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Abstract

Litle is known about the mos gopropriste methods of conceptudizing the
relaionships between govenment and the voluntary sector in advanced market
economies and this represents the centrd concern of the present paper. The paper
begins with a synoptic review of the main dements of public policy making, and then
examines the problem of ‘sectorization’. The substantive body of the paer evduaes
a number of gpproaches developed in the literature that could conditute a framework
for formulating public policy on the voluntary sector. The discusson ends with some
brief concluding remarks.
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Public Palicy Approachesto the Voluntary Sector

INTRODUCTION

Despite the growing interest in the voluntary sector over the past twenty years, and the
substantiad theoreticad and empiricd literature now available on nonprofit organizations
(NPOs), the rdlationship between the voluntary sector and the state remains largely unknown.
Gidron, Kramer and Sdamon (1992, p.xiii) obsarve that “ ... .there are no generdly accepted
concepts, models, theories, or paradigms and ingtead ‘ numerous metgphors are used’, such
as‘the new politica economy’, ‘third-party government’, ‘ nonprofit federalism’, ‘the
enabling gate, ‘the franchise sate, *indirect public administration’ and the French ‘ socid
economy’. Thelack of an agreed theoretica framewak againg which to formulate and
implement public policy condtitutes aformidable barrier to successful policymaking.

This paper is concerned with the problem of conceptudizing the relationship between
government and the voluntary sector in advanced market economies. The paper beginswith a
synoptic discussion of principa dements of the economic approach to public policy making
and emphasizes the importance of economic efficiency, equity consderations and potentia
tradeoffs between these two genre of policy objectives. It then focuses on the problem of
‘sectorizaion’ and the difficulties it poses for policy makers. In the substantive body of the
paper, we examine a number of gpproaches that have been suggested in the literature that can
condtitute aframework for formulating public policy on the voluntary sector. The paper ends
with some brief conduding comments.

PUBLIC POLICY FORMULATION

The determinants of public policies are complex and not well understood by socid scientigts
(Nagd, 1999). A myriad of different groups, including voters, interest groups, politica
parties, public bureaucracies and the media, are involved in public policymaking and
formulation. Public policies are thus conceived in an environment characterized by numerous
compeling pressure groups, with diverse and often fundamentaly conflicting demands. In
plurd democretic systems power is dispersed and consequently political decisons must be
reached through bargaining and compromise. Accordingly, the policy process can hardly be
described as entirely rationd, well coordinated or efficacious. Althoughit is obvioudy
difficult to estimete the impect of ideologicd, andytica and other dementsin public policy
meaking, it nevertheless seems safe to assume thet ingghts drawn from the socid sciences,
induding economic theory, do have a least some influence on the policy process.

Microeconomic theory is centraly concerned with the implications of the universdly
goplicable problem of relative scarcity. By contrast, microecanomic policy focuseson
reducing the magnitude of relative scarcity and atering the burden of relative scarcity
amongst members of society. In other words, microeconomic policy seeks to diminish the
degree of relative scarcity by enhancing economic efficency, and redigtribute the burden of
scarcity by modifying income differences between individuas (Hartley and Tisdell, 1981).
For example, energy deregulation in the United States, podtd privatization in Japan and



public sector reform in South Africa dl represent cases of efficiency promating
microeconomic policies. On the other hand, socid security systems in Western Europe,
agriculturd subsidiesin Americaand drought reief programsin Audrdiaare dl ingances of
microeconomic palicy interventions directed a changing the burden of scarcity between
different individuals and groupsin society.

Microeconomic theory provides public policy mekers with severd useful normetive
frameworks for gauging the attributes of pecific policies. At therisk d over smplification
these can be separated into two main groups. In the first place, economists have developed
useful measures of economic efficiency that can be applied to reakworld policy proposas.
Economic efficiency is defined in three main waysin economic discourse. Firdly, technical
or productive efficiency refers to the use of scarce resources in the technologicaly most
efficient manner. Put differently, technically efficient production describes obtaining the
maximum possible output from a given set of inputs and approximates the everyday concept
of ‘best practice in production.

The second measure of efficiency, known asallocative efficiency, refers to the digtribution of
productive resources among aterndive uses so asto yield the optima mix of output. In the
language of microeconomics, under conditions of * perfect competition’, the optima output
arises through consumers responding to market prices thet reflect the true incrementa costs
of production, or ‘margina cods . Allocative efficiency thus involves an interaction between
the productive capacity and consumption activity of society.

Dynamic or intertemporal efficiency represents the third way of defining economic
efficiency. In contragt to both productive efficiency and dlocative efficiency, dynamic
efficiency isamuch less precise concept with no universally agreed forma definition. In
generd terms, dynamic efficiency refers to the economicaly efficient usage of scarce
resources through time and thus embraces dlocative and productive efficiency inan
intertempora dimension. The comparative ingtitutions gpproach focuses on the efficiency of
dterndive inditutiond arrangements in a dynamic context and can thus be said to embody
the notion of dynamic efficency.

Thegeneric notion of economic efficiency, with its alocative, productive and dynamic
condtituent demernts, istypicadly employed as ayardgtick againg which existing inditutiond
arrangements and proposed poalicies can be evaduated. For ingtance, some current indtitutiond
mechanism for ddivering age care services may be scrutinized and found wanting on grounds
of productive inefficiency. Thiswould provide aprima facie case for policy changeto
enhance productive efficiency in these age care sarvices. Smilaty, if two competing policy
proposals are advanced with a common objective of improving some given human sarvice,
then these proposals can be adjudged in terms of economic efficiency, and the policy that has
superior efficiency outcomes chosen.

The second method of assessang proposed policies that has been developed by economists
can be broadly grouped under the term *equity’ or distributiona consderations. Thus, even if
exiding inditutiond arrangements are economicaly efficient, additiond ethical arguments
may dill be invoked to judtify change Snce economic efficiency is sedom an end in itsown
right, a least within the sphere normaly inhabited by the voluntary sector. In any evert,
prectica politics inevitably obliges policy makersto consder equity aswell as efficiency
issues. We therefore fully agree with Wolf (1989, p.30) who observed that ‘ most public
policy decisons are usudly even more concerned with didtributiond issues (namely, who



gets the benefit and who pays the costs) than with efficiency issues (namely, how large are
the benefits and cogts)'.

Theintroduction of fairness or equity consderations into economic anaysis brings with it
complex and sometimes intractable issues (Kolm, 1993), not leadt the fact that a potentidly
inexhaugtible range of standards for evaluating equity exist. For ingance, Wolf (1989, p.82)
has argued that equity can be varioudy defined as ‘ equdity of opportunity’, ‘equdlity of
outcome, ‘ perfect equdity of outcome only if the leest well off improve, ‘treating equdly
Stuated people equdly’, ‘treating unequaly Stuated people in gppropriady equa ways,,
‘from each according to ability, to each according to need’, ‘an eye for an eye’, and ‘turn the
other chesk’, amongs many other possihilities.

In addition to the difficulties presented by a potentidly endless array of equity criteria,
further complications may arise when different methods of approaching ethicd questionsare
taken into account. For example, it is possible to distinguish between approaches to equity
that emphasize digtributive processes, digtributive opportunities, and distributive outcomes.
Thus an approach that focuses on outcomes might cdl for equdity between al persons. But
thiswould overlook the procedurd dimension o distributive outcomes. For ingtance, itis
entirdly concaivable that unequd distributions may be fair if they are the result of just
processes of exchange. In the same vein, an gpproach that embraces procedurd fairnessto the
exduson of digributional outcomes might alow substantid income and wedlth differences
to arise. Moreover, both the outcome and procedura approaches neglect initid endowments
enjoyed by individuas in sodiety. But consderations of equdity of opportunity require
complex interpersond comparisons of the inherited abilities of people and their
socioeconomic backgrounds. It isthus clear that the adoption of any one of these three
generic approaches to fairness involves tradeoffs between processes, opportunities and
outcomes, nat to mention more generd tradeoffs between equity and economic efficiency.

