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PREFACE

This is one in a series of Working Papers produced by the Johns Hopkins
Comparative Nonprofit Sector Project, a collaborative effort by scholars in over twenty
countries to understand the scope, structure, and role of the nonprofit sector using a
common framework and approach.

The Working Papers provide a vehicle for the initial dissemination of the work of
the Project to an international audience of scholars, practitioners and policy analysts
interested in the social and economic role played by nonprofit organizations in different
countries, and in the comparative analysis of these important, but often neglected,
institutions.

Working Papers are intermediary products, and they are released in the interest of
timely distribution of Project results to stimulate scholarly discussion, and to inform
policy debates. A full list of these papersis provided on the inside of the back cover.

The production of these Working Papers owes much to the devoted efforts of our
project staff, in particular Regina Rippetoe, as the program manager, and Wendell
Phipps, the project’s secretary. We also want to express our deep gratitude to our
colleagues on this project, to the International Advisory Committee that is helping to
guide our work, and to the many sponsors of the project listed at the end of this paper.

The views and opinions expressed in these papers are those of the authors and do
not necessarily represent the views or opinions of The Johns Hopkins University, its
Institute for Policy Studies, any of its officers or supporters, or the series’ editors.

We are delighted to be able to make the early results of this project available in
this form and welcome comments and inquiries either about this paper or the project as a
whole.

Lester M. Salamon Helmut K. Anheier
Project Director Associate Project Director

The Johns Hopkins University
Institute for Policy Studies
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SOCIAL ORIGINSOF CIVIL SOCIETY:
EXPLAINING THE NONPROFIT SECTOR CROSS—NATIONALLYEL

I NTRODUCTION

Recent research has documented the vital importance that "social capital” and "civic
infrastructure” play in both political and economic life (Putnam 1993; Fukuyama 1995). Still far
from settled, however, isthe question of what it isthat encourages, or allows, such infrastructureto
develop. To be sure, theories about this abound. What has been lacking, however, has been any
capability to put these theoriesto meaningful empirical test. Even the most basic information about
the scale, structure, and composition of the nonprofit sector has been lacking in most countries, and
what data have been available have been, as one scholar recently put it, "hardly compatible or
comparable" (Seibel 1990:43). The result has been afield day for nonprofit theory. With no red
possibility to subject such theoriesto systematic test, the only real constraint on their development
has been surface plausibility, and even this constraint has often been breached. Asaconsequence,
theories have proliferated in number, and often imaginativeness, abeit with little apparent
improvement in actual explanatory power.

With the recent completion of Phase | of the Johns Hopkins Comparative Nonprofit Sector
Project, which has put in place at least the initial foundations for a systematic, cross-national data
base on the nonprofit sector (Salamon and Anheier 1994), it is now possible, for the first time, to
subject existing nonprofit sector theoriesto more serious testing and, more generally, to determine
what the preconditions for a vital nonprofit sector really are. Thisis not to say that this data base
will satisfy all theoretical concerns, let dloneall actuallj)r potential theorists. The very definition of
the nonprofit sector remains highly contested, after all.™ What ismore, inevitablelimitationsof time
and resources, let alone theimagination of the researchers, restricted the range of variablesonwhich
systematic empirical and historical data could be assembled even in thisambitious project. Finally,
the number of countries on which comparative data are avail able even through this project remains
quite small. Although thirteen countries were_jncluded within the project's scope, systematic
empirical data could be assembled only on eight,” and one of these (Hungary) had to be deleted for
the theory-testing purposes here because of its clearly transitional statusin 1990, the year to which
our comparative data apply.

Even with these limitations, however, the data that emerge from the Johns Hopkins

*  Theauthorswish to expresstheir appreciation to Mr. Wojciech Sokolowski for hisinvaluable assistancein
data analysis and development of indicators for use in this article. They also wish to thank the funders of
the first phase of Johns Hopkins Comparative Nonprofit Sector Project and the Local Associates whose
collaboration madeit possibleto generate the dataanalyzed here (lists of both of these groupsarefoundin
the back matter). Responsibility for the analysis and conclusions presented here, however, is ours alone.

For afuller discussion of the definition used in this project, and the rationale for it, see Salamon and
Anheier 1992a; and Salamon and Anheier 1996a.

2 Theeight are: the U.S,, the U.K., France, Germany, Italy, Sweden, Hungary, and Japan.
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Comparative Nonprofit Sector Project provide afar morefruitful basison which to assess-- if not to
formally test -- existing theories about the nonprofit sector, and to determine the factorsthat seemto
encourage the development of extensive nonprofit sectors, than has heretofore been available. Even
acursory glance at these data, moreover, raises intriguing gquestions about the dynamics at work.
The nonprofit share of employment turns out to be larger in France than in the U.K., for example,
despitethefact that thelatter has|ong accorded such organizations special tax and legal advantages
while the former outlawed them until the early part of this century. Similarly, the nonprofit sector
turnsout to be larger in Sweden than in Italy despite the emergence of afull-fledged welfare statein
the former and the preservation of a substantial, Church-run social welfare sector in the latter.
Finally, the structure of the nonprofit sector in the U.K. shares crucia features with that in Japan
despite vast differences between these two societiesin terms of social composition and history.

How can we explain these patterns? What accounts for the presence or absence of sizable
nonprofit sectors in different societies? More specifically, how valid are the various theories that
have been advanced over the past decade or two to explain the presence or absence of nonprofit
institutionsin different societies and what new theoretical advances are needed to make sense of the
patterns that emerge?

The purpose of this article isto answer these questions. To do so, we begin by examining
what it is that should be explained--what the unit of analysis should be in cross-national nonprofit
research and how it can be operationalized and measured. Next weidentify six bodies of theory that
can potentially shed light on the causes of nonprofit evolution. Four of these are prominent in the
existing nonprofit sector literature and two are adapted from other spheres. We then "test" these
theories against the available data to determine which ones have the greatest apparent explanatory
power. Finaly, we suggest theimplicationsthat thisanalysis seemsto hold both for our conceptual
understanding of the nonprofit sector and for further research and theory-testing.

What emerges most forcefully from this analysisisthe conclusion that many of the standard
nonprofit theories, though useful as heuristic devices, are too sweeping and one-dimensiona to
account for the tremendous complexity of cross-national experiencein thisfield. At aminimum,
explanations of cross-nationa variationsin thisfield must move away from afocus on the nonprofit
sector alone and embrace as well the complex interactions between this set of institutions and both
the state and the market sectors. Inthe process, they must cometo termswith the multi-dimensional
character of this sector and what one author has termed its "embeddedness’ in broader social,
political, and economic processes (Seibel 1990). Thiswill makethe study of nonprofit organizations
far more complex, but it will also usefully integrate the field more fully into the study of other
aspects of society, where it clearly belongs.

WHAT'STO EXPLAIN?

Thefirst task in assessing alternative theories about the nonprofit sector isto determinewhat
itiswe expect thesetheoriesto explain. Thisisimportant because aphenomenon as complex asthe
nonprofit sector has an immense assortment of different facets, each of which could potentially bea
focus of concern. Under such circumstances, it isimportant to be clear about what aspects of this
complex phenomenon seem most important, and which we will consequently try to explore.
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Two issues are centrally involved here, moreover. The first involves the basic unit of
analysisto use. The second involves the dimensions of this unit that are particularly of interest.

The Unit of Analysis

So far as the basic unit of analysis is concerned, the fundamental issue in cross-national
nonprofit sector research is whether it is meaningful to talk about a distinctive "sector" here at all,
and, if so, how it should be defined. Skeptics contend that no such entity really exists, that at best
there are particular types of nonprofit organizationsthat may exist in different national settings, but
that comparisons at the sector-wide level areimpossible at best and misleading at worst. Eventhose
who concede the existence of a nonprofit "sector" in particular national settings, moreover, often
remain skeptical that such an entity can be found el sewhere with sufficient conceptual similarity to
sustain meaningful cross-national comparisons. Those who venture into cross-national nonprofit
research therefore embark on something of afool's errand, with little hope of having much to show
for their efforts. Even conclusive disproofs of particular theories can easily be dismissed on grounds
that the theorieswere never intended to explain the phenomenon to which they were applied anyway.

To cope with this problem, we pursue a two-pronged strategy here. In the first place, we
insist, based on a detailed discussion with colleagues from thirteen countries representing a broad
cross-section of levels of development and cultural and religioustraditions, that thereisarelatively
distinct set of institutions that it is reasonable to group together as what we will refer to, following
United Nations usage, as "the nonprofit sector,"*and that it is possible to examine this sector both
descriptively and analytically. As detailed more fully elsewhere (Salamon and Anheier 19923;
19964a), we define this sector asacollection of entitiesthat sharefive crucial characteristics, i.e. they
are:

1. Organized, i.e., institutionalized to some extent. What isimportant isthat the organization
have some institutional reality and internal organizational structuretoit. Thisistypicaly
signified by alegal charter of incorporation, but it can also be demonstrated in other waysin
countries where legal incorporation is neither common nor readily available.

2. Private, i.e., ingtitutionally separate from government. Nonprofit organizations are
nongovernmental in the sense of being structurally separate from the instrumentalities of
government. Thisdoes not mean that they may not receive significant government support or
even that government officials cannot sit on their boards.

3. Non-profit-distributing, i.e., not returning profits generated to their ownersor directors.
Nonprofit organizations may accumulate profitsin agiven year, but the profits must be
plowed back into the basic mission of the agency, not distributed to the organizations
owners, members, founders or governing board. Nonprofit organizations are private
organizationsthat do not exist primarily to generate profits, either directly or indirectly, and
that are not primarily guided by commercia goals and considerations.

The United Nations (1993) identifies the "nonprofit sector" as one of four components of a national
economy. Theother three are government, the business sector, and households. Althoughwefindthe U.N.
definition of this sector to be problematic for reasons spelled out below, the terminology is sufficiently
widespread in national statistical office circlesto justify its use here.
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4. Self-governing, i.e., equipped to control their own activities. Nonprofit organizations must
be self-governing and in aposition to control their own activitiesthrough internal governance
procedures, and enjoy a meaningful degree of autonomy.

5. Voluntary, i.e., involving some meaningful degree of voluntary participation. To be
included in the nonprofit sector, organizations must embody the concept of voluntarismto a
meaningful extent.

