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ABSTRACT

This thesis will focus on the study of modern nonprofit organizations and the
crucial role which leadership and vision play in fueling these organizations.

Recent literature. written both specifically about nonprofits and about corporate
culture in the general business world. suggests that there is a direct correlation
between the strength of leadership at the executive and board levels. and the degree
to which volunteers and paid staff will “buy in" to the philosophy and work of the
nonprofit. And because of the nature of the nonprofit business. that is. that it exists
“for the public good™as opposed to the good of the stockholder. the concept of
employees and volunteers embracing the vision of the organization and carrying it
with them passionately in the delivery of the service to the community. 1S even more

compelling than in the private sector.

can be established in the nonprofit organization which will lead to a positive
embrace of the corporate vision among staff. both paid and volunteer, and
ultimately result in a fruitful delivery of the service which the nonprofit seeks to
provide. Experts in the study of nonprofits believe this pattern begins with the
Executive Director. who in a very real sense. assumes the central position of
authority. responsibility and accountability within the organization. But the ED
must work in conjunction with a board of directors which seeks to stay informed.
involved and committed to the success of the organization. Together the ED and the
board must then seek organization wide consensus on a strategic plan which
encompasses every part of the nonprofit. both in the implementation of the service

itself. and in the support system which drives that implementation.

But this paper theorizes that the pattern for success does not end there. [tis also




suggested in present corporate culture literature that strong leadership will do more
than merely provide the framework of success in the traditional sphere of
management tasks such as controlling, delegating. planning. and organizing.
Recent studies confirm that it is vital that leadership nourish the human side of
business. as well. And again. this seems to be almost doubly important in the
world of nonprofits. This writing establishes four crucial leadership elements as
essential for a passionate embrace of the nonprofit vision. They are strength.
transparency. ethical behavior. and a personal connection of employee or volunteer
to the lifeblood of the organization. These points are packaged together as the
STEP plan.

The purpose of this paper. then. is to establish these vital elements of strong
organizational leadership as the building blocks of a successful nonprofit agency.

which can dvnamically meet the purpose for which it was formed.
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Chapter |

INTRODUCTION

Consider the numbers. and be astounded. At the beginning of this decade. an
estimated 98.4 million Americans. or over fifty percent of adults eighteen years of
age or older. offered volunteer services to some sort of organization for an average
of four hours per week. That comes to a total of 20.5 billion hours. three-fourths
of which comprised what would be considered formal volunteering, or a specific
committed time each week. The 13.7 billion hours of formal volunteering
represented the combined equivalent of over nine million full time workers. with a
potential worth in salaries of $170 million. Nearly 70 percent of this total tull
time equivalent went to the nonprofit sector of the economy. [n fact. that full
time equivalent of part time volunteers accounted for at least 41 percent of the
total work force in the nonprofit sector (Hodgkinson. Weitzman. Toppe. and
Noga 46-47).

Nonprofit organizations have assumed such a vital and pervasive role in the
economic. political. and social texture of western culture. that it is sometimes
difficult to remember that their existence as a succinct and definable sector is a

relatively recent phenomenon. Even though the basic tradition of a community of

people joining together to render a service for. or meet the needs of. those who




could not provide for themselves. enjoys a rich lineage which could be traced back
to the most ancient of biblical times. there has been nothing in history that could
even remotely explain or describe the literal explosion over the last thirty vears of
entities which claim non profit status and operate for “the public good™. In 1940
there were 12.500 charitable tax-exempt organization in the United States. By
1950 that number had quadrupled to 50.000: and in the ensuing four decades the
growth would be exponential: by 1967 more than 300. 000. ten years later. in
1977. 790.000. and by 1990. just under a million (Hall 19). Obviously, many of
the organizations that now claim this new status. such as churches. hospitals and
charitable orders. have been in existence for tens. hundreds, or even thousands of
vears. Many of these ministries provide the same services today that they have
in the past. yet as they do they vie with each other and with an army of
newcomers (sometimes not very charitably) for financial support from either
individuals. groups and corporations. and in some cases. the government. Add to
this the fact that there are such a wide array of services and organizations which
have been granted nonprofit status. ranging from the atorementioned charities. to
cultural and social organizations. to neighborhood associations, to organizations
which represent trade and union workers. and it is easy to see why the nonprofit
“market” is SO very competitive.

By definition. a nonprofit organization is one that provides for or fulfills a

public need. for the public good. which may not necessarily be provided by



business or government (Herman. viii). What the vast array of entities that meet
this description have in common is. as Peter Drucker put it. ““that their purpose is
to change human lives™ (Drucker 1989. 198). But this “change™ is taking place. at
least from the government's point of view. within a business context: a context
which presents certain stipulations. expectations, and realities. As their name
implies. nonprofit organizations do not exist to make a profit. which is to say
they are not allowed to make a profit in exchange for services provided. which
would in any way benefit those who have contributed to or sustained the
organization. And. because of their unique position in the economy and society.
non profit organizations are allowed to solicit donations in the form of dollars and
volunteer efforts to support the distribution of the service they render.

[t is the pursuit of those scarce commodities of dollars. volunteer hours. and
yes. even power, that drives a competition among nonprofits which rivals that of
the members of its older brother. the private sector. and which commands
considerable attention from its other sibling. the government itself. In fact. it
could be said that the government has had something of a love/hate relationship
with nonprofits which dates back more than two centuries, but that relationship’s
tensions have escalated to the boiling point over the last fifty years in particular.
The controversy and the subsequent body of laws that have developed for

charitable and service organizations spring forth from two different. yet

intertwining governmental concerns: tax money (or more appropriately.
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nonprofits as shelters against taxation) and the distribution of power. A brief look
at the history of the nonprofit organization over the past 100 years will vield a
greater understanding of the environment in which they operate today. and the
challenges that environment atfords.

