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1

Introduction
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Organizations are structured groups of individuals intentionally collaborating to achieve shared goals and create value.  They vary in size and purpose, addressing diverse needs such as security, spirituality, social support, consumer demands and societal challenges.  The focus of this work is impact organizations, which are organizations dedicated to fulfilling unmet social needs, reducing inequities, advancing environmental protection, improving public health, expanding opportunity and strengthening communities through the identification and deployment of innovative and entrepreneurial solutions and operating through ethical governance and responsible management.  This definition encompasses nonprofit organizations, hybrid entities, and for-profit businesses whose products or services contribute to measurable social or environmental improvement.  Profit does not disqualify an organization from impact.  On the contrary, retained earnings and disciplined capital allocation can strengthen durability provided that profits are reinvested strategically rather than squandered.

Key success factors include visionary leadership, stakeholder engagement, a culture of trust, continuous learning and ethical governance.  Impact organizations contribute to global progress by addressing issues like public health, education, inequality and environmental sustainability.  They align their efforts with the UN Sustainable Development Goals (SDGs), fostering economic development and equity while creating products, services, and operational models that benefit marginalized communities and promote inclusion.  Their strategic approach balances impact goals with operational sustainability to deliver enduring value for stakeholders and future generations.  Impact is measured, reported and refined. 

Across the globe, impact-focused organizations have demonstrated that complex environmental and social challenges can be addressed through innovative, mission-driven strategies. For example, impact organizations have developed advanced technologies to remove plastic waste from rivers and oceans, helping to reduce marine pollution at scale; delivered affordable solar energy solutions to off-grid communities in East Africa and South Asia, expanding energy access while lowering carbon emissions; pioneered microfinance models that empower low-income entrepreneurs to build sustainable livelihoods and strengthen local economies; and combated malnutrition by improving food systems and expanding access to fortified foods in vulnerable populations.  
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2

Organizations
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Obviously, the study of impact organizations requires defining exactly what is meant by the term “organization.”  There are a wide variety of definitions with words and emphasis changing depending upon the academic school of thought. The simple neoclassical definitions of an organization include a group of persons with a common objective and a structured process in which individuals interact to pursue and achieve common objectives.  There is a subtle, yet very important, difference between these definitions, both of which include common group objectives, in that the latter formulation includes the necessary assumption that an organization must have a “structured process” relating to the interactions among its members beyond the members simply coming together to pursue a shared interest or purpose.  In fact, other definitions place even greater emphasis on the processes that are part of organizations by mentioning relationships, power, objectives, roles, activities, communications, and other factors that come into play whenever persons work together.  

Organizations are also defined by reference to the way that interpersonal relationships between the individuals in the organization are structured.  For example, an organization has been described as a system for differentiating among its members with respect to authority, status and roles so that outputs can be predicted and controlled and ambiguity and unforeseen consequences can be minimized.  While recognizing that some aspects of organizational operations are informal, it is generally acknowledged that organizations can be distinguished from other collections of people by the fact that an organization is based on a formal and explicit commitment among its members to use a specific structure of roles and responsibilities to pursue the common goals of the members.  Finally, another useful way to look at an organization is as a system consisting of inputs, conversion or transformation processes, outputs, feedback and an external environment. 

Putting all this together an organization can be thought of as a group of people that share a common goal or set of goals who intentionally come together to organize themselves so they can cooperate with each other and coordinate their activities in such a way that allows them to achieve their common goals and create something that is of value.  Organizations can range in size from two people to tens of thousands of persons and can arise whenever there is a focused desire on the part of the members to satisfy a particular need or address a condition within the broader environment in which the members are living.  For example, the need for security drives nations, states, towns and other communal units to organize armies and other types of policing forces.  Organized churches and charities are formed in order to satisfy the needs of their members for spiritual and social support.  New business organizations are created to satisfy the ever-changing tastes of consumers or to satisfy the need of society to develop products and services, such as new drugs, that can improve the overall human condition.  In fact, a popular term for the process of establishing an organization is “entrepreneurship,” which has been defined in a number of ways including the process by which people recognize opportunities to satisfy needs and then gather and use resources to meet those needs.  

Our working definition of an organization suggests and reinforces the close relationship between human needs and the viability of organizations.  While an organization is initially formed to respond to a specific human need that exists at the time that the organization is launched subsequent events, such as the satisfaction of the need or a diminution of its importance, may cause the organization to become obsolete or if the organization is to survive it must undergo a substantial transformation in order to retain its usefulness in its larger environment.  One common example of this phenomenon occurs whenever there is a new technological breakthrough that fundamentally changes the way that consumers view their “needs.”  In that situation, new business organizations will be formed to create and distribute products and services based on the new technology that addresses the changes in the marketplace and, at the same time, existing business organizations that base their activities on the older and soon to be outdated technology will be faced with a crisis of survival unless they can move quickly to adapt. In fact, the formation of emerging companies is based on the decision of entrepreneurs, technical experts and investors to organize a new business to create value based on new technologies.  As this process occurs, established companies whose position in the market may be challenged by these new entrants must ponder appropriate changes in their organizational structure to ensure that they are able to incorporate the new technology into their product and services.  As we know, the answer for both new entrants and incumbents is often collaboration in some form of strategic alliance or merger.

