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 “[t]he science of public finance should always keep [...] political 

conditions clearly in mind. Instead of expecting guidance from a 

doctrine of taxation that is based on the political philosophy of by-

gone ages, it should instead endeavor to unlock the mysteries of the 

spirit of progress and development.”  

Knut Wicksell (1896: 87), translated and cited in      

James M. Buchanan’s Nobel Speech 1986)  
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ABSTRACT 

A new type of standard-setting organization (SSO) is emerging which is increasingly 
focused on the social embeddedness of corporate activity. In the literature addressing 
this modern SSO format we note capture and a regulatory race to the bottom as the most 
common critiques. This is troubling as it pertains to the legitimacy of organizations 
whose purpose is increasingly to legitimize corporate actions. Borrowing from the 
literature on Corporate Social Responsibility (CSR), we make the argument that these 
critiques can be productively engaged by incorporating an explicitly political purpose to 
the socially-oriented SSO. This conceptualization allows for new developments within 
the SSO literature via the incorporation of normative-prescriptive theories from the 
Political CSR literature. Conversely, focusing on the SSO from a CSR perspective allows 
for the development of the CSR literature via examples of practical implementation of 
concepts prevalent in the CSR literature. To evaluate the legitimacy of SSO governance 
mechanisms, we propose a framework for institutional comparison drawing on New 
Institutional Economics and an examination of case studies of governance within SSOs 
compared to that of select open-source projects. Our analysis suggests specific tenets as 
a basis for ensuring that the governance mechanisms applied are reflective of a ‘rough 
consensus’ with regards to an institution’s legitimacy. We propose a theoretical model of 
governance that goes beyond the current duality between principal and agent to suggest 
that governance relations are better constituted as a series of linked dyadic relationships 
as it expands the analytical focus to consider all layers of the legitimacy ‘stack’. The 
integration of these dyadic relationships via open-source governance mechanisms 
provides coherence and efficacy to the SSO and resolves the issues of capture and the 
race to the bottom associated with current state of SSO governance praxis. 
 
 
 
Key words: governance, standard-setting organizations, multi-stakeholder initiatives, 
corporate social responsibility, open source, new institutional economics, Bitcoin, reddit, 
Wikipedia, GitHub 
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Introduction 

 

(Appendix 1: Screenshot of Appeal for Donations by Jimmy Wales of Wikipedia) 

 

As Jimmy Wales, founder of Wikipedia, the free, collaborative, online encyclopedia, writes in his appeal 

for donations above (Appendix 1 2017), there is a relationship between business model, governance 

structure, and trust that is fundamental to Wikipedia’s ability to provide reliable, neutral information. 

As game theory shows, trust and information are the solution to most, if not all, cooperative problems. 

For this reason, it is troubling that trust in our media and our institutions has lately become the center 

of attention – and contention – for many (Hbr.org 2017: web). What do the likes of Wikipedia (such as 

reddit, a massive curator of online news and discussion groups, and Bitcoin, the first world’s first 

‘trustless’, digital currency (Filipi & Loveluck, 2016)), have to teach us about how trust is generated, and 

what can be achieved once you have it? Far from Wikipedia, at the other end of the online, socially-

consumed and -created information spectrum, we have the information bubbles. Through the likes of 

facebook and Google they are perpetrated and perpetuated by algorithmic editors tasked with the 
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individual’s instant gratification. However, as information fragments, the fabric of our social contract 

appears to thin and fray: as facts turn from the staple of truth to the condiments of falsehoods, realities 

risk diverging, just to be divvied up further, then to re-emerge as the playgrounds of demagogues. Little 

does it matter, then, whether the rise of populist, nationalist movements in the EU and US regions is a 

response to the weakening of the nation state’s regulatory authority, or the cause thereof; the ability of 

traditional liberal-democratic institutions to cooperate on global and transnational issues has been 

tested and found lacking as explicitly insular and/or reactionary actors take residence in the 

monuments to national democracy (Schwartz 2014: 19; Jentleson & Pauly 2014: 3). Globally, the broad 

public’s trust and confidence in the institutions that make up the masks in the net of trans- and 

international regulations has tattered and grown loose alongside the apparent decline of regulatory 

institutions such as the WTO (Hbr.org 2017: web; Ragosta & al. 2003; Goldstein & Steinberg 2009), and 

most recently with the destruction of multilateral trade agreements such as the TTP (Foreignpolicy.com 

2017: web) and, perhaps, NAFTA (Economist.com 2017: web). Concurrent to this perceived breakdown 

in the ability and/or willingness of established hierarchies to take charge and act as centers of authority 

(Avant, Finnamore & Sell 2010), the “standard” as a governance practice has increased in significance 

and prevalence: it has passed into most corners of corporate operations, as corporate activities seeking 

to redress regulatory deficits in the areas pertinent to them are increasing ‘explosively’ (Power 1994 & 

1997; Fischer-Lescano & Teubner 2003), whilst increasingly circumventing the state as a co-actor 

(Abbott & Snidal 2011; Tallontire 2007). Be it via task-specific standard operating procedures, 

company-wide codes of conduct, industry-ordained best practices, or global compacts, ‘the standard as 

a technology of governance’ has by sheer prevalence merited academic (e.g. Shapiro & Varian 1999; 

Higgins & Hallstrom 2007; Pedersen & Neergaard 2008; Gibbon & Henriksen 2012; Cheyns 2011; Wahl 

& Bull 2014) and practical attention. The UN Global Compact – a forum for sharing and learning best 

practices – currently lists 9000 corporate adherents (Unglobalcompact.org: web) while ISEAL – self-

tasked with setting standards for standard setters – have 22 diverse and high profile standard-setting 
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organizations (SSOs) listed as ‘Full Members’ (Isealalliance.org: web), and within communications 

technology alone consortiuminfo.org lists 1036 organizations as SSOs (ConsortiumInfo.org: web).  

The “polycentric and multilateral process” (Scherer & Palazzo 2011: 900) of standard setting, has 

recently taken such prominence that Higgins & Hallstrom posited that by virtue of the twentieth 

century’s increasing regard for the application of science within business, corporate governance 

management standards have become “the most important form of standardization as a technology of 

government” (Higgins & Hallstrom 2007: 688). Multinational corporations (MNCs) in particular are 

part, and proponents of “global governance, defined as the “process of defining and implementing global 

rules and providing global public goods, [to which they] contribute knowledge and resources” (Scherer 

& Palazzo 2011: 900). However, while corporations are consumers extraordinaire of standards, our 

focus will be on their external counterparty; the voluntary, private, third-party standard-setting 

organization (SSO) that has become producer extraordinaire as the markets’ preferred mode of 

regulation, embodying “the autonomous expert knowledge privileged by neo-liberalism, in a 

commodified form; and because the standardization process is based on the equally privileged practices 

of consensual public-private–decision making and voluntary private enrolment“ (Gibbon & Henriksen 

2011: 130). 

These ‘autonomous’ forums for ‘depoliticized’ (cf. Higgins & Hallstrom 2007; Ireland & Pillay 2010; 

Kostakis & Giotitsas 2014) policy creation are increasingly cast as ‘inclusive’ (Cheyns 2011; Kusumawati 

& Bush 2015; Dolan & Opondo 2005), supposedly to reflect the expansion of their regulatory domain 

beyond simple inter-firm coordination (Lemley 2002; Spulber 2016). This emerging phenomenon of 

corporate standard setting within social (and environmental) dimensions without the inclusion of 

classic governmental institutions, such as the state, is “most notable for its absence” until the mid-1980’s 

(Abbott & Snidal 2011: 10; Or, the 1970’s according to Higgins & Hallström 2007), and is embodied in 

the emergence and popular adoption of standards directed at consumers, such as the Fairtrade 

certificate (for distributive ‘fairness’ in relation to the remuneration of farmers in the third world) 

(Fairtrade.net: web), the Marine/Forest Stewardship Councils (for increased environmental 
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consideration in fisheries/forestries) (Msc.org: web; Fsc.org: web), issue- and/or application-specific 

certifications such as the competing Formaldehyde-free (Greenguard.org: web) and Fireproof 

(Firesafeeurope.eu: web) brands of insulation materials (promoting public safety), to comprehensive, 

industry-specific certificates such as the Roundtable for Sustainable Palm Oil. As such, we see that the 

SSOs themselves have also undergone rapid and wide reaching changes; with increased variation in 

their sources of authority (Avant, Finnemore & Sell 2010), new and more inclusive organizational 

structures (Cheyns 2011) and their adoption for an expanding array of purposes (Abbott & Snidal 2011). 

How these changes affect the governmental fit between purpose and structure is the central inquiry of 

this paper. In particular, we question the merit of content appropriation related to the standard setting 

processes by the SSOs via copyrights as a central part to the SSO business model in light of changes 

within legitimacy rationalities focusing on inclusivity (e.g. Cheyns 2011) and the appearance of novel 

ICT-based methods of collaborative work likewise centered on inclusivity manifest in various open-

source projects and the associated methodology.  The consequences for this appropriation in regards to 

their operational integrity, defined as the relative fit between their features and purpose, is the question 

we wish to address in this paper.  

 

 

Outline of the thesis 

To operationalize the question of purpose/structure ‘fit’, we initially ground our analysis in a new 

institutional economics framework for the purpose of ‘embedding’ the actions of the SSO in an explicit 

institutional narrative, assuming a ‘shared mental schemata’ and ‘rough consensus’ as a prerequisite for 

legitimacy. Following this we begin to define and assess SSO efficiency in terms of the ability to facilitate 

inter-party negotiation. We argue that by acting as discretionary proprietors of information SSOs have 

become vested parties themselves, with incentives for sabotaging the negotiation process to capture 

rents (Buchanan 1975, Veblen 1971), rather than assuming the more optimal role of neutral facilitators 

of multi-party negotiation. The risks and consequences of moral hazards related to standard setting 
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obviously have wide-ranging implications, with empirical studies such as Schuldt & Schwarz (2010) on 

the practical implications of the public’s perceptions of ‘organic’-branded foodstuff in relation to healthy 

eating suggesting that the actual information conveyed is often limited, misleading, and harmful. 

Compounding this problem is that moral hazard has been shown to be more pronounced in multi-

stakeholder settings (e.g. Heath & Norman 2004). This, when coupled with the common critiques 

presented in the literature (capture, e.g. Cheyns 2011, and a regulatory race to the bottom, e.g. 

Mutersbaugh 2005), suggests that the problem lies within the realm of organizational ‘capture’ which is 

defined by Mattli & Woods (2009: 18) as a combination of a lack of “informational supply” by the 

standard-setting bodies to meet, or create, an “informational demand” within the public. Drawing on a 

definition of legitimacy by Suchman (1995: 574) as the “generalized perception or assumption that the 

actions of an entity are desirable, proper, or appropriate”, the legitimacy of the SSO hinges on the SSO 

submitting to, or embodying, governmental structures that engender the establishment of ‘appropriate’ 

stakeholder-engagement mechanisms. In other words, to minimize capture it is necessary to establish 

effective means of ‘due process’ (Mattli & Woods 2009; 14-15). To assess the ‘due processes’ of SSOs, we 

initially draw on Hirschman’s proposition regarding individual choices in relation to discontent with 

organizational behaviour, suggesting an examination of the options of voicing critique and options to 

‘exit’ (Hirschman 1970). We propose to incorporate this nuanced perspective of the interrelation 

between information structure and legitimacy by referring to it as stakeholder engagement1: an 

embodiment of how an organization approaches the supply and demand of information in relations to 

their stakeholders, and how well this serves the institution’s nominal purpose. SSOs, with our explicit 

proposition of purpose as providers of a platform on which stakeholders can choose to interact for the 

purpose of creating more equitable production processes, can then be assessed on its ability to minimize 

the transaction costs to this process of deliberation. It follows that the governance of the platform itself 

ought to reflect (and possibly facilitate) a similarly equitable negotiation between stakeholders 

concerning the appropriateness of the various operational processes, upon which they then proceed 

                                                             
1 A similar use of the term can be found in Jeffery 2009. 
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with the core business of SSOs, namely the voluntary negotiation of the allocation of rights and duties 

related to various externalities not adequately accounted for by established policies and regulations. To 

understand the practical relevance of the paper, one can imagine a corporate employee adhering to a 

certain standard because corporate management has instructed them to, and, how these managers are 

informed by ‘industry practices’ as prescribed by the chosen SSO, who in turn rely on meta standard 

setting organizations, who rely on experience and established practice. This paper examines the 

particular links in this chain of interpolated purposes, processes and governance mechanisms. As such, 

we pursue the processual appropriateness up through the layers, focusing on reconceptualizing SSO 

governance in a manner that may better redress current critiques. 

In the following section we will see that traditional market mechanisms and related governmental 

structures do not appear appropriate, as the SSOs display the vestiges of market failures (such as 

monopolization to the detriment of the ‘common good’). As such, it is a problem that, despite their rapid 

rise and prevalence within decidedly politicized domains of public concern, very little normative-

prescriptive theorizing has occurred with regards to SSO purpose and structures in relation to its wider 

audience and a ‘common good’. As stands, most normative-prescriptive efforts have focused on 

prescribing the socially responsible behaviour of MNCs (Jeffery 2009; Scherer & Palazzo 2011; Crane & 

al. 2008), but to little effect (Whelan 2012). Analyses of the SSO have focused on descriptive (Higgins & 

Hallstrom 2007; Pedersen & Neergaard 2008; Gibbon & Henriksen 2012) and critical (Cheyns 2011; 

Mattli & Woods 2009) aspects, or on SSOs with a relatively homogeneous stakeholder constituency 

(Lemley 2002; Chiao, Lerner & Tirole 2005; Spulber 2016). This paper aims to address the lack of 

normative-prescriptive theory on standard-setting organizations, with particular relevance for those 

engaging a heterogeneous set of stakeholders within socially contentious domains. As such, defining a 

framework for evaluating the ‘appropriateness’ of various means of stakeholder engagement in the SSO 

is the objective of our paper. 
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Theoretical framing 

In his analysis of institutional legitimacy, with regards to what Kenneth Galbraith would later call the 

‘technostructure’ of society, Shonfield (1965: 219) noted, that “[t]here is also a need to ensure that 

justice is seen to be done. In the matter of opening up the economic process to effective public 

inspection, most of the Western capitalist countries are still at a very primitive stage.” Then, as now, a 

legitimizing effort as the one currently attempted through application of standard-setting processes to 

social issues requires a shared, broadly consensual and normative recognition within the public it 

addresses (North 1992; Buchanan 1987). To satisfy this criteria we propose a synthesis of the existing 

critiques of the (socially-oriented) SSO with the current state of the CSR literature which can be used as 

a stepping stone onto a less problematic and thus more broadly acceptable narrative. To do so we will 

argue that the SSOs are taking on a novel role to which neither pre-existing corporate nor state 

governance models properly apply. To apply the resulting framework, and in light of recent and related 

technical innovations, we suggest examining cases and literature on the Open-source methodology and 

surrounding governance mechanisms analyzed mainly through the lens of New Institutional Economics 

(NIE) as an alternate supply of practical and theoretical institutional insight from which to draw 

inspiration to unleash our ‘institutional imagination’ (Unger 1996). The result will be various 

propositions to the potential shape and tenets of an SSO-specific governance model. Furthermore, our 

proposed framework will allow an analysis of the highlighted parameters which suggest an explanation 

of why the current governance models generally employed by SSOs are suboptimal. In addition, we find 

evidence suggesting how, in the long run, the current behaviour of the SSO may be detrimental to the 

legitimacy of the organization. Our analysis of SSOs indicates a general lack of critical reflections on their 

own governance dynamics than we find in the OS cases. This is obviously troublesome considering their 

shift towards novel institutional roles. We take issue with statements by SSO representatives to the 

effect of the existence of an unequivocal necessity of, and right to, creating revenue streams through 

processes of enclosing of the standards, the production, or the related governance mechanisms from 

public use, perusal, critique, adaptation and modification for various purposes. We problematizes this 
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as, qua our NIE approach, we cast SSOs not as firm-like organizations fit for second-order marginal 

analysis, that is, as optimizing entities, but rather as market-like institutions to be protected from 

capture via first-order economizing, i.e. assessed in terms of ‘common good’ (Williamson 1996; 

Buchanan 1988). The focus on proprietors “rights-to-price” is of particular concern, considering that 

Ostrom (1990: 207) in her seminal work on self-governing common pool resource (CPR) systems found 

that “there is no single variable, such as market price, that can be used as the foundation for making 

rational choices in a CPR [common pool resource] environment”. Ostrom (1990: 207) found that 

“[s]imply following short-term profit maximization in response to the market price for a resource unit 

may, in a CPR environment, be exactly the strategy that will destroy the CPR, leaving everyone worse 

off”. While conventionally conditioned competition (and cooperation) between SSOs (i.e. profit 

maximization), termed ‘parallelism’ by Abbott & Snidal (2006), could be argued to heighten the quality 

of the product (the policies and their associated legitimizing effect in the eyes of the public), so far the 

findings and arguments within the literature indicates a ‘race to the bottom’ due to the network effects 

accrued by SSOs that strive for size over principles (quality) in the promulgation of standards 

(Mutersbaugh 2005; Ingenbleek & Meulenberg 2006; Raynolds & al. 2007), and a large ‘discretionary 

space’ in choosing which standards to adopt (Macdonald 2007). In a review of the critiques encountered 

in the literature as a consequence of the state of affairs outlined above, Ponte and Riisgaard (2011: 1) 

reiterate that 

“[p]rivate governance through standards remains highly disputed, particularly since the 
intended positive impact on producers, workers and the environment is by no means 
guaranteed, or even assessed. Standard initiatives have been criticized for implementing 
a Northern agenda on Southern producers and workers, for not being sensitive to local 
specific conditions, and for providing consumers with a false sense of problem solving.” 
 

In the paper we will attempt to show how this may be averted in the case of the SSO by drawing on 

inspiration from other cases of legitimacy-driven and -driving, collaborative efforts which deliberately 

avoid profit maximization at the cost of legitimacy- In so doing, and borrowing from the Habermasian 

conception of public legitimacy, we cast the SSO as purveyors of legitimacy by virtue of the governmental 

mechanism of stakeholder discourse (Habermas 1991 & 1996), with the discourse central not only to 
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the work of policy formation, but a critical component for ensuring a suitable governance model to the 

purpose of the SSOs. 

Prompted by the insight of Foss & Foss (2000) on theoretical isolation in contract theory depending on 

defunct theoretical presumptions, and that of Ziewitz & Pentzold (2014) into the legitimizing effect of 

research and theoretical models on the performativity of governance, we attempt to establish 

alternative narratives through the NIE-guided reconceptualizations, aided narratively by our cases. Like 

Ziewitz & Pentzold (ibid.) we thus engage in a type of ‘framing’ effort (Schön & Rein 1995) aimed at a 

specific audience by subordinating it to their dominant institutional logic/narrative (Fisher & al. 2017), 

which in our case is largely neo-liberal, albeit with a consideration of the role of institutions reflected in 

the NIE. On this basis we propose the theoretical foundation and argument for an alternative governance 

model for the (socially-oriented) SSO, supported by examples drawn from a wide set of open-source 

(OS) projects and the ‘eclectic’ (Katzenstein & Sil 2008) adaption of existing theory within OS 

Governance (e.g. De Noni & al. 2013; O’Mahony 2003) and recent work on Principal-Agent Theory 

(Abbott & al. 2015) to a ‘politicization’ of the SSO via Whelan’s (2012) ‘Political’ CSR conceptualization. 

This is the then placed within the comparative institutional framework drawing primarily on literature 

within the New Institutional Economics (NIE) as a ‘shared mental schemata’, for analytical as well as 

performative reasons. In summary, this paper will explore the phenomenon of institutional legitimacy 

in the current praxis of standard-setting organizations. We do so through a reconceptualization of the 

SSO by incorporating it into the literature on ‘Political’ CSR in order to borrow prescriptive ideas of 

stakeholder engagement (e.g. the multi-fiduciary model) for application within a normative theoretical 

setting (drawn from NIE), which is ultimately grounded in, and contrasted to, the practical settings of 

the SSO and OS case studies. Our goal is to put forth a broadly acceptable, normative-prescriptive 

theoretical setting on the back of which we can assess the organizational format and features of the SSO 

in relation to their ability to help legitimize corporate actions. In doing so we produce a theoretically 

richer narrative on how the SSO is situated within our institutional framework, a framework which 

accounts for current SSO critiques, and suggest ways of operationalization for an assessment of how 
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well current and alternative organizational choices compare in relation to organizational format vis-à-

vis institutional purpose. In short, by applying the insights from the NIE body of literature to the 

emergence and operation of SSOs, we explore how the insights from sustainably operated mountain 

meadows, coastal fisheries and water management projects can, by way of drawing on the experiences 

from online collaborative projects, be brought to steer modern, 3rd party governance of corporate 

activities, in the wake of neoliberal economic idealism, rudderless political institutions and set on the 

swell of powerful new information communication tools.  
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Method 

To establish the SSOs’ purpose, and subsequent parameters for evaluation, we initially review the 

theoretical literature on Governance and CSR within which we place pre-existing studies and critiques 

corroborated by first-hand material published by SSOs online. This review reiterates a schism between 

different rationales for political action by corporations in the CSR literature (Ireland & Pillay 2010; 

Whelan 2012), and a critique of the inclusiveness paradigm associated with the modern SSO (Cheyns 

2011; ANSI Critical Paper 2005: web; IFC.org 2009). Drawing upon Whelan’s (2012) analysis of a 

theoretical model of governance for the equitable inclusion of stakeholders, the multi-fiduciary model 

(MFM), we argue that the SSO are an ‘outsourced’ form of CSR governance, which takes advantage of a 

perception of legitimacy derived from the ‘specialized’ purpose of the SSO. As such, we pass the critique 

of legitimacy from the stakeholder-oriented debate on corporate governance onto the SSOs, linking the 

potential solution to the SSO inclusiveness critique to the improvement of the corporate ‘license to 

operate’, i.e. corporate legitimacy. To proceed towards establishing parameters for evaluation, and 

“[g]iven the [performative] role of governance research in rationalizing, justifying and legitimating 

political interventions” (Ziewitz & Pentzold 2014: 318), we find it crucial to relate our arguments to a 

dominant economic-political narrative/theoretical framework. We have therefore chosen an approach 

grounded in the new institutional economics (NIE), which offers a rich literature on externality 

bargaining and self-governing institutions within frameworks related to orthodox economics. The 

resulting analytical lens places the establishment of ‘a rough consensus’ and the assessment of the 

barriers to participation in the discourse at the center of the analysis (Buchanan 1973). At the heart of 

our theoretical framework we place a Habermasian (deliberative, social-democratic) conception of 

procedural, institutional legitimacy (Habermas 1991 & 1996). In the following we will present our 

reasons behind the choice of NIE as the point of departure for our analysis.  

First, NIE has a rich literature engaging with ‘the evolution of institutions for collective action’ (Ostrom 

1990) and the internalization of externalities via private, voluntary negotiations (Coase 1960; Buchanan 

1982), and lately the research into transaction-costs economics and contract theory (Williamson 1996) 
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has expanded into analysis of the OS communities (e.g. Johnson 2002; De Noni & al. 2013; O’Mahoney 

2003; Benkler 2002), leaving us some empirical and theoretical work from which to extrapolate and 

compare to the SSO phenomenon. As such we can engage in some theoretical eclecticism (Katzenstein 

& Sil 2010) without having to introduce new conceptual constructs at every point in an already 

theoretically comprehensive paper. 

Second, to productively harness the insights from our counterexamples (OS projects) into a positive, 

normative-prescriptive framework, we recognize how the OS communities are densely embedded in the 

latest generations of technological advances, both socially, legally and with regard to information 

communication technologies (Benkler 2002). Accordingly, we choose an analytical approach that 

focuses predominantly on variables affected by the recent innovations, particularly via NIE’s focus on 

property rights and transaction (participation) costs, and their respective relations to the open-source 

movement and the internet to produce ‘extreme’, information-producing cases (Flyvbjerg 2001) with 

regard to our subject matter: the potential impact of the adaptation of recent socio-technological 

innovations for governance into the SSO.  

Third, with transaction costs at its analytical center for institutional comparison NIE establishes 

parameters for institutional ‘optimality’, which will enable and guide analysis, comparisons and 

subsequent discussion on the preferable formats and features of SSOs, with particular emphasis on the 

impact of property rights and participation costs, two aspects in which the OS methodology appears to 

differ crucially from the established SSOs.  

