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I. Introduction
 
 Professor Minow identifies accountability as a fundamental consideration when examining the allocation of various tasks to public and private actors. She writes that "accountability in this sense means being answerable to authority that can mandate desirable conduct and sanction conduct that breaches identified obligations." n1 Professor Minow concludes that greater private involvement in traditionally public sectors is both inevitable and in many respects desirable, but she also has significant concerns about the loss of public accountability. She acknowledges that competition and the private market can provide a form of accountability but observes:

 
Privatization of public services soared precisely when major corporations engaged in unfettered private self-dealing and one major religious group reeled from scandals, cover-ups, and mounting distrust among the faithful. This coincidence in timing should be all the reminder anyone needs of the vital role of public oversight and checks and balances. n2
 
 This quotation, in our view, captures the fundamental problem with Professor Minow's article. She moves directly from making observations about flaws in private markets to drawing conclusions about the importance of maintaining public sector influence in various settings. This line of reasoning is inadequate. In discussing the merits of public and private action, the analysis must be relative; flaws in private markets, significant though they may be, pale in comparison to the flaws associated with public provision or even public oversight of private actors. To conduct such a comparison, we first review how public and private provision of goods and services differ with respect to accountability. Using insights about the advantages of private provision from this discussion, we then examine the merits of public oversight of private actors. Public oversight, while appropriate in some cases, is not critical to a sensible privatization strategy.
This Commentary identifies two different aspects of accountability - accountability within an organization and accountability of the organization  [*1423]  itself - and elaborates on the significance for accountability of the public or private nature of the provision of various goods and services. The first aspect of accountability is concerned with how the organization can motivate its agents to make decisions that further the organization's objectives, rather than the agents' self-interest. We discuss reasons why private firms are generally better able than their public counterparts to motivate their agents to pursue their organizations' objectives. The second aspect involves the objectives that an organization should, from a social perspective, pursue. Private organizations are better able to pursue the profit objective, and indeed most objectives, than are state agencies. Private actors face discipline that public actors do not. Moreover, there is a danger that public actors, even if potentially more successful at pursuing a particular end, will pursue socially undesirable ends because of political self-interest.
This Commentary proceeds as follows. In considering the issue of accountability within organizations, Part II examines the relationship between profit maximization and the organizational form, showing that private for-profit organizations are generally superior to governmental structures in their capacity to motivate agents to create profit. This, in turn, implies that when the profit motive creates socially optimal incentives, there is little need for direct government participation in the market. n3 Part III turns to the question of why the profit motive might be undesirable from a social perspective in some settings, reviewing situations in which the market is inadequate along some dimension. When this is so, a direct public presence in the market may be desirable. But it may also be the case that government action would be no better in such situations, and would possibly be worse. Part IV relies on principal-agent theory to analyze the failures of public provision. The problems with private provision often imply severe deficiencies with public provision. Moreover, political pressure may pervert the goals that state actors pursue. Part V acknowledges that in some cases, public intervention is appropriate, but argues that the private sector and the profit motive should be relied upon when possible.
Part VI turns to the question of accountability. We consider two classes of reasons why accountability could be important in the provision of goods and services. There could be instrumental reasons: public or private agents that are held accountable to some constituency are more likely to behave in socially desirable ways. But because principal-agent problems are generally better addressed by private, profit-maximizing organizations, as suggested in Parts II to IV, accountability provides a weak rationale for direct public intervention in markets.  [*1424]  The same merits of private markets also argue against significant public oversight of private providers. We examine the substantive merits of public oversight mechanisms, pointing out that these will be expensive and often either irrelevant or counterproductive.
Second, there could be non-instrumental values associated with accountability: it may be important in a democracy to have certain types of actors in certain sectors held accountable to the public regardless of welfare effects. It is doubtful, however, that this class of concerns necessarily justifies extensive public intervention. In many settings, self-interest often motivates private actors to behave as though they are public-spirited. Part VII sets out our conclusions.
II. Why Private Firms Do Better than the State in Pursuing Profit
 
 In this Part, we briefly review economists' views of the theory of the firm and apply this theory to the question of public versus private provision, showing that important disciplinary factors are present in the private context that do not exist in public settings. Private firms are therefore typically more successful than the state in pursuing profit. In the subsequent Parts, we review what economics has to say about the social welfare effects of the pursuit of profit, outlining both the socially desirable effects of the profit motive as well as cases in which the pursuit of profit alone is socially undesirable.
A. Pursuit of Profit in Private Firms
 
 Private firms organize themselves to maximize profits. Professors Alchian and Demsetz stress the importance of the residual claim to profits in providing incentives for efficient production. n4 A key feature of production within a firm is the joint nature of some work, like piano moving, which makes it difficult to reward workers on a contractual piecework basis. Instead, the firm operates through monitoring. Employees in a firm are supervised and rewarded formally and informally for good work. But the question arises: who monitors the monitors? Alchian and Demsetz rely on the allocation of the residual claim to the owner of the firm, or to its shareholders, to provide incentives for monitoring the firm's production. n5
Professors Jensen and Meckling observe that the incentives provided by the residual claim are weaker when there is more than one  [*1425]  shareholder. n6 If there are several shareholders, the manager will not have the full residual claim, which will dampen her incentives to make profit-maximizing decisions. There are agency costs associated with the separation of ownership and control that are manifest in three ways: managers may take costly steps to commit themselves to avoid wasting corporate resources; shareholders may take costly steps to monitor managers; and some wasteful decisions occur that are too costly to eliminate.
But while agency costs persist, a variety of mechanisms exist that can reduce them. Executive compensation contracts, n7 the risk of takeover, n8 the value of managerial reputation, n9 and the fear of failure if a firm in a competitive market wastes resources n10 all serve to discipline managers. Many legal features of the for-profit corporation, such as the allocation of the residual claim to shareholders rather than, say, to customers, also encourage the maximization of profits and firm value. n11
One manifestation of these incentives to pursue profit is that a private firm has incentives to undertake tasks within the firm if doing so is efficient relative to contracting out. For example, Professor Coase suggests that the firm structure emerged because of the advantages of contracting within the firm, as opposed to arm's-length contracting. n12 Transactions within the firm are accomplished through simple commands, which entail lower transaction costs than entering into a consensual contract for every transaction; however, the disadvantage of entering into transactions within the firm is that the price mechanism is suppressed. Subsequent theorists have stressed the relative costs of  [*1426]  different forms of opportunism under external contracting and internal production regimes. n13 In the case of external contracting, there are incentives for the outside contractor to engage in pecuniary forms of opportunism by chiseling on features of the contract that are difficult to specify, monitor, or enforce. But when production is moved in-house, there are incentives to engage in nonpecuniary forms of opportunism, such as consumption or slacking on the job. Private firms trade these considerations off in arriving at the boundaries of the firm.
B. Pursuit of Profit in Government Enterprise
 
