling: "contracts" that aren't
really contracts; "competitions" without real competition; "task" orders that may sound like small
potatoes but can net billions of dollars for the contractor.
The stated intention of the "reforms" was a streamlined procurement process that would reduce the
time, costs, and bureaucracy incurred in separate purchases and make contracting more efficient. As
a result, over the past decade and a half, small contracts often have been replaced by bigger, and
frequently open-ended, multiyear, multimillion-, and even billion-dollar and potentially much more
lucrative (IDIQ) contracts with a "limited pool of contractors"…
Legally, IDIQ contenders engage in "full and open competition." But IDIQ contracts are not
traditional contracts; they are agreements to do business in the future, with the price and scope of
work to be determined. "Competitions" for open-ended contracts preapprove contractors for almost
indeterminate periods of time (five to ten years, for instance) and money ranging into billions.
When so anointed, contractors' names appear on a list maintained by a government agency. That
agency, and usually other agencies, can turn to the chosen contractors, who now possess what has
been called a "hunting license," to purchase everything from pens to services… The old system
required publicly announcing--each solicitation for government work over $25,000 --- and then
allowing companies to compete for it… [Emphasis added]
[Now] the award of a mega contract takes place behind closed doors and constitutes a virtual
revolution in government procurement. Under the old system, overseers could document the amount
305
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of the contract because the amount was, more or less, clear when the contract was awarded. Under
the current system, services are contracted in the form of "task orders,"…Issuances of task orders
occur on an ad hoc basis without prior announcement…IDIQ contracts help maintain the façade of
government efficiency…
Fast forward to 2007 when CGI Federal, the main coordinating contractor on the healthcare.gov
project won a task order contract. CGI was “included in a pool of pre-screened, approved contractors
in 2007, during the George W. Bush administration, and only firms in that pool were later allowed to
bid for the Affordable Care Act work.” In 2006, the federal Centers for Medicare and Medicaid
Services (CMS) had used “a procurement method that has become increasingly common over the past
decade. The agency first awarded an umbrella contract to a group of firms, and those firms were then
eligible to bid on future IT work. Experts say this saves the government time because it shortens the
subsequent bid process.”307
In September 2011 CGI Federal won a $93 million contract in which it was responsible for
orchestrating the work of the 55 contractors also selected to work on the Obamacare website.
Another article about the website rollout connects the debacle to the procurement process: “CGI
Federal's winning bid [in 2011] stretched back to 2007, when it was one of 16 companies to get
certified on a $4 billion “indefinite delivery, indefinite quantity” [IDIQ] contract for upgrading
Medicare and Medicaid's systems. [The rules] allow agencies to issue task orders to pre-vetted
companies without going through the full procurement process…” In a July 2013 earnings call well
before the disastrous October roll-out, CGI Federal’s CEO Michael Roach noted: "In the Federal
Government business, we continue to see more extensions and ceiling increases on our existing work,
while we further leverage our position on contract vehicles”. Those ‘contract vehicles’; amounting to
$200 billion, Roach referred to as a ‘hunting license’.308 [My emphasis].
In the quest for efficiency in the “competitive” procurement process, review of bidders’ qualifications
had been eliminated at the point of issuing a “task order” – the actual contract for work to be done.
Thus, federal staff involved at that point missed the very troubled past of CGI in government
contracting, and in particular its subsidiary AMS. “[F]ederal officials were not required to examine
[the] long-term track record, which included a highly publicized failure to automate retirement benefits
for millions of federal workers.”309
The procurement revolution of the 1990’s, within which the ACA website contracting took place, is
defended by Steven Kelman, who, as the Administrator of the Office of Federal Procurement Policy
from 1994 to 1997, led the changes and wrote about the revisions in Unleashing Change: A Study of
Organizational Renewal in Government. Reviewing Kelman’s book, Vernon Edwards reports that the
stated objective of the reform was to “reduce bureaucracy in the procurement system,” with a focus on
eliminating an “excessive emphasis on following rules”. But Edwards argues that:
The main problem was not the existence of rules, but that most contracting office managers and
contracting officers did not know what the rules were, and still do not, and did not have the
307
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professional skills that they needed⎯such as competitive process design, price analysis,
negotiation, and business problem solving⎯and still do not. Pressured by reformers to serve
customers (who are always right), unequipped and unprepared to assist clients (who rely on
professionals to decide what to do and to act on their behalf), forced by personnel reductions to take
over clerical tasks, and demoralized by their reduction in status to administrative assistants to
program personnel, too many contracting officers traded poor bureaucratic practices for poor but
expeditious practices.310
In sum, a process ostensibly designed to create market-like efficiencies and streamlined competition
predictably backfired, subverting the public interest. The debacle of the ACA website rollout cannot be
laid at the door of simple government incompetence, except insofar as those in charge at the top did
not understand the predictable pitfalls of the procurement process they were using.

