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Welcome

EAR READERS,
Welcome to the spring 2014 edition of the Nonprofit Quarterly!
The theme of this edition is hybrids, and for me that is exciting on both a
practical and a theoretical level. I am a big fan of designing organizations
to do and be what one wants—of not boxing oneself into an unnecessary corner in
order to emulate rather than innovate—and I am also a big fan of the research that
informs all of that.

But I know that there are some readers who will come to this edition thinking they
will get their fill of enthusiastic discussions about the unbounded promise of such
entities as L3Cs and benefit corporations. We do cover these but as part of a much
larger landscape of hybridization—one that includes exciting experimentation with
new and borrowed practices in the realms of revenue development, governance,
and engagement of staff and stakeholders. The definition we are using of a hybrid
is an organization that mixes institutional logics, which is discussed in a number of
articles here but particularly in those by Steven Rathgeb Smith and Chris Skelcher,
Fredrik O. Andersson and Brent Never, and Andrew Chadwick.

The fact is, hybrids are having an enormous impact on society in general—some-
thing that is made especially clear in articles in this issue by David Karpf and Chad-
wick—but, during this deeply evolutionary, era-change moment, we need to beware
of getting distracted by cheerleaders for any particular type.

Here is what worries us: the potential for reduced or muddy accountability in some
of the new sectoral mixes of hybrids. This is addressed on the nonprofit/for-profit
side in the article on L3Cs by Rick Cohen, and on the nonprofit/government side in
the article on quangos, GSEs, and the like by Rae André.

Here is what excites us: Wikipedia, MoveOn.org, ProPublica, and any number
of other brave attempts at an organizational differentness that fits the world as it
exists and propels us to the best future we can envision. None of these will function
perfectly, but each will have things to teach us.

We want to thank our volunteer editors and everyone else whom we consulted or
tapped as writers for helping us to shape this complicated but very timely edition of
NPQ. We could not have done it without you!

At the core of Kevin Sloan’s work is a deep concern and
respect for our planet, particularly its “silent inhabitants”"—the
animals and plants with whom we share this world. Often lush,
sometimes stark and theatrical, Sloan’s paintings ask more questions
than they present answers, aspiring to start a conversation about our
relationship with nature in this modern, technological, and quickly

changing era. His work consistently refers back to nature while

acknowledging contemporary society, and thus creates a dialogue between the modern world
we've created and the fragile, quiet, yet always present natural environment. More of Sloan’s work
can be viewed at www.kevinsloan.com.
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EAR NONPROFIT ETHICIST,

Our agency has a board com-
mittee that reviews person-
nel evaluations and makes
salary recommendations to the execu-
tive director, although he is not bound
to follow them. Nevertheless, when the
committee developed a policy referenc-
ng a statewide, reputable salary survey
of nonprofits, our staff expected salaries
to be brought into line with the market.
Now, four years later, our director is
near the top of the executive scale while
everyone else s stuck in the 25 percent
to 50 percent range, although our eval-
uations typically exceed expectations.
Ouyr director says, “No one actually is in
the 75 percent to 100 percent range, and
50 percent is the most anyone should
expect.” Our agency’s finances are good
and not a barrier to increasing wages.
How do we increase our salaries and
deflect admonitions to “just be grateful
that you have a job”?
Frustrated

Dear Frustrated,

Organize! If you are not ready to form
a union, try embarrassing your execu-
tive director into raising the agency’s
pay scale. Research indicates that
while low pay demoralizes staff, unfair
pay structures are why good staff

4 THE NONPROFIT QUARTERLY

The Nonprofit Ethicist

by Woods Bowman

When an employee complains about the longstanding unfair gap between

executive pay and lower-ranking employees’ salaries, the Ethicist counsels:

form a union or submit a comparison report between the agency in question and

other nonprofits to the personnel committee, and get the attention of the board!

leave—or disengage so that you wish
they would leave. Write a report com-
paring your agency with other non-
profits with respect to the gap between
executive pay and the lowest-ranked
employees. My guess is that your gap
will be greater. Simply submitting this
information to the personnel committee
will focus the board’s attention. Even if
the executive is unenlightened enough
to put his own remuneration first, the
board should be more attentive.

Dear Nonprofit Ethicist,
I am the chair of a committee assigned
to shut down a nonprofit organization—
call it “XYZ.” One member of our com-
mittee is a loose cannon who is running
a Friends of XYZ campaign to help a
Sformer project coordinator by—get
this—raising money for him to help pay
his legal bills after he was found guilty
of assaulting a secretary. The project
coordinator is a charismatic volunteer
who managed all of our grant money
and left things in a giant mess.

The loose cannon has solicited funds
Srom donors without telling them the
whole story, and some probably think
they are giving to the organization we
are trying to shut down. Meanwhile, we
are returning grants to some donors due
to unmet outcomes and misspending.

We want to restore what integrity we
can as we wind things down.

I am involved in several community
organizations, so I cannot do anything
that would create negative publicity.
Commilttee members are scared to vote
to unseat the loose cannon. She would
carry on as usual, anyway.

In a Quandary

Dear In a Quandary,

What a mess! Fortunately, you are closing
down this organization. Check to see if
Friends of XYZ is a separate 501(c)(3)
organization with a board of directors.
If it is, that board should be controlling
the activity to ensure that it conforms to
regulations; for instance, helping a specific
individual is not a charitable purpose, and
if donors are unaware that they are giving
toward that end, the appeals are unethical,
if not fraudulent. Can you get the board
of XYZ (without naming names) to close
down all solicitations that have the organi-
zation’s name associated with it by sending
out aletter to the community and through
the media stating loudly, clearly, and repet-
itively that XYZis closing and no donations
should be made in its name? Your letter
should not mention this charismatic volun-
teer. The real issues are that XYZis closing
and Friends of XYZ is operating without
XYZ’s encouragement or approval.
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Dear Nonprofit Ethicist,
My nonprofit recently had a very expen-
sive gala. Sponsorships were $15,000
per couple, with a fair market value of
$1,500. Many attendees paid through
their charitable foundations; one
paid for it from an IRA; still others
paid $1,500 from personal funds and
$13,500 from donor-advised funds
(DAFs). Checks from DAFs carry the
wscription, “By cashing this check the
recipient organization confirms that
the donor received no goods or services
for this donation.” One couple had a
DAF send a check for $1,500, then
said, “We meant $15,000. We'll send the
balance.” The DAF sent another check
for $13,500. The director of develop-
ment did not feel that it was ethical
or appropriate to receive funds in
this way, but many of the donors were
officers of the organization. The presi-
dent of the board also insisted that all
attendees be given, for no additional
charge, one-year sponsor-level member-
ships worth $10,000 per couple. Need-
less to say, writing acknowledgments
was problematic.

Troubled

Dear Troubled,
That must have been some party! But do
not worry about donors who pay from
their foundation and IRAs: it is up to
them to account for the transaction cor-
rectly. You are off the hook—assuming
you correctly acknowledged the market
value of goods and services.
Sponsorships are honorific and
have no market value per se. However,
if sponsoring members receive ben-
efits for which others must pay, the
gala’s acknowledgment letter should
report the sum of the market values
of the gala and the benefits associated
with sponsor-level membership. You
can follow up with a simple corrected
acknowledgment.
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The intentionally careless DAF
donors are a bigger problem. An
amended acknowledgment will not
work, because they received a tax
benefit when they put money into their
DAF, not when they withdrew it. The
cleanest fix would be for them to write
a personal check for the market value
of all benefits—$1,500 plus annual
sponsor benefits—but not deduct it on
their tax return. If they give the money
and deduct it anyway, the IRS will have
a problem with them, not you.

The first check, for $1,500, should
have made somebody suspicious. They
should have called to verify the donors’
intentions and returned the check when
they said it was for tickets. Next year,
keep a close eye on all checks from DAFs
and, more importantly, you should antici-
pate these problems and publish guide-
lines for donors.

Dear Nonprofit Ethicist,
I work for a small nonprofit charter
school that employs unlicensed teach-
ers, which is against state law. We have
not informed families of this practice,
and my colleagues have been asked to do
vartous things to hide this fact, includ-
ing falsifying documents and reports
connected to government and other
Sunding. We classify the unlicensed
teachers as teaching assistants, but they
are actually teaching. They were hired
before licensure was required, and when
we became a charter school they were
required to become licensed, but they felt
it was unfair to require it of them and we
decided to do this work-around instead
of protesting the “unfair” requirements.
The board is in support of finding a legal
way to remedy the situation, but it is
stymied. If I call the state department of
education they may shut us down, but we
are breaking the law trying to keep this
a secret. What is your recommendation?
Conflicted

Dear Conflicted,

Falsifying documents is a crime, and
concealing material facts from parents
is nothing short of shameful. It makes no
difference whether the licensing require-
ments are fair or not. If your school had
objected to the requirements it should not
have sought a charter, and your board’s
dithering is not helpful now. Try to get
everyone to face facts, because: (1) the
state won't change its policies just for
your school’s benefit; (2) it will surely
discover the deception sooner or later;
and (3) when it does, do not expect mercy
from it or parents, because you do not
deserve it.

Before you blow the whistle, try to
convince your CEO to begin a conversa-
tion with the state department of educa-
tion about what to do with unlicensed
teachers and how to inform parents.
Charter schools are popular these days,
and states do not want to close any if
they can avoid it; neither do they want
public scandals, which you are certainly
headed for if you do not get in front of
this problem—stat. Your state may give
you a grace period to get the “teachers”
licensed. Your board should authorize
tuition reimbursement and time off for
personnel who seek licensure. Some
colleges in your area may give credit for
experience, which will also help. Your
school should reassign uncooperative
personnel to be actual teaching assis-
tants and replace them with fully cre-
dentialed teachers. By the way, does your
curriculum include ethics? Your teachers
might learn something.

Woops BowMAN is professor emeritus
of public service management at DePaul

University, in Chicago, Illinois.

To comment on this article, write to us at
feedback@npgmag.org. Order reprints from
http://store.nonprofitquarterly.org, using
code 210101.
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NonproFiT HyBRIDITY

Hybrids, Hybridity,
and Hype

by Ruth McCambridge

Not only are there no substantive distinctions between the new “boutique”
hybrids and the other formal hybrids that have been around for half a
century—there have been informal hybrids of all kinds throughout the
nonprofit sector historically. The important question to keep in mind where
hybrids are concerned, however, is not, Are these business-nonprofits a new
form? Or even, Are they a better form? But rather, Are they in the end

accountable to the market or to the public they profess to serve?

N THIS EDITION OF THE NONPROFIT QUARTERLY WE

are taking on the topic of organizational

hybridity. For many, that will immediately

and narrowly translate to L3Cs and benefit
corporations; but although we do take a critical
look at those possibly overly heralded “boutique”
sectoral hybrids, they are not our focus. Rather,
we wanted to explore and parse the distinctions
between what the sector is calling hybrids (enti-
ties) and hybridity (concept). And, we wanted to
flag some issues that we think are important for
the sector and its funders to consider.

Rutn McCAMBRIDGE is the Nonprofit Quarterly’s editor

in chief.
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The only clearly stated
reason for nonprofit/
for-profit hybrids is that
somehow the profit
motive will lend some
motivation or drive
innate innovative
capacity within the
social enterprise
environment—and
the facts simply do not

support this.
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The times are exciting in that they are calling
for new forms, more porous boundaries, differ-
ent types of relationships, and a different way
in general of getting things done (and even of
determining what needs to get done). Informing
visionary hybridity is the powerful meeting point
of technological advances and social longing,. It is
not time to fix on any particular new vehicles but,
rather, to experiment.

The promoters of the boutique hybrids make
strong distinctiveness claims that have given
them a “halo effect” in some circles. They assert
that the new form being promoted is completely
different and better than what might otherwise
be constructed, and that the resulting organi-
zation will be savvier and more current. This
is, as far as we can determine, untrue; rather,
claiming one of the new forms seems to have
become a competitive positioning move vis-a-vis
funders—a code of sorts that somehow sets them
apart (for instance, as better investments than
regular nonprofits). NPQ believes that any actual
substantive distinction in many of the sectoral
hybrids has more to do with issues of ownership,
accountability, and distribution of resources than
anything else (business acumen or excellence
or scalability)—and those distinctions may not
be positive.

These new nonprofit-business hybrids are not the
only formal hybrids we have been dealing with,
of course. Quasi-autonomous nongovernmental
organizations (quangos), government-sponsored
enterprises (GSEs), congressionally charted non-
profits, and, in a more informal way, organiza-
tions that are fully contracted to government
have been in our midst for half a century. But
hybridity as discussed in this issue has to do with
the marrying of diverse institutional logics in one
organization; and, if we look at it that way, there
are informal hybrids of every kind all through the
nonprofit sector, as there have been historically.
Nonprofits that engage in some kind of business
enterprise, even as core to their central activity,

are as common as pebbles on a beach: there are
child care centers that charge families who can
afford it; the Met sells tickets; and nonprofit hos-
pitals sell care and rent rooms. They meld dona-
tive logics with business logic. Some nonprofits
manage legal and other tensions related to this
through establishing associated organizations,
but many do not.

In short, we need not change form or tax
status, nor make up new categories of orga-
nizations, to achieve hybridity; the potential
for enormous flexibility is already written into
nonprofits.

Additionally, hybridity does not have to be
achieved in an individual organization. Like
scale, hybridity can be neatly achieved through
networks; and, in fact, this may better guard the
nonprofit’s organizing principle as functioning
first in the best interests of constituents. And the
truth is that hybridity through networks is histori-
cally present in every community, since communi-
ties are by nature hybrid spaces. In some ways,
you could look at sectoral distinctions like the
three branches of government: they are different
by design and to good stead.

What we were left with after researching this
issue was the sense that much of what is being
branded as new nonprofit/for-profit sectoral
hybridization is pure hype, add-ons, and unnec-
essary distractions. We have not been able to
make logical sense of the arguments for these
hybrids. The only clearly stated reason for non-
profit/for-profit hybrids is that somehow the
profit motive will lend some motivation or drive
innate innovative capacity within the social
enterprise environment—and the facts simply
do not support this. The idea that an organiza-
tion must be a for-profit if it is to achieve scale
or to be well run and financially sustainable
over time is nonsense, as is the idea that every
for-profit will exploit anyone in sight for cash.
Neither sectoral home is a decider of destiny,
but it does guide decision making in ways that
are clear beacons to behavior.

There are many nonprofit organizations
functioning as hybrids of some kind out there
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now—from Thrivent Financial to MoveOn.org
to ProPublica. Each is made up of an integrated
mix of professional logics but in pursuit of one
primary mission goal. All must know their enter-
prise model and operating environment to a 7.
All must measure things like the transaction
costs of revenue streams and the dollar/mission
value of constituent engagement. What makes
any of the new entities that declare themselves
so loudly as the new wave more hybrid than
these innovators? And, when one notes—as Rick
Cohen outlines in his article on L3Cs and Rae
André discusses in her piece on quangos—that
these self-proclaimed hybrid structures provide
less accountability than the aforementioned in
terms of reporting mechanisms and governance,
one is forced to take a closer look at the stated
rationales for hybrids.

So, are we being sold a bill of goods? If we were
to take James Collins and Jerry Porras’s idea about
greatness being in the ability to discern what is
sacred and what is not, then creating a confusion
of an organizing principle (like whether mission

or profit is the goal) at the center of an organiza-
tion sounds unwise and counterproductive.! NPQ
would argue that the choice of sector is a state-
ment of values that binds an organization to shared
governance, public accountability, nondistribution,
and the commitment to work to public benefit.

Sectors: The Distinction with a Difference

An institution’s sector, which guides its insti-
tutional priorities and accountability streams,
appears often to be important when you look at
outcomes. There are some fields in which you
can see the comparative results of nonprofit
versus for-profit—nursing homes, hospices,
schools, and even aquariums—and there are
many indicators pointing to outcomes being
affected by the sector.

For instance, NPQ has done a number of
articles on the growing presence of for-profit
corporations in the hospice care “industry,” and
the effect their presence is having on cost and
quality of care. One hospice organization, Vitas,
started in Miami but now operates in eighteen

With an M.A. in Philanthropy and Development
from Saint Mary’s University, you'll be ready to lead
in nonprofit, philanthropic careers. In this program

you will:

B Learn from faculty members who are top

practitioners

Hone skills with like-minded professionals from

around the world

Earn a master’s degree in 26 months

Participate in online classes in the fall and spring

[Tlhe choice of sector is a
statement of values that
binds an organization to
shared governance,
publicaccountability,
nondistribution, and the
commitment to work to

public benefit.

Attend three 10-day summer residencies

www.smumn.edu/phildev
A

Saint Mary’s
Universi
OF MINNESOTA

612-728-5100
tcadmission@smumn.edu

SPRING 2014 - WWW.NPQMAG.ORG THE NONPROFIT QUARTERLY 9



[O]ver the same period
of time that for-profit
groups have been
aggressively entering
the field of hospice care,
Medicare costs have

increased precipitously.
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states altogether. And it is owned by a larger
corporation, Chemed, which also owns Roto-
Rooter—the smaller of the two businesses. In
2011, the top executive at Chemed took home
more than $6 million. In Palm Beach, according to
a study done by the Palm Beach Post, Vitas keeps
patients on government-reimbursed care for 40
percent longer than its nonprofit counterparts.?

And these numbers are not isolated. Over the
same period of time that for-profit groups have
been aggressively entering the field of hospice
care, Medicare costs have increased precipi-
tously. The Department of Health and Human
Services says that Medicare spending on hospice
care for nursing facility residents jumped nearly
70 percent between 2005 and 2009, from $2.55
billion to $4.31 billion.?

A number of investigations and suits have been
launched around the country regarding for-prof-
its’ flouting of eligibility requirements. Watchdogs
charge that for-profit hospice providers locate
more-profitable patients and serve them in greater
abundance as part of their business model, and this
can become a problem when the patient is actually
ineligible—that is, not within six months of death.
Some speculate that the for-profits are taking
patients—including Alzheimer’s and dementia
patients—too soon, possibly through sweetheart
deals with nursing homes, resulting in longer-term
care. These patients also generally cost less to
treat, thus hiking up profits even further.

Nursing homes show similar disparities. A
report released by federal healthcare inspec-
tors in November 2012 revealed that there is
approximately $1.5 billion in Medicaid overbill-
ing by the nursing home industry.* But Bloomberg
Businessweek filed a Freedom of Information
Act request and dug a little deeper, finding in
their sample that for-profit nursing homes over-
charged at a rate of 30 percent in comparison
to nonprofits, which overcharged at a rate of
12 percent. The overcharging was through the
filing of improper claims.®

The article states, “The figures add to the
case—advanced by healthcare researchers and
Medicare overseers in at least six government
and academic studies in the last three years—that
the rise of for-profit providers is fueling waste,

fraud, and patient harm in the $2.8 trillion U.S.
healthcare sector. At nursing homes, 78 percent
of $105 billion in revenues went to for-profits in
2010, up from 72 percent in 2002.” 6

Medicare accounts for approximately a third of
nursing home revenues, and Medicaid, the state-
federal health insurance program for the poor,
accounts for nearly half, with most of the rest
from private payers. There is a 20 percent profit
margin on Medicare patients in for-profit facilities
compared to 9 percent for nonprofit operators,
according to the Medicare Payment Advisory
Commission (Medpac), an arm of the U.S. Con-
gress.” How is this achieved? Is it better manage-
ment? According to Health Services Research, it
is about quality of care; the ten largest for-profit
nursing home chains employed 37 percent fewer
registered nurses per patient day between 2003
and 2008 than did nonprofits—and they received
59 percent more deficiency notices from govern-
ment inspectors.®

The provision of clinically inappropriate treat-
ments to maintain the highest of reimbursement
rates, efforts to preserve high census counts by
retaining patients past the point when need exists,
and growth of the involvement in healthcare of
private equity firms—especially in areas where
reimbursements are high or growing—threaten
the well-being of an aging American public.

NPQ recently wrote a newswire about Bain
Capital’s having purchased Habit OPCO, which
has twenty-two clinics in New Hampshire,
New Jersey, Massachusetts, Pennsylvania, and
Vermont. CRC Health Group, owned by Bain
Capital, calls itself the nation’s largest provider of
addiction treatment services, and its website says
it owns 154 treatment facilities across the country
(along with eating disorder programs, boarding
schools, and wilderness camps).’

According to a Salon article titled “Dark Side
of a Bain Success,” from July 2012,

The CRC acquisition immediately made
Bain owner of the largest collection of
addiction treatment facilities in the nation.
Unlike some Bain Capital acquisitions,
which led to massive layoffs, the company’s
approach with CRC was to boost revenues
by gobbling up other treatment centers,
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raising fees, and expanding its client base
through slick, aggressive marketing, while
keeping staffing and other costs relatively
low. But that rapid pace of acquisition
couldn’t be sustained in the mostly small-
scale drug treatment industry alone. So
Bain Capital and CRC set their sights on
an entirely new treatment arena: the mul-
tibillion-dollar “troubled teen” industry, a
burgeoning field of mostly locally owned
residential schools and wilderness pro-
grams then serving, nationwide, about
100,000 kids facing addiction or emotional
or behavioral problems.!°

The article goes on to detail an array of lawsuits
and investigations related to the company and its
subsidiaries.

Are there some fields that would be better
served by removing the profit motive—where, in
other words, nonprofits should be the preferred
provider? It seems so, if we care about the quality
of care provided to the sick and elderly, and if we
care about out-of-control medical costs.

There are examples in education, too, such
as for-profit colleges and for-profit management
of charter schools and elsewhere. That said, in
this issue Buzz Schmidt advocates for far greater
accountability measures for all sectors—and if
such a culture were in place, we might feel dif-
ferently. But for now NP@ sees the distinction of
sector as being an important indicator of values
and too important to eschew when nothing practi-
cal counterbalances.

NPQ is pleased that the economy is in flux and
that new forms of organizations will abound—
engaging their stakeholders in new ways, creat-
ing value in new ways, being measured in new
ways. But the fixing on legal hybrids at this time
appears unimaginative and lacking in foresight.
No doubt there will be changes to law that come
as the churn continues, but let’s be sure that those
changes demand more rather than less account-
ability to the public.
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HysripiTy AnND INsTITUTIONAL LoGIcs

Hybrids and Competing Logics:
Observant Dispassion Is Called For

There is concern that
the sectoral and
organizational
hybridization touted by
many as the solution to
any number of social
challenges may lead to
a "‘muddy middle,”
where it will be hard to
distinguish between,
for instance, a nonprofit
and a business venture.
If we look at how
different sector logics
interact and compete
for control, this will
allow for dispassionate
observance of the
mixing of institutional
logics, so that we “stay
open to the challenges”
but “awake to
unanticipated
consequences.”

by Fredrik 0. Andersson and Brent Never

S WE SEEK TO UNDERSTAND THE COMPLEX STRUC-

tures and processes of our community,

it is common to categorize society into

various sectors. One such categorization
differentiates between the public, for-profit, and
nonprofit sectors. While no macro classification is
perfect and must be handled with care, the three-
sector notion draws attention to the idea that public
agencies, firms, and nonprofit organizations are not
identical entities sharing the same goals, means, and
environs. Accordingly, we have specialized schol-
ars and practitioners attempting to distill, analyze,
and explain the unique essence of each sector, and
today students can choose from a smorgasbord of
educational opportunities depending on whether
they seek a career in public, business, or nonprofit
administration and management.

Although many find it feasible and practical to
differentiate public agencies, forprofits, and non-
profits from one another, the environment in which
these organizations operate has shifted in recent

FrREDRIK O. ANDERSSON is assistant professor with
the Helen Bader Institute for Nonprofit Management at
the University of Wisconsin-Milwaukee; BRENT NEVER
is assistant professor of nonprofit leadership at the

University of Missouri-Kansas City.
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decades. The stability, consistency, and rational-
ity of the industrial society has been replaced by a
knowledge society characterized by rapid, frequent,
and often unexpected changes, immense diversity,
uncertainty, and stiffened competition. This new
economy is built on speed, creativity, and innova-
tion, and the message to organizations is that to
succeed and survive they must be willing to con-
tinually change and adopt novel approaches. One
way to insert novelty is to look to and adopt ideas,
methods, language, and knowledge from the other
sectors. For example, there have been calls for
government agencies to be more “entrepreneurial,”
nonprofits to be more “businesslike,” and firms to
be more “social.” As a result, we have witnessed a
steadily growing focus on and interest in concepts
such as new public management, social entrepre-
neurship, and social enterprise.

There are different ways to interpret this devel-
opment of sectoral and organizational hybridiza-
tion. Some praise it as the solution to new or
persistent social problems; some worry it can
have adverse effects, diluting or undermining the
unique value created within each sector; and some
foresee greater homogenization, thus creating a
muddy middle where it is increasingly difficult to
separate, for example, a nonprofit from a business
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enterprise. It is not the purpose of this article to
discuss and assess whether hybridization is good,
bad, or desirable but rather offer a way to frame it.
There is plenty of ambiguity associated with
defining and operationalizing hybrid organizations
and sector hybridization. Some efforts stress legal
form as a defining characteristic (for example, L3C
or benefit organization), while others concentrate
on the goals or means by which those goals are
accomplished. We believe one useful lens for
approaching this topic is institutional logics.

Defining Institutional Logics
Institutional logics can be described as the orga-
nizing principles for a particular sector or orga-
nizational community. In other words, they are
the compass guiding a community of actors held
together by their mutually shared values and
associated practices. Typically there are domi-
nant institutional logics governing a particular
organizational community, as noted by Patricia
Thornton: “Institutional logics, once they become
dominant, affect the decision of organizations . . .]
by focusing the attention of executives toward the
set of issues and solutions that are consistent with
the dominant logic and away from those issues
and solutions that are not.”! Since institutional
logics steer and direct behavior of organizational
actors, understanding these logics can also help
define a sector or organizational field.
Furthermore, logics serve to help organiza-
tions understand a complex and dynamic world.
One may even argue that as the pace of change
increases—partly pushed by the rush of informa-
tion that can inundate managers—there is a greater
need for institutional logics to sort important infor-
mation from that which can be discarded. More
importantly, logics are also the normative lens on
organizational action—not only helping managers
to understand what is possible but also helping
them to understand what is permissible. For
instance, a popular belief is that we judge nonprofit
organizations on their impact, or even their sound
financial acumen, yet nonprofits are also judged
on their fit with peer organizations. Institutional
logics are a guide to understanding this fit. Finally,
logics also help us to understand institutional and
sectoral change, as new logics can emerge within

a community and become dominant.? Thus, institu-
tional logics offer one way to comprehend hybrid-
ization by examining how different sector logics
interact and compete for control.

Public, For-Profit, and Nonprofit Sector Logics
The traditional logics associated with the public
sector involve, not surprisingly, significant politi-
cal dimensions such as social equity, issues of
majority rule-minority rights, democratic and par-
ticipatory administration, and the commitment
to the effective and equitable provision of public
services. More specifically, since the somewhat
mythical founding of modern public administration
by Woodrow Wilson in 1887, perhaps the essential
logic of a modern public sector has been bureau-
cracy. Wilson’s work was written in an era of politi-
cal corruption and graft, and thus bureaucracy was
apositive term and logic that engendered concepts
of impartiality, efficiency, and merit. Even though
the bureaucratic logic has been immensely scruti-
nized over the years, it maintains a strong hold in
the public sector. A second logic that dominates
the public sector concerns control, with Ameri-
cans preferring some aspect of democratic control
in how their services are governed. Control can
come through the ballot box, through the action
of elected representatives, or through the media.
The logic of control can conflict with the logic of
bureaucracy, in some senses creating a “no-win”
situation for public-sector leaders.

The forprofit sector works almost entirely within
the logic of the market, which entails an emphasis
on competition, economic value creation/returns,
and entrepreneurialism. Businesses are expected to
make (and are commended for making) choices that
increase their size, profitability, or ability to scale in
the future. Within this logic there is great freedom to
innovate, so long as the innovation does not overtly
violate society’s understanding of fairness. Fairness
is codified in formal laws and rules yet does not
have a perfect one-to-one overlap: businesses that
have violated laws can escape public criticism if the
illegal behavior is interpreted as justified or merely
the action of an overzealous individual pursuing the
market logic.

The highly diverse nonprofit sector consists
of a series of defining logics. First, there is a logic
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rooted in selflessness, altruism, and noncoercion,
expressed via activities such as charity, philan-
thropy, and volunteerism. These activities are
closely intertwined with the sector’s instrumental
rationale as the provider and contributor of social
goods and services to national and regional life. A
second logic defining the nonprofit sector reflects
itsrole as a generator and sustainer of social capital,
i.e., the glue or bond of trust and reciprocity that
appears essential for an effectively functioning
market and democratic society. As stated by Elaine
Backman and Steven Rathgeb Smith, “nonprofits
may be more capable than government or market
organizations of generating social norms of trust,
cooperation, and mutual support due to their non-
coercive character and appeals to charitable and
social motives.” The third logic is based in the
expressive and pluralistic function of the nonprofit
sector. As described by Lester Salamon, the non-
profit sector is vital in and of itself as it provides,
nurtures, and sustains a sphere of private action
and “a crucial national value emphasizing individ-
ual initiative in the public good.” While individuals
may take action to promote their own well-being,
many initiatives involve marshaling attention to
and action around lingering and/or new social and
economic issues.

Changing Logics and Hybridization
So far we have used the notion of institutional
logics as a way of framing each sector, but if we are
to make sense of hybridization we must put atten-
tion to how institutional logics shift and evolve.
Over the past century, management theory has
oscillated between two poles: one that holds that
organizations are based in human action (meaning
that they are fallible and decidedly social creations
with all of their intricacies) while the other holds
that organizations are rational systems designed
for efficiency. The industrial engineering move-
ment of the 1950s and 1960s, pushed by the first
introduction of computers, sought to rationalize
how organizations converted inputs into outputs.
Several scholars in the 1970s observed something
that practitioners would find to be intuitive: orga-
nizations have all sorts of warts and bumps that
are not rational at all but also do not go away over
time. Institutional theory was based in the idea
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that organizations are social creations, where
conformity to what is viewed as “right” is more
important than rationalization.

In their seminal work, Paul J. DiMaggio and
Walter W. Powell describe a world where organi-
zations begin to look a lot alike.” Consider your
doctor’s office: as you walk into the waiting room,
you can guarantee that there are stale magazines,
anemic office plants, and a receptionist at the front.
This process of isomorphism is driven by normative
pressures (“Hey, I get nervous without old maga-
zines”), coercive pressures (“The state of California
mandates at least six inches between each chair”),
and mimetic pressures (“Dr. Steven’s office is where
everybody goes, so we need to look like her office”).
In reality, this is a dreary world where we are all
drifting toward homogeneity.

Institutional logics inhabit this world, but with
the exciting idea that they can also be appropri-
ated and manipulated by savvy leaders. Organiza-
tions do not conform to a single logic but rather
exist in a matrix of lenses that magnify what
actions are permissible. Just like Russian dolls,
logics are nested in each other, from the largest
societal levels all the way down to each organiza-
tion. Roger Friedland and Robert Alford lay out
five core societal institutions, each with a logic:
the capitalist market, the bureaucratic state, fami-
lies, democracy, and religion.® The recent debate
about healthcare reform brings forward several
of these logics: the primacy of the market in offer-
ing choice to consumers, the rhetoric against the
bureaucratic state, and even discussion about the
need for a democratic process in making choices.

Atalower level, organizations exist in groupings,
such as domestic violence shelters in aregion. Here,
too, are institutional logics that are subsumed in the
societal level but are more particular to the specific
locale. Nonprofit hospice organizations might value
the logic of family before the logic of the market,
and may bristle at for-profit hospices that seem-
ingly do the opposite. With that said, at a higher
level the societal logic that values market-based
solutions comes to the fore as investors in for-profit
hospice want to see financial returns irrespective
of whether or not family was at the heart of deci-
sion making. Lastly, organizations themselves have
logics that have developed over time. Founders may

Organizations do not
conform to a single logic
but rather existina
matrix of lenses that
magnify what actions

are permissible.
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have instilled logics about “how things are done,” or
key events through an organizational history may
trigger the alteration of a logic.

