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THE ROLE OF THIRD SECTOR IN ECONOMIC CRISES

SUMMARY

The aim of this study was to present the role of third sector in economic crises
with the particular case study of its role in the last economic crises in Europe.

The economic crises brought about a reduction of both government funding and
corporate giving, also decline in income from philanthropy. Most responses from
the third sector were reactive and passive in nature — reduction or freezing of wag-
es, dismissal of workers, shutting down existing and delaying the beginning of new
programs, and the reduction or cancellation of services. However some of the ac-
tions were more proactive. These can be divided into two groups. The first one is ex-
ternal in nature. Statutory activity of the third sector has focused on the introduc-
tion of programs and initiatives designed to counter the effects of economic crises
and increasing the transparency of doing business, in particular financial operations.
The second type of activity is associated with the still unappreciated role of the third
sector as a business player. Nonprofit organizations can ameliorate the impact of an
economic crisis by making efforts to maintain their activity despite zero or negative
rate of return diversifying funding sources and entrepreneurship, increasing coopera-
tion with other sectors (governmental and private).
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180 JOANNA DOMINOWSKA

INTRODUCTION

It is worth looking at the role of institutions in economic crises not just
through the lens of the institution of state. Much has already been said about
that. What is completely forgotten is the third sector and it too, in a cri-
sis situation, can play a material systematizing, disciplinary and even lead-
ing out of the crisis and into growth role. When the crisis is overcome, it is
likely the for-profit rather than nonprofit institutions that will be the driving
force for growth. Traditionally they are backed by a bigger economic poten-
tial, they adopt faster and more dynamically to changing market conditions.
Such is their role and such are the expectations of their closely tied benefi-
ciaries, whom they are meant to serve and produce profits. However, in the
period of stagnation and crisis, institutions of the third sector will survive
longer since they are not expected to generate a profit and they are the ones
that preserve jobs. This article is meant to answer the question as to what role
nonprofit organizations can play in mitigating the impact of economic crises.

1. TERMINOLOGY AND METHODOLOGY OF RESEARCH

There would be no need to devote space in this article to definitions
of institutions if they were understood as it traditionally happens in the new
institutional economy, in which, following D. North!, they are defined as so-
ciety’s rules of the game, limitations of human relationships invented by peo-
ple; legal, administrative and customary relationships of the repetitive human
interactions; systems of formal rules (defined, in terms of forms, i.e. set and
written by man, for example legal norms, property rights) and the informal
ones (undefined in terms of their form). However, in this paper institutions
are understood as per the definition given by N. Acoccella?, who emphasized
that by institutions he understands not just the collections of principles which
regulate in a permanent manner the relations within a certain group of en-
tities (e.g. marriage, private property, the market), but also entities involved
in the execution of these rules in practice and the resources necessary to do

! D. North, The Contribution of the New Institutional Economics to an Understanding of the
Transition Problem, United Nations University World Institute for Development Economics
Research, Helsinki 1997, p. 24; D. North, D. Acemoglu, F. Fukuyama, D. Rodrik, Governance,
Growth, and Development Decision-making, “World Bank Working Paper”, No. 44186/2008,
p- 17.

2 N. Acocella, Zasady polityki gospodarczej. Wartosci i metody analizy, PWN, Warszawa 2002,
p- 15.
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so (e.g. the government, family, the mafia). According to D. North, that other
definition of institutions also extends to the so-called “players”, i.e. organiza-
tions (financial institutions, state institutions, public institutions), such as po-
litical parties, government, agencies, churches, enterprises, clubs that operate
within the framework of rules set by the institutions. These organizations are
created consciously with a specific purpose in mind. It is that second mean-
ing that will be employed in the discussion of institutions in this article and
its purpose is to introduce the third sector as a whole and its individual or-
ganizations as players into that set since, characteristically, they are not listed
as such even as an example.