Despite the difficulties engendered in the gpplication of equity consderations to socid policy
questions, three common ethica arguments are often invoked. In the first ingtance
widespread support gppears to exigt for the propogtion theat the workings of the modern
mearket economy may induce extremes of income and poverty that should be amdiorated by
some form of policy intervention. Equity-based digtributiond arguments dong these lines
have been usad to judtify the massive redistribution programs characteridtic of the
contemporary welfare sate. They have dso brought into existence thousands of voluntary
sector organizations through the world dedicated to the reduction of poverty.

A second frequent equity argument is based on the notion that people do not aways behave
in their own interests. For ingtance, it is often asserted that unless compelled by law, some
parents will not ensure thet ther children attend school. Similarly, restrictions on tobacco
smoking and the ingestion of narcotics are commonly judtified on these grounds. Arguments
in this mold derive from the concept of merit and demerit goods developed by Musgrave
(1984, p.78), who defined merit goods as ‘ goods the provision of which society (as digtinct
from the preferences of the individua consumer) wishes to encourage or, in the case of
demerit goods, deter’. The merit good argument is often invoked by voluntary organizations
in an advocacy roleto cdl for government subsidies for various good causes, not leest the
atsand other culturd activities. Smilarly, the demerit good argument is dso frequently
called upon to influence governmenta behavior. Modern debates on gppropriate policies for
narcotics tend to hinge on demerit good argumentation.



A third popular equity argument revolves around the concept of equa economic opportunity.
It is sometimes claimed that markets resort to ethnic, gender or racid stereotypesasa
filtering device, and that these biases are reflected in employment patterns, the composition
of Boards of Directors, club membership, and many other ways. Exponents of these
arguments typicaly cdl for government intervention in the form of anti-discrimination laws,
affirmative action programs and other legidation amed a improving the lot of minority
groups. Voluntary organizations often play aleading advocacy rolein this area

Microeconomics thus provides policy makers with useful andyticd toolsin the form of
precise measures of economic efficiency and much less precise notions of equity. It dso
furnishes policy makers with the crucid idea of palicy tradeoffs, where the achievement of
one policy objective may occur at the cost of some other intended policy am. In socid
polices frequently tradeoffs may be identified between efficiency and equity objectives. For
ingance, unemployment benefits to jobless people may come & a price in terms of the level
of unemployment because they may reduce the incentive to work on the part of beneficiaries.
It isthus crucid to determine the intengity or eadticity of tradeoffs between policy objectives
in order to achieve socidly optima outcomes.

An obvious caveat should be gppended to the economic gpproach to socid policy making.
Not al socid policy objectives can be reduced to economic efficiency or digtributiona equity
terms. Other objectives are often extremely important. For example, transparency may
represent acardind virtue in many arenas of public policy formulation and implemertetion
that can override equity and efficiency consderations. Similarly, the need for public
participation in policy decisons may dominate in some spheres, epecidly policy towardsthe
voluntary sector.

In addition to the equity and efficiency criteria of conventiona economic andys's, Weisbrod
(1998) has sought to identify various dternative dimensons of ingtitutiona behavior thet
public policy makers ought to incorporate into their andyses of the voluntary sector. In this
context, he invokes the concept of a*bonoficer’ and contradts its possible maximands with
that of the traditiond profit-maximizing firm. A bonoficer is ‘an organization [that] might
seek to generate |ess than maximum profit, while engaging in ectivities that are socidly
desirable but unprofitable (p.74).

In order to augment the standard yardgtick of economic efficiency, Weisbrod (1998) has
identified four further policy criteriathat should be consdered. In the first place, he positsthe
nation of ‘taking advantage of consumer informationa deficiencies and observesthat ‘when
commodities are complex, so that it is cosly for consumers to gauge performance and, hence,
for sdlersto guarantee the qudity of output, organizational form may sgnal expected
behavior because of the interplay of organizationd objectives and condraints (p. 74). Since
NPOs typicaly operate under a non-redistribution congraint, and consequently do not have
strong incentives to maximize organizationd surplus, they will not take advantage of their
‘informationd superiority’ over consumers.

Secondly, Weisbrod (1998, p. 75) contends thet ‘ another relevant dimension of inditutiond
behavior is output qudlity as reflected by leve of resource inputs . The argument here
revolves around the idea that information on the quality of service produced by an
organization is often difficult and expensve to gather. A potentialy useful proxy for service
qudity may reside in the magnitude and cdiber of the inputs employed to generate the



service. But thisinformation may aso be difficult to accumulate. When thisisthe case,
inditutional form may act as a surrogate for knowledge about the qudity of inputs.

A third possible policy criterion suggested by Weisbrod (1998) centers on the concept of
product rationing to potentid consumers. Where excess demand exists for the services
provided by an inditution, various dternative methods of rationing output are feasible,
including higher prices and waiting lists. Weishrod argues that organizationa structure may
play akey rolein choosng between dterndive rationing methods, with bonoficers more
likely than ther profit-maximizing counterparts to ‘ choose to provide their services on abass
other than ability to pay’ (p. 75). Thus, in those ingances where socid policy makers prefer
non-price rationing methods, as in organ transplantation for example, ‘the optimd solution
may be not to prohibit sale dtogether but to encourage inditutional mechanisms thet deploy a
variety of distributiona mechanisms (p. 75).

Findly, Weishrod (1998) maintains that where substantid positive and negative externdities
can be identified, then policy makers should carefully consider organizationa characteristics
in policy formulation. The essence of thisargument isasfdlows: ‘insofar as nonprofits are
bonficers, they tend to engage in more ectivities thet provide more externd (uncaptured)
socid benefits and in fewer activities that impose externd costs . Moreover, ‘thisisan
important dimension of output interms of which private firms and nonprafits might be
expected to differ’ (p. 75). Thus, where policy makers have good reason to believe strong
externdities exig, they may wish to favor voluntary sector organizationsceteris paribus

THE PROBLEM OF SECTORIZATION AND THE VOLUNTARY SECTOR

Scholars have encountered immense problems in atempting to provide a satisfactory
definition of the voluntary sector. Indeed, it ssems reasonable to conclude that no generdly
acceptable definition exists at present. An andogous and derivative problem resdesin the
dilemma of demarcating socioeconomic activity into conceptudly discrete sectors. Yet this
problem must be faced if socioeconomic activity isto be measured, andyzed and modified by

public policies

Saocioeconomic activity can be conducted by numerous different entities, including markets,
governments, households, voluntary organizations, informal sector organizations, religious
inditutions, and other socid organizations. The problems posed by * sectorization’ o
delinesting socioeconomic activity amongst these various socid congructs are formidable.
For example, Rikki Abzug (1999, p.145) has demondrated that ‘ many economic and socid
activities cannot be placed in dearly delinesied sectors . Moreover, ‘ comparing across
economies, we add the observetion that any one activity may appeer in different designated
sectors in different economies’, and * sector boundaries are permegble crosssectiondly, and
higoricdly variable within given economies .

The difficulties presented by the sectorization are obvioudy not unique to the study of the
voluntary sector and plague socid scientistsinvestigating dl areas of socid activity. Despite
acknowledging this problem, we can suggest no essy method of resolving or at leest
amdiorating it. Accordingly, in the discusson that follows, we bow pragmaticaly to



convention and smply assume that the public sector and the voluntary sector occupy
digtinctive and different roles within the contemporary mixed market economy.

