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The Resilient Sector: 
The Future of Nonprofit America
lester	m.	salamon

A struggle is under way at the present time for the “soul” of America’s non-
profit sector, that vast collection of private, tax-exempt hospitals, higher-

education institutions, day care centers, nursing homes, symphonies, social 
service agencies, environmental organizations, civil rights organizations, and 
dozens of others that make up this important, but poorly understood, compo-
nent of American life. 

This is not a wholly new struggle, to be sure. From earliest times nonprofits 
have been what sociologists refer to as “dual identity,” or even “conflicting mul-
tiple identity,” organizations.1 They are not-for-profit organizations required to 
operate in a profit-oriented market economy. They draw heavily on voluntary 
contributions of time and money yet are expected to meet professional stan-
dards of performance and efficiency. They are part of the private sector yet serve 
important public purposes. 

In recent years, however, these identities have grown increasingly varied and 
increasingly difficult to bridge, both in the public’s mind and in the day-to-day 
operations of individual organizations. In a sense, America’s nonprofit organi-
zations seem caught in a force field, buffeted by a variety of impulses, four of 
which seem especially significant. For the sake of simplicity I label these volun-
tarism, professionalism, civic activism, and commercialism, as shown in figure 
1-1, though in practice each is a more complex bundle of pressures.
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What makes these four impulses especially important is that their relative 
influence can profoundly affect the role that nonprofit organizations play and 
the way in which they operate. Understanding this force field and the factors 
shaping its dynamics thus becomes central to understanding the future both of 
particular organizations and of the nonprofit sector as a whole. 

Sadly, far too little attention has been paid to the significant tensions among 
these impulses. The nonprofit sector has long been the hidden subcontinent on 
the social landscape of American life, regularly revered but rarely seriously scru-
tinized or understood. In part, this lack of scrutiny is due to the ideological 
prism through which these organizations are too often viewed. Indeed, a lively 
ideological contest has long raged over the extent to which we can rely on non-
profit institutions to handle critical public needs, with conservatives focusing 
laserlike on the sector’s strengths in order to fend off calls for greater reliance 
on government, and liberals often restricting their attention to its limitations to 
justify calls for expanded governmental protections.

Through it all, though largely unheralded—and perhaps unrecognized by 
either side—a classically American compromise has taken shape. This compro-
mise was forged early in the nation’s history, but it was broadened and solidified 
in the 1960s. Under it, nonprofit organizations in an ever-widening range of 
fields were made the beneficiaries of government support to provide a grow-
ing array of services—from health care to scientific research—that Americans 
wanted but were reluctant to have government provide directly.2 More, perhaps, 

Figure 1-1. Four Impulses Shaping the Future of Nonprofit America
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than any other single factor, this government-nonprofit partnership is respon-
sible for the growth of the nonprofit sector as we know it today.

Since about 1980, however, that compromise has come under considerable 
assault. Conservative critics, concerned about what they see as an unholy alli-
ance between the once-independent nonprofit sector and the state, have called 
for a return to the sector’s supposed purely voluntary roots.3 Liberal critics have 
bewailed the sector’s departure from a more socially activist past and its sur-
render to professionalism.4 At the same time, the country’s nonprofit manag-
ers, facing an extraordinary range of other challenges as well—significant demo-
graphic shifts, fundamental changes in public policy and public attitudes, new 
accountability demands, massive technological developments, and changes in 
lifestyle, to cite just a few—have been left to their own devices and have turned 
increasingly to the market to survive. Through it all, nonprofit America has 
responded with considerable creativity to its many challenges, but the responses 
have pulled it in directions that are, at best, not well understood and, at worst, 
corrosive of the sector’s special character and role. 

Despite the significance of these developments, little headway has been made 
in tracking them systematically, in assessing the impact they are having both 
generally and for particular types of organizations, and in effectively getting 
the results into the hands of nonprofit managers, policymakers, the press, and 
the public at large. This book seeks to fill this gap: to offer an overview of the 
state of America’s nonprofit sector, to examine the forces that are shaping its 
future, and to identify the changes that might be needed to promote its long-
term health. The result is a comprehensive analysis of a set of institutions that 
we have long taken for granted but that the Frenchman Alexis de Tocqueville 
recognized over 175 years ago to be “more deserving of our attention” than any 
other part of the American experiment.5

The purpose of this chapter is to set the stage for the detailed examination 
of key components of the nonprofit sector that follows. To do so, the chapter 
first introduces this set of institutions and explains the stake the nation has in its 
operations. I then look in a bit more detail at the four impulses identified earlier 
that are shaping this sector at the present time and the implications they have 
for a number of the key facets of nonprofit operations. Against this backdrop, 
the chapter then examines the challenges and opportunities that constitute the 
drivers behind these impulses, the responses nonprofits have generally made to 
them, and the risks that have arisen as a consequence. A final section then offers 
some suggestions for steps that would help ensure that a vibrant nonprofit sec-
tor, performing the functions for which the country has long relied upon it, 
survives into the future.

Perhaps the central theme that emerges from this account is one of resilience. 
The overwhelming impression that emerges from this book’s chapters is that of 
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a set of institutions and traditions facing not only enormous challenges but also 
important opportunities, and finding ways to respond to both with considerable 
creativity and resolve. Indeed, nonprofit America appears to be well along in 
a fundamental process of reengineering that calls to mind the similar transfor-
mation that large segments of America’s business sector have been undergoing 
since the late 1980s.6 Faced with an increasingly competitive environment, non-
profit organizations have been called on to make fundamental changes in the 
way they operate. And that is just what they have been doing. 

The problem, however, is that, although the sector’s organizations have been 
responding resiliently, those responses are taking a toll on their ability to per-
form some of their most important functions. In a sense, nonprofits have been 
forced to choose between two competing imperatives: a survival imperative and 
a distinctiveness imperative, between the things they need to do to survive in an 
increasingly demanding market environment and the things they need to do to 
retain their distinctiveness and basic character.7 How the country’s nonprofit 
organizations balance these demands, and how much understanding and help 
they receive from the broader society in doing so, will shape the condition in 
which the country’s nonprofit institutions survive into the future.

But first we need to clarify what the nonprofit sector is and what makes it so 
deserving of our attention. 

What Is the Nonprofit Sector and Why Do We Need It?

The nonprofit sector is one of the most important components of American 
life, but it is also one of the least understood. Few people are even aware of 
this sector’s existence, though most have some contact with it at some point in 
their lives. Included within this sector are most of the nation’s premier hospi-
tals and universities; almost all of its orchestras and opera companies; a signifi-
cant share of its theater companies; all of its religious congregations; the bulk of 
its environmental advocacy and civil rights organizations; huge numbers of its 
family service, children’s service, neighborhood development, antipoverty, and 
community health agencies; not to mention its professional associations, labor 
unions, and social clubs. Also included are the numerous support organizations, 
such as foundations and community chests, which help to generate financial 
assistance for these organizations and to encourage the traditions of giving, vol-
unteering, and service that undergird them.

More formally, the nonprofit sector consists of a broad range of private orga-
nizations that are generally exempted from federal, as well as state and local, 
taxation on the grounds that they serve some public purpose.8 The term non-
profit, which is commonly used to depict these organizations and which will 
be used here, is actually a misnomer: these organizations are permitted to earn 
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profits—that is, end up with an excess of income over expenditures in a given 
year; what is prohibited is the distribution of any such profit to organizational 
directors or managers. Technically, then, we might more accurately refer to 
these organizations as non-profit-distributing organizations.

Within this complex array of organizations are two broad types: first, mem-
ber-serving organizations, such as labor unions, business associations, social clubs, 
and fraternal societies; and second, public-serving organizations, such as hospi-
tals, universities, social service agencies, and cultural venues. For the purpose of 
this volume, we focus exclusively on the second type, the public-serving organi-
zations, which make up by far the largest, and most visible, component of the 
tax-exempt-organization sector. Also known as charitable organizations, most of 
these organizations earn their exemption from federal income taxation under 
section 501(c)(3) of the Internal Revenue Code, which is reserved for organiza-
tions that operate “exclusively for religious, charitable, scientific, or educational 
purposes.” Alone among tax-exempt organizations, the 501(c)(3) organizations 
are eligible to receive tax-deductible donations from individuals and businesses, 
that is, gifts that the individuals and businesses can deduct from their income 
when computing their income taxes. This reflects the fact that the recipient 
organizations are expected to serve broad public purposes, not just the inter-
ests and needs of the organizations’ members. The public-serving component of 
the nonprofit sector also includes another set of organizations, however, which 
are eligible for tax exemption under section 501(c)(4) of the Internal Revenue 
Code, which is reserved for so-called social welfare organizations. The major 
difference between 501(c)(4) and 501(c)(3) organizations is that the former are 
permitted to engage in lobbying without limit, whereas the latter have limits 
on the extent of their lobbying activity. Because of this, however, contributions 
made to 501(c)(4) organizations are not tax deductible.9

Size of the Sector

No one knows for sure how many tax-exempt nonprofit organizations exist in 
the United States, since large portions of the sector are essentially unincorpo-
rated and the data available on even the formal organizations are notoriously 
imperfect.10 A conservative estimate would put the number of formally con-
stituted tax-exempt organizations, as of the late 2000s, at nearly 2 million, of 
which 1.6 million are in the public-serving component of the sector.11 

Within this public-serving portion of the entire tax-exempt universe, more-
over, are four subgroups of organizations:

—About 1 million service and expressive organizations, ranging from hospi-
tals to advocacy organizations and cultural institutions; 

—A little over 100,000 501(c)(4) social welfare and lobbying organizations;
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—Approximately 114,000 foundations, federated funders, and other “sup-
port organizations”; and 

—Over 400,000 religious congregations.
As of 2007 these public-serving nonprofit organizations employed close 

to 13.5 million paid workers. This represents 10 percent of the entire U.S. 
labor force and makes the nonprofit paid workforce the third largest of any 
U.S. industry, behind only retail trade and manufacturing, but ahead of such 
industries as construction, finance and insurance, and transportation (figure 
1-2). With volunteers included, and their volunteer time translated into the 
equivalent number of full-time workers, the workforce of nonprofit, public 
benefit organizations swells by another 4.5 million full-time-equivalent work-
ers, making it the largest workforce of any U.S. industry—larger than construc-
tion, larger than finance and insurance, even larger than retail trade and all the 
branches of manufacturing combined, as figure 1-2 also shows. 

Employment provides just one measure of the scale of America’s public-
serving nonprofit organizations. Also impressive are the financial resources that 
these organizations command. As of 2007 the revenue of public benefit, non-
profit organizations stood at slightly over $1.7 trillion. Most (76 percent) of this 
revenue, a sizable $1.3 trillion, accrued to the service and expressive organiza-
tions, which form the economic core of the sector. The balance went to the 

Figure 1-2. Employment, Nonprofit Sector and Selected Industries, 2006

Millions of full-time equivalent workers

Source: Lester M. Salamon, America’s Nonprofit Sector: A Primer, 3rd ed. (New York: Foundation 
Center, 2012).
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Figure 1-3. Share of Organizations and Share of Revenue, Nonprofit Service
and Expressive Organizations, by Field, 2007

Source: Lester M. Salamon, America’s Nonprofit Sector: A Primer, 3rd ed. (New York: Foundation 
Center, 2012).
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funding intermediaries ($211 billion), religious congregations ($119 billion), 
and 501(c)(4) social welfare agencies ($85 billion). 

Among the service and expressive organizations, most of the revenue flows 
to health-related organizations. With 11 percent of the organizations, this field 
captured 58 percent of all nonprofit service and expressive organization reve-
nue in 2007, as shown in figure 1-3.12 Education and research organizations 
make up the second-largest component in terms of revenue, with 21 percent of 
the total. By contrast, social service providers, although the most numerous of 
the service and expressive organizations, making up 40 percent of the reporting 
organizations, accounted for a considerably smaller 14 percent of the revenue 
(though this was still a substantial $182 billion). 

These large categories disguise the huge array of separate services and activi-
ties in which nonprofit organizations are involved, however. A classification 
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system developed by the National Center for Charitable Statistics, for exam-
ple, identifies twenty-six major fields of nonprofit activity, and sixteen func-
tions, from accreditation to fundraising, in each. Each major field is then 
further divided into subfields. Thus, for example, the field of arts, culture, 
and humanities has fifty-six subfields, and the field of education, forty-one. 
Altogether, this translates into close to a thousand different types of nonprofit 
organizations.13

Even this fails to do justice to the considerable diversity of the nonprofit sec-
tor. Although most of the employment and economic resources of this sector 
are concentrated in the sector’s large organizations, most of the organizations 
are quite small, with few or no full-time employees. For example, of the more 
than 1.2 million organizations recorded on the Internal Revenue Service’s list 
of formally registered 501(c)(3) and 501(c)(4) organizations (exclusive of reli-
gious congregations, which are not required to register), only about a quarter, 
or 332,000, filed the information form (form 990) required of all organizations 
with expenditures of $25,000 or more. The remaining three-fourths of the orga-
nizations are thus either inactive or below the $25,000 spending threshold for 
filing.14 Even among the filers, close to 45 percent, nearly half, reported less 
than $100,000 in expenditures, and 75 percent reported less than $500,000. 
Taken together, these small organizations accounted for a mere 2.6 percent of 
the sector’s total expenditures. By contrast, only about 4 percent of the orga-
nizations fell into the largest category ($10 million or more in expenditures), 
but these organizations accounted for nearly 83 percent of the sector’s reported 
expenditures.15 The overwhelming majority of the sector’s organizations there-
fore account for only a tiny fraction of the sector’s activity.

Revenue Sources

While most of its organizations are small, America’s nonprofit sector is still a 
major economic presence, with over $1.3 trillion in revenues just in its core 
service and expressive organizations. Where does this revenue come from? 
According to popular mythology, the sector is mostly supported by private phi-
lanthropy. In reality, however, the revenue structure of the nonprofit sector dif-
fers strikingly from this popular conception. In particular, the major sources of 
revenue of nonprofit service and expressive organizations are fees and charges 
paid by their clients or customers (figure 1-4). This source alone accounted for 
52 percent of nonprofit service and expressive organization revenue as of 2007. 
Nor was philanthropy the second major source of revenue. Rather, that position 
was filled by government, which accounted for another 38 percent of overall 
service and expressive organization revenue.16 Philanthropy from all sources—
individuals, foundations, and corporations—came in third among nonprofit 
revenue sources, accounting for only 10 percent of the total.
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To be sure, philanthropy plays a more substantial role in some parts of the 
sector than in others. In particular, it is far more important in the expressive 
fields (arts and recreation) and civic affairs, where it accounts for 37 and 54 per-
cent of the revenue, respectively. Even in the field of social services, long consid-
ered a major destination of charitable support, philanthropy’s lead revenue role 
has been eclipsed by fees and government support.

Functions

Quite apart from their economic importance, nonprofit organizations per-
form major functions in national and community life, functions that define the 
stakes that the nation has in these institutions. Five such functions in particular 
deserve mention.17

the	service	function.	In the first place, nonprofit organizations are ser-
vice providers: they deliver much of the hospital care, higher education, social 
services, cultural entertainment, employment and training, low-income hous-
ing, community development, and emergency aid available in this country. 
More concretely, these organizations constitute:

Figure 1-4. Revenue Sources, Nonprofit Service and Expressive Organizations, 2007

Source: Lester M. Salamon, America’s Nonprofit Sector: A Primer, 3rd ed. (New York: Foundation 
Center, 2012), chap. 3, n. 18. 
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—Half of the nation’s hospitals
—Nearly a third of its private clinics and home health facilities
—Nearly one out of five of its nursing homes
—Close to 40 percent of its higher education institutions
—Seventy percent of its individual and family service agencies
—Nearly 80 percent of its vocational rehabilitation facilities
—Thirty percent of its day care centers
—Over 90 percent of its orchestras and operas
—The delivery vehicles for a major share of its foreign disaster assistance.
While disagreements exist over how “distinctive” nonprofit services are 

compared to those provided by businesses or governments, nonprofits are well 
known for identifying and addressing unmet needs, for innovating, and for 
delivering services of exceptionally high quality. It was thus nonprofit organiza-
tions that pioneered assistance to AIDS victims, hospice care, emergency shelter 
for the homeless, food pantries for the hungry, drug abuse treatment efforts, 
and dozens more too numerous to mention. Similarly, many of the premier 
educational and cultural institutions in the nation are private, nonprofit orga-
nizations—institutions such as Harvard, Princeton, Johns Hopkins, the Met-
ropolitan Museum of Art, and the Cleveland Orchestra, to name just a few. 
To be sure, public and for-profit organizations also provide crucial services, but 
the country’s thousands of private, nonprofit groups add an extra dimension in 
meeting public needs, often responding to needs that neither the market nor the 
government is adequately addressing.

the	 advocacy	 function.	 In addition to delivering services, nonprofit 
organizations also contribute to national life by identifying unaddressed prob-
lems and bringing them to public attention, by protecting basic human rights, 
and by giving voice to a wide assortment of social, political, environmental, 
ethnic, and community interests and concerns. Most of the social movements 
that have animated American life over the past century or more operated in and 
through the nonprofit sector. Included here are the antislavery, women’s suf-
frage, populist, progressive, civil rights, environmental, antiwar, women’s, gay 
rights, and conservative movements. The nonprofit sector thus operates as a 
critical social safety valve, permitting aggrieved groups to bring their concerns 
to broader public attention and to rally support to improve their circumstances. 
This advocacy function may, in fact, be as important to the nation’s social 
health as the service functions the sector also performs.

the	expressive	function.	Political and policy concerns are not the only 
ones to which the nonprofit sector gives expression. Rather, an enormous variety 
of other concerns—artistic, religious, cultural, ethnic, social, recreational—also 
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find expression through this sector. Opera companies, symphonies, soccer clubs, 
churches, synagogues, fraternal societies, book clubs, and Girl Scouts are just 
some of the manifestations of this expressive function. Through them nonprofit 
organizations enrich human existence and contribute to the social and cultural 
vitality of American life.

the	 community-building	 function.	 Nonprofit organizations are 
also important in building what scholars call “social capital,” those bonds of 
trust and reciprocity that seem to be prerequisites for a democratic polity and 
a market economy to function effectively.18 Alexis de Tocqueville understood 
this point well nearly two hundred years ago when he noted in Democracy in 
America that: “Feelings and opinions are recruited, the heart is enlarged, and 
the human mind is developed, only by the reciprocal influence of men upon 
one another. . . . These influences are almost null in democratic countries; 
they must therefore be artificially created and this can only be accomplished 
by associations.”19 By establishing connections among individuals, involvement 
in associations teaches norms of cooperation that carry over into political and 
economic life.

the	 value	 guardian	 function.20 Finally, nonprofit organizations 
embody, and therefore help to nurture and sustain, a crucial national value 
emphasizing individual initiative in the public good. They thus give insti-
tutional expression to two seemingly contradictory principles, both impor-
tant parts of American national character: the principle of individualism, the 
notion that people should have the freedom to take the initiative on matters 
that concern them; and the principle of solidarity, the notion that people have 
responsibilities not only to themselves, but also to their fellow human beings 
and to the communities of which they are part. By fusing these two princi-
ples, nonprofit organizations reinforce both, establishing an arena of action 
through which individuals can take the initiative not simply to promote their 
own well-being but also to advance the well-being of others. This is not simply 
an abstract function, moreover. It takes tangible form in the billions of dollars 
in private charitable gifts that nonprofit organizations help to generate from 
the American public annually and in the 15.8 billion hours of volunteer time 
they stimulate.