As organizations grow, sectors evolve, and nor-
mative constraints change, organizations can find
themselves at the crossroad of several logics. Some
view this as being wedged between two different
sets of constraints, while others see it as freedom
to choose the logics that work best for them. Not
all organizations are created equal, so it is hard to
imagine they can simply choose the types of con-
straints to which they will adhere. The case of the
University of Pittsburgh Medical Center (UPMC)
illustrates how crosscutting logics can be liberating
and constraining. A multibillion-dollar nonprofit
hospital system, UPMC has been extremely suc-
cessful in outcompeting regional hospital systems,
adhering to the societal logic of the market. When
the media covers the near monopoly UPMC has in
the region, this offends the market logic that we
are all better off with choice and competition. At
the same time, the field-level logic of the nonprofit
sector that values selflessness and charity has been
liberating; as a nonprofit, UPMC, in the minds of
consumers, is providing services without being
concerned about the profit motive. UPMC has been
successful at working this seam while being, at the
same time, large and omnipresent.

Hybridization and Sector Logics

Sector logics continually evolve over time—some
cataclysmically, such as occurred with the Ameri-
can public sector during the “Reagan Revolution,”
and some slowly, such as is occurring with the
public’s acceptance of social engagement in the for-
profit sector (benefit corporations, etc.). We argue
that the dominant logic of the nonprofit sector,
namely charity and social benefit, has been tugged
and contorted out of financial necessity in the past
generation. Fifty years ago, the idea that a YMCA
would create revenue-generating ventures conjured
images of bake sales and basketball leagues. Today
they can range from securing economic develop-
ment incentives for re-creating neighborhoods to
strategically partnering with forprofit gyms in order
to better reach communities in need. Charities have
truly stepped outside of the traditional logics, but
that is not to say that this transition has been easy.

A major shift in the nonprofit sector logic has
come from how government (and to a certain
extent society at large) views how nonprofits
should be funded. Over the past sixty years, the
government-nonprofit relationship has ebbed and
flowed, partly due to the political ideology of the
day as well as the amount of resources available
for distribution to the nonprofit sector. Largely
beginning in the 1960s, the federal government in
particular began to fund nonprofit human service
organizations to perform services that previously
had either been produced by government or not
been part of the welfare state. The nonprofit sector
rapidly expanded in this period, given its increased
role as adjunct to the state. The evolution changed
complexion in the 1980s when the Reagan Revo-
lution transformed the rhetoric from government
as a force for social change to government as the
enemy. The nonprofit sector, to a certain extent,
was able to capitalize on the devolution move-
ment. For conservatives, nonprofits represented an
American good: the charitable impulse that solved
society’s problems through innovation and local
solutions. For liberals, nonprofits represented com-
munity action and a commitment to social justice.
The devolution movement of the 1990s, sped along
by welfare reform, placed nonprofits as preferred
contractors in human services.

The recessions that bookended the first decade
of the twenty-first century have caused govern-
ments to question whether they should continue
to provide different human services; in addition,
there is great concern about whether nonprofits
are sustainable, meaning that they can continue to
provide services even without government funding,
A new logic, one that is often framed by social
enterprise or social entrepreneurship, has flipped
our understanding of charities. No longer should
they abstain from aggressively raising revenue and
even investing in the capacity to generate more;
rather, they should be innovative in searching
out opportunities to gain sufficient revenues to
increase the scale of their impacts. For example,
universities are no longer supposed to rely on state
allocations but rather should seek collaborations
with industry, develop paid programming for com-
munity members, and actively seek to take market

share from universities in other states.
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Logics are not objective things but rather sub-
jective normative constraints that stakeholders
develop to focus attention in a confusing world.
Organizations that seek to capitalize on the shift
in logics face difficult decisions about how best to
position their actions. Internal and external stake-
holders may still fervently believe in the more tra-
ditional logic of charities, while others may want
nonprofits to “act more like a business.” Savvy
leaders have a pulse on how their stakeholders
construct their impressions of the field, with an
eye to revealing actions to groups in formats that
are complementary to their existing logics.

Organizations are also able to create structures
that buffer themselves from the perceived misfit
with logics: universities create business parks
and patent development offices; hospitals create
doctors’ practices and industry partnerships; orga-
nizations that have already made the fundamental
choices about their legal structure—L3C, B Corp,
public charity—continue to be able to create hybrid
structures to capitalize on the continual evolution
of sector logics. The jury is out on their success.

Moving Forward

Today it is not a question of i but rather how hybrid-
ization and competing institutional logics impact
the nonprofit sector. One area where hybridization
has become a prominent feature is the social entre-
preneurship movement. Many social entrepreneurs
wanting to start new organizations or find innova-
tive solutions today appear uneasy and unwilling
to commit to one sector logic and instead try to
balance essential features from multiple ones. This
is captured in notions such as the triple bottom line
(profit, people, and planet) and social enterprise.
Still, whether or not hybridization is a sustainable
or effective path forward remains unclear. For
example, in institutional scholarship, the concept of
institutional change is commonly viewed as a trans-
formation from one dominant logic to a different
dominant logic. In other words, having coexisting
multiple institutional logics is not a stable situation
but a temporary state not likely to be sustained. On
the other hand, nonprofit actors are used to oper-
ating in a multi-logic environment. Thus, are they
to prepare for a battle between rival institutional
logics in the nonprofit sector, or are they perhaps
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witnessing the emergence or evolution of a non-
profit sector with the ability to collaboratively use
and be guided by multiple, seemingly different,
logics?

Important questions about governance,
accountability, and effectiveness are raised else-
where in this edition of the Nonprofit Quarterly.
All of these issues related to the mixing of institu-
tional logics need careful, ongoing examination by
dispassionate researchers; in addition, practitio-
ners may need to become more adept at looking
at the social experiments of hybridization as just
that—staying open to challenge and attentive to
unanticipated consequences.
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HyBRIDITY AND PHILANTHROPY

All Enterprise
ls Social:

Measuring the Impact
of Endeavors across the
Profit Boundary

by Buzz Schmidt

y 4

Itis time for “conscious
investors” to unchain themselves
from old-fashioned concepts and
arbitrary distinctions, in order to invest
“intelligently and farsightedly as we must
for our communities and global society
to achieve their potentials.”

N RECENT YEARS, IT HAS BEEN EXCITING TO OBSERVE
all the innovative activity at the intersec-
tion of investment and philanthropy. Still, I
am frustrated—for after all is said and done,

the leaders and adherents of this movement (for
simplicity’s sake, let’s call them “conscious inves-
tors”) are almost as cognitively constrained as the
most traditional investor. They allow two strands
of old-fashioned thinking to limit their innovations
and ultimate effectiveness.

Buzz ScumipT, principal of Building Wherewithal,
is the founder of GuideStar and chair of the FB Heron

Foundation.
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grant decisions and
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First, they remain largely stuck in silos estab-
lished by the tax code, corporate identities, and
the public/private company distinction. Second,
their work is circumscribed by a set of limit-
ing fiscal “truths” emanating from professional
schools.

These strands prevent them, and the rest of
us, from analyzing the world and the work of its
enterprises as they really are.! More importantly,
they keep us from investing and granting as
intelligently and farsightedly as we must for our
communities and global society to achieve their
potentials.

This article contends that it is time for con-
scious investors to think very differently. It holds
that enterprises across traditional categories have
more similarities than differences. It identifies the
old-fashioned ways of thinking and “best practices”
that limit our imaginations and potential. Finally, it
suggests an alternative approach for assessing the
holistic societal value of all enterprises, untethered
from corporate identity or tax status.

The Technocrat’s Canon of Best
Investment/Grantmaking Practice

The strategies of the “conscious investors” at
the intersection of investment and philanthropy
feature a glossary of evocative terms, such as:
shared value; social impact bonds; impact
tnvesting; corporate social responsibility (CSR)
reporting; benefit corporations; impact report-
ing and investment standards (IRIS); charting
impact; balanced scorecards; sustainable pro-
curement; social enterprise; social return on
tvestment (SROI); environment, social and
governance (ESG) screens; nonprofit business
models; venture philanthropy; philanthropic
equity; double and triple bottom lines; and
blended value.

With all this new vocabulary, we should be
excused if we can no longer determine where one
tax status ends and another begins, or whether the
profit motive is the principal driver of operational
excellence, regardless of social motive. This vocab-
ulary raises two fundamental questions that we've
never seriously entertained: (1) Do the corporate
forms and tax statuses we now almost invariably
use to distinguish among enterprises actually blind

us to their similarities, especially with respect to
the basic work that they do and their impacts upon
society? (2) Isn't it time to focus on the full exami-
nation of each enterprise, both for- and nonprofit,
as we make investment and grant decisions and
construct our portfolios?

When we look at our commercial, nonprofit,
and hybrid enterprises broadly and holistically—
beyond the overlay imposed by state corpora-
tions commissions and the U.S. tax code—we
find fundamental similarities across the board.
These enterprises employ us and make pos-
sible the development of skills and experience
throughout the workforce. They deliver goods
and services, respond to our needs, and solve our
problems. They build physical and technological
infrastructure. They generate knowledge and spin
out new enterprises. They also deplete natural
resources, including a stable habitable climate,
and have the potential to compromise public
trust in our political and financial systems. They
each have these types of fundamental impacts
upon society—characterized inaccurately (and
ill-advisedly) by economists as “externalities”—
which result both from what they are in business
to do and how they conduct their work. In these
and many other ways, they impact the store of
regenerative capital necessary to propel society
through time.

Very few of our conscious investors are
looking at the whole and what this remarkable
change in vocabulary should mean for investment
and philanthropy generally. Instead, they work
independently to push distinct envelopes within
traditional portfolio categories. Impact invest-
ing promotes newish, privately held “for-profit”
social enterprises; venture philanthropy, phil-
anthropic equity, and social impact bonds look
for data-receptive, mission-focused “nonprofit”
enterprises for their grant programs; ESG screens
and CSR reports are directed toward publicly
traded corporations in their equity allocations;
and so on.

As with those who lead and govern the invest-
ment houses, foundations, consultancies, media,
corporations, and leading nonprofits, the con-
scious investors’ freedom of thought is also con-
strained by a ubiquitous but limiting technocratic
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canon of best practice for investment and
serious philanthropy, which holds that:

e All investments within a portfolio are intrin-
sically interchangeable financial risk/return
cogs in an asset-allocation algorithm;

Portfolios must be constructed by asset cat-
egory, not by subject or substance of the work,
contributions to society, or other non-fiscal
factors;

It is valid to ignore an enterprise’s operating
activity (e.g., guns and tobacco) and unmon-
etized “externalities” to ensure a proper asset
allocation in a portfolio;

Proper valuation of any investment requires
the deep discounting of its projected future
“free” cash flows. The capital asset pricing
model is sacrosanct, and reported quarterly
results by corporations and money managers
are the best indicators of enterprise worthi-
ness and investors’ likely success;

It is the duty of a commercial corporation to
maximize its financial value—albeit deter-
mined by the market’s short-term prefer-
ences—for its shareholders;

* Any assessment of impact and social return
must be measured to be valid;

Strategic and venture philanthropy should be
focused upon discrete, fast-returning projects
with measurable impact that can “scale”;

Financial engineering now competes cred-
ibly with operational excellence as a driver
of progress; and

Endowments must have inviolate, indepen-
dent fiscal lives, quite apart from any ultimate
social or academic context or purpose. The
measure of an endowment’s success is finan-
cial: the market value of its corpus must keep
pace or exceed inflation perpetually.

This canon of best practice is integrated into
the core curricula of every professional school
(not just MBA programs). Its laws are reinforced
at every turn by an army of lawyers, accountants,
and financial managers.? Indeed, the day when
we the investing public had a clue what specific
equities were in our portfolios has long passed.
The experts have taken over. The canon of best
practice implies precision where none is possible.
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It removes personal values as a factor in invest-
ment decisions. It enforces a singular and severely
limiting “asset-type” categorization of enterprises
within portfolios. Despite its cognitive limitations,
the innovators at the intersection of investment
and philanthropy continue to respect and operate
within the canon.

What if we aspiring conscious investors could
put aside this limiting canon? What if we began
demanding a full accounting of the impact on
society of each enterprise, and made our capital
deployment decisions accordingly?

Society’s Overall Inventory of Necessary
Capital: An Alternative Framework

I ask that we work diligently to build an alterna-
tive framework that compels us to (1) assess the
long-term value to society of each enterprise,
regardless of its traditional category; (2) conduct
that assessment holistically, thinking about how
each enterprise operates, how it deals with other
organizations, communities, and systems, how
it sources its ingredients, and what products its
makes—as well as how well it generates financial
wealth; and (3) ensure that our values are fully
engaged whenever we invest or grant funds.

In doing so, we would be returning to first
principles, recalling that in the early days in the
history of corporations, legislatures and kings
reviewed prospective company activity and char-
tered those enterprises they expected would gen-
erate wealth directly and indirectly for society.
It behooves a conscious investor to remember
the antecedents of corporate formation and
contemplate the components of that societal
wealth—the inventory of critical capital that
a society needs to progress and prosper over
the long haul.

What are the components of a healthy society’s
inventory of capital, and how might individual
enterprises impact these? Certainly, financial
capital is critical for society, in that it is neces-
sary for the care and feeding of all enterprises.
Further, each enterprise’s long-term contribu-
tions of financial capital are necessary to regen-
erate other forms of capital. But financial capital
clearly is not the only type of capital that is
required in a healthy society.

What are the
components of a healthy
society’s inventory of
capital, and how might
individual enterprises

impact these?

THE NONPROFIT QUARTERLY 21



Each of our enterprises
contributes or depletes
the capital in society’s
inventory in multiple

ways.
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Access to a plentiful store of natural capi-
tal—a hospitable climate, clean air, clean water,
fertile soil, minerals, energy, timber, and other
natural resources, etc.—is a precondition for
the existence and success of all enterprises.
Through sourcing ingredients and creating
products and services and ordinary business
practices, enterprises have enormous impacts
(positive and negative) upon society’s store of
natural capital. Likewise, a healthy, engaged,
trusting citizenry, imbued with civic or societal
values, is an enormous source of wealth for
every society. Enterprises can have substantial,
and not always positive, impacts upon society’s
civic capital.

Society’s proper functioning requires a
healthy component of systemic capital in the
form of its physical (roads, bridges, waterways),
communications, health, legal, safety, govern-
ment, and financial systems. Some enterprises
are formed to construct elements of society’s
systemic capital—it is their business purpose.
Beyond those enterprises’ direct contributions to
society’s systems, all enterprises, through their
payment (or nonpayment) of local, state, and
federal taxes, and their uses of systems in the
course of business, make positive or negative
contributions. In the same way, an enterprise’s
building of production, distribution, and trans-
portation facilities and equipment, or physical
capital, can comprise an important component
of society’s overall capital inventory.

A healthy, prepared, productive, and moti-
vated population—human capital—is critical
for society’s progress. Enterprises contribute to
society’s store of human capital directly, in the
form of educational products and services, and
indirectly, through development of their own
employees. Respective contributions of human
capital vary tremendously among enterprises.
Similarly, society cannot progress or compete
today without the continuous generation of
intellectual capital—production/technological
know-how, hard science, art, and social science.
Enterprises contribute the intellectual capital
developed in their own products and operating
methodologies directly, as well as through spin-
off enterprises.

Setting the Table for a World We Want

Each of our enterprises contributes or depletes
the capital in society’s inventory in multiple
ways. For example, a major packaged food
company credits its creation of “shared value”
with respect to community nutrition, clean water,
and rural development—systemic and intel-
lectual capital—for its recognition as one of a
major accounting firm’s top corporate reporters
of corporate social responsibility. Others accuse
the company of “greenwashing,” and maintain
that the company’s ingredients sourcing and
bottled water business deplete natural capital
in developing countries, and that its products
compromise the health of youthful consumers,
and thereby the supply of human capital.

A major urban art museum may also generate a
surplus, or financial capital, which it “reinvests”
in its collection, physical plant or exhibitions,
and staff capacity. Beyond finance, this nonprofit
enterprise contributes significantly to the city’s
civic, human, and tntellectual capital through its
training and public education programs as well as
its public meeting places and prominence in the
cityscape.

A big box retailer offers middle- and lower-
income consumers an immense variety of
products—{from groceries to firearms—at con-
sistently low prices. It pursues state-of-the-art
product sourcing, transport, inventory, and other
operating-cost-control methodologies. These
policies have generated considerable financial
capital, and put the company at the top of the
low-carbon-footprint league table. While it may
score high with respect to natural capital, the
company does less well on indicators of human
capital development, and quite poorly with
respect to fraying the economic fabric of its com-
munities—their civic capital.

A registered B Corp and self-described social
enterprise sources and distributes ten million
healthy and affordable meals to primarily low-
income students each year, helping to build healthy
bodies, lifelong nutritional habits, and human
capital. The jury is out, however, with respect
to the company’s net contributions to society’s
capital. Thus far, the company is unprofitable and
depleting its financial capital reserves. Further,
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it has caused the dismantling of traditional food
delivery—a form of systemic capital—and there
is no certainty its own tenuous economics will
allow it to offer a long-term alternative.

While these examples may produce more
drama than we’d find typically, all enterprises
make multiple contributions to the capital of their
communities—through their ingredients sourcing,
programs, employment and operating practices,
creativity, and participation in other activities that
strengthen the fabric of society.

In this very real sense, any investment in or
grant to any enterprise is an impact investment.
But because we don’t examine most of our invest-
ments through this lens, we usually don’t know
whether we are abetting net positive or negative
impacts when we invest or grant our funds. We
are setting the table for a world we may or may
not want, yet we continue to let short-term edicts
of a misplaced canon of best practice prevent
us from thinking clearly, broadly, and long term.

For most of us who are used to mathemati-
cal “clarity,” precise modeling, and the conve-
nience of the canon, taking that first serious look
through a new, less precise contribution to soci-
ety’s capital lens will be challenging. Indeed, it
may prove more challenging than using other
tools that promise to assess enterprise impacts
holistically, such as B Corp and impact reporting
and investment standards (IRIS), which use lists
of questions and standards intended to elicit dis-
crete, usually measurable or binary responses by
participating enterprises. When looking through
the contribution to society’s capital lens, the
conscious investor will observe that each enter-
prise contributes to the components of society’s
capital in different, often surprising ways, and
that much of the important evidence regarding
contributions to society’s capital will not be
measurable. Instead, it will be hypothetical, not
comparable among enterprises, and without an
attributable causative impact.

Further, when we go to aggregate or recon-
cile this disparate body of evidence in order to
estimate an enterprise’s net contribution to soci-
ety’s capital, we will find ourselves weighing the
importance of each variable—such as whether
formation of financial capital outweighs natural
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capital degradation, or whether a high score on
natural capital outweighs erosion of a formally
vital downtown’s merchant base and civic capital.
Such judgments will necessarily require the appli-
cation of the investor’s personal values.

Generating the information necessary to
support this decision framework will require a
new level of diligence on the part of investors and
intermediaries as well as cooperation and trans-
parency on the part of enterprises. It will be espe-
cially challenging to overcome the entrenched
quality and analytical elegance of the canon of
best practices. The sophistication of the processes
required to assess enterprise contributions to
societies will grow through time and analytical
experience.

My hope would be that in eschewing the sim-
plicity and false precision of the canon and tradi-
tional categorizations of enterprises, conscious
investors will begin to think broadly, holisti-
cally, and positively about what our enterprises
really mean for the long-term success of our
communities and society; that we will develop
new methods that allow us to build satisfying
portfolios of the enterprises that are generat-
ing the forms of capital that we, ourselves,
believe are critical for our society’s future; and
that we will change the fundamental factor in
our decisions from a discounted estimation of
future earnings to a values-driven estimation
of the holistic contributions of our enterprises
well into the undiscounted future. In doing so,
we would send meaningful signals that would
encourage the most contributory practices in
all of our enterprises.

NoTEs

1. All nonprofit organizations that pursue a mission,
incur expenses, and generate revenue are considered
“enterprises” in this article.

2. This is particularly the case with respect to the army
of professionals who advise private foundations—the
institutions one might hope would be the most con-

scious of conscious investors.

To comment on this article, write to us at feedback
@npgmag.org. Order reprints from http://store.nonprofit
quarterly.org, using code 210104.

For most of us who are
used to mathematical
“clarity,” precise
modeling, and the
convenience of the
canon, taking that first
serious look through a
new, less precise
contribution to society’s
capital lens will be

challenging.
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HysripiTy AND Foop SYSTEMS

Corbin Hill Road Farm Share:
A Hybrid Food Value Chawn vn Practice

by Nevin Cohen, PhD, and Dennis Derryck, PhD

Editors’ note: This article was first published in the Journal of Agriculture, Food Systems, and Com-

munity Development (JAFSCD), in 2011. Facts within pertain to the time when it was written, and

some details may have changed. It has been abridged, but the full article can be accessed at www

.agdevjournal.com/component/content/article/78-food-value-chains-papers/182-corbin-hill-road-farm
-share-hybrid-food-value-chain.hitml. We thank JAFSCD and the authors for their kind permission.

00D VALUE CHAINS CONSIST OF FOOD PRODUCERS,
processors, third-party certifiers, distrib-
utors, and retailers working together to
maximize the social and financial return on
investment for all participants in the supply chain,
including consumers. This article presents a case
study of Corbin Hill Road Farm Share, a recently
created hybrid food value chain that engages non-
profit strategic partners to provide locally grown
and affordable produce to low-income residents

Nevin ConEN, PhD, is assistant professor at The New

School; DEnNNIs DERRYCK, PhD, is professor of profes-

sional practice at The New School, and president and

founder of Corbin Hill Road Farm.
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of New York City’s South Bronx, while also
enabling Farm Share members to become equity
owners of the farm over time. The case study
shows that the involvement of community-based
nonprofits is key to creating a food production
and distribution system that engages a wide range
of stakeholders, fosters shared governance and
transparency, empowers consumers, and benefits

regional farmers.

The Hybrid Food Value Chain

Elements that distinguish hybrid food value
chains from other food value chains and con-
ventional food supply chains include strategic
partnerships. But the notion of hybridity in the

“PEACEABLE KINGDOM”
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Unlike the conventional
food system, the food
value chain model treats
food producers and
processors as partners

with consumers.
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value chain is not new. C. K. Prahalad and others
have argued that cross-sector partnerships can
enable corporations to provide needed products
and services to low-income consumers by devel-
oping innovative products and services as well as
appropriate delivery models.!

Strategic Partnerships

Nonprofit organizations are one important
element of hybrid value chains, particularly
those value chains aimed at meeting the needs
of low-income consumers. Nonprofits bring
to the value chain social capital that comes
from the networks, mutual goals, trust, and
beliefs that nonprofit organizations share with
their members and stakeholders.? This social
capital—the ability to engage community
members, raise funds, disseminate information,
and reduce transaction costs—has significant
financial value.

Nonprofits can help companies to aggregate
and channel demand, lowering transaction costs.?
Their staff members often have organizing skills
that enable them to reach out to and attract cus-
tomers. Nonprofit partners may provide critical
insights into the needs and constraints of low-
income consumers that they have relationships
with as clients, employees, or community stake-
holders, and through this knowledge can help in
the maintenance of a customer base. Nonprofits
also tend to be located within the communities
they serve and thus have a first-hand understand-
ing of the logistical issues associated with local
business development.

Cocreation of Value

A hybrid food value chain model stresses the
collaborative role of value creation by consum-
ers, farmers, for-profit ventures, nonprofit com-
munity-based organizations, patient investors
interested in social as well as financial returns
on their investments, and consumers, all working
closely together for mutual benefit. Erik Simanis
and Stuart Hart describe this as “business inti-
macy,” the process by which the private sector
cocreates value with nontraditional actors, build-
ing connections as companies and communi-
ties come to view each other interdependently,

developing mutual commitment to each other’s
long-term growth.* And because the needs of the
community are part of their mission, businesses
and nonprofits are particularly knowledgeable
about those needs, and can help customize prod-
ucts and services.

These partnerships can also provide concrete
value-adding services: identifying consumers;
developing customer trust; communicating
effectively with community members about
their needs; and identifying innovative ways to
address the limited purchasing power of indi-
vidual consumers.® Hybrid value chains also
help to create business models that span various
customer bases.® If a business can develop a
value chain to provide products and services to
lower-income customers, it can often provide
those products and services to higher-income
customers as well, making the model replicable
and scalable.

Transparency and Shared Governance

Unlike the conventional food system, the food
value chain model treats food producers and pro-
cessors as partners with consumers.” But doing
so successfully requires procedures to ensure
that all parts of the value chain have trust in the
fairness and predictability of the partnership
through greater transparency than many busi-
nesses are willing to provide. Because of the
engagement of community-based organizations
committed to structural changes that empower
the community members they serve, hybrid food
value chains are often focused on transforming
the food system rather than merely improving its
efficiency or increasing access to healthy food. In
many cases, the idea of transformation involves
creating new enterprises that are inclusionary,
participatory, or even co-owned by members.
This is the kind of “builder work” that G. W.
Stevenson et al. argue is a promising arena for
changing the agrifood system.®

Community-Supported Agriculture

As noted above, community-supported agricul-
ture (CSA) programs are one type of food value
chain. The idea of community-supported agricul-
ture, in which a group of individuals buy shares
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from a farmer for an expected harvest, originated
in the 1960s in Japan and Switzerland, and spread
to the United States following the creation of
CSAs by Jan Vander Tuin and Robyn Van En.? The
number of CSAs in the United States has grown
from two in 1986 to more than two thousand
today; they are concentrated in the Northeast,
areas surrounding the Great Lakes, and coastal
regions of the West. !

One of the goals of the CSA model is for
consumers to support farmers by paying them in
advance, sharing the risk of large or small har-
vests. But CSAs have been established to advance
political aims, as well. CSAs promote the forma-
tion of direct ties between people and farmers
in part to disengage from the global food system
and support local economies.!! Many individu-
als helping to organize direct marketing food
initiatives, such as farmers’ markets and CSAs,
are also working to solve social justice problems
in their localities.!? Research in California found
that many farmers’ market and CSA managers
prioritized food security for low-income people
and used strategies to try to meet the needs of
low-income consumers.!?

CSAs vary in their structures and business
models, including size, cost of membership,
growing methods, member involvement, and
the food that they provide.!* Since CSAs are
highly local creations, they attempt to forge
relationships between consumers and farmers
that reflect unique conditions and needs.!® For
example, although CSAs traditionally require a
one-time payment at the beginning of the season
for a weekly share of produce, many now offer
a range of payment plans and other logistical
arrangements, including various selection and
pickup methods.!* Some accept Supplemental
Nutrition Assistance Program (SNAP) benefits
and/or Special Supplemental Nutrition Program
for Women, Infants, and Children (WIC) pay-
ments, offer free shares to needy families, and
offer half shares to keep the cost to the members
manageable.'’

Many types of collaborations occur between
CSAs and other farms and community organiza-
tions. For example, Neva Hassanein describes
a farm run by the University of Montana that
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collaborates closely with a nonprofit community
group, which manages the farm’s operations and
the distribution of fresh produce to area food
pantries, and also markets its produce through
a CSA.'® Along with an increasing variety of
payment plans and business arrangements, CSAs
are offering a larger range of products, including
eggs, meat, and flowers, often partnering with pro-
ducers of other local products to offer a wider
range of value-added items."

Project Background

Corbin Hill Road Farm (CHRF) was started in
2009 as a ninety-six-acre for-profit farm in Scho-
harie County, New York. Its core business is sup-
plying fresh, locally grown produce to low-income
residents living in communities that have limited
availability of healthy food. To do so, CHRF
aggregates produce from nearby farms and sells
it directly to individuals and organizations in
New York City.

The mission of the company is much broader
than selling food, however.* CHRF aims to bring
food security, justice, and improved health, as
well as eventual economic equity ownership
of the farm, to the target market communities,
increasing value to all participants in the food
supply chain. CHRF’s business model grew out
of a sense that, as successful as conventional
CSAs are at distributing food directly from farm
to consumer, the structure of a CSA is not typi-
cally geared toward the financial and logistical
needs of very-low-income individuals.

While the basic structure of CHRF operates
like a community-supported agriculture program,
with customers paying in advance for weekly
shares of produce delivered to a pickup location,
the business differs from a conventional CSA in
several respects in order to address the needs of
low-income individuals. One fundamental differ-
ence is that CHRF is designed to make Farm Share
members, also called Shareholders, farm owners
over time, solidifying their relationship to the farm,
providing them with greater control over the pro-
duction of their food, and fostering stewardship
of the farmland.?* CHRF’s business plan provides
that Shareholders or target market subscribers
will be able to own shares in CHRF, though the

(SAs promote the
formation of direct ties
between people and
farmersin part to disen-
gage from the global
food system and support

local economies.
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The decision to seek
private financing and
operate as a for-profit
venture reflected the
challenges of an
environment in which
few foundations were
interested in providing
start-up funding for new

business entities.
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mechanism for this transfer is still being developed
(as discussed in the following pages).

Business Structure and Financing

CHREF is organized as a limited liability company
(LLC) incorporated in the state of New York. The
decision to seek private financing and operate as
a for-profit venture reflected the challenges of
an environment in which few foundations were
interested in providing start-up funding for new
business entities. CHRF’s business plan sought
$1.2 million to capitalize the social venture. The
initial equity for CHRF came from eleven investors
who provided a total of $565,000 (with 72 percent
of the equity coming from African-American and
Hispanic individuals and 50 percent from women).
Capital and operating loans of $350,000 came from
Farm Credit East,? with additional low-interest
loans from the New York State Energy Research
and Development Authority (NYSERDA). The
second round of financing amounted to $450,000
in a combination of equity and loans.

The issue of scaling for social impact is not typi-
cally a primary goal of CSAs, but it is a major goal
of the Farm Share model. CHRF exceeded its first-
year goal of 175 Farm Shares by sixteen members.
Throughout the 2010 growing season, enrollment
continued to increase, eventually reaching 281
Shareholders—and additional partner sites were

added throughout the summer. As of 2011, CHRF’s
goal was to have five thousand Shareholders
within the next ten years.

Strategic Partnerships

Strategic partnerships enable CHRF to offer
a range of produce from various farms and to
access its target communities of Shareholders.
CHREF unites two clusters of strategic partners:
groups of farmers in rural Schoharie County, and
community partners within New York City and
the Shareholders they represent. CHRF acts as
the hub for each cluster and coordinates them so
that the two clusters can function simultaneously
(see figure 1).

Farmers. CHRF is connected to a network of
farms and farmers in Schoharie County who supply
produce for the distribution services. Cornell Uni-
versity Cooperative Extension convened a meeting
of twelve farmers in February 2011 to help them
develop a harvest plan to meet the CHRF’s Farm
Share needs. Ultimately, nine farmers agreed to
participate. A manual was prepared based on data
from the first year, defining the conditions for par-
ticipation, and identifying the types of produce,
quantities, and specific weeks they had to deliver
produce for each of the twenty-three-week growing
seasons. An agreement was reached about the
growing capacity of each farmer and the quantities

Figure 1: Corbin Hill Road Farm Share Hybrid Food Value Chain
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that could be grown and delivered on specific
dates. The latter was important, given the differ-
ent soil conditions and altitudes that exist in Scho-
harie County, which could result in early and late
crops of the same produce. The mix of participating
farmers included two large growers (with more
than one- hundred acres), several smaller growers
(under twenty acres), and smaller specialty farms
that chose to concentrate on new produce (such
as okra and tomatillos) not currently grown by the
other farmers, that would meet the cultural needs
of the communities served by CHRF. A full-time
produce manager was hired to coordinate this
harvest plan.

Community partners. CHRF’s Farm Share
defines community not just by geography but
also by the different populations served by its
nonprofit partners. CHRF’s business model relies
heavily on the strategic community partners in
the Bronx that serve the population CHRF is tar-
geting, in order to reach and organize community
residents and to form the foundation of a distri-
bution network. Shareholders enroll in the Farm
Share program through one of CHRF’s strategic
partners—from mothers at the Harlem Children’s
Zone Baby College and early childhood and Head
Start programs, to ex-offenders and formerly
homeless individuals affiliated with the Fortune
Society and Broadway Housing Communities,
to Bronx-based healthcare workers at Urban
Health Plan.

