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Introduction


At a recent meeting of CEO’s of international business firms, conversation focused on the  nettlesome problems that International Non-Governmental Organizations (INGO’s) posed for international business. “We seem to be at the mercy of any three kooks with a fax machine,” one frustrated CEO complained. “These groups can tie us up in knots for no good reason.” Others nodded in agreement. They then turned to one of the authors hoping he might help them understand the sources and nature of this emerging challenge to international business.

The discussion began with a question about whether any real threat could come from “three kooks a fax machine.” It did seem decidedly odd that a major international corporation with enormous capacity to do good (or harm) could be stymied by so flimsy an obstacle. And the group quickly agreed that if the threat were really limited to the three kooks and a fax machine, then there would be little to concern themselves about. The real threat came not from the three kooks, but from the fact that a much larger audience and more influential audience might be listening; further, that the three kooks might have something credible to say about how a given corporation was, in fact, sacrificing some value judged to be important by the wider human society. If the three kooks had a just cause, and at the ends of the fax machine was a latent political constituency that could be mobilized to demand that a company not pursue its plans without further consideration of particular issues, or further consultation with particular groups, then those three kooks with their fax machine could become an important practical, legal, and moral challenge to the legitimacy of the firm and the execution of its strategy. 

Once it became clear that the real threat to business was the capacity of three kooks and a fax machine to mobilize efforts to undermine the social legitimacy of a company’s past, current, or (planned) future conduct, three important issues arose that seemed to require a change in the way that CEO’s, and particularly those operating internationally, and in so-called “emerging  markets,” or seeking the “gold at the bottom of the pyramid thought about their environment. The first is whether and how these businesses might have to adjust their strategy models to accommodate what could be described as the competitive struggle for social legitimacy as well as for position in economic markets. The second is to re-consider what business might have at stake in the performance of government when it begins to face the challenge of legitimating itself in a competitive market. The third is to consider how businesses might find mechanisms beyond government that could help them legitimate their activities, and thus come to a new understanding of why they might need to make serious commitments to the development of credible measures of performance that focus on social performance and their responsiveness to social concerns as well as the best way to meet their obligations to shareholders. These issues become particularly important in a world in which business has volunteered to help solve society’s problems, and society is now waiting to see whether it will deliver.
Social Legitimacy as a Strategic Issue

For the most part, business strategy models do not accord much importance or direct much CEO attention to the task of building the social legitimacy of a firm. A business’ “license to operate” is largely taken for granted -- part of the background conditions against which important strategic choices are made. The social legitimacy of business is thought to be solidly rooted in widespread support for the protection of individual property rights as an inalienable human right, and in the belief (supported by empirical evidence) that businesses – forced to operate in the context of free, competitive markets – will end up producing a great deal of economic progress for consumers, workers, and investors. While spectacular failures of firms to meet legally established and widely established social obligations have created crises for individual firms, and shaken social confidence in business in general, the issue of sustaining a firm’s social legitimacy has not been seen as consistently important enough to be singled out as an important aspect of a firm’s strategy.


This stands as an interesting contrast to strategy models that have been created for non-profit and government organizations. In some of these models, the question of exactly how an organization will build legitimacy and support for its continued existence, and specific aspects of its operations, takes center stage. The reason is, at least in part, that both non-profit and government organizations earn the revenues they need to sustain operations not only by selling products and services to their “customers,” but also by making appeals to “third party payers” – donors and contributors in the case of nonprofit organizations, citizens and taxpayers (represented by elected officials) in the case of government agencies. Thus, practical concerns for survival – for sustaining a flow of material resources to the organization – force both non-profit and government organizations to pay attention not only to the customer/clients they encounter down-stream in the production process, but also to the donors and taxpayers whom the organizations meet upstream in the production process when they ask these individuals to pay for the production of the goods and services distributed downstream to customer/clients. 


The fact that these organizations have to make appeals to “third party payers” to raise funds to stay in business has another important implication: namely, that in seeking to inspire donations, or to justify tax levies, the organizations have to be able to claim that they are producing something of social as well as individual value. That social value might be contained in nothing more than the enhanced well-being of the organization’s clients – the famine victim who gets food, the talented immigrant who wins a scholarship to a college, the gravely ill 60 year old who is provided with weekly dialysis. But often the claim that pries the money from third party payers goes beyond a simple principle of beneficence – it depends as well on a shared idea of what we owe to one another – a substantive idea of social justice. Of course, we can all have our own ideas about social justice, and act on them in different ways including making individual private contributions to worthy causes, or organizing ourselves into voluntary collective associations to share the burden of advancing worth causes, or organizing ourselves into political advocacy groups that seek to use the powers of government to advance particular conceptions of justice. But some of these ideas of social justice are widely shared, and become not only the idiosyncratic ideas of a few, but instead become powerful social norms that unite large numbers of individuals in making similar judgments about social conditions, or the actions of particular social agents. Some of these norms become codified in laws, with many private individuals already mobilized to act as enforcers.