The Four Impulses

While these key functions and roles continue to characterize the nonprofit sec-
tor, powerful forces are at work challenging and reshaping a number of them. 
Indeed, as noted earlier, the nonprofit sector appears caught in a difficult force 
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field controlled by four partially conflicting impulses– voluntarism, profes-
sionalism, civic activism, and commercialism—that are pulling it in somewhat 
different directions. These impulses have implications, moreover, for a broad 
swath of nonprofit features, from the roles that nonprofits play and the strategies 
they use to their style of operation, their principal reference groups, their organi-
zational structure, their management style, and their resource base. The power of 
these impulses is hardly identical in all fields, or in all organizations even within 
fields, but there is enough commonality to the impulses to warrant a general 
characterization of their major features as a prelude to examining the drivers 
that are supporting or retarding each.

Voluntarism

Perhaps the most fundamental of these impulses, and the one that has fixed 
itself most securely onto popular conceptions of the nonprofit sector, is the vol-
untaristic impulse. This impulse carries much of the distinctive value claim of 
the nonprofit sector—its function as the vehicle through which individuals give 
expression to a wide assortment of social, cultural, religious, and other values 
and exercise individual initiative for the common good. But in recent years the 
voluntaristic impulse has come to be associated with a more stridently ideologi-
cal conception of this sector. Indeed, as historian Waldemar Nielsen has shown, 
a “simplistic folklore” has attached itself to the American belief system with 
regard to this impulse. According to this folklore, the sectors of American soci-
ety, including particularly the nonprofit sector, “are neatly separated and exist 
in a static, ideologically partitioned relationship to each other, always have been, 
and ideally always should be.” 21 This has given rise, particularly in conservative 
circles, to an ideal image of a nonprofit sector that eschews involvement with 
government, is mostly staffed by selfless volunteers, many of them religiously 
inspired, and wholly, or nearly wholly, supported by charitable giving.22 

Whether in its more ideological or its more balanced forms, this volunta-
ristic impulse continues to exert a strong gravitational pull on public percep-
tions of the nonprofit sector, if less so on the actual operations of the sector’s 
organizations. More specifically, as summarized in table 1-1, the voluntaristic 
impulse has come to be associated with a nonprofit sector whose primary role 
is to express and inculcate values. While a wide assortment of values can find 
resonance with this impulse, in recent years an especially strong current has 
arisen from the religious right and has found expression in the faith-based char-
ity movement. Adherents to this perspective tend to attribute a wide range of 
human problems to the absence or underdevelopment of appropriate normative 
values. The strategies of intervention associated with this impulse therefore often 
emphasize values counseling and self-help, coupled with temporary material 
assistance until the needed value messages are internalized and absorbed.
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Table 1-1. Implications of Four Impulses for Nonprofit Operations

Feature Voluntarism Professionalism Civic activism Commercialism

Role/
objectives

Overcome value 
deficits 

Transform 
individuals

Relieve suffering

Overcome 
physical, 
educational, or 
psychological 
deficits

Offer treatment 

Change struc-
tures of power

Change basic 
policies

Use market means 
for social ends

Efficiently address 
social needs

Strategy Inculcate values
Counseling, 

personal 
renewal

Self-help
Temporary 

material 
assistance

Medical model
Deliver services
Establish services 

as rights

Asset model
Advocacy 

strategy
Organize citi- 

zens/build 
leadership

Access media/ 
elites

Promote social 
entrepreneurs

Locate market 
niches

Pursue self-
sustaining 
income

Measure results

Style Pastoral
Normative
Paternalistic
Particularitistic
Holistic

Programmatic
Technocratic
Therapeutic
Universalistic
Secular

Participatory
Confrontational 
Critical

Entrepreneurial
Efficiency oriented
Profit focused
Measurement 

driven

Principal 
reference  
group

Donors/volun- 
teers

Members

Staff
Profession
Clients

Citizens
Community 

assets

Corporate donors
Customers
Entrepreneurs

Organizational 
structure

Fluid
Ad hoc

Hierarchic
Segmented

Modular
Federated
Alliances

Product focused
Networked
Flexible

Management 
style

Informal
Volunteer 

dominant
Spiritual

Bureaucratic
Formal
Rule bound

Consensual
Collaborative
Participatory

Responsive
Bottom-line 

focused
Disciplined

Resource base Voluntarism
Individual 

philanthropy

Government
Fees
Institutional 

philanthropy

Philanthropy
Voluntarism
Government

Venture philan- 
thropy

Sales
Vouchers

The style of intervention emphasized in the voluntaristic impulse therefore 
tends to be pastoral, normative, nonprofessional, holistic, and at times pater-
nalistic. The stakeholders or reference groups most closely associated with this 
impulse are often individual donors and volunteers, who serve as role models 
for the disadvantaged and whose religious faith and values of hard work and 
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personal responsibility are to be transmitted to those lacking them. The organi-
zational structures associated with the voluntaristic impulse tend to be fluid and 
ad hoc, and the management style flexible and informal, as befits a volunteer-
based staffing pattern. Finally, the resource needs of organizations imbued with 
the voluntaristic impulse are different in both scale and kind from those of other 
types of organizations, relying much more heavily on volunteers and charitable 
contributions rather than fees or government support.23

Professionalism

While the folklore of voluntarism remains dominant in much of the belief 
system surrounding the American nonprofit sector, a second impulse has pro-
foundly shaped the reality of nonprofit operations. This is the impulse of profes-
sionalism. By professionalism, I mean the emphasis on specialized, subject- matter 
knowledge gained through formal training and delivered by paid experts.24 

Professionalism has had a profound effect on the nonprofit sector, strength-
ening its capacities in important respects but at least partially displacing the 
sector’s voluntaristic character.25 While many of these effects have been attrib-
uted to the sector’s involvement with government, in truth professionalism 
has probably had as much impact on government as government has had on 
professionalism since a push by professionals to establish government licens-
ing or program-staffing requirements is one of the crucial steps in establishing 
a profession.26 At the least, the rise of professionalism within the nonprofit sec-
tor clearly predated the expansion of government involvement in the fields in 
which nonprofits are active. The transformation of private hospitals from small 
community institutions addressing the primary-care needs of communities into 
large bureaucratic institutions dominated by professionally trained doctors took 
place between 1885 and 1915, decades before Medicare and Medicaid had even 
been contemplated.27 So, too, the professionalization of social work and the rise 
of “case work” rather than community organizing and social reform as the pri-
mary social-work mode of intervention was well along by the turn of the twen-
tieth century and firmly in place by 1920.28 What is more, the engine for this 
change was private philanthropy (in the form of local community chests) rather 
than government, as the scientific charity movement sought to replace what was 
widely perceived to be the inadequacies of well-meaning volunteers with the 
“trained intelligence” of professionals.29

While government did not introduce the professional impulse into the non-
profit sector, it has certainly helped to nurture and sustain it, both by providing 
professions with a mechanism through which to enforce professional standards in 
government-funded programs and by providing the funds needed to hire profes-
sional staff. In the process, it has helped push nonprofit organizations in directions 
quite different from those imparted by the voluntaristic impulse. While it shares 
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with voluntarism a deficit model emphasizing individual shortcomings as the cause 
of human problems, professionalism emphasizes not normative shortcomings but 
social, educational, physical, and psychological ones. The role of the nonprofit sec-
tor in this view is thus to offer professional services to disadvantaged clients (see 
table 1-1). “Not alms but a friend,” the long-standing slogan of the voluntaristic 
Boston Associated Charities, thus came to be replaced in professional social-worker 
circles by the mantra, “Neither alms nor a friend, but a professional service.”30

Professionalism’s strategy thus relies on a medical model, treating beneficia-
ries essentially as “patients” needing some form of “treatment,” whether physi-
cal, or educational, or psychological. Unlike the pastoral and holistic operating 
style characteristic of the voluntaristic impulse, the professional style is thus 
therapeutic, technocratic, segmented, and secular. The principal reference group 
for the professional impulse is not donors or beneficiaries but professional staff 
and the profession itself. Consistent with these features, professionalism creates 
organizational structures that are hierarchic and segmented; uses a management 
style that tends toward the bureaucratic, formal, and rule-bound; and requires 
the more ample and reliable resources of government and fees for support. 

Civic Activism

Far different from both the voluntaristic and professional impulses is a third 
impulse coursing through the nonprofit sector: the impulse of civic activ-
ism. According to this perspective, the real source of the social ills besetting 
significant segments of the American public does not lie in the values, or in 
the psychological or skill deficits, of disadvantaged individuals. Rather, it lies 
in the structures of social, economic, and political power that such individu-
als confront in the broader society and in the unequal access to opportunities 
that result. The solution to these social ills therefore does not depend on moral 
preachment by well-meaning volunteers or treatments administered by trained 
professionals but on the mobilization of social and political pressure to alter the 
structures of power and correct the imbalances of opportunity.31

The settlement house movement of the late nineteenth and early twenti-
eth centuries clearly embodied this approach. Although providing immediate 
services to residents of the neighborhoods in which they were located, the real 
focus of the settlements, according to their historian, was to “bring about social 
reform, thus alleviating the underlying causes of social problems.”32 Seventy-five 
years later, this perspective remained uppermost in the mind of the first presi-
dent of Independent Sector, the national umbrella group for American non-
profit organizations, who referred to “efforts to influence public policy” as “the 
role society most depends on [the voluntary sector] to perform.”33

Instead of expressing values and transforming individuals, the social activism 
impulse thus sees the fundamental role of the nonprofit sector to be eliminating 
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the need for services by changing the balance of power in society and opening 
channels of opportunity to a broader swath of the population (see table 1-1). 
Unlike the deficit strategies embodied in both the voluntaristic and professional 
impulses, the civic activism impulse embodies an “asset model,” using a strat-
egy that sees in the disadvantaged population an enormous resource that can be 
mobilized and organized to bring about significant societal change. The basic 
operating style favored in this impulse is thus at once participatory, empower-
ing, and confrontational, bringing pressures on the powers that be to establish 
worker rights and offer access to education and other services that those on the 
bottom of the economic pyramid are unable to secure through market means. 
The principal reference groups for advocates of this perspective are ordinary 
citizens and those in greatest need plus, where available, the media to amplify 
the voice of otherwise voiceless constituencies. To achieve its empowerment 
objectives, the civic activism impulse fosters a modular organizational structure, 
with multiple linked nodes of action and mobilization. Its management style 
is consensual, participatory, and, where possible, collaborative, building alli-
ances wherever willing partners can be located. And its resource base tends to be 
engaged individuals and, paradoxically in recent decades, government support. 

Commercialism/Managerialism

Finally, in the past several decades, a fourth impulse has burst upon the non-
profit scene, commercialism—and its next-of-kin, managerialism.34 This impulse, 
too, has its distinctive features and its distinctive implications for the opera-
tion of nonprofit organizations, some of which are consistent with the other 
impulses, but others of which are clearly in tension. The role that the commer-
cial impulse presses on the nonprofit sector is a service role, but one that empha-
sizes managerial efficiency, innovation, and cost containment—dimensions that 
run counter to professionalism’s emphasis, first and foremost, on effectiveness. 
The strategy embodied in the commercial impulse is the injection of a differ-
ent type of professionalism into the operation of nonprofit organizations, not 
the subject-matter professionalism of doctors, social workers, and educators, but 
the business-oriented skills of the managerial professional. This includes the use 
of strategic planning, quantitative measurement of outcomes, identification of 
market niches, and heightened attention to operational efficiency (see table 1-1).

The style emphasized by the commercial/managerial impulse is entrepreneur-
ial and businesslike, efficiency oriented and measurement driven. The principal 
reference groups for those espousing the commercial impulse are business lead-
ers, entrepreneurs, and actual or potential beneficiaries of an agency’s services, 
who are reconceptualized as “customers.” The commercial/managerial impulse 
calls for organizational structures that are focused on individual “products” or 
“lines of business,” with metrics that track each line of business separately and 
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network structures that encourage coordination but allow considerable auton-
omy for “product managers.” The management style consistent with this impulse 
emphasizes clear lines of authority and disciplined performance, which is 
achieved through regular measurement against preset targets and the flexibility 
to advance and dismiss staff on the basis of performance rather than professional 
credentials. In terms of revenue, the commercial impulse drives its adherents to 
search out sustainable revenue streams that can attract private investment capital 
for start-up and expansion. This means fee income and government entitlement 
program support, particularly such support delivered through vouchers and 
other market-based, consumer-side subsidies.

Navigating the Force Field

To be sure, these brief descriptions cannot do justice to the nuances and com-
plexities of these various impulses. They are presented here as heuristic devices 
to suggest some of the major pressures to which nonprofit organizations are 
being subjected. What is more, while the impulses are in some tension with 
each other, there are also clearly points of mutual reinforcement. For example 
professionalization and the growth of nonprofit paid staff have not displaced the 
nonprofit involvement in advocacy, though they may have changed its charac-
ter in certain ways. Similarly, the emergence of social entrepreneurs and social 
ventures, while a manifestation of the commercial impulse, also reinforces the 
voluntaristic impulse emphasizing private initiative in the common good. The 
challenge, therefore, is not to find the single best impulse to follow but rather 
the combination that produces the most meaningful and appropriate balance 
needed to allow organizations to survive and grow while still holding true to 
their distinctive attributes. 

These impulses are not, moreover, disembodied concepts floating in space. 
Rather, they take concrete form in the actions of the sector’s stakeholders—
those who provide the resources, set the regulations and incentives, serve on 
the boards, operate the organizations, frame public perceptions, and lend their 
support in countless other ways. Lacking the firm anchor of a single clear, 
dominant, raison d’être—such as maximizing profit in the case of business and 
securing popular political support in the case of government—nonprofits are 
especially vulnerable to being pulled this way and that by whichever pressure is 
dominant at the moment. 

And this is just what appears to be happening at the present time. Respond-
ing brilliantly and resiliently to a variety of dominant challenges and pressures, 
significant components of the nonprofit sector have moved far from the sweet 
spot that has historically earned the sector public trust, and too little attention 
has been given to bringing public understanding in line with operating realities 
or to finding a more appropriate balance among the impulses that are pressuring 
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the sector and its leaders. In a sense, to survive in a demanding environment, 
nonprofit organizations are being forced to surrender what may be too many of 
the things that make them distinctive and worthy of the special advantages they 
enjoy. Of special note in recent years has been the growing impact of the com-
mercial/managerial impulse, eclipsing the professional emphasis on effectiveness 
and the voluntaristic emphasis on expressiveness, and potentially undermining 
as well much of the sector’s historic attention to civic activism. 

Nonprofit leaders are not without choices in this process, of course. But their 
choices are highly constrained by the balance of challenges and opportunities 
they face. Any account of the “future of nonprofit America” in the face of these 
impulses must therefore be a story in three parts, focusing first on these chal-
lenges and opportunities and the extent to which they support or retard these 
impulses, then examining how the sector’s leaders have responded, and finally 
assessing the consequences of these responses both for individual organizations 
and subsectors and for nonprofit America as a whole. Only then will it be pos-
sible to suggest what alternative options might be worth considering to achieve 
a more appropriate balance than seems to be emerging among the impulses at 
play. It is to these tasks that we therefore now turn. 

Six Challenges

Writing in 1981, at the end of a decade that witnessed a renaissance of interest 
in America’s nonprofit organizations, Stuart Langton found reason to declare 
the dawn of a “new voluntarism” in America and to see in the nation’s volun-
tary organizations “a sector of hope in an age of diminishing expectations” and 
“a corrective force in American society.”35 Exactly three decades later, Langton’s 
“sector of hope” has become, if not quite a sector of despair, at least one of seri-
ous concerns. Despite the important contributions they make, nonprofit orga-
nizations find themselves at present in a time of testing. Once-sacrosanct tax 
deductions for charitable contributions have been offered up as part of deficit 
reduction deals; entitlement programs that fueled nonprofit growth for decades 
are on the chopping block; and new competitors, some of them taking new 
institutional forms, are challenging not only the nonprofit sector’s market share 
in fields that nonprofits once dominated, but also its claim to distinctiveness as 
the sector that uniquely mobilizes private initiative for the common good.

To be sure, nonprofits are not alone in facing significant challenges at the 
present time. But the challenges facing nonprofit organizations are especially 
daunting since they go to the heart of the sector’s operations and raise ques-
tions about its very existence. Against the backdrop painted above, it is there-
fore necessary to look more closely at these challenges before turning, in a subse-
quent section, to the opportunities the sector also faces. Fundamentally, six such 
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challenges seem especially significant. From all indications, moreover, these chal-
lenges seem likely to persist, and in some cases to intensify, in the years ahead.

The Fiscal Challenge

In the first place, America’s nonprofit organizations confront a significant fis-
cal squeeze. This fiscal squeeze has waxed and waned over the sector’s recent 
history stretching from 1965 to the present, but the current period appears to 
mark a new level of severity. To see this, the discussion here examines the period 
of government-fueled fiscal growth from 1965 to 1980, the period of retrench-
ment that followed in the 1980s, the partial recovery that ensued from 1990 to 
2009, and the further retrenchment that seems in store for the second decade of 
the twenty-first century. 

the	great	society	and	beyond,	1965–80.	Fiscal distress has been a way 
of life for the nonprofit sector throughout its history, but this eased significantly 
during World War II and even more so during the 1960s, when the federal 
government expanded its funding, first, of scientific research, and then of a wide 
range of health and social services. Thus, as shown in figure 1-5, government 

Figure 1-5. Government Social Welfare Expenditures, 1965–2000

Source: U.S. Bureau of Economic Analysis, National Income and Product Accounts, table 3.16.
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social welfare spending grew at a robust average annual rate of 6.8 percent 
during the 1965–80 period, driven largely by the 8.2 percent average annual 
growth in federal social welfare spending as the social programs of President 
Lyndon Johnson’s Great Society kicked in.

Though it is not widely recognized, governmental efforts to stimulate scien-
tific advance and overcome poverty and ill health during this period relied heav-
ily on nonprofit organizations for their operation, following a pattern that was 
established early in this nation’s history.36 By the late 1970s, as a consequence, 
federal support alone to American nonprofit organizations outdistanced private 
charitable support by a factor of two to one, while state and local governments 
provided additional aid.37 What is more, this support percolated through a wide 
swath of the sector, providing needed financial nourishment to universities, hos-
pitals, clinics, day care centers, nursing homes, employment and training cen-
ters, family service agencies, and many more. Indeed, much of the modern non-
profit sector as we know it took shape during this period as a direct outgrowth 
of expanded government support.

federal	 retrenchment,	 1980–90.	 This widespread government sup-
port to nonprofit organizations suffered a significant shock, however, in the 
early 1980s. Committed to a policy of fiscal restraint and inspired by the goal of 
restoring the voluntaristic impulse to the nonprofit sector (“We have let govern-
ment take away too many of the things that were once ours to do voluntarily,” 
is how Ronald Reagan put it in one of his first speeches as president), the Rea-
gan administration launched a serious assault on federal spending in precisely 
the areas where federal support to nonprofit organizations was most extensive—
social and human services, education and training, community development, 
and nonhospital health care.