To keep the project manageable, we decided to exclude two types of nonprofit
organizations that are properly part of the nonprofit sector: religious/sacramental
organizations and political parties. Accordingly, we added two additional criteria:

6. Nonreligious, i.e., not primarily involved in the promotion of religious worship or
religious education. This criterion excludes congregations, Synagogues, mosques and
churches, but leaves church-related and religiously affiliated organizations within the
nonprofit sector.

7. Nonpolitical, i.e., not primarily involved in promoting candidatesfor elected office. While
this criterion excludes political parties, it preserves advocacy and civil rights and similar
organizations as part of the nonprofit sector.

Thisisnot to say that all entitieswithin this sector share these attributes equally, or that they
do not differ along other dimensions. To the contrary, the entities within the nonprofit sector differ
markedly in size, age, field of activity, type of activity, internal structure, and many other aspects,
just as do the entities commonly grouped together as the "business sector." The argument here,
rather, isthat these entities do share an important set of attributesthat, together, set them apart from
the other two major segments of society--the market and the state.

While examining this sector as a whole, however, we aso take pains to examine its
component parts. For this purpose a commor&| classification scheme was developed to group
nonprofit organizations at the "sub-sector" level.™ Following United Nations usage again, the basis
of thisclassification wasthe "principal activity" of the entity (e.g. education, health, environmental
protection, philanthropy). On this basis, twelve broad groupings of nonprofit organizations were
established and information gathered about the entities in each of these groupings in each of the
countriescovered inthisproject. Thisapproach makesit possibleto test varioustheoriesnot only at
the aggregate "sector” level, but also at the "subsector” level, and to do so with respect to the
subsectors to which the theories seem most clearly to apply.

*  For adetailed discussion of this classification system, see Salamon and Anheier 1992b; and Salamon and

Anheier 19963, 1996c.
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Key Variables

To say that our unit of analysisisthe nonprofit sector, and, where appropriate, its component
parts, is not yet to say which aspect or aspects of this entity are the appropriate focus of interest.
Several such aspectsare potentially available, after al--the number of organizations, the nature of the
servicesthey provide, the beneficiariesthey serve, the scale of their activity, the composition of their
governing boards, the size of their memberships, their internal styles of operation, the number of
peopl e they employ, the number of volunteersthey use, their adherence or non-adherenceto certain
values, and many more. What is more, a plausible case can be made for the usefulness of virtually
al of these. For example, the number of nonprofit organizationsin a country--either absolutely or
per 1,000 population--is a measure of the ubiquity of this sector. The composition of governing
boards can reveal much about how this sector relates to social, economic, and demographic
groupings. Dataon beneficiaries can provide abasisfor determining the extent to which this set of
organizations is serving public purposes and is therefore deserving of the tax and other subsidies
often made available to it.

Of the numerous facts that can be known about a country's nonprofit sector, however, two
seem especially basic. The first of these is the scale of operations, both overall and for the
constituent parts. The second is the sources of support.

Scale. Sofar asscaleisconcerned, several different measuresarepossible. Inthefirst place,
there are the traditional economic measures of activity: (i) employment; and (ii) operating
expenditures, or turnover. Given the special character of the nonprofit sector, however, another
measure is also desirable, namely (iii) volunteers and volunteer time. For the purposes of the
analysis here, al three of these measures were used. What is more, data were assembled on these
dimensions of nonprofit scale both for the sector as a whole, and for its constituent parts. This
makes it possible to depict not just the overall size of this sector but also its composition and the
scaleof its separate parts. Because data on volunteers and volunteer time could be generated on only
six of the countries, however, it is not possible to provide as complete atest of the various theories
with volunteersincluded asit is with paid employees and expenditures.

Finances. As important as the scale of the nonprofit sector is the composition of its
financial support. Nonprofit organizations are best known for their "donative" or contributed
income. Infact, however, they have at |east two other sources of support--the public sector and sales
of servicesor other products. Nonprofit organizations can vary greatly in terms of their reliance on
these different types of support, and these variations can be very revealing of the dynamics of
nonprofit operations.

Basic Findings

Using these basic variables, severa crucia conclusions emerged from our analysis of the
nonprofit sector in eight major countries around the world, as outlined in more detail elsewhere
(Salamon and Anheier 1994, 1996b; Salamon, Anheier, Sokolowski, and Associates 1996):

A Major Economic Force. First, and most fundamentally, the nonprofit sector as defined
above turns out to be a major economic force in the countries we examined. Quite apart from the
important social valuesthat they embody, nonprofit organizations account for significant amounts of
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both paid and unpaid employment and have sizable operating expenditures. In particular, such
organizations employed 11.9 million employees in the eight countries for which we were able to
compile empirical data (U.S., U.K., France, Germany, Italy, Sweden, Hungary, and Japan). This
represented 4.5 percent of thetotal |abor forcein these countries, or closeto one out of every 20 jobs,
and one out of every 8 service-sector jobs. In addition, these organizations attracted the energies of
volunteers whose time trandates into the equivalent of close to 5 million additional full-time
employees.

In expenditure terms as well, this set of organizations has a substantial scale. Altogether,
they accounted for $614 billion in expendituresin 1990, which was 20 percent larger than the gross
national product of Spain and 10 percent larger than the gross national product of Canada (U.S.
Census Bureau 1994 862).

Cross-National Variationsin Scale. Not only is the nonprofit sector large, but its scale
varies from place to place, though this variation isless pronounced than might have been assumed.
Thus, as shown in Table 1, as a share of total national employment, nonprofit employment varied
from alow of 0.8 percent in Hungary to ahigh of 6.9 percent in the United States, with Italy, Japan,
and Sweden grouped towards the low end of the spectrum, and Germany, the U.K., and France
toward the higher end. At the sametime, the degree of variation among countriesisrelatively small:

most countries are within one standard deviation (in this case 1.7 percentage points) from the eight-
country average of 3.3 percent.

When volunteer staff isincluded as well, some interesting changes occur. Most notably,
Sweden vaults ahead of the other European countries in the scale of its nonprofit sector. In
particular, from one of the smallest nonprofit sectors in Europe, it jumps to one of the largest.
Evidently the nonprofit sector takes a different form, and potentially assumes a different role, in
Sweden as opposed to the other countries we are examining, a point to which wewill return below.
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Tablel
Nonpr ofit Sector Employment as Per cent of Total Employment,
With and Without Volunteers, 1990 (*)

Percent of Total Employment
Country Paid Employment Paid & Volunteer

Only Employment
Hungary 0.8% 2.1%
Italy 1.8% 2.9%
Sweden 2.5% 8.3%
Japan 2.5% 250
Germany 3.7% 6.1%
UK. 4.0% -
France 4.2% 6.8%
U.S. 6.9% 12.8%
Average 3.3% 5.9%

Source: The Johns Hopkins Comparative Nonprofit Sector Project.

(*) Employment figures are reported in full-time equivalent. Volunteer hourswere converted to full-
time equivalent numbers of jobs.

A similar pattern of variation is apparent in data on the expenditures of the nonprofit sector.
Thus, asshownin Table 2, asashare of gross domestic product (GDP), nonprofit expendituresvary
from alow of 1.3 percent in Hungary to a high of 6.4 percent in the United States. However, the
remaining countries al fall within one standard deviation (+/- 1.6 percent) of the average (3.6
percent). Compared to their relative rankingsin terms of employment, moreover, both Sweden and
the United Kingdom rank higher in terms of expenditures. Thislikely reflects differencesin the
overall cost structure and composition of the nonprofit sectors in these countries.
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Nonprofit Operating Expendituresasa Sh-flsl—raebl)? 2Gr oss Domestic Product, 1990, By Country

Country Nonprofit Operating Expenditures as % of GDP

Hungary 1.3%

Italy 2.0%

Japan 3.2%

France 3.3%

Germany 3.6%

Sweden 4.0%

U.K. 4.8%

u.S 6.4%
Average 3.6%

Source: Salamon, Anheier, Sokolowski, and Associates, 1996.

Cross-National Variations in Composition. Not only does the nonprofit sector vary in
scale from place to place; it also varies in composition. The extent of the variation is somewhat
"constrained,” however. Specifically, four components seem to dominate the sector almost
everywhere. In particular, education and research, health, social service, and culture and recreation
organi zations account overall for nearly 80 percent of sector expenditures. What ismore, thesefour
components account for at least 75 percent of sector expendituresin seven of the eight countries, and
in the only exception (Sweden) they account for well over half (See Figure 1).

Nevertheless, as Figure 1 also shows, considerable variation is also apparent within this
overall pattern. Thus, for example, culture and recreation falls out of the top four fields of nonprofit
activity in three of the eight countries (Germany, Japan, and the United States); educationfallsoutin
two (Germany and Hungary); and health falls out in three (Hungary, Sweden, and the U.K.). Indeed,
in terms of expenditure dominance, it is possible to detect at least four distinct patterns of nonprofit
composition among the countries we have examined, although significant variations can still exist
within these patterns both in terms of the specific subtypes of organizationsthat are responsible for
the pattern and in terms of the rest of the composition of the sector in each country. More
specificaly, these four patterns are as follows:

Japan and the U.K.: Education-Dominant. Intwo of our project countries, Japan and the
U.K., education organizations dominate the nonprofit sector in terms of expenditures. Forty-
three percent of all nonprofit expenditures in the U.K., and 40 percent of all nonprofit
expenditures in Japan, go for education and research. Outside of the education field,
however, the Japanese and U.K. nonprofit sectors differ considerably: in Japan, the second
largest component is health whilein the U.K. it is culture and recreation.

U.S. and Germany: Health-Dominant. If education dominates the nonprofit sectors of
Japan and the U.K., health dominates the nonprofit sectors of the United States and

8
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Germany. Over half (53 percent) of all nonprofit expendituresin the United States are made
inthehealth field. Thisreflectsthe dominance of nonprofit organizations among American
hospitals, over half of which are nonprofitinform. In Germany the health proportion of total
nonprofit spending issomewhat smaller, but at 35 percent it still representsthelargest single
component.

Franceand Italy: Social ServicesDominant. A third pattern of nonprofit sector structureis
evident in France and Italy, where the social service field dominates nonprofit expenditures.
Thus amost 30 percent of French nonprofit expenditures and about a quarter of Italian
nonprofit expenditures are made by socia serviceagencies. The second most important field
of nonprofit activity isalsoidentical in thesetwo countries: education. Beyond this, however,
these two countries diverge in important respects, with French nonprofits concentrating more
on culture and recreation and Italian ones on business and professional activities.