CONCEPTUALIZING THE STATE AND THE VOLUNTARY SECTOR

Numerous scholars have sought to develop conceptua approaches to the problem of the
relaionship between the sate and the voluntary sector, with mixed success. In principle, it
seems possible to characterize the voluntary sector in four different ways (Morris 2000). In
thefirg place, NPOs can be dassified according to the inputs they use. Inputs may be defined
in terms of income, following the United Nations System of Naiond Acoounts, or
dternatively, by means of the nature of the labor services they consume, in particular
uncoerced and unremunerated volunteers. A second method of delinesting the voluntary
sector focuses on the nature of the goods and services they produce. By contrast, NPOs can
a0 be identified according to the manner in which they digtribute their surplus revenue, a
technique associated with Hansmann (1986). Findly, acompound concept can be used which
incorporates multi-faceted aspects of the operaion of NPOs, dong the lines of the Johns
Hopkins Comparative Nonprofit Sector Project * Sructurakoperationd’ definition thet
contains five key dements (Sdamon and Anheler 1997). Unfortunatdly, as Susannah Morris
(2000, p. 29) has shown, none of these techniques produces * the same combination of
congtituent member organizations .

This obvioudy raises immense difficulties for scholars seeking to conceptudize the
relaionship between the state and the voluntary sector. In this paper we evduate these
efforts.

The Competitive Paradigm



Gidron, Kramer and Sdamon (1992, p.5) contend that contemporary scholarship focused on
deve oping a conceptud mode of the relationship between the state and the voluntary sector
has been governed by the ‘dominant image of a competitive and conflictud relationship
between the two sectors. The essence of their argument is as follows:

‘[T]he rlationship has tended to be percaived in one-dimensond terms — as a choice
between state dominance or third-sector dominance. Indeed, in much of the debate that has
brought the voluntary sector to prominence over recent years, a dominant paradigm hes
monopolized the discussion. Smply put, this paradigm portrays the relationship between
government and the nonprofit sector in terms that are close to what economists would cdl a
Zero-sum game — a comptitive relationship in which one actor’ s gains are another’ sloss.
According to this view, the expanson of the wefare Sate over the padt fifty years occurred
largdly at the expense of the voluntary sector.’

Gidronet al (1992) daim that this dominant ‘ competitive paradigm’ has its rootsin the work
of thedassicd politica philosophers of the Scottish Enlightenment, like Locke and Hume,
who emphasized individudism and palitica liberty from the sate. Modern conservatives,
such as Robert Nisbet (1953) and Nathan Glazer (1977), have sought to contrast ‘ oppressive,
rigid Sate bureaucracies with ‘innovative, flexible, and humane voluntary organizations .
According to this view, therise of the welfare Sate * has destroyed or serioudy jeopardized
the whole array of mediating inditutions, including voluntary organizations , with an

‘darming upsurge in ‘anomie and despair’ (p.6).

A smilar competitive theme is evident in leftwing thought about the voluntary sector. Gidron
et al (1992, p. 6) argue that ‘those on the left have criticized blind faith in the capacities of
ineffectud voluntary action as a barrier to the establishment of atruly effective system of
public care availableto al as ameatter of right'. More recently, scholarsin thistradition have
branded the * well intentioned” modern welfare Sate as dominated by ‘middle-class
professonals and middle-class concerns' that has *lost touch with the needs of the truly
disadvantaged’. This has ‘sgpped poor communities of whatever dignity and strength they
retained’ and transformed ‘indigenous voluntary organizationsinto extensons of the date

goparatus (p. 7).

A third buttress of the ‘ competitive paradigm’ resides in the economic theory on the origins
and nature of the voluntary sector. Models derived from both the market failure and
government failure literature see the voluntary sector existing only in response to the failure
of the market or the state to provide desired goods and services. Gidron et al (1992, p.8)
argue that for governments and NPOs to work together to solve socid problems ‘is something
that this [economic] theory would find ingppropriate a best and harmful a& wordt’.

Gidronet al (1992) argue that the ‘ competitive paradigm’ has fatd flaws as a method of
conceptudizing the reaionship between the government and the voluntary sector. It is
‘endrined in ‘politica rhetoric’ and *does not seem to describe very wdll the actud redlities
of government-nonprofit relations (p.8). In particular, this paradigm ‘glosses over a number
of crucid issues . In thefirst place, the * competitive paradigm’ arose not as an andytica tool
but rather as ‘an ideologica congruct’ to facilitate a‘ particular policy course' . Thus, ‘the fact
that extensive cooperation existed between government and the voluntary sector did not dter
the fact that opponents of State action preferred sole reliance on the voluntary sector instead'.



Moreover, ‘those who favored governmentd systems of ad hed little incentive to emphasize
the important role that voluntary organizations seem to have played in helping government
cary out its socid functions .

A second fundamentd problem with the * competitive paradigm’ liesin itsfalureto
comprehend the multitude of different levels a which government can interact with the
voluntary sector. For ingtance, nationd, state, regiond and local governments dl ded with
NPOs and for each level of government the relaionship may differ markedly. Smilarly, even
within agiven leve of government, different public agencies may develop quite different
kinds of rdationships.

The *competitive paradigm’ dso overlooks the fact that public agencies and voluntary
organizations often perform dfferent functions, elther separately or in tandem. Thus
‘nonprofits have both service functions, socia functions and representationd functions,
government has financing, regulatory and service functions . Often a service rdaionship
between an NPO and a public agency may be entirdy different from aadvocacy function
between the same entities. While this naturdly givesrise to conflict, Gidron et al (1992)
contend that cooperation dso exigts.

A further weskness of the* competitive paradigm’ derivesfrom its neglect of the crucia
digtinction between government funding and government ddlivery of socid services. In
principle, finance and service provision can take amyriad of different formsthat are limited
only by the creetivity of policy makers. In practice, ‘ government finance can be combined
with awide assortment of ddivery arrangements, from giving vouchers to consumersto
negotiating service contracts with nonpraofit and for-profit organizations (p. 11/12).

Thehigtoricd rdaionship isdso overlooked by the static conception of the dominant
‘competitive paradigm’. In many countries thereisalong history of interaction between the
date and the voluntary sector, with ‘long waves of shifting responsibility for various
functions. Thus, ‘far from competing with the sate, nonprofit organizations were more often
sgnificant advocates of expanded Sate responsbilities and in many cases have themsdalves
benefited from the expansion of Sate action’ (p. 15).

Findly, ‘different nationd traditiors’ seem to play a critica role. Churchdate relations, the
nature of the legd system, and the degree of decentrdization of government appear to have a
sgnificant bearing on the relationship between the government and the voluntary sector.

‘Path dependency’ deriving from factors such as these cagt further doubt on the vdidity of the
‘competitive paradigny’.

Young'sTripartite Mode

Perhgps the mogt intuitively gppedling gpproach to solving the problem of conceptudizing

the rdaionship between the government and the voluntary sector derives partly from the
various theories that have been proposed to explain the existence of the voluntary sector, as
well as other agpects of modern economic theory. Following thisline of inquiry, Dennis

Y oung (2000) has argued that * different strands of economic theory support aternative
notions of the nonprofit sector as supplementary, complementary, or adversarid to
government’. The idea of NPOs should act as supplementary agents to the public sector sems
directly from the theoretical conception of the voluntary sector as a response to government
falure. The literature flowing from Weisbrod' s (1977) semina work focused on NPOs as
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providing services that governmentsfailed to produce. In this sense the voluntary sector can
be said to augment the operation of the public sector. However, government failure modes of
NPOs congtrue that the inability of the state to the meet heterogeneous preferences of its
citizenry can be overcome not only by the voluntary sector, but aso by privete firms.