Although the budget cuts that occurred were not as severe as proposed, fed-
eral support to nonprofit organizations, outside of Medicare and Medicaid, 
declined by approximately 25 percent in real dollar terms in the early 1980s and 
did not return to its 1980 level until the latter 1990s.38 Some state governments 
boosted their own spending in many of these fields but not nearly enough to 
offset the federal cuts. Indeed, as figure 1-5 shows, total government social wel-
fare spending grew at an anemic average annual rate of 1.9 percent during the 
1980–90 decade, well below the growth of the population, and even this was 
largely due to the growth of the major entitlement programs of Social Security 
and Medicare, which the Reagan administration chose not to touch. Outside 
of pensions, public education, and health, however, overall government social 
welfare spending declined by more than $30 billion between 1981 and 1989. 
Nonprofit organizations in the fields of community development, employment 
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and training, social services, and community health were particularly hard hit 
by these reductions.

partial	 resumption	 of	 government	 social	 welfare	 spending	
growth,	 1990–2007.	 Government social welfare spending resumed its 
growth in the 1990s and into the new century but at a much slower average 
rate than during the 1965–80 period. A number of factors seem to have been 
responsible for this growth:

—Expansion of entitlement program coverage. Responding to various constit-
uencies whose needs remained inadequately addressed by the social programs 
of the Great Society, especially in the wake of the Reagan retrenchment of the 
1980s and the Contract with America cuts introduced in the mid-1990s, Con-
gress expanded eligibility under the basic government entitlement programs 
for health and income assistance. For example, coverage under the federal 
Supplemental Security Income program, which was originally created to pro-
vide income support to the elderly poor, was expanded to cover people with 
disabilities, including children and youth, increasing the number of recipients 
by 50 percent, from 4.1 million in 1980 to 6.6 million by 1999.39 And similar 
extensions of coverage occurred in Medicaid and other entitlement programs.40

—New federal initiatives. In addition to expanding coverage under existing 
programs, federal policymakers also created programs to address long-standing 
or newly emerging social ills. For example, four federal child care programs were 
added in 1988 and 1990 alone, and special programs were added as well for 
homeless people, AIDS sufferers, children and youth, people with disabilities, 
voluntarism promotion, drug and alcohol treatment, and home health care.41

—Medicalization of aid. In the face of cuts to discretionary grant programs, 
many states found ways to shift activities previous funded from state resources 
or federal discretionary programs subjected to Reagan-era budget cuts, and 
reconfigure them to make them eligible for funding under the more lucrative 
Medicaid or SSI entitlement programs.42

—The welfare reform windfall. Passage in 1996 of the Personal Responsibil-
ity and Work Opportunity Reconciliation Act (welfare reform) produced its 
own windfall of resources in program areas of interest to nonprofits. This was so 
because the act replaced the existing program of entitlement grants for welfare 
recipients channeled through states with fixed, six-year federal grants to states 
for use in both direct payments to welfare recipients and, if funds were avail-
able, programs supporting work readiness, child care, and human services to 
help welfare recipients transition into work. When welfare rolls began to fall 
sharply in the late 1990s thanks to the economic boom then in progress, the 
funds needed for direct payments to beneficiaries declined, and states found 

01-0330-3 ch1.indd   23 5/7/12   10:10 AM



24  The State of Nonprofit America

themselves with a fiscal windfall that they were able to invest in expanded ser-
vice programs designed to prepare even more welfare recipients for work. As a 
result, the social welfare system was temporarily awash with funds.43

return	of	retrenchment,	2009	onward.	Although government sup-
port of the nonprofit sector resumed its growth in the 1990s and into the new 
millennium, albeit at a slower pace, the experience of the 1980s and early 1990s 
left behind a lingering residue of anxiety that has still not subsided. This anxiety 
was reignited, moreover, by the conservative revolt that produced the Contract 
with America experience of the mid-1990s, with its calls for further sharp reduc-
tions in government social welfare spending, and by the additional significant 
cuts in discretionary programs of interest to nonprofits proposed by the Bush 
administration beginning in 2002.44 

More recently, the banking crisis and resulting recession that began in 2008 
added new causes for concern. Although the economic recovery program passed 
by Congress in early 2009 helped to buffer many human service nonprofits 
from the early effects of this recession, a shift in the country’s political climate 
following the 2010 election all but slammed the door on additional antireces-
sionary assistance. More seriously, concern about the substantial federal deficit 
bequeathed by the Bush-era tax cuts, the costly wars in Iraq and Afghanistan, 
and the efforts to combat the recession has made it increasingly clear that gov-
ernment’s past role as a major source of nonprofit revenue growth is likely to 
be scaled back extensively. With powerful political forces insisting that deficit 
reduction proceed entirely, or at least chiefly, through spending cuts as opposed 
to revenue increases, the stage was set for another extended period of retrench-
ment focusing on precisely the public programs of most concern to nonprofit 
organizations. This time, however, it seems likely that retrenchment will also 
carve into the once-sacrosanct entitlement programs of Medicare and Medicaid, 
two of the major sources of federal support not just to nonprofit hospitals but 
also to assisted living facilities and providers of day care, home health, support-
ive services for the developmentally disabled, and many more.45 Given the fiscal 
pressures facing state and local governments as well, the prospects for contin-
ued growth in nonprofit revenue from government sources at anything like even 
recent rates thus appear dim.

from	 producer	 subsidies	 to	 consumer	 subsidies.	 Not just the 
amount, but also the form, of public sector support to the nonprofit sector 
changed during this period, moreover. Where in the 1960s and 1970s govern-
ment offered grants and contracts to nonprofit organizations and gave non-
profits the inside track, the ascendance of conservative political elements in the 
1980s and beyond brought with it a conscious effort through executive office 
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circulars and other vehicles to encourage government program managers to 
promote for-profit involvement in government contract work instead, includ-
ing that for human services.46 At the same time, given the prevailing climate of 
tax cuts and hostility to expanded government spending throughout the 1980s 
and into the 1990s, policymakers increasingly responded to social welfare and 
related needs by relying more heavily on unconventional tools of government 
action, such as loan guarantees, tax expenditures, and vouchers, which do not 
appear as visibly on the budget and which channel aid to the consumers of ser-
vices instead of the producers, thus requiring nonprofits to compete for clients 
in the market, where for-profits have traditionally had the edge.47 

The use of such tools is by no means entirely new, of course. The deduction 
for medical expenses and the exclusion of scholarship income, for example, have 
long been established features of the tax code. But the use of such tools in fields 
where nonprofits are active expanded considerably over the past decade or more 
with the addition or extension of programs such as the child care tax credit, the 
credit for student loan interest payments, the low-income housing tax credit, 
and the new market tax credit. Just three of these tools—tax expenditures, loan 
guarantees, and direct loans—amounted to $484.1 billion in federal assistance 
in fields where nonprofits are active as of 2010 (see chapter 15, this volume). 
This is double their scale two decades earlier, as shown in table 1-2, and roughly 
equivalent to the more than $500 billion in total direct government support 
flowing to nonprofits. In many fields, such as day care, the indirect subsidies 
available through the tax system easily exceed those supported by the outright 
spending programs.48And these figures do not even include the massive sums 
spent through the two sizable federal voucher programs, Medicare and Medic-
aid. Already by 1980 as a consequence, the majority (53 percent) of federal assis-
tance to nonprofit organizations took the form of such consumer-side  subsidies, 

Table 1-2. Federal Tax Expenditure and Loan Programs in Fields 
of  Nonprofit Activity, 1990 and 2010

Type of program

Amount 
(billions of constant 2010 dollars)

Percent change, 
1990–20101990            2010

Tax expenditures 201.2 292.5 45.4
Direct loans    0.2 149.4 84,846.2 
Loan guarantees 47.3 42.3 –10.6
 Total 248.7 484.1 94.7

Source: U.S. Office of Management and Budget, Budget of the U.S. Government, FY 2012, sup-
plemental tables; Budget of the U.S. Government, FY1992, special analyses.
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much of it through the Medicare and Medicaid programs. By 1986 this stood at 
70 percent, and it continued to rise into the 1990s and beyond.

In part, this shift toward consumer-side subsidies resulted from the concen-
tration of budget cuts almost exclusively on the so-called discretionary spend-
ing programs, which tend to be producer-side grant and contract programs, 
while Medicare and Medicaid—both of them demand-side subsidies—contin-
ued to grow.49 In part also, however, the shift toward consumer-side subsidies 
reflects the ascendance of conservative political forces that favor forms of assis-
tance that maximize consumer choice. The price of securing conservative sup-
port for new or expanded programs of relevance to nonprofit organizations in 
the latter 1980s and 1990s, therefore, was to structure them as vouchers or tax 
expenditures. The new Child Care and Development Block Grant enacted in 
1990, and then reauthorized and expanded as part of the welfare reform leg-
islation in 1996, thus specifically gave states the option to use the $5 billion 
in federal funds provided for day care to finance voucher payments to eligible 
families rather than grants or contracts to day care providers, and most states 
have pursued this option. As of 1998, therefore, well over 80 percent of the chil-
dren receiving day care assistance under this program were receiving it through 
such voucher certificates, and another $3.5 billion in federal day care subsidies 
is delivered through a special child care tax credit.50 Compared to this $7 billion 
in consumer-side subsidies for day care, the total that the federal government 
makes available through its producer-side social services block grant for the full 
range of social services, including day care, stood at only $2.8 billion. 

Nonprofit day care providers, like their counterparts in other fields, have 
thus been thrown increasingly into the private market to secure even public 
funding for their activities. As a result, they have been obliged to master com-
plex billing and reimbursement systems and to learn how to “market” their ser-
vices to potential “customers.” Worse yet, the reimbursement rates in many of 
these programs have often failed to keep pace with rising costs, putting a further 
squeeze on nonprofit budgets and making it harder to sustain mission-critical 
functions such as advocacy and charity care, as reflected in chapters 2 and 4 on 
health and social services in this volume.

Not only did government support to nonprofit organizations change its 
form during this period but so did important elements of private support. 
The most notable development here was the emergence of “managed care” in 
the health field, displacing the traditional pattern of fee-for-service medicine. 
Medicare provided an important impetus for this development by replacing its 
cost-based reimbursement system for hospitals in the early 1980s with a system 
of fixed payments for particular procedures. Corporations, too, responded to 
the rapid escalation of health care benefits for their workers by moving aggres-
sively during the 1980s to replace standard fee-for-service insurance plans 
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with managed care plans that featured up-front capitation payments to man-
aged care providers. These providers then inserted themselves between patients 
and health care providers, negotiating rates with the latter and deciding which 
procedures were truly necessary. By 1997 close to 75 percent of the employ-
ees in medium and large establishments, and 62 percent of the employees in 
small establishments, were covered by some type of managed care plan.51 More 
recently, managed care has expanded into the social services field, subjecting 
nonprofit drug treatment, rehabilitation service, and mental health treatment 
facilities to the same competitive pressures and reimbursement limits as hospi-
tals have been confronting. 

Taken together, these shifts added significant force to the commercialism 
impulse pressing on the nonprofit sector. The new forms of public action put 
a premium on skills and capacities far different from those advantaged by the 
other impulses outlined above. To survive in this new government market-
place, nonprofits had to adapt to the new commercial realities, find new market 
niches, or surrender market share. As we will see, most did some of each.52

changes	in	philanthropic	support.	Adding to the fiscal pressure non-
profits face has been the inability of private philanthropy to offset cutbacks in 
government support and finance expanded nonprofit responses to community 
needs. To be sure, private giving has grown considerably over the recent past. 
Between 1977 and 1997, for example, total private giving grew by some 90 
percent after adjusting for inflation, roughly equivalent to the growth of gross 
domestic product. However, this lumps the amounts provided for the actual 
operations of charities in a given year with large endowment gifts to founda-
tions, universities, and other institutions—gifts typically not available for use in 
a given year—as well as with gifts to religious congregations, most of which goes 
to the upkeep of the congregations and clergy.53 When we focus on the private 
gifts available to support nonprofit human service, arts, education, health, and 
advocacy organizations over this twenty-year period the growth rate was closer 
to 62 percent, still impressive, but well below the 96 percent growth in over-
all nonprofit revenue.54 Indeed, as a share of personal income, private giving 
declined steadily in the United States between the 1970s and the early 1980s, 
from an average of 1.86 percent in the 1970s, to 1.78 percent in the 1980s, and 
to 1.72 percent in the early 1990s. As a share of total sector income, private giv-
ing thus actually lost ground between 1977 and 1997, falling from 18 percent 
of the total in 1977 to 10 percent in 1997 excluding religion, and from 26 per-
cent to 17.5 percent with religion included.55 

Giving grew somewhat more robustly in the more recent 1997–2007 period, 
but the amounts reaching nonprofit service, expressive, and religious orga-
nizations still lagged behind the overall growth of these organizations. Thus, 
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as shown in table 1-3, with religious congregations included, giving to these 
operating nonprofit organizations increased 42 percent between 1997 and 
2007 after adjusting for inflation, while overall revenue for these organizations 
increased by 50 percent. Giving’s share of the total, with religion included, thus 
shrank further, to 16.5 percent. Outside of religion, giving to nonprofit service 
and expressive organizations registered a more sizable 64 percent growth during 
this decade, compared to a growth of 53 percent in the overall revenue of these 
organizations. However, because it started from such a small base, giving barely 
held its own as a share of total revenue for these organizations, increasing from 
9.5 percent of the total in 1997 to 10.2 percent in 2007. And with the onset of 
the 2008 recession and the shrinking of assets caused by the housing bust and 
the banking crisis, the growth rate of private giving has slowed again. Indeed, 
overall private giving actually declined in absolute terms in 2008.56

The Competition Challenge

In addition to a fiscal challenge, nonprofit America has also faced a serious com-
petitive challenge as a result of a significant growth of for-profit involvement in 
many traditional fields of nonprofit activity, from health care and welfare assis-
tance to higher education and employment training. This, too, is not a wholly 
new development. Thus the nonprofit share of day care jobs dropped from 52 
percent to 38 percent between 1982 and 1997, a decline of some 27 percent. 
And as shown in table 1-4, similarly sharp declines in the relative nonprofit 
share occurred among rehabilitation hospitals (down 50 percent), home health 
agencies (down 48 percent), health maintenance organizations (down 60 per-
cent), kidney dialysis centers (down 45 percent), hospices (down 15 percent), 
and mental health clinics (down 11 percent). In many of these fields the abso-
lute number of nonprofit facilities continued to grow, but the for-profit growth 

Table 1-3. Charitable Giving to Nonprofit Operating Organizations, 
1997 and 2007
Percent

Type of recipient organization

Percent increase, 1997–2007 
(in constant dollars)

Giving as percent 
of total revenue

Private giving Total revenue 1997 2007

Service and expressive 64 53 9.5 10.2
Religious congregations 21 25 88.0 85.0
 All 42 50 17.5 16.6

Source: Murray S. Weitzman and others, The New Nonprofit Almanac and Desk Reference, 2002 
(San Francisco: Jossey-Bass, 2002), pp. 96–97; Lester M. Salamon, America’s Nonprofit Sector: A 
Primer, 3rd ed. (New York: Foundation Center, 2012), chap. 3, n. 18.
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outpaced it. And in at least one crucial field—acute care hospitals—while the 
nonprofit share increased slightly, a significant reduction occurred in the abso-
lute number of nonprofit (as well as public) facilities, so that the for-profit share 
of the total increased even more.57

But the scope of competition appears to have broadened considerably in 
more recent years, and in an increasing range of fields nonprofits have been los-
ing market share. Thus, as table 1-5 reveals, between 1997 and 2007 the non-
profit share of employment declined relative to that of for-profit providers in 
the fields of individual and family services (down 23 percent), community care 
facilities for the elderly (down 20 percent), home health care (down 19 percent), 
specialty hospital care (down 13 percent), outpatient care centers (down 8 per-
cent), nursing care facilities (down 3 percent), and day care (down 2 percent).58

Table 1-4. Nonprofits’ Share of Private Employment and Facilities,
Selected Fields, 1997 and 1982
Percent

Measure

Nonprofit share Percent change 
in relative non-

profit share1982 1997

Employment
Child day care 52 38 –27
Job training 93 89 –4
Individual and family services 94 91 –3
Home health 60 28 –53
Kidney dialysis centers 22 15 –32

Facilities/enrollment
Dialysis centers 58a 32 –45
Rehabilitation hospitals 70a 36 –50
Home health agencies 64a 33 –48
Health maintenance organizations 65a 26 –60
Residential treatment facilities for children 87b 68 –22
Psychiatric hospitals 19a 16 –16
Hospices 89c 76 –15
Mental health clinics 64b 57 –11
Higher education enrollments 96 89 – 7
Nursing homes 20b 28 40
Acute care hospitals 58a 59 2

Source: U.S. Economic Census, 1999, fig. 2.1; Digest of Education Statistics, 2000, pp. 209, 202–03.
a. Initial year for data is 1985, not 1982.
b. Initial year for data is 1986, not 1982.
c. Initial year for data is 1992.
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The range of for-profit firms competing with nonprofits has broadened, 
moreover. For example, the recent welfare reform legislation, which seeks to 
move large numbers of welfare recipients from welfare dependence to employ-
ment, attracted defense contractors like Lockheed Martin into the social welfare 
field. What these firms offer is less knowledge of human services than informa-
tion-processing technology and contract management skills gained from serv-
ing as master contractors on huge military system projects, precisely the skills 
now needed to manage the subcontracting systems required to prepare welfare 
recipients for work.59 Similarly, for-profits have made substantial inroads in the 
field of higher education. Between 1980 and 2005, while enrollment in public 
and nonprofit higher education institutions each grew by roughly 37 percent, 
enrollment in for-profit institutions expanded by 800 percent—from just over 
110,000 to more than 1 million students.60 Even the field of charitable fund-
raising has recently experienced a further significant for-profit incursion in the 
form of financial service firms such as Fidelity and Schwab, which have created 
their own charitable gift funds. By 2000 the Fidelity Charitable Gift Fund had 
attracted more assets than the nation’s largest community foundation and dis-
tributed three times as much in grants.61 Taken together, the assets held in the 
donor-advised funds managed by the 38 corporate-originated charitable funds 
as of 2007 exceeded the donor-advised-fund holdings of all 600 of the nation’s 
community foundations.62 

The reasons for this striking for-profit success are by no means clear and vary 
from field to field. The shift in forms of public funding mentioned earlier has 
very likely played a significant role: by shifting from producer-side subsidies to 
consumer-side subsidies, government channeled more of its assistance through 

Table 1-5. Change in Nonprofits’ Share of Employment, Selected Fields, 
1997–2007
Percent

Field
Change in 

nonprofit share

Individual and family services –23
Community care facilities for the elderly –20
Home health care facilities –19
Specialty hospitals (other than psychiatric) –13
Outpatient care facilities –8
Nursing care facilities –3
Other residential care facilities –3
Child day care –2

Source: U.S. Census Bureau, Economic Census, 1997; Economic Census, 2007.
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the marketplace, where for-profit firms have a natural advantage. The rise of 
HMOs and other “third-party payment” methods has had a similar effect, chap-
ter 2 below shows, since such organizations put a special premium on price 
rather than quality or community roots in choosing providers, thus minimizing 
the comparative advantages of nonprofits. 

