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Lecture 1. The Resilient Nonprofit Sector 

I. What is a Nonprofit Organization? 
• Nonprofit = a tax-exempt organization that broadly serves the public interest 

o Typically, when people use term nonprofit, referring to charitable organizations 
organized under section 501(c)3 of tax code 

§ But term can encompass much more than that 
• Nonprofit Organizations 

o Private organizations 
o Prohibited from distributing profits to shareholders 

§ Non-distribution constraint à prohibits distribution of residual earnings to 
individuals who exercise control over firm 

• Prohibits those with vested interest in organizations from receiving 
organization’s profit for personal gain 

• *fundamental distinction between non-profit organizations from 
for-profit organizations 

o Inherently “conflicting multiple identity” organizations 
§ Identities have grown increasingly varied & difficult to bridge 
§ i.e. no owners, but stakeholders to satisfy; voluntary organizations, but held 

to professional standards 
II. Classification of Nonprofits 

• Classifying Nonprofits by Four Impulses 
o Pressures from four impulses affect nonprofit roles & operating style 

(1) Voluntarism 
§ Carries much of the distinctive value claim of sector 

o Vehicle for people to give expression to range of social, 
religious, ethnic, & cultural values 

o Arena where people can exercise individual initiative for 
common good 

§ Carries ideological notion of a sector full of organizations that 
eschew government involvement, are staffed by volunteers, & are 
nearly wholly supported by charitable giving (pastoral notion) 

(2) Professionalism 
§ Refers to specialized, subject-matter knowledge gained through 

formal training & delivered by paid experts 
§ Strengthens sector capacities, but also partly displaces voluntarism 

o There’s an expectation of professionals in health care, 
social services, etc. 

§ Government has helped to nurture & sustain this impulse 
o Influx of government funding allows nonprofits to hire 

professionals 
(3) Civic Activism 

§ Seeks to change structures of social, economic, & political power 
that create unequal access to opportunities 

§ Focuses on mobilization of social & political pressure 
o Ex. Settlement house movement à provided social 

services & advocated for improved social structures 
(4) Commercialism/Managerialism 

§ Focus on being “business-like” 
§ Emphasizes managerial efficiency, innovation, & cost containment 
§ Recognition of reality of operating in market environment – can 

displace (1) & (3) 
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o More focus on commercialism can lead to straying from 
mission 

o Navigating the Force Field à finding a balance 
§ Both tensions & mutual reinforcement among impulses 
§ Need to find balance of impulses that allow organization to survive & 

maintain its distinctive attributes 
§ Nonprofits are vulnerable to pressures form these impulses—whichever is 

more dominant at the moment 
§ How would we recognize when each of the impulses is pushing an 

organization or group of organizations? 
• Voluntarism 
• Professionalism 
• Civic Activism 
• Commercialism/Managerialism 

o Nonprofits are responding with resilience [adapting], but how do these trends affect 
their ability to perform their most important functions? 

§ Survival Imperative vs. Distinctiveness Imperative 
• Survival Imperative à must adapt to survive & meet mission 
• Distinctiveness Imperative à must remain distinctive from 

government & businesses [ensures benefits of nonprofit 
classification] 

• Types of Nonprofits 
o Can be classified as: 

§ Member-Serving Organizations [organizations work for individual 
members] 

§ Public-Serving Organizations [organizations work for general public} 
• 501(c)3 organizations à public charities 
• 501(c)4 organizations à social welfare organizations 

• Terms for Nonprofits & the Sector generally 
o Nonprofit 
o Not-for-profit 
o Non-governmental organization (NGO) 
o Third Sector 
o Civil Society Organization (CSO) 
o Civil Society/Civil Society Sector 
o Independent Sector 
o Charitable Sector 
o Tax-Exempt Sector 
o Voluntary Sector 
o Social Sector 
o Social Enterprise 

 
Lecture 2a. The Size & Scope of the Nonprofit Sector 

I. The Size of the Nonprofit Sector 
• Facts about the Nonprofit Sector 

o About 1.41 million nonprofits registered with IRS in 2013 
o Nonprofit sector contributed $906.0 billion to US economy in 2013 

§ Composes 5.4% of GDP 
o Total private giving from individuals, foundations, & businesses totaled $358.38 

billion in 2014 
o Fully 25.3% of adults volunteered in 2014, contributing 8.7 billion hours 

