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1

When three hijacked planes crashed into the World Trade Cen-
ter and the Pentagon on the morning of September 11, 2001,

the police, fire, and military organs of New York City, Washington,
D.C., and the U.S. government were not the only entities to respond
with heroism and élan. The events of that horrific morning also trig-
gered a spirited response from that vast, uncharted network of private
voluntary institutions that forms the unseen social infrastructure of
American life. In small towns and large metropolises, from Seattle to
Savannah, people rushed forward to offer assistance. In part, the
responses were spontaneous and unstructured. But in far larger part
they were organized and orchestrated, mobilized by the vast assort-
ment of organizations and institutions that constitute what is increas-
ingly recognized as a distinct, if not wholly understood, sector of our
national life known variously as the “nonprofit,” the “charitable,” or
the “civil society” sector. 

Like the arteries of a living organism, these organizations carry a life
force that has long been a centerpiece of American culture—a faith in
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the capacity of individual action to improve the quality of human life.
They thus embody two seemingly contradictory impulses that form
the heart of American character: a deep-seated commitment to free-
dom and individual initiative and an equally fundamental realization
that people live in communities and that they consequently have
responsibilities that extend beyond themselves. Uniquely among
American institutions, those in the nonprofit sector blend these com-
peting impulses, creating a special class of entities dedicated to mobi-
lizing private initiative for the common good.

The terrorists who crashed civilian jetliners into unarmed buildings
on that fine September morning did not, therefore, assault a nation
without the capacity to respond. But that capacity extended well
beyond the conventional and visible institutions of government. It
embraced as well a largely invisible social infrastructure of private,
charitable groups and the supportive impulses to volunteer and give
that it has helped to nurture. 

And respond it did. Within two months, individuals, corporations,
and foundations had contributed $1.3 billion in assistance to a wide
array of relief efforts. Blood donations alone were estimated to have
increased between 250,000 and 400,000 pints in the wake of the dis-
aster.1 Some of the institutions involved in mobilizing this response
were household words—the Red Cross, the Salvation Army, United
Way. Others were established but less well-known institutions, like the
New York Community Trust, the Community Service Society of New
York, and the Chicago Mercantile Exchange Foundation. And still
others were created especially to deal with this crisis—the September
11 Fund, the Twin Towers Fund, Trial Lawyers Care (to assist victims
with legal issues), and the Alaska Culinary Association (to benefit fam-
ilies of restaurant workers killed in the World Trade Center collapse).
Altogether, some 200 charitable organizations reportedly pitched in to
help directly with the relief and recovery effort in New York alone, and
countless others were involved more indirectly. According to one sur-
vey, an astounding 70 percent of all Americans made some kind of
contribution to this response.2
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Revealing though this episode was of the remarkable strengths of
America’s “third,” or nonprofit, sector, however, it simultaneously
revealed the sector’s limitations as well. Private voluntary groups,
though highly effective in mobilizing individuals to act, are far less
well equipped to structure the resulting activity. In short order, there-
fore, the fragile systems of nonprofit response were severely challenged
by the enormity of the crisis they confronted in the aftermath of Sep-
tember 11. Individual agencies, concerned about their autonomy,
resisted efforts to coordinate their responses, either with each other or
with governmental authorities. Individuals in need of assistance conse-
quently found it necessary to navigate a multitude of separate agen-
cies, each with its own eligibility criteria and targeted forms of aid.
Inevitably, delays and inequities occurred; many individuals fell
through the slats, while others benefited from multiple sources of
assistance. What is more, misunderstandings arose between the
donors, most of whom apparently intended their contributions to be
used for immediate relief, and some agencies, most notably the Red
Cross, which hoped to squirrel at least some of the contributions away
for longer-term recovery, general institutional support, and other, less
visible, disasters down the road. What began as an inspiring demon-
stration of the power of America’s charitable community thus quickly
became a demonstration of the sector’s limitations as well.3

In this, the story of the nonprofit sector’s response to the crisis of
September 11 is emblematic of its position in American life more gen-
erally. Long celebrated as a fundamental part of the American heritage,
America’s nonprofit organizations have long suffered from structural
shortcomings that limit the role they can play. This juxtaposition of
strengths and limitations, in turn, has fueled a lively ideological con-
test over the extent to which we should rely on these institutions to
handle critical public needs, with conservatives focusing laser-like on
the sector’s strengths and liberals often restricting their attention to its
weaknesses instead. Through it all, though largely unheralded and per-
haps unrecognized by either side, a classically American compromise
has taken shape. This compromise was forged early in the nation’s

Introduction 3

01 7679-9 chap1.qxd  7/15/03  12:38 PM  Page 3



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 growing array of
services—from health care to scientific research—that Americans
wanted but were reluctant to have government directly provide.4 More
than any other single factor, this government-nonprofit partnership is
responsible for the growth of the nonprofit sector as we know it today.

Beginning in the early 1980s, however, that compromise came
under considerable assault. At the same time, the country’s nonprofit
institutions have faced an extraordinary range of other challenges as
well—significant demographic shifts, fundamental changes in public
policy and public attitudes, new commercial impulses, growing com-
petition from for-profit providers, shifts in the basic structure of key
industries in which nonprofits are involved, massive technological
developments, and changes in life-style, to cite just a few. Although
nonprofit America has responded with creativity to many of these
challenges, 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, however, little
headway has been made in tracking them in a timely and systematic
way, in assessing the impact they are having both generally and for
particular types of organizations, and in getting the results into the
hands of nonprofit practitioners, policymakers, the press, and the pub-
lic at large. This book is intended to fill this gap, to offer a clear, up-
to-date assessment of a set of institutions that we have long taken for
granted but that the Frenchman Alexis de Toqueville recognized nearly
170 years ago to be “more deserving of our attention” than any other
part of the American experiment.5 More specifically, the book makes
available in a more accessible form the summary of a much larger
inquiry into the state of America’s nonprofit sector that the present
author carried out with an extraordinary team of collaborators and
that was published in a prior volume.6
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The basic story that emerged from this larger project, and that is
the theme of this book, is fundamentally a story of resilience, of a set of
institutions and traditions facing enormous challenges and also impor-
tant opportunities, but that has found ways to respond to both, often
with considerable creativity and resolve. Indeed, nonprofit America
appears to be well along in a fundamental process of “re-engineering”
that calls to mind the similar process that large segments of America’s
business sector have undergone since the late 1980s.7 Faced with an
increasingly competitive and changing environment, nonprofit organ-
izations and the institutions and traditions that support them have
been called on to make fundamental changes in the way they operate.
And that is just what they have been doing. 

What is involved here, moreover, is not simply the importation of
“business methods” into nonprofit organizations, though that is
sometimes how it is portrayed.8 While nonprofits are becoming more
“market oriented” and “businesslike,” the business methods they are
adopting have themselves undergone fundamental change in recent
years, and many of the changes have involved incorporating manage-
ment approaches that have long been associated with nonprofit
work—such as the critical importance of mission to organizational
success, the ethos of service to clients as a cornerstone of organiza-
tional purpose, and the need to imbue staff with a sense of purpose
that goes beyond the narrow concept of maximizing profits. In a
sense, these long-time nonprofit management principles have now
been fused with business-management techniques to produce a
blended body of management concepts that is penetrating business
and nonprofit management alike.

Like all processes of change, this one is far from even. What is
more, it is not without its costs, both for individual organizations and
for the nonprofit sector as a whole. Some organizations have thus been
swept up in the winds of change, while others have hardly felt a
breeze, or having felt it, have not been in a position to respond. What
is more, it is far from clear which group has made the right decision or
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left the sector as a whole better off, since the consequences of some of
the changes are far from certain, and at any rate are mixed.

Any account of the state of nonprofit America must therefore be a
story in three parts, focusing, first, on the challenges and opportuni-
ties that America’s nonprofit sector is confronting, then examining
how the sector’s institutions are responding to these challenges and
opportunities, and finally assessing the consequences of these
responses both for individual organizations and subsectors and for
nonprofit America as a whole. Against this backdrop, it will then be
possible to identify some of the steps that are needed to allow Amer-
ica’s nonprofit institutions to continue to make the contributions of
which they are capable. 

The balance of this volume offers such an account. To set the stage
for it, however, it may be useful to explain more fully what the non-
profit sector is and why it deserves our attention.

6 The Resilient Sector / Salamon
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7

If the nonprofit sector is one of the most important components of
American life, it is also one of the least understood. Few people are

even aware of this sector’s existence, though most have some direct
contact with it at some point in their lives. Included within this sector
is a vast assortment of organizations: the nation’s religious congrega-
tions, its labor unions and professional associations, its social clubs,
most of its premier hospitals and universities, almost all of its orches-
tras and opera companies, a significant share of its theaters, the bulk of
its environmental advocacy and civil rights organizations, and huge
numbers of its family service, children’s service, neighborhood devel-
opment, antipoverty, and community health facilities. Also included
are the numerous support organizations, such as foundations and
community chests, that help to generate financial assistance for these
organizations, as well as the traditions of giving, volunteering, and
service they help to foster.

More formally, the nonprofit sector consists of private organizations
that are prohibited from distributing any profits they may generate to

The Stakes:
The Nonprofit Sector
and Why We Need It
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those who control or support them. These organizations are generally
exempted from federal, and often from state and local, taxation on
grounds that they serve some public purpose. Hence they are often
referred to as “tax-exempt” organizations. But the range of purposes
for which such tax exemption is granted is quite broad. Federal tax
law, for example, identifies no fewer than twenty-six classes of such
organizations, ranging from political parties to cemetery companies.1

For our purposes here, I focus on the largest, and most visible, sub-
set of these organizations: those that are eligible for exemption from
federal income taxation under section 501(c)(3) of the tax code, plus
the closely related “social welfare organizations” eligible for exemption
under section 501(c)(4) of this code. Included here are organizations
that operate “exclusively for religious, charitable, scientific, or educa-
tional purposes” and that do not distribute any profits they may gener-
ate to any private shareholder or individual. Alone among tax-exempt
organizations, the 501(c)(3) organizations are also eligible to receive
tax deductible contributions from individuals and businesses, a reflec-
tion of the fact that they are expected to serve broad public purposes,
as opposed to the interests and needs of the members of the organiza-
tions alone.2

Scale

No one knows for sure how many such nonprofit organizations exist
in the United States, since large portions of the sector are essentially
unincorporated and the data available on even the formal organiza-
tions are notoriously incomplete. A conservative estimate would put
the number of formally constituted 501(c)(3) and 501(c)(4) organiza-
tions at 1.2 million as of the mid-1990s, including an estimated
350,000 churches and other religious congregations.3 As of 1998,
these organizations employed close to 11 million paid workers, or over
7 percent of the U.S. work force, and enlisted the equivalent of
another 5.7 million full-time employees as volunteers.4 This means

8 The Resilient Sector / Salamon
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that the paid employment alone in nonprofit organizations is three
times that in agriculture, twice that in wholesale trade, and nearly 50
percent greater than that in construction and in finance, insurance,
and real estate, as shown in figure 2-1. With volunteer labor included,
employment in the nonprofit sector, at 16.6 million, approaches that
in all branches of manufacturing combined (20.5 million).5

Most of this nonprofit employment is concentrated in three
fields—health (43 percent), education (22 percent), and social services
such as day care, foster care, and family counseling (18 percent). With
volunteers included, the distribution of employment changes signifi-
cantly, with the religious share swelling to 23 percent and health drop-
ping to 34 percent (figure 2-2)
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Figure 2-1. Nonprofit Employment in Relation to Employment 
in Major U.S. Industries, 1998

Source: Murray S. Weitzman and others, The New Nonprofit Almanac and Desk Reference 
(San Francisco: Jossey-Bass, 2002), pp. 33, 23, 80; U.S. Census Bureau, Statistical Abstract of 
the United States, 120th ed. (Government Printing Office, 2000), p. 420.

5

10

15

20

Workers (millions)

Nonprofit 
sector

Agriculture Wholesale 
trade

Construction Finance, 
insurance, 
and real 
estate

Manufacturing

Volunteer labor

Paid labor

16.6

3.4
5.1

8.5 8.6

20.5

02 7679-9 chap2.qxd  7/15/03  12:38 PM  Page 9



These large categories disguise, however, the huge array of separate
services and activities in which nonprofit organizations are involved. A
classification system developed by the National Center for Charitable
Statistics, for example, identifies no fewer than twenty-six major fields
of nonprofit activity, and sixteen functions—from accreditation to
fund-raising—in each. Each of the major fields is then further subdi-
vided into separate subfields. Thus, for example, the field of arts, cul-
ture, and humanities has fifty-six subfields; and the field of education
has forty-one. Altogether, this translates into several thousand poten-
tial types of nonprofit organizations.6

Even this fails to do justice to the considerable diversity of the
nonprofit sector. Most of the employment and economic resources of

10 The Resilient Sector / Salamon

Figure 2-2. Distribution of Nonprofit Employment, Paid and Volunteer,  
by Field, 1998 a

Source: Author’s estimates based on data in Weitzman and others, The Nonprofit Almanac 
and Desk Reference; Virginia B. Hodgkinson and Murray S. Weitzman, Nonprofit Almanac: 1996/97 
(San Francisco: Jossey-Bass, 1996).
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10

20

30

40

Percent of total

Health Education Social 
and legal
services

Religion Civic, 
social, 

fraternal

Arts and 
culture

Paid employment

Paid and volunteer employment

02 7679-9 chap2.qxd  7/15/03  12:38 PM  Page 10



this sector are concentrated in a relatively limited number of large
organizations. However, most of the organizations are quite small,
with few or no full-time employees. Of the nearly 670,000 organiza-
tions recorded on the Internal Revenue Service’s list of formally regis-
tered 501(c)(3) organizations (exclusive of religious congregations
and foundations) as of 1998, for example, only about a third, or
224,000, filed the information form (Form 990) required of all
organizations with expenditures of $25,000 or more. The remaining
two-thirds of the organizations are thus either inactive or below the
$25,000 spending threshold for filing.7 Even among the filers, more-
over, the top 4 percent accounted for nearly 70 percent of the
reported expenditures, while the bottom 40 percent accounted for
less than 1 percent of the total.8

Roles and Functions

Quite apart from their economic importance, nonprofit organizations
make crucial contributions to national and community life.9

The Service Role

In the first place, nonprofit organizations are service providers: they
deliver much of the hospital care, higher education, social services, cul-
tural entertainment, employment and training, low-income housing,
community development, and emergency aid services available in the
United States. More concretely, this set of organizations constitutes:

—half of the nation’s hospitals;
—one-third of its health clinics;
—over a quarter of its nursing homes;
—nearly half (46 percent) of its higher education institutions;
—four-fifths (80 percent) of its individual and family service

agencies;
—70 percent of its vocational rehabilitation facilities; 
—30 percent of its day care centers; 
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—over 90 percent of its orchestras and operas; and
—the delivery vehicles for 70 percent of its foreign disaster assistance.
While disagreements exist over how “distinctive” nonprofit services

are compared to those provided by businesses or governments, non-
profits are well known for identifying and responding to unmet needs,
for innovating, and for delivering services of exceptional quality. Non-
profit organizations thus pioneered assistance to AIDS victims, hos-
pice 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 nation’s premier cultural and edu-
cational institutions are private, nonprofit organizations—institutions
like Harvard, Princeton, Yale, Stanford, the University of Chicago,
Johns Hopkins University, the Metropolitan Museum of Art, and the
Cleveland Symphony, to name just a few. While public and for-profit
organizations also provide crucial services, there is no denying the
extra dimension added by the country’s thousands of private, non-
profit groups in meeting public needs that neither the market nor the
state can, or will, adequately address.