To the degree that the third party payers – both donors and governments – are animated and guided by shared social norms, one could say that their willingness to support a particular nonprofit or government agency is influenced by the social legitimacy of the purpose or goal that the organization is pursuing, as well as the reputation of the organization in pursuing that cause. It derives its legitimacy and support from both the attractiveness of its purposes and its competence in pursuit of that purpose. That legitimacy, in turn guarantees not only that the organization will be given the room to operate (it will be socially authorized); it will also attract material resources that enable it to achieve the desired goals from third party payers. Given the importance of maintaining the support of third party payers, and the importance of social norms that give particular organizational purposes the kind of social legitimacy that mobilizes private donors and justifies the use of government power, it is not surprising that nonprofit and government organizations would focus strategic attention on actions required to build their legitimacy and support. This issue is as urgent to nonprofit and government agencies as the issue of how best to build brand loyalty among customers is to a private, commercial enterprise. 
The key difference is that nonprofits and government agencies focus on building legitimacy and support from those who are being asked to make contributions to the welfare of others rather than themselves. Further, that the appeal they make is to some aspiration of these donors or citizens to see benefits delivered to those who need them but cannot pay, or to create some desirable aggregate conditions in society as a whole that correspond to their visions of a good or just society. They build their legitimacy and support by offering to produce something of social or public value – something that is particularly valuable to the poor or oppressed, or something that will be particularly valuable for the society over the long run even if it is not recognized now, or something that is valuable to society but will not automatically generate a revenue stream from customers able and willing to pay for the proffered good or service.

Once one sees that nonprofits and government organizations might need to be particularly concerned about building their legitimacy and support among upstream authorizers of their activity, and third party payers, a comparison with private commercial business becomes more interesting. Put bluntly: why does business not focus strategic attention on building its firm specific social legitimacy? One answer to that question is to note that commercial enterprises need not focus special attention on building their legitimacy and support for the simple reason that they get a huge amount of social legitimacy and material support by doing nothing more than carrying out their routine operations: namely, by producing goods and services that individual customers want to buy. When a business is challenged to justify the use of scarce human and material resources to produce things that seem somewhat trivial such as lemon-scented furniture polish or pet rocks, they can deliver a strong normative response: namely, that, silly as such things might seem, individuals seem to value them. We know that individuals do value these apparently trivial objects because they are willing to pay for them. If we think that at least part of the goal of a society should be to satisfy individual human desires, then we have to conclude that making lemon-scented furniture polish and pet rocks is a value creating activity. In essence, the whole, powerful normative story of the value of free markets, and the business firms that populate such markets, is built on the idea that individual consumers making choices about what to buy provide not only the financial wherewithal, but also the social justification for a firm exist and to sustain its operations. 


If that were the end of the story, however, one would find it hard to explain the behavior of many commercial firms. Most firms, for example, have a chief counsel’s office (or a law firm on retainer to help it understand and meet its legal obligations). Most firms also have a government affairs office to keep it appraised of government policy initiatives that could affect the business positively or negatively, and to seek to influence the course of political debate. Most firms also have a corporate public affairs staff – often kept somewhat separate from its marketing unit – that seeks to protect the general reputation of the firm and its brand. Most firms have both community relations units and charitable foundations who are assigned to protect the firm’s standing with the local communities within which it is operating. If all of the firm’s concerns about its legitimacy were resolved by its success in the marketplace, then presumably none of this expensive overhead apparatus would be necessary. The fact that it routinely exists suggests that experienced CEO’s have learned from hard experience that they face a legitimacy gap that is not entirely filled by their market place success. And it is this legitimacy gap that they are counting on these overhead operations to fill. 