• Size of the Sector 
o Nearly 2 million formally incorporated organizations – including 1.6 million public-

serving organizations 
§ About 1 million service & expressive institutions 



PADP 7210 Intro to NonProfit 

§ About 100,000 social welfare/lobbying organizations 
§ About 114,000 foundations & support organizations 
§ Over 400,000 religious congregations 

o Size of Sector in Terms of Employment 

• Nonprofit sector’s workforce surpasses retail trade’s when 
accounting for volunteers 

o Share of Organizations & Share of 
Revenue, Nonprofit Service, & 
Expressive Organizations, by 
Field, 2007 

§ Health organizations 
compose 11% of 
nonprofits but receive 
58% of finances (mostly 
hospitals) 

§ Social service 
organizations account for 
40% of nonprofits, but 
receive only 14% of 
finances 

o Most of sector’s financial 
resources are concentrated in large 
organizations (i.e. RedCross, 
Habitat For Humanity) 

§ Most nonprofits are small 
with few or no paid 
employees 

§ Organizations with expenditures 
more than $25,000 must file the 
Form 990 annually with IRS 

§ Revenue source composition 
varies greatly across fields 

II. The Scope of the Nonprofit Sector 
• Huge array of activities & service areas 
• Classification system developed by National 

Center for Charitable Statistics identified 
o 26 major fields of nonprofit activity 

§ Arts, Culture, & Humanities 
§ Education 
§ Environment 
§ Animal 
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§ Health Care 
§ Mental Health & Crisis 
§ Diseases & Disorders 
§ Medical Research 
§ Crime & Legal Related 
§ Employment 
§ Food, Agriculture, & Nutrition 
§ Housing & Shelter 
§ Public Safety & Disaster Relief 
§ Recreation & Sports 
§ Youth Development 
§ Human Services 
§ International Affairs 
§ Civil Rights, Social Action, & Advocacy 
§ Community Improvement 
§ Philanthropy & Grantmaking Foundations 
§ Science & Technology 
§ Social Science 
§ Public & Societal Benefit 
§ Religious 
§ Mutual Benefit 
§ 16 functions 
§ Each major field can be divided into subfields 

• Taken together this includes about 1,000 different types of nonprofit organizations 
 
Lecture 2b. Nonprofit Subsector: Foundations & Corporate Philanthropy 

I. Foundations: Institutional Philanthropy 
• World of Institutional Philanthropy 

o Intermediary bodies that collect money from donors & then grant it to charities of 
use it for charitable purposes 

§ Endowment à chunk of money put toward investing 
o Rationale for Institutional Philanthropy 

§ Adds value to gifts 
§ Provide expertise or “help” in giving 
§ Produce economies of scale (pooling resources) 
§ Professionalize grant-making decisions (more logical approach) 

• What is a Foundation? 
o A private entity that is established as nonprofit corporation or charitable trust 
o Intermediate organizations 
o Principle purpose à to make grants to unrelated organizations, institutions, or 

individuals for scientific, educational, cultural religious, or other charitable purposes 
§ A few foundations do run own programs 

• Types of Foundations 
o Private Family Foundation 
o Private Corporate Foundation 
o Operating Foundation 
o Institutionally Related Foundation 
o Community Foundation (Public Foundation) 

§ More than 450 established after 1980 
§ Most likely to hire professional staff 

o Conversion Foundation 
• Foundations vs. Other Non-Profits 

o Foundations serve fundamentally different role – operate a step removed from direct 
service delivery 

o Foundations have small overhead costs – can efficiently distribute money 
§ Have different source of funding 
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o Foundations can have more or less oversight & require different management skills 
o Foundation shave more connections & influence in nonprofit sector 

§ Tendency for foundations to fall into sketchy behavior 
II. Foundations: Size & Scope 

• Foundations by Size (2015) 
o Independent à 92% of all foundations 
o Operating à 4% of all foundations 
o Corporate à 3% of all foundations 
o Community à 1% of all foundations 

• Foundations by Financial Scope (2015) 
o Foundations in General 

§ Over 86,203 foundations awarded nearly $63 billion in grants 
• Georgia’s 1,488 foundations awarded $1 billion in grants 

§ 60% of private foundations have endowments below $1 million 
o Corporate Giving 

§ Nearly 3$ of foundations sponsored by business 
• These foundations gave $5.5bil in grants (9% in total giving) 
• Hold assets worth $28bil (3% of total assets) 
• Supported through annual grants from corporate earnings 

§  Corporates also give directly to charities, including goods & services 
o Federations à joint appeals for money from several organizations (solicit funds 

from organizations to then give to member organizations; institutional-type givers) 
§ Background 