The term third sector, transplanted from the English language, refers
to the concept of dividing the socio-economic activity of modern democrat-
ic states into three sectors. In addition to the institution of state and public
administration (the first sector) and private for-profit entities (second sector),
there exist organizations which are neither geared towards making a prof-
it nor are they part of the state structures, they therefore constitute the third
sector. Other terms are also used in both everyday and in legal and lawyer-
ly language, emphasizing those features of the organization, which it high-
lights itself or ones which draws attention specifically to that feature. Thus,
there is talk of charitable organizations, or in order to emphasize their non-
governmental nature, of non-governmental organizations (NGOs), social (civ-
ic) organizations, volunteer when one wants to highlight those, whose activi-
ty is based on work of the volunteers. Similarly, in other legal systems various
names are used to describe organizations of the third sector: charitable orga-
nizations, non-profit organizations, voluntary sector or the independent sector.

However, for the purpose of this paper let us stay with the term “third
sector” and let us assume that it includes the many very different organi-
zations: foundations, associations, social organizations which resemble asso-
ciations but are registered on the basis of separate regulations, church and
religious organizations, self-governing business organizations, organizations
of employers, trade unions.

The third sector is primarily the subject of analyses by sociologists, who
follow carefully its manifestations and wonder about the factors and barriers
to growth for this type of organization and the manifestation of a civic so-
ciety. To these studies it is worth adding and indeed one should add the le-
gal elements. Only such an approach will allow a complete recreation of third
sector’s role in crisis, when the first sector, the state sector has failed and
the second, private one, was halted precisely by the crisis.

Historic conditions for nonprofit’s growth in legal comparative frame
in countries of the so-called old and new EU and empirical studies over
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the actions and projects of nonprofit institutions conducted in connection
with the economic crisis of 2008, demonstrated what kind of impact institu-
tions of the third sector may have to mitigate the impact of that crisis and
the impact they may have in the future. The analysis was conducted on two
levels. The first one was defined in this study as an external one, that is sim-
ply as projects which are being carried out by nonprofit organizations in con-
nection with the crisis, that is in order to better research its causes and sourc-
es and more specifically to increase the transparency and honesty in the way
the other sectors conduct their activities, particularly with respect to all types
of financial operations. The second level researched was the proprietary, inter-
nal activity of the nonprofit organizations. The third sector itself conducts op-
erations, including business activities, which are preserved on the market even
longer during the crisis and the employees engaged in those activities have
a chance to retain their jobs longer. In its activity the third sector should serve
as an example of honest business, including in issues such as capital manage-
ment and in doing business only with transparent financial institutions, whose
resources come from a known source.

2. NONPROFIT'S POLICIES AND ACTIVITIES AGAINST CRISES

In times of crisis the scale of unsatisfied social needs is growing while
the available financial resources, both public and private ones, shrink. While
an economic crisis causes the decline of economic activity, it does not have
to lead to stagnation of institutions of the civic sector; on the contrary
it can promote social legitimization of its activities. Nonprofit sector or-
ganizations are becoming more needed in a crisis but are able to “do less”
when it comes to the provision of social services and the involvement of fi-
nancial expenses. They can, however, design new solutions, focusing not on-
ly on some of the symptoms but on tackling the root causes of the financial
crisis. Financial crisis is a window of opportunity for non-profits to create
a watchdog system to rein in financial speculation and provide civil society’s
oversight of markets®.

Organizations of the third sector have plenty of experience in operating
under the conditions of contractual weakness, arising above all from the strong
information asymmetry. Consequently, they have developed the modes, rules,
sets of procedures which lead to, at the very least actions on behalf of the par-

* H.K., Anheier, Neue Wichter fiir die Banken, “Die Zeit”, No. 10/2010, http://www.zeit.
de/2010/10/Finanzkrise-Forum (9.08.2015).
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ty which taken on more risk (less informed and one investing its own resourc-
es), if not leveling the information asymmetry altogether and thus increasing
the transparency of such situations. It is these mechanisms that can be uti-
lized perfectly in times of crises®. Nonprofit sector can provide the much-
needed resources to build the necessary infrastructure so that civil society can
bridge the information asymmetry and effectively monitor business.

