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Abstract According to Palazzo and Scherer, the chang-
ing role of business corporations in society requires that we
take new measures to integrate these organizations into
society-wide processes of democratic governance. We
argue that their model of integration has a fundamental
problem. Instead of treating business corporations as agents
that must be held accountable to the democratic reasoning
of affected parties, it treats corporations as agents who can
hold others accountable. In our terminology, it treats
business corporations as “supervising authorities” rather
than “functionaries.” The result is that Palazzo and
Scherer’s model does not actually address the democratic
deficit that it is meant to solve. In order to fix the problem,
we advocate removing business corporations from any
policymaking role in political CSR and limiting partici-
pation to political NGOs and other groups that meet the
standards we set out for a politically representative orga-
nization (PRO).
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State sovereignty is undermined to the extent that powerful corporations
are involved in the exercise of political authority without being legitimated
for this and without submitting to the usual responsibilities incumbent on
government authorities.

—Jiirgen Habermas, Between Facts and Norms, pp. 433—434.

In recent years, a new generation of theorists has raised the
call for greater democratic accountability for corporations.
Unlike previous generations (Archer 1996; Brenkert 1992a;
Dahl 1985; Ellerman 1992; Hsieh 2005; McCall 2001;
McMahon 1994), who focused on the relationship between
businesses and their employees, the arguments of this new
generation focus on the changing role of businesses in
society. Crane et al. (2008) and Matten and Crane (2005), for
example, note that in many developing countries, corpora-
tions perform some of the social functions traditionally
associated with the state, including protecting human rights
and formulating and enforcing commercial regulation (see
also Kobrin 2009; Ruggie 2004; Vogel 2010). They argue
that this expansion in the scope of corporate activity—the
practice of “political CSR”—requires that we consider
whether corporations should be subject to greater democratic
control. Similarly, in a series of important articles, Palazzo
and Scherer (2006), Scherer and Palazzo (2007, 2011), and
Scherer et al. (2006) argue that the evolving role of the
corporation requires that we take new steps to integrate these
organizations into society-wide processes of democratic
governance.

In this paper, we examine the new call for democratic
accountability for corporations, focusing primarily on the
work of Palazzo and Scherer. We accept that the
expanding role of the corporation generates a democratic
deficit, and that a novel form of democratic accountability
based on the ideal of deliberative democracy may be a
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remedy for it." But Palazzo and Scherer’s model for how
we should make corporations more democratically
accountable suffers from a fundamental problem: it
allows corporations to participate in governance
arrangements in a policymaking capacity, in much the
same way as private citizens and political groups do.
Allowing corporations to participate in this capacity
violates a fundamental aspect of the ideal of deliberative
democracy. As a result, Palazzo and Scherer’s normative
model does not actually address the problem it was meant
to solve. Although we criticize Palazzo and Scherer, we
mean for our engagement with their project to be con-
structive, pushing the call for democratic accountability
forward in a new way.

The Ideal of Deliberative Democracy

The central normative ideal in Palazzo and Scherer’s work
is deliberative democracy, so we begin with a review of
some of the key features of this ideal. It is important to
proceed carefully here. We argue that Palazzo and Scher-
er’s model of accountability for corporations, while
ostensibly based on the ideal of deliberative democracy,
actually betrays a central aspect of the ideal. In order to see
the problem clearly, it is important to have a precise
understanding of the underlying normative concern.

In the most general terms, democracy is a normative
ideal that requires that society should be governed collec-
tively by all of its members, not just by some dictator,
bureaucracy, or privileged elite. Deliberative democracy is
a more specific interpretation of this abstract ideal.
According to this interpretation, democracy requires that
social activity that affects important issues of public con-
cern must be regulated by the free, unforced, rational
deliberation of citizens. Many theorists have developed this
core idea (e.g., Beitz 1989; Cohen 1989; Gutmann and
Thompson 2004; Habermas 1996; Rawls 1993), but our

! Both of these claims might be challenged. With respect to the first
one, it might be denied that the new role of corporations creates a
democratic deficit. As long as there is a legitimate state functioning in
the background, it might be thought why is it a problem for
democracy if corporations provide public goods and engage in self-
regulation? With respect to the second claim, it might be denied that
deliberative democracy is a promising way to remedy this deficit.
Deliberation presupposes a level of knowledge and rationality that
many citizens may not have. These challenges are important. If they
succeed, then they cast doubt on, respectively, the necessity of a
democratic response to political CSR, and the value of a democratic
response to political CSR that is deliberative. We do not pursue these
challenges here, as doing so would take us far outside of the scope of
this paper (but see Hussain and Moriarty 2014). Moreover, we think
that these challenges can be rebutted. We focus on developing our
own (different) challenge to Palazzo and Scherer’s model of
democratic accountability for corporations.
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discussion will focus mainly on the most significant and
well-known account of deliberative democracy, which is
Habermas’s.

For our purposes in this paper, we can understand
Habermas’s conception of deliberative democracy in terms
of two fundamental assertions. The first has to do with the
justification of authoritative legal norms in a community.

Al A legal norm is justified when it would be the object
of a free, unforced consensus among the competent
members of a political community, if members deliberated
under ideal conditions about what norms to adopt and if
members could only appeal to relevant considerations (see
Habermas 1996, pp. 104-111).

In order to appreciate the force of Al, it is helpful to
contrast deliberation with the bargaining activity that is
characteristic of market life. In a typical contractual
negotiation, parties each pursue their own private self-in-
terest, and they strategically make offers and threats to get
counterparties to accept their most preferred proposal. A
deliberation is a very different activity. In an ideal delib-
eration, interaction proceeds in argumentative form, where
parties introduce proposals and offer various forms of
information, reasoning, and argument in support of or in
opposition to the proposal. Parties do not make offers or
threats, but appeal only to the force of the better argument
to move others to accept a proposal. Moreover, in an ideal
deliberation, all participants are equal, in the sense that
they have an equal opportunity to be heard, to introduce
topics, to make contributions to the discussion, and so on.
The deliberation is inclusive in the sense that “all those
who are possibly affected by the decisions [must] have
equal chances to enter and take part” (Habermas 1996,
p- 305). Parties are not bound by any pre-deliberative
commitment to some doctrine or ideal, beyond the idea of
free deliberation itself. And finally, participants in an ideal
deliberation aim at a rationally motivated consensus among
all participants, not just an agreement among the members
of some subgroup or faction (Habermas 1996; Cohen
1989).

According to Al, the concept of an ideal deliberation is
central to the justification of legal norms. A legal norm N
in a certain community C is justified when an ideal delib-
eration among the relevant members of C would reach a
consensus on adopting N as an authoritative legal norm for
their association.

2 Relevant considerations include moral considerations, considera-
tions stemming from a shared political identity, and considerations
connected with a fair compromise between different views. For the
sake of simplicity, we leave aside Habermas’s view that the
legislature in a constitutional democracy should function as an arena
in which representatives can authoritatively reach fair compromises
between competing social interests.
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The second basic assertion in Habermas’s account
concerns the proper structure for social institutions. The
central idea is that all those institutions that structure the
process that generates authoritative legal norms in a com-
munity must be designed so that the process approximates
the ideal deliberation described in Al.

A2 Society’s political institutions (both formal and
informal) should define a legislative process that takes the
form of a deliberation among all competent members of the
community, where the actual process of deliberation
approximates the ideal deliberation described in Al (see
Habermas 1996, pp. 304-308).