CHRF’s marketing strategies include four
basic approaches: (1) CHRF directly orga-
nizes residents within a specific neighbor-
hood; (2) CHRF works directly with a strategic
partner’s employees and clients (for example,
Broadway Housing staff helped to enroll the
formerly homeless residents in one setting,
and the mothers of children in the Head Start
program, which is also operated by Broadway
Housing, in another facility); (3) CHRF works to
sign up workers and the staff of an organization;
and (4) CHRF recruits staff members in some
organizations (such as WHEDCo) to introduce
CHREF to the organization, build credibility, and
demonstrate that it can deliver quality produce
on aregular basis, as a precondition to accessing
program participants.
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Target Shareholders. CHRF has focused on
the South Bronx neighborhood of Hunts Point,
whose residents are extremely poor and lack
healthy food options. The Bronx as a whole has
been ranked the unhealthiest county in New York
State, but South Bronx residents face particu-
lar challenges.? For example, a national food
hunger survey of U.S. congressional districts
found that nearly 37 percent of residents in the
Sixteenth Congressional District (which encom-
passes the South Bronx) said they had lacked
money to buy food at some point in the previ-
ous twelve months, a higher percentage than in
any other congressional district in the country,
and twice the national average.?* In addition,
per capita fruit and vegetable consumption in
this community is significantly below the level
in the city as a whole, and far below the USDA-
recommended five daily servings (see table 1),
and residents are more likely to be overweight
or obese (see table 2). Hunts Point has been
designated by the Department of City Planning

Table 1. Fruit and Vegetable Consumption
(Age Adjusted) 2009 South Bronx and New York City

(in percentage reporting fruit and vegetable consumption
on the previous day)

Responses to “How many total servings of fruit and/or vegetables
did you eat yesterday? A serving would equal one medium apple, a
handful of broccoli, or a cup of carrots.”

None 1-4 5 or more
South Bronx 24.5% 69% 6.5%
New York City 12.4% 76.5% 11.1%

Source: NYC Department of Health and Mental Hygiene, Bureau of
Epidemiology Services. NYC Community Health Survey 2009, https://a816
-healthpsi.nyc.gov/epiquery/.

Table 2. Body Weight
(Age Adjusted) 2009 South Bronx and New York City

(in percentage normal or underweight, overweight,
and obese)

Underweight
or normal Overweight
weight but not obese Obese
South Bronx 29.7% 38.2% 32.1%
New York City 45.2% 32.8% 22.0%

Source: NYC Department of Health and Mental Hygiene, Bureau of
Epidemiology Services. NYC Community Health Survey 2009, https://a816
-healthpsi.nyc.gov/epiquery/.

CHRF’s Farm Share
defines community not
just by geography but
also by the different
populations served by its

nonprofit partners.
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as a community with a lower-than-average ratio
of supermarkets to people, with poor access to
large grocers even via transit routes.?

Distribution Logistics

CHRF coordinates the logistics of order-
ing, packing, and distributing the Farm Share
produce. At least three days in advance of a
distribution day, the produce manager submits
orders to the farmers, enabling them to plan for
the quantities of produce to be harvested for
the coming week. These “pick orders,” which
comprise the combined orders of the Sharehold-
ers, consist of ten to twelve produce items, and
always include a fruit.

All items are harvested on Monday, then
washed, cooled, boxed, and refrigerated in a cold-
storage facility located on one of the farms. On
Wednesday morning, they are packed into a refrig-
erated truck that travels to New York City for a
mid-afternoon arrival in Hunts Point. The produce
is then sorted according to produce type and share
at the Fulton Fish Market (a night market that
is empty by day) by CHRF’s founder, the driver,
a helper, the Farm Share coordinator, and two
or three volunteers, and is packed onto labeled
pallets for each distribution site. The pallets are
stored overnight on CHRF’s refrigerated truck.
(One of the community partners installed electri-
cal outlets that enable CHRF's refrigerated truck
to park in an enclosed and locked parking lot
each Wednesday evening.) Beginning at 8:00 a.m.
on Thursday, CHRF’s driver and helper deliver
the produce, and site coordinators (volunteers
from the staff of the strategic partners) provide
the setup (in farmers’ market style) and distribute
the produce during hours that each determines to
be convenient for their Shareholders. These coor-
dinators collect funds, sign up new Shareholders,
and record any changes in the Shareholder status.

Staffing at CHRF was lean during its first year,
and remains so as the business implements its plans
for scaling up its operation in the coming years.
Operational responsibility is divided between
CHRF’s founder, who manages the upstate rela-
tionships among the farmers, in addition to overall
management responsibilities, and the general
manager, who is responsible for the New York City

operation and relations with the strategic partners.
A farm manager has been replaced with a produce
manager. Unique to CHRF 'is the hiring of a commu-
nity organizer to engage new Farm Share members.
Seasonal positions include a Farm Share coordina-
tor with support staff members who work directly
with the strategic partners.

Cocreation of Value

To create a business that is both able to make a
profit and address the economic constraints of its
target market, CHRF began conversations very
early on with community members in Hunts Point
about the amount Shareholders would pay and
the manner in which they would do so. Typical
CSAs charge from $450 to $700 per share, with
payments due by early April (and at times as early
as January), with the first produce to be delivered
in June. For residents living in Hunts Point, paying
one to two or more months in advance for a share
of produce was not a viable economic option, as
the payment required to reserve a CSA share far
exceeded their average monthly electronic ben-
efits transfers (EBT/“food stamps”) of $300. Even
if they wished to exercise this option, EBT could
not be used to pay for fresh produce delivered at
some future date. When pushed to decide on an
acceptable payment scheme for the fresh produce
being provided, Shareholders agreed that paying
two weeks in advance was fair and feasible.

Even this commitment proved to be a barrier
for many, and during the summer 2010 season, the
deposit was reduced to an amount equal to one
week’s share. For the 2011 season the deposit has
been eliminated; Shareholders now pay only one
week in advance. In response to Shareholder rec-
ommendations, CHRF also allows share members
to give only a week’s notice to put their shares on
hold while away, to change from a partial to a full
share or from a full to a partial share, and to rejoin
after leaving. Shareholders who do not use their
funds are given a refund. Some Shareholders are
able to pay through after-tax paycheck deductions
managed by their employer.

Shareholders have a set number of produce
items delivered each week for the twenty-three-
week growing season. The amount and variety
of produce each Shareholder receives weekly
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depends on what is being harvested at any point
in the growing season. Partial shares have included
seven to nine types of fruits and vegetables in a
quantity sufficient for a household of three to four
people. Based on feedback from Shareholders who
participated in the 2010 season, the per-week prices
for the 2011 season were set at $20 for alarge share,
$12 for amedium share, and $5 for a sampler share
that consists of three to five items. All forms of
payments, including EBT, are accepted. A limited
number of shares subsidized by 50 percent are
available for all strategic partner sites that wish to
offer them. Deliveries are made at the premises of
the strategic partners, staffed by CHRF.

Potential share members had doubts about
joining the Farm Share and sought answers to
a series of questions and concerns about how to
manage their own risks of participating. Ques-
tions included: “What is this Farm Share?” “What
produce am I really going to get?” “How good will
the quality be?” “Would it be sufficient to feed my
family?” “Would I really be refunded if I dropped out,
or would I be penalized?” For low-income residents
who must manage a great deal of uncertainty and
risk in their lives, part of facilitating the management
of their risks entailed engaging them in the design
process, in which they would codevelop the rules
of the Farm Share, and, in effect, cocreate value.

Doing so required transparency and shared
governance. All information, including written
and online material, is produced in Spanish and
English. Bilingual surveys are conducted on
culturally specific food preferences, individuals
are queried weekly about their satisfaction, and
weekly meetings of coordinators offer another
chance to assess customer satisfaction. CHRF
shares how costs of goods and expectations
for profits are calculated with coordinators and
Shareholders. The Farm Share e-mail newsletter,
You Spoke, We Listened, responds to questions.

CHREF also approaches the goal of shared gov-
ernance by focusing on equity ownership. While
the members of a traditional CSA model are, in
effect, co-owners of the summer produce, for
CHRF co-ownership of the business contributes
to sovereignty. One goal of CHRF is for Sharehold-
ers to become equity holders who participate fully
in decision making about what produce is grown
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and how it is grown and distributed. However, the
exact mechanism for shared ownership has not
yet been determined. Two possibilities include
creating a cooperative structure and using pro-
gram-related investment (PRI), through which
the nonprofit strategic partners, or even CHREF,
finance the purchase of shares for the community
residents. The current Shareholders have indi-
cated that they are willing to wait several years
to develop a creative solution to two issues: the
question of shared ownership that will address
the nature of community benefits, and how profits
could be used in a collective manner to meet the
community’s needs for health and well-being that
goes beyond the availability of fresh produce and
the long-term preservation of farmland.

Impacts on Shareholders
Anecdotal information from individual members
suggests a high degree of satisfaction with the
program and the produce. In the words of one
member, “Whereas in the supermarket it will cost
youmore and your vegetables wouldn't last as long,
what'’s good about the farm share is you get fresh
vegetables constantly every week.” Members also
mention trying new types of vegetables: “What’s
special about the Farm Share is that you get to try
every different vegetable that grows all through
the season.” Anecdotal information from members
interviewed suggests that they may be increasing
their consumption of fruits and vegetables. In the
words of one member, “I actually lost eight pounds
since I've been eating more vegetables and using
the farm share vegetables]. . . .] Within two months
of eating with vegetables and eating healthy I've
really knocked out my diabetes, I'm off the medi-
cation right now. We have more vegetables in our
diets during the week than we've ever had before.”
Like the participants in microfinancing pro-
grams, there has been peer pressure among the
Shareholders to remain involved in the Farm
Share. To date, fewer than 10 percent of those
who signed up and paid for one week in advance
ceased participation before the end of the twenty-
three-week season. Preliminary data indicate that
the average participation rate was eighteen weeks,
including those who joined in mid-season. To the
members, governance is an important aspect of

For low-income
residents who must
manage a great deal of
uncertainty and risk in
their lives, part of
facilitating the
management of

their risks entailed
engaging them in the
design process in which
they would codevelop
the rules of the Farm
Share, and, in effect,

cocreate value.
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the Farm Share, as is the prospect of co-owner-
ship. One member noted: “The real connection
that we have to the farm right now is that we will
own part of the share.”

The farmers interviewed indicated that they
were pleased with the ability to increase their
market and help low-income customers eat
healthy, fresh produce. The relationship appears
to be mutual and value adding for both the produc-
ers and the consumers. In the words of one farmer:

Working with Corbin Hill Road Farm is a
wonderful thing because it allows us to
broaden our customer base. When Corbin
Hill doesn’t have enough of a particular veg-
etable, we may have that overflow, and here
on the farm we grow over ninety different
varieties of vegetables, so we have quite an
array—but the fact that we could send good
nutritious food down to the Bronx [. . .] what
an unbelievable opportunity for us.

The relationship between the farmers and con-
sumers has grown beyond a mere financial con-

nection. One farmer noted:

It’s more of a relationship opportunity
for us|. . . .] Here I was, born and raised
in this valley, and I have all this wonder-
ful produce available to me every day of
the season. And I think sometimes my
neighbors and myself included happen to
take that for granted. Being able to send
produce to an area where some people,
maybe even my same age, have never seen
something as fresh and wonderful as we
can raise here [. . .] and to hear the feed-
back that we get from those people when
they receive their shares, that’s the biggest
reward for me.

Being part of the Farm Share project has
also encouraged the farmers in Schoharie County
to explore new, value-added crops. According to
one farmer:

[CHRF] offers a unique opportunity for us to
explore new crops to grow. When we learn
more about communities that we’re helping
to feed, it will allow us to grow new and
exciting crops that may also be well received
in areas closer to home for us here, expand-
ing our local markets as well.

The farmers recognize the importance of the
NGO partners in the Bronx, too. One farmer noted:
“Thismodel [...] is really dependent on the people
that are spending so much time down in the
Bronx, on the ground, getting people interested.”

The farmers in Schoharie communicate weekly
with CHRF’s produce manager to discuss what
produce is abundant that week and what the
Shareholders may like. As one farmer described

the interaction:

She may ask, “What’s new or what'’s interest-
ing?” “What do you maybe need help with
moving?” And I will give her a rundown of
suggestions, and she will see what fits into
their budget and what she feels their share-
holders may be excited about.

Discussion and Conclusions

This article discusses the concept of a hybrid food
value chain, and uses that framework to examine
the role of nonprofit partners in adding value and
fostering transparency within a food supply chain.
The Corbin Hill Farm Share functions as a hybrid
food value chain, and in so doing has the poten-
tial to open up new markets for a cluster of small
to medium-size farms within the New York City
metropolitan area, while simultaneously supply-
ing low-income residents of the South Bronx with
fresh, locally grown produce, and ultimately foster-
ing food sovereignty.

As the case study illustrates, the robust
network of nonprofit partners that transformed
a simple supply chain into a hybrid value chain
was essential to getting CHRF up and running
by engaging shareholders and providing critical
support services, which ranged from facilitating
the payments of certain shareholders to providing
aphysical storefront for distributing produce. One
factor that enables the hybrid value chain to work
is that all the nonprofit partners selected for this
project have missions that include improving the
community’s health and nutritional status, and
educational programs to engage members of the
community in discussions about health. CHRF
carefully chose partners that were working in
these areas so that the organizations would not
only take a strong interest in the project but also
be able to link their educational efforts to Farm
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Share—so that learning about and practicing
healthy eating were mutually reinforcing.
Relatively little time had to be spent formalizing
the network of NGO strategic partners: each orga-
nization was familiar with the other groups and
had opportunities to meet; they shared a common
understanding of the problems facing the South
Bronx communities; and there was little debate
about CHRF’s goals and objectives. CHRF has
treated the NGOs as equals, allowing each organi-
zation to individually design programs as it sees fit.
This policy has also been applied to the individual
Shareholders, who helped to shape Farm Share
to meet their unique needs and constraints. And
without a strong hybrid network of NGOs, there
would be little financial incentive for the farmers
in Schoharie County to seek out an individual orga-
nization within the South Bronx, and attempt the
time-consuming and difficult process of building
trust and forging a business relationship that might
be insufficiently broad to yield an economic return.
The leadership among the farmers in Schoharie
County—a closely interconnected community
characterized by third- to sixth-generation farmers
who are often linked through family ties—provides
significant social capital that extends from the
township to the county and state level. Their choice
to work together on this project was the result of
the initiative of a couple of the farmers within the
county who were successful at encouraging others
to work with CHRF. The Farm Share model may
in the future offer participating farmers the ability
to expand their production to serve even larger
markets. There are more than one million residents
living in neighborhoods in the South Bronx and
Harlem, poorly served by food retail establish-
ments—a very large potential market. And there
are many nonprofit organizations in these neigh-
borhoods that could serve as strategic partners.®
Because CHRF is a recent startup, it faces
numerous financial and logistical challenges. As
it strives to break even, it must maintain a delicate
balance between keeping prices affordable to the
community it is serving and—to be financially sus-
tainable—reaching a scale of three thousand Share-
holders within a reasonably short period. CHRF
also faces the risk of being among the first social
ventures in a newly defined space. The business
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model assumes that CHRF will attract social inves-
tors who understand the nature of the “slow money”
challenge and will risk investing in this venture
over a longer period of time.?” CHRF has thus far
received round-two loans and equity to launch
its expansion. Those who have participated have
taken a long-term perspective that is associated
with such food ventures, and have been willing to
accept a low return on their investment. Personal
guarantees have had to be provided for all loans.
The strategy of seeking patient investors represents
for CHRF amore stable approach over the long run
than seeking to build a venture dependent on grants
from foundations or the government, but it remains
a challenge nonetheless.

Another major financial issue will be manag-
ing CHRF’s costs. Produce purchases make up
some 65 percent of the cost of goods, and can
be controlled through efficiencies in packing and
using reusable packaging. The same cannot be
said for transportation costs, which now make up
19 percent of the cost of goods of each share, and
will rise if fuel prices continue to escalate. Con-
trolling transportation costs, along with the added
expenses of establishing and maintaining refriger-
ation, represent formidable challenges that CHRF
will need to address in the coming years.

CHREF also faces complexities that require
the design of systems that will accommodate the
flexibility it seeks in responding to Shareholder
needs. To remain nimble while scaling up to 1,500
Shareholders in the second year and then to 3,000
in the third year, CHRF expects to maximize its
use of technology for its internal management, and
has outsourced its registration of Shareholders to
Farmigo, an organization that serves CSAs. It is also
in the process of outsourcing its trucking operation
to a firm that can respond to and accommodate
CHRF’s projected growth. CHRF's staffing has been
able to remain lean, since it provides a tool kit to
its strategic partners who do the organizing and
recruitment of Shareholders.

CHRF’s long-term profitability depends on
the ongoing coordination of hybrid networks of
producers, nonprofit intermediaries, and Share-
holders—a constant challenge for a business that
aims to provide high-quality food at a low cost,
while attempting to ensure fairness to everyone

There are more than
one million residents
living in neighborhoods
in the South Bronx and
Harlem, poorly served
by food retail
establishments—a very
large potential market.
And there are many
nonprofit organizations
in these neighborhoods
that could serve as

strategic partners.
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in the value chain. If CHRF succeeds, the hybrid
food value chain may be an important strategy for
increasing the participation of low-income citizens
in the food system, expanding economic empow-
erment, fostering stewardship, and providing new
markets for the small and mid-size farm sector.
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GovERNMENTAL-NONGOVERNMENTAL HYBRIDS

Fifty Shades of Accountability:

Governmental-Nongovernmental Hybrids

Careful study of GSEs and quangos can help
quide thinking about hybridity in the nonprofit
sector. The concerns raised about account-
ability and governance in these “gray sector”
organizations apply equally to all hybrids, and
lead to the essential question of—as the
author describes it—"which types and sets of
organizations are most likely to populate a
society that is responsive to its citizens.”

by Rae André, PhD

Editors’ note: Accountability and governance systems are very different sectorally, and, as the author

suggests, the result may be an organization that has insufficient accountability to anyone or that is

subject to odd makeshift governance and accountability systems. This brings up one of the core coun-

terbalancing concerns we should all have about hybrids. This article was first published in the Journal

of Business Ethics, under the title “Assessing the Accountability of Government-Sponsored Enterprises

and Quangos.” It has been abridged, but the full article can be accessed at http://link.springer.com
/article/10.1007%2Fs10551-010-0509-y#page-1. We thank JBE, Springer, and the author for their

kind permission.

HERE EXISTS TODAY IN WESTERN DEMOCRACIES A
unique organizational sector that is often
described as neither fully private nor fully
public. This sector is comprised of quasi-
autonomous nongovernmental organizations

(quangos) in the United Kingdom and elsewhere,
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and government-sponsored enterprises (GSEs)
in the United States. These organizations have
been established by governments to serve the
citizenry as a whole through targeting the needs
of particular groups or fulfilling specific func-
tions. Examples are: in the United States, the
Federal National Mortgage Association (Fannie
Mae), the Federal Home Loan Mortgage Corpo-
ration (Freddie Mac), and the California Public
Employees’ Retirement System (CalPERS); in
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Britain, the strategic health authorities created
by the National Health Service; and, in Australia,
the Australian Broadcasting Commission. In this
article I examine the processes by which orga-
nizations in this sector are held accountable for
implementing the missions established for them
by the governments that created them.

Organizations with both public and private
sector characteristics have been called, among
other things, government-sponsored enterprises,
hybrid organizations, public authorities, and
quangos.! As a group, they have been termed
quasi-government, public government, the fourth
branch of government, and an unelected state.?
The concerns related to this lack of consistent
terminology have been discussed extensively
elsewhere, and indicate both the heterogeneity
of this organizational sector and the challenges
of understanding it.> While quangos and govern-
ment-sponsored enterprises are not exactly the
same, neither, typically, is each quango or each
GSE exactly like the next. In light of this hetero-
geneity, and to include both quangos and GSEs
in this analysis, I follow Carston Greve and refer
to this set of organizations simply as the “gray
sector,” and to the organizations themselves as
“gray sector organizations” (GSOs).!

Many individual GSOs—and, also, the set of
GSOs—have become important centers of influ-
ence in society. Arguably, they acquire power
because they are not accountable to their stake-
holders in the traditional ways that either govern-
ments, through elections, or private businesses,
through markets, are accountable.

To characterize organizations in the gray sector,
two useful arrays have been suggested by British
and U.S. researchers. Matthew V. Flinders and
Hugh McConnell array quangos on a continuum
based on the degree to which they are public
versus private entities and the degree to which
they are independent of politicians.® Examples of
the British organizations Flinders and McConnell
place in the gray sector are the Bank of England,
the British Broadcasting Corporation, and the
U.K. Atomic Energy Authority. An American view
characterizes organizations the authors refer to

as “hybrids” on three dimensions: public versus
private ownership, public versus private funding,
and polyarchy versus market control.® The first
two variables are self-explanatory; the third refers
to the type of control applied to the organization.
Governments and most hybrids are controlled by
polyarchy (e.g., political control), while private
enterprises and some hybrids are controlled by
the market.” A set of U.S. hybrids that exemplify
these criteria includes Fannie Mae, Freddie Mac,
the National Railroad Passenger Corporation
(Amtrak), and the U.S. Postal Service.

Taken together, these British and American
conceptualizations suggest that GSOs differ from
governments and businesses in three important
ways. First, their legal standing is unique. Not
only is a GSO established by legal parameters that
differ from both public and private sector orga-
nizations, but, in addition, typically each is sepa-
rately created, with its own unique combination
of legal and financial characteristics. Also, unlike
businesses, GSOs can be legally redesigned or
abolished by government at any time. A second
major difference is that their funding and capi-
talization may blend a variety of government and
private sources. Some GSOs are fully funded by
the government, while others receive no monies
from government, and still others have stockhold-
ers and/or bondholders. Finally, some operate as
government monopolies while others compete as

businesses in the business sector.

The GSOs in the United States perform such crit-
ical functions as managing turnpikes, bridges,
airports, and convention centers, and financ-
ing housing, health, and education. Specifically
examining GSEs in the United States, there are,
at the federal level, approximately fifty such orga-
nizations, and there are many more at the state
and local levels.® In the state of Rhode Island,
for example, there are some thirty GSEs, most
of which were created in the two-decade period
from the early 1970s through the early 1990s.°
In Massachusetts, there are 509 GSEs; in recent
times the state and regional authorities alone
had employed twelve thousand people and spent
more than $2 billion annually.*
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In the United Kingdom, since the late 1980s,
the growth of those GSOs known as quangos has
been called “spectacular,” especially at the local
level, where most of the U.K.’s 6,500 appointed
organizations are found.!' At one point more
than seventy thousand individuals were sitting
on their boards. The National Health Service
runs numerous quangos, some local schools are
quangos, and quangos have advised government
on issues as crucial as the safety of nuclear-
powered warships.'? At this time, in the United
Kingdom, the size and impact of the population
of quangos continues to be a significant political
issue.” Countries with similar organizations and
concerns are Australia, Denmark, France, Italy,
the Netherlands, and Sweden.!*

The population of GSOs is vital because these
organizations serve a variety of government inter-
ests. To begin with, governments may want to
establish organizations that are independent of
politicians: GSOs remove controversial issues
from party politics, thereby reducing the work-
load of legislators.!® They may introduce new,
more efficient and less costly management tech-
niques and business practices. GSOs can attract
experts who might not choose to work for a
government department due to its inferior pay,
facilities, or opportunities. GSOs may engage
the public through boards and committees, act
in important advisory capacities to government,
and sometimes allow taxpayers to allocate a
restricted amount of funds to ventures of inter-
est without being responsible for full financial
support. 6

Finally, GSO operations are typically off budget,
thus cloaking their affairs and expenditures from
public scrutiny. Sometimes the organizations’ very
existence is obscured. Jonathan G. S. Koppell has
pointed out that in the United States, for example,
no one really knows how many federal GSOs
exist.!” In Congress, terms like “agencies,” “foun-
dations,” and “corporations” are used interchange-
ably. One investigative study of U.S. government
corporations, which are a subset of GSOs, relied
upon the organizations themselves to choose
their organizational category, and excluded them
if they did not choose to call themselves govern-

ment corporations. Similar obfuscation exists in
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Britain, where governments often use the term
“non-departmental public bodies” (NDPBs) to
refer to quangos. Since many public bodies escape
being thus classified, one in six NDPBs escapes the
oversight of a key regulator.'

The population of GSOs also serves specific
purposes of the business sector. Since some state
projects are inherently risky financial ventures,
creating organizations that reduce liabilities
attracts private investors. Also, banks, bondhold-
ers, and lenders want maximum security (i.e.,
government security) in return for their invest-
ments. Sometimes government-backed loans are
cheaper, as well. In addition, some GSOs advance
particular business projects, such as real estate
developments and infrastructure expansions.
Finally, GSOs present opportunities for individ-
ual business and government leaders to acquire
money and prestige.

In sum, GSOs are unique organizations that
serve many interests of governments and busi-
nesses, and as a result their use is widespread.
In the next sections I define accountability and
examine concerns about the extent to which
GSOs are accountable to the governments that
established them.

Fundamentally, accountability is the process of
judging an organizational action or result against
a standard, and then acting on that judgment. The
standard by which GSO processes and outcomes
are measured is the extent to which they advance
their mission to serve the public good. A GSO that
deviates from its mission will be referred to here
as “unresponsive,” or, equivalently, “corrupt,”
while one that fulfills its mission is “responsive,”
or, somewhat more loosely, “accountable.” I use
the term “corruption” here to mean deviation
from the standard, a definition that captures the
essence of the term as used in recent research.
Specifically, one common definition of corrup-
tion is “the illicit use of one’s position of power
for perceived personal or collective gain,” and
inherent in this definition is an implied judgment
against a standard: the use of the term “illicit”
suggests that someone has stood in judgment on

this use of power."

GSO operations are
typically off budget, thus
cloaking their affairs and
expenditures from public
scrutiny. Sometimes the
organizations’ very

existence is obscured.
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Accountability is multidimensional, includ-
ing upward accountability to government and
the public, downward accountability to the cli-
entele, and lateral accountability to peers and
other reference groups.? There are many ways
to hold an organization accountable, including
the establishment of watchdog agencies, an
independent and accountable judicial process,
an independent and healthy civil society, and
the criminalization and prosecution of corrupt
behaviors and acts.?! Although governments are
the main actors holding GSOs to account, other
organizations and interest groups have some
power to do so. For instance, clients and other
stakeholders can hold GSOs accountable either
for their particular interests or for the public
good. They can take their business elsewhere,
develop competing or countervailing organiza-
tions, involve the press, or lobby their elected
representatives. Accountability is also charac-
terized by a variety of activities that must occur
at different points in time—such as during the
process of establishing a GSO, while the GSO is
performing, and when evaluating the organiza-
tion’s performance.?

When assessing an organization’s account-
ability, modeling both process accountability
and outcome accountability is crucial, because
the connection between an accountable process
and an outcome that can be described as account-
able is often broken. For instance, if policy advice
is secret and a GSQO’s operations are concealed
from independent inspections, even though its
outcomes can be measured its process account-
ability cannot be.?? Finally, both too little and too
much accountability can be problematic: in some
cases, an organization’s mission is impeded by
excessive accountability requirements.?*

In political science, the issue of organizational
accountability is couched as finding the “proper
balance between administrative discretion and
indirect popular control of government.”? In
the United States, this conceptualization can be
traced to Woodrow Wilson’s view that elected rep-
resentatives set policy whereas their appointed
bureaucrats administer it. Wilson’s view is
similar to an early distinction drawn in Australia
between “executive” and “administrative” work.?

However, Wilson believed that separating policy-
makers from administrators is only workable
when both the policy-makers and their admin-
istrators have similar (i.e, clear and correspond-
ing) views of the purpose of government, and
since such convergence is rare, there is always a
tension between legislators and administrators.?”
With GSOs, the environment is typically more
complex, with three parties involved: legislators
set the policy, the GSO administers it, the regula-
tor watches the GSO, and legislators watch the
regulator. This more complex situation makes
Wilson’s notion of a workable interaction that
much more difficult to achieve.

Since GSOs are created by governments to serve
their citizens, the fundamental standard against
which GSOs are judged is the extent to which their
activities advance the public good. In general,
when observers describe lack of responsiveness
and corruption at Fannie Mae, they are concerned
with that organization’s excessive risk taking, its
highly paid executives, its monopoly power in
the housing finance sector, its lobbying power in
Congress, and its general “lack of accountability.”
Each of these criticisms implies a standard: that
a GSO should not take risks like a business, that
its executives should not be paid salaries like top
CEOs, that monopoly power is unacceptable, and
so forth. Often, these standards embody attitudes,
beliefs, and moral judgments about what good
government should be.

Public standards for GSOs do not necessar-
ily rise to the level of embodiment in law. For
instance, in 2003 the head of the New York Stock
Exchange resigned after a series of trading
scandals and widespread criticism of his $140
million compensation package. While the com-
pensation package may have been in line for the
head of a major corporation, it was considered
if not illegal then inappropriate for the head of
what was at that time a quasi-public regulatory
institution.?® In 2004, after a history of irregulari-
ties, the management of Fannie Mae was found
to have misapplied accounting principles, and
was required to resubmit financial statements
for the previous four years;? its auditor, chief
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executive, and chief financial officer were fired;*
and its CEO was sued by the government to
return certain bonuses (but he was not crimi-
nally prosecuted).?

Today, there is widespread concern that, in
comparison with government departments, the
entire gray sector is unresponsive to public
standards.? The most serious implication is, as
Koppell writes, that government dependence on
GSOs “insulated from the public and their elected
representatives, threatens the very legitimacy
of a democratic political system.”** One impor-
tant question is just how far should a GSO be
allowed to deviate from the standard of fulfilling
the public good?

The organizational design of a GSO can be either
responsive or nonresponsive to its mission. For
example, an elite might deliberately encourage
mission corruption by employing hierarchical
power to implement it,* or top management
might limit information and responsibility among
employees and establish nonresponsive norms
that are then rewarded.

Organizational design is the “process of spec-
ifying optimal combinations of organizational
characteristics to achieve organizational out-
comes.”® As in the private sector, GSO manag-
ers manipulate the variables of organizational
design—structure, decision making, control
and motivation, work design, and culture—to
achieve their goal. The limited research on the
relationship between organizational design and
accountability suggests that some aspects of
organizational design enhance the probability of
an organization’s being accountable, while others
reduce it.* For example, centralization has been
shown to be related to secrecy, and ethical cli-
mates (i.e., cultures) have been shown to vary
from different types of organizations.>” In general,
it is believed that one way that regulatory and
bureaucratic controls work is by their influence
on an organization’s design.

One common rationale for establishing GSOs
is that they will be designed to implement more
effective procedures than are possible in gov-
ernment—for example, they will be designed to

be more accountable than government depart-
ments. It is often stated that GSOs replace
“government bureaucracy” with “business effi-
ciency.” Translating this into the language of
organizational design researchers, the rationale
for creating a GSO is that when certain tradi-
tional, systematic organizational designs used by
governments are ineffective, they should either
be changed or their work should be outsourced
to a new organization that either implements
the original design more effectively or operates
under a new design that will be more effective. In
practice, legislators may have little confidence in
improving upon an existing government design.
For example, they may not believe that a govern-
ment department can change from a bureaucracy
into a more flexible and organic organization—
the type of organization I will refer to here as an
“enterprise.” Instead, they prefer to replace the
government department with a GSO that prom-
ises to be better designed. Such beliefs can be
summarized as follows: government bureaucracy
is bad; government flexibility is impossible; and
any GSO design, whether bureaucracy or enter-
prise, is likely to be an improvement. There is
little evidence that GSOs are designed to be
enterprises, however. From all accounts and
criticisms, and like most businesses, most GSOs
are bureaucracies.

Just as the universe of organizational designs
for businesses is defined by a continuum from
bureaucratic/mechanistic to enterprising/flex-
ible/organic, so the designs of GSOs can be simi-
larly arrayed. On the face of it, it appears that
GSO responsiveness could be attained more
readily from enterprise designs, which are inher-
ently more participative, involving, and trans-
parent than bureaucracies—and, sometimes,
even more democratic.’® For example, Flinders
and Martin J. Smith suggest that a new kind of
GSO design might offer a variety of channels for
participation.? They would make at least one
factor of quango design (decision making) more
organic and thus make quangos more responsive.
However, researchers should use a contingency
approach to determine which type of GSO is more
effective in enhancing accountability: a central-
ized system with many rules, regulations, and
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directive leadership, or a decentralized system
characterized by employee participation that
responds to customer feedback—or some com-
bination of the two.

In sum, just as they are used to analyze and
determine a business organization’s path to
effectiveness, so might these organizational
design factors be used to analyze and deter-
mine a GSO’s path to accountability. In practice,
however, the governments that create GSOs
focus primarily on crafting legal parameters
and designing an external regulatory process,
and they are likely to view any attempt to influ-
ence organizational design as undermining man-
agement prerogatives and motivation. In stark
contrast, when the public eye turns to GSOs, it
wants to see inside them—to see what people
are paid, what kind of people are running the
organization, and whether the system is fair. The
public not only cares about outcomes, it cares
about process. One reason for this vision is that
the public sees the organization through a moral
as well as alegal lens, and perhaps the public has
a point: it is likely that organizational design is
a factor, perhaps a major factor, in establishing
GSO accountability.

