Who is the Best and/or Most Deserving Arbiter of the Value of the Voluntary/Nonprofit/Charitable Sector’s Activities?

MHM, August, 2006

1) An enduring public policy question for the voluntary/nonprofit/charitable sector focuses on the issue of which particular social actors are authorized by the wider society to define the purposes, or arbiter the value, of the resources committed to and used by this sector. 

2) We have a good answer to this question for market organizations. The value of commercial enterprises is arbitered in the first instance by those individuals who put up resources to produce particular goods and services for sale in markets. They judge the value of their investment according to a story (with more or less evidence supporting it) that describes a particular product or service they intend to supply, and a prediction (based on a market analysis) that makes it plausible that individuals will voluntarily cough up money for the product and service that will more than compensate for the costs of production. But those who put up the money, crucial though they are for the operations of commercial enterprises, are not the ultimate, socially recognized arbiter of value. That place is reserved for consumers or customers. It is their willingness to plunk their hard earned money down for a particular product or service that makes it plausible that a commercial enterprise has produced something that is valued by individuals in the society, and (if profits are made) is valued by the individuals who get the product or service more than the costs of producing that product or service.
3) We have a less good answer to this question for government organizations. The value of government enterprises is arbitered by the choices made collectively by a body politic through the messy processes of representative government. It is the people acting through their elected and appointed representatives in government who define the value that is to be achieved by government organizations. They make this judgment when they define a public purpose or a public value or an organizational mission that is important and valuable enough to tax and regulate themselves to produce. 

4) The answer is much less clear for voluntary/nonprofit/charitable organizations. The reason is that voluntary/nonprofit/charitable organizations have some characteristics that make them resemble commercial enterprises, and others that make them resemble government. It is possible, then, that reasoning from analogy from commercial firms and government can give us an answer. But following this line creates more rather than fewer difficulties. 

5) Let’s start with the analogy to the commercial sector. There are, of course, social actors who stand in relation to nonprofit organizations that resemble the investors and the consumers of the commercial model. The donor to a nonprofit organization can be likened to an investor in the commercial sector. The client/ beneficiary of the nonprofit/charitably supported organization can be likened to the consumer or customer in the private sector. But unlike the private sector where we have made a social judgment about whose welfare should be considered the most important in judging overall social welfare associated with a market enterprise (the consumer rather than the investor), society is a bit more uncertain about whose satisfaction and welfare ought to be considered most important in the charitable sector. Should it be the donor’s satisfaction that matters – the reliability with his purposes achieved in the world? Or, should it be the satisfaction of the intended beneficiaries that matters – the pleasure and enhanced welfare they achieve as a consequence of the contributions made to them without them having to pay the full price for the product or service?

6) Next consider the analogy with government. That seems appropriate to consider given that voluntary/nonprofit/charitable organizations claim to have public purposes as their important goal, and that they receive various forms of assistance from the government. If we used the analogy with government, we might say that the value of the voluntary/ nonprofit/charitable sector’s activities and outputs should be judged in the same way that the value of government agencies is decided – through some collective process that defines important public purposes, and judges the contribution made by the nonprofit enterprises against their achievement of public purposes that have been mandated by the collective. That collective could be the government that would establish the purposes for the voluntary/nonprofit/charitable organization. Or, it could be the idea that the voluntary/nonprofit/charitable organization would have to go through some kind of process of collective consultation and decision-making to qualify its judgment as to an important public purpose. Either government mandate or some other collective decision-making process would be necessary to define the value of the enterprise in a world where it claims its value is “public” rather than “private.”
7) So far, the analysis has been largely in what might be considered social utilitarian terms. In this conception, the voluntary/nonprofit/charitable sector has value for society largely in terms of its instrumental capacity to improve social welfare. We have also made an important distinction between two different kinds of welfare standards. One standard is the satisfaction it gives to individuals in the society (donors or client beneficiaries). The other standard is some overall social utility function that is established through the processes of representative government or some other collective process. These are very different ideas in themselves, of course. The idea that the collective can develop and articulate and pursue a conception of social welfare that is different from the maximization of individual preferences of individuals is a hard concept for liberal societies to grasp. But regardless of whether we are judging the value of the voluntary sector according to individual or collective evaluations of the material effects they have on society, in this framework we are judging value in instrumental terms against a set of goals and objectives set by individuals or collectives. The confusion is about whether the arbiter of value should be the individual or the collective, and among individuals, individuals in what position (donors or beneficiaries).