The reasoning behind A2 is relatively straightforward.
Habermas argues that the actual process that generates
authoritative legal norms in a community should generate
norms that satisfy the standard of justification articulated in
A1. Moreover, the process should give people good reason to
believe that the norms it generates are justified. What kind of
process would satisfy both of these demands? His answer is: a
process that approximates the ideal deliberation described in
Al. It follows that the institutions of political life in a com-
munity should be structured to create conditions in which
authoritative legal norms emerge out of a process of open-
ended deliberation, in which all possibly affected parties have
an equal chance to enter and take part in the process, where
only the force of the better argument moves people to accept a
proposal, and so on. Put more simply, social institutions
should be designed so that society is governed by the free,
unforced, rational deliberation of its members.>

One issue that Habermas does not explicitly address, but
which is essential for understanding the reasoning behind
Palazzo and Scherer’s argument, has to do with the proper
domain or jurisdiction for deliberative governance. What
aspects of social life should be regulated in terms of legal
norms that are justified through a process that satisfies the
standard set out in A2? Habermas himself does not address
the issue clearly, so we follow Cohen (1989) in holding that
the ideal of deliberative democracy requires that any social
activity that affects the common good of the community
should be subject to deliberative governance. For example,
human activities that have an impact on climate change or
financial stability affect the interests of everyone in society,

3 In saying that society should be governed by the free, unforced
deliberation of its “members” we are assuming that, in most cases,
the parties who may be affected by an authoritative legal norm will be
members of the society. But to avoid confusion, we want to be
explicit about participation. At the most basic level, Habermas thinks
that participation in institutionally defined forms of deliberation is
determined by the “all affected principle” (see our discussion of this
principle in “What Role Should Corporations Play?” section). So on
his account, deliberative democracy requires that society should be
governed by free, unforced, rational deliberation among all those who
are possibly affected by society’s authoritative legal norms.

so these are activities that involve issues of common concern
and must be regulated in terms of authoritative legal norms
that have been generated through a process of free, unforced,
rational deliberation among citizens. We believe that
Habermas himself would endorse this view: after all, it is
hard to imagine that the ideal of deliberative self-governance
could be compatible with limiting the scope of this gover-
nance to tangential and insignificant features of social life.
Putting the pieces together, you can think of a society
that lives up to the ideal of deliberative democracy in the
following way. When issues of common concern arise (e.g.,
how to deal with climate change or mass unemployment),
citizens will discuss these issues in the public forum. They
will present information and evidence, and propose differ-
ent ways of addressing the problem. They will make argu-
ments for or against these different proposals, counting only
on the force of the better argument to convince one another
that some particular course of action is the right way to deal
with the issue (Gutmann and Thompson 2004; Habermas
1984, 1989). When the deliberation reaches some degree of
consensus or when time pressures require a definitive
response, the formal democratic process in the legislature
will bring the deliberation to a resolution, selecting one
proposal or another as the authoritative response and
encoding that proposal in the law. At that point, social
resources will be mobilized through state agencies to
implement the laws and policies that have been generated
through the process. In this way, society will be governed
by the free, unforced, rational deliberation of its members.*

Democratic Accountability

Deliberative democracy is the central normative ideal in
Palazzo and Scherer’s project. A key concept for our pur-
poses, however, is democratic accountability.

According to Habermas’s theory (see A2 above), social
institutions must be designed so that the process that gen-
erates authoritative legal norms in society approximates the
ideal deliberation described in Al. Political officials in a
community have the power to shape its authoritative legal
norms, so in order to satisfy A2, the institutional order must
be structured so as to ensure that these officials exercise

4 Various features of social life may need to be altered to achieve
these goals (Cohen 1989; Mansbridge 1999). For example, to ensure
that all citizens can participate in the deliberative process, it may be
necessary to restructure ownership rights in the mass media so that
everyone has adequate access to newspapers, television, the internet,
and other channels of communication. It may be necessary to enact
limits on work hours to ensure that citizens have the time to read
newspapers, think about important public issues, and participate in
public debate. It may further be necessary for citizens to have access
to adequate resources, so that they can engage with each other in
deliberation as equals rather than as dependents.

@ Springer
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their powers in ways that are sensitive to the information,
arguments, and opinions that emerge out of free, unforced,
rational deliberation in the public sphere. The danger,
however, is that instead of making decisions that are sen-
sitive to a democratically formed public opinion, political
officials will make decisions that simply serve the interests
of some privileged segment of the population or make
decisions that serve their own personal self-interest.

Democratic accountability is one institutional strategy
for ensuring that people in positions of authority make
decisions that are consistent with the evolving state of
deliberative reasoning in the public sphere. We define
democratic accountability as follows:

Democratic Accountability An official is democrati-
cally accountable when the relevant members of the
public can remove the official from office or other-
wise impose serious costs on the official if he or she
acts in ways that are inconsistent with their felt
interests, concerns, and ideas.

To illustrate, consider the case of legislators. Legislators
have the authority to make and change the laws, and there
is a standing danger that they will exercise their authority
in ways that serve the interests of privileged segments of
the population or in ways that serve their own self-interest.
One way to address the danger is through free and fair
elections. When legislators are accountable to citizens at
regular intervals, they have a powerful incentive to make
decisions that are consistent with the felt interests and
concerns of the wider public. If a legislator makes a
decision that is not sensitive to the evolving state of public
opinion, then that legislator faces the prospect of losing the
election, thereby losing her office. Democratic account-
ability helps ensure that legislators will make decisions that
are sensitive to the broad outlines of public opinion, as it
evolves in free and open discussion in the public sphere.

Realizing the ideal of deliberative democracy requires
democratic accountability first and foremost at the state
level. Legal rules and public policies structure social life,
and in order for society to be governed by the free,
unforced, rational deliberation of its members, these rules
and policies must be sensitive to the evolving opinions of
citizens. Making administrative officials and legislative
representatives accountable to the public is an essential
step to ensuring that these authorities will make decisions
about public policies and legal rules that are sensitive to the
deliberations of the wider public.

Habermas himself recognizes the importance of demo-
cratic accountability when he considers different mecha-
nisms that would ensure that state agencies operate in ways
that are sensitive to the ongoing process of free, unforced,
rational deliberation in the public sphere. He says:

@ Springer

the principle that social power should be blocked
from directly seizing administrative power finds
expression in the principle of democratic account-
ability that occupants of political offices have vis-a-
vis voters and parliaments. Representatives must
periodically stand for reelection; the responsibility of
the incumbent Administration and its members for
their own decisions and for those of subordinate
officials corresponds to the oversight and impeach-
ment powers enjoyed by parliamentary bodies
(Habermas 1996, p. 175).

The central idea might be put this way. Democratic
accountability can be achieved through institutional struc-
tures that make administrative officials answerable to
citizens. These structures make officials answerable in a
two-stage process: first, administrative officials are answer-
able to the representatives of citizens who have the power
to remove these officials through impeachment; second,
representatives themselves are accountable to citizens
through free and fair elections. This two-stage system of
democratic accountability helps ensure that administrative
officials will not exercise their authority in ways that serve
the interests of certain privileged clients (i.e., “social
power,” which includes powerful business interests).
Making officials answerable to the public is a way to
pressure them to make decisions that are sensitive to the
free, unforced, rational deliberation of citizens.