Several systemic factors make bureaucratic
control and oversight of GSOs difficult. To begin
with, because there are no unified standards for
the design of GSOs, legislatures have promul-
gated a heterogeneous organizational sector that
is difficult to categorize. Second, the growth in
the number of GSOs compounds this complex-
ity. Adding to the problem, some GSOs are con-
stantly in flux, increasingly adding or, as recently
occurred with Fannie Mae, subtracting privatiz-
ing features, and sometimes evolving into fully
private companies.

In addition, whether despite or because of their
heterogeneity, GSOs as a population represent
power centers that may self-identify, and they
might further enhance their power by identify-
ing themselves as a class of organizations that
have interests in common.* GSOs sometimes
argue that, as a unique class of organization, they
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should receive unique legal and other treatments.
To illustrate, there is a growing body of case law
that deals with such issues as whether GSOs, as
quasi-government organizations, have immunity
from certain lawsuits, and whether, as quasi-busi-
ness organizations, they must follow the laws that
cover businesses.!!

It remains to be seen whether the growth
and evolution of the GSO population itself is an
improvement for citizens. One might argue that
the more complex, diverse, and changing the pop-
ulation of GSOs, the more bureaucratic control
becomes difficult and the higher will be the level
of corruption. It would follow that homogeniz-
ing GSO organizational designs might reduce that
corruption. On the opposite side, one might argue
that it is precisely the diverse population of GSOs
that will serve the particular needs of the citizenry.
Ultimately, the fundamental question is, what is
the best mix of organizations?

Jone L. Pearce has pointed out that in the
management literature to date, the study of
the variety of existing organizations has been
neglected.”? GSOs are influential organizations
that serve commercial as well as societal pur-
poses, create return for stockholders, contract
with businesses, and compete in the private
sector. They impact businesses, governments,
societies, and economies. Today we know that
we who study and work in the business sector
neglect the study of GSOs at our peril. In order
to clarify the relationship between business
and government and advance public policy,
this article furthers systemic understanding of
the ways in which GSOs can deviate from their
fundamental mission to serve the citizenry as a
whole. Such understanding can help guide think-
ing about which types of organizations—whether
public, gray, or private—and which sets of orga-
nizations are most likely to populate a society
that is responsive to its citizens.*® In my opinion,
there is no organizational design issue of more
ethical importance than one that touches on the
viability of democratic governments—which the
existence of this powerful organizational gray
sector certainly does.

It remains to be seen
whether the growth

and evolution of the

GSO population itself
is animprovement

for citizens.
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Disruptive Hybridity:
The New Generation of
Political Advocacy Groups

This article proposes
that far from a
disengaged political
citizenry unchanged
by the new media
environment, a new
generation of
political advocacy
groups have
emerged and are
crafting novel
strategies for political
engagement and
mobilization.

by David Karpf, PhD

Editors’ note: This article was adapted from The
MoveOn Effect: The Unexpected Transformation
of American Political Advocacy, by David Karpf
(New York: Oxford University Press, 2012).

OST AGREE THAT THE INTERNET’S EFFECT

on American political organiza-

tions has been profound. That said,

current research about the Inter-
net and politics holds two competing claims to
be true. First, the new media environment has
enabled a surge in “organizing without organiza-
tions.” We no longer need organizations to start a
petition, create media content, or find like-minded
individuals. Second, many fundamental features
of American politics—from the average Ameri-
can’s lack of political knowledge or interest to
the elite nature of major political institutions—
remain unchanged by the new media environment.
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Everyone can now speak online, but surprisingly
few can be heard.

I offer a third claim that modifies both of these
perspectives: changes in information technology
have transformed the organizational layer of
American politics. A new generation of political
advocacy groups have redefined organizational
membership and pioneered novel fundraising
practices. They have crafted new tactical reper-
toires and organizational work routines. Politi-
cal mobilization is rarely spontaneous, and the
organizations that mobilize public sentiment have
changed as aresult of the Internet. The real impact
of the new media environment comes not through
“organizing without organizations,” but through
organizing with different organizations.

Though Internet-mediated organizations have
played a prominent role in American politics for
a dozen years, we still know very little about their
operation; amid all the attention to trends in social
media, the transformation of political organiza-
tions has gone overlooked.

#WIUnion

For three and a half weeks, from February 16
through March 9, 2011, Wisconsin was home to
the largest American labor protest in a genera-
tion. Unlike the Egyptian uprising that occurred
mere weeks beforehand, public observers did not
attribute a causal role in the Wisconsin protests
to social media—no one believes Twitter caused
the Wisconsin standoff. The Internet did play
an essential mediating role, however, and it is
through such large-scale events that the important
niche now filled by a new generation of political
advocacy groups becomes clear.

The labor protests in Madison began as a local
reaction to a state policy matter. On February
15, 2011, recently elected Republican Governor
Scott Walker unveiled his budget repair proposal.
Included in the bill was a provision that would dra-
matically curtail the collective bargaining rights
of public employee unions. Under the guise of a
short-term budget crisis, the new governor was
attempting to cripple a core constituency of his
Democratic opposition. Unions are not only reli-
able sources of Democratic-leaning votes; they
also provide key organizational support during

election seasons. As such, weakening the union
movement is in the long-term electoral interests
of the Republican Party network. With Republican
majorities in Wisconsin’s state senate and state
assembly, Walker had every reason to expect
his bill to pass quickly into law. Democrats were
outraged, but they had few bargaining chips. The
entire fourteen-member Democratic state senate
delegation (quickly dubbed “the Wisconsin 14”)
decamped to neighboring Illinois, forestalling an
immediate vote. Local union members turned
out by the thousands, setting up a massive peace-
ful demonstration within and around the capital
building, and the national labor movement—orga-
nizations like the American Federation of Labor
and Congress of Industrial Organizations (AFL-
CIO) and the Service Employees International
Union (SEIU)—quickly joined these protesters.

The labor movement was not alone in this
conflict; the netroots also immediately joined the
fray. MoveOn.org reached out to its five million
members, generating 150,000 notes of support for
the Wisconsin 14 in a matter of days, and DailyKos,
Democracy for America (DFA), and the Progres-
sive Change Campaign Committee (PCCC) all
launched fundraisers for the state senate del-
egation. On February 27, a netroots-led coali-
tion held solidarity rallies in every state capital,
drawing fifty thousand attendees and additional
press attention nationwide. Meanwhile, Madison
became “ground zero” for netroots organizers.
Bloggers and field campaigners arrived in the state
capital to help coordinate logistics, organize pres-
sure tactics, and cover the details of the struggle.
Armed with flip cameras, they interviewed local
protesters and rapidly compiled issue advertise-
ments. They then quickly turned to their national
membership base for funding, and placed the com-
mercials on local television.!

The nearly monthlong protest was the “largest
continuous demonstration for workers rights in
decades.” Daniel Mintz, MoveOn’s advocacy
campaign director, remarked, “What happened
around Wisconsin showed the most energy
since 2008 and, in a non-electoral context, since
the start of the Iraq War.”® Though the governor
obtained passage of his bill on March 9, by then
the damage had been done. His public approval
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ratings plummeted, and the Republican gover-
nor of nearby Indiana decided against pursuing
a similar bill due to fear of public reprisal.* An
energized coalition of local and national progres-
sive organizations immediately announced recall
campaigns against six vulnerable state senate
Republicans. Democracy for America alone hired
thirty-five field staff to work full-time on those
recall efforts. The August special elections suc-
ceeded in unseating two of those senators, consid-
erably narrowing the Republican senate majority.

There are three important lessons about the
Internet and political advocacy that we should
take from Wisconsin. The first is that Internet-
enabled political organizing moves fast. Prior
to the protests, netroots organizations like the
Progressive Change Campaign Committee and
Democracy for America had no developed staff
capacity in Madison. Yet, within forty-eight hours
of the day Governor Walker unveiled his bill, they
had diverted their attention away from the federal
level, re-tasking key staffers, educating their mem-
bership, crafting online petitions, and raising
funds. Over the following two weeks, they had
organized mass protests in fifty state capitals. In
an era of twenty-four-hour news channels, blogs,
and Twitter updates, news cycles move fast, and
netroots organizations have fashioned themselves
to keep apace.

The second lesson is that the interest group
ecology associated with the Democratic Party
network has changed. The liberal coalition has
for decades been composed of single-issue groups
that remain concentrated within their “issue silo.”
The American Civil Liberties Union (ACLU) and
the Sierra Club may agree in spirit with the Wis-
consin protesters, but they aren’t going to mobi-
lize staff and financial resources to support them.
Members donate to these groups to represent
their interest in civil liberties or environmental
protection. Their annual dues provide a reli-
able basis for lobbying staff and policy experts,
both in Washington, DC, and in states across the
country. The netroots define membership differ-
ently, disassociating it from financial transactions.
Instead, they rely upon a fluid fundraising model
based on targeted, timely action appeals. As a
result, the netroots become “issue generalists.”

SPRING 2014 - WWW.NPQMAG.ORG

Staff structures and tactical repertoires are all
built around the Internet. This yields new work
routines, communications practices, and broad
strategic assumptions. While other left-leaning
interest groups remained focused within their
traditional issue silos, the netroots swarmed to
Wisconsin, providing a nationwide cavalry and
expanding the scope of the conflict.

The third lesson is that Internet-mediated polit-
ical organizing is hardly limited to blog posts and
e-petitions. Critics who dismiss Internet activism
as mere “clicktivism” focus attention on particular
digital tactics and argue that historic movements
for social change require deeper commitments
and stronger ties than those found on Facebook
or Twitter.® Some proponents of Internet activ-
ism, also focusing on these digital tactics, argue
that they are a new form of action and should be
treated as “social movement theory 2.0.”¢ Neither
of these perspectives captures what we saw in
Wisconsin, where a new generation of large-scale
organizations demonstrated their capacity to
mobilize substantial resources over a sustained
time period. By ignoring the organizational layer
of the public sphere, we have missed important
developments in American political engagement.

Divergent Internet Effects: Organizing

without Organizations

Within Internet studies, there is a popular line
of thinking concerned with “organizing without

” «

organizations,” “open-source politics,” or “social
movement theory 2.0.”” According to this strand
of theory, the traditional logic of collective action
has been fundamentally altered by the lowered
transaction costs of the new media environ-
ment.? The argument is that formal organizations
are no longer necessary, since individual tactics
like e-petitions can now be organized online and
information can spread virally through social
media channels like blogs, YouTube, Facebook,
and Twitter. In other words, we are all our own
publishers and political organizers now.

The “theory 2.0” tradition has made a sub-
stantial contribution in identifying the significant
implications of lowered online transaction costs.
Indeed, “mass self-communication” is now pos-
sible in a manner unlike ever before.’ And social

By ignoring the
organizational layer of
the public sphere, we
have missed important
developmentsin
American political

engagement.
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network-based communication occasionally
spirals into collective action, leading to online
protest actions and offline political scandals. In
the language of social movement scholars, we
have seen the birth of new “repertoires of con-
tention.”*? Online groups can form through Face-
book. Offline meetings can be organized cheaply
through Meetup.com. Political campaign com-
mercials can be remixed and posted on YouTube,
garnering millions of views. Media content is
now spread through Twitter and the blogosphere,
bypassing traditional gatekeepers. The costs of
engaging in many individual acts of political
speech have become infinitesimal, particularly in
a stable democracy like the United States, where
citizens do not face the looming threat of govern-
ment reprisal.

But critically missing from this line of research
is the notion of scale. Lowered transaction costs
have made individual political actions far easier,
yet sustained collective action continues to require
organization. Indeed, every large-scale example
of “open-source organizing” or “commons-based
peer production,” be it the Linux operating system
or Wikipedia, develops an organizational hierar-
chy of some sort.!! Linux is run by Linus Torvalds
and his “lieutenants,” and a large proportion of
the edits to Wikipedia come from a core group of
volunteer administrators. The political arena is
no exception. Large-scale contests over political
power, such as occurred at the Wisconsin state
capital, require organization. Changes in commu-
nications technology alter one set of organizing
constraints by dramatically lowering the marginal
cost of communication. But another set of politi-
cal fundamentals remains unchanged.

Largely in response to the “organizing without
organizations” line of research, a set of critics
have emerged, dismissing online activism as
mere “clicktivism,” or “slacktivism.”’? According
to their arguments, the Internet’s effect on politi-
cal institutions is minimal, and may even have
deleterious unintended consequences. Malcolm
Gladwell suggested, in a widely read New Yorker
essay, that “the revolution will not be tweeted.”!?
He argued that social media tools fail to promote
the type of strong interpersonal ties necessary
for successful social movement organizing. Stuart

Shulman has warned that waves of e-petitions
and online public comments will swamp federal
agencies in “low-quality, redundant, and generally
insubstantial commenting by the public,” drown-
ing out more substantive citizen participation.!
Evgeny Morozov dismisses most digital activ-
ism as “slacktivism” and argues, “Thanks to its
granularity, digital activism provides too many
easy ways out.”*® Waves of new online communi-
cations tools lower the costs of citizen input, and
this in turn unleashes waves of low-cost symbolic
actions with little or no political impact. Under-
lying these observations is a deeper concern
that, to the extent that e-petitions and Facebook
clicks substitute for deeper citizen engagement,
they may breed resentment and increased apathy
toward government action. When all that click-
ing produces no change, they reason, citizens will
turn bitter or tune out.

The “clicktivism” critics are right to question
the value of an individual e-petition or Facebook
group. Judged by the standard of traditional power
analysis, which Robert Dahl classically defined in
1957 as, “A has power over B to the extent that
he can get B to do something that B would not
otherwise do,” the average e-petition is a shallow
intervention indeed.'® Powerful actors are unlikely
to choose a different course of action solely on
the basis of a digital signature list. But it is also
only a single tactic. As we saw in Wisconsin, such
tactics hardly capture the extent of online orga-
nizational ventures. Furthermore, as we will see
in the following section, such criticisms lose their
sting when placed within the context of political
advocacy organizations. The average e-petition is
indeed of minimal value, viewed in isolation. But
so is the average written petition. Digital activism
is not a replacement for the Freedom Riders of
the 1960s; it is a replacement for the “armchair
activism” that arose from the 1970s interest group
explosion.

The Organizational Layer of Politics

An intermediary layer exists between govern-
ment institutions and the mass citizenry. My
interest lies in this often-overlooked corner of
political communication research—the organiza-
tional layer of American politics that facilitates
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interaction between government elites and mass
publics. Studies of political organizations have a
grand pedigree in political science, dating back
to the early pluralists who viewed government as
a neutral arbiter in the battle between organized
citizen interests.!” As we have learned more about
the fundamentals underlying political institutions
and political behavior, organizational studies have
drifted into isolation. Part of the problem is meth-
odological: it is nearly impossible to establish the
immediate impact of such groups. The field of inter-
est group competition rarely features unambiguous
wins. As Baumgartner et al. recently demonstrated,
identifying who wins and who loses among interest
groups is a daunting proposition in its own right,
with no “magic bullets” among the various tactics
and strategies.'® Merely estimating the size of the
interest group population is a devilish problem.*

The organizational layer of politics is not
particularly large.2’ Compared to the size of the
national population, issue-based political mobili-
zation is minuscule. The largest day of protest in
Wisconsin drew approximately 100,000 citizens, a
fraction of the state population of approximately
5,600,000. Tea Party protesters at each of the 2009
Health Care Congressional Town Hall meetings
numbered in the dozens, yet those dozens drove
anational media narrative. MoveOn’s five million
members represent less than 2 percent of the
American population. These are numbers that
would fit within the margin of error in a nation-
ally representative survey.

Yet there is good reason to believe that the
makeup of the organizational layer matters a
great deal for broader political concerns. Theda
Skocpol has found that the late-twentieth-century
decline in American social capital is likely tied
to the disappearance of cross-class federated
membership associations during the 1970s. Until
that time, social capital was built and maintained
through civic organizations. Those organiza-
tions changed when membership and fundrais-
ing regimes, along with the broader government
opportunity structure, shifted to favor profession-
alized, DC-based advocacy groups.?! It stands to
reason that the new wave of Internet-mediated
organizations will also play an intermediary role
in defining civic beliefs and citizenship ideals.?
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In a similar vein, recent scholarship documents
the central role that political organizations and
informal party coalitions play in public policy
decisions. Steven Teles documents the central
role played by conservative organizations like
the Federalist Society in fostering a broader con-
servative legal movement that has reshaped the
federal courts.?? Jacob Hacker and Paul Pierson
argue that American economic policy-making has
been driven firmly to the right by a network of con-
servative think tanks and advocacy organizations
founded in the “lost decade” of the 1970s.2* Seth
Masket argues that the deep polarization of leg-
islative politics is driven by informal party orga-
nizations at the local level that control resource
flows around political primaries.? Political party
networks are composed of both individuals and
organizations. Changes in the composition and
ideological position of these party networks affect
the content of American policy-making.

The Internet and Disruption Theory

The concept of disruptive innovation features
heavily in this narrative. The Internet has been
fruitfully described as a “sequence of revolu-
tions.”?® Because innovation continues at such a
rapid pace on the Internet, it has proven to be an
enduring challenge for those studying its effect
on politics. YouTube did not exist during the 2004
election, yet it was a fixture by 2008. The micro-
blogging service Twitter was still in its infancy in
2008. It is a fixture of the media landscape today.
Now that mobile web devices like the Android
phone and the iPhone are rapidly gaining market
penetration, new social experiments with geolo-
cational data are being devised. In the time that
elapses between my completion of this manu-
script and its physical arrival upon a bookshelf,
another major innovation or two is likely to be
heralded for “changing everything.”

As we have seen in communications industries
such as book publishing, newspapers, and music,
the Internet exhibits a tendency toward fostering
disruptive forms of innovation. The new media
environment has put traditional commercial
sectors into disarray. It is a classic example of

Because innovation
continues at such a rapid
pace on the Internet, it
has proven to be an
enduring challenge for
those studying its effect

on politics.
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what Clayton Christensen calls the distinction
between “disruptive” and “sustaining” innova-
tions. Sustaining innovations offer incremental
performance improvement in an existing field of
production. Disruptive innovations foster the rise
of a competing field of production. In so doing,
they undercut existing market forces.?” Under
such circumstances, the advantages of traditional
organizational bases of production are under-
mined; the stable revenue streams that supported
those organizations became unreliable.

Moments such as these tend to exhibit a gen-
erational character: old industrial leaders decline
and new industrial giants emerge. We are now wit-
nessing the same pattern unfolding in the non-
profit advocacy sector.
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HysripiTy AND PoriTicaL Apvocacy

From “Building the Actions” to
“Being in the Moment”:

Older and Newer Media Logics
wn Political Advocacy

We are becoming
more and more used
to following the news
via multiple media, as
well as to the speed at

which we are now

able to access, and
even get in front of, the
news. Political
activists, in particular,
are taking advantage

of this era shift.

by Andrew Chadwick, PhD

Editors’ note: This article was excerpted and adapted by the author from research for his new book,
The Hybrid Media System: Politics and Power, published by Oxford University Press, 2013.

HEN WAS THE LAST TIME YOU WATCHED
television news without your
smartphone or tablet close by?
When was the last time you

reached the end of a day having followed the news

using only one medium, whether print, broadcast,
or the Internet? And, if you work in an organiza-
tion that has anything at all to do with campaign-
ing, when was the last time you sat in a meeting
and did not have to think about how your strategy
might change according to the different media
through which you deliver it?

I suspect the answer to these questions is “a
long time ago.”

In my new book, The Hybrid Media System:

Anprew CHADWICK, PhD, is professor of political science at

Royal Holloway, University of London, and codirector of

the university’s New Political Communication Unit.
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Politics and Power, I look at the tumultuous
changes that have occurred during the last decade
in political communication.! Things have turned
out rather differently from what many of us imag-
ined in the late 1990s, when we first embarked on
trying to make sense of the implications of the
Internet for politics. The great digital disruption
is certainly very real, but it is everywhere accom-
panied by renewal and change among broadcast
and print media (and all of those organizations
suffused with their logics). The result is not only
a great deal of complexity and mess but also sur-
prising new patterns of order and integration.
The book’s central theme is the adaptation and
interdependence among older and newer media,
but also, more importantly, the political logics
associated with those media. Western liberal
democracies (and, one might argue, many non-

western or non-democratic political systems) now
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The hybrid media system
shapes the actions of
political and media
elites, social movements,
new protest movements,
ordinary citizens, and, of
course, advocacy and

campaign professionals.
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feature what I call hybrid media systems. In these
systems, politics is increasingly defined by the
organizations, groups, and individuals who best
blend the technologies, genres, norms, behaviors,
and organizational forms associated with older
and newer media. Power is now wielded by those
who create, tap, and steer information flows in
ways that modify, enable, and disable the power
of others across and between different media.

We now live in an era in which the “new” digital
media logics of the Internet and its constellation
of technologies and devices have become strongly
integrated with “older” media logics, particularly
those of broadcast television. It is the recombi-
nations of media logics that are now essential to
the conduct of public communication. The hybrid
media system shapes the actions of political and
media elites, social movements, new protest
movements, ordinary citizens, and, of course,
advocacy and campaign professionals. Yet, at the
same time, this system is itself a social and politi-
cal construction—the outcome of the incessant
power struggles that occur on a daily basis across
all fields of media and politics.

We can see this hybrid system in flow in political
parties and presidential campaigns, in journalism
and news making, in government departments and
political executives, and in public advocacy groups
and citizen mobilization movements as diverse as
WikiLeaks, MoveOn.org, the Sierra Club, Friends
of the Earth, and Amnesty International. We can
also see it in the organization that is the focus of
this article: the United Kingdom’s extraordinary
two-million-strong citizens’ movement, 38 Degrees.

Building the “Actions”

38 Degrees provides an excellent illustration of
how political activists now hybridize older and
newer media logics in their attempts to shape
news and policy agendas. Modeled in part on
America’s MoveOn.org and Australia’s GetUp!,
38 Degrees has mobilized highly visible campaigns
in a wide range of areas, including the environ-
ment, the National Health Service, media reform,
and constitutional reform. Founded just five years
ago, by January 2014 it had amassed a member-
ship of more than two million—around six times
the combined membership of Britain’s three major

political parties—the Conservatives, Labour, and
the Liberal Democrats.?

38 Degrees is initially best understood as
what I identified in the mid-2000s to be a new
type of hybrid mobilization movement.® Like
MoveOn—the first example of this organizational
type—38 Degrees is categorically not a traditional
membership-based interest group that has simply
“discovered” the Internet and digital communica-
tion networks. Instead, it is an organization born
of the great digital disruption, but one forced to
grow up in a media system not quite of its own
choosing. As a consequence, the hybrid mobiliza-
tion movement continues to morph in intriguing
and important ways.

Origins

38 Degrees emerged from an international
network coordinated by British career activists
David Babbs (executive director) and Hannah
Lownsbrough (former campaign director).
Ben Brandzel, who has played a pivotal role in
MoveOn, and Jeremy Heimans, who cofounded
Australia’s equivalent, GetUp!, performed outside
advisory roles. Startup funding came from, among
others, Gordon Roddick, husband of the late
Dame Anita Roddick, the businesswoman and
lifelong environmentalist behind the successful
Body Shop retail brand. The third founding leader,
Johnny Chatterton, arrived via a less conven-
tional route, one highly revealing of 38 Degrees’
organizational culture. Chatterton, who later
moved to work at online petitions site Change.
org, had been hired by Burma Campaign U.K.
after he “helped seed,” as he puts it, one of the
early examples of political activism using social
media: the Facebook group Support the Monks’
Protest in Burma, set up in 2007 to highlight the
Burmese state’s crackdown on anti-government
campaigns led by that country’s Buddhist monas-
teries.* This experience of being a young, techno-
logically literate online activist was important in
shaping Chatterton’s attitudes to organizing and
mobilizing; however, it was not only the power of
Facebook to quickly raise awareness of interna-
tional human rights abuses that fascinated him
but also the way that interactions among Internet
and broadcast media shaped the evolution of that
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campaign. “The Support the Monks’ Protest was
incredible,” he says, “because of these blurred
boundaries. We had the BBC giving me a special
number to call and an e-mail address to e-mail if
I heard anything out of Burma, so I could pass
the news straight on to these.” Established NGOs
such as Amnesty International also joined forces
with the Facebook group activists, and together
they launched a Global Day of Action for Burma
to raise awareness of conditions in that country.
Chatterton left to become 38 Degrees’ digital cam-
paigns manager soon after.

Internet-enabled experimentalism combined
with efficient and strategic organizational leader-
ship animates all of 38 Degrees’ activity. Babbs
speaks of the need to get the technical details of
the website “absolutely right,” and of how impor-
tant it is that the leadership provide a coherent
and efficient set of mechanisms enabling members
to have an influence on emerging policy agendas.
There are repeated references to “providing a
service” and “high standards” for members while
trying to strike a balance between being “disci-
plined and professional” and “relaxed and experi-
mental.” Without strong strategic leadership from
above and “an agenda of some sort,” says Babbs,
it “gets ragged and falls to bits—you lose focus,
and everyone feels dispirited.”

The “Actions”

A key element of this leadership-driven “service”
to members is what constitutes the key organi-
zational resource of 38 Degrees: the “actions.”
The organization has only a handful of paid staff
and around a dozen unpaid interns who undergo
short periods of volunteering in its central London
headquarters. When I visited, headquarters con-
sisted of a couple of rooms in a slightly scruffy
but functional office building off Kingsway near
the London School of Economics and Political
Science (38 Degrees has since moved to margin-
ally better accommodations, in Clerkenwell).
A small advisory board comprising the original
startup funders and some staff from other cam-
paign organizations meets about once a month
for a couple of hours. 38 Degrees does not hold
formal real-space conferences for members, and
there are no formal bureaucratic means by which
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members can expect to influence the leadership’s
decision making. The leaders even acknowledge
that the decision to call those on its e-mail list
“members” was a deliberate attempt to encourage
a sense of shared identity in the absence of tradi-
tional organizational mechanisms, though there
is also an awareness that becoming a member of
apolitical organization raises the bar too high for
many, so they talk about people’s “being involved”
or “joining in.”

But it is the “actions” that move 38 Degrees.
“Actions” is a totemic concept for the organization
because it provides identity and collective meaning.
And the construction of actions rests upon the
hybridization of older and newer media logics.

The 38 Degrees headquarters team speaks of

” «

“building the actions,” “trying out the actions,”
and “getting members to do the actions.” On one
level, the term “actions” has a simple meaning:
actions are specific activities that the leader-
ship aims to structure for its members to enable
them to exert influence on the mainstream news
media, online networks, and the policy agenda.
On another level, actions form the entire orga-
nizational basis of the movement. Actions are
technological enablers, but they often combine
online, real-space, and older media behaviors and
impacts. The website, the e-mail list, the social
media presence on Facebook and Twitter, and the
fundraising to place print ads in national news-
papers, together with the leadership team’s inter-
actions with—and judgments about—emerging
news stories, are the mechanisms through which
actions are developed.

Actions go beyond the simple expression of
opinion in online environments; they are con-
structed by the leadership team to have specific
and definable outcomes. Members are asked to
sign online petitions or send e-mails and make
phone calls to their MPs. They are asked to show
up physically at lunchtimes to protest in front of
buildings around the country, as they have done
on multiple occasions against proposed cuts to
Britain’s much-loved public service broadcaster,
the BBC, and its equally revered National Health
Service. They are asked to organize flash mobs
at political parties’ local constituency campaign
gatherings, as they did in several targeted seats

“Actions” is a totemic
concept for the
organization because it
provides identity and
collective meaning. And
the construction of
actions rests upon the
hybridization of older

and newer media logics.
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The leadership reacts
quickly to emerging
news agendas, but it is
able to do so with
legitimacy because it
also engagesin
continuous background
research on its

members’ views.
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during the 2010 general election, to raise aware-
ness of the political lobbying industry.

The 38 Degrees website enables these actions
by providing form e-mails and online petitions
that may or may not be personalized by individ-
ual members, together with information gener-
ated from tailored web databases. Alternatively,
members may be asked to very quickly contribute
donations to pay for prominent newspaper and
billboard advertising. These ads suddenly migrate
messages across media settings and are designed
to put pressure on elite media and policy-makers—
those more likely to pay attention to a full-page ad
in a national newspaper and be spurred to call the
38 Degrees office for more information or interview
Babbs for a television or radio package. The ulti-
mate aim of the actions is to send coherent, legiti-
mized, representative messages to government
and legislators at Westminster. Only through the
ongoing construction and modification of actions
can 38 Degrees lay claim to being an “organization”
in any meaningful sense of the word.

Being in the Moment

A typical working day at 38 Degrees begins before
the team arrives at headquarters. Staff members
conduct “media checks” and often discuss these
checks via e-mail during the night and in the early
morning. If an important news story emerges
overnight that fits with 38 Degrees’ underlying
progressive agenda, the leadership will try to
construct actions to engage members as quickly
as possible. The processes through which actions
emerge is therefore based upon the hybrid inte-
gration of media practices, the recalibration of
strategy on the basis of perpetual online feedback
from members, and a mixture of long- and short-
term routines that often revolve around sharing
information with other NGOs.

The leadership reacts quickly to emerging
news agendas, but it is able to do so with legiti-
macy because it also engages in continuous
background research on its members’ views. The
organization exhibits many of the features of the
classic single-issue “cause” group, but its techno-
logical infrastructure allows it to rapidly switch
focus from one issue to the next, run campaigns

across several issues at any given time, or quickly

drop campaigns that do not strike a chord with
members. Timeliness is essential to this mode
of operation. As Chatterton put it: “There will be
moments when people really care about some-
thing; maybe they've just seen it on the news and
thought, damn, I want to do something about that.
We hope to be in that moment and make it easy.”

E-mail underpins everything. Each month,
the leadership conducts a web poll of around
one-twelfth of its two-million-member e-mail
list. The aim of the monthly poll is to provide
headquarters with an understanding of issues
emerging among its membership base. But the
poll also contains a series of tracker questions
that can inform adjustments to a campaign as
it evolves, as well as a free block of questions
that the leaders use to “insert some questions
that are just relevant to that time, stuff that we're
particularly concerned about.” In addition, the
team issues specific polls on campaigns that they
would like to see run, or it offers members a set
of clear choices on how to approach a particu-
lar issue. The leadership also “seeds” ideas to
Twitter and Facebook to get arough sense of the
levels of concern, harvests comments on their
online petitions, analyzes them quantitatively,
and then uses the evidence in broadcast media
appearances. When Babbs appeared, in 2010,
before a House of Lords committee investigat-
ing the government’s Digital Economy Bill, he
presented thematically organized aggregated
evidence drawn from over twenty thousand com-
ments from those who had signed the online peti-
tion opposing the legislation.

Volunteers in 38 Degrees’ headquarters con-
tinually monitor suggestions sent to them through
the organization’s Facebook and Twitter profiles,
the website’s contact form, and via e-mail. The
campaigns director “runs a bit of a filter” on
those and then distributes them to the other team
members. The results of all of this are discussed
at the weekly staff meeting, where the team
makes strategic decisions. Actions often emerge
from these weekly meetings, but the process is
not straightforward. Often, members will convey
strong opinions in a monthly poll, but an action
suggested by the leadership will fall flat. Before
deciding to “go full-list” to all e-mail subscribers
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with a new action, the leadership usually sends
out test e-mails to just a sample. It then analyzes
click-through rates and conducts A/B analytics
with subject lines and framing, with the aim of
generating more enthusiasm with the e-mail’s
next iteration. Sometimes actions continue to fail
during testing and are simply abandoned. Some-
times actions are not generated at all because
the leadership is unwilling or unable to promote
the cause.

While this process is reminiscent of older-style
campaign message testing in broadcast environ-
ments, the time frames here can be extraordinarily
compressed—a matter of only a few hours. The
ritual is often conducted in real time from start to
finish, as the team clicks on an automated mass
e-mailer (provided by former Obama for America
public relations agency Blue State Digital) and
watches for the responses and metrics as they flow
in. As Chatterton described it: “It’s fairly rapid. We
can see those numbers coming in. When things go
really fast, you can tell. You can see it going, and
you think, we're fine, we can go. If you're not sure,
you need to keep on waiting, and then, if you're
still not sure after two hours, chances are. . . . So,
we examine what’s gone wrong there. Maybe the
subject lines are wrong, maybe the framing was
wrong, maybe the e-mail structure was wrong, or
maybe there’s another story that just exploded.”

