
The Voluntary Sector as a Consequence of Market Failure


The observed growth in the voluntary sector could and has been also explained as a result of well known mechanisms that produce failures of the market to satisfy individual wants and collective aspirations. In this conception, there are some social desired goods and services, or some socially desired economic, social, and political conditions, that will not naturally be produced by market forces. Some of the problems arise on the supply side of the economy; others on the demand side. The voluntary sector emerges as a private, voluntary response to the market failures that more or less completely deals with these problems without relying on the powers and assets of the state. 


On the supply side, market failure occurs when the market is called upon to produce collective goods such as national defense or clean air and water.
  In such cases, profit motivated suppliers will not necessarily come forward to produce the good because they will not be able to exclude individuals who benefit from having the good produced from enjoying it, and will therefore have no way to collect revenues from the use of the good that could cover the costs of production. 


In principal, the voluntary sector could solve some portion of this problem is individuals would make voluntary contributions, enforced by some notion that each person should contribute their fair share. Government could be helpful in indicating what a fair share is, and in ensuring that it was collected so that individuals don’t feel taken advantage of. But in some cases relying on individual beneficience or a collective response to passing the hat might allow some collective goods to be produced that would otherwise not be produced. 


Market failure also occurs on the supply side when a supplier, in the course of producing a product or service to be sold to individual consumers, produces an external effect that affects the welfare of other individuals in the society, but where those individuals cannot have their interests expressed in the market transaction that occurs between the seller and buyer. In such cases, external benefits will be under-produced and external harms will be over-produced because those who have an interest in the particular economic transaction will not be able to make their interests felt in the transaction.


Here again, the voluntary sector could make a contribution through some capacity for empathy and action guided by that empathy. Could refrain from imposing harms. Could work hard to sustain benefits. Again, government, as the instrument we use to remind us of and manage our interdependence could be helpful here. But in the absence of complete governmental coverage, in the interstices left to unregulated private action, individuals and societies might benefit from voluntary contributions to the public good.


On the demand side, market failure can also occur for two different reasons. One reason is that market operations might end up with an inappropriate distribution of wealth and income. The market responds to votes cast with dollars. It rewards individuals according to their ability to contribute to the economy. If the operations of the economy produce a distribution of wealth and income that seems unfair, the market will fail to produce the kind of social justice that human beings might desire. 


This market failure can produce a charitable response. It can also produce a political result. But both kinds of responses will come from motivations we associate with the voluntary sector. 


A second problem on the demand side is that individuals might not know their own best interests: even though they have money to spend, they might be tempted to consume products or services that are bad for them, and fail to consume products that would be good for them. The idea that individuals might not be the best judges of their own self interest is now widely disparaged. In our enthusiasm for individual liberty and the right of individuals to choose their own roads to hell, it seemed profoundly wrong for someone to claim that he knew another person’s interests better than that particular individual. 


But it is worth recalling that such demand side failures were once treated as a kind of market failure. The argument was that certain “merit goods” – things that were intrinsically good for individuals but not appropriately valued by them, things such as education for good citizenship, or exercise routines that would keep them healthy, or love for art that celebrated the human spirit and built empathy in the world – would be undersupplied in a market that responded only to individual consumption decisions. 


And it is not entirely clear that such ideas are wrong. We all have had the experience of failing to act in our own true interests, and of having wished that we might have found in ourselves or external to ourselves some force that would have helped us do what we knew was good and right, and of regretting the fact that our actions were guided by a lesser self. An important idea about what gives quality to a human life subjectively lived is that individuals develop themselves in the sense that they find new things to value and love over the course of their lives. Both these ideas leave room for the idea that my current self may not be the best judge of what either my best self, or my future self would want. And even if we remain in a world in which all the valuing is done by individuals, then it might be important to realize that individuals are not necessarily coherent nor stable in their desires, and that they distinguish among different kinds of desires and struggle to order and develop them in some important ways.


Here, too, the voluntary sector shows up as an important part of the social response to market failure. 