Sweden and Hungary: Culture and Recreation-Dominant. Finally, a wholly different
pattern of nonprofit sector structureisevident in Sweden and Hungary. In Sweden, asFigure
1 indicates, over one quarter (27%) of al nonprofit expenditures are in the culture and
recreation component of the sector. In Hungary, this subsector accounts for the
overwhelming majority (57 percent) of all nonprofit sector expenditures.

If the nonprofit sector appears to be roughly comparable in aggregate scale among the
countries examined here, therefore, its composition neverthel ess differs considerably from country to
country.

Revenue Structure. Not only does the composition and scale of the nonprofit sector differ
from place to place, but so does its revenue structure. We differentiate three broad classes of
nonprofit revenue:

. private charitable giving, including gifts from individuals, corporations, foundations, and
bequests, whether given directly or through various federated fundraising efforts;

. government, or public sector, payments, including outright grants, as well as third-party
payments and other contracts and payments by government or public agencies to nonprofit
providers for particular services delivered to eligible recipients™; and

. private fees and payments that the nonprofit receives from the sale of its own services or of
some other product directly to a consumer.

> A"third-party payment" isapayment to anindividual or someone acting on anindividual'sbehalf to cover

the cost of a service that the individual received from a nonprofit provider. It is, in a sense, an indirect
payment to the provider. "Third-party payments' are often referred to as "vouchers."

9
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Asreflected in Table 3, private giving turns out to be the least important source of nonprofit
income in the eight countries we studied, at least in terms of aggregate scale. The average share of
total nonprofit income originating with private philanthropic giving is only 10 percent, most of it
(about 60 percent) from individual's, with corporations and foundations providing most of therest. In
no country, moreover, is private giving the major source of nonprofit revenue. By contrast, almost
half (49 percent) of all nonprofit income in these eight countries comes on average from fees and
sales, and this source is the dominant one not only overall but also in six of the eight countries.
Finally, a significant 41 percent of nonprofit income comes from government, and this source is
actually the mgjor one in two of the countries (Germany and France).

While the revenue structure of the nonprofit sector isfairly uniform at the aggregate level,
however, it is far more varied at the subsector level, as Table 3 aso shows. Thus, for example,
earned income is the dominant source of income for all eight countries in only two fields
(culture/recreation and business/professional associations). By contrast, inthefieldsof health, social
services, and international aid, it is dominant in only one or two countries. Similarly, while in
aggregate terms government support isthe major onein only two countries, inthefield of healthitis
dominant in five countries, and in the field of social servicesit isdominant in six.

Patter ns of Funding Nonpr ofit Orga-r:iaztz;lt?ois, by Field, by Number of Countries
Funding Patterns
Fidd Private Fees gnd Public-Sector Privqte— Total
Payment Dominant Payment Donations
Dominant Dominant
Culture and Recreation 8 0 0 8
Education Research 4 4 0 8
Health 2 5 1 8
Social Services 1 6 1 8
Environment 6 2 0 8
Development, Housing 5 2 1 8
Civic, Advocacy 4 4 0 8
Philanthropy 6 2 0 8
International 1 3 4 8
Business, Professional 8 0 0 8
Other 3 0 1 4
Total 6 2 0 8

Source: The Johns Hopkins Comparative Nonprofit Sector Project
10
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Conclusion

In short, considerable variations exist in the scale, composition, and financial base of the
nonprofit sector among the countries examined here, and among the different components of this
sector within the countries.

How can we make sense of these variations? Are the variations random or do they reflect
some set of underlying dynamics? If the latter, what are these dynamicsand how extensively do they
apply? In particular, to what extent do the existing theories of the nonprofit sector account for both
the variations and the similarities we observe cross-nationally, either in aggregate terms or at the
subsector level, and what additions to these theories must be made to account for the realities that
exist?

Before answering these questions, we need to make clear what the available menu of
potential explanations looks like and to which explanatory variables and resulting hypotheses they
draw our attention.

THE CANDIDATES:
SIX THEORIESIN SEARCH OF VALIDATION

Asnoted earlier, the nonprofit field has attracted arich outpouring of theoretical interest in
recent years as scholars have sought to explain the curious persistence, and recent resurgence, of this
long-neglected backwater of social and economiclife (see Salamon 1992; Anheier and Seibel 1990;

DiMaggio and Anheier 1990; and BenNer and Gui 1993 for summary discussions of thesetheories).
Virtually every aspect of this sector consequently has arash of potential theoriesto explainit, from
the external relations of boards to the inner motivations of private donors.

For our purposes here, however, six bodies of theory seem especially relevant since they

speak to the overall presence and scale of this set of institutionsand seem at | east potentially testable.

Four of these theories were developed specifically for the nonprofit sector field and two are

borrowed from other fields because of the potential contribution they can make to the subject at

hand. In the balance of this section we briefly summarize these alternative theoretical approaches

and identify the specific testable hypotheses they seem to suggest. 1n a subsequent section we then
expose these hypothesis to empirical testing.

1) Heter ogeneity Theory

Perhaps the dominant theoretical perspective in the nonprofit field until relatively recently
has been the one devel oped by economist Burton Weisbrod to reconcil e the persistence of nonprofit
organizations with classical economic theory (Weisbrod 1977). Known varioudly as the "market
failure/government failure" or "heterogeneity” theory, this line of thought begins with the well-
known observation in classica economics that the market, for all its virtues, has an inherent
limitation in producing so-called "public goods,” i.e. goods that are available to all whether or not
they pay for them. This "market failure" isthe justification in classical economic thought for the
presence of government, which existsto satisfy the demand for public goods |eft unsatisfied by the
market system. AsWeisbrod points out, however, government can perform thisrolein ademocracy
only when a majority of voters support the production of a particular public good. Where
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considerable differences of opinion exist about which public goodsto produce, however, it may be
difficult to generate such mgjority support and considerabl e unsati sfied demand for public goods may
consequently persist. Such "government failure” is most likely, moreover, where considerable
heterogeneity exists in a population, and where differences of opinion are therefore most likely to
exist about which public goodsto generate through the public sector. In such circumstances, people
will turn to nonprofit organizationsto supply the public goods they cannot secure through either the
market or the state. Nonprofit organizations therefore function to meet the unsatisfied demand for
collective goods left behind as aresult of failures of both the market and the state.

Three specific hypotheses flow from this line of theory, each of which can be tested at the
aggregate level and at the level of particular subsectors. In thefirst place, we would expect the size
of the nonprofit sector in a country to vary directly with the degree of heterogeneity in the
population, as measured in terms of religious or ethnic diversity. While this relationship could be
expected to hold at the aggregate level, it could be expected to apply with particular forceto thefield
of education, where concerns about particular ethnic, religious, and cultural normsaretypically most
intense. Hence:

Hypothesis 1A: The greater the diversity of a population, the larger the nonpr ofit
sector.

Hypothesis 1A*: Thegreater the diversity of the population, the larger the education
component of the nonpr ofit sector.

In the second place, this line of thinking would lead us to expect an inverse relationship
between the size of the nonprofit sector and the scale of governmental provision of collective goods.
Thisis so because thistheory predictsthat the nonprofit sector isaresponseto failuresof the stateto
provide the kinds of collective goods that people want but that the market is unable to provide. To
the extent that the government is providing such collective goods, the need for nonprofit provision
would decline. Hence:

Hypothesis1B: Thegreater thelevel of gover nment social welfar e spending, thesmaller
the nonprofit sector.

Hypothesis 1B*: The greater the level of government social welfare spending, the
smaller the nonprofit education sector.

Finally, the market-failure/government failure theory would lead us to expect that the
nonprofit sector would be funded mostly out of private charitable contributions. Thisisso because
thistheory viewsthe nonprofit sector as emerging from demands for public goods not being met by
either the market or the state. Under these circumstances, there would be no reason to expect the
resulting nonprofit organizationsto be financed either through market transactions or governmental
subsidies. To the contrary, to the extent such demands are satisfied beyond the realms of either
government or the market, the most likely source of support is voluntary contributions. Hence:

Hypothesis 1C: The greater the diversity of the population, the greater the nonpr ofit
reliance on private giving as a sour ce of support.
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Hypothesis1C*: Thegreater thediversity of thepopulation, thegreater thereliance of
nonprofit education organizationson private giving as a sour ce of support.

2) Supply-Side Theory

Where the "heterogeneity"” theory focuses exclusively on the unsatisfied demand for public
goods left by failures of the market and the state, a second body of theory treats this as a necessary
but not sufficient condition to explain the variations in nonprofit development. According to this
"supply-side” theory, asecond condition is needed for nonprofit organizations to emerge: namely,
the presence of "social entrepreneurs,” people with an incentive to create nonprofit organizationsto
meet such demand (James 1987). The appearance of such individualsisnot random, moreover. Itis
most likely under particular circumstances. One of the most common of these circumstancesisthe
presence of religious competition, where one or morereligiousbodiesisvyingto attract adherents. In
such circumstances, religious zeal ots have an incentive to form nonprofit organizations as away to
attract adherentsto their cause. Religionsin general, and proselytizing religionsin particular, have
traditionally had a vested interest in providing such goods and services, and therefore created the
institutionsto do so. Their aim, as James points out, isnot to maximize economic returns but to seek
the greatest number of adherents by offering services that these potential adherents might find
attractive, such as health care or education.

Thisline of theory would lead usto expect the nonprofit sector to be most highly devel oped
where religious competition is most intense.™ What is more, this relationship should apply
particularly strongly to thefield of education since thisiswhere religious competition is often most
evident. Hence:

Hypothesis2A: Thegreater thelevel of religious competition, thelarger the nonpr ofit
sector.

Hypothesis2A*: Thegreater thelevel of religiouscompetition, thelarger thenonpr ofit
education sector.

This supply-side theory also hasimplications for expected patterns of nonprofit finance. In
particular, like the market-failure/government failure theory on which it depends, the supply-side
theory assumesthat charitably inclined individual s have an opportunity to win adherents by founding
nonprofit institutionsin fieldswhere neither the market nor the state is providing needed servicesor
support. From thisit followsthat thisline of theory would posit a positive relationship between the
potential supply of nonprofit entrepreneurs and the extent of nonprofit reliance on private giving.
Hence:

Hypothesis 2B: The greater the extent of religious competition, the greater the
nonprofit reliance on private giving as a sour ce of support.

