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HOW IS THE NONPROFIT SECTOR CHANGING?


by


Gianfranco Farruggia


INTRODUCTION


Near the end of the 20th century, Robert Herman (1994) asked,
"Will the nonprofit sector be more like a community or more like an
industry?" He defined Community as a "collectivity of philanthropic
organizations (and their leaders) that has a shared identity; that has
individually differentiated roles, yet a capacity and mechanisms to
integrate action." Furthermore, to "recognize that each one's re-
sources ultimately derive from the larger community and that their
missions are legitimized by their fit with the larger community's
needs" and therefore act cooperatively. On the other hand, Industry
is defined as a "collectivity of organizations that has a shared iden-
tity and a capacity and mechanisms to act jointly to achieve benefits
in the self-interest of the organizations that comprise the industry"
(Herman, 1994). With these definitions in mind, one is left with the
questions: how has the sector changed, what additional changes can
we expect, and what will it likely be in the current century?


LITERATURE REGARDING COMMUNITY


While these matters are characterized by cooperation and compe-
tition between nonprofits, the cooperative and stewardship elements
are much more likely to be emphasized (Herman, 1994). Jeremy
Rifkin (1995) theorized that third sector organizations will increas-
ingly act as ombudsmen with marketplace and governmental forces
and would likely provide more basic services to persons and
neighborhoods due to cutbacks in government assistance. Further-
more; David Macarov (1995) recommended redefining work to in-
clude home making, child rearing, volunteering, and community ac-
tivity. Beyond this redefming, he predicted increased growth of the
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aged population, changes in the working population, and escalation
in permanent unemployment. These changes would certainly en-
hance and expand the arena for nonprofit stewardship. Additionally,
Rifkin (1995), Alvin and Heidi Toffler (1995), and Hamish McRae
(1994) speculated that ultimately society would dwindle to two
socio-economic classifications, 'gated community' residents and the
disenfranchised. These categories translate to the proverbial 'haves'
and 'have-nots.' This increase in disadvantaged populations brings
about a rising need for social welfare services, which in turn in-
creases the sense of community of the nonprofit sector and solidifies
the spirit of its origins. This mission-driven work is paramount to the
sector's raison d'etre (Drucker, 1995). Another view by Toffler and
Toffler (1995) of how nonprofits fit into the community is that socie-
ties consist of many elements all connected in immensely complex
and continually changing feedback loops.


As the bridge between the 'celebrated' community spirit and the
various illustrations that nonprofits are becoming more of an indus-
try is one very prominent method by which cooperation amongst
nonprofit organizations is being brought about. Lester Salamon
(1987 et seq.) has been tracking the relationship between govern-
ment and the nonprofit sector. Additionally, Kirsten Gronbjerg
(1993) and Herman (1994) documented that flinders may force co-
operation by pressing nonprofits to collaborate in sharing of funds,
program efforts, and resources, to name a few. This 'forced' collabo-
ration brings into question the authenticity of cooperation, shared
identity, and integrated action. This brings about a cautionary note
that nonprofits can grow in response to 'state' benefits or penalties,
that organizations can consciously assume the nonprofit form in re-
sponse to state-provided incentives, but warns they can change over
time as the larger political economy and government policies evolve
(Lifset, 1989).


Beyond this 'artificial' cooperation, both Jenice View (1995) and
Jennifer Wolch (1999) bring into question the community character
of dominating mainstream nonprofits and suggest the decentering of
the sector by active incorporation of different, marginalized voices
as a workable strategy for more inclusiveness. View (1995) cites
Jean-Jacques Rousseau's social contract as "the vehicle for bringing
the 'noble savage' out of isolation and into society by his/her con-
sent." She also states that "the social contract has come to mean the
demands that citizens make of government, based in part on their
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expectations of government's capabilities and limits, and of one an-
other, often rooted in unspoken assumptions about the basic nature
of... citizens" which "includes a sense of the responsibilities of citi-
zenship" in a greater mix of voices in service delivery decisions.