 In contrast, the pursuit of profit will be less successful in governmental organizations. Governmental organizations have residual claimants, but this only tenuously affects incentives. The government is the residual claimant of its operations, and the relevant jurisdiction's citizens can be thought of as the residual claimants on the government. The government can be the residual claimant either explicitly or implicitly. It is the implicit residual claimant wherever it carries on operations directly - that is, not through a state-owned enterprise (SOE). Where there is an SOE, however, the government is explicitly the residual claimant. In these enterprises, the government is generally the sole shareholder in a corporation. Such SOEs are common in many parts of the world other than the United States, although recent years have seen a worldwide trend toward privatization. n14
Allocating the residual claim to the government, however, does not create incentives in any given agent to maximize value. The question thus becomes, who has the residual claim in the government and therefore the incentive to monitor government agents? In a democracy, citizens do. They can realize this claim in a number of ways. Most commonly, the government uses proceeds from an enterprise to fund a different government program. But the government also might send checks directly to its taxpayers, as some North American governments have recently done, n15 or reduce taxes.
Since there are residual claimants in government activity, why is it generally accepted that public and private provision of goods and services differ in their operation? One obvious and important reason is that the profit motive is socially inadequate in a number of contexts,  [*1427]  and these contexts are often those in which governments intervene. n16 But even where the profit motive does provide socially desirable incentives, the allocation of the residual claim to citizens through the government does not provide the same incentives to maximize profits as does the private sector allocation of the residual claim to shareholders, for several reasons.
One reason is that, unlike the individual residual claimant in Alchian's and Demsetz's model, there are potentially millions of claimants in the government's operations. n17 Citizens will thus remain rationally apathetic. The difference between this situation and that of many widely held public firms, however, may be easy to overstate. n18 Neither a shareholder with the right to one-millionth of the residual profit of a corporation nor a citizen with an implicit ten-millionth share in a state enterprise is likely to take a keen interest in monitoring. The number of residual claimants in public enterprise is a factor contributing to the superiority of private enterprise in pursuing profit, but it is not an overwhelming one.
Another reason why allocating the residual claim to state enterprise to citizens is generally not as effective as allocating the residual claim to shareholders is that no market for corporate control in public enterprise exists. In the corporate context, raider corporations will monitor a firm's performance and can make unsolicited takeover bids if the firm is underperforming and the raider thinks it can do better. Alternatively, dissident shareholders can seek to gain control in a proxy battle. The threat of such a takeover or proxy battle disciplines managers in a widely held corporation, but no such threat exists for SOEs or government enterprise generally, short of a general change of government, which deficiencies in the operations of a single agency are unlikely to precipitate.
Providing incentives through executive compensation is also more difficult in the public context. Market-based compensation, such as stock-based compensation - whether through stock grants, stock acquisition programs, or options - helps provide incentives for managers in the private setting to maximize profits and firm value. In the context of public provision of goods and services, by contrast, there is  [*1428]  not the same opportunity to provide market-based incentives, since there typically is no market for the securities of a particular government enterprise. This deficiency reduces the ability of public entities to provide incentives directly through compensation contracts and also weakens the managerial labor market: the absence of information through capital market signals about managerial performance undercuts reputational motivations, since good work is less easily recognized by outsiders when there is no secondary market in an enterprise's financial claims. While incentive compensation is possible in the public context, the absence of market-based compensation makes such compensation less effective. n19
Another significant difference between public and private enterprise is that competitive product markets may not discipline managers in the public sector as well as they do in the private setting. Managers of corporations depend on capital for their corporations to survive. Corporations obtain capital either through retained earnings or from the capital markets through new equity or debt investment. Competitive discipline requires a firm not to waste resources; if it does, it will eventually fail (that is, be wound up): retained earnings will disappear and new investment will not be forthcoming. In contrast, public enterprises often do not face a "hard" budget constraint. n20 Rather, governments have access to capital through their taxation powers and may use these monies to fund operations, even if those operations would not survive in the private setting. This risk is present when governments supply goods and services directly, but also exists for SOEs. n21 It is common for governments explicitly or implicitly to guarantee the debts of SOEs, which in turn allows SOEs access to capital markets that they would not otherwise have. Ontario Hydro, for example, racked up the largest debt of any corporation in Canadian history through guarantees of its debt by the Ontario government. n22 The risk of liquidation may be remote for government enterprise, which in turn undermines the incentives provided by competition.
The risk of liquidation is also relevant in comparing the performance of private nonprofit firms and governments. Nonprofit firms as a definitional matter do not have residual claimants. Such corporations are legally barred from paying out dividends or otherwise rewarding  [*1429]  investors. But nonprofit corporations remain exposed to the risk of being wound up. They must generate capital either from their operations or from donations. Poor performance by a nonprofit likely jeopardizes both sources of revenue, which in turn threatens the firm's survival. Government enterprise, as noted, is less vulnerable to failure. The prospect of failure motivates agents in a nonprofit setting in a manner that suggests that these organizations also are less vulnerable to agency costs than is government enterprise.
Empirical evidence strongly supports these theoretical suppositions about the ability of profit-maximizing firms to motivate agents better than governments can. In a recent comprehensive review of the empirical evidence on the privatization of SOEs, Professors Megginson and Netter report that research studies have almost always confirmed that private actors economically outperform public agents in the provision of goods and services. n23 Productivity and profitability increase when SOEs are privatized. In developing countries, where SOEs have often been ubiquitous, few of their proclaimed social or economic objectives have been realized, and they have been an enormous drain on public treasuries. The termination of these enterprises would free public resources to fund dramatic increases in health care and education funding. n24 Moreover, studies also reveal significant economic gains when governments contract out for the provision of goods and services. n25 A review of various studies found that government-provided services, including airlines, residential waste collection, electric utilities, and postal service, were between thirty and ninety percent more costly than equivalent services provided by the private sector. n26
In summary, when the motive to maximize profits is socially desirable, the role for government should be minimal. Private for-profit corporations are generally better able to provide goods and services at the lowest cost and prices. In addition, incentives to innovate in terms of product quality are typically much stronger in the private sector. n27 Moreover, private nonprofit corporations are also likely to out-perform government because of incentives provided by the risk of failure. This is not to say that private corporations never suffer from agency costs.  [*1430]  As Professors Jensen and Meckling point out, there will sometimes be residual agency costs that are too costly to eliminate. n28 Sometimes there will be a failure of governance at private corporations, as recent events cited by Professor Minow involving Enron, WorldCom, and Tyco illustrate. n29 Nevertheless, private provision is on average superior to government provision in pursuing profit. However, in many settings in which governments operate directly, the profit motive is inadequate. We examine reasons for this in the next Part.
III. Social Welfare and Profit Maximization
 