One consequence isthat the pattern of voluntary sector service provision islikely to vary
enormoudy between countries and regions with relatively diverse populaions, like the
United States, and those with a comparatively homogeneous composition, such as Jgpan. A
second implication of this view isthat changing preference structures creete both difficulties
and opportunities for the voluntary sector. On the one hand, when governments extend their
adtivities into previoudy untouched aress, this can obvioudy threaten the activities of
exising NPOs. On the other hand, * the supplementary view dso illuminates the notion that
private action is often actudly intended to prod government into action’ (Y oung 2000,
p.152).

Theideaof the voluntary sector and the public sector forming a complementary rdaionship
can betraced to the work of Sdlamon (1987) who proposed a collaborative rdaionship
between governments and NPOs. According to this view, government isthe ‘derivative’ or
resdud ingtitution thet responds to ‘inherent limitations on the part of the voluntary sector.
Thus public agencies and NPOs form a‘ partnership’ in which governments may fund service
provison while the voluntary sector ddlivers services. Emphasizing the empirica bass for

his theory, Sdlamon (1995, p.34) has trenchantly observed that ‘ cooperation between
government and the voluntary sector has become the backbone of this country’s [United
States'] human service ddlivery system and the centra fact of the country’ s private nonprofit
sector’.

The question of which indtitutions actudly produce the services will thus depend on their
comparative advantages in terms of economic efficiency. Where public agencies can provide
agiven output more chegply, then economic logic suggests they take respongbility.
Conversdly, when NPOs can achieve a defined outcome at lower cot, then they should
deliver the service with public funding. The observed pettern of public and voluntary sector
provison will depend on a case by-case determination of relative economic efficiencies.

Y oung identifies an adversarid association between the state and NPOs as a third way of
conceptudizing their relationship. He argues that ‘ the advocacy role of nonprofit
organizationsin public policy and the role of government in contralling nonprofit
organizations have not been explicitly addressed by economic theories of nonprofit
organizations (Y oung 2000, p.155), even though these are widdly recognized dtributes of
the nexus between the state and the voluntary sector. However, Weisbrod's (1977) mode can
help to shed light on the advocacy activities of NPOs by explaining advocacy as an attempt
by minority groups to pressurize government into providing the services they desire.
Governments may thus defend mgjority interests by placing redtrictions on the advocacy
behavour of NPOs. Similarly, the market failure mode presented by Hansmann (1980), with
its spotlight on * contract fallure’ derived from ‘information asymmetry’ and the resultant
need for ‘trustworthiness on the part of NPOs, can illuminate the role of government in
regulating the voluntary sector. Thus trustworthiness dependsinter alia on alegaly enforced
nondistribution congtraint and other forms of government regul ation.

11



Under these arguments, various antagonigtic relations arise between the government and the
voluntary sector. Governments may place dl kinds of regtrictions on NPOs to reduce the
effectiveness of their advocacy role. Thus, ‘in the guise of regulation, government can
become the adversary of nonprafitsin the policy arend (Y oung 2000, p.157). Alternatively,
the voluntary sector and government may act in opposition to each other for the smple
reason that a given policy proposal might affect the two sectors quite differently. For
ingance, a public policy desgned to smplify acomplex tax syslem might quite
unintentionaly harm NPOs by reducing the tax incentives to charitable giving. In cases of
this kind, ‘the actions of the government reflect Weisbrod's modd of public sector decison
making and (minority) nonprofit interests are forced to oppose what they view as apublic
bad’ (Y oung 2000, p.167).

After gpplying his tripartite supplementary/complementary/adversarid mode to afour-
country case study, which comprised the United States, the United Kingdom, Jgpan and
Israel, Y oung (2000, p.170) proposed severd generd “hypotheses . Firdly, Snce *adynamic
economy crestes socid didocations, the voluntary sector will *address socid needsina
upplementary mode, but NPOs will aso *engage government in an adversarid mode’ in
order to achieve ‘better public services and other policy changes. Governmentsinitidly
respond in an adversarid manner to ‘limit the influence of private groups , but in response to
successful advocacy and unsuccessful voluntary sector provison, they then provide more
comprehengive public services. But the government subsequently experiences problems‘in
differentiating, expanding, or maintaining’ the augmentedservices. Thisengendersrenewed
adversarid activity by NPOsin an effort to improve these services. Governments
accommodate this by coopting the voluntary sector to act as complementsin service
provision. Findly, retrenchments attendant upon perceived government failures * open the
way for further private supplementary activity, and so the cycde continues' (p.170).

Salamon’s ‘Third-Party’ Government M odel

A third way of conceptudizing the reaionship between the public sector and the voluntary
sector has been developed by Sdamon (1981). In his‘third-party’ theory of the voluntary
sector, which we briefly raised in Chapter 2, Sdamon (1995, p.41) argues that existing
theories of the voluntary sector share the common falling thet they dl do not ‘ dfferentiate
between government’ srole as a provider of funds and direction, and government'sroleasa
deliverer of sarvices . In fact, in the American wdfare Sate a least, the government uses a
wide range of ‘third parties to ddliver services, and its chief function has been to finance
rather than produce servicesitsdf.

Given this sylized portrait of American governance, three dimensions of the reaionship
between the public sector and the voluntary sector may be identified. Firdtly, Sdamon (1995,
p.41) argues that ‘the government shares a substantial degree of its discretion over the
gpending of public funds and the exercise of public authority with third party implementers
drawn from the voluntary sector. This pattern of service provison followsthe federa
sructure of American government and is uniquely suited to the plurdistic character of
American democracy. Thus, in order to gather support for some proposed government
project, the sate must provide incentives to key interest groups. Thisis achieved by giving
these groups ‘a piece of the action’ in the form of partnership roles in the proposed project.
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Findly, a publidy financed and privately provided modd of sarvice ddivery dlows for
‘flexibility and economy’ in service provison, drawing on existing NPO expertise, avoiding
the problems of massive public bureaucracies, and enligting the benefits of competition.

The*thirdparty’ conceptudization of the interrelationships between the Sate and the
voluntary sector is not without its drawbacks. For instance, ‘ because a number of different
inditutions must act together to achieve a given program god, this pettern of government
action serioudy complicates the task of public management and involvesred problems of
accountability and control’ (Saamon 1995, p.43). Nevertheess, it does have digtinct
advantages, including the crestion of ‘a public presence without cresting a monstrous public
bureaucracy’. Moreover, Sdamon argues that his ‘thirdparty’ perspective hasthe
ovewheming advantage of explaining that ‘ the perastence of avoluntary sector and
widespread government-nonprofit cooperation are not anomaiesat dl’, but rether * exactly
what one would expect’.

Positive Exter nalities M odel

Oneway of avoiding the difficultieswhich flow from the problems inherent in defining the
voluntary sector isto ignore the inputs, outputs, surplus revenues and other characterigtics of
NPOs and focus instead on the positive externdities they generate for society asawhole.
This gpproach sems from the work of Robert Putnam (1993) and the enormous literature on
socid capitd that surrounds it (Pdldam 2000). Coleman (1988) defined socid capitd in terms
of the ability of people to work voluntarily together and Putnam (1993) emphasized therole
of NPOsin fostering the development of socid capitd. He observed that the dengty of
voluntary networks in a given geographica area gppeared to corrdate with various postive
socid indicators, like trust and cooperation.