At the turn of the century. much of the charitable work in this country which
was not being done by religious institutions was being handled by one of several
multi million dollar foundations. The fathers of the foundation movement.
including rich and powc: il political and social engineers such as Andrew Camegie
and John D. Rockefeller. believed that most of the responsibility of correcting
society s inequalities lay with the what Carnegie termed “men with a genius for
affairs™. They felt that if the American industrial-economic society were to
survive, these elite few had the social and moral obligation to wisely administer
their wealth, devoting it to “institutions of various kinds. which will improve the
general condition of the people: in this manner returning their surplus wealth to
the mass of their fellows in the forms best calculated to do them lasting good™
(Hall 15).

These foundations were markedly different than anything that had ever been
attempted by smaller. more localized charitable organizations. They recruited en
masse the very elite of the academia of the day to research and implement
programs with the explicit goal of reforming social. economic and political life

through mobilization of public opinion. instead of through the traditional political




process. The academic experts would report their findings to those
commissioning the foundations. who would then go directly to the people and
campaign for specific reform. These “philanthropic intentions™ were denounced
by many as nothing more than a means by which the wealthy could affect society
the way they saw fit. while circumventing the democratic political process
(Fosdick 1952). Storm clouds began to form as politicians considered the
implications of what might happen to themselves if too much power shifted into
the hands of those outside of Washington.

Still. in the first half of the twentieth century. the rate of increase in the number
of foundations was staggering. In 1929 there were only 203 foundations with
assets exceeding one million dollars in the United States: by 19358 that number had
ballooned to 2038 (Hall. 20). The major reason for this incredible growth was
easy to understand: with highly progressive tax rates. one of the few ways that
the wealthy could safeguard their interests . maintain control of their enterprises.
and avoid large taxation was by forming or contributing to a private foundation
(MacDonald 36ff). The existing tax laws actually encouraged this transfer of
private resources into activities that certain government economic planners
deemed necessary to the national purpose (Hall 19).

Meanwhile. government took a long. close look at the success of the
foundations. and in many wayvs. began to emulate it. Herbert Hoover instituted

what was called an “associative state™. in which government used its growing




resources to become a sort of co-op for charitable associations to find and help
those in need of food. shelter. and educational development. For some of those
associations. that co-op eventually led. under Franklin Roosevelt. to full scale
federal funding (Hall 18). By the early 1940's. government dollars became the
largest source of revenues for charitable tax-exempt organizations in the fields of
culture, education, health and social welfare. After World War II. for example. the
Gl Bill. along with the National Defense Education Act. provided giant indirect
subsidies to universities. Similarly. the Hospital Construction Act of 1945 made
the government a major player in the health care field (Hall 19).

But despite the apparent good that foundations and other charitable groups
were accomplishing. underneath the surface there were congressional rumblings
about the enormous power. tax breaks. and freedom from regulation which
nonprofits enjoved. The early 1950's began a nearly 235 vear period of
investigation, wrangling. and controversy. in which a nation was trying to come to
grips with philanthropy. both as a philosophy. and as a business. The first round
of concern involved the fear that many non profits might be sympathetic toward
communism. Although most charitable organizations had no political leanings
whatsoever, a few large foundations. such as the Ford. Camegie. and Rockefeller
trusts. were strongly identified with liberal causes or with internationalist foreign
policy initiatives (Hall. 21). Conservative Republican and Democratic leaders

alike. many of whom were building careers on rooting out communist subversion.




began (o target a broad range of private institutions.

The Cox Committee of the House of Representatives began an investigation of
educational and philanthropic foundations and other comparable organizations
which are exempt from federal taxation to determine whether they were using their
resources for the purposes for which they were established. and especially to
determine which such foundations and organizations are using their resources for
un-American an subversive activities or for the purposes not in the interest or
tradition of the United States (Select Committee 1933- 1). After hearing from a
wide array of witnesses on both sides of the issue. the Committee announced that
its findings vielded no proof that foundation funds were being diverted from their
intended use. Those results. however. did little to stifle opposition to foundations
and other nonprofits.

Two vears later another Select Committee was called under the watchful eye of
Congressman B. Carroll Reece (Hall 22). Rccclc mounted a massive investigation
into both the motives for establishing foundations and their influence on public
life. Again. there was little conclusive evidence that any of the foundations or
other organizations investigated were involved with supporting communism.
However. their findings raised many profound questions about the freedom and
power which these so called philanthropic organizations had attained. Among
other things. the Reece Committee charged that foundations were a thinly

disguised amalgam of fortunes over which donors retained considerable control



through the appointment of administrators called “philanthropoids™. This
concentrated power was exerted throughout all levels of society. from research
and education. to the media. to government itself. Even though the Reece
Committee eventually was dismissed as an artifact of McCarthyism. it did raise
serious questions about the seeming proliferation of tax exempt organizations. the
apparent use of many of the those organizations for self rather than public
interest. the lack of government monitoring. and. most important. the lack of
knowledge about the world of the nonprofits (Hall 22).

For much of the next decade there were growing attacks. investigations.
speeches and political debates surrounding this sprawling. growing entity that
seemed to defy any manner of control. These concerns gained increasing attention
in the late 1960's. as rising taxes and inflation increased public tax sensitivity and
brought new cries for tax reform. In response. Congress began hearings on tax-
exempt organizations in February of 1969. The result. after much publicity and
debate, was the 1969 Tax Reform Act (TRA), a landmark piece of legislation
calling for greater accountability of nonprofit organizations. more government
monitoring. and a more stringent standard for a contribution to qualify as a tax
deduction. The TRA. along with the Peterson Committee, a nonprofit self
monitoring group which was formed under the direction of John D. Rockefeller III.
essentially led for the first time to official recognition of what was hardly a

startling revelation: private initiative included not only foundations. but also a




broad range of voluntary groups supported by a mix of public and private funds.
What was startling, however. was the realization that together these millions of
otherwise unconnected groups and organizations constituted a third succinct and
cohesive “sector” of the economy. in addition to the private and government
sectors. This view was further cemented a decade later in 1979 when a private
group of non profit leaders organized an agency called INDEPENDENT SECTOR
(IS). whose purpose was to serve as a “common meeting ground™ for all elements
and viewpoints within the world of non profit organizations, and to represent
their agenda to the public (Hall 23, 24).

