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Everyone is in favor of the idea that organizations ought to be accountable.


They like that idea as something that would be good in itself – that would be consistent 
an organization having a right relationship to those who have made contributions to the 
organization, or who are affected by what the organization does.


They are also in favor of this idea because they believe that accountability improves the 
performance of organizations – organizations that know they have to give an account of 
what they have done or accomplished are more likely to stay focused on producing those 
results than organizations that are left unaccountable.


The first is a kind of principled moral claim – justified and evaluated by some notion of 
who may justly call an organization to account. The second is a kind of behavioral claim 
that certain structures and processes of accountability will shape the conduct of an 
organization

The general idea that organizations should be “accountable” is uncontestable. But it leaves open the important question of to who organizations should be accountable, and for what aspects of their performance. And it is here that many important issues arise about the idea of accountability. Let’s think about the kind of accountability that characterizes government organizations, private for profit organizations, and nonprofit organizations.


Government Bureau


Independent Government Agency


Government Authority


Privately Owned For Profit Organization

Public Corporation


NonProfit Service Delivery Organization


NonProfit Political Organization


NonProfit Membership Organization

One way to think generally about the idea of accountability across these different kinds of organizations is to begin with the commonplace idea that all organizations have “stakeholders.” What it means to be a stakeholder is to have some interest in what the organization does. That interest can be more or less broad – focusing on all or only some aspects of an organization’s performance. It can be focused on what the organization produces, or on how it produces those things. It can be broadly public spirited or narrowly self-interested. What is interesting about starting with stakeholders is that each of them has some interest in calling the organization to account – ideally, to them and for their particular interests. Thus, stakeholders can also be viewed as “accountability agents” and the interests they have and the sanctions they can impose on organizations some of the important active ingredients in generating demands for accountability to which an organization will have to respond in some way. The responses the organization makes will be at least in part determined by the organization’s expectations of how the stakeholders/accountability agents will react to what they do – whether they will be delighted, and offer support; or whether they will be indignant, and do what they can to injure the organization. 


While all stakeholders might have an interest in seeking to influence what organizations do, and in calling them to account for their performance with respect to the degree to which the organization satisfies their interests, and while that creates a behaviorally powerful accountability system to which an organization has to respond, the society as a whole often steps in to try to order these different claims on the organization. It does so because it thinks that some of these stakeholders have more right to make claims on the performance of the organization than others. It also does so because it thinks that making the organization relatively more accountable to some of these agents than others will improve the overall social performance of the organization. (This distinction mirrors the distinction made above between our interest in accountability as a way of enforcing “right relationships” between an organization and those affected by its actions; and as a way of motivating or compelling good performance by the organization.)

Broadly speaking, society as a whole (acting initially through government, but then necessarily through some combination of private and public action) shapes the system of accountability faced by an organization in at least four different ways: 


First, through law, it grants or withholds legal rights that allow stakeholders to demand accountability to them and their particular interests. The particular form of this is that the state grants or withholds the legal right to an agent to sue the organization on particular grounds. The more general form is that the state, acting through law, creates liabilities for organizational actions, and then gives certain actors standing to impose obligations associated with these liabilities on organizations. 


Second, again acting through law, it can require organizations to report information about their activities and effects. To the degree that such requirements arm stakeholders/accountability agents in pressing their claims against an organization, they may importantly influence the demands for accountability that are brought to bear on an organization. Not that this effect does not necessarily depend on the stakeholder/accountability agent having a recognized legal right to press his claim against an organization. It is enough that the stakeholder/accountability agent have some sanction it can wield vis-à-vis the organization that will force the organization to pay attention to what the stakeholder/accountability agent wants. In that case, prudent judgment made by the organization will cause it to respond to the demands of the accountability agent even if the agent is given no particular legal right or power to press its claims in publicly financed courts that rely on the authority of the state to settle disputes.


Third, the government is often used by society to make particular substantive demands on organizations that are thought to be in the general public interest (and something that society as a whole could fairly demand from organizations without unjustly constraining their actions, or interfering with their ability to produce attractive social results). Thus, society as a whole, acting collectively through government, becomes an important stakeholder of organizations within the jurisdiction of the state. It expresses its demands for accountability not only by trying to establish right relationships between stakeholders and organizations, but also by developing and enforcing direct substantive regulations designed to ensure that organizations do not do bad things, and do do good things as they use their assets, and produce results: that organizations not pollute the environment, not expose workers to unsafe conditions, not discriminate in hiring, and so on. 