A good example of these micro-cycles of mobi-
lization was the Trafigura affair of October 2009,
which has gone down in recent British political
history as a victory for freedom of expression over
media censorship. It ended with a successful cam-
paign to overturn a superinjunction forbidding the
Guardian newspaper from reporting a question
in the House of Commons regarding allegations
that amultinational oil trading company had been
responsible for the illegal dumping of toxic waste
in the Ivory Coast. Members of 38 Degrees played
an important role alongside the Guardian and
other British, and Norwegian, media organizations
in quickly mobilizing a flash campaign of con-
cerned activists, focused largely around Twitter.
As Chatterton reveals, victory came quickly:

The Trafigura injunction was very interest-
ing. We came into the office that morning,
and thought, what is going on here, it’s
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dreadful being censored in this way. What
can we do? We looked around and we
couldn’t find out through conventional net-
works, and then Twitter started bubbling
up that it was Trafigura. It probably took us
about ninety minutes from coming into the
office, knowing something had to be done,
and getting an action out and starting to
test it. And about fifteen minutes after, we
launched, and we’d had a crisis meeting with
the volunteers. We’d all sat around, figured
out what to do—the positioning. We got the
e-mail ready, got the tech ready, got people
writing to their MPs, saying, “This can’t
happen, you're censoring Parliament as
well”—because they weren'’t letting people
report what was being said in Parliament.
And then Trafigura folded, and their lawyer
Carter Ruck rescinded the superinjunction,
and it could be freely reported. That was an
incredible two hours for us. Conventional
NGOs couldn’t have responded in that time
frame and got that out.

Speed of reaction to emerging news agendas
therefore plays a hugely significant role in
38 Degrees’ approach to mobilization. But does
this approach put them at risk of becoming a
reactive organization whose goals are defined
by the headline writers of the professional media
organizations? This question sparks some fasci-
nating responses. The team is keen to stress the
importance of the ongoing processes of member
consultation and testing, the advantages (and not
the disadvantages) of following the mainstream
media’s agenda, and the significance of a particu-
lar understanding of authentic representation in
contemporary mobilization.

The leadership argues that campaigns do not
simply emerge from the “back of an envelope”
on a given day. “Scenario planning” for different
potential outcomes, “power analysis” to deter-
mine where to apply pressure, and identifying
“members’ concerns” through polling and moni-
toring of social media take up a great amount of
daily effort.- Citizen organizations often have very
little routine power when it comes to scheduling—
particularly in spheres of politics where timeli-
ness is important, such as when legislation enters
Parliament, a public figure delivers an important

Speed of reaction to
emerging news agendas
therefore plays a hugely
significant role in

38 Degrees’ approach to
mobilization. But does
this approach put them
atrisk of becoming a
reactive organization
whose goals are defined
by the headline writers
of the professional
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speech, or the editor of a newspaper launches an
investigative campaign. Babbs argues that the
Internet has allowed activists to “catch up with
the 24-hour news cycle, which, in the 1990s, poli-
ticians had learned to control.” As Lownsbrough
putsit: “I, as a citizen, am unable to determine the
parliamentary timetable. Not being an editor of
a national newspaper, I am unable to determine
what goes on the front page at any given time. But
Tam able to have an understanding of the fact that
on a day when that’s climate change, for example,
a substantial number of our members will want
to get in on thatf[. . ..] I don’t think that’s allowing
other people to set your agenda. I think that’s just
being responsive to the circumstances in which
we find ourselves.”

It became clear that several of the big cam-
paigns run by 38 Degrees did not emerge from
simple reactivity but from a confluence of long-
term planning and nimble responses to particular
events. A good example is the campaign against
cuts at the BBC. This had been identified as an
evolving priority but was only fully launched
when James Murdoch—who in 2010 was the
News Corporation chairman and chief execu-
tive—used a high-profile speech to criticize the
BBC. Another example is when 38 Degrees ran a
series of newspaper ads calling on its members to
e-mail the Liberal Democrat MPs involved in the
coalition talks during the aftermath of the 2010
general election. The aim was to pressure the
party into making electoral reform a condition of
entering into a coalition with the Conservatives
or Labour. At that time, 38 Degrees was also part
of a networked alliance of web-enabled activ-
ist campaigns, including Take Back Parliament,
Unlock Democracy, Vote for Change, Avaaz, and
Power2010 (which has since joined forces with
Unlock Democracy). Together, these groups orga-
nized a real-space demonstration in front of the
nation’s entire broadcast media in central London
just as the coalition talks began in earnest. Babbs
live-blogged the demonstration on 38 Degrees’
Facebook page using his smartphone, but he also
became enmeshed with television media that day,
and ended up participating in a hostile interview
with Sky News’ Kay Burley that quickly went viral
on YouTube.

But when it comes to this question of reac-
tivity, by far the most intriguing norm I have
encountered is that, in an era in which the
instantaneous communication of ideas via
digital technologies is increasingly the expec-
tation, it is the duty of any activist organization
to engage with the public on a real-time basis.
This is because the reactive, real-time nature of
a campaign is important for conveying to the
public an organization’s responsiveness and
authenticity. Launching quick responses to the
daily news agenda is more likely to convey that
the leadership is adequately representing its
members’ concerns. This is all the more impor-
tant in the absence of real-space decision-mak-
ing mechanisms. As Lownsbrough described it,
“[We...] communicate with people in a medium
which they know and you know to be almost
instantaneous|. . . .] If somebody sends you an
e-mail and it doesn’t resonate with what you're
experiencing that day, then that feels a bit inau-
thentic, because it’s an instantaneous form of
communication. So in the interests of authen-
ticity, when you're communicating with people
over the Internet I do think an awareness of
what’s happening that day is absolutely critical.”

Lownsbrough went on to describe speed as
“the contribution that online activism can bring to
the activism table,” and a force that can restore to
those who have become disengaged from politics
“some of the excitement that comes from being
right in something when the decision’s getting
made.” The belief is that reacting to the main-
stream media’s news reporting increases the like-
lihood of successful online mobilization, because
this will resonate temporally with members’ feel-
ings and provide them with symbolic rewards.
Real-time response is itself a mechanism that gen-
erates the substantive resources of authenticity
and legitimacy required by the leadership as well
as an ethic of solidarity between the leadership
and members. The temporality of the medium
becomes the message.

But still, this ability to react in real time is
shaped in advance by planning and preparation.
Seemingly loose, flexible, and “spontaneous”
mobilization—which takes place in some cases
within just a couple of hours—depends on a blend
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of viral messaging across its online supporter net-
works, ongoing organizational capacity through
online polling, a keen awareness of the policy
and news cycles, and interconnectedness with
the news values and temporal rhythms of older
print and broadcast media.

Building and Exploiting the
Hybrid Media System
These are 38 Degrees’ contributions to the
ongoing construction of the hybrid media system.
They have enabled the movement to recruit two
million members in less than five years and, on
occasion, to influence policy. In 2011 they mobi-
lized 530,000 people to sign an online petition,
100,000 people to e-mail their MPs, and 220,000
people to share a campaign on Facebook to
stop the British government from introduc-
ing plans to privatize more than a quarter of a
million hectares of the nation’s public forests.
In a move that was based on the understanding
that certain information signals are more likely
to be taken seriously than others by professional
journalists and political elites, 38 Degrees also
raised funds to commission the professional
polling company YouGov to ask a representative
sample of the British public about their views on
the government’s forest proposals. The results
revealed that 84 percent were opposed to the
plans. To reinforce the poll’s findings, 38 Degrees
then raised nearly £60,000 from members to
pay for a series of full-page ads publicizing the
poll’s findings in national newspapers. Babbs
and Lownsbrough also made several national
television and radio appearances. Within a few
weeks, the government’s plans were withdrawn.
As this article reveals, 38 Degrees employs a
careful division of labor in its approach to media.
Online media are perceived as better for tight
feedback loops, coordination, more active engage-
ment, and representing the movement to itself.
But being able to publicize its action through
broadcast and print media helps target policy
elites, validate the movement, and create highly
visible signs of its efficacy for wider publics.
Those working in these new fields of politi-
cal activism are both forging and adapting to
the hybrid media system. They cannily switch
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between older and newer media logics in attempts
to mobilize supporters and influence policy.
They use older and newer media to structure
the “actions” that serve as their only meaningful
organizational basis—but, as David Karpf has
forcefully argued, this is not “organizing without
organizations” but rather “organizing with differ-
ent organizations.”

There is a strong normative attachment to
being able to react extraordinarily quickly to
issues that rise to prominence in the “main-
stream.” Responsiveness produces and repro-
duces identity and solidarity because it meets
expectations of authenticity and connectedness
that have become embedded as cultural values
among activists who engage online. And yet the
actions that 38 Degrees’ leadership asks its net-
works of supporters to perform, such as donating
money for ads in newspapers and commissioning
opinion polls, are often far removed from what
we might think of as “online activism.” Indeed,
these new democratic forms of politics are
carved out of the hybrid spaces between older
and newer media logics. They rest upon—and
capitalize on—an acceptance of broadcast and
print media’s enduring roles.
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North Carolina in something of quandary. Gov-
ernor Pat McCrory signed a law last June making
North Carolina the first state in the nation to repeal
the statute authorizing L3Cs. That leaves only eight
states (and two Indian nations, the Oglala Sioux
and the Crow Nation of Montana) chartering L3Cs.
The last state to approve L3C legislation was Rhode
Island, in July of 2012. Regardless of where one
stands on the concept of L3Cs, there is little debate
that the momentum has slowed.

It may be as attorney with the Stoel Rives law
firm and publisher of the blog LLC Law Monitor
Doug Batey observed, on the occasion of the
North Carolina reversal: “With serious questions
being raised by academics and business lawyers,
one has to wonder why the states are rushing to
adopt L3C legislation]. . . .] The business lawyers
and professors are analyzing and criticizing the
L3C structure, the non-profit community and
other promoters are pushing the L3C law hard at
alocal level, and state legislatures are passing the
laws. But the issues raised by the commentators

Rick CoHEN is the Nonprofit Quarterly’s correspondent

at large.
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are apparently being ignored. This is not a good
way to make public policy.” Batey concluded,
“There are clearly substantial problems and issues
with the current form of L3C law that the states
are adopting. The existing L3C laws should either
be taken off the books or changed to address the
problems, and new laws in the current L3C form
should not be passed.”

Was Governor McCrory responding to struc-
tural or legislative drafting problems built into
the L3C law, or, as Forbes writer Anne Field
attributed to L3C adherent (and self-proclaimed
originator of the L3C concept) Robert Lang, was
McCrory’s and the legislature’s decision due to
the right-wing political trend that has enveloped
North Carolina??

In the highly polarized politics of the United
States, it is always possible to find perspectives
from the political extremes weighing in on most
issues. When North Carolina’s House of Representa-
tives voted down a law to authorize benefit corpo-
rations, WRALS capitol bureau chief, Laura Leslie,
mentioned that the legislation had been subject to
what its sponsor, Republican representative Chuck
McGrady, called “web chatter”—that the move-
ment for benefit corporations was, according to
Leslie, “part of a secret conspiracy to promote the
United Nations’ ‘Agenda 21’ sustainability efforts,”
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and therefore a “socialist plot.” This was after the
benefit corporation legislation passed North Caroli-
na’s Republican-dominated state senate fifty to zero.

Notwithstanding the political dramatics, the
problem for L3Cs looks to be less conspiratorial
and more pedestrian: there appears to be a dis-
junct between their purported reason for being
and how they actually function.

Why Be an L3C?

The simple definition of an L3C is an entity that
is allowed to make a (limited) profit but is com-
mitted to pursuing a charitable purpose. And to
look at any state’s list of L3Cs, it is not difficult
to imagine, at least by their names, that they may
indeed be, fundamentally, entities established to
pursue charitable activities but which, due to the
simplicity, brevity, and minimal oversight from
state agencies, have established themselves as
L3Cs instead of public charities. In other words,
they opted for the L3C instead of the 501(c)(3)
as their preferred vehicle. Why would anyone
opt to forgo eligibility for charitable donations
and instead register a charitable activity as an
L3C? One answer may be that by becoming an
L3C, these charitable entities bypass the tasks,
and legal costs, and annual filings and disclosures
required of 501(c) tax-exempt entities.

Even at the height of the Great Recession,
although many established nonprofits were
suffering from extreme shortfalls in charitable
donations as well as government contracts, new
nonprofits were constantly being created—and
with little evidence that the Internal Revenue
Service’s review constituted much of an obsta-
cle. Encouraged by any number of enthusiasts
devoted to promoting social enterprise, there is
something of an ethos in that sector that suggests
that with a good heart and creative spirit, notwith-
standing limited capitalization, you too can be a
social entrepreneur. In fact, getting approved for
tax-exempt status by the IRS is, by the looks of
things, as simple as getting a cup of coffee. And
this seems especially true with respect to L3Cs:
states request relatively little information from
L3Cs in terms of applications and reporting, and
appear even more willing to hand out L3C approv-
als than the IRS is vis-a-vis 501(c)(3)s. Indeed, it

isn’t particularly evident that, given the remark-
ably limited information required by states that
have authorized L3Cs, there is much that would
cause an L3C applicant to earn a rejection.

As with tiny charities that sometimes barely
exist—and after a period of time lose their tax-
exempt status for not managing to file even a Form
990N e-postcard—some of these L3Cs fall by the
wayside, presumably as their founders or organizers
realize just how tough it is to make their vision of
accomplishing a charitable purpose a going concern.
That said, interSector Partners, L3C, counts a thou-
sand active L3Cs in the nine states and, in the Oglala
Sioux nation, four entities that have opted for the
limited profit model as opposed to the public charity
structure—although it is conceivable that some of
these L3Cs might have some sort of affiliation with
existing 501(c)(3)s or 501(c)(6)s.

L3Cs in Action: The Mission Center and

the VSJF Flexible Capital Fund

Notwithstanding their currently uncertain status,
L3Cs can be found operating across the nation—
registered in one state, where they were first
authorized, but pursuing activity wherever their
missions take them. Given the range of charitable
missions L3Cs may pursue, the types of functions
and services they can take on are potentially as
diverse as those of public charities—different only
in that they are meant to be services delivered in a
for-profit environment. The Mission Center (TMC)
and the VSJF Flexible Capital Fund (Flex Fund)
are two examples.

An L3C located in midtown St. Louis,” The
Mission Center provides “back office” services
and support to nonprofit organizations®—typi-
cally accounting, human resources, and insurance
functions that small nonprofits may not have the
scale and desire to obtain on their own but could
afford if obtained jointly through this type of busi-
ness incubator. Established only recently, in 2010,
TMC describes itself (in all caps) on its website
as “THE NATION’S PREMIER SOCIAL ENTER-
PRISE INCUBATOR AND ACCELERATOR.”” TMC
may be young but it boasts a “board of advisors”
membership of well-known people: the aforemen-
tioned Robert Lang; John Tyler, general counsel of
the Ewing Marion Kauffman Foundation; Phillip
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Fisher, principal of Michigan’s Max and Marjorie
Fisher Foundation and founder of The Mission
Throttle L3C; and Barbara Levin, chair of the
board of Nonprofit Missouri, the state’s nonprofit
trade association. TMC’s ability to attract such a
high-level coterie of advisors suggests that these
persons of significant philanthropic and nonprofit
experience view the L3C as a serious and legiti-
mate organizational form for the accomplishment
of charitable purposes.

But TMC'’s services are not a line of business
unique or restricted to L3Cs. In both San Fran-
cisco and New York, the nonprofit foundation
Tides provides shared office and back office ser-
vices to a mix of some 230 nonprofits.® In a report
prepared by the Management Assistance Group
for the Eugene and Agnes E. Meyer Foundation,’
several models of back office and group purchase
services nonprofits were examined—with for-
profit, nonprofit, co-op, and even private founda-
tion providers—but nothing distinctly unique or
beneficial attributable to one business model or
another was discernable.

In December of 2013, the VSJF Flexible Capital
Fund, based in Montpelier, Vermont, received the
U.S. Department of Treasury’s approval to be a
Community Development Financial Institution
(CDFYI). Itis one of 210 L3Cs organized in Vermont,
according to interSector Partners. This L3C was
created by the Vermont Sustainable Jobs Fund as
a business lending program focused on “royalty
financing for growth stage businesses,” emphasiz-
ing investments in the “value-added agricultural,
forest products, and clean technology sectors.”*
The president of the Flex Fund, Janice St. Onge, is
the deputy director of the Jobs Fund, which was
created by the Vermont state legislature in 1995
to promote Vermont’s green economy.

Unlike the typical operation of venture capital
firms that offer companies equity financing in
exchange for some portion of ownership, royalty
financing is the provision of equity-like capital
financing in exchange for a designated guarantee
of apercentage of the business’s overall or product-
specific revenues without the company’s giving up
a stake in its ownership. Because of this focus on
revenues from a product or an array of products,
the Flex Fund targets “growth-stage businesses”
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that offer products that have a potentially high
return, rather than potentially precarious start-
ups. The Flex Fund website lists six investments
it has made in firms engaged in forest products,
specialty foods, and renewable energy.!! While
sustainability and environmental issues seem to
dominate the Flex Fund’s investment portfolio, it
is a little difficult to imagine that the Liz Lovely
cookie company, Vermont Butcher Block & Board
Company, and Vermont Smoke and Cure are the
tools of an L3C socialist conspiracy, as conjured
by some opponents in North Carolina.

As with The Mission Center’s back office incu-
bator for nonprofits, the royalty financing model
of Flex Fund isn’t unique to L3Cs. A number of for-
profit firms specializing in royalty financing have
arisen in recent years, such as Arctaris Capital
Partners LP, in Waltham, Massachusetts, Cypress
Growth Capital LLC, in Dallas, and Revenue Loan
LLC, in Seattle. And as a certified CDFI, the Flex
Fund isn’t alone in Vermont—it joins a CDFI com-
munity that includes the Vermont Community
Loan Fund, the Northern Community Investment
Corporation, Community Capital of Vermont, the
Opportunities Credit Union, and Rutland West
Neighborhood Housing Services—all 501(c)(3)
public charities, except for the credit union, which
isa501(c)(14).

Following L3C Activities: Oversight
and Accountability
For anyone interested in the financing of 501(c)
(3) public charities—or any other 501(c) tax-
exempt entities for that matter—it is possible to
examine their Form 990 filings with the federal
government, accessible on the GuideStar website
(among several others).? Limited as the 990 may
be, it is a multipage document with some break-
down of the entities’ general categories of income
and expenditures. Nothing like that exists for
L3Cs—or at least nothing that is easily accessible
to the public. An investigation of the reports filed
by L3Cs in some of the states that have authorized
them reveals painfully thin applications and even
thinner—boilerplate—updates.

Whether state-authorized L3Cs or benefit corpo-
rations, the creation of these “hybrid” entities has
not been accompanied by much of a structure for
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reporting, monitoring, and oversight. The legisla-
tion is at best imprecise as regards to what is meant
by “limited profit.” How would a state monitor
whether the substance of an L3C’s activities are in
pursuit of charitable purposes, given that the char-
itable probity of even some 501(c)(3)s has been
suspect? Moreover, the IRS has been quite expan-
sive re its willingness to accept a broad variety of
activities as charitable. What a state might hang its
hat on with respect to regulatory oversight (vis-a-
vis achievement of social benefits) of these entities
expressly designed to attract for-profits into the
arena of charity is difficult to say. It is fair to say
that, despite the endeavors and achievements of
the Flex Fund in Vermont, The Mission Center in St.
Louis, and others, there hasn’t been enough activ-
ity in these nascent corporate models to warrant
significant concern about the regulation of L3Cs;
there has been little of substance to regulate. None-
theless, it is difficult to argue with Elizabeth Grant,
the attorney-in-charge of the Charitable Activities
Section of the Oregon Attorney General’s office,
when she observed that the “benefit corporation
legislation eliminates the traditional fiduciary obli-
gation to maximize profits, but it fails to provide
any enforceable standard to guide the enterprise’s
pursuit of social benefits.”*?

Finally, the first principle of accountability is
disclosure, but disclosure is only effective when
the governmental office in charge of oversight and
accountability requires the revelation of pertinent
information—and then does appropriate oversight
of what is actually disclosed. Disclosure is only as
good as what is asked for. Below are some examples
of the state oversight of L3Cs that demonstrate the
limitations of what states have been and may cur-
rently be requiring of these hybrid organizations.

Reporting and Disclosure

In North Carolina, the latest list of active L3Cs
appears to show ninety-nine.'* For the entities
that are active, nearly all their filings—even
those with corporate existences in 2010, 2011,
and 2012, giving them some time to be active and
report—simply have on record in the state’s online
database their L3C articles of incorporation, all
nearly identical. For instance, the tripartite secu-
rities company Melana Development 1, Melana

Development 2, and Melana Development 3 filed
with the Securities and Exchange Commission,
but there is nothing about any of Melana Develop-
ments’ investment-generating efforts on the state’s
web page—only boilerplate text, such as the fol-
lowing for Melana Development 1:'°

Persuant [sic] to §57C-2-20 of the North Carolina General
Statutes, the undersigned hereby submits these Articles of
Organization for the purpose of forming a low-profit limited
liability company.

1. The name of the low-profit limited liability company is

Melana Development 1, L3C (the “Company”).

2. The Company shall have perpetual duration.

3. The name and address of the individual executing these
Articles of Organization is:

Name and Address Capacity
Keith Brown Organizer
232 W. Winmore

Chapel Hill, North Carolina 27514

4. The street address, which is also the mailing address, and
county of the Company’s initial registered office are 232
W. Winmore, Chapel Hill, Orange County, North Carolina
27514.

5. The name of the initial registered agent is Keith Brown.

6. The street address, which is also the mailing address,
and county of the Company’s principal office are 232
W. Winmore, Chapel Hill, Orange County, North Carolina
27514.

7. The Company is manager-managed. Except as provided by
§57(-3-20(a) of the North Carolina General Statutes, the
members of the Company shall not be managers by virtue
of their status as members.

8. This Company is formed for both a business purpose and a
charitable purpose that requires operation of the Company
inaccordance with the requirements of §57C-2-01(d) of the
North Carolina General Statutes.

9. These Articles of Organization will be effective upon filing.

Follow-up annual reports, which are excep-
tionally rare, merely restate or modify the orga-
nizational structure, management, and registered
agent. Nowhere do they detail what the authorized
L3Cs are doing, and how.

North Carolina is perhaps a weak example,
given the state’s decision in 2013 to reverse its
L3C course, but other states do not seem to have
developed a significantly different reporting and
disclosure regime—at least not one that is easily
accessible. And the publicly accessible reporting
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by L3Cs differs little in other states. For example,
on the website of the Secretary of State in Illinois,
the public can search for the following informa-
tion about L3Cs (and, for that matter, LLCs):!

File Detail Report

e The File Detail Report on a corporation or
limited liability company includes the most
commonly requested information on the busi-
ness entity (i.e. exact name, date of forma-
tion/registration in Illinois, jurisdiction,
duration, name of the registered agent and
address of the registered office).

e The report on a corporation also includes the
names and addresses of the president and
secretary.

e The report on a limited liability company
indicates whether the company is member
managed or manager managed.

e The report provides the last date an Annual
Report was filed, indicating whether the
company s in good standing.

And the web page of Wyoming’s Secretary of State
lists sixty-five L3Cs (although it appears that some
twenty-eight have been dissolved as inactive);!”
but, as with the other L3C states, there is limited
descriptive information of the address and orga-
nizer associated with each L3C and in the online
information from annual reports, changes in
addresses, and registered agents.

An argument could be made that with the first
L3Cs created only as far back as 2009, there has
been less than sufficient time for many to be active
enough to have information worth revealing in
annual reports. But for firms that are now four
or five years old, and which may have had other
kinds of corporate existences—nonprofit or for-
profit—before restructuring themselves as L3Cs,
this argument doesn’t apply.

So what else, besides lax regulations and over-
sight, do L3Cs such as TMC, the Flex Fund, and
Melana Development get from their L3C struc-
ture that they wouldn’t be able to get as 501(c)(3)
public charities? Precluded from legally soliciting
donations that qualify for charitable deductions,
the benefits from the L3C status may boil down to
two: one inchoate (branding), and one expectant

(superior access to foundation program-related
investments [PRIs])—both far more consequen-
tial than a difference in filing paperwork.

L3Cas Brand Identity: Game on Law,

Civic Staffing, and Cross Movement

Social Justice Consulting

In Wilmington, North Carolina, “virtual lawyer”
Stephanie Kimbro has launched Game on Law, an
L3C that, she explains, uses computer games to
educate players about their legal rights. “The idea
is that they don’t really know they're playing an
estate-planning game,” Kimbro said. “But they see
the consequences because they see that they didn’t
do what they should have with their will.”*® Com-
mercial entities may sponsor different levels of
the game and offer prizes to players who conquer
those levels, such as a free mini-counseling session
with an estate lawyer, or will documents from
RocketLawyer. The charitable purpose may seem
a little sparse, but there is, as noted earlier, wide
latitude in charitable definitions.

On the Civic Staffing webpage, the firm’s iden-
tity as an [llinois-chartered L3C is not immediately
evident.’ The company fulfills “light industrial
temporary staffing needs” for employers in the
Chicago metropolitan area. Its charitable mission
is conveyed by its taking referrals for employment
from members of its “Civic Partner Network,”
nonprofits engaged in workforce development
programs funded by the United Way and local
foundations. The diverse members of the network
include well-respected nonprofits such as Catholic
Charities, Centers for New Horizons, Easter Seals,
the Lawndale Christian Development Corporation,
Mercy Supportive Housing, and Oxford House. The
Civic Staffing website distinguishes itself from other
job-placement entities with a statement address-
ing employers about social responsibility, and high-
lighting three aspects: the referrals from the Civic
Partner Network’s nonprofit members; Civic Staff-
ing’s embrace of the principles of ISO 26000—a stan-
dardized guide for corporate social responsibility;*
and media recognition accruing to the employers
for participating in a socially responsible venture.
Needless to say, light industrial temporary staffing
is awidely practiced business line for firms such as
Kelly Services, which, like many corporate entities,
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posts a corporate social responsibility statement.?*

In Ann Arbor, Michigan, Cross Movement Social
Justice Consulting is an L3C formed by Rosemary
Linares—a 2010 graduate of New York University’s
Wagner School of Public Service—that provides
consulting assistance in strategic planning, capac-
ity building, movement building, and intersectional
organizational development focused on “identity-
based oppressions, including racism, classism,
sexism, homophobia, transphobia, ageism, and
ableism.”? Linares explains on the company’s
website that “an L3C is run like a business and
is profitable, but its primary aim is to provide a
social benefit—through a double or triple bottom
line.”? But if, in Linares’ sentence, “nonprofit”
were substituted for “L3C,” for many groups the
idea would still be correct, as social benefit is a
primary purpose for nonprofits also, and nonprofits
have no intention of operating in the red.

Itisn't as if these L3Cs are cleaning up in terms
of returns for the owner-operators. Although L3C
legislation doesn'’t typically specify what consti-
tutes low profit, on an Americans for Community
Development chart comparing L3Cs with LLCs
and nonprofits, Lang posits a “return on invest-
ment” of between 0 and 5 percent.?* (Our guess
is that for most L3Cs the numbers would tend to
fall to the lower end of that range.)? Rather, it is
amatter of signaling—identifying L3Cs as a brand
that is subtly superior to nonprofits and, perhaps
less subtly, for-profits: compared to for-profits,
the L3C appears structured to be socially respon-
sible in a world where consumers are increasingly
attracted to corporate social responsibility (CSR).

And that is a strong marketing signal. The
authoritative Cone Communications global study
on corporate social responsibility in 2013 indicated
that 93 percent of the public want to see more of
their products support CSR, 87 percent consider
CSR when deciding what to buy and where to shop,
85 percent make CSR a factor in recommending
products and services to others, and 93 percent
are more loyal to companies with programs that
support social or environmental issues.*

But social responsibility is not the only signal
L3Cs are broadcasting. The Americans for Com-
munity Development chart compares the 0 to 5
percent ROI for L3Cs with “0 to negative 100%”
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for nonprofits, suggesting that nonprofits cannot
generate a surplus. (They can, of course, but any
surplus would be reinvested in the organization
rather than distributed to owner-investors.) In the
column headed “private sector resources,” L3Cs
are linked to the following statement: “Philan-
thropic source invests with a lower than market
rate of return; philanthropic investment lowers
the risk and raises potential ROI for subsequent
investors.” Nonprofits get a private sector resource
description: “Market incentives inadequate or non-
existent.”” The brand implication is that L3Cs are
superior to nonprofits in their ability to function
and generate a return on investment because,
unlike the image of nonprofits, L3Cs are tuned into
and responsive to the market.

In 2009, Laura Otten, director of the Nonprofit
Center at LaSalle University’s School of Busi-
ness, responded to the Americans for Community
Development chart, writing, “you see the sl[e]ight
of hand these self-promoters have used to create
this new organization that will compete with non-
profits. Too bad they, as so many others do, like to
spin things on an ignorant public, preferring sl[e]
ight of hand to truth [. . .]” she added. “Too bad
that these self-promoters didn’t understand, as so
many people don’t, what a nonprofit is and how it
operates. If they had, they would have understood
that there is no need for L3Cs, as nonprofits already
are a better model for achieving the same ends.””

Otten is picking up on the marketing and posi-
tioning of L3C adherents who signal that their
model is superior to nonprofits. For example,
in a case study of Maine’s Own Organic Milk
Company (MOOMilk) L3C, two authors wrote
about the options for setting MOOMilk up to buy
and market organic milk from ten northeast Maine
dairy farmers. After dismissing profit maximiza-
tion as a reasonable option for these small dairy
farmers, the two wrote, without any specific
explanation, “For Maine’s economy, a low-profit
firm was clearly superior to nonprofits.”? For
most observers, the dairy farmers seem perfectly
suited to be a producers’ cooperative—and may
actually be—but the MOOMilk L3C structure
serves a marketing and promotion function.

For many, “for-profit” is, inherently, definition-
ally better than all other alternatives. They have
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a belief in privatization in education and many
other arenas, and view “nonprofit” and “public”
as somehow lesser. Wise Philanthropy coprinci-
pal Richard Marker tells the story of the founder
of a largely self-funded, failed arts nonprofit who
became attracted by the L3C model. “He was
enticed by the L3C model because, at least as he
read it, more foundations and investors would be
willing to put in substantial money, he would have
an ownership stake, and, as he imagined, he would
be able to fulfill his dream and make money at the
same time,” Marker wrote. “[W]hat struck me was
that there was nothing about his description which
suggested to me that there was a viable business
model. If no one would contribute or grant to it
when it was a nonprofit, why would they invest in
it as a for-profit?”

The implicit bias is that for-profit status/own-
ership is somehow inherently superior to the
nonprofit form; that the (purported) discipline
of the market makes these charitable for-profits
somehow stronger and smarter than nonprofits;
and that, in contrast to the for-profit, the nonprofit
form almost always leads to subpar investment
and business decisions (thus the theory that a non-
profit ROI of zero is as good as it gets for public
charities). Nonprofit executives, who don’t take a
portion of the organization’s net earnings (prohib-
ited under rules against private inurement in public
charities), are viewed as somehow less commit-
ted and motivated than for-profit executives, who
take profit-based compensation. Advocates of
L3Cs conjecture that nonprofits lack the disci-
pline of competition in the market, overlooking
the constant competition in the nonprofit sector
for contracts and “market” position, and for access
to quality staffing and leadership.

The following proposal, put forward by Cause
Capitalism blogger Olivia Khalili, sums it up:
“Businesses are held financially accountable by
the market[. . . .] Why not also look at creating
superior nonprofits by applying specific market
mechanisms?”®! By investing in an L3C, in other
words, one is getting a superior brand of non-
profit entity—an assumption that, to date, is not
empirically verifiable. It may be that the very
limited results of L3Cs are attributable to their
short life spans thus far; but, if they are unable to

show substantive achievement in future, they will
become the newest—but certainly not the last—
example of the emperor’s new clothes.

L3Cs Following the Money: Private

Investment and PRIs

Marketing a brand leads a business to sources of
investment. Where might the nation’s L3Cs find
capital to advance their programs, which are
ostensibly geared toward a core commitment to
achieving charitable missions? The answer lies in
private investment and PRIs.

Private Investment

Presumably, the for-profit structure affords L3Cs—
and other hybrid entities—access to forms of
capital and, more generally, to the capital markets
in a manner that is superior to what nonprofits
might be able to raise. But Richard Steinberg,
Indiana University-Purdue University Indianapolis
professor of economics, philanthropic studies, and
public affairs, wrote in a 2012 review of hybrids that
“LLCs (Limited Liability Companies), L3Cs (Low-
profit Limited Liability Companies), CICs (Com-
munity Investment Corporations), B corporations,
Benefit corporations, and Social Impact Bonds lose
the efficiency advantage of traditional for-profits
and do not enhance access to capital over the non-
profit form.”? So which is correct? The problem
with Steinberg’s and comparable visions of L3Cs’
financial access is that they are rarely if ever based
on more than an example or two—if any—of the
financing going to and through actual L3Cs.