Moving to the other part of Herman's question, it is noted that
Henry Hansmann (1988, 1989) had predicted that by the end of the
20th century, there would be two distinct US nonprofit sectors. First
the philanthropic sector, comprised of donatively supported organi-
zations, and the second, comprised of 'commercial' nonprofits, re-
ceiving virtually all their income from the sale of services and fre-
quently competing with for-profit firms. In light of this distinction,
the commercial nonprofits would likely account for more than two-
thirds of the nonprofit sector as a. whole.


LITERATURE REGARDING INDUSTRY


There is a fair amount of literature suggesting that nonprofits are
behaving more and more like a third sector industry. One important
piece of evidence stems from federal government treatment. Sala-
mon (1999) argues that the "Great Society" era was the principal
engine for the most dramatic period of US nonprofit growth, not the
mythology of reliance on public philanthropy. Additionally, the con-
servative political forces of the 1980s with their budgetary cuts and
policy changes pushed the sector toward more commercial behav-
iors. This push has lead to a burgeoning "marketization" of nonprof-
its to survive budget cuts by reducing services, operating more effi-
ciently, finding support alternatives, adopting fee structures, and
even conversion to for-profit status. Salamon points out that the pub-
lic persona of the nonprofit sector still holds to a quaint image of
charity and altruism and ministering to the downtrodden, but in real-
ity it is much more complex. The sector may stress philanthropy as
the primary source of support, but in fact, fees and service charges
are now the principal source of income. This dual persona of pre-
senting their organizations in the best light and tailoring their mes-
sage based on their constituency has received notable attention by
Robert Herman and David Renz (1997).


The Stevens Group (1998) discovered that "nonprofits recognize
the need to build their own capacity through such measures as diver-
sifying their funding and earning a larger portion of their income
directly" and "this signals their commitment to greater self-reliance."
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An additional discovery was that a portion of their study respondents
stated that "re-examination of mission must be considered a practical
response to the current environment of pressure on all corporations
to be more accountable."


As one considers the threats and opportunities posed by legisla-
tive actions as a strong force for nonprofit organizational coopera-
tion, again one has to consider how this leads nonprofits into acting
as an industry for the purpose of organizational, and ultimately, sec-
toral preservation. Estes et al. (1989) indicate that the stability of the
sector depends not only on its economic and organizational viability,
but also on its ability to generate and maintain support in the politi-
cal system for its right to exist as a legitimate sector of society. Be-
yond this, the sector's involvement in advocacy has been called into
question —Salamon (1999) indicates they appear to be advocating
not on behalf of the clients and commimities they serve, but in sup-
port of their own operations. Peter Goldberg and Shirley Stewart
(1996), Regina Herzlinger (1996) and Salamon (1999) document that
the accountability of the nonprofit sector is often questioned and
their lack of professionalization is examined by Frances Piven and
Richard Cloward (1993, 1997) and Wolch (1999). Based on the need
to preserve professional expertise and knowledge, attacks in these
areas could further lead the sector into becoming more of an industry
as opposed to a community.


One of the more visible survival instruments utilized by the
commercial sector is mergers and acquisitions. Thomas McLaughlin
(1998), Jane Arsenault (1998), Mark Singer and John Yankey (1991)
document that this vehicle has not escaped nonprofits and is becom-
ing acceptable amongst them. McLauglilin (1998) brought attention
to the "single largest restructuring of our system of service delivery
in history. But unlike the two previous landmark periods [1930s and
1960s], this restructuring is not federally initiated ... but privately
initiated and privately managed. While the impetus is economic in
nature and more or less actively encouraged by all levels of govern-
ment, the details of the transition are largely left up to the private
nonprofit sector itself." Furthermore "mergers among nonprofits are
necessary. In many parts of the US today, there ... is ... an excessive
number of nonprofit organizations 'that' actually weakens the collec-
tive power of the entire field." With regard to intra-sectoral competi-
tion, Herman pointed out that The United Way, the very entity that
fosters cooperation and collaboration, may well become just another
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competitor as more and more nonprofits view their United Way af-
filiation as not offering the advantages it once did. In addition to
competition, both Gronbjerg (1993) and Ralph Kramer (1982, 1985)
have documented that changes in funding affect service delivery and
program development and become the driving force in shaping social
sector organizations.