Fourth, government, acting through society, can seek to influence the accountability and performance of organizations, by having rules that prescribe certain structures and processes of  governance on an organization. The firm level structures and processes of governance are important in shaping the accountability (and therefore, we assume, the integrity and performance of the organization) for two somewhat different reasons. 


On one hand, society is depending on the particular structures and processes of governance to allow external agents to make claims against the firm. There has to be some concrete individual or group who is answerable to those how can legitimately and practically make demands on the organization, and some process that identifies who those individuals are, and helps them exercise influence over the operations of the firm by legitimating their authority over and responsibility for the actions of the organization. Without some explicit governing structure and process that establishes the internal authority of particular persons to deploy the assets of the organizations, and fixes responsibility on them for the actions of the firm, the firm cannot be held accountable to any external actor – whether private without legal claim, private with legal claim, or governmental. 


On the other, society is depending on the particular structures and processes at the firm level to impose accountability within the firm, and ensure that the announced purposes of the organization are pursued with integrity and efficiency. While the dominant concern of those who govern and manage at the firm level could be seen primarily in terms of assuring the efficient performance of the organization in pursuit of its established purposes, it is important to note that firm level governance might also be concerned about the maintenance of right relationships with those who are both internal to and external to the firm. For example, even in a standard picture of a producing organization that is delivering goods and services through the use of human employees, a firm might want to ensure right relationships with its employees as a matter of both law and prudence. Similarly, such a firm might want to protect right relationships with both investors and customers as a matter of law and prudence. Law and prudence line up to require the governors of an organization to protect relationships with key stakeholders. The situation becomes a bit more complex, however, if one is looking at organizations in which particular individuals associated with the organization have many different roles. Consider, for example, a fraternal organization, or a political association, or a church. These organizations often have a membership structure rather than an owner, employee, customer structure. In a membership structure, particular individuals within the organization are, as a structural and functional matter, apt to be simultaneously owners, employees, and clients of the organization. The structure of the organization does not put individuals in particular roles outside the organization and others inside the organization. They are all within the organization – simultaneously subject to the authority of the organization as well as the author of the organization, and to providing resources as well as benefiting from the resources of the organization. Organizations of these types, then, will have much different structures and processes of firm level governance than producing organizations. And they will choose those different structures and processes of governance partly with an idea to what kinds of powers seem just and fair to give to members of the organization, and partly with an idea about what structures and processes of governance will prove to be functionally successful in operating the organization.


Often, government seeks to solve the problem of accountability and performance not by empowering external stakeholders to press claims on organizations, and not through direct substantive regulation of the activities and outputs of the organization, but instead by shaping the firm level governance structures and processes of the firm. If the governance of a firm could be constructed in a way that would naturally insist on socially desirable performance from the organization, then the government would not have to worry too much about further action. It could rely on the structure and processes of governance (often the board) of the organization to do the work of ensuring integrity and efficiency. And it is this idea that has guided both existing laws guiding the establishment of particular kinds of organizations, and many efforts at reform. If we can regulate and specify firm level governance structures and processes, all the rest will take care of itself, or at least be facilitated. Society, in its efforts to get the most from organized activity, will have the governors of those organizations as its faithful agent. Unfortunately, it has proven difficult to find the magic formula that ensures that a particular structure or process of governance will produce faithful performance. And, for many other reasons, the state has been reluctant to impose very many particular requirements on organizations to embrace particular structures and processes. So, the effort to solve the issue of social accountability of organizations exclusively through instruments that shape the governance of firms has not been successful. The other efforts to shape the accountability system that surrounds organizations – granting formal powers to external stakeholders to make claims on organizations, arming stakeholders with information that allows them to press their intra legal and extra legal claims against the organization, and directly regulating the conduct of organizations to ensure they act in the public interest – have remained important parts of society’s tool kit for ensuring right relations and good performance from the organizations that appear in its midst. 


These abstractions could be illustrated well by thinking about a private business firm and its relationship to its employees. We begin with the idea of a privately owned firm making products and services for customers. It finances itself with capital raised in capital markets, and through sales of its products and services to customers. It produces those products and services through the labor of its employees. The employees are bound to the firm by their interest in having a job, and a contract that establishes the relationship between the workers and the firm. 