Fourth, NIE critically preserves the corporation as a ‘specialized economic organ’ (Ruggie 2008), but by 

including the role and influence of institutions in market operations it acknowledges the importance of 

the explicit conceptualization of the market, rather than taking it as a given. This focus on the 

institutional embeddedness of actors leads us to apply North’s (1992) theory of institutional change to 

the current contradictory phenomena related to CSR and SSOs as a possible means of explanation. 

Fifth, and in relation to the above point, by reconceptualizing the role of SSOs, we aim to establish a 

broadly acceptable rearticulation of the system for creating corporate licenses to operate. To do so, we 
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must seek to achieve a ‘consent of the governed’ (Buchanan 1982; Habermas, 1996), and here “[t]he 

disadvantage [of heterodox theory] is that these approaches are outside the mainstream of economic 

theory, which in turn looms large in discussions of law and policy” (Benkler 2002: 401).  

To reiterate, the problem we suspects underlies the ‘inclusiveness’ (or capture) critique is the apparent 

lack of an institutional/theoretical framework that explains and incorporates the unique features and 

purposes of the socially-oriented SSO, which leads to an inability to assess the SSO’s operational 

integrity, and by extension, its legitimacy. We contrast this with the apparent problem of creating 

actionable prescriptions within a ‘political’ theory on CSR. One example of this is found in the multi-

fiduciary model (MFM) which was a proposed corporate-governance construct designed to include 

various external stakeholders in corporate decision-making processes, which we operationalize to 

frame the role of the SSO in relation to the ‘political’ theory on CSR. As such, situated within an analytical 

framework consisting of prior work from the New Institutional Economics literature, we purposely 

engage in theoretical eclecticism (Katzenstein & Sil 2010), as this connection of “theoretical constructs 

drawn from separate research traditions” (ibid. 5) which may serve to reflect the values of SSOs in 

“seeking engagement with the world of policy and practice, downplaying unresolvable metaphysical 

divides and presumptions of incommensurability and encouraging a conception of inquiry marked by 

practical engagement, inclusive dialogue, and a spirit of fallibilism” (Ibid.: 1). Besides serving to merge 

strands from the literature on Governance and CSR, our arguments serve to operationalize a 

comparative evaluation of the criticisms leveled at the modern SSOs, particularly as they relate to 

organizational format (cf. Cheyns 2011) and institutional purpose (cf. Ireland & Pillay 2010) with 

practical and theoretical implications for how these relate to the legitimacy of the SSO. 

 

 

Summary and overview of the paper:  

Designed to optimize interfirm operations, SSOs have seemingly expanded their scope to managing 

external relations for these firms. However, given the SSOs’ origins and the current ambiguity with 
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regards to institutional purpose, SSO processes – and by extension the standards they output – run the 

risk of being anachronistic, ad hoc, unfit and misleading creations, consequently at risk of capture. The 

emerging questions of how – and how well – they have adapted to their newfound purposes are our 

subject matter.  

In our attempt at an answer to these questions, we will be looking to alternative organizational formats 

that are aimed at similar goals; among them we have chosen the ones that apply variations of an open-

source methodology. Besides initial observations of similarity of purpose, this choice of case-study focus 

is based on an assumption about the importance of the innovations within information communication 

technology as a basis for improved deliberation and propagation of standards. To operationalize this we 

draw on analytical tools from the new institutional economics (NIE), with their focus on the impact of 

property rights and transaction costs on the negotiation on externalities – externalities that can 

presumably be internalized via negotiations, rather than being dependent on the traditional pigouvian 

system of taxation for internalization, which presumes a central authority, the capability and authority 

of which is currently disputed. 

Cognizant of the necessarily performative nature of governance research, we seek to present a 

convincing, ‘coherent reality’ (Ziewitz & Pentzold 2014: 318) within which to situate our arguments. To 

operationalize the points of analysis related to the participatory processes, we draw on Institutional 

Change theory, likewise from within the NIE tradition (North 1996). We argue that an apparent process 

of institutional revision (North 1992: 11) can explain the schism in the CSR literature, and the recent 

popularity of the multi-stakeholder moniker. We find these trends to be attempts at establishing a new 

institutional order. We speculate that central drive to the trend is as a reaction to the elements of 

capture, which we have identified as central critiques in the literature on these ‘modern’ SSOs. We 

propose that corporate legitimacy would stand to gain from the establishment of novel, more 

appropriate governmental structures in SSOs, by which the SSOs can legitimize their ability to 

promulgate appropriate policies. Based on these finding we propose that the SSOs’ primary function is 

changing from the traditional outsourcing of interfirm technical specification coordination, via the 
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modern interfirm CSR initiative coordination, towards the SSO-as-institution. We speculate that through 

the multi stakeholder initiative, the SSO aims is to crowdsource legitimacy via a ‘rough consensus’ by 

adopting more inclusive processes. For this reason our analytical approach does not cast the SSOs as 

typical multi-sided markets for negotiating externalities, as doing so would place the SSOs in the same 

‘functional sphere’ (Habermas 2008) as the corporations they are supposed to regulate. This ‘typical’ 

conceptualization would likely afford the SSO with a role of (the often monopolizing) gatekeeper, similar 

to those found in the cable TV or telecom industry, who, by way of deregulation and privatization, have 

managed to cast themselves as corporations to the perceived detriment of a ‘common good’ (Evans 

2003; Heath & Norman 2004). Rather, we cast the SSO as an institution in charge of regulating the 

market for the negotiation of externalities. This conception problematizes the current SSO 

organizational format which, as we will see, largely continue to rationalize as corporations do, despite 

the MSI rhetoric and CSR-endearment. They do so by placing an emphasis on the primacy of the owners 

(in our cases, notably the SSOs themselves as IP rights owners) and thereby enable them to operate the 

SSO by second-order economization (i.e. by making decisions to improve profit margins), rather than 

operate as an institution/market, which places primacy on first-order economization (i.e. improving 

market output as a whole). This is problematic in the sense that  

“[s]imply following short-term profit maximization in response to the market price for 
the resource [here: the legitimizing effect of the regulatory process and product] may, in 
[such an] environment, be exactly the strategy that will destroy the common pool 
resource [(here: the legitimacy)], leaving everyone worse off” (Ostrom 1990: 207). 
 

Following insights from the institutional framework of North and related NIE scholars (Coase 1960; 

Buchanan 1985), our findings lead us to choose analytical models that incorporate moral hazard and 

transaction costs in our final analysis in section 4, in order to address the central critique (capture) and 

defense (transaction costs) of the SSOs, respectively. Capture in the form of establishing strategic 

transaction costs to the establishment of, experimentation with, and participation in the markets for 

externality bargaining will guide our examination of the upcoming case studies.  

Ostrom (1999, cited in De Noni & al. 2013: 257) notes that  
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“[t]he implementation of policies that derive from the application of stylized models of 
analysis, which are abstracted from the specificities of the context and the characteristics 
of the common-pool resources managed, may disrupt the social capital and institutional 
capital accumulated in years of experience in a specific place or in specific communities.” 
 

Because of this, and despite being commonly associated with our largely orthodox economic theory, we 

forego an attempt at testing strong, predictive models for the establishment of new governance systems. 

Cognizant of the performativity of our research, we present within Katzenstein & Sil’s (2008, 2010) 

tradition of eclectic theorizing espousing  “a pragmatist view of social knowledge in which intellectual 

progress is understood as expanding the possibilities for dialogue and creative experimentation”. This 

entails recognizing the already comprehensive perspective assumed to begin answering our central 

question, and focus on the inductive, theory building elements involved.  

In our selection of OS case studies we note the emergence of open-source licenses within (intellectual) 

property rights (IP) as well as the emerging, and related, online collaborative work enhancing 

software/practices that rest crucially on, and is part of, the internet, as a subset under the umbrella of 

information communication technologies (ICT).  

Following our presentation of the case studies we make the argument that reconceptualizing the 

governance format of the SSO as a CPR in the image of the OS project can serve to protect it from capture, 

encourage participation of ‘weaker’ stakeholders and enhance its legitimacy due to a clearer theoretical 

and empirical purpose.  

 

 

Thesis Merit: Contribution to the literature 

We provide examples of the application of transaction-cost theory within (externality) bargaining and 

contracting that reflect the new opportunities that we suspect are being enabled by innovations within 

modern information communication technologies and intellectual property rights applications, and in 

doing so we observe “the emergence and proliferation of technologies [that may be] linked to 

“monumental” historical problematics” outlined in the introduction (Gibbon & Henriksen 2012: 279). 
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Due to the performative, interrelated nature of governance research and policy, this may result in an 

impact on the governance literature, as it relates to standard-setting organizations, granted that an 

alternative institutional narrative emerges in which such governance settings appear sensible. Finally, 

our method stands to further the literature on open-source methodologies by analyzing it from a 

‘governance-as-performativity’-perspective, in addition to the immediate application of transaction-

costs theory. 

In summary, much academic attention and practical activity has been oriented towards the SSOs’ impact 

on corporate governance and general operations. However, relatively little attention has been paid to 

the development of a framework that explicitly outlines the normative role of the SSO at an institutional 

level. The remainder of the paper is as follows: by drawing on the CSR and the Standards literatures we 

develop and apply such a conceptualization in the section titled “The Multi-fiduciary Model & The SSO” 

In the section titled “Framework: New Institutional Economics” we will operationalize the proposed 

concept by drawing on insights from transaction-cost economics and in the following section we will, 

from a selection of cases, elicit the relevant data. After this we present the “Open-source Methodology” 

and related cases. Prior to the conclusion we will assess, compare and critique the operations and 

governance of standard setting organizations with that of the OS cases through the lens of Principal 

Agent theory. 

Hereby we hope to apply insights from the governance processes of open-source projects with the aim 

to assess and provide  

1. operational integrity to SSO processes vis-à-vis their 

2. institutional purpose, by suggesting relevant theoretically and empirically founded  

3. organizational dynamics and practices, that we suspect are practically transferable 

for the governance of SSOs. 
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CASE STUDY: Methodological considerations 

We present case studies of the alternative organizational format, the OS projects, which appear adept 

with regards to 1) addressing the problems of capture (of content and processes), and 2) to achieve this 

state via an apparently inherent inclination to combat transaction costs to participation. Both appear 

central in order to attract voluntary contributions. By adopting this approach, the OS projects have – in 

many cases – transcended the traditional cost-inefficiency/marginal-productivity dilemmas found in 

our review of the traditional SSOs. The purpose of the case studies is to examine the tools and techniques 

by which this has been achieved, and to evaluate their viability – and possible merit – in the traditional 

SSO setting. We find this a reasonable comparison due to their shared characteristics of being first and 

foremost information products. The content, whether code or codes (policy), and to some extent the 

surrounding discourse, debates, and dialogues, are increasingly moving online, at least if we assume a 

continuing increase, proliferation, and improvement of ICTs, such as the personal computer and the 

internet. For this reason we find it may be productive to recognize both the cost-saving aspects, as well 

as modern ICT users’ ability to overcome constraints of time and space, which could otherwise be 

construed as barriers to (informational) transaction. 

As such, with the open-source project methodology as our counterexample, our aim is to demonstrate 

that the theory of externalities, and more specifically the practical transaction-cost assumptions 

associated with it (Buchanan 1973) and reflected in practice (Cheyns 2011; Djama, & al. 2011; ANSI 

Critical Paper 2005: web; IFC.org 2009: web), does not reflect the potentialities in the field. This is an 

example of “theoretical isolation in contract theory [...] suppressing margins and entrepreneurship”, 

which is caused by incorrect assumptions about the nature of certain options available to managers 

(Foss & Foss 2000: 1). As an example, consider ANSI’s highlighting of the necessity of ‘balancing the 

interests of copyright holders’ when relinquishing rights may very well turn out to be the optimal 

strategy for legitimacy, productivity and, ultimately, organizational survival. It is our aim to be able to 

indicate the margins and options relevant for increasing perceived legitimacy and stakeholder 

inclusiveness through our examination of open-source case studies. As such we challenge the popular 
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praxis present in modern SSOs by developing the particular and novel knowledge (phronesis) residing 

in the context of IT-native, self-organizing projects (Flyvbjerg 2001: 72). In our analysis we will rely 

mainly on the framework presented in Ostrom (1990), through which we will answer questions 

pertaining to sources of institutional supply, dynamics of credible commitment and opportunities for 

mutual monitoring. These combine as a frame for elucidating the pertinent elements to the various 

institutional governance mechanisms present in our cases. To strengthen the connection between our 

case material and the theory, we will draw on the ‘orchestration’ conceptualization of Principal Agent 

theory developed by Abbott & al. (2015) as part of our discussion. 

We have chosen the case study as our methodology for several reasons. First, we believe that many of 

the readers that are familiar with the literature on CSR and the Political Economy have little experience 

with the workings of open-source processes. Second, while much has been said about open-source, 

“[m]uch of the literature on the open-source movement is scanty theoretically – essentially popular 

journalism – or takes a particularly liberal approach to the understanding of the subject” (Berry 2008: 

12), and as such it would be imprudent to build on top of a weak, untested foundation. Third, rather than 

attempt to present a comprehensive and delimiting theory of open-source methodology in relation to 

governance, we recognize its heterogeneity as a feature of governance development in the absence of 

market and state authority, due to its highly contextual nature (Ostrom 2010), and as such, in relation 

to the role of research vis-à-vis governance and policy recommendations, the context-dependent aspect 

affords case narratives “far better access for policy intervention than the present social science of 

variables” (Abbott, cited in Flyvbjerg 2001: 86). In this regard we follow the insight of Ziewitz & Pentzold 

(2014), in which the explication of governance is both indicative and constitutive of particular, discrete 

system conceptions. As Ziewitz & Pentzold (2014: 307) note in their study on the governance of perhaps 

the world’s most pervasive open-source-based ecology, the internet: “it seems that what is 

accomplished in existing studies is not just a specific version of governance, but also a version of the 

world in which this notion of governance has its place“. In relation to governance studies, it is therefore 

particularly pertinent to establish the underpinnings to the normative-prescriptive theory. The same 
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underpinnings needs to be able to equally describe the actual actions of the SSOs and their participants, 

before its propositions of idealized governance actions are likely to be considered.  

The framework outlined in “Framework: New Institutional Economics” proposes to do so through the 

conceptualization of the SSO-as-institution. The NIE analytical framework draws on Habermasian 

conceptions of legitimacy within the liberal-democratic, with its focus on the role of public deliberation 

and discourse. The SSO is subsequently set to serve as a facilitator thereof; a market for the negotiation 

of externalities (cf. Buchanan 1973). Following this conceptualization, the parameters for measuring the 

‘aptness’ of a given SSO in relation to fulfilling the role of facilitator becomes its ability to lower the 

transaction costs to participation in the bargaining process. Conversely, neglecting to do so could be 

construed as an expression of capture, where “stark asymmetries in information, financial resources, 

and technical expertise among groups [...] privileging narrower interests (the “haves”) at the expense of 

broader interests (the “have-nots”) (Mattli & Woods 2009:16; Wood & Bohte 2004). We choose to draw 

on Abbott & al. (2015) for insights into ‘orchestration of governance’ as a means of theoretical 

triangulation and formalization of our findings to facilitate communication for performative purpose 

(Ziewitz & Pentzold 2014), and the potential theoretical enrichment through the reformulation of 

related concepts (Sil & Katzenstein 2010). Our framework is, in the tradition of SSOs, concerned with 

processual characteristics of stakeholder engagement, of which we have defined the characteristics and 

pertinence in relation to the establishment of governance praxis within commons-based online creative 

communities.  

We acknowledge that our approach has skirted a number of substantial and critical perspectives related 

to the products of voluntary corporate governance, such as issue emergence (Carpenter 2007) via 

expert/epistemic networks (Abbott 1988; Seabrooke 2014) and the evaluation of the throughput and 

output (Schmid 2013), all of which are valid and important topics of research which we suspect can 

productively supplement our conceptualization of the SSO.  
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While we find that the theory/empirics relate in appropriate operationalizations and approximations of 

reality, we recognize that the readership cannot reasonably be expected to be familiar with many of the 

‘common practices’ within which the various literatures are naturally situated. To guide the reader in 

the fields unfamiliar to them we will therefore ground the theory presented, and assist them in 

evaluating the merit of the connections we make, thus allowing for a “space for the voice of the reader 

in deciding the meaning of a given case” (Flyvbjerg 2001: 86). To do so, we will review the literature on, 

and history of, the Open-source methodology in relation to governance. In this context we will present 

a series of cases that demonstrate the dynamics related to legitimacy and stakeholder engagement 

within the OS methodology. We will then examine how they compare to those presented in the SSO 

literature. The cases chosen for the Open-source category are chosen for their variation (variously 

focused on establishment of facts (Wikipedia), curation of discussion (reddit) and the design of 

transaction protocols for unique, digital tokens (Bitcoin), their central role in the institutional ecology 

central to Open-source methodology today (GitHub), or as examples of specific dynamics (e.g. 

showcasing ‘forking’ via the ublock case). Secondly, we find the cases useful because of their material 

accessibility for an non-IT readership, in that the subject matter, while ultimately technology-grounded 

due to its primarily online presence, is the governance of technologies for diverse, layman-relatable 

purposes beyond the IT-native projects commonly associated with the Open-source environment (e.g. 

GNU/Linux Operative System, the Apache web server software, etc.). Through our cases we examine the 

governance mechanisms surrounding the technology that, in turn, governs encyclopedic knowledge 

creation and curation at the world’s largest encyclopedia (Wikipedia, 6th-most visited internet site 

globally (Alexa.com: web), ongoing regulation of the world’s largest crypto-based currency (Bitcoin, 

market capitalization of $16.9b; 20 times its closest competitor, Ethereum (Coinmarketcap.com: web)) 

and the largest site for social aggregation of news and conversation by (subscribing to) topics (reddit, 

24th most visited internet site globally). Besides the value inherent in assessing the governance strategy 

of these cases due to their often contested and contestable nature, they are also interesting due to the 

critical role legitimacy plays in their operations, reddit as facilitator of (popular) news and opinions, 
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Wikipedia as a facilitator of facts and Bitcoin qua its status as a ‘trusted intermediary’ for currency (and 

other) transactions (Filippi & Loveluck 2016). In effect, the OS cases are, like the SSO, examples of the 

autonomous and largely consensual institutionalization of trust, discussion and transaction of various 

rights via voluntary engagement, which in the OS cases, are facilitated through use and governance of 

the state of the art information communication technologies (ICTs). As such we speculate that the 

studies will be useful for providing insights into how ICT and the OS methodology can harnessed to suit 

the purpose of the SSOs. 

To structure our inquiry we draw on Ostrom’s (1990) work within “The Evolution of the Institutions for 

Collective Action” to identify the questions of institutional supply, credible commitment and mutual 

monitoring as contextual focal points for an analysis of the, sometimes elusive, governance structure of 

common pool resources (here: the integrity of the SSO as a market, and the attractiveness for voluntary 

contribution in open-source projects (O’Mahony 2003)). Taking the willingness to voluntarily 

participate in the creation of content and processes as the foundation for open-source collaborations, 

we evaluate the praxis through which the OS cases manages to create the conditions necessary in which 

these self-governing, sustainable and inclusive regimes arise. 

Our cases representing the ‘modern’ SSOs are picked to present organizations of the type present in 

‘zone 6’ of Abbott & al.’s Governance Triangle (2011), i.e., those that deal with firm-NGO relations, as 

they are both the most recent ones to appear, and in greatest numbers, causing them to be both the most 

interesting ones and the least understood, and thus, compared to state-backed, or highly technical, SSOs, 

their sources of authority are less self-evident. We focus particularly on the relation to a given project’s 

non-core users (alternatively termed the ‘periphery’ by Haefliger & Rullani 2008), to address the 

problematization of the SSO operations in relation to this segment of stakeholders. As such we explore 

different strategies for how the OSs & SSOs engage with their periphery. Operationalizing our capture-

centered critique of the SSO in two layers, namely the lack of distinct institutional governance logic and 

the resulting propensity to enclose information (and consequently the process) for profit maximizing 

purposes, our method sets out to examine the explicit and implicit ‘best practices’ of the ‘artefacts of 
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engagement’ (Haefliger & Rullani 2013), with regards to website design, terms and conditions of site 

use and related means of (dis)intermediation. Drawing inspiration from strategic information 

management (Ghazawneh 2011), we focus on the micro strategies employed towards directing user 

actions and attentions with respect to participation and self-legitimization. As such, we viewed the cases 

from the vantage point of a non-privileged, or non-core, stakeholder to assess the broadest available 

tools of engagement. We likewise considered the SSOs online presence from an environmental scanning 

perspective (Choudhury & Sampler 1997), which prompted us to observe which avenues of action the 

organization maintained internally and which ones it outsourced. Using these approaches we gain 

insight into the various regards in which user interaction is determined by the platform owners (the 

SSO managers, primarily), and from which can begin to assess the degree to which they act as 

gatekeepers or facilitators. Finally, through this method we find indicators speaking to the underlying 

operational and legitimizing rationale of the SSO, i.e. the measure by which their actions should, 

according to themselves, be judged legitimate. We then compare and contrast the SSO related findings 

with the findings from our OS case studies through our primary analytical lens embedded in the NIE 

framework, as well as the more commonly applied Principal-Agent lens that we use for purposes of 

theoretical triangulation, and which may serve as an attempt at formal modelling. The results may in 

turn serve as the basis for future practical experimentation and hypothetico-deductive testing of theory 

with regards to establishing parameters by which to judge the individual SSO governance structures. In 

this study we carry out positive, theory-building work by combining different organizational literatures 

and practices and providing novel case-based insights from for explorative purposes, and an analytical 

framework developed to consider the amorphous institutional landscape. 

It is worth noting that in our comparative institutional analysis we initially discount the role 

traditionally assigned to property rights within New Institutional Economics (cf. Coase 1960). Rather 

than cast the SSO as a rights holder to bargain away its rights for (maximized) financial remuneration, 

in our optics, the SSO acts a platform (e.g. market: cf. Buchanan 1975; 1983) for negotiating novel sets 

of property rights, creating rights via (voluntary) regulation where previously there were none. As such, 
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our emphasis is on the ‘Political’ importance on providing tools that may improve the SSOs ability to act 

as a capture-free platform for the negotiation of the transaction. Particularly, the object of study is the 

governance mechanisms and their relation to institutional theory, and how it reflects in the ability of 

SSOs to optimally represent information and include participants in the negotiation in a broadly 

equitable manner, thereby gaining legitimacy through the improvement of its relation to the ‘rough 

consensus’, and consequently gaining the ability to confer more legitimately conceived policies on their 

adherents. 

Several alternative lines of questioning have not been addressed in this paper. Notably, we do not 

provide an assessment of whether the relative quality of the policies created via more inclusive methods 

are, by other criteria, better. By not doing so we are following a traditional standard-setting industry 

truism related to considering processes over products (Gibbon & Henriksen 2012; ANSI Critical Paper 

2005: web). We also do not consider the relative costs or potential alternative revenue streams required 

to sustain an open-source approach to standard setting. To satisfy our skepticism in this area we have 

found sufficient initial evidence in regard to the sustainability of various ‘common good’ organizations, 

such as Wikipedia, Bitcoin, and the existence of non-state, public institutions in general. To this we add 

the funding potential related to legitimization of corporate activities, coupled with the assumption of 

current, non-copyrights-related streams of revenue found in the SSOs which are likewise frequently 

employed as a source for monetization in Open-source projects, such as certification, customization and 

consulting activities (e.g. O’Mahony 2003). Finally, it would likely be productive to consider whether the 

uncertainty surrounding the public’s rights and corporate obligations is a reason why stakeholder 

negotiation that circumvent the traditional courts is attractive. Considering the speed and complexity of 

technological and societal development, and the traditional legislative systems’ apparent difficulty in 

keeping pace (Hasselbalch 2017: forthcoming), we suggest that the rights reflected in the law may not 

be particularly reflective of public opinions/consensus, which explains the rise of SSO as a means of 

meeting public expectations quickly and transparently, and it is this fast-moving morass of complex 

public and corporate relations that the SSO is trying to manage.  
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As it were, facilitating participation in the process of co-creating complex matters is exactly the 

conundrum the software industry was scratching their collective heads at during the 70s and 80s 

Software Crisis, just prior to the advent of Open-source Software and its associated methodology on 

which we will present cases and literature after the upcoming literature review and analysis of the 

current state of governance within SSOs and CSR. 
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Literature review: Governance and Standards 

 

The Modern Standard Setting Organization (SSO) 

The standard-setting organization has its origins in quality assessment of military products (Gibbon & 

Henriksen 2012), and has traditionally been viewed  

“as the meeting points of politically disinterested experts who come together to hammer 
out technically optimal solutions to recurring problems: their standards apply scientific 
knowledge to the real world of getting things done and making things work“ (Higgins & 
Hallstrom 2007: 688). 
 

