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ABSTRACT

We develop an analytical approach to understanding the social foundations of contestations 

over social welfare and socially appropriate solutions. Borrowing a classification system from 

Biggart & Delbridge (2004), we highlight four distinct logics that motivate and constrain actors 

in different sectors. Recognizing that social goods are often valued by multiple sectors, each with 

different institutional logics and legitimacy needs, we argue that the most acceptable solutions 

for social welfare problems will draw on multiple logics that are embedded in different 

legitimate institutions. This approach moves beyond the dominant utilitarian approach to 

contextualize social welfare solutions within diverse institutional and cultural settings. We use 

several case studies on water governance to demonstrate the utility of this approach, but these 

insights also extend to other social welfare problems involving the allocation of resources whose 

scarcity threatens human survival and dignity.
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While the idea of “social welfare” concerns the health and wellbeing of the community – the 

“social” in social welfare - theories about what leads to a healthy society today are often 

concerned with the wellbeing of individuals, at least in Anglo-American societies (Hirschman, 

1997). In these societies, an individual’s freedom to pursue private goals comes from the 

intellectual dominance of neoclassical economics in public discourse and its assumption that 

unfettered market capitalism maximizes the social welfare of the community as a whole through 

the efficient allocation of scarce resources: if individuals can pursue private goals then everyone 

is better off, at least in the aggregate. In this utilitarian conceptualization, the market is privileged 

as the primary institutional vehicle for everyone’s pursuit of happiness and by extension for 

collective social welfare: economic theory assumes that material wealth is the key metric of 

social welfare, and that markets create more optimal material outcomes for society than other 

institutions (e.g. religious, political, or educational institutions).

However, the assumption of utilitarianism as the key to social welfare is questionable. Social 

welfare problems persist and are even growing in market societies despite substantial increases 

in aggregate wealth. The United States is the largest market economy in global history yet it 

suffers from high levels of unemployment, rising income inequality, persistent poverty and 

homelessness, a widening gap in educational achievement, rising health care costs, 

environmental pollution, and persistent discrimination and inequality by race and gender 

(Alvaredo et al., 2013; CIA, 2013; Browne & Misra, 2003; Jantti et al., 2006; Kao & Thompson, 

2003; Pope III, Ezzati, & Dockery, 2009; Reinhardt, Hussey, & Anderson, 2004; Rothenberg, 

2013; U.S. HUD, 2010). Scholars, including some economists, largely agree that social problems 

are rooted in the way the economy is organized and connected to other social institutions, and 
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they challenge the assumption that modern capitalist markets produce “the greatest good for the 

greatest number.” Indeed, alternative measures of social welfare have proliferated in recent years 

and the Gross National Product, a measure of material output, is being challenged by metrics 

such as the Genuine Progress Indicator (Redefining Progress, 2009), the Gross National 

Happiness (Center for Bhutan Studies, 2010; Helliwell, Layard, & Sachs, 2013), and other 

indices that include non-economic factors in determining aggregate social welfare. 

Scholars of organizations and the economy identify several alternatives to the market model 

as better ways of understanding and promoting social welfare. A substantial literature in 

institutional economics and economic sociology recognizes the key functions of the state in 

safeguarding citizens from the excesses of the economy through market stabilization and a 

variety of social and environmental protections (Fligstein, 2001; Polanyi, 1944; Stiglitz, 1989). 

Adherents to the “market failure” approach acknowledge that information asymmetries, lack of 

competition, principal-agent problems, and externalities can create inefficient economic 

outcomes that might be resolved through government intervention (Aoki, Kim, & Okuno-

Fujiwara, 1998; Stiglitz, 1989; Besley, 1994; Williamson, 1972). Under this approach, the market 

is still considered the primary mechanism for maximizing social welfare, but the government is 

given a limited role in maintaining optimal market conditions. A more expansive role for 

government is envisioned by socialist theory but this approach receives limited support from 

scholars and citizens in market-dominated societies. 

In recent years, scholars and practitioners have turned to the non-profit sector for solutions to 

enduring social welfare problems. The non-profit sector in the United States has grown 

dramatically in the last 75 years, from 13,000 registered tax-exempt non-profits in 1940 to over 
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1.5 million in 2000 (Hall, 2006). These organizations fill a variety of economic, social, and 

political roles in society, providing social services, health care, and education, as well as 

advocating for underrepresented populations and the environment. In an extension of the “market 

failure” approach, several scholars suggest a “three failures theory” to describe the distinct role 

of non-profits in correcting for the failures of the market and government; non-profits are 

assumed and even expected to volunteer public goods when the other sectors lack adequate 

economic incentives, political support, or legitimacy; the other sectors are likewise assumed to 

respond to the “voluntary failures” of the non-profit sector (Salamon, 1987; Steinberg, 2006; 

Weisbrod, 1975). 