The real “waste of taxpayer money”: Contracting-out
Market maxims: efficiency and competition

Contracting-out is a vast and growing part of the federal government. Contract spending mushroomed
from $200 billion in 2000 to $530 billion in 2011, and according to research by Paul C. Light of New
York University, the total cost of federal contract employees is twice that of federal civil servants.311
Much of the enormous literature on government contracting is devoted to debates about whether the
practice is less costly than direct government provision. The practice of contracting out continues
under the widespread belief, without definitive evidence, that it is less expensive for taxpayers.312 This
belief is held by those inside and outside government, public workers and politicians, and from the
political left and right. The belief springs from the teaching of mainstream economics, itself
unsupported, that markets are more efficient than government and that therefore private providers –
inspired by the profit motive – are more efficient and will cost taxpayers less. The belief in the
superiority of contracting out was, and remains, a central tenet of the “New Public Management”
movement, which has been in full sway in the U.S. since the 1990’s as part of the “Reinventing
Government” movement, with advocacy by widely-cited scholars like James Q. Wilson.313
However, until the completion of a recent study by the Project on Government Oversight (POGO), cost
comparisons of public versus private provision have shared a common flaw: they have simply
compared the compensation of government employees with that of private business employees in
similar occupations, often found the former higher and concluded that contracting out is less
expensive. Investigators have not thought, or bothered, to obtain and use the full cost of contracted-out
work. That is, they have not used as their reference point the actual billing rates of contractors, which
include their overhead costs and profit margins. The POGO study – Bad Business 314 – did just that,
finding that “billions of dollars [are] wasted on hiring contractors.” There has been, wrote POGO, “a
310
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misguided assumption that market economies enable contractors to be more cost efficient than the
government.315 Although government employees were generally compensated at a higher rate than
private sector employees, on average, contractors charged the federal government more than twice the
amount it pays federal workers.316 There were, in effect, “three labor markets (the private sector, the
public sector, and the contractor sector) and . . . salaries, compensation, overhead, and profit differ
among the three.”[Emphasis added.]
POGO’s analysis did not include any of the costs that government incurs to award, administer and
oversee contracts or to have contractors work at federal facilities and use government equipment for
free.317 Had they done so, contracting out would be revealed to be even more costly than POGO
reported.

Academic capitalism: “innovation” in higher education
Market maxims: revenue/profit maximization and innovation

In recent years, the idea of higher education as a public good has been losing out to the notion that
universities should adopt market-based principles and practices, with wealth production as their goal.
“Academic capitalism” is one expression used to capture this growing phenomenon. The term was
popularized in a 1997 book by that name318, and further publicized in the 2004 book, Academic
Capitalism in the New Economy by Slaughter and Rhoades. The latter work describes how the
“corporatization of education” has taken us from a public goods paradigm to an "academic capitalism
knowledge regime [that] values knowledge privatization and profit taking in which institutions,
inventor faculty, and corporations have claims that come before those of the public".319
British universities have been undergoing aspects of marketization for several decades. Marina
Warner has vividly described the “denaturing of the universities” in the UK through a “Research
Excellence Framework” that “pushes responsibility from persons to systems. It pushes individuals to
one side and replaces them with columns, boxes, numbers, rubrics, [and] often meaningless
tautologies…” It calls “the work of writing a book ‘generating an output’ or a university ‘a knowledge
delivery solution’…[and sets writing and research] in the mold of market ideology, as sales items.”320
Recent developments in the American political arena suggest that the push toward academic capitalism
is accelerating here. Writing in the Washington Post after the November elections, two conservative
columnists opine that “our higher education system desperately needs market discipline,” and they
support “Republican reformers interested in enhancing the market orientation of the higher education
sector...”321
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Embracing Risk: Public-Private Partnerships (P3’s)
Marketized values: risk-taking for innovation

“Risk-management” – a concept and method borrowed from the private sector – is an increasingly
popular topic in the public sector, as public employees are pushed to become more “innovative” and to
look for creative financing methods to fund agency work once supported by taxes. For example there is
growing interest in “enterprise risk management” in the “business” of higher education, including
public higher education.322 And a fast-developing movement toward “embracing risk” in the public
sector can be found in infrastructure funding. The Departments of Treasury and Transportation have
launched a major undertaking to expand public-private-partnerships (PPPs or P3s) and increase
innovative financing. An “infrastructure summit” --“Expanding Our Nation’s Infrastructure Through
Innovative Financing” – was held in late 2014. One of the conference’s main objectives was to explore
how “new revenue and risk sharing models [can] make PPPs more attractive to both investors and state
and local governments”.
A Treasury Department paper prepared for the “summit” is replete with neoclassical economics
reasoning and lauds PPPs as a way to “bring private sector capital and management expertise to the
challenges of modernizing and more efficiently managing… infrastructure assets.” The report cites
privately managed public infrastructure in the UK and elsewhere as a model, and frets that the
municipal bond market in the US, unique to our country, “has discouraged [local] governments from
seeking private equity financing”.323
The Treasury Department has issued a handbook on risk management, noting that Congress has called
upon states to develop “risk-based transportation asset management plans.”
