A Historical Perspective of the Third Sector: 

Changing Times Call for Changing Ways

By Tara Byrne

I think that we are all at the forefront of great change here in the nonprofit sector.  Then again, change has been a common theme throughout the history of what we now know to be called the third sector, the nonprofit sector, the social sector, civil society, NGOs, the voluntary sector… I could go on.  Today I am going to take you back in time on a historical journey through the United States’ third sector.  We will look at 5 historical factors that have influenced where our field is today.  

Let’s start by going back in time to 1601 when the Elizabethan Poor Law was established in England.  The Poor Law stated that church perishes must care for those that cannot care for themselves.  A strong emphasis of placing the responsibility of caring for the poor within the church system was adapted by Americans as they began to settle in a new frontier.  The oldest institutions in the United States were built by religious groups.  Up until the time of the Revolution, communities’ livelihood relied on the church to establish law, create schools, open orphanages, and care for those that needed assistance.  Today we still see the strong roles that churches play in helping those less fortunate.  In Seattle 80 percent of homeless shelters are run through a church organization.  In times of crisis such as Hurricane Katrina, many perishes are the first groups to assemble into action.   

After the Revolution, with the creation of the Constitution in 1789, primary responsibility for caring for the poor was transferred from parishes to governments of towns.  A turning point took place as there was a shift from church to state.  The Constitution decentralized federal government power and placed it in the hands of the state.  This became a catalyst for change as it gave enormous freedom for people to develop associations around their interests of concern.  This is where we can see American’s common day love for associations.  There are about 1.5 million organizations that range from arts and theater associations to volunteer organizations to sports associations and everything in between.    

Another major historical influence on the history of the third sector in the US was the Dartmouth College vs. New Hampshire Legislature in 1819.  This case helped define differences in public and private actions.  It established legal framework for philanthropy including donor designation protection.  This case also confirmed the separation of church and state.  Today we can see how this case benefits big donors like Warren Buffet because they have the rights to control how their money will be spent.  

  The Civil War forced Americans to take action to support their country in ways they had never needed to in the past.  The first national efforts to address people in need took place during the Civil War around medical care.  This was the beginning of the Red Cross which now serves a variety of needs not only in every state within the US, but also in almost every country.

Andrew Carnegie and John D. Rockefeller are major influences on the third sector today that I could not go without mentioning.  That are what I would like to call the forefathers of philanthropy.  Carnegie and Rockefeller both felt that it was best to give out wealth through institutions and foundations.  Carnegie said that “it is to place within its reach the ladders upon which the aspiring can rise.” At the time people were concerned about the power of foundations as the rich took on Carnegie and Rockefeller’s example of donating large sums to foundations.  This lead to the secretive nature of foundations, which we all know are apparent today.  A great example of a powerful foundation is the Bill & Melinda Gates Foundation which has acquired more than 60 billion dollars.  They are working hard to become more transparent and change the status quo of foundations.  Many of their dollars have been used to build schools and create educational programs to enhance education.

So what lessons can we take with us from this historical perspective of the third sector?  Please take with you the lesson that the third sector is a constantly evolving sector that is relatively new and must adapt with the changing times.  We must be at the forefront of change, adapting ourselves to best serve the needs of those we represent.  Our generation is making groundbreaking history in the social sector while still being influenced by the past. 
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Definition 

A nonprofit organization is formed for the purpose of serving a public or mutual benefit other than the pursuit or accumulation of profits for owners or investors. "The nonprofit sector is a collection of entities that are organizations; private as opposed to governmental; non-profit distributing; self-governing; voluntary; and of public benefit" (Solamon 10). The nonprofit sector is often referred to as the third sector, independent sector, voluntary sector, philanthropic sector, social sector, tax-exempt sector, or the charitable sector. 


Historic Roots 

Approximately 1.2 million organizations are registered with the IRS as nonprofit organizations. It is estimated that millions more small formal and informal associations exist that do not register with the IRS because they have revenues of less than $5,000 per year. Nonprofit organizations in America have combined revenues of approximately $621.4 billion, which represents 6.2% of the nation's economy. An estimated 10.2 million people are employed in the sector. 

Nonprofit organizations are usually classified as either member serving (addressing the needs of only a select number of individuals) or public. They take many forms: 

Charities - e.g. American Red Cross, Salvation Army, YMCA 

Foundations - e.g., W.K. Kellogg Foundation, Ford Foundation, community foundations 

Social Welfare or Advocacy Organizations - e.g., National Association for the Advancement of Colored People (NAACP), American Civil Liberties Union (ACLU), National Rifle Association (NRA) 

Professional/Trade Associations - e.g., Chamber of Commerce, American Medical Association (AMA) 

Religious Organizations - e.g., churches 

The definition of charitable organization in American law can be traced back to the Statute of Charitable Uses (43 Eliz. I c4) enacted by the English Parliament in 1601, which has been described as "the starting point of the modern law of charities" (Douglas, 43). When the United States Congress met to develop the first federal income tax laws, they determined that nonprofit organizations should be free from the burden of having to pay income taxes and also called upon society to support these organizations. Almost all nonprofits are exempt from federal corporate income taxes. Most are also exempt from state and local property and sales taxes. Nonprofits have received this status because they relieve the government of its burden, benefit society, or fall under the provision of separation of church and state. It is important to point out that nonprofit organizations are not prohibited from making a profit. The IRS does however restrict what organizations can do with its "profits." All money must go back into the operation of the organization. Profits cannot be disseminated among owners or investors. 