8) There is another normative framework one could use not only to gauge the value of the voluntary/nonprofit/charitable sector, but also to decide who should be the arbiter of the value that is being produced. The alternative framework is one that emphasizes not what is efficient and good, but instead what is right and just. In this alternative framework, the activities of the voluntary/nonprofit/charitable sector would be judged according to whether they were consistent with established principles of what is right, or just, or fair, rather than whether they were efficient or inefficient in pursuit of any particular social welfare function. Thus, one could say, for example, that an individual has a right to spend his own money on any purpose he deems appropriate, and as along as the activities do not break the law or undermine the rights of others, he alone should be recognized as the proper arbiter of value. He not only can do what he wants. The society will accept his judgment of what is worth doing as valuable. Or, one could say that if a person, or a class of persons, was promised a benefit by one individual, then that person or class of persons might have a right to have that benefit delivered to the degree it was possible to do so with the assets of the promiser.

9) Broadly speaking, these different normative frameworks for evaluating the goodness or the rightness of activities and relations in society come down to us through different academic disciplines or professional fields. The first normative framework – concerned primarily with the good defined in terms of satisfying individually or collectively defined desires to produce certain material conditions for individuals or for the wider society, and with finding the most efficient means of accomplishing these material goals – lies behind and animates much of the reasoning that goes on in the field of economics. The second normative framework – concerned primarily with whether activities and relationships are just, or fair, or proper, or supportive of a system of right relationships among individuals – lies behind and animates much of the reasoning that goes on in philosophy and law. 

10) Of course, these different conceptions do not operate wholly independent of one another. Indeed, they stand in a complex relationship to one another. One can say that an important part of the good is to recognize and realize a system of rights and right relationships in society that is consistent with ideals of justice. Similarly one can say that a necessary way to achieve the good is by assigning rights and responsibilities in a particular way. And, one can say that it is hard to believe that one can have justice and fairness if one doesn’t find some way to organize processes of production that can create enough goods for individuals to enjoy that they can have their dignity, and avoid fighting with one another in desperation. 

11) Still, much or our public policy discourse tends to operate in one or another of these normative frameworks, and it is difficult to successfully carry out a conversation that uses both normative frameworks comfortably and well. 

12) There is the additional problem that each of these frameworks can be used as a basis for deciding who among the obvious candidates should be the arbiter of value for the activities of the voluntary/nonprofit/charitable sector, and neither gives an unambiguous answer, though each tends in a particular direction. For example, if one were to embrace a predominantly economics framework, the important question would be “whose preferences should count in determining the value of voluntary sector activities: the donor, the client, or the society acting as a collective.” While economic theory would not necessarily rule out any of these potential parties as the most important arbiter of value, it would be inclined to favor the idea that the welfare of client beneficiaries should be paramount. That is consistent with the general idea of welfare economics that social welfare is arbitered in the end by the satisfaction that individuals enjoy as consumers of goods and services. If one were to embrace a legal framework the question would be a similar one, but phrased in a much different language: “whose judgments as to purposes should be enforced at law by the courts of the land.” Again, the legal framework would not provide an unambiguous answer to this question, but would probably be inclined to favor the donor as a necessary entailment of a broad preference for the protection of individual property rights, and the freedom to use one’s property as one wills. 

13) It is interesting to note that neither economics nor the law would necessarily give much standing to decisions as to value made by the government as an agent of the polity. This despite the fact that we must implicitly imagine that there was some society standing in the background thinking about either the question of the common good, or the question of individual rights and justice when choices were made about whether to allow actors such as voluntary/nonprofit/charitable organizations to come into existence, and differentiate themselves in some way from commercial enterprises on one hand, and governments on the other. One could argue that we, and we acting through our agent the government, must have had some idea of either what would be instrumentally useful to the society, or what would be just and fair, in creating room for the voluntary sector to come into existence and to pledge ourselves to its protection (as a matter of right), or its best use for the benefits of wider society (as a matter of collective prudential interest). 
14) The reason that the issue of who gets to arbiter the value of the voluntary sector remains an important one is that we haven’t quite yet agreed on what that idea was. Indeed, we have been engaged in a historical search for an answer to this question. The law provides a record of that search, and frames the issues as a matter of who has what kinds of rights. Economic analysis provides a different way of evaluating the consequences of legal choices. In the end, if we are going to have a satisfactory answer to the question of who gets to arbiter the value of the voluntary sector as a social idea, we will probably have to find some way to combine these perspectives. That is the purpose of this paper.   

