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CHAPTER 7

HOW NONPROFITS CLOSE

Using Narratives to Study
Organizational Processes

Beth M. Duckles, Mark A. Hager, and Joseph Galaskiewicz

INTRODUCTION

Organizational theorists have long been interested in why organizations
close. These theories attribute closure to newness and small size (Hannan
& Freeman, 1989; Stinchcombe, 1965), an inability to reproduce commit-
ment (Starbuck, Greve, & Hedberg, 1977), intra-organizational conflict
(Levine, 1978), the lack of human resources and management skills, unfa-
vorable niche condidons (Carroll & Swaminathan, 2000; Hannan & Car-
roll, 1992), the lack of organizational sociopolitical legitimacy (Singh,
Tucker, & House, 1986), the lack of connections to other organizations
(Baum & Oliver, 1991), and the completion of the organization’s mission
(Levine, 1978). Most of the studies of organizational closure focus on
uncovering various correlates of failure. Except for Sutton (1987), few
examine the ways that organizations close. This paper focuses on how orga-
nizations close—the process of closure—looking at how events unfold in
the process of closure.
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We add to the literature by arguing that some features of nonprofit
organizations, which the extant literature has ignored, may affect how they
close. In particular, we focus on the non-distribution constraint and the
mandate to provide community benefits. After developing a model for how
and why nonprofits might close and representing these in event structures,
we test these stories describing closure against the stories of closure as told
by former executives and board members of 31 nonprofit organizations
that closed between 1980 and 1994 in the Minneapolis-St. Paul metropoli-
tan area.

STORIES ABOUT NONPROFIT CLOSURE

Researchers have begun to recognize that the character of nonprofit orga-
nizations can affect why and how they close. In contrast to strictly ecologi-
cal studies of nonprofit closure (e.g., Hannan & Freeman, 1988; Minkoff,
1997), researchers have noted that factors distinctive to the nonprofit form
affect the rate of dissolution. For example, Singh, Tucker, and Meinhard
(1991) and Singh et al. (1986) discussed the vulnerability of voluntary
social service organizations to external constituencies and evaluations,
because of the difficulty of measuring performance using conventional
output or process measures. Baum and Oliver (1991) argue that people in
Toronto viewed nonprofits as more appropriate providers of childcare ser-
vices. People feel that for-profit providers are more interested in profits
than quality care. In contrast, nonprofits are typically viewed as more “ori-
ented toward community responsiveness, noncompetitive behavior, coop-
erative activities, social image, and the fulfillment of social needs” (Baum &
Oliver, 1996, p. 1388). They see this legitimacy as a hedge against closure
and important in explaining how nonprofit childcare providers coped with
competition. Hager, Galaskiewicz, and Larson (2004) also focus on the fact
that nonprofits are often tied to larger institutional structures, for instance,
the government, but also noted that they often have ties to donors and vol-
unteers. Because of their orientation toward community service, these
organizations can draw on the goodwill of the community, which can
buffer them from the liability of newness. Because donations and volunteer
time are “free” to the organization, the nonprofits have more slack than
their business counterparts whose employees and investors are looking for
financial returns.

This paper focuses on two institutional aspects of the nonprofit organi-
zation that previous research on closure has not specifically addressed: the
non-distribution constraint and the community benefit purpose of the
organization. The factors that the above studies have focused on are more
prevalent in nonprofits than for-profits; for instance, ambiguous technolo-
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gies (Singh et al., 1986), dependence on government funding (Singh et al.,
1991), favorable public opinion (Baum & Oliver, 1996), and donations and
volunteers (Hager et al.,, 2004). However, these factors are not unique to
the nonprofit form nor does each and every nonprofit share these traits.
Instead we focus on two institutional norms that uniquely bind private non-
profit organizations: the non-distribution constraint, and, for public chari-
ties in the United States, the expectation of community benefit.

Nonprofit organizations are constrained by the non-distribution
requirement, which requires any organization acquiring tax-exempt status
as a nonprofit organization to refrain from distributing any profits to pri-
vate parties (Simon, 1987). The organization is not forbidden from gener-
ating a profit; however, private individuals either inside or outside the
organization cannot personally benefit financially if the organization does
make a profit. For instance, upon dissolution, the earnings from the sale of
organizational assets may not be distributed to individuals but must be
passed on to another nonprofit organization or used for some public pu-
pose. Recently, this has been demonstrated in the creation of new health
care foundations upon the sale of nonprofit hospitals to business owners
and investors (DelLucia, 2001).

The significance of this constraint is that mission or non-financial goals
are more important than earning a profit. These are what drive straregy,
program planning, and policies. Examples of non-financial goals include
increasing literacy, working toward social justice, feeding the hungry or
providing better housing for the poor. Consequently, goal attainment or
failure should be an important part of a nonprofit’s closure story. While a
particular initiative in a business may succeed or fail, it makes little differ-
ence if there are no “bottom-line” implications. However, in a nonprofit
where non-financial goals are important, failure may lead to serious morale
problems inside the organization and a crisis of legitimacy among external
stakeholders, while success may mean that the organization is no longer
needed in the community. ‘

Clearly then the personal commitinent of administrators, employees,
and volunteers to the organization's goals is very important in nonprofits
(Hager et al., 2004). While this seems obvious for volunteers, paid person-
nel often derive “psychic rewards” by working for nonprofits (Young,
1987). If a non-financial mission is driving strategy and program activities,
then personnel must buy into the mission, at least to some degree, in
order to accomplish organizational ends. Unless the organization is a “for-
profit in disguise” (Weisbrod, 1988), in other words, plowing surplus back
into salaries and perquisites, the success of the organization will depend
upon personnel believing in the goals of the organization and figuring
out ways to accomplish these ends. This makes people and their values/
beliefs very important to the organization and the organization very vul-
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nerable to people’s feelings. Indeed, if administrators, employees, and vol-
unteers no longer believe in the stated goals, there is very little to compel
them to further the organization’s mission. These are issues that busi-
nesses need not worry about inasmuch as people will still work for pay
even if they do not believe in the goals of the organization.! Consequently,
if insiders’ commitment to the nonprofit falters and/or they leave, it jeop-
ardizes the organization. These are major events. If conflict erupts, the sit-
uation may be desperate since it suggests that people are not all working
toward the same ends.

Another consequence of the non-distribution constraint is that it is diffi-
cult to evaluate the organization and its outputs. As noted by Frumkin and
Galaskiewicz (2004), nonprofits’ outputs are often indivisible and out
comes cannot be measured until far into the future. Without the “hard
data” which businesses rely on for their measures of effectiveness, such as
sales, stock market price, and net income, nonprofits have to rely on other
indicators. For example, they may measure number of volunteers or
employees, donations, numbers served, and total revenues. But these are
input measures, these measures do not get at outcomes, and many non-
financial goals have to do with outcomes, such as a healthy and educated
citizenry, greater appreciation of art and music and social justice (Herman
& Renz, 1999). Alternatively, one measures the process of evaluation
instead of actually measuring inputs, outputs, or outcomes (Forbes, 1998).
Evaluation is thus socially constructed or negotiated by those in the organi-
zation. Our point is that non-financial performance is much more difficuit
to measure than financial performance.