However, critics claim that the “three failures” model inaccurately assumes that non-profits 

are uniformly voluntary organizations with charitable missions. Many non-profits are engaged in 

political, economic, and social activities unrelated to the public welfare and employ paid 

(sometimes well-paid) individuals (Boris & Steuerle, 2006). Furthermore, the ability of 

charitable non-profits to adequately respond to market and government failures is challenged by 

their scattered geographic coverage, inconsistent policies and resources, financial dependence on 

funders with mixed priorities, and lack of public accountability (Eikenberry & Kluver, 2004; 

Poppendieck, 1999; Ryan, 2002; Salamon, 1999). 

Given the complex and enduring nature of many contemporary social problems such as 

poverty and access to health care, we believe it is overly optimistic to locate responsibility for 

social welfare in a single sector or even, as with the “three failures” model, in the aggregation of 

three sectors working independently. Instead, the collaboration of multiple sectors may improve 

outcomes. Multi-sector partnerships and governance structures may harness the unique 
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economic, political, and intellectual resources of each sector to solve social problems. 

Furthermore, the balance of different institutional logics may help these solutions gain legitimacy 

from their various stakeholders. 

Public-private partnerships, a subset of possible multi-sectoral solutions, have recently 

received substantial attention in several disciplines, including management, public 

administration, organizational economics, and international development (e.g. Brinkerhoff & 

Brinkerhoff, 2011; Grimsey & Lewis, 2002; Osborne, 2002; Rangan, Samii, & Van Wassenhove, 

2006). However, the range of multi-sectoral solutions also includes partnerships between firms 

and non-profit organizations (Dahan, Doh, Oetzel, & Yaziji, 2010; Jamali & Keshishian, 2009; 

Wymer & Samu, 2003), government and non-profit collaborations (Brinkerhoff, 2002; Gazley & 

Brudney, 2007; Milne, Iyer, & Gooding-Williams, 1996), and structures involving all three 

sectors (Babiak & Thibault, 2009; Selsky & Parker, 2005). Furthermore, solutions may emerge 

within a single sector but incorporate multiple institutional logics (Greenwood, Raynard, Kodeih, 

Micelotta, & Lounsbury, 2011; Kraatz & Block, 2008; Pienaar & Schyff, 2007). As hybrid 

models that do not rest squarely in a single sector, multi-sector collaborations contend with 

organizational structure, governance, legitimacy, and conflicting institutional priorities 

(Brinkerhoff & Brinkerhoff, 2011; Dacin, Oliver, & Roy, 2007; Kivleniece & Quelin, 2012; 

Rangan, Samii, & Van Wassenhove, 2006; Selsky & Parker, 2005). 

Advocates for multi-sector solutions contribute insights on possibilities in the pursuit of 

social welfare but at present their theories suffer several limitations. First, they tend to assume a 

universal exchange logic within each sector, failing to recognize the existence or consequences 

of competing goals and values within different institutions. Second, most theories focus 
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primarily on government-firm collaborations without adequate consideration of partnerships with 

non-profit organizations, community groups, or more than two institutional actors. Third, 

although existing research on multi-sectoral strategies reveals a range of transaction costs and 

benefits associated with inter-sectoral collaboration, it rarely acknowledges the intrinsic value or 

impact of the governance structure itself, for example a partnership versus a contractual 

outsourcing relationship. Finally, these ideas tend to be static; a deeper effort to model structural 

dynamism may be necessary to understand the conditions under which particular structures form 

and evolve.

We address these limitations by proposing an analytic framework for understanding the 

contested nature of contemporary social problems, and we demonstrate how a more nuanced 

understanding of stakeholder values and social arrangements can lead to appropriate structural 

solutions. We utilize the Systems of Exchange classification system (Biggart & Delbridge, 2004) 

to guide our analysis; although the framework was originally developed to describe differences 

in exchange arrangements, we believe that its analytic and dynamic capabilities can be exploited 

to develop propositions about hybrid organizational structures and social welfare. 

In the next section, we review the Systems of Exchange framework and describe its 

relevance to social welfare debates. Then, we illustrate the utility of a multi-institutional 

approach with several case studies on water governance. Water is an especially apt example for 

examining social welfare theoretically and empirically. It is an essential social, environmental, 

and economic good, and its effective governance is becoming increasingly important as global 

processes threaten the availability of freshwater sources (Gleick et al., 2004; Spang 2007; 

Vörösmarty et al., 2010). We explain how water can be valued differently according to the logics 
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of the four systems of exchange. Next, we present an example of a recent conflict over water and 

demonstrate how it can be understood as a tension between different social logics. Then, we 

explore several examples of hybrid governance structures that manage water resources and 

reveal how their attention to competing value orientations and institutional logics has 

strengthened their effectiveness and public legitimacy. We conclude with a discussion of 

implications for policy and future research. 

