CHAPTER THREE:

INSTITUTIONAL SUSTAINABILITY: TOWARDS A CONCEPTUAL FRAMEWORK FOR THE ANALYSIS OF EXTERNAL FACTORS  

SYSTEMS THEORY AND STAKEHOLDER ANALYSIS

The literature and evaluations on institutional sustainability emphasize the importance of understanding the context in which an institution operates. The sustainability of a given institution is very likely to be influenced by forces external to the organization. Institutional (capacity development) programs are part of an open system, which means that system-wide factors can exert influence on the organization and vice-versa. (Morgan, 1997; Brinkerhoff and Goldsmith, 1990; Qualman and Bolger, 1996; Maurer, 1971). Since this dissertation is focused on institutional sustainability and how factors from the external environment affect institutional sustainability, it seems plausible that a systems analysis is the logical framework for assessing institutional sustainability.  This dissertation combines stakeholder analysis and systems theory and develops research hypotheses that help answer questions about external factors affecting institutional sustainability. Much of this literature comes directly from organization theory; especially in areas dealing with organizational effectiveness and organizational survival.
THE SCOPE FRAMEWORK FOR EVALUATING INSTITUTIONAL SUSTAINABILITY

The rationale for using systems theory and stakeholder analysis in this research comes from the work done at the International Development Management Center (IDMC) at the University of Maryland in the nineteen eighties. USAID commissioned IDMC to develop an institutional sustainability framework. The holistic framework for analyzing sustainability for development projects they developed is "SCOPE," or Systems, Contingency Theory, and Political Economy. The architects of SCOPE argue that: "(SCOPE), a(s) a conceptual framework, is a set of concepts and their specified interrelationships.  As such, it is not as rigorous as a theory that emerges directly from a set of fundamental propositions. Rather (it is) more of a heuristic devise, intended to pull disparate ideas together into a coherent whole" (IDMC 1988, pp. 4). The SCOPE framework specifically focuses on the importance of stakeholders and institutional sustainability (Gustafson, 1994).

The developers of SCOPE claim it is not just a collection of individual ideas. They contend that the three perspectives they incorporate emanate from the underlying intellectual domains which share a common theoretical foundation. The three perspectives they discuss (systems theory, contingency theory, and political economy) all look at exchange relationships in some fashion, and view organizations as open systems that demonstrate a complex dynamic with processes and players in the implementing context. 

This study utilizes just the first part of SCOPE, that of systems theory, to look at linkages between an institution and its implementing context.  Contingency theory ("CO") is not directly tested in this dissertation as it is a management theory, which focuses upon internal structure and processes of an organization. CO's main premise is that an organization should match and align its internal structure and processes to forces in its operating environment. While of critical importance to understanding organizational success, this study is not primarily focused upon internal organization matters.  Additionally, the literature is already well stocked with research on such matters, as previously mentioned. 

The political economy ("PE") part of the SCOPE framework is also not utilized directly in this dissertation. SCOPE’s political economy framework views how institutions interact with their environment in terms of exchange relationships. Institutions produce and exchange a variety of different resources and this has obvious affects upon stakeholders (and vise-versa). The political economy aspect of this framework helps identify "the circumstances under which the production and exchange of different resources will be stressed". (IDCM, p. 9).  However, stakeholder analysis is used here instead of political economy to characterize important exchange relationships shaped by political and economic forces. IDCM (pg. 24) argues that in many cases, stakeholder analysis overlaps with perspectives of the political economy perspective: "In this line of analysis (political economy) we find many insights into how institutions interact with their environment, particularly with their constituencies or "stakeholders" (pp. 24). For purposes of this study, it is assumed that stakeholders are influenced both by economic and political factors and that these two forces that affect exchange relationships are interrelated. With this established, a stakeholder analysis used in combination with systems theory becomes a powerful tool for the analysis of external factors in institutional sustainability.