Proselytizing clergy are, of course, only one type of “moral entrepreneurs’ with an incentive to create
nonprofit organizations. Identifying alternative types without falling into tautology problemsisdifficult,
however. Inaddition, at a certain point the “supply-side” theory, inits search for social groupingswith a
political or ideological incentive to form nonprofit organizations, can merge into the “social origins’
theory, as will become clear below.
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Hypothesis2B*: Thegreater theextent of religiouscompetition, thegreater thereliance
of nonprofit education organizationson private giving as a sour ce of support.

3) Trust Theories

A third line of theoretical analysis finds the source of nonprofit activity not in the failure of
markets and governmentsto supply asufficient quantity and range of collective goods, but in another
“market failure,” namely “contract failures’ arising from “information asymmetries’ often facing
consumers. In many transactions, consumers lack the information they need to judge the quality of
the goods or services they are purchasing. This can occur because the purchaser is not the same
person asthe consumer (e.g. the purchase of nursing home care by children for an elderly parent), or
because the service in question is inherently complex and difficult to assess.” In such cases,
purchasers seek aternative basesfor trust in the quality of the resulting service. Onesuch basisisthe
nonprofit sector. Because of the "nondistribution constraint,” i.e. the prohibition on distribution of
profitsto owners, nonprofit organizations may be more trustworthy, and more likely to serve client
needs, since they are not in a field just for the profits (Hansmann 1980, 1987)EI Accordingly,
nonprofit status functions as a proxy for the market signaling the quality of output.

Severa hypothesesflow from thisline of thinking. Inthefirst place, wewould expect that
the scale of the nonprofit sector would vary inversely with thelevel of trust inthe businesssectorina
society. The greater the level of that trust, the more confident people will be to secure the services
they need through the market system and therefore the less they will feel obliged to turn to the
nonprofit sector. What is more, this will be particularly true in the fields of health and social
services, where information asymmetries are likely to be most acute. Hence:

Hypothesis 3A: The higher the level of trust in businessin a society, the smaller the
nonprofit sector.

Hypothesis 3A*: The higher thelevel of trust in businessin a society, the smaller the
nonprofit health and social services subsectors.

Because the services secured through the nonprofit sector according to this theory would
likely be provided through the business sector if sufficient trust were present, it follows that the
financing of these servicesislikely to take amore commercial form aswell. Thissuggeststhat the
absence of trust would be associated with a nonprofit sector able to secure a larger share of its
income from fees and service charges. Hence:

Hypothesis3B: Thelower thelevel of trust in businessin a society, themorelikely the

" Other circumstanceswherethistrust problem arisesinclude situationswhere: a) beneficiariesare unknown

and cannot be contacted easily, e.g. recipients of relief efforts overseas; b) beneficiaries may provide
inadequate feedback for the quality of services, e.g. patientsin mental hospitals and some socia services; ¢)
donations cannot be matched with specific services, e.g. advocacy and lobbying; and d) servicesare highly
complex and low quality poses high risks for customers, e.g. medical services (Krashinsky 1986).

A variant of thistheory views nonprofit organizations as vehiclesfor affected stakeholdersto gain delivery
of servicesto third parties (BenNer and Gui 1993).
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nonprofit sector isto be financed by fees and service char ges.

Hypothesis3B*: Thelower thelevel of trust in businessin asociety, themorelikely the
nonprofit health and social services subsectorsareto be financed by fees and service
charges.

4) Welfare State Theory

The preceding theoriesall take as given that the expansion of state-provided welfare services
displaces nonprofit organizations, but they leave unanswered the question of what accountsfor the
expansion of state-provided social welfare servicesin thefirst place. To answer thisquestion, itis
necessary to resort to the substantial body of literature that has emerged on the modern welfare state.

Generally speaking, thisliterature treatsthe nonprofit sector, at best, asaresidual category. In
fact, conventional welfare state approaches all but ignore the role of the nonprofit sector both
historically and in relation to current policy debates and developments (Flora and Heidenheimer
1981, Offe 1984; Hicksand Swank 1992; Huber, Ragin and Stephens 1993). To theextent that they
treat the nonprofit sector at all, these theories view it as an essentially premodern mechanism for
dealing with socia problemsthat, likethefamily, the Church, and the feuda lord, losetheir function
with the growth of the market system and the expansion of the role of the state to deal with
economically extraneous populations. Thus, for example, Quadagno (1987:112) pointsout that "as
industrialization proceeds, it creates new needsfor public spending by reducing the functions of the
traditional family and by dislocating certain categories of individua swhoselabor becomes surplus--
the very young, the old, the sick, the disabled... Because traditional societal institutionsareunableto
meet the needs of these vulnerableindividuals, the state expands more or less automatically...." In
this line of thinking, the expansion of the state is an almost automatic byproduct of economic
development (Floraand Alber 1981). It was for this reason that Titmuss (1974) labeled countries
like the United States as "residual welfare states," since they had not yet established the level of
welfare guaranteesthat their level of economic devel opment would suggest and retained premodern
forms of reliance both on market and nonprofit solutions to social welfare problems.

Traditiona welfare state theory would thus lead us to expect that the greater level of
economic development, the more extensive the state provision of social welfare services; and the
more extensive the state provision of social welfare services, the smaller the nonprofit sector.
Hence:

Hypothesis 4A: The higher the level of income per capita, the smaller the nonpr ofit
sector in a country.

5) Interdependence Theory

Both the welfare state theory and the market failure/government failure thesisthat underlies
the heterogeneity and supply-side theories take as given that the rel ationship between the nonprofit
sector and the state isfundamentally one of conflict and competition. The persistence of anonprofit
sector, in this view, is a byproduct, at best, of inherent limitations of the state; and, at worst, of
successful resistance to efforts by the state to obliterate socially desirable bases of pluralism and
diversity. Depending on the political persuasion of the observer, the extensive presence of the
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nonprofit sector istherefore seen asaboon to liberty or adenial of basic socia protectionsand hence
asource of persistent inequality.

This "paradigm of conflict" (Salamon 1995) is not the only way to view the relationship
between government and the nonprofit sector, however. Side-by-side with the potential sources of
conflict are important elements of potential interdependence and partnership aswell. Indeed, there
are strong reasons to expect the latter to dominate the relationship (Salamon 1987a; 1987b). For one
thing, nonprofit organizations are often active in a field before government can be mobilized to
respond. They therefore often develop expertise, structures, and experience that governments can
draw on in their own activities. Beyond that, nonprofit organizations often mobilize the political
support needed to stimulate government invol vement, and this support can often be used to ensurea
role for the nonprofit providersin the fields that government is persuaded to enter. Finally, for al
their advantages, nonprofit organizations have their own significant limitations that constrain their
ability to respond to public problems. In addition to "market failure" and "government failure," in
other words, there is "voluntary failure'--i.e. inherent limitations of the voluntary sector as a
mechanism for meeting public needs. These include "philanthropic insufficiency,” the difficulty
voluntary organizations have in generating the resources often needed to "scale up" their operations,
and "philanthropic paternalism,” the inability these organizations have in establishing rights to
benefits and hence the difficulty they have in fostering a true sense of self-reliance.

Under certain circumstances, therefore, close cooperative relationships can be forged between
the nonprofit sector and the state in addressing public problems. This can occur where, for
ideological or other reasons, resistance to direct state action is strong yet demands arise for
protections from particular social or economicills; or where support from those associated with the
nonprofit sector becomes crucia to enhance the role and power of the state. Under either
circumstance, we would expect apositive rel ationship between government spending and the scope
of the nonprofit sector. What ismore, since government ismost likely to turn to the nonprofit sector
for assistance in delivering basic human services, we would expect this relationship to hold most
strongly in the fields of health and social services. Hence:

Hypothesis 5A: The greater the government social welfare spending the larger the
nonprofit sector.

Hypothesis 5A*: The greater the government social welfare spending the larger the
nonprofit health and social services subsectors.

Because government is viewed under this theory as a potential source of financial, and not
just political, support for the nonprofit sector, moreover, it follows that if this theory holds, the
government share of nonprofit income should be higher also where overall government spending is
higher. Hence:

Hypothesis 5B: The greater the government social welfare spending, the higher the
gover nment share of nonprofit income.

Hypothesis 5B*: The greater the gover nment social welfare spending, the higher the
gover nment shar e of nonprofit health and social service subsector income.
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6) Social Origins Theory

While the interdependence theory outlined above acknowledges the possibility of a
cooperative relationship between the nonprofit sector and the state, it does not really specify the
circumstances under which such arelationshipismost likely toemerge. Similarly, the other theories
outlined above assume a degree of flexibility in institutional choice that seems belied by the
historical
record. Choicesabout whether to rely on market, third-sector, or state provision of key servicesare
not ssmply made freely by individual consumersin an open market as advocates of the economic
theories seem to assume. Rather, these choicesare heavily constrained by prior patterns of historical
development that significantly determine the range of options available at a given time and place.

This perspective on the dynamics of institutional choice is nicely reflected in the work of
Gasta Esping-Andersen (1990) on the origins of the modern welfare state, and more generally inthe
work of Barrington Moore, Jr. (1966) on the "social origins' of fascism and democracy. Central to
thisline of thinking isthe notion that complex social phenomenalikethe emergence of the"welfare
state”" or "democracy" cannot easily be understood as the product of the unilinear extension of a
single factor, such asindustrialization or working class movements. Rather, much more complex
inter-relationships among social classes and social institutions are involved. As Esping-Andersen
(1990:110) putsiit:

We know already that a variety of historical forces has played a decisive part in the
formation of welfare states; thisisalmost certainly why they differ, yet cluster asthey
do. Theextraordinary power of the Church, the aristocracy, and an authoritarian state
in early continental European capitalism is certainly akey to the explanation of this
regime-type; in converse, the weakness of absolutism and the dominance of alaissez-
faire-inspired bourgeoisiein the Anglo-Saxon nations goes along way in accounting
for the 'liberal’ regime. In both cases, socia policy was never neutral, but part of a
more general campaign to weaken, or absorb, the socialist impulse and to secure
lasting institutionalization of politically preferable principles of social organization.