As few of the functioning L3Cs seem to be
active enough to warrant much regulation, there
are few that have much public evidence of capital
flows going to their business activities. But exam-
ples do exist—some of which tap the new world
of crowdfunding that has captured the imagina-
tion of nonprofits and individuals alike. Kimbro
plans to raise money for her Game on Law L3C by
launching crowdfunding campaigns on Kickstarter
or Indiegogo. In South Carolina, the founders of
Rock Hill Yoga hope to establish themselves as an
L3C, and have launched a crowdfunding campaign
on Indiegogo. Jennifer Lapidus appears to have
launched her Common Ground L3C mill with a
successful $18,000 Kickstarter campaign.
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Not all L3C crowdfunding campaigns are suc-
cessful. The Indiegogo campaign of Detroit EM
News L3C to raise $10,000 for a 2012 Halloween
masquerade event, for example, ended up with
no funds raised at all. Whether $45,000 for a yoga
studio or $18,000 for a wheat mill, these are small-
scale fundraising operations that are probably
little different from those of the tiny nonprofits
that charitable entrepreneurs initiate every year.

But while for-profit firms may have access to
capital markets for equity financing of a little more
size and substance than crowdfunding campaigns
generally bring, it does not appear that more than
a half dozen or so L3C efforts to raise more-sub-
stantial equity investment have been filed with the
Securities and Exchange Commission. The most
successful of these efforts appears to have been
MOOMilk L3C, which raised over $3 million in an
offering in May 2013.3* MOOMIilk is noteworthy in
that it raised exactly what it had sought; but for
the handful of others that have gone to the equity
markets the results have been smaller, as seen in
figure 1 (below)—though the Flex Fund, as a state-
created CDFI, has raised significant equity invest-
ment. The list indicates only a small proportion of
the field of authorized L3Cs making headway in
raising equity financing. And could they have done
just as well if they had not been L3Cs? The Flex
Fund is a CDFI structured as an L3C, but it is only

one of the more than 950 nonprofit and for-profit
CDFIs certified by the U.S. Department of Trea-
sury that have raised comparable or much higher
investment amounts from a variety of investors.*
It doesn'’t appear that the bulk of CDFIs have been
constrained by their lack of an L3C structure; nor
is the Flex Fund particularly advantaged.

In addition to the small movement into equity
financing sources, some of the other models of L3C
capitalization look to be as informal as crowdsourc-
ing or crowdfunding. For example, ReCitizen, head-
quartered in Washington, DC, but registered as an
L3C in Vermont, provides “web tools to advance
citizen-led regeneration of communities and natural
resources”—tools including crowdmapping, crowd-
sourcing, and crowdfunding.® It raises money by
charging $1,450 for two-day training programs to
become a Certified Urban/Rural/Environmental
Revitalization Specialist, and charging membership
fees for—and taking a cut of the proceeds from—
the use of its crowdsourcing tools. There is nothing
especially L3C-dependent in that business model,
though one might question whether a two-day train-
ing to be a “CURER” accomplishes much for the
people who pay for the training.

PRIs
Nonprofits in need of financing might be looking for
charitable donations or foundation grants for their

Figure 1: L3Cs” SEC Form D Filings of Exempt Offerings of Securities

Total Number
L3CName Filing Date Primary Industry Offering Amount Amount Sold of Investors
VSJF Flex Capital Fund Feb. 11,2014 Pg;"::’ |I:\Y:::$:::FF::3 $4,000,000 $3,100,000 R
Melana Development 3 Dec. 11,2013 Other $1,100,000 $50,000 1
Melana Development 2 Aug. 19,2013 Other $1,000,000 $1,000,000 3
Maine’s Own Organic Milk Company May 31,2013 Agriculture 43,080,000 43,080,000 1
Melana Development 2 Mar. 20,2013 Other $650,000 $650,000 3
VSJF Flex Capital Fund Jan.3,2013 ng"f;: ||:\‘:::tt$::tt:::§ $4,000,000 $2,490,000 21
Paradigm Project Nov. 21,2012 Other Indefinite offering size $929,000 4
Paradigm Kenya Jun. 4,2012 Other $2,500,000 $600,000 2
Mdi Clean Energy Partners Nov. 8,2011 Energy $1,000,000 $7,500 1
Melana Development 1 Aug. 22,2011 Other $500,000 $200,000 2
VSJF Flex Capital Fund Jan. 27,2011 Pooled. .. $4,000,000 $1,600,000 10
Mission Center Jan. 13,2011 Business services $500,000 $50,000 1
Paradigm Kenya Nov. 5,2010 Other $3,000,000 $675,000 3
Source: http://form-d.findthecompany.com/
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This listindicates only a
small proportion of the
field of authorized L3Cs
making headway in
raising equity financing.
And could they have
done just as well if they

had not been L3Cs?
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activities, and PRIs, being debt or equity invest-
ments by foundations in furtherance of their chari-
table purposes, would fit that bill. L3Cs, on the other
hand, not being 501(c)(3) public charities, typically
would not be soliciting or receiving money as such.
However, in news reports, either the press or some
of the L3Cs themselves appear confused about L3C
access to foundation grant support. For example,
the normally reliable Chicago Tribune described
former Chicago Mayor Richard Daley’s new L3C
(The Sustainability Exchange), established to
advise other cities on making infrastructure ret-
rofits and upgrades, as similar to an LLC—except
that it might have easier access to investments from
“grant-making nonprofits.”** And an article in the
Bangor Daily News indicated that MOOMilk’s L3C
status would “open the door to funding from foun-
dations and endowment.”>"

An L3C called SEEDR may be the exception
to the rule. The Atlanta-based international R&D
entity has been the recipient of two large grants
from the Bill & Melinda Gates Foundation,?®
including one in 2009, described as a grant of
$539,566“to develop a new line of insulated con-
tainers for transporting and storing vaccines and
other medicines in developing countries.”® The
grant looks for all intents and purposes like a
program-related investment, however, or perhaps
some other form of recoverable grant (if listed and
structured as a grant, even if recoverable, it would
not count as debt on the recipient organization’s
balance sheet). The second Gates grant appears to
be more straightforward: $88,700 over a 2.5-year
period for the same purpose as the 2009 grant,
looking like a supplement to the 2009 investment.

A couple of other L3Cs have scored foundation
grants. In 2010, the Ford Foundation awarded a two-
year grant of $420,000 to a Michigan-based L3C, Dis-
ruptive Innovations for Social Change, to document
and replicate a model continuum of job training and
job placement services**—a model of “employer
resource networks” that, by the way, sounds like the
kind of program that might have been developed by
any number of expert nonprofits in the job training
and job placement field.*! The Kresge Foundation
followed, in 2011, with a three-year general operat-
ing grant of $300,000.” That same year, Univicity,
a California-based entity that was organized as an

L3C under Wyoming’s statute, and which uses infor-
mation technology to improve the effectiveness of
humanitarian aid NGOs, received a $1.32 million
PRI from the Kay Family Foundation in California,
followed by another $250,000 PRI from the Kay
foundation in 2011—both to support the develop-
ment of specialized software. Later, Univicity spun
off one of its projects to become a new L3C called
Project Bonfire, which then received an $850,000
PRI from Kay.* But 501(c)(3) charities are meant
to be the primary direct recipients of project and
operating grants from private philanthropies, and
the Ford, Kresge, and Kay grants to L3Cs appear to
be anomalies. An L3C looking for foundation grant
support might be better off as a public charity, even
with the burgeoning “sector-agnostic” interests of
some foundation leaders.*

After all is said and done regarding finances,
L3C access to foundation PRIs like those of
Ford, Kresge, and Kay is the Holy Grail for these
hybrids—and, in fact, has from the start been the
generative theme behind the creation of L3Cs,
regardless of the frills of other kinds of private
financing and investment that L3C advocates tout.
All of the state L3C legislation is written to match
the U.S. Treasury Department’s definitions of
PRIs.* As described on the webpage of the Vermont
Secretary of State, “The basic purpose of the L3Cis
to signal to foundations and donor-directed funds
that entities formed under this provision intend to
conduct their activities in a way that would qualify
as program-related investments.” The constraint
is that foundations can use debt or equity invest-
ments that count toward their required qualified
distributions, or “payout,” only if they contribute
to the foundations’ charitable purposes.

Some L3C advocates want foundations’ award-
ing of PRIs to L3Cs to be easier and more auto-
matic. They decry the need, for instance, of the IRS
opinion letters that foundations frequently seek as
legal cover for making PRIs—presumably seeing
them as a reason why foundations do not often
make such investments in general, much less PRIs
to L3Cs. Indeed, with the support of the Council
on Foundations, L3C lobbyists have promoted
federal legislation that would make PRIs easier
for foundations in general, not only reducing the
need for IRS opinion letters but also allowing L3C
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recipients to voluntarily self-monitor and report on
their PRI-funded activities. (In a way, that matches
the minimal regulatory functions built into state-
authorizing legislation for L3Cs, in which there is
little in the way of reporting, and regulation would
be largely self-imposed.) There is nothing automatic
about PRIs, however, given the need for founda-
tions to be able to underwrite debt or equity invest-
ments—a categorically different and more complex
task than underwriting foundation grants, and more
complex for monitoring as well. The reluctance of
many foundations to make PRIs is fundamental:
the aforementioned predisposition toward making
grants rather than debt or equity investments
(which they can make from their endowments as
mission-related investments with more flexibility
than the strictures of PRIs); discomfort with the
notion of underwriting debt and equity (more of
a banker’s skill set than a grantmaker’s); and an
aversion to assuming the monitoring and reporting
requirements involved in fulfilling the expenditure
responsibility dimensions of PRIs.

New IRS guidance offers several model exam-
ples of private foundations using PRIs for for-profit
small businesses, demonstrating that PRIs are
not restricted to nonprofit recipients but are still
meant to fulfill charitable objectives, not income
or profit generation. That this recent IRS guidance
on PRIs doesn’t satisfy L3Cs demonstrates what
L3Cs want: amuch more flexible approach to PRIs,
more latitude on the definition of what constitutes
charitable purpose, and less IRS regulation of the
content and process of how recipients use PRIs.

Going Forward
Many of the people creating L3Cs are well-inten-
tioned individuals who are motivated by the idea of
using for-profit business models to achieve socially
beneficial goals. But they are pursuing these
models relying more on image and branding than
substance, on the assumption if not contention that
nonprofits are an inferior means of achieving social
goals, on a desire to escape even the minimal regu-
lation and oversight of public charities, and on the
all-consuming objective of getting access to private
foundation program-related investments.

While foundations can and should do more
program-related investments, they should be
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doing even more in the way of grantmaking,
which is still their foremost institutional function
in the charitable sector. While foundations can
and should be making socially beneficial PRIs to
arange of potential recipients (including certain
for-profit entities), as fitting the IRS instructions,
foundations need to remember and reprioritize
their commitment to nonprofits as their primary
constituency for grants and PRIs. While founda-
tions may use their assets for debt and equity
(contributing to their required 5 percent payout),
they should be devoting much more attention to
using the other 95 percent of their assets for mis-
sion-related investments, to push the corporate
sector to higher levels of social responsibility.

That being said, L3Cs do not seem to be an
improvement on the capacities and functions of
public charities. 501(c)(3)s are not precluded
from earning revenue, they are not precluded
from accessing program-related investments,
and they can even partner with for-profit enti-
ties to accomplish a wide variety of socially
beneficial purposes. The logic that L3Cs are
superior to nonprofits because of their for-profit
decision-making structures is not supportable.
Neither is the notion that business people are
somehow more intrinsically accountable and
market-oriented than nonprofits. Whatever L3Cs
are actually achieving is already well done by
the nonprofit sector across the country. There’s
nothing new except owners who, in theory, will
be able to personally benefit from whatever
profits the entities might generate.

Ultimately, the L3Cs lead toward a couple of
serious problems for the accomplishment of char-
itable functions in our society. There are already
challenges with transparency and accountability
for nonprofits; L3Cs represent a movement back-
wards in charitable accountability, avoiding the
relatively limited transparency measures appli-
cable to nonprofits by choosing the all-but-non-
existent accountability regimen that states apply
to L3Cs. Moreover, the L3C model fundamentally
angles for access to foundation PRIs. One might
argue that foundations should be engaged in
more mission-related investment, devoting their
investment assets to socially responsible business
ventures, but there is no compelling argument
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for foundations to divert PRIs—which count
toward their mandated qualifying distributions/
payout—from nonprofits to sui generis for-profit
L3Cs. L3Cs are an attractive brand for some poten-
tial investment sources, but are they an advance
over the 501(c)(3) public charity organizational
structure? The evidence over the past few years
is unconvincing.
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HysripiTY AND SociaL ENTERPRISE

Social enterprise’s
unique worth lies in its
ability to combine two

stories: the heroic

(defined by values of
the brilliant
entrepreneur, radical
innovation, and
dramatic solutions)
and the “small batch”
(defined by values of
community,
incremental
improvement, and
sustainability). But the
former tends to make
the headlines at the
expense of the latter. If
we want to ensure that
“small batch” values
maintain their place in
social enterprise
practice today and into
the future, we must
tell their story.

Celebrating “Small Batch”

Social Enterprise

by Brian Cognato

“People take on the shapes of the songs and the stories that surround them, especially if they

don’t have their own song.”

HE STORIES WE TELL SHAPE WHAT WE SEE. THEY
provide examples, pose questions, and
help us understand ideas—like morality,
feelings, and values—that are difficult to
address head-on. We know this intuitively in our
personal lives, guided by fables and parables, but
it’s no less true in our professional ones, where
stories help us choose the heroes we follow and
navigate complex ethical and strategic dilemmas.
This article compares two different stories that have
developed to help define the “child star”of the social
sector: social enterprise.! Each story communicates
a very different set of values, and one, which I will
call “heroic” social enterprise, has taken root in the
popular imagination at the expense of its alternative,
“small batch” social enterprise. It’s up to those of
us who care about the values of small batch social
enterprise—such as inclusion, community, and local
sensitivity—to tell their story and ensure they main-
tain their place in social enterprise practice today.

Brian CoeNaro is pursuing an MA in Public Adminis-
tration at the Trachtenberg School of Public Policy and
Public Administration at George Washington University.
He thanks Rindala Mikhael and Dr. Jasmine McGinnis
Johnson for their feedback on earlier drafts of this article.
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—Neil Gaiman, Anansi Boys

A Powerful Story: “Heroic” Social Enterprise
One narrative of social enterprise will be familiar to
even casual observers of the social sector—anyone
who reads Fast Company or subscribes to www
.good.is. Its protagonist is a courageous, charis-
matic, and brilliant social entrepreneur (our “hero”)
who takes risks and succeeds against the odds.
It begins with a clear, intractable problem to be
solved, and the solution is the application of market
forces, particularly efficiency and innovation. The
desired result is more than just the improvement of
individual lives; it is “scale” or a “global movement,”
as the founding entrepreneur upends traditional
categories to create a new equilibrium.

This is the story of Muhammad Yunus launching
Grameen Bank with funds from his own pocket. It's
Matt Flannery and Premal Shah of Kiva teaming up
to democratize philanthropy. It’s Blake Mycoskie,
the TOMS team, and TOMS wearers directly
handing children in need their first pair of shoes.
(TOMS’s most radical innovation may be how it lets
everyday consumers play the “hero” role in this kind
of story.) This is the place where “social enterprise”
and “social entrepreneur” overlap—the domain of
The Skoll Foundation, Ashoka, and The Omidyar
Network; The Economist, Forbes Magazine’s

“FOG, FLOWERS, AND BEES”
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Whereas heroic social
enterprise celebrates
efficiency, innovation,
risk taking, and
independence, small
batch social enterprise
prioritizes inclusion,
community,
sustainability,

and fairness.
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“Impact 30,” and Bloomberg Businessweek’s “Amer-
ica’s Most Promising Social Entrepreneurs.” The
narrative is studded with terms like “disruption,”
“ROI,” “inflection points,” and “transformation.”

This “heroic” story of social enterprise is power-
ful enough to have broken out of practitioner circles
and taken root in the popular imagination, and we
should all be thankful for that. Few tropes unite like
agood hero’s tale, and few dreams inspire as much
as the dramatic solution of a seemingly intractable
problem. With the market playing the role of the
solution, this story can find a particularly receptive
audience here, in the United States, where it dove-
tails with the innovation zeitgeist of Silicon Valley.
Experts have, fairly, critiqued TOMS’s model,>and
TOMS has recently acknowledged that criticism;?
but, at the very least, the organization has found
an effective way to motivate others to invest in the
betterment of a stranger’s life.

An Alternative: “Small Batch” Social Enterprise
There is an alternative story, however; and, though
probably familiar to practitioners, it lacks the broad
audience of heroic social enterprise—at least in the
United States. It is a story defined by modesty and
locality, one that may be familiar to today’s artisan
craftspeople and makers (thus the term used here,
“small batch”). In this story, the protagonist isn’t
an individual but rather an entire community,
and sustainable, incremental improvement is as
valid a goal as the dramatic resolution of a spe-
cific problem. The community finds a way to make
market forces serve their goals, unlocking under-
utilized potential for context-specific progress. It
is a story that recognizes that some solutions need
to be custom-made, and that market forces are a
means, not an end. It’s a story that often lacks a
charismatic entrepreneurial figure, instead finding
the potential for social change in collaboration
among diverse groups. While new paradigms and
scale are possible in small batch social enterprise,
it also recognizes that seemingly small advances in
things like community wealth, income, and dignity
have real value to those who benefit from them.
This is the story of co-ops and Community
Development Corporations (CDCs), and the
partner neighborhoods of Enterprise Community
Partners, which attempts to bridge the private and

public sectors to develop affordable housing in
thriving communities. Art Enables, which show-
cases the art of individuals with disabilities, is
an example in this writer’'s home of Washington,
D.C. Much of this article was written in a coffee
shop operated by Oriberry, a small batch social
enterprise that sells high-quality coffee through
direct partnerships with farmers in Vietnam’s
rural highlands. If these aren’t household names,
that shouldn’t be surprising: when you partner
individually with low-resource farmers, growth
is slow, at best. But, as Anna Davies has pointed
out, growth shouldn’t be an end in and of itself.*
By swapping locality for scale, small batch social
enterprises can achieve a sustainable impact
while forgoing wide recognition.

A Question of Values

The differences between these stories are not only
differences in style—they are differences in values.
Whereas heroic social enterprise celebrates effi-
ciency, innovation, risk taking, and independence,
small batch social enterprise prioritizes inclusion,
community, sustainability, and fairness. If stories
shape who we become, as Neil Gaiman suggests,
then an imbalance in the stories we tell about social
enterprise can have farreaching consequences—
particularly for those who come to the field without
“their own song”: a corporate social-responsibility
representative with a marketing background; a
board member who devotes a few hours to his or
her organization each month; a first-time student
of nonprofit management. The stories that educate
these newcomers to the field will have real implica-
tions for the projects they fund, the decisions they
make, and the jobs they seek.

To illustrate, think about how each story inter-
acts with the questions of accountability and
empowerment. A heroic social enterprise can be
accountable to beneficiaries—if the entrepreneur
so chooses; but if he or she truly believes in market
principles, the social enterprise is first and fore-
most accountable to the market, which may or may
not overlap with its proposed beneficiaries. That’s
the TOMS dilemma: a model might sell, but that
doesn’t necessarily mean it’s what the people who
are supposed to benefit want or need. It’s a supply-
centric model, as individuals with unusual talents
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or passion devise and implement solutions to other
people’s problems. While that story empowers
those with the means to solve a problem, it disem-
powers both beneficiaries—who wind up playing
the role of problem-to-be-solved—and those who
might not have the resources or ambition to be a
charismatic, risk-taking entrepreneur.

In contrast, the small batch social enterprise
prioritizes the community it serves. It is account-
able to them first and foremost, and market forces
are valuable only insofar as they lead to improve-
ments in their lives. A social enterprise from this
perspective might never scale, and a small batch
social enterprise would think that’s okay. It might
not be as efficient as it could be, and that would be
okay, too. Inclusion and organizing are time- and
labor-intensive processes, and their benefits aren’t
always easy to quantify. They are, however, empow-
ering to their targeted beneficiaries and those who
don't fit the “entrepreneur” mold, as small batch
social enterprises give them a platform to combine
their talents with others to create a greater impact.

A Hybrid Form Requires a Hybrid Tale

None of this is to say that there is anything wrong
with the heroic story of social enterprise—quite
the opposite: it is crucial because of its power to
inspire. And, by relying on market forces, successful
social enterprises are more likely to be sustainable,
and some problems are ripe for scalable solutions.
Nor does it mean that organizations cannot or
do not combine both elements of these stories in
their work. The organizations funded by Ashoka,
The Skoll Foundation, and The Omidyar Network
are certainly aware of these tensions and actively
grapple with them every day: Ashoka’s embrace of
an “Everyone a Changemaker” model is a notable
attempt to craft an inclusive version of the hero
story,> and recent Skoll awardee Jockin Arputham
offers an excellent example of how one hero’s
story—in this case, that of a street-child-turned-
community-organizer—can bring attention and
resources to community-organizing efforts.

After all, the unique value of social enterprise is
its ability to combine these two stories and balance
the values they communicate. If we want to main-
tain that balance, however, those of us who find the
values of small batch social enterprise compelling
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must actively celebrate and champion that story. In
some ways, it might be a more difficult story to tell.
Sensitivity isn’t as photogenic as innovation, and
community isn’t as sympathetic a protagonist as a
hero. It has compelling elements, though, and con-
nections to the trends of today. The name I chose
here, “small batch,” alludes to one possible branding
route, but writers with more marketing savvy than
this one can no doubt improve on that. No matter
the name, these stories won't tell themselves, and
fans of small batch social enterprise and the values
it prioritizes must take it upon themselves to break
the story out of the world of practitioners and into
the popular imagination.
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Hybridity and Nonprofit
Organizations: Next Questions

by Steven Rathgeb Smith, PhD, and Chris Skelcher, PhD

In this article, the authors propose five possible hybrid models that can offer insight into management
strategies to cope with the increasingly complex environment facing nonprofits, as well as potential ways to
manage the contestation between different logics that arises with hybridity.
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HyBripiTY AND NoNPROFIT MANAGEMENT

Editors’ note: The ideas outlined in this article are developed more fully in “Theorising Hybridity:
Institutional Logics, Complex Organizations, and Actor Identities—the Case of Nonprofits” (in Public
Administration, Wiley, advance access 2014). The authors acknowledge the support of ESRC grant
RES-451-26-0995.

HE DEVELOPMENT OF HYBRID NONPROFITS POSES ~ nonprofit managers and staff. Our basic argument
new challenges for managers, boards, isthat hybridity reflects the increased turbulence
staff, and volunteers, but relatively scant  of the nonprofit environment, encouraging new
research has been devoted to analyzing

the implications or developing strategies forman- STeven RatHcEB SmitH, PhD, is executive director

agement. The purpose of this article is to explore  of the American Political Science Association; CHRrIS
the concept of hybridity with respect to nonprofit =~ SkeLcHer, PhD, is professor of public governance at the
organizations—especially the evolving role of  University of Birmingham, United Kingdom.
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Institutional logics . . .]
are abstract but become
observable in the
concrete social relations
of actors who use,
manipulate, and
reinterpret them to their

own advantage.
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organizational forms as an adaptive response by
nonprofit managers and staff. Moreover, hybrid-
ity creates more complex internal challenges,
since nonprofits need to manage different insti-
tutional “logics” or norms, such as a community
logic and a market logic. Many nonprofits also
have to manage a government logic in addition to
a community and a market logic. The existence
of different logics within a nonprofit organization
can create dilemmas that require the manage-
ment acumen and skill to effectively lead increas-
ingly complex organizations. This article briefly
discusses the existing literature on hybridity in
the context of nonprofits, and then proposes a
conceptual framework to understand hybridity
and the management challenges it presents.

Background

Hybridity is very useful at a symbolic level in con-
veying the changing landscape of nonprofit orga-
nizational forms. It suggests, for example, that
taking government contracts reduces the purity
of the original nonprofit form, or that a nonprofit
social enterprise with substantial earned income
reflects the idea that this type of organization is not
motivated solely by altruism. Yet this very concept
of hybridity is problematic when applied to the
academic analysis of changes in nonprofits and
the operative lessons for practitioners of hybrid-
ity—especially in an environment of increased
contracting out and more pressure to generate
earned income. Two conceptual issues are appar-
ent. First, in the nonprofit and public management
literatures, hybridity is typically defined in relation
to the hierarchy/market/network framework—
often reformulated as government/business/civil
society. It is defined as some combination of two
or more of these concepts. For example, scholars
have suggested that social enterprises are hybrids
embodying both nonprofit and for-profit elements.!
However, the economics and management litera-
ture from which this tripartite framework emerges
demonstrates that serious problems exist in oper-
ationalizing these theoretical distinctions—espe-
cially the intervening “network” concept.? Second,
and relatedly, the definition of hybridity in relation
to empirical cases is problematic, because “pure”
types tend only to occur as theoretical ideal-typical

forms. It can be argued that hybridity is an empiri-
cal property of all organizations—and, if this is the
case, then the explanatory value of the concept
is diminished.? The concept of hybridity has not
generally been used in the nonprofit or public man-
agement literatures in a way that enables theory
development or testing; rather, it has principally
been used as an empirical descriptor.* Overall, the
concept “hybrid” is used very loosely in this litera-
ture, lacks theoretical purchase, and appears to be
in somewhat of a conceptual dead end.

The Institutional Logics Approach to
Understanding Hybridity in Nonprofits
The concept of hybridity as guide for research
and practice can be advanced by taking a lead
from nonprofit and public management aca-
demics working within an institutional logics
framework,® and scholars in the organizational
and management studies fields who also use this
approach.’ In brief, Roger Friedland and Robert
R. Alford present the logic of institutions in the
following way: “Each of the most important
institutional orders of [. . .] society has a central
logic—a set of material practices and symbolic
constructions—which constitutes its organizing
principles and which is available to organiza-
tions and individuals to elaborate|. . . .] These
institutional logics are symbolically grounded,
organizationally structured, politically defended,
and technically and materially constrained, and
hence have specific historical limits.””
Institutional logics, therefore, are abstract but
become observable in the concrete social rela-
tions of actors who use, manipulate, and reinter-
pret them to their own advantage. Overall, the
institutional logics approach comprises a meta-
theory with five core elements. First, society is
understood as an inter-institutional system of
theoretically distinct sectors, each with its own
institutional logic. Thus, these logics include the
market, corporation, profession, state, commu-
nity, family, and religion.® These different logics
lead to the second key characteristic: the actions
of individuals within organizations, such as non-
profit managers, are shaped and constrained by
different institutional logics. Third, organizations
are social entities through which the logics of
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sectors interact with the agency of actors. For
example, nonprofit organizations are a means of
mobilizing collective effort in support of a partic-
ular mission, such as reducing poverty or fighting
climate change. The organization thus provides
a vehicle for the expression of specific logics,
shaping the identity of organizational staff and
volunteers.® Fourth, institutional logics have both
material and symbolic components. Thus, differ-
ent logics directly affect the circumstances of
individuals within an organization. If a nonprofit
with a community mission accepts government
funding, it will affect the practice of the organiza-
tion and, potentially, the position of individuals
within the organization. For-profit subsidiaries
within a community nonprofit can have the same
effect. And, because logics have powerful sym-
bolic and cultural significance for the organiza-
tion, the introduction of a government or market
logic into a nonprofit can influence the allegiance
of an individual to the nonprofit. Fifth, this theory
emphasizes the importance of the particular
spatial and temporal setting. The advent of per-
formance management in many human service
agencies in the United States and abroad has in
turn profoundly changed the mix of logics within
these organizations.

So the value of this approach lies in its focus
on the role of actors within organizations. Rather
than conceptualizing hybrids descriptively as
entities that combine different sectoral charac-
teristics or organizational forms, a theoretically
richer approach would be to propose that they
are carriers of multiple institutional logics. Thus,
anonprofit with a wholly owned for-profit subsid-
iary can be seen as a hybrid of community and
market logics, while Debra C. Minkoff’s concept
of a service provision and political advocacy
hybrid can be seen as embodying professional
and democracy logics.

Importantly though, hybrids are also subject
to contestation.!® Different logics structure the
“rules of the game” within a nonprofit, directly
and indirectly affecting the distribution of access,
power, and status within a single organization or
wider organizational field—such as human ser-
vices—in a particular region. A classic example
in nonprofit organizations is a community agency
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started by individuals passionate about serving
low-income families and children, subsidized in
part by philanthropic donations. Then donations
fall, and the organization needs to generate more
market-oriented income, creating a contestation
within the organization between a community
logic and a market logic.

Five Models of Hybrid Nonprofits

Based on research into hybridization in the non-
profit sector,!! and adding new insights from the
literature on institutional logics, we propose five
types of hybrids based on particular patterns of
contestation (see figure 1, following page). The
first three types represent the way in which con-
testation is organized. These types are (1) seg-
mented, vertically layered contestations between
the apex and the base of the organization; (2) seg-
mented, parallel contestations between functional
groups within the nonprofit; and (3) symbolic, as
expressed through communicative strategies.
Through contestation, nonprofits may also move
from one type of hybrid to another. Also, plural
logics and the internal politics of the nonprofit
can lead to (4) a blocked hybrid type, in which
the contestation among logics cannot be resolved,
or to (5) a blended hybrid type, where a novel
and contextually specific logic emerges. In this
case, contestation can be constructive and add
value to the effectiveness and productivity of the
organization.

Segmented-layered. Following from figure 1,
the “segmented-layered” hybrid model is char-
acteristic of nonprofits with some separation
between the two institutional logics. As noted in
the table, one example is a nonprofit providing
professional services funded through philanthropy
or government contracts but which also has a for-
profit subsidiary that generates market income.
Community Wealth Partners, a for-profit subsidiary
of the nonprofit organization Share Our Strength,
is one of the more prominent examples. Many dif-
ferent variations exist on this basic layered model.
A church might own a parking lot that generates
substantial income to support the work of the
church but does not fundamentally lead to contes-
tation between the different logics. Yet contesta-
tion may occur when the church considers the sale

Different logics
structure the “rules of
the game” withina
nonprofit, directly and
indirectly affecting the
distribution of access,
power, and status
within a single
organization or wider

organizational field.
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The normative strength
of different logics across
institutional domains is
also likely to affect the
development of hybrid

structures in nonprofits.

of the property to commercial developers. Another
example of the layered model, with slightly dif-
ferent characteristics, is a nonprofit design firm
specializing in nonprofit facilities with a for-profit
design subsidiary. At one moment in time, the non-
profit parent might be relatively the same size as
its for-profit subsidiary, but growth of the nonprofit
part of the organization might lead to a relative
isolation of the for-profit entity.
Segmented-parallel. The second, “seg-
mented-parallel” model generally refers to more
horizontal structures and entities. For example,
many nonprofits, including churches, have created
affiliated foundations to support the activities of
the organization financially. The nonprofit board,
for instance, may have very diverse representa-
tion and be elected by the membership, while the
foundation board members are wealthy appointed
individuals. Some larger multiservice nonprofits
have programs that are highly dependent upon
government funding (and hence subject to exten-
sive government regulation). These multiservice

nonprofits might also have service programs
highly dependent upon market income while
others are supported entirely through donations
(such as an emergency food program). Thus these
programs would operate under quite different
institutional logics within the same organization.

Overall, we would expect nonprofits with a
segmented (“layered” or “parallel”) form to offer
nonprofits an opportunity to create an internal
environment that would minimize the conflict
among staff and volunteers who may share the
same vision of the organization—such as provid-
ing human services to the disadvantaged—but in
away that allows staff to embrace different logics.
The widely heralded Greyston Bakery in Yonkers,
New York—part of the nonprofit Greyston Foun-
dation—is a for-profit bakery employing the
disadvantaged (a segmented-layered structure),
allowing the organization to operate as a social
enterprise with two quite different logics.!