 A fundamental theorem of welfare economics suggests that, under certain restricted conditions, the outcome of competitive markets is Pareto optimal, meaning that no individual can be made better off without making someone else worse off. n30 The pursuit of self-interest by competitive, profit-maximizing firms drives prices down to marginal cost, which in turn maximizes society's gains from trade. To draw a general distinction between private values and public values is inappropriate; private, self-interested actions often serve the public interest well. n31 While Professor Minow acknowledges that competition and markets can serve the public good, she states:

 
 When governments work closely with companies organized to make profits, they open avenues for investment-based financing, such as venture capital, that demands an ownership interest. Such undertakings also risk serious conflicts between public and private interests. Voters may object if public dollars more visibly enhance the earnings of private investors than they palpably improve the quality of schools, prisons, or housing for the poor. n32
 
 The exercise of monopoly power is a genuine concern, as we discuss shortly, but it is not at all clear why public and private interests diverge simply because private investors are seen to make profits. Food retailers make money, yet we entrust them with a socially indispensable role without apparent objection. Indeed, any profit realized by the private provider resulting from cost savings relative to public provision is a social gain. n33 In many, perhaps most, cases, incentives  [*1431]  that motivate private organizations to maximize profits also lead to significant public benefits, even though the motivation is self-interested.
It is true, however, that in several contexts the profit-maximizing motive leads to social costs. In these settings, it is possible that direct government intervention could improve on markets. Nevertheless, several sectors in which governments around the world participate exhibit no obvious market failures that require public provision. One need only examine the inconsistency of public intervention to draw such an inference. Why do governments run railways but not intercity bus lines or taxis? Sell electricity but not oil or gas? Sell liquor but not beer? Professor Minow focuses on particularly problematic sectors in which the optimal mix of private and public provision is unclear, such as education and prison services. But it is worth remembering that relatively few sectors engage the public values that Professor Minow identifies in the education and prison contexts.
In this Part, we review reasons why economists view the pursuit of profit as leading to social costs in some contexts, and how government intervention has arisen perhaps in response to these costs.
A. Externalities
 
 A crucial reason why profit-maximization may lead to socially perverse incentives is the presence of externalities. Presumptively, a consensual trade between two parties increases the parties' private welfare, since the parties themselves, if made worse off, simply would not trade. Trade may not increase social welfare, however, if the transaction adversely affects third parties. For example, a person living in a thin-walled apartment may hire a trumpeter to wake her at four a.m. - this increases the trumpeter's and the customer's welfare, but may decrease social welfare overall, owing to the harms to neighbors. Absent some constraints, the pursuit of profit may lower welfare.
Governments often participate in markets in which there are externalities. One example is residential garbage collection. If each resident on an urban street contracted individually for garbage removal, social welfare might be lower than if garbage collection were coordinated centrally: each resident might fail to account for the cost to her neighbors of a large truck rumbling down the street. A single collector minimizes social costs by minimizing truck traffic. Therefore, government intervention, perhaps by centralizing garbage collection through contracts with private providers, may be required to reach an optimal outcome. n34
 [*1432]  Governments may also react to externalities by requiring licenses for the activities that create them. For example, a bad driver endangers herself when driving and may take this into account, but may not account sufficiently for the potential injuries she may cause to others. Likewise, a fisherman may not account for other fishermen in deciding whether to release an undersized fish. Consequently, there are driving and fishing licensing bodies. However, a purely profit-driven licensing body may provide inadequate screening and enforcement because of the same externalities that may cause individuals to behave socially harmfully in a world without licensing. An analogous example is liquor provision. Governments may participate in the provision of liquor because of externalities caused by underage or excessive drinking. n35 And there may be a concern that the profit motive would lead to the serving of liquor to minors or inebriates. n36
A more subtle example involves education. As Professor Minow discusses, education may have a dual purpose. On the one hand, it may serve to teach individuals vocational skills, the benefits of which are largely realized by the student. On the other hand, it may serve to inculcate a wide variety of values, which we will call "citizenship values," n37 in students. n38 The benefits of citizenship may entail significant positive externalities for society as a whole. Conversely, society suffers if, for example, students are taught to value sedition. Leaving the choice of education to individuals thus runs the risk of market providers emphasizing vocational skills over citizenship. To the extent that learning citizenship values does not result in private benefits and thus would not be rewarded by the market, the pursuit of profit would diminish the citizenship aspect of education.
Another controversial area of government and private involvement that raises similar issues is prison management. If the purpose of managing a prison is twofold, to incarcerate prisoners and to rehabilitate them, there is a danger that profit-maximizing private prison providers will not pursue the latter: relative to the cost of simply incarcerating inmates, it is expensive to rehabilitate them. Additionally, there  [*1433]  may be a perverse incentive to encourage recidivism, which would create more business in the future for the provider. n39
B. Public Goods
 
 Closely related to the problem of externalities is the issue of public goods. These are goods the enjoyment of which is nonrivalrous and nonexcludable. The classic example is armed forces. If a country has an army, all citizens are protected from invasion. Private markets fail in the delivery of public goods because of free-rider problems: to the disadvantage of citizens paying for the public good, free riders will try to enjoy the benefits of the good without having to pay for it. Thus, public goods are underprovided by profit-maximizers because they cannot collect from their customers.
The armed forces provide one example of government provision of public goods. n40 Police forces and the court system also have a public goods rationale, although this does not preclude private provision of security and adjudicative services. The government also treats a number of goods that are not strictly defined as public goods as functionally equivalent to public goods. It would be theoretically possible, for instance, to charge each driver in a residential neighborhood for every mile driven on local streets. The transaction costs of such an approach, however, overwhelm the benefits and, as a result, the state builds and maintains local roads. Fire departments blur the line between being justified on public goods grounds and being justified on externalities grounds. Again, it would be theoretically possible to exclude certain residences from firefighting services, and thus provide these services privately. However, all residents of an area benefit from their neighbors' having fire protection, and there is thus a danger of suboptimal provision of such services if left to the market. To avoid this result, the state often intervenes in the provision of firefighting services, although again, obviously not to the exclusion of private fire prevention precautions.
C. Imperfect Information
 