Despite the hopeful policy push by the Obama administration, research on PPPs shows that risk is not
always (or perhaps not usually) “shared”, but rather is borne by the taxpayer. An article by a scholar
who studies privatization discusses the “new hot concept…[of] infrastructure privatization through
embracing risk” and reports that “so far there is no evidence to show that the private sector has shared,
minimized or even assumed any financial risk in these deals in which the profits are privatized and the
costs socialized.”324 Another article325, by the Associate Editor at Thinking Highways North America,
describes highway PPP bankruptcies, and reports that “taxpayers are left paying off billions in debt to
bondholders who have received amazing returns on their money…[V]irtually all - if not all - of these
private P3 toll operators go bankrupt within 15 years of what is usually a five-plus decade
contract…There do not appear to be any American private toll firms still in operation under the same
management 15 years after construction closed. The original toll firms seem consistently to have gone
bankrupt or ‘zeroed their assets’ and walked away, leaving taxpayers a highway now needing repair
and having to pay off the bonds and absorb the loans and the depreciation.”
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Industrial Funding Fees: Income generation as a goal
Marketized purpose: Revenue/profit maximization

One of the ideas of the movement to infuse market-like principles and practices into government,
which took root in the 1990’s, was that government should charge “fees for service to replace at least
some generalized government revenues”.326
Accordingly, the General Services Administration (GSA) introduced “Industrial Funding Fees” as a
means of compensating for too few staff to manage an increasing number of contracts. New rules
permitted the GSA to take what is effectively a “finding fee” -- GSA gets a percentage of every
purchase made through government acquisition contracts. But introducing revenue generation as a goal
had the disturbing result of reducing government oversight and raising the cost to the taxpayer of
government contracts. Following is a summary of how this unfolded.
Because contracting out was strongly favored under the “Reinventing Government” movement of the
1990’s, the number of contracts ballooned. “The GSA benefited from the surge in business. In 1996,
the agency began funding its operations by collecting a percentage of the sales it handled. These
industrial funding fees - about $266 million [in 2006] - pay the agency's budget...Contracting experts
contend the fee structure creates a powerful disincentive for the agency to negotiate lower prices with
vendors...‘You couldn't design a better system to make accountability impossible,’ said Daniel
Guttman, a government contracting expert at Johns Hopkins University Center for the Study of
American Government...‘We simultaneously increased the incentive to get masses of contracts out the
door and assured no one will look and see how the money is being spent’...’We thought of ourselves as
being, not a part of the government, but as being a business, and we looked to profit on our customers,’
said GSA contracting officer Herman S. Caldwell Jr... ‘When a government buying office becomes a
profit center, then bad things are likely to happen.’"327
The problem continues. Research by the Project on Government Oversight (POGO) in 2010 found that
“This system creates...perverse incentive to keep costs or prices high.”328 Yet in January 2013 GSA
“proposed officially expanding the use of Industrial Funding Fee payments…”329
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Appendix B
Would-Be Replacements for New Public Management (NPM)
Largely in reaction to the spread of New Public Management in the US, the UK, New Zealand,
Australia and parts of Europe, new theories of public administration are being advanced by public
administration scholars. The main theoretical contenders attempting to replace NPM seem to be the
following:
* New Public Service
* Public Value theory
* New Public Governance
Following are brief summaries of each and observations about the ways in which they fall short in
addressing the problems caused by the marketizaiton of government.
New Public Service
In 2000, Robert and Janet Denhardt330 criticized NPM’s subordination of concerns “for democratic
citizenship and the public interest,” and later deplored the connection between NPM and public choice
economics, which involves “the application of economic models and approaches to nonmarket
circumstances.”331 Their alternative was to promote “citizen discourse” in the public interest. Their
2007 book on New Public Service opens by announcing that “Government shouldn’t be run like a
business. It should be run like a democracy.”332 Yet they make no effort to challenge the economic
axioms behind NPM, and seem not to comprehend the faux-market nature of public administration as
now practiced within the NPM rubric. And, rather than arguing for fully democratic governance, they
argue for a process that is like a democracy---a process of civic participation that mimics “democratic
values.”
Public Value theory
In the 1990’s, a “Public Value” movement was launched by Mark Moore of Harvard’s Kennedy
School of Government, who has acknowledged its framing in opposition to the Reinventing
Government movement of Osborne and Gaebler.333 The Public Value approach has also been advanced
by Barry Bozeman, a widely-recognized scholar of public administration.
Despite its positioning as an alternative, if not an antidote, to the market-centrality of New Public
Management, Public Value theory in many ways embraces market-mimicking values. Moore himself
acknowledges that in developing public value theory he wanted to mirror the creation of private value
in the market. He considered that “perhaps the most important private sector idea for public managers
to embrace was the idea that they should earn their keep by creating public value.” [Emphasis in
original].