The Changing Role of the Corporation in Society:
Political CSR

With these background ideas in place, we can turn now to
the core of Palazzo and Scherer’s argument. The argument
begins with a certain conventional view about the division
of institutional responsibilities in society. According to
what we will call the standard view, the role of the state
and its various agencies is to shape legal and regulatory
environment in society so that the pursuit of profit by
business corporations will advance the common good. The
state is a “public actor” in the sense that it must take the
interests of everyone into account when it carries out the
tasks associated with shaping the framework (Brenkert
1992b). The state, in turn, stands above various private
actors, including business corporations, who are permitted
to focus primarily on their own welfare. From now on, we
will refer to the complex set of activities that constitute the
role of the state in the standard view as public functions,
that is, as functions that are assigned to a public actor.
Many observers now agree that states and corporations
around the world conform less and less to the division of
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labor described in the standard view. On the one hand,
states are less willing or able to make rules that direct
business activity towards the common good. For example,
globalization has led to a situation in which states are less
able to regulate multinational corporations effectively
because corporations can move between jurisdictions to
avoid unfavorable labor and environmental regulations
(Doh 2005; Scherer and Palazzo 2011). On the other hand,
corporations are becoming increasingly involved in per-
forming various public functions, not only in weak or failed
political systems, but also in ostensibly well-functioning
ones. To name just a few of these functions, business
corporations provide public goods (Ruggie 2004); protect
and satisfy people’s citizenship rights (Cragg 2000; Crane
et al. 2008; Matten and Crane 2005); exert significant
influence in processes that generate rules and regulations
that are binding on citizens, firms, and governments (Ko-
brin 2009; Vogel 2010); and play an important role in
promoting international peace (Fort and Schipani 2004).”
These activities have been described as instances of “po-
litical CSR,” since they are examples of socially respon-
sible (or pro-social) behavior by corporations, where the
behavior in question has a political character (Frynas and
Stephens 2015; Scherer and Palazzo 2007, 2011).

The ideal of deliberative democracy says that society
should be governed by the free, unforced, rational delib-
eration of citizens. In the normal case, democratic
accountability at the state level ensures that society will be
governed by the deliberation of its members: the legal and
regulatory environment structures important social activi-
ties, so by making administrative officials accountable to
the public, democratic accountability at the state level
ensures that social activity is regulated by public deliber-
ation in the right way. But what happens when the state is
not in a position to shape social activity? What happens
when private actors increasingly perform state functions? If
the state is no longer the central role in shaping human
activities that affect issues of common concern, then
deliberative democracy says that democratic accountability
at the state level is no longer sufficient. Under these con-
ditions, anyone who is in the position of performing state
regulatory functions or anyone who is in the position of
acting in ways that significantly affect issues of common
concern must be subject to a form of democratic account-
ability. It follows that an adequate institutional framework
for deliberative democracy will extend democratic
accountability from the state to those private actors that

5 This is a list of functions that states legitimately perform, not a list
of functions they actually perform. In addition to these legitimate
functions, states perform other illegitimate functions, such as
suppressing the free speech of their own citizens, and invading other
states without just cause.

perform public functions or engage in activities that sig-
nificantly affect issues of common concern.

Here is an illustration. Suppose that an oil company
operating in a small province in a developing country starts
adjudicating disputes, making health and sanitation poli-
cies, and enforcing the basic rights of individuals. Society
would not be governed by the deliberations of citizens if
this private actor were free to do whatever it wants. After
all, the oil company would be in a position to unilaterally
determine what basic rights and freedoms people enjoy in
society, what rules they live by, and how they will address
issues of common concern (e.g., public health and sanita-
tion). In order to ensure that society is governed by the
deliberations of its members, this private actor must be
subject, in some way, to the free, unforced, rational
deliberation of citizens. In other words, the ideal of
deliberative democracy requires democratic accountability,
not just from a formally constituted state, but also from any
private actors who may step into perform various public
functions in society.

It is for this reason that Palazzo and Scherer argue that
the expanded role of the corporation has implications for
how firms are managed and operated. Since corporations
increasingly perform public functions in society, these
organizations are effectively operating in a state-like
fashion and should be subject to the kind of democratic
accountability that is required for states: “[i]f corporations
assume responsibility for state functions and generate
global rules,” they say, “then it becomes obvious that it is
necessary to control corporations just as the democratic
state needs to be controlled by its citizens” (Scherer et al.
2006, p. 517, emphasis in original).

A New Form of Democratic Accountability

As business corporations increasingly perform public
functions in society, the ideal of deliberative democracy
requires that these organizations must be subject to a form
of democratic accountability. But what form of democratic
accountability is appropriate for these organizations? In
this section, we describe Palazzo and Scherer’s answer to
this question. Again, our goal is to show that Palazzo and
Scherer’s model of democratic accountability for business
corporations does not actually live up to the ideal of
deliberative democracy and to show how the model can be
repaired.

One possible model for democratic accountability for
the corporation is the electoral model that we use for leg-
islators. Imagine, for instance, that we identified all of the
business corporations in society that perform significant
public functions. Imagine further that we adopted a regime
in which the CEOs of these corporations would have to

@ Springer
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stand periodically for reelection in a free and fair national
electoral process. Under such an arrangement, the CEOs of
these major corporations would not be able to simply
ignore the evolving state of democratically formed public
opinion in the community. Each CEO would find that she
must pursue policies that are broadly consistent with public
opinion in order to remain in office. Over the long run, this
electoral system would help ensure that corporate policies
change in ways that that are consistent with the evolving
opinions reached through free, unforced, rational deliber-
ation in the public sphere.

Palazzo and Scherer do not consider the electoral model
of democratic accountability, and it would be interesting to
know why they reject it (if they do). Perhaps, democratic
accountability of this sort carries too high a price in terms
of economic efficiency, or it is too radical given contem-
porary ideas about property rights and the private nature of
the corporation (cf. McMahon 2013). We ourselves are not
advocating the electoral model, but thinking about it helps
clarify the purpose that Palazzo and Scherer’s model of
accountability is supposed to serve.

The point of the model of democratic accountability that
Palazzo and Scherer advocate is to ensure that corporate
activity that affects issues of common concern in the
community is regulated by the free, unforced, rational
deliberation of citizens. But instead of using elections to
ensure that corporate activity conforms to evolving public
opinion, the model uses a multi-stakeholder deliberative
process to do so. A multi-stakeholder deliberative process
is one in which a business corporation has regular contact
with certain individuals and groups to discuss the norma-
tive dimensions of its business operations. The individuals
and groups involved will include citizens, NGOs, and
government agencies.

According to Palazzo and Scherer, the multi-stakeholder
deliberative process should work in the following way.
Someone—a corporate official, an NGO, a government
agency—will bring some aspect of the corporation’s activ-
ities to the attention of participants. The various participating
individuals and organizations, including the corporation
itself, will then present different standards and principles that
might regulate this aspect of the corporation’s activities.
Participants will make arguments for or against these various
standards and principles. The dialog will unfold as a “com-
plex communicative process of accountability where...
limits [on corporate behavior] are defined and redefined in a
continuous process of deliberative discourse” (Palazzo and
Scherer 2006, p. 82). All of the parties must be willing to take
the arguments presented by the others seriously, and they
must all cooperate to try and determine which standards and
principles should govern the corporation’s behavior. Finally,
the corporation must be prepared to alter its behavior and
follow the standards and principles that are supported by the

@ Springer

balance of good arguments (Palazzo and Scherer 2006,
p. 73).

Four features of Palazzo and Scherer’s model of
democratic accountability should be noted.

