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1. Let’s begin with a canonical, stylized idea of a “charitable organization”. Like all organizations, a charitable organization consists of at least four inter-related elements:

a) Legal existence (name, address) with standing to sue or be sued

b) Control over a bundle of assets (however meager, of whatever type)

c) A defined, publicly announced and certified purpose (however vague)

d) A governance structure and process which identifies the particular individuals who legally represent the organization as an entity, and who have both authority over and responsibility for the actions of the organization (however centralized or decentralized, democratic or non-democratic).

2. While charitable organizations have much in common with other formal organizations, they are distinguished from other kinds of organizations in at least two respects:

a) The assets (and continuing resource flows) that establish the organization existence (and sustain its operations) consist at least in part of money and other resources voluntarily contributed to the organization without the contributor expecting a full financial or material return for his contributions. The resources are charitable in their intent in the sense that the contributor gives up personally controlled material assets to some purpose from which he does not expect to (materially) benefit.
b) The purposes that the organization seeks to achieve, the individuals it seeks to benefit, the products and services it seeks to provide, the activities in which the organization engages are in some important sense “charitable,” or otherwise “public.” Thus, the organizations are charitable or public benefit organizations not just in the intent of the donors, but also in the effects that they produce in society. 

c) (Nota Bene: The idea of a charitable purpose might be more restrictive than the idea of a publicly beneficial purposes. Charity implies more focus on specific individuals, in difficult circumstances – therefore more re-distributive. Public benefit is a larger idea that includes the delivery of publicly valued goods and services to middle class and even rich as well as to poor.)
d) (Nota Bene: while individuals may have their own views of what is charitable, or public, and therefore their own views of whether a particular organization is charitable or public in its purposes and activities, both the idea of charitable, and the idea of public benefit, may also be defined by the state in law that grants particular benefits to particular kinds of organizations.)

e) (Nota Bene: the charitable or public quality could be defined by the particular nature of an activity, product, or service being carried out the organization. But the charitable or public nature of the activity does not have to be intrinsic to the product, or service, or activity carried out by the organization. Charitable or public aspect of the organization might lie in the pricing or other aspects of rationing/distributing the product or service. Can be related to pricing and/or distribution of the product or service.)

3. So, a charitable or public benefit organization exists as a legal entity with an established charitable or public benefit purpose, control over a bundle of assets that includes at least some charitable contributions, and a specified governing structure and process that has rights to direct and control the assets owned by the organization, and fiduciary responsibilities both to donors and to society to ensure that these resources are devoted to the specified purposes.  (The charitable assets and flows sustaining the operations of the organization may or may not have been tax deductible for the donors. As such, the contributions, may or may not have been encumbered with some collective, state claim on the organization as a necessary condition of the donors having received a tax exemption.) 

4. While one can ask why any particular individuals in a society might want to create such an enterprise, and use that as the beginning of a (positive and normative) discussion of why such organizations exist, and what good they do for individuals in the society who form them, one could also start from a social perspective and ask why any particular society would allow such organizations to come into existence, and what sorts of things a society would be trying to accomplish through protecting the space within which such organizations could form, or facilitating and encouraging their development. To answer this social policy question, two apparently quite different normative frameworks could be used.

5. One normative frame starts from the idea that individuals have certain kinds of rights and responsibilities as members of a given society, and that one of the important functions of a society, acting with the state as its agent, is to try to protect the rights and enforce the responsibilities that particular individuals (and organizations seen as special kinds of individuals) have towards one another, to the wider society, and to the state acting as an agent of the wider society. Viewed from this perspective, when one looked at charitable organizations, one would see the question of society’s stakes in the existence and operations primarily in terms of individual rights and responsibilities. One might make all the following kinds of claims
a) That individuals have rights to create such organizations that are rooted in constitutional rights that ensure freedom of assembly and association

b) That individuals have rights to create such organizations because they have right to spend their money and their time on any purposes they think important – including the pursuit of their particular vision of the public good

c) That individuals have rights to create such organizations rooted in freedom of speech and expression; and that to the extent their ideas of charity and public purpose can be understood as exercise in free speech, such organizations must be allowed

d) That individuals are allowed by the common or statutory law to form themselves into collectives that have a legal personality that is distinct from them as individuals, and that lives after the individuals have died

e) That organizations that establish themselves as charitable or public benefit organizations should not defraud those who contribute resources to the organizations, and should, within the best of their ability, pursue the mission they have taken on board with prudence and good judgment.