The Advocacy Role

In addition to delivering services, nonprofit organizations also con-
tribute to national life by identifying unaddressed problems and
bringing them to public attention, by protecting basic human rights,
and by giving voice to a wide assortment of social, political, environ-
mental, ethnic, and community interests and concerns. Most of the
social movements that have animated American life over the past cen-
tury or more operated in and through the nonprofit sector. Included
here are the antislavery, women’s suffrage, populist, progressive, civil
rights, environmental, antiwar, women’s, gay rights, and conservative
movements. The nonprofit sector has thus helped make the constitu-
tional protections of free speech operational by permitting individuals
to join their voices with others to effect social and political change. As
such, it has operated as a critical social safety valve, permitting
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aggrieved groups to bring their concerns to broader public attention
and to rally support to improve their circumstances. This advocacy
role may, in fact, be more important to the nation’s social health than
are the service functions this sector also performs.

The Expressive Role

Political and policy concerns are not the only ones to which the non-
profit sector gives expression. Rather, this set of institutions provides
the vehicles through which an enormous variety of other sentiments
and impulses—artistic, religious, cultural, ethnic, social, recre-
ational—also find expression. 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 national and commu-
nity life. 

The Community-Building Role

Nonprofit organizations are also important in building what scholars
are increasingly coming to call “social capital,” those bonds of trust
and reciprocity that seem to be crucial for a democratic polity and a
market economy to function effectively.10 Alexis de Tocqueville under-
stood this point well when he wrote 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.11

By establishing connections among individuals, involvement in
associations teaches norms of cooperation that carry over into political
and economic life, enlarging the nation’s pool of social capital.
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The Value Guardian Role

Finally, nonprofit organizations embody, and therefore help to nurture
and sustain, a crucial national value emphasizing individual initiative
in the public good.12 They thus give institutional expression to two
seemingly contradictory principles that are both important parts of
American national character—the principle of individualism, the
notion that people should have the freedom to act on matters that
concern them; and the principle of solidarity, the notion the people
have responsibilities not only to themselves, but to their fellow human
beings and to the communities of which they are part. By fusing these
two principles, 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 more than $200 billion 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 for a diverse array of purposes. 

In short, nonprofit America is not only a sizable part of the American
economy. It remains, as well, a crucial contributor to the quality of
American life.

14 The Resilient Sector / Salamon
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Despite the important contributions it makes, nonprofit America
has found itself in a time of testing in recent years. To be sure,

it is not alone in this. For-profit corporations and governments have
also experienced enormous challenges over the past twenty years. But
the challenges facing nonprofit organizations are especially daunting,
since they go to the heart of this sector’s operations and raise questions
about its very existence.

More specifically, nonprofit America has confronted six critical chal-
lenges over the recent past. From all indications, moreover, these chal-
lenge seem likely to persist, and in some cases to intensify, in the years
ahead. In this chapter, I examine these challenges before turning in
subsequent chapters to the opportunities America’s nonprofits have also
had available to them, and to the way they have responded to both.

The Fiscal Challenge

Perhaps the most fundamental challenge America’s nonprofit organiza-
tions have experienced in the recent past has been a significant fiscal

The Challenges
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squeeze. To be sure, fiscal distress has been a way of life for this sector
throughout its history. But this eased significantly in the aftermath of
World War II, and even more so in the 1960s, when the federal gov-
ernment expanded its funding, first, of scientific research, and then, of
a wide range of health and social services. What is not widely recog-
nized is that the government efforts to stimulate science and overcome
poverty and ill health during this period relied heavily on nonprofit
organizations for their operation, following a pattern that had been
established early in our nation’s history.1 By the late 1970s, as a conse-
quence, federal support to American nonprofit organizations outdis-
tanced private charitable support by a factor of 2 to 1, and state and
local governments provided additional aid. What is more, this support
percolated through a wide swath of the nonprofit sector, providing
needed financial nourishment to colleges, universities, hospitals,
health clinics, day care centers, nursing homes, residential treatment
facilities, employment and training centers, family service agencies,
drug abuse prevention programs, and many more. Indeed, much of
the modern nonprofit sector as we know it took shape during this
period as a direct outgrowth of expanded government support.

Federal Retrenchment

This widespread pattern of government support to nonprofit organiza-
tions suffered a severe shock, however, in the early 1980s. Committed
to a policy of fiscal restraint and seemingly unaware of the extent to
which public resources were underwriting private, nonprofit action,
the Reagan administration launched a significant assault on federal
spending in precisely the areas where federal support to nonprofit
organizations was most extensive—social and human services, educa-
tion and training, community development, and nonhospital health
services. Although the budget cuts that occurred during this period
were nowhere near as severe as originally proposed, federal support to
nonprofit organizations, outside of Medicare and Medicaid (the large
federal health finance programs), declined by approximately 25 percent
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in real dollar terms in the early 1980s and did not return to its 1980
level until the latter 1990s.2 Although some state governments boosted
their own spending in many of these fields, the increases were not suf-
ficient to offset the federal reductions. Indeed, outside of pensions,
public education, and health, overall government social welfare spend-
ing declined by more than $30 billion between 1981 and 1989. Non-
profit organizations in the fields of community development, employ-
ment and training, social services, and community health were
particularly hard hit by these reductions. 

Although these fiscal pressures eased significantly during the 1990s,
as a booming economy and a series of policy shifts permitted an
expansion of the government support available to nonprofit organiza-
tions, the experience of the 1980s and early 1990s left a lingering fis-
cal scar. That scar was re-opened in the early years of the new century
by a combination of tax reductions, economic recession, and increased
military and antiterror spending that is causing new cutbacks in
health, education, and social welfare spending, and therefore new
pressures on nonprofit finances. After running unaccustomed sur-
pluses in the late 1990s, the federal government thus registered a siz-
able deficit in fiscal year 2002 and appears headed for escalating
deficits in the years beyond. To cope with the shortfall, new pressures
are being put on the discretionary spending programs so important to
nonprofit finance.3 What is more, state governments are facing even
more severe fiscal constraints. All but seven states experienced budget
shortfalls in 2002, and the prospects for subsequent years are even
more dire, producing what one observer called “the worst state finan-
cial landscape since at least World War II.4

Changing Forms of Public Support

Not just the amount, but also the form, of government support to the
nonprofit sector changed during this period, moreover. Where previ-
ously government relied heavily on grants and contracts and gave
nonprofits the inside track, during the 1980s and 1990s government
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program managers were encouraged to promote for-profit involve-
ment in government contract work, including that for human serv-
ices.5 More significantly, the use of grants and contracts itself gave way
increasingly to forms of assistance, such as vouchers and tax expendi-
tures, that channel aid to the consumers of services rather than the
producers, thus requiring nonprofits to compete for clients in the mar-
ket, where for-profits have traditionally had the edge.6 Already by
1980, the majority (53 percent) of federal assistance to nonprofit
organizations took the form of such consumer subsidies, much of it
through the Medicare and Medicaid programs.7 By 1986, this stood at
70 percent, and it continued to rise into the 1990s.8

In part, this shift toward consumer subsidies resulted from the con-
centration of the budget cuts of the 1980s on the so-called discre-
tionary spending programs, which tended to be producer-side grant
and contract programs, while Medicare and Medicaid—both of them
consumer-side subsidies—continued to grow.9 In part also, however,
the shift toward consumer-side subsidies reflects the ascendance of
conservative political forces that favor forms of assistance that maxi-
mized consumer choice in the marketplace. The price of securing con-
servative support for new or expanded programs of relevance to non-
profit organizations in the late 1980s and early 1990s, therefore, was
to structure them as vouchers or tax expenditures. The new Child
Care and Development Block Grant enacted in 1990 and then reau-
thorized and expanded as part of the welfare reform legislation in
1996, for example, specifically gave states the option to use the $5 bil-
lion in federal funds provided for day care to finance voucher pay-
ments to eligible families rather than grants or contracts to day care
providers, and most states exercised this option. As of 1998, therefore,
well over 80 percent of the children receiving day care assistance under
this program were receiving it through such voucher certificates, while
an additional $2 billion in federal day care subsidies were delivered
through a special child care tax credit.10 Nearly $7 billion were thus
provided in new consumer-side day care subsidies, much more than
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the $2.8 billion allocated for producer-side subsidies to social service
providers under the federal government’s Social Services Block Grant,
long the major source of government funding for day care and other
social services.11 Nonprofit day care providers, like their counterparts
in other fields, were thus thrown increasingly into the private market
to secure even public funding for their activities. In the process, they
were obliged to master complex billing and reimbursement systems
and to learn how to “market” their services to potential “customers.”
What is more, the reimbursement rates in many of these programs
have often failed to cover the full costs of the service, putting a further
squeeze on nonprofit budgets and making it harder to sustain mission-
critical functions such as advocacy and charity care.12

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 emer-
gence 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 reimburse-
ment 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
aggressively during the 1980s to replace standard fee-for-service insur-
ance plans with managed care plans that featured up-front “capitation”
payments to managed care providers. These providers then inserted
themselves between patients and health care providers, negotiating
rates with the providers and deciding which procedures were truly
necessary. By 1997, close to 75 percent of the employees in medium
and large establishments, and 62 percent of the employees in small
establishments, were covered by some type of managed care plan.13

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 hospitals have been confronting. 
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Tepid Growth of Private Giving

Adding to the fiscal pressure nonprofits have been facing has been the
continued inability of private philanthropy to offset cutbacks in gov-
ernment support and finance expanded nonprofit responses to com-
munity 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 foundations, universities,
and other institutions, which typically are not available for immediate
use, as well as with gifts to religious congregations, most of which go
to the upkeep of the congregations and clergy.14 When we focus on the
private gifts available to support nonprofit human service, arts, educa-
tion, health, and advocacy organizations in a given year, the growth
rate was closer to 62 percent, still impressive but well below the
81 percent growth rate of gross domestic product.15 Indeed, as a share
of personal income, private giving has been declining steadily in the
United States: from an average of 1.89 percent in the early 1970s down
to 1.75 percent in the early 1980s and to 1.64 percent in the early to
mid-1990s (see table 3-1). Especially distressing has been the disap-
pointing rate of giving by the well-off, which has fallen considerably as
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Table 3-1. Individual Giving as a Share of Personal Income

Period Giving as a percent of personal income

1970–74 1.89
1975–79 1.77
1980–84 1.75
1985–89 1.69
1990–97 1.64
1998–2000 1.89
2001 1.85

Source: Private giving from AAFRC Trust for Philanthropy, Giving USA 2002 (Indianapolis,
2002), p. 169; personal income data from Survey of Current Business (August 2002), p. 139.
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a share of their income over the past decade or more, perhaps as a
result of tax rate changes that lowered the tax rates on the wealthy, and
hence their financial incentives to give.16 While giving as a share of
personal income increased somewhat in the boom times of the late
1990s, it barely returned to its 1970s level; and the stock market sell-
off and recession of 2000–02 have constrained its further growth,
despite the outpouring of support in response to the September 11
events.17 Indeed, after adjusting for inflation, private giving actually
declined in 2001, even with the September 11 boost.18

Although giving has grown in absolute terms, therefore, it has actu-
ally lost ground as a share of total income, falling from 18 percent of the
total outside of religion in 1977 to 12 percent in 1997 (see table 3-2).19

What is more, there is little evidence that this has substantially
changed in more recent years. Indeed, many nonprofit organizations
fear that September 11 may reduce their charitable receipts further, as
resources are shifted to postdisaster relief and recovery.

The Competition Challenge

In addition to a fiscal challenge, nonprofit America has also faced a
serious competitive challenge as a result of the striking growth of for-
profit involvement in many traditional fields of nonprofit activity,
from health care and welfare assistance to higher education and
employment training. This, too, is not a wholly new development.
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Table 3-2. Recent Trends in Nonprofit Revenue from Philanthropy, 
1977 and 1997 a

Percent of nonprofit revenue from philanthropy

Type of organization 1977 1997

All nonprofits 27 20
Excluding religious 18 12

Source: Author’s calculations from data in Murray S. Weitzman and others, The New Nonprofit
Almanac and Desk Reference (San Francisco: Jossey-Bass, 2002), pp. 96–97.

a. Includes individual giving and foundation and corporate support.
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Nonprofit arts institutions have long confronted competition from
for-profit leisure and entertainment organizations, and for-profits have
held a commanding position in the nursing home field for four
decades. But the scope of competition appears to have broadened con-
siderably in recent years, and in an increasing range of fields, nonprof-
its have been losing “market share.” 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 (see table 3-3). Similarly sharp
declines in the relative nonprofit share occurred among rehabilitation
hospitals, home health agencies, health maintenance organizations
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Table 3-3. Nonprofit and For-Profit Roles in Selected Fields, 1982 and 1997

Percentage changePercentage nonprofit
in relative

Field 1982 1997 nonprofit share

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, participation
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. Census Bureau, U.S. Economic Census (1999), Bradford H. Gray and Mark
Schlesinger, “Health,” in Lester M. Salamon, ed., The State of Nonprofit America (Brookings, 2002),
pp. 68–69; National Center for Education Statistics, Digest of Education Statistics 2000 (U.S. Depart-
ment of Education, 2000), pp. 202–03, 209.

a. Figure is for 1985.
b. Figure is for 1986.
c. Figure is for 1992.
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(HMOs), kidney dialysis centers, mental health clinics, and hospices.
In many of these fields the absolute number of nonprofit facilities
continued to grow, but the for-profit growth outpaced it. And in at
least one crucial field—acute care hospitals—while the nonprofit share
increased slightly, a significant reduction occurred in the absolute num-
ber of nonprofit (as well as public) facilities, so that the for-profit share
of the total increased even more.