The normative strength of different logics
across institutional domains is also likely to affect

Figure 1: Theoretical hybrid types and logic contestation *

Hybrid type Characteristics Possible contested logics | Example
Segmented- Vertical segmentation within the | Between the professional | Where a nonprofit provides specialist technical services and
Layered organization between one logic logic of expert decision is run by professional experts in the field, and has a
at the management apex and makers and the market for-profit subsidiary on which it is heavily dependent
another at other points in the logic of revenue
organization generation
Segmented- Horizontal segmentation so that Between the democracy Where a nonprofit has a membership structure—uwith
Parallel different logics apply in different | logic of members and members forming the majority of the board—and
organizational functions or the mission/faith logicof | emphasizes inclusiveness, while its affiliated foundation
governance structures fundraisers board composed of philanthropists focuses on mission to
generate gifts
Symbolic One logic expressed in the Between market logicand | Where a nonprofit has adapted its communications to
organization’s external family logic speak the language of market forces but retains a strong
communications/profile, and paternalistic approach to staff management
another in its practices
Blocked Organizational dysfunction arising | Between democracy logic | Where a nonprofit developed by a small group of staff
from inability to resolve tensions | and state logic retains a strong norm of informal, collective decision
between competing logics making yet is required through its contracts with
government to adopt a more conventional corporate
structure with formal hierarchical roles
Blended Creation of a unique and Combines two or more Where a nonprofit with government, philanthropic, and
contextually specific logic from logics to create a new earned income provides training for the disadvantaged
a combination of those that are outcome through a restaurant
available
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the development of hybrid structures in non-
profits. Strong adherence to specific logics may
encourage nonprofits to segment the governance
of the logics it incorporates. For example, a non-
profit organization with substantial market activ-
ity may face regulation from taxation authorities
using different regulatory frameworks in relation
to each aspect of its activities. Since the principle
of regulation is to ensure due process, we hypoth-
esize that an increasing burden of regulation is
associated with increased external pressure on
the hybrid to segment its various activities—even
to the extent of formal organizational separation
between activities that reflect different institu-
tional logics. A nonprofit providing technical
assistance to other nonprofits for fee income will
face pressure to separate these activities if the
income becomes substantial or if the nonprofit
would like to emphasize this revenue stream for
future growth.

Symbolic. The third, “symbolic” model is
exemplified in organizations whose actual prac-
tices diverge from their stated objectives or poli-
cies. In some nonprofits, this symbolic model
might be a classic principal-agent problem,
wherein the principal (e.g., a government funder
or the nonprofit CEO) has specific expectations
about the delivery of services, and the “agent”
(such as an agency social worker) has responsibil-
ity for implementing the programs administered
or directed by the agent. Because agents such as
social workers retain some autonomy, it is quite
often the case that the agency may be represent-
ing itself to government as implementing specific
program priorities demanded by government; but,
in practice, social workers may be following their
own professional judgment. Another example is
the common practice in many nonprofit organiza-
tions with a faith affiliation to display religious
symbols on the walls. However, the actual ser-
vices provided by these organizations may be
entirely secular.!* Many contemporary nonprofits
market themselves as social enterprises with a
high degree of entrepreneurship and market logic,
but in practice these nonprofits may be highly
dependent upon government and/or philanthropic
funding. Normative strength among logics is also
a factor in our symbolic hybrid model. Thus,
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nonprofits might try to implement new business-
oriented logics for their programs, and long-time
staff and volunteers may symbolically comply but
in practice actively resist the imposition of these
new business norms.

Blocked. The fourth, “blocked” model refers
to nonprofit organizations with organizational dys-
function due to the clash of different institutional
logics (a common example is noted in figure 1).
Many nonprofits started as informal collectives
with a high degree of inclusive decision making
and relatively flat organizational structures. The
imperatives of growth and government funding
tend to pressure nonprofits to adopt more corpo-
rate and hierarchical forms of decision making,
which can then provoke serious staff conflict and
turnover. Other examples can also pertain to orga-
nizational growth. For instance, nonprofits are
prone, as they grow, to becoming more diffuse
programmatically, especially if funding has been
substantial. However, growth almost inevitably
plateaus, and at this time nonprofit executives are
likely to scrutinize different programs for their
financial viability and sustainability, leading to
cutbacks in programs that are too small or are
weakly linked to mission-based priorities of the
organization. But these program cutbacks can
be very controversial within the organization,
prompting staff dissension and possibly exit from
the organization. Another example is the hiring of
anew executive director with a vision and expec-
tation for the nonprofit that differs from that of
the current staff; the clash between the different
logics of the executive and the long-time staff
can create significant internal dysfunction. Other
examples of a blocked model may not be dramatic
but can illustrate an organization with serious
governance issues. For example, a nonprofit may
create a program at its establishment that exem-
plifies a community logic. Over time, the program
may lose funding and begin to generate losses for
the organization. But the staff may be reluctant to
end the program, so the losses continue, creating
financial problems for the organization.

Blended. The fifth, “blended” model com-
bines elements of institutional logics to create
a novel outcome. Minkoff,*® for example, sees
hybrids as “bridging” between the legitimacy

[N]Jonprofits might try to
implement new
business-oriented logics
for their programs, and
long-time staff and
volunteers may
symbolically comply but
in practice actively resist
the imposition of these

new business norms.
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If hybridity is a universal
characteristic of
nonprofit organizations
.. ] then the concept
requires researchers to
develop a more robust
theoretical approach
that can be used to guide
research and practice in

nonprofits.
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of existing organizational forms and the poten-
tial for innovation, while Wenjue Lu Knutsen!®
talks about nonprofits developing “adapted”
logics emerging from the historically contingent
interactions between market, government, and
democracy logics. Examples of this model are
many social enterprises that combine or merge
different sectoral elements. For instance, Billings
Forge Community Works in Hartford, Connecti-
cut, operates a restaurant staffed with disadvan-
taged youth and young adults. The organization
receives government contracts, income from the
restaurant, and substantial foundation funding.
So its model is in some respects a unique mix
of the three sectors, although the organization
certainly shares some of the key management
dilemmas with other types of social enterprises.
The Erie Canalway National Heritage Corridor
Commission and the Erie Canalway Heritage
Fund have created a public-private partnership
that brings together public funds and engage-
ment and philanthropic donations to support the
Erie Canal. Many other partnerships in support
of parks and recreation also have their own spe-
cific sectoral blend.

If a nonprofit is able to create this blended
model, it can minimize the internal contestation
among logics. However, a blended model may
create external legitimacy problems, because this
model does not fit the prevailing expectations of
a nonprofit organization; thus, internal harmony
is traded off for external challenge. For instance,
the Grameen Bank and other microcredit organiza-
tions have, arguably, developed a blended model,
but these organizations have met increasing chal-
lenges from government regulators and citizens
on their lending practices. The B Corporation
designation, for example, which signals a com-
mitment to a social mission by a for-profit, can
be a strategy to addressing these legitimacy chal-
lenges. Other nonprofits with a blended model may
strive to create broad-based community support
to enhance their legitimacy.

Conclusion

The study of nonprofit hybrids is important for
both scientific and practical reasons. The concept
of the “hybrid” organization has become widely

accepted in academic circles, but to date has been
used largely in a descriptive way and has lacked
theoretical purchase. If hybridity is a universal
characteristic of nonprofit organizations—as
Brandsen, van de Donk, and Putters, as well
as Adalbert Evers, argue!™—then the concept
requires researchers to develop a more robust
theoretical approach that can be used to guide
research and practice in nonprofits.

In this article we develop a way of undertak-
ing this task by using the literature on institu-
tional logics. This conceptual framework offers
a fruitful line of inquiry, because it recognizes
that many nonprofits embody plural institutional
logics, and that latent and overt contestation—in
which institutional logics interact with individual
and group identity and organizational structur-
ing—can result. For the staff and volunteers of
nonprofits and public and private funders of non-
profits, this research approach also has a direct
benefit: it will enable them to understand more
about the ways in which organizations manage
plural institutional opportunities and constraints,
and the strategies through which organizational
sustainability can be enhanced. This effort is
particularly important in the current environ-
ment: government funders have reduced their
funding; competition has increased for public
and private funds; many nonprofits face pressure
to raise earned income through market activity;
and social enterprises, mixing market and phil-
anthropic logics, are widely publicized as offer-
ing a more innovative approach to addressing
social problems. Thus, hybridity, representing
plural logics within nonprofit organizations, is
offered as a solution for nonprofits concerned
about sustainability and effectiveness. Pres-
sure to incorporate multiple logics—including
a market logic—within nonprofits is, arguably,
also on the rise. The five proposed hybrid models
offer insight into management strategies to cope
with the increasingly complex environment
facing nonprofits, and potential ways to effec-
tively manage the contestation between different
logics. Consequently, further research into these
models could yield direct benefits for practitio-
ners and advance the theory of nonprofits and
our understanding of hybridity.
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EAR DR. CONFLICT,
I believe that a bit of conflict
m an agency is a good thing if

you use it to open up discussion
(and do it in a respectful manner). That
satd, I am a new ED at an agency where
conflict seems to be completely hidden.

The agency has been through a rough
patch, with the last ED being removed due
to sexual harassment and after ruling for
a number of years with an iron fist. This
era of domination seems to have created
a stifled culture where staff do not—or
are not able to—openly discuss conflicts.
Any action or issue that causes a flicker
of conflict is buried and then treated by
staff in a passive-aggressive manner
with one another or via gossip.

We have been doing some training
on basic communication as a start, and
working on some agency values (which
did not exist) to begin to get at this idea.
But what other tools can I use to help
create a culture where we have healthy
conflict and fair fights?

New Kid on the Block

Dear New Kid on the Block,

What could be better than a culture that
supports healthy conflict and fair fights?
Culture can be very hard to change,
however, and the “iron fist” culture that
you inherited is one of the toughest. Staff
behavior reflects the difficulty you face.
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Dr. Conflict

by Mark Light, MBA, PhD

Covert infighting and stifled disagreement? A healthy workplace supports healthy conflict,

and the first step toward achieving this is diagnosing your organization’s culture. Then,

choose the culture you want and model it consistently—for it’s the daily behavior of leaders

that shapes the environment.

Some may advise that you confront
your staff and show them the way
through modeling. That may work, and it
could be a good short-term solution, but
Dr. Conflict advises you to take a long-
view approach and do it right.

When it comes to definitions, Edgar
Schein says culture is “a pattern of shared
basic assumptions [. . .] to be taught to
new members as the correct way to per-
ceive, think, and feel.”! Kim Cameron
and Robert Quinn call it “how things are
around here.’ It reflects the prevailing ide-
ology that people carry inside their heads.
It conveys a sense of identity to employ-
ees, provides unwritten and often unspo-
ken guidelines for how to get along in the
organization.” Gerald Driskill and Angela
Laird Brenton describe it as an organiza-
tion’s “
Conflict describes culture as the humidity
of an organization. You can’t see humidity

unique way of doing things.” Dr.

in the air but you sure can feel it, and it
affects the work you do. And what'’s the
humidity at your place? Stifling.

So where to begin? Start with a clear-
headed diagnosis of your culture. John
Kotter and James Heskett use two levels
to define the elements of culture.* Easy-
to-change group behavior norms are “pat-
terns or style of an organization that new
employees are automatically encouraged
to follow”; difficult-to-change shared
values “tend to persist over time even

when group membership changes.” Your
culture seems to be the latter, since your
predecessor was responsible for the
behaviors your staff exhibits now.
Schein says that culture has three
levels: the first level is artifacts that you
can see, including “visible and feelable
structures and processes”; the second
is espoused beliefs like “ideals, goals,
values, aspirations, and ideologies”; the
third is the basic, underlying assumptions
that are “unconscious, taken-for-granted
beliefs and values [that] determine behav-
ior, perception, thought, and feeling.”®
Take a moment now and look around.
What artifacts do you see? Do you see
open or closed doors? What about invit-
ing places for people to gather? What
visible things do you see or feel that
might be affecting open communication?
What about the espoused beliefs and
values? You are right to be working on
them, but wrap it up pronto; your values
“become the foundation of the organiza-
tion’s culture.” Be sure to “behavioralize”
them—to make them seeable in action.
For example, if you say that trustworthi-
ness is a value, then seeable behaviors
might be keeping promises, telling the
whole truth, and owning your actions.
Once you have a general handle on
your culture, you can use a nifty tool
called the Organizational Culture Assess-
ment Instrument (OCAI) from Cameron
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and Quinn to map your culture across
four quadrants: clan (collaborate),
adhocracy (create), hierarchy (control),
and market (compete).® Then, decide
on your preferred culture. (Your letter
implies that you desire more of an adhoc-
racy culture, where “people stick their
necks out and take risks.”)?

Cameron and Quinn advise that you
now “identify key stories and incidents
that characterize the preferred future
culture” and then decide which one or
two to use for illustrating the path. They
then suggest that you develop an imple-
mentation plan with key strategies, small
wins to achieve quickly, skills needed to
lead the change, measures for account-
ability, and a communication plan.!?
Be sure that your values and behaviors
match up with what you want.

Schein offers six primary embedding
mechanisms: (1) what leaders pay atten-
tion to, measure, and control on a regular
basis; (2) how leaders react to critical
incidents and organization crises; (3)
how leaders allocate resources; (4) delib-
erate role modeling, teaching, and coach-
ing; (5) how leaders allocate rewards
and status; and (6) how leaders recruit,
select, promote, and excommunicate.!!

Remember, every move you make
confirms the agency’s values—and your
staff is watching you carefully: how you
answer the phone, the clothes you wear,
the language you use, how you treat staff,
the board, clients. As Schein warns, “Itis
not necessary for newcomers to attend
special training or indoctrination ses-
sions to learn important cultural assump-
tions. They become quite evident through
the daily behavior of leaders.”?

Dear Dr. Conflict,

In our area, there is a coalition of service
providers who have worked together for
decades. Recently, a new ED came into one
of our member agencies and has wreaked
havoc by spreading untrue rumors about
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our coalition board members, misrepre-
senting her agency’s services and capac-
ities, and calling employers of board
members to malign them, among other

quite pathological actions.
She responds to no attempts at peace-
Sul discussion of these matters. When
some of us went to the board president
of that agency, unsurprisingly she
wanted nothing to do with us—citing
that she wasn’t responsible for what she
didn’t know about nor wanted to know.
It's a small community and we are
very concerned, mostly because of the
important nature of the agency. It’s a
thirty-year-old domestic violence shelter
and the only one within a hundred
miles of anywhere—but no one in the
coalition will refer anyone to it. So, not
only is she making us crazy but, worse,
people are not getting the help they need
and tmportant partnerships have been

compromised. It’s awful.
Horrified

Dear Horrified,

In the old days, you’d solve this problem
with the proverbial concrete shoes, and
that’s exactly what Dr. Conflict advises
you to do now—metaphorically, of course.

Get your coalition members together
sans the ED. Map each member’s available
political power. Does anyone know the
CEOs of the biggest companies in town,
city council members or mayor, other
influencers and funders, their spouses or
significant others? Even better, are any of
these power brokers on the ED’s board or
know her board president?

In sum, you are going to build an
alliance of very powerful people to get
your agenda implemented to reform or
remove the offending ED. Pick the three
or four most powerful and ask them to
join you and a few other coalition execu-
tives for a frank conversation. Together,
form a strategy to fix the problem. Then,
turn up the heat. Politics aren’t always

pretty but they can be effective, and they
are necessary on occasions like yours.
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The Tyranny of Success:
Nonprofits and Metrics

by William Schambra

Contemporary grantmaking is obsessed with metrics, yet clear distinctions between failure

and success are not often easily made. As Father Gregory Boyle describes it, “Salivating for

success [. . ] keeps you from truly seeing whoever's sitting in front of you.”

Editors’ note: This article was originally published on NPQ's website, on December 30, 2013.

VER THE PAST YEAR OR SO, THE

Nonprofit Quarterly has

hosted a lively conver-

sation about the merits
of metrics, strategic philanthropy, and
other cutting-edge practices associated
with sophisticated contemporary grant-
making. (It is worth noting that NPQ is
almost the sole venue for this sort of
spirited, balanced back-and-forth about
issues that are too seldom discussed in
the nonprofit world.)

As useful as the discussion so far has
been, we've only begun to deal with the
larger problem beneath questions of
method and technique. That problem is—
as Jesuit priest and founder of Homeboy
Industries, Father Gregory Boyle, puts
it—the “tyranny of success.”

Modern philanthropy famously
demands success in the form of tan-
gible, objective, measurably positive
outcomes. Each new generation of grant-
makers comes onto the scene and utters
this sentiment as if it had never occurred
to anyone before. But, of course, it's been
at the heart of philanthropy since John D.
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“The tyranny of success often can’t be bothered with complexity.”

—Father Gregory Boyle, founder of Homeboy

Rockefeller enunciated it one hundred
years ago.

This demand, in turn, requires non-
profits or those who audit or evaluate
them to make sharp distinctions of their
work into success and failure. And yet,
especially among hard-pressed popula-
tions that have always been the peculiar
charge of the nonprofit sector, that dis-
tinction often is not so clear. What today
looks like a success in a few months may
turn into a failure, and what today looks
like a failure becomes a success. More
important, failure and the way it's accom-
modated contribute decisively to success.
But the measurers have no way to coun-
tenance such complexity.

In order to construct the elaborate
edifice of Big Data, there simply must be,
deep down at its very foundation, a clear,
distinct separation of the sheep from the
goats, an assignment of “1” (success) or
“0” (failure). Just as the vast digital world
is built on “0s” and “1s,” so is the empire
of metrics. The most remote and abstract
regression analysis depends on that
initial, radical division—no hedging, no

Industries, Los Angeles

hemming or hawing, just putting it down
on the scoring sheet as a “1” or a “0,”
leaving the rest to the evaluators at foun-
dation headquarters or at the university.

But this grand divide isn’t as simple
as it seems. Alicia Manning, program
officer with the Lynde and Harry Bradley
Foundation in Milwaukee—where I
once worked—recently took me to meet
George Bogdanovich, cofounder of that
city’s Community Warehouse. Among
many other things, the warehouse
accepts donated surplus construction
material, appliances, plumbing fixtures,
and so forth, and sells them at reason-
able prices to those who are rehabilitat-
ing houses and stores in the inner city.
They’ve now begun using some of the
materials to prefabricate doorframes and
sink cabinets, which provides jobs while
teaching entry-level carpentry skills. All
Warehouse employees have come out of
prison or off the streets.

As happens so often when I visit
frontline nonprofits—okay, some-
times it happens because [ raise the
question—we started discussing the

WWW.NPQMAG.ORG - SPRING 2014



problem of measurement: the demand
that nonprofits classify their efforts into
either success or failure. This clearly is
aproblem that George wrestles with reg-
ularly and without any prompting from
impatient funders.

He brought up the example of Joe,
a pimp and drug dealer who had been
one of his first employees. Things had
gone well for a while, but then there had
been a couple of thefts. George chose to
follow the advice dispensed by the direc-
tor of the recovery community where Joe
lived: “Fire his ass.” Even as we stood in
the drafty warehouse talking the ques-
tion over, though, George was await-
ing the call he gets from Joe every year
around Christmas. He always checks in,
telling George how things are going, and
thanking him once again for giving him
the opportunity for his first job out of
prison—even though George had, indeed,
fired his ass.

“So,” George asked—probably more
of himself than of us—“was my experi-
ence with Joe just a failure?”

“No way you don’t count that a
success,” Alicia immediately insisted.

In moments of pridefulness, I refer
to Alicia as my student, since twenty
years ago I took her around on her first
site visits among Milwaukee’s grassroots
leaders. But the fact is, she has far sur-
passed whatever I had to offer her and
now navigates with ease among the
Bradley Foundation’s smallest inner-city
grantees. Her grant recommendations
are based less on numbers than on the
“local wisdom” that she gathers with her
own eyes and ears and finely tuned BS-
detector. She has no problem dealing with
the inadequacy of “1s” and “0s” and the
ambiguity that Joe poses to classification.
But how many other foundation program
officers, academics, or evaluators can
claim that hard-won skill?

I first struggled with this problem
in the 1990s as Alicia’s predecessor
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at the Bradley Foundation, helping to
support the National Commission on
Philanthropy and Civic Renewal, which
became the namesake for my present
center at the Hudson Institute. Chaired
by now-Senator Lamar Alexander, half
of the commission’s membership had
been drawn from grassroots leaders
whom Alexander had met on his travels
or whom Bradley had come to support
in its efforts to stimulate interest in faith-
based civic institutions. The commission
visited each of the grassroots members’
projects in turn.

Commission member and Episcopal
priest Father Jerry Hill, for instance,
had initiated a program in Dallas, the
Austin Street Shelter, which ministered
to a very marginal group: the vulnerable,
mentally ill homeless (that is, homeless
individuals who were all too likely to be
victimized in the mainstream shelters) in
that tough part of town. It was nothing
at all fancy—a warehouse-like structure
where the homeless would come each
evening to pick up a pallet and sleep on
the floor. Sponges and a bucket of bleach
water stood beside the stack of already
clean pallets, for those who wanted to
wipe them down again. But around the
periphery of the main room were smaller,
semiprivate sleeping quarters for those
who wished to begin their journeys off
the streets.

Father Hill introduced us to one such
journeyer. She had been a Braniff stew-
ardess until the airline went belly-up,
leaving her jobless in a bad economy.
That began a downward spiral to the
streets. There she became known as the
“Bug Lady,” because of the vermin in her
hair. By the time she reached the shelter
she had become so unstable that female
staff had to help her shower. But now she
was on her way back up, with her own
bed in a semiprivate room, and a job—
saving up so she could move to her own
apartment.

Useful
information
can be hard
to find
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The whole process—the climb from
the streets to the semiprivate room and
now possibly onward to full indepen-
dence (a climb by no means yet complete,
and by no means guaranteed to have a
happy ending)—had already taken over
a year and countless hours of intensive
staff attention, racking up who knows
how much per capita cost.

The commission’s final report con-
cluded that we need to be more gener-
ous toward the work of smaller, often
faith-based groups like the Austin Street
Shelter that do so much of the unher-
alded heavy lifting among America’s
most vulnerable and marginalized. Still,
its number one recommendation for
philanthropy (John D. Rockefeller, yet
again) was to focus on overcoming the
gap between American generosity and
the “actual impact of giving on those
in need,” a gap that “must be closed by
reorienting our giving toward organiza-
tions that get, and can demonstrate, real
results.”

But how, I wondered, did the com-
mission’s own example of the Austin
Street Shelter fit into its demand for “real
results”—for success? After months upon
months of concentrated, intensive staff
time and effort with the Bug Lady, do we
finally just tally her up as a “1”? Is that
even remotely like the “1” also used to
depict, say, the depressed college dropout
who quickly recovers from his fling with
drugs and gets back on his feet with
minimal help from the staff?

And if| in spite of monumental efforts,
the still-fragile Bug Lady slips back onto
the streets, do we now count her as a
failure? Do we erase the “1” and replace
it with a “0,” discounting entirely the
shelter’s time, investment, and promis-
ing initial progress that might bear fruit
later on?

Our assignment of “1” to the Bug
Lady is at once far too inadequate a way
to describe the shelter’s work and yet
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far too firm and final, given the realistic
prospects for someone in her situation.
But the shelter’s outcomes-oriented
funders would insist nevertheless that
it make these sorts of stark and sterile
judgments, even among those least sus-
ceptible to being sorted so conclusively
into successes or failures.

Another example of the insufficiency
of “0s” and “1s”: This past fall, I attended
amemorial service in Denver for the late
Bob Coté, founder of Step 13, a program
aimed at bringing alcoholics and addicts
off the streets. Coté could be cranky,
outspoken, and cantankerous—utterly
defiant of the pieties and orthodoxies of
the large social service establishment.
He broke onto the national scene briefly
in the 1990s, testifying before Congress
against the federal practice of mailing
SSI checks to local bars, where they
would become, in essence, running
tabs for alcoholic recipients. The Social
Security Administration was subsidiz-
ing “suicide on the installment plan,” he
vociferously charged.

I had always wondered where he had
acquired this burning animus against SSI,
and in the testimonials to Bob I heard
the reason: he had himself come off the
streets in the 1980s, and brought a dozen
other guys with him into sobriety. One
of them was Billy, his proudest success,
an old drinking pal who was the “smart-
est guy he had ever met”—able to spout
pages of Shakespeare from memory. But
once sober, Billy had signed up for SSI.
And, for the first time, he could afford
the “good stuff”—Crown Royal—if he
so chose. He did. He was dead within
months of leaving Step 13.

A success become a failure, a “1”
replaced with a “0.” And yet, far from
discouraging Coté it gave him the fire to
testify before Congress and, more impor-
tantly, the determination to redouble his
efforts to bring more of his old acquain-
tances off the streets. To the end of his

days, Bob talked wistfully about losing
Billy; a small plaque devoted to Billy’s
memory hangs on the wall of Step 13’s
main meeting room. Without that “failure”
and the resolve it enkindled, how many
successes would never have happened?

Failures that we should count as suc-
cesses, toehold successes that tremble
perpetually on the edge of failure, and
failures that stoke the energy to keep
striving for success. These nuances and
complexities leave nonprofit leaders
troubled and uneasy about the demand
to freeze-frame their work into “1s” and
“0s.” Everything about their daily experi-
ence tells them that success and failure
are far more complicated and nuanced
than that.

No one captures this problem more
directly or bluntly than Father Boyle.
Homeboy Industries’ work focuses on
young Hispanic people caught up in
L.A’s powerful gang scene. It offers a
dizzying array of social services and
enterprises, including a day-care center,
graffiti removal, silk-screening, a farmers’
market, catering, a bakery and café, a
grocery, and tattoo removal.

Like all the groups we've been discuss-
ing, Fr. Boyle has any number of “success
stories” to tell, many of them recounted
in his recent Tattoos on the Heart: The
Power of Boundless Compassion. When
readers arrive at chapter 8, promisingly
titled “Success,” we of course expect a
final crescendo of successes, especially
after the teaser opening lines: “People
want me to tell them success stories. I
understand this. They are the stories you
want to tell, after all.”

Then he does tell us stories, six of
them, about Scrappy, Raul, Shady, Manny,
Ronnie, and Angel—all young people
whom Homeboy Industries had been
easing out of the gang scene. Each of the
stories begins with hope and expecta-
tion, as Fr. Boyle and his staff take heart
from promising first steps toward more
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productive lives. Each looks to be a “win”
for Homeboy—a “1.” By the time chapter
8 concludes, however, each of their lives
has been snuffed out by gunfire. “Success”
doesn’t give us a single happy ending.

Fr. Boyle isn’t being morbid. He’s
challenging at its root what he calls the
“tyranny of success”—our unforgiving
system of “1s” and “0s.” He draws some
comfort, he maintains, from Mother Tere-
sa’s famous reminder that “we are called
upon not to be successful, but to be faith-
ful.” He adds, “This distinction is helpful
for me as I barricade myself against the
daily bread of setback]. . . .] For once you
choose to hang out with folks who carry
more burden than they can bear, all bets
seem to be off. Salivating for success
keeps you from being faithful, keeps you
from truly seeing whoever’s sitting in
front of you.”

Scrappy’s gangland-style execution
while working on a Homeboy graf-
fiti crew, for instance, prompts these
ruminations from Fr. Boyle: “Was he
a success story? Does he now appear
in some column of failure as we tally
up outcomes? The tyranny of success
often can’t be bothered with complex-
ity. The tote board matters little when
held up alongside Scrappy'’s intricate,
tragic struggle to figure out who he was
in the world.”

Fr. Boyle’s faith tradition directs
him toward the biblical figure of Jesus,
of course, who challenged the world’s
framework of success and failure. Jesus
snubbed the rich and powerful, seeking
out instead the company of prostitutes,
publicans, the blind, halt, and lame,
and other marginalized individuals of
his time. As Jesus stood with them, Fr.
Boyle insists, so we are called to stand
with the unemployed, the adjudicated,
gang members, and other marginalized
figures of our time.

Yes, of course, we work for success
in bringing about healthy changes, he
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maintains. But we cannot come to regard
those changes as the sole purpose of the
work. “You stand with the least likely to
succeed,” he continues, “until success is
succeeded by something more valuable:
kinship.”

I discussed these matters recently
with my mentor, Bob Woodson, founder
of the Center for Neighborhood Enter-
prise (CNE), which works to strengthen
grassroots groups around the country.
As a strong believer in measurable out-
comes, he comes at this from a slightly
different angle. He makes the case that
this isn’t an “either/or” question, and
that faithfulness and success are, in fact,
intertwined.

Iwas in his office several months ago
when he had to take a call—“had to,”
because it was from a prison pay phone.
Sammy had once been part of a major
success story for CNE—a neighborhood
truce it had negotiated that quelled gang
violence in one of Anacostia’s tough-
est neighborhoods. But unlike so many
others from that truce who had gone on
to productive lives, Sammy had lost his
way and was now finishing up a ten-year
stint in prison. Bob had to work hard to
overcome his initial hurt and disappoint-
ment, but finally he had and now talked
to him regularly. As I listened, he offered
to put some money into Sammy’s com-
missary account and to fix him up with
some suits when he was released.

Later, I pointed out to Bob that, even
after hearing him speak for thirty years,
IT'had nonetheless never heard about this
aspect of his life and work. I knew he
would do anything to pull young men and
women out of gang life, and I had often
heard him celebrate their successes as he
carried their hopeful stories to audiences
across the nation. But, until the coinci-
dence of a call he had had to take with my
presence in his office on other business, I
had never appreciated his willingness to
stand as well with those who hadn't made
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it—his unheralded determination to be
faithful to them until they were ready to
try again.

But as he explained, were he just to
stand with the successful, there would be
far fewer of them. Those who “carry more
burden than they can bear” don'’t yield
their fates readily to outsiders—those
whom society trains and pays to “fix”
others through programmatic interven-
tions. They might, however, share their
burdens with those for whom they’'ve
come to feel kinship—those who were
once on the same destructive paths but
left them and are now ready to stand
faithfully and unflinchingly beside others
who are ready to leave, through all their
advances and setbacks, their small wins
and occasional substantial losses.

This doesn’t mean the sort of tolerance
for any and all infractions that verges on
enabling. But it does mean knowing when
to make stern demands for more respon-
sible behavior and when to display mercy,
to give second chances. Even Fr. Boyle,
who confesses that he is a softie, must
nonetheless occasionally “fire [some-
one’s] ass.” But this is how he approaches
it. “I call the person in and say, ‘The day
won't ever come when I will withdraw
love and support from you. I am simply in
your corner till the wheels fall off. Oh, by
the way, T have to let you go.’ They always
agree with me. Nearly always.”

The tension between faithfulness and
success, however, can never be entirely
resolved. As Fr. Boyle notes, “I'm not
opposed to success; I just think we should
accept it only if it is a by-product of our
fidelity. If our primary concern is results,
we will choose to work only with those
who give us good ones.” Groups like the
Austin Street Shelter, which set out ini-
tially to minister to the hardest of hard
cases among the homeless, might be
tempted to mix in more of those who are
only momentarily down on their luck—
who require far less effort and attention
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than the Bug Lady and who show results
far more readily—in order to boost the
“1s” that can be reported to funders in
thrall to the tyranny of success.

But the temptation to “cream” isn't the
worst aspect of the tyranny of success.
The much larger burden it imposes on
those who work at the outermost margins
of society, I think, is that it taps directly
into and aggravates an inner turmoil expe-
rienced by the most effective grassroots
leaders. As suggested by our examples,
they already torment themselves every
day—and, more than likely, deep into
the night—with the question of success
and failure. “Was I too tough today? Too
soft? Did I ask too much? Too little? What
could I have done differently?”

These questions don’t disturb their
rest because funders have raised them;
they are questions that, as faithful ser-
vants, they already incessantly put to
themselves, and probably more sharply
than any funder ever could. The sugges-
tion that it takes the imposition of an
external metrics framework to awaken
their yearning to be effective is at best a
well-intentioned misunderstanding and
at worst a gross insult.

When faithful nonprofits lose
someone—to drugs, homelessness, gang
violence—they're upset not because
it messes with their tally of “1s” and
“0s”; they're disappointed, perhaps
even heartbroken, because they were
hoping, betting, counting on that person
to make it this time, perhaps against a
long history of failure, relapse, and dis-
appearance. In turn, that degree of faith-
fulness and trust by the nonprofit staff
and other program participants may
well be, in the darkest moments for the
person on the edge, the sole factor that
keeps one foot stepping in front of the
other in the long, seemingly impossible
climb back to a healthy life.

Ironically, one way the tyranny of
success does not manifest itself is in the

ruthless defunding of “losers” in the name
of supporting only “winners” among
grantees. For all the tough talk from foun-
dations and evaluators about paying only
for outcomes rather than efforts, the fact
is that this resolve seldom gets beyond
verbal swagger, as surveys for the Center
for Effective Philanthropy have repeat-
edly found. Indeed, one of the reasons
frequently offered by foundations for
not releasing publicly the results of their
evaluations is that it might embarrass
poorly performing grantees.