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Public Value theory has been criticized by Rhodes and Wanna, Australian scholars,334 as “premised on
a fundamentally non-democratic notion …[and]…because [Moore] distrusts the formal electoral
process, managers have to turn to other surrogate measures of endorsement – such as client satisfaction
or feedback [or] willingness to co-produce…” Questioning why private sector business techniques
have not been widely embraced across Australian government, Rhodes and Wanna argue: “It is not
because public managers are ill-trained, stupid or venal, but because private sector techniques do not
fit the context, can be neutered by both bureaucratic and political games, and are not subjected to the
same accountability as public management.”
An even stronger criticism of Public Value theory comes from two scholars at the Humphrey School at
the University of Minnesota. In “Neoliberalism for the Common Good? Public Value Governance and
the Downsizing of Democracy.”335 Adam Dahl and Joe Soss clarify “how public value should be
understood in relation to neoliberalism and democracy.” They argue that the Public Value approach “at
its worst…produces a new variant of neoliberal rationality, extending and strengthening the very
project its champions seek to overturn.” In its Public Value rendering, citizen participation itself
“ceases to be a democratic process in which citizens exercise power and becomes instead an
instrument for enhancing the legitimacy of governing managers.”
Elaborating upon their critique, Daniel Feldman writes:
Dahl and Soss point out that public value theorists have misdirected their fire. They have
attacked the neoliberal agenda as an effort to shrink government, when, in fact, the real victory
of the neoliberals has been to fuse government and the private sector, often to the disadvantage
of the public, as evidenced by the capture by private contractors of so much of what had been
the realm of civil servants. The “market template” that neoliberals use as foundation for that
fusion has also been adopted as a model for public value, so public managers are encouraged to
“pursue public value by cultivating an entrepreneurial and managerial imagination,” while their
“[l]eading works say almost nothing about the realities of entrenched power and political bias,
the barriers to democratization, or what it would take to overcome them.”336
New Public Governance
The New Public Governance (NPG) is a “plural and pluralist” theory advanced in Europe more
forcefully than in America. Its chief proponent is a British professor of public management, Stephen P.
Osborne (presumably no relation to the American David Osborne), who takes into account the
historical flux and contemporary fixations of public administration, which, in his view, has passed
through “three dominant modes”:
– a longer, pre-eminent one of PA [Public Administration], from the late nineteenth century
through to the late 1970s/early 1980s; a second mode, of the NPM, through to the start of the
twenty-first century; and an emergent third one, of the NPG, since then.337
It is striking that NPG theory asserts that the marketization of government through NPM has been
“transitory.” That is certainly not the case in the United States, where market values and precepts still
334
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very much reign and are daily becoming more entrenched. It appears that NPG proponents accept the
transplantation of market values and goals onto the public sphere as a given, even as they object to the
intrusion of such market practices as “Lean” production. Most problematically, NPG does not address
the dismantling of the capabilities of government agencies as the state is hollowed out, nor does it
discuss in any depth the threat to democracy posed by marketized public values.
Instead, NPG emphasizes cooperation between state and non-state actors to achieve policy objectives.
There are, in brief, four key features of NPG:
1. The blurring of boundaries between state and non-state actors in tackling social and
economic problems.
2. Regular collaboration between Government and other actors.
3. The pooling of communal, state, and other resources.
4. The autonomy of a network of actors independent of government.
Possibly the most eloquent, pointed and accurate analyst of the implications of this and other new
governance movements is the political sociologist Claus Offe. He writes:
“[W]e need to understand and appreciate that the promotion of civic responsibility and
cooperation is (some might say paradoxically) largely a matter of public policy. It is not the
retreat of the state that lets civil society flourish; it is rather the outcome of public policies
which encourage and help develop… the willingness and ability of citizens to assume and share
social responsibilities…Much of civil society exists today in a state of what one could call
‘cognitive closure’: a condition of ignorance, inattention, and affective distance to the needs
and problems of others.”338
Such cognitive closure is now exacerbated by the fiscal starvation of government, in which the state
“reduces the agenda of its previously taken-for-granted responsibilities and retreats to a minimalist
agenda”.339 “[T]he chronic need of most governments [becomes] to unburden the state budget by
replacing state-organized and state-financed programs and services by voluntary ones that are
provided for by civil society actors”…[Such] chronic symptoms of fiscal stress…can be seen as a
continuation of privatization moves of the heydays of neo-liberalism, with the difference that this time
it is not the market to which services are being devolved, but civil society and that responsibilities
assigned to civil society actors (such as charitable foundations, corporations, associations, religious
communities, and individual citizens).340…As the state withdraws, fully or in part, from funding
services and entitlements, citizens are left with no choice but to comply and to take on responsibility
for their present and future selves – to the extent, that is, that their incomes allow them to do so. 341
Offe calls this the “responsibilization” of the citizen, which puts the onus on individual actors for what
are, or should be, shared social responsibilities, which should be addressed through effective
democratic governance. He argues that “constituted and democratically accountable state power
should not be written off as an important approach to solving the problem of sharing social and
environmental responsibilities. The democratic state, in spite of its limitations, remains—or must be
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restored to its role as—a key strategic agent both in containing the negative externalities of individual
choice and creating and implementing collectively binding solutions.342
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Appendix C
The Public Non-Market Economy: An Absence of Theory
An overview of the historical literature

The following is a brief historical overview of the disappearance of the public non-market economy as
a concern of the literature of economics and the parallel literature of public administration.