It is obvious, I think, that employees are important stakeholders of a firm. It is a bit less obvious that they are accountability agents in the sense that they can demand accountability from the firm to meet their demands. This seems less obvious because we often think of accountability in terms of a relationship between a principal on one hand and an agent on the other, and we do not usually think of the employees as the principal of the firm, and the owners and management as the agents of the employees. But it is nonetheless true that employees can hold firms to account for protecting some of their interests in the way that the firm operates. It is worth noting that this ability to impose demands on firms, and call them to account, begins with the inalienable right of potential employees to withhold their labor from a firm. They cannot be coerced to work for a firm. They have to agree. And in order to agree, they have to get something they want from the firm. Of course, how much they can demand will depend on their bargaining power. And there are many circumstances where the bargaining power of individual employees is sufficiently week that the claims that workers can make on firms is very limited indeed. But it remains true that the ability of labor to make demands on firms begins with the fact that they do not have to give their labor to the firm. 


This basic power, rooted in individual liberty, has, over time, been supplemented by additional powers, enacted in law, that give workers additional claims on the firms for which they work. Basic criminal law gives workers rights to defend themselves against assaults and theft by employers. Basic tort law gives them a right of action for injuries they sustain on the job that occurred as a consequence of employer negligence or malice. But beyond these very general legal structures designed to provide protection of individuals from the misconduct of other individuals in all kinds of relationships, some laws have developed that are special to the relationship of employer and employee. Importantly, some of these laws have been of the type that are designed to re-structure the accountability relationship between an organization and its stakeholders. When workers were given the right to organize themselves into unions and bargain collectively with companies for wages, the basic structure of accountability agents for firms was altered. A new stakeholder was authorized to come into existence – the union; and was granted special legal rights to press its claims against the firm. Other laws sought to outlaw discrimination, and to force firms to provide information about their hiring practices. Still other laws were passed that established substantive rules requiring employees to produce certain conditions in the workplace that were regarded as safe and healthy. 

Thus, over time, the system of accountability that structured the relationship between commercial firms and their employees was altered through the different kinds of state interventions described above. Some changed the legal rights of the stakeholders to press their claims. Some armed the stakeholders with information. Some imposed substantive requirements on firms to produce results that were consistent with the stakeholder’s interests. The net result, presumably, is that the activities of the firm edged over towards more satisfaction of worker’s interests. They got higher wages, more job security, and safer conditions. These benefits may well have come at the expense of other important attributes of the firm’s performance such as higher financial returns to shareholders, or lower prices to customers. Society as a whole can view these changes as desirable either because they advanced the cause of justice by equalizing the power relationships between owners and employees, or because they improved the overall social output of the firm by viewing the firm’s treatment of employees as an important part of their overall contribution to the welfare of society. Alternatively, society could view these changes in the structures of accountability as an unjust intrusion on the rights of employers and individual employees to bargain with one another as individuals, and as something that reduced the efficiency of firms by giving workers a special claim on the assets of a firm at the expense of customers and shareholders. 


This example reveals not only the different forms that accountability could take, but also the possibility that whether there is an appropriate kind and degree of accountability of a firm may depend a great deal on what one thinks is fair, and what particular interests ought to be included when we think about whether a particular set of social arrangements are efficient in meeting human desires or not. While we are all accustomed to thinking that the important interests to be satisfied in a liberal society are those of individual consumers, and that the interests of both shareholders and workers ought to be disciplined by competitive market mechanisms to ensure that the interests of consumers are maximized in the economy, it is not at all obvious why a society as a whole should treat the satisfactions gained by an individual as a consumer should be more important than the satisfactions that one gains as a worker; and that consumer satisfaction should be maximized over labor satisfaction as a social goal. I don’t mean to start an ideological war, or to hold out a vision of a worker’s paradise in which consumers suffered while workers luxuriated. I only mean to suggest that any particular structure of accountability established in a society between an organization, its stakeholders, and society at large acting through the state in its indirect and direct regulatory role, will have to be evaluated in normative terms that open up both the question of what we mean by efficiency, and what we mean by just, fair, or right relationships within the society.

Setting all that difficult business aside, let’s return to the more immediate and practical concerns. We have talked a bit about what might be viewed as the instruments of increasing or decreasing or restructuring the system of accountability. And we have alluded to the goals of accountability. But we have not yet been explicit about the goals of we have in mind in establishing or more accurately, restructuring an already existing accountability system. A useful way of thinking about this is in three categories: guard against theft and corruption, assure efficient and effective performance in existing missions; find the highest value use of the asset that is held within the organization.

These different targets are important for the simple reason that some of these targets are easy to hit and some are hard. Some require one kind of instrument; others require different instruments. Those of us who are in looked to establish and operate systems of accountability that can assure organizational integrity and enhance organizational performance have to understand the difference among, and the relationships between the different kinds of performance targets, and the different kinds of instruments we can deploy.