At this point, it is important to recall a fundamental debate between the “shareholder view” of corporate strategy on one hand, and the “stakeholder view” on the other. Essentially, this debate boils down to one critical issue: to whom does a commercial enterprise owe its primary accountability? The “shareholder view” sees the shareholders and their (presumed) interest in maximizing long run financial returns of the firm as the single most important stakeholder to be satisfied. It reaches this conclusion partly on the basis of a legal theory which establishes a fiduciary relationship between the shareholders of a firm on one hand, and the Board and CEO on the other. This legal theory creates a moral and legal (as well as practical) reason for Boards and CEO’s to want to meet shareholder demands for long run financial returns. But the shareholder view is also supported by an economic argument that claims that the desire of the residual owner of the firm (the shareholders) to make long run financial returns creates strong incentives for the Board and the CEO not only to scour the firm’s operations for cost efficiencies (that will in the short run benefit shareholders and in the long run benefit us all), but also to search for the highest value use of the firm’s assets by re-positioning the firm in its competitive environment. 

The “stakeholder view” of corporate strategy, in contrast, lists a much larger group of actors to whose desires it is thought Boards and CEO’s should be responsive. That list, like the shareholder list, begins with shareholders at the top of the hierarchy. But it quickly goes on to identify other key economic actors who must be recruited to contribute assets and energy to the success of the firm. This extended list of economic stakeholders starts with customers, but also directs attention to employees, and often reaches out to suppliers of the firm. And the list of stakeholders does not stop with only these economic stakeholders; it extends to another group of stakeholders that seem to be important because they seem to have some capacity to make claims on the firm’s assets, or some power over the firm’s capacity to pursue its chosen strategy. We could, perhaps, call that group of stakeholders the political stakeholders of the firm, who play some important role in authorizing the firm to operate in a particular way. That additional group typically includes the government, the local communities in which a firm is operating, and the public as a whole that is also watching and judging the firm’s operations. 

Most accounts of the stakeholder approach do not formally distinguish between what we have described as the economic stakeholders on one hand, and the political stakeholders on the other. But the distinction seems important in this context for essentially three reasons. 
First, it often seems that experienced CEO’s will draw a kind of mental line that puts the economic stakeholders – investors, customers, employees, and suppliers – above the line; and the political stakeholders – government, local communities, general public – below the line. It is as though they understand and accept the right of the economic stakeholders to make claims on the business enterprise. The firm could not function without the support of these stakeholders, and they make real material contributions to the success of the firm. 
In contrast, the stakeholders below this line seem to want to make claims on the firm. They want to claim some of the firm’s assets for their purposes. They want to be able to ask about the firm’s plans, and discuss those plans with the Board and CEO. And they make these claims without really contributing anything material to the firm’s work. In these respects, they often seem more like extortionists than contributors to the firm. While CEO’s might feel like they have to give these political stakeholders some attention, and if necessary, accommodate their demands for legal or practical reasons, they tend to do so somewhat grudgingly, and see in their response to these stakeholders, at least a distraction, perhaps even a violation of the basic economic purposes that provide their most fundamental raison d’etre. 


Second, one can quickly see that the particular staff offices that have typically developed within a firm correspond quite closely to the need to be engaged with and responsive to these political, authorizing stakeholders. Both corporate counsel and government affairs offices have significant responsibilities for managing the firm’s relationship to government. The community relations and corporate foundation are often expected to make significant contributions to the legitimacy and support that a firm enjoys with local communities. The corporate public affairs unit exists to manage, and ideally enhance, the general reputation of the corporation with the general community, and the news media.

Note that if we are correct in suggesting that CEO’s tend to distinguish between the economic stakeholders that one must seek to satisfy on one hand, and the political authorizing stakeholders on the other, and to give less standing to the political authorizing stakeholders in their moral imagination about those to whom they owe some significant degree of accountability and responsiveness, then that might go some of the way towards explaining why corporate strategy models do not typically include the challenge of building firm specific legitimacy. Even though business firms spend money that could otherwise go to bolster shareholders returns on overhead operations designed to build legitimacy and support, they have not made room in their strategic models for building firm-specific legitimacy beyond the legitimacy that comes from performing their economic function well. They do not seem to want to give any real standing to the rights of these political stakeholders to press their claims on the firm.


