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1. My goal is to set out a conceptual framework that will allow us to address ourselves to the important, inter-related subjects of “accountability,” “governance,” and “performance measurement” in the non-profit sector.

2. The starting point is to recognize that there are (at least!) two different points of view one could adopt in addressing this question. 

a. One is the “social” or “legal” or “public policy” point of view. In this perspective, one puts oneself in the role of a policy maker or law giver whose purpose is to set up some set of social conditions and arrangements that can assure some degree of accountability and performance for a particular set of social actors that have been identified as elements of the nonprofit sector. The implicit idea is that society as a whole has stakes in the way that nonprofit organizations and the sector as a whole conduct themselves, and to be sure that their (legitimate) interests in the conduct of the sector are satisfied, society as a whole has to set up social arrangements that define particular rights and responsibilities to particular parties, and give these parties substantive rules for deciding when the rights have been violated and the responsibilities not met.

b. The second is “particular managerial” perspective. Here, one adopts the position of a “governor” or “leader” or “manager” of a nonprofit enterprise whose purpose is to ensure that the enterprise for which he is responsible (at a minimum) operates within the rules set up by the society, and (more ambitiously) achieves its highest value use and operates as efficiently and effectively as it can in that highest value use. The idea is that those who govern/lead/manage non-profit enterprises have some kind of moral, legal, or prudential accountability to the wider public; and further, that they might use this external accountability to establish some kinds of internal accountability over those with who they work to achieve their mandated purposes.

3. I take it for granted that we all understand that the ideas of “society” on one hand, and “governor/manager/leader” on the other are quite problematic – particularly when we assign to these entities a capacity to form a coherent, stable, well understood purpose, and to pursue that with well considered means. We all understand that the public policies that act as society’s voice in demanding accountability from nonprofits are ambiguous, contested, and changeable. We also understand that the “governance/leadership team” of a nonprofit group is as likely to consist of bitterly warring factions, trying to advantage their conception of the mission or best use of the organization’s assets through the establishment or re-configuration of formal or informal understandings about how rights to make, participate in, be consulted about, or hear about important decisions that shape the use of the organization’s assets. I want to set that complexity aside for a moment, however, and assume that we are dealing with: 1) a coherent society that has purposes for the voluntary sector as a whole, and, by extension, for the firms that comprise the sector; and 2) a coherent governance/leadership team that bears the responsibility for defining the purposes and ensuring the performance of a particular non-profit enterprise. We will drop this simplifying assumption very soon, but if we hold onto it for a minute we can make some analytic gains that might help us later on.

4. An important initial question focuses on the degree of alignment between the purposes that the wider society has for the nonprofit-sector and its elements on one hand, and the purposes of the organization on the other. Obviously, there is a very broad continuum here. It can range from one extreme where the purposes are in direct opposition (e.g. when a nonprofit enterprise seeks to terrorize the population and overthrow the state), through a position where the nonprofit seeks to take advantage of the society and its rules but does not directly oppose the society (e.g. where it uses the special privileges available to nonprofits for purposes that were not intended, and that do not necessarily serve the public purposes that justified the special provisions); to a position where society and non-profits make deals that advantage each other, but do so in their own terms; to a position where the purposes of the society and the organization are so perfectly aligned that they are nearly identical. The farther apart the basic purposes of these entities, the more room there is for distrust to develop, and the more reason there might be for insisting on intrusive measures of accountability. (Think of the distinction between a grant and a contract)

5. It is natural to think of this accountability as running one way: from the nonprofit organization to the broader society. The society is the “principal;” the nonprofit organization is the “agent.” Yet, it is also important to keep in mind that the accountability could run the other way as well. That is, the nonprofit enterprise might (as a matter of law, public policy or custom) have some rights and privileges vis-à-vis the society and the state, as well as some duties to these entities. This is particularly true in a liberal society that may have granted to individuals the right to assemble and associate for any purpose that does not violate the state’s laws. In this case, the nonprofit organization can ask the collective and the state to affirm its rights to exist and act “independently;” to protect it from others who would attack it; and to insist that the state itself respect its right to exist. In this sense, the society and the state become accountable to the nonprofit organization as well as the other way around, and the nonprofit organization can call on the state’s own courts to claim its due. The nonprofit could even argue reasonably that some specific demands for accountability from the state not only violate the rights of the organization, but also undermine the more practical public policy purposes that the society and the state often claim to have in creating both the special legal protections, and the financial supports to the voluntary sector. So, in liberal societies at least, it is possible to say that the society and the state have to be accountable to the nonprofit for some purposes as well as the other way around. Whether this is true or not is for the society as a whole to consider as it establishes a social structure that includes some entities that could be called voluntary or nonprofit enterprises.