(a@) The model is meant to be normative, not just
descriptive. Actual governance processes in the
world may deviate from the model in various ways.
For instance, corporations in actual CSR arrange-
ments may not conform to established principles and
standards, or the parties involved may not listen to
one another’s arguments. But the point of the model
is not to describe what we actually see in the world,
but rather to explain how democratic processes
should work. The model is normative in the sense
that it is meant to tell us how to reform and revise
existing governance arrangements so that these
arrangements can perform their appropriate social
function. It is no objection to Palazzo and Scherer’s
model to observe that corporations do not want to
behave this way or do not actually behave this way.

(b) Democratic accountability, on Palazzo and Scherer’s
model, does not involve everyone in society directly,
but it does involve everyone indirectly. The gover-
nance process they describe only involves a limited
number of citizens, NGOs, and government agen-
cies. But all of these participants are themselves also
participants in a larger national discussion about
issues of common concern. As such, participating
individuals and groups are influenced by informa-
tion, reasoning, and argument in the wider commu-
nity. So democratic accountability for corporations,
as Palazzo and Scherer envision it, involves the
whole community in an indirect way: the process
effectively integrates the corporation into the wider
process of free, unforced, rational deliberation in the
community as a whole (Scherer and Palazzo 2007,
p. 1108).

(c) State officials play an important background role in
Palazzo and Scherer’s model, guaranteeing “the trans-
parency of discourse, the monitoring and enforcement of
corporate compliance, the comparability of information
and standards, and the access of less powerful actors to
deliberation” (Scherer and  Palazzo 2007,
pp- 1112-1113). Thus, the state does not always
participate directly in the governance process, but it
plays an important supporting role, ensuring that
deliberations are carried out appropriately and that
corporations comply with the results.®

S Since corporations may engage in political activity across national
boundaries, we might ask: which states should play these roles? The
state that is the “home” of the corporation, or the state that is its
“host”? Or some other state? These are good questions, and Palazzo
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(d) Finally, once the governance process is up and
running, business corporations can legitimately per-
form various public functions in society because the
governance process ensures that the corporation’s
activities are still governed, in the right way, by the
deliberation of citizens. According to Palazzo and
Scherer, the legitimacy of corporate activity will in
this case be “regarded as the result of [the] process
of public deliberation” (2006, p. 80).

Importantly, Palazzo and Scherer’s model of democratic
accountability does not require that every instance of corporate
activity should be subject to democratic review. If it did,
democratic accountability would be hopelessly inefficient
(Boatright 2004; Hansmann 1996). Instead, Palazzo and
Scherer say, “the deliberative concept... follows the princi-
pled priority of systematic routine as advocated by Habermas”
(Scherer and Palazzo 2007, p. 1111, emphasis in original). The
default position is that corporations can act according to their
own internal decision-making procedures, including their
systematic pursuit of profit. But when there is “a public dis-
course on the legitimacy of a givenissue” (Scherer and Palazzo
2007, p. 1111), that is, when the public becomes concerned
about some aspect of the corporation’s activities, then the
normal routine must stop and deliberation must commence.

Perhaps, the most instructive illustration Palazzo and
Scherer offer for their normative model of democratic
accountability involves the Forest Stewardship Council
(FSC) (Scherer and Palazzo 2007). Forests are an essential
component of the ecosystem, and the ideal of deliberative
democracy requires that the free, unforced, rational delib-
eration of citizens should govern how we manage these
resources. At some point in the past, democratic account-
ability at the state level might have been sufficient to ensure
that public deliberation governed this aspect of social life,
but this is no longer realistic in today’s world (Palazzo and
Scherer 2006; cf. Kobrin 2009). Since corporations play a
leading role in managing forests, whether through their
influence on governmental rule-making or through their own
internal forest management policies, Palazzo and Scherer
say that deliberative democracy requires that corporate
activities must be subject to democratic review.

The FSC is an umbrella organization that brings together
NGOs, government agencies, and forest management com-
panies to discuss and establish principles of sound forest

Footnote 6 continued

and Scherer do not supply answers to them. As a first approximation,
we might suppose that they would give the same answer to this
question as they give to the question of who should participate in
deliberation about a decision. So, if all parties affected by a decision
should have a right to participate in deliberating about it, then all
states affected by a decision have a right, or perhaps a duty, to reg-
ulate the deliberation about it. Nothing in our paper hangs on how
these questions are answered, however, so we set them aside.

management. Participants in the FSC General Assembly
deliberate about these principles, offering complex argu-
ments and evidence in support of different proposals and
eventually endorsing a set of principles and standards.
Companies that participate are subject to a review in which
third parties assess how well the company complies with the
principles and standards outlined by the FSC.” Through this
process of review, on the one hand, and deliberative stan-
dard-setting, on the other, corporations that participate in the
FSC are subjected to a form of democratic accountability.
Democratic accountability is not pointed inward, making the
corporations involved more accountable to their employees
or other stakeholders (Moriarty 2014). It is rather pointed
outward, making these corporations more sensitive to the
encompassing democratic deliberation in society about for-
estry issues. As Palazzo and Scherer put it, in participating
in the FSC, corporations do not “invite stakeholders into
their internal decision-making processes,” but rather move
themselves out into “the political processes of public policy
making” (Scherer and Palazzo 2007, p. 1110).

To recap: deliberative democracy requires that the free,
unforced, rational deliberation of citizens should govern
important issues of common concern in society. The state
was traditionally the primary mechanism through which
deliberation would direct the course of social life. But
Palazzo and Scherer argue that the role of the corporation in
society has changed, so that these organizations increasingly
perform public functions in society and the role of the state
has correspondingly diminished. In order to maintain gov-
ernance by the deliberation of citizens, corporations that
perform public functions or engage in activities that affect
the common good must be subject to the deliberation of
citizens. Palazzo and Scherer’s model is a blueprint for a new
form of democratic accountability for these organizations.

What Role Should Corporations Play?

We turn now to what we see as the major problem in
Palazzo and Scherer’s normative model of democratic
accountability. To explain the problem, we introduce a
crucial distinction that Palazzo and Scherer do not discuss,
one that is largely absent in the literature.

In any system of accountability, we can distinguish
between (a) the agents who are accountable and (b) the
parties to whom these agents are accountable. Call this the
distinction between functionaries and supervising author-
ities. Different systems of accountability put different
people in the role of functionaries and supervising
authorities. For example, in a school system, the principal

7 For a description of the FSC’s governance system, see http:/www.
fsc.org/governance.html.
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is a functionary and the members of the school board are
supervising authorities. The principal is accountable to the
board because she has to explain and justify her conduct to
board members and because they can remove or sanction
her if she does not live up to their expectations. In a
democratic political system, legislators are functionaries
and citizens are supervising authorities. Legislators are
accountable to citizens and must answer to them in periodic
elections.

Palazzo and Scherer’s normative model of multi-stake-
holder governance is meant to be a system of democratic
accountability, and it clearly puts business corporations in
the position of functionaries. We can see this in various
aspects of the model. For example, according to the model,
the activities of the business corporation form the main
subject matter for deliberation. Participants monitor the
activities of business corporations and formulate principles
and standards to govern these activities. The model also
requires business corporations to explain and justify their
activities to participants, and it requires companies to
revise their activities so as to conform to the standards and
principles supported by the balance of good arguments
(Palazzo and Scherer 2006, p. 73).