Organizations often come together almost by accident or with little, if any, prior introspection and discussion as to the reasons for organizing or the goals and objectives of the organization members.  While this is understandably the preferred approach before forming a new organization, such a for-profit business, or expanding the operations and membership of an existing organization (e.g. a company adding more employees and/or entering new markets), it is important to carefully consider the following major reasons for the existence of organizations: organizations allow members to be more productive and efficient through division of labor and specialization; organizations create opportunities for cost savings and higher productivity by realizing the advantages of economies of scale.  organizations are in a better position to manage and influence the external environment in which they must operate; organizations can reduce and control the transactional costs associated with exchanges between persons involved in the activities necessary for the organization to create its goods and services; and organizations can increase production efficiency through their ability to control the activities of the members and exert pressure on them to conform to the standards and requirements established by the management of the organization.  

An organization is not an end in itself; instead, it is the vehicle that will be used by the members of the organization to satisfy their human needs and create value for themselves.  Organizational opportunities for value creation appear at several different stages including the points where the organization first collects inputs from its environment, the periods during which the organization transforms those inputs and adds value to them, and the points where the organization has completed the transformation process and actively releases the outputs to interested stakeholders in its specific environment—finished goods and services, compensation for its employees (i.e.. salary and bonuses) and dividends for its owners.  Much of what is modern management theory and commentary focuses on steps that can be taken by business organizations to improve their value creation processes and this includes identifying and implementing the most effective organizational structures and building and maintaining an organizational culture that encourages all managers and employees to remain focused on value creation.

Organizations exist in order to create value for various groups that have an interest or stake in the activities and performance of the organization.  These groups are often referred to as the “stakeholders” of the organization.  These stakeholders provide different types of inputs, or contributions, to the organization with the expectation that their contributions will be converted or transformed into outputs that are sufficient to reward the stakeholders for investing their tangible and intangible resources in the organization. Assuming that the stakeholders are able to realize a satisfactory return on their investment the expectation would be that they would continue to support the organization.  However, if the stakeholders are disappointed in what they receive from their involvement with the organization they will likely attempt to exert pressure on the way that the organization is operated or perhaps even withdraw their support altogether.  Since there is a wide array of contributions that stakeholders might make, as well as significant variation in their expectations regarding returns on their investment, the managers of an organization face a real challenge in balancing the needs of the stakeholders of the organization. 

An organization can be seen as a holistic system that binds and controls the members who are committed or obligated to it and that the activities of the system can and will be influenced by the way in which it is structured and the norms and values that take hold among the members. Organizational management is a complex subject; however, much can be understood by recognizing the importance of certain fundamental elements such as organizational structure; organizational culture; organizational design, which is the process of creating the structure and culture; and the organizational environment, which includes internal stakeholders and universal factors that impact all organizations including economic forces; technological forces; political and environmental forces; and demographic, cultural and social forces.  Also important is the concept of organizational change, which is the process of monitoring and modifying the structure and culture to address changed circumstances including new and different environmental factors.

Readings

Organizations

[https://ssrn.com/abstract=4531823]

This chapter discusses what “organizations” are, why they exist and how they function as structured systems for coordinating people and resources to meet human needs and create value.  It begins by examining competing definitions of organizations and explains the major reasons for the existence of organizations and how they create value at multiple stages.  The chapter also explores stakeholders (internal and external), the challenge of balancing competing stakeholder expectations and fundamental concepts of organizational management, including structure, culture, design, environment, and organizational change management.

Organizational Performance and Effectiveness 

[https://ssrn.com/abstract=4532570]

While organizational performance is a much-discussed topic, the reality is that there is a good deal of confusion and argument regarding how it should be defined, conceptualized and measured.  This chapter discusses conceptualizations of organizational performance and the most used measures of performance and provides guidance on establishing an organizational measurement performance system that can be used to track, evaluate and improve organizational performance.  The chapter also discusses new frameworks for incorporating non-financial factors into performance measurement that have emerged in response to the growing importance of sustainability and the need to address the expectations of stakeholders other than investors.
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Impact
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It is generally recognized and accepted that most organizations, including businesses, are “open systems” that generate both benefits and costs for societies, and there is a growing belief that they should accordingly assume certain duties and obligations, in addition to their own financial interests, to protect and benefit other members of society and refrain from taking actions that could harm them.  Specifically, organizations should be mindful of the impact of their operations and actions on relevant stakeholders, with impact being understood to be “any meaningful change in the economic, social, cultural, environmental and/or political condition due to specific actions and behavioral changes by individuals, communities and/or society as a whole.”​[1]  

The day-to-day operational activities and strategic decisions of businesses inevitably have an impact, positive and negative, on one or more universally recognized human rights.  On the positive side, businesses create jobs that provide workers and their families with a higher standard of living and the financial resources to pursue education and leisure and can take steps within their own direct control over their operations to make progress on fundamental human rights topics such as discrimination, sexual harassment, health and safety and privacy.  Philanthropic activities of businesses can also support the efforts of states and other non-state actors such as non-governmental organizations (“NGOs”) to alleviate poverty and improving education and housing conditions.  Businesses have been acknowledged and praised for the unique role that they play in society as the creators of wealth, sources of employment, deliverers of new technologies, and providers of basic needs.  

