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ntro ion

Privatization is a complex, controversial term used to
describe a variety of strategies which entail the delegation of
public responsibility to the private sector: selling state-
owned industries to the private sector, contracting with the
private sector for the provision of public services, charging
fees for public services, cutting the government budget,
deregulation, and encouraging voluntarism. It is at the center
of the ongoing debate on the shape of the state and the proper
boundaries between the individual, the community, the market
economy, and the state. Where are the boundaries? And how do
various privatization strategies transform the boundary between
the state and society?

In the United States, one of the most extensive forms of
privatization in the area of social policy has been government
contracting with nonprofit service agencies such as child and
family service agencies, community mental health centers,
headstart programs, neighborhood health centers and homeless
shelters. Beginning in the early 1960s, contracting expanded
dramatically. By 1978, over 50 percent of federal spending on
social service was channeled to nonprofit agencies. (Benton, et
al., 1978) More recently, the predominant government response to
the emergent social problems of AIDS, homelessness and hunger has
been through nonprofit service organizations funded by
government. (Lipsky and Thibodeau, 1988).

Conservatives support contracting because it transfers power

from government officials who are presumed to lack an incentive



to keep costs down, develop innovative programs and maintain
program effectiveness to private groups and individuals. (Glazer,
1981) These private organizations will also serve as a check
upon excessive citizen demands upon the state. (Berger and
Neuhaus, 1977) Liberals like contracting with nonprofit agencies
because it transfers power from bureaucrats who are regarded as
treating clients of the welfare state inequitably to community
groups and the citizenry who, it is hoped, will treat clients
more humanely and equitably. (Donnison, 1984). 1In either case,
the hope is that contracting will shift power from the state to
the community in the form of nonprofit organizations who with
their volunteer boards of director embody for many people the
vision of community self-governance that has historically been so
powerful an idea in American life.(Bellah, et al., 1984)

This paper is centrally concerned with this governance issue
and the effects on nonprofit governance -- and the role of
community -- of government funding.1 This issue is of vital
importance to contemporary social policy because the governance
of nonprofit agencies and public services profoundly affects the
guiding norms of public services. It also is related to the
extent to which citizens and their community can control public
services -- and in some cases, their own lives.

Nonprofit organizations are important to our concept of
community and citizen empowerment because they embody the efforts
of people to take collective action outside the umbrella of

government. But nonprofit organizations do not set goals or make



decisions as such; it is important to avoid the fallacy that
organizations can think or act, although we often make such
assertions to facilitate ease of expression. On the contrary,
nonprofit organizations only articulate their objectives and plan
accordingly when their governors -- their boards of directors or
executive officers -- take action.

The rise of contract income in the support of nonprofit
organizations has transformed nonprofit organizations, literally,
into agents of the state. Most nonprofits today expect to
conform their operations to public purposes and priorities, and
to come under the partial control of public officials. Some
recently formed nonprofits -- from youth shelters to drug
programs to poverty agencies -- have actually been founded as
vehicles to carry out public purposes.

There is potential tension between governing nonprofit
organizations as agents of community, and as agents of public
activities. These tensions are being resolved in different ways,
including changes in the composition of boards of directors,
changes in the qualifications and recruitment of executive
officers, and changes in the relationship between boards and
executive officers. 1In general, contracting tends to accelerate
the process of organizational development whereupon authority in
nonprofit agencies shifts.from the board to the executive
director, allowing executives greater discretion and more
opportunity to be "entrepreneurial" in program management. The

organizational structure then resembles to a greater extent for-



profit organizations. However, since the market for social
services is dominated by government, these internal
organizational changes make nonprofit organizations more
susceptible to government influence and control.

Government contracting with nonprofit agencies is at one
level an administrative procedure whereupon government selects a
nonprofit agency to provide public services. However, it is also
a political act because it masks the exercise of government
influence and power and shifts authority within the organization.
Consequently, contracting raises complex tradeoffs for
policymakers: while contracting may help expand services, it
also undermines the role of nonprofit organizations as
distinctive entities separate from government and market
organizations -- the so-called mediating function of nonprofit
organizations. (Berger and Neuhaus, 1977)

These changes should be of substantial interest to analysts
of American democracy who have regularly located the vibrancy of
the Republic in the distinctive role of voluntary associations as
critical links between citizens and the state. Alexis de
Toqueville (1956), and contemporary theorists such as Robert Dahl
(1956) , have applauded the virtues of community action,
particularly the political stability promoted by popular
participation in independent intermediary institutions.