The important question here, however, is whether CEO’s in general, and particularly those operating in environments that expose them particularly to demands from governments, local communities, and society at large,  should overcome these inhibitions, and come to see that the cultivation of social legitimacy and support is an important part of competitive strategy, and if so, why. Again, this discussion parallels the discussion between the shareholder and the stakeholder views of corporate strategy. 
The stakeholder view of corporate strategy argues that corporate strategies have to find a sustainable deal among all the firm’s stakeholders. One reason for this conclusion is that this is the only or the best way to accomplish the goal of maximizing the long run wealth of shareholders. If the company tries, in the short run, to take too much of the value it creates out of the hands of customers (by charging lower prices), or out of the hands of employees (by paying lower wages), or from suppliers (by engaging in hard bargaining tactics, and exploiting errors that suppliers make in their negotiations), to deliver the maximum value to shareholders, then the deal that holds the enterprise together will become frayed or fall apart, and future income and current equity will be sacrificed. In essence, in this conception, the firm is seen as having a moral and legal duty only to its shareholders; but that the faithful exercise of those duties, as a practical matter, requires that CEO’s take account of the practical capacity of all the other stakeholders to defeat the purpose of the enterprise unless their concerns are taken into account. CEO’s are only prudentially, not legally or morally bound, to concern themselves with the interests of stakeholders other than shareholders.


A different reason for concluding that stakeholders other than shareholders have to be taken into account in setting corporate strategy is that the firm has duties to these stakeholders that are at least parallel, and in some sense equal to the duties to the shareholder. In this conception, CEO’s have some kind of moral or legal accountability to all the stakeholders of the firm, not just the shareholders. Sometimes they will be duty bound to deliver some of the value that the firm can produce for shareholders to customers, to workers, or even to satisfy the government, the local community, and the society at large that they are acting in a socially responsible (therefore socially legitimate) way. 


Fortunately, most CEO’s most of the time do not have to permanently and decisively resolve the question of whether they are beholden only to shareholders or to stakeholders as well; nor whether their reasons for taking the concerns of stakeholders other than shareholders into account are based primarily on their moral and legal duties to shareholders (that require them to take into account the continued willingness of other stakeholders to sustain the enterprise), or the view that they have moral, legal, or practical obligations to these other stakeholders that exist independently of their obligations to shareholders. Their question is usually a less philosophical one: namely, to what degree and in what way do I need to position my firm not only to attract the economic support of my economic stakeholders, but also to attract the political support of those in my political authorizing environment? To the degree they judge that (for some combination of practical, legal, and moral reasons) they must formulate their corporate strategy with an eye to the capacity of that strategy to attract legitimacy and support from their political authorizing environment as well as their financial backers and customers, they are acknowledging the strategic importance of building firm specific legitimacy and support from society and government as well as more traditional market actors. It is here that the question about building social legitimacy and support stops being only a matter of philosophy, and becomes an important matter of corporate strategy.
The Current Political Authorizing Environment of Commercial Enterprises  

When an INGO – three kooks and fax machine – show up in what we are calling the political authorizing environment of a given firm, it is tantamount to a change in the real behavioral system through which society demands accountability from a given commercial enterprise. CEO’s are accustomed to hearing and responding to demands for accountability from their shareholders, their customers, their employees, sometimes even their suppliers, They also know that they have to meet legal obligations to pay taxes, not lie to investors and customers, resist racial discrimination in hiring workers, and provide safe and healthy workplaces that society imposes on them as citizens of the society in which they are operating. But what seems a bit more uncertain is what they are supposed to do when someone previously unknown to them, raises an issue about their operations, or asks them to make some a contribution to a public problem that they have not caused, but might be able to help solve, or asks to be more regularly consulted by the firm. The challenge from the INGO represents an unexpected – and often unwelcome – change in the firm’s stakeholder environment. Someone knew has shown up. The strategic question, then, is what the dictates of law, prudence, or morality require of Boards and CEO’s facing this challenge. Should top management pay attention to the new demand for accountability? How much time and effort, and how much of the firm’s assets should be expended on responding to the new demand?


The answers to this question are both important and urgent because it seems likely that the political authorizing environments of firms – particularly those operating across international boundaries, and in developing markets, and who are trying to find the gold at the bottom of the pyramid – are becoming increasingly dynamic, heterogeneous and uncertain. There are essentially two reasons for this – one quite obvious, the other more subtle and potentially more important. 


The obvious reason that the political authorizing environment of firms is becoming more demanding and unpredictable is that communications technology has made it possible for minor local issues to become large global issues in the wink of an eye. We are now literally wired together in ways that have not been true in the past. The electronic connections make it possible for us all to know about and take an interest in conditions and events that once seemed far from our everyday concerns. And if some issue happens to touch a chord, the resonance around the world builds up very quickly and unpredictably. 


