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Organizational leadership is an important determinant of organizational performance no matter whether one is operating in the commercial, non-profit, or governmental sector. But the relative importance of leadership might well vary across the sectors. So might the form it takes. And so might its location. 
The basic argument of this note is that, perhaps unexpectedly, organizational leadership is relatively more important in the voluntary nonprofit sector than in the commercial or governmental sector. Moreover, the form that leadership takes in the voluntary sector is, paradoxically, to embrace external accountability embracing by creating strong feedback mechanisms where none now exist. Finally, the location of NP leadership is likely to be shared between the Board and the CEO rather than be dominated by either one.
The central reason for this conclusion is a simple syllogism: 

1) Effective organizational leadership requires frequent, thick, objective feedback from the environment in which the organization is operating (without such feedback, organizational leaders cannot make good judgments about either goals or means, and are unable to use objective information to evaluate the performance of different parts of their organization); 

2) NP organizations operate in environments and with administrative systems that produce relatively little objective feedback about either the quality of the goals selected for the organization, or the reliability and efficiency with which the goals are being pursued (they lack a powerful financial “bottom line” that provides objective information about the organization’s value creating performance to those who can call the organization to account)

3) In the absence of relatively objective information about performance and value, NP organizations are fundamentally more dependent on the (apparently arbitrary) judgments of their leaders about both valuable purposes (mission) and efficient and effective performance with respect to those purposes (operational effectiveness).
4) This means that NP leaders have to work harder at persuading those outside and inside the organization about the purposes and performance of the organization (rather than let the objective information do the work); hence, more leadership is required and less presiding over an on-going operation that knows what it is trying to accomplish and the best means of achieving it. 

5) It also means that NP leaders have to spend more of their time constructing mechanisms for getting information about performance that can help them make better choices about purposes and about efficient and effective means for achieving those purposes. They have to find ways to legitimate their choice of mission and goals for the organization in a world where the ultimate goals of the organization are largely up to them to define, and where there is no objective means for determining whether they are right to have chosen AIDS prevention, or food for starving victims of disaster, or investments in basic research as the highest use of their organization’s assets. They have to find ways of measuring their performance with respect to their established mission/goals/objectives where such measures do not now exist, are expensive to develop and use, and are always contested as reliable measures of the real purposes of the organization. 

6) It also means that leadership in a NP organization is likely to come from some kind of continuing partnership or process between the governors of the organization (whether a board or some other kind of governance structure and process such as a legislature) on one hand, and the executives of the organization on the other. The reason is that the board or the governing process will inevitably be an important part of the feedback mechanism that the organization needs to make judgments as to its highest value use, and will also be a necessary and important part of legitimating the activities of the organization to the wider society, and to the staff of the NP organization that will be expected to carry out the mission.
To make this argument persuasive, we begin with a simple comparison between the kind of guidance and feedback that FP CEO’s typically have available to them to make and defend choices about organizational purpose, and organizational performance to those outside and inside the organization, and the kind that is available to the NP CEO.
1. Let’s start with a simple model of organizational leadership drawn from the private sector.

a) In this model, leadership is assumed to come from the CEO

b) Although the CEO is legally accountable to Board and to shareholders, as a practical matter, the CEO has concentrated a great deal of authority, responsibility, and accountability in his hands. He can take decisions, and have them stick until lots of evidence accumulates that he has embarked on the wrong course. 

c) Broadly speaking, the CEO is responsible for strategic choices that “fit” the assets and capabilities of the organization to its environment. The fit is determined by how well the organization can adapt to emergent problems, and exploit emergent opportunities in the environment. 

d) The CEO is also responsible for ensuring the effective operation of the organization: in essence, its ability to execute the established strategy reliably, efficiently, and effectively.

e) Leadership fails when either strategic vision or operational discipline fails.

2. One can observe that organizational leadership in the private sector is aided the existence of powerful feedback mechanisms that produce lots of relatively objective and compelling information (at least about past and current performance) on a regular basis. 
a) By far the most powerful feedback comes from the private sector’s customers: those who buy, or refuse to buy, the products and services produced by the organization. The customer’s voice shows up in the first instance in the revenues earned by the organization. It shows up in the second instance in the response that individuals on the front line sales force get from those they are trying to persuade to buy their product. It shows up in the third instance in the response that customers make to products closely related to one’s own: by comparing the attributes of one’s own products with those of competitors, and seeing who is selling more, one can get a sense for what the market really wants.

b) But customers in the private sector are not the only source of feedback about the quality of a leader’s strategic judgment and organizational performance. Organizational leaders also get information from investors. Investor judgments may be driven in large part by what customers have done with a firm’s products and services in the past. But they also have to make a judgment about the future performance of the firm. And that means pitting their judgment about well positioned the firm is for the future against the CEO’s. The CEO will learn quickly whether they agree with his judgment and trust his ability to execute, or not. He might also learn some of the reasons why they agree or disagree.

c) In some cases, the leader might also get some useful information from his competitors. At a minimum, he can use their product quality and production costs to benchmark his own. He can use changes in market share for given products to decide whether those products need to be changed, or whether now would be a good time to abandon one market for another.

d) All this information comes flowing into the firm through its ordinary financial accounting system, through its marketing activities, and through decisions made by investors and customers about whether to buy or sell an organization’s stock or its products.  
3. The conditions under which nonprofit leaders must operate are very different. 