Wohether it happens or not, that depends on the approach of specific so-
ciety and the legal system to the third sector. In a crisis the role of the third
sector cannot be reduced merely to the development of a civic society, i.e.
to having the people perform various actions together, regardless of the re-
sult of these efforts. Since state institutions, including control and supervi-
sory ones, have failed, its role is also no longer reduced to that of reliev-
ing the state in the performance of public functions (the subsidiarity theory).
In an economic crisis, the third sector’s role is perceived mainly according
to the theory of pluralism, which highlights autonomous activity and hetero-
geneity of the society. Role of the third sector is seen not so much as being
complementary (as in the subsidiary model), but in creating a counterweight
to the state and a field for self-realization of various social initiatives inde-
pendently from the state. The role of social organizations is precisely to com-
plement the state’s actions in controversial areas and by their very nature mi-
nority-focused ones and perform control functions in others, especially where
the information asymmetry is the greatest’.

Consequently, the role of the sector’s external activities in mitigating
the effects of economic crises can be roughly grouped into three categories:
1) research initiatives aimed at rethinking financial and economic framework
both nationally and internationally; 2) advocacy campaigns aimed at promot-
ing transparency; and 3) projects to support ethical investment.

Let us follow several specific and characteristic initiatives in these groups.
Within the first group the following initiatives deserve a particular attention:
— the New Era Economics program of the Institute of Public Policy Research,

in UK®, the New York-based Institute for New Economic hinking’, New
Economics Foundation® — all of them to promote the need to complex
approach in new economy — economy after crises and to run high quality,

* J. Bugajski, Ekonomia spoleczna, nowosc nie tylko polska, http://www.sprawynauki.edu.pl/in-
dex.phpPoption=com_content&task=view&id=1443&Itemid=1 (09.08.2015).

> M. Kisilowski, Prawo sektora pozarzqdowego. Analiza funkconalna, Lexis Nexis, Warszawa
2009, p. 121.

¢ Institute for Public Policy Research, (22.04.2016).

7 Institute for New Economic Thinking, http://ineteconomics.org (22.04.2016).

8 New Economics Foundation, http://www.neweconomics.org (22.04.2016).
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ground-breaking research that shows what is wrong with the current econ-
omy and how it can be better;

— the High Pay Commission, investigating the salary gap in the public and
private sectors’;

— the Financial Transparency Coalition', group that brings together civ-
il society and governments around the world to advocate around six poli-
cy areas for financial transparency — public country-by-country reporting
of sales, profits, and taxes paid by multinational corporations; public regis-
ters of beneficial ownership of business entities; automatic cross-border ex-
change of tax information; open data; ensuring that the institutions making
international standards are equitable; holding the enablers of illicit financial
flows accountable. This last issue costs developing countries nearly a tril-
lion dollars each year;

— Die Initiative Neue Soziale Marktwirtschaft (the Initiative New Social
Market Economy — INSM)? — a cross-sector, cross-party NGO that
supports fair competition, entrepreneurial freedom, redistribution of wealth,
equality of opportunity and a responsible policy of generational equity. It
is funded by the employers” associations of the metal and electrical indus-
tries. The initiative supports the trend of new social economy in Germany®.

Within advocacy campaigns aimed at promoting transparency following
campaigns had been initiated:

— the Bretton Woods Project™ promoted by ActionAid to monitor the poli-
cies of the World Bank and the IMF — this project officially promotes it-
self as critical voices on the World Bank and IMF;

— the Tax Justice Network, fighting against tax havens;

— the Washington-based Bank Information Center’® — to protect econom-
ic, social, cultural, and environmental rights; monitor high-risk or other-
wise problematic projects throughout the world financed by Multilateral
Development Banks (MDBs) like the World Bank Group, and to organize

° High Pay Centre, http://highpaycentre.org (22.04.2016).

10 The Task Force on Financial Integrity and Economic Development.

"' D. Kar, B. LeBlanc, I/licit Financial Flows from Developing Countries: 2002-2011, http://
iff.gfintegrity.org/iff2013/Illicit_Financial Flows_from_Developing Countries_2002-2011-
HighRes.pdf (09.08.2015).