SYSTEMS OF EXCHANGE AND HYBRID MODELS

The Systems of Exchange classification scheme was developed by Biggart & Delbridge 

(2004) to identify qualitatively different forms of economic exchange. The typology consists of 

four exchange systems that vary along two dimensions: the logics of economic action and the 

structure of social relations between actors. The first dimension distinguishes between two 

approaches to action, instrumental and substantive rationality, that were originally proposed by 

Max Weber (1978) to classify alternative decision-making strategies. Instrumental rationality 

captures the orientation assumed by classical economic models, wherein actors choose between 

various means to an end on the basis of price or efficiency. In contrast, substantive rationality is 

oriented toward ultimate values, or ends (e.g. social welfare or justice). This orientation is 

rational in that behavior is predictable and calculating, but decisions are aligned with an ethical 

or value standard rather than an imperative to minimize costs or maximize gains.

The second dimension speaks to the variation in social relations across different exchange 

systems. Borrowing Parson’s (1968) division between universalism and particularism, the 

authors distinguish between actors who judge potential exchange partners by general criteria that 
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apply to all and those who consider criteria unique to that person. Universalistic orientations are 

often founded on legal or ethical codes, whereas particularistic orientations can be based on 

actors’ kinship groups, social classes, or other group affiliations. For example, a manager 

demonstrating a particularistic orientation may prioritize job candidates who share her alma 

mater or sorority affiliation.

These two dimensions, logics of action and structure of social relations, yield a typology with 

four distinct categories: Price, Associative, Moral, and Communal. (See Figure 1.) The principal 

advantage of this classification scheme is that it moves beyond the ideal “free market” of 

classical economics, wherein deviations from the ideal market are treated as “imperfections,” to 

recognize multiple theoretically distinct exchange arrangements. The Price System associated 

with western capitalism is still recognized as a critical economic form in contemporary society, 

but the typology also acknowledges the logical underpinnings of alternative exchange 

arrangements. 

--------------------------------
Insert Figure 1 about here
--------------------------------

The Systems of Exchange typology was developed as a tool to analyze the organization of 

economic exchange, but its utility extends to problems of management and social welfare. As a 

frame for understanding different actors’ values, priorities, and orientations, the typology reveals 

the social foundations of contested claims about the source of social problems as well as socially 

acceptable solutions. 
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WATER AS A SOCIAL WELFARE PROBLEM: FOUR LOGICS

 Water is a natural resource that is abundant and widespread, but less than one percent of 

the earth’s freshwater supply is potable and available for drinking and irrigation (U.N. Water, 

2012). Climate change is shifting traditional rain patterns, leaving many populations and 

established uses facing critical shortages. Population growth, water table pollution by nitrates 

and other chemicals, inadequate sanitation infrastructure, and economic factors are impacting 

available supplies of inexpensive and clean water. Although water is a fundamental commodity – 

H2O – it has multiple social and economic meanings that influence how it can be legitimately 

allocated by different societies. Below, we review the four distinct valuations of water that are 

suggested by the Systems of Exchange typology. (See Table 1.)

--------------------------------
Insert Table 1 about here

--------------------------------

From the perspective of the Price System, water is valued as a critical economic good. 

Globally, almost 20% of freshwater withdrawals are directed toward commercial uses, including 

manufacturing, cooling, and energy production. The vast majority of freshwater withdrawals 

(around 70%) are used for agricultural production, and the remaining 10% is used by domestic 

households (U.N. Environment Programme, 2008). Economic theory holds that as a scarce 

resource, water will be most efficiently managed through a market mechanism; successful 

pricing systems will redirect water from low- to high-value uses and encourage efficient and 

equitable consumption (Birol, Karousakis, & Koundouri, 2006; Grimble, 1999; Winpenny, 

1994). This perspective is reflected in the following guiding principle adopted by a meeting of 

experts at the U.N. International Conference on Water and the Environment in 1992: “Water has 
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an economic value in all its competing uses and should be recognized as an economic 

good” (U.N., 1992). This “Dublin Principle” maintains that the failure to manage water as an 

economic good will result in wasteful and ecologically destructive uses, and an appropriate 

pricing scheme will ensure fair distribution of this resource across multiple sectors.

Contrary to this instrumental valuation of water, the Moral and Communal Systems are more 

attuned to the substantive value of this resource. A moral valuation of water is perhaps best 

exemplified by the global movement to recognize water as a human right, a non-substitutable 

requirement for life, and concern for the over 800 million people worldwide who lack access to 

safe drinking water (Bakker, 2007; Gleick, 1998; U.N. Dept. of Soc. and Econ. Affairs, 2012). In 

2010, the United Nations formally recognized the human right to water and sanitation, a 

resolution that is considered binding under international law (U.N. Human Rights, 2010). The 

resolution states, in part, that “the human right to safe drinking water and sanitation is derived 

from the right to an adequate standard of living and inextricably related to the right to the highest 

attainable standard of physical and mental health, as well as the right to life and human dignity.” 