One consequence of this is that it is difficult to make strategic decisions
with respect to mission, since information feedback on performance is not
readily available. Different alternatives can appear attractive, but there is
no way to evaluate them with any rigor. In a crisis situation this can be dev-
ilish. Without clear criteria to make decisions, nonprofits are prone to
experimenting and can overreact to situations and change radically. On
the one hand, they might expand operations by recruiting new members,
procuring a new grant, hiring new administrators, or moving into new
product lines. They could also merge with or acquire other organizations.
On the other hand, they can contract by divesting assets, terminating prod-
uct lines, or firing people. While they may be able to calculate the potential
financial benefits or liabilities of each option, there is little way to measure
the potential impact on outcomes and thus goal attainment.

While nonprofit organizations may be very flexible and responsive to
their internal situation and external environment, they may be too fluid
for their own good. Hannan and Freeman (1989) warn that every time
organizations change they raise doubts about their reliability and account-
ability. If they expand operations or merge with another organization,

How Nonprofits Close 173

organizations have to learn new routines and figure out how to structure
roles and restructure incentives. Learning imposes costs on organizations
and puts them at a competitive disadvantage vis-a-vis more seasoned pro-
viders. If they contract, they lose capacity (skills and resources) and
become weaker. This may also signal the outside world that they are “in
decline” which will only exacerbate their problems. Thus, while it may be
tempting to change course, the outcomes are not always beneficial.

It is also the case that certain nonprofits, specifically public charities, are
expected to benefit the community rather than just members or owners
(Simon, 1987). That is, they are expected to provide socially desirable but
economically unprofitable goods and services, which the government
decides it will not or cannot produce (Weisbrod, 1988, 1998). These ser-
vices include education, religion, amateur sports, prevention of cruelty to
children and animals, elimination of prejudice and discrimination, and
relief of the poor, distressed, or under-privileged.? In exchange for provid-
ing these community benefits, charities are given access to tax deductible
contributions, and some are given exemptions from property and sales tax
as well as reduced postal rates. Because they are ostensibly public-regard-
ing, charities need to be cognizant of how the community evaluates them.
If a charity’s bona fide is called into questioned, the community’s percep-
tions of the organization become crucial. In this respect they are more vul-
nerable to issues of legitimacy than businesses (Baum & Oliver, 1991,
1996). Thus events like a funder terminating a grant or clients no longer
using the services of the organization or the public signaling that it does
not want its services can be crucial. In many respects, this sounds familiar
to Stinchcombe’s (1965) account of how newer organizations have (o
worry more about their relations to stakeholders. However, in our story this
is endemic to all nonprofits whatever their age. If a public charity loses its
legitimacy in the community, it may lose its community’s support.

This is not to say that finances in nonprofits are unimportant. However,
their role in the organization is different from businesses where they are an
end in and of themselves. In contrast, in nonprofits financials are the
means to achieve non-financial ends. As James (1986) argues, nonprofits
will often subsidize unprofitable mission-related activities (for instance,
running a soup kitchen) with profitable activities that are not central to the
mission (such as selling cookies, auctioning off prizes, hosting a golf towr
nament, or doing fund raising). If profitable activities fail to generate
enough revenue to subsidize mission-related activities, then the organiza-
tion has a financial crisis. This, in turn, can lead to program failure (insuffi-
cient funds to support mission-related activities) or to a loss of external
legitimacy and support (no one wants to support a losing organization).
Alternatively, program failure or the loss of external legitimacy can create a
financial crisis, because of a loss of revenues. The causal ordering can go in
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either direction. Nonetheless, financial performance is important in non-
profits as it is in all organizations; however, it fits into the organization’s
story somewhat differently than in the case of businesses.

PUTTING A MODEL TOGETHER

Sutton (1987) gives us a scenario for how organizations close. He argues
that the death process proceeds in identifiable stages. The first stage
includes efforts by members to avert organizational demise. Most of the
examples given by Sutton included what we would characterize as radical
change. The organization tries to do something different to increase the
organization’s legitimacy, the flow of resources or efficiency. In the same
period, rumors would fly about the organization that it was on the verge of
closing and panic would set in. If turnaround efforts were unsuccessful,
managers would then announce that closure was inevitable and begin to
dismantle the organization. Often an official closing date is announced. In
response, people feel depressed or sad and some feel angry with manage-
ment. The next stage involves both disbanding and reconnecting tasks. Dis-
banding tasks sever ties between the organization and its members, clients,
suppliers, and even physical objects and settings. Reconnecting consists of
establishing links between these elements—especially members, employ-
ees, and clients—to other organizations. Finally, management makes a
statement that the organization is defunct, the entity closes, and in some
cases parting ceremonies are held.

Owur goal is to speculate on how nonprofits, and particularly public char-
ities, might close. If we modify Sutton’s (1987) general framework to fit the
nonprofit organization, we would speculate that the sequence of events
might follow the scenarios in Figure 7.1. Here we argue that, if an organiza-
tton fulfills its mission (Mission Completion), people inside the organization
will lose interest in the organization, begin to leave, and there may be some
bickering over how to close down operations or whether the organization
should find a new mission (Loss of Internal Commitment). After that, the
organization simply closes. Nothing is really done to change the situation,
since the organization has accomplished its mission and need not go on.

In contrast, a failed program (Program Failure), losing the support of
external stakeholders (Loss of External Commitment), or a serious financial
problem (Financial Crisis) should lead to the kind of frenetic change activity
that Sutton described. A financial crisis may precede program failure or a
loss of external support; alternatively, a loss of external support or program
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Mission Program Lack of External

Completion

Failure Commitment

l | l

Organization Expansion or Contraction

Lack of Internal

Commitment

Figure 7.1. Model of organizational closure for nonprofit organizations.

failure may precede a financial crisis. Whatever the sequence, nonprofits
will respond with an effort to change the situation. Thus, the image is an
organization desperately seeking a way to do something right in the face of
a crisis. It may divest assets, downsize or fire staff (Contraction) or it may
aggressively recruit new members, hire new people, expand their offerings,
go after a new grant, or merge with another nonprofit (Expansion). We sus-
pect thac if the situation stabilizes and the organization returns to equilib-
rium, then the crisis is over. However, as Hannan and Freeman (1989)
warn, organizational change can be problematic. If the organization
expands operations or merges, it is learning how to do new things at a tiine
when it needs stability and clear direction. If the organization contracts
operations, it loses capacity and may appear to be faltering in the eyes of
stakeholders. If these measures fail, then the next stage of Sutton’s story
plays out: insiders walk, those who are left have a lower level of commit-
ment to the organization, and conflict is common (Loss of Internal Commit-
ment). At this point, people begin to connect with new causes and the
organization has closing ceremonies.

NARRATIVES

Scholars in social and formal organization have a history of deep descrip-
tions and careful inferences that are drawn from lengthy periods of obser-
vations and interviews. At best, this research allows a clearer understanding



176 B.M. DUCKLES, M.A. HAGER, and J. GALASKIEWICZ

of complex organizational processes. Selznick’s work is emblematic of this
research in his analysis of local economic and political control (Selznick,
1949) and co-optation of organizational processes (Selznick, 1952). The
past 50 years have included a decided shift in scholarship of social and for-
mal organizations. Such scholarship has come to be known as “organiza-
tional science,” and most of this work reflects the positivist approach that
such a name implies. As in many disciplines, large-N quantitative analysis
has supplanted deep description as the primary means of studying organi-
zational processes.