However, viewing the SSO simply as an instrument for depoliticized, intercorporate coordination would 

be disingenuous in the face of an increase in practices oriented towards a broader range of stakeholders 

and an expansion of topics addressed by the SSOs through multi-stakeholder initiatives (Cheyns 2011), 

roundtables (Ponte & Riisgaard 2011) and various other stakeholder-orientation/engagement 

initiatives (IFC.org 2009: web; Jeffery 2009; Lüdeke-Freund & al. 2016; Kusumawati & Bush 2015). 

As such, the purposes and operations of the modern SSO can be argued to include an explicitly social 

(encompassing in many cases also an environmental) dimension to the above definition of the SSO. In 

doing so, it appears the SSO have assumed authority within areas closely associated with the Corporate 

Social Responsibility (CSR) movement – an argument we expand and build upon in the section on 

CSR.  With this expansion of purpose an avenue of criticism revolving around capture has arisen (e.g. 

the study of Cheyns (2011: 20) where ‘non-core’ participants found “the opportunity for open political 

debate [...] rejected” by “participants who found the public interventions of these [often local] 

communities ‘too emotional’ or ‘aggressive’”).  The problem and degree of capture is characterized by 

the lack of access to information and inclusive participation (Mattli & Woods 2009). As Cheyns (2011: 

3) states: “participation [...] involves [...] enabling participants to make themselves heard and to operate 

not only with a plurality of stakeholders [...], but also with a plurality of principles of justice”2 which are 

                                                             
2 Cf. Jeffery 2009: 35 “the embeddedness of stakeholder thinking”. 
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lost when, as Cheyns finds, ‘the limits to the inclusiveness paradigm’ – the subtitle of Cheyns’ study – 

are  due to the SSO organizers’ insistence on strict adherence to predetermined talking points, 

asymmetrical discursive formats favoring “techno-speak”, and opaque processes for the pre-vetting and 

selection of participants. Cheyns (2011: 23) further finds that the selective presumptions of the SSO 

organizer are seemingly rooted in a perceived trade-off between the (transaction) costs of organizing 

stakeholder deliberation and the (relatively diminishing) benefit towards policy making (i.e. towards 

creating legitimacy) derived from the added participation and increased access to information, 

expressed as a ”pressure of urgency and pragmatism”. In a comment to the Commission on proposed EU 

legislation on the matter of making standards free and freely available (via the Interoperability Initiate 

(European Commission 2004)): the American National Standards Institutes (the largest general 

standards association in the United States) expressed it as follows:  

“[free and freely available standards] ignores the fact that essential patent holders have 
the right to decide how they will license their intellectual property. The terms and 
conditions used in the development of “open standards” should balance the interests of 
those who will implement the standard with the interests and voluntary cooperation of 
those who own intellectual property rights that are essential to implementation of the 
standard” (ANSI Critical Paper 2005: 2).  
 

It is in contrast to the narrative on ownership, rights and incentives expressed above that we propose 

to review the methodology of open-source (OS) projects 

 

 

Counterexample: the open-source phenomenon 

As noted earlier, lately the SSOs have encountered criticisms of their processes for inclusion. As we have 

seen, the typical SSO argument in defense of this behaviour is seemingly grounded in the marginal costs 

to participation in the deliberative processes. While the current perception of costs related to the 

organization of stakeholders are both intuitive and substantiated in the formal theory on the negotiation 

of externalities (Buchanan 1975 & 1987), this paper will present the view that the marginal costs of 

increased inclusion does not necessarily equate diminishing returns, simply by the fact that added 

participation can, if engaged within certain organizational formats, act to lower the net costs per 
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previously added unit, and thus not just add to the marginal benefit, but also to lower cost. It is 

noteworthy that our approach does not consider the output quality of the various methods, but rather 

the legitimacy of their framing and ability to include actors and facilitate transactions. 

We find basis for our hypothesis of increased participation at decreasing costs in “[t]he emergence of 

free software as a substantial force [which] poses a puzzle for organization theory” (Benkler 2002: 372). 

More specifically, emerging from this field are “characteristics that make large-scale collaborations in 

many information production fields sustainable and productive in the digitally networked environment 

without reliance either on [one-off remuneration or a steady salary]” (Benkler 2002: 374). It is our claim 

that we are witnessing the rise of a particular, tech-attuned brand of MSIs: the OS projects that are, 

seemingly, overcoming classic problems of collective action and shedding the oft-presumed imperative 

of the “markets or managerial hierarchies” dichotomy (Lerner & Tirole 2002; Benkler 2002: 372). In 

spite of this fascinating phenomenon “[m]uch of the literature on the open-source movement is scanty 

theoretically” (Berry 2008: 12), the dynamics of which remain a “puzzle to organization theory” 

(Benkler 2002: 372), and research on some of its defining social features, such as the participation of 

the periphery, “remains limited” (Rullani & Haefliger 2013: 943). As it stands since the advent of 

modern-era informational technology starting with the mainframe, the most conspicuous innovation 

within organizational governance in this new realm is based on near-unlimited inclusiveness, manifest 

in free, online platforms of social organization afforded legal protection from various forms of ‘capture’ 

via the application of open-source licenses (Opensource.org: web). It is through analysis of the dynamics 

underlying the open-source (OS) methodology that we hope to glean whether, and which parts of, these 

‘sustainable and productive’ collaborations are preferable, and transferable, to the SSO, and if so, how. 

Thus we align our analytical focus with that of the SSOs by analyzing and evaluating the “processes 

rather than on the substance of what they produce” (Higgins & Hallstrom 2007: 697), and the 

conceptual, institutional framework in which they are embedded. We make the case that the SSOs 

themselves are party to an ongoing institutional transition. In doing so we argue that they are a novel 

institutional response, organizationally encumbered by an anachronistic organizational logic and 
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process resulting from its path dependency that has yet to challenge its own notions of legitimacy in the 

face of changing circumstances, and will benefit from considering the various ways in which to assess 

and achieve legitimacy.  

Through our cases we argue that the SSO is ripe for technical disruption via the adaptation to 

increasingly inclusive methods of interacting with a ‘periphery’ of stakeholders. While the reasons for 

these are multifold, we focus on the issues of legitimacy and costs, as these are commonly 

conceptualized as the primary drivers in the choice of governance methods (cf. Abbott & al. 2015: 2). 

 

 

Corporate Social Responsibility 

As previously mentioned, a crucial element to framing the debate on corporate-supported policy 

creation on an institutional level is to develop a conceptual understanding of why corporations are 

moving towards the SSOs specifically as organizations for such regulation. To do so, we will argue that 

it is productive look to the current state of the literature on CSR. Recently, the “explosive” advent of new 

standard-setting organizations, as noted by Power (1994), and the expansions to their purpose that we 

pointed to in the opening section, is happening at a time when the literature on CSR appears to be 

struggling to account for corporate actions beyond the immediately instrumental, e.g. greenwashed PR, 

dressed-up risk management, and the profit-first, Shared Value concepts (Kramer & Porter 2006; 

Lüdeke-Freund & al. 2016; Graafland & Smid 2004). In contrast to this ‘instrumental’ school of CSR, 

Whelan (2012) notes the emergence of a ‘Political’ School of CSR embodied in the works of Scherer & 

Palazzo (2007 & 2011), Crane & Matten (2005), Crane, Matten & Moon (2008). Situating itself on an 

explicit acknowledgement of corporate responsibilities beyond the instrumental, it is variously 

characterized as ‘deontological’ (Heath & Norman 2004) and ‘defensive’ (Lüdeke-Freund & al. 2016). 

Critically, Whelan (2012) notes that the while the ‘Political’ school points to many stand-alone cases of 

apparent ‘Political’ actions on behalf of the corporation, the literature still appears unable to formulate 
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generally actionable recommendations beyond those that strategically benefit the corporation, ie. the 

instrumental. Particularly, there is a notable lack (or failures, e.g. Heath & Norman 2004) of real-world 

implementations of stakeholder theory driven initiatives that seek to deliver influence to the 

stakeholders akin to that wielded by shareholder within corporations (Goodpaster 1991; Freeman 1988 

; Crane & Matten 2005).  

As such, we observe on one hand how MNCs fail to overhaul their organizational practices at the top 

levels (Pedersen & Neergaard 2009: 10; Whelan 2012) as envisioned in various forms of normative 

stakeholder theory underpinning the CSR literature (Heath & Norman 2004; Goodpaster 1991; Crane, 

Matten & Spence 2008; Crane, Matten & Moon 2008; Scherer & Palazzo 2011). Meanwhile, the ‘Political’ 

SSOs continue to proliferate in size and scope (Wahl & Bull 2014; Abbott & Snidal 2011). Parts of the 

expansion involves expanding their scope to encompass traditional CSR-related domains with “the 

subjection of an ever-expanding array of spheres subject to inspection (or self-inspection), audit, and 

certification (Kusumawati & Bush 2015; Gibbon & Henriksen 2012: 275). Relatedly, the SSOs 

increasingly assume a stakeholder-oriented rhetoric particularly visible with the adoption of the multi-

stakeholder initiative (MSI) moniker (Dolan & Opondo 2005; Cheyns 2011). 

This is not to discount a ‘Political’ CSR, for while theorizing within a ‘Political’ school of CSR may 

currently be frustrated, it still holds immense potential, as “the political activities and responsibilities of 

MNCs [...] is of obvious importance given the number, size, and capacities, of MNCs, and the possibilities 

that could arise from their functions and/or motivations changing” (Whelan 2012: 3).  Rather, in the 

following we propose a transposition of the analytical focus from that of corporate ‘function and/or 

motivations changing’ to the recent changes observed in the standard-setting organizations, followed 

by the proposition that the SSO appears to adopt the ideals proposed in ‘Political’ CSR literature. To link 

CSR and SSOs, I will draw on Whelan’s (2012) initial work promoting a critical agenda within Political 

CSR. To explore this link we will examine the multi-fiduciary model as a practical stand-in for an 

idealized (‘Political’) version of CSR.  
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Particularly an examination of how various SSO(/MSI) formats and features address the practical and 

theoretical obstacles encountered in the current CSR literature, which will be presented in detail on our 

visit of Whelan’s (2012) analysis of the multi fiduciary model’s shortcomings vis-à-vis corporation 

adoption. The resulting analysis leads us to examine the proposition that SSOs could be construed as a 

would-be vehicle for multi-fiduciary governance of voluntary policy deliberation and promulgation. To 

assess the comparative merits of the format and features of the SSO towards this end we proceed to an 

analytical frame of reference based on a new institutional economics (NIE) approach to analyzing self-

governing entities. 

 

 

Shareholder versus Stakeholder approaches to governance 

In the following we present the apparent schism between the ‘Instrumental’ and ‘Political’ schools in the 

literature on CSR. Particularly, we will show how practical conceptions of ‘Political’ CSR – notably the 

stakeholder theory-inspired multi fiduciary model – has failed to contest shareholder primacy within the 

corporation (Whelan 2012: 22). We then proceed to make the case that the modern SSO is a novel 

governmental mechanism, distinguishable from those of corporate governance and statist regulation. 

We argue that this conception of the SSO enables synthesis of the two views on CSR by splitting the 

warring corporate rationalities (profit versus pro-social) into respective arenas of action: markets and 

managerial hierarchies versus standard-setting platforms, respectively. The ramifications and 

operationalization of this ‘alternative’ take on the SSOs’ role as explicitly political will be examined 

within the lens of new institutional economics (North 1992) in the following section. From there we 

proceed to operationalize the reconceptualization of the SSO via a comparison to an alternative 

organizational format associated with the open-source methodology, which we hypothesize is better 

equipped to the criticisms facing the SSO. 

As noted in the Introduction, the criticisms describing current CSR activities as corporate apologism, or 

window dressing. Ireland & Pillay (2010: 77) find that “contemporary ideas about CSR tend to be 
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premised on a shareholder-oriented model of the corporation as a private enterprise in which directors 

owe enforceable duties only to shareholders” (cf. Freeman 1988: 38). This argument, which can be 

traced to Friedmann’s era-defining “The Business of Business is Business” from 1970, in which he 

promoted a clear ‘shareholder-first’ concept of the firm, continues to resonate within not only neoliberal 

theoretical orthodoxy (Ireland & Pillay 2010), but finds repeated application within corporate law on 

fiduciary responsibilities (Freeman 1988: 39), and – relevant to our focus – remain prominent within 

standard-setting fora. An example of which is when the International Finance Corporation (IFC – which 

was created by the World Bank and OECD in 1956) recently wrote in their report at the Global Corporate 

Governance Forum on ‘Stakeholder Engagement and the Board: Integrating Best Governance Practices’ 

in 2009, defining Corporate Governance as “[t]he structure and operation of the board of directors, 

financial reporting, transparency and audit, separation of powers and minority shareowners’ rights” 

(IFC.org 2009: 4: web). 

The omission of the shareholder majority from the above list is presumably not due to its lack of 

importance, but rather to it being the implicit basis on which the rest resides. On the other hand, 

accounting for the omission of stakeholders from the definition is likely to result in a less than flattering 

result; indeed, while recognizing the importance of stakeholder engagement, the IFC concedes that “[o]f 

course, if a company is to avoid paralysis, it must prioritize stakeholder interests” (IFC .org 2009: 2: 

web). The statements of both Ireland & Pillay (2010) and the IFC (2009) are examples of the theoretical 

and practical prominence of the ‘Instrumental’ school of CSR, albeit critical and positive, respectively. 

The instrumental (sometimes termed strategic) school emphasizes the profit opportunities of “doing 

well by doing good”, and preserves theoretical consistency with a ‘profit-first’-view of the firm (for a 

prominent example Instrumental CSR, see Porter and Kramer’s “Creating Shared Value” 2011). In 

addition to the Instrumental school for explaining the trend of self-imposed regulation, an alternative 

‘Political’ School has emerged, where corporate activities have in recent times commonly been cast as 

operating against the backdrop of a presumed democratic deficit and thus as lacking a ‘license to 

operate’ (Hbr.org 2017: web; Mückenberger 2004 calls it decentration; Zürn 1998: denationalization; 
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Rosenau 2003: fragmegration), which necessitates actions on behalf of the firm beyond ‘business as 

usual’ (Crane & Matten 2005; Scherer & Palazzo 2007). This democratic deficit, or governance gap, 

commonly associated with - or as a feature of - globalization, presumably stems from the actions taken 

by nation states on the grounds of the ‘economic exigency’ to compete via privatization and 

deregulation. This is in contrast to the idealized state which presumably had the capabilities and 

willingness to internalize the externalities associated with the production, sale and consumption of 

various goods in via regulation and intervention based on a consensus of the governed (Buchanan 

1982). 

Alternative to the narrative promoting the activities as a defense of the license to operate, the 

governance gap is also, sometimes, cast as an expression of opportunity for corporations to “do the 

correct thing”, ethically speaking (Carroll & Shabana 2010; Garriga & Melé 2004). 

Regardless of narrative, the various debates surrounding the corporate ‘license to operate’ has 

increased questioning of corporate legitimacy by civil society in recent times, and a related increase in 

the exposition of corporate activities surrounding their social responsibility (Wahl & Bull 2014; Kolk 

2005b; Kolk & van Tulder 2005). That some of these initiatives go beyond the obviously instrumental 

(see e.g. Crane & Matten 2005; Scherer & Palazzo 2011), have prompted attempts to define what Whelan 

(2012: 6-8) describes as the ‘Political’ school of CSR. 

Within the Political perspective corporations choose, whether for ethical or risk mitigating reasons, – as 

the de facto world powers – to accept and act the role of provider of public goods. The ‘Political’ 

literature thus exists teleologically to “help construct governance structures and/or organizational 

routines that will help ensure that MNCs promote “the interest of a globalized society” (Whelan 2012: 

7). It is noteworthy that Whelan (2012) takes the stance that CSR is not necessarily due to a regulatory 

‘race to the bottom’ caused by the waning of the nation state. In his view, voluntary standards are merely 

an expression of regulation that can “go global” (ibid.: 5). In contrast to merely holding the corporate 

role as a substitute/stand-in to the state (Crane & Matten 2005), the citizenry (Crane, Matten & Moon 
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2005) or civil society (Scherer & Palazzo 2007), this approach opens up for a systems view wider than 

the current ontology surrounding the dichotomic state-market dynamic. 

While the increasingly acknowledged social responsibility of corporations generally is received with 

enthusiasm by states and corporations (Wahl & Bull 2014; Rahbek & Neergaard 2008), Whelan (2012) 

notes that positive, prescriptive theorizing on ‘Political’ CSR has been hampered by “the belief that MNC 

motivations can, do, or might, oscillate, between a rational profit seeking and pro-social logic” (ibid.: 4), 

ostensibly resulting in a lack of predictive theory and practically feasible recommendations. As Heath 

and Norman (2004) find in their survey on the history of state-run enterprises, there exists “a challenge 

for those who assume that corporate social responsibility and good corporate governance naturally go 

hand-in-hand“, as stakeholders are unequal (in more than the sense of one shareholder owning more 

stock and thus voting rights than the next), and attempts to incorporate their concerns in the governance 

structures is likely not “institutionally feasible” within the current corporate governance structures, 

with observed perverse, destructive outcomes when assumed so. Specifically, the problem identified by 

Whelan (2012) within the ‘Political’ school is that Political CSR undermines its project of establishing 

corporate civic duties by disregarding the ‘economic necessities’ of companies by failing to recognize 

the “fact that MNCs are “specialized economic organs”” (Ruggie 2008; quoted in Whelan, 2012: 4). The 

results are an explanatory framework that, by addressing a seemingly well-acknowledged governance 

gap, successfully criticizes business-as-usual, yet “commonly lack[s] descriptive accuracy and 

explanatory potential” (Whelan 2012: 18) and, as we will see in the case of the multi fiduciary model, 

critically fails to prescribe actionable recommendations. As Heath and Norman (2004: 262) notes, “(t)he 

more specific conclusion is that there is a need for a fundamental reconsideration within CSR and 

[stakeholder theory] circles of the demotion of shareholders to the status of ‘‘just another stakeholder 

group’’ – at least when it comes to thinking about corporate governance structures”. 

Goodpaster (1991: 63) expresses the above conundrum (calling it the Stakeholder Paradox) in the 

following manner: “[i]t seems essential, yet in some ways illegitimate to orient corporate decisions by 

ethical values that go beyond strategic stakeholder considerations to multi-fiduciary ones”. Likewise, 
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Pedersen & Neergard’s (2009) finding that, while adoption of stakeholder informed practices has taken 

place at most levels of management, the corporations are simultaneously resisting efforts to incorporate 

practical manifestations of ‘Political’ CSR into their top-level governance, is corroborated broadly in the 

literature (e.g. Crane & al. 2008: 84-85, Scherer & Palazzo 2010: 921).  

In the previous section we have presented the conflicting, yet conceptually central, theoretical 

underpinnings between the theory of the firm (Ireland & Pillay 2010) and the ‘Political’ body of 

literature on CSR (Crane & Matten 2005; Scherer & Palazzo 2011). This schism is found to be central to 

the lack of theorizing within ‘Political’ CSR that manages to be both prescriptive and actionable (Whelan 

2012). In the following section we attempt to address the apparent incompatibility of the stakeholder 

and shareholder models expounded by Ireland and Pillay (2010), which has been re-articulated as the 

‘political’ vs ‘instrumental’ school of CSR by Whelan (2012), by considering the practical relevance of 

the emergence of the modern (‘socially-oriented’) SSO. In light of Whelan’s (ibid.: 5) argument that 

“[‘Political’ CSR] can [not] be actualized in the absence of a corresponding ‘political’ model of corporate 

governance”, we tentatively propose that by being an explicitly distinct and differentiated governance 

mechanism, the SSO may be suited to accomplish the normative goals of Political CSR without 

compromising the shareholder driven model of governance that is preferred by the SSOs’ corporate 

stakeholders. The questions of how, and how well (comparatively), the SSO manages this will be the 

focus of the rest of the paper. 

For the following section our argument will proceed as follows: first, in an attempt to explain and 

remedy the theoretical impasse between ‘political’ and ‘instrumental’, or stakeholder vs shareholder, 

presented above, we suggest that we are observing an institutional transition period (North 1992: 11) 

where conflicting conceptions of the ‘rules of the game’ (Buchanan 1982; North 1992: 2) can account 

for the observed ‘oscillations’ and theoretical inconsistencies described by Whelan (2012). We argue 

that a synthesis between instrumental and political schools of CSR is possible by applying an 

Institutional Change Framework. Second, and to substantiate the above point, through a re-

appropriation of Whelan’s analysis of the failings of the multi-fiduciary model, we demonstrate how 
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SSOs are emerging to address the problems at the heart of the ‘instrumental’/’political’ divide within 

the debate on ‘the nature of the firm’, and how this is productive in regards to explicating the purpose 

of the ‘social’, or ‘modern’, SSO.  Third, in light of North’s (1996) Institutional Change framework and 

central insights from the NIE literature, we propose principles for assessing the format and features of 

the SSO within an emerging institutional system. The resulting framework serves to establish the 

criteria for analyzing legitimacy in a new world order of stakeholder-oriented self-regulation and 

transnational standard setting. By anchoring ‘Political’ CSR activity in the SSO and ‘Instrumental’ CSR in 

the corporation we can synthesize the two strands into a productive research agenda and framework 

with greater explanatory capabilities and increasingly actionable prescriptions, which we will start to 

apply in our comparative analysis of SSO and OS legitimizing processes. 

In the following section we substantiate the proposition that the SSO, its current permutations, 

popularity and criticisms form pieces toward the puzzle of articulating, adapting to, and realizing a new 

normative framework. We do so by contrasting the SSO to Whelan’s (2012) critique of the multi 

fiduciary model (MFM) of corporate governance, originating with Evan & Freeman’s (1988) 

“Stakeholder Theory of the Modern Corporation”, as an example of the type of (failed) ‘political’ 

governance mechanism that Whelan deems necessary to actualizing ‘political’ CSR concepts. We apply 

Whelan’s analysis of the failings of the MFM in becoming such a governance mechanism to illustrate how 

the SSO manages to address (some of) the issues of immiscibility of stakeholder and shareholder 

perspectives on the firm which the MFM failed to do. By doing so we will make the case of the SSO as a 

vehicle for a ‘political’ governance mechanism by emphasizing aspects in which it differs from the 

current methodologies within corporate governance, as well as governance suggestions emanating from 

the ‘political’ CSR literature. This analysis will also serve to draw attention to eventual shortcomings 

that persists across the variations and how these relate to the critiques outlined initially. In the following 

we will examine the structural limitations of the stakeholder approach at the level of corporate 

governance.  
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The Multi-fiduciary Model 

In this section we present an example of a ‘Politically’-derived prescriptive theory turned impractical 

concept; the multi fiduciary model (MFM). According to Whelan (2012: 5), the MFM is an expression of 

the type of “political’ model of corporate governance” required to actualize and differentiate ‘Political’ 

CSR from “shareholder models of corporate governance associated with instrumental understandings 

of CSR”. It is as such a proposed solution to the lack of organized stakeholder influence within systems 

of corporate decision-making. However, it is far from problematic, and has found little corporate 

adoption (ibid.). To illustrate governmental shortcomings of current implementations of multi 

stakeholder governance mechanisms, Heath and Norman (2004), in their survey of state-run 

enterprises employing stakeholder-inclusive governance mechanisms, found that it becomes 

increasingly difficult to hold the manager (the agent) accountable as the variety of stakeholders 

increases. This led to increases in the instances of self-dealing (moral hazard), which consisted of 

‘cherry-picking’ objectives and goals to align with the agent’s own priorities, and relied heavily on agent 

ability to withhold and relay information to different stakeholders to ‘play’ them against each other 

(ibid.).  In the end, many of the state-run enterprises were privatized to “discontinue the practice of 

issuing multiple objectives to the managers.” (ibid.: 257). 

We suggest that Whelan’s (2012) explicit critique of the underlying theoretical model, the MFM, 

highlights the practical barriers to synthesis between Instrumental and Political CSR.  In light of our 

review on the schism within the CSR literature, and Whelan’s (2012) critique of the MFM, we will 

elucidate indications as to why the SSO is an appealing format for corporations, and propose how the 

SSO can assume a role as Whelan’s ‘political model of corporate governance’, and potentially lead to a 

synthesis of the ‘Instrumental’ and ‘Political’ literature on CSR.  