At the same time, however, businesses, fixated on profits as the main and often seemingly exclusive goal and purpose of the enterprise, have repeatedly treated their workers poorly, engaged in dangerous or corrupt business activities, polluted the environment, developed and marketed products and services that cause harm to consumers, and become involved in development projects that have displaced or marginalized communities.  The concern about these negative impacts of business activities has increased as companies themselves have grown in size to the point where many of them are larger than some nation states.  Moreover, as States struggle to balance their own budgets and provide their citizens with services that are fundamental to many of the basic human rights, they are turning to business for assistance, a trend that raises further concerns about whether companies can assume and carry out these responsibilities in an ethical fashion with due respect for human rights.

The influence that businesses have within society has led to calls for companies to be proactively involved in addressing and solving environmental and societal problems.  In general, companies have taken one of three approaches to social responsibility: resistance, which has included actively fighting to eliminate, delay or significantly reduce the imposition of socially responsible duties on their operations; reactive, which means waiting for duties to be imposed and then evaluating alternative means for complying with those duties; and proactive anticipation, meaning communication with interested stakeholders (i.e., those persons and entities that have an interest in or who are affected by how a business conducts its operations) before duties are imposed externally to learn and understand their needs and collaborate with them to find ways to assist them in a manner that is consistent with the business’ own goals and objectives.  Kelly et al. observed that approaches to social responsibility taken by businesses appeared to fall within three broad categories: no contributions (i.e., companies that do not recognize an obligation to society and do only what is legally required); responsible contributions (i.e., companies that choose to respond on a case-by-case basis to market requests for contributions); and proactive contributions (i.e., companies that proactively integrate social responsibility into their strategic plans and make contributions a part of the business goals).​[2]

Impact organizations clearly take the proactive approach to social responsibility and act with the intention to generate positive, measurable social and environmental impact alongside a financial return by setting impact objectives, managing and measuring performance against those objectives and reporting to relevant stakeholders on their contributions to achieving those objectives.​[3]  Impact organizations are needed because relying only on government fiat to address sustainability issues such as climate change, water scarcity, depletion of natural resources and workers’ rights would be insufficient and proactive action from the private sector has become fundamental to realizing a sustainable future.  

Brest and Born explained that organizations could have impact in several possible ways, beginning with “product impact”, which is the impact of the goods or services they produce (e.g., providing clean water, financial services or efficient energy), and “operational impact”, which is the impact of their management practices on their employees’ health and economic security, their effect on jobs or other aspects of the well-being of the community in which they operate and the environmental effects of their supply chain and operations.​[4]  An organization’s product or operational impact can be multiplied if and when it collaborates with others, such as when businesses, government agencies, nonprofits and foundations act together to address a particular environmental or social issue.  An organization’s products and services may also have an impact beyond its own goals and mission in the markets and sectors in which it operates (e.g., development of supply chains and positive spillover effects for other organizations in the community in which it is operating).​[5]

Many impact organizations begin with one person’s gut-level conviction about the change he or she wants to create—a problem the founder feels compelled to solve and a community he or she wants to serve—and how the organization that will effect that change will be operated.  For example, a founder using a human rights lens may focus on advancing the realization of human rights to an adequate standard of living, health, education, a healthy environment (i.e., climate) and access to justice.  Within these broad categories, specific themes may be chosen, such as food security, adequate housing, access to clean water and dignified sanitation and clothing in the pursuit of ensuring an adequate standard of living.  Founders can narrow their focus to specific communities and vulnerable groups (e.g., children, women, racial and ethnic groups, persons with disabilities and older persons).  In all instances, regardless of the intend external impact of the organization’s products or services, internal operations would respect and fulfill the human rights of members (employees) and the surrounding community.

But the founder’s conviction must ultimately be turned into a credible impact strategy that describes where and how the fledgling organization’s impact will occur.  This process has been made easier by tools such as the IRIS+ Thematic Taxonomy, which offers generally accepted definitions of Impact Categories based on extensive field input including agriculture, air, biodiversity and ecosystems, climate, diversity and inclusion, education, employment, energy, financial services, health, infrastructure, land, oceans and coast zones, pollution, real estate, waste and water.​[6]  Choosing the right category is more than a labeling exercise: it forces the leaders of the organization to locate its mission within a common framework, clarifying what kind of outcomes it is truly pursuing and setting the stage for selecting the most relevant themes, indicators, and metrics that will ultimately define how success is measured and communicated.​[7]

Each Impact Category also has Impact Themes or Lenses that describe a purpose-driven approach to contributing to social or environmental impact.  For example, Impact Themes for agriculture include food security, smallholder agriculture and sustainable agriculture.​[8]  In addition, the IRIS+ Thematic Taxonomy provides users with practical ideas for delivery models
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