Inthe literature on socid capitd, it iswiddy argued thet high levels of socid capitd have
strong positive externdities in terms of economic growth and harmonious coexistence
between citizens. Thusthis gpproach to the voluntary sector has no interest in the activitiesof
NPOsper se, but rather in the fact thet they exist a al. Public policymakers can thus assist in
the development of socid capitad and enhance its positive externdities by increasing the
numbers and membership of voluntary organizations, regardless d what functions these
organizations perform. At firgt Sght, this method of conceptudizing the relationship between
government and the voluntary sector has Smple and sraightforward policy implications.

But it isequaly gpparent thet the policy implications might not be as dear asthey initidly
uggest. For example, the notion of socid capitd itsdlf isfar from settled. Pdldam (2000,
p.629) points out that ‘& leadt five seemingly different definitions of socid capitd exist’
which ‘beong to three families. Similarly, policymakers need to consder the didtinction
between benign and maign socid capitd, and the positive and negative externdities
involved. It isentirdly conceivable that by abgtracting from the actud activities of NPOs, and
providing financid, regulaiory and other support to the voluntary sector, policy makers may
unwittingly aid and abet the action of maevolent and extremist groupsin society. There
seemsto belittlea priori for smply assuming that al NPOs automatically generate postive
externdities and thereby warrant public support.
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‘Structural-Operational’ M odel

A problem that has plagued academic research into the voluntary sector has been the plethora
of competing definitions of NPOs, inconsigtent terminology and lack of consensus on even

the mogt fundamenta concepts. Scholars have often talked at crossed purposes to one another
for no reason other than they have not shared a common conceptud language, and in many
respects some exchanges have been akin to a‘didogue of the deaf’. Againd this background
one of the mogt promising and important avenues of research into the voluntary sector has
been the Johns Hopkins Comparative Nonprofit Sector Project (HCNSP). Launched in 1990,
this ambitious project sought to ‘formulae a common language and a concept of the
“nonprofit” sector’ (Sdamon and Anheler 1997, p.4) as part of abroader attempt to
invedtigate ‘the scope, Sructure, higtory, lega postion, and role of the nonprofit sector ina
broad cross section of nations (p.1). A significant outcome of the project was the
development of a‘structuraloperationd’ definition of the voluntary sector.

The‘ structural-operationd’ approach to the voluntary sector has identified five core
atributes that organizations must exhibit to be consdered as bona fide NPOs. Sdamon and
Anheer (1992) argue that voluntary sector organizations must be organized in the sense that
they take some indtitutiona form; they must be private and diginguishable from the public
sector; they must be non-profit-distributing with al surplus revenues redeployed into their
basic misson; they must be sdf-governing with a recognizable governance structure; and
they should bevoluntary with noncoerced membership and management.

Fom the perspective of public palicy, this gpproach has a number of noteworthy features.

For example, it does not prescribe the nature of the goods and services that an NPO should
produce, and this alows for organizations that generate public goods and private gpodsto fal
within the same group. Smilarly, the ‘ structurakoperationd’ modd is not normative in o far
asit deliberately precludes the invocation of efficiency and effectiveness criteria as yardsticks
of performance. Moreover, and in contragt to the postive externdities modd, it does not
consder the generd impact of NPOs on society at large.

The primary advantage of the ‘ structura-operationd’ modd appearsto liein its generdity; it
can accommodate the vast mgority of voluntary sector organizations. However, as Morris
(2000) has shown, even the inclusiveness of this very generd model hasitslimits. In
particular, she argues that the non-digtribution condraint rules out a number of highly
significant civil organizations since by providing a mechanism through which their members
could pool their risks, friendly societies arguably offered more opportunities for face-to-face
interaction and the fostering of trust and socid capitd than dternative forms of organization,
which the structural-operationa definition recognizes as belonging to the nonprofit sector’
(Morris 2000, p.40). Smilarly, the fact thet the * sructura-operationd’ mode provides no
guidance on how to evauate the economic efficiency and socid efficacy of NPO activities,
and thus precludes any investigation of the comparative advantages of different
organizations, severdy reduces its potentia ussfulnessto public policy mekers. For ingance,
without any method for ranking the performance of competing NPOs, how can policy makers
discriminate between these organizations in the distribution of scarce public funds?
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Gidron’set al Typology of Gover nment-Nonpr ofit Relations

Gidron, Kramer and Sdamon (1992, p.16) have developed atypology of containing four
‘basis models that seeksto ‘ depict the relationship between government and the voluntary
sector in the modern welfare state . The four models are delinested on the basis of two
dructurd characterigtics of human service ddivery: ‘the financing and authorization’ of these
sarvices and the ‘actud ddivery’ of the services. Figure 1 illudtrates the outcome of this
taxonomic scheme:

Fgure 1: Modds of Government-Voluntary Sector Relations

Modéd

Function Government Dominant  Dud Colldborative  Third Sector Dominant

Finance Govenment  Government/Third Sector  Government Third Sector

Provison Government  Government/Third Sector  Government Third Sector

Source: Gidron, Kramer and Sdamon (1992, p.18), Figure 1.1.

The'* government-dominant’ model represents the case where the public sector playsa
paramount role in both the funding and ddivery of human services, with tax revenues
generating the requisite finance and civil sarvants ddivering the services in question. This
method of human sarvice ddlivery is quintessentialy representative of the modern welfare
date.

At the opposite extreme, under the *thirdsector dominant’ model voluntary organizations
monopoalize bath the financing and provision of services Gidron et al (1992, p.17) observe
that ‘thismodd typicaly prevails where opposition to government involvement in socid
welfare provison is srong ether for ideologica or sectarian reasons, or where the need for
such services has not yet been widdy accepted'.

The'dud’ or ‘pardld-track’ modd fdls between the ‘ government-dominant’ modd and the
‘third-sector -dominant’ modd, with both finance and provison shared between the
government and the voluntary sector. Gidron et al (1992) digtinguish two dternative forms
that the ‘dud’ modd can take. In the firgt place, ‘ nonprofits can supplement the services
provided, ddlivering the same kinds of services but to dients not reached by the state’ (p.19).
By contragt, ‘the third sector can complement the offerings of government by filling needs
not met by government activity’ (p.19). The primary characterigtic of both forms of the *dud’
modd ‘isthe exigtence of two Szegble, but relatively autonomous, sysems of service finance
and ddivery’ (p.19).

The ‘collaborative mode shares most of the features of the ‘dud’ modd, but differs sharply

in the fact that the public sector and the voluntary sector ‘work together rather than
separatdy’ (p.19). The discretion and independence of NPOs under the ‘ collaborative: model
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can vary enormoudy. Accordingly, Gidron et al distinguish between the ‘ collaborative-
vendor’ modd and the collaborative-partnership’” modd. In terms of the * collaborative-
vendor’ modd ‘ nonprofits can smply function as agents of government program managers,
with little discretion or bargaining power’, whereas under the * collaborative-partnership’
verson ‘thirdsector organizations can retain a considerable amount of discretion, @ther in
managing programs or, through the palitical process, in developing then’ (p.19).

Gidronet al (1992, p.20) contend that not only does the incidence of these four models differ
between countries, but ‘the prevaence of these patterns may vary from sub-sector to sub-
sector within a particular country and aso from one period to another’. After examining the
relationships in between government and the voluntary sector in nine advanced countries
using these four models as anandyticd prism, they draw severd interesting condusions.
Firgly, they argue that the notion of an *inherent conflict’ between government and NPOs
‘turns out to be a considerable exaggeration, if not amisstatement of the facts (p.27).
Moreover, it gopeared that ‘the extent of experimentation with collaborative modes of
sarvice provison is griking’ . However, the growing collaboration between the government
and the voluntary sector carried with it considerable danger of excessive sate regulation,
which could thresten the independence of the voluntary sector.