The multi fiduciary approach is interesting as it is a practical prescription for stakeholder influence on 

corporate activities that go beyond the merely instrumental by advocating measures to ensure 

stakeholder control (rather than just advisory influence) at the board-level (Goodpaster, 1991). To 

illustrate how corporations apply various stakeholder approaches, Goodpaster (1991) described 
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several layers of stakeholder engagement, from ‘taking stock’ of stakeholders and their worries 

(stakeholder analysis) over incorporating them into corporate strategic concerns (termed stakeholder 

strategic synthesis), to accepting and acting upon their intrinsic value and a perceived obligation to 

meaningfully empower stakeholders without necessarily establishing a net positive business case to do 

so, particularly by including them in the ownership or at an equivalent level of influence (termed “multi-

fiduciary”).  

Following the prescriptions of Freeman (1988), the progenitor of stakeholder theory, the MFM proposes 

that the principle of governance must include stakeholders to the extent that it becomes, among other 

things, 1) transparent, and 2) subject to unanimous approval amongst stakeholders before fundamental 

change to the rules governing their relationship can take place. Even while disregarding the more 

expansive concepts of normative stakeholder theory as contained in ‘Political’ CSR (with an ‘expansion 

of the sphere of influence’ beyond those currently affected by corporate activities to those the 

corporations has the potential to affect positively, e.g.: Crane & al. 2008: 96; Scherer & Palazzo 2010), 

concretization of stakeholder empowering governance mechanisms within the firm holds several 

problems.  

Whelan (2012) notes four points of criticism: 

1. Increase in risk of self-dealing, 

2. Decreasing degree of specialization and differentiation 

3. Core stakeholders (consumers, employees, etc.) are currently well-represented, 

4. Problems regarding capital supply. 

An overview of these points of critique will give us an idea as to the conceptual appeal of the SSO 

compared to that of corporation-internal models of political governance. In turn we suspect it may serve 

to define the SSO’s purpose, and provide us an initial basis for comparison with our proposed 

counterexamples. 

1. Self-dealing – the act of taking advantage of a position of trust within a transaction is well recorded 

within management theory, and the literature on moral hazard within contract theory is particularly 
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exhaustive. Two points worth noting in regards to the implementing a MFM at the corporation. First, 

Whelan (2012) notes that an increase in principals creates a collective action problem as the benefit to 

each from acting to limit moral hazard is diluted. Secondly, Heath & Norman (2004: 254) notes that by 

increasing the number of dimensions evaluated to suit the (social) values of various stakeholders makes 

it extremely difficult to design incentive structures. When carrying the self-dealing aspect over into the 

SSO, it highlights the importance of experimenting with alternative governance structures to best reflect 

the various values that are sought to be represented. By insisting on unquestioned primacy of 

rightsholders (ANSI Critical Paper 2005: web) and organizers (Cheyns 2011: 2) to control the output 

and input respectively, they seem to be mimicking the corporate format of shareowner and 

management, rather than a governance format which assumes profit as just one among other objectives. 

Indeed, there’s an argument that SSOs ought to explicitly renounce profit orientation to underline its 

specialization as vehicle for multi fiduciary governance. 

2. Specialization and differentiation – as we have seen from the self-dealing argument, multiple 

stakeholder scenarios are recognized as harder to govern successfully. 

The SSO, on the other hand, can be construed as positioning its functional sphere as the arena for the 

deliberation of corporate/stakeholder relationships, notably expressed in the multi-stakeholder 

initiatives and similar monikers used by SSOs. By distinguishing itself rhetorically, it can satisfy the 

requirement of specialization. Furthermore, by promoting the pooling of resources for the creation of 

policies within common areas, the SSO can presumably serve to lower the associated costs while raising 

legitimacy through establishing broad consensus. The question of what constitutes ‘appropriate’ 

governance mechanisms remains, and its importance is only underscored by the specialization 

argument. 

3. ‘Prioritization’ of Stakeholders - reflected in the IFC’s conception of stakeholder engagement 

(IFC.org 2009: web), corporations may find resistance towards an expansion of their stakeholder 

engagement activities from ‘core’ stakeholders who perceive their interest better represented in the 
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instrumentalist status quo. As such, corporations may be very sensitive to ‘core’ stakeholder attitudes 

with an explicitly conservative bias. 

The SSOs are likewise affected by its perceived necessity ‘to prioritize stakeholders’, but potentially less 

so, by virtue of serving more corporations with a more varied strategic outlook than any given 

corporation on its own, thereby able to create more equitable policies without risk of a detrimental 

backlash. Secondly, a numerically greater constituency ought to confer greater legitimacy.  

4. Capital supply – may be deterred from investing due to the reasons presented in the previous, and 

as seems to be the case of the United Kingdom’s largely unpopular incorporation model named the 

Community Interest Corporation (e.g. Whelan, 2012). However, for our purposes suffice to say that the 

same arguments apply to investors as it does the other core stakeholders discussed above. 

In visiting Whelan’s analysis (2012) of the MFM for our own purposes, we have seen how the SSOs are 

ameliorating certain limitations within the corporate approach to stakeholdership, particularly in the 

corporations’ outsourcing of the policy creation process, and the recent reformulation of SSO 

purpose/specialization with adoption of the MSI and similar monikers. As seen in Cheyns (2011) case 

study, the non-core stakeholder is often presented as a contestable area of inclusion, preferably 

represented, rather than present, with the increased participation seen as a net loss (at least financially). 

Likewise we question the prioritization of rights holders, and the impact with regards to access to input 

and output as it appears to be closer linked to the commercial origins of the standard than the social 

consideration embedded in the multi stakeholder moniker. Lacking a clear framework for what 

constitutes appropriate governance, we propose that the means of experimentation with, and the 

explicit politicization of, the SSO governance structures, as well as the problematized nature of the non-

core stakeholder ‘periphery’, will be our initial points of contestation when presenting our argument for 

the adoption of open-source methodologies.  

In the following we will attempt to establish an explicit purpose of the SSO, upon which we can 

determine the parameters indicating appropriate governance mechanisms. 
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In turn, this may help us assess the legitimacy of both corporate activities and bolster CSR theorizing 

beyond the instrumental perspective by demonstrating how to achieve and assess a governmental 

perspective which allows for meaningful inclusion of non-core stakeholders. 
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Framework: New Institutional Economics 

 

Synthesizing the Instrumental and the Political via Institutional Change 

In the following we demonstrate how a New Institutional Economics (NIE) analysis of the SSO can assist 

us in defining a purpose for the SSO by creating a theoretical framework for explaining current 

phenomena, theoretical inconsistencies, and provide practical tools for assessing and evaluating the 

central features of interest of a governance system capable of including non-core stakeholders to a 

greater extent. Transaction costs are of course central, as: “[w]ithout transactions and their relevant 

organizations, it would be impossible to take advantage of division of labor or of innovative 

technologies” (Menard 2001: 3). As is visible in the SSOs, “the organization of transactions involves 

costs”, which causes the “allocation of resources and the development of new technologies [to be] 

depend[ent] on the prevailing governance structures, i.e., the modes for organizing transactions, and on 

the characteristics of users’ rights, particularly property rights” (ibid.: 2-3). This prompts the 

question:  “what type of transactions and, in particular, what modes of organizing transactions, at both 

the microanalytical level and the level of the institutional environment, are most favorable to the 

development of capabilities and to the dynamics of innovation?” (Ibid.: 3). Menard (2001: 4) concludes 

that “we know very little about the mechanisms through which the rules implemented by these 

institutions diffuse to governance structures and contribute to the shaping of how transactions are 

organized.” It is this area within NIE that we hope to enrich via our analysis of the OS governance 

systems present in our second set of cases.  

As a first step towards evaluating the merits of processes applied within the SSO it is necessary to 

establish the purpose of an organization within an institutional framework (Buchanan 1973; North 

1992) or interpretative scheme (Ziewitz & Pentzold 2014: 307; Noni & al. 2013: 257). Here “ideas and 

ideologies play a major role” (North 1992: 1), especially as there is “immense variation in mental models 

and as a result different perceptions of the world and the way it "works”” (ibid.: 2). It is not until after 
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making the case for, and articulation of, a system containing and being supported by the Political SSO, 

that we can begin to determine relevant parameters to measure and compare. The actualization of these 

will then serve to further the discussion about and awareness of the purpose, in turn strengthening the 

legitimacy of the institution iteratively. To systematically situate the points of governance structure and 

inclusiveness in relation to politics as presented above, we suggest it is productive to turn to Habermas’ 

definition of actions as legitimate as far as they “meet (or could meet) with the approval of all affected 

in their capacity as participants in a practical discourse” (Habermas 1990: 66). We found this sentiment 

mirrored in the principles of stakeholder theory which lays at the foundation of the Political conception 

of CSR (Whelan 2012; Goodpaster 1991; Freeman, 1988). As such Habermas is a firm proponent of 

‘public spheres’ that employ ‘public use of reason’ to arrive at societal norms. This approach highlights 

the necessity for understanding the role (within ‘the rules of the game’) of a specific discourse, such as 

those facilitated by the SSOs. In order to understand this sense of ‘role’ within the ‘rules of the game’, 

Buchanan (1973) uses the example of how some voters in a liberal democratic state inevitably will have 

to concede some unwanted policies to the majority vote, but that they (generally) accept the ‘loss’ due 

to a shared conception and acceptance of the underlying ‘rules of the game’. Buchanan refers to this as 

a ‘rough consensus’, which in the case at hand refers to the constitution and its implementation, i.e. 

deliberation and voting, but can be applied to various relationships, e.g. a market relationship. These 

classic democratic features and phenomena are sometimes also referred to as a ‘consent of the 

governed’, a term that was first coined by Rousseau (1762). From this we draw focus to the conception 

of a dual layer to governance (Filipi & Loveluck 2016: 18), referring to day-to-day processes versus the 

underlying governmental processes and a consideration of how to affect these underlying processes, if 

they are perceived as unfair (North 1996). 

To support our thesis about the role of governmental experimentation as a central appeal of SSO to 

stakeholders, it is important to note that Habermas (1996: 305) would disagree that the procedures 

governing liberal democracy, “from which procedurally correct decisions draw their legitimacy”, could 

(or should) necessarily be imported as-is to other organizational domains, but that various 
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organizations must find their own structures for achieving a consent of the governed. An implication to 

this point is that states can very well play a part as governing actors in a complementary fashion to SSOs. 

As such, we can envision a local governance system where local debate is allowed to fail to solve certain 

problems, but where the debate itself can be a resource used to inform statist regulation/legislation in 

that area; the governance mechanisms do not have to be self-contained, but can be used to support the 

procedural qualities of each other. While governmental ‘self-containment’ is rarely an explicit 

assumption, or prerequisite, of ‘Political’ CSR writings, its role vis-a-vis the state, and not just the 

corporation, is crucial to consider, especially if indeed “there are no functional equivalents for the 

competences based on the possession of ‘law’ and ‘political power’ [of the state]” (Habermas 2009: 90–

91). However, to ‘ground’ the legitimacy conferred by the SSO to corporate activities in this system of 

free institutional spaces for appropriate governance institutions to emerge, we must critically examine 

the rationality governing the SSO. 

To do so, and to consider the implications of the modern SSOs as part of an evolving institutional 

framework, we propose that we draw insights from Douglass North’s framework for explaining 

institutional change3. North’s framework (as NIE in general) aims to account for the inconsistency 

between neoclassical economic theory and the existence of institutions, which have no purpose in a 

perfect market with fully informed individuals of unbounded rationality. North (1992: 1) suggests that 

for this reason “the place to begin a theory of institutions [...] is with a modification of the instrumental 

rationality assumption.” Essentially, North (1992; 1996), like Ostrom (1990), makes the argument that 

collectives of individuals can ‘push’ for institutional change, i.e. a change to the rules of the game, if they 

determine that the current institutions are placing them at a relative disadvantage. 

We suggest that the theoretical schism addressed here between instrumental rationality and the 

inexplicable and voluntary creation of, and submission to, institutions shares non-coincidental 

similarities to the current theoretical paradox troubling the literature on the instrumental and political 

                                                             
3 American Economic Association meetings in January 1992 and subsequently published in The American 
Economist (Spring 1992, pp 3-6) under the title "Institutions and Economic Theory". 
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schools of CSR. To draw parallels to the present case of ‘Political’ and ‘Instrumental’ CSR, such a 

transitional phase would be characterized by an ‘ideological’, or ‘interpretative schematical’, divide 

between those who conform their logic to the system status quo (instrumental), whereas the innovators 

would present a debate on the system’s merits as a whole (‘Political’) (Williamson 1992). Considering 

the insight of Ostrom 1990: 207, that “[o]ne can predict that in a highly competitive environment, those 

who do not search and select alternative rules that can enhance net benefits will lose out to those who 

are successful in adopting better rules.” This highlights the detrimental effects to the common good 

when governmental experimentation is stifled, purposefully or unwittingly. Furthermore it suggest that 

organizations, such as SSOs, who strive to legitimize various governmental choices (particularly 

corporate governance) would serve the common good best (and thus be considered legitimate) by 

facilitating competition between various governmental set-ups. Finally, we argue, it explains how and 

why corporations may choose to push for novel institutional interpretation and evolution (here 

understood as adopting a distinctly ‘Political’ stance on CSR) by championing changes to the 

institutional ecology (and associated mental schematic) for instrumental reasons. In addition to this 

novel perspective on the roles of institutions, we visit North (1992: 1) as he explains the creation of 

institutions as an attempt to “impose constraints on human interaction in order to structure exchange” 

with the purpose of curbing the risks associated with “incomplete information and limited mental 

capacity [...] by which to process information”. The transaction costs associated with risk management 

would otherwise have to be dealt with via expensive, comprehensive contracting (e.g. Foss & Foss 2005). 

As such, the purpose of institutions is to standardize and ultimately lower the costs to transacting (De 

Noni & al. 2013: 259; cf. Williamson, 1996). Applying this transaction-cost lens to an institutional 

conception of the SSO, we posit that the SSO serves as a market for externality bargaining. This is 

congruent with the perceptions shared by SSO practitioners and scholars, as well as the narratives 

behind the conceptions of CSR which suggest that the state-mandated regulations are more lax than is 

perceived publicly beneficial, and corporations may, for ethical or instrumental reasons, choose to 

engage in bargaining around this ‘slack’ (e.g. Graafland & Smid 2004). As such corporations stand to gain 



Legitimacy, Inc 

50 

 

legitimacy relative to the competition by, at least temporarily, relinquishing their apparent rights on a 

case-by-case basis via negotiations with stakeholders. It further prompts us to ask how to mitigate costs 

in general, such as to contracting, to which the open-source license provides an intriguing alternative in 

the sense that the contract with potential users is predefined, and thus has negligible costs of creation 

associated with it (Foss & Foss 2005). To answer the question of how the SSOs should legitimize 

themselves, we propose to transpose these ‘optimal’ behavioural characteristics to the market in which 

the SSOs themselves compete. Crucially to the purpose of the paper, which is to examine and critique 

the purpose and legitimacy of the operations of SSOs, we note that while actions are undertaken to 

maximize organizations’ or individuals’ utility function (Buchanan 1982), “[t]here is no implication that 

the consequent institutions are efficient” (North 1992: 1), which directs our gaze to establishing a 

shared understanding of institutional purpose against which to compare alternative governmental and 

processual choices. It is thus always the level beyond the organization itself that determines which 

outcome the ‘players’ must strive for, and which limits to player action are most conducive to an overall 

optimal outcome –  the common good. In the SSO it is creating an equitable, low-transaction-costs 

market for the negotiation of externalities of corporate activities through discourse and concessions for 

the ‘higher purpose’ of socially embedding, and thus legitimizing, their activities. However, while the 

underlying rules of the game, set by the SSOs, play a critical role in facilitating the transactions between 

actors leading to the optimal outcome as it relates to the common good, it is crucial to consider that it 

does so at every layer. That is, in which market was it decided that the specific SSO was the best at 

providing the above-mentioned services? These questions underline why the mental schemata in 

relation to our conception of the constitution of political and economic reality is central to an evaluation 

of the appropriateness of the SSO. As we have seen, a part of this consideration involves the 

establishment of alternatives, cognitive as well as practical. For this reason it is critical to question the 

degree to which the current institutional set-up facilitates such governmental experimentation and ‘fair’ 

competition/representation between various conceptions of how to put legitimacy into practice 

(through the SSO or other institutional actors for the same purpose, such as the State or NGOs). In this 
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processual conception of the sources of legitimacy, we can see how every layer of contestation relies on 

the legitimacy of its own underlying set of rules, which again is established over alternatives through a 

competition on a playing field with its own underlying rules, and so it continues. To borrow a metaphor 

from programming, defining legitimacy becomes the function of a ‘software stack’, stretching from the 

base (hardware) system, in increasing abstractions in relation to the fundamental reality, each level of 

software representing a choice between it and alternative software, with each choice conditioning what 

may come after. As such, the usual conception of the relationship of polity and individual, institution and 

organization, player and game as a duality is in fact a chain of linked, dyadic relationships, where every 

entity is both player and game depending on perspective. In this light we can see organizational reality 

as shaped by individual and organizational choices shaped by a various combinations of political, 

economical and practical considerations at different levels. However, if the information pertaining to 

the preceding choices (i.e. those not actuated, possibly for innocuous reasons, but nonetheless 

sometimes not visible to actors further down the chain) is not mediated down this chain of governance, 

it suggest that even though it is true that “whether the benefits of the proposed activity to the individual 

citizens would be greater than its cost to them, no one can judge this better than the individuals 

themselves” (Wicksell in Buchanan, nobelprize.org 1986: web), it is the utility function of a poorly 

informed individual at risk of committing to suboptimal choices. This insight highlights the importance 

of transparency within the governance choices at various levels, or as we called it, the legitimacy stack. 

Rather than conceptualize the relationship of 

 

Principal → Agent → Goal 

as  

Corporation → SSO → legitimacy-conferring policies,  

we propose a relationship of 

Stakeholder → SSO → Legitimacy-conferring processes. 
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In this stakeholder-as-governor conceptualization, the criteria for evaluating the SSO could be their 

ability to compete for a ‘rough consensus’ by attracting the broadest and deepest crowd of stakeholders 

through the formulation and exposition of the most equitable governance mechanisms to ensure 

consensus-reflecting processes and, by extension, legitimacy-conferring policies. This conceptualization 

retains the primary focus of lowering barriers to transaction, but also expands the focus to include the 

competitive environment of the SSOs themselves (i.e. it facilitates negotiations between stakeholders, 

but also the competition vis-à-vis potential competitors as means of empowering stakeholders’ ability 

to express their governmental, processual and policy-specific preferences. How to practically implement 

this conception, along with an assessment of its merits, is the objective of the remainder of the paper. 

In the next section we will positively operationalize this conceptualization of the SSO institutional 

purpose and process. Following the insights outlined above, an assessment of their ability to “work [...] 

to overcome incomplete information and their facilitating the processing of said information” (North 

1992: 1) are the central parameters of the analysis of the operational merit of SSOs. Or, alternatively 

expressed, institutions, such as the SSOs, should “be evaluated in terms of the comparative ease or 

facility with which voluntary exchanges, contracts or trades may be arranged between and among 

members of the community” (Buchanan 1988: 135), and through this lens we lift our gaze to assess the 

ease with which stakeholders can challenge, critique and establish alternatives to the organizational 

choices of a given SSO. 

 

 

Sources of governance 

Governance is “a means by which to infuse order in a relationship where potential conflict threatens to 

undo or upset opportunities to realize mutual gains.” (Williamson 1999, cited in De Noni & el., 2013: 1) 

However, if this order is skewed away from certain stakeholders, they are provided an incentive to try 

and realize an institutional change, as we saw in the previous section. In relation to discontent within a 

certain system, Hirschmann (1970) established the three options available to a dissatisfied member of 
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a given organization: to voice (present a critique), exit (leave) or remain loyal (stay). Later, Suchman 

(1995) found the presence of alternatives to be a considerable condition to these choices. To help 

envision an alternative mode of governance for the operation of the SSOs, I will present an example of 

the semi-self-contained systems of governance which have been the focus of scholarly research done by 

Ostrom (1990) on the CPR. This will also serve to frame our proposed alternative – the OS governance 

format – for qualitative comparisons to the current SSO governance methodology. To understand how 

OS may be a mode of production more befitting our conceptualization of the SSO (and distinct from the 

prevailing binary of either statist or corporate governance forms), I suggest we look to Ostrom’s (1990: 

62) description of the Commons where “activities we now call “economic” are embedded in other 

activities”. We propose that the benefits of this approach is that it becomes possible to embed the 

production of policies in a setting that is contingent on (not just permissive of) participation, 

inclusiveness, informational freedom and institutional experimentation and competition. 

We contrast this to the current organizational practices placing the SSO mostly in the same functional 

sphere as corporations, as supported through assertions pertaining to the unequivocal necessity of 

enclosing property rights for monetization purposes (e.g. ANSI Critical Paper 2005: web), and the 

exclusive participation practices that we observed in the literature (e.g. Cheyns 2011), and in official 

statements by industry representatives (e.g. IFC.org 2009: web). Despite allusions to a broader 

operational imperative articulated in the adoption of the MSI moniker, we have seen how their actions 

and arguments “reflect the exigencies of supply and demand, of competition and maximization of output, 

of accumulation and economic efficiency” (Ostrom 1990: 62). This is particularly worrisome when we 

cast the SSO as a market for externalities, where combined optimal outcomes, not rents, determine the 

merit of one institutional (plat)form over another (Buchanan 1983). Undermining its legitimacy by 

limiting its capability to serve as an efficient facilitator for negotiations by “[s]imply following short-

term profit maximization in response to the market price for [the service rendered] may, in a CPR 

environment, be exactly the strategy that will destroy the CPR, leaving everyone worse off” (Ostrom 

1990: 207). In the SSO scenario, it is the legitimacy, defined by its operational efficiency – determined 
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by adherence to best practices within the dominant narrative – that stands to be destroyed if the 

organizers/‘core’ stakeholders neglect to adapt to shifts in the conception of which is the more 

legitimate strategy. As such, we argue that the operational efficiency hinges on the perceived operational 

integrity, as defined by the appropriateness of the governance method in relation to the institutional 

purpose.  

But where then, if not from the statist or corporate models of governance, do governance mechanisms 

come from? In the following we will examine the building blocks and other prerequisites for the The 

Evolution of Institutions for Collective Action, the subtitle of Ostrom’s (1990) seminal book. In it, Ostrom 

(1990: 61) points out, that  

“[o]ne cannot view communal property [...] as the primordial remains of earlier 
institutions evolved in a land of plenty. If the transaction costs involved in managing 
communal property had been excessive, compared with private-property institutions, 
the villagers would have had many opportunities to devise different land-tenure 
arrangements for the mountain commons”.  
 

The point expressed above is that communal property arrangements are not only sustainable over time, 

but not necessarily inefficient, anachronistic oddities belonging to bygone ages. Indeed, similar 

arrangements are found with increasing frequency, such as noted in Haefliger & Rullani’s (2013: 941; 

see also Benkler 2002) ‘communities of creation’ which comprise the production of “a wide range of 

products such as software, toys, jewelry, music and more”. Communities of creation are generally 

“online communities that are composed of individuals and firms that share a common interest, a sense 

of belonging, a shared language, rules for participation and governance, mechanisms to manage 

intellectual property rights, and an explicit purpose for the cumulative creation of knowledge” 

(Haefliger & Rullani 2013: 941). Whether this list can, or should, come to include modern SSOs is a 

central question in the methodological comparisons we will draw in this section. 