Such statements are all ideas about how society ought to relate to the desires to create such enterprises, or their existence. They are ideas about right relationships between individuals as creators of such organizations, individuals as contributors to such organizations, individuals as beneficiaries of such organizations, the society’s and state’s stance towards the right of such organizations to exist, and the obligations they have to individuals and to the state. Typically, such statements are backed up by legal commitments that specify these ideas about right relationships as legal rights and responsibilities.

6. A second kind of normative frame focuses less on the idea of structuring right relationships in a society and more on the organization of resources and production processes to improve the welfare of individuals and communities. In this conception, what is important about charitable organizations is that they have assets which can be deployed for purposes of improving individual or community welfare. The central challenge is to find ways to ensure that these resources are used most efficiently and effectively to advance individual and social welfare. From this perspective one can make such statements as the following:
a) Society is losing a significant amount of productive capacity needed to achieve its social goals by the overall inefficiency and ineffectiveness of firms within the voluntary sector, and of the sector as a whole.

b) There are too many, small, voluntary sector organizations performing redundant tasks. The overall social efficiency of the sector would be enhanced if the organizations were consolidated in larger firms that could take advantage of economies of scale in operations. 

c) The voluntary sector could become much more efficient if it developed the functional equivalent of capital markets that would allow charitable donors/ investors to have accurate information about the performance of these organizations, and to allocated their charitable dollars to the organizations that are most efficient and effective in pursuing the donor’s (or the society’s) desired social objectives. 

d) Voluntary sector organizations are inefficient at least in part because they pay more than they should to raise funds to sustain their operations. Reaching out for voluntary contributions through pleas for support is an expensive way to raise resources and ought to be replaced by some other.

e) The efficiency of the voluntary sector is enhanced when the administrative costs of operating such organizations is reduced so that more benefits will flow to the intended beneficiaries

f) Government benefits from the existence of charitable organizations because they assume some of the burden of government, and because they shoulder some of the costs and risks of social innovation, and this constitutes the principal justification for giving such organizations tax exemptions of various kinds. 
g) Volunteer workers are, in the long run, less valuable than paid employees, because the transaction costs of keeping volunteer workers trained, and deployed in complex functions are simply too high.

7. It is important to note that the ideas of individual and social welfare, and efficiency and effectiveness in pursuing the welfare goals are not particularly well defined in this conception. They are, in many ways, as value laden and confusing as ideas of right relations as a guide to shaping social/public/governmental policy towards the voluntary sector.  This is a sufficiently important point for future discussion that it is worth noting at this stage at least three different ideas of what these words might suggest or entail in the context of this discussion of charitable organizations. 

a) Take, first, the idea that efficiency has to do with the satisfaction of individuals as they make decisions to spend their individually owned assets. This is what we ordinarily mean by efficiency in the context of a discussion of the efficiency of free markets as an institutional arrangement that tends to promote the welfare of individuals in their role as customers. We assume they spend money to make themselves happy. We assume that their happiness is the important social objective to be achieved. We assume they are competent in the choices they make (or if not, it is their own fault, no one else’s, and no one else need feel responsible as a matter of right relationships for their error!). 
b) Note that if this is our idea of efficiency when we talk about charitable organizations, we have to give a significant amount of emphasis to the idea that charitable organizations act as vehicles for the expression and pursuit of the donor’s individually held (but neither egoistic nor material) social values. We have to imagine that at least one idea of efficiency and effectiveness in the voluntary sector would be to create enough outlets for individuals who have social aspirations to find a place to channel them. If we think it is a good, efficient result when an organization attracts an individual to spend his money on toothpaste that makes him feel sexy (as well as cleans his teeth), we must surely think it is an equally good, efficient result when an enterprising organization creates an opportunity for individuals to express their social aspirations and desires through the organization’s activities. Both the toothpaste manufacturer and the charitable organization might be prohibited from committing fraud (in the interests of both right relationships and of efficient allocation of resources); and that may entail some pressures on the organizations to produce the results that they advertised. But the point is that if we focus on the idea that individual welfare is achieved and demonstrated when individuals voluntarily choose to spend their money on something, then we have to treat the decision to donate as something that was valued by the donor. The value so created would have to be recognized as part of the value created by the existence of the voluntary organization.  
c) Ordinarily, however, in the context of charitable donors, we find such ideas somewhat uncomfortable. After all, part of the idea of a charitable donation is that one is not supposed to derive any individually gratifying material return from the transaction. The rosy glow one might feel might not qualify as an individual material return, but it does qualify as an individual source of gratification. In charitable organizations, evaluated from this economics perspective, the important social value comes not from the rosy spiritual glow one feels, but instead from the material welfare that is produced for the beneficiaries of the charitable donation. The value of the donation lies primarily or exclusively in the benefits to the individual beneficiaries as the individual beneficiaries value them. 
d) In this conception, efficiency in the charitable organization lies in delivering the maximum benefit to individual beneficiaries. The beneficiaries should not feel the weight of gratitude, lest that diminish their satisfaction. Nor should the value to the donor count. The only thing that matters in gauging efficiency is the degree to which the welfare of individual beneficiaries was advanced as those individual beneficiaries judge their own welfare. Efficiency and effectiveness consists of delivering the maximum benefit to individual beneficiaries at the lowest possible cost.
e) So far, one should note that the arbiter of the value produced by a charitable organization (which is a necessary part of defining the overall efficiency and effectiveness of a given organization or the sector as a whole) has been individuals. Individuals have been in two distinct roles: donors on one hand, and beneficiaries on the other. But in each case, it was individual level judgments and gratifications that defined and arbitered the value being produced. 
f) As an alternative, one could define efficiency and effectiveness not simply in terms of what individual level judgments of value, but instead in terms of some collective specification of a desired state of society. We could think of this as a social maximand rather than an individual maximand. 