However, ambiguity remains regarding how this resolution will be enforced, especially among 

poorer countries that lack the economic resources to provide adequate water supplies for their 

citizens (Hardberger, 2005). Nevertheless, the human right to water represents an alternative 

perspective to the view that water is a commodity that should be subjected to market forces for 

efficient distribution. Instead, the human rights approach emphasizes water’s properties as an 

essential social good and thus implicates governing bodies in its universal provision. 

A communal approach to water retains a substantive valuation of the resource but adopts a 

slightly different conceptual approach. This approach focuses not on an individual’s claim to 
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water but on collective understandings of water’s functions and value. A communal view 

recognizes that water, through the hydrologic cycle, is closely linked to local geographies and 

communities (Shiva, 2002), and it advocates collective management of water by communities 

rather than states or markets under the assumption that communities are best equipped to protect 

their own resources from overuse and pollution (Bakker, 2007). Furthermore, this approach 

recognizes that community management can better protect the various place-based spiritual and 

cultural functions of water in societies around the world. For example, the Ganges River is the 

holiest river to Hindus, who worship it as the goddess Ganga and use its waters for a variety of 

religious rituals (Bhardwaj, 1983; Eck, 1996). Severe water pollution from industrial waste and 

untreated sewage threaten the lives of the millions of poor people who rely on the Ganges for 

washing and cooking, as well as the religious pilgrims who travel great distances to bathe in the 

river (Abraham, 2011; Alley, 2002). As a common-pool resource, water can be managed through 

a variety of community-controlled mechanisms, which rely on social ties and community norms 

to ensure responsible behavior (Ostrom, 1990). In the Maharashtra state of India, farmers have 

collectively managed irrigation water use through local Water Users’ Associations, often 

resulting in improved irrigation efficiency and more equitable water distribution (Keremane & 

Mckay, 2006; Pant, 1999; SOPPECOM, 2012). 

Empirical examples of an associative approach to water are more difficult to find than price, 

moral, and communal perspectives. The logic underlying this approach holds that the 

instrumental values of water are best attained through mutual collaboration. In other words, a 

price logic motivates actors to seek alliances in a market system or regulatory environment that 

offers fewer rewards for individuals acting competitively. One example of an associative 
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arrangement around water is the alliance of California Central Valley farmers who fought the 

limits imposed on the amount of water they could use for irrigation in order to protect an 

endangered fish called the delta smelt. Framing the debate as “farmers versus fish,” the Central 

Valley growers blamed the federal government and the Endangered Species Act for exacerbating 

drought conditions and causing unemployment to reach 40% in some farming communities 

(Ashley, 2010; Richardson, 2009; Wall Street Journal, 2009). The mayor of Mendota, one of the 

farming communities hit the hardest by these restrictions, complained that his town is “known as 

the cantaloupe capital of the world. Now we’re the food-line capital” (Welch, 2009). Republican 

State Rep. George Radanovich said, “when it comes to water policy, humans come before 

fish” (Richardson, 2009). The alliance of California growers is an example of an associative 

arrangement because the partnership was driven by instrumental considerations; formerly 

competitors, these farmers decided that their individual claims to water might best be protected 

through mutual collaboration. In protesting the “Congress-imposed Dust Bowl,” they invoked 

communal and moral arguments about the importance of protecting American farming 

communities and the value of farmers over fish, illustrating that contested claims about water 

and other public goods often draw on a number of logics. 

Bitter conflicts over water can often be traced to competing logics. When actors disagree 

about the nature and value of water, institutional priorities, and norms for exchange, the risk of 

inefficient and inequitable outcomes increases. In recent history, one of the most contentious 

conflicts over water in the United States has involved the practice of hydraulic fracturing, or 

fracking. This technique involves injecting a high-pressure solution of water, sand, and 

chemicals into a rock formation in order to create small fractures through which natural gas or oil 
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is then released. Each injection process can use millions of gallons of water, after which the 

solution of water, sand, and chemicals (called “produced water”) is stored in tanks, injected 

underground for disposal, or processed by a wastewater treatment facility (EPA, 2013). The 

Society for Petroleum Engineers estimates that up to 60% of all wells currently in operation are 

fractured, and 1 million of the 2.5 million fracturing jobs carried out since the 1970s have 

occurred in the United States (King, 2012; Montgomery & Smith, 2010). This technology has 

sparked numerous controversies over the health and environmental impacts of drilling and 

disposing of “produced water,” as well as debates about whether oil and gas companies should 

divert large quantities of water away from other beneficial uses. 

