Failures of systems

Your blogs are NOT about this topic but some elements here might be relevant to the cases you use.

All markets have failures. All government systems have failures. Not-For-Profit may show elements of both public and private failures OR could it offer the best things from both systems?

· Remember the failure of private systems gives us an argument for government (public sector) to offer solutions. We have seen this in the way governments have led the strategies against COvid-19.
· Similarly, the failure of government systems to deliver has been used as an argument for the use of private company provisions indeed privatisation of services previously offered by the government.

Bureaucratic government can sometimes be slow, poorly managed and not innovative…hence we like to use private systems for some industries.

It is interesting that the vaccines to help combat Covid-19 are being developed by private companies e.g. Pfizer in USA (although they are given guaranteed markets by government health system buyers) and the Oxford-Zeneca operation in the UK. This is a marriage of private sector Astra-Zeneca and Oxford University a government operation/funded. Again, the research has been given guaranteed income and sales, by the UK and other governments, so that development can be speedy.
How do we view the economic systems in which the organisations are trading?

All systems have good and bad things about them. You may touch on some of these arguments in your review of the different organisations that you are analysing. As well as ethical goods and bads, there may be economic inefficiency goods and bads.
ECONOMIC EFFICIENCY- we are looking for an optimal distribution of resources. Optimal means that no reorganisation of resources could produce a better output in terms of economic goods.

If we do not achieve it, we will have a suboptimal distribution of resources or inefficiency.

The market or government systems are the basic ways that we can organise the economy. Most societies show a mix of private and public, which can take a variety of forms.

i) Private, free market or capitalistic economies suffer because the market often leads to inefficiencies because the free market ignores needs that do not have power to buy and imperfections in the market forces themselves.
The problems of market systems are summarised in the concept of MARKET FAILURE. (Ways in which the market does not deliver the efficiency it promises). 
These are all arguments for some sort of government intervention. This could be very direct like nationalisation or light touch with “recommendations” to an industry. Most industries are regulated to some degree, either by law, direct regulation or self-regulation.
List of Market failures:
1. UNDERPRODUCTION OF PUBLIC GOODS

Public goods are goods which are consumed by all, where it is almost impossible to stop “free riders”.

SOLUTION:
2. UNDERPRODUCTION OF MERIT GOODS

Merit goods are desirable but because of short sightedness or lack of money, they are likely to be under produced.

SOLUTION:

3. OVERCONSUMPTION OF DEMERIT GOODS

These are goods that we like even though we know they are bad for us. Cocaine, heroin, alcohol, chocolate, gambling etc.
SOLUTION:

4. MONOPOLIES

Strictly speaking one producer in the industry, giving the power to exploit. In fact, this strict definition is rare, so DUOPOLY OR OLIGOPOLY are more prevalent. See the Competition commission’s definitions.
SOLUTION:

5. EXTERNALITIES

Goods and bads that impact on us but are not measured by the market system. These can be positive (leading to under production in the market) or negative (leading to over production in the market)
SOLUTION:

6. INSTABILITY OF MARKETS

SOLUTION:

7. INSECURITY

SOLUTION:

8. INEQUALITIES OF INCOME AND WEALTH

SOLUTION:

9. NATIONAL STRATEGIC ISSUES 

SOLUTION:

ii) Government based systems e.g. the former Soviet Union (USSR) were called Command Economies where government made most important decisions.
Command economies are good for making quick strategic decisions and organizing large nations. They can address the problems of capitalistic economies by developing resource allocation that does not depend on markets, profit and capitalist rewards. However, they are not good at addressing the needs of individuals, may create other sources of inefficiencies and lack incentives to improve in the long run.
These problems are defined as PUBLIC SECTOR FAILURE (Ways in which government allocation systems failure to deliver the efficiency they promise). The ultimate solution favoured by market economy purists is total denationalisation. Classically this would be the view of Friedrich Von Hayek, Milton Friedman and now by the Institute of Economic Affairs (IEA) http://www.iea.org.uk/
Alternatively, some degree of breaking down the “monopoly” of the government’s influence, perhaps introducing more private sector management systems, contracting out, mutualisation etc. can be a halfway solution.
1. BUREAUCRACY

SOLUTION:

2. INFLEXIBILITY

SOLUTION:

3. LACK OF CHOICE

SOLUTION:

4. LACK OF INCENTIVES

SOLUTION:
Conclusion

Most economies will show elements of both private and government aspects.
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There will be a spectrum of sectors featured in most systems.
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· Pure private enterprise

· Regulated private enterprise.
· A mix of private and private enterprises

· A mix but where the private is used in the public and public is involved with the private

· Largely public sector

· Pure public sector

There will be organisations with good CSR even in systems you do not like and vice versa, bad organisations in good systems.
Please note that the arguments for and against the private sector are simply a reversal of the arguments against and for the government (public sector). In your answer in the assignment there is no need to duplicate your answers for British Airways.

Please note that a sophisticated answer would take the pure market or private sector cases as far as they can go and then try to find a hybrid or “fuzzy” position. In reality the public/private sectors are mixed up and show a variety of forms in different countries at different times. 
Not for profit might offer us the best of both worlds, taking the good things about private and government approaches. HOWEVER, they might also offer us the worst of these worlds, giving us the disadvantages of the private and government systems!

It all depends on the case and how you analyse it.