The world of the nonprofit was changed forever by the TRA of 1969 and the
recognition of the reality of the third sector. but even greater changes were to take
place in the 1980's. Organizations of all kinds faced new and growing challenges.
starting with the massive budget cuts of the Reagan administration (which
simultaneously increased their responsibility while cutting a good deal of their
federal aid) and continuing with the dawn of the information and technology eras.
One trend in the late 80's and carly 90's was the push for greater
professionalization of the sector. Now most organizations, even those religious in
nature and mission. are headed by professional managers with one eye on the
aroup’s mission, but the other always on the bottom line (Hall 27).

Unfortunately. another significant development in charitable organizations in

the last decade has been the uncovering of several instances of fraud and other
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scams among well known institutions. and particularly their leaders. Jim Bakker
and his PTL ministries cast a skeptical light on all evangelical TV ministries when
it was found that he was diverting contributions from sincere viewers to finance
his own outlandish lifestyle and obsessions (Jeavons 193). And in the spring of
1992. it was discovered that the head of the national chapter of the United Way
was receiving a salary of almost $500.000 a year, setting up relatives to head
subsidiary organizations, and skirting about the globe first class using organization
funds. [t has taken years for local United Way chapters, whose ties to the
national organization are minimal. to convince donors that their contributions at
the local level were not financing lavish jet setting by some corporate snob in
Washington (Jeavons 194). The ongoing Whitewater investigations, which have
become more about sex than money in recent months. at least began with
allegations of misuse of campaign funds and political power. [n addition.
revelations that only a minute percentage of donations to even the finest of
organizations go to the actual work for which the contributor has concern. have
made fund raising all the more difficult.

The whirlwind of history involving nonprofits over the course of this century.
together with the unique economic. political and social elements that are currently
at work. have made for a challenging. sometimes chilling. environment in which
charitable and service organizations must work today. Consider the following

factors:
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First. there is still not a very large body of data available concerning nonprofits
as a separate and distinct sector. A relatively few number of universities even
have separate courses which deal with working in and with nonprofit entities. let
alone entire programs that deal with the unique topics and issues which these
organizations face. Second. it is still not clear even among those strategists and
politicians who have authored recent legislation concerning nonprofit
organizations. just exactly what the body of law says or does not say. expects or
does not expect, includes or does not include. Third. there is almost a
measureless number of different types and forms of nonprofit organizations and
corporations dotting the local and national landscape. For as many causes. as
many issues. as many passions and concerns that exist across this nation. there are
that many and more organizations to match. Trying to monitor them all either at
the state or the federal level is a daunting task. which. nevertheless. must be done.
This results in an enormous amount of paperwork and legal maneuvering which
must be navigated by the leadership of non profits. Fourth. nonprofits. especially
the smaller ones, are in the unenviable situation of having to recruit both
leadership (usually in the form of a governing board) and workers on a volunteer
basis. who may have little or no i1deas as to the inner. evervday workings of a non
profit organization. In mid to large sized organizations. these volunteers are
working along side. or in some cases. even leading. a paid staff. many of whom do

not always share the passion for the cause that the volunteer does. Fifth. raising
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funds to operate a nonprofit is more crucial than ever before, and yet this must be
done in an environment dominated by legal requirements and paperwork.
competition among the plethora of different organizations and causes. a growing
skepticism about where fund raising money goes and how it is spent. and the
challenge of reaching people and companies for contributions who themselves
have limited time and resources.

The challenges of working within this environment lay squarely at the feet of
the leadership of nonprofit organizations. which is to say their governing boards
and the individual who is charged with managing the day to day functions of the
organization (referred to as the Executive Director). It is essential that this upper
level management team be dynamic in their abilities. passionate in their beliefs in
and about the organization. committed to overcoming all obstacles. knowledgeable
of current conditions while remaining forward looking on issues that concern their
organization in particular and nonprofits in general. and always willing to learn and
re-learn, shape and re-shape. think and rethink. In other words they must have
the ability to formulate, articulate. and accentuate a passionate vision to those
both within and outside the organization. This vision would include the mission
of the organization (what the organization stands for). the goals and objectives it
must reach to fulfill that mission. w/y that mission and those goals and objectives

are compellingly vital to the community. the erhics (manner and behavior) it will

employ in which it will fulfill them. and the resources needed (whom and w hat) to
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fulfill that mission.

It is the hypothesis of this paper that there are several key ingredients that
contribute to the effective formation. articulation and accentuation of vision from
leadership to the working body of the nonprofit organization. whether that body
be made up of paid staff. volunteers. or any combination of the two. That
formulation. in equation form. 1s:

Centrality of Executive Director + Effective Board + STEP Leadership
= A staff of workers and volunteers who embrace the organization’s mission.

First. there must be an organization-wide recognition and acceptance of the
centrality of leadership of the Executive Director. This centrality must be
psvchological and functional. and it must be accepted not only by those on the
coverning board and those lower in hierarchy. but it must also be accepted by the
Executive Director himself or herself. The position of the ED is demanding and
difficult. as he or she navigates the organization through the troubled. crowded.
and sometimes convoluted waters of daily operational life. using the policies and
directives adopted by the governing board. And though the board is technically
and legally accountable for the course each organization takes. it is the ED who 1s
usually ultimately held responsible both personally and professionally for the
implementation (or lack thereof) of the mission from philosophy to reality. The
Executive Director will normally relate issues of importance from the board room

to the staff and workers of the organization, and vice versa. He or she is also

usually the most visible personification of the mission. goals and objectives of the
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not profiting from their involvement with the organization, which means they are
receiving their livelihood through other means. This usually implies that they are
not involved on a day by day basis with the organization, and are not always as
“in touch™ with the crucial issues. events. and challenges which the organization
faces as is the Executive Director. This situation presents two crucial
implications: first, the board of a nonprofit needs to make a conscious and
continuing commitment to board development on an individual and group basis:
second. the working relationship between the Executive Director and the board is
vital. and must be marked by trust. honesty. respect. and a two way. free flow of
information. In addition. because he or she is usually more knowledgeable and
aware of the daily issues that confront the nonprofit organization, the Executive
Director must take an active role in board development. This can sometimes be
uncomfortable because of the ultimate subordination of the Executive Director to
the board.