Palazzo and Scherer’s model puts corporations in the
position of functionaries, but a key feature of their model is
that it also puts business corporations in the position of
supervising authorities. Consider that, on their model, cor-
porations participate in deliberative arrangements in much
the same way as other social organizations do (Scherer and
Palazzo 2007, 2011). For example, the FSC is an organiza-
tion that Palazzo and Scherer hold up as an exemplar.
Business corporations participate in the FSC general
assembly alongside aboriginal tribes, government agencies,
environmental groups, and other non-governmental organi-
zations (NGOs). All of these groups propose standards for
sound forest management practices, state their reasons for
and against various proposals, and vote to adopt or reject
these proposals. In this way, the FSC puts business corpo-
rations not only in the position of functionaries, but also in
the position of voting members of the deliberative bodies.
This illustrates how, on Palazzo and Scherer’s model, busi-
ness corporations are not only in the position of a functionary
that is accountable, but also in the position of a supervising
authority to whom the functionary is accountable.

We take issue with this second feature of Palazzo and
Scherer’s normative model. It makes sense for corporations
to participate in multi-stakeholder governance arrange-
ments as functionaries. But we think that they should not
participate in these arrangements as supervising authorities.
Otherwise put, corporations should not participate in a
policymaking capacity. Insofar as Palazzo and Scherer’s
system is meant to be a system of democratic account-
ability, corporations should be required simply to conform
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to the standard and policies endorsed by supervising
authorities, viz., citizens, NGOs, and government
agencies.®

Understanding the Issue

To get a handle on what is at issue here, consider a very
simple argument. Palazzo and Scherer believe that corpo-
rations that perform public functions in society should be
democratically accountable. The structure of their argu-
ment might seem to imply straightforwardly that business
corporations should not participate in multi-stakeholder
governance arrangements as supervising authorities. The
reason is that these arrangements are supposed to make the
corporation accountable to the free, unforced, rational
deliberation of citizens, not to make the corporation
accountable to itself.

The issue, however, is not so simple. Consider that the
President of the United States is accountable to the people
in regular elections. But the President is also a citizen, a
member of the public, so he is entitled to vote in regular
elections, even in elections where he is also a candidate.
This illustrates how an agent can occupy more than one
role in a system of democratic accountability. If agents can
occupy more than one role, this raises the possibility that a
business corporation could play the role of a functionary
and the role of a supervising authority in a system of
democratic accountability. So in order to determine whe-
ther the corporation can participate as a supervising
authority in multi-stakeholder governance arrangements,
we have to ask whether the corporation counts as a member
of the community in the relevant sense.

Palazzo and Scherer do not directly address the question
of who counts as a member of the community, but Haber-
mas, whose work informs their views, does. Habermas says
that deliberative democracy requires that “all of those who

8 Other writers, including Edward and Willmott (2008) and Moog
et al. (2015) have criticized the FSC in connection with Palazzo and
Scherer’s model of democratic accountability for corporations. But
our criticism is novel. Edward and Willmott claim that the FSC gives
too much weight to the voices of “certification bodies and commer-
cial clients” and not enough weight to the voices of “local
communities and indigenous people” (p. 420). We are claiming that
institutions like the FSC should not give any weight to corporate
voices in policymaking, at least insofar as they are understood as
supervising authorities. Put another way, Edward and Willmott think
that the FSC does not live up to the model of democratic
accountability described by Palazzo and Scherer. We believe the
model itself is flawed. Moog, Spicer, and Bohm argue that the
effectiveness of the FSC (and other multi-stakeholder initiatives, or
MSIs) is “significantly limited by the broader political and economic
context in which they operate” (p. 471), and has failed to achieve its
ultimate goals “of reducing deforestation and forest degradation (p.
484). They do not challenge, as we do, the role that corporations play
in the FSC and other MSIs, only the value of the outcomes achieved
by these initiatives.
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are possibly affected by the decisions [of a community must]
have equal chances to enter and take part” in the deliberative
process (Habermas 1996, p. 305, emphasis added; see also
Dahl 1989; Goodin 2007; Whelan 1983). Let us call this the
“all affected” principle. Since Palazzo and Scherer endorse
Habermas’s version of deliberative democracy, we will
suppose that they also accept this principle.

The “all affected” principle might appear to imply that
corporations should be able to participate as supervising
authorities in multi-stakeholder governance processes. In
the case of the FSC, the forest management companies
involved would clearly be affected by any decisions that
the community takes with respect to forest management
practices. So if these companies are affected, then it may
seem to follow from the “all affected” principle that these
companies have a claim to participate in social deliberation
about forestry issues. But this does not in fact follow.

To say that “all affected” by a decision should be able
to participate in making it is to say, more precisely, that all
those whose interests may be affected by a decision should
be able to participate in making it. For example, soils and
rivers are surely affected by decisions about what standards
to adopt for forest management, but no one would suggest
that soils and rivers should be allowed to participate in
making these policies. The reason is not simply that soils
and rivers cannot speak: the deeper reason is that soils and
rivers lack interests. A minimal condition for having
interests is being sentient, and soils and rivers are not
sentient (Singer 1974/2012). The same holds true for cor-
porations. Business corporations are not sentient and
therefore do not have interests. To be sure, individual
human beings have interests, and the individual human
beings who are stakeholders in a corporation have interests.
These individual human beings—e.g., shareholders,
workers, and managers—may have a claim to participate in
social deliberation, but any talk of the interests of corpo-
rations only makes sense as a proxy for the interests of
individual human beings who have stakes in a corporation.

Many readers may accept that the business corporation
does not have a direct claim to participate in social deliber-
ation about issues of public concern. But these readers may
reply that the corporation has an indirect claim to participate.
Clearly the “all affected” principle would say that share-
holders, workers, and managers have a claim to participate in
social deliberation about issues of public concern, and
therefore that democratic accountability must involve
accountability to shareholders, workers, and managers. One
might then argue that the corporation has a claim to partic-
ipate in social deliberations insofar as it speaks on behalf of
these groups. In effect, the reply goes, democratic account-
ability involves accountability to corporations because cor-
porations act as the representatives of shareholders, workers,
and managers in social deliberation.

This response brings into focus the central issue, namely
representation. If business corporations have a claim to
participate in multi-stakeholder governance processes as
supervising authorities, their claim does not stem from the
fact that they themselves are affected parties in the morally
relevant sense. Their claim stems rather from the fact that
they act as political representatives of the affected parties.
So the question is that can a corporation claim to act as the
political representative of shareholders, workers, and
managers (and possibly other stakeholders) in social
deliberation?

Politically Representative Organizations (PROs)

We will use the term politically representative organiza-
tion (PRO) to refer to an organization that can legitimately
represent a group of citizens in social deliberation. Intu-
itively, some organizations have a claim to speak on behalf
of their members in social deliberation. This includes, for
example, political parties, such as the Tories in the UK and
the Greens in Germany, as well as many NGOs, such as
Greenpeace, The Sierra Club, and The National Rifle
Association (NRA). Again intuitively, many organizations
do not have a claim to speak on behalf of their members in
social deliberation. This includes basketball teams, rock
bands, college fraternities, combat units, book-of-the-
month clubs, and so on.” In order to decide whether a
business corporation can participate in social deliberation
and, by extension, participate as a supervising authority in
political CSR, we need to formulate a clearer conception of
what makes a social organization a PRO.

We claim that a social organization qualifies as a PRO
when it satisfies two conditions:

C1: Citizens must make decisions about joining,
remaining in, or leaving the organization based in
large part on the degree to which the organization’s
expressed objectives match up with their own social
and political commitments.

C2: The formal and informal practices of democratic
decision-making in society must assign the organi-
zation a certain role to play in the overall political
process.