Whatever advances might be claimed from the trend toward quantita-
tive analysis of organizations, the disadvantages are stark. The sharpest
shortcoming is the diminution of complex descriptions of organizational
processes, especially across individual, group, organizational, and commu-
nity levels of analysis. Selznick’s studies give readers a clear understanding
of the nuances that influence organizational behavior and outcomes.
Before quantitative analysis had become so firmly entrenched in organiza-
tional science, Daft and Wiginton (1979) argued for a greater diversity of
modes of communication to the study of organizations. They suggest that
the mode of analysis should match the degree of complexity in a social sys-
tem. When a system is simple and well understood, mathematical models
are well suited for describing the system; however, when the system is com-
plex, high variety language is needed to make sense of the complexity.

Reflecting on Daft and Wiginton (1979), Pacanowsky (1988) extends
the argument to choice of methodology. He opines that most organiza-
tional scholars, “by their choice of statistical and scholarly languages, have
maximized their ability to capture low- to medium-equivocality organiza-
tional events, but have butchered (or of necessity, avoided) highly equivo-
cal (read: every day) organizational events” (p. 458). Organizational life is
nuanced and complicated, two characteristics that often make quantitative
analysis a poor choice as an investigative tool. Daft and Wiginton suggest
that poem, painting, and song may be better matched to the complexity of
the phenomena, although Pacanowsky is content with narrative as a means
of understanding organizational processes.

Narrative as a method of analysis has been used in organizational stud-
ies, social psychological research as well as historical analyses. Franzosi
(1994, 1998) argues that narratives are filled with information that gives
the researcher the possibility of both linguistic and structural analyses,
which are rich with evidence. Shelton Reed (1989) argues that the schol-
arly writing in the social sciences could benefit from further emphasis on
narrative and more emphasis on application of concepts to descriptive and
interpretive narratives that contextualize the theory. He suggests that not
only does this offer a more interesting and provocative reading but will
make social science research more accessible to the general public.

How Nonprofits Close 177

In the organizational literature, Stevenson and Greenberg (1998) ana-
lyze narratives in looking at organizational change. They employ event
structure analysis to look at the narration of an organization’s mobilization
around an environmental issue. Additonally, social movements’ scholars
such as Polletta (2002) use narratives to discuss the construction of expla-
nations of the occurrence of 1960s sit in protests. She finds that the narra-
tives are a key method of explaining the discourse and the trajectory of the
movement organizations. Social psychologists use narrative analysis to look
at the construction of identity and identity polirics as told in interview set-
tings (Somers, 1994). One example of an application of this type of iden-
tity work is Mason-Schrock’s (1996) study of transsexuals and how they deal
with identity in preoperative interviews. Historical sociologists find narra-
tive useful in the temporal construction of historical events. This helps to
systematize explanations and interpretations of the time period studied.
Griffin (1993) offers an example of event structure analysis in the story of a
lynching in the 1930s to demonstrate the advantage of this method (see
also Calhoun, 1998).

In the present context, narrative refers to understanding organizational
processes by listening to and making sense of stories. Stone (1979) defines a
narrative as the organization of materials into a sequential order and focus-
ing the content into a single coherent story, inevitable subplots notwith-
standing. Researchers have analyzed narratives in a great variety of ways,
ranging from summary of general impressions to rigorous analysis of the
orders and relationships of words and concepts (Miles & Huberman, 1984).

A primary, contemporary criticism of organizational analyses that rely
on qualitative data is that they are not sufficiently rigorous, and that results
are therefore based too much on the interpretations of the analyst rather
than on the structure underlying the data. Consequently, qualitative data
analysts have made inroads into the club of positive organizational scholar-
ship through rigorous analysis of event sequences (e.g., Abbott 1983;
Abbott & Hrycek 1990). The method and analysis in this chapter likewise
seek to bridge the methodological criticism gap via rigorous treatment of
narrative data. We believe that narratives are superior elements for study-
ing the complexities of organizational life. However, we also believe that
analysts can study narratives in a way that is both honest to narratives and
appropriately analytic in the eyes of the positive scientist.

A STUDY OF ORGANIZATIONAL CLOSURE

The data for this paper are {from a longitudinal study of nonprofits in the
Minneapolis and St. Paul, Minnesota metropolitan area (see Galaskiewicz
& Bielefeld, 1998). A population of tax-exempt organizations under IRS
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section 501(c) (8) was compiled from the Cumulative List of Organizations
(U.S. Department of the Treasury, 1979) for the Twin Cities five county
metropolitan area. The list was current for October 31, 1979. Private and
corporate foundations as well as churches and congregations were then
excluded; however, social service agencies with religious affiliations, such
as Catholic hospitals, were kept in the sampling frame. Thus, all the organi-
zations in our study were public charities. The organizations in the popula-
tion were then coded into functional categories: health/welfare,
education, legal, housing/urban development, mass media, recreational,
civic, cultural, environmental and miscellaneous, and researchers took a 20
percent stratified random sample of the population. This sample included
326 nonprofit organizations, of which 229 were interviewed in 1980 and
1981. The researchers asked for detailed information on finances, person-
nel and organizational mission and goals.

The researchers returned to conduct follow-up interviews in 1984-85,
1988-89 and 1993-94. In 1984-85, the study interviewed 201 nonprofits,
in 1988-89, they reinterviewed 174 nonprofits and for the final phase in
1993-94, they interviewed 162 organizations. By the end of the study in
1994, there were 156 organizations. (For further details on the study
design consult Galaskiewicz & Bielefeld, 1998 and Hager et al., 1996.)

Through the course of the fourteen-year study, 74 organizations left the
panel. Thirty-nine of these exits were because the organization closed?’
Organizational closure was defined as an organization whose services were
no longer available to the community. Thus, mergers, acquisitions, conver-
sions, and departures were not counted as closures. For some organiza-
tions, the legal status of nonprofit may still exist, but there is no activity
within the entity (see Hager et al., 1996). These organizations were consid-
ered dead.

One of the authors conducted in-depth, audiotaped exit interviews with
representatives from 31 of the 37 cases (Hager, 1999). He was unable to
find or was turned down by representatives of six organizations. Since
recall problems and respondent reinterpretations of historical events chal-
lenge this research design (several organizations had been closed for more
than 10 years), he sought multiple respondents whenever possible. For 21
organizations there was a single respondent, in 10 there were at least two
respondents. Most interviews were conducted face-to-face, although some
were collected over the phone and some stories were supplemented by sto-
ries found in newspaper archives. Most of the organizations that closed
were very small with little or no paid staff.