The range of for-profit firms competing with nonprofits has grown
increasingly broad, moreover. For example, the recent welfare reform
legislation, which seeks to move large numbers of welfare recipients
from welfare dependence to employment, attracted defense contrac-
tors like Lockheed-Martin into the social welfare field. What these
firms offer is less knowledge of human services than information-
processing technology and contract management skills gained from
serving as master contractors on huge military system projects, pre-
cisely the skills needed to manage the subcontracting systems required
to prepare welfare recipients for work. Under many of these new
arrangements, in fact, nonprofit providers are finding themselves serv-
ing as subcontractors to for-profit firms hired by state or local govern-
ments to manage the welfare reform process. Even the sacrosanct field
of charitable fund-raising has recently experienced a significant for-
profit incursion in the form of financial service firms such as Fidelity
and Merrill Lynch. The Fidelity Charitable Gift Fund, established in
1991, thus gives Fidelity investors the opportunity to establish
“donor-advised funds” with the same institution that manages their
other investments. By 2000, this fund had attracted more assets than
the nation’s largest community foundation and distributed three times
as much in grants.20

The reasons for this striking pattern of for-profit success are by no
means clear and vary from field to field. One contributing factor,
clearly, is the shift in the forms of public funding mentioned earlier:
with most of the available government support now taking the form of
consumer-side subsidies, nonprofits are having to compete for it by
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attracting subsidized customers in 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, since such organiza-
tions put a special premium on price rather than quality or commu-
nity roots in choosing providers, thus minimizing the comparative
advantages of nonprofits.21 Technological developments have also
given for-profit firms a strategic edge. This is so because technology
puts a premium on access to capital, and nonprofits have an inherent
difficulty in generating capital because their nonprofit status makes it
impossible for them to enter the equity markets and sell shares. Non-
profits are therefore at a particular disadvantage in fields where rapid
increases in demand or technological innovations necessitate increased
capital expenditures. In the past, national policy has recognized this
problem by providing special tax and other benefits to particular types
of nonprofit institutions, such as hospitals and universities, but such
policies have not been extended to other fields and, in some instances,
have been phased out if they once did exist.22

The Effectiveness Challenge

One consequence of the increased competition nonprofits are facing
has been to intensify the pressure on them to perform, and to demon-
strate that performance. The result is a third challenge: the effective-
ness challenge. As management expert William Ryan has written:
“Nonprofits are now forced to reexamine their reasons for existing in
light of a market that rewards discipline and performance and empha-
sizes organizational capacity rather than for-profit or nonprofit status
and mission. Nonprofits have no choice but to reckon with these
forces.”23 This runs counter to long-standing theories in the nonprofit
field that have emphasized this sector’s distinctive advantage precisely
in fields where “information asymmetry” makes it difficult to demon-
strate performance, and where “trust” is consequently needed instead.
Because they are not organized to pursue profits, it was argued, non-
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profits are more worthy of such trust and therefore more reliable
providers in such difficult-to-measure fields.24

In the current climate, however, such theories have few remaining
adherents, at least among those who control the sector’s purse strings.
Government managers, themselves under pressure to demonstrate
results because of the recent Government Performance and Results
Act, are increasingly pressing their nonprofit contractors to deliver
measurable results, too. Not to be outdone, prominent philanthropic
institutions have jumped onto the performance bandwagon. United
Way of America, for example, thus launched a bold performance
measurement system in the mid-1990s, complete with website, per-
formance measurement manual, and video, in order to induce mem-
ber agencies to require performance measurement as a condition of
local funding. Numerous foundations have moved in a similar direc-
tion, increasing the emphasis on evaluation both of their grantees and
of their own programming.25 Sessions on outcome measurement have
become standard fare at foundation meetings and a new foundation
affinity group called Grantmakers for Effective Organizations (GEO)
has even been formed. In addition, a new “venture philanthropy”
model has been attracting increased attention, and numerous adher-
ents.26 The key to this model is an investment approach to grant mak-
ing that calls on philanthropic organizations to make long-term invest-
ments in nonprofit organizations, to focus on the organization rather
than individual programs, to take a more active hand in organizational
governance and operations, and to insist on measurable results.

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 to
demonstrate progress in ways that neither they nor anyone else may be
able to accomplish, at least not without far greater resources than are
currently available for the task. What is more, accountability expecta-
tions often fail to acknowledge the multiple stakeholders whose
accountability demands nonprofits must accommodate. The risk is
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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 experience with performance measurement, where, as
one observer has put it, “the measurable drives out the important.”27

The increased focus on price rather than quality or community benefit
in third-party contracting with health providers certainly supports this
observation.

The Technology Challenge

Pressures from for-profit competitors have also accelerated the
demands on nonprofits to incorporate new technology into their oper-
ations. Indeed, technology has become one of the great wildcards in
the evolution of the contemporary nonprofit sector, as it has of the
contemporary for-profit and government sectors. Like the other chal-
lenges identified here, technology’s impact is by no means wholly neg-
ative. For example, new information technology is increasing the
capacity of nonprofits to advocate, reducing the costs of mobilizing
constituents and connecting to policymakers and allies. This observa-
tion finds confirmation in Jeffrey Berry’s careful analysis of the grow-
ing influence of citizen groups, which he attributes in important part
to access to television news.28 Technology is also opening new ways to
tap charitable contributions. The September 11 tragedy may well have
marked a turning point in this regard, since some 10 percent of the
funds raised came via the Internet.29

Nonprofit education, health, and arts institutions are also benefiting
from technological change. For example, the “sage on a stage” model of
education is being replaced by a “distributed learning” model that opens
education and learning across earlier boundaries of place, age, and time.
Medical practice has already been transformed by new technology, but
genetic engineering and the new field of bionics, linking biosciences
with electronics, promises even more dramatic breakthroughs, making
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it possible to deliver medical services not only in one’s home but in
one’s body, through the implantation of biosensors that can think and
react.30 Digitization is having a similar effect in the arts world.31 Three
on-site classical music websites are already in operation, providing live,
streaming transmissions of orchestral concerts from around the world,
and this is just the beginning. A project of the Mellon Foundation is
digitizing the collections of hundreds of museums at a level of techni-
cal sophistication unmatched by anything even imagined before. With
their vast collections of artistic material, nonprofit museums, art gal-
leries, opera companies, and other cultural institutions sit on vast
stockpiles of cultural raw material that is potentially available for
exploitation in the new digital era, and many are taking advantage of
the opportunities.

But enticing as the opportunities opened by technological change
may be to the nation’s nonprofit institutions, they pose equally enor-
mous challenges. Most obvious, perhaps, are the financial challenges.
As one recent study notes: “Information technologies are resource
intensive. They entail significant purchase costs, require significant
training and upkeep, and yet become obsolete quickly.”32 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 HMO industry,
where the lack of capital following the discontinuation of government
funding led to the rapid loss of market share to for-profit firms,
which were better able to capitalize the huge investments in informa-
tion-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
and where the complex systems required to move welfare recipients
into work has given an edge to defense contractors in the welfare
reform arena.
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Not only does technology threaten to alter further the balance
between nonprofits and for-profits, but it also threatens to alter the
structure of the nonprofit 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 organiza-
tional missions.33 Though initially stimulating competition by giving
even small upstarts access to huge markets, information technology also
creates “network effects” that accentuate the advantages of dominant
players.34 Significant concerns have 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 will give exceptional advantages to large
agencies in the competition for business partners, government funding,
and foundation grants.

But the challenges posed by technology go far beyond financial or
competitive considerations. Also at stake are fundamental philosophi-
cal issues that go to the heart of the nonprofit sector’s mission and
modes of operation. As Margaret Wyszomirski shows, such issues have
surfaced especially vividly in the arts arena, where the new technology
raises fundamental questions of aesthetics, creative control, and intel-
lectual property rights.35 Similar dilemmas confront educational insti-
tutions that are tempted by the new technologies to “brand” their
products and package them for mass consumption, but at the risk of
alienating their professoriat, losing the immediacy of direct student-
faculty contact, and giving precedence to the packaging of knowledge
over its discovery. 

How these technological dilemmas are resolved could well deter-
mine how the nonprofit sector evolves in the years ahead. Nonprofit
America can no more ignore them than any other component of
national life. 
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The Legitimacy Challenge

The moral and philosophical challenges that American nonprofit
organizations are confronting at the present time involve more than
new technology, however. Rather, a serious fault line seems to have
opened in the foundation of public trust on which the entire edifice of
the nonprofit sector 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, has been the strident indictment that conservative
politicians and commentators have lodged against many nonprofit
organizations over the past two decades. The central charge in this
indictment is that nonprofit charitable organizations have become just
another special interest, regularly conspiring with government bureau-
crats to escalate public spending, and doing so not so much out of real
conviction about the needs being served as out of a desire to feather
their own nests. Heritage Foundation president Edward Feulner put
this case especially sharply in 1996, criticizing charities for urging
Congress to expand social welfare spending while the charities them-
selves were “feeding at the public trough.”36 Entire organizations have
been formed to “de-halo” 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 govern-
ment role in our lives.”37 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 non-
profit 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. 

Similar challenges to the legitimacy of nonprofit organizations
have arisen from critics who take nonprofits to task for becoming
overly professional and thus losing touch with those they serve and
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the communities of which they are a part. This line of argument has a
long lineage in American social science, as evidenced by the brilliant
analysis by historian Roy Lubove of the professionalization of social
work, which led social workers away from social diagnosis, commu-
nity organizing, and social reform toward a client-focused, medical
model of social work practice.38 More recently, critics on the left have
implicated nonprofit organizations more generally in the overprofes-
sionalization of social concerns, which, by redefining basic human
needs as “problems” that only professionals can resolve, has alienated
people from the helping relationships they could establish with their
neighbors and kin. “Through the propagation of belief in authorita-
tive expertise,” Northwestern University professor John McKnight has
thus recently argued, “professionals cut through the social fabric of
community and sow clienthood where citizenship once grew.”39 Crit-
ics on the right 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 service
delivery mechanisms that are at least as effective.40

These sentiments echo loudly in the Bush administration’s 2001
proposal to privilege “faith-based charities” in the distribution of fed-
eral assistance. A principal appeal of this idea is the prospect of replac-
ing formal, professionalized nonprofit organizations with informal
church groups staffed by well-meaning volunteers. This reinforces a
quaint nineteenth-century image of how charitable organizations are
supposed to operate, an image that competitive pressures, accounta-
bility demands, and technological change have made increasingly
untenable.

Coupled with a spate of high-profile scandals in the early 1990s,
these criticisms seem to have shaken public confidence in charitable
institutions. Surveys taken in 1994 and 1996 found only 33 and 37
percent 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

30 The Resilient Sector / Salamon

03 7679-9 chap3.qxd  7/15/03  12:39 PM  Page 30



and small business (see table 3-4).41 This improved considerably in the
latter 1990s, perhaps as a consequence of the perceived success of wel-
fare reform. Yet even at this later date, while a substantial 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 of respon-
dents were willing to agree “strongly” that most charities are “honest
and ethical in their use of donated funds.” In the wake of September
11, moreover, there is some evidence of a further weakening of public
confidence in the charitable sector. Thus, the proportion of respon-
dents reporting “a lot” of confidence in charitable organizations
dropped from an already low 25 percent in July 2001 to only 18 per-
cent as of May 2002.42 All of this suggests that America’s nonprofit
institutions are delicately balanced on a knife-edge of public support,
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Table 3-4. Public Attitudes toward Charitable Organizations 
in the United States, 1992–99

1992–96 1999

Percent expressing a great deal Percent expressing
or quite a lot of confidence confidence 

A great 
A great deal or

Institutions 1992 1994 1996 deal quite a lot

Youth development 48 47 50 33 72
Human services 37 33 37 29 68
Religious organizations 47 50 55 32 61
Private higher education 49 48 57 23 59
Military 49 49 54 22 57
Small business 46 53 56 16 55
Health organizations 40 36 39 15 43
Local government 24 23 31 9 33
State government 19 21 26 8 31
Federal government 18 19 23 8 27
Major corporations 19 22 24 7 29

Source: Independent Sector, Giving and Volunteering in the United States, 1999 (Washington:
Independent Sector, 1999),  pp. 3, 5.
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with most people willing to grant them the benefit of the doubt, but
with a strong undercurrent of uncertainty and concern. 43 As a conse-
quence, a 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. 

The Human Resource Challenge

Inevitably, fiscal stress and public ambivalence toward the nonprofit
sector have taken their toll on the sector’s human resources. To be sure,
recent research has confirmed what many nonprofit experts have long
believed—that the nonprofit sector, as one expert recently put it, “has
the healthiest workforce in America.”44 More than government or
business, nonprofit organizations give their employees a feeling of pur-
pose and offer work experiences that are challenging, meaningful, and
engaging. But the sector’s ability to attract, and more seriously to
retain, talented staff seems increasingly at risk. Of particular concern
are problems of burn-out produced by expanded expectations in a
context of insufficient resources. Also problematic are the limited
opportunities that nonprofit organizations offer for advancement due
to the flat nature of many of the organizations. Finally, the private sec-
tor and government are fast moving to adopt many of the features that
have long given nonprofit organizations such an appeal as places of
work—their commitment to mission, to public service, and to a sense
of meaning and purpose. They are thus making themselves more com-
petitive with nonprofit workplaces in these terms as well.

Experts in the child welfare field have thus recently identified “staff
turnover” as “perhaps the most important problem” facing the field,
and cite “stress, . . . overwhelming accountability requirements, and
concern over liability” as the principal causes.45 Similar problems
afflict the international relief field, due to the explosion of complex
humanitarian crises that blend enormous relief challenges with com-
plicated political and military conflicts.46
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Especially difficult have been the recruitment and retention of
frontline service workers for whom salary, benefit, and safety issues are
particularly important. Although there is some evidence that non-
profit wage levels exceed those in for-profit firms in the same field,
they are often below those of government agencies. 47 New opportuni-
ties in the for-profit sector have also drawn social work personnel into
private practice and away from nonprofit human service agencies. 