Perhaps most decisive in explaining why nonprofits have lost market share 
to for-profits in so many of these markets is the uneven playing field nonprof-
its confront in accessing the investment capital required to establish new facili-
ties and new operations in response to technological changes or rapid surges in 
demand, such as often occur when new government programs are created. A 
recent survey by the Johns Hopkins Listening Post Project found, for example, 
that the overwhelming majority of nonprofit organizations in the core human 
service, arts, and community development fields need investment capital to 
acquire facilities, equipment, and strategic planning.63 Because they are prohib-
ited from distributing profits to their “owners” (and indeed are not allowed to 
have “owners” in the market sense of the word), nonprofits lack access to the 
essentially “free” capital that for-profit businesses can generate merely by issu-
ing and selling stock. Most of these surveyed organizations therefore encoun-
tered difficulties accessing the investment capital they needed, and those that 
did manage to access it were restricted to borrowing from commercial banks, 
typically the most expensive sources.

When surges in demand occur, such as accompanied the decision by the 
Medicare program to make home health care a reimbursable expense in 1980 
as a way to reduce the spiraling cost of hospital care, it was thus for-profit pro-
viders who were in the best position to respond by floating IPOs (initial public 
offerings) and generating the capital to build thousands of new facilities. And 
this pattern has been repeated in numerous other spheres. While efforts have 
recently been launched to attract private investment capital into “social enter-
prises” and other social-purpose organizations, and to entice foundations to 
function like “philanthropic banks” by leveraging their assets to incentivize such 
flows of private investment capital into nonprofit and for-profit social ventures, 
such efforts remain on the “frontiers” of philanthropic and private-investment 
practice and have yet to be fully mainstreamed.64 

The Effectiveness Challenge

One consequence of the increased competition nonprofits are facing has been 
to intensify the pressure on them to perform—and to demonstrate that perfor-
mance. The result is a third challenge: the effectiveness challenge. As the man-
agement expert William Ryan writes, “Nonprofits are now forced to reexam-
ine their reasons for existing in light of a market that rewards discipline and 
performance and emphasizes organizational capacity rather than for-profit or 
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nonprofit status and mission. Nonprofits have no choice but to reckon with 
these forces.”65 This runs counter to long-standing theories in the nonprofit 
field that emphasize this sector’s distinctive advantage precisely in fields where 
normal market mechanisms do not operate because the consumers of services 
are not the same as the people paying for them, and where trust is consequently 
needed instead. Because they are not organized to pursue profits, it is argued, 
nonprofits are more worthy of such trust and therefore more reliable providers 
in such difficult-to-measure fields.66

In the current climate, however, such theories have few remaining adher-
ents, at least among those who control the sector’s purse strings. Government 
managers, themselves under pressure to demonstrate results as a consequence of 
the recent Government Performance and Results Act, are increasingly pressing 
their nonprofit contractors to deliver measurable results, too. Not to be out-
done, prominent philanthropic institutions have jumped onto the performance 
bandwagon. United Way of America, for example, thus launched a bold perfor-
mance measurement system in the mid-1990s complete with website, perfor-
mance measurement manual, and video in order to induce member agencies to 
require performance measurement as a condition of local funding. Numerous 
foundations have moved in a similar direction, increasing the emphasis on eval-
uation both of their grantees and of their own programming.67 Indeed, a new 
foundation affinity group, Grantmakers for Effective Organizations (GEO), was 
recently formed, and a new “venture philanthropy” model has been attracting 
adherents.68 The key to this model is an investment approach to grant mak-
ing that calls on philanthropic institutions to invest in organizations rather than 
individual programs, to take a more active hand in organizational governance 
and operations, and to insist on measurable results. This same emphasis on 
“metrics” as the new elixir of nonprofit performance has taken root in the social 
enterprise movement that has lately swept the nonprofit field, with support 
from a new class of dot.com entrepreneurs turned philanthropists.69

The resulting “accountability environment” in which nonprofits are having 
to operate will doubtless produce many positive results. But it also increases the 
pressures on hard-pressed nonprofit managers for demonstrations of progress 
that neither they, nor anyone else, may be able to supply, at least not with-
out far greater resources than are currently available for the task. What is more, 
as chapter 16 of this volume suggests, accountability expectations often fail to 
acknowledge the multiple meanings that accountability can have and the multi-
ple stakeholders whose accountability demands nonprofits must accommodate. 
The risk is great, therefore, that the measures most readily at hand, or those 
most responsive to the market test, will substitute for those most germane to the 
problems being addressed. That, at any rate, is the lesson of public sector experi-
ence with performance measurement, and the increased focus on price rather 
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than quality or community benefit in third-party contracting with nonprofit 
health providers certainly supports this observation.70

The Technology Challenge

Pressures from for-profit competitors have also accelerated the demands on 
nonprofits to incorporate new technology into their operations. Indeed, tech-
nology has become one of the wild cards of nonprofit evolution.

But enticing as the opportunities opened by technological change may be 
to the nation’s nonprofit institutions, they pose at least equally enormous chal-
lenges. Most obvious, perhaps, are the financial challenges. As one recent study 
has noted: “Information technologies are resource intensive. They entail signifi-
cant purchase costs, require significant training and upkeep, and yet become 
obsolete quickly.”71 Because of the structural disadvantages nonprofits face in 
raising capital due to their inability to enter the equity markets, however, the 
massive intrusion of new technological requirements into their work puts them 
at a distinct disadvantage vis-à-vis their for-profit competitors. We have already 
seen the consequences of this in the health insurance industry, where the lack 
of capital following the discontinuation of government funding led to loss of 
market share to for-profit firms, which were better able to capitalize the huge 
investments in information-processing equipment required to manage the large 
risk pools that make managed care viable. Similar pressures are now at work in 
the social services industry, where managed care is also taking root.

Not only does technology threaten to alter further the balance between non-
profits and for-profits, but also it threatens to alter the structure of the non-
profit sector itself, advantaging larger organizations over smaller ones. This is 
due in part to the heavy fixed costs of the new technology. Already, concerns 
about a “digital divide” are surfacing within the sector, as survey after survey 
reveals the unequal distribution of both hardware and the capacity to adapt the 
hardware to organizational missions.72 Though it initially stimulates competi-
tion by giving even small start-ups access to huge markets, information technol-
ogy also creates “network effects” that accentuate the advantages of dominant 
players.73 Concern has thus surfaced that e-philanthropy will allow large, well-
known national nonprofits to raid the donor bases of local United Ways and 
operating charities and that information technology more generally advantages 
large, nationally prominent agencies in the competition for business partners, 
government funding, and charitable support. Although recent data suggest that 
more nonprofits are managing to catch up to the early adopters with respect to 
core IT tools, such as computers and Internet access, many fewer nonprofits 
are using newer technologies, such as hand-held devices and web applications. 
What is more, technology is being applied more extensively to basic administra-
tive and accounting functions than to more complex programmatic ones.74
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But the challenges posed by technology go far beyond financial or competi-
tive considerations. Also at stake are fundamental philosophical issues that go 
to the heart of the nonprofit sector’s mission and modes of operation. Indeed, 
technology has been one of the doors through which the commercial impulse 
has entered the nonprofit sector in a major way. As shown in chapter 5 such 
issues have surfaced especially vividly in the arts, where the new technology 
raises fundamental questions of aesthetics, creative control, and intellectual 
property rights. Similar dilemmas confront educational institutions that are 
tempted by the new technologies to brand their products and package them 
for mass consumption but at the risk of alienating their professorate, losing the 
immediacy of direct student-faculty contact, and giving precedence to the pack-
aging of knowledge rather than to its discovery. How these commercial/tech-
nological dilemmas are resolved could well determine how the nonprofit sector 
evolves in the years ahead. 

The Legitimacy Challenge

The moral and philosophical challenges that American nonprofit organizations 
are confronting at the present time go well beyond those posed by new technol-
ogy, however. Rather, a serious fault line seems to have opened in the founda-
tion of public trust on which the entire nonprofit edifice rests. This may be due 
in part to the unrealistic expectations that the public has of these institutions, 
expectations that the charitable sector ironically counts on and encourages. Also 
at work, however, have been four other lines of argument.

special	interest	argument.	The first is the strident indictment that con-
servative politicians and commentators have lodged against many nonprofit 
organizations over the past decades on grounds that nonprofit charitable orga-
nizations have become just another special interest, regularly conspiring with 
government bureaucrats to escalate public spending, and doing so not so much 
out of real conviction about the needs being served than a desire to feather their 
own nests. The Heritage Foundation president Edward Fuelner put this case 
especially sharply in 1996, criticizing charities for urging Congress to expand 
social welfare spending while themselves “feeding at the public trough.”75 Entire 
organizations have been formed, in fact, to remove the halo from the nonprofit 
sector in this way, charging that a “new kind of nonprofit organization” has 
emerged in recent years “dedicated not to voluntary action, but to an expanded 
government role in our lives.”76 

Worse than that, the very motives of nonprofit agencies have been called into 
question. Involvement in government programs “changes charities’ incentives,” 
charges one critique, “giving them reasons to keep caseloads up instead of get-
ting them down by successfully turning around people’s lives.”77 Nonprofits 
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thus stand accused not only of being ineffective but also of preferring not to 
solve the problems they are purportedly addressing. In part to remedy this, 
advocates of this view rallied behind the so-called Istook amendment, which 
sought to limit the advocacy activity of nonprofit organizations by prohibiting 
any nonprofit organization receiving government support from using any more 
than 5 percent of its total revenues, not just its public revenues, for advocacy or 
lobbying activities. 

the	programmatic	critique.	Feeding into this critique, moreover, has 
been a second line of argument that has caught nonprofit organizations, par-
ticularly in the human service field, in the more general assault on public social 
programs that has animated national political debate for more than three decades 
now. In the minds of many, the persistence of poverty, urban crime, teenage preg-
nancy, and numerous other problems have been taken as evidence that publicly 
funded social programs do not work, despite considerable evidence to the con-
trary.78 The resulting open season on government social programs has caught sig-
nificant components of the nonprofit sector in the crossfire, particularly since the 
sector has been involved in administering many of the discredited efforts. Under-
lying this argument is a profound rethinking of the causes of poverty and of the 
interventions likely to reduce it. The central change here involves a loss of faith in 
the traditional premise of professional social work, with its emphasis on casework 
and individualized services as the cure for poverty and disadvantage. During the 
1960s, this precept was translated into public policy through the 1962 amend-
ments to the Social Security Act and, later, through portions of the Economic 
Opportunity Act of 1964, both of which made federal resources available to pur-
chase social services for poor people in the hope that this would allow them to 
escape the “culture of poverty” in which they were enmeshed. In the process, the 
professionalism impulse was firmly implanted in the nation’s nonprofit sector.

This “services strategy,” and the professionalism impulse it encouraged, has 
subsequently been challenged by critics on both the right and the left. Those on 
the right argue that the growth of supportive services and income assistance for 
the poor ultimately create disincentives to work and undermine fundamental 
values of self-reliance.79 Those on the left, by contrast, point to the structural 
shifts in the economy, which have eliminated much of the market for blue- 
collar labor, as the real causes of poverty, unemployment, and the social mala-
dies that flow from them. Both sides seem to agree, however, that the traditional 
skills of the nonprofit human service sector have become increasingly irrelevant 
to the problems facing the poor. More important than social services in the new 
paradigm is job readiness and, ultimately, a job. 

Under these circumstances, the employer rather than the social worker 
becomes the pivot of social policy. While private nonprofit organizations may 
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still play a role in the alleviation of poverty, the real action has shifted to the 
business community, the educational system, and in the conservative view, the 
faith community. This is clearly reflected in the welfare reform law of 1996, 
which ended the entitlement to income assistance and emphasized employment 
as a condition of assistance.

These views also echo loudly in the Bush administration’s 2001 proposal to 
privilege “faith-based charities” in the distribution of federal assistance. A prin-
cipal appeal of this idea is the prospect of replacing formal, professionalized, 
nonprofit organizations with informal church groups, staffed by well-meaning 
volunteers, who can help individuals gain the life skills and moral backbone 
thought to be needed to succeed in the workplace. This reinforces a quaint, 
nineteenth-century image of how charitable organizations are supposed to oper-
ate, an image that competitive pressures, accountability demands, and tech-
nological change have made increasingly untenable. This jobs focus also lies 
behind the recent enthusiasm for “social enterprises,” which, unlike standard 
human service agencies, use the market to pursue social objectives.80 All of this 
has pushed the traditional nonprofit sector toward the periphery of social prob-
lem solving, at least in much of the prevailing political rhetoric, undermining 
the professional impulse and strengthening the civic activism, voluntaristic, and 
commercial impulses at work in the sector.

the	 overprofessionalization	 argument.	 Similar challenges to the 
legitimacy of nonprofit organizations and to the professional impulse that 
gained ascendance in much of the nonprofit sector over the previous half- 
century arise from critics who take nonprofits to task for becoming overly pro-
fessional and thus losing touch with those they serve. This line of argument has 
a long lineage in American social science, as evidenced by the brilliant analysis 
by the historian Roy Lubove of the professionalization of social work, which 
led social workers away from social diagnosis, community organizing, and social 
reform toward a client-focused, medical model of social work practice.81

More recently, critics on the left have implicated nonprofit organizations 
more generally for contributing to the overprofessionalization of social con-
cerns, redefining basic human needs as “problems” that only professionals 
can resolve, and thereby alienating people from the helping relationships they 
could establish with their neighbors and kin.82 By embracing professionalism, 
these critics charge, nonprofit organizations destroy community rather than 
building it. Critics on the right, moreover, have been equally derisive of the 
professionalized human service apparatus, charging it with inflating the cost of 
dealing with social problems by “crowding” out lower-cost, alternative, mecha-
nisms that are at least as effective.83 This, in turn, has added further fuel to the 
voluntarism engine.
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the	accountability	argument.	Complicating matters further is the fact 
that nonprofit organizations generally lack meaningful bases for demonstrating 
the value of what they do. “Unlike publicly traded companies,” the manage-
ment expert Regina Herzlinger notes, “the performance of nonprofits and gov-
ernments is shrouded behind a veil of secrecy that is lifted only when blatant 
disasters occur.”84 This is problematic, she argues, because nonprofit organiza-
tions generally lack the three basic accountability mechanisms of business: the 
self-interest of owners, competition, and the ultimate bottom-line measure of 
profitability. This view has prompted calls even from advocates of the sector for 
more formal mechanisms for holding nonprofit organizations accountable and 
suggestions from political leaders that the nonprofit sector is in serious need of 
additional regulation.85

consequences.	These criticisms, coupled with a spate of high-profile scan-
dals in the early 1990s, seem to have shaken public confidence in charitable 
institutions. Surveys taken in 1994 and 1996 found only 33 percent and 37 per-
cent of respondents, respectively, expressing “a great deal” or “quite a lot” of 
confidence in nonprofit human service agencies, well behind the proportions 
expressing similar levels of confidence in the military and small business.86 This 
improved considerably in the latter 1990s, perhaps as a consequence of the per-
ceived success of welfare reform. Yet even at this latter date, while a substan-
tial majority of respondents agreed that “charitable organizations play a major 
role in making our communities better places to live,” only 20 percent “strongly 
agreed” with this statement. And only 10 percent agreed “strongly” that most 
charities are “honest and ethical in their use of donated funds,” a figure that 
remained at this low level seven years later, in 2006.87 All of this suggests that 
America’s nonprofit institutions are delicately balanced on a knife edge of pub-
lic support, with most people willing to grant them the benefit of the doubt, 
but with a strong undercurrent of uncertainty and concern. As a consequence, 
a relative handful of highly visible scandals—such as the United Way scandal 
of the early 1990s, the New Era Philanthropy scandal of the mid-1990s, or the 
Red Cross difficulties in the wake of September 11—can have an impact that 
goes well beyond their actual significance.

Taking advantage of the resulting questioning, local governments are increas-
ingly emboldened to challenge the tax exemptions of nonprofit organizations. 
Such challenges have surfaced in Pennsylvania, New York, New Hampshire, 
Oregon, Maine, Wisconsin, Colorado, Massachusetts, and Illinois.88 A recent 
survey showed, in fact, that among one sample of mostly mid-sized and large 
nonprofits operating in the fields of social services, community development, 
and arts and culture, a striking 63 percent reported paying some kind of tax, 
payment in lieu of taxes, or other fee to state or local government.89 And 
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challenges to the favorable tax treatment of nonprofits is not restricted to state 
and local governments. As noted earlier, the Obama administration, hardly a 
foe of the nonprofit sector, proposed a cap on the tax deduction available for 
charitable contributions in its 2011 budget proposal and repeated this idea in 
the deficit reduction proposals it advanced during the debt crisis debate of 2011. 

One additional reflection of the legitimacy cloud under which nonprofits 
have been obliged to operate concerns their political advocacy activities, another 
crucial function of the nonprofit sector, as outlined above. To be sure, restric-
tions on nonprofit campaign activities and lobbying have long been a part of the 
basic federal tax exemption law. But as noted in chapter 15, lobbying is defined 
rather narrowly in the tax law, and even then nonprofits are allowed to engage 
in it as long as it does not constitute a “significant” part of their activities. Begin-
ning in the late 1960s, and then gathering pace in the 1980s and over the next 
twenty-five years, however, nonprofits have been subjected to an increasing set 
of restrictions on their advocacy and lobbying activities. These restrictions are 
all the more troubling for nonprofits in view of the 2010 Supreme Court ruling 
in Citizens United v. Federal Election Commission, which removed all restrictions 
on corporate financing of election campaigns.90

An opening salvo in this line of restrictions came with the passage of the 
landmark 1969 Tax Reform Act, which penalized foundations for their involve-
ment in the civil rights struggle of the 1960s by prohibiting foundations from 
financing nonprofit efforts to influence legislation, thus eliminating one of the 
more important sources of funding for nonprofit lobbying activities.91 This was 
followed by an Office of Management and Budget Circular (A-122) promul-
gated by the Reagan administration in 1984, which essentially prohibits non-
profits from using federal grant dollars to support “political advocacy,” a con-
cept that embraces far more than the narrower concept of “lobbying.”92 The 
Lobbying Disclosure Act of 1995 then extended restrictions on lobbying to 
501(c)(4) organizations, which are specifically permitted to lobby even if they 
receive federal grants, loans, or awards. A spate of campaign finance and lobby 
disclosure restrictions in 2002, 2004, and 2007 also caught nonprofit organiza-
tions in their crossfire.93 And nonprofits have also confronted additional chal-
lenges, so far unsuccessful, to bar organizations receiving federal funds not only 
from attempting to influence legislation but also from engaging in litigation or 
participating in administrative agency proceedings, activities long considered 
fundamental forms of expression in a free society.

The Human Resource Challenge

Inevitably, fiscal stress and signs of public ambivalence toward the nonprofit 
sector have taken their toll on the sector’s human resources. Experts in the 
child welfare field, for example, identify “staff turnover” as “perhaps the most 
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important problem” facing the field, and cite “stress . . . overwhelming account-
ability requirements, and concern over liability” as the principal causes.94 As 
chapter 8 shows, similar problems afflict the international relief field due to the 
explosion of complex humanitarian crises that intermix enormous relief chal-
lenges with complicated political and military conflicts.