While Ostrom’s villagers had ample time to change their institutional set-up, we argue that along with 

our proposed reconceptualization of the SSO purpose, and the emergence of new technologies, the 

online communities of creation in particular are ripe for institutional analysis. 
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In answering the question of whether the open-source/libre-community-managed project is a privately 

produced public good or a CPR, as in the case of Ostrom’s mountain commons, O’Mahony (2003) found 

that while it is freely available to the various users, the restrictions of the copyleft license 

(predominantly represented by the General Public License (GPL), also termed ‘reciprocal’, used by 

entities such as Wikipedia and Linux) ensure that the code cannot be appropriated and enclosed by 

commercial interests, in a manner that would exclude the public (and current developers) from future 

use, as copyleft requires the users to publish their own changes under the same license if they release 

their work to the public. An example of appropriation via a non-copyleft open-source license (e.g. BSD 

or Apache, also termed ‘permissive’) could be if a company copied the non-copyleft OS project and made 

some significant changes in a short while, and then chose to keep the new changes ‘closed’, i.e. 

inaccessible for imitation and review. As such, the company would effectively capture the past efforts of 

the volunteer workers at a price that would not reflect the actual development costs, while excluding 

the main contributors, as the company could use the income to continue to push developments, 

widening the gap between the freely available code and their improved code and lowering the 

attractiveness for volunteer developers to work on the free version, as a superior version is now 

available at a low monetary cost, but likely also at the cost of the continued viability of the free project. 

In support of this, De Noni & el. (2013) find in their paper “The evolution of OSS governance” that the 

rights granted under ‘permissive’ licenses, such as Apache’s and the BSD, discourages volunteers but 

attracts commercial actors. 

As we pointed out earlier, due to the performative elements of governance research, and combined with 

organizational opportunism, institutional inertia could be overcome by the establishment of a new 

institutional narrative. As a part of this agenda we must ground the narrative in both organization-

level  and institutional-level theory. In work grounded in empirics belonging mainly to an age before 

incessant technological shocks, anthropocene threats and global narratives, Elinor Ostrom and 

colleagues argue that complex adaptive systems adopt polycentricity and redundancy as solutions to 

uncertainty and to increase resistance to external shocks within common-pool resource systems 
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(Ostrom & Ostrom 2003). Applying the insights from this body of literature to the emergence and 

operation of SSOs, we will explore how insights from the sustainability of mountain meadows can be 

brought to bear on SSO governance via the OS methodology, on a swell of powerful new information 

communication tools and in in the wake of neoliberal economic idealism and rudderless political 

institutions.  

To review the barriers to the creation of the institutional rules necessary for establishing communities 

of creation – such as SSOs and OSs – we will turn to the framework Ostrom set out in Governing the 

Commons (1990), in which she points to three problems involved in the creation of sustainable 

institutions: the problems of supply (of institutional rules); credible commitment (e.g. deterrents from 

rule breaking); and mutual monitoring (e.g. finding and exposing rulebreakers). 

 

 

The problem of institutional supply 

First Ostrom (1990) asks, how do participants settle on a specific governance format? 

The underlying assumption is that some governance formats favor some participants more than others. 

Thus, the question of how to create the political will to choose one over the other is at the core of this. 

The solution according Ostrom is, as Robert Bates suggests, that “establishing trust and establishing a 

sense of community are [...] mechanisms for supplying new institutions” (Bates, cited in Ostrom 1990: 

43). This sentiment is mirrored in the literature on OS governance which finds that “[t]rust is a shared 

behavioural routine based on mutual identification as a member of the larger hacker community and 

further enforced through a legal framework: The license agreement that regulates appropriation” (De 

Noni & al. 2013: 250). As such, “trust and control can be complementary in the process of situated 

learning and of knowledge co-creation regarding the reciprocal skills, competencies, and attitudes 

available in the community” (ibid.: 249). On the evolution of governance in OS settings De Noni & al. 

(2013: 250) further note that “in this first phase, governance [is] mainly the spontaneous and emergent 

outcome of the collaboration within these communities” and that “participation and collaboration [is] 
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sustained mainly by non-monetary rewards”, noting “intrinsic utility in participating in these 

communities, such as the availability of more efficient and trustworthy software or the pleasure and 

freedom to participate.” More importantly, De Noni & al. (2013: 259) conclude that “governance is the 

result of emergent processes of learning” where “trust is critical in leveraging the capacity for mutual 

learning”. While the strategies for establishing trust in SSOs are relatively well-described (e.g. 

Kusumawati & Bush 2015), the theoretical insights into the creation of trust in OS governance via OS 

licensing as described earlier adds an untapped potential resource for the creation of trust at the SSO. 

We suggest that the particular dynamic of trust via OS licensing pertains partly to Ostrom’s second point, 

namely that of credible commitment. 

 

 

The problem of credible commitment 

To understand the impact of the open-source licenses in the creation of trust, consider that  

“[i]n all cases in which individuals have organized themselves to solve CPR problems, 
rules have been established by the appropriators [the owners] that have severely 
constrained the authorized actions available to them. Such rules specify, for example, 
when, where, and how they can be appropriated, and the amounts of labor, materials, or 
money that must be contributed to various provisioning activities” (Ostrom, 1990: 43). 
 

One such example was supplied earlier in hypothetical terms when illustrating the practical impact of 

various open licenses, but exactly “how community managed projects protect and sustain their work” 

was examined by O’Mahony (2003: 1182). In this O’Mahony identified seven common governance 

processes (which O’Mahony calls “tactics”) surrounding the choosing and defending of copyrights and 

trademarks. De Noni & el. (2013) found that the choice of governance set-up was largely based on the 

goals and the stage of development of the project. Generally, corporate sponsored start-ups were closed-

source initially, and volunteer development efforts were guided by strategically opening up selects parts 

of the code to ensure that the development direction reflected the interests of the sponsor (see Java case 

in De Noni & el., 2013). Conversely, in low-resource contexts projects often relied on licensing their work 

permissively, commercially, and creatively to attract institutional collaborators (De Noni & al. 2013; 
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Shah 2006), while well supported projects used reciprocal (viral) licenses to protect future streams of 

benefit to the contributors (O’Mahoney 2003: 1181). Through this we can conclude that the various 

tactics of credible commitment applied in the OSS governance is a weighing of strategic concerns with 

attracting particular segments of the periphery, and retaining control with the general direction, 

governance methods, and potential revenue streams of the project. Through this work, scholars of OS 

governance have succeeded in Ostrom’s explicit mission to determine how actors are “able to self-

organize and how various aspects of the broad context they face affect their strategies, the short term 

success of their efforts, and the long term robustness of their initial achievements” (Ostrom 2010: 659). 

Exactly how SSOs produce elements of credible commitment is immediately less clear than the legal 

licenses applied in OS projects. 

 

 

The problem of mutual monitoring  

Finally, Ostrom notes the problem of mutual monitoring which happens when organizations and 

members strain to align their goals. Ostrom (1990) offers the example of a whistleblower who is 

punished harder by bringing attention to a problem than they are rewarded by solving the problem. 

This problem exists in the guise of capture as presented by Mattli & Woods (2009), and is likewise a 

problem within OSS governance, with explicit in-and-out crowds. Again, the access to information and 

appropriate mechanisms of due processes to handle complaints are paramount. The former is 

noticeable in a strengthening of the possibilities of exit, with the generally lower costs to switch between 

platforms, which increases with availability of alternatives (see Abbott & el. 2015, or, for a practical 

example, see the explicit alternatives to popular subreddits (subcommunities) on reddit, such as r/tech 

vs r/technology.). Secondly, the cost of ‘voicing’ is often cheaper in online settings, both due to the 

practicality of online communication, but also with the increasing options for anonymous interactions 

afforded by various web applications (consider Wikileaks for an extreme example of this), as well as 

emerging transparency and trust technologies, from crypto-technical ‘blockchains’ which afford a public 
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“decentralized, Append-only, tamper-proof database” in the case of Bitcoin (Filipi & Loveluck 2016), to 

simple tokens of appreciation such as reddit’s “karma” system (reddit.com Main Page: web), where 

every ‘Like’ a user accrues is accumulated to a combined score. 

 

 

Summary 

Our overarching analytical approach casts the SSO as becoming an institution for governance, by serving 

as a market for negotiating externalities. This conception problematizes the current SSO organizational 

format which employs a corporate governance system with an emphasis on proprietary, unilateral 

control of the resources, most notably in the form of restrictive copyright on co-created matters, control 

of the discourse format and participant selection process. We argue that they should promote possible 

alternative institutional governance format befitting its aforementioned purpose to compete for optimal 

stakeholder engagement, as defined by the breadth and depth of the stakeholders engaged. As we have 

argued, applying a corporate governance system is problematic as  

“[s]imply following short-term profit maximization in response to the market price for 
[the service rendered] may, in [an institutional] environment, be exactly the strategy that 
will destroy the [organization], leaving everyone worse off” (Ostrom 1990: 207).  
 

Nonetheless, the economic/instrumental optimization focus of organizations/individuals can be 

harnessed to optimize institutional performance considering “that in a highly competitive environment, 

those who do not search for and select alternative rules that can enhance net benefits will lose out to 

those who are successful in adopting better [institutions]” (Ostrom 1990: 207). We speculate that such 

competitive pressure could be realized when an alternative governance model, aligned with a narrative 

representing a ‘coherent reality’ as described by Ziewitz & Pentzold (2014), becomes increasingly 

regarded as preferable, in which case the legitimacy of the traditional SSO as an example, and producer, 

of best practices falls into question. However, this proposition hinges on the troubled, yet dominant 

notion of a ‘perfect market’, which we attempt to address by drawing on NIE and their insights with 

regards to institutional supply and the role of transaction costs in the market for externality negotiation. 
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Despite our rejection of strong predictive models for the establishment of new governance systems 

(Menard 2001; Flyvbjerg 2001), it is none the less valuable “to have a closer empirical look at the 

‘underlying’ socio-technical activities and practices [of governance on, by, and through the internet], 

which may generate new insights and vocabularies” within the currently dominant socio-economic 

narrative (Ziewitz & Pentzold 2014: 318). This vocabulary can be used politically and instrumentally to 

propose new narratives, upon which we establish parameters for comparison and evaluation when 

coupled with insights drawn from the literature on CSR and Governance. Through our conception of 

legitimacy as contingent on choices on other layers than the one being analyzed we do “not claim  [...] 

‘truth’ as the basis for political action and research [and it is then] possible to conceive of explanation 

and analysis as both constituted by and constituting a specific rendering of things” (ibid. 318). This urges 

us, and conscientious practitioners, to consider the merits of the methodologies in the specific setting 

where they are applied. Thus we attempt to embed instrumental corporate actions into a necessarily 

political system, and to this end NIE provides us with several tools: firstly, a dimension for critique and 

improvement through its focus on the possible distortion of the political system by influential, 

optimizing entities; secondly a suggested venue for how to diminish this distortion via their focus on 

transaction costs for evaluation and evolution, comparison and competition; and thirdly a reminder of 

the urgency of facilitating situational, emergent and learnings-based governance mechanisms. 

Due to the role of information management to bargaining in the ‘market for externalities’ for policy 

creation and dissemination explored above, we here proceed to question whether the current approach 

to information management within the SSO is optimal in regard to providing and processing the relevant 

information. Our initial findings suggest that the conception in the industry as expressed in the 

statements by ANSI (2005: web) and the IFC (2009: web), found in the case study of Cheyns (2011), 

supported by the empirically tangential work on ‘Open Innovation’ (Bengtsson & el. 2015), and 

theoretical work on bargaining within externality theory (Buchanan 1973), is that efficiency and efficacy 

will likely be impaired at a certain point of added participants, due to the marginal costs and increasing 

complexity of organizing additional participants. This problematization of the stakeholder ‘periphery’ 
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is what we will attempt to address by examining the practices of stakeholder engagement and 

legitimization processes of the SSO and then compare them to how another multi-stakeholder 

organization, the OS project, engages with its periphery and legitimizes itself, by exploring the questions 

of institutional supply, credible commitment and mutual monitoring in its context. 

We have done so by examining a set of large, broadly recognized and established SSOs with the aim of 

creating a representative picture of the predominant processes of stakeholder engagement and 

legitimization within the industry. 

We have chosen various types of SSOs operating within a range of areas (e.g. forestry and accounting), 

industry- and issue-specific, as well as meta-SSOs (e.g. ISEAL) and SSO-industry associations (e.g. ANSI), 

to best provide a comprehensive picture of the industry and industry-internal dynamics. Our analytical 

approach is focused on the widest possible inclusion of shareholders. For this reason we examine the 

online options and artifacts of engagement on SSO websites and related media that are available to the 

public. Specifically, we review evidence of their purpose, analyze their online presence and the copyright 

status of their content and the content produced by the users. Thus in the following cases we examine 

the self-presentation of organizational legitimacy and the methods by which the stakeholders are able 

to engage the SSOs and their operations. We have summarized our findings in a matrix (Appendix: 2: 

SSO Survey Matrix – Data Compilation) at the end of this section alongside preliminary insights and 

hypotheses. 
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Standard Setting Organization cases 

In the following we introduce our cases, their historical background, claims to authority and the means 

by which they have chosen to engage and be engaged by their stakeholder. 

 

British Standards Institute (BSI) (Bsigroup.com: web) 

BSI is the oldest, national standards organization in the world which may explain why it is one of the 

few to describe its history in close connection to significant events in the history of the UK, mainly 

relating to the Victorian era. With this close connection to the history of standards itself, one may deduce 

that the concept of standards may have been derived from BSI, making them sources of authority and 

chief architects in this realm. 

 

American National Standardization Institute (ANSI) (ANSI.org: web) 

Whilst similarly old, the history of ANSI is that of five organizations that joined in 1916 to establish an 

impartial national body to coordinate standards development. Later on, they invited the US departments 

of War, Navy and Commerce to join as founders. The history in this case only reflects the organizations 

themselves, but there are references to the modern incarnations of these organizations such as the IEEE 

which is pivotal in their role in developing wireless connectivity standards in modern day computing 

(Wifi). Though maybe not intentional, this adds to the legitimacy of the organization. 

 

Marine Stewardship Council (MSC) (Msc.org: web) 

MSC is in a completely different category, in that it was a call to action championed by a corporation and 

a not-for-profit. Thus, the organization is a collaboration between the World Wildlife Fund and Unilever 

that  has been in existence for less than 30 years. Their link to the past has greater relevance to both the 

general public and consumers of seafood as described in their assessment of overfishing. 
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The Forest Stewardship Council (FSC) (Fsc.org: web) 

The FSC is similar to the MSC in respect to their understanding of their history. The FSC was, likewise, a 

call to action seeking a standard in sourcing responsibly produced wood products. The history is a little 

more ambiguous, however, in that the need was identified two years before and was intended to be 

actioned at the Earth Summit in Rio de Janeiro in 1992. Nothing legally binding came out of this summit, 

but it did yield initial frameworks such as Agenda 21, Forest Principles, and a forum for NGOs. From this 

they were able to gather support for a non-governmental, independent and international forest 

certification scheme. 

 

Fairtrade (Fairtrade.net: web) 

Whilst quite specific in their mission, Fairtrade is very well organized and has a well documented history 

considering it is only slightly older (5 years) than the MSC and FSC. Years of operation, initiatives and 

country of origin are listed and immediately describe the evolution of the label. Within 20 years the 

organization evolves into two separate entities for operational efficiency, one certifying and the other 

supporting producers. Three years later they become recognized by a meta-SSO (ISEAL), and again six 

years later develop a governance model to reflect greater inclusion from stakeholders. With all these 

events documented, it gives the impression that the organization is very self-aware and has an intention 

to demonstrate in its history that it can evolve and stay relevant. 

 

Greenguard (Greenguard.org About: web) 

Greenguard, or UL Environment, is very different from what has been discussed previously. To begin 

with, it is an SSO completely under the umbrella of a corporation. There is very little describing the 

history of Greenguard, except that it was bought by UL Environment in 2011 and today maintains its 

original mission in helping manufacturers create interior products and materials that have low chemical 

emissions thus improving the quality of air in the products used. This also allows buyers to identify and 
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trust these interior products. Any further history is attributed to UL Environment, the founder William 

Henry Merrill, and its “esteemed” William Henry Merrill Society (Ul.com: web). 

 

Roundtable for Sustainable Palm Oil (RSPO) (Rspo.org: web) 

RSPO is similar to the MSC in that the result of this call to action was a collaboration between a 

corporation and a not-for-profit. This may not be surprising, though, since the founders are exactly the 

same, Unilever and WWF, in addition to Aarhus United UK Ltd, Migros (a Swiss supermarket chain) and 

The Malaysian Palm Oil Association. Being first discussed among the partners in 2002, it is younger than 

the MSC, however the organization was quickly established under Article 60 of the Swiss Civil Code. 

 

ISEAL Alliance (ISEAL), (Isealalliance.org About: web) 

ISEAL is also a very young organization. At less than 20 years old, it appears to be the result of desired 

operational efficiency between the FSC, the MSC and in addition the IFOAM (International Federation of 

Organic Agriculture Movements), and serves to establish best practices. They have documented their 

history, where they describe not only collaborative growth but also state the evolution of the 

organization in line with key milestones achieved in other countries.  

 

International Standards Organization (ISO), (Iso.org: web) 

ISO is historically very similar to ANSI. Although based in Geneva Switzerland and founded 30 years 

earlier, it was created when by delegates from 25 countries who met at the Institute of Civil Engineers 

in London. There is little documentation on the history of ISO on their site, though given its standing in 

the standards community, very little may need to be given anyway – they have members from 162 

countries and 3368 technical bodies. 
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International Finance Corporation (IFC), (Ifc.org: web) 

IFC is part of the World Bank Group; given its age and international standing one would thus would 

expect it to follow the examples of the BSI, ANSI and ISO in that there would be very little detailed history 

as opposed to previous examples. This is not the case, however. It falls more in line with ISEAL in that 

the purpose and evolution of the organization is documented in much detail. The differentiation here is 

that capital and the standards behind it (or more specifically: the encouragement of the growth of 

productive private enterprise in three broad ways: investing, advising, and mobilizing capital from 

others) may allow for greater auditing and thus the understanding of its own history. Sources of 

knowledge are difficult to track, but at least in recent times, capital may be tracked through legitimate 

organizations. This is clearly defined in the opening line of its history: in 1956, the IFC opens with $100 

million in capital and 12 staff. Other examples in their history include making its first loan, syndications 

and equity investments. Today, advisory services have been expanded to devise new models to provide 

solutions to challenges such as climate change and urbanization. That said, the broad goal remains the 

same: increasing the private sector’s role in global development. 

 

International Financial Reporting Standards (IFRS/IASB), (Ifrs.org: web) 

IFRS (IASB) is certainly an interesting case when assessing their history. Although it creates standards 

in accounting as opposed to loans in the case of IFC, the so-called product is similar. This means that 

there may be an opportunity to create a more detailed history than in the case of the IFC. The 

organization is barely 20 years old though, which, however, is in line with ISEAL, since this was not an 

alliance between other organizations, and because it is actually producing a standard that has been 

accepted at the government level just like the BSI, ANSI and ISO, this organization is creating a different 

message to other organizations that may appeal to their stakeholders. 
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Copyright 

The license behind media from all organizations is protected. This includes website content, videos, apps 

and publications. This means that the organizations own the material, but when it comes to defining the 

ability to use and share, most organizations have opted for a ‘closed’ version, with only one of our 

surveyed SSOs (FSC) allowing reproduction without requiring a formal request. FSC and Fairtrade state 

that permission must be requested should material be used. The RSPO has no policy on the site, but the 

copyright logo implies that any usage would require permission. The FSC, however, allows for material 

relating to standards to be reproduced on the condition that the material is appropriately sourced. 

Finally, the most interesting case is with the IFRS whereby there is a legal standing that whilst copyright 

does exist, it must not prevent the standards from being implemented. Despite the permissiveness 

surrounding the use of the standards themselves, engagement on the site is prohibited and it is advised 

that one “should assume that everything you see or read on the Site is copyrighted unless otherwise 

noted and may not be used except as provided in these Terms and Conditions” (Aicpa.org: web). This is 

different to the case of Greenguard that also provides a free portal to search for information, however 

the legal framework is not in place to ensure that this is a right to stakeholders. 

 

 

Stakeholder engagement 

All organizations have a social-media strategy to some degree. The minimum presence observed is with 

Twitter and LinkedIn for the IFRS, whereas with the ANSI there are eight different channels. In the case 

of IFRS, Twitter and LinkedIn are ideal since they only need to share small pieces of information in an 

ad hoc manner (Twitter or RSS feeds) and engage with professionals specific to their industry. 

Considering ANSI, the social media is more of a bolt-on for the site than a carefully crafted strategy. 

The availability of video and vlogging is noticeable on the sites for MSC, FSC and RSPO. The purpose is 

to bring awareness to environmental conditions that need to be addressed, and video is an ideal medium 

for that. MSC even has an elaborate set-up for grassroot engagement with two community blogs in 
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different languages, as well as a table that outlines different channels (eg Facebook, YouTube, 

Instagram) available for each country. 

Finally, in the way of discussion, and giving the general public the ability to discuss impact and 

standards, there are different mediums for different purposes and different registration procedures for 

each. Addressing impact is as simple as logging in to social media and sharing the name. Actually 

discussing the standard has a higher entry barrier. All organizations share event information that will 

allow for individuals that have access to a trade show or conference to engage with the organization. As 

for online options, only ISO has an online forum that is free to access.  

  

Summary 

In Appendix 2: SSO Survey Matrix – Data Compilation we present an overview of the variables that we 

examined, in relation to the vectors of institutional supply, credible commitment and mutual 

monitoring. 

 

Findings of note: 

1) Permissiveness increases with youth – this might suggest a movement towards a new paradigm of 

inclusiveness, or it could indicate that inclusive measures are better for breaching a market. 

a) Greenguard appears an exception – it is also noteworthy that Greenguard features no on-site 

discussion forum or Social Media presence as the only one of our SSOs. 

2) The emphasis on the particular SSOs history increases with age, suggesting the use of age as a 

justification for authority. 

3) All of our SSOs are either a Meta- and/or Umbrella-SSO, or an ISEAL-Member. This display of insular 

or static governmental rationalities underlines the problem of a lack of normative-prescriptive 

theory within the SSO domain. 

4) Lastly we note that while practically all of our SSOs maintain a Social Media presence, the problems 

of lack of moderation-transparency persist across platforms unto their own boards, as an example 
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of the disconnect between current practices and those we have found to create a basis for legitimacy 

(i.e. via transparent and inclusive discourse). 

 

In the upcoming section we introduce the OS methodology to illustrate alternative sources of legitimacy 

which deal with issues of capture, complexity, increasing size and demand through inclusive, resilient, 

decentralized measures and the emergent, learnings- and trust-based aspects of the evolution of 

governance mechanism for collective action. We present and discuss the potential complementarities 

and dissimilarities to the governmental methodology exercised by the SSOs presented above. 
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The Open Source Methodology 

 

In continuation of our theoretical framework we now present the history and practises of legitimization 

and stakeholder engagement within the open-source (OS) methodology to be considered in contrast to 

that of the SSOs. 

 

 

History 

The OS organizational form arose in the early days of the software industry, where the limits to 

productivity were defined by the complexity of the subject matter – writing code (as opposed to codes) 

for increasingly complex computer systems (Brooks 1986). And so, as the programming environment 

grew ever more complicated due the exponential growth in computing power and potential, the 

professionals working to create the code that would harness this power scrambled in a deluge of 

informational potential that increased the complexity of their work and resulted in poor performances, 

so much so that it became an issue international security concern and became known as the Software 

Crisis (Nato 1968; Nato 1969; Dijkstra 1972). 

Here I wish to draw a parallel to the cognitive overload experienced by the actors at the epicenter of 

organizational (or in this case, computational) change then, as now. 

To illustrate the growing discrepancy between the promised potential in the hardware with 

cognitive/practical limits of the programmers, Brooks concluded in No Silver Bullet (1986: 1) that “there 

is no single development, in either technology or management technique, which by itself promises even 

one order of magnitude improvement within a decade in productivity, in reliability, in simplicity.” This 

remark was in contrast to Moore’s law that stated a doubling of computer power  every two years, and 

as such was developing faster than the capability to harness this development. The result was expensive, 

https://en.wikipedia.org/wiki/Order_of_magnitude
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slow and low quality coding work. So what happened to this so-called Software Crisis as it stood to 

undermine global trust in software? 

While useful programmatic language tools (such as object-oriented programming) played a significant 

part (Lerner & Tirole 2002; Moody 2002), more relevant to our examination of organizationally 

conditioned transaction costs related to complexity, a new organizational form emerged, that of the 

open-source (OS) projects, which broke down many of the complexity-related barriers that were 

perceived as insurmountable by pre-defined groups of experts (Benkler 2002).  

While cooperatively developed software had been a commonplace occurrence in the academic awning 

places of the computer science, a combination of several factors combined to the eventual rise of OS as 

a methodology (Moody 2002). 

