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1) The pursuit of organizational legitimacy has become a major concern both of those organizational theorists who seek to explain the behavior of organizations, and organizational strategists who offer tools to managers seeking to improve the performance of their organizations. 

2) Despite the increased importance of the concept of organizational legitimacy as a factor explaining organizational behavior and as a quality to be pursued through managerial action to improve the performance of organizations, the concept remains somewhat under-conceptualized.

3) The purpose of this exploratory paper is to develop this concept in a more detailed way to aid both in measurement (when we seek to understand the importance of organizational legitimacy in shaping the conduct of organizations), and in managerial action (when managers seek to deploy assets of their organization to enhance the legitimacy their organization enjoys).

4) Along the way, we hope to explore the difference between thinking of organizational legitimacy as a fixed, powerful factor influencing the behavior of organizations and their prospects for survival on one hand, and thinking of it as a variable quantity that can be influenced by strategic choices and actions made by managers. 

5) We will also explore the relationship between the idea of organizational legitimacy on one hand, and the idea of organizational accountability on the other, and the connection that both concepts have to the idea that organizations might have different kinds of reputation and standing with different kinds of stakeholders.

6) We will also consider the issue of what particular attributes or qualities of organizations are important to different stakeholders in judging the legitimacy of organizations, and the sorts of support that are forthcoming from stakeholders depending on the degree to which they judge a particular organization to be legitimate, and how managers might value the different kinds of support that might hinge on their standing with varied organizational stakeholders.

7)  We will also look at the important question of whether organizational legitimacy is rooted in perceptions, on in some real objective characteristics of organizations, and the role that measurement systems, and systems for auditing the accuracy of measurement might play in closing a potentially important gap between the kind of legitimacy that is rooted in perceptions of organizational qualities and performance on one hand, and the reality of the organization’s qualities and performance on the other (assuming for a minute that we can assume that there are some real qualities of organizational performance that can be relatively objectively measured). 
8) This work will lead us to a simple analytic framework for thinking about how organizational legitimacy is constructed by social actors acting more or less homogeneously to create a force that powerfully influences the behavior of organizations on one hand,  and how strategic managers of organizations might diagnose the situation they find themselves and their organizations in, and what they might do to strengthen, or shift the basis of their organization’s legitimacy and support to give them a strategic advantage in the pursuit of their objectives.
9) Finally, we will present an initial discussion of how organizational legitimacy is differently constructed across three different organizational sectors: for-profit commercial enterprises, nonprofit enterprises, and governmental agencies as a prelude to a second paper focusing or organizational legitimacy in these different organizational sectors.
Organizational Legitimacy as a Causal Explanation of Organizational Form, Function, and Survival

Organizational Legitimacy as a Focus of Concern for Organizational Strategists

A Closer Look at Organizational Legitimacy

1) When one looks closely at the emergence of organizational legitimacy as a concern in both the explanatory literature of organizational behavior and the prescriptive literature of organizational strategy, one cannot help but notice an important difference in perspective.

2) That difference may be attributed to the fact that the organizational theorists seek to offer parsimonious general descriptions of the behavior, survival, and success of organizations, while those writing to help organizational strategists focus on the development of algorithms and analytic frameworks that can help managers in particular concrete circumstances diagnose their environments, and take actions to re-shape their environments (if the environment if influentiable by managerial action), or re-position their organization in those environments (if the environment cannot be influenced). 
3) But regardless of the reasons, when these different intellectual communities peer into the world and begin thinking about, measuring, seeking to influence, or figuring out how to adapt to the environments that grant them legitimacy, they tend to see different things.

4) The organizational theorists tend to see a powerful, relatively coherent, and relatively fixed set of social norms of some kind that demand compliance from organizations, on pain of lost legitimacy, and with that, lost prospects for survival and success if the organization fails to meet the standard. The important discovery in this world was that there were in fact social norms that were sufficiently widely shared, and sufficiently powerful in creating a construct against which organizations were compared, and that influenced the degree to which the organization could command the kind of legitimacy and support it needed to go carry on with confidence, with moral support, with material and financial support, and therefore with a real prospect for survival and success. 