These functional aspects of nonprofit leadership come together for the ultimate
good of the organization when they are involved heavily in the process of
strategic planning. the next key aspect of creating organizational vision. It after
receiving input from all levels of the organization. the board develops a sound.

detailed strategic plan. and then holds the Executive Director accountable for the

implementation of that plan on a day by day basis, then it has taken a giant step

toward igniting a passionate vision among its shareholders. But even if the

T T S
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Executive Director and the Board are fulfilling their responsibilities. and even if
they have formed a logical, working. strategic plan. the organization is still not
guaranteed to have a staff and constituency that is devoted to its mission. Unless
those looking both from within (employees and volunteers) and without the
organization (current and potential donors. the community in which the
organization operates. the government. etc.) see what could be termed a
“legitimate” leadership working at the upper levels to successfully implement the
mission. then the chances these stakeholders will engage in a passionate vision are
minimal. This legitimate leadership would first be characterized by several
individual and group qualities. such as Strength. Transparency. Ethical Behavior.
and the ability to Personally connect with members of the organization and solicit
a passion for its mission and work. The first letters of these particular qualities
together spell out the word STEP. These key ingredients-- the centrality of the
Executive Director whose leadership pervades every aspect of the organization. a
growing, visionary board of directors that is holding itself and the ED properly
accountable in key areas. the development of a sound and functional strategic
plan. and the STEP model of organizational leadership-- will give heart and soul to
the vision of the nonprofit organization: a vision that all involved will buy into. It
is the purpose of this writing to tie all of these elements together into a viable

blueprint for nonprofit organizational success.
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Chapter 2

REVIEW OF LITERATURE

The purpose of this chapter is to review a broad based body of research which
demonstrates substantiation of the Leadership/Strategic Plan/STEP equation.
This chapter will examine separately the different leadership. strategic planning.
and relationship issues which would ultimately work together in the successful
staff and volunteer ownership of the nonprofit organization mission.

I. Leadership Issues [n the Non Profit Organization

One of the central features among existing literature regarding leadership in a
nonprofit organization is the notion that it can be a topsy turvy sort of world. In
spite of the formal hierarchical structure w hich most nonprofits employ that puts
the Executive Director as subordinate to the board. the day to day reality as it is
experienced by the ED. members of the board. and the staff is that the Executive
Director is expected to carry out the dominant leadership role in the organization.
This evervday reality seems to belie what most people believe about how an
organization does and should work. and often puts the ED in the rather
discomfiting position of actually leading those who are, in fact. his direct
employers. This section will examine this delicate and intricate relationship and

how it affects the organization.
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In his Organizations and Organization Theory (1982). J. Pfeffer proposes the
“purposive -rational”™ model in which the board of a nonprofit is seen as the
creator of mission who set policy. oversee the programs of the organization. and
assess financial and program progress through the use of performance standards.
The ED is hired to assist the board. and works under the board’s direction to
accomplish the board’s purposes. This echoes the “managed systems™ model
developed by R. F. Elmore in his Organizational Models of Social Program
Implementation in 1978 (185-228). Both of these models find their ancestry in
Weber's classic description of bureaucracy. which conceives of organizations as
goal oriented bodies under the direction of sagacious decision makers where
responsibility and authority are hierarchically arranged. Other literature on the
subject by J. G. Alexander. M. Bower. Conrad and Glenn. and A. Swanson.
accepts this theoretical notion. which puts the board in the box at the top of the
organizational chart and at the center of leadership responsibility. Indeed. United
States law requires that a nonprofit board be ultimately responsible for the
conduct and affairs of the organization (Heimovics and Herman 137),

[n theory this is all great. [s this. however, everyday reality? The obvious
problem for most nonprofit board members is that they are volunteers who ven
often do not have a great deal of experience when it comes to the inner workings of
the organization. or the time as individuals to get and stay informed. They usually

have jobs of their own. with family responsibilities. and the task of knowing
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enough to even be able to hold the nonprofit accountable and to appraise programs

and services 1s a formidable one. [n his volume. Nonprofit Boards of Directors.
Bevond the Governance Function. M. Middleton concludes that non profit boards

rarely are able to fulfill the demands of the envisioned normative models. Instead
of behaving in the traditional hierarchy mode, Middleton finds that most
nonprofits actually live in a world of “strange loops and tangled hierarchies™ in
which boards retain their legal superiority (which they use only occasionally).
while the ED typically holds the greater information, expertise. and. quite
naturally. a greater stake in the evervday operation of the organization (149).
This is a strange world where the governing legal party is. to a large extent. totally
dependent on a paid subordinate for the facts necessary to make wise decisions.
Heimovics and Herman take Middleton’s conclusions a step turther and
propose the theory of the “psychological centrality™ of the Executive Director. In
their study. which will be discussed at further length later. Executive Directors and
board members were asked about critical event outcomes within their
organizations. In events with successful outcomes. all participants. including
Executive Directors, board presidents and statf. credited the ED with contributing
the most. but recognized the achievements of the board and staff. as well. In
events with less than successful outcomes. all concerned (most especially the ED)
saw the Executive Director as being rhe responsible party. In other words. those

throughout the organization. including the Executive Directors themselves. see the




ED as centrally responsible for what happens in nonprofit organizations. As
Heimovics and Hermann succinctly summarize: the ED is looked to as the person
who will “integrate the realms of mission. resource acquisition, and strategy™
(137). To those within the organization, the ED must assume the role as the most
dominant living. walking. and talking visage of the organizational message. It is the
ED’ s responsibility to oversee a process that builds what M. Sue Sturgeon refers
to in Einding and Keeping the Right Emplovees, as “the right chemistry”™ among
employees. volunteers. implementation of organizational policy. and the
nonprofit’s mission to its environment (336).