Central to these controversies are tensions over water’s value as an economic and social 

good. Proponents of hydraulic fracturing view water as a critical component in an industrial 

process that creates jobs in the oil and gas sector, provides lower energy costs to domestic 

manufacturers, and boosts America’s energy independence (Efstathiou, 2013; The Economist, 

2013). From this Price-based perspective, water is viewed as an economic good and its use in 

hydraulic fracturing processes is subjected to cost-benefit analyses; proponents acknowledge that 

hydraulic fracturing, like any technology, involves some amount of risk, but they contend that 

the risks are small and do not outweigh the economic benefits. For example, a recent report by 

Yale economics graduates estimated that even if the cleanup costs associated with hydraulic 

fracturing reached $250 million a year, the economic benefits would still “exceed costs to the 

community by 400-to-1” (Ames et al., 2012). 

Opponents of hydraulic fracturing reject the instrumental valuations underlying these cost-

benefit comparisons in favor of substantive values. When residents of Dimock, Pennsylvania 
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experienced severe problems with their water supply after Cabot Oil and Gas began drilling in 

their community, they invoked moral and communal arguments in their demands for redress. 

Many homeowners found heavy concentrations of methane contamination in their wells, one 

resident’s well caught fire, and another resident’s well exploded from the methane buildup 

(Detrow, 2011; Lustgarten, 2009). Residents complained that Cabot had prioritized the pursuit of 

profits over the health of the community and that the controversy had lowered property values 

and tarnished the town’s reputation (Lustgarten, 2009; Phillips, 2012). Victoria Switzer, one of 

the residents who filed a lawsuit against Cabot, believed that the oil company’s profit motive 

explained their irresponsible behavior. She said, “It’s like two playing boards. We’re playing the 

game of Life and they’re playing Monopoly. You can’t mix those games together. It’s a whole 

different agenda they have. And it has nothing to do with accountability, responsibility, or doing 

the right thing other than increasing their profit margin” (Phillips, 2012). After the 

contamination, some residents who had been initially relieved to sell their mineral rights for 

some extra cash later decided that the payments couldn’t outweigh the substantive costs of 

contaminated water (Lustgarten, 2009; Phillips, 2012). 

The controversy over water contamination in Dimock, Pennsylvania not only involved 

tensions between the community and Cabot Oil over the economic and social values of water, 

but it also revealed conflicting priorities within each sector. Some community members were 

displeased with the negative attention they received after the contamination story broke national 

news, and they argued that the contamination was limited to a dozen households who received 

adequate water filters from Cabot Oil after the incident. Furthermore, they focused on the 

economic benefits of the drilling operation; for example, the royalties from the two pumps on 
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school district property had allowed the district to maintain their programs at a time when nearby 

districts were cutting arts and sports programs (Phillips, 2012). Conversely, the residents affected 

by the contamination maintained that the water filters were not adequately removing the 

contaminants, and the community’s economic gains were insignificant compared to the oil 

company’s profits and even much smaller than the royalties given to nearby communities 

(Phillips, 2012). The controversy also raised enduring questions about the institutional priorities 

of the firm and the state: To what extent should Cabot Oil and other firms prioritize their 

responsibilities to shareholders over their responsibilities to wider stakeholders? Also, how 

should the government balance their competing roles in promoting commerce versus protecting 

citizens’ health? These intrasectoral tensions in the community, firm, and government illustrate 

the diversity of possible perspectives in a given institutional context. Understanding multi-sector 

conflicts requires not only an understanding of general institutional logics but also an 

appreciation for context-dependent priorities and values.

MULTI-SECTORAL SOLUTIONS TO SOCIAL WELFARE PROBLEMS: TWO EXAMPLES

Just as conflicts over water can be understood as conflicts between different exchange logics, 

solutions to these conflicts must include mechanisms to support different logics across different 

sectors. In the following paragraphs, we present two case studies of hybrid governance structures 

for water management that protect competing value orientations and institutional logics. The first 

case study involves a pricing scheme designed to simultaneously encourage conservation and 

stabilize revenues for public water utilities. The second case study involves a regulatory system 
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that was created in order to protect the competing values of water as a social, environmental, and 

economic good.

In California, lawmakers responded to strains on statewide water resources by requiring 

water utilities to reduce urban water use by 20% by 2020 (California SB X7-7, 2009). Traditional 

economic theory suggests that the best way to reduce demand is to increase the price to the 

consumer, but because water utilities typically have high fixed costs, a pricing scheme that 

recovers these costs through high water rates would establish a system wherein consumption 

efficiencies lead to lost operating revenues. The utilities would then feel pressure to raise rates to 

recover their costs, a strategy that would effectively punish consumers for conserving water 

(Loge, 2013a). 

Loge and a team of researchers devised a novel pricing scheme to address this challenge. 

Called Consumption-Based Fixed-Rates (CBFR), the pricing scheme divides the water utility’s 

total fixed costs among consumers according to their share of the infrastructure, and then charges 

consumers a lower metered charge for the water consumed. The system measures consumers’ 

water use during peak summer months to establish their share of the fixed costs for the following 

year. This system allows the utilities to recover all of their fixed costs while simultaneously 

rewarding consumers for efficient water use. Conservation behaviors are rewarded immediately 

with lower monthly metered rates as well as the following year with a lower share of the utility’s 

fixed costs. Davis, California is the first city to adopt the CBFR pricing scheme, and it will be 

fully implemented in 2015 (Loge, 2013b). 