If profit-motivated producers cannot be motivated to produce what individuals value and can pay for because technical features of the good or service to be produced makes it difficult to exclude individuals from enjoying the benefits of the good or service when produced; if profit-motivated producers will, in the course of their productive activity, produce external effects whose value is not recognized in the market exchanges that govern their activity; if the market produces a distribution of wealth and income that seems inequitable or unfair to members of a society; and if individuals are unreliable in using their money to advance their own best interests; then the market will fail to perform the important social function entrusted to it: namely, the organization of productive activities in a society to satisfy the desires of individuals living in that society. Some valuable goods and services will be under-produced; some harms will be inflicted that need not have occurred. In economic theory, when these conditions are present, government has to step in to ensure that social welfare, understood as the maximization of individual satisfactions, can be achieved. If government fails to step into the void, the voluntary sector may step in deal with both market and government failures to provide the appropriate level of goods and services to satisfy the needs of individuals for material goods and services, and the community’s desires for a reasonable amount of equity in the social conditions created. 


On the Idea of Government and Market Failure


The ideas set out above about market and government failure are familiar enough. And it is clear that both government and market failure would create conditions under which one might expect a voluntary third sector to arise. But it is worth noting that lurking behind these ideas is an important ambiguity about the standard we are using to demonstrate the existence or show the size of a given social failure. 


One standard could be described as a “social maximand” – an ideal that specifies the particular characteristics of economic, social, and political conditions in a society judged by some collective to be both ideal and attainable: a world without poverty, without joblessness, with quality medical care and schooling for all, etc.  This kind of social welfare standard has two important characteristics. 


The first is that the standard refers to aggregate social conditions, not necessarily to individual satisfactions. One might assume that individuals are happier in societies which are richer, more sociable, and more just, and that the individual satisfaction that individuals would take from living in such societies is ultimately the justification for seeking such a society. But it is important to see that we sometimes define the well-being of a society not in terms of whether individuals are satisfied, but whether certain good and just social conditions obtain in the society. 


The second is that the standard is constructed through some kind of collective process. That process could include voting. Or it could include deliberation. Or it could include certain kinds of log-rolling. Whatever the process used to reach a collective decision, one important feature of the ultimate decision is that it is binding on each individual in the society. Individuals can and will be disappointed in the results. But they will have to put up with the decision by the collective unless they can find a way to use the collective decision-making process relied upon by the society to turn the decision more towards their liking. 


A second standard could be described as the “maximization of individual satisfactions.” The important idea behind this standard is that each individual gets to value the social conditions in which he or she lives according to his or her own views. It is customary to imagine that such valuations would be made in the first instance by individuals reflecting on their own individual security and economic welfare. But there is nothing in principle that prevents individuals from valuing the welfare of others, or the existence of certain kinds of social states, and using those valuations as part of their individual valuation of the society in which they live. 


What is importantly different in this second welfare standard then is not that it simply celebrates individual material well-being as a goal while the other standard is concerned about the status of the collective, and its social and political conditions. It is, instead, that this second standard puts individuals in the key position of being the arbiters of value, while the first standard puts the collective in that important position. 


It may also be true that the second standard gives more weight to economic and material conditions in the society than to social or political; but this need not be the case. One can imagine a collectively established social maximand that treated economic and material development as a very high collective priority. A developing country, for example, could reasonably decide that economic progress and the development of a strong economy was more important in the short run than the protection of indigenous cultures, or the creating of democratic institutions. The collectively defined social maximand for that country would be one which emphasized economic prosperity over the protection of existing social relationships, or the development of democratic capacities for deliberating and governing. 


One can also imagine a society in which individuals were less strongly motivated by their own material welfare, and more interested in the quality of their social and political relationships. Such a society would give the construction of right relationships among individuals and the achievement of important social and political goals as important evaluative criteria for a society even when it was using the maximization of individual welfare as its standard.


Returning to the concrete world for a moment, the simple point is this: when thinking about the ways in which particular social arrangements and social institutions fail, it might be very important to distinguish between the failure to produce some ideal social conditions on one hand, and the failure to satisfy individual desires on the other, and to see that there may well be an important practical difference between the two. Typically, social analysts begin their analysis of society by assuming that there is some well defined, valued social state of affairs against which the performance of existing social institutions can be measured. In effect, that there is telos towards which society should be moving.  But to assume the existence of such a thing begs the important question of what it substantively consists of, and what sort of collective process was used to establish this as the right standard. Should the standard used to evaluate society be one that focuses on economic development and the protection of property rights as the most important goal of justice? Or, should the standard be one that was equally concerned about the development of mutual respect among members of a society, and the inclusion of rights to food, shelter, employment, health and education as key elements of social justice?  Presumably, societies can and do differ on such matters as how much material, social, and political equity they desire, and what price they would be willing to pay in terms of diminished economic performance, or infringements of private property rights to achieve desired levels of equity. In short, there may be no such thing as an objectively established, universally desired social welfare function, and therefore no standard to be used in judging governmental failure. 