A number of other issues are indicative of the sector leaning more
toward becoming an industry. Gail Walraven (1995) strongly urges
embracing the ' P ' word to ensure profitability and maintain obliga-
tions to carry on organizational missions. In addition to embracing
profitability, nonprofit social service organizations have acknowl-
edged the value of private sector tools. Furthermore, Robin Ritchie
et al. (1999) have examined the use of branding as one of the more
novel ways in which nonprofits could gain a competitive edge.


SOCIAL ENTREPRENEURSHIP


One very prominent factor that needs to be considered in this dis-
cussion is the growing hterature on social entrepreneur ship. Some
20 years ago, Dennis Young (1986) defined a 'social entrepreneur'
as someone "engaged in breaking new ground, ... found new organi-
zations, develop and implement new programs and methods." More
recently, Young (2000) stated "nonprofits can be thought of a busi-
nesses with social missions" and J. Gregory Dees and Peter Econ-
omy (2001) described social entrepreneurs as "those adventurous
individuals who seem to enjoy nothing more than creating new busi-
nesses out of thin air ..., reformers and revolutionaries in our society
... [who] make fundamental changes in the way that things are done
in the social sector." Social entrepreneurship is what Dale Galvin
(2006) describes as a "reinvigorated businesslike approach for non-
profits ... a potential change in the focus of nonprofit philanthropy
from charity to investment ... and the development of new tools for
the effectiveness measurement." In light of this discussion, it is quite
significant that Dees, Jed Emerson and Economy (2001) dedicated
an entire text to the issue of enterprising nonprofits that addresses
mission, opportunities, resources, accountability, risk and financial
management, innovation and customer attraction. In fact according
to Jeanne Rooney (2001) "leaders of nonprofits should ... use the
points of business planning and other resources ... as prompts for the
issues relevant to their enterprises" and adapt them to their organiza-
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tions. It is no surprise that this text ends with Bruce Hopkins (2001)
addressing the essential set of laws that are most likely to concern
social entrepreneurs. This issue has also been addressed by Herman
(2005) in the 2nd edition of his Handbook of Nonprofit Leadership
and Management. He indicates that "many foundations and other
funders and donors are actively encouraging public service nonprofit
organizations to become more commercial and more businesslike."
He further indicates that "venture philanthropists are promoting a
'business model' for nonprofit organization." Another important as-
pect that needs to be kept in mind regarding this new wave of philan-
thropy is that the "number of US-based nonprofits has grown at
twice the rate of for-profit ventures in recent years. And it's no coin-
cidence this surge is happening as the huge and famously antiestab-
lishment baby-boom generation starts to rattle another cage"
(Kadlec, 2007).


CONCLUSION


Does all this sound like mission-driven stewardship or brazen
commercialism for the sake of the nonprofit service industry? Even
though Herman (1994) indicates that collaboration in the nonprofit
sector is much more celebrated, the literature seems to offer very
strong indication that the sector is more of an industry. In fact, one is
left feeling that the literature applauds this direction. Therefore, how
can the sector possibly return to what Salamon (1999) calls its
"golden age" when, according to Wolch (1999), the "world in which
community-oriented philanthropy in the pursuit of enlightened self-
interest is no longer as compelling as ensuring short-term returns to
stockholders and gaining market share?" Beyond this, William Ryan
(1999) asks, does the entrance of commercial entities into the realm
of the nonprofit sector, to some extent brought about by governmen-
tal funders' invitation, force nonprofits to behave more like an indus-
try than a community? Doesn't the 'right' to sustain nonprofit mis-
sions give the sector the 'right' to protect one's domain, therefore
one's "industry?"