SYSTEMS THEORY

A system can be defined as "a set of units or elements that interact with one another to convert selected types of inputs to some types of outputs" (Kuhn, 1974, p.6). Scientists have discovered the utility of systems analysis ranging from the cell in biology to the nation state in international relations. In terms of social science, one of the more useful utilization of systems theory has been its application to institutions and/or organizations. This is due in large measure because these entities "depend upon transactions with external clientele and suppliers to provide inputs or absorb outputs necessary to maintain and develop the system" (Hage and Aiken, 1970).  SCOPE, too, views institutions as systems analogous to biological organisms. Researchers using systems theory must simultaneously consider both internal processes and organizational interaction with the environment for survival.  Meaningful systems theory research must therefore look at and understand a wide variety of social, economic, political, and technical factors that might affect sustainability (Brinkerhoff and Goldsmith, 1990; Altschuld and Zheng, 1995; Perrow,  1986).


This research conceptualizes organizations (institutions) as “open systems” . According to Hall and Fagen (1968, p. 81) they describe this open systems approach to institutions as:21 “1) The organization is conceptualized as an importing-transforming-exporting system. 2) The organization is viewed as transacting with environmental elements with respect to the importing and exporting of people, material, energy, or information.” Buckley (1967, p. 50) clarifies this more succinctly: “that a system is a open means, not simply that it engages in interchanges with the environment, but that this interchange is an essential factor underlying the system’s viability, its reproductive ability or continuity, and its ability to change.”


Harrison breaks down the component parts of human organizations as defined as systems. He presents these definitions of these components to help conceptualize the organization as a system:

* Inputs: (resources): the raw materials, money, people, information, and knowledge that an organization obtains from its environment and that can contribute to the creation of its outputs.

* Outputs: products, services, programs, and ideas that are the outcomes of organizational action.    Organizations transfer their major outputs to the environment, and use others internally.

* Technology: methods and processes (mental, physical, mechanical) for transforming resources into outputs.

* Environment: comprised of the task environment (external organizations and conditions that affect an organization's main operations and technologies; such as clients, competitors, markets) and their general environment (institutions and conditions that have long range impact on the organization and its tasks, for instance the economy, the political system, the state of scientific knowledge, or the national culture within which the system operates.

* Purposes: strategies, goals, objectives, plans of the organization's dominant decision-makers.

* Behavior and processes: prevailing patterns of behavior, relationships between groups and individuals.

* Culture: Shared norms, beliefs, and values of organizational life.

* Structure: enduring relationships among individuals, groups, and larger units.

(Harrison, 1987; Brinkerhoff & Goldsmith, 1990,  p. 19-22).

According to the systems theory as presented by Brinkerhoff and Goldsmith and others at the International Development Management Center, one must assume that the external environment has a great deal of influence on the flow of inputs and how well received the outputs are and that these external factors may change the internal dynamics of the institution. (Brinkerhoff and Goldsmith, 1990; IDMC, 1988).


Goldsmith discusses entry-points in the evaluation process. His depiction of how to evaluate institutions is also based upon conceptualizing the institution as a system featuring inputs and outputs. This dissertation's emphasis on understanding institutional sustainability via external factors is based upon both the input and output aspect of his evaluation model.  It considers both the entry points of inputs and outputs as linkages with stakeholders.

Because systems theory considers the environment to be critical, one of the pragmatic way in which systems theory can be utilized is to characterize environment-system interactions. Inputs and outputs are crucial elements of systems and Harrison and Goldsmith suggest that they can also be looked at in terms of "raw materials" and "finished products" (Porter, 1985; Brinkerhoff & Goldsmith, 1990). Figure 3-1 graphically depicts the theoretical reciprocal interactions between the environment and a system and incorporates most of Harrison’s system components and views the organizational system as an open system operating within a larger system. The system in this instance is understood to be an institution that is being funded and promoted by external development agencies.