Hager (1999) asked interviewees to tell us all they could about the cir-
cumstances surrounding the closing of their organization. The questioning
was open-ended and the interviewer asked a minimum of questions, prefer-
ring to allow the respondent to tell the story. By using open-ended ques-
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tioning, Hager (1999) was able to capture t.he .complcxity of Lht}
organizational closure process in a manner ll.l?ll lnghlng'hts t!w m;arl)ces o
the process. The data consists of detailed stories of lh.e timeline o .c ‘osiule.,
the events that led to closure and often intimate details about the interper-
sonal relationships, the difficult decisions these. res'pondems faced, and the
challenges of being a part of a declining orgamza.n(.)n. , 1
Some respondents refused to speak at all, .unwxllu?g' to open olqlwolt;n([s
regarding failed enterprises. Othiers were reuf:ent, giving few details. Mos ,f
however, seemed pleased with the opportunity to relive old memories o'
something they once, or still, felt very strongl}’ about. Some Seel}“;( veln
practiced, as if they had told the story many times; others appearec 1_((1» )’e
constructing a cogent narrative for the very ﬁrs.t time. In no case l( ic “,(
feel like respondents were willfully distorting their stories. Nonethe c.'ss‘, .\xye
Jimit our assumptions that the storics we heard fully reflect the f)‘)_)(i(.tl\e
reality of the closure of the organization—alter all, many of ow re.slpol.n-
dents were the executive directors or board membc.?rs who absorbed t 1_e
blame for failing to keep an organization open. Mulnplc? respon.dent_slwele1
not an entirely satisfactory solution, since .l'hey occatelo'nal'ly 1f1tr0( ulc’e[f
conflicting accounts of specific events. DES])I.IC these lumtauons: f)llr (:l a
consist of 31 stories of 31 nonprofit organizations that closed thex.l doo?x.
The organizations that closed and responde.'d to our requests f01 1.nte.rwelws
were a diverse group of organizations that did a variety of activities in ll'e
community. The organizations were categorized by the ge.net.ul 'd(‘.thll:l(’S t;l.zl[
the organization performed (see Table 7.1). .Some organizations eng;xgﬁ; : (:;
multiple activities. For instance, a dance Stl,ldl‘() thzu“taught dax:ce m.c 11} re
would be categorized as “Arts,” “Fducation,” and Chll(lre‘n. 1?401(.3 4( 1an ;;
third of the organizations had eclucation as central o then: ot ganvlzal,lt)n‘;;
goals. This was followed by organizations that focused on socxal. services .sl‘l(,‘ 1
as activities for disabled children and organizations that were oriented toward

Table 7.1. Organizations by Activity
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tpe arts. There were a significant number of organizations with church affilia-
tions t.hat offered services such as counseling or marriage “encounters.” Four
organizations focused on activities designed to bring housing or development
to the ‘urba‘n. areas. Our sample had three organizations apiece that focused
on senior citizens, political activities and health care.

' Fig'ure 7.2 shows the age distribution in the thirty-one organizations we
m'terv1ewed. In total the average age at closure was 13.4 (with a standard devi-
ation of 10.3). In Figure 7.3, 48.3 percent or almost half of the organizations
were less than ten years of age and 77.4 percent of the organizations were
under the age of 15 years. These 31 organizations were generally younger
than the organizations that survived the panel study (Hager et al., 2004).

Armed with 31 transcripts of such stories, our research question was

whed.ler we could uncover general processes of organizational closure
That is, despite the fact that the details of each story were startlingly differ:
ent, c.ould we abstract chains of events that helped to explain (and there-
fore increase understanding of) the organizational closure process for
these community-based nonprofits?

Number of Organizations
12

10

1-5 6-10 11-15 16-20 21-25 26-30 31-35 36-40
Distribution of Age at Death

Figure 7.2. Age of organizations at closure.
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Three Approaches to Data Analysis

Some research projects begin with a clear plan for dara collection, anal-
ysis, and reporting and end after implementation of that plan. This was not
one of those projects. Rather, the data analysis described in this chapter
emerged over a period of years. At each stage, we took stock of the nature
of our data and the array of tools available to us and adapted the tools to fit
our analytic needs. Retrospectively, we can identify three distinct
approaches to data analysis, each with its own following and literature. Our
results are a unique amalgamation of different approaches to the analysis
and presentation of qualitative data.

1. Event Structure Analysis

The first task was to translate each organizational narrative into a format
that would facilitate analysis. We considered Abbott’s (1983, 1992) optimal
matching approach, but that approach is limited to linear sequential
events while our stories rarely described linear sequential causal processes.
Rather, the stories more often reflect a complex web of interconnected
events. Consequently, we adopted Heise’s (1989) event structure analysis
(ESA). Event structure analysis is a computer-assisted method for defining
the logical relations among events, focusing on how each event enables
and expands other events (Heise, 1991).

The first step in creating an event structure of a narrative is reduction
of the narrative to a list of sequential events. These events are rarely a
series of events where one event is a necessary and sufficient condition for
the event that immediately follows it. Rather, the list is a sequential offer-
ing of events that were relevant to the research query-—that is, the reasons
why the organization closed. The event list for an art organization in our

study is as follows:

1. Divorce of the directors.
9. Not enough staff to maintain the orgainization.
3. One director left the Twin Cities.

4, Organization closed.

To create the event structure for this case, we entered these events in the
given order. When all the events have been entered, ESA asks a series of
questions about how each event relates to previous events. More specifi-
cally, ESA asks which prior events are prerequisites for the last event
entered, huilding a logical structure of cause and effect as it goes. For
example, ESA began its queries with “Was divorce of the directors a cause of
not enough staff to maintain. the organization?”, to which we answered “Yes”
since our understanding of the story and the dynamic of organizational
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events dictated that the divorce was a direct cause of the staffing problems
for thg o_rganization. Next, ESA asked “Was not enough staff to ma.rz?nmin the
‘L‘n‘ga:m.atzon a cause of One director left the Twin Cities?”, to which we answered
No” since the narrative did not suggest that the reduced staffing was tt

reason why one of the directors left the city. s *

The questions continue until ESA has established a full accounting of
all the causal relationships between events. ESA does not need tog Kk
abm.lt all the logical combinations of events, however. According to Hez;ie
(on.lme tutorial), “ESA conducts complete and very efficient elicitations
asking every required question and never a needless question even in ver :
complex systems with scores of events.” Once the questioning was coxr?—
plete, ESA displayed its output in a relational graphical display with nodes
re1presenung events and lines representing causal connections between
;i\;rsz. ;jg-e event structure for the arts organization example is found in

The reader should be aware of two important characteristics of these
structures. First, the figures represent a chronological unfolding of or ani’
zanon.al events. This is not to say that the events represent a timgline wierf:
t'he distance between events in the event structure represents a ‘ro )or;
tional amount of time elapsed. Rather, the boxes have only a simple}ienlx 0~
ral relatlc?n with top boxes representing initial events, parallel bmri)es
representing concurrent events, and the bottom box representing the ter-
mmalievent. Second, the boxes in the figures have not been selected to tell
a particular story, but rather represent the best approximation of organiza-
gonal events based on the data in interviewee narratives. They are agreduc-
tion of the existing data, with the minimum of interpretation re' nired to
portray a coherent narrative of organizational events. !

Heise (1991, p.136) contends that event structure analysis “materializes
expert understandings about processes that might be impenetrable to the
unmforfned.” Whereas we began with a narrative about marital divorce
and ultimate organizational demise, the result is a logical structure of

[_ Divorce of Co-directors —

4
Not Enough Staff to 0 i
Maintain Organization Ta?nngtai%t: rA'F:;t
l—> Organization Closed <~

Figure 7.3. Event structure for arts organization divorce example
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events from beginning to terminal event and pairings of events that have
causal relationships. According to the event structure (Figure 7.3), the co-
directors’ divorce (the first event which the interviewee identified as rele-
vant to the closure story) resulted in two outcomes, namely the lack of ade-
quate staff to run the organization and the decision for one director to
pursue a job in another city. Both of these factors directly influenced the
closure of the organization.