5) The organizational strategists, on the other hand, tend to see something much different in the environment. They saw what theorists in the private sector have described as a stakeholder environment, and what theorists in the public sector have described as an authorizing environment. 

6) Stakeholders could be defined as anyone who has an interest in an organization’s existence, characteristics, operations, or results. The standard list includes:

7) Authorizers could be defined as those who are in a position to provide resources to the organization, and who also hold a position in society that gives them a legal or moral right to arbiter the value of an organization: make judgments about whether it has a right to exist, and the degree to which it seems to be performing well or badly, and therefore seems deserving of continuing legal protection and material support. 

8) A Digresson: it is not accidental that the concept of stakeholder appears in the private sector literature and the idea of authorizer appears in the public sector literature. The private sector literature has not paid close attention to the question of who authorizes or legitimates the conduct of business firms. A little reflection suggests that the work of legitimating private business as a socially acceptable form of collective action and organization that can command significant assets from a society, and force others to stand aside and tolerate its actions, is handled by two powerful social ideas. The first is the concept of private property. The second is the idea of a market that causes those holders of capital to act in the interests of consumers – a favored position in a liberal society. In contrast, the public sector literature is pre-occupied with the question of legitimacy, precisely because the public sector uses the force of the collective acting through the state much more obviously than the private sector. When the coercive power of the state is deployed in democratic contexts, it cries out for legitimation. That legitimation is supplied partly by making sure that the power of the state is used only by certain officers, that those officers come to their jobs in particular ways, and that their discretion is hedged about with various forms of procedural guidelines that ensure their continuing responsiveness to the concerns of the citizens who make up the collective. We have never been very happy with the processes of legitimating state action through collective representational processes. For much of our recent history, we have been much more satisfied with the idea that private firms and markets would be legitimated by the process of individual choice. But that confidence is now being undermined. Hence, a further reason to think about the issue of legitimacy in the private sector, including in particular how private enterprise legitimates itself in a world in which we are once again becoming a bit suspicious both about the reliability of individual choice in guiding the mobilization and control of material assets in a society, and the consequences of relying on these mechanisms alone as a way of constituting our individual and collective life.

9) Setting aside for a moment the distinction between stakeholders on one hand and authorizers on the other, one can reasonably confidently assert the following: that concrete social actors exist who seek to make claims on how organizations are constituted, the qualities they exhibit, and the ways in which they operate. 

10) The level of interest varies significantly, and with that, presumably the degree to which the stakeholders will pay attention to what the organization does. 

11) One could also say that the stakeholders/authorizers have different forms of leverage they can bring to bear on the organization if their interests and aspirations and conditions are not fulfilled. The most common is that they can withhold their money, or their labor. But their moral support might be important as well, particularly if the organization is a political organization that claims to represent the views of many, and/or that seeks to influence the choices of government, or the actions of other organizations through moral pressure rather than government regulation.

12) One might assume that the connection between the level of interest and the leverage that actors have would be closely correlated. But that is not always the case. There are many times when individuals have a great deal of potential leverage, but not much interest. And other times when there is a great deal of interest, but not much leverage.

13) The leverage that a stakeholder or authorizer has is partly a function of their interests, partly a function of the resources they command (and the strategic importance of those resources to a given organization pursuing a particular strategy), but also a function of a set of legal or normative rules that give either the interests that a stakeholder has, or the stakeholder himself, a privileged position in the eyes of society in making claims on the organization. The most dramatic example here is the right of shareholders in a society where the fiduciary obligations of managers run directly to the protection of their long run interest in financial returns over all other stakeholders of commercial firms, or the fact that society allows neither donors nor clients of charitable organizations to press their interests as claims that will be supported by law when evaluating the performance of nonprofit manages. 
14) So, the strategists see a pretty disordered system of actor with whom an organization has some kind of relationship. Each of the actors has different interests, and different weightings on their interests. Each of the actors has different kinds and degrees of leverage. The amount of leverage and importance may depend at least in part on the overall strategy the organization is pursuing. The strategic problem is for the manager to find a suitable legitimacy niche that will authorize and enable his strategy as well as a market niche. (In fact, one could say that in the public sector, the legitimacy niche is almost the same as a market niche. And one could say that the reason a market niche works for a private sector firm is precisely because some portion of its legitimacy problem is solved when it finds individuals who are willing to buy its products and services.)