On the basis of this mode of analysis, Esping-Andersen identifiesthree more or less distinct
typesof welfare"regimes’-- (1) the"liberal" welfare state common in the Anglo-Saxon countries and
characterized by limited, means-tested assistance with strict entitlement rules; (2) the "corporatist”
welfare state more common on the continent of Europe in which the state supplieswelfare assistance
but preserves many of the status differences of pre-modern society; and (3) the "social democratic"
welfare state of the Nordic countries characterized by universalism and a separation of welfare
provision from the market system ("decommaodification"). Each of these, inturn, reflectsaparticular
constellation of three key factors: (1) the nature of working class mobilization; (2) the kinds of
coalitionsworking class elements are ableto forge; and (3) the posture of new middle classelements
toward welfare provision (Esping-Andersen 1990: 31-32).

In Social Origins of Dictatorship and Democracy, Barrington Moore, Jr. applies asimilar
mode of analysisto identify the set of social forces most likely to be associated with the emergence
of democracy, and of what we would now term avibrant "civil society." Central to this outcome,
Moore argues, are three pre-eminent factors: first, aroyal absolutism held in rough check by strong
landed €elites; second, the emergence of avigorous and independent urban middle classto challenge
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the power of the landed elements themselves; and third, a solution to the agrarian problem that
releases the mass of the population from the land (M oore 1966: 413-432).

While neither Moore nor Esping-Andersen applies his analysis to the question of the
appearance and growth of the nonprofit sector, there are strong reasons to believe that the mode of
analysis they utilize should have considerable relevance to this question. As Seibel (1990: 46) has
reminded us, nonprofit organizations "are not only providers of goods and services but important
factors of social and political coordination.” As a consequence, they do not float freely in social
space. Rather, they are firmly "embedded" in prevailing socia and economic structures, often
serving as "the knots within networks of elites with reputation, finance, and power." Work on the
Johns Hopkins Comparative Nonprofit Sector Project has made clear that such organizations have
deep historical roots in virtually every one of the societies we examined. The inter-relationships
between this sector and the Church, to cite just one well-known example, have been especially
pervasive, and voluntary institutions have therefore been fully caught up in the broader struggles
between the Church and secular authorities that animated European history for much of the
Reformation and Enlightenment, and that survived well into the twentieth century. Where Church
authorities reached a rapprochement with civil authorities, as was the case, for example, in
Bismarck's Germany, voluntary institutions could be expected to play amuch stronger roleeven with
the growth of state-sponsored welfare. By contrast, where Church authoritieswere domesticated, as
wasthe casein Sweden and Italy, or overwhelmed asin the case of France, we would expect church-
related welfare to be absorbed by the state and voluntary institutions to play a much smaller role,
particularly in the provision of human services.

Thisline of argument suggests that the contours of third-sector development go beyond the
simple"large" vs. "small" dimensions of standard empirical research. Subtler questions about the
role of this set of institutionsin prevailing social structures are also important. At thevery least, it
should be clear that there is more than one route toward the creation of a sizable nonprofit sector.
Indeed, modifying Esping-Andersen’s analysis to incorporate the nonprofit sector, it is possible to
identify four more or less distinct models of nonprofit development, four types of “nonprofit
regimes,” each characterized not only by a particular state role, but also by a particular position for
the third sector.

Table 4 differentiates these regimes in terms of two key dimensions--first, the extent of
government social welfare spending; and second, the scale of the nonprofit sector. Thus, in the so-
caled liberal mﬁjel, low government social welfare spending is associated with arelatively large
nonprofit sector.™ Thisis the model around which much of the prevailing theory of the nonprofit
sector has been framed. It featuresasignificant ideological and political hostility to the extension of
government social welfare protections and a decided preference for voluntary approaches instead.
The upshot is a relatively limited level of government socia welfare spending and a sizeable
nonprofit sector. Such regimes are most likely where middle class elements are clearly in the
ascendance, and where opposition either from traditional landed elites or strong working class
movements has either never existed or been effectively held at bay.

®  Although we utilize some of Esping-Andersen’ sterms here, it should be clear that we use them to refer to

different types of state-nonprofit relationships rather than to different types of social welfare and pension
policies asis done by Esping-Andersen.
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Table4
Model of Third Sector Regime
Government Social Nonprofit Scale
Welfare Spending Low High
Low Statist Liberal
High Social Democratic Corporatist

At the opposite extreme isthe social democratic model. Inthismodel, state-sponsored and
state-delivered socia welfare protections are quite extensive and the room left for service-providing
nonprofit organizations quite constrained. This type of model is most likely where working class
elements are able to exert effective political power, abeit typically in alliance with other socia
classes. While the upshot is a limited service-providing nonprofit sector, however, it is not
necessarily a limited nonprofit sector overall, as some accounts would suggest. To the contrary,
giventhe political battleslikely to beinvolved in the extension of state-provided welfare protections,
we can expect nonprofit organizations to still be quite active in such societies, but with a
significantly different role, a role not as service providers but as vehicles for the expression of
political, social, or even recreational interests.

In between these two model s are two additional ones, which have tended to be overlookedin
prevailing theories, but which may actually be most pervasive. Asreflected in Table4, both of these
are characterized by strong states. However, in one, which we can characterize as the corporatist
model, the state has either been forced or induced to make common cause with nonprofit institutions,
so that nonprofit organizations function as one of the several “pre-modern” mechanisms that are
deliberately preserved by the state in its efforts to retain the support of key social elites while pre-
empting moreradical demandsfor social welfare protections. Thiswasthe pattern, for example, in
late nineteenth century Germany, when the state, confronting radical demandsfrom below, beganto
forge alliances with the major churches and the landed elites to create a system of state-sponsored
welfare provision that over time included a substantial role for nonprofit groups, many of them
religioudly affiliated (Anheier and Seibel 1996). What this suggestsisthat the rel ationship between
government and the nonprofit sector may be more curvilinear than linear, with the scale of the
nonprofit sector decreasing with the growth of government social welfare spending in “liberal”
regimes, but increasing with the growth of government social welfare spending in “corporatist”
regimes. Theresult is the paradox identified in our data but overlooked in most of the prevailing
theories--a sizeable nonprofit sector in the presence of a high level of government social welfare
spending.

The fourth possible model iswhat we might term the statist model. In this model, the state
retains the upper hand in awide range of social policies, but not as the instrument of an organized
working class, asin the social democratic regimes. Rather it exercises power on its own behalf, or
on behalf of business and economic elites, but with a fair degree of autonomy sustained by long
traditions of deference and amuch more pliant religiousorder. In such settings, limited government
socia welfare protection does not tranglate into high levels of nonprofit action, as in the liberal
regimes. Rather, both government social welfare protection and nonprofit activity remain highly
constrained.
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Needless to say, these nonprofit sector regime types are heuristic devices intended to
demarcate broad tendencies. Significant variations can therefore exist among countries that fall in
any particular grouping. Inaddition, the particular constellations of social, economic, and historica
developmentsthat lead to these different regimes can differ from placeto place. Thus, middleclass
elements can be weak because of a strong state or because of powerful landed elements that keep
them under control. Whichever isthe case, however, the prospectsfor aliberal model are not good.
More likely is either a corporatist or statist outcome depending on a variety of other social and
historical circumstances. Though the resulting “models’ are far from being completely distinct,
therefore, this framework, and the socia origins theory that lies behind it, still offers a potentially
useful way to distinguish a variety of pathways of third-sector development and to integrate a
significant range of relevant social and historical reality into an explanation of third sector scaleand
role. In the process it helps to unravel a number of critical anomalies left behind by the other
theoretical approaches.

Although the predictions generated by this model are harder to capture in testable
propositions, moreover, such propositionsare possible. Thus, for example, thistheory would lead us
to expect that in liberal and social democratic regimes the size of the nonprofit sector will vary
inversely with the scale of government social welfare spending whereas in corporatist and statist
regimesthisrelationship will be direct, with nonprofit organizations growing as government grows.
Thisis so because government and the third sector are percelved as alternatives in the liberal and
socia welfare models but as partnersin the corporatist model. For thisreason aswell wewould also
expect the financial base of the sector to vary by regimetype. In both liberal and social democratic
regimes, the nonprofit sector islikely to befinanced more heavily by private charitable contributions.

Thisisso because, in both, government and the third sector are perceived as alternative mechanisms
for meeting public needs, |eaving the nonprofit sector to befunded, if at all, out of essentially private
sources. In the corporatist model, by contrast, extensive cooperation between government and the
nonprofit sector is anticipated, so that governmental sources are likely to be far more important.
Finally, inthe statist model, neither private philanthropy nor stateinvolvement isanticipated, leaving
the nonprofit sector to secure support, if at al, through essentially commercial activities. Hence:

Hypothesis6A: Therelationship between gover nment social welfare spending and the
scale of the nonprofit sector is affected by the type of nonprofit regime that exists: in
corporatist and statist regimes this relationship is direct (the higher the gover nment
social welfare spending, thelarger thenonpr ofit sector); in liberal and social democratic
regimes, it isinverse.

Hypothesis 6B: The pattern of nonprofit finance depends on the type of nonpr ofit
regime. In both liberal and social democratic regimes, private giving is likely to
dominate. In corporatist regimes gover nment support is likely to dominate. And in
statist regimes, fees and service charges arelikely to dominate.

20



Salamon and Anheier Social Origins of Civil Society: Explaining the Nonprofit Sector Cross-Nationally

APPLYING THE THEORIES:
TOWARD AN EXPLANATION OF NONPROFIT SIZE AND FINANCES

The theories outlined above do not, of course, exhaust the possible theoretical perspectives
that can be brought to bear to explain the size, composition, and financing of the nonprofit sector at
theinternational level. Many other factors and bodies of theory are also potentialy available. For
example, the scale of the nonprofit sector may be affected by the nature of the legal environment
within which these organizations are required to operate. The more favorablethisenvironment, the
more likely a sizable nonprofit sector isto emerge. Similarly, the more supportive tax and other
legal arrangements are for donations to nonprofit organizations, the more extensive charitable
contributions are likely to be as a share of nonprofit revenue.

Whilethefactorsand theoriesidentified herearefar from exhaustive, however, they certainly
represent the major theoretical perspectivesin thisfield and, in the case of the social originstheory,
in related fields. How effectively do these theories account for the patterns of third-sector growth
and composition reflected in our data? To what extent are the factors identified in these theories
systematically related to cross-national differencesin the size, composition, and revenue base of the
nonprofit sector?