6. Note, also, that there are two somewhat different reasons for being interested in “accountability.” 

a. The most obvious is that we believe that the creation of certain accountability structures (and the attendant processes of reporting, monitoring, sanctioning, etc. that give these structures behavioral force) tends to improve the actual performance of organizations with respect to their assigned duties. This is true regardless of how extensive we imagine their duties to be. If they are held to account for minimal standards having to do with not misusing the money for illegal, self-interested, or non-mission purposes, then monitoring can help ensure that the money goes to legal, public, and mission related activities. If they are held to account for higher levels of performance such as focusing on the most important public purposes, and helping to achieve those through the most efficient and effective means available to them, then an accountability system that would demand this would presumably help them improve their performance. The link between the creation and enforcement and a structure of accountability on one hand, and improved performance on the other is almost everywhere assumed, and often offered as a justification for creating accountability, or strengthening accountability, or making more insistent demands for accountability. (We will revisit this question of whether accountability improves organizational performance and in what ways below. But let’s stay with this idea for now.)

b. The second reason to believe in accountability is somewhat different; it is contained in the idea that being accountable in a particular way is part of having a right relationship with others in the society. In this conception, organizations owe accountability to the wider society not simply for the instrumental reason that accountability helps them ensure good performance, but also because being accountable is good in itself. It is part of existing in a right relationship to others in the society. It acknowledges a certain status and a certain relationship: society can justly expect the following from an organization; the organization can expect the following from society; together we are living up to the terms of this contract  This relationship is important regardless of the impact of this relationship on something that could be called organizational performance, because the terms of this contract may have very little to do with organizational performance. Society demands and organizations give accountability to the society because that is the right way for them to behave. (Note the crucial idea here is whether we would insist on accountability even if it had either no, or a negative impact on performance. I think the answer is yes. Fortunately, we think that accountability often has a beneficial impact on performance, and therefore we don’t think we have to face this trade-off too often, but I can point to many examples where it seems pretty clear that we are paying more costs to support a system of accountability than we are getting in terms of organizational performance. It is part of the cost that is associated with distrust and uncertainty. More on this below when we start talking about performance measurement.

6. At this stage, then, we have established the following ideas:

a. That we should think of accountability as a relationship among two or more parties

b. That for a while we will think of the important parties in our discussion of accountability in the nonprofit sector as two: society (acting through laws and the state apparatus) that has a certain stance toward the nonprofit sector and the particular organizational entities that comprise it; and the governors/ leaders/ and managers who define the purposes and seek to ensure the performance of nonprofit organizations.

c. That there can be different kinds and degrees of alignment between the goals of the society on one hand, and the goals of the nonprofit leaders and managers on the other, and that the degree of alignment may have an important effect on the amount and kind of accountability that is demanded by one party vis-à-vis the other.

d. That while it is most natural to think of the accountability as running one way from the society acting as the principal who has the superior moral and legal right to define the purposes of the organization to the governors/ leaders/ and managers of the nonprofit enterprises who have the responsibility for acting to further those purposes, it is also possible (particularly in liberal societies that view individuals and private associations as existing prior to societies and states) to see the accountability as running the other way; namely, that nonprofit entities have the right to exist, and to establish their own purposes, and that they can call on the state not only to stand aside while they pursue their interests, but also to assist them by protecting them from attacks by others, helping them to enforce contracts that they negotiate with others, and so on.

e. That both society and nonprofit leaders could be interested in accountability either to improve the material performance of the organization in the doing of its work, or to build confidence that the two parties are working in a right relationship with one another where each is living up to their respective responsibilities, and enjoying their own particular rights and freedoms.

7. One of the important consequences/implications of thinking about the world this way is that it becomes pretty natural and important to make a distinction between external accountability of the organization to the society (which we have mostly been discussing) on one hand, and internal accountability on the other. By internal accountability I mean the creation of a system of accountability that orders the authority of the organization over the use of its assets, and the doing of its work. It consists of the methods that the governors/ leaders/ managers of the organization use to demand accountability from those who have agreed (in exchange for some kind of consideration and assistance) to act as an agent of the organization in the pursuit of the organization’s purpose. (Note that I use the more generic term “agent” rather than the more specific term “employee” because I want to explicitly acknowledge that one of the interesting features of nonprofit organizations is that they have both employees and volunteers working as agents for the organization. As will be discussed below, it is quite possible that the “labor contract” differs significantly between these two groups, and therefore that the amount and kind of internal accountability that can be demanded differs in some subtle but important ways.)