12 Initiative New Social Market Economy, http://www.insm.de (22.04.2016).

B K.G. Binmore, The Evolution of Fairness Norms, “Rationality and Society”, Vol. 10,
No. 3/1998; W. Kerber, S. Hartig, Tbe Rise and Fuall of the German Miracle, “Critical Review”,
Vol. 13, No. 3-4/1999, p: 337-358.

4 Bretton Woods Project, http://www.brettonwoodsproject.org (22.04.2016).

> Bank Information Center, http://www.bankinformationcenter.org (22.04.2016).
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workshops on issues like access to information and coordinate on project
monitoring with civil society partners around the world;

— the Fair Pay Network'¢, advocating for decent and proportional salaries;

— the British research and advocacy network Corporate Watch'/;

— the initiative Corporate Europe Observatory'®, focusing on the power
of lobbies at the European level.

Within promoting ethical investments III sector has always been ac-
tive and the crisis has led to the creation of numerous international proj-
ects, such as:

— Your Ethical Money” — which is an independent, nonprofit recourse
on ethical money;

— the groundbreaking charity that promotes Responsible Investment by pen-
sion funds and fund managers Fair Pensions®;

— and finally it is worth mentioning the rapid and direct response of the third
sector to the crisis, namely the Social Business Tour, conducted by Erste
Stiftung initiative*, which took place from May to October 2010, the Tour
offered information and encouraged the sustainable initiatives of social en-
terprises in six capitals from East and Central Europe (Belgrade, Bratislava,
Bucharest, Budapest, Prague, Vienna)*.

Although often focusing on specific issues and only marginally on fi-
nancial transparency and accountability, some of these initiatives are becom-
ing interesting “incubators” to test the feasibility of an international watch-
dog movement of financial markets. What is also important is that they also
promote international cooperation on several levels, not merely at the lev-
el of nonprofit organizations, but also collaboration with the governments
of various countries and with the entire public sector in general.

16 Tax Justice Network, http://www.taxjustice.net (22.04.2016).

17 Corporate Watch, http://www.corporatewatch.org (22.04.2016).

18 Corporate Europe Observatory, http://corporateeurope.org (22.04.2016).
1 Your Ethical Money, http://www.yourethicalmoney.org (22.04.2016).

? FairPensions, http://www.fairpensions.org.uk (22.04.2016).

21 ERSTE Stiftung, http://www.erstestiftung.org (22.04.2016).

2 Ibidem.
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3. PROPRIETARY ACTIVITY
OF NONPROFIT INSTITUTIONS DURING A CRISIS

3.1 BUSINESS ACTIVITY OF NON — PROFIT INSTITUSIONS

Organizations of the third sector were allowed to conduct business activ-
ities, not without reservations, both legal and social, or more properly the le-
gal ones were the result of social objections®. For years it was believed that
organizations of the third sector should not be involved in business activi-
ty. This, of course, was done to ensure doctrinaire purity of the construct, but
due to the very practical consequences associated with the fact that nonprofit
organizations are granted a number of legal privileges, including fiscal ones.
In order to obtain and then retain those privileges, an organization must re-
main nonprofit, otherwise it would constitute an unfair competition for orga-
nizations which operate openly on a for-profit basis, which may not take ad-
vantage of public privileges.

The economic crisis has accelerated that the business activity of third sec-
tor turns out to be in many respects more durable and more resilient to cri-
ses than the activities of for profit organizations. An argument is raised that
conducting such activities does not violate the nature of nonprofit institu-
tions, whose essence is not that they are not turning a profit, but rather that
profit is not the superior or the sole goal, but is instead subordinated to the
achievement of another goal. That very feature allows the business of a non-
profit to survive market gyrations. Any kind of a profit gives them the basis
for growth or at least surviving while the same rate of return in a for-prof-
it institution — especially due to expectations of their investors, shareholders
and all other beneficiaries able to claim payment of their funds, would even
be the basis for the withdrawal from business activity.