In addition to this vital role inside the nonprofit organization. the ED must
work hard toward enhancing what Heimovics and Herman call “external impact™
They specifically address the need of the ED to effectively communicate with
those in government agencies. foundations. accrediting bodies. professional
associations and similar nonprofit organizations. by attending meetings and
lunches. breakfasts and legislative sessions. By effectively representing the
nonprofit in this way. the ED ties the organizational mission to the community
environment in which it will provide its services (143).

Obviously. these responsibilities put the Executive Director at the forefront of
everything a nonprofit organization does both internally and externally. Where
then does the board of directors fit into in the nonprofit recipe? As Heimovics

and Herman point out. this concept of the psychological centrality of the ED
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could potentially point toward either of two possible ED perspectives (140).
First. if in fact. the ED is going to be held dominantly responsible for the success
or failure of the nonprofit anyway. he should simply seize full control. and run
the organization as he sees best. In this scenario the board would amount to
nothing more than a rubber stamp for the more knowledgeable ED’s agenda. If
this involves manipulation of the board on the ED’s part. then so be it. for after
all. he knows what he is doing and has the best intentions for the organization
anyway. But this perspective has dangerous implications because. for one. no
organization can ever fall into the trap of being a “one person show™, and besides.
it 1s the board that is legally accountable to the public good in the first place. not
the ED.

The other possible perspective of psychological centrality, and the one that

will be placed at the forefront of this writing. would be what Heimovics and
Herman refer to as a “board centered™ ED. In this scenario. the Executive Director
would come up alongside the board and mentor them in matters involving mission.
resource acquisition and strategy. with the ultimate goal that they make intelligent.
well informed decisions on matters of importance. In other words. it would be the
ED’s responsibility to ensure that the board know and understand relevant,
encompassing information on relevant issues and concerns that would allow them
to fulfill their legal. organizational and public roles. (140). There would be

constant open communication between the ED and the board and they would

_—.



work as a team to fulfill the organization’s mission.

This 1deal situation. of course. would assume that the board recognizes their
own need for group development. In The Effective Board of Trustees. Chait.
Holland and Taylor point out that one competency of strong boards is the
recognition of the importance of education. They conclude: “Effective boards take
the necessary steps to ensure that trustees are well informed about the institution
and about the board’s roles. responsibilities and performance. As self directed
learners. strong boards consciously create opportunities for trustee education:
regularly seek feedback on the board’s performance: and pause periodically for
self reflection. especially to examine the board’s mistakes™ (26). But what
exactly does the nonprofit board need to learn and apply? The two words that
continue to surface in a study of research about nonprofit boards are
accountability and appraisal. The board itself has as their chief responsibility to
be the body that holds the organization accountable to the public it serves for '
performance and ethical behavior. Nancy Axelrod. the president and founding

executive of the National Center for Nonprofit Boards headquartered in

Washington D. C.. states that “nothing can do more to restore waning confidence

than actions governing boards can take to assure the public that they understand

their role as stewards and guardians and that they are committed to holding their

organizations accountable™ (120), |

In his 1992 volume. Board Assessment of th




Doing? Peter Szanton asks five key questions of board members who are
assessing programs and services:

If we were starting today. would we do it this way?
Do our actions match our mission statement?

How are we like and unlike the best in our field?

What do our intended beneficiaries think of our
performance”

How are the next five vears likely to be different? (11)
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In making this assessment. the board obviously needs to start from the top
down and ask some questions about its own performance, and that of the ED.
Richard Ingram. author of Ten Basic Responsibilities of Nonprofit Boards. states
that boards should occasionally “stand back from their usual preoccupations and
reflect on how the board is meeting its responsibilities. This process should look
at how its membership composition. member process. organization or structure.
and overall performance can be strengthened™ (13). [n addition. the board must
develop a valid and qualitative method appraising the ED. Similarly. John Nason

nsibility

suggests in his volume Board Assessmen
T'o Good Governance. that “one of the most important responsibilities of the
board is to assess the progress and health of the organization. which requires an
appraisal of the performance of the chief executive and of the board itself™ (2).

This need for development of knowledge among the board members so that
thev can realistically and effectively perform their responsibilities of appraisal
and accountability is very interesting combined with the concept of the

psychological centrality of the Executive Director. These two ideas together form




the basis for Middleton's comment about “strange loops and tangled hierarchies .
The ED. because of his expert knowledge ot the day to day workings of the
organization. must essentially take on the role of mentor and advisor to the board.
who in turn will hold him or her accountable. and appraise him or her for his work
as ED.

The following case study. which involves an organization that operates group
homes for the mentally ill. illustrates this concept in action. The organization’s
original facility, called “Tracy House™. was an old decrepit building. in great need
of a total face lift. To make matters worse. operations at the house did not break
even. Surpluses from the operation of other. newer facilities covered the shorttall.
The ED. based on what he was hearing from the network of licensing. funding. and
accrediting bodies. believed that new standards would require modifications that.
combined with no growth in state daily rates, would mean operating the old
facility at an increasing deficit. But he faced another dilemma as well. He knew
that a few of the organization’s board members had a strong emotional attachment
to Tracy House; they had personally painted it and made repairs to meet licensing
standards. The ED realized that he had an education job to do with those board
members. He began to provide an update on state funding prospects, noting the
financial implications for each facility. which made the burden of carrying the
Tracy House deficit obvious. Some time later. he mentioned the possibility of

federal housing funds becoming available for group home construction. observing
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that this would permit the organization to “get out from under Tracy House™. In
this way. when the decision was finally made to sell the house. it was done
unanimously because the board had all of the facts it needed to make the right
decision (Heimovics and Herman. 145).