Based on Salamon's clear evidence that the partnership between
the nonprofit sector and government has a long history and is here to
stay, will deepening this partnership eventually do away with the
sector's ambiguous independence and relegate it to a mere vehicle
for the government? The implication of this "resource-dependency"
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underscores the ongoing debates about nonprofit autonomy and
commercialization. Gronbjerg (1993) and Kramer (1982, 1985) also
voice concern that, in competing for contracts, nonprofits will be-
come unduly infiuenced by bureaucratic requirements, as govern-
ments rely on nonprofits to help in the delivery of services.


How will the theorized two-class societal system of the future,
"gated communities" and the disenfranchised element (McCrae,
1994; Rificin, 1995; Wolch, 1999), also referred to by Toffier and
Toffier (1995) as second wave and third wave thinking and action,
lead the sector to be more of a community, considering that the sec-
tor itself often falls into the 'have-not' category? They also warned
that the changes being brought about by rapidly moving from second
wave to third wave endanger the existing fiscal links between the
rich and the poor. Beyond the original question posed by Herman
(1994), how do the current activities of the nonprofit sector refiect
upon its raison d'etre and Amitai Etzioni's (1996) communitarian
view of characterizing community as "a web of affect-laden relation-
ships among a group of individuals, relationships that often criss-
cross and reinforce one another?" Salamon (1999) also warns that
the very maturation and growth of nonprofit institutions paradoxi-
cally may pose challenges to their continued viability and support.
Along with this message, almost three decades ago, Dennis Young
(1980) suggested that the nonprofit sector's use of "selfish ends"
may lead to their survival. Does the pressing for collaboration only
increase the possibility of doing so for organizational benefit and the
"chasing of funds" to keep organizations alive but not necessarily for
the direct benefit of organizational missions and their constituencies?
Is the sector, in the words of Salamon (1999) "the victim of its own
success?"


The predominance of the literature points to the nonprofit sector
leaning toward becoming an industry. Does the sector potentially
"care" more about its self-interests and its organizations as opposed
to its constituencies, its mission, or its stewardship? Does the sector
do what ever it needs to do to acquire necessary resources for its or-
ganizations? Does the sector appear to be advocating, not on behalf
of the people and communities it serves, but for its own self-interest
and for the budgets and programs that support their own operations?


In this century, "forward-thinking" nonprofit organizations are
laying the groundwork for their own survival. Due to the continued
pressures placed on the sector by the general public, elected officials.
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the business sector and IRS, survival, self-interest, and preservation
through advocacy appear to be the major artillery to allow it to trav-
erse the 21st century as a prominent and significant force. Tricia
McClam and Marianne Woodside (1999) point out that "human ser-
vices will be different in the [21st] century." Furthermore, "to meet
changing demands in service delivery, human service professionals
are already applying skills that are not typically recognized in [their]
...education." Adding to this, chief administrators of nonprofit hu-
man service organizations consider becoming more "business accli-
mated" and adopting and adapting "corporate" methods keys to their
survival and consequently their responsiveness to both market reali-
ties and organizational missions. "This translates into utilizing cor-
porate best practices and ... environmental forces being addressed by
good "business people," those knowledgeable of the various aspects
that encompass ... management" (Farruggia, 2001, 2005).


As the lines between nonprofit and for-profit corporations con-
tinue to blur, it will further make the general public question non-
profit organizations and certainly keep them under the watchful eye
of governmental authorities. This "watchful eye" is well documented
by the work of the US Senate Finance Committee chaired by Sena-
tors Grassley and Baucus as they debate the reforming of charities
and charitable giving. But the sector will continue to move forward
and increase its enterprising character for the benefit of its mission-
driven work. We will only see social entrepreneurship and social
enterprises continue to grow and flourish. The US as well as the
global economy calls out for this trend of organizational enhance-
ment. A similar call to action was very recently voiced by David
Walker (2007); "politicians and civil servants must be willing to
reach across institutional and geopolitical lines to share knowledge
[through] partnerships ... among various governmental agencies, ...
businesses and nonprofit groups ... domestically as well as interna-
tionally." The social enterprise 'train' is moving along the track at a
very strong pace and nonprofit organizations that wish to "keep their
heads above water" need to "purchase" the correct 'ticket' so they
will not be left at the station with a tattered suitcase from last cen-
tury.
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