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1) When we think of “an organization,” we think of it as being a coherent whole. We want to think the organization has well defined purposes which it is trying to achieve. We want to believe that it seeks to achieve these purposes with assets that it controls (and which keep increasing or decreasing as revenues flow into the organization and expenditures flow out). We want to think it structures both the methods it uses to mobilize resources and those it uses to deploy resources to the accomplishment of purposes through structured, contractual relations with other active agents in its environment. To the degree that we look for the embodiment of the organization’s personality – the place where purposes are set, authority concentrated, and responsibility fixed – we locate it in the governing structures and processes of the organization. For many publicly-help, private corporations, the governing structures and processes consist of shareholders, boards of directors, and chief executive officers, with a significant amount of de facto authority delegated to the chief executive officer. Unlike governments, most private organizations do not divide their powers between legislative, judicial, and executive powers; they concentrate authority over the organization in an executive with vestigial legislative and judicial powers distributed across such groups as shareholders, labor unions, etc.

2) We see organizations in this way at least in part because of both a legal ideal, and a legal necessity. The legal idea is one that has developed that allows us to view corporations as a “person” with purposes, control over action, and legal responsibility for actions and their consequences.  As Marion Fremont-Smith has shown, the law had to develop from an institution focused on the conduct of individual persons to one that could deal with social actors that outlived any particular individual, and were composed of many distinct individuals. But in doing so, the law had to keep the idea that these perpetual and collective social actors could still be viewed as coherent actors that could be called to account for actions taken by the collective, that possessed a personality and character that could be discerned from their actions, and held liable not only for the acts, but also for the intentions seen behind the acts. 
3) We see organizations in this way also because of a public interest we have in ensuring that these perpetual, collective entities behave not only legally, but also efficiently in the pursuit of specific purposes. We want to establish conditions under which organizations will have both the incentives and the capabilities to use the resources they control efficiently in pursuit of social purposes. We think that requires, at a minimum, some capacity among the governors of the organization to scour the operations of the organization for efficiency gains, and to resist the tendency of those working within the organization to shirk, or to soak up some of the resources of the organization in unproductive organizational slack, or undeserved economic rents. More ambitiously, we imagine that the governors of the organization will not only be motivated and able to achieve efficiency in currently defined purposes of the organizations, but also that they will have incentives to search for and explore higher value uses of the assets of the organization as the environment around them changes, or becomes more diverse, or some combination of the two. In short, we have the idea that the governance of organizations should be constructed to produce economy efficiency, as well as right relationships between the organization and the society at large, and between the organization and the specific individuals with whom it carries out transactions (investors, customers, donors, clients, citizens, employees or workers). We, as the society, need some agent in control of these assets to be relied upon to ensure that the collective entity does the right thing, as well as the efficient and effective thing.
4) Many organizations that reach a certain size and scale operate in ways that cause them to come into relationships with individuals who live in many different locations. Many organizations that reach a certain size and scale also have concentrations of activity in many different locations. They have the fund-raising efforts reaching individuals across the globe, and the activity designed to achieve this result distributed across offices located in different locations. They have their production and assembly capacities similarly distributed across space. The outputs they deliver in the form of products and services reach individuals and/or affect conditions in many different parts of the world. In short, although the organizations are viewed as coherent and unified (both in the functional sense that they are implicitly engaged in an functionally interdependent system that mobilizes resources, deploys them in productive activities, and produces effects in the world, and in the sense that they are bound together within an institutional framework that gives a guiding intelligence a chance to try to smooth out these functional interdependencies through the use of authority over the operations), the functional and structural system that the organization represents and controls is widely distributed across space, and often across governmental boundaries.

5) The larger and more geographically dispersed an enterprise, the greater is the practical challenge of causing that enterprise to act in a coherent way. There are numerous technical challenges associated with developing appropriate information and control systems that will build either a one way or two way flow of information that will lead to efficient and coherent operations even if the structure of authority and control (the character and coherence of the “principal”) remains unambiguous.  So, while we have it is a legal and economic ideal that organizations be centralized under the authority and control of a governing process that is united, and accountable, and intelligent, the reality is often very different. Individuals come into organizations guided by their own interests and their own ideas. The organization’s control over those individuals is quite imperfect. Therefore, the organization reflects those different ideas as well as its own. 

6) In many respects, we treat the “vulnerability” of organizations to individuals that have to be drawn into a working relationship with the organization as a good thing. We like the fact that organizations have to compete for investors and customers, and employees because that makes the organizations responsive to individuals who have rights vis-à-vis the organization, and whose satisfaction constitutes part of the economic and social welfare raison d’etre of the organization. But often we view the vulnerability of the organization to its own employees as a problem that is to be managed by effective organizational governance: we want the actions of the organization to reflect the purposes of the governing enterprise. Otherwise, we cannot call it to account; nor do we imagine that is being most efficient in the use of its resources.

7) Given the emphasis we give to trying to generate coherence, efficiency, and accountability in organizational action, and given the importance we attach to unified, centralized authority as a necessary and perhaps sufficient condition for achieving these goals, it seems surprising that some organizations would choose, and that the society would allow them, to further divide governing authority and effective executive influence. Yet, in many respects, that is precisely what a federated organization does. It breaks the unified chain of command within an organization by inserting into the middle of the organization a separate locus of governing authority that can make claims not only on how an organization pursues its broader purposes, but also on what those purposes should be. It creates an alternative “arbiter of value,” and an alternative source of “authoritative guidance” within the structure of the organization.