15) How are we to reconcile the differences between the approach taken by organizational theorists on one hand, and organizational strategists on the other?
16) One relatively simple way to think about this would be to deploy a framework that consisted of the following elements: 
17) First, a set of actors who are in a position to make claims on organizations; a set of underlying interests and values they seek to advance through an organization; a set of resources (including tolerance of the organization  and moral support for the organization as well as the provision of material and financial resources)  that they can commit or withhold from the organization. This idea picks up the organizational strategists view of the problem of legitimating an organization’s conduct.

18) Second, a claim that the diverse, underlying interests of these actors are to some quite imperfect degree aggregated into some kinds of social norms that are generally accepted as a proper way to recognize and if necessary order the claims made on organizations by different stakeholders. 

19) Now, there is probably a lot to be said about these norms. For example, they could be norms or rules that speak to the question of which particular stakeholders have more or less right to claim satisfaction from an organization. Or, they could require the organization to achieve certain substantive values (that happen to be aligned with an important subset of a stakeholder’s interests). Perhaps as importantly, the rules could be located in written law, which can be enforced in real courts with the power of the state behind them. Or, they could be rooted in less formal (and potentially less compelling) forms of public opinion.

20) We could formalize this last distinction by talking about a “court of law” or a “court of public opinion” as alternative mechanisms by which the diverse interests of stakeholders are ordered in the mind of the public. 
21) Once we make this move, we might want to say that the concept of stakeholders and authorizers has to be extended a bit to include a broad group of judges and witnesses to the actions of organizations to whom contestants arguing with one another about how the organization might best use its assets can make appeal for a resolution of their dispute. That could be a court of law, or it could be a court of public opinion. 

22) To no small degree, we might think of the substantive ideas that we imagine might emerge from a court of law or a court of public opinion as exemplifying the concept of a social norm that is important to the organizational theorists. If that view were clear, widely shared, and powerful, then the substantive principles that could guide the court of law or the court of public opinion could be viewed as the standard that was used in measuring organizational legitimacy. 
23) Obviously, there is an important difference between the concepts of a set of standards established through the rule of law, a set of standards established through a much murkier court of public opinion, and a set of standards that is a simple sum of the expectations of organizational stakeholders. Even at the top of this hierarchy, there is plenty of heterogeneity and dynamism (particularly in common law systems). But as one moves down through this hierarchy, the amount of heterogeneity and dynamism becomes much greater. (Note the difference between fixed views on simple matters and latent views on more complex surfaces; changing individuals values versus changing the subject). Therefore, the scope for strategic management of a firm’s legitimacy increases. 

24) This seems to give a proper weight to the two different perspectives. It acknowledges the potential power of strong norms that organize both what different stakeholders can think, and what they can talk about in public (and therefore the degree to which the power of self-interested or idiosyncratic stakeholders can be hedged about by wider social expectations). But it also recognizes the fact that at any given time, there is a great deal of latitude to be discovered and exploited in influencing the way that an organization’s legitimacy will be judged (with attendant consequences for the pursuit of an organization’s chosen strategy), and further that the spaces within which legitimacy for an organization can be constructed will vary over time both as a function of autonomous social processes, and as a function of strategic interactions between managers of organizations, and those stakeholders who would like to privately call them to account on one hand, but are prepared to make their appeal in public if necessary.

25) Nota bene: while this account seems to give more sway to the organizational strategists, it is worth noting several additional things that tip the scale in the direction of the organizational theorists. First, the strategists may themselves be caught up in the social pressures and be unable to rise above them even in their own imaginations. Second, that when issues become public, the court of public opinion and the court of law inevitably gain standing over the private interests of the stakeholders. Third, the rules embodied in the court of law and of public opinion are often the product of historical struggles in which power has managed to cloak itself in the kind of legitimacy that comes from the weight of traditional practices. So, there may be relatively little room within which strategic managers can work. But we would still argue that some space exists.
[More to Come]