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 dou-
bled between the early 1970s and the early 1990s. However, the non-
profit sector’s retention rate for these personnel has declined over time,
with more turning to the for-profit sector as an alternative.48 Of spe-
cial concern is the turnover of talent and burn-out at the executive
director level. The identity conflict that afflicts the nonprofit sector as
a consequence of the squeeze between increased competition and
declining public trust comes most centrally to rest on the person of
the nonprofit executive director. Executive directors who came into
the field to pursue the social missions of their agencies find themselves
expected to function instead as aggressive entrepreneurs leading out-
ward-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 recent 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. Although most reported enjoying their jobs, a third indicated
an intention to leave 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.49

Leadership recruitment has become a particular challenge in the arts
field, as the pressures of fund-raising and marketing drive arts-oriented
personnel from the field. Reflecting this, as Margaret Wyszomirski

The Challenges 33

03 7679-9 chap3.qxd  7/15/03  12:39 PM  Page 33



reports, the vacancy rate for art museum directors hit a fifteen-year
high in 1999, with twenty directorships at prominent museums
open.50 More generally, a study of northern California nonprofit
organizations found that vacancy rates averaging 8 percent of the work
force have become the norm, yet few agencies have human resource
staff in position to handle this turnover challenge.51

Summary

In short, nonprofit America has confronted a difficult set of challenges
over the recent past, and many of these challenges seem likely to persist,
or to intensify, in the immediate future. Fiscal stress, increased compe-
tition, rapidly changing technology, and new accountability expecta-
tions have significantly expanded the pressures under which these
organizations must work, and this has affected the public support these
organizations enjoy and their ability to attract and hold staff.

But challenges are not all that nonprofit America has confronted in
the recent past. It has also had the benefit of a number of crucial
opportunities, many of which also seem likely to persist. It is to these
opportunities that we therefore must turn.
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Side by side with the significant challenges it has faced over the
recent past, nonprofit America has also confronted an important

range of opportunities. To be sure, the presence of opportunities is no
guarantee that they will be seized. What is more, opportunities can
bring their own risks. Yet no account of the state of nonprofit America
can be complete without examining the unusual opportunities that
have existed. Four of these in particular deserve special attention.1

Social and Demographic Shifts

In the first place, nonprofit America has been the beneficiary of a sig-
nificant range of social and demographic shifts that have increased not
only the need but also the demand for its services, and that may hold
the prospect for reducing some of its serious human resource prob-
lems. Included among these shifts are the following: 

—The doubling of the country’s elderly population between 1960
and 2000 and the prospect that there will be four times as many eld-
erly Americans in 2025 as there were in 1960. 
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—The jump in the labor force participation rate for women, partic-
ularly married women, from less than 20 percent in 1960 to 64 per-
cent in 1998.2

—The doubling of the country’s divorce rate from one in every four
marriages in the 1960s to one in every two marriages in the 1980s and
thereafter; and a resulting sharp jump in the number of children
involved in divorces from less than 500,000 in 1960 to over 1 million
per year in the 1980s and 1990s.3

—A fivefold increase in the number of out-of-wedlock births, from
roughly 225,000 in 1960 to more than 1.25 million per year by the
mid-1990s.4

—The doubling that occurred in the number of refugees admitted
to the United States, from 718,000 between 1966 and 1980 to 1.6
million during the next fifteen years.5

Taken together, these and other sociodemographic changes have
expanded the demand for many of the services that nonprofit organi-
zations have traditionally 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 preven-
tion. The pressure on 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. At the same time, the welfare
reform legislation enacted in 1996, with its stress on job readiness, cre-
ated additional demand for the services that nonprofits typically offer.
What is more, the demand for these services has spread well beyond
the poor and now encompasses middle-class households with
resources to pay for them, a phenomenon that one analyst has called
“the transformation of social services.”6 Indeed, the acceleration of
modern life and the pressures on two-career families has led to what
Atul Dighe refers to as the “outsourcing” of key aspects of family life,
from child day care to tutoring and party arranging.7 Since nonprofit
organizations are actively engaged in many of these fields, they stand
to gain from this trend.
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Equally important is the emergence of what Dighe, following
demographers Paul Ray and Sherry Ruth Anderson, calls the “Cultural
Creatives,” a growing subgroup of the population that now numbers
as many as 50 million people.8 Cultural Creatives differ from both
“Moderns” and “Traditionalists,” the two other dominant population
groups in America, by virtue of 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
Moderns seem to have found. Though they have yet to develop a full
self-consciousness, Cultural Creatives are powerfully attracted to the
mission orientation of the nonprofit sector, and could well help fill the
sector’s growing gap in executive talent.

The New Philanthropy

Also working to the benefit of the nonprofit sector are a series of
developments potentially affecting private philanthropy. The first of
these is the intergenerational transfer of wealth between the Depression-
era generation and the postwar baby boomers that is anticipated over
the next forty years. Estimated to range anywhere from $10 trillion to
$40 trillion, this wealth accumulated in the hands of the Depression-
era generation as a consequence of their relatively high propensity to
save, their fortuitous investment during the 1950s and 1960s in rela-
tively low-cost houses that then escalated in value during the real
estate boom of the 1970s, and the stock market surge of the 1980s
and 1990s, which substantially boosted the value of their invest-
ments.9 Contributing as well has been the new wealth created by the
dot.com economy and other powerful economic trends and policies
that substantially increased income levels at the upper end of the
income scale during the 1980s and 1990s, accentuating income
inequalities but leaving substantial sums of money in the hands of
significant numbers of people. Between 1979 and 1992, for example,
the share of the nation’s wealth controlled by the top 1 percent of

The Opportunities 37

04 7679-9 chap4.qxd  7/15/03  12:39 PM  Page 37



households climbed from 20 percent to over 40 percent. Indeed, one-
third of the projected intergenerational transfer is expected to go to 1
percent of the baby boom generation, for an average inheritance of
$1.6 million per person among this select few.10

To be sure, the lengthening life expectancy noted above may dissi-
pate much of this wealth in heavy health care and nursing home
expenses. What is more, the stock market meltdown of 1999–2003
provides a powerful reminder of the ephemeral quality of much of the
presumed new wealth. Nevertheless, with so much money “in play,”
substantial opportunities likely exist for the expansion of charitable
bequests. The fact that 60 percent of the midsize and larger founda-
tions in existence as of 1999 were created in the 1980s and 1990s cer-
tainly lends credence to this belief, 11 though legislation passed in 2001
that would phase out the estate tax and thus eliminate the major
financial incentive for forming foundations may put a damper on the
extent to which philanthropy will benefit from these developments. 

Also encouraging for nonprofit prospects are the new strategies of
corporate social involvement that have surfaced in recent years, and
the greater corporate willingness to engage in partnerships and collab-
orations with nonprofit organizations that has resulted from them.
Although corporate giving growth has proved far more disappointing
than many hoped in the early 1980s, numerous corporations have
begun integrating social responsibility activities into their overall cor-
porate business strategies. This has been done in part out of altruistic
motives, but in part also out of a recognition that such relationships
can serve corporate strategic goals—by winning consumer confidence,
ensuring corporations a “license to operate” in the face of increasingly
mobilized consumers, workers, and environmentalists, and promoting
employee loyalty and morale.12 As such, these initiatives have a more
secure base than altruism alone can provide. The result has been to
make corporate managers available to nonprofit organizations not
simply as donors, but as allies and collaborators in a wide range of
socially important missions, from improving the well-being of children
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to protecting natural resources. While nonprofit reputations may be
put at risk through such relationships, there are also intriguing possi-
bilities for extremely productive partnerships.

Greater Visibility and Policy Salience

Another factor working to the advantage of nonprofit organizations
has been a recent spate of political developments that has substantially
increased their visibility. For one thing, the policy environment ush-
ered in by the elections of Margaret Thatcher in the United Kingdom
and Ronald Reagan in the United States brought nonprofit organiza-
tions out of the obscurity to which the rise of the welfare state had
consigned them over the previous half-century. Conservative politi-
cians like Thatcher and Reagan needed an explanation for how social
problems would be handled once government social welfare protec-
tions were cut, and the nonprofit sector offered a highly convenient
one. Suddenly, attention to the nonprofit sector and philanthropy
became a central part of the policy dialogue, even though conserva-
tives had to overlook in the process the inconvenient fact that the non-
profit organizations they were championing were largely funded by
the very government social welfare programs they were cutting. When
the policy pendulum swung back to the left, as it did with the election
of Tony Blair in the United Kingdom and Bill Clinton in the United
States, nonprofit organizations remained very much on the policy
screen, as evidenced by the “third way” rhetoric in the United King-
dom, the “reinventing government” paradigm in the United States,
and similar formulations in Europe, which view active partnerships
between government and the civil society sector as an alternative to
relying solely on either the market or the state.13

Nonprofit organizations also gained visibility as a result of the col-
lapse of communism in Central Europe in the latter 1980s and the
proliferation of complex humanitarian crises in much of the dev-
eloping world.14 In both cases nonprofit organizations have been
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prominently involved, stimulating change and offering alternative
mechanisms of response. More recently, these organizations have ben-
efited from the growing concerns about the state of civic engagement
in the United States. This is so because nonprofit organizations have
been identified as crucial contributors to “social capital,” to the bonds
of trust and reciprocity thought to be necessary to sustain civic
involvement. Encouragement of a vital nonprofit sector has thus come
to be seen as a critical prerequisite for a healthy democracy.15

Finally, the events of September 11 also seem to have increased the
public’s recognition of the nonprofit sector. As noted earlier, nonprofit
organizations were visible participants in the response to this tragedy.
Beyond this, the September 11 tragedy seems to have reawakened
Americans to the importance of the functions that nonprofit institu-
tions perform, functions such as serving those in need, building com-
munity, and encouraging values of care and concern. 

Resumption of Government Social Welfare Spending Growth

Finally, and perhaps most important, government social welfare
spending, which had stalled, and in some cases reversed course, in the
early 1980s, resumed its growth in the late 1980s and into the 1990s.
As noted in table 4-1, total public social welfare spending increased 36
percent in real, inflation-adjusted dollars between 1985 and 1995,
compared to a 24 percent increase in the country’s real GDP.16 Particu-
larly notable was the 69 percent growth in health spending, but signif-
icant increases were recorded in housing, education, and social service
spending as well—and these trends have continued through the
1990s. Five factors seem to have been responsible for this growth.

Broadening of Federal Entitlement Spending

In the first place, as noted earlier, spending under the basic federal, and
federal-state, entitlement programs for health and income assistance
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grew rapidly during this period. This was due in important part to the
steady broadening of eligibility under these programs. For example,
coverage under the federal Supplemental Security Income program,
which was originally created to provide income support to the elderly
poor, ballooned from 4.1 million recipients in 1980 to 6.6 million by
1999, largely as a result of aggressive efforts to enroll disabled people,
including children and youth, in the program following a 1990
Supreme Court decision that liberalized SSI eligibility requirements.
The number of children covered by SSI increased from 71,000 in
1974 to over 1 million in 1996 as a consequence, boosting expendi-
tures in real terms from $16.4 billion in 1980 to $30.2 billion in
1999.17 And since SSI coverage entitles participants to coverage under
Medicaid, the federal health care financing program for the poor, this
increase translated into Medicaid growth as well. 

But this was not the only source of Medicaid eligibility expansion.
Medicaid coverage was extended to 50 distinct subgroups during the
latter 1980s and early 1990s, including many more children and preg-
nant women as well as the homeless, newly legalized aliens, AIDS suf-
ferers, recipients of adoption assistance and foster care, and broader
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Table 4-1. Growth in Real Government Social Welfare Spending, 1985–95
Percent

Function Total Federal State and local

Pensions 18 13 40
Income assistance 27 34 7
Health 69 67 73
Education 40 9 43

Elementary, secondary –34 –34 –34
Higher 36 –23 31

Housing 54 63 –10
Social services 23 5 49

Total 36 30 45
Excluding pensions, health 37 29 40

Source: U.S. Social Security Administration, Annual Statistical Supplement to the Social Security
Bulletin (U.S. Department of Health and Human Services, 2000), pp. 119–222.
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categories of the disabled and the elderly. Between 1980 and 1998 as a
consequence, Medicaid coverage increased from 21.6 million people
to 40.6 million.18

Expanded eligibility was not the only source of entitlement pro-
gram growth, however. Also important were extensions in the range of
services these programs cover. Thus, skilled nursing care, home health
care, hospice care, and kidney dialysis services became eligible for
Medicare coverage; while mandatory Medicaid coverage was extended
to intermediate care for the mentally retarded, home health care, fam-
ily planning, clinic care, child welfare services, and rehabilitation serv-
ices. Coupled with an expansion of services made eligible for Medicaid
coverage at state option (for example, physical therapy, medical social
worker counseling, case management, transportation), these changes
transformed Medicaid from a relatively narrow health and nursing
home program into a veritable social service entitlement program.19

Reflecting these changes, as shown in table 4-2, spending on the
major federal entitlement programs jumped nearly 200 percent in real
terms between 1980 and 1999, more than twice the 81 percent real
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Table 4-2. Growth in Federal Entitlement Program Spending, 1980–99

Spending
Percentage (billions of constant 1999 dollars) a

change
Program 1980 1999 1980–99

Medicare 79.9 212.0 165
Medicaidb 56.8 189.5 222
Supplemental Security Incomeb 9.5 30.9 225

Total 146.2 432.4 196
U.S. gross domestic product 4,900.9 8,856.5 81

Source: U.S. House of Representatives, Committee on Ways and Means, 2000 Green Book: Back-
ground Material and Data on Programs within the Jurisdiction of the Committee on Ways and Means,
106th Cong. 2d sess. (October 6, 2000), pp. 100, 912, 214; Council of Economic Advisers, Eco-
nomic Report of the President, 2002 (Washington: Executive Office of the President, 2002), table B-2.

a. Based on chain-type price deflators for the service component of personal consumption ex-
penditures. 

b. Includes both federal and state spending.
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growth in the U.S. gross domestic product. Although reimbursement
rates under these programs were still often not sufficient to cover the
full costs of the services, the expansion in the pool of resources avail-
able was substantial.

New Federal Initiatives

In addition to expanding existing programs, federal policymakers also
created a variety of new programs to address long-standing or newly
emerging social ills. For example, four federal child care programs were
enacted 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. Federal spending on the homeless, for example,
went from virtually zero in 1986 to $1.2 billion in fiscal 2000.20

Greater State Activism 

Renewed federal activism was mirrored, and in some cases anticipated,
moreover, by activism at the state and local levels. In some cases, state
and local governments replaced cuts in federal spending with their
own new or expanded programs. This was the case, for example, in the
arts field, where state and local governments more than made up for
cuts in National Endowment for the Arts grants to state and local arts
agencies.21 In other cases, states found new veins of federal funding to
tap as old ones ran dry. 