The two conditions, C1 and C2, are mutually reinforcing.
The fact that an organization has a recognized role to play

° We agree with Baur and Palazzo, who recognize that only
legitimate groups in society—those who are civil, engage in
argument, and make good faith efforts to reach agreement—should
be permitted to participate in social deliberation (Baur 2011; Baur and
Palazzo 2011; see also Baur and Arenas 2014). But we think that there
are further conditions that should restrict whether an organization can
participate in social deliberation.
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in the institutionally defined decision-making process
makes it reasonable for citizens to join or leave the
organization based on their political views; and the fact
that citizens join and leave these organizations based on
their political views makes it appropriate for social
institutions to give these organizations certain roles to
play in the political process.

To illustrate the first condition, consider the case of a
political party in the United States. In most cases, citizens
make decisions about joining, remaining in, or leaving a
political party with the party’s political objectives in mind.
When citizens join a party, they do so because they
understand the main elements of the party’s platform and
they want to participate in a shared effort to present and
defend this point of view. If the party’s platform veers too
far from their own values, they will consider whether to
remain in the party or to try to change its platform from
within.

Now consider the second condition. Focus again on the
case of a political party. The United States has a complex
set of institutions and practices that structure the process of
democratic decision-making. These include the procedures
set out in the Constitution, the traditions of the Senate and
House, and the various elements of the electoral process.
Political parties have a recognized role to play in this
system. They enable like-minded citizens to formulate
broad political platforms, and then to advocate for these
platforms in arenas for social deliberation and decision-
making (Beitz 1989; Cohen 1989). For example, the
Republican Party and the Democratic Party allow like-
minded citizens, on the right and left of the political
spectrum, respectively, to formulate political platforms
consisting of policies that cover a wide range of issues, and
to advocate for those policies in the social deliberations
that attend elections at various levels of government.

Political parties play a role in the formal political
institutions of the U.S.: their role is recognized in the law
and in judicial precedent. But the democratic decision-
making process is not limited to formal political institu-
tions. Some political parties may not have a legally rec-
ognized role to play in the legislative process, but these
parties may nonetheless have an important and widely
recognized role to play in the informal practices of political
coordination and advocacy in society. For example, the
African National Congress (ANC) was for many years
banned from the formal democratic process in South
Africa. But the party nonetheless played an important role
in political coordination and advocacy among Black South
Africans. Even the white minority that ruled South Africa
under apartheid recognized the importance of the ANC in
the political process. The second of our two conditions, C2,
recognizes that a social organization whose participation in
formal political institutions is blocked, for one reason or
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another, can still count as a PRO because of the recognized
role that it plays in the informal political process.

Social organizations that satisfy the two conditions have
a special claim to representing the views of citizens in
social deliberation. These organizations have a social
purpose, and that purpose is precisely to serve as a vehicle
for citizens to present their political views in social
deliberation. This social purpose derives from two mutu-
ally reinforcing facts. First, citizens join or leave these
organizations based on whether their social commitments
are in line with the organizations’ commitments. Second,
these organizations have a distinctive status and distinctive
powers in the decision-making process. It makes sense for
these organizations to play a substantive role in political
decision-making because they represent the views of like-
minded citizens. At the same time, it makes sense for cit-
izens to join or leave these organizations based on their
personal political commitments because these organiza-
tions have a certain role to play in the political process.

Political parties are perhaps the paradigmatic PROs. But
other organizations in society meet the two conditions we
set out, and so also qualify as PROs. Among these are
many of the “NGOs, movements, [and] civil society net-
works” that Scherer and Palazzo say should be included in
social deliberations (Scherer and Palazzo 2007, p. 1107).

To elaborate, recall that condition C1 says that for an
organization to qualify as a PRO, people must make
decisions about joining, remaining in, and leaving the
organization based in large part on how well the organi-
zation’s expressed objectives match up with their social
and political commitments. The NGOs that we have
highlighted satisfy this condition. Citizens typically
understand the role that organizations such as the NRA
play in the American political system as vehicles for
political expression. In light of this role, they make deci-
sions about joining, remaining in, or leaving these orga-
nizations with a view to how well the organization’s
agenda fits with their own values. If, at a certain point, a
member of the NRA no longer supports the gun rights
agenda of the organization, then she will reevaluate her
membership in it. She may decide to try to change the
NRA'’s agenda from within or to leave the organization
altogether.

The second condition, C2, says that, to be a PRO, the
organization must have a recognized role to play in social
institutions and practices of democratic decision-making.
Many NGOs satisfy this condition as well. Unlike national
political parties, whose platforms are broad and cover many
different policy questions, political NGOs focus on specific
issues. But these NGOs still play vital roles in social
deliberation and decision-making. For example, a political
NGO such as Greenpeace has a distinctive environmental
agenda, and it argues for this agenda in public debate,
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debate within political parties, and in public hearings with
various governmental and quasi-governmental agencies.

Now compare the status of organizations like Greenpeace
with the status of organizations like amateur basketball
teams (and rock bands, combat units, college fraternities,
etc.). Unlike Greenpeace, amateur basketball teams do not
satisfy the two conditions for being a PRO. First, over time,
people join, remain in, and leave a basketball team for bas-
ketball-related reasons—for example, based on how tall they
are, their skill-level, how well they play together, and so on.
Second, basketball teams are not assigned a distinctive role
in the formal or informal practices of democratic decision-
making in society. It follows that organizations such as
amateur basketball teams are not PROs, and so cannot
legitimately represent their members in social deliberation.

Of course, as people come and go on a basketball team
for basketball-related reasons, it is possible that the mem-
bers of the team at any particular point in time may also
share a certain outlook on the environment and endorse a
similar environmental agenda. Just as the players on the
team may, through no intentional choice, have the same
color eyes, they may also have the same environmental
views. But the fact that the players on the team have the
same environmental commitments does not qualify the
team or the team leadership to speak on behalf of its
players in social deliberation about environmental issues.
This is because it is not part of the social purpose of the
basketball team to serve as a vehicle of political expres-
sion: on the one hand, the basketball team does not have a
recognized role to play in the institutions and practices of
political decision-making, and on the other, citizens do not
join, remain in, or leave the team based on their political
views.'? Indeed, over time, we can expect the coincidence
of environmental views among the players on the basket-
ball team to dissipate. But we can expect the coincidence of
environmental views among the members of Greenpeace to
persist because everyone recognizes that this is a funda-
mental part of the organization’s social purpose.

10" A complication is that people tend to associate with others who are
like themselves. Thus, if a person were faced with a choice of joining
two basketball teams, one whose members shared his political views,
and another whose members did not—but which were otherwise
identical—he would probably choose the former. We do not believe
that this poses a serious threat to our claim, however. The main
reasons that people join and leave, e.g., basketball teams are
basketball related. Non-basketball-related considerations—political
preferences, musical tastes, religious identities, and so on—play a role
only at the margins. The same is true, we will see, of corporations.
Faced with a choice of joining one firm or another, a person may give
preference to a firm whose employees share her political (or musical
or religious) views over one whose employees do not. But these
considerations will be secondary to whether the person is willing and
able to perform the tasks the job requires. The same is true from the
firm’s side: job-related-reasons will dominate non-job-related reasons
in its decision to extend an offer of employment or not.

Are Business Corporations PROs?

We have set out two conditions that organizations must
satisfy in order to constitute PROs. Moreover, we have
identified several types of organizations that are PROs and
several types that are not. The question now is, are business
corporations PROs? We argue that, in general, they are not.