The CBFR pricing scheme’s potential for success stems from its hybrid structure and 

attention to multiple exchange logics. By dividing the utility’s fixed costs among consumers, the 
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rate structure reflects a Communal orientation toward protecting the community’s public 

infrastructure. The method of dividing fixed costs also reflects a moral preference for 

proportionality and fairness. Previous fixed-rate structures depended on the size of consumer 

water meters, a measure of potential demand rather than actual use. The creators of the CBFR 

price structure argue that using historical consumption data to determine water rates is a fairer 

system (Sakash, 2013). Finally, the metered water rates use a traditional Price-based tool to 

encourage efficiency under conditions of scarcity. Thus, the hybrid rate structure employs 

multiple exchange logics to meet two goals that might otherwise be in tension: encouraging 

efficient water use through a strong “price signal” and maintaining public infrastructure through 

revenue stability. 

Another example of a hybrid water management system can be found in South Africa, where 

strains on freshwater sources are acute (IRIN, 2009). The country is semi-arid with low annual 

rainfall, and several experts estimate that demand for water will outstrip supply within the next 

decade (Deinhard, 2013; IRIN, 2009). Allocating water resources under such scarce conditions is 

a complex challenge, and one of the strategies that lawmakers adopted to address this problem is 

a hybrid governance structure with different mechanisms for domestic, environmental, and 

industrial users. The South African Constitution grants every citizen the right to sufficient water 

(Section 27) as well as a protected environment (Section 24), and the National Water Act of 1998 

reflected these priorities. The Act abolished the previous distinction between public and private 

water and instead recognized water as a common resource that belongs to all citizens (Pienaar & 

Schyff, 2007). Furthermore, the Act prioritized domestic households over other users of water 

and guaranteed each family a free allotment of 6,000 liters of water per household per month. 
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Any household that consumes more than the basic allotment is charged according to an 

increasing-block tariff, wherein the unit cost of water increases with higher rates of consumption, 

thereby rewarding conservation (Gleick et al., 2004). 

The Act also includes a variety of environmental protections. The Ministry of Water Affairs 

and Forestry is required to consider environmental impacts when allocating water rights, and its 

responsibilities include monitoring water quality for pollution, limiting withdrawals to protect 

ecosystems, and disconnecting water services to users who repeatedly exceed their limits on 

water withdrawals (Sections 3, 21, and 43). The water rights of industrial users are subordinated 

to the rights accorded to households and the environment. Industrial users pay higher tariffs than 

domestic users, and in many municipalities the tariffs increase with higher consumption rates to 

provide an incentive for efficient use (FAO, 2001). 

The hybrid regulatory system created by the National Water Act of 1998 attempts to protect 

water’s various uses as a social, environmental, and economic good. The free basic water 

allotment for South African citizens represents a Moral valuation of water as a human right. The 

law’s environmental protections speak to additional Moral and Communal valuations of water by  

recognizing the environment as a legitimate water user and protecting its role as the material 

foundation for human communities. Furthermore, the priority given to domestic and 

environmental uses of water ensures that less powerful users are protected from corporate users. 

Industrial users compete for water resources in a traditional Price-based market, which allows for 

the efficient allocation of remaining water resources. The governance system implemented by the 

National Water Act of 1998 cannot solve the nation’s water scarcities, and its potential to allocate 

water effectively is increasingly threatened by political instability, but its hybrid structure and 
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recognition of multiple values of water represents a promising innovation for water rights policy. 

If properly implemented, the domestic and environmental provisions can protect the substantive 

values of water while allowing the market to efficiently allocate water to instrumentally-oriented 

users.

DISCUSSION AND CONCLUSION

Our discussion of the economic and management literatures demonstrates that many theories 

of social welfare adopt the utilitarian assumption that markets will provide “the greatest good for 

the greatest number.” Even theories that acknowledge additional institutional actors give primacy 

to market forces and assume that the role of government actors and non-profit organizations is to 

correct for market failures. However, the enduring nature of many social welfare problems 

undermines this utilitarian assumption and suggests that the solutions to these problems may 

exist outside the market. Recent research on multi-sectoral partnerships and governance 

strategies offers a promising alternative to the market-dominated theories of social welfare. By 

harnessing the strengths of different social institutions, multi-sectoral approaches may exploit the 

efficiencies of the market while offering protections against its negative social consequences.