The virtues of these self-directed organizations continue to
be touted because they are perceived to be legitimate, more

closely tuned to community needs and sentiment, and therefore



ultimately more effective than government in resolving certain
social problems. From the community mental health movement and
community action poverty program of the 1960s, to the
contemporary community development organizations and public-
private partnerships of today, nonprofit organizations are
thought to offer special advantages in addressing community
concerns. In this vein, Peter Goldmark, the president of the
Rockefeller Foundation, recently urged greater use of voluntary
associations in the inner-city as a way of enlisting the
community in trying to break the isolation of individuals who

live in so-called "underclass" neighborhoods. (Teltsch, 1989)

The Board of Directors

A nonprofit organization comes into being when a small
number of people get together to form an organization dedicated
to pursue what they take to be community interests. Whatever
else their motives, they do not expect to benefit financially,
and are barred from doing so. Traditional nonprofit service
agencies typically were founded by elites who took on the mission
of providing for the poor and other unfortunates. Some agencies
were founded by patricians acting on behalf of the populations of
whole cities or towns in an era in which government had a
relatively narrow range of public responsibilities. Others were
founded on behalf of religious or ethnic communities of interest.

The generalization continues to hold even though conceptions of



what constitutes a community of interest and who properly
represents that interest have been changing.

Boards of directors, more than any other aspect of nonprofit
organizations, embody and represent community interests.
Formally, this is the case because they are volunteers and thus
may be presumed to be largely motivated by commitments to
community problem-solving implicit in devoting unremunerated time
and effort to the organization. Perhaps more important, however,
board members are selected, and are understood .to be selected,
because of their allegiance to the ideas and values embodied in
the organization's character, history, and current purposes.

By "community," I mean self-conscious collectivities of
shared sentiment that take on voluntary activities consistent
with those sentiments. This broad definition permits a variety
of definitions of community that nonprofit organizations apply to
themselves. Thus at one time, the Protestant clergy of an entire
city may undertake to establish an orphanage for their co-
religionists. At another time, the clergy of all denominations
may establish a social service program for a particular
neighborhood. The essential point is that the community of
interest represented by the nonprofit organization takes its
priorities from an analysis and concern over particular needs,
without reference to the needs and priorities of the political
system or its governments, although the recognition of a
particular need may reflect the perceived failure or inadequacy

of an existing government policy.



A broad definition of community also accommodates the wide
range of backgrounds that are often found on nonprofit boards.

In different proportions boards may count among their members
service providers, community influentials, people deemed
potentially helpful to the organization by virtue of their skills
or occupation (such as public relations specialists and lawyers),
and even clients. A change in these proportions, however, may
signal changes in conceptions of community or the relationship of
community to the state.

Boards of nonprofit organizations often differ substantially
from one another, generally in ways that correspond to the three
basic types of nonprofit service organizations: traditional
agencies, agencies founded primarily in response to government
funding, and agencies established by community leaders in
response to unmet community needs.?

The traditional agencies are the old-line service
associations such as the Massachusetts Society for the Prevention
of Cruelty to"Children (MSPCC) founded in 1878, the Salvation
Army, many agencies affiliated with Family Service of America,
and the American Red Cross. They usually have endowments (which
are sometimes quite large), and therefore tend to be less
dependent on government funds than other agencies.

The second type of nonprofit service organizations is the
agency founded within the last 30 years directly in response to
the availability of goﬁernment funds for services such as job

training, mental health, residential care and alcohol and drug



treatment. An example is the Key Program, a large youth services
agency established in Boston in 1973 to provide community and
residential services for delinquent youth. These agencies
typically derive most of their revenues from government. Often
these agencies were established by social activists who used
government funds to create an organization dedicated to
addressing their version of social reform.

The third type of organization is the agency founded in
response to unmet community need. Sometimes, these organizations
are established to deal with local or neighborhood concerns such
as homelessness or runaway youth. Or they may be created to
correct a problem identified by a community of like-minded people
that transcends geographic boundaries such as battered women
shelters or hospices for victims of AIDS. 1Initially, these
organizations are largely staffed with volunteers or underpaid
workers who share a deep commitment to a particular cause or
issue. Particularly at the start, these organizations are

undercapitalized, financially unstable operations.