FIGURE 3-1
“INTERACTION BETWEEN THE ENVIRONMENT AND THE SYSTEM”
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(Brinkerhoff and Goldsmith, 1990, p. 30)

Brinkerhoff and Goldsmith’s depiction in figure 3-1 shows the institution operating within a larger environment and that there are two types of  influences emanating from the environment (direct and indirect). These types of environmental influences (factors) can be classified as "proximate" as they have a relatively straightforward and direct impact upon an organization. But there are other types of factors in the environment that exert an influence on a system as well. These are "distant" variables (Or, from the literature and proceeding figure, as "direct" and "indirect" factors). What is crucial to understanding both of these distant and proximate variables is that "they can affect the system functioning by changing the amount or valuation of inputs needed by the system or by changing the valuation of the system's outputs" (IDMC, 1988 pp. 17). Indirect factor's influence is often mediated by intervening variables and is not easily assessed as are most "direct" variables. 

One of the key aspects of the IDMC's "SCOPE" model is their conceptualization of  "environmental hostility". Environments can be either hostile or stable depending upon a number of either direct or indirect factors. Table 3.1 depicts this notion of environmental hostility and related factors. Obviously, environments that are less hostile equate to better prospects for institutional sustainability.

TABLE 3-1

“FACTORS CONTRIBUTING TO ENVIRONMENTAL HOSTILITY”

	
	Factors Contributing to Low Hostility in the Environment
	Factors Contributing to High Hostility in the Environment



	DIRECT INFLUENCES


	
	

	Level of demand for system outputs
	High level of extant demand; demand creation unnecessary
	Low level of extant demand; demand creation necessary



	Nature of system outputs
	Outputs are private in nature, easily translated into value or inputs
	Outputs are public in nature; hard to value or translate into inputs



	Characteristics of Stakeholders
	Members of lower socio-economic strata, unorganized, low-demand making ability; conflicting interests
	Members of political, economic, and socio-cultural elite; high demand making ability; non-conflicting interests



	INDIRECT INFLUENCES


	
	

	Stability
	Environment is stable along economic, political and socio-cultural dimensions
	Environment is unstable along economic, political, and socio-cultural dimensions



	Flexibility
	Economic, political and socio-cultural features of the environment permit and/or support system change
	Economic, political, and socio-cultural features of the environment do not permit and/or support system change



	Artificiality
	Environment displays low levels of distortion along economic, political, and socio-cultural dimensions
	Environment displays high levels of distortion along economic, political, and socio-cultural dimensions


(Brinkerhoff and Goldsmith, 1990, p. 31; IDMC, 1988,  p. 11)

This dissertation looks at both direct and indirect influences that contribute to environmental hostility. From this diagram, this dissertation looks at two direct influences: 1) characteristics of stakeholders and 2) the level of demand for system outputs. This dissertation will also address the third, indirect influence of 3) stability. The following is a general hypothesis that this dissertation posits. It concerns indirect forces from the environment that affect institutional sustainability and speaks to the systems concept of stability/hostility.

H1: Environmental stability is positively related to sustainability 

STAKEHOLDER ANALYSIS

In this study an effort is made to combine stakeholder analysis with systems theory, articulated above. Two additional research hypotheses will soon be postulated that attempt to answer additional questions about direct and indirect influences on environmental hostility. 

Stakeholder analysis comes from the management literature, as it is a useful tool for looking at the environments in which managers operate. Both stakeholder analysis and systems theory share theoretical roots. Ackoff (1974) developed a method for a stakeholder analysis of organizational systems when looking at larger social problems. He understood organizations as open systems and claimed that: "many societal problems could be solved by the redesign of fundamental institutions with the support and interaction of the stakeholders in the system" (from Freeman, 1984, p. 37). 

Yet, there is no widespread agreement on how to identify who the important stakeholders are to an organization. Many definitions of what constitutes a stakeholder leave the reader with the notion that just about anyone or anything is a stakeholder (Mitchell, 1997). An early notion of what a stakeholder is comes from the Stanford Research Institute.  They define them as "groups on which the organization is dependent for its continued survival" (Mitchell, 1997, p. 856). Freeman's classic definition of who stakeholders are is just as broad: "any group who can affect or is affected by the achievement of the organizations objectives" (Freeman, 1984, p. 46). Since this dissertation utilizes the stakeholder approach with development assistance in the uncertain environments of the development assistance world, a broad definition of stakeholders is utilized so as not to exclude any important players. In this case, Freeman's original and broader definition will suffice for purposes here.  