8. Once one makes the distinction between “external accountability” on one hand and “internal accountability” on the other, it is natural to consider the relationship among them. To some degree, this issue is closely related to the degree of alignment between society’s purposes and expectations on one hand, and the governor/ leader/ managers ideas about purposes and value on the other. (Note: there can be more or less alignment on the question of how much and what kind of accountability is owed as well as on substantive issues.) The more closely aligned these actors are with respect to both the substantive idea of the purposes and performance of the organization, the more the external system of accountability will be aligned with the internal system. There may be much more detail in the internal system of accountability to help operate the organization, and some misalignment may creep in as the effort to construct operational measures for purposes of managing the organization tend to distort and depart from the broadest purposes of the organization. But in principle, the misalignment should not be too great. 

9. A quite different circumstance can arise when there is a significant disagreement between the external and the internal. Then we have the phenomenon of two different sets of books, or an informal system that is not very aligned with the formal system. The manager may want this system because it helps him keep the organization focused on the purposes he thinks are important rather than succumbs to the pressures to be the organization that the society wants. It can get even more arcane, with those who act for the society essentially winking at the manager of the organization, and tacitly encouraging him to depart from purposes and reporting responsibilities that are apparently present and demanding.

10. The discussion above relates to the substantive question of the content of the terms of accountability, and how closely aligned external and internal demands for accountability are. We could also be interested in the more behavioral question of the way in which alignment or misalignment affects the behavioral power of any given accountability system to effectively guide performance. Obviously, if there is a serious misalignment between society’s external substantive demands for performance on one hand, and management’s internal substantive demands for performance on the other, then the ability of society to accomplish what it wants and expects of the organization will be less than if they were aligned. Instead of the expectations and demands proceeding through the organization, picking up the momentum of managerial and supervisory attention, directed through performance measurement systems nicely attuned to society’s expectations, the expectations and demands are blunted. From society’s point of view, it cannot easily achieve what it wanted to achieve through the organization’s operations. From the manager’s point of view, at the outset it might seem that inconsistency is an advantage rather than a disadvantage. After all, it is their ideas of the important purposes of the organization that are being served by the internal system of accountability that they constructed. That is how they protect the “independence” and “right purposes” of the organization from the “inappropriate influence” of a corrupt society. And, to the extent that they can make their particular set of books the ones that guide the organization’s activities, they may be able to protect the organization’s effectiveness. The difficulty, however, is that over the long run the mismatch may become untenable. The overseers of the organization may become impatient with the balkiness of the organization to its demands, and its apparent unwillingness to provide information in terms that are meaningful to them. The agents of the organization, feeling the tension between the two different sets of books, may start to be confused about what the real purposes of the organization are, and to whom they are really accountable. Over time, then, the incongruence between external and internal demands for accountability may sow confusion and distrust, and lower morale. Conversely, one can imagine that when these systems are closely aligned, their power to guide behavior goes up.

11. Note that the distinction between external accountability on one hand and internal accountability on the other forces us to break apart some of the parties we have previously lumped together; namely, the governors, leaders and managers of nonprofit enterprises. When we talk about the managers of the organization, we imagine them as developing and relying upon internal systems of accountability to guide the organization’s activities. We may also imagine them as being enmeshed in existing systems of accountability that hold them to account for certain aspects of their performance and the ways in which they contribute to the overall organizational performance. When we talk about the governors of the organization, on the other hand, we imagine people who are to some degree supposed to be thinking beyond the boundaries of the current systems of accountability. They are supposed to be looking at the organization’s external environment – the actors the organization must please to stay in business, the variety of purposes that the organization could take on, and so on. They are allowed to consider new purposes, or the development of new administrative systems (including those that establish both external and internal accountability) to better accomplish old or newly established goals. In an important sense, they are mediating between the external accountability system and the internal accountability system. Whether they come down on the side of protecting the organization and its current methods from external demands for change, or whether they bring the external demands for change into the organization is an important strategic choice the governor’s must make. In some sense, it is the recognition of the fact that certain misalignments will occur between external and internal that necessitates “board leadership.” When those problems become acute, the board has to step in to right the relationship between the external and internal. They can be helped or hurt in this by the management of the organization, who may join or resist the effort to “re-position” the organization in its environment.