INGO’s who are interested in influencing conditions in the world even though they have no formal authority to do so, have discovered how to use the new media to build political pressure on particular organizations. Those organizations include not only governments, but also private commercial firms. They have learned how to make an issue of a firm’s conduct, and how to use that opening to demand and get concessions from firms to help them achieve their objectives. This seems like a permanent, new feature of a world that long ago became a global village, and is now developing a global civil society that allows the villagers to make moral claims on those who are affecting the quality of its individual and collective life. 


The less obvious reason that the political authorizing environment of firms has changed is that more of the civic/political energy mobilized by the INGO’s now focuses on individual business firms, rather than on government. Business has become the favorite whipping boy rather than government. 


In many ways, this is a predictable result of business’ success in gaining some degree of ascendance in its struggle with government, and it reveals a hidden and unexpected cost to business of weakening government. In the past, when a group of citizens judged some condition in society to be worthy of collective action – say, an AIDS epidemic, or a housing and sanitation crisis in a crowded city, or the release of toxic chemicals into the natural environment – they were inclined in the first instance to petition government to take some kind of action. The action could be regulatory activity that required firms and individuals to behave in ways that reduced the problem, or it could be financial support from government to those who were in a position to ameliorate the problem, or it could even be direct government operations to solve the problem. If the concerned citizens went directly to a business firm and asked it to take action on its own to deal with the problem, the firm often responded by acknowledging the legitimacy of the citizens concerns, but then suggesting that instead of petitioning the firm directly, they might want to take the matter up with the government. If government agreed with them that a particular condition deserved collective attention, then government would get back to business, and tell them, through new regulations or new tax policies, or by writing contracts with them, exactly what their role should be in society’s overall response to the social condition. That was often a sufficient response. It essentially said that the limits of corporate social responsibility for a given condition in society were fixed by government in law, and that they would do whatever the law required them to do. As to action above and beyond that, well, that would have to be taken under advisement. 


In the past, when concerned citizens could rely on a government that seemed open to their concerns, and capable of acting to address them, business’ suggestion that they take the issue up with government made some sense. Today, in an era that celebrates small government,  when government seems less willing to use its powers to address social conditions, and more inclined to rely on the private sector to deal important social problems, it makes less sense to concerned citizens – three kooks and a fax machine – to spend much time with government. They are unlikely even to get much of a hearing, let alone a powerful government intervention. It makes much more sense to go directly to business firms and make their case directly. They will knock on business’ door, and refuse to go away when business suggests that they take up the issue with government. Business may eventually have to call on government to help them make the concerned citizens go away. But that creates a serious public relations problem for a firm that wants to protect its reputation as a good citizen – interested not only in the limits of their social responsibilities, but also eager to make a useful contribution when they can to individual and social welfare. 

It also makes sense for the concerned citizens groups to “politicize” the market place. What we mean by politicizing the market place is not asking government to write new regulations that shape behavior in the market place; it is instead the use of mass media to mobilize individuals to bring their political goals and aspirations into their economic roles. In the past, individuals made a distinction between their economic roles and their political roles. In their economic role as a customer, they were interested primarily in finding the largest quantity and highest quality of products for their money. In their economic role as an employee, they were interested in finding the highest hourly wage and the safest and most pleasant working conditions. In their economic role as investor, they were interested in maximizing their long run financial return. In their political roles as voters, taxpayers, citizens, advocates, and lobbyists, they were interested in persuading government to embrace their views about what constituted a good, just, and fair society, and how such a thing might be created using the collectively owned powers of democratic government. 


Now, with government less open and less powerful than in the past, concerned citizens and the INGO’s that (more or less accurately and ably) represent their views, have started to ask individual citizens that they bring their political aspirations and views to their economic decisions. Instead of simply looking for the lowest cost and tastiest vegetables, they ought to demand vegetables that are grown in ecologically desirable places using ecologically desirable methods. Instead of looking only for the highest paying job, they should demand that their employers articulate and live up to important social values in what they produce and how they produce it. Instead of investing for cash returns, they should invest for some combination of cash returns and social returns in the form of less corporate misconduct and more corporate social responsibility. 