8) Of course, this perspective is from the top down, starting with an assumption that the right or best way to set up the collective enterprise is with a coherent, unified structure of authority (an uncontestable proposition in business environments, but routinely rejected in governmental bodies!). If, as an alternative, we began with a bottom up perspective, with individuals who had smaller or more local organizations, committed to purposes that were fairly closely aligned, then the idea that we might aggregate up to some larger capacity to act by forming a “federation” rather than simply a “continuing association” or a  “temporary collaboration or coalition” would seem to make more sense. After all, the US of America formed itself as a federal republic at least in part because the central state did not exist at that time, and there was no way that a deal could be made among the various states that they would cede significant powers to the nation. It took a civil war almost a century later to (partially) establish the central state. So, it may be that federated structures don’t make sense when the alternative is a wholly unified structure, but that they make a great deal of sense when the practical alternative is continuing struggle, or nothing more than temporary, ad hoc coalitions. Which is actually available to societies at particular moments for particular purposes will be importantly influenced by the particularities of their histories – not by the theoretical aspirations of the law or the economy. 

9) But let’s consider the potential virtues of a federated, multi-owned, multi-governed organization above and beyond the fact that this might be the best one could do in reaping the advantages of scale in a world that did not start from the top down with the appropriate scale, but was instead building itself up from local initiatives of one kind or another. 

10) One important virtue of a multiply governed organization is that it may create the potential to draw into the organization resources that would not otherwise be available to the organization. Perhaps talented people with initiative would prefer to create their own organizations rather than work as a mid-level bureaucrat in an existing organization. If that were true, offering an organizational form in which local organizations could continue to be entrepreneurial might attract to the organization a different group of leaders/employees than would be true in a more centralized, bureaucratic organization. Another possibility is that individual donors/volunteers/investors/customers prefer to give to local initiatives rather than to larger scale efforts. Their community – the one they feel most connected to – is a local community, not a state, or national, or international community. Thus, creating partially autonomous local units draws more money into the organization as well as a different group of people. So, think of the governance structure as part of a resource mobilization effort – or at least something that has an effect on the organization’s capacity to mobilize resources as well as on its ability to direct and guide resources to desired organization wide objectives. It might be worth it to have a little “inefficiency” with respect to the pursuit of organization wide objectives if the inefficiency judged from the center generates more resources that the inefficient board structure costs.

11) Another important possibility is that, instead of reducing efficiency, the distributed governance system actually improves the efficiency of the organizations operations – not by generating more revenues, but by enhancing the value of what is produced with the resources. There are several different ideas here. One is that the local boards know better what is needed in local areas, and so they can better shape the organization wide effort to the needs of the local domains. (This is essentially an argument about the heterogeneity of local needs, and the importance of reflecting that heterogeneity in what is delivered to local domains). A second idea is that local boards may have different ideas not only about purposes, but also about means. Sometimes the different means might be well calculated to take advantage of local capacities (as opposed to local needs). Other times, it might just be that a person at the local level has an innovative idea that is not known to the Center. Or, it could be a combination of all three. The point is that efficiency might be enhanced by local adjustments – either because they respond well to heterogeneity of need, or because they respond well to heterogeneity of capacity, or because they invent something new that works not only in the local circumstances, but also for the broader purposes of the organization as well. All of these ideas say that partially distributing governance and control over the use of organization assets can increase the organizations efficiency rather than reduce it. We could call this idea the “economies of heterogeneity in need and capacity” to go along with the ideas of economies of scope and scale (which tend to suggest a more unitary idea of the organization.)

12) A third idea, closely related to the above, is that federated organizations might be able to produce greater overall legitimacy for an organization as well as more money, and more efficient delivery systems. By legitimacy, I mean the general reputation of the organization with those stakeholders who are affected by the organization, or in whose jurisdiction (or more broadly, sphere of influence) the organization is operating. It is now taken for granted that organizations have to generate a “license to operate” in particular areas, for particular purposes, and that they have to generate this license to operate from securing the tacit consent of those who are in a position to prevent the organization from operating. In many cases, organizations might need both more and a different kind of support from local communities, governments, or the public at large than simply tolerance. They may need more active support to achieve their operational goals. To generate this kind of support, they may need to curry favor with particular groups. One way to accomplish that goal is to make their organizations at least transparent and responsive to these outside groups. That will allow these groups to become important players in demanding accountability from the organization, and in that respect, important parts of the informal, effective governance system of the organization. But one could go farther and invite such groups to participate in the formal structure of the organization. That is, one could invite labor union members to serve on the national board, or one could invite government officials and local civic leaders to serve on the board of federated charitable organization at the local level. The effect here would be not only one that affected the distribution of power over the use of the organization’s assets (with potentially inefficient consequences for the organization’s overall purposes), but it would also help make the organization more responsive to their concerns (potentially increasing the efficiency of the organization if efficiency included satisfying those valued objectives), and more legitimate in the eyes of those whose voices were now heard in the formal governing processes of the organization as well as through the more informal mechanisms of transparency or occasional consultations. 
13) This suggests that there may be no right, general answer to the issue of who best to structure the governance of a given organization. To think that we ought to all the time and everywhere seeking to construct governance systems that emphasize central authority and control at the expense of decentralized resource mobilization, responsiveness, innovativeness, and local legitimacy might be to make a serious strategic error.  Much will depend on the strategic situation facing a particular organization.

14) One last point: all the discussion above was (to no small degree) predicated on the idea that we were looking primarily at service producing organizations, where our principal concerns tend to focus on the efficiency with which material assets get deployed in producing and delivering goods and services. Much changes when we look at organizations that are political organizations (in whole or in part) that seek to represent the interests and concerns of a particular group of individuals to the government, or to the international community. Much changes again when we look at organizations which are primarily organizations designed to promote identity and fellowship – not necessarily to produce goods or services, or to make political representations of collective interests. I the case of these organizations, there is much more reason to be interested in more decentralized organizational governance systems than in service producing and delivering organizations.  