12. It is now clearly time to drop the (unsustainable) assumption that there are only two actors here. We can see that the group that is supposed to be leading the nonprofit may consist of many different actors including boards, CEO’s. They can be distinguished in turn from those who do the work of the organization – the agents, the paid employees, the volunteers. But it is even more obvious that the world of authorizers and overseers outside the organization is even more varied. There are donors, and governments, and communities, and clients with needs. 

13. It has become conventional to describe this set of actors that both comprise the organization and also lie outside the organization and seek to influence what it does as “stakeholders” of the organization. A standard list of “stakeholders” might include the following types for a nonprofit organization. 

14. It has also become conventional to say that it is important that the organization be responsive these stakeholders; that to a great degree, the organization should seek to accommodate their interests and demands. This is justified on moral grounds, or on practical grounds. 

15. An important question is whether the idea that the organization should be responsive to the interests of shareholders is the same as saying that the organization should be accountable to these stakeholders and their demands.

16. I think the answer to that question is “no.” Accountability is similar to the idea that the organization ought to be responsive in that it directs the organization to meet the expectations and demands of some party that has a more or less general and idiosyncratic interest in what the organization does. But it differs in that raises the ante. When we say that someone is accountable to rather than should be responsive to, we seem to be saying that the organization has lost some discretion in deciding whether and how it will be responsive. It seems to be saying that the person to whom accountability is owed will be able to set the terms, and to say whether and when they are satisfied. And it seems to be saying that the rest of the society will enter into the dispute about what is owed on the side of the person to whom accountability is owed rather than on the side of the party that owes accountability.

17. An important question, then, is to which of the stakeholders does an organization owe accountability as opposed to mere responsiveness, and among those to whom it owes accountability, which come first. Contracts are important here in distinguishing a moral or prudential obligation to be another from real accountability. (Difference between hard and soft contract, explicit and tacit, exacting v. less exacting). Courts will decide whether a thing that was promised in a relationship was obligatory or not. One of the things it will consider is how the agreement was reached as well as the content. It may also pay attention to the question of whether contracts are the right and proper way of structuring a particular set of relationships, or whether the state has its own views expressed in laws, or whether the state thinks it is wrong to think of a certain relationship as being governed by contracts. Courts will also decide which contracts have priority over others when they conflict. See bankruptcy laws for example.

18. In the nonprofit world as well as the for profit world a battle is fought over the question of which stakeholders should have pre-eminence in making claims on the organization. Whose ideas about what the organization should do, and how it should do its work, should be honored before others?

19. Donors as owners

20. The state’s interests and support

21. The client’s interests and support

22. The mission and cy pres as the guiding concept

23. The state as an arbiter; the state as an interested party (Note: A reason to have government closely involved is to partially overcome the firm loyalty and shift to industry effectiveness and mission)

24. However accountability gets structured, the following is clear: in order for accountability to work, it has to rely to some degree on both governance and performance measurement. In a tight frame of purpose and measurement, boards are converted to implementing agents of the state. In a looser frame of purpose, or in a world in which measurement is not possible, the system will have to rely on governance and boards. In a world with good measurement, direct regulation may not be needed, except insofar as the state has its own purposes. Then it ought to pay, perhaps. In a world in which we have all three, we can have the kind of sector we want.

Now Focus on Different Structures of External Accountability

Direct Government Regulation

SEC Type Regulation

Market Type Regulation

Why All three may be necessary in the short run: A Development perspective.

Now Focus on Governance

1. Why Governance is Important in this World: Wide latitude given in slack systems of external accountability implies that society is particularly dependent on the strategic and operational impact of governing structures and processes. There isn’t anything else that guarantees effective utilization of the assets carried in the nonprofit world.

2. Usual models of board governance borrowed from for profit world.

3. Different kinds of organizations, different structures and processes for governance

4. Board Roles: Normatively Sanctioned, Socially relied upon

5. Residual Owner, Ownerless Organizations, Moral Zeal v. Greed

6. Other functions of boards

7. What Boards need to perform their social role well

i. External accountability

ii. Performance measures

iii. Time, Focus, Moral Energy

iv. Effective Partnerships with CEO’s

v. Strong Links to Society (to give good guidance as to value, and to marshall resources, and to have effective power inside the organization)

Now Focus on Performance Measurement

1. Why this is important: To support external and internal.

2. Why it is hard.

3. What it takes to fix this problem.