Legally, a codification of the property licenses were spurred by AT&T’s legal pursuit of their (purported) 

intellectual property rights related to an operations system called UNIX, to which many academics and 

professionals had contributed without consideration that their work would be closed off from the public 

and academia through legal means by profiteers (Lerner & Tirole 2005). In recent times, OS governance 

“is not only a solution to an existing problem but also strategic for the type or [sic] resources attracted 

and the quality of the social relationships prevailing in a community” (De Noni et., 2013: 

3).  Furthermore, akin to the performativity of Ziewitz & Pentzold (2014), and “given the lack of 

proprietary control over source code, the way mechanisms of governance combine through a coherent 

and emergent process of governance is important to shaping the attractiveness and sustainability of 

these communities” (Ibid.: 1), our attention is directed to elucidating the forces framing and the 

dynamics shaping this ‘coherent and emergent’ process. How this process relates to the attraction of the 

periphery is especially interesting as these peripheral stakeholders are generally perceived as costly to 

organize and include in the relevant processes for policy creation (e.g. Mattli & Woods 2009: 15-18), 

and so present a good measure of transaction costs to participation. 

With the popular advent of the Internet, creating, designing and sharing free and easily accessible web 

based collaboration tools became possible (cf. GitHub and Wikipedia as examples of this), while the 
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economics of open-source was so that individuals could band together temporarily to create a product 

that they could use, tinker and change at will and free of cost, without the additional costs of contracting, 

which stands in contrast to conventional, closed source products (Bessen 2005; Franke and Von Hippel 

2003). Thus, observers noted that “[p]rogrammers participate in free software projects without 

following the normal signals generated by market-based, firm-based, or hybrid models” (Benkler, 2002: 

373). Contrasting this observation to institutional transaction costs theory, Benkler (ibid.: 372) points 

out that so far, “[t]he emergence of free software as a substantial force in the software development 

world poses a puzzle for this organization theory.” As how this relates to organizational governance 

Benkler (2002: 375) notes that the phenomenon of “individuals that are organized without markets or 

managerial hierarchies is emerging everywhere in the information and cultural production system”.  To 

contrast this, Benkler (2002: 375) notes the dynamics of market and firms in transactional terms: 

“Markets solve [the problem of coordination] by attaching price signals to alternative courses of action. 

Firms solve this problem by assigning different signals from different agents different weights. To wit, 

what a manager says matters”. Building on Lerner and Tirole’s (2002) survey on the micro-motivations 

of contributors, Benkler traces these dynamics back to cost inefficiencies in traditional market and firm 

based transactions – namely, deciding on and allocating resources to projects. Benkler (2002: 375) notes 

how ‘commons-based peer production’ (open-source collaboration) “relies on decentralized 

information gathering and exchange to reduce the uncertainty of participants. It has particular 

advantages as an information process for identifying and allocating human creativity available to work 

on information and cultural resources”, that is, it is generally less costly to find (read: have the problem 

be found) and motivate the right (read: capable) person for a given job, than is normally the case in firms 

and markets. This insight on the positive correlation between size and quality in open-source environs 

was first coined by Raymond (1999: 23) as “given enough eyeballs, all bugs are shallow”. The 

components enabling this phenomenon are an active community, and for that community to have access 

to inspect and propose solutions to the problem. Nonetheless, it is not a terribly common business model 

for people to do things of their own volition and for free, and so Lerner and Tirole (2005) finds that a 
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significant enabler to this behaviour stems from the specifically ‘free’ nature of the resulting work, as 

touched upon earlier. Additionally, Lerner & Tirole (2005: 105) finds that incentive to participate  

“are likely to be stronger and the project more successful if there is an effective leader. 
While the leader of an open-source project has no formal authority—that is, he cannot 
direct anyone to do anything—the leadership often has considerable “real authority,” [as 
l]eaders play a key role in formulating the initial agenda, setting goals as the project 
evolves and resolving disputes that might lead to the splintering or outright cessation of 
the project.” 
 

This is particularly interesting as it indicates that perceptions of governmental legitimacy (residing with 

the leader), not just the bare mechanics of legal instruments, are a key component in the OS 

methodology.  

While supportive of the above finding by Lerner & Tirole (2005), De Noni & al. (2013: 255) found 

another source of attraction for individual contributors in the ‘permissive vs reciprocal’ appropriation 

regime discussed earlier, and which we will go slightly more in depth with here. De Noni & al. describes 

open-source licensing on a spectrum from pragmatic to reciprocal (cf Berry 2008), and when a license 

is described as ‘permissive’ in open-source terms, it refers to a less radical license, compared to copyleft, 

or viral-style, licensing, which forces all interoperating codes to be of equivalent licensing terms. 

Describing the reciprocal/copyleft/viral-type license, Richard Stallman, the creator of the seminal viral 

license, the General Public License (GPL), famously quipped that the ‘free’ in software was ‘free’ as in 

‘free speech – not as in ‘free beer’, taken to mean that one is allowed to make money using and even 

selling the software, but one is not allowed to keep the source code away from the public, but rather that 

it should be ‘alive’ and ‘freely’ able to reproduce, mutate and find alternative uses (Gnu.org: web). 

The other camp within open-source licensing, usually associated with the MIT/BSD/Apache licenses, 

consists of those who believe that derivatives of ‘free’ code ought to be free to be converted into closed 

source, if one so chooses.  

The issue at stake here is not, despite common belief to the contrary, with making money of something, 

but rather whether one can refrain others from doing the same, similar, or different things with a given 

piece of code/knowledge.  
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De Noni & al. (2013)’s explorative factor analysis study on the typologies of SSO governance found 

leadership style and appropriation (IP) regime to be the biggest determinants of the various 

configurations of governance typologies, as four clear typologies emerged: 

 Closed IP / Authoritarian Leadership, which they termed ‘Sponsored’, due to its prevalence in 

projects initiated by corporation(s), e.g. Android. 

 Closed IP / Open Decision-making, which they termed ‘Open-source’, due to its highly 

institutionalized, distributed decision-making power, open membership and free (pragmatic) 

use of the source code, defined as a source code where you are not required to disclose the 

source code of your own derivative works, e.g. BSD, Apache. 

 Reciprocal IP / Authoritarian Leadership, which they termed ‘Tolerant Dictator’, due to “leaders 

may enjoy enormous power, their capacity to exercise this power depends on their credit and 

credibility in the community”, as “[t]heir lack of control over the source code prevents them from 

imposing their choices on the community.” (ibid.: 259) e.g. Linux or Wikipedia. 

 Reciprocal IP / Open Decision-making, which they term ‘Collective’, due to its focus on collective 

decision-making, team-based structures, and meritocratic appointments, e.g. Debian. 

In line with the findings of other OS governance scholars, (e.g. O’Mahony 2007; Lerner & Tirole 2005) 

De Noni & al. (2013: 258) found that  

“[t]hese two organizing principles, given the importance attributed to them by 
participants in the [OS] movement, represent important bases for the definition of brand 
new [OS] communities. In defining the solutions of governance to be adopted, decision 
makers should take into account the types of people they want to attract.” 
 

As established above by De Noni & al. (2013), governance structures of open-source software projects 

depends in part, on the particular strategic considerations which engender particular choices of 

licensing and leadership-styles. However, similarly to defining elements of capture in the analysis by 

Mattli & Woods (2009), the practical basis for making the choices of particular governance structure, 

and the impetus to do so in the first place, rests in many cases on the availability of relevant information 

and the existence a techno-institutional framework to support the decision-making process. In the 

following we will trace the interplay of technology (as expressed in the modern practices of OS 
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governance), and legitimacy (guided primarily by our Buchanan/Habermasian framework), in a series 

of case studies, against the backdrop of the institutional purpose and practices of stakeholder-oriented 

policy creation and legitimization in the SSOs. In the following we hope to provide an overview of the 

core OS practices, their current institutional ecology (Benkler 2006), and present examples of the 

commonly shared mental schemata (North 1992) and related organizational dynamics surrounding 

these. 

 

 

The institutional ecology of open-source 

To demonstrate practices of credible commitment as a governmental method of checks and balances, 

we examine cases in which the instrument of open-source licensing has been used to push changes in 

management policy, or management altogether, through the ability to “fork” the project in question. 

Forking, perhaps the most iconic practice to come of open-source licensing, is the ability to copy and 

moderate privately protected, yet publicly available code for yourself. To understand the concept of 

forking it is useful first to examine its practical application and how it relates to public demands and 

pushes for changes in governance, and/or their policies. 

As we will see in an upcoming case studies, the preferred method of forking today is exercised on a 

platform called GitHub. GitHub is based on Git, a so-called Version Control System (VCS) developed by 

Linus Torvalds, the founder of Linux, the world’s largest OS operation system (cf the closed source 

Microsoft Windows). Version Control Systems were a way of having several people work together on 

the same project, without having to be in the same room. Git revolutionized VCSs by allowing people to 

download and work on the code repository separately, and this is what is called a fork. The fork could 

then be ‘merged’ it back into the main ‘branch’, at the original repository. It is this process of forking 

(and, sometimes, merging) code, that is the backbone of all OS collaborative work, and which is provided 

in a convenient, free format on GitHub. Filipi & Loveluck (2016: 15), in their analysis of the ‘invisible 

politics of bitcoin’, describe how forking can  
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“be considered a key feature of its governance mechanisms”. Moreover, “[f]orking is 
standard practice in free/libre and open-source software development, and although it 
can be seen as a last resort solution [in the case of bitcoin] which can sometimes put the 
survival of a project at risk [it] also functions as a looming threat of division that binds 
the developer community together” (ibid.:15),  
 

that is, if the project manager (called a ‘maintainer’) fail to achieve consensus, legitimacy through 

consensus dwindles, network effects from production may diminish as the developers (contributors) 

may be forced to divide their time between products (this particular cost is known as multi-homing in 

the literature on the economics of multi-sided platform, e.g. Evans 2003). In this sense, although divisive, 

the option of forking enhances the option for exit by lowering the barriers to the establishment of 

alternatives, which may thus succeed in at least one sense decrease “the potential for conflict”, as per 

Williamson’s (1996) definition of governance, by strengthening the opportunity to resolve conflict. In 

the following we present some short cases to demonstrate the relationship between forking and 

legitimacy.   

 

 

The instrumentality of forks 

The first case in point is that of Ublock, a free, open-source ad blocker, who fell into public and communal 

disrepute after a transfer of ownership (GitHub.com ReadMe: web). The original maintainer created a 

fork of his former product in April of 2015 (GitHub.com Branches: web), rallying support from within 

the community, with the result that the original branch had stopped receiving new code from the 

community by August of 2015 (GitHub.com Master: web). Likewise, when rival ad blocker, Adblock Plus, 

was sold by its founder and initial developer  (which for open-source projects refers to a conferral of 

rights to the brand name and control of the main repositories of the code) to an undisclosed entity, its 

legitimacy came into question (Nextweb.com Adblock 2015: web; Makeuseof.com 2015: web). The 

original founder and recent seller, Michael Gundlach, was cited questioning the potential new 

governance structure. Particularly the new revenue streams which revolved around users being 

defaulted into participating in rival adblocker, Adblock Plus’ “Acceptable Ads”-program, which require 
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publishers to pay the adblockers to show their content to the users.  Gundlach stated that “[he does] not 

like the fact [Adblock Plus] also control the program, because they are supported by Acceptable Ads 

advertisers” (Theregister.co.uk 2015: web). How such statements, and the ability to fork the code to 

make functionally identical clones without being defaulted into the Acceptable Ads program, will affect 

the original Adblock will be interesting to follow. As it stands, the user numbers reported on the 

adblocker website’s About Us (Getadblock.com: web) is the same as what was reported by media in 

2015 (Nextweb.com Adblock 2015: web; Theregister.co.uk 2015: web), despite per year market growth 

in excess of +100% at the time for similar products, such as ublock origin (Pagefair.com 2016: web) and 

adblock plus (Marketingland.com 2015: web), suggests that the community may have turned elsewhere. 

Another successful example of forking is the IETF (Internet Engineering Task Force), which proposes 

new protocols (changes in the software infrastructure of the internet) via a communication format 

called RFCs (short for Request For Comment), and any stakeholders, but usually developers, browser 

companies, or Internet Service Providers (ISPs), can choose to implement the standard or not. There is 

no coercion with regards to adoption/non-adoption, only potential incompatibility issues between 

adopters/non-adopters, but no explicit authority, as the changes are completely voluntary, and as such 

the internet experience as we know it is composed of an amalgamation of non-compulsory standards.  

 

GitHub 

While not one of our central cases, and not even open-source itself, when trying to understand the 

interplay between technological tools to lower transaction costs to participation in open-source 

projects, then GitHub is presumably the place to look as the world’s largest collection (repository) and 

collaborative work space for open-source projects: GitHub has in excess of 51 million projects 

(GitHub.com About: web) hosted, whereas the runner-ups, SourceForge (Sourceforge.net About: web), 

and Assembla (Wikipedia.org: web), hover around half a million projects each. As GitHub puts it in 

relation to their recent release of data on project licensing choices: “Developers use GitHub because they 

want to share their code with the world, and the data suggests that when the tools we use make it a little 
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bit easier, developers do just that” (GitHub.com open-source: web). While the following cases are 

centered around the merits of open-source licensing in relation to preserving legitimacy via high 

pressures and low barriers to compete it is interesting to note that GitHub, the world’s largest repository 

of open-source projects, is not itself open-source. Despite of this, GitHub’s success grew out of their 

predecessor, SourceForge’s, failure to be perceived as legitimate. SourceForge notably relied on revenue 

streams that negatively interfered with their primary purpose; the sharing of code. SourceForge’s 

decline is can be traced with the top-voted community replies to the question of why people are moving 

from SourceForge to GitHub on related discussion (Softwareengineering.com 2012: web; 

Sourceforge.net GIMP 2015: web) and news (Wired.com 2015: web; Pcworld.com 2015: web) sites to 

SourceForge’s use of underhanded revenue sourcing. Examples include bundling malware to downloads 

(the malware in this instance is an unwanted computer programs akin to a ‘computer virus’, but with 

for the purpose of advertisement, and is therefore often referred to as ‘adware’, or, as one user refers to 

it: ‘sleazeware’), disguising ads as ‘Download’ buttons (Sourceforge.net DevShare 2013: web), and 

hiding the functionally relevant elements for engagement. On a central resource for technical software 

inquiries online, stackexchange, the top answer to the question of why people are migrating to GitHub 

over SourceForge (a question that has been reviewed 32,000+ times by the time of writing), the person 

to reply, with screen-handle Xeoncross, explains the exodus from SourceForge to GitHub in September 

2012:  

“I would also add that no site makes it easier to interact with code right away than 
GitHub. Most sites hide the source-code behind several menus. GitHub also includes links 
to just about any other task you could [want] right there on the project home without all 
the junk everywhere (looking at you sourceforge)” (Softwareengineering 2012: web). 
 

To provide an example of their use of ‘adware’, and the community's reaction to this, one of 

SourceForge’s methods included cloning (SourceForge uses the word mirroring, to reflect that the clone 

is up to date and identical to the ‘main’ project) projects that used to be hosted primarily on SourceForge 

but chose to move away. SourceForge then repackaged them with their ‘adware’, which they defended, 

on an on-site blog post on May 27th 2015, as ‘stepping-in’ (Arstechnica.com 2015: web; Sourceforge.net 

http://softwareengineering.stackexchange.com/users/4331/xeoncross
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GIMP 2015: web). To this a community member, zeromus, immediately responded in the first (of 238) 

comment to this post, that  

“[b]y hosting it [...] wrapped with sleazeware [i.e. adware], you cross a line and become 
just one of those sites that re-host files wrapped with sleaze. You’re playing a dangerous 
game, and you’ve made a mistake. So you must remove this project now, or deactivate 
the sleazeware, and then we can talk about how to keep mistakes like this from 
happening in the future.”  (Sourceforge.net GIMP 2015: web) 
 

Another user, B. Galliart follows up on June 1 2015 at 9:44 pm, in response to another user noting how 

SourceForge’s action were technically legal: 

“You are correct in saying that SourceForge has complied with the letter of the LGPL and 
GPL [the open-source licenses used by the project in question]. That is far from follow 
the spirit of the LGPL, GPL, Free Software community or the open-source community. 
They strongly imply from the structure of the site that what you download from 
SourceForge is open-source. This would mean that the code resulting in the download 
you run should be available for peer review by anyone. Instead, the code you initially 
run, the SourceForge installer, is not covered by any Free Software or open-source 
license. The code is not available for peer review. SourceForge then claims to be 
“transparent” and “open.” Closed source is the exact opposite of transparent. Closed 
source is the exact opposite of open-source. There have been different times when 
antivirus engines used by VirusTotal have flagged the SourceForge installer as malware. 
Why? We don’t know, SourceForge refuses to provide the source code to find out what 
they are hiding. SourceForge is the lowest form of scum that pretend to be part of the 
open-source community while injecting their close source malware to enable them to 
leach off the open-source community. Even if it is technically legal to be misleading asses 
that promote execution of closed source binaries, that doesn’t mean we just need to sit 
back and take it. We have things we can do legally too (like under the 1st amendment). 
Expect “DO NOT USE SourceForge” banners to become more common.” (Sourceforge.net 
GIMP 2015: web) 
 

In a new post on the same day, June 1st 2015, SourceForge writes “In an effort to address a number of 

concerns we have been hearing from the media and community at large, we at SourceForge would like 

to note that we have stopped presenting third party offers for unmaintained SourceForge projects.” 

SourceForge adds that, “[a]s a company, we at SourceForge pride ourselves on being highly responsive 

to our community members and, with that in mind, do our best to respond to all communications and 

address all concerns in a timely manner.” Notably, the comments section is closed for this post 

(Sourceforge.net Third Party 2015: web). 

Around three weeks later, on the 22nd of June, SourceForge updates the post, “we took further action 

on our project mirroring program on June 18th.” (Sourceforge.net GIMP 2015: web). In the post of June 

18th, they stated  that “[SourceForge] have taken a further step in removing SourceForge-maintained 
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mirrored projects, and are engaging a newly-formed Community Panel to discuss site features and 

program policies including a redesigned mirror program.” Here, too, the comments section to the 

announcement is also closed (Sourceforge.net Project Mirroring 2015: web). SourceForge fully 

discontinued the practice of download bundling the following spring (Betanews.com 2016: web), but by 

most accounts it was too little, too late and SourceForge is no longer the primary venue for hosting open-

source projects and their communities, with news and discussions sites quoting lack of trust 

(Pcworld.com 2015: web), “reputational suicide” (Infoworld.com 2015: web), and a lack of ethics in 

their pursuit of revenue (Libregraphicsworld.org 2015: web). No reliable data on user participation that 

could be used for comparative purposes has been released since this period. 

Will GitHub inevitably succumb to the allure of short term business models? One thing to consider is 

that GitHub was bootstrapped for the first few years, and chose not to take outside funding from the 

likes of venture capital to preserve their core operational integrity, or, as the founder and former CEO 

of GitHub put it, “One of the reasons I left my last job was so that I could say “the buck stops here.” If 

we’d taken money, I would no longer be able to say that” (Tom-preston-werner.com 2011: web). 

Furthermore, there is no apparent infringement on their operational integrity by their main source of 

revenue (supplying private, i.e. non-public, repositories for closed source projects). On this basis we 

speculate that, due to the combination of a large mass of competitors (Wikipedia.org: web) (there’s even 

a successful open-source GitHub imitator called GitLab (Gitlab.com: web)), the relative ease of switching 

(here just understood as exporting content to a local hard drive, which is done by a single click to 

download/clone a given code repository (GitHub.com 3D Platform: web)), and primarily because the 

content available for public, collaborative work is mandated to be open-source, one’s engagement on 

GitHub is, to a large extent, protected by general OS licensing rules and explicit conceptions of what is 

acceptable practices in the world of online, trust-based collaborative spaces. 

In the following we will expand the case that by being open-source, the organization is has to remain 

responsive to their responsibilities to their stakeholders, as the organization is vulnerable to 

substitution. We speculate that this is particularly true due to apparent network effects, effects which 

http://sourceforge.net/blog/sourceforge-forming-community-panel/
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we suspect the Standard Setting Organizations to similarly exist under. The network effect is relevant 

to the Standard Setting Organizations if we presume one of their chief instrumental purposes is to not 

just create and promote the benefits of, but also lower cognitive costs to comparing information by 

making the various modus operandi quickly recognizable to the stakeholder. As such, we suggest three 

instrumental purposes of the Standard Setting Organization vis-à-vis the adopting firms: to find and 

promote best practices; to ease the cost of coordination vis-à-vis other firms, and; to reduce the cognitive 

overload in relation to the user/consumer. 

In the above we have introduced the workings of GitHub as an example of large parts of the technical, 

social and strategic environment comprising the institutional supply of the open-source projects, and 

examples of the community’s reactions to the legal-yet-illegitimate practices of poorly managed 

institutions central to the operations of the communities, as a type of mutual monitoring. To see the 

effects of applying open-source licensing as a governance mechanism in relation to an organization’s 

informational product and related perceptions of legitimacy, what we’d call operational integrity, we 

present three cases of contention within open-source projects (Bitcoin, Wikipedia & reddit) which we 

have speculated are (similarly to SSOs) dependent on high levels of perceived legitimacy, or ‘operational 

integrity’, which in our OS cases, as in our SSO cases, are interdependen, as good practices attract 

stakeholders, and a mass of engaged stakeholders can, as per Raymond’s (1999) insight be a significant 

and low cost source improving on these practices and processes.  To informally define legitimacy and 

operational integrity we can exemplify with the case of an hypothetical help organization which may 

legitimately be trying to do good, but if their methods are ineffectual, then their operational integrity is 

low, that is, their governance methods are ‘not appropriate’ to their purpose. This is similar to the 

concept found in OI, with well-intentioned but incompetent agents being common in cases of voluntary 

participation, as stakeholder goals are expected to be variegated, similar to what we expect to find in 

many MSIs, such as SSOs and OSs. 
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In the following cases, as in our SSO cases, we examine the discourse surrounding organizational 

legitimacy, and the ways in which the stakeholders are able to engage with the organizations’ 

governance/organizational formats. 

 

Wikipedia 

In 2002, a group of stakeholders found that they disliked aspects of Wikipedia operation and policies, 

particular the proposal of utilizing advertisement revenue to support the site, as they found it 

undermined the objectivity and neutrality central to the site. They responded by utilizing the power 

inherent in the open-source license, allowing them to copy the entire Wikipedia structure and content 

unto a new site called Encyclopedia Libre, adding and amending the policies with which they had taken 

offense. The monthly number of new entries was instantly more than twice as high for the Encyclopedia 

as for Wikipedia’s Spanish branch. The next few years Wikipedia amended a lot of the offending policies 

and slowly regained their Spanish users, overtaking Encyclopedia Libre in new entries in November of 

2004 (Wikipedia.org File: web). In 2009 the founder and owner of Encyclopedia stated the project “was 

not intended to last. It was merely a form of pressure. Some of the goals were achieved, not all of them, 

but it was worth the cost” (Wired.co.uk 2011: web). 

Most recently, on February 8th, 2017, Wikipedia stopped short of banning a particular news outlet (The 

Daily Mail), by branding it as ‘unreliable source’ (Wikimedia.org: web). How this unilateral move will be 

received by the community will be complex to sort out, but it will be interesting to follow, and we can 

rest somewhat assured, that if it is widely regarded as arbitrary or an expression of high handedness, 

we can always turn to a wiki-clone of choice, until it becomes clear which version of Wikipedia best 

achieves a ‘rough consensus’ in terms of a community active, contributing users. 

Another hub of contested content and contestable governance methods is that of reddit, an open-source, 

yet profit-seeking, incorporated entity. Next we will see how they manage the fine line between 

monetization and legitimacy, and the lessons they took from the demise of their predecessors. 
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reddit  

reddit (reddit.com TIL: web) – coincidentally the latin word for render; to submit for approval and 

consideration (Freedictionary.com: web) -, defines itself as “a platform for communities to discuss, 

connect, and share in an open environment, home to some of the most authentic content anywhere 

online.” (reddit.com Content Policy: web). Today reddit is, like Wikipedia, one of the most visited sites 

in the world (Alexa Rank 24), and arguably the largest news aggregator that does not revolve around 

interpersonal relationships, or self-selected public profiles and organizations (as in the case of facebook 

and twitter who rank in at rank 3 and rank 16, respectively) (Alexa.com: web). Rather, reddit is built 

around communities of interests called subreddits. The importance of the community is not just in the 

sourcing and ranking of news and other information, but the discussion surrounding which happens in 

the comments section, which operates with a similar ranking system as to the posts themselves. The 

value of the comments section comes across in the frequently used expression “the gold is in the 

comments”, which refers to ability of users to purchase and gift a ‘gold-medal’ token which attaches to 

the receiving user and their related ‘gilded’ comment (Reddit.com Gilded: web).  