Gronberg's ‘Patterns of Ingtitutional Relations

Kirgen Gronberg (1987) has d 0 atempted to develop ataxonomic goproach to the problem
of conceptudizing the relationship between government and the voluntary sector. Adopting
an American inditutiona perspective, she argues that ‘two driving forces have led to the
emergence of aparticular fourfold pattern of *ingtitutiondl relations between the public
sector and the nonprofit sector in the United States. In thefirst instance, Gronberg (1987,
p.65) contends that ‘for historical and politica reasons the public sector has meade use of
nonprofit organizations to provide publicly mandated services in severd sarvice aress . This
has given rise to complex public-NPO rel ationships characterized by ‘ shared gods and
‘cdloserdations, but aso ‘dependency’ and ‘conflict’. Secondly, the dominance of
‘proprietary organizations' in various spheres of service ddivery servesto complicate and
modify the relationships between government and the voluntary sector.

Thereault of the interplay of these ‘two driving forces has been the development of four
‘patterns or models that describe the relations between the public sector and the voluntary
sector. The outcomeis shown in Figure 2:

Figure 2: Petterns of Inditutional Relations

Dominance of Proprietary Service Sector

NO YES
Public Sector YES COOPERATION ACCOMMODATION
Dependency an
Nonprofit Sector NO COMPETITION SYMBIOSIS

Source: Gronberg (1987, p.66) Figure 1.
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The cooperation modd in the first quadrant of Figure 2 arises because there are ' insufficient
incentives for private firmsto seek market entry due to the ‘types of clients involved. Thus
this area of service provison becomes the exdusive terrain of the public and voluntary
sectors and close cooperation develops, “dthough the balance of influence may shift between
them’ (p.66). Gronberg cites the case of child welfare services in Chicago as an example of
the cooperation modd in the red world.

The accommodation modd occurs where ‘the public and nonprofit sectors are mutudly
dependent on one ancther, but in addition, the proprietary sector has clear interestsin the
savicefidds . Under these circumstances ‘the nonprofit sector has little dternative but to
attempt accommodation with both the public and proprigtary sectors (p.66). Hedth carein
Chicago is an ingtance of cooperation.

The competition modd in the third quadrant of Figure 2 manifests itself where the proprietary
sector is not involved, but a“strong’ and *highly specidized’ public sector coexigts with the
voluntary sector and is not ‘ dependent’ on it. The outcome ‘is that the public and nonprofit
sectors operate under an implicit divison of Iabor, but one which easlly deterioratesinto
direct competition, epecialy under conditions of scarcity’ (jp.66). Education represents an
example of the competition genre of services.

Fndly, asymbiatic model emerges where both the public and private sectors operate
extensvely in the fidd, leaving scope for only a‘highly specidized’ role for the voluntary
sector. In these conditions, NPOs cannot compete with their public and private counterparts
‘but can mediate or accentuate the decison-making process of the other two sectors' (p.66).
‘Housing and community development’ exemplify the symbictic modd in the milieu of
Chicago socid service ddivery.

At least two generd observations can be made of the Gronberg (1987) ‘ patterns of
inditutiond relations conoeptudization of the relationship between government and the
voluntary sector. Firdly, it deds directly only with interactions within the field of human
savice ddivery, dthough it may have implications for other areas of voluntary sector
endeavor. But more importantly, the modes she develops smply describe four kinds of
inditutiona outcomes rather than explaining why they arise and how policy makers should
respond.

Lyon’s M odels of Government Financial Support

In hisThird Sector, Mark Lyons (2001) provides wide-ranging andyss of the voluntary in
Audrdia, which includes the development of five mode s ddineating the possible financia
interrel ationships between government and the voluntary sector. Lyons (2001, p.183) notes
that ‘each mode describes a different orientation of government to the activities performed

by nonprofits and a different way of conducting relations between the two'. In some ways the
ordering of the Lyons models can be sad to reflect the evolution of reaionships between

the public sector and NPOs, at least within the Audtrdian indtitutional context.

In the ‘ government as philanthropist’ modd, *the government acts as awedthy individud,
bestowing support upon aparticular project of anonprofit organization after an gpproach
from the organization to a minister or departmentd officid’ (p.183). The public sector thus
actsin amanner &kin to a philanthropic trust or foundation in that it provides financid
upport for ‘worthy’ causes, without an overdl socid objective. In Audrdia, the Western
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Audrdian Lotteries Commission, the Audtrdia Council for the Arts and the Commonwedth
Sports Commission represent examples of thismodd.

Once governments make decisions on which aress of activity they wish to expend funds, then
Lyons ‘submisson modd’ becomes operative. In terms of this modd, public policy makers
determine ex ante the nature of the service they propose to fund and then invite NPOs to
submit gpplications for financid assstance. Under this modd, governments decide on the

kind of servicethey will fund, but the recipient voluntary organizations retain consderable
discretion over the manner in which they deliver these services. Typicdly reaiondips are
conducted on a‘caseby-case basis. Lyons argues that this modd leads to alack of
uniformity in service ddivery, a bias towards citizens who ‘were more reedily ableto form
nonprofits and seek funds (p. 184), and a compardtively ‘unsystemdic’ expenditure of scarce
public monies.

Lyons (2001) argues that the submisson mode was largdy superseded by a‘planning
modd’ that differed from it in at least three important respects. Firgtly, decisions on which
sarvicesto fund are taken after extersve consultation with various bodies, including NPOs.
Sacondly, under the planning modd governments sought to specify in detall the nature of the
sarvice required and the qudity of service ddivery. This procedure attempted to achieve
much more uniform service delivery amongst the NPOs involved. Findly, a much greeter
onus on financid reporting was placed on voluntary organizations in an effort to ensure more
accountability.

The planning modd necessarily meant that * close rdationship’ arose between public agencies
and NPOs. Lyons (2001, p.185) podtulates thet this led to ‘afailure to develop amore
complete sense of nonprofit autonomy and accountability’” on the part of voluntary sector
organizations involved. Together with ongoing budgetary pressures on government programs,
this‘failure encouraged the evolution of two new modes, both of which resembled * market
dyle relaionships

Firdly, a‘quas-voucher modd’ of funding was initiated thet * crested an entitlement for a
certain level of fee subgdy. ..to certain dasses of individuds, with the level of subsidy
determined by certain predetermined characteristics (p.186). In effect, policy makers
atempted to subsidize consumer demand for prescribed human services from gpproved
organizationsin order to generate a market for these services where consumers could make
choices on price, quality and other atributes. Under this arrangement, NPOs and private
firms could both enjoy officid designation as licensad providers and thus competed amongst
eachother. In essence, using the quas-voucher modd, ‘ governments were moving toward
cregting a conventiona market occupied by consumers and suppliers, wherein governments
strengthened the capacity of consumersto afford market-determined fees and regulated
providersto ensure their good qudity’ (p.187).

Secondly, the * competitive-tender modd’ aso sought to capture the benefits of market
mechanisms by competitive tender whereby voluntary organizations would bid againgt eech
other to provide adefined sarvice & afixed price. This arrangement rested on the critical
digtinction between government as purchaser and NPO as provider, with targeted individua
citizens as consumers. Lyons argues thet thismodd is bound to be problematic since
‘dthough the government is the purchaser, it is not the consumer of the services and isthus
not in a position to readily eva uate the gppropriaeness or the qudity of the sarvice (p.188).
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Despite their heavy emphasis on financid aspects of the relationship between government
and the voluntary sector, the five models developed by Lyons (2001) appear especidly useful
to policy makers since they essentidly represent stylized descriptions of actud arrangements
between Audtrdian governments and the voluntary sector. They thus possess the powerful
advantage of having areatworld ‘track record’ cgpable of empirica evauation.