Economics literature
 In 18th- and 19th-’century Germany, economics and public administration were housed under the same
rubric, Kameralwissenschaft (“Cameralism”), which an historian of economics, Roger Backhouse,
describes as the era’s science of administration. The science had three components: public finance,
economics, and public policy, each defined somewhat differently than we do now. While German
universities established academic chairs in Kameralwissenschaft, there was as much debate about its
ambitions as about those of its possible counterpart, French mercantilism.343
According to economic historian Bruce Caldwell, Cameralism as a form of administrative economics
was meant “to assist the ruler of a state and the associated civil bureaucracy to govern wisely.”
However, “At the very point at which the Cameralistic sciences were at last gaining acceptance as a
university discipline, they were displaced by a new form of economic reasoning. Economic teaching
in universities was henceforth the province of a new Nationalökonomie which emphasized the
economic activity and needs of the individual as the founding moment of the economic order, and
not the activity of government over populations of territorial states.’”344
 In the late 19th and early 20th centuries, economists wrestled with the question of how the “public
economy” operates. A “voluntary exchange theory of public economy” was advanced by Emil Sax,
DeViti De Marco, Kurt Wicksell and Erik Lindahl. Richard Musgrave during the 1940’s-50’s argued
against the voluntary exchange concept and pursued a line of thinking that eventually led to the
construction of a concept of “public goods” that was eventually adopted, mathematicized and
popularized by Samuelson during the 1950s.345 Samuelson’s widely-disseminated formulation of
public goods as stemming from market failure (following Musgrave) soon led to their devaluation,
and that of government, within the market model as espoused by market centrists, libertarians and
eventually mainstream economics. What had begun as a serious effort to understand the important
role of public sector production ended in its neglect.
 Because mainstream economists in the U.S. and elsewhere have been so market-focused for so long,,
production outside of the market has been erased from the equations of economics. As Albert and
Hahnel have observed, the conventional paradigm across the last century has equated "market
mechanism" with "economic mechanism," which has led to the labeling of "nonmarket mechanisms"
for the provision of public goods as "political” and, therefore, presumably noneconomic.”346
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 Economic historian Roger Backhouse describes the “profound changes in economic theory” that
took place between 1970 and 2000 with the triumph of rational choice economics, and details the
ways in which this development fostered and supported within economics a “remarkable and
dramatic change in attitudes toward the role of the state in economic activity” and a more critical,
and negative, attitude toward government.347 Tracing the rise of rational choice theory from
obscurity to mainstream after World War II, Sonja Amadae shows how the theory, which “holds
that rational individuals do not cooperate to achieve common goals unless coerced”, had “profound
implications for democratic theory”. Its “axiomatic treatment of human rationality…could be used
as a virtual litmus test to determine if one were a liberal individualist or an irrational collectivist”.348
 So now, government has a role only where there is a “market failure,” de-legitimizing the value and
worth of public production in its own right. As Walras told us: “The theory of exchange based on the
proportionality of prices to intensities of the last wants satisfied ... constitutes the very foundation of
the whole edifice of economics.”349 And, as Neva Goodwin has written, “the rigid neoclassical
paradigm” presumed that the market itself could and would provide for the common good in most
areas, and 20th century economists have “pursued the optimistic program of modeling a world in
which perfect markets lead to optimum social outcomes”.350
 Granted this optimistic market logic, when and wherever government acts, it may stand accused of
“intervening” in the economy. There is no viable and explanatory concept of an actual, let alone a
legitimate, public non-market economy. So pervasive is the creed that government only “intervenes”
in what is thought to be the valid, market economy that even literature from the Congressional
Research Service relegates government to an outsider role.351
 The term “non-market” and its meaning remain elusive. For example, Karl Polanyi wrote
extensively about the differences between markets and non-markets but did not deal with the
dynamics and forces of production in the non-market public economy. Neither do widely-cited
economists of the public sector as Robert Dahl and Charles Lindblom. When Charles Wolf attempted
to construct a theory of “non-market failure,” – meaning government failure – he used market-centric
theory as his scaffolding. Kenneth Arrow considers market versus non-market “allocation” and
tacitly acknowledges the social construction of public goods, but he holds faithfully to the creed that
government actions represent “reactions of society to compensate for market failures.” Even where
an economist like Arnold Wentzel contends that “Market vs state is the wrong debate” 352, and
further acknowledges that “the state” is a part of the “non-market sector,” he refrains from analyzing
the distinct functions and functioning of the public non-market.