Consider that there are many different institutions and
practices in an advanced liberal democracy. Most rele-
vantly, there are the institutions and practices of demo-
cratic decision-making, on the one hand, and the
institutions and practices of a market economy, on the
other (Anderson 1993; Cohen 1989; Habermas 1996;
Hussain 2012). The business corporation has a recognized
role to play in our market institutions. Its role is to convert
less-valued inputs (e.g., flour, water, and yeast) into more-
valued outputs (e.g., beer) (Boatright 1994; Jensen 2002).
Since corporations in a market economy compete with one
another to provide outputs to consumers, they have an
incentive to convert inputs into outputs efficiently. A cor-
poration that is inefficient may be competed out of business
by its rivals. A further feature of the corporation, connected
with its role in the competitive market system, is that
people typically make decisions about joining, remaining
in, or leaving it (whether as workers, managers, or share-
holders) mainly on the basis of their economic self-interest.
This is explained partly by the interests of those who join,
and partly by the interests of those who invite them to join:
market pressures require corporations to extend invitations
to workers and managers, for example, mainly on the basis
of economic considerations."’

Now imagine a hypothetical, publicly traded software
company C. Workers and managers join, remain in, or
leave C mainly because of salary and labor considerations,
and shareholders buy, hold, or sell shares in C mainly
because of financial returns. It is possible that, at a certain
point, all of those who participate in C will share a certain
set of views about, say, the environment. This parallels the
way that players on a basketball team, who come together
for basketball-related reasons, may by accident also share
certain environmental commitments at a certain time. But
even if the various participants in C share these same views
about the environment, this does not give C a claim to
represent workers, managers, and shareholders in social
deliberation about the environment. The reason is simply
that it is not part of the social purpose of the business

"' In saying ‘mainly’ here, we acknowledge the possibility that
workers, managers, and shareholders participate in the corporation in
part because of non-economic interests, e.g., because they endorse the
corporations’ values or certain non-economic aspects of its mission
statement (see, e.g., Meyer and Allen 1997). We thank an anonymous
reviewer for stressing this point.
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corporation to represent the views of participants in social
deliberation. That is, C is not a PRO.

Reflection on the two conditions set out above brings
this point into sharper relief. First, as a business corpora-
tion, C does not play a role in our institutions and practices
of democratic decision-making. The basic purpose that C
serves in society is economic: C creates value for society
by converting inputs into outputs in a competitive market.
This makes C different from a political party or an NGO,
whose purpose is to help articulate a point of view and
defend it in social decision-making. Moreover, there is a
good reason why C does not have a recognized role to play
in democratic decision-making. A business corporation that
is committed to making profits in the market cannot easily
articulate and defend political viewpoints that may be
unpopular or lead to policies that would lower profits in the
long run. The economic purposes of a business corporation
are often at odds with the political purposes that would be
characteristic of a political party, NGO, or other such
organization.

Second, given the economic purposes of a business
corporation, C’s workers, managers, and shareholders are
unlikely to share political outlooks. If they do, the coinci-
dence in their outlooks will be like the coincidence in the
political outlooks of the members of a basketball team,
viz., just an accident. Over time, there is little reason to
think that the participants in C will continue to share views
on political issues, because workers, managers, and
shareholders do not associate with one another in C for the
purposes of advancing certain political views. Since C does
not have a recognized role to play in the political decision-
making process, citizens have no reason to treat C as a
vehicle for political representation, and so no reason to join
and leave C on the basis of their political views.

It might be objected that workers, managers, and
shareholders that associate together in C are likely to have
shared economic interests, which may in turn lead to
shared political views. For example, insofar as they have a
shared interest in the success of the software company, they
may also have a shared interest in more stringent forms of
intellectual property or more lenient standards for depic-
tions of sex and violence in video games. But the rela-
tionship here is weak. People who work or invest in a
software company may also favor open ownership models
that spur development in poor countries, or they may be
religious conservatives who want to clean up the smut in
our culture. There is little reason to assume that people’s
political views are necessarily tied to their economic
interests. More importantly, we all have an interest in a
system that does not assume that our political views are
closely tied to our economic interests, since this gives us
greater freedom both to choose the jobs that we want and to

@ Springer

express the political views that we believe in (see Hussain
2013).

We want to emphasize that workers, managers, and
shareholders have legitimate points of view that should be
represented in social deliberation. We are not suggesting
that their voices should not be heard. Our contention is
simply that the business corporation is not the proper
organization to represent these individuals in social delib-
eration. When it comes to social decisions that affect the
software industry, C’s workers may have their views and
interests represented by a labor union or various civil rights
NGOs. Similarly, C’s shareholders may have their views
and interests represented by a chamber of commerce or
various pro-growth NGOs. These other social organiza-
tions, due to their nature, structure, and social function, are
the appropriate vehicles for representing the political views
of their participants in social deliberation.

We have argued that it is a mistake for Palazzo and
Scherer to give business corporations the same role in
social deliberation as “NGOs, movements, or civil society
networks” (Scherer and Palazzo 2007, p. 1107). The ideal
of deliberative democracy requires democratic account-
ability for the business corporation, but what it requires is
democratic accountability to the public, viz., citizens and
the PROs who represent them. Deliberative democracy
does not require, and is in fact inconsistent with,
accountability to profit seeking corporations. Nonetheless,
we do not think that business corporations should be
completely excluded from policymaking in political CSR.

Business corporations can participate in multi-stake-
holder governance processes as technical experts. Consider
how decision-making might work in an ideal deliberative
democracy. Suppose that citizens (or their representatives)
are deliberating with one another about how best to address
the problem of urban sprawl in their community. They
present various proposals and discuss their merits. But a
thorough assessment of the merits and demerits of these
proposals requires knowledge that citizens themselves may
lack. To remedy this, citizens may call on experts in urban
planning, sociology, economics, and transportation to
provide them with the best available theories about why
sprawl occurs and what can be done about it. They may
also call on government officials from other countries to
come and testify about their experiences with urban sprawl,
explaining which approaches worked in their countries and
which ones did not. Corporations may also be called on as
experts. Citizen deliberators will want to have a sense of
the likely impact certain zoning decisions will have on
corporations’ actions, e.g., to open or close stores in a
certain neighborhoods. This is information that is surely
valuable to citizens, and corporations themselves are the
experts in this area.
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In sum, business corporations can participate in political
CSR as technical experts, presenting evidence and
explaining the likely consequences of various decisions.
But they should not participate as voting representatives.
Business corporations are not themselves either members
of the public or political representatives, so they cannot act
as supervising authorities in multi-stakeholder governance
processes. '

The Bottom Line and Some Objections

You might boil down our critique of Palazzo and Scherer’s
model of democratic accountability as follows. Everyone
would agree that allowing corporations to vote in national
elections would be undemocratic. Most everyone would
agree that allowing corporations to influence the political
process through campaign contributions or lobbying
activities is also undemocratic. In both cases, the reason
these forms of political participation are undemocratic is
because corporations are not themselves members of the
public or legitimate participants in the political process.
But if corporate influence in the political process is
undemocratic at the state level, then ir is equally
undemocratic in the type of multi-stakeholder governance
process described by Palazzo and Scherer. To allow cor-
porations to participate as supervising authorities in these
democratic accountability systems is to simply reproduce
the democratic deficit that we see at the state level in
accountability mechanisms at the level of civil society.
We want now to consider a few objections to our
argument. Some might agree with us that business corpo-
rations are not PROs, but question whether NGOs like the
NRA and Greenpeace are truly representative organiza-
tions (Rubenstein 2013). Business corporations face a
principal-agent problem, insofar as executives may pursue
their own interests at the expense of the interests of
shareholders. But NGOs face a similar problem: the lead-
ership of an NGO may pursue its own interests in ways that
do not adequately represent or advance the political views
of its members. Moreover, many NGOs are actually sham