The most striking example here is what became known as the
“Medicaid maximization strategy,” under which programs formerly
funded entirely by the states, or by federal discretionary programs sub-
jected to Reagan-era budget cuts, were reconfigured to make them eli-
gible for funding under the more lucrative and still-growing Medicaid
or SSI programs. Mental health, mental retardation, maternal and
child health, rehabilitation, and AIDS services were special targets for
this strategy, particularly as Medicaid expanded eligibility for pregnant
women and children, and SSI (and hence Medicaid) expanded coverage
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for AIDS patients and the disabled.22 Finally, a growing number of
states opted to exploit the flexibilities built into the Medicaid program
to extend care beyond the required minimums in order to address key
social problems, such as teen pregnancy and drug abuse. Thus, for
example, as of 1998, thirty-five states as well as the District of Colum-
bia had agreed to extend coverage to the so-called “medically needy”
(that is, individuals who are otherwise eligible for Medicaid coverage
but who exceed the Medicaid income limits).23 Twenty-two agreed to
offer hospice care, twenty-six agreed to cover skilled nursing facilities
for individuals under twenty-one, and thirty-one agreed to provide
rehabilitative services.24 Taken together, these changes explain why
state and local social welfare spending grew even faster than federal
spending between 1985 and 1995 (45 percent versus 30 percent), as
reflected in table 4-1. 25

The Welfare Reform Windfall

A fourth factor contributing to the recent expansion of government
spending in fields where nonprofits are active was the passage of fed-
eral welfare reform legislation in 1996 and the subsequent change in
the welfare caseload. The Personal Responsibility and Work Opportu-
nity Reconciliation Act (PRWORA) of 1996 essentially replaced the
existing program of entitlement grants to states to help cover welfare
payments to dependent children and families with a fixed federal grant
that was guaranteed for six years, during which states were required to
move welfare recipients into paying jobs. 

As part of this legislation, states were permitted to use a portion of
these funds to finance not simply welfare payments but also a variety
of work readiness, child care, and human service activities. The result
was to transform the existing welfare program into “a broad human
services funding stream.”26 When welfare rolls began to fall sharply in
the late 1990s, thanks to the economic boom then in progress and
the stringent work requirements built into the new law, states found
themselves with a fiscal windfall since their welfare grants from the
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federal government were locked in at the preexisting levels while
their payments to recipients declined. 27 States were thus able to invest
the savings in a variety of service programs designed to prepare even
more welfare recipients for work. By 1999, for example, spending on
cash and work-based assistance under the welfare program had fallen
to 60 percent of the total funds available, leaving 40 percent for a
variety of child care, work readiness, drug abuse treatment, and
related purposes. As a result, the social welfare system was unexpect-
edly awash with funds.

New Tools 

Finally, given the prevailing climate of tax cuts and hostility to
expanded government spending throughout the 1980s and early
1990s, policymakers increasingly responded to social welfare and
related needs by relying more heavily on unconventional tools of gov-
ernment action, such as loan guarantees and tax subsidies, which do
not appear as visibly in the budget.28 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 in the 1990s with
the addition or extension of programs such as the child care tax credit,
the credit for student loan interest payments, the Low-Income Hous-
ing Tax Credit, and the new market tax credit. As of fiscal 2001, as
table 4-3 shows, these alternative tools accounted for another $315.2
billion in federal assistance in fields where nonprofits are active. As
reflected in table 4-4, this represents a 123 percent increase in con-
stant dollars over what was available through these tools a decade ear-
lier, a rate of increase that exceeded even that achieved by the spending
programs in these same fields. In many fields, such as day care, the
indirect subsidies available through the tax system now exceed those
available through the outright spending programs.29 What is more, the
new tools generally deliver their benefits to consumers rather than
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Table 4-3. Major Federal Tax Expenditure and Loan Programs 
of Relevance to Nonprofits, 2001

Program Millions of U.S. dollars

Tax expenditures (outlay equivalent)
Insurance companies owned by nps 300
Low-income housing credit 4,360
Empowerment zone 380
New markets tax credit 20
Scholarship income exclusion 1,330
HOPE tax credit 5,300
Lifetime learning tax credit 3,030
Student loan interest deduction 460
State prepaid tuition plans 250
Student loan bond interest deduction 330
Nonprofit education facilities bond interest 770
Parental exemption for students 1,120
Charitable contribution deduction 53,260
Employer educational assistance 320
Employer-provided child care 950
Adopted foster care assistance 220
Adoption credit 160
Child credit 26,460
Child care credit 3,560
Employer medical insurance contributions 106,750
Self-employed medical insurance 1,900
Workers compensation insurance premiums 5,900
Medical expense deduction 4,990
Hospital construction bond interest 1,580
Public purpose state/local bond interest 33,100
Parsonage allowance deduction 400

Subtotal 257,200

Loan guarantee commitments
Health center guaranteed loan 7
Family education loan program 34,705
Community development loan guarantees 244
Student Loan Marketing Association 3,819

Subtotal 38,775

Direct loan obligations
Historically black college capital financing 16
Direct student loan program 19,219
Community development financial institutions fund 12
Community development credit union revolving fund 10

Subtotal 19,257

Total 315,232

Source: Analytical Perspectives, Budget of the United States Government, Fiscal Year 2003 (Washing-
ton, D.C.: U.S. Government Printing Office, 2002), pp. 99–101, 213–33.
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producers, making it necessary for nonprofits to market their services
in order to benefit. 

To be sure, the expansion of government spending that occurred
from the late 1980s though the 1990s did not affect all fields in which
nonprofits are active. Public spending on higher education, for exam-
ple, lost ground, though the creation of a direct student loan program
and the continued expansion of tax and credit programs for higher
education softened some of the blow. In addition, the shift in the
character of public sector support from producer-side subsidies to
consumer-side subsidies meant that access to it was more difficult,
necessitating more intensive marketing efforts. Nevertheless, the
increase that took place in government spending in fields where non-
profits are active was striking, creating another important opportunity
for the sector.

Summary

In short, American nonprofit organizations have not only been buf-
feted by a variety of significant challenges. They have also enjoyed a
number of important opportunities. What is really important is not
just the scope of these competing pressures, however, but how the
organizations have responded. It is to this topic that we now turn.
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Table 4-4. Growth in Federal Tax Expenditure and Loan Programs 
of Relevance to Nonprofits, 1990–2001

Amount
Percentage(billions of constant 2001 dollars)

change,
Type of program 1990 2001 1990–2001

Tax expenditures 114.4 257.2 125
Direct loan commitments 0.1 19.3 17,000
Loan guarantee commitments 26.9 38.8 44

Total 141.4 315.3 123

Source: Special Analyses, Budget of the U.S. Government, FY 1990 (Government Printing Office,
1989), pp. F70-87, G44-49; Analytical Perspective, Budget of the U.S. Government Fiscal Year 2003
(Government Printing Office, 2002), pp. 99–101; 212–33.
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How has nonprofit America responded to the extraordinary com-
bination of challenges and opportunities it has faced over the

past decade and a half? Has the sector been able to cope with the chal-
lenges and take advantage of the opportunities? To what extent and
with what consequences for its current health and character, and for
its likely evolution? It is to these questions that we now turn.

Judging from the conventional wisdom about the responsiveness of
nonprofit organizations, we should not expect a very positive report.
“Profit-making organizations are more flexible [than nonprofits] with
respect to the deployment and redeployment of resources,” manage-
ment experts Rosabeth Moss Kanter and David V. Summers thus
wrote in 1987.1 Nonprofits are not to be trusted, Professor Regina
Herzlinger similarly explained to readers of the Harvard Business
Review in 1996, because they lack the three basic accountability meas-
ures that ensure effective and efficient operations in the business
world: the self-interest of owners, competition, and the ultimate bot-
tom-line measure of profitability.2

The Nonprofit Response:
A Story of Resilience

5
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Contrary to these conventional beliefs, however, the past ten to fif-
teen years have constituted a period of extraordinary resilience and
adaptability on the part of America’s nonprofit sector. Although
largely unheralded, nonprofit America has undergone a quiet revolu-
tion, a massive process of reinvention and re-engineering that is still
very much under way. To be sure, the resulting changes are hardly uni-
versal: change has been more pronounced in some fields than in oth-
ers, and even within fields substantial variation exists among agencies
of different sizes and orientations. What is more, there are serious
questions about whether the resulting changes are in a wholly desir-
able direction, or whether they have exposed the sector to unaccept-
able risks. Although important shadings are needed to do justice to the
considerable diversity that exists, however, there is no denying the
dominant picture of resilience, adaptation, and change. More specifi-
cally, ten threads of change are apparent.

Overall Sector Growth

Perhaps the most vivid evidence of the nonprofit sector’s resilience is
the striking record of recent sector growth. Between 1977 and 1997,
as shown in table 5-1, the revenues of America’s nonprofit organiza-
tions increased 144 percent after adjusting for inflation, nearly twice
the 81 percent growth rate of the nation’s economy. Nonprofit revenue
growth was particularly robust among arts and culture organizations,
social service organizations, and health organizations, in each of which
the rate of growth was at least twice that of the U.S. economy. How-
ever, even the most laggard components of the nonprofit sector (edu-
cation, civic, and social organizations) grew at a rate that equaled or
exceeded overall U.S. economic growth.3

Evidence of the vibrancy of the nonprofit sector extends well
beyond financial indicators, which are heavily influenced by the per-
formance of the largest organizations. Equally revealing is the record
of recent organizational formation. Between 1977 and 1997 the
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number of 501(c)(3) and 501(c)(4) organizations registered with the
Internal Revenue Service increased by 115 percent, or about 23,000
organizations a year.4 By comparison, the number of business organi-
zations increased only 76 percent during this same period. Moreover,
the rate of nonprofit organization formation seems to have accelerated
in more recent years, jumping from an average of 15,000 a year
between 1977 and 1987 to more than 27,000 a year between 1987
and 1997, and this despite increased pressures for organizational
mergers. Evidently, Americans are still finding in the nonprofit sector
a convenient outlet for a wide assortment of social, economic, politi-
cal, and cultural concerns.5

Marketing to Paying Customers 

What accounts for this record of robust growth? One of the central
explanations appears to be the success with which American nonprof-
its took advantage of the favorable demographic and social trends they
confronted to market their services to a clientele increasingly able to
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Table 5-1. Real Growth in Nonprofit Revenue, by Subsector, 1977–97
Percent

Percentage Percentage 
of total, change, Share of change, 

Field 1977 1977–97 1977–97

Health 47 167 55
Education 25 82 14
Social services 9 213 14
Civic, social 4 79 2
Arts, culture 2 280 3
Religion 13 135 12

Total 100 144 100
U.S. gross domestic product 81

Source: Data on nonprofit organizations adapted from Murray S. Weitzman and others, The New
Nonprofit Almanac and Desk Reference (San Francisco: Jossey-Bass, 2002), pp. 96–97; data on U.S.
gross domestic product from Council of Economic Advisers, Economic Report of the President, 2002
(Washington: Executive Office of the President, 2002).
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afford them. Reflecting this, even with religious congregations
included, fees and charges accounted for nearly half (47 percent) of
the growth in nonprofit revenue between 1977 and 1997—more than
any other source (see table 5-2). 

To be sure, not all components of the nonprofit sector relied
equally heavily on fees and charges to finance their operations during
this period, as shown in table 5-3. What is striking about this period
of nonprofit development, however, is how extensively reliance on fee
income has spread throughout the sector. After adjusting for inflation,
the fee income of arts and culture organizations jumped 272 percent,
of civic organizations 220 percent, and of social service organizations
over 500 percent between 1977 and 1997, thus accounting for 46, 53,
and 35 percent, respectively, of the growth of these agencies. Even reli-
gious congregations boosted their commercial income during this
period, largely from the sale or rental of church property.6

Not only did nonprofits boost their fee revenues from existing
clients, they also apparently pursued middle-class clientele into the
Sun Belt and the suburbs. This is evident in the growing suburbaniza-
tion of philanthropy during the 1980s reported by economist Julian
Wolpert, and in the geographic spread of nonprofit employment
reported by the Johns Hopkins Nonprofit Employment Data Project.7
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Table 5-2. Changing Structure of Nonprofit Revenue, 1977–97
Percent

Share of revenue

Total
Share of total growth, 1977–97

percentage Nonprofits
change, All excluding

Revenue source 1977–97 1977 1997 1977 1997 nonprofits religion

Fees, charges 145 46 47 51 51 47 51
Government 195 27 33 31 37 37 42
Philanthropy 90 27 20 18 12 16 8

Total 144 100 100 100 100 100 100

Source: See table 5-1.

All nonprofitsAll nonprofits
Nonprofits ex-
cluding religion
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Seventy percent of the substantial growth of nonprofit employment 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 non-
profit employment, accounted for only 17 percent of the growth. 

Clearly, market forces have intruded into the nonprofit sector well
beyond the fields of health and higher education to which they were
formerly mostly confined. And the organizations in this broader array
of fields have demonstrated an equal capacity to respond to them. 

Successful Pursuit of Public Funds

Not only have nonprofit organizations in an ever wider range of fields
managed to adapt themselves to the new market opportunities they
are facing, but they have also proved adept in coping with the new
public funding terrain that has evolved in recent years. As a result,
despite the rhetoric of retrenchment that has characterized this period,
one of the most striking features of the past decade and a half has been
an enormous growth in nonprofit revenue from public sector sources.
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Table 5-3. Growth of Nonprofit Fee Income, by Subsector, 1977–97
Percent

Percentage Share of
change,

Share of total revenue
revenue growth,

Field 1977–97 1977 1997 1977–97

Health 162 53 52 52
Education 77 67 65 63
Social services 587 13 28 35
Civic 220 19 34 53
Arts, culture 272 47 46 46
Religion 163 14 16 17

Total 145 46 47 47
Excluding religion 144 51 51 51

Source: See table 5-1.
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As noted in table 5-2, government support to the nonprofit sector
increased by 195 percent in real terms between 1977 and 1997, pro-
portionally more than any other source, and these figures do not
include the windfall from welfare reform discussed earlier. Govern-
ment accounted for 37 percent of the sector’s substantial growth dur-
ing this period, boosting its share of the total from 27 percent in 1977
to 33 percent in 1997. And with religious congregations excluded
(since they do not receive much government support), the government
contribution to sector growth came to 42 percent, boosting govern-
ment’s share of the sector’s revenue from 31 percent in 1977 to 37 per-
cent in 1997.