 Joseph Stiglitz produced an entire textbook on “the economics of the public sector” (the latest edition
in 2000), but does not recognize the distinctive characteristics of a public non-market. Instead he
347
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relies on the “market failure” opening for a role for government. He does discuss “government
production” only to ponder when government should contract-out to private providers, noting
(without offering empirical evidence) that there is a “compelling argument against public production:
Often, governments seem to be inefficient producers.” Usefully, he does write that government
production is more complex than market production and that in the public sector “choices are made
collectively,” but he is inconsistent and occasionally contradictory in his descriptions of collective
choice, and in the end “explains” it mathematically with a graph of aggregated individual demand
curves. Finally, he propagates the idea of a trade-off between private and public goods, failing to take
into account empirical evidence of “crowding in” – the fact that some kinds of public investment in
fact increase private investment.353
 Libertarian literature, since it is so studiously focused on government, does acknowledge nonmarket, public production if only to make the case that government does too much. For example, in a
libertarian textbook chapter on “The Economics of Collective Decision-Making,” we find the
explanation that “it is crucially important to recognize that government is simply an alternative
form of economic organization”. [Emphasis added]. It almost sounds Polanyi-ish. However, the
text goes on to apply market-fundamentalist analysis to explain how government allegedly works.
Similarly mired in market fundamentalism are the writings of Hal R. Varian (formerly an academic
but now chief economist at Google), Tyler Cowan, James M. Buchanan and several others who come
from a libertarian or market-utopian perspective.
 Stretton and Orchard, in their book on Public Goods, Public Enterprise and Public Choice, provide a
brilliant critique of neoclassical economics and public choice theory (discussed below). They also
brilliantly explain and defend the role of government. Sadly, they fall short of understanding the
distinctiveness of the public non-market economy. In their view, there are
“three modes of production: public enterprise, private enterprise and unpaid work in
households and voluntary associations. They have different characteristics [never detailed] and
need different relations with government. Public policies affect their efficiency, their shares of
capital resources and their roles in the economy as a whole. Policymakers should keep all three
in mind. But that is not encouraged by prevailing theoretical models – however else they
differ, neoclassical and marxist and postkeynesian models are all models of a single capitalist
mode of production with varying amounts of market failure and government intervention.”354
Remarkably, even they adopt the mainstream rhetoric about government “intervention”. And, oddly,
in this passage government is held outside of the three modes of production.
Elsewhere in their book they do discuss government as a producer, but still they fail to construct a
theory or offer an explanation of public non-market production. Instead they blur market and nonmarket production by the government, using two categories: “public enterprises” and
“government.[p195] For them, public enterprises may operate under market conditions or may not.[p
205] In this construction, public enterprises supply goods and services that are free, such as
education, libraries, census and statistical services, legal records and all types of public
infrastructure, as well as providing goods and services at market prices. “Government” in their
construction provides things like law and order, regulation of working conditions, trade policies,
industrial safety, waste disposal, commercial and consumer credit. Since they blur market and non353
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market, it is not clear why a particular good or service falls into one category or the other; they offer
no definition or classification scheme.
 Collective action theories are not of use for understanding non-market production. In summarizing
such theories, Stretton and Orchard capture some of its flaws: “A common theme is that the
provision of public goods allows so much freeloading and self-interested contrivance by powerful
groups and individuals that societies do well to make do with as few taxes and public goods as
possible. An influential leader of that school of thought is Mancur Olson…The curious argument of
The Logic of Collective Action [Olson’s major work] is this: because freeloaders can gain more from
collective action than the collective actors can, collective action is never rational.”
David Bollier is also informative about collective action. In an article on Olson’s Logic of Collective
Action, he writes that the book
…blew a hole in the hull of American political science’s leading postwar theory, pluralism,
which saw transactional interest-group politics as basically fair and functional so long as
everyone was at the bargaining table. Wrong, said public choice: the table is tilted. Unusually,
the public-choice analysis found support from both ends of the political spectrum. Liberals
embraced the idea that the system was biased toward the concentrated power of corporations;
conservatives embraced the idea that political decision making is inherently unfair. Down went
pluralism.355
 Useful definitions of non-market, relating specifically to public production, are those used by the
OECD356 and in the National Income and Product Accounts (NIPA) in the United States357.
From the OECD PPP Methodological Manual:
The collective and individual services that government produces itself are referred to as “nonmarket services”. This is because they are supplied free or sold at prices that are not
economically significant.
From NIPA:
Nonmarket output consists of goods and of individual or collective services that are produced
by nonprofit institutions and by government and are supplied for free or at prices that are not
economically significant. Individual services, such as education and health services, are
provided at below-market prices as a matter of social or economic policy. Collective services,
such as maintenance of law and order and protection of the environment, are provided for the
benefit of the public as a whole and are financed out of funds other than receipts from sales.