• First done in 1913 in Cleveland 
• More than 1,000 local United Ways by end of WWII 

§ National organizations with local/regional chapters 
§ Include religious federations, alternative funds, some health organizations 

operate as federations 
o Gift Funds (Donor-Advised Funds – like savings account for charity) 

§ Relatively new philanthropic vehicle (1992) 
• Becoming more popular 

§ Offered through financial institutions 
• Savings account for charity 
• Classified as 501(c)(3) organizations 

o Immediate tax deduction for depositing in fund 
o Exempt from tax as it grows 

• Controversial action because they are not required to make grants 
like foundations are 

§ In 2017, 463,622 donor advised fund accounts held in nonprofits 
• Contributions totaled $29.23 billion (record high) 
• Grants totaled $19.08 billion (record high) 

§ Combined assets of these funds: $110 billion 
§ Average account size is $237,356 

• Payout rate of 20% 
III. Greatest Challenges 

• How Much Payout? 
o Some criticize institutional philanthropy because it can divert giving from individual 

organizations to foundations 
o Tax Reform Act 1969 requires 5% of value of assets annually in grants be spent 

(trying to prevent tax shelters) 
§ Foundations argue spending requirements hinder ability to respond to others 

o Adjusted activities in response to economic recession 
o Decline in giving from 2007 to 2009, but as a ratio to assets, giving in 2009 highest it 

had been since 1985 
§ Foundation giving maintained while assets declined 
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• Who Receives Grants? 
o Giving after recession shifted to safety-net & vulnerable populations 

§ Shifted from program support to operating support – shift necessary to 
cover overhead costs (i.e. employee wages) 

o Some argue that foundations do not target needy & marginalized communities 
§ In 2008, $3.7bil or 15% of total grants went to social justice causes 

o Giving is particular & reflects interests of donors 
• Who Governs Institutional Philanthropies? 

o Autonomy has been under scrutiny because of scandals 
§ Misuse of funds, imprudent investment, self-serving decisions, excessive 

compensation 
o Sarbanes-Oxley Act of 2002 tightened governance requirement for corporations 
o Senate Finance Committee hearings in 2004 to assess need for greater oversight 
o Most large nonprofits already have governance policies in place 

• How Effective Are Institutional Nonprofits? 
o Some argue that foundations should have limited life so they won’t concentrate on 

self-perpetuation 
o Less than 20% of awards fund operating costs 
o Study in 2008 revealed that only half of foundations formally evaluated what they 

funded 
o Effectiveness entails using right techniques having realistic aims, & knowing how to 

attain them 
 
Lecture 3a. Functions, Challenges, & Uniqueness of the Nonprofit Sector 

I. Condensed Functions of Nonprofits 
• Service Function à service delivery 
• Advocacy Function à lobbying gov’t or for special interest groups 
• Expressive Function àexpressing shared interest 
• Community-Building Function à capacity building 
• Value Guardian Function à protecting identities 

II. Challenges Facing the Nonprofit Sector 
1. Fiscal à cycle of increased spending on nonprofit sector & retrenchment 

• Sector suffers from significant fiscal squeeze 
o Fiscal squeeze has waxed & waned from 1960s to present 

§ Modern nonprofit sector emerged during Great Society era of 
1960s 

§ Federal retrenchment in 1980s 
§ Partial resurgence of social welfare spending in 1900s & early 

2000s 
§ Return of retrenchment form 2009 onward 

• Amount of funding from government decreased 
• Form of support from government also shifted 

o More for-profit involvement in government contracting 
o Channel aid through consumers rather than through organizations 

§ Loan guarantees, tax credits, vouchers 
• Forces nonprofits to compete for clients in market 
• Private philanthropy has been unable to compensate for reduced government support 

of nonprofit sector 
• Overall private giving declined in absolute terms in 2008 

2. Competition à more for-profit involvement & nonprofits to compete with 
• Significant growth in for-profit involvement in fields that were typically dominated 

by nonprofits 
o Health care, welfare assistance, higher education, & employment training 

• Sharp declines in nonprofit share (1982-1997): 
o Rehabilitation hospitals (-50%) 
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o Home health agencies (-48%) 
o Health maintenance organizations (-60%) 
o Kidney dialysis centers (-45%) 
o Hospices (-15%) 
o Mental health clinics (-11%) 