Wolf’s *‘Nonmarket’” Approach

Thetheory of ‘nonmarket falure developed by Charles Walf (1979; 1989) has provided
extremdy useful ingghts into the behavior of NPOs. Although mainly concerned with the
comparative abilities of markets and governments, Wolf was neverthdess acutely aware of
the problems posed by sectorization and the difficulties that this presented from the point of
view of public policy meking. For ingtance, in his discusson of the voluntary sector, Wolf
(1988, p.91) observesthat sectora categories * are neither impermeegble nor coterminous’, and
the question thus arises ‘whether nonprofit organizations tend to exhibit the characteristics of
market or nonmarket organizations, and whether the types and sources of shortfdl displayed
by nonprofit organizations conform more to those associated with market or nonmarket
falure . Whilst admitting that * determining exactly where to place nonprofit organizationsin
the market versus nonmarket categories, or in the gpectrum between them, is difficult and
ambiguous , Wolf (1989, p. 92) nonetheess argued thet * by and large and with some notable
exceptions, nonprofit organizations tend to conform most closdly to the characterigtics of the
nonmarket than to those of the market and hence are more prone to the types of shortcomings
or falures associated with the nonmarket’ (p.94).

In particular, Wolf pointed to various atributes of nonprofit organizationa behavior thet
seemed to gpproximate public agencies rather than private firms. For example, NPO decison-
meking is not usudly based on *explicit, measurable criterid since the * purposes they seek to
advance are 0 broad' . Similarly, ‘the standards they employ for evauating actions they teke
tend to be ‘dominated by a concern with process rather than product’ because they lack a
financid ‘bottom ling' . Moreover, * criteriardaing to established and accepted operating
procedures are typicaly developed to eva uate people and not concrete outcomes (p.93).

It thus seems gpparent that Wolf believesthat his theory of non-market failure represents a
fruitful way of conceptudizing the voluntary sector and its reations with government. But

the fact that he does not himsdlf provide a explicit andysis of NPOs using his modd might
suggest that the theory needs to be modified mutatis mutandis to accommodate the voluntary
Ssector.

Breton’s'Competitive Governments M odel

Writing from the perspective of the economic theory of federdism in hissemind Competitive
Governments, Albert Breton (1998) has propounded an dternative method of conceptudizing
the relationship between the state and the voluntary sector. Reduced to its bare essentids,
Breton's basc modd holds thet in afederd system different governmenta structures not only
compete with each other, and within each other, but they are also in competition with market
suppliers and the voluntary sector. In essence, Breton agrees with the fundamenta insght of
Weisbrod (1988) that the voluntary sector exists to meet product differentiation that derives
from government fallure. But Breton (1998, p.282) asks the question: ‘why is product
differentiation generated by nonprafit organizations and not by for -profit enterprises or by
government centers of power? He then attempts to answer this question by arguing thet
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‘smply because in some circumstances nonprofits are more efficient in providing certain
goods and services— in these circumstances they have a comparative advantage .

Breton (1998) contends that in a modern market economy most goods and sarvices can be
produced using alarge number of dternative inditutiond arrangements, including public
bureaux, private firms, voluntary aganizations, families and partnerships between these
different indtitutions. In practice, actud supply arrangements will be determined by which of
these possible indtitutions, or combinetion of ingtitutions, can deliver the goods and services
in question & the lowest price. Competition between dl potentid suppliersisthe socid
mechaniam through which the least-cost providers of goods and services will be reveded.
Thus, ‘the dlocation of output among the various supply sources is determined by ther
relaive efficiency, which in turn depends on, among other things, the differentiad capacity to
control free-riding and the differential capecity to acquire information about demand, and
therefore on the differentia aptitude to forge tight Wicksdllian Connections . The essentid
reason for this sate of affairs derives from the fact that ‘ every supply source...limited to
families, churches voluntary organizations, business firms and governments, has to resolve
the same fundamentd problems of free-riding and of information gathering’ (p.308).

Breton'smodd is able to explain a number of phenomena that have perplexed scholars
working on the voluntary sector. For example, the propogtion that, a any point in time, those
inditutions actudly supplying some good or service must enjoy a compardtive advantage can
help us explain why the voluntary organizations sometimes provide outputs previoudy
supplied by other indtitutions. Put differently, it can account for the observed fact that in
different countries and in different historica periods the voluntary sector performs different
functions. Breton (1998, p.283) puts the argument asfallows ‘ The indtitutions that supply
goods and sarvices to people are those that are relatively more efficient. .. Sometimes the
inditution is a government center of power or subset of centers, sometimesiit is a nonprofit
organizetion, and sometimesiit isa kind of nongovernment-nonmarket body different from a
nonprofit one'.

Smilarly, Breton's (1998) mode can dso explain why governments often subgdize the
activities of voluntary organizations. Breton argues that ‘ subsdies are a contribution to the
resolution of the free-rider problem confronting dl suppliers . Government subsidiesto
voluntary organizations are thus * on the same footing asthe “legdly enforced property
rights’ governments provide to resolve the free-rider problem in the marketplace where free-
riding takes the form of fraud and breach of contract’. Following this logic, Hansmann's
redigribution condraints are a device imposed by governments to control the volume of
subsidies and the uses to which they are put’. (p.283).

The notion of relative efficiency, which forms the heart of Breton's modd, has sgnificant
antecedentsin the literature on microeconomic plicymeking. For ingance, in hisfamous
critique of the market failure paradigm, Harold Demsetz (1969, p.1) proposed a‘ compardive
inditutions  approach that seeksto *assess which dternative red inditutiond arrangements
seems best able to cope with the economic problem; practitioners of this gpproach may use an
idedl norm to provide standards from which differences are assessed for dl practica
dternatives of interest and sdect as efficient that dternative which seems most likely to
minimize the divergence . In effect, the comparative inditutions gpproach attempts to
establish the mogt efficient indtitutionad method of ddlivering goods and services on the bas's
of comparative advantage. It thus represents a policy application of Breton’s modd.
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Other Approaches

In addition to the various methods of conceptudizing the relationship between government
and the voluntary sector that we have discussed above, it is possible to identify a leest four
further somewhat amorphous gpproaches to the problem.

Frdly, thepolitical economy of human services paradigmfocuses on ‘the externd and
internd politica and economic processes that shape the organization's character and
influentid interest groups (Kramer 2000, p.9). It isan interdisciplinary perspective that
examines multiple stlakeholdersin public, private and nonprofit organizations and their
interactions with the externd environment. For example, Audtin (1988) distinguishes between
verticaly and horizontally organized human sarvice organizations and then evaluates ther
capacities for service ddivery. He argues that in post-industrid societies goods and services
can be produced by dmaost any domain of the economy, including markets, governments;
households and the voluntary sector. In sum, the political economy gpproach conceptudizes
an ‘organizaion as an arena or open system in which various interest groups, or sakeholders
possessing needed resources, compete in trying to optimize their particular vaues (Kramer
2000, p.8).

A second generic pergpective on the voluntary sector can be drawn from the organizational
ecology approach that gpplies the logic of evolutionary biology to large populations of
organizations, including NPOs. Hannan and Freeman (1989) have argued thet ecologica
theory is especidly rdevant to categories of organization in which there is strong resstance
to change and the environment is characterized by uncertainty. The ecological approach is
held to be particularly hdpful in andyzing the life cydes of organizationd entitiesin terms

of ther formation, evolution and mortdity. For instance, it has been argued that most
organizations, regardless of the form of ownership, transform through the spectrum of
entrepreneurid, professond and bureaucratic during the period of their existence.