 A different reason why markets may fail to maximize social welfare involves imperfect information. When consumers have difficulty maximizing their own welfare in making consumption decisions because they lack meaningful information, private markets will not work well. The following classification captures different information problems  [*1434]  relating to three different kinds of goods: search goods, experience goods, and credence goods. n41 Search goods are those whose quality the customer can evaluate prior to purchase. In the case of experience goods, the customer can only determine the quality of the good by using or consuming it. Credence goods are not easily evaluated either prior to or subsequent to their use. Markets can work well for search goods and experience goods, particularly through legal devices such as warranties and market features like reputations for quality, but may not work well in the case of credence goods. Profit-maximization would encourage private providers of credence goods to shirk on quality, since by definition the market will neither reward nor punish on that basis. Therefore, governments may provide the goods or services directly, or may regulate their provision. For example, pharmaceutical products are often credence goods. Governments provide certification services for these goods, not allowing drugs on the market without first vetting them for safety and efficacy or requiring medical prescriptions.
D. Paternalism
 
 Related to the problem of imperfect information, governments occasionally intervene for paternalistic reasons. Minors, for example, are unable to enter into legally binding contracts out of a concern that they may not know what is in their best interests. This policy undermines the efficacy of some markets, particularly the market for education. It is difficult to borrow against human capital in many situations, because there is no collateral to collect and high-interest loans may be unavailable. n42 In addition, there is no legal way for minors to go to capital markets to borrow for an education. This means that minors for whom education is a good investment (that is, virtually all minors), but who are unable to access informal sources of capital, like family, would be excluded from obtaining an education absent government intervention.
E. Monopoly
 
 Monopoly is another source of market failure. A natural monopoly realizes economies of scale such that with each additional unit produced, the average per-unit cost declines. In such a context, competitive markets will not emerge; rather, the largest firm will eventually capture the entire market because of its cost advantages. There may be competition for the market, but there will not be competition within  [*1435]  the market. n43 A profit-maximizing natural monopolist will make socially suboptimal output and pricing decisions: It will restrict output and increase price in order to maximize profits. In this manner, some customers who would be willing to pay the marginal cost of production will be priced out of the market - the monopolist forgoes some potentially profitable transactions to maximize its share of the gains from trade that does take place. In the face of such a natural monopoly and the social costs it entails, the government may intervene. Intervention may involve government provision of the monopolized good. For example, government agencies often provide utilities - telephone, electricity, and water service - because there are significant scale economies in these industries. Government intervention may be less stark, however, and may take the form of regulation of a private natural monopoly.
F. Distributive Concerns
 
 There is another reason for government intervention that arises not because of market failures, but rather out of distributive concerns. Competitive markets create wealth, but also create income and wealth inequalities. To the extent that society has a preference for egalitarianism in the distribution of wealth, governments may provide certain goods and services. For example, the United States government has long provided food to needy families, initially by providing the food directly and later through food stamps. If redistribution is socially desirable, and if there are inefficiencies in relying exclusively on the tax system and cash transfers to redistribute wealth, government intervention in the provision of goods and services could be desirable.
IV. Does the Cost of Market Failures Exceed the Cost of Government Failures?
 
 Private organizations are generally more effective than governments in motivating agents to act in ways that maximize a firm's profits and value. This justifies the significant trend toward privatization of SOEs in many parts of the world outside the United States (which has almost no such enterprises). n44 In some contexts, maximizing profits does not maximize social welfare, and there may consequently be a role for government provision in these settings. But even if there are imperfections in private markets, there are potentially more significant drawbacks associated with public provision. In our view, Professor Minow pays insufficient heed to the potential for government failure. We discuss two general problems. First, governments generally are  [*1436]  less able to motivate their agents to pursue a given objective than are private parties. Second, governments are vulnerable to political rent-seeking, which perverts the ends they seek to pursue. We develop these points in turn.
A. Problems in Achieving Government Objectives
 
 Government enterprises often fail to motivate their agents to accomplish desired objectives to the same extent as private parties. If the goal is profit-maximization, we outlined above a number of reasons why private, for-profit firms perform better than government enterprises. But even if the appropriate social goal is not profit-maximization, private firms have an important advantage over governments: private corporations may not survive in the face of poor performance, while government enterprises generally do not face such a risk. Agents at nonprofit corporations have incentives to perform well to ensure their organization's survival and retain their employment. Good performance results in higher operating revenues or more donations; bad performance could result in lost jobs because of the organization's liquidation. Also, private corporations have stronger incentives to hire employees committed to the objective in question. Fearing failure, the nonprofit entrepreneur will seek to hire appropriate employees; governments without this threat have dampened incentives to do the same.
Aside from the generally superior capacity of private organizations to motivate their agents, it is important to recognize that the features that undermine the market often undermine public provision as well. Externalities are ubiquitous. And yet in many, indeed most, instances the state does not intervene. For example, if someone wears an ugly sweater, the public may suffer, yet nowhere are there regulations preventing ugly sweaters. (Indeed, the academy would be in jeopardy if there were.) The reason why the state more often than not declines to respond is that the cost of intervention exceeds the benefits. In the case of the ugly sweater, the externality persists in the absence of regulation because it is impractical to get all those in contact with the sweater in question to reveal the value of their displeasure and contribute to a fund to buy and destroy it. Similar difficulties render government intervention impractical as well. To conduct a correct cost-benefit analysis, the government would have to discern the value each citizen places on the destruction of the sweater. However, citizens generally would not have the correct incentives to reveal the truth: if their taxes did not depend on their answers, those wanting the sweater destroyed would overstate their displeasure with it; if their taxes did depend  [*1437]  on their answers, they would have an incentive to understate their displeasure and free ride on the contributions of others. n45
More germane to our current discussion, sometimes the market failure that undermines private provision also hinders the ability of the state to motivate its agents to provide goods or services in an optimal manner. Consider education. Recall the concern that an individual may choose a course of education that is best for that individual but may not be good for society. If education were left to profit-maximizing firms, there would be a danger that skills training would be overprovided relative to citizenship training. Profit-maximizing educational providers may fail to motivate their agents to provide a socially optimal mix of skills and citizenship. Where the government provides education, it faces a similar challenge of establishing a set of organizational incentives that motivate agents to teach both skills and citizenship. Because of the combination of externalities and informational deficiencies, this is not an easy task. If teaching citizenship were verifiable, governments could simply require profit-making institutions to meet certain citizenship standards, perhaps through testing students, while competing as they saw fit over skills provision. n46 The government's role would be limited to standard-setting. n47 However, if teaching citizenship is not verifiable, which seems likely, this option is unavailable. But an absence of verifiability that would undermine private provision of education would likely also affect public provision.
How would the government motivate its own agents to teach citizenship? Any incentive pay structure would skew incentives toward teaching skills, since by assumption such teaching can be measured, while citizenship cannot. Perhaps if teaching citizenship were observable, even if not verifiable, teachers could be monitored. But by whom? And what incentives would the monitors have? Alternatively, the government could provide education without relying on incentive pay at all. In this way, the bias toward skills over citizenship would diminish - teachers would obtain no obvious private benefit from deviating  [*1438]  from the optimal mix. With such a compensation package, however, there may be little incentive to teach either skills or citizenship properly. This last arrangement is the norm in North America: public schools tend to provide teachers with very little in the way of merit pay. n48 This approach may address the skills/citizenship bias, but may not provide much motivation to teachers.
Leaving aside externalities, consider only informational deficiencies in education. Consumers of education - particularly younger students - and their parents may be unable to evaluate the quality of the education they receive. If the quality were testable, standardized tests across schools might be appropriate - this would help consumers evaluate the quality of schools. However, there is no reason that private testing or ranking services could not emerge. Schools that fail to submit their students to testing, or to give information to institutions for ranking, would presumably suffer in the marketplace. n49
Suppose, however, that testing fails to capture important elements of education provision, such as interpersonal skills. n50 Before the government should intervene, it must establish that it can actually do better than consumers in monitoring education providers. Even if government agents have comparative expertise in evaluating education, how are government agents motivated to monitor schools? Imprecise evaluations of schools by motivated students or parents (or at least a significant minority of informed parents) may be preferable to potentially accurate evaluations by relatively unmotivated government agents.
Professor Minow notes that perfectly competitive markets in the education sector require a number of features, like good information, that may or may not exist in practice. We disagree with her whether some of the factors she points to are truly necessary. For example, she suggests that "signaling [quality] requires networks of communication - and these are precisely what is jeopardized when informed and motivated parents leave public schools for private or charter schools." n51 But the very act of leaving serves as a signal. Networks of communication  [*1439]  are not required to draw an inference about an empty restaurant's quality. Even accepting that there are other infirmities in education markets, it is crucial to return to the question: as compared to what? Professor Minow neglects to scrutinize the potential failures of public education as thoroughly as she does those specific to private provision.
This last point generalizes. While the pursuit of profit fails to achieve optimal social welfare in some settings, government provision may also fail to achieve this goal, in part because agency costs often afflict governments more severely than private enterprise. As a general matter, this is because of insulation from the risk of failure, and in the particular contexts in which profit-maximization is not socially optimal, the reasons for market failure often affect the government's own capacity to motivate its agents. Assuming, then, that the government can be relied upon to choose the correct objectives where profit-maximization is inappropriate, it may not have the means to pursue these objectives cost-effectively. Infirmities in private provision may be preferable to those associated with public provision.
B. Distortion of Government Objectives
 