[n a recent article in the publication Leader to Leader. editor Frances Hesselbein
elegantly stated the need for enlightened nonprofit Executive leadership:

We now see leaders of the future who know that leadership has little to do

with power and everything to do with responsibility. The dispersed leadership

that marks a great organization starts with a shared commitment to mission and
purpose. [t is based on the clear delegation of tasks, and clear accountability
for results. The energy. synergy. and productivity we count on to move the
enterprise forward are determined by how people work together. by the
example that we set every dav. We have to demonstrate that attitude for
ourselves before we can expect it in others.

In subsequent chapters it will be suggested that this “energy synergy. and
productivity™ of which Ms. Hesselbein speaks. can be realized in the cooperative
relationship between a ~board centered™ ED who fulfills the responsibilities of
“psychological centrality™. and a board that recognizes its need for self
development in the knowledge and understanding of how the organization works.
and what it needs to accomplish its mission.

IL. Thinking Strategically
The purpose of this section is to demonstrate that broad research links the

formulation of a sound strategic plan in a nonprofit organization with the concept

of the organizational staff (including paid and volunteer staff) “buying into™ the

mission of the organization on both a professional and emotional level. The




strategic plan. which would be initiated by the non profit ED and board. must
receive major input from all of the organization’s stakeholders for this “buy in” to
become a reality.

First. it is necessary to establish the need for a strategic plan in the nonprofit
organization. [n the “real world™ of private sector companies, the main
organizational goal is obviously to sell enough of brand x or y to make a profit that
is acceptable to stockholders. (And enough is usually more than is actually sold).
In most cases. the strategic plan is formulated within these companies to support
that profit making goal. But in the nonprofit organization there are no
stockholders. and no drive to make a profit on the service provided. The mission
of the organization is already at least somewhat defined by the service that is
being provided. Why. then. would it be necessary to formulate a strategic plan for

a nonprofit? In his volume titled Strategic Planning for Public and Nonprofit
p

QOrganizations: A Guide to Strengthening And Sustaining Organizational

Achievement. John Bryson defines strategic planning as “a disciplined effort to
produce fundamental decisions and actions that shape and guide what an
organization (or other entity) is, what it does. and why it does it (5). The
purpose of this process. according to Bryson. is to help key decision makers to
think and act wisely. One need only contemplate the alternatives to thinking and
acting wisely to understand the urgency for the nonprofit board and the ED to

begin jointly developing the framework for a strategic plan of the organization. In




case studies offered by several experts in the field. it is strongly suggested that
strategic planning can accomplish a great deal as long as leadership really want it
to work. are willing to invest the necessary time. resources and attention to
actually do it. and allow the plan to break out of the board room into the everyday
reality of the organization (see Bryson. 1988: Bryson and Einsweiler. 1988: Stone
and Brush. 1992).

in their book. Plan or Die’, Nolan, Goodstein. and Pfeiffer, suggest that any
organization embarking on strategic planning must face a number of important
questions:

|. What business is our organization really in”

[

What business should it be in?

How will the organization achieve its long term
objectives?

pa

4. How much commitment to those objectives do our mid-
level managers have?

3. How much commitment to the long term objectives do
rank and file employees have?

6. How credible is our top management team? (116)
Nolan. Goodstein and Pfeiffer caution that most of the time strategic planning
is seen as only a top level management function which has very little to do with
the actual everyday running of the organization. They maintain that. although
formulating a vision is vital to an organization. there exists a gap between that

vision and evervday reality. That gap is covered by the strategic plan which takes



into account the needs and responsibilities of everyone within the organization
(34). In order for such a plan to work. and to be caught and implemented by the
entire nonprofit organization. the entire work force. from managers to paid staff to
volunteers to beneficiaries should be brought in to share ideas. feelings. and
concerns. A dynamic strategic plan which includes stakeholder input from all
levels of the nonprofit will provide direction for the organization's mission.
objectives. and strategies, and lays the groundwork for the development of plans
for each of the organization's functional areas. Ideally. a completed strategic plan
would guide each of these areas in the direction the organization wishes to go
(Donnelly. Gibson and Ivancevich. 197). This kind of road map can be invaluable
in getting leadership and staff on the same wave length. and in exciting everyone
about the mission of the organization.

In their internet volume on strategic planning in a nonprofit organization. the
Support Center suggests that a planning process that is designed to include all
board, staff, and other individuals vested in the success of an organization would:

+help to build both internal and external enthusiasm and commitment to the
organization and its strategies. Individuals take on ownership of the goals
and efforts to achieve the stated outcomes

«ensure that an organization’s informational data base reflects the needs
and perceptions of internal individuals and external constituents

sincorporate a level of objectivity into the process. "Outsiders” can
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identify
Jargon or ask critical questions around which "insiders" might make
assumptions
*develop foundations for future working relationships
develop uniformity of purpose among all stakeholders
«establish a continual information exchange among staff. management.
customers, and other key stakeholders.

Strategic planning provides an organization with a doable process for deriving
specific goals and objectives from their missions. In this way, the strategic plan
structures the Executive Director’s work. and provides the board with rational
criteria for determining accountability standards for the ED and the rest of the
organization (Huff 1985). The strategic plan also accomplishes two very
important objectives for paid and volunteer staff. First, it shows them there is. in
fact. a specifically conceived program to take the organization mission from
philosophy to practice in the exterior environment. Second. it offers a clear
context within which to place the efforts and work of the individual and
department in carrying out the mission of the organization. For example. members
of the accounting department of an adoptive agency may never actually see the
Joy of a displaced child when he or she is placed in a loving home. but they can
look at the strategic plan and see in writing how their individual work plays a vital

role in the machinery which places that child. [f used in this manner, the strategic
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plan certainly carries its weight as part of the equation that fuels organizational
passion. Just how the Executive Director and the board of directors can. in
conjunction with the paid and volunteer staff. work to formulate such a strategic
plan will be addressed in the next chapters.