If the day ever comes when metrics
bluster at last acquires some teeth—a
day fervently wished for by so many phi-
lanthropy leaders—we may well begin to
cull out the smallest, least “efficient” non-
profits working with the most vulnerable.
Then the tyranny of success will have at
last consolidated its domain.

Meanwhile, success’s tyranny mani-
fests itself more subtly, I think, in the
remorseless demand for good news from
the front line, the insatiable appetite for
stories about winners rather than losers.
Program officers—and here I report from
personal experience—make site visits
and listen with smug self-satisfaction to
stories about the wonderful changes that
have been wrought with the foundation’s
help. Photographers and public relations
specialists come down and capture in
word and picture heartwarming scenes
for the annual report. The measurers
render those stories into “0s” and 1s” and
ship them off to the foundation or univer-
sity for further processing.

But once the program officers, report
writers, photographers, and evalua-
tors have left the site loaded down with
success stories—probably without touch-
ing the plastic platters of food and drink
that were purchased at some sacrifice for
the occasion—the nonprofit’s staff is left
to deal alone with the daily diet of bad
news. They must bear by themselves the
quiet awareness of the kinfolk they've lost
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or are losing, the “failure stories” no one
wants to hear, the setbacks for which a
“0” is hardly adequate to describe the hurt
and disappointment they cause.

Not only that, we even tend to dismiss
as “unprofessional” the inner turmoil that
failure may induce in frontline leaders.
They shouldn’t get so involved, we advise
from afar; they shouldn’t take failure so
personally. It's the peculiar luxury of
program officers, evaluators, and writers
to retire quickly to their downtown suites
bearing neat packages of good-news
numbers without ever becoming intel-
lectually or emotionally involved in the
complex and ambiguous process that
produced them in the first place. After
all, they can say to themselves, they're
simply being rigorous, objective, neutral,
and detached—all of which are prerequi-
sites of professionalism.

But, as Lisbeth B. Schorr pointed out
years ago in Within Our Reach: Break-
ing the Cycle of Disadvantage, the most
successful social service workers are
precisely those willing to step outside
self-imposed professional limitations
and bureaucratic boundaries in order
to form immediate, personal bonds with
clients—bonds that are essential to but
by no means contingent upon “good
outcomes.” As she put it, “these pro-
fessionals have found a way to escape
the constraints of a professional value
system that confers highest status on
those who deal with issues from which
all human complexity has been removed
[....] This suggests a fundamental con-
tradiction between the needs of vul-
nerable children and families and the
traditional requirements of profession-
alism and bureaucracy.”

As a nation, we've learned to com-
pensate for the constraints of profes-
sionalism—at least in theory—through
“third-party government,” which chan-
nels relatively inflexible and unrespon-
sive federal programs through local
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nonprofits. They, in turn, can be counted
on to introduce the flexibility and respon-
siveness we know to be essential to
success. Insofar as federal social pro-
grams are effective, chances are they've
found ways to preserve their flexibility
and individually tailored adaptiveness in
the face of bureaucratic professionalism’s
relentless drive to regulate, rationalize,
and regiment.

The tyranny of success is reflected
not in aruthless exposure of failure—as
many have noted, there’s very little of
that. It is reflected, rather, in our denial
of failure—in our determined averting of
eyes from its omnipresence, our refusal
to acknowledge its direct but complex
connection to success. The outcomes-
oriented among us find ways to strip-
mine the “good stories” from frontline
nonprofits while leaving behind slag
heaps of “bad stories” for them to dwell
upon alone, in their difficult hours of
self-criticism. We find ways to reap
the benefits of deep, often painful per-
sonal commitment by frontline leaders
without ourselves having to share their
suffering. Indeed, we praise ourselves
for keeping that suffering at arm’s length
through the norms of professionalism.
But in rare moments of honesty we
confess that those norms must be vio-
lated on aregular basis if we are, in fact,
to do our work.

NortE

1. Lisbeth B. Schorr with Daniel Schorr,
Within Our Reach: Breaking the Cycle of
Disadvantage (New York: Anchor, 1989).
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Boards as Bridges

by Brent Never

Board members can be bridges to the resources you need to stay funded. Here the author
outlines two types of board structure to consider before approaching prospective candidates.

Editors’ note: This article was originally published on NPQ'’s website, on July 25, 2013. It was excerpted, with permission,

Jfrom You and Your Nonprofit Board: Advice and Practical Tips from the Field’s Top Practitioners, Researchers, and Provocateurs,

edited by Terrie Temkin (Rancho Santa Margarita, CA: CharityChannel Press, 2013).

HE RECENT GREAT RECESSION HAS

helped nonprofits rethink how

they engage and interact with

current and future funders. What
was considered to be solid, long-term
funding from state and federal agencies is
now more difficult to retain, and the United
Way and other federated campaigns are
less likely to provide long-term support.
Nonprofit leaders have been struggling to
develop strategies to find, and successfully
secure, the funding necessary to meet the
increased need for services that go hand
in hand with tough times.

Here I dissect one of those techniques:
using board members to champion non-
profit organizations to external stakehold-
ers who may be able to open purse strings.
This is not a new idea. Organizations
have been placing the mayor, influential
clergy member, or luminary of philan-
thropy on boards for decades. Even if
they know the mayor would never attend
a board meeting, they feel that by virtue
of the office held, he or she will stand as a
symbol of an organization’s quality. Advi-
sory groups and task forces are yet more
(and, in cases like the inactive mayor,
more appropriate) tools for increasing
the visibility and legitimacy of nonprofits
that ultimately lead to funding.

I also discuss the phenomenon
of board members as bridges to new

96 THE NONPROFIT QUARTERLY

resources, and two reasons why non-
profits may want to use bridges. The first
is to bring information into the organiza-
tion. This information typically revolves
around funding opportunities or the hap-
penings of other organizations in the field.
The second is to bring information out of
the organization to funders, such as high-
lighting the wonderful job that the non-
profit is doing in its good works. But not
all organizations need the same type of
bridge, and many would be better served
thinking about board members as strate-
gic resources with different strengths and
weaknesses. Below I outline two types of
boards and how each requires a different
kind of board member.

Two Lenses on Ideal Boards

If board members are to be success-
ful bridges to resources that are either
untapped or need to be reinforced, the
process of selecting these individuals
becomes critical. Those involved in
governance often think about choosing
board members the way professional
football teams think about drafting
rookie players: What skills will this
new member bring to the team, and
what resources can this person help us
attract? The type of member that you
need for the team largely depends on
your team’s current strengths and how

you want to steer the organization in
the future. Do you want to reinforce
strengths or do you want to buttress
weaknesses? Here we’ll draw on two
theories in order to explore what might
work best for your organization.

The Ideal Representative Board
There are two ways of thinking about
how best to structure nonprofit boards in
order to connect with external constituen-
cies. The first comes out of sociological
studies of networks of connections. We
all possess an address book of contacts,
some of whom we know very well—like
our family members—and some who are
only distant connections—the brother-in-
law of my barber, who is a good plumber.
Mark Granovetter, a Stanford sociologist,
set out to understand how people draw
on contacts to find a job. He found that
people with broader networks full of
weak ties to friends of friends—that great
plumber—were much more effective at
getting information about job openings. It
seems logical that people with larger net-
works are better able to understand what
is going on in the larger environment.!
While there are many ways to measure
how “good” anetwork is, the most impor-
tant deals with its efficiency. Think of
network connections as resources in

themselves. It takes a certain amount of

WWW.NPQMAG.ORG - SPRING 2014



effort to tend to them, to make sure that
you are in their good graces—or that they
even remember who you are. An efficient
network is one where every person con-
nects you with a different resource pool.

You can also think about this from the
point of view of redundancy. A redundant
contact occurs when you have more than
one connection to a single person. In
effect, you are putting in more effort than
is necessary to make a connection to that
individual. The implication for nonprofit
boards is that, ideally, they should look
at their board members as a means for
obtaining the greatest spread possible in
connections.

It is helpful to think about the struc-
ture of board networks on a continuum.
This model exists on one end. Organiza-
tions that have a diverse revenue struc-
ture might consider using this model,
because they must be able to reach far
and wide to activate a very diverse set of
resources. For example, the American
Cancer Society receives a great amount
of its funding for education and research
from individuals who participate in their
varied fundraising events. The outreach
to involve as many people as possible
in these events is made easier with a
well-connected board. Another type of
organization that would fit this mold is

Figure 1: Ideal representative board, with an efficient

distribution of network ties

an advocacy organization for individuals
and families with an illness, such as the
National Coalition for Cancer Survivor-
ship. Board members can be viewed as
the vital representatives of those who
have experienced that particular malady.
It follows that an effective board is one
that incorporates the widest collection
of experiences in order to help the orga-
nization better articulate the needs of its
constituents. We see the ideal represen-
tative board (see figure 1) as one where
each board member, represented as a
dark circle, has a set of unique connec-
tions with whom they can communicate.

The Ideal Resource Board

A second lens on boards comes to a dra-
matically different interpretation of how
they should be structured. We know that
organizations exist to the extent that they
can attract resources. The more desper-
ately an organization needs a resource,
the more it needs to bow to the demands
of that resource provider—a situation
that should sound familiar to many non-
profit leaders! Resource dependency is
a theory that has been applied to non-
profit organizations repeatedly because
it explains their positions in a web of
resources so well. That said, organiza-
tions should concentrate their efforts on

the critical resources and not waste time
on the unimportant ones.

If you think about boards as the means
for reinforcing those connections to the
most important resources, the concept
of efficiency matters quite a bit less. Con-
sider an organization that receives its
funding from a handful of vital sources,
such as the local United Way and a large
benefactor (see figure 2). It would intui-
tively make sense to have several board
members that have contacts with the
same few key resource providers.

While the social network theorists
would see this as an inefficient and
redundant network, resource depen-
dency scholars would view it as shrewdly
understanding that redundancy can
result in stronger bridges to those few
important resources. The implication
of the theory is that organizations with
concentrated resources should think not
only about the size of the address book
but also, more importantly, about who is
contained in those networks.

The Concept of Structural Holes

Although counterintuitive, the concept
of structural holes is essential for how
nonprofit organizations bridge to nec-
essary resources. While the social
network theory talks about having

Figure 2: Ideal resource board, where directors have redundant
networks, tying the organization to key stakeholders
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efficient networks as bridges to distant
resources, Ronald Burt has a different
idea. Burt gets at the value of a connec-
tion—basically, why are some connec-
tions so essential to organizations while
others have little value? Burt says that we
shouldn’t be measuring the bridge—or
connection—in the network but rather
paying attention to the hole over which
you build the bridge.?

Consider an organization that relies
on three large individual benefactors
for the vast majority of its funding. The
board should not worry about having an
efficient network; rather, it will want each
of the three benefactors to be connected
to the organization by several points of
contact. So the value of a bridge is equal
to the resources that you wouldn’t be
able to access without it. One step that
a nonprofit organization can take is to
create an inventory of its resource envi-
ronment in order to understand the value
of any structural holes in the network.

Bringing Legitimacy to

the Organization

While one role of networks is to receive
information from the environment (such
as when anew funding initiative arises or a
competitor shuts its doors), networks can
also project information outward to the
environment. Nonprofits exist in a world
where their legitimacy matters. While merit
certainly plays into the allocation of state
contracts and private philanthropy, there is
no question that the perceived legitimacy
of your organization is also essential to
securing those funding streams.

This process of isomorphism—or
organizations tending toward looking
like each other because that represents
a “legitimate form”—can easily be seen in
their propensity for raising funds through
special events. Consider the number of
charity races or annual dinners that go
on in your community every year. (In
fact, in certain sectors, without a charity
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race your organization might seem
substandard.)

Board members can bring this legiti-
macy to your organization. This goes back
to the earlier idea that, while you may
know that the mayor would never attend
your board meetings, having a person
of this stature on your board signals to
the community that your organization is
important. The question then becomes,
when should you be appointing people as
figureheads and when should you not? The
answer partly depends on what your orga-
nization needs vis-a-vis the resource envi-
ronment. If your funding comes entirely
from United Way, having the mayor on
your board would have very little effect
on funding allocations, given the program
evaluations that United Way uses to make
its decisions. But if you are seeking to dis-
tinguish your organization as the leader in
a certain type of service delivery—particu-
larly in the minds of the thought leaders in
your community—having a luminary on
the board could help cement that legiti-
macy. In the end, boards should consider
the level of engagement they need from a
board member before approaching pro-
spective candidates.

How to Approach Building
a Networked Board
Boards are not built in a day, as any
leadership team knows well. We have all
run into the boards that are populated
by well-meaning, passionate individuals
without the skill set necessary to help
the organization move forward. We've
also seen boards populated by members
who, on paper, look like a dream team
but in reality are not passionate about
the organization’s work. So the question
becomes, who should be on our board,
and how do we build an effective one?
The answer is complex, but start by
taking an inventory of where your orga-
nization is today in terms of funding and
life cycle, the type of individuals on the

leadership team, and the constraints that
your organization faces in the resource
environment. Just as successful busi-
nesses routinely scan their environments
for competitors and potential clients,
nonprofit organizations should also rou-
tinely take a treetop view of what other
entities are out there doing similar tasks.
But climbing that tree in order to peer
over the horizon can be hard. Nonprofit
organizations can be so intent on pro-
viding services, or serving a community,
that they forget to lift their heads up and
conduct a fundamental scan. Leadership
teams should also look at themselves.
What skills does each of the members
bring to the boardroom? What skills are
needed but missing? And, most impor-
tantly, how do team members interact

with the resource environment?

I trust I have challenged a few nonprofit
organizations to take a more nuanced
approach to their boards. There are no
one-size-fits-all solutions to how boards
should work. At the same time, boards
can be much more than watchdogs over
the books. They can provide those essen-
tial links to the environment necessary to
ensure access to funding streams.

NotEs

1. Mark Granovetter, Getting a Job: A Study
of Contacts and Careers, 2nd ed. (Chicago:
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Structure of Competition (Cambridge, MA:
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“l appreciate the environment of collaborative discourse—the
expectation that there is more than one point of view, and the degree to
which the diversity contributes to growth and understanding.”

—An NPQ reader

~__ NPQisCollaborative Journalism
> —

A THE NEW NPQ
We are entering a neweera. Civil society is, overall, a laboratory—rapidly transmuting
and reorganizing itself in parts and in its collective whole, and wielding, in different
ways, its increasingly powerful influence. Through collaborative journalism, NPQ is not
only reflecting the spirit and meaning of civil society but also expertly digesting
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We live in a time of massive insti-
tutional failure, collectively cre-
ating results that nobody wants.
Climate change. AIDS. Hunger.
Poverty. Violence. Terrorism.
Destruction of communities,
nature, life—the foundations of
our soctal, economic, ecologi-
cal, and spiritual well-being.
This time calls for a new con-
sciousness and a nmew collec-
tive leadership capacity to meet
challenges in a more conscious,
intentional, and strategic way.
The development of such a capac-
ity would allow us to create a
Suture of greater possibilities.

Otto Scharmer!

HAT IS THE STATE OF NONPROFIT
management education
today? From the ways

we establish community
value to arenewed emphasis on network-
ing and an expanded menu of organiza-
tional designs (among other things), how
we work in the sector is changing at a
faster pace than ever.
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Thoughts on the Relevance of
Nonprofit Management Curricula

by Judith L. Millesen, PhD

Nonprofit management education is not evolving fast enough to keep up with the rapid

changes in the sector, lacking attention to the broader context in which the management

skills programs might be deployed. Here the author outlines five key ideas for properly

preparing the next generation of nonprofit leadership.

In an effort to establish how cur-
ricula are, or are not, keeping up with
the changes, I interviewed nine practi-
tioners with extensive experience in the
sector: Phil Cass, CEO of the Columbus
Medical Association and Foundation;
Deborah Frieze, former copresident of
the Berkana Institute; Hildy Gottlieb,
cofounder of Creating the Future; Mark
Kramer, founder and managing director
of FSG Social Impact Advisors; Heather
McLeod-Grant, principal of McLeod-
Grant advisors and coauthor of Forces
for Good: The Six Practices of High-
Impact Nonprofits; Allen Proctor, con-
sultant and founder of Proctor’s Linking
Mission to Money; William Trueheart,
president and CEO of Achieving the
Dream; Katherine Tyler Scott, managing
partner of Ki ThoughtBridge; and Peter
York, CEO, Founder and Chief Idea Guy
at Algorhythm.

Generally speaking, the group
seemed somewhat disappointed with
the current state of nonprofit manage-
ment education, at least in its attention
to a rapidly changing context. As one

interviewee—Hildy Gottlieb—offered,
“Having degree programs in manage-
ment as an end unto itself reinforces
the notion that all that matters is means,
with the assumption that somehow, if
you have strong means, the ends will
magically take care of themselves.”
Peter York posited that, increasingly,
nonprofit organizations don’t control the
market on social change, and predicted
that there will be quite an amalgamation
of private and nonprofit businesses all
competing to address social issues. In
his opinion, “People are talking about
impact investing, and they don’t care if
you are for-profit or nonprofit as long as
you demonstrate impact.” Although the
group recognized that many graduates
are entering the workplace with useful
technical skills—from project manage-
ment to budgeting and finance—they
collectively articulated concerns that
today’s programs lack attention to the
broader context in which these skills
might be deployed to improve condi-
tions in communities and accomplish
real change.
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Five Key Ideas

Most of the nonprofit leaders
I know, and that represents a
JSairly sizable group, have not gone
through programs that have antic-
1pated the radical changes that we
are facing in many dimensions of
our work today. And I am not just
talking about the severe cutbacks
to resources by public entities and
the decline of resources available
to nonprofits because of a bad
economy; I am talking about the
anticipation of radical changes in
the demands of our local, regional,
state, national, and international
economies to have differently
educated individuals who can
Sfunction in a global economy.

William Trueheart

When interviewees were asked what
aprogram might look like if they had the
freedom to create a learning experience
that would properly prepare people for
a career in nonprofit leadership, their
answers were clustered around five
key ideas. First, leaders need to under-
stand how to establish an organiza-
tion’s community value. In order to
garner the support needed for survival,
the community needs to understand
and embrace “how the organization
contributes to the common good; how
it creates a net community benefit.”
Second, our programs must teach stu-
dents how change happens. Students
need to look to the future so that atten-
tion and resources are focused on the
outcomes that must be achieved. Third,
students need to learn how to work col-
laboratively and collectively as part of
a group. Effectively addressing complex
social problems requires a multisectoral
coordinated response. Fourth, pro-
grams must recognize the importance
of selecting an appropriate organiza-
tional structure and business model.
So much of what we teach is fixated
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on philanthropy as a sole source of
revenue, and that is simply not realistic
in today’s environment. Students need
to emerge from graduate programs with
a basic understanding of organizational
design options, capitalization, pricing,
and various business models that can be
used to achieve social impact. Fifth, stu-
dents need to practice. They need to be
immersed in authentic learning experi-
ences where there are opportunities for
reflection, self-directed discovery, and
peer learning.

1. Establishing Community Value

We need to understand deeply the
purposes for which nonprofits
exist . . . what product or service
we are offering to create a better
world. That piece gets missed too
often, as does the notion of really
understanding the values and the
purpose of what we are up to and
the theory of change behind what
we are destgning our organiza-
tions to fulfill. And then, by the
way, we can get to the mechanics.

Deborah Frieze

Without exception, every person who
was interviewed emphasized that in
order to be a successful leader, program
graduates must ensure that their non-
profit is what Allen Proctor describes
as a “reliable provider of a service that
fulfills a useful need in the community.”
On its face, this work is dynamic. As
communities and circumstances change,
program delivery must shift as well.
Deborah Frieze explained that in order
to deliver on our public value promise,
we “need to figure out what communi-
ties actually need as opposed to what
the nonprofit sector has been pitching
that they need.” This is not easy work. It
requires people to challenge their world-
view—to let go of what they think they
know and discover new ways of seeing
and interpreting what is happening. At

its best it requires constant iterations
on practice and, every now and then, a
complete deconstruction of what is in
service of what could be.

For this, nonprofit leaders need to
know the disciplines of self-reflective
practice. “A nonprofit curriculum must
immerse students in their own leader-
ship, into themselves,” according to
Katherine Tyler Scott. “They need to
understand what is core and important
to their own character and the values that
guide them in their decision making.”
These very values can either foster
innovation and creativity or restrict and
constrain thinking, but Frieze believes
that this understanding of oneself is in
service of understanding other voices
and the facilitation of collective voice:
“We need to really immerse ourselves
into the community, not simply pass
through as a voyeur.” And we must be
able to state what is informing us, not as
immutable truth but as our perspective,
including the information we believe to
be important. Phil Cass described this
process through the lens of Theory U,
a concept developed by Otto Scharmer,
which explores the inner place from
which leaders operate. According to the
theory, leaders must identify the assump-
tions we have come to accept as reality
and how those assumptions guide their
thinking and participation. Tyler Scott
went on to say that “this kind of work
provides students with an opportunity to
engage in reflective thinking and discern-
ment: skills they will use for the rest of
their lives. There will be no job that will
not benefit from having this kind of skill.”

Perhaps one way to contextualize
public value is to incorporate the asso-
ciational history of the sector into the
curriculum. As Tyler Scott noted, “Not
many people have an understanding
of the history of the sector. It’s almost
as if they just landed yesterday. People
need to know the root of why it was
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created, why it is important, and why
it is important that it continue. They
are our best advocates for the sector
when they get out. History provides
students with a richer context for the
work they do. They are not starting
over; they are part of a huge community
of people, generations of people who
have tried to make society better.” The
more students know about the history,
the more they can begin to think about
their own worldview, says Tyler Scott.
That is what they take with them from
the academy into practice; it is what
influences how they lead, how they
serve, and how they decide. Tyler Scott
believes we should encourage students
to think critically about the meaning of
their public-sector work and their roles
and responsibilities in continuing the
traditions that are going to create a
better world.

This leads us to another important
aspect of establishing community value:
acting as a venue for creating a different
future. This addresses different issues
in different settings, but the methods
for the establishment of commonly
held vision are a critical and powerful
knowledge and skills base, according
to Gottlieb: “If we start by teaching
how to create significant improvement
in our community conditions—if we
focus on ends first—it’s not negating
teaching management, it’s just putting
it in context. We focus on teaching the
means within afocus on the ends. Orga-
nizations are just tools we use to create
the communities we want. If we focus
on the tool with no focus on the reason
we have the tool, then we wind up with
this finely crafted and well-maintained
hammer that never builds a house.”

2. Understanding How Change Happens

We tend to have a curriculum now
that assumes people are going to
graduate and go into a nonprofit
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organization—and work within
that organization using a very
traditional [service-delivery]
model that has not changed in
twenty or thirty years. That’s
not the future. That’s not where
we see momentum and change
and innovation happening. The
knowledge and skills to lever-
age change are what people need
to learn, and this is not in the
nonprofit curriculum today.

Mark Kramer

It is certainly true that not all non-
profit organizations are about change,
yet for those people who are planning to
lead organizations that are about social
change, an understanding of how change
happens—and how to develop the tools
needed to make change happen—is
essential. Frieze noted that in her expe-
rience, change does not happen from the
top of the system but rather from deep
within it—when people move forward
to solve a problem. Gottlieb expanded
on that idea, suggesting that change has
to happen simultaneously top down and
bottom up, and it has to happen across all
aspects of the social change arena.

William Trueheart shared a compel-
ling story of how change happened in
the Pittsburgh public school system. In
2002, Trueheart was one of three foun-
dation CEOs who elected to suspend
funding to the local public school system
in Pittsburgh, because the group lacked
confidence in the school board’s ability
to run the district. Although this was a
bold move on the part of the funders,
they realized that in order for real change
to take place they were but one cog in
a very complex wheel; without interest
and support from a broad range of stake-
holders, systemic issues would never be
addressed. Early on they recognized
the need for a political dimension to
their work, yet there were no political
entities at the table. They knew that in

order to create the kind of transforma-
tional change they were seeking, they
needed to educate the broader commu-
nity on the larger issues—not just that
the schools were failing to deliver on
their promises but also that there were
underlying flaws in the system. This rec-
ognition led to a conversation with the
mayor, who was then able to work with
the foundation leaders to identify a team
of thought leaders interested in address-
ing the systemic challenges. The Mayor’s
Commission on Education was formed,
and Trueheart served as cochair of the
Commission.

The Commission, made up of repre-
sentatives from community, business,
civic, religious, and educational orga-
nizations, conducted an analysis of the
school system. The findings released by
the Commission almost one year later
led to unprecedented mobilization of
community-based advocacy groups
exerting political pressure to elect a
new school board, which eventually
hired a new superintendent, who wound
up closing a number of grossly under-
performing schools that were costing
the city millions of dollars. Moreover,
the Commission worked with the new
superintendent and the new school
board to completely restructure the
system. One such innovation was the
creation of “Learning Academies,”
in which the very best teachers were
paired with the students who had the
most significant needs. The results have
been impressive.

Complex problems are by definition
intricate. No single entity anywhere in
the system has the requisite authority
or control to impose solutions, and no
single organization has the capacity
to implement a solution. Addressing
the complex social problems of today
requires us to engage people involved
with the issues in designing the solu-
tions that will ultimately change
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community conditions and perhaps
fundamentally alter the way work is
done. Moreover, future leaders need to
understand that the impetus for change
can emerge at any place in the system.
Gone are the days where we only make
social progress in America through
the nonprofit sector; in the future,
real social change will happen at the
intersection of community, nonprofit,
public, private, and philanthropic inter-
ests—and our future leaders need to
navigate this territory.

3. Working Collaboratively

Students don’t understand how
groups work . . . how systems
work. There are many people
who do not understand group
dynamics. I am not talking about
Just doing a project and coming
back to the classroom and report-
wng on it, but really looking at
how groups work, the roles in a
group, the things that impede,
the things that enable, how you
intervene when there is conflict,
how you deal with lethargy . . .
the things they will need to deal
with for the rest of their lives.

Katherine Tyler Scott

With all of the recent activity in this
sector involving networking, collective
impact, and boundary crossing—not to
mention new, more reciprocal ways of
managing staff and volunteers—future
leaders must know how to create and
manage partnerships. This was empha-
sized by Mark Kramer, as he reflected
on how social change happens. York
added that in order to foster social
change, when leaders come to the col-
lective table they need to recognize
when to give up their individual auton-
omy—their identity as an organizational
leader—and join in a collective agenda.
This is not always an easy call.

Cass noted that true leaders
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recognize that they cannot be the
person with all the answers but rather
should be the “facilitator of collective
intelligence.” Future leaders must also
recognize that in order to move forward
in a genuinely participatory way, it is
important to engage in real relationships
with people, where there is a desire for
mutual understanding and collective
learning. Manipulative interactions,
where one party is trying to understand
another so that information can be used
to force action, does not build the kind
of trust that is essential for authentic
participatory practice. Leverage is often
created at the collective table.

4. Selecting an Appropriate Organizational
Structure and Business Model

One of the things that dismays me
1S that there is so much emphasis
on fundraising, when the vast
bulk of a business is running
the business. Let’s talk about the
business, how it was set up. . . .
Maybe it started as a completely
grant-funded organization that
did what was required in terms
of infrastructure, management,
skills. Maybe it started as an
advocacy group doing education
programs. What does that say
about how the business is struc-
tured? Maybe it is a museum or
a performing arts group, which
requires a whole different way to
structure the business. We never
talk about that. We talk about
nonprofits as a homogeneous
thing, and they really aren’t.

Allen Proctor

There are a myriad of organizational
designs in use in the nonprofit sector,
and the menu is being expanded daily
as technology provides more options
useful to organization. The ability to
think creatively about design options
goes far beyond discussions about

hierarchy, ranges of traditional gover-
nance choices, and partnerships and
mergers. Teaching through case studies
about what design elements are neces-
sary to support a high-engagement orga-
nization is both dynamic and exciting.

These organizational designs clearly
must include an enterprise model,
and that includes a clearly conceived
revenue model. In an interview pub-
lished by the Nonprofit Quarterly in
2008, Lester Salamon, Director of the
Center for Civil Society Studies at The
Johns Hopkins Institute for Policy
Studies, noted that supplementing a
focus on operating income with the
need to attract investment capital was
a “sleeper issue” for the sector. Salamon
explained that unless nonprofits can
find access to investment capital, they
will be unable to respond to changing
needs and increasing demands. I heard
these very same sentiments from the
people I interviewed. Interestingly, not
only did the desire to provide students
with a better understanding of the
technical aspects related to capitaliza-
tion, balance sheets, cash flow, liquid-
ity, pricing, financial planning, earned
income, and fundraising come up again
and again in my recent conversations,
those I interviewed also suggested that
too little attention is focused on decid-
ing the most effective way to struc-
ture the work so that social impact is
achieved.

Sharing the story of Housing First’s
approach to chronic homelessness,
Kramer talked about how real social
impact can be achieved when the work
and the business model are substan-
tively aligned to address the problem
at hand. Kramer explained that about
10 percent of the homeless population
(the chronic homeless) consume about
80 percent of the resources, partly
because the system has of late been
largely set up to work with people and

THE NONPROFIT QUARTERLY 103




families who are dealing with transient
homelessness (people who are home-
less for a brief period of time). Shelters,
food banks, and emergency aid are
tailored to this latter group of people;
however, it is not uncommon to spend
more than one million dollars per year
on just one person who is chronically
homeless, particularly if the individual
has multiple disabilities or is moving
regularly between the shelter, the emer-
gency room, and prison. Kramer further
explained that if the system were built to
deal with chronic homelessness, some
of these people would be provided with
an apartment and a social worker, who
would ensure that a full complement of
services were provided to address the
root causes of homelessness. He argued
that the cost savings would be huge and
the outcomes infinitely better.

Kramer’s key point was that while
it is true that we have a service model
where many are working to help the
homeless, for the more chronic segment
of the population that service does not
accurately or effectively address the
need. It is imperative that future non-
profit leaders look closely not only at
the need but also at how services are
delivered. If we look closely at the spe-
cific needs of the chronically homeless,
we can see that a different program/
business model would enable us to
save public money and meet needs more
effectively. For Kramer and a number of
others, a leadership role in a nonprofit
is about solving a social problem, but it
involves adjustments to service delivery
as well as to business models.

5. Practicing in the Field

As students spend time learn-
ing how to significantly improve
community conditions, they will
need opportunities to practice
what they’ve learned. They will
need opportunities to practice

104 THE NONPROFIT QUARTERLY

ways of thinking and working
that actually improve conditions.
Hildy Gottlieb

While there is ample evidence to
suggest that applied-learning experi-
ences in the field provide students with
a unique ability to apply the concepts
they have learned in the classroom to
real-world situations, several of the
people I talked to had ideas about how
faculty might provide similar learning
experiences in the classroom. Proctor
and Kramer talked about how cases
could be used to lead students through
complex decision-making scenarios.
My understanding of their comments
regarding cases is that they were not
talking about the familiar “ethical
dilemma” cases prevalent in the
academy but rather cases that would
challenge students to think critically
about how best to achieve desired
outcomes—cases that, as Margaret
Wheatley and Frieze describe in Walk
Out Walk On: A Learning Journey
into Communities Daring to Live the
Future Now, invite you “to examine
your beliefs and assumptions about
how change happens and what becomes
possible when we fully engage our com-
munities. The resources and wisdom we
need are already there.”

Final Thoughts
It seems to me that there may be a dis-
connect between the kind of learning
we expect students to emerge with and
what we teach. As Frieze reminds us,
there are many different types of learn-
ing environments. Perhaps the academy
might practice alittle of what we preach
and experiment with different models
and assess the degree to which alterna-
tive educational models produce the
kind of learning described in the pre-
ceding paragraphs.

As I thought about all I heard, I

continually returned to Frieze and
Wheatley’s description of a learning
journey. What if nonprofit management
education were an immersion in an
“experience” rather than a course-based
curriculum? I wonder if the way many
programs teach nonprofit management
might not be counter to what we are
trying to accomplish. We ask students to
be thoughtful and reflective so that they
can create a future of greater possibili-
ties, yet we put them through a techni-
cal, course-based process that focuses
attention on the means.

If systems are to sustain themselves
they must focus on their niche purpose
and their context in order to adapt and
continuously learn. It may be that some
nonprofit management education is too
focused—not on purpose but rather on
the more dry and secondary methods
to fulfill the purpose, and in an environ-
ment that is evolving quickly or even
long gone. If this is true, it robs students
of the sense of adventure we should all
have when we dive in to help lead a social
purpose organization, and it would be a
disservice to the sector.
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