The advantage of the third sector in a crisis is also that, which in the
second sector is the source of defeat in business — that is limited flexibility.
When demand falls, nonprofit organizations have much lower chances to re-
duce their market share than the for-profits, precisely because they are less
flexible and slower to react to market changes. They stay on the market lon-
ger because, due to different basic goals, even a zero rate of return is often
sufficient for them. Of course they close some projects, limit others and more
often and on a wider scale use the work of volunteers, but it is precisely that,
which allows them to survive.

% Still not in all the European countries or even the EU — in Austria for example it is in-
admissible for a foundation to conduct a business activity.
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The thing that also makes nonprofit organizations resilient to crises is al-
so the type of activity they conduct in the first place, particularly in business.
The choice of the subject of activity of nonprofit organizations has a dif-
ferent significance than the selection of activity in a for profit organization.
In the case of enterprises, the expected income has a material significance and
with respect to nonprofit organizations, it is the achievement of some superi-
or goal. In a crisis this activity geared towards profit-making loses out much
faster than the one focused on achieving a specific goal. It turns out then, that
nonprofit institutions can be more durable on the market and therefore con-
duct their activity and maintain jobs for a longer period of time; more on this
is in point 5.

3.2. ETHICAL BUSINESS ATTITUDES OF THE NONPROFITS

Nonprofit organizations can also support exiting from the crisis by their
attitude in all of their activities, both economic ones and those focused on the
achievement of their statutory goal. This consists of the supporting and pro-
moting the fundamental value of ethical investment and that is transparen-
cy in two aspects: the way in which resources are being accumulated (“where
does the money come from?” “was it generated ethically?”) and in adminis-
trating their endowment and capital. It is the third sector where cooperation
exclusively with ethical banks, using pension funds to promote social welfare
investments, and demanding full transparency and accountability on the part
of their banking counterparts should be basic and unquestionable rule. By re-
thinking their internal and external functioning, including their own salary
policies and housing and representation expanses and their investment policies
(and making all of this public), nonprofit organizations can already make first
steps to reshape the financial system. Whether concerned exclusively with so-
cial welfare issues or some other areas, these changes should be part and par-
cel of any public-benefit organization.

4. THIRD SECTOR AS AN EMPLOYER

The role of nonprofit institutions in mitigating effects of economic cri-
ses is also associated with the significance of these institutions as an employ-
er. However, in this field there are still very significant differences visible, even
within the European Union, between countries of the former socialist block
and the “old” democracies of Western Europe. The most comprehensive studies
of the third sector globally have been conducted since 1995 as part of the Jobn
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Hopkins Comparative Nonprofit Sector Project. As part of this program it was
determined that the third sector engages between 14.4% and 0.4% of the eco-
nomically active part of the population of individual countries (the survey was
conducted in 35 countries), of whom between 40% and 80% are working for
pay and 20-60% are volunteers. The third sector is bigger in economically de-
veloped countries (on average it engages 7.4% of the employees) and is signif-
icantly smaller in the developing countries (1.7% of the employees engaged).
It is invariably a huge employer in countries with a long-term tradition of the
development of civic society*’. In the Netherlands, Belgium, the US, the UK,
Norway and Sweden, the third sector accounts for respectively 14.4%, 10.9%,
9.8%, 8.5%, 7.2% and 7.1% of paid, economically active part of the soci-
ety. Meanwhile, in countries such as the Czech Republic, Hungary, Slovakia,
Poland and Romania, it is only 2.0%, 1.1%, 0.8%, 0.8% and 0.8%%*. Even af-
ter a generation since the fall of the Berlin wall, there is still a gap between
the strength of the third sector between old and new member states of the
EU, which shows that whilst civil society can emerge as a spectacular catalyst
for change, growing it is a long-term process™.