 In addition to the problem of governments' lacking the means to pursue socially optimal ends cost-effectively, there is also a significant risk that governments will not even attempt to pursue socially optimal objectives. Just as the profit motive or incentive may distort private sector priorities relative to broader notions of social welfare, political motives or incentives may distort both choice of policy objectives and choice of policy instruments in public sector decisionmaking. This is true of public provision or any of a host of other government interventions in private sector activity. Put another way, allocating to private parties the residual claim to profits can sometimes lead to social costs, but if the government assumes responsibility for the economic activity, the concern is that government actors will exploit access to the residual claim in a manner that could be even more costly.
A well-developed body of Public Choice literature seeks to demonstrate that the policy objectives of governments are often radically at variance with the normative prescriptions of welfare economics. n52 The latter would limit state intervention to correcting for pronounced and reasonably well-defined categories of market failures such as monopoly, externalities, public goods, and information failures; by contrast, state intervention often in fact extends to any number of other objectives, including perverse redistributive objectives (for example, redistributing to well-endowed, concentrated interests). Even the more  [*1440]  modest claim that, whatever the policy objectives of the government (efficiency, redistribution, communitarianism, and so forth), it is rational for the government to pursue these ends or objectives by the most efficient (that is, least costly) means, is also described as fundamentally misconceived. n53 In Public Choice theory, existing policies that deviate from the prescriptions of welfare economics or other normative frameworks are rarely mere reflections of political ignorance or stupidity that will be corrected once economists or other social scientists point out to politicians the folly of their ways. Rather, prevailing policies represent a form of political equilibrium arrived at through collective decisionmaking processes whose classes of participants (politicians, bureaucrats, regulators, interest groups, the media, and voters) should not be viewed as involved in the common and selfless pursuit of some universally recognized set of public interest goals, but rather as players in a kind of implicit market involving intricate sets of exchanges among self-interested actors. n54 That is to say, actors will be similarly self-interested whether they are acting in economic or political markets. Thus, for example, politicians seeking to attain or retain political office will find it rational to fashion policies that exploit various political asymmetries: between marginal voters (uncommitted voters in swing electorates) and infra-marginal voters; between well-informed and ill-informed voters; and between concentrated and diffuse interest groups facing differential political mobilization costs (collective action problems). Moreover, because of short electoral cycles, politicians will favor policies that yield immediate and visible benefits and that defer costs or render them less visible (for example, by moving them off-budget). Bureaucrats will be motivated to promote policies that maximize their power, pay, and prestige. Regulators will seek a quiet life by accommodating the interests they are supposed to be regulating, and perhaps will also seek to enhance their prospects of employment in the regulated industry after their tenure as regulators (the "capture" theory of regulation). The media, to maximize readership or viewing audiences and thus enhance advertising revenues, will trivialize complex policy issues, sensationalize mishaps that may not reflect systemic policy failures, and turn over issues at a rapid rate with minimal investigative follow-up to cater to readers' and viewers' limited attention spans (rational ignorance).
 [*1441]  One does not have to accept the most austere (or cynical) versions of Public Choice theory, or to dismiss entirely the relevance of ideas or values to public decisionmaking, to recognize that the theory has substantial explanatory power in many contexts. Contemporary examples of how Public Choice theory bears out in practice include farm subsidies and other forms of agricultural protection, steel tariffs, tax breaks for large corporations (for example, foreign sales corporations), and recurrent disaster relief in flood-prone areas that discourages mitigation strategies. Thus, both profit motives and political motives have the potential to distort policy objectives significantly, rendering any idealized presumption in favor of public provision utopian at best.
C. Market Responses to Market Failures
 
 In contrast, competition in private settings may compel providers to adopt socially optimal objectives even when there are infirmities with the market. The medical services market provides an example of a market with information deficiencies. Many consumers of medical services are unlikely to be able to evaluate ex ante or even ex post whether the medical care they receive is adequate. Consequently, there is an incentive problem in that medical care providers may face temptations to shirk in different ways - through minimal effort, perhaps, or even by fraudulently misrepresenting themselves as trained professionals when they are not. It is not necessarily the case, however, that extensive government involvement is required to correct this market failure.
The U.S. health care system relies on private insurance and hospitals. Hospitals are often nonprofit institutions, which may suggest a perception that the unbridled profit motive could lead to inferior care. The temptation for profit-maximizing institutions to cut corners when providing health care to consumers unable to evaluate the quality of their care may induce customers to opt for nonprofit institutions, which have weaker incentives to shirk. n55 Government intervention may not be necessary in this context, as the market is capable of evolving in a way that promotes the optimal private organizational form. Moreover, if private insurers are able to evaluate care, and if these insurers have some incentive to ensure that their patients get good care (perhaps because consumers or their agents, such as unions or employers,  [*1442]  can evaluate an insurer's performance over a large number of patients, even if they are unable to gauge the appropriateness of care in any given case), n56 then the marketplace may provide adequate incentives for for-profit institutions.
D. Summary
 