We argue here for an analytical approach to understanding the institutional logics 

underpinning contestations over social welfare and socially appropriate solutions. Our approach 

builds on the growing literature in management theory that recognizes firms and other 

organizational actors as embedded in institutional “logics,” or conventionalized understandings 

of normative and appropriate behavior (Reay & Hinings, 2009; Scott, 1995; Swidler, 1986; 

Thornton & Ocasio, 1999). These logics are comprised of beliefs, practices, and organizational 
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structures which constrain the range of possible strategies for individual and corporate actors. 

Organizing logics develop alongside local cultural meanings and practices, resulting in 

significant variations across societies. New practices are likely to be recognized as reasonable 

and legitimate only if they cohere with prevailing institutional logics; even if these practices 

produce demonstrable efficiency gains, they will not be adopted unless they “make sense” to 

local stakeholders by conforming to their institutionalized structures of meaning (Biggart & 

Guillén, 1999; Fligstein, 1990; Kenney & Florida, 1993).

We use the systems of exchange typology (Biggart & Delbridge, 2004) to illustrate how 

attention to the structure of social relations between stakeholders and differences in their 

orientations to action can reveal the fundamental tensions in a particular social welfare debate. 

For example, the controversy over water contamination in Dimock, Pennsylvania revealed 

underlying tensions between the instrumental, Price logic of the oil company and the substantive, 

Moral logic of the community members, which resulted in competing valuations of water as an 

economic and social good. The systems of exchange framework allows researchers and 

policymakers to move beyond universal models of sectoral actors to appreciate the situated 

logics of various institutional stakeholders. Furthermore, our approach encourages analysis not 

only of the internal logics of social institutions but also the logics of the societies in which they 

are embedded. 

Contrary to the universalistic theories about market solutions to social welfare, we argue that 

no multi-sectoral solution will be appropriate for all social problems in all societies; instead, 

solutions must be sensitive to different stakeholders’ goals and priorities as well as broader 

cultural norms. For example, market-based systems for water allocation are unlikely to be 
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recognized as legitimate in social contexts with a strong history of communal ownership and 

management. Even in market societies, there are ethical limits on economic exchange (Fourcade 

& Healy, 2007; Walzer, 1984; Zelizer, 2011), and stakeholders may simultaneously support 

multiple logics in a particular organizational context (Battilana & Dorado, 2007; Marquis & 

Lounsbury, 2007; Oliver, 1991; Reay & Hinings, 2005). Thus, solutions to social welfare must 

be contextualized within pluralistic institutional logics.

The historical precedent of many different resource allocation systems supports the 

proposition that there are multiple solutions to social welfare problems. For example, in the case 

of water, management systems have varied substantially across societies according to dominant 

cultural values and particular water needs. Collective water management systems have been 

effective in small communities with similar water needs, such as small-scale farming 

communities; these participatory management systems have a long history in the traditional 

agriculture systems of Peru (Huamanchumo, Peña, Silva, & Hendriks, 2008), Nepal (Martin & 

Yoder, 1986), India(Singh & Firdausi, 1991), Kenya (Adams, Watson, & Mutiso, 2002; 

Thompson, 1991), the Philippines (Fujiie, Hayami, & Kikucki, 2005), and many other societies, 

and they have recently been revived by development organizations in the form of Water Users’ 

Associations (Kiteme & Gikonyo, 2002; Pant, 1999; Vermillion, 1997; World Bank, 2008). 

Religious institutions have also managed water resources according to their laws and values. For 

example, the Islamic government of Saudi Arabia manages water according to the religious 

principles of Sharia law (Abderrahman, 2010), and the Mormon leaders of the American 

settlement communities in the Great Basin Desert allocated water and land according to their 

value of “stewardship” (Wescoat, 1994).
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Sometimes single societies can contain highly diverse governance structures. For example, 

Welch (1996) described four distinct irrigation systems surrounding the town of Sefrou in 

Morocco, ranging from a traditional, collectively managed system to a larger market-oriented 

system. He described how increased water scarcity in the region’s microclimates led to greater 

competition until, in the driest areas, cooperative systems became a necessary strategy for 

drought mitigation. Even in more market-oriented societies such as the United States, regional 

governance systems reflect localized water conditions and historical cultural legacies. For 

example, the prior-appropriation system commonly found in the western United States arose 

under conditions of scarcity and reflects the historical ownership principles of the frontier mining 

communities; the “first in time, first in right” doctrine prioritizes water users according to the 

date when they first used a certain amount of water for “beneficial use” (i.e. household, 

agricultural, or industrial purposes), and it guarantees the same quantity of water for future uses 

as long as there is enough water to fulfill the allotments of more senior users (Thompson, 2013; 

U.S. Fish & Wildlife Service, 2007). In contrast, the riparian water rights in the eastern United 

States grant all landowners equal rights to the bodies of water situated along their property. This 

riparian system is rooted in English common law and reflects an assumption of relative water 

abundance (Busby 1952). The substantial variety in governance systems both within and across 

societies suggests that localized adaptations may be a key feature of successful water allocation 

systems.

