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Our transactions with our stakeholders must be carefully managed if we are

to maintain public trust. Here the author offers five core nonprofit-public
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marketing that can be used to help restore trust once it has been lost.
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ONPROFIT SCHOLARS AND MANAGERS
generally recognize that non-
profits need the public’s trust

for legitimacy, for effective-
ness, and for nonfinancial as well as
financial support. Yet, a complete lit-
erature search uncovers no operational
or managerial definition of the public’s
trust in these organizations. This article
offers a conceptualization of the “public
trust” that is applicable to nonprofit orga-
nizations, touches on what relationship
marketing theory says about restoring
that trust once corrective action has
been taken, and identifies the manage-
rial actions that might impair that trust.
It also offers an operational guide in
tabular form on the meaning, manage-
ment, and marketing of the public trust
in nonprofit organizations.
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This article argues that the public’s
positive or negative experiences in core
transactions with an organization may be
the principal bases for the impairment
or improvement of the public trust. It
identifies five core nonprofit-public
transactions:

e Contracting, particularly for chari-
table services;
e Soliciting and receiving charitable
contributions;
¢ Exercising custody over assets for the
benefit of society;
e Employing the organization’s social
capital for the public’s benefit; and
¢ Promising mission commitment and
adherence.
These transactions distinguish nonprofits
from firms. Breakdowns in these transac-
tions are likely to be significant enough

to have meaningful consequences and
reverberate throughout the organiza-
tional structure.

The impact of an impairment of the
public’s trust in one or more of these
transactions may spill over and impair
the trust in the organization as a whole.
In the same way, a relationship message
to cure the effects of a transactional
impairment might have a positive spill-
over to the organization. Thus, the great-
est favorable impact will be achieved
when the concepts and messages apply
positively to both the transaction and the
organization.

At least six antecedents or conditions
can modify the favorable impact of any
relationship marketing message (includ-
ing the most contrite) by a nonprofit
organization:
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e The organization’s exposure and depth
of involvement in the transaction;

e The content, channel, and method of
message transmittal;

e The nature of the market in which the
organization operates;

e The organization’s goodwill and the
cost-benefit of restoration;

e The nature and depth of the damage
and continued public risk; and

e The properties of the product or
service suffering trust impairment.

Concepts of the Public Trust
in the Nonprofit Organization
The literature on trust, social capital, and
nonprofit or voluntary organizations pri-
marily views the nonprofit as an incuba-
tor of trust for its own internal cohesion.
This draws from organizational theory.!
Another approach views the nonprofit
as fostering trust for the benefit of civil
society.? The present article examines the
nonprofit not as an incubator or creator
of trust, but as being functionally depen-
dent upon the public’s trust for fulfilling
its mission. This calls for a different logic.
The relationship between the non-
profit and the public can be framed as
the reciprocity of expectations. Piotr
Sztompka phrases it as a wager that the
other party will perform as expected.?
Diego Gambetta expresses it as the
expectation or probability that the other
party will perform.* This article posits the
nonprofit-public relationship leading to
mutual expectations as follows:

e Nonprofits are chartered to perform
the public services in their missions;

® In exchange for these services, the
public promises tax benefits and
makes donations to nonprofits;

e Violations of public expectations,
based on the nonprofit’s promise in
its mission and for which the tax ben-
efits are given, may cause the loss of
public trust;

¢ The nonprofit management desires to
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restore that trust, saving the core rela-

tionship and its benefits—particularly

tax exemption;
¢ To do this, the nonprofit managers will

take corrective measures and craft a

restorative message to the public; and,

¢ In so doing, relationship marketing
concepts should be considered.

Another way of describing this rela-
tionship is principal-agent, where the
nonprofit (the agent) serves a public
purpose—the public being the princi-
pal—in exchange for tax benefits.’ In
principal-agent relationships, there is
the question of whether the principal
(the public) can trust the agent (the non-
profit) to act on its behalf as promised.
The operative trusts are trust of specific
performance as agreed and custodial
trust over the assets the public invested
in and which are held by the nonprofit
so that it may perform as agreed in its
mission.