As we suggest in the following, reddit’s explicit focus on bringing power to the communities and users 

highlights similarities to sites such as Wikipedia, and differences between reddit and other social media 

sites like facebook and twitter,  who, despite seemingly engendering similar kinds of discussion and 

news aggregation, do not rely on similar measures of objectivity or neutrality in their mediation, but 

rather promotes the (inherently subjective and likely biased) perspective of the particular people you 

elect to follow. Reddit’s self-perceived purpose in relation to their community was addressed in a post 

of september 6th 2011, titled Independence, in which reddit’s board announced the proper 

incorporation of reddit and the appointment of a current CEO Steve Huffman (also one of the founders). 

In it they presented “[p]roduct and community [as] the two legs of Reddit” and acknowledged that they 

would “reddit owes its past, present, and future success to the community”, with “the potential [...] to 

positively impact journalism, civic engagement, fundraising, product development, and learning.” 

(Redditblog.com Indepence 2011: web). However, while having established the institutional framework 
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and credible commitment via open sourcing their platform and content (Reddit.com User Agreement 

2016: web), reddit still requires a process mutual monitoring to establish a consensus of what 

constitutes legitimate processes. Without such room for discussing and proposing the possible 

alternative governmental and processual arrangements, the freedom to experiment may mean little. In 

the following we will see how reddit has responded to criticism and gain an insight into how they 

conceive of their relationship with their users/stakeholders. As examples of reddit’s active engagement 

with their stakeholders, and their potential ‘limits to inclusiveness’ (real or self-imposed), we will 

review a series of ‘user revolts’, and reddit’s responses. In many ways, Digg was the testing ground for 

what reddit from whence drew its most valuable lessons, and in many ways they are alike: Digg and 

reddit are two of the most prominent user-driven news aggregation and discussion sites of the last 

decade. Both of which relies on users finding (or creating) content to post to the site (and their 

topic/issue specific sub communities), after which the communities vote on the various post, whose 

visibility grows as they garner more votes. In practice this means a ranking system, with the highest 

scoring posts arriving at the top of the page (and the first thing a user sees when visiting), and a ‘decay’ 

algorithm to ensure that the content renews itself. This philosophy of trust and transparency is in stark 

contrast to Digg’s which, starting from its final (fourth) iteration dictated features (e.g. discouraging 

inter-user communication (marcusmessner.com 2012: web)) and sources (weighing the ‘post-visibility’ 

algorithm in favor of established websites posting links to their own content) (Mashable.com 2010: web; 

Readwrite.com 2010: web), all despite massive user upheaval (Guardian.com Digg 2010: web). In 

contrast to this, reddit’s users have been allowed to make their own (monetized) reddit apps for mobile 

(e.g. reddit is fun (Play.google.com reddit is fun: web), BaconReader (Play.google.com BaconReader: 

web) both with number of installs in the millions), clones (e.g. Voat (voat.co: web), HackerNews 

(Ycombinator.com: web)), encourage the creation of sub communities (but forbids user taking 

administrative, i.e. moderator roles, in communities “where your profession, employment, or biases 

could pose a direct conflict of interest to the neutral and user driven nature reddit” (Reddit.com 

Moddiquette: web)), and have even allowed (and promotes) the creation of an extra UI governance layer 
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on top of reddit, known as ‘RES’ –  - the reddit enhancement suite, –  - an open-source, non profit project 

to deliver a more complex, but more customizable experience with hundreds of features not created, 

chosen or curated by the reddit owners and administrators (Redditenhancementsuite.com: web). RES 

itself, like reddit, “is entirely free – as in beer, as in open-source, as in everything” as they note in the 

first in the section on how to contribute to RES (Redditenhancementsuite.com: web). Moreover, reddit 

explicitly states that not only the platform, but the content “user photos, text and videos ("User Content") 

are owned by the users and not by Reddit.” (Reddit.com User Agreement 2016: web). 

Where Digg relied on an editorialized frontpage and deliberate user fragmentation, reddit went a 

radically different route, the motivations behind which we will examine in more depth here. Digg was 

founded in 2004, two years prior to reddit. In 2008 an article titled “reddit Tries to Compete the Open-

Source Way” announcing the open sourcing of the reddit code base, TechCrunch simultaneously 

declared (the closed source) Digg “the undisputed winner” in the “winner-take-most market” of news 

aggregation by a margin of x20 (Techcrunch.com 2008: web).  When giving reasons for the move to 

open-source, Reddit CEO and  founder Steve Huffman noted, in addition to better scaling and faster 

development, primarily an increase in transparency,  as well as an ethical consideration to “give back”, 

as all the 3rd party technology reddit was running at the time also happened to be open-source 

(Redditblog.com open-source 2008: web). Four years later, in an analysis of the triumph-apparent of 

reddit over Digg in July of 2012, MIT’s Technology Review quoted Huffman as ascribing the success to 

the fact that “Reddit built up user trust [...] by remaining consistent”, and thereby “retained early 

adopters while expanding the appeal of its services to a more mainstream audience” 

(Technologyreview.com 2012: web). According to Huffman, a part of this trust building rested on 

reddit’s choice to open-source its entire codebase (GitHub.com Code: web). During the debacle that was 

the decline of Digg, reddit co-founder Alexis O’Hanian wrote an open letter to Digg founder and CEO 

Kevin Rose  

“It's a damned shame to see digg just re-implementing features from other websites. But 
I've got a strong feeling it's not you making these decisions anymore; and to see your 
baby abused like this must be awful. [...] This really should've been called "an open letter 
to digg's VCs [Venture Capitalists]" (but what kind of linkbait would that be?) because 
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they really ought to give the power back to the founder. [...] And we got lucky, frankly. 
We sold to Condé Nast in 2006, which stayed hands off, let the site keep growing, and 
even encouraged us to open-source”. (Alexisohanian.com: web)  
 

The degree to which conflicting interests compromised  Digg’s operational integrity is alluded to in 

O’Hanian's choice of word around ‘giving the power back to the founder’, which was a reference to Kevin 

Rose’s original vision in the initial pitching of the Digg platform in which he noted, with regards to 

Slashdot, a now largely-defunct social news site, notably bought by the same company who piloted 

SourceForge during their decline, but originally an immense pillar to the original 2.0 audience, e.g. 

winning the “Webby” awards 2, 2000 in the category “People’s Voice” category (Webbyawards.com: 

web): 

“[h]undreds of people every single day are submitting content to slashdot Tons of stories, 
but an editor chooses about 15 or 20 of them to display to the world. Now the only 
problem with that is you're relying on whatever the editor thinks is really cool, so it 
doesn't really give the power back to the people”. (Youtube.com Kevin Rose 2006: web) 
 

So, is the lesson that people are fickle, and will jump to the next new thing? If yes, then why would reddit 

make it even simpler for the next thing? We speculate that having created credible commitment by 

providing the instruments for institutional supply of alternatives, reddit is left only with their choices, 

their (non-negligible) network effect and their brand/trademark as barriers to entry. This heightens the 

immediacy of their commitment to the community.  

Exactly how precarious management’s position is relative to the sentiment of the community was 

recently exposed in the wake of the election of Ellen Pao as interim CEO at reddit in 2015. Pao quickly 

ran afoul of the community when she first banned a series of subreddits that organized to harass and 

antagonize various groups of people (redditblog.com: web; Guardian.com Reddit bans 2015: web). The 

banning was part of an effort aimed to remove elements that were suppressing free dialogue by 

“ban[ning] subreddits [the reddit specific name for sub communities] that allow their communities to 

use the subreddit as a platform to harass” (Reddit.com Subreddits: web), and came with efforts to 

further transparency (Reddit.com Transparency: web). However, while this may have soured some 

proponents in the community (Guardian.com Reddit Users 2015: web), it was not until the firing of a 

highly popular employee on June 2nd without further explanation that waves ran high, with a 

http://blog.reddit.com/2008/06/reddit-goes-open-source.html
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change.org petition asking for Pao’s resignation reaching over 200.000 signatories (Change.org: web) 

and many of the major subreddits being closed down by their volunteer moderators (Dailybeast.com: 

web). Pao resigned eight days later, ostensibly over a disagreement with the board about unachievable 

growth targets (Reddit.com Resignation: web).   

Meanwhile the internal response, short of Pao’s leaving, was seemingly minimal, with only the creation 

of a ‘Moderator Advocate’ position (a position that was seemingly created nominally, as the person who 

was appointed was apparently already doing that particular job (Reddit.com Moderator: web)), and the 

promise of more moderation tools (Reddit.com Apologize: web). Most recently, reddit banned the three 

subreddits dedicated to the controversial alt-right movement (Reddit.com Banned: web). While a 

relatively small community, it will be interesting whether this exercise in ‘censorship’ will turn a larger 

part of its users away (and unto alternatives such as Voat.co), or, as reddit has suggested in the past, 

increase participation and discussion, in the face of less organized harassment (Guardian.com Reddit 

users 2015: web;  Verge.com Reddit 2017:web). 

Regardless, it is evident that reddit is facing immense pressure from its community to preserve the 

broadest possible appeal, or risk losing its edge to the next big one, and with it, its self-acclaimed status 

as ‘the front page of the internet’ - the official slogan of the reddit.com site. 

 

Bitcoin 

Perhaps more so than any of the above cases, introduced in 2008, Bitcoin is indicative of the world’s 

governance systems becoming increasingly interdependent on the technology that they govern, and 

technology being the framing for the choices available to us. Filipi & Loveluck (2016) recounts Bitcoin’s 

raison d’être in the following manner:  

“Given that governments and central banks could no longer be trusted to secure the value 
of fiat currency and other financial instruments, Bitcoin was designed to operate as a 
trustless technology, which only relies on maths and cryptography” (Ibid.: 4) 
 

Practically, in so doing, Bitcoin was an attempt to remove politics and singular authorities from the 

governance of currency. Technically, Bitcoin is the union of two technologies, namely; the decentralized, 
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append-only databases called blockchains, and; the consensus protocol which rewards (through the 

issuance of Bitcoin) the people (called miners) who lend their computers processing power to operate 

and secure/validate the network through the repeated solving of a cryptographic puzzle called Proof-

of-Work.  

Whilst the project was initially conceived and headed up by an as-of-yet unknown person who called 

himself Satoshi Nakamoto, in April of 2011 Nakamoto granted ownership of the main Bitcoin repository 

to a close collaborator Gavin Andresen who in turn split the responsibility between a group of 

collaborators, and participated in the establishment of Bitcoin Foundation, whose mission it was “to 

standardize, protect and promote Bitcoin” (bitcoinfoundation.org: web). However, the Bitcoin 

Foundation fell into disgrace with insolvency issues (Financemagnates.com 2015: web), questionable 

appointees (wsj.com 2014: web) and board-wide resignations (Coindesk.com Bitcoin: 2014; 

Coindesk.com Boards Members 2015: web) in 2015. This would prove to be only a first showing of 

bitcoin related governance issues. Amidst the Bitcoin Foundation turmoil, Gavin Andresen and 

supporters had a falling out with the rest of the group of repository maintainers, now known as “Core” 

(GitHub.com Bitcoin: web), resulting in Andresen leaving to establish a separate fork called BitcoinXT 

(Bitcoinxt.software: web). The argument at the center of their dispute revolved and continues to revolve 

around a technical trade-off between increasing the amount of transactions that can take place on the 

Bitcoin network at any time (which is currently a fixed number), at the cost of increasing storage and 

bandwidth costs associated with running the bitcoin validation software, which in turn threatens to 

place validation into the hands of fewer actors, and thereby lowering the security of the network. The 

approach to forking adopted by BitcoinXT, and its most recent successor, Bitcoin Unlimited 

(Bitcoinunlimited.info: web), has been to allow proponents to ‘signal’ support by ‘signing’ the blocks 

which they mine with a signature to indicate support, which, as the amount of ‘signed’ blocks reaches a 

preset threshold (75% of total mined blocks within the last 1000, in both cases), prompts the miners to 

change to use the ‘new’ protocol, rendering blocks mined incompatible between the two. The reason for 
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ensuring a ‘rough consensus’ before activating the fork, is presumably to signal community consensus 

in the hope of bringing the remaining stragglers on board, as well as appearing stable to the markets.  

That there is not always a consensus is evident in a fork which came about as a response to hacker 

‘stealing’ millions worth of the alternative cryptocurrency Ethereum (other cryptocurrencies are 

commonly referred to as alt-coins, as they are built on, but different from, the Bitcoin Protocol), where 

parts of the community felt that the principle of non-intervention by a governing body was more 

important than recouping the coins lost in the hack. As the founders of what would become Ethereum 

Classic (GitHub.com Ethereum: web) (referring to an unaltered version of Ethereum, as opposed to the 

branch governed by the original repository owners who led the ‘retconning’ of the coins):  

“Let it be known to the entire world that on July 20th, 2016, at block 1,920,000, we as a 
community of sovereign individuals stood united by a common vision to continue the 
original Ethereum blockchain that is truly free from censorship, fraud or third party 
interference. In realizing that the blockchain represents absolute truth, we stand by it, 
supporting its immutability and its future. We do not make this declaration lightly, nor 
without forethought to the consequences of our actions.” (Ethereumclassic.GitHub: 
web). 
 

As a consequence the Classic team forked the Ethereum coin without a clear consensus, and in direct 

opposition of Ethereum founder, Vitalik Buterin, who stated that he was “working 100%” Ethereum, not 

Ethereum Classic (Twitter.com 2016: web). As it stands, Ethereum Classic currently sits at a market 

capitalization of ~$124m, and Ethereum ~$1.7b, showing a preference in the market for the original 

management, but also a non-negligible continued support for the ‘Classic’ movement more than half a 

year later. 

Likewise, Bitcoin Unlimited has growing community support against what they view as a censorship-

filled discussion, with the main reddit community (reddit.com/r/bitcoin 210.085 subscribers) being 

rigorously censored by ‘Core’ proponents (medium.com 2016: web). In comparison the ‘alternative’ 

forum, reddit.com/r/btc, has 29.162 subscribers. The ‘alternative’ proponents also point to the fact that 

‘Core’ development team may be compromised by the commercial interest of the company Blockstream 

(Blockstream.com Team: web), who employ around half of the featured Core developers 

(Bitcoincore.org: web), and who the r/btc community (reddit.com Unmasking: web) speculate to have 
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an interest in throttling the network (Xtnodes.com Announcement: web), as Blockstream’s own primary 

development efforts lies with developing a solution to this problem which lies largely outside to 

Bitcoin’s collective governmental environment (Blockstream.com Technology: web). As it stands Bitcoin 

Unlimited and Classic signaling blocks make up around 1/3 of all blocks mined (Xtnodes.com: web), but 

as problems of transaction times (Blockchain.info Transactions: web; Blockchain.info Median: web); and 

costs (Blockchain.info Total: web) rise with the increasing adoption of Bitcoin (see graphs in Appendix 

3, 4 & 5), and the governmental implications of Blockstream’s sidechain technology becomes clearer, it 

will be interesting to see whether the community will be satisfied with the current management’s 

implementation, whether they will reach consensus on where to take Bitcoin next, or whether they will 

quietly shift on to the next alt-coin.  

Regardless of the outcome, it is apparent that while the community may strive for a govern-less 

technology, in fact, the immense network effects present in the largest (market capitalization- & 

network-wise) cryptocurrency reduces the actions perceived to be available to some of the main actors 

(e.g. notably the people proponents of Bitcoin Unlimited, XT and Classic). Filipi and Loveluck (2016: 19) 

concludes in their analysis of the “Invisible Politics of Bitcoin”, that “a proper governance structure for 

Bitcoin can only be achieved by publicly acknowledging its political dimensions, and replacing the 

current technocratic power structure of the Bitcoin project with an institutional framework capable of 

understanding (and accommodating) the politics inherent in each of its technical features.” However, 

considering the ample selection alternatives (alt-coins such as Ethereum, Zcash (Z.cash: web), Ripple 

(Ripple.com: web), Monero (Getmonero.org: web)), possible forks (e.g. Bitcoin Unlimited, Classic & XT) 

and avenues for discussion (e.g. r/btc, r/bitcoin and dozens of other bitcoin-related fora (Reddit.com 

Bitcoin Subs: web)), we find evidence of a well-functioning governance type inherent to OS projects. 

While the Bitcoin case does exhibit some unique detracting points compared to our other OS case, such 

as a more prominent network effect due to the (largely) intrinsically inimitable nature of currencies, it 

still appears to have a more accessible and actionable governance structure than what we find in the 

modern SSO. 
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Summary 

To conclude and summarize on our OS case studies, we suggest the following quote from the Wikimedia 

UK’s discussion of the Daily Mail ‘ban’: 

“In a world that is commercialised and run for profit, the very concept of a decentralised, 
open-source encyclopaedia whose infrastructure is administered by a non-profit charity 
can seem difficult to understand for many.” (Blog.wikimedia: web) 
 

Concepts such as “Wikipedia has no firm rules” (Wikipedia.org Five Pillars: web) found in Wikipedia's 

“Five Pillars [of governance]”, and reddit spokespeople stating that “[t]here is no single solution [to 

harassment] and we are actively engaging with the Reddit community to improve everyone's 

experience" (Verge.com Reddit 2017: web), can seem incredibly feeble, as way of governance. However, 

in concert with the institutional supply of GitHub, the intrinsic monitoring in the free (and anonymous) 

access to content and procedures, and the credible commitment (“the looming threat”) of being an open-

source platform and/or presenting largely imitable content or stewarding processes for voluntary 

stakeholder participation as a primary product, the above assertions show an acknowledgement of their 

purpose as institutions: to act ‘appropriately’, however that may be, to the amorphous social context in 

which they are embedded. 

As long as they act appropriately in the eyes of the broadest possible conception of their community, 

they do not risk an exodus. We can speculate that by marginalizing certain groups, such as the alt-right 

communities, this would draw pariahs to an alternative platform. In the case that the new, alternative 

platform could find a way to act appropriate in the eyes of remaining, as well as accommodate the 

newcomers, reddit would be forced to meet the new consensus or risk lose their entire audience, as the 

alternative platform takes first place in what appears to be winner-take-most market, due to NE. 

Granted, this hypothetical case discounts multi-homing and switching costs. This dynamics appears to 

replicate itself across most user-created content-driven platforms (e.g. reddit, wikipedia and to some 

extent GitHub and Bitcoin), but not necessarily so in the adblock cases. This insight essentially reduces 
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complexity arguments such as those related in the case of standard setting processes outlined by Cheyns 

(2011) to issues of attracting the largest possible community, granting them access to review the 

content and issues, and to discuss and promote solutions, which they then should be able to incorporate 

into an alternative organization in case the original management do not agree on the merit. This would 

allow the content to compete. However, as we have seen, competition is not always equal, and certain 

steps can be taken as means of credible commitment to attract resources and increase perceived 

legitimacy. It seems likely that challenger to the current SSOs’ governmental configuration would have 

to tap into a changing mental schemata within the public relating to perceived sources of authority and 

legitimacy to establish their edge over the incumbents in this regard. Whether this is currently possible 

is unclear, but with the noted spread of collaborative production methodology, influx of technological 

knowledge in the public and the growing plane of open-source software, this seems to be a matter of 

when and not if.  

To summarize our findings with respect to our overall framework, we suggest the following: 

In combining the critique within the literature on SSOs and the state of CSR, we established an 

opportunity for the ‘Political’ SSO, as a means of outsourcing the discussion around various, potential 

policy initiatives, in order to address the inability of firms to tailor their governance format to 

accommodate the requirement of formal multi stakeholder models proposed in the Political CSR 

literature. We further speculate that the explicit acknowledgement by most SSOs to their multi 

stakeholder orientation describes a parting with a previous model of SSOs concerned mostly with 

coordination between a group of stakeholders sharing a higher degree of homogeneity, often constituted 

by a simple, 2-group system in the cases where proprietary technology was involved (Lemley 2002; 

Spulber 2016). This new multi stakeholder orientation signals a greater social element, rather than 

technical focus, and as such resembles an attempt at crowdsourcing legitimacy through the 

establishment of a ‘rough consensus’ within the ‘constituency’’ (cf. Buchanan 1988). In our review of the 

literature on New Institutional Economics we hypothesized that capture can be avoided by focusing 

institutional responsibility on the lowering of transaction costs and the establishment of clear 
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copyrights. Our framework for analyzing existing institutions of governance drew on Ostrom’s (1990) 

insights in regards to the establishment and management of autonomous governance mechanisms for 

the protection and utilization of a specific resource through the examination of the sources of 

institutional supply, credible commitment, and mutual monitoring in various SSO and OS cases. 

With regards to these parameters the SSOs examined did not provide any notable means of credible 

commitment, did not reflect on the neutrality of their means of communication with stakeholders, their 

user prioritizations, explicitly defined their monetization strategy, and most concerningly, we found no 

signs of active contestation in their history, with no contrasting to competitors or indication of 

alternatives. While these do exist, we speculate that they are more tools of strategic competition than 

actual representations of an informed and engaged stakeholder community.  

The measures and practices supporting credible commitment is largely based on transparency 

measures, and, as already established in the literature, appeals to ‘best practices’ as it relates to size (i.e. 

broad adoption) or principles (i.e. explicit methodology). However, compared to our OS cases, without 

the considerable institutional supply present in the OS cases which enables stakeholder voice and exit, 

the SSOs effectively place limits on the cognitive alternatives present to the stakeholders. This, we argue, 

can be construed as constituting barriers to informational supply and demand, and thus adding to the 

degrees of capture present in the SSO-Stakeholder relationship. As it stands, it appears that there are 

only few signs of critical reflection on the appropriateness of the fit between governance model and 

general purpose. Rather, it appears that the SSOs are relying on best practices from a distinctly different 

functional sphere, namely that of the corporate, black-box, profit-maximizing world, a world which the 

corporations are trying to make amends for by participating in the SSO organized ‘multi stakeholder 

initiatives’. Thus it appears the SSOs are trying to fix the problem of externalities by applying the 

methodology which caused them in the first place. 

In our study of cases that are a part of the phenomenon we term the open-source methodology, we found 

several innovative solutions to the problems of promoting a procedural fit for their various institutional 

purposes. These was achieved mainly through a crowdsourcing of institutional supply initiated via the 
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credible commitment inherent in to OS license. This allowed the public various levels of use and reuse 

of the material provided and contributed, as well as a stakeholder empowering relations designed to 

attract the voluntary resources available in the stakeholders, but also enabled the establishment of 

alternative, competing models, all of which are subject to the mutual monitoring of fully public, and 

potentially anonymous, scrutiny and discussion. Particularly striking was the contrast in the ease of 

gaining access to taking part in the discursive process around legitimacy and the everyday choices and 

processes related to it. Some of these communication artefacts furthermore showed clear and conscious 

reflection upon the consequences of any lack of legitimacy within the OS community and amongst its 

managers; the rich history of legitimacy as a basis for change in management, and the seeming ease with 

which  such regime change took place.  