Neoingtitutionalismrepresents another broad emerging paradigm that can shed light on
relations between the state and the voluntary sector and potentialy assst policy makers.
Following the earlier tradition of ingtutionaism this perspective views voluntary
organizations as sodid indtitutions blending donors, intermediaries and beneficiaries and it
focuses on ther ‘rules, roles and relationships as socidly congtructed absgtractions.
Advocates of this gpproach contend that organizations are grikingly Smilar despite
differences in ownership structure and other characterigtics (Lowndes, 1996).

Fndly, the mixed and open systems approach conceptudizes voluntary organizations as ‘ part
of the public spacein civil societies that contributes to human wellbeing as part of awdfare
mix comprising public agencies, private firms, NPOs and households (Evers 1995, p.159).
Exponents of this nascent paradigm hold that policy makers should first develop palicy
parameters and objectives and then employ the welfare mix concept to determine the best
organizationa combingtion to ddliver the desred outcomes. Thus the question of optimdity

in fusing the contributions of the various sectors should become the centerpiece of the policy
decigon.

Whilst some of these emerging paradigms may indeed be able to contribute usefully to the
problem of understanding the rdaionship between the Sate and the voluntary sector in
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future, a their present premature stage of development it is difficult to see how they can
provide operationd assstance to policy makers. However, they do e leest serveto
underscore the complexities of the voluntary sector and the multiple methods of

conceptudizing it.
CONCLUDING REMARKS

We have examined ten substantive gpproaches to the problem of conceptudizing the
relationship between government and the voluntary sector, as well as four nascent schools of
thought as yet too underdeve oped to yied concrete assistance to policy makers. In evauating
this literature, various genera propositions seem pertinent.

Inthefirst place, few of the ten gpproaches can be said to sem from strong a priori
theoretica foundations. Certainly some exceptions to this generd statement can be identified.
For example, Breton's (1998) mode derived from his more generd conception of
competitive governments, where al inditutions, incdluding private firms, voluntary
organizations and public agencies, compete with each other on the basis of comparetive
advantage as expressed in their relative efficiencies. Aswe saw, this meant that his modd
could generate explanations for various observed phenomena untainted by ex poste
rationdization. Smilarly, Wolf’s (1989) modd was dso blessed with this advantage,

dthough admittedly to a lesser degree. But it had the digtinct strength of flowing directly

from his theory of non-market failure and thus evinced at least some internal consistency.
However, Walf’'s condusion that voluntary organizations fal squardly within the nonrmarket
sector is sngularly unhdpful to policy makers Snce one pragmatic outcome of thisview is
that public agencies and NPOs reguire the same policy responses from government. Young's
(2000) tripartite model has some of the strengths thet derive from a solid conceptud core, a
least in S0 far as helinks the categoriesin his mode to extant theories of the voluntary sector
and some recent work in economic theory. Moreover, in some limited respects the positive
externdities modd may aso be described as derivetive d atheoreticaly sound foundation; it
samply abdtracts from the diversity of the voluntary sector by depicting the existence of this
sector as amerit good with pogtive externdities for society in the form of socid capitd
formation. In this respect, it derives conceptud credibility from the well-developed and more
generd theory of externdities and the well-known policy prescriptions thet flow from this

theory.

Secondly, dthough the ten substantive approaches dl dam to ded with the conceptud
relationship between government and the voluntary sector, in fact their purposes appear to be
somewhat dissmilar. Thus the HCNSP ‘ sructurad-operationd’ mode seems centraly
concerned with identifying the irreducible eements of voluntary organizationsrather than
condructing their potentia relationships with government. Whilethisis surely aworthy
pursuit, it provides little assstance to policy makers. Smilarly, Sdamon’s (1981) ‘third
party’ government mode essentidly maintains that public agerciesand voluntary
organizations work in tandem as a an observed empiricd fact; whereassthisis certainly a
ussful proposition that removes much misconception, by itsdf it does not prescribe how
appropriate public policies should be developed. By contred, Lyons' (2001) five modes of
government financid support, Gronberg's (1987) ‘ patterns of indtitutiond relaions, and
especidly Gidron'set al (1992) typology of government-nonprofit relations dl seek to
provide a policy framework for determining reationships between government and the
voluntary sector. Thismeans inter alia they can condtitute at least a basis for policy
formulation.
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Inaworld of theoretica perfection, socid scientists should be able to provide policy makers
with a single conceptua modd cgpable of evauating the potentid behavior of private
business firms, public agencies, and voluntary organizationsin a given range of service
provison. Thiswould reguire the congtruction and refinement of a unified theory of
organizationd behavior with the ahility to predict ex ante organizationd performancein a
defined socioeconomic context againgt a variety of efficiency, equity and other gpposite
criteria At present no such theory exigs and it isimprobable in the extreme thet it will be
developed in the foreseegble future.

Thisisnot to suggest that atempts have not been made to congruct a unified theory of
organizationd behavior. Indeed, scholars in the socia stiences, like their competriotsin the
physical sciences, have pursued this objective asif it were the Holy Grail. For instance,
Oliver Williamson (1985) has developed a comprehensve theory with the notion of
minimizing transactions codts asits centerpiece. Smilarly, in hisThe Ownership of
Enterprise, Henry Hansmann (1996) has sought to develop a universd theory of
organizationd behavior in which ownership represents a cost-minimizing device. But these
and other attempts cannot be said to achieved widespread acclam in the literature.

In the absence of a unified theory of organizationa performance, the question therefore arises
asto how rationd policy makers should proceed. One possihility isto follow exiding
theoreticd literature and use current behaviord moddsto try to gain some ingght into the
likely behavior of different kinds of indtitutiona organizationsin some specific areaof socid
savice ddivery. According to this methodology, the market failure paradigm could be used
to adjudge private firms, the government failure modd to evauate public agencies and the
received (and admittedly heterogeneous) theory on the voluntary sector to analyze nonprafit
organizations. Notwithstanding the difficulties presented by the amorphous and conflicting
nature of exigting theories on the voluntary sector, this goproach has the decided and strong
disadvantage of comparing theoretica apples with conceptuad oranges. On the other hand, it
possesses the digtinctive strengths derived from a strong theoreticd lineage and ahistory of
scholarly endeavor.

A second diametrically opposed approach isto try to avoid theoreticd problems dtogether
and examine ex poste the behaviord efficacy of different ingtitutiona organizations from an
empirica perspective. But this gpproach is obvioudy not without difficultiestoo. The wdl -
known inseparability of theory from empirics would gppear to present intractable problems.
Moreover, even if we assume away these difficulties, the vast empiricd literature on the
implications of differencesin organizationd ownership provides aviscera demondration of
problematicd nature of empirical evidence and the impossibility of achieving * shut-down’
results in socioeconomic research. For example, DiMaggio and Anheier (1990, p. 149) report
that this ‘research literature is vast and incondusive . Smilarly, Soan (1988, p.138) observes
that this ‘empiricd literature reveds little or no difference’ with respect to organizationd
behavior’. Indeed, in the empiricd analyss of the voluntary sector, despite concerted
empirica efforts aimed at investigating the determinants of voluntary effort, the relative
efficiency of NPOs, the sociadly desirable amount of fundraising, and the effects of tax policy
on charitable contributions, about dl thet is known with some degree of certainty isthat
‘crowding out’ in fundraisng gppearsto exist and the redigtributiond effects of the
operations of nonprofit organizations do not seem sgnificant (Clotfdter, 1992).
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On baance, it would thus seem that the most promising way forward to providing assistance
to policy makers resides in the more mundane task of building on the existing theoreticd
work on the voluntary sector and some of the conceptud frameworks we have examined in

this paper.
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