The values of the nonmarket output of nonprofits and of government are estimated based on the
costs of production.
 To the extent that a connection has been drawn between economics and the public sector within
mainstream economics, attention seems to gravitate to the issue of distribution (for example, Arthur
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Okun’s notion of an “equality-efficiency” tradeoff) rather than the matter of production. There is
much written about the absence of price in non-markets – as a defect – but little about what this
means for production and for results measurement. Likewise, much is written about “value” and
“public value”, but not of relevance for explaining the dynamics and forces of the public non-market
economy and production within it.
 One economist who did address public, non-market production was Paul Studenski. His 1939 paper
on “Government as Producer” is enormously useful; I summarized the major points in Section 5
above.
It is telling that nothing else so useful has appeared in the last seventy-five years.
Public choice
As I began my research I was advised by economists -- traditional and progressive -- to look at “public
choice” theory. That was where I would find a “public economics.” I hadn’t heard of public choice in
the economics courses I had taken in the 1970s and 80’s, presumably because the “theory” was still in
its infancy and had not yet permeated university classrooms.358 As I began to read, I was
dumbfounded. The entire school of thought is based on a market-centered view of the public economy.
And it was determinedly anti-government.
According to the Wikipedia entry on public choice,
Prior to the emergence of public choice theory, many economists tended to consider the state as an
agent outside the scope of economic theory, whose actions depend on different considerations than
those driving economic agents.” But public choice theory filled that vacuum. It “attempts to look
at governments from the perspective of the bureaucrats and politicians who compose them, and
makes the assumption that they act based on a budget-maximizing model in a self-interested way
for the purpose of enhancing their own power and influence.
Until his death in 2013, James M. Buchanan had been the leading proponent of public choice theory. A
New York Times obituary noted that his beliefs “shaped a generation of conservative thinking about
deficits, taxes and the size of government.” Buchanan did not conceive of the theory, which arose
obscurely through the economics literature of the late 1940s, but
from the 1950s onward, he became its leading proponent, spearheading a group of economists [at
George Mason University] in Virginia that sought to change the nature of the political process, to
bring it more into line with what the group considered the wishes of most Americans…[and]
argued for smaller government, lower deficits and fewer regulations.
In a fascinating booklet359 on the history and background of public choice theory, Buchanan described
how his book, The Calculus of Consent, written with Tullock in 1962, laid the groundwork for a
movement they initially called “Non-Market Decision Making.” But, as Buchanan explained,
We were all unhappy with these awkward labels, but after several annual meetings there emerged
the new name “public choice,” for both the organization and the journal. In this way the Public
Choice Society and the journal Public Choice came into being. Both have proved to be quite
successful as institutional embodiments of the research program, and sister organizations and
journals have since been set up in Europe and Asia.
358
359

According to Roger Backhouse, economic historian, public choice theory gathered steam beginning in the late 1990’s.
James M. Buchanan, Public Choice: The Origins and Development of a Research Program, 2003.
91

GDAE Working Paper No. 15-02: Economics and the Near-Death Experience of Democratic Governance

An advocate of public choice would characterize the field of economics as follows (per Stretton and
Orchard):
[E]conomics now has two branches: one explains how market goods are demanded and
supplied and the other (public choice) explains how public goods are demanded and
supplied.”… In public choice economics “Government is a market-place where citizens trade
taxes for public goods. Between citizens and politicians it is an exchange of support (votes,
propaganda, campaign contributions) for benefits. [123]
A central tenet of public choice theory is that “politicians and (especially) bureaucrats seek to enrich
themselves by enlarging their budgets.” And they seek little else, as Tyler Cowan et al. argued in a
1994 paper: “Public officials often have little incentive to spend time and effort proposing policies that
benefit others.”360 This tenet has become so entrenched within public administration that an article on
performance measurement in the December 2014 issue of the Public Administration Review gives
credence to “those who argue that public administrators can generally be conceived of as selfinterested, budget-maximizing bureaucrats who are constantly working to exploit their informational
advantages in order to avoid meaningful oversight”.361
That so much evidence flies in the face of this and other tenets of public choice seems to have done
nothing to halt its spread as a creed. In his book on Bureaucracy, James Q. Wilson, no defender of
government, provides multiple examples of federal agency leaders, including Melvin Laird, J. Edgar
Hoover, and others, whose records disprove the claim that public servants are always motivated by
self-aggrandizement. Wilson writes: “These examples and Tipermans’s data offer very little support
for the widespread notion that government agencies are imperialistic, always seeking to grow by taking
on new functions and gobbling up their bureaucratic rivals. In particular the facts are inconsistent with
the theory advanced by Gordon Tullock and William Niskanen (among others) that bureaucrats desire
to maximize their agency’s size”.362 Yet Wilson himself by-and-large accepts the tenets of public
choice theory.