Not all segments of the sector benefited equally from this expand-
ing government support, of course. The major beneficiaries were non-
profit health, social service, and arts organizations, all of which lifted
their government support by 200 percent or more after adjusting for
inflation (see table 5-4). Government revenue growth was less robust
for education organizations, although it still exceeded the overall
growth of the domestic economy; while for civic organizations it
barely kept pace with inflation, perhaps confirming fears that the real
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Table 5-4. Growth in Nonprofit Revenue from Government, by Subsector,
1977–97
Percent

Percentage Share of
change,

Share of total revenue
revenue growth,

Field 1977–97 1977 1997 1977–97

Health 248 32 42 48
Education 94 18 19 21
Social services 200 54 52 51
Civic 8 50 30 5
Arts, culture 214 12 10 9
Religion 0 0           0 0

Total 195 27 33 37
Excluding religion 195 31 37 42

Source: See table 5-1.
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thrust of the budget cutting of the 1980s and early 1990s was to
“defund the left.” 

The proximate cause of this extraordinary growth in nonprofit rev-
enue from government was, of course, the expansion in government
spending that occurred in fields where nonprofits are active. At least as
important, however, has been the skill with which nonprofit organiza-
tions adapted to the shifts they faced in the forms of public support.
Social service agencies had to be particularly nimble in adjusting to the
new realities as states shifted their social service spending from stag-
nant or declining discretionary grant programs to the rapidly growing
Medicaid and SSI programs, both of which deliver their benefits to
clients and therefore require agencies to master new marketing,
billing, and reimbursement management skills. That they successfully
did so is evident in the sizable 200 percent increase in public funding
that they achieved.

Similarly impressive was the success of nonprofit housing and com-
munity development organizations in taking advantage of the new
Low-Income Housing Tax Credit designed to stimulate the flow of
private investment capital into low-income housing. This success was
due in large part to the role that a skilled set of nonprofit intermediary
organizations played in packaging the resulting tax credits and market-
ing them to for-profit financial institutions, generating in the process
a substantial flow of private capital into the hands of community-
based organizations in this field. 8 In view of the capital deficiencies
facing nonprofit organizations in many fields, this record holds impor-
tant lessons for the sector in general. 

This significant expansion of government support has also had its
downsides, of course. Particularly problematic has been 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.9 For-profit vendors can respond to these cuts by pulling
out of the affected lines of business, but nonprofits often find this dif-
ficult. As a consequence, nonprofit organizations often end up having
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to use scarce private charitable resources to subsidize their federally
funded services.

Even so, the success with which nonprofit organizations have
adapted to the new government funding realities is another demon-
stration of the sector’s recent resilience and adaptability. More than
that, it provides a further indication of the sector’s growing “marketi-
zation,” since so much of the government aid now takes the form of
“consumer-side” subsidies. When this voucher-type government sup-
port is added to the fee income that nonprofits receive, as it is in the
data on “program service revenue” that nonprofit organizations report
to the Internal Revenue Service, it turns out that two-thirds (67 per-
cent) of the reported income of nonprofit 501(c)(3) organizations as
of 1998 came from such “commercial” sources. And with investment
income included as well, the commercial total is over 75 percent. Even
among human service nonprofits, the combination of consumer-side
government subsidies plus fee income accounted for over half (54 per-
cent) of total revenue in 1998.10

Much of this growth in government support is now at risk, how-
ever, as a consequence of the new budget stringency that surfaced in
2001. In response, states have moved quickly to begin reversing the
expansions of eligibility and coverage under Medicaid and related pro-
grams that fueled the growth of government support to nonprofit
human service agencies over the previous decade.11 Tax cuts enacted by
Congress in 2003 at the behest of the Bush administration, moreover,
seem likely to intensify this trend.12

The Revolution in Charitable Fundraising

Accompanying the growing sophistication that nonprofit organiza-
tions have demonstrated in pursuing fee income and tapping govern-
ment support has been the increased creativity they have displayed in
raising charitable contributions. The past twenty years have witnessed
a growing professionalization of charitable fund-raising, and with it, a
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proliferation of mechanisms for generating charitable resources. One
reflection of this is the emergence and growth of specialized organiza-
tions catering to the new fund-raising profession—the National Soci-
ety 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 Philan-
thropy (1967); and the National Committee for Planned Giving
(1988). As recently as 1979, AFP, the largest of these organizations,
boasted only 1,899 members. By 1999 it claimed more than 20,000;
and the National Committee for Planned Giving, a more specialized
body, itself had 11,000.13

This growth of a fund-raising profession has had the fortuitous
result of helping to democratize charitable giving, moving it from an
almost exclusive focus on the wealthy to a broader mass base.14 The
vehicle for this has not been individual solicitors standing on street
corners in the old Salvation Army model, however. Rather, the tech-
nology of charitable giving has also been transformed through the
development of such devices as workplace solicitation, telethons,
direct mail campaigns, telephone solicitation, and, most recently, e-
philanthropy. Entire organizations have surfaced to manage this
process of extracting funds. Included here are entities such as United
Way, the various health appeals (for example, the American Cancer
Society, the American Heart Association), and the nation’s growing
network of community foundations. 

As noted, for-profit businesses have also increasingly gotten into
the act, building on a tradition of for-profit fund-raising firms
stretching back to at least the 1930s.15 The new actors are financial
service companies that have capitalized on their mastery of finance to
popularize a variety of relatively new “planned giving” mechanisms.
These instruments allow donors to earn tax-sheltered income on funds
deposited in special “split income” or “charitable remainder” trusts
during their lifetimes or the lifetimes of designated beneficiaries, and
then to contribute the remaining assets to charities at their death with-
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out having to pay estate taxes. The for-profit investment firms have
also actively promoted a variety of “donor-advised funds,” which give
donors the opportunity to retain control over assets deposited for
charitable purposes while securing tax advantages at the full appreci-
ated value of the contributed assets at the time of contribution. By
2000, the largest of these operations—the Fidelity Charitable Gift
Fund managed by the Boston-based for-profit investment firm Fidelity
Investments—reported assets of $2.4 billion. Partly in response to this
competition, nonprofit community foundations and federated funding
organizations have also intensified their use of these instruments,
boosting the reported assets in donor-advised funds to an estimated
$10.4 billion as of 2000.16 Along with new “donor option” arrange-
ments in traditional federated charitable appeals like United Way, and
the emergence of “venture philanthropy,” this explosion of donor-
advised funds suggests the emergence of an alternative model of insti-
tutional philanthropy modeled on the decentralized, entrepreneurial
firms that have been the source of much of the new-economy wealth
being channeled into charitable activity.17 As such, it differs from the
more bureaucratic forms embodied in the large staffed foundations,
which grew out of the more hierarchic enterprises of an earlier era.

This revolution in the technology of charitable fundraising doubtless
boosted charitable giving above what it might otherwise have been. It
did not, however, counter the effects of other developments, including
tax and other policies, working to dampen the growth in giving. For
one thing, the new forms of charitable fund-raising are often more
costly, requiring heavier administrative expenditures to raise a given
quantity of charitable resources. For another, some of the new vehicles
delay the transfer of wealth into charitable uses. Donor-advised funds
and charitable remainder trusts are essentially holding vats for charita-
ble dollars, and some in the charitable community bewail the resulting
reduction in direct contributions to operating charities and in direct
contact between donors and recipient organizations that these devices
also produce.18 Whatever the reason, despite the innovations in

58 The Resilient Sector / Salamon

05 7679-9 chap5.qxd  7/15/03  12:39 PM  Page 58



fundraising techniques, the growth of private charitable giving, while
substantial, has not kept pace with the growth of nonprofit revenue
more generally. Thus, as shown in table 5-2 above, charitable giving
increased 90 percent between 1977 and 1997, well below the growth
rate for the other major sources of nonprofit revenue.

As with the other sources of income, the growth in giving varied by
subsector, as noted in table 5-5. Especially notable was the above-aver-
age growth of private giving in the fields of religion, civic activity, and
arts and culture, where private giving accounted for over 40 percent of
total revenue growth during this 20-year period. The increase in the
case of religion is especially surpising, since public participation in
religious organizations declined during this period.19 By contrast, phil-
anthropic support to the nation’s social service agencies grew much
more slowly. As a result, the philanthropic share of social service
organization income fell from 33 percent in 1977 to 20 percent
twenty years later. Philanthropy, it appears, became even more ameni-
ties-oriented over this twenty-year period, a trend that is potentially
troubling.20 More generally, philanthropy accounted for only 16 per-
cent of the growth of the sector during this period, and much of this

The Nonprofit Response 59

Table 5-5. Growth in Nonprofit Revenue from Philanthropy, by Subsector,
1977–97
Percent

Percentage Share of
change,

Share of total revenue
revenue growth,

Field 1977–97 1977 1997 1977–97

Health 3 14 6 0
Education 91 15 16 17
Social services 91 33 20 14
Civic 106 31 36 42
Arts, culture 307 41 44 45
Religion 131 86 84 83

Total 90 27 20 16
Excluding religion 62 18 12 8

Source: See table 5-1.
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was due to the growth of contributions to religious congregations.
With that portion of private giving excluded, philanthropy accounted
for only 8 percent of the sector’s growth, and its share of sector income
declined from 18 to 12 percent. 

Although philanthropy grew more robustly in the most recent por-
tion of this period (1992–97) than earlier, any hope this might have
triggered about a permanent reversal in the steady decline in giving’s
share of nonprofit income was dealt a severe setback by the stock mar-
ket sell-off of 2000–02. Even with the outpouring of post–September
11 benevolence, giving actually declined in real dollar terms in 2001,
the latest year for which data are available, and the downturn seems to
have extended into 2002 as well.21

Expanded Venture Activity

A fifth manifestation of the nonprofit sector’s recent resilience has
been the sector’s increased involvement in commercial ventures. Such
ventures differ from the collection of fees for standard nonprofit serv-
ices in that they entail the creation and sale of products and services
primarily for a commercial market. Examples include museum gift
shops and online stores, the rental of social halls by churches, and
licensing agreements between research universities and commercial
firms. Existing law has long allowed nonprofit organizations to engage
in such commercial activities so long as they do not become the pri-
mary 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 scale of nonprofit venture activity is difficult to
locate, since much of it is considered “related” activity 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 has been notoriously
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liberal in its definition of what constitutes “unrelated,” as opposed to
“related,” 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.22 As of 1997,
gross unrelated business income reported by nonprofit organizations
reached $7.8 billion, an increase of 7 percent over the previous year,
following increases of 30 percent a year over the previous two years. 

Cultural institutions seem to have been especially inventive in
adapting venture activities to their operations, perhaps because they
have the clearest “products” to sell. The Guggenheim Museum has
even gone global, with franchises in Italy, Germany, and Spain, while
elaborate touring exhibitions and shows have also become standard
facets of museum, orchestra, and dance company operations. Cultural
institutions are also actively exploiting the new digitization technolo-
gies, often in collaboration with commercial firms. In the process, arts
organizations are being transformed from inward-oriented institutions
catering to the artistic interests of their patrons and focused primarily
on their collections to outward-oriented enterprises competing for
customers in an increasingly commercial market.23

Other types of nonprofit organizations are also increasingly
involved in commercial-type ventures. Thus, hospitals are investing in
parking garages, universities are establishing joint ventures with pri-
vate biotechnology companies, and social service agencies are operat-
ing restaurants and catering businesses. The business activities of non-
profit hospitals have grown especially complex, with elaborate
purchasing and marketing consortia linking hospitals, medical practi-
tioners, insurance groups, and equipment suppliers.24

Perhaps the most interesting facet of this development 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. This reflects a broader transformation in prevailing concep-
tions of the causes of poverty and distress from a focus on providing
individuals with needed services to a focus on getting them to work.
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Thus, rather than merely training disadvantaged individuals and send-
ing them out into the private labor market, a new class of “social pur-
pose enterprises,” or “social ventures,” has emerged to employ former
drug addicts, inmates, or other disadvantaged persons in actual busi-
nesses as a way to build skills, develop self-confidence, and teach work
habits.25 Examples here include the Greyston Bakery in Yonkers, New
York, which trains and hires unemployable workers in its gourmet
bakery business; the New Community Corporation in Newark, New
Jersey, which provides job training and employment to inner-city resi-
dents through a network of grocery and convenience stores, restau-
rants, and print and copy shops; Pioneer Human Services, a nonprofit
in Seattle, Washington, that operates an aircraft parts manufacturing
facility, food buying and warehousing services, and restaurants; and
Bikeable Communities in Long Beach, California, which promotes
bicycle use by offering valet and related services to cyclists.26 In each of
these cases, the venture is not a sideline or a mere revenue source but
an integral component of the agency’s charitable program. The result
is a thoroughgoing marriage of market means to charitable purpose
and the emergence of a new, hybrid form of nonprofit business.

Adoption of the Enterprise Culture

These developments point, in turn, to a broader and deeper penetra-
tion 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, differ-
entiating their output, identifying their “market niche,” formulating
“business plans,” and generally incorporating the language, and the
style, of business management into the operation of their agencies.
Indeed, management expert Kevin Kearns argues that nonprofit exec-
utives are now “among the most entrepreneurial managers to be found
anywhere, including the private for-profit sector.”27
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How fully the culture of the market has been integrated into the
operations, as opposed to the rhetoric, of the nonprofit sector is diffi-
cult to determine. Paul Light reports that “outcomes measurement,” a
key part of this market-oriented approach, is in “high tide” or “rising
tide” among nonprofits in eighteen of the nineteen states whose non-
profit association directors he surveyed, and “marketization” is in
roughly the same position in twelve.28 Certainly the appetite for mate-
rials has been robust enough to convince commercial publishers like
John Wiley and Sons to invest heavily in the field, producing a boom-
ing market in “how-to” books offering nonprofit managers training in
“strategic planning,” “financial planning, “mission-based manage-
ment,” “social entrepreneurship,” “streetsmart financial basics,”
“strategic communications,” “high performance philanthropy,” and
“high performance organization,” to cite just a handful of recent
titles.29 The Drucker Foundation’s Self-Assessment Tool, with its market-
oriented stress on the five questions considered most critical to non-
profit-organization performance—”What is our mission? Who is our
customer? What does the customer value? What are our results? What
is our plan?”—was reportedly purchased by more than 10,000 agen-
cies in the first five years following its publication in 1993, suggesting
the interest in business-style management advice within the sector.30

More concretely, there is growing evidence that the market culture
is affecting organizational practices, organizational structures, and
interorganizational behavior. Hospitals, for example, are increasingly
advertising their capabilities, universities are investing in off-campus
programs, museums and symphonies are establishing venues in shop-
ping centers, and even small community development organizations
are 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, sub-
stituting a corporate model for a more community-based one. Simi-
larly, greater efforts are being made to recruit business leaders onto
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boards, further solidifying the dominant corporate culture. In addi-
tion, the internal structure of organizations is growing more complex.
To some extent this is driven by prevailing legal restrictions. Thus,
many nonprofit advocacy organizations have created 501(c)(4) sub-
sidiaries to bypass restrictions on their lobbying activity as 501(c)(3)
charities.31 Similarly, nonprofit residential care facilities are segmenting
their various programs into separate corporate entities to build legal
walls around their separate operations in case of liability challenges.
Elsewhere, commercial pressures are pushing organizations in similar
directions. Thus hospitals are increasingly creating for-profit sub-
sidiaries and joint ventures with proprietary physician groups or man-
aged care organizations in order to position themselves better in
increasingly competitive markets.32 Universities, freed by the Bayh-
Dole Act and subsequent legislation to patent discoveries developed
with federal research funds, are turning to similar arrangements to
help market the products of university-based scientific research.33

Behind the comforting facade of relatively homey charities, nonprofit
organizations are thus being transformed into complex holding com-
panies, with multiple nonprofit and for-profit subsidiaries and off-
shoots, significantly complicating the task of operational and financial
management and control.

