
 

www.harnesschange.net 

What Role for Government in Governance? 

For some, the above question might sound obvious. Aren’t government and governance one in the same?  
No, governance is the act of managing those human behaviors that influence social and economic 
outcomes. Human behavior can be influenced three ways: by market risks and rewards, social norms and 
taboos, and political laws and regulations. Thus, each of the economy’s three sectors, private, nonprofit, 
and public, plays some role in governing behaviors and outcomes. Of these, John Locke argued, the public 
sector came last. It was through civil society that the state obtained the right to govern and the state is, 
therefore, beholding to it. Unfortunately, we very often find that relationship reversed in developing 
environments. So what is government’s role and what are its limitations? 

Never “the default solution” 

A citizen’s primer for understanding regulation prepared by the Australian government cautions, 
“Regulation can have benefits, but businesses, community organisations and families pay the price of 
poor regulation. Therefore, regulation should never be adopted as the default solution, but rather 
introduced as a means of last resort” [emphasis added].1   

Regulation’s potential risks; market distortions, lost efficiency, slower job creation, and barriers to 
innovation; can be far greater than the relief those regulations bring to a limited segment of the public. 
Adam Smith, writing about  the inherent self-interests of associations in the mid-18th Century, claimed, 
"People of the same trade [or industry] seldom meet together, even for merriment and diversion, but the 
conversation ends in a conspiracy against the public, or in some contrivance to raise prices."2  With such 
long-standing and deeply rooted fears of “economic rent-seeking”, it is not surprising that public policy 
prescriptions proposed by civil society organisations – especially by those that have not crafted a proper 
social objective – are viewed with great scepticism. 

Be careful what you wish for. Civil society should be equally sceptical. Whenever you ask the government 
to intervene into social or economic environments, you are effectively asking it to arbitrarily pick winners 
and losers. This is a very dangerous precedent. If you rely on the government to arbitrarily intervene on 
your behalf for one issue, you implicitly give it license to just as readily act arbitrarily against you in the 
future. Therefore, Public Policy solutions should always be undertaken with extreme caution and should 
always emphasize how the policy benefits the general public and never just the benefits to the immediate 
stakeholders.  

What “Free” Market? 

Government is often vilified as a harmful intruder into a free market. “One of the most common and 
misleading economic myths today is the idea that the free market is natural – that it exists in some 
natural world, separate from government. In this view, government rules and regulations only “interfere” 
with the natural beneficial workings of the market. Even the term “free market” implies that it can exist 
free from government and that it prospers best when government leaves it alone.”3 In fact, market 
capitalism could not survive without the rule of law that transparent governance provides.  

When James Madison, the chief architect of the U.S. Constitution, observed, “If men were angels, no 
government would be necessary”, he was cautioning that without some external controls, our human 
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nature’s tendency toward self-interests would eventually lead to every-man-for-himself anarchy.4  
Government, Madison opined, is needed to serve as the bulwark against our lesser natures.  

By ensuring truth in advertising, defending property rights, protecting patents, assigning liability, and 
providing other basic safeguards for consumers, producers, and investors, government creates the 
transparent environment  that avoids those risks that otherwise would 
cause a market system to collapse. “[I]n reality, a market economy 
does not exist separate from government – it is very much a product of 
government rules and regulations.”5   Without the rule of law provided 
by the public sector free markets would simply cease to function.  

Self-regulation through Direct Action by civil society organizations is a more efficient and effective form of 
governance only when markets are fairly transparent, consumers and suppliers can choose not to 
participate, and the non-profit cannot create artificial barriers that prevent others from entering the 
market. Otherwise, the non-profit could abuse the public trust by forming a monopoly or a cartel and act 
in its own self-interests rather than fulfil is social objective.  

Similarly, government is essential for effective Public Education. Only government’s capacity to ensure a 
voice for social, economic, and political minorities prevents what de Tocqueville labelled “the tyranny of 
the majority.”  Without minority rights, the social approbations and disincentives that public education is 
meant to foster could be manipulated or simply overruled by a stronger political or social faction able to 
oppress weaker ones. As Benjamin Franklin supposedly quipped, “Democracy is not supposed to be two 
wolves and a sheep voting on what’s for lunch.” 

When Should Government Influence Economic and Social Behaviours? 

Government, therefore, is needed to serve as an independent arbiter to manage our less than angelic 
natures on behalf of the broader social good only when: 

1. Market mechanisms prove ineffective, 
2. Social pressures are unable to influence undesirable behaviours, AND 
3. Those behaviours present a direct “unreasonable risk of injury” to the health, safety, or welfare of 

society.  

Society should yield management of economic and social behaviours only when all three of those 
characteristics exist.  

Public sector oversight, of course, assumes a transparent governing 
system. Madison recognised that those who govern are not angels 
either. “The great difficulty in framing a government is that [when] you 
enable the government to control the governed; in the next place you 
must oblige it to control itself.”6  Relying on the public sector to manage 
social and economic environments, therefore, should be viewed as a last resort for it assumes an ability of 
the public to oversee the overseers.  

Madison’s advice when framing a government, “which is to be administered by men over men,” would 
appear equally sound for those developing a public policy: It should first reflect an understanding of our 
fallible human nature and include safeguards against it. The underlying rationale of the Three-legged 
Stool is that it never gives any one sector complete control over social or economic environments. So, yes, 
public policy has its place. But that place must be balanced and circumspect. 
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The Value of Risk. The goal of regulation is to reduce public risks. But it cannot eliminate every risk, nor 
should it. Without risks there are no incentives to innovate, compete, and develop. The purpose of 
government is to safeguard rights, not predetermine specific outcomes. Public Policy should never be 
used to gain specific benefits (i.e. economic rent) for a particular group. Compromising the government’s 
independence in managing social and economic environments through special interests is extremely risky. 
Advocacy objectives that do not serve the general welfare of society are not sustainable. They exist only 
as long as it is in the interests of the government to allow them and to fund them. Because they are 
completely dependent on the continued success of the political patrons who promoted them, they are 
subject to shifts in political power that have nothing to do with the civil society organization’s programs.     