g) (Nota Bene: One important idea of a social maximand, established at the societal level, would be to try to maximize the individual satisfactions of those who constituted the society. In a liberal society, this is often seen as the social maximand that ought to be advanced as far as possible subject to the need for some regulatory capacity to keep us from a Hobbesian state of nature. But, if a liberal society is also one that gives out rights to individuals to participate as citizens in discussions and debates that lead to collective decisions about how the powers of a state should be used, then there is no particular reason to imagine that the only social maximand a welfare state would choose is one that would maximize the welfare of individuals as the individuals see it. They might decide to have important redistributive purposes. Or, they might decide to try to achieve greatness as a society by engaging in important public works. Or?????) 
h) Now, it is a bit unsettling to for us to think that collectives can have well defined purposes. But it is worth noting that we have already conceded this point at least at the organizational level in establishing the idea that an organization exists, and that it has a personality expressed in its mission or objective function. Why is it any more unusual to imagine that a larger scale entity called a society, acting through government as its agent in helping to construct a collective desire, could, in fact, create a collective idea of a purpose to be achieved. 
i) Once one accepts the idea that a collective can define a purpose, it becomes possible to talk about the efficiency and effectiveness with which that collective purpose can be achieved. And one might think, then, of charitable organizations as being enlisted in a social effort to efficiently and effectively achieve some collectively defined purpose. 
j) Note that such a collectively defined purpose could give special attention to the welfare of particular individuals: it might decide that some individuals are more worthy than others, or more efficient in using collectively provided assets to add to the sum total of human happiness. But it could also behave somewhat paternalistically in the sense that it might decide that some things that it chose to supply to individuals would be considered more valuable than the individuals who received them. They might even make rules against individuals selling collectively provided benefits that came in a form that individuals did not want for cash to produce benefits they did want, even though such an action would increase the welfare of both the seller of the food stamp and the purchaser. And, the collective could decide not just that it wanted to benefit particular individuals in particular ways (whether the individual wanted that benefit or not); it could decide that there were some important aggregate social conditions that needed to be achieved, and that it was determined to achieve this result regardless of what particular individual beneficiaries wanted. In this respect, the individuals who made up the collective would be acting a bit like the charitable donors who were advancing their own ideas of what was socially valuable. The major difference would be that instead of advancing an individually held view of what was socially valuable, they would be acting in concert with a collectively defined view of what is socially valuable. 
k) (Nota Bene; the things that might be socially valued could be states such as justice or right relationships. To the extent this were true, we would have incorporated the normative perspective associated with right relationships into the normative frame of social efficiency and effectiveness. One can also go the other way: one can say that the principal reason to insist on right relationship is to create institutional arrangements that can promote efficiency and effectiveness in the use of assets and human energy in the satisfaction of human wants.)
8. Reviewing: the rights/right relationship framework 