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 endeav-
ors. This perspective has been championed by charismatic sector lead-
ers 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
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represented by their reputations.34 This has meshed nicely with the
growing readiness of businesses to forge strategic alliances with non-
profits in order to generate “reputational capital.” The upshot has been
a notable upsurge in strategic partnerships between nonprofit organi-
zations and businesses.

One early manifestation of this approach was the “cause-related
marketing” technique pioneered by American Express in the early
1980s. Under this technique, a nonprofit lends its name to a commer-
cial product in return for a share of the proceeds from the sale of that
product. Research has demonstrated that such arrangements bring
substantial returns to the companies involved, boosting sales, enhanc-
ing company reputations, and buoying employee morale. Coca-Cola,
for example, experienced a 490 percent spurt in the sales of its prod-
ucts at 450 Wal-Mart stores in 1997 when it launched a campaign
promising to donate 15 cents to Mothers Against Drunk Driving for
every soft-drink case it sold. More generally, a 1999 Cone/Roper sur-
vey found that two-thirds of Americans have greater trust in compa-
nies aligned with a social issue, and more than half of all workers wish
their employers would do more to support social causes. This evidence
has convinced a growing number of corporations to associate them-
selves and their products with social causes and the groups actively
working on them. Apparel retailer Eddie Bauer has thus entered cause-
related marketing arrangements with American Forests, Evian with
Bill Shore’s Share Our Strength, Liz Claiborne with the Family Vio-
lence Prevention Fund, Mattel with Girls Incorporated, Timberland
with City Year, and many more. By 1998, such arrangements were
generating $1.5 billion in marketing fees for the nonprofit organiza-
tions involved.35

Many of these cause-related marketing relationships have subse-
quently evolved, moreover, 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
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pharmaceutical manufacturer Novartis contributed $25 million 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
discoveries of the school’s Department of Plant and Microbial Biology,
whether it paid for these discoveries or not.36 Management expert Ros-
abeth Moss Kanter even argues that businesses are coming to see non-
profits not simply as sources of goodwill for businesses, but as the “beta
site for business innovation,” a locus for developing new approaches to
long-standing business problems such as how to attract inner-city cus-
tomers to the banking system or how to locate and train entry-level
personnel for central-city hotels.37 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 col-
laborations of value to both. Though not without their problems,
these partnerships have led the Aspen Institute’s Nonprofit Sector Strat-
egy Group, comprised of nonprofit, academic, business, and govern-
ment leaders, 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.”38

Building a Nonprofit Infrastructure

In addition to absorbing significant aspects of the dominant market
culture, nonprofit America has been busily building up its own insti-
tutional infrastructure. Fortunately, some precedent for this was estab-
lished in the Charity Aid Societies formed to coordinate the work of
local nonprofit organizations toward the end of the nineteenth cen-
tury, and in the subsector organizations representing particular indus-
tries (for example, hospitals, higher education, museums) created in
the early part of the twentieth century. But the considerable growth of
this sector, its increased involvement with government, and the grow-
ing pressures for professionalization have led over the past twenty to
twenty-five years to a considerable filling out of this structure and a
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fundamental change in its character with the emergence of a new class
of infrastructure organizations devoted not to a particular nonprofit
industry, but to the nonprofit sector as a whole.39 Indeed, according to
historian Peter Hall, the nonprofit sector was literally “invented” as a
concept during this period.40

The result has been a substantial enlargement of the organizational
apparatus providing services, support, and representation for the non-
profit sector as a whole. Independent Sector, the largest and most visi-
ble of the sectorwide infrastructure groups, was created in 1980 and
now numbers over 700 foundations, corporations, and nonprofit
umbrella organizations among its members. Other organizations have
been formed to represent organized philanthropy (for example, the
Council on Foundations, the Association of Small Foundations, the
Forum of Regional Associations of Grantmakers), nonprofit organiza-
tions in particular states (for example, the Maryland Association of
Nonprofit Organizations, the Minnesota Council of Nonprofits, and
the National Council of Nonprofit Associations), and organizations
serving low-income and disfranchised populations (for example, the
National Committee for Responsive Philanthropy). In addition, the
research and educational apparatus of the sector has filled out substan-
tially, with nonprofit research centers established at Yale University,
Johns Hopkins University, Indiana University, Harvard University, the
Urban Institute, and elsewhere; nonprofit degree or certificate pro-
grams created in close to 100 colleges and universities; and more than
700 unaffiliated management support organizations offering nonde-
gree instruction and technical assistance to nonprofit managers. To
serve this expanding network of experts, professional associations have
come into existence or been enlarged (for example, the Association for
Research on Nonprofit Organizations and Voluntary Action, the
Alliance for Nonprofit Management, the International Society for
Third-Sector Research), professional journals have been launched or
revamped (for example, Nonprofit and Voluntary Sector Quarterly, Non-
profit Management and Leadership, Voluntas); special nonprofit sections
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have been added to existing journals (for example, Harvard Business
Review); and a nonprofit press created (Chronicle of Philanthropy, Non-
profit Times, Nonprofit Quarterly). What was once a scatteration of
largely overlooked institutions has thus become a booming cottage
industry attracting organizations, personnel, publications, services,
conferences, websites, head-hunting firms, consultants, rituals, and
fads—all premised on the proposition that nonprofit organizations are
distinctive institutions with enough commonalities, despite their many
differences, to be studied, represented, serviced, and trained as a group.

Meeting the For-Profit Competition

Nonprofits have also begun to demonstrate a capacity to hold their
own in the face of escalating for-profit competition. This is most
clearly evident in the fields of hospital and nursing home care, in both
of which nonprofits have increased their relative position in recent
years, as reflected in table 3-3.

To be sure, the credit for this does not belong to nonprofits alone.
Rather, the for-profit sector has proved to be far less formidable a
competitor in many of the spheres where both operate than initially
seemed to be the case. As Bradford Gray and Mark Schlesinger argue,
a “life cycle” perspective is needed to understand the competitive rela-
tionship between nonprofit and for-profit organizations in the health
field, and a similar observation very likely applies to other fields as
well.41 For-profit firms have distinct advantages during growth spurts
in the life cycles of particular fields, when new services are in demand
as a result of changes in government policy or 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 market 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
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enterprises comes to depend greatly on the expectation of continuing
escalation of their stock prices. When this expectation is shaken, as it
often has been due to shifts in government reimbursement policies
under both Medicare and Medicaid, the results can be catastrophic
and precipitous, producing sharp drops in stock valuations. In such
circumstances, for-profit firms have shown a distressing tendency to
engage in fraudulent practices. In the 1990s, for example, for-profit
nursing homes, squeezed by new state policies designed to reduce
Medicaid 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 two decades—first in the late 1980s
and again in the mid-1990s—and a third episode appears to be under
way as this book goes to press. In each of these cases, overly optimistic
for-profit entrepreneurs found it impossible to sustain the growth
paths that their stock valuations required and ended up being discred-
ited when government agencies and private insurers charged that they
had fraudulently inflated their costs and overbilled for services.42 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 suffers a shake-out
when government reimbursement contracts.

All of this demonstrates why nonprofit involvement is so crucial,
especially in fields such as health care, drug abuse prevention, hospice
care, and chronic disease treatment, where the public has a crucial
stake in maintaining a durable level of quality care. At the same time,
such involvement is far from guaranteed, even where nonprofits pio-
neer the service, as has been the case in much of the health, education,
social services, and arts fields. 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 man-
age to identify a meaningful market niche and a distinctive product,
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where they respond effectively to the competitive threat, and where
individual consumers, or those who are paying on their behalf, value
the special qualities that the nonprofits bring to the field. The fact that
nonprofits have continued to expand substantially even in fields such
as home health and day care in which for-profits have gained a com-
petitive edge, and that they have held their own and even expanded
their relative position in fields like nursing home care, acute care hos-
pitals, and the arts in which for-profits were growing rapidly, suggests
that many nonprofits have been up to this challenge. Recent reports
about problems facing nonprofit hospitals in generating capital to
respond to a surprising spurt in demand make it clear, however, that
serious challenges remain.43

Meeting the Political Competition

Even more impressive than their ability to fend off for-profit eco-
nomic competition has been the success nonprofit organizations have
had in fending off for-profit political competition. This achievement is
especially surprising in view of the role that money has come to play
in American politics, the serious economic pressures under which
nonprofit organizations are operating, and the apparent decline in
civic participation identified by scholars such as Robert Putnam.44 It is
also all the more remarkable in light of the legal limitations on non-
profit political action—limitations that bar nonprofit organizations
from engaging in electoral activity, from contributing to political cam-
paigns, and from devoting more than a limited share of their resources
to either direct or indirect “lobbying” (that is, attempting to influence
particular pieces of legislation or administrative actions). Indeed, only
1.5 percent of all nonprofit 501(c)(3) organizations that filed the
required Form 990 with the Internal Revenue Service in 1998
reported any expenditures on lobbying, and the amount they spent
represented less than a tenth of 1 percent of their expenditures.45
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Despite these limitations, however, nonprofits have amassed a quite
extraordinary recent record of advocacy achievements, of identifying
unmet needs and actively promoting changes in both public and pri-
vate policy to address them. One manifestation of this has been the
sizable number of recent social and political “movements” mentioned
earlier, virtually all of which have taken form within the nation’s non-
profit institutions. More generally, the past twenty to thirty years have
witnessed the growing political influence of a variety of citizen groups,
which mobilize members, donors, or activists around interests other
than their vocation or profession. As political scientist Jeffrey Berry
shows, such groups constitute at most only 7 percent of the Washing-
ton interest group universe, yet between the early 1960s and the early
1990s they accounted for anywhere from 24 to 32 percent of the testi-
mony at congressional hearings, for between 29 and 40 percent of the
press coverage of pending legislation, and for a disproportionate share
of the commentary on the nightly news. 46 In the process, they man-
aged to move their essentially nonmaterial issues to the top of the con-
gressional agenda. What is more, this disproportionate attention ulti-
mately translated into disproportionate policy success, as these groups
were nearly 80 percent as effective in passing legislation they favored
as the business lobbies against which they were often arrayed. As Berry
points out:

In every measurement taken so far, liberal citizen groups have
demonstrated that they are effective and tenacious Washington
lobbies. . . . Even if business remains more powerful, liberal citi-
zen groups have proved that they are worthy adversaries capable
of influencing policymakers.47

Not only have nonprofit citizen groups proved effective in national
political advocacy, but also these organizations have recently extended
their reach upward to the international level and downward to states
and localities. The same new communications technologies that have
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facilitated the rise of global corporations have permitted the emer-
gence of transnational advocacy networks linking nonprofit citizen
groups across national borders. This “third force” is rapidly transform-
ing international politics and economics, challenging government
policies on everything from land mines to dam construction and hold-
ing corporations to account in their home markets for environmental
damage or unfair labor practices they may be pursuing in far-off
lands.48 Indeed, the recent eagerness that 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 their “license to
operate” and to their reputations among both consumers and their
own staff. Similarly, nonprofits have forged advocacy coalitions at the
state level to make sure that devolution 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.

That nonprofit citizen groups have been able to develop such clout
is due in part to changes in public attitudes and in political circum-
stances—the declining influence of political parties, the growing pub-
lic concern about amenities such as clean water and air, and the end of
the cold war. But at least as important has been the capacity and effec-
tiveness of the citizen organizations themselves—their ability to attract
resources and talented personnel, the dedication and seriousness with
which they have approached their work, and the effectiveness they
have shown in utilizing the resources at their command. Nonprofit
advocacy organizations have blossomed into highly sophisticated
organizations commanding millions of dollars of resources. The Sierra
Club, for example, has sixty-five chapters throughout the United
States, with 550,000 members, a separate Sierra Club Foundation,
and a Sierra Club Political Action Committee. The Nature Conser-
vancy is now a holding company for five nonexempt and four exempt
organizations, including a Nature Conservancy Action Fund, and
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oversees 300 state and local organizations.49 Not only are many of
these organizations large and complex, however, they also seem to be
increasingly well managed. As Berry shows, these groups have built
substantial donor bases, earned a reputation for doing their home-
work, and consequently enjoy at least as much credibility as their cor-
porate, trade, or professional association opponents.50
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Nonprofit America has thus responded with extraordinary cre-
ativity and resilience to the challenges and opportunities it has

confronted over the past twenty years. The sector has grown enor-
mously as a consequence—in numbers, in revenues, and in the range
of purposes it serves. In addition, it seems to have expanded its com-
petencies and improved its management, though these are more diffi-
cult to gauge with precision. To be sure, not all components of the sec-
tor 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. 

In large part, what allowed nonprofit organizations not only to
survive but also to thrive during this period was that they moved,
often decisively, toward the market. Nonprofit organizations took
active advantage of the growing demand for their services, expanded
their fee income, launched commercial ventures, forged partnerships
with businesses, adopted business-style management techniques, mas-
tered new consumer-side forms of government funding, reshaped
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their organizational structures, incorporated sophisticated marketing
and money-management techniques into even their charitable fund-
raising, 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 1990s and into the new century and its scope
and impact have been profound, affecting all parts of the sector to
some extent. As a result, the nonprofit sector that has entered the
twenty-first century is not “your father’s nonprofit sector.” Rather, it
has been substantially re-engineered, 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 opera-
tions, enlisting new partners and new resources in its activities, and
generally improving its reputation for effectiveness. But the changes
have also brought significant risks, and the risks may well overwhelm
the gains. Before drawing the final balance sheet on the state of non-
profit America, therefore, it is necessary to weigh the gains against
these risks. It will then be possible to determine what can be done to
improve the balance between risks and gains for the years ahead.

The Risks

More specifically, the nonprofit sector’s response to the challenges of
the past twenty years, creative as it has been, has exposed the sector to
at least five important risks. 