Especially difficult has been the recruitment and retention of frontline service 
workers, for whom salary, benefit, and safety issues are particularly important, 
but retention of managerial personnel has also grown increasingly problematic. 
One study of graduates of public policy programs reports, for example, that the 
proportion of these public-spirited young people who took their first jobs in 
nonprofit organizations doubled between the early 1970s and the early 1990s.95 
However, the nonprofit sector’s retention rate for these personnel has declined 
over time, with more turning to the for-profit sector as an alternative. Of special 
concern is the turnover of talent at the executive director level. Executive direc-
tors, who came into the field to pursue the social missions of their agencies, 
find themselves expected to function instead as aggressive entrepreneurs, leading 
outward-oriented enterprises able to attract paying customers while retaining 
the allegiance of socially committed donors and boards, all of this in a context 
of growing public scrutiny and mistrust. According to one study, a surprising 
two-thirds of the executive directors in a national sample of nonprofit agencies 
were in their first executive director position, and over half of these had held 
the job for four years or less.96 While most reported enjoying their jobs, a third 
indicated an intention to leave it within two years; and even among those likely 
to take another job in the nonprofit sector, only half indicated that their next 
job was likely to be as an executive director. As Stefan Toepler and Margaret 
Wyszomirski report in chapter 5, leadership recruitment has become a particu-
lar challenge in the arts field, where the vacancy rate for art museum directors 
hit a fifteen-year high in 1999.

Opportunities

But challenges are not all that nonprofit America has confronted in the recent 
past. It has also had the benefit of a number of opportunities, many of which 
also seem likely to persist. Four of these in particular deserve special attention. 

Increased Demand

In the first place, nonprofit organizations are being affected by a number of 
demographic trends that are boosting the demand for the kinds of services these 
organizations provide. Among the more salient of these trends are the following:

—Aging of the population. The country’s population of seniors seventy-
five years and older doubled between 1980 and 2008, on top of a doubling of 
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the sixty-five and older population between 1960 and 2000. This trend seems 
likely to continue, moreover, with the prospect that the over-seventy-five popu-
lation will grow by 77 percent between 2010 and 2030, while the overall popu-
lation of the country will grow by only 20 percent.97 This will boost the need 
for nursing home care, assisted living, and other elderly services, fields in which 
nonprofits have a considerable presence. At the same time, as noted in chapter 
17, the lengthened life span of the average American is changing the normal 
education-work-retirement trajectory to something closer to an education-
work-contribute trajectory, as baby boomers show up at the doors of nonprofit 
organizations as volunteers eager to put their skills at the service of others in 
so-called encore careers.

—Expansion of the labor force participation rate of women. The labor force 
participation rate for women jumped from less than 20 percent in 1960 to over 
60 percent in 1998 and has been holding at that level ever since. Even more 
dramatically, the labor force participation rate for married women with children 
under the age of six rose from 18.6 percent in 1960 to 62.0 percent in 2009, 
and for single women with children under six it reached nearly 68 percent.98 
While it is far from clear what impact the job losses that accompanied the 
recession that began in 2008 will have on this pattern, it seems likely that the 
increased demand for child care and other household-related services, another 
significant arena of nonprofit activity, will persist.

—Shifts in family structure. Significant changes that have occurred in the 
American family structure also have important implications for nonprofit agen-
cies. In 1960 there was one divorce for every four marriages. By 1980 this fig-
ure had jumped to one divorce for every two marriages, and it has remained 
there into the new millennium. During this same period, the number of chil-
dren involved in divorces increased from 463,000 in 1960 to more than 1 mil-
lion throughout the 1980s and 1990s. Since divorce typically involves a certain 
amount of emotional trauma and often brings with it significant loss of eco-
nomic status, this shift also translates into increased need for human services of 
the sort that many nonprofit agencies offer. Also contributing to this increased 
demand is the tremendous surge in out-of-wedlock births. Between 1960 and 
1980 the proportion of all births that were to unwed mothers increased from 5 
percent to 18 percent, and by 1994 it had reached 33 percent. This represents 
an eightfold increase in the number of out-of-wedlock births, from 224,000 in 
1960 to 1.3 million in 1995, and to 1.7 million in 2007. Although this phe-
nomenon is sometimes perceived to be concentrated in minority populations, in 
fact the vast majority of these births (68 percent) are to white mothers.99

—Substance abuse. Changes have also occurred in the prevalence of substance 
abuse in American society. One reflection of this is the striking increase in the 
number of people receiving substance abuse treatment over the past several 
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decades. As recently as 1977 the number of people using such services stood at 
approximately 235,000. By 1995 it was over 1 million, and by 2009 it was close 
to 1.2 million.100

—Surge of immigration. A significant expansion has also occurred in the 
number of people obtaining legal permanent resident status in the United 
States. This number rose from 3.3 million in the 1960s to 9.5 million in just the 
first nine years of the new millennium, and this does not include the continued 
surge of illegal immigration.101 These developments, too, have created increased 
demands for a variety of acculturation and resettlement services, not to mention 
related human and health services, that nonprofits have long provided.

—Cultural subgroups. Equally important is the emergence of at least one 
demographic subgroup that may hold some promise of helping the nonprofit 
sector meet some of this expanded demand. The subgroup in question is what 
demographers have termed “cultural creatives,” an estimated 50 million people 
distinguished from others in the population by their preference for holistic 
thinking, their cosmopolitanism, their social activism, and their insistence on 
finding a better balance between work and personal values than the two other 
prominent population groups in American society, the “moderns” and the “tra-
ditionalists,” seem to have found.102 Though they have yet to develop a full self-
consciousness, cultural creatives are powerfully attracted to the mission orien-
tation of the nonprofit sector and could well help resolve some of the sector’s 
human resource challenges.

Taken together, these and other sociodemographic changes have expanded 
the demand for many of the services that nonprofit organizations have tradition-
ally provided, such as child day care, home health and nursing home care for 
the elderly, family counseling, foster care, relocation assistance, and substance 
abuse treatment and prevention. The demand for these services has spread well 
beyond the poor, moreover, and now encompasses middle-class households 
with resources to pay for them, a phenomenon that one analyst calls “the trans-
formation of social services.”103 The foster care system alone, for example, has 
ballooned, as the number of children in foster care doubled between the early 
1980s and the early 1990s, though the growth subsided somewhat in the new 
millennium. At the same time, the welfare reform legislation enacted in 1996, 
with its stress on job readiness, has created additional demand for the services 
that nonprofits typically offer.

While the demographic developments have increased the demand for non-
profit services, they may also be contributing to the supply of personnel willing 
to help meet this demand, as the growing elderly population cycles out of full-
time work and into greater volunteer involvement and as cultural creatives find 
in the nonprofit sector a combination of work and meaning that fulfills their 
own sense of worth.

01-0330-3 ch1.indd   41 5/7/12   10:10 AM



42  The State of Nonprofit America

Greater Visibility and Policy Salience

Another factor working to the advantage of nonprofit organizations has been 
a spate of political and policy developments that has substantially increased 
the visibility of these organizations. This has included the neo-liberal ideol-
ogy popularized in the 1980s by Margaret Thatcher in the United Kingdom 
and Ronald Reagan in the United States with their antigovernment rhetoric 
and their emphasis on philanthropy and the private sector, including the pri-
vate nonprofit sector, as better vehicles than government for addressing human 
needs; the revival of these notions with the rise of the Tea Party movement in 
the United States in 2008 and beyond despite the evidence of for-profit excesses 
that produced the 2008 economic crisis; the significant credibility that the con-
cept of “civil society,” of citizen self-organization, gained during the uprisings 
that brought down communism in Central Europe in the latter 1980s and again 
in the citizen movements challenging authoritarian regimes in the “Arab spring” 
of 2011; the recent emphasis on the importance of “social capital” in promot-
ing democracy and economic growth and the linkage of social capital to the 
presence of associations; the growing enthusiasm over the emergence of “social 
entrepreneurs” and the “social ventures” they are creating; and the Obama 
administration’s support for “social innovation” and the “social entrepreneurs” 
that promote it. 

Responding to the buzz surrounding civil society and the nonprofit sector, 
the academic community has taken a newfound interest in these organizations. 
Research centers focusing on nonprofit organizations and philanthropy have 
been established at such institutions as Yale University, Johns Hopkins Univer-
sity, Indiana University, Harvard University, and the Urban Institute beginning 
as early as 1975 and extending into the 1990s. In addition, nonprofit studies 
has slowly penetrated the academic curriculum. As of 2009, 168 U.S. colleges or 
universities had graduate degree programs with a concentration in the operation 
of nonprofit organizations, up from only 17 as recently as 1990.104 Despite the 
evidence of declining confidence in nonprofit organizations, moreover, other 
evidence points to continued popular support. Public opinion polls thus reveal 
continued widespread involvement in charitable giving and volunteering, key 
supports for the country’s nonprofit organizations.105 What is more, as chapter 
11 shows, a robust set of infrastructure organizations has grown up to support 
various types of nonprofit organizations and the nonprofit field as a whole.

New Technology

A third factor at least potentially of assistance to the nonprofit sector is the 
extraordinary array of technological advances that has become available thanks 
to the communications and biotechnology revolutions of the past several 
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decades. To be sure, as noted earlier, technology is a two-edged sword for the 
nonprofit sector. On the one hand, it poses challenges to nonprofits because 
of its associated capital requirements. But as labor-intensive organizations, non-
profits stand to benefit greatly from the technology revolution if they can find 
the resources of capital and knowledge to do so. “Distributed learning” that 
provides new options for small liberal arts colleges, the promotion of newly 
developed green technologies by nonprofit environmental organizations, “social 
networking civic activism” to transform nonprofit advocacy, and developments 
in biosciences that could revolutionize medical treatment in nonprofit hospi-
tals and clinics are just some of the opportunities that new technologies offer to 
nonprofits, as chapter 17 notes. 

The New Philanthropy

Also working to the benefit of the nonprofit sector is a series of developments 
affecting private philanthropy. These include

—A widely anticipated intergenerational transfer of wealth between the baby 
boom generation and its offspring over the next twenty to thirty years, though 
the sharp drop in home prices beginning in 2008 and the rising cost of health 
care for the baby boom generation seem likely to take a large bite out of this 
rather optimistic scenario.106

—The greater corporate willingness to engage in partnerships and collabora-
tions with nonprofit organizations, which has resulted from globalization and 
the resulting importance of corporate “reputational capital.”107 

—The dot.com phenomenon, which led to the accumulation of enormous 
fortunes in the hands of a small group of high-tech entrepreneurs, some of 
whom have turned their newfound wealth into charitable activities.108 

—The parallel emergence of a robust group of “social entrepreneurs” who 
are finding new ways to use business means to serve social ends and an inven-
tive group of philanthropists and social investors who are developing new tools 
through which to leverage philanthropic capital and thereby channel private 
investment capital into the resulting social ventures.109 Together, these develop-
ments are injecting a substantial amount of new blood and new energy into the 
philanthropic field, creating new opportunities for meeting the nonprofit sec-
tor’s fiscal needs.

The Nonprofit Response: A Story of Resilience

How has nonprofit America responded to the extraordinary combination of 
challenges and opportunities it has faced over the past several decades? Has the 
sector been able to cope with the challenges and take advantage of the opportu-
nities? And with what consequences for its current health and character and for 
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its likely evolution? More significantly, have the responses advantaged any of 
the four impulses identified earlier, and if so, what implications does this have 
for the role that nonprofits are likely to play in national life?

The answers to these questions are especially important in light of the con-
ventional wisdom about the responsiveness of nonprofit organizations. “Profit-
making organizations are more flexible with respect to the deployment and 
redeployment of resources,” management experts Rosabeth Kanter and David 
Summers wrote in 1987. “But the centrality of mission for nonprofit organiza-
tions places limitations on their flexibility of action.”110 Nonprofits are not to be 
trusted, Regina Herzlinger similarly explained to readers of the Harvard Business 
Review in 1996, because they lack the three basic accountability measures that 
ensure effective and efficient business operations: the self-interest of owners, 
competition, and the ultimate bottom-line measure of profitability.111

Contrary to these conventional beliefs, however, nonprofit America has 
responded with striking resilience to the complex challenges and opportunities 
it has recently confronted and continues to confront. Though largely unher-
alded, nonprofit America has undergone a quiet revolution during this period, 
a massive process of reinvention and reengineering that is still under way. To be 
sure, the resulting changes are hardly universal. What is more, there are serious 
questions about whether the resulting changes are in a wholly desirable direction 
or whether they have exposed the sector to unacceptable risks. While important 
shadings are needed to do justice to the considerable diversity that exists, there 
is no denying the dominant picture of resilience, adaptation, and change. More 
specifically, four broad threads of change are apparent.

Overall Sector Growth

In the first place, despite the cutbacks of the early 1980s, nonprofit organiza-
tions have registered substantial growth over the past thirty years, through 2007, 
the latest year for which data are available as of this writing.112 This growth 
was already evident in the early part of this period. Thus as figure 1-6 shows, 
between 1977 and 1996 nonprofit revenues swelled by 96 percent after adjust-
ing for inflation, for an average annual growth rate of 3.6 percent. By compari-
son, during this same period the GDP grew by a significantly smaller 75 per-
cent, or about 3.0 percent a year. Put somewhat differently, nonprofit revenues 
increased at a rate that was 20 percent faster than the overall U.S. GDP.

What is more, this growth was not restricted only to nonprofit health orga-
nizations. Rather, while nonprofit health organizations boosted their revenue by 
109 percent between 1977 and 1996, nonprofit arts organizations grew by 114 
percent and nonprofit social service organizations by 117 percent.113
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But the growth in nonprofit revenue has accelerated even further in more 
recent years. Thus as shown in figure 1-6, during the ten years between 1997 
and 2007 nonprofit revenues grew by another 53 percent after adjusting for 
inflation for an average growth rate of 4.3 percent a year, well above the 3.6 per-
cent in the earlier 1977–96 period. During this recent period as well, moreover, 
the growth of the nonprofit sector continued to outpace the growth of the U.S. 
economy as a whole. Thus, compared to the 53 percent increase in nonprofit 
revenues between 1997 and 2007, the U.S. GDP grew by a smaller 32 percent, 
or about 3 percent a year.

As figure 1-7 shows, moreover, this recent growth too was not restricted to 
any one component of the nonprofit sector. Although the category of “other” 
organizations—civic, international, and other—appears to have surged ahead 
of other fields, this is likely a reflection of the small base against which these 
percentages are computed. More generally, the growth pattern of most fields of 
nonprofit activity hovered around 50 percent during this 1997–2007 period, 
and the one laggard—culture and recreation—still had a growth rate (41 per-
cent) that beat that of the U.S. GDP. 

Figure 1-6. Average Annual Growth in Nonprofit Revenues and U.S. GDP, 
1977–96 and 1997–2007

Source: See note 112 on page 82.
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While the rate of growth in the nonprofit sector was quite uniform across 
components, the share of the growth captured by the various segments differed 
markedly, reflecting the divergent scale of these segments. Thus health care 
nonprofits generated 57 percent of the growth of the nonprofit sector between 
1997 and 2007, roughly equivalent to the share of the total with which they 
started the period. Education organizations accounted for 21 percent of the 
growth, and social service providers, 14 percent. The remaining organiza-
tions—culture and recreation, environment, and international—accounted for 
the remaining 8 percent.

Evidence of the vibrancy of the nonprofit sector extends well beyond finan-
cial indicators, however, which are heavily influenced by the performance of the 
largest organizations. Equally revealing is the record of organizational forma-
tion. Between 1977 and 1997 the number of 501(c)(3) and 501(c)(4) organiza-
tions registered with the Internal Revenue Service increased by 115 percent, or 
about 23,000 organizations a year.114 By comparison, the number of business 
organizations increased by only 76 percent during this same period. The rate 
of nonprofit organization formation seems to have accelerated in more recent 

Figure 1-7. Changes in Nonprofit Revenues, by Field, 1997–2007
(constant 2007 dollars)

Source: See note 112 on page 82.
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years, moreover, jumping to an average of 45,000 a year between 1997 and 
2009, and this despite increased pressures for organizational mergers and the 
onset of the 2007–09 recession. Evidently, Americans are still finding in the 
nonprofit sector a convenient outlet for a wide assortment of social, economic, 
political, and cultural concerns.115

Commercialization

What accounts for this record of robust growth? While many factors have 
played a part, the dominant one appears to be the vigor with which nonprofit 
America has embraced the spirit and the techniques of the market. The impact 
of the commercial and managerial impulse on the nonprofit sector has increased 
enormously over the past two decades and manifests itself in a number of ways.

growth	of	commercial	 income.	Perhaps the clearest indication of the 
penetration of the commercial impulse into nonprofit operations has been the 
substantial rise in nonprofit commercial income, that is, income from service 
fees, investment earnings, and sales of products.116 This reflects the success with 
which nonprofit organizations took advantage of the demographic trends noted 
above by marketing their services to a clientele both increasingly in need of non-
profit services and able to pay for them. In fact, nonprofit income from these 
commercial sources surged 64 percent in real dollar terms between 1997 and 
2007, accounting in the process for nearly 60 percent of the sector’s revenue 
growth during this period—twice as much as their nearest competitor, as shown 
in figure 1-8. In the process, commercial income strengthened its position as the 
dominant source of nonprofit service and expressive organization revenue, with 
52 percent of the total as of 2007.

Fees and other commercial sources of nonprofit income not only grew in 
overall scale but also spread to ever-broader components of the sector. Already 
dominant in health, higher education, and the arts by 1997, commercial income 
spread its reach to other areas of nonprofit activity as well. Thus for example, 
as figure 1-9 shows, commercial income also accounted for 40 percent of the 
revenue growth of nonprofit social service organizations during the 1997–2007 
period. Even religious organizations boosted their commercial income dur-
ing this period, largely, as chapter 9 below shows, through the sale or rental of 
church property. 

In only one field—culture and recreation—did the commercial tide weaken 
in the most recent period for which data are available. While fees and charges 
remained the largest source of revenue growth for culture and recreation orga-
nizations as they did for the nonprofit sector as a whole between 1997 and 
2007, that dominance actually slipped somewhat. Thus, while fees and charges 
accounted for 57 percent of the income of these organizations as of 1997, they 
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accounted for a much smaller 45 percent of the revenue growth between 1997 
and 2007, as culture and recreation organizations, feeling some pushback from 
patrons, made a concerted effort to boost their philanthropic support instead. 
Whether arts organizations can continue to rely on growth in philanthropy in 
the wake of the stock market turmoil and economic distress that followed the 
banking crisis of 2008, however, remains an open question going forward.

To secure such commercial income, nonprofits have naturally had to go 
where the “customers” are, which has meant a migration of nonprofit jobs to 
the suburbs and the Sun Belt. This is evident in the growing suburbanization 
of philanthropy during the 1980s and in the geographic spread of nonprofit 
employment.117 Seventy percent of the substantial growth of nonprofit employ-
ment in the state of Maryland between 1989 and 1999, for example, took 
place in the Baltimore and Washington suburbs, whereas the city of Baltimore, 
which started the period with nearly half of the state’s nonprofit employment, 
accounted for only 17 percent of the growth. This pattern has continued into 
more recent years as well. Thus the Baltimore and Washington suburbs, with 
53 percent of the state’s nonprofit employment as of 2008, accounted for 58 
percent of the state’s nonprofit employment growth between 2008 and 2010, 

Figure 1-8. Sources of Nonprofit Growth, 1997–2007

Source: See note 112 on page 82.