12 1t might be objected that we could allow for business corporations
to play a role in the governance processes described by Palazzo and
Scherer as supervising authorities, so long as we take adequate
measures to neutralize the asymmetric power that these organizations
have with respect to the other parties. Note that our criticism does not
appeal to the idea of power differentials. The key point is that
business corporations are embedded in market competition, so they
are under constant pressure to make profits. This creates a constant
pressure to make arguments in support of policies that would generate
higher profits, rather arguments in support of policies that would
advance the common good. So the problem is that business
corporations lack the proper motivation to participate in governance
process as a supervising authority.

organizations that serve as fronts for economic interest
groups that pretend to engage in social deliberation, when
actually they produce misleading or false information to
promote policies that serve their own interests."”

We certainly agree that there are political NGOs that
should not participate in public deliberation for various
reasons, including those mentioned. We are not claiming
that every political NGO is a PRO in our sense. Our point is
rather that NGOs as a type are the right kind of organiza-
tion to participate in social deliberation. You might think of
it this way: even if you removed all of the agency issues in
business corporations and political NGOs in our society,
and you got rid of all of the sham and otherwise illegiti-
mate organizations, there would still be a principled reason
to treat business corporations differently from political
NGOs. The reason is that business corporations, as a type,
are not the right kind of organization to participate in social
deliberation, while political NGOs are.

Some will wonder who decides which NGOs will par-
ticipate in governance processes of the sort described by
Palazzo and Scherer. After all, corporations and business
interests will have one set of views about which NGOs
should participate, and various social interests will have
another set of views. Here it is important to distinguish
between two different questions: (1) Who decides which
organizations participate? And (2) what is the right stan-
dard for choosing organizations to participate? Our focus
has been on the second question. The two conditions we
outline for what constitutes a PRO are meant to provide a
standard for deciding what types of organizations should
participate in governance processes and what types should
not. This still leaves open the question of who will apply
and enforce this standard. Scherer and Palazzo (2007,
pp. 1112-1113) themselves suggest that political officials
will play a background role in policing governance
arrangements, and we agree with them that courts and
political authorities may have to play a role in deciding
which organizations count as PROs. But any system of
accountability requires that we make these sorts of deci-
sions: even a democratic election would be impossible
without someone (e.g., a judge, an election official, past
generations of voters) making decisions about who is a
citizen.

Some will argue that corporations should participate in
governance arrangements because they have a duty to help

13 The other “side” of this problem, as it were, is that some
legitimate interests may not be represented by NGOs. So even if all
legitimate NGOs participate in deliberation, not all voices may be
heard. More generally, we acknowledge that hard questions must be
asked about who should participate in deliberative processes (Ban-
erjee 2014; Baur and Palazzo 2011). We leave these questions for
future research. Our focus in this paper is on who should not
participate in them, viz., corporations, because they are not PROs.
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solve social problems such as environmental pollution,
both because they have the resources to contribute to a
solution and because their activities often play a role in
creating the problem in the first place. We agree that cor-
porations have a duty to help solve social problems. But the
key question is how should corporations contribute to
solving these problems? We argue that they should do so
mainly by complying with the standards and principles that
citizens and PROs agree on in governance arrangements
designed to regulate political CSR, i.e., by acting as
functionaries who are accountable to society. Corporations
can also contribute by making their technical expertise
available to deliberators. But corporations should not
contribute as supervising authorities in governance
arrangements, since that would simply reproduce the
democratic deficit that we see at the level of the state in
accountability mechanisms in civil society.

Finally, we accept that business corporations in the
world today will sometimes participate in governance
arrangements as a kind of practical concession. In the case
of the FSC, for example, the organization would not be
effective as a rule-making body today if it did not allow
forest management companies to play an equal role in the
standard-setting process. It is only through this involve-
ment that corporations come to develop the right kind of
motivation to support the standard-setting process and to
respect the standards that the process generates. But if this
practical necessity were removed, and if there were a way
of making sure that corporations respected the standard-
setting process without allowing them to participate as
supervising authorities, then deliberative democracy would
require that we remove the corporation from it. As a matter
of principle, business corporations should participate in
governance arrangements as organizations that are
accountable to the wider public. Again, democratic
accountability is not accountability to business corpora-
tions, but accountability to the free, unforced, rational
deliberations of citizens and their representatives. Corpo-
rations, we have stressed, are neither citizens nor
representatives.

Conclusion

Many people agree that as business corporations increas-
ingly perform functions that were traditionally performed
by the state, a democratic deficit has emerged in society. If
corporations perform public functions, many writers argue
that these organizations should be subject to greater
democratic accountability. Palazzo and Scherer offer a
model of democratic accountability for corporations which
is meant to address this problem. We have argued that their
model suffers from a fundamental failing: it mistakenly
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treats the corporation as if it were a political organization
that could take part in social deliberation. In allowing
corporations to shape how we address important issues of
common concern, the model effectively reproduces the
democratic deficit that it was meant to solve.

To be clear, we are not arguing that society must return
to the traditional liberal arrangement, in which the state is
the only organization that performs public functions in
society. We agree with Palazzo and Scherer that other
organizations, including business corporations, may per-
form public functions. Our point is that organizations that
perform public functions must be subject to an appropriate
form of democratic accountability. Palazzo and Scherer’s
model of multi-stakeholder governance does not provide
the right kind of accountability. We need to modify their
model so that corporations play a clearly subordinate role
in the process: instead of equal deliberators and voters,
corporations should serve as technical advisors, providing
information and support to the relevant members of the
public, viz., citizens and their representatives.

We have focused in this paper on the role of corpora-
tions in multi-stakeholder governance processes designed
to address the democratic deficit caused by political CSR.
We have argued that the role assigned to corporations in
this process should be fundamentally altered: corporations
should not play the role of supervising authorities. This
opens up important questions for future research. Perhaps,
the most important question is that who exactly should
participate in these governance processes aimed at demo-
cratic accountability? We have argued that participating
organizations should be PROs. Moreover, participating
organizations must be wiling to make and listen to argu-
ments framed in terms of the common good. Others have
also done important work in this area (see Baur 2011; Baur
and Palazzo 2011; see also Baur and Arenas 2014). But
many details need to be filled in.

In many cases, there are individuals who have a legiti-
mate claim to participate in democratic accountability
systems, but face significant obstacles to effective partici-
pation."* For example, in some cases, a very large number
of people are affected by corporate activities, but these
individuals are dispersed in a way that makes it hard to
coordinate any effective representation. Similarly, poor or
marginalized groups may be affected but lack the resources
to organize effectively. There is a danger, then, that these
voices will not be heard in democratic accountability
mechanisms that oversee political CSR. But any account-
ability mechanism that deserves the label “democratic”
must involve a wide range of participants. To make pro-
gress on the question of who should participate in demo-
cratic  accountability mechanisms as  supervising

4 We thank an anonymous referee for this point.
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authorities, further research should investigate the precise
nature of the democratic deficit caused by political CSR
and which parties lack an adequate voice in the deliberative
process. '
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