Stakeholder analysis was developed for managers who needed a new technique to "understand their environment systematically and to begin to manage it in a positive, proactive fashion" (Freeman, 1984,  p. 4).  The stakeholder approach "broadens management's vision of its roles and responsibilities beyond the profit maximization function to include interests and claims of non stockholding groups" (Mitchell, Agle, and Wood, 1997, p. 855). Utilizing this strategic management view, managers of organizations are advised to look beyond the more typical and proximate entities such as customers, suppliers, employees, and owners of the firm. According to Freeman (1984, p. 6-25), the traditional view of the firm is called the "managerial view of the firm" and is depicted in Figure 3.2:

FIGURE 3-2

“THE MANAGERIAL VIEW OF THE FIRM”
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The later stakeholder approach emphasizes that a whole new constellation of players and processes that must be taken into consideration when strategic management decisions are to made (above and beyond the traditional players listed in the managerial model). These environmental factors and groups can play crucial roles in the ultimate survival or destruction of the organization in question. Figure 3.3 is a visual depiction of the stakeholder model.  It shows the inclusion of many more groups to be considered as important to the survival of the firm:

FIGURE 3-3:

“THE STAKEHOLDER MODEL”**
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**It must be noted that stakeholders can be any group or individual who can affect or is affected by the achievement of the firm's objectives and therefore these entities depicted here are only examples.

(Freeman, 1984. p. 6-25)

A particularly important aim of stakeholder theory is its interest not only in identifying stakeholders, but also to characterize and prioritize these external groups and forces in the operating context of an organization.  At this point, the research question becomes "how does one decide which groups are the more important stakeholders and how should management deal with them?” There have been scholarly attempts to classify who and what constitutes a stakeholder for a given organization. Different classification schemes appear to be related mostly to whether one takes a narrow or broad view of what constitutes a stakeholder (Mitchell, Agle & Wood. 1997). For example, Mitchell, Agle and Wood devised a typology to identify and segregate stakeholders based upon three relationship attributes: power, legitimacy, and urgency. These attributes, taken together, are to constitute a measure of the saliency of the stakeholder relationship to the firm. The typology developed from these relationship attributes classifies stakeholders into eight categories according to a hierarchical scale of salience. Some of these classifications include such labels as "dominant", "dependent", "dormant", "demanding", "discretionary", "dangerous", "definitive", and a residual category called "nonstakeholder". (Mitchell, 1997,  p. 869). A definitive stakeholder is one who possesses all three relationship attributes.

FIGURE 3-4

“STAKEHOLDER TYPOLOGY”
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(Mitchell, 1997 pp. 874) 

In addition to using the stakeholder approach as descriptive, there have been efforts to make it more "instrumental."  Some of these instrumental theories attempt to "establish a framework for examining the connections, if any, between the practice of stakeholder management and the achievement of various corporate performance goals" (Donaldson and Preston, 1995. p. 67). For example, some studies have been done on the relationship between socially responsible organizational behavior and various types of performance (Harrison, 1999, p. 1). Much of this research begs the question: "do organizations pursue the satisfaction of stakeholder interests for economic reasons or simply because doing so has intrinsic merit?"  The evidence from empirical tests done on this question thus far appear to support the instrumental approach rather than the intrinsic model (Donaldson and Preston, 1995, p. 2).

Stakeholder analysis has been used in combination with other theories such as social network analysis. Rowley attempts to build on the stakeholder model by arguing that the dyadic relationships (Figure 3.3) between the individual stakeholders and the organization do not fully depict the complex relationships that exist in organizational environment. He developed a more complex social network theory that "accommodates multiple, interdependent stakeholder demands and predicts how organizations respond to the simultaneous influence of multiple stakeholders" (Rowley, 1997 pp 887). 