In agency theory, an agent is hired
partly because the principal needs to rely
on the discretion of the agent if informa-
tion is asymmetric—the agent has supe-
rior or timelier information. If so, trust
also relates to the confidence the prin-
cipal places in the agent’s intelligence
and discretionary choices—that is, given
the competing exigencies, the nonprofit
management will make the “right” deci-
sion on behalf of the public it serves. As
Mark Granovetter notes, trust is the con-
fidence that others will do the right thing
even with incentives to the contrary.®

Kenneth Arrow’s concept of trust in
nonprofits is grounded in a concept of
congruence of interest—A can trust B
because A and B have a similar interest,
purpose, or orientation.” Thus, individu-
als create organizations and become
clients to assure that their preferences
are attended to and not subordinated.
Put another way, the asymmetry in the
information between the producer and
the client and the need for the client to

rely on the producer lead to the creation
and perpetuation of a relationship with
anonprofit organization unburdened by
profit needs or, as Avner Ben-Ner and
Theresa Van Hoomissen note, by the
control of outsiders.® This type of rela-
tionship implies a trust based on per-
formance—that is, producing the good
containing the particular attributes when
the content cannot be readily or reason-
ably verified by the user.

The public’s trust in an organiza-
tion reflects the organization’s projec-
tion of itself. This includes its cognitive
image’ or its social capital (shared goals,
norms, values, and networks).!’ Social
capital can project itself as a nonprofit’s
sociological brand.!’ In their study of
relationship marketing, Robert Morgan
and Shelby Hunt found a positive correla-
tion between shared values, communica-
tion, and trust.!? This provides empirical

I,

support to Arrow’s “common interest.”
Trust is dependent in part on the success
with which shared values and common
interests are projected or communicated.
As noted in the Westminster Diction-
ary of Christian Ethics, “In the broad
sense, trust is the expectation that the
other will act in accord with his or her
presentation of self; in the narrow sense,
it is the expectation that the other will
act morally.”*?

Social capital trust connects to iden-
tity trust. A trusts B because A and
B share a common identity (and all
that implies in terms of goals, norms,
values, experiences, and expectations)
or because A identifies him- or herself
with an organization or purpose that B
trusts.' Therefore, identity trust points to
the element of trust in nonprofits that is
not necessarily utilitarian or calculating
but is what the organization represents
as itself. The product of this relationship
is its contribution to identity, including
prestige, social standing, and identity
from affiliation.
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George Akerlof and Rachel Kranton
link identity with the sociological content
of an organization and how it projects
itself.’® They argue that individuals
choose schools congruent with their iden-
tities, and schools in turn modify identi-
ties to reflect and represent the schools’
sociological content. This implies that
the social capital that an organization
projects induces the public to enter into
certain relationships with it, i.e., become
a student or member. Depending upon
the strength of the ties!® and the amount
of organizational control, conformity,
and personal acculturation,'” individual
members incorporate and reflect the
organization’s social capital (values,
rules, norms, goals) and are transformed
into signals (representatives) of the orga-
nization’s content.

Trust in social capital and its reflec-
tion in the identities of those exposed to
it take on special relevance for nonprofits
that are membership groups—including
religious or faith groups and fraternal
associations. Their members choose
them and their members reflect them.
This signals trustworthiness.’® Thus,
identity through symbols, mannerisms,
names, badges, and uniforms may reflect
the underlying social capital and the trust
it merits.

Trust in a mission derives from a
shared interest expressed between the
organization’s mission and a public need,
unlike a contract in which the interest of
one party is compensation and the other
is performance. Russell Hardin refers to
this as encapsulated trust—A trusts B
because B encapsulates A's needs." The
public may trust an organization because
the organization declares that its exclu-
sive purpose or mission is to serve a
need the public wishes served. Several
organizations may encapsulate the
same mission, but they may use differ-
ent social capital in doing so. Thus, trust
in the mission is conceptually different
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from trust in the social capital or trust
in contracts.

Based on the above, seven concepts
of the public trust are relevant to the
nonprofit-public relationship and to this
article:

e Expectation-performance trust, as in

a contract;

e Custodial trust over assets;

e Decision-making or discretionary
trust;

e Trust arising from asymmetric
information;

e Trust related to social capital;

¢ Trust related to mission; and

e [dentity trust, incorporated here as

a signal of the organization’s social

capital.

Concepts of a Restorative Message
Applicable to a Nonprofit

Scholarship shows that relationship mar-
keting—based on social exchange where
the rewards are not always pecuniary—
applies to nonprofit organizations.?
Accordingly, the nonprofit literature
emphasizes gaining, maintaining, and
restoring public trust through ethical
codes, transparency, and accountability.?!