Hager (1999) initially constructed 31 event structures. Subsequently,
two colleagues reread the original narratives and made suggestions on how
the event structures might be modified. These suggestions were incorpo-
rated in the event structures we analyze in this paper. While the structures
were informative in their own right, they did not immediately result in
information that would allow us to make claims about general organiza-

tional processes. For that, we needed to conduct additional analysis.

2. Focused Coding of Events

Glaser and Strauss’s (1967) pioneering book, The Discovery of Grounded
Theory, remains the most thorough guide on the systematic inductive devel-
opment of general empirical claims from narrative or observational data.
Many qualitative data collection projects generate idiosyncratic events or

that must be sorted into categories. If a category captures a
kes on theoretical signifi-

approach is called

observations
large number of these events or observations, it ta
cance. Part of the sorting process in the grounded theory
“focused coding.” Charmaz (1983) describes focused cading in this way:

Focused coding is the second, selective and conceptual, phase of the coding
process. In focused coding, the researcher takes a limited set of codes ... and
applies them to large amounts of data. The process is selective because the
researcher has already weeded through the materials to develop a useful set
of categories. It is conceptual because the codes employed raise the sorting
of data to an analytic level rather than one that is used to summarize large
amounts of information (p. 116, emphasis in original).

Whereas the example discussed above had only three events preceding
closure, more complicated cases had more than 30 such events. The goal of

focused coding was to sort hundreds of precipitating events into a discrete

number of theoretically meaningful categories. This was achieved through
ed a list of general categories that

an iterative process wherein we generat
encompassed the specific organizational events. ¥or example, “divorce of co-

directors” generated a category of internal conflict after we observed other
examples of discord among our organizational events. “Not enough staff to
maintain organization” fostered a category of low board/staff capacity, and
“one director left Twin Cities area” helped generate abandoned by insiders.
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The creation of categories and focus coding of events is not straightfor-
ward due to its subjectivity. Consequently, the three authors and two addi-
tional colleagues read interview transcripts, reviewed event structures, and
independently coded events into the emerging analytic categories. When
we differed on coding, or when events suggested the creation or elimina-
tion of an analytic category, we met to discuss and resolve the issue. The
final categories and focus codes of events were reached through debate
and consensus. Table 7.2 shows our final list of 31 focused coding catego-
ries, the number of different organizations where we found this code, and
the number of times we found this code across all organizations.

Table 7.2. Focus Codes and Frequency Within Event Structure Diagrams

Organizations  Code Frequency

Focus Code Description with code within all ESDs

Table 7.2.
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Focus Codes and Frequency Within Event Structure Diagrams

Focus Code Description

Organizalions
with code

Code Frequency
within all ESDs

1 Declining civic capital: People's interest in and ability to 4 5
volunteer time to work on projects that benefit the
community. Declining civic capital means that people
were less likely/willing to volunteer.

[

Decreased ¢ ! to the organization/mission: People 14 21
in the organization were not as committed to the orga-

nization or its mission as before. They exhibited frus-

tration, depression or burnout.

3 Decreased funding availabililty: Funding for the organiza- 12 16
tion had dried up or funders (donors, foundations,
government agencies, companies) were not as inter-

ested in funding the organization or its mission.

4 Displaced by competing organization: Other nonprofits, for- 14 16
profits or government agencies began to provide similar
services to the same clients as the focal organization.

(&3

Expansion of infrastructure: The organization expanded 8 14
its operation into a new domain, for instance provided

a new program or service, served a new type of client,

or acquired another organization.

6 Abandoned by insiders: Members and people who were 17 21
working for the organization, for instance managers,
employees, volunteers (but excluding clients), left the
organization voluntarily.

7 Abandoned by clients: Users/consumers of the organiza- 9 10
tion's services stopped attending/buying services.

8  Low board/staff capacity: The people in the organiza- 15 19
tion lacked the skills/energy/capacity to do the work
of the organization.

9 Mission completion: The organization accomplished its 6 6
goals.

10

11

18

19

20

21

22

23
24

t

25

)

Program failure: The organization tried to provide
some activity or program services to members and/or
clients, and it failed or failed to accomplish the goal it
set for itself.

Reliance on a declining movement: The organization had
been a part of a larger social movement, but interest in
this movement had begun to wane.

Internal conflict: Somebody in the organization was in
conflict with someone else.

Butreancratization: The organization formalized proce-
dures.

Downsizing: Closed facilities, eliminated programs, or
people were fired or dismissed.

Financial erisis: Organizations did not have enough
money to pay their bills or there was a scandal having
to do with finances.

Hired or vecruited new personnel: Organization recruited
new stafl, trustees, volunteers or administrators.

Received new grant or contract: Organization received a
new grant or contract froin a government or private
sector funder.

Divestment of assets: Ovganization sold or donated some
or all of their assets.

Public doesn’t want/need services: Therve was no interest
or need in the communtty for the services/ products of
the organization.

Government restriction on activities: Government made
them do things that were unpleasant or told them not
to do certain things such as lobbying or engaging in
political activity. Also, government insists on certain
standards/accountability.

Fmage/reprtation declines/suffers: The image or reputa-
tion of the organization is soiled or damaged.

Program suceess: The organization does something
right, succeeds in a project/program it implemented.

Merged: Organization merged with another.

New members joined: New people joined the ranks of the
organization.

Random events: Acts of God, misfortune, accidents, etc,

11

12

16

14

13

19

15
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Table 7.2. Focus Codes and Frequency Within Event Structure Diagrams

Organizations  Code Frequency

Focus C. L
ocus Code Description with code within all ESDs

26 Firings: Organization fires a member of senior man- 5 5
agement. Board or senior management dismisses a
key member of the management team.

27 Inertia: Organization's management or board mem- 8 8
bers do not change.

28 Dishand: Board votes to disband the organization. 4 4

29  Convene: The board convenes for positive change. 2 5

Wants to set the organization back on the right track.

30  Demographic Shifts: Broad scale societal or demo- 5 7
graphic changes.

99 Miscellaneous 10 14

The result of this process was that relationships between idiosyncratic
events were reduced to relationships between analytic categories of events
T.h.at. is, while “divorce of co-directors” leading to “one director left "I"winl
Cities area” does not allow us to make general claims about organizational
processes, internal conflict leading to being abandoned by insiders does. How-
ever, the observation of this relationship in a single case, or even in a hand-
ful of cases, does not lead us to conclude that the process is generalizable
The task remains to review the cases for common sequences of events. '