The stakeholder approach has also been applied in educational research and evaluations in Europe and the United States. There are numerous studies and evaluations that include stakeholders in their analysis currently, greatly improving their utility in education policy decisions (Lawrence, 1989; Knox, 1998) 

STAKEHOLDER ANALYSIS AND DEVELOPMENT ASSISTANCE

It is becoming clear that stakeholder analysis is increasingly being used in the development field. The development literature and development administration literature makes many references to the importance of understanding and including beneficiaries of development interventions. We can label such recipients (beneficiaries) as "stakeholders" while recognizing that stakeholders can also include non-beneficiaries as well (Chevalier, 2001).  Stakeholder analysis is seemingly becoming more useful because there is recognition that sustainability cannot be dealt with via technological means alone. One must address power relations and conflicting interests in attempting to tackle such problems as poverty reduction, natural resource management, and sustainability. Chevalier (2001) comments: "stakeholder analysis has the advantage of being a flexible, context-specific paradigm that helps focus attention on specific problems, actors, opportunities for change. This is particularly helpful in the context of NRM (natural resource management) issues where complex and interdependent relationships of groups relying on common resources such as land, water, and forests typically prevail. Agro-export producers, small-scale farmers or fishers, government agents, conservation groups and ethnic minorities may all have a stake, and conflicting interests, in the management of particular resources. Multistakeholder analysis and involvement is all the more needed where resources crosscut different administrative, social, economic, and political systems operating at micro and macro levels." 

Although natural resource management is mentioned here specifically, it is clear that stakeholder analysis is equally appropriate for any type of analysis of common-pool resources.
Ellsworth's (1998) study of sustainability gives attention to the importance of stakeholders and sustainability. She defined stakeholders as "those people who have a direct interest in the organization's existence, at least enough interest so that they pay for the organization through donations or by purchasing the products". (Ellsworth, 1998,  p. 10). Her study looked at how organizations weaned themselves off of foreign aid and become sustainable, finding that organizations must gain credibility with the stakeholders and enhance their competitiveness in a new environment of funding scarcity (Ellsworth, 1998). Organizations must attempt to enhance and nurture social capital in their environments. Ellsworth argues also that organizations pursuing sustainability in the developing world usually require new sources of funding besides their own host government and the donor agency. In the case of higher education, the developing world does not have an abundance of organizations and people who are in a position to donate the necessary amount of resources.  Rather than wasting time chasing "mythical funding sources," institutions should instead focus on "making their organizations into success stories"..., she goes on to say: by "cultivating stakeholders" an organization can mobilize better support and be pressured to make better products for those stakeholders. (Ellsworth, 1998, p. 4).

STAKEHOLDER-SYSTEMS MODEL

The utility of combining stakeholder analysis with systems theory is that it permits an analysis that links these indirect and direct forces and weaves a more connected picture between the political-economic and sociocultural dynamics of an institution's implementing context and key stakeholders.  The following is a diagram of the stakeholder-systems model that this dissertation uses to analyze factors in the implementing context. Note how the model links factors in the environment that on their own have an indirect affect on the institution (as in Figure 3-1) but when viewed in conjunction with stakeholders a more connected picture appears. This model also conceptualizes direct influences as sometimes playing simultaneous roles of inputs as well. This is because stakeholders provide inputs to the institution. By using stakeholder analysis coupled with systems theory, this dissertation explicates the relationship between indirect forces and the institution. This model's utility lies in how it attempts to demonstrate how socio-political variables affect stakeholder's preferences and attitudes and then demonstrates how that directly affects the institution.

FIGURE 3-5

“THE STAKEHOLDER-SYSTEMS MODEL FOR THE ANALYSIS OF FACTORS IN THE IMPLEMENTING CONTEXT"
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Now that the theoretical framework has been articulated, two more general hypotheses will be made utilizing a systems theory coupled with a stakeholder analysis. These hypotheses concern both direct and indirect forces in the operating environment as they relate to institutional sustainability.  

H2: The depth of linkages of the institution to the external environment is positively related to sustainability.

H3: Producing outputs of high quality is positively related to sustainability
The next chapter presents a case study of KIMEP and issues related to promoting institutional sustainability. Following that, in chapters five, six, and seven these general research hypotheses will be converted to specific research hypotheses that speak directly to this stakeholder-systems theory model and to the critical characteristics laid out in the case study.
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