To answer these questions, we converted the various theories into operational terms and
located suitable datawith which to measure the key explanatory variablesthesetheoriesidentified as
important. Wethen developed aseriesof "scattergrams' and associated "regression lines' to display
the resulting relationships in visual form. Where necessary, the various variables were
"standardized" in ﬁder to permit us to compare the slopes of the resulting regression lines in the
same basic terms.”™ Where appropriate, moreover, we devel oped cross-tabulation tablesto portray
the dataand avoid overstating theimpact of oneor two "outliers.” In the discussion below wereport
theresultsfor each of the six theoriesidentified above, noting first how the key explanatory variables
were measured and then what the rel ationship each has with the features of the nonprofit sector that
areof interest. For the purpose of these tests we generally measured the scal e of the nonprofit sector
in terms of full time equivaent paid employment. However, the tests were aso run including
volunteer employment and the latter results are reported as well where they differ significantly.

Caveats

Beforereporting the results of thisanalysis, several caveats need to be acknowledged. Most
importantly, it should be clear that the number of observationsavailableto useveninthisdatasetis
too limited to prove or disprove any theory with any definitiveness. Altogether, we devel oped
systematic comparative dataon the variables of interest to uson only eight countries. One of these--
Hungary--ultimately had to be excluded from the analysis here, moreover, becauseitsrecent history
of Communist control so interrupted the normal pattern of development of its nonprofit sector asto

19 Since the different variables are measured in different metrics, the numerical value of the slope of the

regression equation can differ even though the actual lope of thelineisidentical between two variables.
Thus, for example, our measure of ethnic heterogeneity isa“Gini” index that variesfrom 0 to +1. By
contrast, our measure of government social welfare spending as a share of gross domestic product varies
from 12 percent to 39 percent. To overcome this problem, we converted all independent variables to the
same metric ranging from 0 to 100 and then recomputed the slopes on this basis (see Tables 6 and 8).
Figures 2-7 show the “unstandardized” coefficients.
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render it largely irrelevant to the theories under scrutiny here. With so few observations, measures of
statistical significance have no real meaning. The most that can be done, therefore, is to identify
"tendencies’ in the data that will need to be verified more fully through further data gathering and
research.

In the second place, it was often difficult to identify operational expressionsfor many of the
concepts embodied in some of the leading theories, and then to locate data that could adequately
measure the concepts in aform suitable for theory testing. Although wefeel fairly confident in the
measures we have developed, we are painfully aware that they may capture only one aspect of the
complex conceptsto which they apply and may need to be supplemented with additional indicators.

Thirdly, in view of the limitations of the data, the measures of relationship we use here are
necessarily far more basic than is desirabl e given the complexity of the phenomenonwearetrying to
explain. For onething, we are reduced to assessing factorsindividually rather than constructing the
complex "multipleregression” modelsthat we suspect it would take to unravel theforcesat work. In
addition, we test for linear relationships when in fact many of the dynamics at work may be
curvilinear instead.

Finally, as noted earlier, there are many aspects of the nonprofit sector that lie well beyond
the scope of our interest here and we should keep in mind that none of the theories will be able to
explain all relevant aspects of the nonprofit sector. Typically, theories emphasize some concerns
over others, and in the following we will assess each theory only in regard to its focal explanatory
objective, and not hold them responsible for shortcomings that fall outside their scope.

Taken together, these caveats serve to underscore the preliminary character of the analysis
offered here. Even so, enough interesting relationships emerge to give us some confidence that,
however preliminary, the analysis should still provide a fruitful stimulus to the more complete
theory-testing that thisfield desperately needs. Let us, therefore, examinewhat thisanalysisreveals.

1) Heter ogeneity Theory

The central premise of heterogeneity theory, as outlined in Table 5, is that the nonprofit
sector emerges asabyproduct of market and government failuresthat |eave unsatisfied demandsfor
collective goods. The greater the diversity of a population and hence the more numerous the
different conceptions of the “good life” and of the desirable bundle of public goods, the larger the
nonprofit sector that this theory predicts. In addition, the larger the government social welfare
spending the smaller the nonprofit sector should be. Finally, to the extent that the nonprofit sector
reflects private responsesto market and government failures, then greater heterogeneity should al'so
be associated with greater nonprofit reliance on private philanthropic support.
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Table5: Synoptic Presentation of Major Nonprofit Sector Theories

THEORY SUMMARY MAJOR HYPOTHESES
Scale Fields Most Nonprofit Finance
Affected
Heterogeneity Unsatisfied demand for publicand | Size of the Education Demand heterogeneity leads to
quasi-public goodsin situations of | nonprofit sector greater reliance on private
demand heterogeneity leads to varies with the donative income relative to
emergence of nonprofit providers degree of demand other sources of revenue
heterogeneity
Supply Side Nonprofit organizations are a The greater the Education The greater the level of
reflection of demand heterogeneity | level of religious/ religious/ ideological
served and created by ideological competition, the greater the
entrepreneurs seeking to maximize | competition, the reliance of private donative
nonmonetary returns larger the income on nonprofit
nonprofit sector organizations relative to other
sources of revenue
Trust Nondistribution constraint makes The higher the Health, The lower the level of trust in
nonprofit organizations more levels of trust in Socia services businessin a society, the
trustworthy under conditions of businessin a greater the importance of
information asymmetry which society, the private fees & paymentsin
makes monitoring expensive and smaller the nonprofit sector revenue
profiteering likely nonprofit sector
Welfare State Industrialization leads to the Size of the Health, [theory implies no specific
modern welfare state which nonprofit sector Socia Services hypothesis]
“crowds out” private nonprofit variesinversely
providers with the level of
per capitaincome
I nterdependence Because of (initially) lower The size of the Education, The greater the scale of
transaction costs, nonprofit nonprofit sector Health, government social welfare
organizations precede government | varieswith the Socia Services spending, the greater the public
in providing public benefit goods, amount of public sector share of nonprofit
but due to “voluntary failures’ sector social finance
develop synergistic relations with welfare spending
the public sector over time
Sacial Origins The size and structure of the The relationship Socia Services, The revenue pattern of
nonprofit sector are areflection of between level of Education, nonprofit sectors depends on
its “embeddedness’ in a complex government Culture & the type of welfare regime
set of relationships, classes, and spending and size | Recreation

regime type

of nonprofit sector
depends on the
type of welfare
regime
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Totest thefirst of these hypotheses, we computed a Gini index of ethno-linguistic diversity
based on dataavailablein the BritannicaWorld Data (1991-1993) seriesand related thisindex to our
estimate of nonprofit employment as a share of total employment, both for the nonprofit sector as
whole and for the education subsector where thistheory is supposed to apply with particul ar force.
To test the second, we related the level of government social welfare spending as a share of gross
domestic product to the nonprofit share of total employment, again both generally and in the
education subsector. Finally, totest thethird, werelated the Gini index of ethno-linguistic diversity
to the share of nonprofit income that comes from private giving.

Theresults, reflected in Table 6, give moderate support to the heterogeneity thesis. Thedope
of thelinelinking ethno-linguistic diversity to the size of the nonprofit sector is steeper than that for
any of the other variables we tested and is in the expected direction. Thisisevident in Figure 2,
which provides a scattergram of the countriesin termsof thesetwo variables. Generally speaking, as
countries increase in ethnolinguistic heterogeneity, the size of their nonprofit sectors, measured in
terms of full-time employment as a share of total employment, increases aswell. Two countries--
Italy and Sweden--seem to defy this pattern, however. Both of them have levels of heterogeneity
much greater than Japan and the U.K. yet have nonprofit sectorsthat are considerably smaller. One
reason for this deviation, however, may be the use of paid employment as the measure of nonprofit
scale. When weincorporate volunteer |abor aswell, Sweden turnsout to fit the overall pattern much
better, with a nonprofit share of total employment (including volunteer employment) in excess of
Germany's.

1 The Gini index is away of measuring the distribution of various attributes within a population. A Gini

index approaching O indicatesthat all peoplein apopulation sharethisattribute equally. A Gini index of 1
indicatesthat the attribute or itemin questioniscontrolled by asingleindividual. Sincewewereinterested
in ameasure of “heterogeneity,” we used 1 - Gini as our measure.
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Table6
Deter minants of Nonprofit Size: Summary
Theory Explanatory Variable Scope of Test Expec- Actual Slope
tation
Heterogeneity Linguistic Diversity All + +0.185*
Education + +0.008
Government Social Welfare | All - - 0.075
Expenditures Education - - 0.026*
Supply-side Religious Diversity All + +0.074*
Education + +0.020*
Trust Trust in Business All - +0.010
Health, Social Services - - 0.002
Welfare State Per capita Income All - -0.037
Health, Education, - +0.008
Social Services
Interdependence Government Social Welfare | All + - 0.075
Expenditures Health, Education, + - 0.096*
Social Services
Social Origins Corporatism All + Moderate
Social Services, + Moderate
Education

* Correlation coefficient greater than +/- 0.4

The heterogeneity model also finds support in thetwo other testswe devised for it. Thefirst
relates the size of the nonprofit sector to the level of government social welfare spending, and the
second rel ates the degree of heterogeneity to the share that private giving comprises of thefunding of
nonprofit organizations. Asshown in Table 6, the relationship between government social welfare
spending and the scale of the nonprofit sector isfairly robust and in the negative direction predicted
by this theory. At the same time, however, anomalies abound, as summarized in Table 7. Thus,
Japan, with a low level of government social welfare spending nevertheless has a very small
nonprofit sector. Onthe other hand, France and Germany, with relatively high levels of government
social welfare spending also have relatively large nonprofit sectors, contrary to what this theory
would predict.
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Table7
Government Social Welfare Spending vs. Scale of the Nonprofit Sector
Government Social Nonprofit Employment as % of
Welfare Spending as % of Labor Force
GDP
Low High TOTAL
Low Japan U.S, UK. 3
High Italy Germany 4
Sweden France
TOTAL 3 4 7

With regard to the composition of nonprofit revenue, the heterogeneity theory finds
significant support. Asshown in Table 8, the relationship between linguistic diversity and the share
of nonprofit revenue that comesfrom private giving isquitestrong and in the predicted direction. As
agenera rule, asthe degree of heterogeneity increases, the share of nonprofit revenue that can be
found from private charitable sourcesincreases aswell, though Italy, Germany, and Francefail tofit
thismodel aswell asthe U.K., Sweden, and the U.S.
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Table8
Deter minants of Nonprofit Finance: Summary
Theory Explanatory Dependent Scope of Test Expec- | Actual
Variable Variable tation Slope
Heterogeneity Linguistic % of Income All + +2.11*
Diversity from Private Education + +1.1*
Giving
Supply-side Religious % of Income All + +0.139
Diversity from Private Education + - 0.090
Giving
Trust Popul ar % Private Fees All - - 0.100
Trustin and Payments Health, Social - +0.430*
Business Services
Interdependence | Government | % Public Sector | All + - 0.004
Social Income Health, + +0.860*
Welfare Education,
Expenditures Social Services
Social Origins Corporatism | % Public Sector | All Moderate
Income Social Services,
Education

* Correlation coefficient greater than +/-0.4

Interestingly, however, while the heterogeneity model works fairly well in explaining
variations in the scale and revenue base of the nonprofit sector as a whole, it works much less
effectively in accounting for variations in these aspects of the education component of this sector,
which isthe component to which thistheory is supposed to apply most forcefully. Thisisevidentin
the datareported in Tables 6 and 8 and in the scattergram presented in Figure 3. Thus, asFigure 3
shows, thereisamost no evident relationship between the degree of ethnolinguistic diversity and
the scale of the nonprofit education subsector among countries, while the rel ationshi ps between the
level of government social welfare spending and the size of the nonprofit education subsector, and
between diversity and private giving in the education subsector, reported in Tables 6 and 8 are
weaker than the comparabl e relationships for the sector asawhole. What this seemsto suggest is
that while the heterogeneity thesis finds considerable support in the cross-national data we have
assembled, it is hardly the full story and, in certain respects, leads to misleading results.