An important way to understand these trends is to see them as a continuation of the individualization and privatization of formerly government functions. What is happening here, however, is that social decisions about how business enterprises should be regulated both to prevent social harms and advance social goals, is being shifted from a collective political decision made through the institutions of representative government to the aggregate weight of individuals registering their political views through individual economic transactions. This creates a real regulatory pressure on business. When a business’ investors, customers, and employees all send a signal through their economic decisions that each of them individually, and all of them together want the company to pursue particular goals and behave in a particular way, that business will have strong economic reasons to become responsive to the (aggregated) individual aspirations. And the decision will be a collective one in the sense that it is only when a large number of individuals agree that their combined economic power will become significant. But what has been lost is the capacity to have any collective deliberation about where society’s interests as a whole lie. 

If it is true that INGOs find it easier than in the past to make an issue of a firm’s conduct, if they do so more often because they no longer find it useful to petition government, and if they can work effectively to politicize the economic marketplaces in which business firms are operating, then we think it is fair to predict that the volatile trends we see in the political authorizing environment of firms will continue into the future. This comes to many CEO’s as bad news since it adds a further element of uncertainty to their strategic situation. Even worse, it is one that few of them have prepared themselves to handle. As one of the CEO’s in the meeting on INGO’s plaintatively declared: 

“I was trained and developed to run a business. I know how to do that. I was not trained to take responsibility for the overall welfare of a community or a society. I don’t know how to do that. I don’t know how to evaluate the claims that come at me. I am not a legislator, or a politician, or a political philosopher. I can more or less figure out whether a particular group represents a threat to our business plan, and act in response to that. But I don’t know whether that has anything to do with the justice of their cause, or the depth of their need. I feel out of my depth when confronted by these groups.”


So, there is a sense in which the volatility of a firm’s political authorizing environment has emerged as a consequence of business’ success. Business thought that the demands that emerged from government in the form of new taxes, and new regulations were thought up by the government, and met no real social need. If government could be reduced, these demands would go away, and business would be freer to do its good work for society. The reality, however, was that the demands that emerged from government had political weight behind them. They were fueled by citizens’ political ideas of what a good and just society would do about particular conditions – including but not limited to their own sad plight. When government stopped being an effective vehicle for hearing and adjudicating among the different political demands, the political demands didn’t go away. They simply shifted their target. They came right at the institution that seemed to have the capacity to act, and had suggested that they would be able to act to fix society’s problems. Business lost the cover that it had when government was taking the responsibility for managing the political demands of citizens. They were forced to confront those demands directly, and to begin figuring out how to vet them. That, in turn, required them to think not only about their strategic interests, but also what might, in fact, turn out to be in the interests of the community. Necessarily, they became calculators of social and public as well as of private value.

Looking Ahead: Making an Effective Response to a Volatile Political Authorizing Environment


Looking ahead, CEO’s have to consider how they will manage the increasingly volatile risk in their “political authorizing environment” – and not just from the governments with whom they have been interacting for a long time. They will also have to face the risk from those who appoint themselves to guard the public interest, and have a significant, new capacity to mobilize political pressure to demand accountability from private commercial firms. These risks are likely to be particularly great for those commercial enterprises that operate in politically sensitive areas, and in countries where governments seem to have lost their legitimacy, and with that, their capacity to define and order the social demands on business in ways that are more stable and predictable. 


In fact, one of the important lessons that emerges from the current vulnerability of business enterprises to “three kooks and a fax machine” is that business benefits from the existence of governments that enjoy popular legitimacy, and that can hear and respond appropriately to political demands that grow up within and outside the countries within which business is operating. Without such a government, business may be have less protection than it needs from urgent political demands that focus specifically on business as the best or only possible solution to the problem that occasioned the political demand – whether that demand be to halt the disastrous spread of AIDS, or to relieve a crushing burden of poverty and crime that threatens the quality of social, economic, and political life in a country. Business may find itself unable to call on government to help it spread the burden of responding to urgent political demands with other social actors who are in a position to help solve the social problems. In short, to be successful, business needs a government that can take responsibility for the definition and pursuit of public values so that business can make its contribution to building a strong domestic economy. 

Going one step further along this same path, it may be that business could conceivably play an important role in strengthening a government’s capacity to deliberate about the problems facing the society, and how they might best be solved. If the government’s own legitimacy is shaky, if it has very limited financial and material resources, if it has limited administrative and technical capacities to organize an effective social response to threatening material conditions in the society, business may have a role to play in helping a society define and deal with its most urgent problems. 
Of course, we are all by now quite familiar with public/private partnerships. In some of these partnerships, government decides to contract with private business to produce results that the government has decided it wants to achieve. Business agrees to do so when it sees a large enough financial return, and a low enough risk to make doing business with government profitable. In other such partnerships, business offers to generate some urgently needed economic development in exchange the use of government’s power of eminent domain, or for tax breaks, or for special government investments in supporting infrastructure. Such partnerships are best seen, perhaps, as operational deals made between government and business in which one side or the other is trying to find a way to enlist the other in a project that suits existing interests they have. 