Philanthropy
12%

Fees
58%

Government
30%

Total growth: $457 billion

01-0330-3 ch1.indd   48 5/7/12   10:10 AM



The Resilient Sector: The Future of Nonprofit America / Salamon  49

while the city of Baltimore, with 37 percent of the nonprofit jobs, accounted for 
a much smaller 29 percent of the nonprofit job growth.118

adaptation	to	the	new	terrain	of	public	funding.	Another reflec-
tion of the commercialization of the nonprofit sector is the success with which 
nonprofits have adapted to the new terrain of public funding, which has grown 
more commercial as a consequence of the shift to consumer-side subsidies dis-
cussed earlier. Despite this shift, nonprofits managed to boost their government 
support 195 percent in real dollar terms between 1977 and 1997. Government 
accounted for 42 percent of the nonprofit service and expressive organizations’ 
substantial growth during this period as a consequence.

Behind these numbers lie some creative nonprofit responses to the enormous 
shifts in the forms of public sector support. Social service agencies had to be 
particularly nimble in adjusting to the new realities, as states shifted their social 
service spending from stagnant or declining discretionary grant programs to the 
rapidly growing Medicaid and SSI programs, both of which deliver their ben-
efits to clients and therefore require agencies to master new marketing, billing, 
and reimbursement-management skills. Similarly impressive is the success of 

Figure 1-9. Sources of Nonprofit Revenue Growth, by Field, 1997–2007

Source: Regina Herzlinger, “Can Public Trust in Nonprofits and Governments Be Restored?” 
Harvard Business Review 74, March/April (1996).
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nonprofit housing and community development organizations in taking advan-
tage of the new Low Income Housing Tax Credit program designed to stimu-
late the flow of private investment capital into low-income housing, as docu-
mented more fully in chapter 6.

The overall growth of nonprofit revenue from government slowed somewhat 
in the 1997–2007 period, however, during which government support to non-
profit organizations, including through Medicaid and Medicare, increased by 38 
percent, well below the 53 percent rate of growth of overall nonprofit revenue. 
Government thus accounted for a considerably smaller 30 percent of the sec-
tor’s overall growth, as reflected in figure 1-8. This was largely due, however, 
to the cost control measures introduced into the huge Medicare and Medicaid 
programs. Outside of health care providers, the growth in government support to 
nonprofit organizations during the 1997–2007 period has been substantial—149 
percent for environmental organizations, 82 percent for education organizations, 
69 percent for social assistance organizations, and 61 percent for international 
assistance organizations. This growth attests to the success many nonprofit orga-
nizations continue to achieve in adapting to the changes in the structure of gov-
ernment funding streams by repackaging traditional social services as behavioral 
health services and securing government support through the expanding health 
programs. At the same time, because the government share of total income is 
somewhat small for some of these fields (for example, arts and culture), the 
government contribution to overall revenue growth in a number of these fields 
remained limited despite the growth that occurred, as figure 1-9 shows.

The significant expansion of government support, particularly in health and 
social services, has had its downside, of course. Particularly problematic is the 
tendency for Medicaid (and to some extent Medicare) reimbursement rates 
to fall behind the actual costs of delivering the services they are intended to 
support.119 For-profit vendors can respond to these cuts by pulling out of the 
affected lines of business, but nonprofits often find this difficult. As a conse-
quence, nonprofit organizations often end up subsidizing, with scarce private 
charitable resources, services they have undertaken to help fulfill federal pro-
gram priorities.

Even so, the success with which nonprofit organizations have adapted to the 
new government funding realities is another indication of the penetration of the 
commercial impulse into the nonprofit sector, since so much of government aid 
now takes the form of consumer-side subsidies. When this voucher-type govern-
ment support is added to the fee income that nonprofits received in 2007 (as it 
is in the data on program service revenue that nonprofit organizations report 
to the Internal Revenue Service), it turns out that 81 percent of the reported 
income of nonprofit 501(c)(3) organizations, exclusive of churches, shows up as 
commercial or quasi-commercial revenue. Even among nonprofits in the social 
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service field, the combination of consumer-side government subsidies plus fee 
income accounted for three-fifths (61 percent) of total revenue in 2007.

expanded	 venture	 activity.	 A third manifestation of the penetra-
tion of commercial impulses into the nonprofit sector is the sector’s increased 
involvement in commercial ventures. Such ventures differ from the collection 
of fees for standard nonprofit services in that they entail the creation and sale 
of products and services primarily for a commercial market. Examples include 
museum gift shops and on-line stores, church rentals of social halls, licensing 
agreements between research universities and commercial firms, and in recent 
years, the growth of so-called social-ventures—that is, organizations that pursue 
their social or environmental missions through businesses that generate revenues 
from the sale of goods or services. 

Existing law has long allowed nonprofit organizations to engage in commer-
cial activities as long as these activities do not become the primary purpose of 
the organization. Since 1951 the income from such ventures has been subject to 
corporate income taxation unless it is “related” to the charitable purpose of the 
organization.

Solid data on the scope of this activity are difficult to locate, however, since 
much of it is considered “related” income and buried in the statistics on fees, 
but the clear impression from what data exist suggests a substantial expansion 
over the past two decades. One sign of this is the growth in so-called unrelated 
business income reported to the Internal Revenue Service. Although the IRS is 
notoriously liberal in its definition of what constitutes “related,” as opposed to 
“unrelated,” business income, the number of charities reporting such income 
increased by 35 percent between 1990 and 1997, and the amount of income 
they reported more than doubled.120 In 1997 gross unrelated business income 
reported by all types of nonprofit organizations reached $7.8 billion, an increase 
of 7 percent over the previous year—and following even larger percentage 
increases over the previous two years. Much of this income flows to member-
serving nonprofits, but 501(c)(3) and 501(c)(4) organizations accounted for 57 
percent of it. The unrelated business activity of nonprofits grew even further in 
recent years. Thus the number of 501(c)(3) and 501(c)(4) organizations report-
ing such unrelated business income increased by another 32 percent between 
1997 and 2007, and the value of their earnings increased by nearly 25 percent 
after adjusting for inflation.121 Still, only about 5 percent of all charitable non-
profits reported any unrelated business income in 2007, and for most of those 
that did, the deductions taken against this income came very close to balanc-
ing out the income earned, suggesting either that such enterprises are not very 
“profitable” or that nonprofits have learned how to allocate expenses so as to 
minimize tax obligations. 
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Far more widespread than “unrelated” business activity in the nonprofit 
sphere is the “related” business activity that many nonprofits are undertaking. 
Cultural institutions seem to be especially inventive in adapting venture activi-
ties to their operations, perhaps because they have the clearest “products” to sell. 
The Guggenheim Museum has even gone global, with franchises in Italy, Ger-
many, and Spain, while elaborate touring exhibitions and shows have become 
standard facets of museum, orchestra, and dance company operations. Cul-
tural institutions also actively exploit the new digitization technologies, often 
in collaboration with commercial firms. In the process, as chapter 5 notes, arts 
organizations are being transformed from inward-oriented institutions focused 
primarily on their collections to outward-oriented enterprises competing for 
customers in an increasingly commercial market, though the enthusiasm for 
venture-type activities in the arts world has cooled somewhat in recent years.

Other types of nonprofit organizations are also increasingly involved in 
commercial-type ventures. Thus hospitals are investing in parking garages, uni-
versities establishing joint ventures with private biotechnology companies, and 
social service agencies operating managed care and crisis intervention businesses 
financed by corporate customers.122 The business activities of nonprofit hospi-
tals have grown especially complex, with elaborate purchasing and marketing 
consortia linking hospitals, medical practitioners, insurance groups, and equip-
ment suppliers.123 

Perhaps the most interesting facet of this venture activity in the nonprofit 
arena, however, is the recent tendency of some nonprofit organizations to utilize 
business ventures not simply to generate income but to carry out their basic 
charitable missions.124 This reflects the broader transformation in prevailing 
conceptions of how to address poverty, from one focused on providing ser-
vices to one focused on providing jobs. Thus, as chapter 14 shows, rather than 
merely training disadvantaged individuals and sending them out into the private 
labor market, a new class of “social purpose enterprises,” or “social ventures” 
has emerged to employ former drug addicts, inmates, or other disadvantaged 
persons in actual businesses as a way to build skills, develop self-confidence, 
and teach work habits. Other such ventures are manufacturing and distribut-
ing products or services that ease environmental pollution, overcome disabili-
ties, or serve other social or environmental purposes. Examples here include the 
Greyston Bakery in Yonkers, New York, which trains and hires unemployable 
workers in its gourmet bakery business; Pioneer Human Services, a nonprofit 
in Seattle, Washington, that operates an aircraft parts manufacturing facility, 
food buying and warehousing services, and restaurants that employ disadvan-
taged workers and prepare them for the labor market; and Bikeable Communi-
ties in Long Beach, California, which promotes bicycle use by offering valet and 
related services to cyclists.125 The result is a thoroughgoing marriage of market 
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means to charitable purpose and the emergence of a new hybrid form of non-
profit business.

The emergence and expansion of social enterprises has also brought with it 
a significant degree of institutional innovation in the nonprofit arena. Because 
social enterprise managers have found their expansion constrained by the lack 
of access that nonprofit organizations have to the equity markets, and because 
for-profit companies are bound by law to maximize profits instead of pursuing 
social purposes, social entrepreneurs have begun experimenting with a variety of 
“flexible purpose” corporate forms. Thus, for example, eight states have adopted 
statutes permitting the formation of so-called L3C, or low-profit, limited liabil-
ity companies, and other innovative hybrid forms are being actively explored.126

Taken together, these developments have created a certain “buzz” in the 
nonprofit and social-purpose arena, as “social entrepreneurs” and the social 
enterprises they create have become the change agents of the new millennium, 
displacing traditional nonprofit managers as role models for socially and envi-
ronmentally oriented activists. The award of the Nobel Peace Prize to the social 
entrepreneur Muhammad Yunus in 2006, the appearance of books on social 
enterprise with titles such as How to Change the World and The Power of Social 
Innovation, and the creation of a Social Innovation Fund in the early days of 
the Obama administration provide evidence of the energy and enthusiasm this 
movement has unleashed.127 

managerial	professionalization.	A fourth manifestation of the com-
mercial impulse in the nonprofit sector is the growing professionalization of 
nonprofit operations. Professionalization may be too blanket a term to depict 
the recent shifts in the staffing and operation of nonprofit organizations, how-
ever, for it has at least three different meanings. The first is the basic expansion 
of paid staff, not necessarily replacing volunteers but certainly displacing them 
as the backbone of nonprofit operations. Though volunteers continue to play 
important roles in the nonprofit sector, the myth that portrays these organiza-
tions as principally operated by volunteers now no longer comes close to por-
traying reality, at least for the bulk of nonprofit activity if not for the bulk of 
the organizations. In point of fact, nonprofit organizations had become major 
employers by the late 1970s, and their attraction of paid staff has continued into 
the new century. Indeed, between the late 1970s and the mid-1990s, the paid 
staff of nonprofit organizations grew at an annual rate more than 70 percent 
higher than that of all nonagricultural employment.128 This disparity in employ-
ment growth has not only continued but accelerated in the new millennium, as 
the U.S. economy continues its structural shift from manufacturing to services. 
Thus nonprofit employment grew two and one-half times faster than overall 
nonfarm employment between 1998 and 2005, and it appears to have sustained 
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this growth through much of the economic recession of 2008 and beyond.129 
Indeed, if the nonprofit sector were itself one of the eighteen “industries” into 
which statisticians divide economies, as of 2007 it would be the third largest 
such industry in the U.S. economy in terms of employment, behind only retail 
trade and manufacturing. 

The second meaning of professionalization involves the penetration of sub-
ject-matter professionals into leadership positions in organizations. This, too, 
is an old story. As noted earlier, the professionalization of the health, educa-
tion, and even social service spheres in this sense occurred fairly early in the 
twentieth century. This type of professionalization was a later arrival in the arts 
field, as noted in chapter 5, though it has had its characteristic results of cre-
ating an inward-looking performance culture, which stands accused of push-
ing contemporary composers to the sideline, constraining musical innovation, 
and losing touch with younger and more diverse audiences.130 More generally, 
as one scholar notes, “Although some nonprofit industries, such as education 
and health care, had been professionally managed for decades, by the end of the 
Reagan era, professionalization had penetrated every area in which nonprofits 
operated, including religion.”131

As noted earlier, however, the professionalism impulse has encountered sig-
nificant resistance in recent years and subject matter professionals have been put 
on the defensive. At the same time, a third, more commercial-oriented type of 
professionalism—managerial professionalism—has arisen to challenge subject-
matter professionals.132 Rather than substantive training in health or education 
or case work, managerial professionals are trained in the techniques of rational 
management, such as strategic planning, management by objectives, segmen-
tation of operations along individual lines of business, and the use of metrics. 
Indeed, substantive professionals are now increasingly being managed by mana-
gerial professionals, who hold them accountable for performance goals and pro-
ductivity gains.

All of this suggests a broader and deeper penetration of the market culture 
into the fabric of nonprofit operations. Nonprofit organizations are increasingly 
“marketing” their “products,” viewing their clients as “customers,” “segmenting 
their markets,” differentiating their output, identifying their “market niches,” 
formulating “business plans,” and generally incorporating the language, and 
the style, of business management into the operation of their agencies. As one 
student of the field has remarked, nonprofit executives are now “among the 
most entrepreneurial managers to be found anywhere, including the private 
for-profit sector.”133

How fully the culture of the market has been integrated into the operations, 
as opposed to the rhetoric, of the nonprofit sector is difficult to determine. 
However, a survey of a core set of nonprofit human service, arts, and community 
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development organizations by the Johns Hopkins Listening Post Project finds 
widespread adoption of at least one aspect of the market mantra: the need for 
improved performance metrics, with 85 percent of surveyed agencies reporting 
measuring the performance of at least a portion of their programs and 70 percent 
reporting use of “outcome,” and not just “output,” measures.134 Certainly the 
appetite for market-oriented materials has been robust enough to convince com-
mercial publishers like John Wiley and Sons to invest heavily in the field, pro-
ducing a booming market in “how-to” books offering nonprofit managers train-
ing in “strategic planning,” “financial planning,” “mission-based management,” 
 “social entrepreneurship,” “street-smart financial basics,” “strategic communi-
cations,” “high-performance philanthropy,” and “high-performance organiza-
tion,” to cite just a handful of recent titles.135

The Drucker Foundation’s Self-Assessment Tool, with its market-oriented 
stress on the five questions considered most critical to nonprofit-organization 
performance (What is our mission? Who is our customer? What does the cus-
tomer value? What are our results? What is our plan?), was reportedly purchased 
by more than 10,000 agencies in the first five years following its publication in 
1993, suggesting the appetite for business-style management advice within the 
sector.136 The cross-organizational spread of these market-oriented management 
tools is such that researchers in San Francisco stumbled upon a religious organi-
zation whose training materials feature a PowerPoint urging Christian leaders to 
“Build Market Share for God.”137

Beyond this, there is growing evidence that the market culture is affect-
ing organizational practices, organizational structures, and interorganizational 
behavior. This process began, ironically enough, in the most voluntaristic com-
ponent of the nonprofit field—the charitable fundraising sphere. A veritable rev-
olution has occurred in this arena of nonprofit action, as reflected in the emer-
gence and growth of specialized fundraising organizations, such as the National 
Society of Fund-Raising Executives (1960), now the Association of Fund-
Raising Professionals (AFP); the Council for the Advancement and Support 
of Education (1974); the Association for Healthcare Philanthropy (1967); and 
the National Committee for Planned Giving (1988). As recently as 1979, the 
AFP, the largest of these organizations, boasted only 1,899 members. By 2011 it 
could claim over 30,000 members in 225 chapters around the globe.138 Equally 
impressive has been the transformation in the technology of charitable giving 
through the development of such devices as workplace solicitation, telethons, 
direct mail campaigns, telephone solicitation, a host of complex planned-giving 
vehicles such as charitable remainder trusts, and more recently e- philanthropy. 
Entire organizations have surfaced to manage this process of extracting funds, 
and, as we have seen, for-profit businesses, such as Fidelity Investments, have 
also gotten into the act with their own charitable funds, offering their investors 
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an opportunity to manage their charitable resources through a nonprofit with 
ties to the firm that handles their regular investments.139 

How much of the surge in philanthropic support between 1997 and 2007 
can be attributed to these developments is difficult to say, but it is notable that 
private philanthropic support to nonprofit service and expressive organizations 
kept pace, at least in percentage terms, with the growth of fee income to the sec-
tor, though it started from a much smaller base. Also notable is the emergence 
in philanthropic space of a host of new actors, who are focused on channeling 
private investment capital from banks, insurance companies, pension funds, and 
high-net-worth individuals into social purpose activities. Included here are enti-
ties known by such nontraditional charitable terms as capital aggregators, social-
purpose secondary markets, social stock exchanges, enterprise brokers, and multiwin-
dow philanthropic banks, all of them using financial instruments that go well 
beyond the normal mechanism of the charitable grant.140 How successfully these 
developments will withstand the effects of the recent economic turmoil remains 
to be seen, but they have clearly established a beachhead that augurs well for 
their future.

These developments in the field of fundraising hardly begin to exhaust the 
changes in organizational behavior and structure ushered into the nonprofit 
field by the powerful commercial and managerial impulse. Hospitals, for exam-
ple, are increasingly advertising their capabilities, universities investing in off-
campus programs, museums and symphonies establishing venues in shopping 
centers, and even small community development organizations engaging in 
complex real estate syndications. Significant changes are also occurring in the 
basic structure and governance of nonprofit organizations. Boards are being 
made smaller and more selective, substituting a corporate model for a commu-
nity-based one. Similarly, greater efforts are being made to recruit business lead-
ers to serve on boards, further solidifying the dominant corporate culture. In 
addition, the internal structure of organizations is growing more complex. To 
some extent this is driven by prevailing legal restrictions. Thus, as reported in 
chapter 10, many nonprofit advocacy organizations have created 501(c)(4) sub-
sidiaries to bypass restrictions on their lobbying activity as 501(c)(3) charities. 
Similarly, nonprofit residential care facilities are segmenting their various activi-
ties into separate corporate entities to build legal walls around core operations 
in case of liability challenges. And universities, freed by the Bayh-Dole Act and 
subsequent legislation to commercialize patent discoveries developed with fed-
eral research funds, are turning to complex consortium arrangements to market 
the products of university-based scientific research.141 

Behind the comforting image of relatively homey charities, nonprofit orga-
nizations are thus being transformed into complex holding companies, with 
multiple nonprofit and for-profit subsidiaries and offshoots, significantly 
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complicating the task of operational and financial management and control. 
Not surprisingly, to cope with this increased complexity, nonprofit manage-
ment has had to become increasingly professional. These developments have 
thus helped to fuel the growth of the new nonprofit management training pro-
grams mentioned earlier, 168 of which were in existence in colleges and univer-
sities across the country as of 2009.142 Other evidence of the growing managerial 
professionalization of the nonprofit field includes the construction of a set of 
sectorwide infrastructure institutions, such as Independent Sector, the Council 
on Foundations, the Association of Small Foundations, the Forum of Regional 
Associations of Grantmakers, and state nonprofit organizations; as well as the 
emergence of a nonprofit press: Chronicle of Philanthropy, Nonprofit Times, 
Nonprofit Quarterly, and Stanford Social Innovation Review (see chapter 11 for 
additional detail).