The National Taxonomy of Exempt Entities classify nonprofit organizations into nine major groups: 

· Arts, culture, humanities

· Education

· Environment and animals

· Health

· Human services

· International, foreign affairs

· Public societal benefit

· Religion related

· Mutual/membership benefit 

There are economic, historical, and political theories regarding the reason why nonprofit organizations exist in today's society. 

Economic Theories: 

Market failure - This theory is based on the premise that not enough people desire a service or program to attract for-profit corporations to provide such services. Also, the fact that an organization exists without a profit-motive instills trust in the constituent. 

Government failure - The government will not provide a service because of high cost or limited interest by the public. If there is not a large presence of constituents demanding a response from government, then the government is not likely to act. A small group of individuals can create a nonprofit organization to provide mutually desired services rather then trying to convince a majority of citizens to support such efforts. There is also a cultural resistance to "big" government. Citizens are skeptical about the government being involved in all aspects of community life. 

Historical Theory - Communities in America were formed well before formal government. Citizens were forced to come together to address issues within their communities and work together to form a solution. Even when government developed a presence within a community, citizens were afraid of the bureaucracy and often sought out solutions through voluntary association. Religion also provides a strong foundation for charity and altruism through scripture and a sense of duty taught within the church. 

Political Science Theory - Nonprofit organizations provide an avenue for civic participation. People are able to assemble and work toward a common goal with an intent to benefit the public. Nonprofit organizations provide an outlet for pluralism and solidarity. 


Importance 

In a book by Lester Salamon called America's Nonprofit Sector, the author concludes that the nonprofit sector exists to serve four critical functions: 

Service Provision: Nonprofit organizations provide programs and services to the community. Often times, nonprofits are formed or expanded to react to a community need not being met by the government. Nonprofits also tend to have the ability to act faster than government in response to an issue. Nonprofits do not have to wait for a majority of citizens to agree upon a proposed solution. Rather, they have the ability to react to a specialized need or a request by a small group of citizens. 

Value Guardian: Nonprofit organizations provide a mechanism for promoting individual initiatives for the public good (16). Nonprofit organizations provide a means by which members of a community can take action in an attempt to change the community they live in. These actions may take the form of developing a local neighborhood watch program or, on a larger scale, developing an organization that responds to world relief efforts. 

Advocacy and Problem Identification : Nonprofit organizations provide a means for drawing public attention to societal issues. Nonprofit organizations make it "possible to identify significant social and political concerns, to give voice to under-represented people and points of view, and to integrate these perspectives into social and political life" (16). 

Social Capital: In America, the nonprofit sector can be seen as a bridge between capitalism and democracy. Nonprofit organizations develop a sense of community among the citizens by providing a means to engage in social welfare. 


Ties to the Philanthropic Sector 

Nonprofit organizations receive approximately ten percent of their income from donations. There is a common belief by the general public that this percentage is much higher. In fact, many believe nonprofit organizations receive the bulk of their income from donations. In reality, most of the income received by nonprofits is generated from fees for services, sale of products, or earned interest on investments. The second highest source of income is government grants or contracts. Private giving is merely the third highest source of income for nonprofit organizations. However, a large number of American citizens contribute to nonprofit organizations. In 1998, a reported 70% of households contributed to charity. 

Volunteerism is a key component for nonprofit organizations. Volunteers serve a variety of roles within organizations. Most notably, nonprofit organizations are each governed by a volunteer board of directors. Volunteers are also utilized as fundraisers, service delivery staff, staff management, and in numerous other capacities. Volunteers bring personal experiences and professional expertise to enhance the nonprofit organization. In 1998, it is estimated that 109 million Americans volunteered an average of 3.5 hours per week in nonprofit organizations. This is equivalent to nine million full-time employees at a value of $225 billion (Gallop Organization). 

Important Related Nonprofit Organizations 


Important Related Web Sites 

	GuideStar: 
	www.guidestar.org 

	Independent Sector: 
	www.independentsector.org 

	Internet Nonprofit Center: 
	www.nonprofits.org 

	Michigan Nonprofit Association: 
	www.mnaonline.org/ 

	National Council of Nonprofit Associations: 
	www.ncna.org 

	The Nonprofit Resource Center: 
	www.not-for-profit.org 


For more information on nonprofits and how they work checkout this website from the free management library:

http://managementhelp.org/org_thry/np_thry/np_intro.htm
Overview of the Private Nonprofit Sector." In The Nonprofit Sector, edited by Walter W. Powell. New Haven and London: Yale University Press, 1987. 

National Center for Nonprofit Boards. Ask NCNB: What You Should Know About Nonprofits: What is the Nonprofit Sector? [online]. Available: http://www.ncnb.org/QnA.asp?Category=8. (31 March 2001). 

The Nonprofit Resource Center. What is a Nonprofit Organization? [online]. Available: www.not-for-profit.org. (31 March 2001). 
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