A somewhat different kind of public/private partnership would be one where business and government jointly sponsored a problem solving forum in which citizens could come forward with problems they deemed important to solve, and where business and government would use their combined capacities to help determine which among the problems were the most urgent to solve, and how they might best be solved. Of course, if government is functioning well, such a forum would not be necessary. But if, as suggested above, government is shaky, and civil society groups have emerged that have significant capacities not just to raise issues, but also to solve them with their own capacities, a tri-sector problem-solving forum, supported at least in part by business, might enlarge a society’s overall capacity to define and act on its problems.
The idea that business, in the face of demands from groups that have lost their confidence in government, might find some interest in strengthening government directly, or in creating some complementary social problem-solving capacity that went beyond government’s capacity to define and act on public problems is probably to expect too much from business. They are neither motivated nor equipped to pursue the broad goal of improving social governance. 

But in a world where concerned citizens, or three kooks and a fax machine, or both together, experience a significant gap in government’s ability to define and solve problems, and focus their attention on ensuring that business does not make the social problems worse, and ideally makes some appropriate and useful contribution to solving urgent social problems, there is an important opportunity for business to avoid damage to, or even enhance, their social legitimacy. Business has strongly argued that societies need less government to deal with social problems; that economic development led by business can solve many social problems by itself; and that business can often do a better job in producing solutions to public problems than government bureaucracies can. To make good on that pledge, they have to demonstrate both their good will and their capacity to make good on these assertions. 

At a minimum, this means living up to legal obligations established by societies – including paying taxes, paying fair wages, providing safe working conditions, and so on. But firms could go farther than this, and make special efforts to show that they go beyond the legally established minimum – that they are, in effect, exemplary corporate citizens. The show their citizenship in their restraint in avoiding producing social harms, their energy in producing social goods, their willingness to consult with citizens affected by their plans, and their openness to helping the societies of which they are a part to become more effective in collectively deliberating about and shaping their futures. The more attractive their words and deeds seem in these terms, the more social legitimacy the firm will enjoy, and the more social value it can create. 

Of course, many firms have seen this opportunity, and have sought to establish themselves as unusually good corporate citizens. Moreover, to help in this effort, various enterprises have arisen that offer to provide objective ratings of exactly how good a corporate citizen any particular firm turns out to be. In effect, the new ratings systems are helping to create a competitive market in social legitimacy for firms. 

In the short run, the first movers in the effort to claim social legitimacy have probably enjoyed a significant advantage. They discovered the value of focusing on their social legitimacy, and were able to increase it by differentiating themselves from others through relatively inexpensive signals and moves. 

In the longer run, however, the competition for social legitimacy is probably going to get stiffer, and the price paid to establish a benchmark position in social legitimacy much higher than it is now. The ratings systems – subjected to the same kind of aggressive public scrutiny that was once focused on particular firms and particular incidents – will gradually become more exacting. They will pay attention to more and different attributes of corporate citizenship. They will demand more consistent and objective information about firm performance with respect to those new attributes. The standards that will mark a firm as unusual in its corporate citizenship will steadily rise. Eventually, the combination of the pressures and the standards will force the firm to more fully integrate the demands for social legitimacy into not only the strategic calculations, but also the day to day operations of the firm. 

It was an important historical moment when business won the political argument for small government, and insisted that it could take on a larger portion of the burden of creating a good and just society. It left business exposed to the three kooks and a fax machine who used to foist their particular vision of a good and just society on government, and who have now turned on business and demanded that they make good on their offer. Politics, in the sense of citizens making demands on firms to create social as well as economic value, has been diverted from government, and entered the market place. CEO’s, with responsibility for assets that have suddenly become more social and public than they once were, are being forced to assume the responsibilities not just for economic development, but for social and public leadership. They can use this opportunity as they use many others for competitive advantage in the newly politicized marketplace. Or, they can use this as an occasion for re-thinking what societies have at stake in high quality, democratic governments, and what they can do to help build this capacity – even when it sometimes threatens their interests.   