So, when one talks about the failure of society to produce some idealized social state, one has to look not only at its current actual conditions, but also at the processes it uses to decide collectively what it would like to achieve. And those processes for deciding what the purposes of a society should be are generally evaluated along different dimensions than their efficiency and effectiveness in producing the desired material conditions in society. We are interested in how fair, how representative, and how deliberative and technically competent is the collective discussion about purposes to be pursued as well as how quickly the decision was made. Once we focus on the political processes which society relies on to reach collective decisions about how to act, and when and how to use the powers of government to advance their purposes, we focus sharp attention on the social and political conditions of a society as well as its economic conditions. In this conception, then, government could fail not only on the implementation side, but also in its political and policy development side. It could fail not only to deliver desired social results, but it could also fail in its ability to occasion and structure a competent collective discussion about aggregate social conditions, and collective purposes in general, and among the conditions we can observe around us, which are are worth taxing and regulating ourselves to achieve.


On the other hand, when one talks about the failure of a society to satisfy the individual desires of its members, one tends to start with the failure of society to meet the desires of its population for security and material well-being. That is surely an important place to start. But if one thinks that individuals have desires to create and enjoy social conditions above and beyond their own physical security and material well-being, then one also has to be concerned about the capacity of a set of social institutions to allow them to realize these ambitions and desires as well as their selfish material desires. If citizens want to enjoy the company of friends, we need to have social institutions that allow that. If they want to celebrate their distinctive cultures, we have to have social institutions that allow for the satisfaction of that preference. If they want to develop themselves as human beings – as athletes, as good children of God, as sober husbands and fathers, as drug free individuals – then it would be good to have instutions that allowed for self development.  If they want to contribute to the welfare of others (and the others are content to have this contribution be made) we have to have institutions that support that. If individuals in a society have political ideals and conceptions of justice they would like to pursue, we need institutions that allow them to express and pursue these purposes.


Viewed from this perspective, then, a society could fail not simply in terms of material and social end states, and not simply in terms of having a competent political process that could help it recognize and exploit social opportunities, it could also fail in terms of being able to deliver to individuals the kind of nourishment then need to act as social and political institutions. To the extent that we imagine that individuals have social and political desires, and we think it valuable for a society to respond to individual desires, then it would be important to have social institutions that meet these kinds of desires as well as material desires. We need social and political institutions not only as devices for coping with collective problems, but also as institutions that can meet the desire to express the part of ourselves that is social and political as well as individual and material. 


These observations suggest a view of society and its achievements in which the common distinctions we make between the individual and the collective, the material and the relational, the economic and the political; and where we struggle over the question of which side of these dualities is “really” the most important in behavioral and normative terms is not necessarily the best way to think. The alternative is to see individuals as having social and political aspirations as well as economic desires, and the economic, social, and political institutions of a society as providing occasions for individuals to express and satisfy their social and political desires as well as to provide the instrumental means for identify and solving important collective problems. In this wider view of society, the role of the voluntary sector in meeting individual and collectively constructed desires for material, social, and politically satisfactory conditions in which to live, might turn out to b even more important than we first imagined. 

� [These collective goods have two important characteristics that lead to them being under-supplied (relative to the value that individuals would assign to their production) in ordinary market operations. The first is that, once produced, those who benefit from their production cannot be excluded from enjoying the benefits. As a consequence, they have an incentive to act as though they were uninterested in the production of the good and to free-ride on the efforts of others. The only way they can be motivated to make their fair contribution is through the imposition of a duty. The second is that a collective good has no rival consumption. It is inexhaustible. This means that its price ought to be zero.]


� Both these ideas differ from the idea that society as a whole would be better off if individuals developed themselves into better human beings. That argument belongs more in the category of external effects than in the category of changing preferences.