3. Qualitative Comparative Analysis
Qualitative comparative analysis (QCA) looks for various paths to an

outcome variable through the use of Boolean algebra (Ragin, 1987). The
n}ethodo]ogy finds combinations of causal conditions using truth tabies of
binary data. A truth table predicates the presence or absence of conditions
ihat lead to a particular outcome. The presence of a condition is coded

one” and the absence of a condition is coded “zero.” Using Boolean algé—
bra, tl.lese tables are then reduced logically to an equation that gives the
combinations or paths leading to the outcome. The method helps to dis-
cern the key factors that create the outcome while dropping the unimpor-
‘t‘am'events. One way to think of this process is that we are discovering the

recipe” that leads to our outcome, in this case, organizational closure
There may be several combinations of ingredients that create the same out;
'come. Through this method, we use deductive reasoning to discern which
ingredients those are. Qualitative comparative analysis is especially usefﬁl
for studies where the researcher has in-depth knowledge of a smaller num-
ber of cases. It has the advantage of rigorously and logically analyzing data
while still allowing for a smaller number of cases. i
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If we think of organizational closure as the outcome event—closure, the
results of a QCA analysis might be a Boolean algebra equation where there
were two or more paths toward that outcome. It is important to note thatin
Boolean algebra, logical AND is multiplication, while logical OR is addi-
tion. Using the example in Figure 7.3, we can describe two paths to closure
in this organization:

INTERNAL CONFLICT
— (and) LOW BOARD/STAFF CAPACITY + (or) ABANDONED BY INSIDERS
— (=) ORGANIZATIONAL CLOSURE

In this case, there were two paths toward the outcome of organizational
closure, (1) internal conflict (divorce of co-directors) weakened the capac-
ity of the board/staff which then lead to closure or (2) internal conflict
lead to an insider leaving the organization (one of the co-directors) which
then lead to closure.

To look at our data using QCA, we turned the focus codes into variables
in the truth tables where “one” was the mention of this event in the narra-
tive and “zero” was nonexistence of the condition. The truth table describ-
ing the presence or absence of a focus coded event in the stories of the 31
organizations is found in Appendix A. Because it is a binary variable, if an
event structure diagram contained two of the same focus code, it was
coded as one (or the presence of the event).

In these data, there are several issues with using QCA to analyze the
data. To begin with, all of the cases have the same outcome (they have all
closed their doors). Thus the outcome for each case in our sample has the
presence (coded as one) for the outcome. In QCA, the researcher can gain
significant logical leverage with negative cases. In this study, there is no
possible narrative explaining how an organization did not close, so there is
no way to create a viable negative case. Thus our task of looking for the var-
ious combinations of these variables/focus codes that lead to organiza-
tional closure becomes considerably more challen ging.

With 31 possible focus codes (or coded events), it is immediately appar-
ent that it is problematic to address the logically possible combinations
with the data we have. Each code or variable increases the number of logi-
cally possible combinations. The formnula is 2% where k = the number of
causal conditions. Whereas a study with 4 coded events yields 2 or 16 logi-
cally possible combinations, a study with 31 coded events would yield 2% or
9,147,483,648 logically possible combinations. With so many combinations
across the entire set of variables or focus codes, we had no common combi-
nations. Indeed it was difficult using even selected focus codes to obtain
any useful combinations with the QCA sofiware. This is not surprising
given the number of logically possible combinations for our set and our
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sample size, but it does present some difficulty in uncovering which
focused codes are most salient. In order to address this problem, we must
return to the existing theoretical and substantive knowledge for guidance
and draw on the different narratives in the literature describing closure.

. Another issue is that many event structure diagrams had multiple
instances of the same focus code. Substantively this makes sense. For exam-
ple, in one narrative a nonprofit that provided midwifery services
described its relationship with local hospitals. The informant said that the
hospitals offered higher salaries to instructors than the nonprofit could
and also offered childbirth classes to couples, which they did as well. Both’
o_f these events were occasions when the organization faced outside compe-
tition (focus code #4). However, in QCA there is only the presence or
ab§ence of the condition, and therefore we had to reduce these two quali-
tatively different events into one event. This is not an optimal strategy, but
necessary to proceed with the analysis.

Th'is paper also focuses on the presence of conditions as necessary or
sufficient to create the outcome. This is key because we asked respondents
t%le open-ended question “What led to organizational closure?” Our analy-
sis does not focus on the absence of variables as necessary or sufficient for
closure because the assumption is that respondent’s answered the question
with conditions that led to the organization’s closure. Simply omitting an
event does not imply the event did not occur, instead it implies that the
event was not significant in the respondent’s narrative about the closure of
tbe organization. Thus omission of a condition would not indicate a nega-
wae case as is assumed in traditional QCA analysis. In Boolean algebra this
is indicated via upper and lower case, where upper case conveys the pres-
ence of a condition and lowercase indicates the absence of a condition. In
this study, all of the variables and the outcome (or dependent variable) in
the Boolean algebra equations are in uppercase.

FINDINGS

To combine the Boolean equations with the temporal ordering of the
event structure diagrams we created models derived from our general
model in Figure 7.1 which describes the process of closure among non-
profits. We then checked each organization to see if the theorized focus
coded events were present and then if the events followed the expected
causal and temporal ordering. In other words, we created Boolean algebra
equations that included the directional arrows found within the event
structure analysis. Thus the model fits an organization’s event structure
d.lagram if the focus coded events exist in the same casual and temporal
direction that the model predicts, regardless of intervening events.
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It is important to remember that in using this method, overly complex
models with multiple levels of causality will be harder to fit to the popula-
tion, while simpler models with only one causal level will be much casier.
As a result, we attempted to work with the theoretical building blocks of
simpler models to determine a useful explanation of organizational clo-
sure among community based nonprofit organizations. Then we pro-
ceeded to build and test more complicated models. To determine the fit of
the model, we looked at the event structure diagrams that contained the
focus coded events of interest and then made sure that the causal direction
of the events was consistent with the model. We ignored intervening events
between the causal variables that we were examining. We were interested in
the existence of the causal direction in the structure of the argument.
Thus, we examine if the structure of the theoretical account exists within

the trajectory of the narrative.

1. Program Failure/Mission Completion/Lack of External Commitment/
Financial Crisis

Our first proposition is that program failure, mission completion, a lack
of external commitment or financial crisis was commonplace in the stories
about closure. In effect, these factors were important catalysts for closure.
Program failure was mentioned twelve times and occurred in eleven differ-
ent organizations. Six organizations said that they completed their mission
while fifteen organizations said they had a financial crisis. Twenty-one orga-
nizations expressed that the public didn’t want or nced services, there was
a decrease in funding, or the clients abandoned them, indicating that
there was a loss of external commitment to the organization. If we were to
express this model in a QCA notation, it would read as follows:

Model 1

PROGRAM FAILURE + (or) MISSION COMPLETION + (or) FINANCIAL

CRISIS + or
Lack of External Commitment
PUBLIC DOES NOT WANT SERVICES + (or) DECREASED FUNDING +

(or) CLIENTS ABANDON
~» (=) ORGANIZATIONAL CLOSURE

We found that this model as a whole described the situation in thirty of
the organizations in our study (that is 96.7 percent of the organizations).

2. Lack of Internal Commitment

We argued that nonprofits are particularly vulnerable to changes in
commitment of their staff and volunteers. When a crisis occurs, the organi-
zation will find it difficult to survive if personnel are not comunitted to the

e TR
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Mission Program [ Lackof | Financial
[Completion] OR [ Failure OoR External m[ Crisis ]
Commitment

Public
Does Not
Want
Services
OR
Decreased
Funding
OR

Clients
| Abandon

l
[ Closure]

Figure 7.4. Model 1: Precipitating events and closure.

organization. If those inside the organization lose faith, the organization is
doomed to fail. We define a lack of internal commitment as abandonment
by insiders, a decreased commitment to the organization by staff, adminis-
trators, or volunteers, or conflict within the organization.