a) For one thing, the often have slightly less concentrated authority than the CEO of a modern corporation. They must share their power and authority a bit more with a Board that is a bit less reliable in terms of its willingness to respect the distinction between what is a strategic board level decision on one hand, and what is a operational, executive decision on the other. They may also have to share their responsibility with a staff that feels that it has made important quasi-volunteer like contributions to the firm, and that these commitments of passion have earned them a kind of equity in the firm that gives them more of a say about the appropriate ends of the firm, and how those ends are pursued than would be true if they have just been paid for their time, and not recruited for their commitment to a cause. 
b) But an equally great, or even greater problem, is that NP managers live in environments with much less immediate, objective, useful feedback than FP managers. Of course, there are individuals in positions vis-à-vis the organization making frequent choices about whether to support the organization’s current direction or not. There is a board. There is a version of investors. There are clients of the organization who do or do not appear for services that organization would like to supply. But the force of the “exit” option is weaker among both investors and clients. And the “voice” they would offer is often less distinct and powerful than the voice of the less grateful more demanding investors and customers of the private sector. As a result, the information that comes into the organization from the environment as it carries out routine operations is less rich and less compelling than in the private sector.
4. These differences may each produce different forms of leadership in the NPS. 

a) Of necessity, the style may be more collaborative when strategic choices are to be made. More consultation up the chain of command, out to donors, and down to staff (who are also often quasi-donors).  The old mission may be important. But when one has to change, or re-interpret in light of altered circumstances, one may be forced to exercise leadership through political persuasion more than is true in the FP sector. 

b) That is true up to the point of decision. But at the point of decision, there may still need to be an executive decision taken. And this is very precarious, for the reasons for deciding one way versus another may not be very clear. In the private sector, we know the goal, and have measures for whether we seem to be improving or not. In the nonprofit sector, part of the task of leadership is exercising high quality judgment about the relative importance of competing public purposes as well as finding the most efficient and effective means for accomplishing those purposes. When a nonprofit organization decides to focus on AIDS, youth violence, or teen pregnancy as an important social problem, it may experience that choice as an expressive, arbitrary choice – one that is guided by their own hearts and desires as well as by their minds, and some kind of rational calculation about which of these problems is the most urgent, and the most tractable. Knowing that leadership in the voluntary sector requires one to become the arbiter of what counts as important public values to be pursued, and that there will be criticism as well as praise for such judgments, and no obvious way to defend oneself against the criticism (or self-interested praise!), it is hard to develop the confidence (even arrogance) that goes into making these value judgments.

c) After the choice of ends and means is made, one then finds that one is operating in a world that does not have much feedback about performance. It is here that one encounters the familiar problem of a lack of a financial bottom line, or any other measures of performance that can tell a NP organization how well it is doing with respect to the achievement of its mission, or its ability to produce something of value that is worth more than the costs of its current operations. This means that one of the powerful devices that FP managers have for motivating performance among subordinates, learning about what works, and allocating resources among different activities to achieve maximum effectiveness are all much weaker. That, combined with the essential moral power that employees have in NP organizations because they have been recruited for and have worked for the cause as well as a paycheck implies that if NP leaders think they need to make a change, they will have to work a lot harder at persuading and carrying others inside and outside the organization along with them. Indeed, the inside of the organization is likely to find people in the outside of the organization to whom they can complain and find a sympathetic ear if the NP leaders try to force changes with respect to ends or means that are seen as too radical.
5. The conclusion, then, is that the absence of reliable feedback from the environment about both ends and means strikes from the hands of leaders powerful instruments they need to guide their organizations. Their judgments as to both ends and means seem to be, and in fact are, somewhat more arbitrary and open to criticism and disagreement among organizational stakeholders. They have to work harder to persuade others of their views rather than let facts do the talking for them. And, they have to work harder to develop and deploy facts that might stand in the place of the powerful mechanisms that a FP manager has. 

6. This leads to an interesting irony. We think FP managers have a great deal of discretion and power. But the reason they have this power is that they can simply bring to bear the objective pressures of the organization’s environment to bear on the organization’s performance. They don’t have to rest their judgments about valuable ends and efficient means on commitments that seem arbitrary; they can rest them on simple facts. They seem to have power because they act as reality’s agent. If reality gives them power, it also makes them conform to its demands. They cannot defy reality, and choose a different course of action. Reality will make its claim.  In contrast, we think NP managers are tied down by multiple accountabilities to different stakeholders all of whom seem to have different interests and visions. Yet, as a legal and fiduciary matter, NP managers have a great deal more discretion to decide what is valuable than FP managers do. They can decide what mission or purpose to pursue, and as long as it is legal, there is no one to gainsay their judgment. They can also choose any means they want. And, unless they decide to discipline themselves by setting up a structure of accountability that will discipline their operations, they can simply claim that they are being effective without much further testing. In short, FP managers have power because reality, reasonably reliably represented in the financial performance of the enterprise, forces them and their organizations to act according to its dictates, and the FP managers can represent themselves to everyone as reality’s agent. NP managers, in contrast, have enormous legal power to define what it an important and valuable purpose, and to choose the means for achieving them; but they find it difficult to make these judgments persuasive to others and themselves, and many choose to escape the necessity of doing so. They can ignore the actual effect that their organization has on the world, and live in a world of good intentions rather than excellent results. This is why both the amount of leadership is more, and the kind of leadership different in the voluntary sector. 