2) Supply-Side Theory

To what extent does the supply-side theory compensate for these limitations of the
heterogeneity thesis? Asnoted above, this theory devel oped as a complement to the heterogeneity
approach, arguing that heterogeneity is a necessary but not sufficient condition to give rise to
extensive nonprofit institutions. What is needed in addition, this theory suggests, is an adequate
supply of “moral entrepreneurs’ with the incentive to respond to unsatisfied demand for collective
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goods by creating nonprofit organizations.

Since the supply side theory posits religious zeal ots competing for adherents as one prime
source of such entrepreneurs, we tested thistheory by measuring the extent of religious competition
in a country as reflected in a Gini index of religious differences. Because this theory posits such
entrepreneursto have the strongest incentivesto create nonprofit organizationsin the education field,
moreover, we tested the theory not only in general but in the education field in particular.

The results, reported in Tables 6 and 8, reveal moderate support for the supply side
approach. Thusthe relationship between religious competition and both overall nonprofit scale and
the share of nonprofit income coming from private giving is in the expected positive direction,
though the effects do not seem very strong. What ismore, thisfactor ssemsto have almost no effect
in explaining variations for the education subsector, where it is supposed to apply most forcefully.
Thisis evident in Figure 4, which shows the relationship between religious competition and the
relative size of the nonprofit education sector. Indeed, for the education subsector, the relationship
between religious competition and the share of nonprofit income coming from private giving is
actually negative, just the opposite of what thistheory would predict. Nor do theseresultsimproveat
all when wefactor volunteer labor into the equation aswell. Whilereligious competition may work
hand-in-hand with ethno-linguistic diversity to stimulate nonprofit growth, the independent effects
seem weak, particularly in the field where they could be expected to be most pronounced.

3) Trust Theory

Thethird set of theories available to explain the scope and structure of the nonprofit sector
focuses on this sector'srolein overcoming information asymmetries that plague the operation of the
private market. According to thistheory, as we have seen, because they do not distribute profitsto
their owners, and because they attract theinvolvement of “ stakeholders’ committed to the quality of
the services the organization produces, nonprofits are assumed to embody a higher level of
trustworthiness than do profit-oriented private businesses. Situations where trust in the business
sector is limited should therefore be ones where the nonprofit sector should prosper.

Totest thistheory, we drew on dataavailable from the World Vaues Survey (World Values
Study Group, 1994) relating to trust in business. The greater the number of people in a country
expressing "considerable” or "agreat deal" of trust in maor companies, the lower the reliance on
nonprofit organizationsthistheory would predict since consumerswould fedl lessincentivetoturnto
nonprofitsto supply trust-sensitive goods. At the sametime, the higher thelevel of trust, the lower
thelevel of reliance on fees and charges we would expect among nonprofit organizations, sincethese
organi zations would not be in as advantageous aposition to competefor paying customersto provide
trust-sensitive services. What ismore, we would expect the rel ationships predicted by thistheory to
hold with particular force in thefields of he%th and socia services, where problems of information
asymmetry and trust are particularly acute.

Asit turnsout, our data provide little support to thistheory. Asshownin Table 6, the slope
of the line relating level of trust to the size of the nonprofit sector is virtually flat, indicating no

12 We would naturally be in a better position to test this theory if we had data about the level of trust in
businessin particular fields, but such data are not available.
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meaningful relationship. Thisisevident aswell in Figure 5, which arrays the various countriesin
terms of their level of popular trust in business versus the scale of their nonprofit sectors. Not only
does thisrelationship not hold for the sector as awhole, moreover, it holds even lessfor the health
and socia services subsectors, where it is supposed to have particular force. Similarly, the
hypothesized negative rel ationship between trust and nonprofit reliance on fees and service charges
also findslittle support in the data, as Table 8 reveals. What ismorein the case of health and social
service agencies, wherethistheory is supposed to apply with particul ar force, the actual relationship
isin the opposite direction from what this theory would predict.

4) Welfare State Theories

Underlying the preceding theories, as noted earlier, is the assumption that the growth of
government social welfare spending displaces nonprofit organizations. Unexamined in these
theories, however, isthe question of what it isthat explainsthe growth of government social welfare
gpending inthefirst place. Scholarsworking on the devel opment of the modern welfare state have
found an explanation of this phenomenon in the extension of industrialization, which disrupts the
socia order of thevillage and exposesworkersto the need for avariety of social welfare protections
that were unnecessary in an agrarian civilization (Wilensky 1975).

Although these welfare state theories generally pay little attention to the nonprofit sector, itis
areasonabl e extension of these theoriesto apply them to this sector. In particular, such an extension
would lead us to expect a negative relationship between economic development and the size of the
nonprofit sector on grounds that industrialization, coupled with economic growth, creates both the
need and the opportunity for a public system of social welfare protections, which, in turn, displaces
the one provided through the nonprofit sector. What ismore, this effect would be most pronounced
with respect to the service-providing components of the nonprofit sector, i.e. those involved in the
provision of health, education, and social services.

Asit turns out, thisthesis finds very little support in our cross-nationa data, asreflected in
Figure 6 and Table 6. Countries with similar levels of per capita income have widely divergent
levelsof nonprofit employment. If anything, moreover, the relationshipiseven weaker inthe health,
education, and social services areawhereit is supposed to have special force. Finaly, this picture
does not change when we take account of volunteer labor as well. Quite clearly, the simplistic
relationship embodied in the welfare state theories does not provide much help in explaining
variations in nonprofit sector strength.

5) Interdependence Theory

One reason for the somewhat disappointing results of the welfare state and other theories
considered here may be their common assumption of a competitive relationship between the
nonprofit sector and the state. Infact, however, aswe have seen, there are strong theoretical reasons
to expect at least the possibility of acooperative and interdependent rel ationship between these two
sectors instead, at least under certain circumstances. Governments interested in extending social
welfare protections can often benefit from enlisting the aid of nonprofit organizations, and nonprofit
organizations can often benefit from governmental financial aid. Instead of an inherent conflict,
therefore, the basis for a productive partnership can exist instead.
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To the extent that this interdependence theory holds, we would expect that the size of the
nonprofit sector will increase, not decrease, with the growth of government socia welfare spending,
if not everywhere, then at least in a significant range of settings. By the same token, this line of
thought would lead usto expect that the public share of nonprofit revenuewill increase asthe overall
scale of government socia welfare spending increases since government would have an incentiveto
cooperate with nonprofit organizations, and vice versa, as the range of publicly financed social
welfare protections expands.

As aready indicated in the discussion of the heterogeneity model above, the overall thesis
embodied in thismodel does not find firm support in the data. Rather than increasing, as predicted
by this model, the scale of the nonprofit sector seems to decline as government social welfare
spending increases, and thisis particularly so in the health, education, and social servicesfield where
this model should hold most firmly (see Table 6). At the sametime, this model may prove helpful
indeed in explaining the anomalies reported in Table 7 above. One reason that increases in
government socia welfare spending may not have been associated with declinesin the scale of the
nonprofit sector in Germany and France may be that government in these countries has chosen to
forge partnerships with nonprofit organizationsand is actual ly hel ping to underwrite and extend their
operations.

Further support for this line of thinking is evident in the data on the relationship between
government social welfare spending and government support for the nonprofit sector reported in
Table 8. Asthistable shows, while there is only a very modest relationship between the level of
government social welfare spending and the share of nonprofit income that comes from government
for the sector asawhole, thisrelationship is quite strong in the human servicefield where the theory
would predict it would be most evident. This is even more clearly evident in Figure 7, which
displaysthedistribution of countriesin termsof thesetwo variables. Asthisfigure shows, thereisa
decided tendency for the government share of nonprofit human-service agency revenueto increase as
the overall scale of government social welfare spending increases, suggesting the presence of an
interdependent relationship between government and the nonprofit sector in this sphere.

In short, the interdependence theory usefully supplementsthe other theoriesintroduced here,
providing an important part of the explanation for anomalies that these other theories leave
unresolved.

6) Social Origins Theory

The remaining problem, however, ishow to explain the dynamicsthat lie behind the pattern
of interdependence that apparently arises in a significant range of cases, disrupting the seemingly
automatic and unilinear relationships suggested by the heterogeneity thesis. One possibleresponse
to this problem, we suggested earlier, was what we termed "socia origins' theories. Such theories
potentially provide a bridge between the economy and simplicity of the economic theories we have
been considering and the complex and often inconclusive world of comparative historical work.
They do so by positing afinite set of more or less distinct "models’ or "regimes' with identifiable
features, explanations, and consequences. Inthe process, they makeit possibleto summarize avast
amount of historical and social detail while still acknowledging in a meaningful way the inherent
complexity of the kind of social processes that a phenomenon as complex as the nonprofit sector
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H

inevitably involves.