Not only are politicians and government workers not to be trusted to act in the public interest;
according to some public choice theorists democracy itself can be shown to be invalid (in part,
following Arrow’s Impossibility Theorem). Buchanan himself protested such an extreme
interpretation, yet he went on to explain that “Constitutional rules have as their central purpose the
imposition of limits on the potential exercise of political authority.” He elaborated: “in a constitutional
democracy, persons owe loyalty to the constitution rather than to the government, as such, no matter
how ‘democratic’ such decisions might be.”
Public choice is not economic theory; it is political ideology hiding behind economic dogma. The case
against it as both economic artifice and conservative promotion has been best made by Stretton and
Orchard, who demonstrate the anti-government, anti-democratic stance of public choice theory. They
suggest that public choice “reasoning seems to arise from the theorists’ reluctance to ‘come out’ and
identify themselves as open enemies of democracy or at least of universal suffrage…Governments are
360
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viewed as exploiters of the citizenry, rather than the means through which the citizenry secures for
itself goods and services that can best be provided jointly or collectively.”
Libertarians openly praise public choice theory, which they find fully compatible with collective
choice theory (as I described above) and with the sweep of Libertarian philosophy as anchored by the
"Chicago," "Austrian," and "Virginia" schools of thought.363
Stretton and Orchard remind us that “Students are taught these images…of government. Such stuff
educates rising numbers of the people we employ to govern us, and tells us not to hope or try to
improve their quality. Insistently, explicitly, it tells them not to try to improve, except as ‘legitimate
thieves’: to be anything else is irrational.” [138]
Public choice theory moved from academia into government decades ago. Reagan’s Commission on
Privatization issued a report that cited as validation for its recommendations on contracting-out the
“problems of the American governing process identified by the public choice school…”364 And
Reagan appointed E.S. Savas, known as the “father of privatization,” as Assistant Secretary of Housing
and Urban Development (HUD). In 1983, Savas was forced to resign from his high position at HUD
due to “abuse of office,” chiefly for having HUD staff type, edit and proofread his book, 'Privatizing
the Public Sector: How to Shrink the Government.' Nevertheless, one reviewer gave the book high
praise. Citing public choice theory as validation for Savas’ privatization thesis, the reviewer tells us
that “Privatizing is the peaceful way of dismantling the State brick by brick”.365
“When the medieval historian Richard Southern heard it said that there could never be much
productive work or invention without competitive financial incentives,” write Stretton and Orchard,
“he recalled that the eleventh and twelfth century revolutions in science, farm accounting and
productivity were mostly conceived and carried out by celibates sworn to poverty.”[ 274] And they
note that “Many public choice theorists now concede that as a description of political motivation and
behavior the theory is false.” So they ask, “Why persist with assumptions which are neither true nor
helpful to prediction?” [126] and they are “driven to agree with [those] who believe that [the theory]
continues partly as a source of dubious arguments for small government…”[133]
Public administration literature
In this literature, the closest in relevance to economics are debates about “public versus private
management.” Writings include: Paul Appleby’s Big Democracy366 (1945); Herbert Simon’s
Administrative Behavior (1949);367 and Michael Murray’s 1975 essay, “Comparing Public and Private
Management: An Exploratory Essay.”368 Simon offered interesting and possibly useful distinctions
between market and non-market definitions of efficiency, and distinguished the process of
administration (facts) from the purpose (values). Appleby, who came out of private business to work
in the Roosevelt administration, drew useful distinctions between private and public management. In
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contrast, Murray concluded that there is no difference between the two, but his premises are
questionable and analyses flawed. None of these (or other writers) have recognized the dynamics of
non-market production, nor have they questioned the validity or utility of the market model for public,
non-market service delivery.
“Public value” theory – a popular movement in some quarters of academia now – does not recognize
the essential and fundamental differences between market and non-market production environments,
and has been criticized as itself market-dependent.369
A few scholars do pay heed to the differences between the “public” and “private” environments,
stressing essential “market” vs “non-market” conceptual distinctions. These include: Ranson and
Stewart in their various works in the 1990’s including Management in the Public Domain (1994), Hal
G. Rainey’s dissection of “public vs private management”, and a few others. The most extensive recent
treatment of the topic of “public/private distinctions” is Beryl Radin’s descriptive analysis in her 2012
book, Federal Management Reform. But none delves into the nature of a public non-market
environment.
Worse, they often set up a pointless, false dichotomy between “efficient” private sector, profit-driven
management and public management based on other, and hence “inefficient,” motivations. “The key
issue is whether there is an inherent conflict between the rational, private management model with its
criteria of economic efficiency, and the political public management model with its criteria of
consensus and compromise”.370 This dichotomy is incorrect and misleading. For one thing, market
organizations can be inefficient, and public, non-market ones efficient. (See my discussion of
efficiency, “crowding-in” and “non-rival supply”, for example.) Moreover, public management is not
about “consensus and compromise” any more than private management. The real dichotomy is
between organizations operating within market dynamics and driven by a goal of profit maximization
versus organizations operating within the dynamics of the public non-market and driven by
collectively-determined public need.
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