The Last Resort 

Given those limitations, public sector intervention should take the form of one of three roles: 

Provider/Payer of last resort: 

1. When specific beneficiaries cannot be identified in advance or at all (e.g. national defence, police and 
fire protection) AND  

2. The public’s ability to avoid paying is so pervasive that the intended social benefit would not be 
financially sustainable (known as the free-rider phenomenon) through market mechanisms AND  

3. The resulting reduction in the supply, quality, and/or access to the good or service would have 
profoundly detrimental results to society at-large beyond those to the direct consumer.     

For example, from the 17th to the early 19th centuries, prior to municipal fire 
departments, insurance companies and neighbourhood associations often formed 
and manned local fire companies in order to limit losses to clients or safeguard the 
property of the association’s members. Insurers’ clients and associations’ members 
were issued medallions to affix to their homes as proof of payment of insurance 
premiums or membership dues. 7   

Insurance firms’ fire companies were required to fight only fires at insured 
properties and to walk away from others. Happily, there is no evidence that fire 
companies actually left uninsured neighbours’ homes to burn. In fact, insured 
homeowners would insist that the “watermen”, as firefighters were then called, 
save nearby uninsured houses to protect their own. But they would ignore calls for 
help from neighbourhoods where there were no insured properties.  

Where non-profit community associations took responsibility for providing fire services, such as in New 
York and London, the results were no better. Only more affluent, owner-occupied neighbourhoods were 
protected. Most fires, however, usually began in low-income neighbourhoods where older, rental units 
were less well maintained and more prone to accidental fires. Fires that started in these unprotected 
neighbourhoods, however, often raged out of control by the time they reached areas under a community 
association’s protection and overwhelmed these communities’ firefighting capacities.  

Eventually, it became apparent that uninsured homeowners could “free-ride” on the protection paid for 
by their more responsible neighbours. Insurance companies that had not invested in their own fire 
companies were able to set lower premiums, undermining the competitive viability of those firms that 
were paying for adequate fire protection; threatening the entire market-based solution. Publicly financed 
fire departments began to emerge in the mid-1800s as it became clear that market forces and community 
self-interests were not sufficient to adequately protect cities from catastrophic fires. All three conditions 
for government intervention were met. 
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But “Provider” does not necessarily mean “Supplier”. There is a growing consensus that a government’s 
responsibility to ensure minimum access to a good or service does not require it always to become the 
direct supplier. While no one would suggest that the state outsource its national defence, in many cases, 
it is more efficient and effective for the public sector to contract with competing private or non-profit 
suppliers and limit its role to payer of last resort.  

Arbiter of last resort:  

In our haste to impose regulatory barriers to manage social and economic outcomes, we often overlook 
the role that the judiciary should already play in regulating social and economic environments. If you turn 
to direct regulatory restraints to address a problem because the courts are not an effective deterrent, the 
lack of transparency and independence of the courts is the real underlying structural problem you should 
address – not their failure to function in individual situations. Shifting regulatory responsibilities to other 
government agencies obfuscates accountability even further and compounds the problem. A regulatory 
agency, knowing that the courts are dysfunctional, overburdened, or corrupt, would have no incentive to 
obey any laws governing its actions. Civil society would do better to reduce the courts burden through 
more transparent alternative dispute resolution (ADR) mechanisms than to transfer the authority to a 
non-judicial agency. 

Regulator of last resort:  

This article began by discussing the inherent risks of ceding the capacity to control outcomes to the public 
sector: corruption, loss of innovation, and lack of competition. Although the conditions for which the 
public sector is appropriate tool for regulating behaviours are actually quite rare, there are limited 
circumstances in which government is the appropriate choice. To three economic preconditions already 
discussed there a judicial exception that makes governmental regulation necessary. When there is a lack 
of clear property rights, which, in turn, would undermine the courts ability to redress individual or societal 
harm, regulatory fiat might be the only viable alternative. 

The textbook example of a justified case for the government as the regulator of last resort when property 
rights cannot be assigned is environmental protection. Because most pollution comes from raw materials 
or intermediate products, it is often difficult or even impossible for consumers to identify and directly 
punish specific polluting firms through the market for finished goods. Through environmental regulation 
the government essentially claims ownership of the environment in order to force behaviours that are 
consistent with safe and effective use of natural resources but cannot be controlled by either the markets 
or the courts. 

Conclusion: Collaborate – and Cut the Cards 

The public sector’s ability to govern comes from civil society. Therefore, civil society has an obligation to 
share the responsibility for governance with the state. It should not grant government the role to regulate 
without playing an active role in the governing process – beyond that of watchdog or critic. Alexis de 
Tocqueville described civil society as “free schools of democracy,” not because they lobbied government, 
but because they governed. Self-regulation is essential to any functioning democracy. 

About Change Management Solutions: Since 2006 Change Management Solutions has been dedicated to 
helping civil society organizations around the world to identify, understand, and harness the forces of 
change transforming their stakeholders’ markets and environments. We specialize in helping non-profits 
in developing environment to create self-sustaining business models that reduce their dependence on 
donor subsidies. For more information contact Richard O’Sullivan at +1 410-793-5685 or 
rosullivan@harnesschange.net or visit our website: www.harnesschange.net. 
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