Within the group of post-communist countries it is also important that
the number of nonprofit organizations using paid work is as low as in the
1980’s, when this sector was just emerging. Nonprofit organizations have not
held out against the economic crisis in those countries. Compared to 1997,
paid work was offered by a much lower number of organizations surveyed.
The share of organizations possessing any kind of paid staff in Poland fell
by 8%, while the share of organizations having staff employed on the basis
of regular contracts of employment fell by as much as 16%. Organizations are
unable to retain salaried staft and are therefore only using paid work based
on temporary job contracts — hence the increase in the percentage of orga-
nizations that were only employing staft based on temporary project contracts
and commission contracts (an increase by 9 percentage points). According
to the state at the end of 2012, only 39% of organizations surveyed have used
any kind of paid work — 22% were hiring staff based exclusively on tempo-
rary contracts and just 17% had at least one salaried employee. Differences

2 H.K. Anheier, L.M. Salamon, The Nonprofit Sector in Comparative Perspective, [in]:
W.W. Powell, R.S. Steinberg (eds.), The Nonprofit Sector: a Research Handbook, Yale University
Press, New Haven and London 2006, pp. 96-99.

% 'The Johns Hopkins Center for Civil Society Studies, http://ccss.jhu.edu/wp-content/
uploads/downloads/2013/02/Comparative-data-Tables_2004_FORMATTED_2.2013.pdf
(09.08.2015).

26 'T. Venables, Rough Guide to the Impact of the Crisis on the Third Sector in Europe, “CIRIEC
Working Paper”, No. 07/2015.

EKONOMIA | PRAWO. ECONOMICS AND LAW, VoL. 15, No. 2/2016



THE ROLE OF THIRD SECTOR IN ECONOMIC CRISES 189

in the scale of the use of paid work clearly show the heritage of the 50 years
of totalitarian governments in Central and Eastern Europe. Boosting the sig-
nificance of the third sector as an employer should be a priority for new EU
countries, in times of crisis it could prove to be a more reliable employer than
private entrepreneurs.

Combining the discussion in this and the previous chapter one must al-
so notice that third sector organizations can mitigate effects of crises also
through their very presence on the market, they conduct business activity, em-
ploy staff based on temporary contracts, collaborate with other entities regard-
less of what they do.

5. RESULT OF RESEARCH

Summarizing the theses of this article it should be emphasized that
the most important in-put of third sector to fight the crises is when it makes
use of it’s convening capacity to connect experiences and provide a neutral lo-
cus for interaction, networking, and cooperation both internationally and na-
tionally, also at the regional and very local level. By getting involved, direct-
ly or indirectly, to support civil society’s action as a watchdog of the financial
sector and sustain a full-fledged social movement, third sector may help cit-
izens keep finance in check starting from very local up to international lev-
el”’. However it has to be underlined that nonprofit organizations are ac-
tors of civil society only up to the extent, to which democratic societies allow
them, creating a specific legislative framework and financial background.

CONCLUSIONS

The role of third sector organizations in a contemporary economy in gen-
eral and the mitigation of the impact of economic crises in particular is grav-
er and more serious than would typically be ascribed to them. A critical civ-
il society will be able to introduce such rules for the operation of the third
sector that will retain a proper balance in relation to the first and second
sector. Nonprofit organizations should be seen as a guarantor of transpar-

¥ L. Fioramonti, E. Thumler, 7be Financial Crisis and the Nonprofit Sector: Can Philanthropic
Foundations Support the Creation of a Civic Watchdog of International Finance?, “The International
Journal of Not-for-Profit Law”, Vol. 13, No. 3/2011, http://www.icnl.org/research/journal/
vol13iss3/art_1.htm (09.08.2015).
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ency and good governance. These, in turn, are the two core values needed
for the development of responsible financial institutions, strengthening social
welfare and, ultimately preventing future and mitigate the existing econom-
ic crises. Plans for risk management, crisis response, and crisis communica-
tion can mean the difference between going under and getting back on track.
While many of the steps required in the development of such plans are use-
tul for coping with crisis, others are good practices even under normal cir-
cumstances. This means for the most being fiscally responsible, establishing
strong communication policies, protecting employees and volunteers, and cre-
ating an efficient managerial structure. Final conclusion is also that closing
the gap between countries with long democratic tradition and new EU coun-
tries is bound to be a slower process as a result of the crisis.
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