What was once a scatteration of largely overlooked institutions has thus 
become a booming cottage industry, attracting organizations, personnel, publi-
cations, services, conferences, websites, head-hunting firms, consultants, rituals, 
and fads—all premised on the proposition that nonprofit organizations are dis-
tinctive institutions with enough commonalities, despite their many differences, 
to be studied, represented, serviced, trained, and, most important, managed 
using a similar set of concepts and tools, but a set inspired in important part by 
those in use in the business sector. 

new	 business	 partnerships.	 As the culture of the market has spread 
into the fabric of nonprofit operations, old suspicions between the nonprofit 
and business sectors have significantly softened, opening the way for nonprofit 
acceptance of the business community not simply as a source of charitable sup-
port but as a legitimate partner for a wide range of nonprofit endeavors. This 
perspective has been championed by charismatic sector leaders such as Billy 
Shore, who urge nonprofits to stop thinking about how to get donations and 
start thinking about how to “market” the considerable “assets” they control, 
including particularly the asset represented by their reputations.143 This has 
meshed nicely with the growing readiness of businesses to forge strategic alli-
ances with nonprofits in order to generate “reputational capital,” demonstrating 
that the penetration of the business culture into the nonprofit sector has been 
accompanied by a significant penetration of the nonprofit culture into business 
operations, as businesses have begun developing “mission statements” and align-
ing products with good causes. The upshot has been a notable upsurge in strate-
gic partnerships between nonprofit organizations and businesses.

One early manifestation of this was American Express’s invention of “cause-
related marketing” in the early 1980s. Under this technique, a nonprofit lends 
its name to a commercial product in return for a share of the proceeds from 

01-0330-3 ch1.indd   57 5/7/12   10:10 AM



58  The State of Nonprofit America

the sale of that product. Research demonstrates that such arrangements bring 
substantial returns to the companies involved, boosting sales, enhancing com-
pany reputations, and buoying employee morale. Coca-Cola, for example, expe-
rienced a 490 percent spurt in the sales of its products at 450 Wal-Mart stores 
in 1997 when it launched a campaign promising to donate 15 cents to Moth-
ers Against Drunk Driving for every soft drink case it sold. More generally, a 
1999 Cone/Roper survey found that two-thirds of Americans have greater trust 
in companies aligned with a social issue and that more than half of all work-
ers wish their employers would do more to support social causes. This evidence 
has convinced a growing number of corporations to associate themselves and 
their products with social causes and the groups actively working on them. The 
apparel retailer Eddie Bauer has thus entered cause-related marketing arrange-
ments with American Forests, Evian with Bill Shore’s Share Our Strength, Liz 
Claiborne with the Family Violence Prevention Fund, Mattel with Girls Incor-
porated, Timberland with City Year, Yoplait with Susan G. Komen for the 
Cure, and many more. Indeed, an entire cottage industry has sprung up around 
cause-related marketing, including the web-based Cause Marketing Forum, the 
website onPhilanthropy for “professionals working on the social commons,” and 
regular tracking of cause-related marketing proceeds by marketing research firm 
IEG, LLC. By 2010 cause sponsorship was delivering an estimated $1.62 billion 
in proceeds to nonprofit organizations, up from $120 million in 2002.144 

Increasingly, moreover, cause-related marketing relationships have evolved 
into broader partnerships that mobilize corporate personnel, finances, and 
know-how in support of nonprofit activities. The most successful of these efforts 
deliver benefits to both the corporation and the nonprofit. Thus for example, 
when the Swiss pharmaceutical manufacturer Novartis contributed $25 mil-
lion to the University of California at Berkeley for basic biological research, it 
secured in the bargain the right to negotiate licenses on a third of the discov-
eries of the school’s Department of Plant and Microbial Biology, whether it 
paid for these discoveries or not.145 The management expert Rosabeth Kanter 
even argues that businesses are coming to see nonprofits not simply as sources 
of good corporate images but also as the “beta site for business innovation,” a 
locus for developing new approaches to long-standing business problems, such 
as how to recruit inner-city customers to the banking system and how to locate 
and train entry-level personnel for central-city hotels.146 In these and countless 
other ways nonprofit organizations and businesses have begun reaching out to 
each other across historic divides of suspicion to forge interesting collaborations 
of value to both, leading the Aspen Institute’s Nonprofit Sector Strategy Group 
to “applaud the new strategic approach that businesses are bringing to societal 
problem-solving and the expansion of business partnerships with nonprofit 
groups to which it has given rise.”147
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In short, a massive and multifaceted commercial surge has enveloped the 
country’s nonprofit sector, affecting its internal operation, its revenue base, its 
organizational structure, and its entire modus operandi.

Meeting the For-Profit Competition

One interesting consequence of the nonprofit absorption of the market culture 
is an enhanced capacity of nonprofits to hold their own in the face of the rising 
tide of for-profit competition. To be sure, the credit for this does not belong 
to nonprofits alone. Rather, the for-profit sector has proved to be far less for-
midable a competitor in many of the spheres in which both operate than ini-
tially seemed to be the case. As Gray and Schlesinger point out in chapter 2, 
a “life-cycle” perspective is needed to understand the competitive relationship 
between nonprofit and for-profit organizations in the health field, and a similar 
observation very likely applies to other fields as well. For-profit firms have dis-
tinct advantages during growth spurts in the life cycles of particular fields, when 
new services are in demand as a result either of changes in government policy 
or of shifting consumer needs. This is so because these firms can more readily 
access the capital markets to build new facilities, acquire new technology, and 
attract sophisticated management. In addition, they are better equipped to mar-
ket their services and achieve the scale required to negotiate favorable terms with 
suppliers (for example, pharmaceutical companies).

However, once they become heavily leveraged, the continued success of these 
enterprises comes to depend on the expectation of continuing escalation of their 
stock prices. When this expectation is shaken, as it often is thanks to shifts in 
government policies—such as reimbursement policies for Medicare and Medic-
aid—the results can be catastrophic and precipitous. In such circumstances, for-
profit firms can go bankrupt or exit particular fields—for example, by refusing 
to serve Medicaid recipients. In some cases they have also shown a distressing 
tendency to engage in fraudulent practices. In the 1990s, for example, some for-
profit nursing homes, squeezed by new state policies designed to reduce Med-
icaid costs, turned to misleading billing practices to sustain their revenues and 
ultimately got caught. A similar scenario played out in the hospital field twice in 
the past several decades—first in the latter 1980s and again in the mid-1990s. 
In both cases overly optimistic for-profit entrepreneurs found it impossible to 
sustain the growth paths that their stock valuations required and ended up being 
discredited when government agencies and private insurers found that they had 
fraudulently inflated their costs and overbilled for services.148 This boom and 
bust cycle seems to operate as well in the social service field, particularly where 
government support is a crucial part of the demand structure of agencies. For-
profit involvement grows in response to increased public funding but then suf-
fers a shakeout when government reimbursement contracts.
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All of this demonstrates why nonprofit involvement is so crucial, especially 
in fields where vulnerable populations are involved and the reliable maintenance 
of a basic level of quality care is essential. At the same time, such involvement 
is far from guaranteed, even where nonprofits pioneer the service. Given the 
intensity of competition at the present time and the expanded access of for-
profits to government support, nonprofits can hold their own only where they 
have well-established institutions, where they can secure capital, where they 
manage to identify a meaningful market niche and a distinctive product, where 
they respond effectively to the competitive threat, and where individual con-
sumers or those who are paying on their behalf value the special qualities that 
the nonprofits bring to the field.149 The fact that nonprofits have continued to 
expand substantially in the face of competition suggests that many nonprofits 
have been up to this challenge. What is more, the not-for-profit form is staging 
a renaissance in some unexpected places. One of these is the emergence of non-
profit, multispecialty, physician groups, reflecting the reluctance of many young 
doctors, already burdened by heavy medical school debt, to take on the addi-
tional debt involved in opening their own practices or to handle the increasingly 
complex business dimensions of medical practice. One estimate is that a quar-
ter of all practicing physicians now belong to such groups.150 At the same time, 
recent reports indicating problems for nonprofit hospitals in generating capital 
to respond to a spurt in admissions make it clear that competitive challenges 
remain even for quite large and sophisticated nonprofit providers.151

Sustaining an Advocacy Role

In addition to growing robustly, finding ways to market their services to paying 
customers, adjusting to a new terrain of government funding, and reengineer-
ing key features of their operations in response to the dominant market culture, 
American nonprofits have also demonstrated their resilience by maintaining 
a considerable presence in the realm of advocacy and citizen engagement. In 
this their performance stands in stark contrast to concerns about the decline of 
social capital and the disappearance of nationally integrated civic associations 
voiced by scholars such as Robert Putnam and Theda Skocpol.152 One explana-
tion for this lies in the impact of the communications revolution of the past two 
decades. As chapters 10 and 17 make clear, Internet activism has fundamen-
tally reshaped civic participation and advocacy, providing through social media, 
blogs, chat rooms, and other vehicles new ways for citizens to connect, share 
ideas, mobilize, and inform; and for organizations to reach out to members and 
to form and manage advocacy coalitions. 

Also at work, however, is the professionalization of nonprofit advocacy activ-
ity. This was particularly in evidence during the period from the early 1960s 
through the early 1990s, perhaps the high point of nonprofit, public interest 
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advocacy involvement. During this period a variety of public interest advocacy 
groups effectively advanced agendas seeking improvements in civil rights, con-
sumer protection, environmental protection, health care, and relief from hun-
ger and poverty. As reflected in Jeffrey Berry’s careful analysis of the role of 
such groups in shaping the congressional agenda during this period, with only 
7 percent of the Washington interest group universe throughout this period, 
these groups accounted for 24–32 percent of congressional testimony, gener-
ated 29–40 percent of the press coverage of pending legislation, and were nearly 
80 percent as effective in passing legislation they favored as the business lobbies 
against which they were often arrayed.153 

But nonprofit involvement in citizen engagement has persisted well beyond 
this period. Mainline civic and civil rights membership organizations such as 
the League of Women Voters, the Jaycees, Kiwanis, the National Association 
for the Advancement of Colored People, the National Council of La Raza, and 
the Urban League have now been joined by new organizations committed to 
strengthening democracy by promoting voting, civic participation, and commu-
nity problem solving. 

Citizen activism is particularly evident in the environmental area, as detailed 
in chapter 7. Close to 680 watershed associations operate in the Chesapeake 
Bay watershed alone, for example, sampling water and checking for illegal dis-
charges; and similar associations operate in other watersheds across the country, 
all of them linked together in the River Network. Land trusts, multi-stakeholder 
climate change and ecosystem partnerships, and environmental education coali-
tions fill out the rich organizational and associational tapestry of the contem-
porary environmental movement.154 Beyond these citizen engagement activities, 
more traditional nonprofit advocacy organizations continue to grow. For exam-
ple, the Sierra Club, a leading nonprofit environmental organization, boasted 
1.3 million members in 2008–09, up from 246,000 in 1980, and other organi-
zations are not far behind.155

In the process, nonprofit advocacy organizations have grown increasingly 
complex and professional. The Sierra Club, for example, is a 501(c)(4) orga-
nization that operates six other organizations: a legal defense fund, a founda-
tion, a political action committee, a student coalition, a book club, and a prop-
erty management company. In addition, it operates twenty-two regional offices 
and chapters in every state. Nor is this type of development restricted to the 
environmental arena. NOW, the National Organization for Women—like the 
Sierra Club a 501(c)(4) organization—also has a separate 501(c)(3) foundation, 
a number of PACs, a network of local chapters, and an active online presence 
through Facebook and Twitter. 

More generally, research demonstrates that sizable proportions of nonprofit 
service-providing organizations engage in some type of advocacy activity. Thus 
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a 2000 survey of a cross-section of nonprofit organizations found three-fourths 
reporting some engagement in public policy activity. This general finding was 
confirmed in a more recent survey by the Johns Hopkins Listening Post Proj-
ect, which found that nearly three-quarters (73 percent) of a core set of human 
service, arts, and community development organization executives reported 
involvement in some type of policy advocacy or lobbying during the year lead-
ing up to the survey, with three out of five of these indicating some advocacy 
involvement almost every month.156 This involvement is all the more impressive 
in light of the legal limitations on nonprofit political action—limitations that 
bar nonprofit organizations from engaging in electoral activity, from contribut-
ing to political campaigns, from devoting more than a limited share of their 
resources to lobbying, and from engaging in “political activity” if they receive 
government funds.157 

Not only have nonprofit citizen groups proved effective in national political 
advocacy, but also they have extended their reach upward to the international 
level and downward to states and localities. The same new communications 
technologies that facilitated the rise of global corporations have permitted the 
emergence of transnational advocacy networks linking nonprofit citizen groups 
across national borders. This “third force” is rapidly transforming international 
politics and economics, challenging government policies on everything from 
land mines to dam construction and holding corporations to account in their 
home markets for environmental damage or labor practices they may be pursu-
ing in far-off lands.158 Indeed, the recent eagerness multinational corporations 
have shown for cause-related marketing arrangements and broader strategic 
partnerships with nonprofit organizations has been driven in important part by 
the threat these networks pose to these corporations’ “license to operate” and to 
their reputations among both consumers and their own staff. Similarly, non-
profits have forged advocacy coalitions at the state level to make sure that devo-
lution does not emasculate policy gains achieved nationally. The expansion of 
state social welfare and arts spending cited earlier can probably be attributed in 
important part to this nonprofit policy advocacy at the state level.

Impressive as the scope and scale of nonprofit involvement in civic engage-
ment and advocacy may be, however, so too are its limitations. For one thing, 
lobbying and advocacy, while widespread and varied, tend to involve relatively 
limited commitments of time and resources for most organizations most of 
the time. Only about half of the organizations in the Listening Post survey, for 
example, report doing even the least-demanding forms of lobbying or advocacy 
during the year preceding the survey, and the proportions that are involved 
three or more times in the course of a year exceeded one-third of the organiza-
tions for only the least-demanding of all forms (signing correspondence to a 
government official).159
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One reason for this fairly limited involvement appears to be the limited 
resources and resulting limited staff time available to support advocacy in most 
organizations. The vast majority (85 percent) of Listening Post Project respon-
dents reported devoting less than 2 percent of their budgets to either lobby-
ing or advocacy, and in most organizations the advocacy function is left largely 
to the executive director, with little effort to rally clients or patrons let alone 
engage other staff. Simple lack of resources was thus the most common barrier 
to greater policy engagement cited by respondents in both surveys cited above, 
outdistancing concerns about restrictive regulations by far, at least in the Listen-
ing Post survey. 

Data on nonprofit expenditures on lobbying recorded on nonprofit form 
990 filings confirm these findings. As noted in chapter 10, only 6,502 nonprofit 
501(c)(3) organizations reported any lobbying expenditures in 2005, twice the 
number ten years earlier but still a mere 2 percent of all reporting organizations, 
and this despite the fact that all 501(c)(3) organizations are allowed to do some 
lobbying. What is more, the amount these organizations reported spending on 
lobbying remained below 0.1 percent of their total expenditures. This pattern 
has certainly been true in the environmental arena. As Siriani and Sofer report 
in chapter 7, 40 percent of watershed groups sampled by the River Network had 
no budget, and three-fourths had no fundraising strategy. As a consequence, 
these groups lack the capability to engage substantial numbers of citizens for 
restoration efforts or to tackle the complex challenges of climate change, and 
similar problems confront land trusts and groups addressing toxics and environ-
mental justice issues. 

Incredibly, and perhaps paradoxically, the major source that organizations 
have been able to count on to finance their advocacy and citizen engagement 
activity has been government, and study after study confirms a positive rela-
tionship between receipt of public funding and policy engagement. On the 
other hand, foundation funding seems to constrain advocacy activity, perhaps 
as a result of the restrictions on foundation support of lobbying written into the 
1969 Tax Reform Act.160

In short, while the advocacy fire still burns within the nonprofit sector, it 
simmers at a relatively low temperature. What is more, it is increasingly selec-
tive in its focus. The public interest groups that made such a powerful political 
impact during the 1970s and 1980s differ markedly in their focus from the tra-
ditional working-class-oriented liberal and labor groups of the 1930s to 1950s. 
The political scientist Jeffrey Berry characterizes this as a shift from “material-
ism” to “postmaterialism,” from the pocketbook concerns of middle- and work-
ing-class voters to the social concerns of more affluent ones.161 The political 
awakening of the Christian Right has had a similar result, as Jacob Hacker and 
Paul Pierson observe in their powerful book, Winner-Take-All Politics. “Like 

01-0330-3 ch1.indd   63 5/7/12   10:10 AM



64  The State of Nonprofit America

the public interest groups on the left,” Hacker and Pierson note, “the Christian 
Right has engaged voters on nonmaterial grounds. Moral values issues like abor-
tion and gay marriage are the focus. And this concentration on moral issues has 
had a paradoxical consequence: It has aligned a large bloc of evangelical voters 
whose incomes are generally modest with a political party attuned to the eco-
nomic demands of the wealthy.”162 Coupled with the emasculation of private 
sector unions, the result has been to open a significant vacuum with regard to 
advocacy and lobby support for issues relating to the poor and to the economic 
security of working-class people.

At the same time, business interests responded to the liberal environmen-
tal, consumer, and workplace safety victories of the 1960s and 1970s with a 
concerted organizational counterattack shepherded by a reinvigorated U.S. 
Chamber of Commerce and newly formed Business Roundtable. By 1982, 
2,500 firms had registered lobbyists in Washington, up from 175 in 1971. The 
number of corporate PACs quadrupled between 1976 and 1980, and money 
poured into them. Despite efforts to impose legal limits on corporate and union 
campaign contributions, between the late 1970s and the late 1980s, corporate 
PAC contributions in congressional elections swelled by 500 percent, easily 
outdistancing labor contributions, even to Democratic candidates.163 And this 
was before the landmark Supreme Court decision in Citizens United v. Federal 
Election Commission (2010), which freed corporations from any restrictions on 
their support of political candidates. And if labor has been outgunned as a con-
sequence, so have public interest advocacy and plain-vanilla nonprofit service 
organizations, held back not only by legal and administrative limits on their 
involvement in policy activity, but also by limited resources of time and money. 
Under the circumstances, the prospects for a level playing field for nonprofits in 
the political arena seem increasingly remote, even given the advantages afforded 
by the new communications technologies and Internet-promoted demonstra-
tions of the sort embodied in the Occupy Wall Street movement of 2011.

Summary and Implications

Nonprofit America has thus responded with extraordinary creativity and resilience 
to the challenges and opportunities it has confronted over the past thirty or so 
years. The sector has grown enormously as a consequence—in revenues, in num-
ber of organizations, and in the range of purposes it serves. In addition, the com-
petencies and management of the sector’s organizations have improved, though 
these are more difficult to gauge. To be sure, not all components of the sector 
have experienced these changes to the same degree or even in the same direction. 
Yet what is striking is how widespread the adaptations seem to have been. 
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In large part, what allowed nonprofit organizations not only to survive but to 
thrive during this period was that they moved, often decisively, toward the mar-
ket. In the terms introduced earlier, the commercial impulse clearly gained the 
upper hand in nonprofit operations across a broad front. This did not mean, of 
course, that the other impulses pressing on the sector ceased to operate. To the 
contrary, nonprofits continued to promote advocacy and citizen engagement, 
though with somewhat subdued firepower; the voluntary impulse remained 
alive and well in the sector’s public persona and in its attraction of charitable 
resources, volunteer effort, and new public programs supporting commu-
nity service and faith-based organizations, even as the sector’s center of gravity 
moved in a different direction; and professionalism continued to influence the 
sector’s organizations, though more in their management than in the substance 
of their programs, thus moving nonprofit organizations ever closer to their for-
profit cousins rather than their public-sector next of kin.