Given that many social welfare problems involve competing demands from multiple sectors, 

we believe that the most socially acceptable solutions will draw from multiple logics which are 

embedded in different legitimate institutions. Governance structures that embody multiple values 
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and priorities will be more legitimate than those which apply a single institutional logic (e.g. a 

price logic) to a multi-sectoral dispute. In the same way that Corporate Social Responsibility 

efforts help firms enhance their public legitimacy by meeting the needs of multiple stakeholders 

(e.g. shareholders and environmental groups) (Campbell, 2007; Jamali & Mirshak, 2007; Wood, 

1991), organizational solutions to social welfare achieve legitimacy by demonstrating their 

allegiance to the prevailing value orientations of their stakeholders. Indeed, the legitimacy 

pressures on social welfare solutions are likely to be very high, given that they seek to address 

problems which often involve vulnerable populations and introduce novel (and thus untested) 

multi-sectoral structures. By harnessing multiple logics from institutions that already have 

widespread legitimacy (e.g. business, religious institutions, etc.), social welfare solutions can 

signal to their stakeholders that they will behave appropriately and conform to cultural norms.

We acknowledge the inherent difficulties of managing multiple logics in a single 

organizational sphere or governance arrangement. Attempts to satisfy one stakeholder group may 

offend another group’s beliefs about “appropriate” behavior, and stakeholders are likely to 

disagree about the extent to which their interests should be prioritized over others. However, the 

recent proliferation of multi-sectoral partnerships and governance structures demonstrates that 

such a task may be difficult, but it is not impossible. Kraatz & Block (2008) offer four strategies 

for organizations facing pluralistic legitimacy demands: (1) eliminate pluralism, (2) 

compartmentalize identities and relate independently to different stakeholder groups, (3) balance 

demands by emphasizing mutual dependence among stakeholder groups, and (4) forge new 

identities as institutions in their own right. The growing literature on public-private partnerships 

(an important subset of multi-logic solutions) offers additional advice about how to manage 
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multiple institutional identities through good governance and communication (see Brinkerhoff & 

Brinkerhoff, 2011; Kivleniece & Quelin, 2012; Rangan, Samii, & Van Wassenhove, 2006). 

However, further research is needed to determine the extent to which these insights can extend to 

other types of multi-logic solutions and social contexts.

We used several case studies on water governance to illustrate the utility of our analytical 

approach to understanding contested spaces and evaluating multi-logic solutions. However, these 

insights extend to many other social welfare problems involving the allocation of resources 

whose scarcity threatens human survival and dignity (e.g. food, shelter, healthcare, and income) 

(see Systems of Exchange, 2012). Advocates for more equitable distribution of any of these 

resources should be mindful of the internal coherence of institutional logics and use caution 

when considering exporting a successful multi-logic system to a new social context.

Our analytical approach to social welfare problems provides a useful starting point for 

evaluating sources of contestation, developing multi-sectoral governance systems, and deepening 

our theoretical understandings of the relationship between economic structures and collective 

wellbeing. Future research might investigate the conditions under which different institutional 

logics emerge or the contexts in which different hybrid structures are deemed legitimate by local 

stakeholders. Additionally, theories of social welfare could benefit from deeper understandings 

of structural dynamism in multi-sectoral governance. Our analytical approach accommodates 

change in the sense that shifts in institutional logics will produce corresponding shifts in 

legitimacy demands for multi-sectoral governance structures. However, it is important to study 

the nature and magnitude of cultural shifts which prompt these structural changes.
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TABLE 1
Four Logics of Water Governance

System 
Characteristics Price Associative Moral Communal

Valuation of water Instrumental 
(Economic good)

Instrumental 
(Economic good)

Substantive
(Social and 
environmental 
good)

Substantive
(Social and 
environmental 
good)

System of 
allocation Auction market Organization of 

actors in market
Guarantee of water 
rights by some 
governing body

Community norms 
and regulations

Normative user Individual or firm
Association of 
individuals or 
firms

Value-oriented 
individuals or 
groups

Community 
member

Principle for 
optimal use

Efficiency; Value 
for money

Mutual gain in the 
market

Ethical value of 
water

Equitable 
distribution

Example use of 
water

Manufacturing 
component; 
Irrigation for 
individual 
corporate farm

Manufacturing 
component or 
irrigation for 
network of firms

Drinking water 
and sanitation for 
all people

Irrigation for 
community 
subsistence farms
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FIGURE 1
Systems of Exchangea

Structure of social relationsStructure of social relationsStructure of social relations

Basis 
of 

action

Universalistic 
(act toward all the 

same)

Particularistic 
(act toward outsiders 

differently)

Basis 
of 

action

Instrumental rationality
(means calculus)

Price system Associative systemBasis 
of 

action

Substantive rationality
(calculus in relation to 

an end)
Moral system Communal system
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a Reproduced from Biggart & Delbridge (2004).