 We have argued not only that public institutions are particularly vulnerable to agency problems in many contexts in which markets fail in some dimension, but also that the danger of perverting the very objectives of provision is stronger when the state is the provider. It is true, of course, that governments may intervene in a sector for political reasons even when the state is not the key provider in question. However, the decision to allocate responsibility for provision to the government gives rise to a more acute danger of self-interested political involvement for two reasons. First, once the government has assumed control of an activity, the costs of political intervention in that activity fall. For example, politicians can be more discreet in setting goals for public actors than in interfering with private actors' pursuit of profit.
Second, once an activity has been allocated to the state, an array of interest groups will develop that may be committed to a goal other than profit. Employees of the public provider will, for example, have an interest in lobbying for pursuit of employment security or higher wages, rather than profit. Before the government allocated a service to the public sector, there would be potential employees who would have some interest in an employee-oriented provider, but several factors may prevent them from pursuing this interest: they do not know for certain that they would benefit from such a policy, as they do not know whether they would actually be public employees; they do not have a pre-existing organization, like a public employees' union, to lobby on their behalf; and they are sufficiently numerous that lobbying would be difficult to organize. The allocation of a task to the public sector therefore invites the participation of interest groups in the political process, which may not occur in the absence of such an allocation.
In short, where the pursuit of profit maximizes social welfare, governments should play a minimal role. Private organizations are better equipped to choose optimal means to realize this goal. But even when the pursuit of profit is socially costly, the appropriate role for the government may remain small. This is because private organizations, even if they are nonprofit, are better able to motivate agents, both in  [*1443]  general and in those contexts in which there is market failure. Moreover, aside from having inadequate means of pursuing given ends, the government often fails to choose the correct ends. Rather than seeking to maximize social welfare, government actors may choose instead to maximize their own welfare. In other words, there is a "meta-agency" problem in that government agents may not seek to maximize the welfare of their principals, the public. This problem will have a greater impact after a particular activity has been allocated to the public sector, because such an allocation creates new interest groups.
V. Defining the Appropriate Role for Government
 
 While the above discussion suggests a presumption against significant public provision, in some cases the costs of market inadequacies exceed those of government failures, and public participation in a market is therefore appropriate. But the discussion also has implications for choosing the optimal type of public intervention. Private, especially profit-maximizing, corporations are best able to discipline their agents. Government intervention should therefore rarely negate an important role for the private sector. Rather, the profit motive should be constrained to the extent it causes social costs, and encouraged where it does not. A simple example demonstrates the point. Factories can cause pollution, but this does not invite nationalization of all factories. Governments instead may intervene in relatively targeted ways, such as by establishing pollution taxes or even more market-oriented, tradable pollution permits. We consider in this Part examples of appropriate roles for the government and the private sector in the context of different market failures.
Garbage collection involves externalities that result from the private choice of collectors: each resident fails to account for the cost to others of garbage trucks rumbling down the street. Centralized collection eliminates the cost of these externalities. This may require government intervention, but it does not require government provision of waste collection services: the government can simply contract out the task for given neighborhoods to private firms, perhaps through competitive tenders. Competition spurs firms to bid at low prices (setting aside collusive practices, which are not unknown in the sanitation business). There is competition for the market, not within the market, and the profit motive will spur agents within the successful bidding firm to provide the service efficiently. n57 Unless the government can motivate its agents to behave more efficiently than private, profit-maximizing firms can - which, as discussed above, is unlikely - the truck traffic externality may warrant government intervention and  [*1444]  centralization, but does not require the absence of profit motivation on the part of the firm (and its agents) that collects the garbage. n58 It is not profit per se that creates poor incentives in the private garbage market, but individual choice, and where the profit motive can be preserved, it should be.
However, contracting out may invite problems of its own in some contexts. For example, Professors Hart, Shleifer, and Vishny, adopting an incomplete contracts perspective, view the objective function of a number of government activities as sufficiently complex or contingent that precise specification, by contract, legislation, regulation, or otherwise, of performance objectives and ready monitoring of the achievement of these objectives are infeasible. n59 An extreme example is the formulation and implementation of a country's foreign or defense policy, because complexity of objectives and unforeseeable contingencies render delegations of these functions to private actors highly problematic. n60 In contexts such as this, it is unclear exactly what is being delegated. We have cited less extreme examples, such as inculcation of citizenship skills in education, earlier in this Commentary.
Hart, Shleifer, and Vishny conclude that the case for in-house government provision over external contracting is generally stronger when non-contractible cost reductions have large deleterious effects on quality, when quality innovations are unimportant, and when corruption in government procurement is a severe problem. n61 "In contrast, the case for privatization is stronger when quality-reducing cost reductions can be controlled through contract or competition, when quality innovations are important, and when patronage and powerful unions are a severe problem inside the government." n62 Public ownership removes the tendency to engage in excessive cost reduction but replaces that tendency with a weaker incentive to engage in both sensible cost reduction and quality improvement. Which arrangement is superior therefore depends on which distortion is less damaging.
In a slightly later paper, Professor Shleifer identifies what he calls a rather narrow set of circumstances in which government ownership is likely to be superior. These are situations in which: "1) opportunities for cost reductions that lead to non-contractible deterioration of quality  [*1445]  are significant; 2) innovation is relatively unimportant; 3) competition is weak and consumer choice is ineffective; and 4) reputational mechanisms are also weak." n63
We do not necessarily disagree with any of these propositions. However, we reemphasize that private firms have access to a variety of mechanisms to motivate their agents to act in accordance with the objectives of the firm; government organizations and agencies, by contrast, lack access to such mechanisms. Internal agency problems are likely to be more severe when government organizations internalize functions, most particularly when problems of contractibility prevent clear specification of objectives or ready monitoring of adherence to these objectives. We have already argued, in analyzing whether circumstances ever warrant government intervention of any kind, that imperfections in the market in some settings, such as information problems in education, also afflict government provision, perhaps to the point where private markets are preferable. Further, in markets in which there are significant problems with contracting out, there are likely also to be significant problems with direct public provision. Such contexts are likely to drive government organizations or agencies to adopt elaborate command and control mechanisms for their internal agents that specify in detail inputs and processes, but not outputs or outcomes. Command and control mechanisms that seek to minimize costs in this way are likely to create minimal incentives for agents either to reduce costs or to engage in product quality innovations. Thus, in-house public provision may be as or more problematic in environments of poor contractibility.
The inability of minors to enter into legally binding contracts and thus to borrow money engenders a deficiency in the private education market. This may be another appropriate forum for government intervention, but, again, moving from inadequacies in market provision directly to public provision is inappropriate. The richness of intermediate solutions is something that Professor Minow rightly emphasizes. n64 One obvious problem in this area is inadequate family financial resources. Rather than relying on a public school system operated by the government, it may be preferable to allocate funds to students to permit them to attend an educational institution of their choice. Educational vouchers are one option. Private schools in districts administering voucher programs will face competition in attracting students, which in turn will encourage the schools to motivate their agents. Without well-motivated agents, enrollment will decline, which  [*1446]  could jeopardize the schools' profits (or their existence, in the case of nonprofit schools). If the only deficiency in the educational market is the absence of borrowing capacity, there is a reason to provide vouchers to encourage efficient demand, while still allowing market mechanisms to determine the supply side of education. n65
Natural monopoly may also call for government intervention of a limited kind. The problem with natural monopoly is that profit-maximizing monopolists will sell at too high a price from a social perspective, and any move to introduce competition leads to social costs from inefficient scale. In response, the government could provide the good or service itself. In Ontario, for example, the government owns Hydro One, which owns and maintains the transmission grid for electricity. But, for reasons of government inefficiencies discussed above, the government will face significant difficulties in motivating its agents to keep costs low. n66 And if costs are not kept low, prices set merely to cover costs could conceivably rise above even a profit-maximizing monopolist's price. A better way to deal with natural monopoly may be through private, profit-maximizing ownership of a regulated monopoly. An appropriate regulatory regime can limit prices while creating incentives for the firm to lower costs (performance-based regulation). n67 This implies in turn that the profit-maximizing firm will seek to motivate its agents to lower costs, although every regulatory regime will have its own additional costs and imperfections. n68
Some markets give rise to significant distributional concerns. For example, some citizens have insufficient earning power to afford adequate housing. Society, for a variety of reasons, may choose to assist the poor in obtaining housing. But again, even if governments intervene, it is not clear that they should provide housing directly, even though they often do. Government agents will again have only tenuous incentives to build the best kind of accommodation in the most  [*1447]  appropriate locations, whereas market suppliers can increase their profits by providing housing that beneficiaries of the public program want. It may be better for the government simply to transfer resources to those in need, perhaps through rent vouchers. n69 The market would then reward those who provide optimal housing. Indeed, this move from direct provision to indirect provision through vouchers describes the evolution of food subsidies for the poor in the United States: the federal government initially operated warehouses of food for the needy, but later began allocating food stamps to be spent largely at the customer's discretion in private retail stores. n70
In summary, profits tend best to motivate organizations and their agents. While profits sometimes lead to socially undesirable results, such market failures may also impede government intervention. Where intervention is appropriate, the government should be sensitive to allowing the profit motive to operate where possible.
VI. Accountability
 