In short, while these other impulses continued to be felt, the commercial 
one seemed to gain the ascendance. Nonprofit organizations thus took advan-
tage of the growing demand for their services, expanded their fee income, 
launched commercial ventures, forged partnerships with businesses, adopted 
business management techniques, mastered new consumer-side forms of 
government funding, reshaped their organizational structures, incorporated 
sophisticated marketing and money management techniques into even their 
charitable fundraising, and generally found new ways to tap the dynamism and 
resources of the market to promote their organizational objectives. This move 
toward the market has by no means been universal. Nor is it entirely new. 
What is more, it did not exhaust the range of responses the sector made to the 
challenges it faced. Yet it has clearly been the dominant theme of the past sev-
eral decades, and its scope and impact have been profound, affecting all parts 
of the sector to some extent. As a result, the nonprofit sector that is entering 
the second decade of the twenty-first century is not your father’s nonprofit sec-
tor. Rather, it has been substantially reengineered, and this process is still very 
much under way, though it has yet to be fully appreciated by the sector itself or 
by the nation at large.

On balance, these changes seem to have worked to the advantage of the 
nonprofit sector, strengthening its fiscal base, upgrading its operations, enlist-
ing new partners and new resources in its activities, and generally improving 
its image for organizational effectiveness. But they have also brought significant 
risks, and the risks may well overwhelm the gains. Before drawing up the final 
balance sheet on the state of nonprofit America or its likely future evolution, 
therefore, it is necessary to weigh the gains against these risks. More specifically, 
the nonprofit sector’s response to the challenges of the past thirty years, creative 
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as it has been, has exposed the sector to at least five new problems: a grow-
ing identity crisis, increased managerial demands, mission creep, disadvantaging 
small agencies, and a loss of public trust.

Growing Identity Crisis

In the first place, the nonprofit sector is increasingly confronting an identity cri-
sis as a result of a growing tension between the market character of the services 
it is providing and the continued nonprofit character of the institutions provid-
ing them. As Gray and Schlesinger show in chapter 2, this tension has become 
especially stark in the health field, where third-party payers, such as Medicare 
and private HMOs, refuse to consider values other than actual service cost in 
setting reimbursement rates and where bond-rating agencies discount commu-
nity service in determining what nonprofit hospitals have to pay for the capital 
they need to expand. Left to their own devices, nonprofit institutions have had 
little choice but to adjust to these pressures, but this adjustment comes at some 
cost to the features that make the institutions distinctive.

Under these circumstances, it is no wonder that scholars have been finding 
it difficult to detect real differences between the performance of for-profit and 
nonprofit hospitals and why many nonprofit HMOs and hospitals have surren-
dered the nonprofit form or sold out to for-profit firms.164 Private universities 
are similarly experiencing strains between their mission to propagate knowledge 
and the expansion of their reliance on corporate sponsorship, which has brought 
with it demands for exclusive patent rights to the fruits of university research.165 
Marketing pressures are also intruding upon nonprofit arts and cultural institu-
tions, limiting their ability to focus on artistic quality and transforming them 
into social enterprises focusing on market demands (see chapter 5, this volume). 
So intense has the resulting identity crisis become, in fact, that some scholars are 
beginning to question the long-standing belief that nonprofits are reluctant par-
ticipants in the market, providing only those “private goods” needed to support 
their “collective goods” activities, and are coming to see many nonprofits func-
tioning instead as out-and-out commercial operations dominated by “pecuniary 
rather than altruistic objectives.”166

Increased Demands on Nonprofit Managers

These tensions have naturally complicated the job of the nonprofit execu-
tive, requiring these officials to master not only the substantive dimensions of 
their fields but also the broader private markets within which they operate, the 
numerous public policies that affect them, and the massive new developments in 
technology and management with which they must contend. Nonprofit execu-
tives must do all this, moreover, while balancing a complex array of stakeholders 
that includes not only clients, staff, board members, and private donors but also 
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regulators, government program officials, for-profit competitors, and business 
partners; and while also demonstrating performance and competing with other 
nonprofits and with for-profit firms for fees, board members, customers, con-
tracts, grants, donations, gifts, bequests, visibility, prestige, political influence, 
and volunteers.167 No wonder that burnout has become such a serious problem 
in the field despite the excitement and fulfillment the role entails.

The Threat of Mission Creep

Inevitably, these pressures pose threats to the continued pursuit of nonprofit 
missions. Nonprofit organizations forced to rely on fees and charges naturally 
begin to skew their service offerings to clientele that are able to pay. What start 
out as sliding-fee scales designed to cross-subsidize services for the needy become 
core revenue sources essential for agency survival. Organizations needing to raise 
capital to expand are naturally tempted to locate new facilities in places with a 
client base able to finance the borrowing costs. When charity care, advocacy, 
and research are not covered in government or private reimbursement rates, 
institutions have little choice but to curtail these activities. Similarly, when new 
“impact investors” interested in measurable results for specific beneficiaries hold 
the upper hand in agency survival, hard-to-measure activities like advocacy and 
community organization may cease to seem important.

How far these pressures have proceeded is difficult to say. As Joassart- 
Marcelli shows in chapter 19, support for the poor has never been the exclusive, 
or the primary, focus of nonprofit action. Nor need it be. What is more, many 
of the developments identified above have usefully mobilized market resources 
to support genuinely charitable purposes. Yet the nonprofit sector’s movement 
toward the market is creating significant pressures to move away from those in 
greatest need, to focus on amenities that appeal to those who can pay, and to 
apply the market test to all facets of their operations.168 The influence of the 
market impulse may thus be working at cross-purposes with the impulses to 
promote social justice and serve the poor—the impulses that government sup-
port, with all its limitations, opened up for significantly broader segments of the 
nonprofit sector in the post–World War II period.

Disadvantaging Small Agencies

A fourth risk resulting from the nonprofit sector’s recent move to the market 
has been to put smaller agencies at an increasing disadvantage. Successful adap-
tation to the prevailing market pressures requires access to advanced technol-
ogy, professional marketing, corporate partners, sophisticated fundraising, and 
complex government reimbursement systems, all of which are problematic for 
smaller agencies. Market pressures therefore create not simply a digital divide 
but a much broader “sustainability chasm,” one that smaller organizations find 
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difficult to bridge. Although some small agencies can cope with these pressures 
through collaborations and partnerships, these devices themselves often require 
sophisticated management; further, they absorb precious managerial energies.169 
As the barriers to entry, and particularly to sustainability, rise, the nonprofit sec-
tor is thus at risk of losing one of its most precious qualities—its ease of entry 
and its availability as a testing ground for new ideas.

Loss of Public Trust

All of this, finally, poses a further threat to the public trust on which the non-
profit sector ultimately depends. Thanks to the pressures they are under and the 
agility they have shown in response to them, American nonprofit organizations 
have moved well beyond the quaint Norman Rockwell stereotype of selfless vol-
unteers ministering to the needy and supported largely by charitable gifts. Yet 
general public and media images remain wedded to this older stereotype and 
far too little attention has been given to bringing popular perceptions into bet-
ter alignment with the realities that now exist, and to justifying these realities 
to a skeptical citizenry and press. As a consequence, nonprofits find themselves 
vulnerable when highly visible events, let alone instances of mismanagement or 
scandal, reveal them to be far more complex and commercially engaged institu-
tions than the public suspects. The more successfully nonprofit organizations 
respond to the dominant market pressures, therefore, the greater risk they face 
of sacrificing the public trust on which they ultimately depend. This may help 
explain the widespread appeal of the Bush administration’s “faith-based chari-
ties” initiative. What made this concept so appealing is its comforting affirma-
tion of the older image of the nonprofit sector, the image of voluntary church 
groups staffed by the faithful solving the nation’s problems of poverty and 
blight, even though this image grossly exaggerates both the capacity and the 
inclination of most congregations to engage in meaningful social problem solv-
ing, as chapter 9 powerfully reveals. 

The Road Ahead

What this discussion suggests is that a different balance may need to be struck 
between the nonprofit sector’s “distinctiveness imperative” (the things that 
make nonprofits special) and the sector’s “survival imperative” (the things non-
profits need to do in order to survive). To be sure, these two imperatives are not 
wholly in conflict. Nevertheless, the tensions between them are real, and there 
is reason to worry that the survival imperative may be gaining the upper hand. 
In the terms introduced before, the commercial and professional impulses may 
be squelching the voluntaristic and civic activist ones, posing a challenge to the 
sector’s future. 
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How these competing impulses will play out will likely depend to a con-
siderable extent on forces outside the sector’s control—the shifting realities of 
political life, the resulting patterns of government policy, and broader economic 
trends. Nevertheless, sector leaders also have important choices. Broadly speak-
ing, at least three scenarios seem possible. 

Celebration and Drift: The Status Quo Scenario

In the first place, the nonprofit sector can continue its historic posture of self-
celebration and drift, emphasizing the virtues of charitable giving and volun-
teering, while drifting toward ever greater reliance on commercial, or quasi-
commercial, sources of support. Given the obvious strength of nonprofit 
organizations in a number of spheres, the reliance placed upon them by govern-
ments in crucial policy arenas, and the growing capability of nonprofit manag-
ers to balance the competing pressures they are facing, it seems likely that this 
scenario could sustain the sector for some time to come.

However, it is equally likely that a policy of drift will cause nonprofits to lose 
more of their market share, surrender more of their mission-critical functions 
such as advocacy and community organizing, and see the raison d’être for many 
of their special advantages, such as tax exemption, slip further away.

Social Enterprise Scenario

A second scenario, especially attractive to younger activists and the socially 
conscious entrepreneurs from the dot.com industry, is to give up on the tra-
ditional nonprofit sector as it now exists and work toward the creation of a 
self- consciously new “social enterprise,” or “fourth sector,” one that explicitly 
merges social purpose with business methods and taps into the much larger 
resources available through socially focused private investment capital.

Hundreds of such social enterprises have surfaced in recent years both in 
the United States and around the world. Supporting this new wave of social- 
purpose businesses are capacity builders like New Profit and Community 
Wealth Ventures, enterprise brokers, as well as a growing number of investment 
funds and investment vehicles.170 Already, one portion of this “fourth sector,” 
composed of microenterprises and the “microfinance institutions” that support 
them, is estimated to have generated between $75 billion and $150 billion in 
investments, with prospects of growing into a much broader “microfinancial 
services” industry on a global scale.171 Another branch is incubating a host of so-
called bottom-of-the-pyramid businesses. These are businesses that design prod-
ucts and distribution channels that fit the economic resources of the millions of 
people at the bottom of the economic pyramid.172 In the minds of many, these 
types of entities hold far more promise for solving the world’s social and envi-
ronmental problems than do traditional nonprofit organizations.
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The Renewal Scenario

A third possible path of nonprofit evolution might be characterized as the 
“renewal option,” and it is the option that this author favors. The key to this 
approach is to see the challenges facing the nonprofit sector not as an excuse 
for retreat into some pretended golden age of nonprofit independence, or as 
a time for continued drift toward greater commercialization, but rather as an 
opportunity for renewal, for rethinking the nonprofit sector’s role and oper-
ations in light of contemporary realities, and for achieving a new consensus 
regarding the functions of these organizations, the relationships they have with 
citizens, with government, and with business, and the way they will operate in 
the years ahead. 

clarifying	the	nonprofit	value	proposition.	At the center of the 
renewal scenario must be a clarification of the sector’s “value proposition,” the 
distinctive qualities and attributes nonprofit organizations bring to American 
society.173 The voluntaristic impulse, after all, is not just about charitable giv-
ing and volunteer effort. This impulse is the carrier for the broader set of values 
that define the nonprofit sector’s distinctive contributions—values of equity, 
openness, empowerment, participation, responsiveness, and commitment to 
the enrichment of human life. Thanks in part to the ascendance of the com-
mercial impulse and its accompanying emphasis on metrics, however, many of 
these other values have been downplayed, and the value of the nonprofit sector 
reduced to the sector’s service functions. While these functions are important, 
they hardly exhaust the value that Americans derive from nonprofit institutions. 
Clarifying these contributions and articulating them forcefully both for the sec-
tor as a whole and in particular organizations will be pivotal to the sector’s abil-
ity to retain its special place in American life.

improving	 the	 government-nonprofit	 partnership.	 Equally 
important to the renewal scenario is the acknowledgment, indeed celebration, 
of the nonprofit sector’s role as a partner in public service along with govern-
ment.174 The sector’s role as the delivery system for publicly funded services, 
which expand opportunities and improve the quality of life for millions of citi-
zens, needs to be made clear. As noted, government has emerged as the second 
most important source of nonprofit revenue, outdistancing philanthropy by a 
factor of nearly four to one. Yet the nonprofit sector’s relationship with gov-
ernment remains suspect in the minds of many and poorly understood among 
most of the rest. At the same time, this relationship, for all its strengths, remains 
in need of restructuring and reconstruction. As a declaration by leaders repre-
senting over 100,000 nonprofit organizations noted recently, “The relationships 
between government and the nonprofit sector have evolved in ad hoc fashion, 
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with too little attention to their operational inefficiencies or to their tendency to 
put valued characteristics of the citizen sector at risk.”175

Other countries have dealt with these problems by forging compacts between 
government and nonprofit organizations in order to make their collaborations 
operate better for both sides. While such overarching policy prescriptions are 
difficult to establish in America’s fragmented political system, more explicit rec-
ognition is needed that this partnership offers enormous advantages to govern-
ment, to nonprofits, and to the citizens they both serve, but that significant 
improvements are needed to allow it to achieve its promise. Such a recognition 
would begin by acknowledging government’s stake in the nonprofit delivery 
system for its programs and the resulting need for governmental investment in 
the capacity of its nonprofit partners.

Equally important is explicit acknowledgment in government grants, con-
tracts, and reimbursement systems of the need to protect the mission-critical 
functions of nonprofits, such as advocacy and community organizing. Whether 
nonprofit hospitals can continue to support their teaching and research func-
tions, for example, is significantly affected by whether Medicare considers this 
function vital enough to cover in the reimbursement rates for nonprofit hos-
pitals. But rather than protecting and encouraging these important nonprofit 
functions, government policy in recent years has moved in the direction of 
constraining them, especially in the advocacy area. In the prevailing deregula-
tion climate, some significant deregulation of nonprofit advocacy also therefore 
seems in order. 

Beyond this, government needs to commit to full coverage of the costs of 
the services it depends on nonprofits to deliver, and timely payment on grants 
and contracts.

strengthening	nonprofit	finance.	Any serious renewal scenario must 
also address the perennial problems of nonprofit finance, and particularly the 
problem of nonprofit access to investment capital. As we have seen, nonprofits 
confront an uneven playing field in this area due to their lack of access to the 
equity markets. As a consequence, they have frequently lost market share even 
in fields in which they pioneer. Significant developments on the “frontiers of 
philanthropy” hold promise for improving nonprofit access to investment capi-
tal, but these could benefit greatly from government encouragement.

The experience of nonprofit hospitals, higher education institutions, and 
low-income housing organizations is instructive in this regard. The experi-
ence of the first two demonstrates that nonprofit organizations can often hold 
their own in the face of stiff for-profit competition when they can gain access 
to needed capital at competitive rates. In both of these cases, special tax incen-
tives have been available to subsidize bonds issued to finance nonprofit facilities. 
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The example of the nonprofit housing organizations described in chapter 6 of 
this volume demonstrates that the same approach can be successfully used for 
organizations serving disadvantaged groups. Here, passage of the Low-Income 
Housing Tax Credit program, coupled with the emergence of nonprofit inter-
mediary institutions that package the resulting tax breaks for sale to investors, 
has opened a significant flow of private investment capital into low-income 
housing.176 Broadening this tax credit to cover investments in other nonprofit 
facilities or equipment serving disadvantaged persons would go a long way 
toward keeping nonprofits competitive in a wider range of fields.

Also needed—given the likely near-term constraints on government fund-
ing—is some way to stimulate greater charitable giving. The recent expansion 
of web-based giving seems likely to help in this, though experience suggests 
that such giving is episodic and crisis related. Another approach might be to 
move toward a system of tax credits instead of tax deductions. Unlike deduc-
tions, which deliver more tax benefits per dollar contributed to persons in high 
tax brackets than in low ones, tax credits provide the same tax benefits to all 
contributors regardless of their income.177 In addition, tax credits can be made 
available to all contributors regardless of whether they itemize their tax deduc-
tions. Since 75 percent of taxpayers currently take the so-called standard deduc-
tion and therefore do not itemize, a shift to a tax credit system would further 
democratize giving.

The major obstacle to this approach is that it could provide a windfall benefit 
to people who would be making contributions anyway, but this could be rem-
edied by setting a floor under the amount of gifts that would qualify for credits. 
American charitable giving has been stuck at 2 percent of personal income, or 
less, for some time. It is worth considering approaches that might boost this 
level in the future, and a system of tax credits instead of deductions might well 
be one of those worth trying.

improving	public	understanding.	Finally, any renewal scenario will 
require a major investment in public education. What is needed here, however, 
is not another celebration of private giving and volunteering, important though 
these are. Rather, the public must be introduced to the broader realities of cur-
rent nonprofit operations, to the impressive resilience that the sector exhibits, 
and to the special qualities that make nonprofit organizations worth protecting. 
Also required is a better public defense of the sector’s long-standing partnership 
with government and a clarification of the crucial role nonprofits play as key 
links working collaboratively with government and the business sector to solve 
public problems. This may be a complex message to convey, but it is the one 
that best reflects the current realities, and perhaps the best hope for the non-
profit sector’s future. 
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Conclusion

It has been said that the quality of a nation can be seen in the way it treats its 
least advantaged citizens. But it can also be seen in the way it treats its most 
valued institutions. Americans have long paid lip service to the importance 
they attach to their voluntary institutions, while largely ignoring the challenges 
these institutions face. During the past two decades, these challenges have been 
extraordinary. But so too has been the nonprofit sector’s response. As a result, 
the state of nonprofit America is surprisingly robust as we enter the second gen-
eration of the new millennium, with more organizations doing more things 
more effectively than ever before.

At the same time, the movement to the market that has made this possible 
has also exposed the sector to enormous risks. What is more, the risks go to the 
heart of what makes the nonprofit sector distinctive and worthy of public sup-
port—its basic identity, its mission, and its ability to retain the public’s trust. 

Up to now, nonprofit managers have had to fend for themselves in decid-
ing what risks it was acceptable to take in order to permit their organizations 
to survive. Given the stake that American society has in the preservation of 
these institutions and in the protection of their ability to perform their distinc-
tive roles, it seems clear that this must now change. Americans need to rethink 
whether the balance that has been struck among the four impulses driving the 
nonprofit sector, and between the survival and distinctiveness imperatives that 
lie behind them, is the right one for the future—and if not, what steps might 
now be needed to shift this balance for the years ahead. 

The argument here is that some such adjustments are needed, that America’s 
nonprofit institutions require broader support in preserving the features that 
make them special. Whether others agree with this conclusion remains to be 
seen. What seems clear, however, is that better public understanding of the state 
of nonprofit America is needed if such judgments are to be possible. It is our 
hope that the analyses in this book will contribute to such understanding. That, 
at any rate, is our goal.
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