Model 2

Lack of Internal Commitment

ABANDONED BY INSIDERS + (or) DECREASED COMMITMENT + (or)
INTERNAL CONFLICT

—> (=) ORGANIZATIONAL CLOSURE

Twenty-four of the 31 organizations fit Model 2. That is, 77.4 percent of
the cases mentioned a lack of internal commitment in their narratives.

3. Organizational Expansion or Contraction

We argued that when nonprofit organizations face crises they make
changes, partly because there are no established measurement criteria that
can inform administrators and board members about what needs to be
done. The organization continuously overcorrects its course, and person-
nel who observe this tendency can lose faith in the organization and its
mission if they are unsuccessful. Because expansion requires organiza-
tional members and employees to create and/or learn new techniques and
routines and contraction reduces organizational capacities, the chances of
failure are high.
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Lack of Internal
Commitment

Internal Conflict
OR
Insiders Abandon
OR

Decreased Commitment

l
[oore]

Figure 7.5. Model 2: Lack of internal commitment and closure.

anizational change, our data showed

two types of change events within the organizaf.ion.s: Comr.acnt::::ﬂ ;::Z‘
expansion. Some organizations changed by l?[t'l acting ‘11et\j » lﬁﬂ- )mg,
expanding programs, hiring new executives, getting new g:an $ ¢ o ] (:L_(,l '8
with other organizations. In this way they exp‘an(i\ed their )2}56 an -]at‘ions
make positive changes (o Lelp the orgamzatlon. Oqle‘x. orglamz tions
divested assets, downsized or fired executives, t‘hus conty a(.mlg t }e oljg 1

zation. Model 3 incorporates these two types of change (see Figure 7.6).

Beginning with the concept of org

) anization 'Organizat_ionT
oé?(pansion 1 OR } Contraction
Get New Divest
Members Assets
OR OR

Hire Downsize
Executive OR
OR Fire
Expand L Executive
Programs
OR
L Get New
Grant o
| i |

l
[oonre]

Figure 7.6. Model 3: Organization expansion or contraction and closure.
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Model 3

Organizational Expansion

NEW MEMBERS + (or) EXPAND PROGRAMS + (or) HIRE EXECUTIVE +
(or) NEW GRANT

or

Organizational Contraction

DIVEST ASSETS + (or) DOWNSIZE + (or) FIRE EXECUTIVE

— (=) ORGANIZATIONAL CLOSURE

The overall fit for Model 3 is 58.0 percent (18 of 31 organizations).

4. The Overall Model

We built Model 4 from the components in Model 1 and 2. According to
our story, program failure, mission completion, a lack of external commit-
ment or financial crisis are key precipitating events. These lead to a lack of
internal commitment: internal conflict, insiders abandoning and a
decreased commitment to the organization. We can model this process using
the following equation. These components of the model in Figure 7.7 can be
expressed in the following Boolean equation where “—*” represents both a
logical AND as well as a causal direction in the event structure diagram.

Model 4

PROGRAM FAILURE + (or) MISSION COMPLETION + (or) FINANCIAL
CRISIS + or

Lack of External Commitment

PUBLIC DOES NOT WANT SERVICES + (or) DECREASED FUNDING +

(or) CLIENTS ABANDON
b

Lack of Internal Commitment

ABANDONED BY INSIDERS + (or) DECREASED COMMITMENT + (or)
INTERNAL CONFLICT

> (=) ORGANIZATIONAL CLOSURE

We find that this model fits fifteen of the thirty-one organizations in the
sample accounting for 48.3 percent of the organizations.

Finally, we constructed a complete model that addresses all of the com-
ponents in Models 1-4. In this model, the precipitating factors are pro-
gram failure, financial crisis, a lack of external commitment and mission
completion. For this model, we suggest that mission completion leads
directly to a lack of internal commitment, while program failure, a lack of
external commitment, or a financial crisis would first lead to an organiza-
tion trying to implement some sort of change through either expansion or
contraction. After getting new members, hiring an executive, expanding
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Figure 7.7. Model 4: Precipitating events, lack of internal commitment, and closure.

programs, getling a new grant, divesting assets, downsizing or firing their
executive, we suggest they lose internal commitment. By this, we mean that
they will have internal conflict, insiders abandoning, or a decreased com-
mitment to the organization.

Model 5

PROGRAM FAILURE + (or) FINANCIAL CRISIS + (or) PUBLIC DOES NOT
WANT SERVICES + (or) DECREASED FUNDING + (or) CLIENTS ABANDON
-

Organizational Expansion
NEW MEMBERS + (or) EXPAND PROGRAMS + (or) HIRE EXECUTIVE + (or)

NEW GRANT

or
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Organizational Contraction

DIVEST ASSETS + (or) DOWNSIZE + (or) FIRE EXECUTIVE

or
MISSION COMPLETION
_)
Lack of Internal Commitment
ABANDONED BY INSIDERS + (or) DE
CREAS MMITMENT
INTERNAL CONFLICT ) P o +lon
(=) ORGANIZATIONAL CLOSURE
Mission Program 7 ] i
[Completlon] [ Faﬁure r IE-:fe':r?;l OR [F'g?igfs'al]
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Figure 7.8. Model 5: Full model of nonprofit organization closure.
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This model described the pattern in ten organizations, which makes up
32.2 percent of our sample. Considering the complexity of this model, it
seems to hold some explanatory power.

SUMMARY AND DISCUSSION

Our best fitting model is also the simplest. The first model focused on the
precipitating events program failure, mission completion, financial crisis
and a loss of external commitment. Program failure was a common occu-
rence. It occurred in eleven organizations. One arts organization had a
successful big name performance, which generated money and helped
their financial situation. They tried the same tactic again and the second
big name performance did not generate the expected revenue. As a result,
they laid off staff and moved to close the organization.

Six of our organizations reported that they closed because they com-
pleted the mission of their organization. This is a point that is often not
addressed in the literature. Rather than organizational death being a fail-
ure of the organization to survive, in these cases the organization actually
succeeded in its goal. One such organization was a grassroots movement to
mobilize the community for a specific change in local governance. When
they succeeded in making the changes, they stopped meeting and dis-
banded. This finding is in contrast to the idea that a voluntary organization
will continue to exist in perpetuity even when they have completed their
mission. Sills (1957) discusses the dilemma faced by the March of Dimes
organization. Upon realizing that the Salk vaccine was likely to eradicate
polio in 1955, the organization faced the completion of their mission.
Rather than turn out the lights, they chose to take up the cause of infantile
paralysis because this issue did not have a champion to raise money and
awareness, thus mobilizing the resources of an already established and
respected organization toward a new mission. While this “story” has come
to define the nonprofit sector, our findings suggest that this is not always
true and should bhe reexamined.