111, An Element rust

The functional aspects of the vision equation account for only a part of the
leadership element. Indeed. if all of the members of the nonprofit board and the
ED were fulfilling their functional responsibilities there would still be an excellent
chance that the paid staff and volunteers would still not be fully impassioned in
the evervday activities that actually carry out the mission of the organization.
That missing element which accompanies the two more widely known factors on
the left side of the equation (functional leadership and the strategic plan) could
very well be the key in unlocking staff passion for that mission.

But before there can be a discussion of actual individual leadership qualities
which help light the organizational fire. there is a very basic question which needs
to be answered about the legitimacy of even including these issues in considering
organizational effectiveness. That question is: Are there really any credible links
between good. sound. hard business practice and the “softer” issues like
sensitivity of the soul. openness. care and concern for others. and so on? Do
~cuddly™ issues merely get in the way. or do they have a profound effect on the

way workers respond to authority and the way they approach their job? In other
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words. are they really valid business issues to talk about alongside productivity.
marketing. and bottom lines?

Author Steven Covey certainly thinks so. In his best-selling books The Seven

expounds on the differences between what he calls the “outside-- in approach™ to
living versus the “inside out approach™. The ~outside in approach™ is Covey’s
way of describing the leader who constantly responds (usually negatively) to the
outer circumstances of life and business. letting those circumstances basically
create them as a person. Covey states that “in all of my experience. | have never
seen lasting solutions to problems. lasting happiness and success. come from the
outside in. Outside in approaches result in unhappy people who feel victimized
and immobilized. who focus on the weakness of other people. and the
circumstances they feel are responsible for their own stagnant situation™ (Covey.
1990. 63). The “inside-out™ approach. on the other hand, is the process of
building into one’s heart and soul (or perhaps allowing to be built) character
qualities such as personal strength. integrity. openness. and compassion and
letting those qualities reflect in words. actions. and general attitude toward life and
others. both in business and non-business areas of life. Again Covey states. “The
deep. fundamental problems we face cannot be solved on the superficial level on
which they were created. We need a new level of thinking--based on principles of

effective management--to solve these deep concerns. We need a principle-




33
centered. character based. “inside--out™ approach™ (1990. 63).

Covey's model of ~outside-in" vs. “inside-out™ roughly parallels Dennis
McGregor's Theory X and Y managers respectively. McGregor believed that the
attitudes managers hold about the nature of people greatly influence their
behavior. He concluded that managers who viewed their subordinates as being
lazy. uncooperative and possessing poor work ethics treat them accordingly
(Theory X). On the other hand. managers who view their workers as being
cooperative. hard working, and possessing positive work habits treat them with
respect and good will (Theory Y). On a practical level, the two attitudes would
react in divergent ways in looking at a worker who. for instance, was having a hard
time meeting standard output levels. Under a Theory X manager. this employvee
would be viewed as lazy and needing constant supervision: under Theory Y. he
would be viewed as perhaps needing further training. What is interesting 1s that
McGregor found each manager paradigm to be a self fulfilled prophecy. Theory X
management creates workers who need close supervision. while Theory Y
management creates workers who are imaginative, productive. and self starting
(Ivancevich, 381, 82). In other words. like the “inside-out™ and transformational
leadership approach of Covey. Theory Y management leads to a level of trust that
is dynamic for a work environment.

In 1971. Dale E. Zand presented a paper to the 17" [nternational Congress of

Applied Psychology concerning trust and managerial problem solving. It
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presented a model of trust and its interaction with information flow. influence. and
control. and reported on an experiment based on the model to test hypothesis
about effectiveness in problem solving. A group of sixteen managers were the
subjects and the independent variable was the manager’s initial level of trust. The
managers were given identical scenarios which depicted a tough business decision
involving a manufacturing-marketing policy problem. But half of them were
introduced to the scenario with a paragraph that described the work atmosphere as
one with trust, openness and encouragement, while the other half were introduced
to the same scenario with a paragraph which described the work atmosphere in
terms of low-trust. extremely competitive. and adversarial. In other words. eight
of the managers went into the problem solving scenario with a prejudgement of
group trust. the other eight with a prejudgement that the members of their group
distrusted each other and the manager himself. The results of the experiment were
very revealing. First. it was found that when a group works on a problem there
are two concerns: the problem itself. and how the workers relate to each other as
they work on the problem. In low trust groups. interpersonal relationships
interfere with and even distort perceptions of a given situation. Finding
comprehensive and realistic solutions in these kinds of settings is difficult because
group members tend to use the problem as an instrument to minimize their own
vulnerability as opposed to funneling energy and creativity into problem solving.

In high trust groups. on the other hand. there is less social ambiguity to hinder




effective problem solving. But what seems even more startling is that this study
confirmed the “spiral-reinforcement” model of organizational behavior. which
states that mutual trust (or mistrust) among members of a group are likely to be
reinforced unless there is a marked or prolonged disconfirming behavior (Zand
182-196)

In his brilliant and inspiring book. Learning to Lead. businessman. consultant.
and lecturer Fred Smith savs. “Leaders get out in front and stay there by raising
the standards by which they judge themselves. and by which they are w illing to be
judged™ (13). Chapter Three will discuss what present day organizational
theorists suggest about what nonprofit leadership (and other leadership) can do to

raise those standards.
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Chapter 3

SELECTIVE REVIEW AND EVALUATION OF RESEARCH

The Dynamics of Effective Leadership

This chapter will focus on a more defined presentation of the Leadership
Equation concept of nonprofit leadership. The ideas of this chapter will center
around how the ED establishes and maintains his centrality. how the nonprofit
board can effectively function with and use that ED centrality. ~ow together with
thorough input from evervone in the organization, the ED and board can develop
a dvnamic strategic plan. and #ow the STEP model works to make that plan, and
the vision behind it. come passionately alive to the paid and volunteer staff of the

organization.