 Public values are at stake in a number of different sectors, but they do not always invite public provision. Private for-profit and nonprofit providers often vindicate these values while better motivating their agents than does the government. Professor Minow discusses a potentially important difference between public and private provision: public actors are held accountable in a variety of ways that private actors are not. She notes that "privatization creates possibilities of weakening or avoiding public norms that attach, in the legal sense, to "state action' or conduct by government." n71 For example, public actors may have a duty to explain themselves, either through an administrative law duty to give reasons or through statutes granting citizens access to information. n72 Public actors in the United States and Canada also face constitutional constraints that private actors do not. n73 Professor Minow considers it fundamental that accountability be preserved in the presence of private participation in public sectors; this will in turn promote a variety of other values like democracy, equality, and pluralism.
It is true that there are fewer legal accountability mechanisms associated with private provision than with public provision. There are, however, strong reasons not to overstate the importance of the absence  [*1448]  of certain legal accountability mechanisms in the private provision of goods and services. First, private actors are subject to other, often more potent, disciplines. Legal scholars tend to emphasize legal accountability mechanisms, but there are important economic sources of discipline on private actors, as we have discussed. Professor Minow acknowledges that "private economic markets generate accountability through the operation of supply and demand, which tests the viability of ideas, products, and processes by their ability to attract and maintain a sufficient number of purchasers to meet costs and generate desirable profits." n74 But market-based accountability is not merely an incidental benefit of privatization; as previous Parts have explained, the benefits of privatization arise largely because of the accountability generated by private markets.
In addition, more than simply ensuring the survival only of the fittest, market forces often compel private firms to act as though governed by public accountability rules. To take a simple example, suppose education was provided by private firms. It is highly likely that private schools attempting to attract students would disclose significant amounts of information about their approaches and their success. One need only ride a Toronto subway to read of private vocational institutes advertising the success rate of their graduates in finding jobs. U.S. News and World Report annually ranks law schools in the United States with the cooperation of these schools. Private high schools also publicize their success rates in placing students in elite postsecondary educational institutions. Not only would the market require schools to provide a certain type of education to succeed, it would also require schools to disclose information about themselves. Private accountability mechanisms cause private actors to behave as though public-spirited.
Conversely, despite the importance Professor Minow places on them, it is not clear whether public accountability mechanisms work to discipline public actors. While Professor Minow worries that emerging arrangements "jeopardize public commitments to equality, due process, and democracy," n75 evoking by way of counterpoint civic republican conceptions of government, public accountability mechanisms are often light years removed from this ideal. Bureaucracies, for example, involve rigid job classification systems, lockstep and seniority-based systems of promotion, a lack of pecuniary or nonpecuniary reward systems for superior individual performance or for innovative or productivity-enhancing ideas, high levels of job security, rigid line-item budget constraints, budgeting cycles that entail forfeiture of unspent  [*1449]  monies and reduced future budget allocations that create incentives to "move the money" at the end of the cycle - in general, a web of bureaucratic red tape driven by concerns over process and inputs and not outcomes. n76 The agency problems that afflict public provision also afflict public accountability mechanisms.
Furthermore, public accountability exists for the most part through reliance on certain process values, like the right to hearings and the right to information. Substantive decisionmaking is generally only constrained to the extent that these procedures influence public debate, and only to the extent that public deliberation in turn influences the substance of government action. Because of this reliance on process, agencies are often free to pursue a substantive agenda that may or may not advance the public interest. We note again significant Public Choice concerns over distortions in the choice of both policy objectives and instruments, including the disproportionate influence of concentrated interest groups, incumbency, campaign financing, and logrolling in the legislative process. The danger of interest group influence or regulatory capture often distorts the substantive direction of governmental policy, notwithstanding public accountability mechanisms.
Public oversight could in some instances largely undermine the benefits of privatization, which, as discussed, arise in part because of the insulation of actors from public influence. A recent example from Ontario is apt. The electricity market in Ontario has historically been characterized by extensive public participation and serious mismanagement. n77 Recent reforms have included some degree of privatization and the introduction of competition in the electricity generation market. But in part because of uncertainty about continued public involvement, particularly because of Ontario's continued ownership of the largest generator, Ontario Power Generator Inc., the private sector has been reluctant to invest in the market. This reluctance was prescient: in response to apparent public dismay over climbing electricity prices, the government recently set a ceiling on electricity prices, thus simultaneously undermining market incentives for consumers to conserve energy and incentives for potential producers to invest in generation capacity. The continued presence of significant public participation in the market implies the lingering specter of public oversight, which has seriously compromised the reform project.
 [*1450]  This is not to say that public oversight is never appropriate from an instrumental perspective. The costs of market failures of various kinds will sometimes exceed the costs of public oversight. But keeping public participation to a minimum, as discussed in Part IV, is the best assurance against either simply misguided intervention by under-motivated government agents, or self-interested but socially undesirable intervention by ill-motivated government agents. The phrase "public accountability" can easily induce a slide to unreflective thinking that the more accountability and the more public it is, the better. In the real world of policymaking we should resist this temptation to indulge the nirvana fallacy.
To the extent that accountability is based on instrumental concerns, private accountability mechanisms compare favorably with public ones, as we have argued. But perhaps there are non-instrumental values associated with accountability. Perhaps it is simply important in a liberal democracy for a variety of due process rights to attach to the provision of certain goods and services. There are several responses to this concern. First, in several traditionally public contexts, it is very difficult to imagine what non-instrumental, democratic values are imperiled by private provision. The absence of public accountability mechanisms in household garbage collection, electricity generation, park maintenance, wine and liquor retailing, and road repair hardly seems to engage fundamental questions of democracy. Again, Professor Minow's focus on problematic cases may divert attention from the many straightforward cases for privatization. But even in sectors such as education and child care services, in which democratic values, however defined, may be at stake, private provision advocates can argue that even if there is a certain sacrifice of accountability, this loss does not trump the instrumental benefits brought about by privatization. Unfortunately, intellectual argument brings little guidance to this debate. Ultimately, we are left with a political tradeoff between the incommensurable value of greater welfare and whatever non-instrumental value is attached (by assumption) to accountability. n78
Second, even if accountability were to trump purely instrumental concerns, private provision leads to several accountability mechanisms. While these arise through the operation of self-interest and the market, the proponents of public provision bear the burden of explaining why private accountability mechanisms do not satisfy these non-instrumental concerns, given their superiority in other respects. Public provision advocates must identify the particular (non-instrumental) value that accountability vindicates and why private mechanisms are  [*1451]  insufficient. Moreover, even if there is some non-instrumental reason why public actors ought to be subject to certain accountability mechanisms, this does not necessarily imply that private actors ought also to be subject to them. For example, constitutional restraints apply only to public actors in both Canada and the United States. n79
If private accountability mechanisms are deemed inadequate despite the preceding arguments, the state can simply impose legal accountability requirements on private actors. n80 If, for example, markets are inadequate in compelling information disclosure, the government could compel it, as it does (rightly or wrongly) in the securities context. If due process is a concern, the government could impose these requirements on private actors. For example, landlords must fulfill significant notice requirements before evicting a tenant, and tenants often have rights to hearings in the same context. In addition, many market actors are subject to laws prohibiting discrimination in transacting business. However, it is fundamental to acknowledge that the imposition of legal accountability or other constraints on the private sector may entail costs in terms of reduced competition, innovation, and flexibility, which may negate any advantages of private sector over public sector provision.
VII. Conclusion
 