In reddit, a private company, the acknowledgement of their responsibility to govern responsively is 

outspoken and apparent in action, whilst wikipedia, a non profit, has acted on the threat of substitution 

due to a legitimacy crisis a decade and a half ago with thorough institutionalization and transparency, 

and still refer indirectly to that formative crisis in their pleas for donations (see Appendix 1); whilst 

bitcoin, an unincorporated, open-source repository, the epitome of a technical solution, suffers under a 

budding legitimacy crisis due to a lack of recognition of the necessity of acknowledging the need for, and 

establishment of, purposely created governance mechanisms once we move outside the realm of the 

strictly regulated. However, we saw that to create such mechanisms require more than open sourcing 

the process and content, particularly in the cases where the content is by nature inimitable. While alt 

coins will have a role to play, the damage that could be done to a community by a mismanaged bitcoin 

is larger than that which could be done by a mismanaged Wikipedia, due to the ease of imitability of the 

latter.  The lack of a central and transparently moderated forum for bitcoin discussion, and the 

provisions for influencing the governance mechanisms both creates a higher barrier to competition, the 

latter effectively requiring a majority of stakeholders to move concertedly, at a steep risk of monetary 

penalty inherent in introducing uncertainty (e.g. via large, structural changes) to a currency.  
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Through the recognition of the importance of the governance structures of the organization in relation 

to its practical purpose of attracting and organizing the broadest base of users to discuss in the most 

equitable manner, we suggest, with our tongue in cheek, that the organization of the organization is the 

organization. That is to say, that if the (socially-oriented standard setting) organization is not working 

conscientiously to create an organizational governance fit that ensures the best possible treatment of 

all and any member by allowing alternatives to able to compete against the existing format, then the 

incumbent is working counterproductively to their organizational purpose, which is to create the most 

equitable forum for the negotiation of externalities - regardless of whether that forum exists within or 

without their organization. We have seen cases of projects successfully resisting ‘revolts’ despites low 

barriers to competition, and it appears that the defining trait for a successful venture is to recognize 

how you serve your community, and tailor your governance methods to best reflect this, even at the 

apparent cost of a loss of control. We saw examples of this being accomplished through the mindful open 

sourcing of business systems in reddit and general attention to transparency of process, content and 

imitability, and we speculated that platforms in the future may perhaps go so far to ensure ‘re-

mergeability’ and interoperability despite no practical use for it in their core operations, other than to 

heighten project legitimacy, by reducing the costs to forking, and thus the barriers to governmental and 

processual experimentation. The dangers to open sourcing appears low, on the other hand. It is a ratchet 

effect, meaning once it is in the open, then the proverbial horse is out of the barn, and can’t be (en)closed 

again. By effect, this includes the competitors who would stand to make use of the newly released 

information in many ways, as they can be forced to ‘give back’ depending on the permissiveness of the 

license. 

So far, given what we have learned, the primary points of leveraging voluntary input is through 

disintermediation, i.e. by removing the practical and cognitive layers between the information and the 

users, by allowing incremental contributions, but most importantly, by ensuring that the voluntary input 

cannot be removed from the public, via the appropriation of content, as this increases the costs to the 

establishment of alternatives. As such, it appears that this type of disintermediation, placing the rights 
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to access and replicate  information and processes in the common domain, removes some degree of 

independent agency from the managers, and increasingly render the institution that they manage a tool 

for the community, rather than an instrument of profit maximization for a few distinct ‘rights’-holders. 

In the above case studies we presented a set of organizations which are themselves structural elements 

in the governance of open-source projects, qua their purposes of organizing collaboration (GitHub), 

discussion (reddit) and the presentation of facts (Wikipedia). We see how, even in the most cleverly 

designed processes and solutions for governance, that “as soon as a technology is deployed, new issues 

emerge from unanticipated uses of technology – which ultimately require the setting up of social 

institutions in order to protect or regulate the technology”, which emphasis our suggestion of the 

centrality of governmental experimentation. In our studies we see several examples of how “[t]hese 

institutions can be more or less attuned with the overall aims of the technology,” (Filipi & Loveluck 2016: 

18) and the dynamics by which they correct themselves. In the following section we will compare these 

findings with those of our SSO cases within a prevailing formulation of governance, Principal-Agent 

theory. 
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Discussion: Capture versus Commons 

In this section we return to a generalized view of the governmental P-A relationship between firms, 

stakeholders and SSOs touched upon in our Framework. We will discuss the implications of our findings 

in relation to the traditional P-A conceptualization, borrowing insights from recent work by Abbott & al. 

(2015) on the governance in the absence of hard controls within the agent-principal dynamic, which we 

extend to the difficulty of target ascertainment. Rather than assuming the corporations as Governors, 

SSO as agents and Stakeholder (relations) as target, we apply Abbott & al.’s (2015) insight to the 

conceptualization of a stakeholder-fiduciary (principal) relationship as governing the SSO. The merit to 

this approach is an improved understanding of the risks of self-dealing noted earlier in relation to multi 

fiduciary governance systems (e.g. Heath & Norman 2004; Whelan 2012), and how these play out in our 

OS cases. In addition to this, through the application of the Orchestration-Intermediary approach 

developed by Abbott & al. (2015) we furnish our argument with a formulaic, more cleanly 

communicable understanding of the governance set-up of the SSO in relation to its stakeholders, which 

additionally serves to contrast our findings within dominant conceptions of governance.  

 

In their article “Two Logics of Indirect Governance: Delegation and Orchestration”, Abbott & al. (2015) 

describe the differences between the classic notion behind the division of delegation (i.e. traditional 

Principal-Agent Theory (PA)) and that of orchestration (referred to as Orchestration-Intermediary 

Theory (OI)). This notion refers to the cases where principals (referred to as Governors) “lack the 

authority or power to grant and rescind third parties’ authority (at acceptable costs)”. To account for 

this, Abbott & al. (2015: 1) introduce orchestration as the use of “soft inducements to mobilize 

intermediaries and keep them in line.” In doing so, they explicate the circumstances which lead to a 

‘weak’ relation between agent (referred to as Third Party) and the Principal, with relevance to our case.  
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Starting their exploration of the concept of orchestration at classic P-A theory, Abbot & al. (ibid.: 2) state 

the reasons for engaging in indirect governance as agents being either more “effective, efficient or 

legitimate” in performing the given task: “[u]nder both theories, the main benefits of indirect 

governance are functional: governors enhance their own governance capacity by tapping into the 

capabilities of third parties” (Ibid.: 1)  

The governance functions often delegated to third parties include 

 expertise, see Whelan’s specialization, 

 agenda Setting, by facilitating “internal collective decision-making”, e.g. consultants, 

 Credible Commitment as a type of ‘commitment device’, e.g. central banks, 

 access to targets, a practical form of situated expertise, 

 monitoring; Abbott & al. gives the example of crowdsourcing of the surveillance via web-cams 

situated along the Texas-Mexico border to private internet users, 

 adjudication, e.g. the WTO appellate body or the ICANN review panel, 

 legitimacy, to place instrumental, strategic interest at a remove from the principals, e.g. IMF or 

World bank. 

While we can clearly see some of the benefits echoed in our analysis of the move from a corporate-

internal to the SSO-centered model for stakeholder engagement, our questions remain on how to do this 

efficiently, effectively and legitimately. To this end Abbott & al. (2015: 3) describe a search for an ‘affine’ 

third party, whose goals align sufficiently with those of the principal to “voluntarily serve as 

intermediary”, after which the principal “enlists the intermediary through material and ideational 

support”, such as political endorsement, to support its ‘operational capacities’ and ‘effectiveness and 

legitimacy vis-à-vis targets’. However, as the principal “cannot coerce changes of attitude” without the 

hard measures associated with delegation, OI theory ‘highlights a more horizontal relationship of 

mutual dependence between orchestrator and intermediary” (ibid. 4). 

This is especially visible in the case of SSOs, where corporations can be construed as being 

simultaneously the governors and targets of governance, with the SSO acting as 3rd party intermediary, 
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and the remaining stakeholders can be construed as not just for their expertise or legitimacy-inducing 

effect, but as governors to be satisfied by SSO operations in order to grant their brand of (dis)approval 

– whichever form it may take, be it voice, exit or loyalty. 

Regardless of which configuration of governors and targets we choose, OI theory focuses its theoretical 

insights on the “intermediary incapacity [...] as the primary limitation of orchestration. The assumption 

is that the orchestrator must select intermediaries based on their governance goals and therefore may 

have to compromise on their capabilities” (ibid. 5). This problematizes the relationship between the SSO 

and corporation as governor. One could imagine cases where the primacy of legitimacy takes 

precedence over an effective/efficient process for crafting policies and conversely, where a particularly 

efficient process diminishes the perception of legitimacy (as is one of the arguments we have seen 

employed by SSOs and SSO scholars).  

As in the case of the OS projects, due to the voluntary nature of the collaboration between governor and 

intermediary, goal alignment takes primacy over capabilities, which prompts the governor to supply the 

aforementioned resources to remedy the operational capacity of (in the case of OS projects, potential) 

participants (ibid. 5). As such, much like OS collaborative work, orchestration is characterized by the 

fact that rather than pay the intermediary to do a job, the governor attempts to enable, and motivate, 

them to do so. 

The remaining question is: when does it make sense to adopt an OI approach to governance? First, 

Abbott & al. (2015: 7) note that, in contrast to authoritarian state regimes, liberal democratic regimes 

“are constitutionally constrained to deliver policy benefits to the public, and are hence more likely to 

orchestrate even where that implies a loss of control over governance processes and outcomes.” This, 

we speculate, gives credence to our proposition of placing liberal democratic values at the heart our 

(Western-centric) institutional theoretical framework. 

Second, Abbott & al. (ibid.) note the Governors’ capacity for control as a factor in choosing deliberation 

over orchestration. In this case, one should consider tenets such as asset specificity (e.g. due to 

monopsony) and other elements of bargaining power in the creation of the institutional arrangement. 
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Again, the delegation approach is complicated by the precarious relationship of corporations as both 

governors and targets. Examples of this from our cases would include corporate control of agenda 

setting and their ability to withdraw resources from the intermediaries, posing an ‘existential risk or 

risk of significant material loss’ vis-à-vis the intermediary, for instance by providing material support 

conditionally, or owning copyrights to the material. The question, in relation to SSOs, becomes to which 

extent such hard control by corporations as governors over intermediaries risks to cannibalize 

ostensible governmental goals of operational integrity and legitimacy.  

A third consideration presented by Abbott & al. (2015: 8), and, in our case, pertaining to the role of 

shareholders in relation to the SSO, is the degree by which “some governors are more constrained by 

veto players than others.” Orchestration being generally less formal tends to place them out of the often 

formally conditioned (e.g. board functions) reach of veto players, at least until developed to a certain 

level of relational maturity. In this we again see the power of the SSO as an efficient approach to 

stakeholder inclusion into the mechanisms for the governance of corporate activities. 

A final condition for determining the appropriateness of delegation vs orchestration noted by Abbott & 

al. (2015: 8), is “whether the governor wants to claim political credit for the indirect governance”, which 

“is easier if the third party is a closely-held agent rather than a largely independent intermediary.” Such 

a strategy of creating good will towards stakeholders by championing a case mirrors the evolution in OS 

licensing within many OS projects, as noted by Johnson (2002: 660) and De Noni (2013), which requires 

some type of credible commitment initially by the repository managers in the form of examples of 

product (Raymond 1999) and practices (Rullani & Haefliger 2013). However, as the OS project grows 

and includes more stakeholders and attracts enough resources to become sustainable without the 

conditional support of the original governor, many owners choose to relinquish control (of property 

rights and other conditions of support) in order to attract more of the periphery and remove the 

potential vector of competition which is the legitimacy enhancing effect of some OS licenses over other. 
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Delegation is a viable approach if there are many potential third parties, so that rescinding is an option, 

and, if there is no moral hazard, such as ‘targets’ who happen to also be the subset of governors with the 

ability to appropriate resources created by the remaining governors. 

By allowing the chosen SSO’s appropriation of resources (via copyright) relevant to the potential 

creation of a supply of alternative third parties, the governors’ ability to rescind authority is undermined 

as there are no alternatives to switch to. This grants the SSO additional room to ‘slack’ with regards to 

governing efficiently, effectively and legitimately. 

While this is the case regardless of whether the relationship is construed as delegation or orchestration, 

we argue for the preferability of the orchestration-type governance in case of the SSO, as the alignment 

of purpose and intent of the third party and their periphery must be more clearly communicated to 

attract the necessary resources, as per the findings in our review of the OS governance literature. 

Compared to the delegation-type governance, where goal congruence adopts a linear Principal-Agent-

Target format, suffering from the problems well-known from contract theory. For instance, we can 

explain the heterogeneity of governance formats found in the best practices of the dominant SSOs, where 

the arguments for innovation and experimentation become moot if one is only evaluated by, or expected 

to adhere to an ‘industry standard’, which, in our cases, appears to be an industry-wide phenomenon. 

As such, the dominant SSOs represent a static and linear concept of governance. In contrast to this, the 

application of a reciprocal OS license has been shown to foster trust via credible commitment between 

governors and agents, potentially attracting additional, particularly peripheral (and thus 

underrepresented), resources, and to foster the growth and evolution of governance mechanisms (De 

Noni & al. 2013; O’Mahony 2003). All of this goes to further underline our prior assertions that SSOs are 

currently not firm-like, competitive organizations, but closer to market-like institutions, and should be 

treated as such via first-order economizing. 

To draw parallels between our case studies to the SSOs we question the arguments against the 

unbounded inclusion of the periphery towards the core that appears to be missing from SSO operations, 

which we argue is detrimental to the evolution of appropriate governance mechanism. For example, as 
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De Noni & al. (2013: 250) would suggest, the argument against inclusion of additional participants 

proves false in the case of reddit, as “the incentives to reciprocate trust and the capacity for social control 

in OSS communities do not decay exponentially with the size of the community”. De Noni & al. (ibid., 

2013: 250) speculate that this is due the fact that “members are continually required to invest in social 

relationships and networking to enhance their capacity to gain access to relevant and valuable 

information, influence [...] development, and appropriate collective value”. This is in contrast to the 

situation that occurs in Abbott & al.’s (2015) analysis of the capture of rents (via slack), when applying 

proprietary licenses to the content relevant for the creation of alternative solutions/intermediaries. As 

such, in cases of a perceived failure by the core to ‘reciprocate trust’, or due to a lack of ‘investment in 

social relationships’ with the periphery, OS communities are able to collectively sanction the ‘core’ by 

freely/cheaply establishing an alternative core with the explicit purpose of remedying the perceived 

failure. A case in point is that of Wikipedia vs Encyclopedia libre. In particular, the insight of Abbott & 

al. (2015) into various mechanisms for governance and their underlying dynamics provides a 

framework for understanding why online, OS communities are interesting from a stakeholder-oriented 

SSO-perspective. As we have seen, compared to the SSOs, there exists a much clearer conception of 

governmental responsibilities in regard to multiplicity of stakeholders in our OS cases and related 

literature. In this we have problematized the SSO’s adoption of a corporate governance brand of 

governance. The lack of the practical and academic attention given the governmental layers within the 

SSO is particularly problematic due to the complex nature of multi-stakeholder governance (Heath & 

Norman 2004), and the relative novelty of the (socially-oriented) SSO (Abbott & Snidal 2009). We have 

applied our institutional framework to further ground the the conceptual split between the 

organization, and the organization of the organization, in orthodox economic terms. We did so by 

adopting insights from Buchanan (1973; 1988) which we have used to cast the institutions regulating 

the market as a model for the SSO as a regulatory institution organizing the market in which the 

stakeholders act and organize to optimize their own self-interest. However, it is in the interest of the 

common good to have governance mechanisms that ensure an efficient, effective and legitimate 
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organization of the market. By this view the SSO’s primary purpose becomes the establishment, and 

running legitimization, of the means of communication used to facilitate the discussion and policy 

creation between stakeholders. To achieve this we have identified a set of characteristics that serves to 

prevent capture and ensure a contextual fit between institutional purpose and the governance 

mechanism. This we have found to center around enabling governmental experimentation, i.e. to 

establish the conditions necessary for first-order economizing, as we have seen in the cases of CPR 

management schemes and our OS case studies. One way of achieving this, in the case of cheaply imitable 

content such as software and other information products, is through the application of OS licensing and 

increasing access to data. One element which we have found lacking in this respect in our OS cases is the 

engagement with issues of multi-homing (Rochet & Tirole 2006), where the costs of using multiple, 

alternative services are actively sought to be minimized, for instance, by ensuring that data can be 

merged properly as in the case of the Wikipedia fork, or in the case of Bitcoin, to better facilitate 

competition/experimentation. That the existence of alternatives is seen as a necessity is reflected not 

just in Suchman’s (1995) insights on the need for comparable alternatives for the cognitive evaluation 

of legitimacy, or implicit in Hirschman’s (1970) exit (for where do you go when you leave?), but is 

likewise found in the pre-existing case studies on SSOs, such as the study of Pelger (2016: 68) on the 

revision of the IASB framework in which he found how, despite adhering to established best practices 

within due process, the seemingly ‘mundane’, administrative parts of the SSO had immense agenda-

setting power, in effect the ability to subvert “any clear alternative, [which in this particular case] 

contributed to the reproduction of the decision [i.e. status quo]”. Again, we stress the apparent 

significance, for legitimacy and problem solving capacity, of enabling a multiplicity stakeholders peruse 

the contentious subject matter and establish alternatives, in the manner successfully pursued in our OS 

cases. From this we conclude that the resulting analysis has demonstrated how certain intellectual 

property-rights tactics employed by the SSOs leave the SSOs (as agents) relatively free to pursue an 

agenda that is largely unaligned with that of the community’s explicit governance goals, as set forth by 

the stakeholders. 
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Conclusion 

The initial literature review on Governance and Standards demonstrated how both corporations and 

SSOs struggle against various, and perceived, structural limits on respective organizational mandates 

and expectations in confronting challenges of necessary legitimization. The thesis draws focus on a 

tendency of corporations, facing this struggle and confrontation, to outsource legitimacy-enhancing 

activities to the SSOs, and the subsequent turn within the SSO towards crowdsourcing legitimacy via 

MSIs. This focus leads to deployment of the concept ‘Political’ SSO, borrowing from Whelan (2012). By 

transposing the mechanisms and purposes of CSR, proxied by the MFM, from the corporation into a 

‘Political’ conception of the SSO, the thesis maintains the corporation as ‘instrumental’, namely a profit-

seeking organization. Section 2 proposes a framework to establish the (now Political) SSO as an 

institution, a platform, and a market. Via an application of Habermasian principles of legitimacy in 

democracy within an NIE framework, the thesis proposed the promulgation (i.e. the overall lowering of 

transaction costs) of information and discourse as the primary drivers (and therefore comparative 

gauges) of the legitimacy of a regulatory regime/institution. For comparative purposes we examined a 

set of contentious OS cases, which each illuminate the legitimization dynamics at play. This is the focus 

of section 3. This focus provided insights into governmental formats that make use of various 

transaction-cost-reducing innovations. On the basis of the following analysis we argued for a new well-

spring of organizational legitimacy emerging from OS methodology. Organizational legitimacy here is 

both a function, and example of governmental experimentation. 

In the analysis of stakeholder-engagement practices and legitimizing processes in Section 4, it is argued 

that in order for SSO governance to accrue these attributes and thereby accrue legitimacy, it is 

imperative that the SSO places stakeholder-attributed content outside of the organizational copyrights 

enclosure, and promotes alternatives. 

The thesis has addressed economic, legal and social questions in relation to organizational practices that 

confront an emerging ‘flat’ and largely decentralized institutional architecture. While the SSO 

organizational structure is flat in terms of hierarchy, we additionally point to theoretical ‘flatness’. This 
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leads to the exploration of the normative-prescriptive frameworks surrounding the SSO, and a 

suggested alternative. To validate this alternative, the thesis examined operational coherence between 

governance mechanism and organizational purpose; namely, between stakeholder and management, as 

in traditional PA theory. To evaluate the appropriateness of the governance mechanisms instituted, we 

pointed to a shared mental schemata regarding how society determines the underlying ‘rules of the 

game’ - the NIE framework. Assuming a Habermasian perspective on societal legitimacy, the 

dissemination of information is central.  The OS methodology applied to the governance literature 

provides a theoretical resolution and a low-cost, flexible and relatively capture-less means of policy 

creation, critique and dissemination. While this thesis and the proposed resolution incorporates the 

governance nexus between the SSO, its stakeholders and its institutional basis, it suggests that a ‘linked’ 

process of legitimization extends up and down, as demonstrated by the example of the corporate 

employee justifying actions with reference to the nearest point of authority above. The thesis further 

suggests that the conception of OS-inspired governmental experimentation proposed here may be 

applicable beyond the SSO. 

 

As argued, there is a drive for innovation within corporate governance which has led to the 

organizational ‘spinning off’ of the SSO as a means for implementing alternative governmental 

mechanisms to promote legitimate, or ‘appropriate’ (Suchman 1995), institutional embeddedness. This 

drive is catalysed by a desire to increase the legitimacy of the policies produced, which in turn enhances 

the legitimacy of corporate actions taken in line with such policies. The thesis argued that, to achieve 

increasingly ‘appropriate’ governance mechanisms, the SSO must necessarily distinguish itself from the 

dominant models of governance with the concept of the multi-stakeholder initiative and variants 

thereof. Our conception of the role of the SSO suggests that the SSO’s primary conceptual appeal for 

‘Political’ CSR adherents, academic and corporate alike, is based on its potential to achieve a more 

idealized, or ‘Political’, model of governance, emphasizing stakeholder engagement in deliberative 

efforts towards voluntary policy creation. This is as compared to the shareholder-beholden corporate 
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model of governance. The SSO achieves this by affording corporations the ability to compartmentalize 

the decision-making processes for political and instrumental actions within SSOs and the strictly legal 

corporation, respectively. This has the perceived benefit of letting the corporation participate in 

political/legitimizing activities without having to relinquish shareholder primacy/control. Lastly, the 

thesis found evidence that, unlike the inevitable size-versus-quality trade-off suggested by SSO scholars 

(e.g. Chiao, Lerner & Tirole 2005; Abbott & Snidal 2009; Cheyns 2011), practitioners (e.g. ANSI Critical 

Paper 2005: web; IFC.org 2009: web) and externality-bargaining transaction-cost theorists (e.g. 

Buchanan, 1973), there appears to exist an inverse dynamic with regards to size and quality in OS-

project governance and content creation, whereby the larger projects are larger due to legitimacy gained 

through institutional supply and credible commitment inherent in OS licenses and associated 

collaborative practices. With legitimacy and a broadly accommodating approach attracting voluntary 

resources, successful management now consists of aligning the broadest base of interest in a necessarily 

collaborative endeavour. 

While these findings do not promise a complete eradication of capture in standard-setting 

organizations, they do point to the capacity of wider stakeholder participation by addressing traditional 

issues of collective action via the introduction of a novel governance method in the SSO setting. By way 

of Raymond, Hirschman and Suchman, this method could potentially create a more equitable 

distribution of input and a broader acceptance of process, and the resulting outcomes. While perfectly 

representative policy-making remains beyond traction, an ever closer approximation of Buchanan’s 

idealized circumstances is possible by empowering individuals to guard against ‘perverse’ incentives 

Ostrom 1990). However, it still stands that “whether the benefits of the proposed activity to the 

individual citizens would be greater than its cost to them, no one can judge this better than the 

individuals themselves.” (Wicksell in Buchanan, nobelprize.org 1986). As such, our endeavour has been 

an attempt to equip community to act individually, in defense, and in the better interest of the 

community. 
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Writing more than 120 years ago, Knut Wicksell stated: 

“[t]he science of public finance should always keep [...] political conditions clearly in 
mind. Instead of expecting guidance from a doctrine of taxation that is based on the 
political philosophy of by-gone ages, it should instead endeavor to unlock the mysteries 
of the spirit of progress and development.” (1896: 87) 
 

SSOs are in this sense a result of political conditions, if not economic exigencies. Whether OS governance 

of SSO can inform the progressive development of SSOs is the question this thesis addressed. It provides 

no definitive and unequivocally affirmative resolution, but it does provide substantive insight into the 

potential overlap between the two types of projects. Since OS projects are generally cheaper and 

potentially more legitimate (or ‘appropriate’) as models for SSO governance, we have suggested that it 

will take a considerable effort by existant SSOs to preserve the status quo. This effort will necessarily be 

funded by increasingly aggressive monetization schemes, which are almost certainly to the further 

detriment of the legitimacy of the SSO, and, by extension, to that of its (colluding) adherents. As a theory 

building exercise, this thesis leave open more questions than it answers, but it hopes to have awakened 

the institutional imagination of political scientists, business ethicists and practitioners with regards to 

the importance of acknowledging, if not addressing, all layers of the legitimacy stack, in addition to the 

perspective given of the potential impact of the open-source methodology for institutional and 

organizational legitimacy. 

Since the outset of this research, facebook and Google have taken measures to combat filter bubbles by 

targeting ‘fake news’ sources (Blog.google 2017: web; Newsroom.fb.com 2017: web) and journalistic 

‘manifestos’ (Facebook.com 2017: web). These corporations have realized the unfortunate 

consequences of their own information ‘bubbles’ for the discursive foundations of a ‘shared mental 

schemata’ and its role in the creation of a ‘rough consensus’. However, in contrast to recent changes in 

Wikipedia’s sourcing policies and reddit’s choice of which communities to host under its platform, it is 

difficult to evaluate whether facebook’s and Google’s change of direction reflect the preferred choices of 

a community, or the arbitrary choices of high-handed business people protected from an alternative 

reality by high barriers to competition founded on the purposely inimitable nature of the socially 

produced resources on their platforms.                                                         Simon Barducci & Oliver Salomon 
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