Growing Identity Crisis

In the first place, nonprofit America is confronting an identity crisis
as a result of a growing tension between the market character of the
services it is providing and the continued nonprofit character of the
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institutions providing them. This tension has become especially stark
in the health field, where third-party payers, such as Medicare and pri-
vate HMOs, increasingly downplay values other than actual service
cost in setting reimbursement rates; where bond-rating agencies dis-
count community service in determining the economic worth of bond
issues, and hence the price that nonprofit hospitals have to pay for
capital; and where fierce for-profit competition leaves little room for
the conscious pursuit of social goals.1 Left to their own devices, non-
profit institutions have had little choice but to adjust to these pres-
sures, but at some cost to the features that make them distinctive.
Under these circumstances, it is no wonder that scholars have been
finding it so difficult to detect real differences between the perform-
ance of for-profit and nonprofit hospitals, and that many nonprofit
HMOs and hospitals have willingly surrendered the nonprofit form or
sold out to for-profit firms.2

Private universities are similarly experiencing increasing 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.3

Marketing pressures are also intruding on the operations of nonprofit
arts and cultural institutions, limiting their ability to focus on artistic
quality, and transforming them, as Margaret Wyszomirski notes, into
social enterprises more attentive to market demands.4 So intense has
the resulting identity crisis become, in fact, that some scholars are
beginning to reject the long-standing notion that nonprofits are reluc-
tant participants in the market, providing only those “private goods”
needed to support their “collective goods” activities, and are coming to
see many of them functioning instead as essentially commercial opera-
tions, dominated by “pecuniary rather than altruistic objectives.”5

Increased Demands on Nonprofit Managers

These tensions have naturally complicated the job of the nonprofit
executive, requiring these officials to master not only the substantive
dimensions of their fields, but also the broader private markets within
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which they operate, the numerous public policies that affect them,
and the massive new developments in technology and management
with which they must contend. They must do all this, moreover, while
balancing an increasingly complex array of stakeholders that includes
not only clients, staff, board members, and private donors, but also
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, contracts, grants, donations, gifts,
bequests, visibility, prestige, political influence, and volunteers.6 No
wonder that executive burn-out has become such a serious problem in
the field, despite the excitement and fulfillment the role entails.

Increased Threat to Nonprofit Missions

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 who
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. 

How far these pressures have proceeded is difficult to say with any
precision. As William Diaz has observed, support for the poor has
never been the exclusive, or the primary, focus of nonprofit action.7

Nor need it be. What is more, many of the developments identified
here 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 organizational operations.8
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The move to the market may thus be posing a far greater threat to the
nonprofit sector’s historic social justice and civic mission than the
growth of government support before it.

Disadvantaging Small Agencies

A fourth risk resulting from the nonprofit sector’s recent move to the
market is to put smaller agencies at an increasing disadvantage. Suc-
cessful adaptation to the prevailing market pressures requires access to
advanced technology, professional marketing, corporate partners,
sophisticated fundraising, and complex government reimbursement
systems, all of which are problematic for smaller agencies. Market
pressures are therefore creating not just a digital divide, but a much
broader “sustainability chasm” that smaller organizations are finding
increasingly difficult to bridge. Although such agencies can cope with
these pressures in part through collaborations and partnerships, these
devices themselves often require sophisticated management and
absorb precious managerial energies.9 As the barriers to entry, and par-
ticularly to sustainability, rise, the nonprofit sector is thus at risk of
losing some of its most precious qualities—its ease of entry and its
availability as a testing ground for new ideas.

Potential Loss of Public Trust 

All of this, finally, poses a further threat to the public trust on which
the nonprofit sector ultimately depends. Thanks to the pressures they
are under, and the agility they have shown in response to them, Amer-
ican nonprofit organizations have moved well beyond the quaint,
Norman Rockwell stereotype of selfless volunteers ministering to the
needy and supported largely by charitable gifts. Yet popular and media
images remain wedded to this older image, and far too little attention
has been given to bringing popular perceptions into better alignment
with the realities that now exist, and to justifying these realities to a
skeptical citizenry and press. As a consequence, nonprofits find them-
selves vulnerable when highly visible events, such as the September 11
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tragedy, let alone instances of mismanagement or scandal, reveal them
to be far more complex and commercially engaged institutions than
the public suspects. 

The more successfully nonprofit organizations respond to the dom-
inant market pressures, therefore, the greater the risk they face of sacri-
ficing the public trust on which they ultimately depend. This may
help explain part of the appeal of the Bush administration’s “faith-
based charities” initiative. What makes this concept so appealing is its
comforting affirmation 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, as noted earlier,
this image grossly exaggerates both the capacity and the inclinations of
most congregations to engage in meaningful social problem solving.

The Task Ahead

What all of this suggests is that a better balance may need to be struck
between what Bradford Gray and Mark Schlesinger term the non-
profit sector’s “distinctiveness imperative,” that is, the things that
make nonprofits special; and the sector’s “survival imperative,” that is,
the things nonprofits need to do in order to survive.10 To be sure, these
two imperatives are not wholly in conflict. Nevertheless, the tensions
between them are real and there is increasing reason to worry that the
survival imperative may be gaining the upper hand. To correct this,
steps will be needed in both domains, and the steps will require sup-
port from many different quarters. 

The Distinctiveness Imperative

Actions to address the nonprofit sector’s distinctiveness imperative are
perhaps the most urgent. Recent research confirms that what attracts
people to nonprofit organizations to work and volunteer is the oppor-
tunity these organizations provide to help the public, to do something
worthwhile, and to make a difference.11 These sentiments have grown
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increasingly important as well to other segments of the work force, as
the growing corporate attention to social responsibility attests. In the
wake of recent scandals that have tarnished the image of corporate
America, the dangers of too hasty a nonprofit embrace of the market
and too easy a surrender of nonprofit distinctiveness have become
especially apparent. To avoid this, several types of action are needed.

rethinking community benefit and charitable purpose. In
the first place, action is needed in the realm of values and ideas. In a
sense, nonprofit organizations have been so busy coping with the pow-
erful market forces they are facing that they have allowed the market
definitions of value to dominate the public discourse and even their
own behavior. Largely lacking, as the Nonprofit Quarterly recently
noted, is “agreement around a powerful affirmation of identity distin-
guishing [the nonprofit sector] from the other two social sectors.”12 To
the extent that any consensus exists on this point as reflected in court
decisions, legislative proposals, and popular accounts, it focuses on
care for the poor as the chief, or exclusive, rationale for nonprofit sta-
tus. But this is far too narrow a ground for the sector to defend suc-
cessfully given the survival demands it also confronts and the other
functions it performs. Nonprofits must therefore develop a broader
and more coherent statement of “the nature of [their] game.”13 This
will require a serious rethinking of the central concepts of charitable
purpose and community benefit that justify the nonprofit sector’s exis-
tence. As Aspen Institute scholars Alan Abramson and Rachel
McCarthy have  pointed out, this is a task for which the nonprofit
infrastructure organizations are especially suited, but not one they
have yet effectively addressed.14

Illustrative of the direction this might take is the suggestion by
Gray and Schlesinger to extend the concept of community benefit for
nonprofit hospitals to embrace not only charity care but a broader
commitment to community health and to the production of collective
goods such as trained medical professionals and scientific advance.15

Resetting the Balance 81

06 7679-9 chap6.qxd  7/15/03  12:40 PM  Page 81



Similar insights can be found in Forman and Stoddard’s discussion of
the recent efforts of nonprofit humanitarian assistance agencies to
forge new principles of humanitarian aid that take account of the
complex humanitarian/military crises increasingly common around
the world.16 More generally, nonprofit America must give broader and
more concrete meaning to its claims to serve the public good by stress-
ing the sector’s commitments to reliability, to trustworthiness, to qual-
ity, to equity, to community, and to individual and community
empowerment. These are powerful rationales in a society that values
pluralism and freedom but wishes to balance them with a sense of soli-
darity and responsibility for others. But they must be more forcefully
and concretely articulated and then be more fully interpreted and
applied in the context of particular agencies and fields. 

improving public understanding. As efforts go forward to clarify
the nonprofit sector’s vision and rationale, parallel efforts must be
made to communicate this vision to the public and reconcile it with
how the sector actually works. This must go beyond the ritualistic cel-
ebrations of charitable giving and voluntarism that currently form the
heart of the sector’s public relations effort, important though these
may be. Rather, the public must be introduced to the broader realities
of current nonprofit operations, to the remarkable resilience that the
sector has shown in recent years, and to the full range of special quali-
ties that make nonprofit organizations worth protecting. This will
require a better public defense of the sector’s long-standing partner-
ship with government, clarification of the special ways in which non-
profits are enlisting market means to promote nonprofit ends, and the
further development and dissemination of codes of conduct to help
nonprofits and the public understand the delicate balance nonprofits
have to strike between their survival and distinctiveness needs.

policy shifts. Changes may also be needed in public policy to make
sure that the nonprofit sector’s commitments to community benefit
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and charitable purpose are given effective incentives and are rein-
forced. This may require challenging the narrow conceptions of chari-
table purpose embodied in some legal opinions. But it may also
require some tightening of the legal provisions under which nonprofits
operate. At a minimum, this could involve more stringent policing of
the existing “unrelated business income” tax provisions to ensure that
nonprofit organizations pay income taxes on business activities that
stray too far from their charitable purposes. Beyond this, it could
involve shifting from the current system of tax-exempt organizations to
a system of tax-exempt activities, under which organizations would
earn exemptions from taxes only for those activities that support valid
public, or community, purposes. Under such a system, nonprofit
organizations would have to justify their exemptions in annual tax fil-
ings that identify the share of their income that goes to support such
purposes. Such a system would provide more regular reinforcement of
the community benefits nonprofits are supposed to provide and help
reassure the public that these benefits are being provided.

The Survival Imperative

For this effort to promote the “distinctiveness imperative” of nonprofit
organizations to work, however, steps are also needed to ease the sur-
vival imperative under which these organizations labor. As we have
seen, these survival pressures have grown increasingly intense in recent
years, putting pursuit of the sector’s charitable missions increasingly at
risk. To free nonprofits to attend to their distinctive roles in this
increasingly competitive environment, special steps are therefore
needed. Three of these deserve particular mention here.

capitalizing the sector. In the first place, additional steps are
needed to correct the structural impediments that nonprofit organiza-
tions face in generating investment capital because of their lack of
access to the equity markets. More than any other single cause, these
impediments explain the difficulty nonprofit organizations have faced
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in responding to technological change and maintaining their market
niche during periods of rapid expansion of demand. The experience of
nonprofit hospitals and higher education institutions demonstrates,
however, that nonprofit organizations can often hold their own in
such circumstances when they can gain access to the needed capital at
competitive rates. In both of these cases, special tax incentives were
provided to subsidize bonds issued to finance nonprofit facilities. The
recent example of nonprofit involvement in low-income housing tells
a similar story in a context characterized by smaller-scale institutions.
Here the provision of special tax advantages for investors was supple-
mented by the emergence of nonprofit intermediary institutions that
package the tax breaks for sale to investors and then distribute the pro-
ceeds to smaller, community-based organizations.

Many nonprofit organizations, particularly in the human services
field, still lack access to such tax breaks and the capital funds these tax
breaks can leverage, however. As a consequence, they are at a competi-
tive disadvantage in keeping up with rapid technological change and
meeting increased demand. What is more, the existing incentives
available to nonprofit hospitals and education institutions have lost
some of their value as a result of recent tax law changes that have
reduced the taxation of dividends, since these changes will decrease the
relative attractiveness of tax-exempt bonds to investors. 

To correct this, a broader nonprofit investment tax credit could use-
fully be enacted. Such a measure would create a more level playing
field for nonprofit agencies, ease the survival pressures they face, and
thus better enable them to continue performing their distinctive roles.

buy-in by third-party payers. By itself, improved access to capital
for nonprofit organizations will still not give nonprofits the financial
leeway they need to address their distinctive missions unless steps are
also taken to relieve the fiscal squeeze these organizations face. That
squeeze, in turn, is increasingly shaped by the reimbursement policies

84 The Resilient Sector / Salamon

06 7679-9 chap6.qxd  7/15/03  12:40 PM  Page 84



of third-party payers—private insurance companies, health mainte-
nance organizations, corporate benefit administrators, and government
voucher programs like Medicare and Medicaid. Whether nonprofit
hospitals can continue to support their teaching and research func-
tions, for example, is significantly affected by whether Medicare con-
siders this function vital enough to justify an adjustment in the nor-
mal hospital reimbursement rate. 

Increasingly, third-party payers have been ratcheting down the
kinds of functions they are willing to support in this way, requiring
the providers of health care, clinic care, nursing home care, drug abuse
treatment, day care, foster care, and many other services to shave costs
to the bone, often at the expense of mission-critical functions such as
advocacy, community organizing, and care for the poor. To reverse this
trend, nonprofit organizations will have to convince third-party payers
that these activities are both worthy of support and able to be sup-
ported. The recent decision of Blue Shield of California to adopt an
incentive system that takes account of quality, and not just cost, in set-
ting hospital reimbursement rates is promising in this regard, but there
clearly is still a long way to go.17

encouragement of private giving. The nonprofit survival imper-
ative can also be eased through continued and expanded encourage-
ment of charitable giving and volunteering, particularly that targeted
on community benefit activities. While this source cannot realistically
be counted on to provide a major share of nonprofit income, it never-
theless offers an important extra edge in sustaining mission and con-
necting the sector to its popular base and to its fundamental values.

Given the recent string of policy changes working against the
growth of charitable giving,18 it seems clear that something dramatic
may be needed just to stem the steady decline in giving’s share of total
nonprofit income. One such possibility would be to replace the exist-
ing tax deduction system with one based on tax “credits.” Unlike
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deductions, which deliver more tax benefits per dollar of contribution
to upper-income taxpayers than to lower-income ones, tax credits pro-
vide the same tax benefits to all taxpayers, regardless of their income.19

What is more, the scale of the credits can be geared to the particular
community benefits being promoted simply by varying the share of the
contribution that can be used to offset taxes for various types of contri-
butions. American charitable giving has been stuck below 2 percent of
personal income for some time. It is worth considering radical
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.

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 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 support—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
deciding 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 distinctive roles, it seems clear that this must
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now change. Americans need to rethink in a more explicit way
whether the balance between survival and distinctiveness that non-
profit institutions have had to strike in recent years 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 bet-
ter public understanding of the state of nonprofit America is needed if
such judgments are to be possible. My hope is that this book will con-
tribute to such understanding. 
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