a) Counsels respect for the rights of individuals with assets of their own to voluntarily choose public purposes that they deem important. This is seen as broadly consistent with an idea of justice (that individuals ought to be able to use their own money for their own purposes, even, or perhaps especially, when those purposes are to give something to others, or to achieve something they deem socially valuable for society as a whole.) It may also be justified as a matter of social utility in the sense that this freedom to spend resources on public purposes can mobilize a large scale of resources for public purposes (without having to use the authority of the state); and because it allows greater diversity in both the ends and means chosen to pursue the diverse ends. 
b) Tends to discourage the state from establishing and pursuing its own substantive purposes in favor of a more limited role in which the state acts primarily to protect right relationships and settle disputes that arise among other social actors as they define and pursue their own ideas of what constitutes an important public purpose (e.g. among donors, managers, and beneficiaries)
c) But, among the important procedural rules the state establishes within this framework are those that mark out ideas of who has decision rights (and responsibilities) with respect to the use of particular assets (i.e. the ideas of ownership, and the way that ownership is constituted in a particular structure and process of organizational governance), and who can legally contest the decisions made by a particular social actor (i.e. the right to sue)

d) And, among the important procedural rules that the state could establish on the basis of its concerns for right relationships could be those that specify certain conditions with respect to the internal structure and process of governance at the firm level. For example, one might reasonably decide to regulate the governance of unions to be sure that the unions acted in the interests of their members. One might also think that it would be reasonable to regulate the internal governance of other voluntary organizations that sought to represent the interests of their members in public policy advocacy. In both cases, to be sure that the collective entity was, in fact, representing the considered interests of its members, one might want to be sure that there were some processes that forced the officers of the organization to consult the members of the organization.

e) (Nota Bene: the legal structure of the social level governance and accountability system, and the firm level structure of governance and (internal) accountability has an imperfect but important relationship to what could be called the “behaviorally influential and efficacious” system of governance and accountability that actually determines how the organization behaves. The behaviorally efficacious system of governance and accountability would include all those social actors who demand accountability of the organization, and responsiveness to their concerns, on practical and moral grounds as well as on legal grounds. A donor can command a high degree of behavioral responsiveness from an organization on practical grounds by threatening to withhold future contributions if the organization does not respond to his ideas of what it should be doing. A donor can also demand a high degree of behavioral responsiveness by making the moral argument that his views ought about what should be done should be given standing partly because it is his money, and partly because the fact that he has made a lot of money suggests a certain kind of expertise and judgment that society might want to take seriously. These claims can be made, and can exercise influence, even in a world where the donor has not legal standing to sue once he has made a charitable contribution.)

9. Reviewing: the utilitarian perspective, in contrast, emphasizes the individual and social consequences of resources being held within the voluntary sector (as opposed to the market or governmental sector), and being guided by particular decisions about ends and means. 

a) As in the case of reviewing the use of resources in markets, one might be concerned about the overall allocative efficiency of the sector – the degree to which assets held within the firms of the sector are focused on activities and purposes that are truly valuable and valued by some appropriate arbiter of value

b) One could also be interested in the production efficiency of the sector – the degree to which specific activities, purposes, etc. are pursued with the least use of resources. 

c) And, one might be interested in trying to construct a particular arrangement of social actors, influencing the incentives of other social actors, that would cause the firms that control assets to make wise decisions about ends (thereby assuring allocative efficiency) and about means (thereby assuring production efficiency).

d) (Nota Bene: at the root of our enthusiasm for market mechanisms is the assumption that the mobilization of self-interest and the structuring of incentives that guide action given self-interest is the best way to mobilize assets to accomplish particular goals. This works well in a market economy where we establish consumers in their roles as customers as the proper arbiters of value, and in doing so, create incentives for those who control assets on the supply side to develop products and services that deliver to individuals those things that individuals (with money to pay for them) desire. This system works less well when, as in the case of both the charitable sector and the government sector, we have a third party who is buying something for someone else. 

e) The issue can be seen in a simple two by two matrix:
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f)The central issue here is the legitimacy of the choices made within the charitable, 

social sector as to the value of the social conditions that individuals seek to 


achieve. Viewed from one perspective, individuals are entitled to have and pursue 

their own ideas of public value without having to legitimate their decisions to the 


wider society as long as they are using their own assets. Viewed from a different 


perspective, if one claims to be advancing a public purpose (and if one is enjoying 

a tax exemption for doing so), one might imagine that a special burden falls on 


that individual to justify his or her judgment about the social purposes they 


pursue. One could insist that the choice be legitimated through some consensual 


quasi-political consensual process, or by some expert guidance. 