One initial test of this approach, we suggested, borrows from the notion of welfare state
"regime types' posited by Gesta Esping-Andersen. Extending Esping-Andersen’s argument, we
posited four possible models of nonprofit sector development, each characterized by a particular
constellation of government and nonprofit activity (Table 4). Two of these--the “liberal” and the
“social democratic’--are widely acknowledged in the existing nonprofit literature and indeed are
almost the only possibilities recognized. This reflects the prevailing paradigm of conflict, which
views the nonprofit sector and the state as alternative mechanisms for responding to social needs.
Thus, theliberal model occurswherethe stateisrestricted and the nonprofit sector consequently has
room to grow while the social democratic model emerges where state social welfare provision
expands and the nonprofit sector is forced to contract.

What the social origins approach suggestsisthat there are at | east two other options. One of
these is what we termed, borrowing from Esping-Andersen, the corporatist model, though our
formulation focuses on the role of the nonprofit sector rather than the pension systems that are the
focus of Epsing-Andersen’sconcern. Thismodel ismost likely where pre-modern socia elements--
landed elites, the Church, the monarchy--retain significant influenceinto the modern eraand respond
to pressuresfor socia welfare protections by establishing state-centered social welfare regimesthat
neverthelessincorporate key elements of pre-modern social relations. We suggested that nonprofit
organizations can be viewed as one of the more important pre-modern institutions and relations
preserved in the corporatist welfare state. To the extent this is true, we would expect to find no
conflict between the growth of government socia welfare spending and the growth of the nonprofit
sector. Tothecontrary, thetwo would grow hand-in-hand. A similar outcomeisalso possiblewhere
traditional welfare state regimes encounter political barriers to their further development,
necessitating cooperation with other social groupings and provider groupsin order to preserve and
extend state-sponsored services.

Finally, wherethe state retains considerabl e power into the modern eraand is not effectively
challenged either by urban middle class elements, landed €elites, a peasantry, or an urban working
class, a fourth pattern is possible, which we termed the statist model. Under this model limited
government social welfare spending does not open the way to the growth of a sizeable nonprofit
sector at all. Rather, both government social welfare spending and the third sector remain stunted.

3 For a fuller explication of the analytic advantages of this "socia origins' approach, see: Lester M.

Salamon, "Comparative History and the Theory of Modernization,” World Politics (1970); on the
foundations of comparative-historical analysis, see also discussionin Ragin (1987), particularly Chapters 1
and 2.
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Asreflected in Table 9, our datagive considerable support to thissocial originsapproach. As
it turnsout, all four of the regimetypesreflected in thistheory turn out to be represented among the
countries we studied, and the explanations seem consistent with what the “social origins’ theory
would suggest. Inthefirst place, two of the countries, the U. S. and the U.K ., fall into the category
of liberal nonprofit regimes. In both, government social welfare spending isrelatively low and the
size of the nonprofit sector relatively large. In both, moreover, the social conditions thought to be
associated with this pattern are very much in evidence--namely a sizable urban middle class that
effectively disrupted (or, in the case of the United States never really confronted) a landed upper
class while holding urban working class elements at bay. The American middle class was much
more successful at thisthan its British counterparts, however, in part because it never really had an
entrenched landed elite to unseat, and in part because ethnic and racial diversity kept the working
classesmore highly splintered. Political support for astate-centered welfare system wasthereforefar
more muted in the American setting than in the British, where a postwar surge of working class
support led to the establishment of certain key featuresof aclassic “welfarestate,” particularly inthe
field of medicine. TheU.S. isthusa“purer” form of the liberal model whereasthe U.K. ismorea
mixture of the liberal and the social democratic.

Table9
Test of Social Origins Model of Nonpr ofit Sector
Government Social Nonprofit Scale
Welfare Spending Low High
Satist Liberal
Low Japan Uu.S
U.K.
Social Democratic Corporatist
High Sweden Germany
Italy France

Source: Johns Hopkins Comparative Nonprofit Sector Project
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The social democratic pattern is more fully represented in our data by the case of Sweden
and, to alesser extent, Italy, both of which are characterized by relatively high levels of government
social welfare spending and relatively small nonprofit sectors, at least as measured in terms of
employment. In both, moreover, the social conditionsthought to be associated with this pattern are
in evidence. Thisis particularly true in the case of Sweden, where working class political parties
were able to push for extensive social welfare benefits as a matter of right in a context of a
weakened, state-dominated Church and alimited monarchy. In Italy, the same socia outcome was
produced through a dlightly different route. With Church-dominated social welfare institutions
placed firmly under state control beginning in the mid-nineteenth century as part of the effort to
achieve national unification, the Fascist regime was able to move in the 1920s to establish a state-
centered system of social welfare protectionsthat was then extended by the democratic governments
of the postwar era. The upshot wasastrong tradition of state-provided welfare assistancewith little
room for an independent, nonprofit sector.

A small nonprofit sector in terms of employment does not necessarily mean asmall nonprofit
sector overall in such regimes, however. Rather, the nonprofit sector may ssimply perform adifferent
function in social democratic regimes--an advocacy and personal expression, rather than a service-
providing, role. Thisiscertainly the casein Sweden where avery substantial network of volunteer-
based advocacy, recreational and hobby organizationsturnsout to exist dlongside ahighly developed
welfare state. This may help explain our earlier finding that while Sweden ranks at the low end of
European countrieswhen only paid employment in the nonprofit sector isconsidered, it ranksat the
high end when account is taken as well of the involvement of volunteers. Inthiskind of setting, in
fact, the nonprofit sector may actually come closest to theideal of a“ civil society” sector functioning
to facilitate individual and group expression.

Beyond these two widely accepted models, however, our data also validate the existence of
the two othersidentified in the “social origins’ theory. Thefirst of theseisthe corporatist model,
represented here by Germany and France. In both of these the state has either been forced or induced
to make common cause with nonprofit organizations, albeit for different historical reasons. In
Germany, the state, backed by powerful landed elements and in cooperation with arelatively weak
urban middle class, worked out an agreement with the major churches beginning in the latter
nineteenth century to create a state-dominated social welfare system that nevertheless maintained a
sizeable religious presence. This agreement was ultimately embodied in the concept of
“subsidiarity” as the guiding principle of socia policy.” The upshot has been a close working
relationship between the state and voluntary organizations--both secular and religious--and the
resulting coexistence of extensive government social welfare spending and a sizeable nonprofit
sector. In France, a rather different sequence led to a similar result. Following the French
Revolution, France effectively broke the back of Church-created voluntary institutions and set a
course toward state-sponsored socia welfare. However, political compromises made in the face of
popul ar opposition hel ped preserve the prominent role of Catholic schoolsin primary and secondary
education. At the same time, a strong sentiment of solidarity sustained a network of friendly
soci eties and associ ations through which cultural and recreational interests were pursued, asin the

1% This concept essentially holds that principal responsibility for dealing with any social problem lies first

with the social unit closest to the problem, and that any state involvement should operate with and through
such local institutions of neighborhood, church, and socia group (Anheier and Seibel 1996; Salamon and
Anheier 1994).
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social democratic model described above. In the early 1980s, however, a Socialist government,
confronting severeresistance to the further extension of the classical social democratic welfare state,
found itself obliged to reach out to the associational world for help, extending financial assistanceto
associationsinthe process. Theresult hasbeen theforging of apartnership between the stateand th
voluntary sector that bears marked resemblanceto that in the moretraditional corporatist regimes.

Finally, the case of Japan fitsthe statist model, with low levels of government socia welfare
spending accompanied by a relatively small nonprofit sector. This reflects a tradition of state
dominance established during the Meiji Restoration of 1868 that, in the absence of effective urban
middle class or working class movements, has allowed the state apparatus to retain considerable
autonomous power. Combined with extensive corporate welfare, theresult hasbeen arelatively low
level of government social welfare protection without a corresponding growth of independent
nonprofit activity.

CONCLUSION

The analysis reported here thus casts considerable doubt on some of the single-factor
explanations that have dominated discussion of the nonprofit sector in recent years. At the very
least, it seems that such factors apply only in certain circumstances, and even then, only to some
components of this complex set of institutions.

At the same time, it should be clear that the tests of these theories offered here are
preliminary at best. The number of observationsistoo limited and the operationalization of some of
thekey variablestoo crudeto treat thisasafinal assessment of any of the theorieswe have explored.

Indeed, given the limitations of the dataand the difficulty of converting some of these theoriesinto
operational form, it issurprising how much credence some of the theories gained from theempirical
evidence we were able to muster. This was particularly true of the heterogeneity theory and, to a
lesser extent, of the interdependence theory. In the process, the analysis reported here seems to
validate the fruitfulness of examining patterns of nonprofit development and finance cross-nationally
and thus for treating the nonprofit sector, and its mgjor component parts, as meaningful analytical
categories.

Finally, and perhaps most importantly, the findings here suggest a fruitful new line of
analysis for understanding the nonprofit sector at the global level, a line that we have termed the
"social origins' approach. This approach treats the nonprofit sector not as an isolated phenomenon
floating freely in social space but as an integral part of a social system whose role and scaleisa
byproduct of acomplex set of historical forces. What is more, it suggests that these forces are far
from random or sui generis. Rather, distinctive patterns are evident that can be analyzed and
compared. Certain circumstances are therefore more congenia to the blossoming of nonprofit
institutions than others, and the shape and character of the resulting nonprofit sector is affected by
the particular constellation of social forcesthat givesrisetoit. The“socia origins’ approach thus

> For additional detail on the French case, see: Edith Archambault, The Nonprofit Sector in France. The
Johns Hopkins Nonprofit Sector Series edited by Lester M. Salamon and Helmut K Anheler. Manchester:
Manchester University Press, 1996.
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serves as a bridge between the el egant simplicity of the economic models, which unfortunately turn
out to leave much of the important variation unexplained, and the dense detail of traditional
historical accounts, which make it extremely difficult to generalize from place to place. In the
process, it usefully integrates the study of the nonprofit sector into the social analysis of societies
more generally.

Whether this"social origins' approach will prove more effectivethan the alternative theories
for understanding the growth and devel opment of the nonprofit sector istoo early totell at thispoint.
Our hope, however, isthat the exploratory attempt we have made here to test available theories of
the nonprofit sector against solid empirical datawill serve as both a stimulus and a useful first step
toward the more complete theory-testing that isneeded. Only inthisway, webelieve, will we come
closer to understanding what the true determinants of nonprofit growth and development really are.
Given the importance increasingly attached to this sector anong both scholars and practitioners
alike, thiswould be a desirable outcome indeed.
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