The Traditional Agencies

Traditional agencies date to the last century and early part
of this century. Typically, they were founded by wealthy civic
leaders who had a particular vision of addressing a social
problem and decided to support the creation of an organization to

further this vision. Because of favorable state laws in the last
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century and greater affluence, these traditional organizations
are more common in the Northeast and Midwest.’

In 1960, prior to the major expansion of federal funding of
nonprofit agencies, governance of these traditional agencies was
distinctive in several ways. They had relatively large boards;
30 to 40 members was not uncommon. Most members were wealthy; in
this respect they were not representative of the community.
Boards ténded to be self-reproducing: members were generally
selected by the board, with the support of the executive
director, from among the same social class.

Board members had a deep suspicion of government, viewing
the mission of their organizations as essentially private. Even
in situations where agencies received government funds, as they
did in urban areas in the Northeast, accountability demands were
innocuous so that government intrusion was thought to be
tolerably minimal.’ Board members saw their task as keeping the
agency financially and organizationally stable and were not
reluctant to make up deficits with their own personal funds.
Fundraising through direct community solicitation by agency board
and staff was relatively rare, in part because it was considered
unnecessary. Revenue demands were particularly modest among the
many small agencies. For example, the annual expenditures of
Cambridge (Ma.) Family Services were only $49,000 in 1959,
seventy-seven years after its founding.

Consistent with society's vision of nonprofits, these board

members tended to take an active part in governing their



organizations. They were also intrusive. As one executive
director recalled, his board in the 1950s personally approved the

salaries of the entire staff each year. (Falby, 1986)

The New Agencies.

Starting in the 1960s, many nonprofit agencies were founded
in direct response to government funding. At times, government
officials actually articulated the need and then created the
organization in concert with interested social activists. Many
current nonprofit programs for the poor, mentally ill and
developmentally disabled fit this model. The boards of these
agencies were quite different from the boards of the traditional
agencies. Many of the key features of these boards were similar
to those established to run businesses. Membership was
relatively small; 6 to 10 members was not uncommon. Members were
primarily prominent local businessmen and women and local
political and civic leaders whose selection reflected their
perceived ability to help the organization succeed. However,
these boards were more descriptively representative of the
community than the traditional boards.’ Members of these boards
were less affluent than board members of traditional agencies, in
part because they were not expected to contribute their own money
to an organization funded primarily by government. They tended
to have members from more diverse racial and ethnic backgrounds.

Some of these boards even had client and consumer representation.
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In contrast to the traditional agencies, the executive
director exerted much more influence over the selection of board
members. The board also tended to be more deferential to the
executive director and less intrusive in the operations of the
agency. The executive director sometimes served on the board as

well.

The Upstarts.

The third type of agency -- an organization founded by local
activists in response to an unmet community need -- tends to be
governed by a board which combines features of the other agency
types. When these agencies are established, the board is
typically the organizing committee for the organization, a group
of like-minded people who want to address a particular social
problem. Battered women shelters and rape crisis centers, for
instance, were established in the early and mid 1970s by
feminists dedicated to offering a politically radical service
alternative to battered women and rape victims. 1In the
beginning, these shelters were not mainstream activities but the
organizational expressions of community activists. (Smith and
Freinkel, 1988)

At least initially, the boards of these agencies are
substantially involved in their operations. Often, this
involvement is of necessity: the agency has little money and is
heavily dependent on volunteer and in-kind donations. Some

agencies such as womens' shelters and homeless shelters have had
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boards before they have had executive directors and paid staff.
Some organizations exist for a period of time without official
legal status. Cases in point are chapters of the Association of
Retarded Citizens throughout the country, founded in the 1950s
and 1960s by parents of retarded children. Often these chapters
did not formally incorporate as nonprofit organizations for
several years; legal incorporation usually came in response to
the demands of private donors or government officials to create a

legal entity as a condition of receiving funds.

Executive Directors and Accountability
Executive directors are responsible for day-to-day
management of nonprofit organizations. Management demands on the
organizations have been changing, largely as a result of
heightened accountability requirements arising from government
contracting as well as from the United Way and accreditation

organizations. The role of executive director has been changing

accordingly.

Heightened Accountability Requirements.

In the last decade, government regulation and oversight of
nonprofit service organizations has grown substantially. 1In
general, the effect of these initiatives has been to require
nonprofit organizations to be more accountable to the public. To

the extent that these demands dominate nonprofit agency practice,
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