 Professor Minow emphasizes the importance of accountability. In this Commentary, we have shown that private actors are accountable in significant ways, even if accountability arises through the operation of the market, rather than the law. This undermines the case for public provision and public oversight in many contexts. If accountability is understood in instrumental terms as inducing individuals and organizations to act in social welfare maximizing ways, we conclude as follows:
. For-profit firms will generally be more effective at controlling internal agency costs than will public agencies. Agents in for-profit firms face discipline from monitoring by residual claimants, from incentive pay, from the managerial labor market, from hostile  [*1452]  takeovers, and from competitive markets and the threat of failure. The threat of failure also serves to discipline private nonprofit firms. Government enterprise, by contrast, has a tenuous link to residual claimants (citizens), is insulated from capital markets (which in turn undermines incentive pay, the market for corporate control, and the managerial labor market), and rarely fails. These factors imply that governments are less able to motivate their agents than are private firms, whether for-profit or nonprofit.
. The profit motive will in many cases be congruent with social welfare. Since private firms are more efficient, governments should not intervene in these contexts.
. In some cases, an organization's pursuit of profits is inconsistent with social welfare because of various forms of market failure. But in many of the same cases, and often for the same reasons, government provision will also fail to maximize social welfare. Governments have difficulty establishing incentives for agents both in general and in the particular instances of market failure; sometimes the market failure exacerbates the agency problem in public bodies. Moreover, aside from having inadequate means to accomplish socially desirable ends, government intervention also can result in the pursuit of socially undesirable ends because of the political self-interest of government actors. Only where the cost from market failure exceeds the cost of government failure is intervention appropriate.
. It follows from the preceding propositions that even where some form of government intervention is appropriate, it should rarely entail negating a significant role for the private sector. Intervention should be structured to realize the significant motivational advantages, from profit or from the fear of failure, that arise in the private sector.
. Public accountability mechanisms applied to the private sector, while sometimes appropriate because of the costs of market failure, will often undermine the advantages of private markets. Public oversight is costly and requires reliance on under-motivated and possibly self-interested public agents, which is what privatization is typically designed to avoid.
If, however, public accountability is understood as important in a liberal democracy for non-instrumental reasons, we conclude as follows:
. In many of the domains generally associated with public provision, it is often difficult to discern what those non-instrumental values are. What value does public accountability vindicate in garbage collection, park maintenance, electricity generation, and road repair, for example?
. Proponents of public provision on non-instrumental grounds bear the burden of demonstrating why private accountability mechanisms  [*1453]  do not satisfy the non-instrumental values in question, given that private accountability mechanisms are often more effective than those associated with public provision.
. If private accountability mechanisms are in some cases deemed inadequate on non-instrumental grounds, the state can impose a variety of public accountability mechanisms on private actors. But this strategy is not costless: it risks forfeiting the benefits of private markets.
Accountability has many dimensions. Accountability mechanisms in the public sector should not necessarily be the benchmarks against which all accountability mechanisms in society are measured.
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