When external stakeholders lose interest in a nonprofit, it has an impact
on the organization’s ability to stay viable. In our sample, this was one of
the key variables. Some organizations found that their client base or audi-
ences were decreasing. Others had a hard time finding new funding
sources when old ones dried up. It was evident in the narratives that non-
profits were dramatically affected by developments in their external envi-
ronment. One organization that was focused on educating the community
on issues of aging reported that the public had little interest in their mes-
sage. The respondent said “why keep educating the world if they don't
want to be educated?” Another organization that was dedicated to the dis-
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mbut{'on of certain films found that they were receiving less and less calls
from mt.erested parties. When the organizations began to get less support
aI‘]d'posmve response from the community for their mission, em l?)pees
within [hf‘,‘ organization became less committed to their missiox;. e
Organizational closure among these nonprofits was influenced heavil
by the l(?ss of internal commitment as seen in Model 2. Waning commit):
ment brings the viability of the organization into question. People hold
t_hese community-based nonprofit organizations together. One organiza-
tional closure involved an accident that left the director incapacitated and
unable to work. He was so essential to the success of the organization that
they had to close their doors. Another organization that offered Jewish
c<‘)u.ples marriage workshops closed their doors because they lost the rab-
binical cogple that had previously conducted the workshops. In these cases
the or‘gan_lzations faced a difficult hurdle when there was a change in the
organizational leadership. These organizations were driven by mission, not
profits, and if people ceased to believe in the organization or withdrew’
port, these organizations were in big trouble. P
) At the same time, we did not find as much resistance to closure or con-
flict as we had expected. When reading through the narratives about clo-
sure we were struck by how respondents used particularly organic
inetaph(.)rs such as “it withered on the vine,” “we eased our way out of it,”
finally it dissolved,” the “thread started unraveling and unravelin an’d
finally it was gone.” Respondents talked about the organization’s c1051g1re as
alrnos‘t a natural occurrence. There was little anger or resentment. In
d.escnbing the death itself, respondents reported “it was harmoniou's it
died ,gracefully,” “if no one calls a meeting, we won’t meet again,” “Th;:'ré
wasn.t a lot of fuss about it,” “it was time to close” and “we just’ sto e(i
mef.:ung.” These metaphors could indicate that as nonprofits i)e zg]p to
notice a loss of community and internal interest in the organizatiog thé
followed a natural process toward closure. Indeed, looking at Table 7’2 wZ
r-ecall @at there was very little conflict. Only seven organizations ;nen-
floned internal conflict (although these seven mentioned more than two
instances of conflict on average in their organizations). But the nérratives
of Fhose closures seemed only mildly conflictual. For instance, one organi-
zation that had conflict as a part of the narrative can be seen i’n Figurgz’; 3
The two founding members who had been married and were closin the
organization because they were divorcing. Thus while people’s cof}mit—
ment was an important part of the closure stories, there was not much
resistance to closure.

It could be that non-financial goals provide a less volatile organizational
context than if there are financial incentives. For example, one possible
reason for the lack of conflict is that nonprofit tax status disal’lows dIi)stribut-
ing the assets and resources of the organization among stakeholders in the

|
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organization upon dissolution. Thus there is no incentive to engage in con-
flict when it is clear that the organization is in demise. In this case people
within the organization may choose to “cut their losses” and leave the orga-
nization without conflict rather than stick around when it would be
unlikely that they would receive any reward for doing so.

Model 8 is a change model that looks at what these organizations did
either through expansion or through organizational contraction. Not sur-
f our thirty-one organizations had some form of
change in the process of closure. Often organizations seemed to try to
make some changes as a “last ditch effort” in order to save their organiza-
tion. For instance, one housing development organization hired an execu-
tive director to save the organization. He had litde support and it became
impossible for him to pull the organization out of their crisis. Other orga-
nizations experienced these changes in the process of closing their doors.
For example, a dance group had increasing problems from a damaged rep-
atation to financial mismanagement. They fired the old director and hired
a new one, but the difficulties continued, so they had to lay off staff and
eventually close their doors.

Ten organizations fit Model 5. This model is the most complicated. On
the one hand, in organizations that completed their mission, employces’
and volunteers’ commitment waned and they left the organization. Eventu-
ally, they closed without much rancor. On the other hand, in the wake of
program failure, financial crisis, or a loss of legitimacy, there were change
initiatives. Similar to Sutton’s description of the organizations he studied,
organizations in our sample often tried to do something to solve the prob-
fem. Sometimes they tried to expand organizational activities; sometimes
they contracted. In turn, internal constituencies withdrew their support ox
reduced their commitment to the organization. That nearly one-third of
the organizations in our study exhibited this pattern strongly suggests that
this is a very credible model describing nonprofit closure.

Thus far we have not discussed financial crises. In our earlier discussion
we implied that it may not be as central to nonprofit closure because goals

were primarily non-financial in nature. Yet there were 19 instances of

financial crises in 15 organizations, a litde less than half of the organiza-
tions. While it is clear that finances appeared in our closure stores, we
found evidence that they may not be as important for nonprofit organiza-
tions as the other events we cited. To illustrate, we took the financial crisis
variable out of our Model 5 and found that all ten of the organizations still
had paths toward closure (hat fit the model. This is not to say that there
were not paths in the models that did use the financial crisis variable, but
our model fit some organizational narratives with multiple paths. This sug-
gests that the financial crisis variable in Model 5 is nol a necessary Or suffi-
t condition for the closure of a nonprofit organization. While it is

prisingly, eighteen out o

cien
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certainly a factor, it seems to be a factor that happens in conjunction with
other events. This makes sense with what we know about nonprofit organi-
zations. The lack of a focus on profit means that while it is important for
these organizations to find the finances to secure their activities, it is not
the key motivator.

Finaily, we should note that the incidence of closure was quite low. We
began the study period with 229 public charities. At the end of the 15-year
panel, 156 were still in our study. However, only 39 actually closed dbwn
(?perarions. The rest moved out of town, merged with another organiza-
tlon,'converted to another form, closed and reopened again, or decided
that it no longer wanted to be in the study. It is hard to say if this is a high
or low “death rate,” however, it suggests that failure is not pervasive, espe-
cially since we know that six of the 39 closed willingly because they had
completed their mission. This suggests either that nonprofits are very
robust and can “take a lot” or that they live well beyond their usefulness.
Economists might argue the latter. Because of the non-distribution con-
straint, there is little incentive to acquire them if they underperform and
no financial incentive to liquidate their assets. This, of course, reminds us
qf Meyer and Zucker’s (1989) permanently failing organizations which per-
sist even though they perform poorly. Yet because nonprofits are not held
t9 a “bottom line” and “efficiency norms,” they may be much better able to
ride out the hard times. People who have an interest in literacy, health
care, education, social justice and helping the needy and disadvantaged
may be stymied because of the lack of funding or the departure of key per-
spnnel, but their goals are still intact and, evidently, so are their organiza-
tions. Needless to say, more research on the apparent longevity and
resiliency of the nonprofit form needs to be done. ;
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NOTES

1. This is not to say that employees of nonprofits will work for free. However,
there is substantial evidence that pay in nonprofits is less than in for-profits
for comparable work (Young, 1987).

9. For a complete list of purposes which would qualify an organization for
public charity status under section 501 (c) (3) status of the U.S. Internal Rev-
enue lax code, see www.irs.gov/cImr'llies/charilable/arlicle/O,,id:E)GO‘.)Q‘OO
html (accessed 11/16/2004).

3. Of the organizations that exited the panel and did not close their doors,
seven reorganize(l into a new entity, four merged or were acquired, four
became or merged with for-profits, two left the sample area, (wo were never
in the sample area, four closed but then revived, and two were lost. For four
organizations the parent organization closed and six organizations refused

to participate.
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