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In economic theory, value is created inside business (the 
‘production function’).  Governments are seen as, at best, 
creating some of the inputs (such as education and skills 
for workers) and redistributing value (for instance, via 
taxation and subsidies). In this sense, public investment is 
seen as simply fixing a market failure, whether the failure 
has occurred due to lack of investment in areas with good 
spillovers like new knowledge (positive externalities), or 
over-investment in ‘bads’ like industrial processes that 
create pollution (negative externalities). Public goods, 
investments in basic research or clean air, are seen not as 
objectives created from a collective imagination of ‘what 
to do’, but as corrections − to fill gaps − in areas that the 
private sector does not enter.   

At the macroeconomic level, GDP is not able to account 
for the value of goods and services that do not have 
prices, such as the essential care we receive inside our 
homes from family members, or the negative effects of 
pollution on the environment. Measuring productivity by 
output per unit input (both measured with their relative 
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While these contributions have been important, they do 



IIPP POLICY BRIEF — JUNE 2019 4

To get real about value we need to concentrate on 
purpose throughout governance and production, 
recognise that economic value is created collectively, 
and build more symbiotic partnerships among public 
institutions, private institutions and civil society. This is not 
about levelling the playing field but tilting it towards the 
direction of sustainable and inclusive growth.

In recent years, the notion of alternative metrics for 
value, such as happiness and wellbeing indicators14, 
has received attention but too little has been done in 
terms of rethinking value inside public organisations. The 
concept of public value must be nested within a theory 
and practice of creating value within the public sector. 
From a policy perspective, it is essential to answer and 
operationalise the four following challenges:  

1. WHAT VALUE TO CREATE: a purpose-driven 
approach engaged with civil society

2. HOW TO CREATE IT: capabilities within the public 
sector and dynamic partnerships
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In his seminal book The Moon and the Ghetto15, Richard 
Nelson asked how it could be that society had achieved 
such difficult feats as landing a man on the Moon, 
and yet continues to be so terribly disorganised and 
technologically unsavvy in dealing with the more earthly 
problems of poverty, illiteracy and the persistence of 
ghettos and slums. Nelson argued that while politics was 
partly the culprit, the real issue was that a purely scientific 
and technological solution could not solve such problems.

Countries around the world are seeking to achieve 
economic growth that is smart (innovation-led), inclusive 
and sustainable. This ambition is a direct admission that 
economic growth has not only a rate but also a direction 
and can therefore have multiple alternative directions. 
However, such ambitious goals require re-thinking the role 
of government and public policy in the economy, and the 
associated organisational forms that can be as dynamic 
and explorative as the policies themselves.  

The question of the appropriate role of the state in such 
challenge-led policies is not a purely technical one. It 
also reflects fundamental questions regarding the proper 
relationship between the market and the state. Similarly, 
many political philosophers have restricted the sphere of 
legitimate action by the state to providing a framework 
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(b) Building mutualistic partnerships 

There are many publics in ‘the public.’ In the public value 
framework, contestation of actual value production and 
evaluation systems is a critical success factor. Involving 
civil society organisations in framing public policy goals 
(missions) is a central part of the co-creation process. 
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3.   HOW TO ASSESS VALUE

“We choose to go to the Moon in this dec-
ade and do the other things, not because 
they are easy, but because they are hard; 
because that goal will serve to organize 



IIPP POLICY BRIEF — JUNE 2019 12

        

        Box 4.   Market-fixing vs. market-shaping analytical frameworks24

MARKET-FIXING VS MARKET-SHAPING: ANALYTICAL FRAMEWORKS

Market fixing Market shaping

Justification for the  
role of government

Market or coordination failures:
• Public goods
• Negative externalities
• Imperfect competition/information

All markets and institutions are 
co-created by public, private and 
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4.   HOW TO SHARE VALUE

“If we are very generous with ourselves, 
I suppose that we might claim that we 
‘earned’ as much as one fifth of [our 
income]. The rest is the patrimony 
associated with being a member of an 
enormously productive social system, which 
has accumulated a vast store of physical 
capital, and an even larger store of 
intellectual capital— including knowledge, 
skills, and organizational know-how held 
by all of us.” 
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Box 5.   The people’s prescription: Re-imagining health innovation to deliver public value 
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IIPP Masters in Public Administration (MPA) in Innovation, Public Policy and Public Value



IIPP POLICY BRIEF — JUNE 2019 17

The IIPP Working Paper series
IIPP WP 2017-01 Mission-Oriented innovation policy: Challenges and opportunities. Mariana Mazzucato
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