• Scope of competition has been increasing in recent years (1997-2007) 
o Individual & family services (-23%) 
o Community care for elderly (-20%) 
o Home health care (-19%) 
o Specialty hospital care (-13%) 
o Outpatient care centers (-8%) 
o Nursing care facilities (-3%) 
o Day care facilities (-2%) 

• Fields are attracting new for-profit competitors 
• For-profits have made inroads in the field of higher education 
• For-profit financial institutions now have donor-advised funds 
• Nonprofits lose market share because of uneven playing field in accessing 

investment capital to build new facilities 
3. Effectiveness à challenging to measure effectiveness in achieving mission itself 

• Increased pressure for nonprofits to perform & to demonstrate performance 
• Government pressures contractors to show results 
• Risk of measuring things that are easy to measure rather than real performance 

4. Technology à expensive to purchase, implement, & maintain 
• Information technology is resource intensive, requires significant training & upkeep 

& quickly becomes obsolete 
• Financial challenges for nonprofits 
• Nonprofits using technology for administrative, not programmatic, purposes 
• Technology has helped to open the door for commercialism impulse 

5. Legitimacy à  
• Serious recent challenges to public trust in nonprofit organizations 

o (A) Special Interest Argument 
o (B) The Programmatic Critique 
o (C) Over-professionalization Argument 
o (D) Accountability Argument 

6. Human Resources à TURNOVER, Recruitment & Retainment Challenges 
• High staff turnover due to stress, overwhelming accountability requirements, & 

concerns over liability 
• Difficult to recruit frontline service workers due to salary, benefit, & safety issues 
• Retention of managerial personnel is becoming difficult, especially executive 

directors 
III. How Nonprofit Management is Unique 

a) Nonprofit management requires ability to integrate mission & acquisition of resources 
§ Requires constantly balancing trade-offs among these activities 
§ Unlike businesses, increased activity for nonprofits can lead to resource strain, not 

resources acquisition 
o Business & government have more of a link between activities & resources 

b) Complex relations among nonprofit stakeholders requires extra skills in negotiation & 
compromise & a high tolerance of ambiguity 

§ Business organizations tend to be more hierarchical – nonprofits tend to be more 
cooperative 

§ Requires negotiation & cooperative linking 
c) Nonprofits measure success by a double bottom line 

§ Double-Bottom Line: 
o Success in the ability to achieve a social mission 
o Success in acquiring financial resources 
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§ Balance between mission success & resource success 
o Survival imperative vs. distinctive imperative 

d) Many of the problems that nonprofit managers address are exceptionally difficult & 
intractable (“wicked problems”) 

§ Takes a lot of collaboration & communication to solve problems 
 
Lecture 3b. Nonprofit Subsector: Education & Training Subsector 

I. Education & Training Sector 
• Furnish the knowledge, skills, & dispositions that enable citizens to make meaningful 

contributions to workforce & society 
o Education considered tax-exempt because of its benefit to society 
o Includes some of the most important social institutions 
o Preserves greater choice & diversity in institutions, preserves educational values 

• Component 1: Higher Education 
o Landscape (2017) 

§ By Number 
• 1,625 public degree-granting institutions, served 14.8mil students 
• 1,687 nonprofit degree-granting institutions, served 3.8mil students 
• 985 private, for-profit colleges & universities, served 1.8mil 

students 
§ Declining Numbers – represents decline since 2010, especially for-profit 

colleges & universities 
• Adverse publicity for for-profits 
• Challenges in students getting aid 
• Changes in federal policy 
• Declining birthrate 

§ Small liberal arts schools dependent on student tuition were most likely to 
close 

o Historical Background 
§ Colonial Nine – first institutions of higher learning 

• Incorporated new educational mechanisms to embody early ideals 
of self-government 

• Blended public & private action & support 
§ Supreme Court Case decision in 1918, Trustees of Dartmouth College v. 

Woodward 
• State cannot impinge upon charter unless the state formed the 

charter 
§ Growth of Government Involvement 

• Changed focus after Civil War 
o Creation of state-run universities & agricultural & 

mechanical colleges 
o Preparing people for agricultural, scientific, & industrial 

revolutions 
o Creation of colleges & universities specifically for 

African Americans 
• At end of WWII, enrollment in state universities & private, 

nonprofit universities about equal 
• University enrollment skyrocketed between 1950 and 1967 

o Most growth in public institutions 
o GI Bill education benefits—flat voucher (worth more at 

cheaper public institutions) 
• President Truman’s Commission on Higher Education (1947) – 

recommended investment in community colleges 
• Shift in federal aid to students – loans instead of grants 