In the film The Ten Commandments. Moses leads the people of Israel to the
banks of the Red Sea. with Pharaoh’s army in hot pursuit. The crowd begins to
panic as they realize that they are trapped between the Egyptian chariots and the
tumultuous waters that lay before them. They know in the back of their minds
that Moses has claimed to be God’s Deliverer. and indeed he had somehow pulled
off a plan to get Pharaoh to let them go to try to find their “Promised Land™. But

all they see now are the circumstances in front of them. and they do not like what
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thev see. They begin to murmur among themselves. and question if it might not
have been better il they had staved back in Egypt. After all. slavery is better than
death. Suddenly. Moses raises his rod to the skies. calls out to the God of Israel.
and a tremendous wind blows upon the sea. lifting a column of waves darting
across to the other side. As the waves work their way from one side of the Red
Sea to the other. they leave a path wide enough for the hundreds of thousands of
Hebrews to follow Moses and walk across. But the people in the middle and in
the back of what must have been a line literally miles long, felt alone and scared to
cross. because Moses was so far ahead of them. They had lost their direct
physical and emotional link to him. And so. when Moses finally makes it to the
other side. his second in command. Joshua. suggests to him that he stand on a
giant rock and lift his arms high in the air so the people can. in his words. “see vou
and have hope™. Moses takes the suggestion and the people are able to make it
through the raging sea. keeping their eyes on their leader. Hours and hours pass.
and at times Moses™ arms get weary from the constant work of holding them high
in the air. In fact. several men take turns propping his arms up so that the people
can still see him. and derive the strength to go on. In the end. all make it safely
across due in large part to the fact that their leader was willing to become the
central focus of their journey through the raging waters.

Although this may be an exaggerated example, the story of Moses is a beautiful

illustration of the centrality of the Executive Leader as suggested by Robert
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Herman and Dick Heimovics. As long as the people felt that emotional bond with
their leader. and as long as they felt as if someone were in control. that someone
was guiding and directing, they were able to believe in the vision and plan to
escape from the Egyptians and find the promised land. This is the way it is in
nonprofit organizations. primarily because of their commitment to a visible.
service oriented mission. When members of that organization are able to see
strong executive leadership as a visible manifestation of that mission. they are
more fully able to become passionately committed to the mission themselves. As
was stated in chapter Two of this writing, Herman and Heimovics have concluded
that evervone in the organization (including the EDs themselves) sees the
executive as centrally responsible for what happens in nonprofit organizations
(140).

But how does the Executive Director become effective in carrying out this

centrality for the ultimate good of the organization? Herman and Heimovics
suggest that there are four specific priorities that the ED must key on to

effectively utilize his centrality:

—_—

: Developing board centered leadership skills

(R ]

: Developing a dynamic inner organization

3: Developing leadership across the boundaries

o

: Learning to use a multiple frames mindset (141-
150)

A discussion of each of these important areas follows.
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ED Priority 21 Developing Board Centered Leadership Skill

The research conducted by Herman and Heimovics involved determining what
behaviors or skills distinguished especially effective nonprofit EDs from others.
They did this by asking several knowledgeable participants (such as heads of
foundations. federally funded agencies. technical assistance providers. etc.) in a
metropolitan nonprofit sector to identify those executives they judged to be
highly effective. Executive Directors that received at least two nominations were
included in the effective sample. A comparison sample was selected from among
those executives that received no nominations. but had held their position for at
least eighteen months. Executives from both samples were interviewed using the
critical event approach described in chapter Two. (The interviewers themselves
were not aware of the sample distinctions.) The single most important finding
was that the effective executive provided significantly more leadership to their
boards. which is to say that they took responsibility for supporting and
facilitating their board’s work. In other words. effective EDs saw the board as the
center of their work.

Herman and Heimovics found this principle to be specifically evident in several
areas of the effective ED’s work:
1) The effective ED works toward facilitating interaction in board relationships.
He or she is aware of and works to see that board members engage in satisfving

and productive interaction with each other and himself. He or she does this
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through skilled listening. and through helping the board resolve differences (141).
2) He or she shows consideration and respect toward board members by seeking
to be aware of the needs of individual board members. and by finding assignments
to meet those needs (142).
3) He or she envisions change and innovation for the organization with the board.
Effective EDs understand that board members need to be apprised of the trends.
forces, and unexpected occurrences that could call for adaption or innovation. and
he or she encourages the board to look for better ways of doing things and doing
better things. He or she constantly challenges the board to think and re-think the
connections among mission. resources (such as money). and strategy.
4) He or she provides useful and helpful information to the board. This means
that the etfective ED shares a// the information. both good and bad. that is relevant
to the board making the wisest decisions for the organization.
5) He or she mitiates and maintains structure for the board. Like other work
groups. the board requires the materials. schedules. and work plans necessary to
achieve their tasks. Effective EDs take the responsibility (along with the board
president) to develop and maintain consistent procedures and to meet the
objectives the board has set for itself.
6) He or she promotes board accomplishments and productivity. The effective
ED helps to set and maintain high standards in areas such as attendance, effort.

and giving. He or she encourages board members to complete tasks and meet
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deadlines.

Herman and Heimovics found that Executive Directors that learn these board
centered leadership skills have hardworking, effective boards who are able to adapt
to and affect the opportunities within the operating environment of the
organization.

ED Priority 22: Developing a Dynamic Inner Organization

It should be emphasized that no organization should ever look to one man or
woman as the “cure all”, or the magician that will wave a wand and suddenly bring
decency and order to evervthing within which he or she comes into contact. And
it must be remembered that every success and failure in an organization cannot be
laid at the feet of the Executive Director. However. it cannot be denied that in a
nonprofit organization. it is the ED who must lay the groundwork for success in
every department. and who must make it his or her business to evaluate the
efficiency of those departments and hold them accountable to realize excellence in
evervthing they do. In other words. the ED must be the organization’s Moses.
the one who stands tall on the rock and raises his arms for all to “see and have
hope™.

The problem that the ED faces is that. like Moses, his or her arms may get
weary and sometimes there are not enough other arms available to keep them
propped up. Many nonprofits do not have the kinds of resources available to

them to hire an elite support staff to help the ED as do private sector companies.
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