Regina Herzlinger sees the public’s
trust in nonprofits as restorable by the
quality of information and oversight ren-
dered.?? Richard Petty, John Cacioppo,
and David Schumann suggest that the
quality of the information (rather than
the messenger) may be important.* The
nonprofit literature focuses on the Inter-
nal Revenue Service’s Form 990 (which
is the annual report of nonprofits analo-
gous in detail and spirit to the Form 10-K
of public firms), to which the spirit (but
not the letter) of Sarbanes-Oxley has
always applied.

In their work on relationship market-
ing, Morgan and Hunt find that enduring
relationships are based on a bilateral and
utilitarian commitment (each party has a
need the other can satisfy and each can

rely on the other).* Thus, relationship
marketing implies that the restoration of
the public’s trust is facilitated by a dem-
onstrated mutual need and performance
reliability valuable to both parties.

Further, James Faircloth finds that the
responsiveness of the public to marketing
messages by nonprofits is influenced by
“brand personality,” “brand image,” and
“brand awareness.”” Beverly Venable et
al. find that, in charitable giving, integrity
is an important aspect of “brand personal-
ity.”?® These studies imply that the restor-
ative message of Morgan and Hunt may be
strengthened by an organization’s invok-
ing its brand personality (social capital)
and its integrity (if any is left after the
impairment) in addition to its mission as
it encapsulates a need of society.

In sum, relationship marketing theory
and research imply that a message to
restore the public’s trust in the nonprofit
through bilateral need and utility (partic-
ularly per Morgan and Hunt) may state:
why and how the organization serves
a continued valuable public need; why
the organization needs the support of the
public to serve that need; why the pub-
lic’s trust is needed by the organization
to satisfy that public need; and the orga-
nization’s capacity, integrity, history, and
readiness to meet its promises.

Five Core Transactions (Relationships)
as Bases of the Public Trust

A trust relationship is neither uncondi-
tional nor risk free.?” It contains the risk
and uncertainty that expectations will
not always be fully met. Gambetta® and
Niklas Luhmann® see trust as important
when the parties feel at risk, vulnerable,
and uncertain—i.e., when one party
knows that it is possible to be disap-
pointed by another and that the situation
could be avoided but proceeds neverthe-
less.® Accordingly, trust is consequential
in nontrivial, core transactions subject to
risks of impairment.
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Following are the five core transac-
tional relationships, each containing
one or more of the six trusts to which
the organization is exposed. A transac-
tion is described, then the types of trusts
implicit in it are discussed, followed by
the types of managerial actions that
could impair the trust, and, finally, by
what relationship marketing implies are
the concepts to be included in a message
to restore the public’s trust.

1. Contracting

The two most important earnings trans-
actions for nonprofits are (1) program-
related revenues, such as government
contracts and tuition or hospital fees
for individuals (which account for
72 percent of all revenues of 501(c)(3)s,
the largest group of nonprofits); and (2)
donations or contributions (accounting
for another 22 percent).?!

A performance contract is an agree-
ment between two (or more) parties
in which one (the principal) expects a
specific performance from the other
(the agent) for compensation. Contracts
establish the promises, terms, expecta-
tions, and remedies of voluntary relation-
ships.® The research on performance
contracting with nonprofits argues that
contracts with them tend to be less speci-
fied and so require more trust.*

In general, contracts require some
level of trust.? Eli Bukspan writes, “Trust
is the notion underlying the fulfillment of
promises and expectations in a contract;”
and, “The concept of trust is latent in
every contract.” Some trust is important
even in a specified contract, because:

e [tisimpossible to completely foresee
all future relevant occurrences affect-
ing performance or to fully anticipate
changes in the expectations or capa-
bilities of the parties;

e Contracts always have implied mean-
ings subject to various enforceable
interpretations;
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e Enforceable contracts, except in the
case of real estate, do not have to be
written, and parties are subject to dif-
ferent recollections;

e By its principal-agent nature, con-
tracts are ways in which people invest
discretionary powers in others, partly
because of lack of information or
capability; and

e The parties to a contract are fre-
quently in nonequivalent power
positions.

In performance contracting, the con-
nection between the two parties is based
on expectations of specific performance
as promised—i.e., trust is connected to
performance and expectations.* Hence,
trust may be impaired when an operating
unit of the organization fails to perform
as it contracted, and the affected cannot
be fully compensated for the failure.
From this perspective, the nonprofit’s
message to restore trust must demon-
strate an improved reliability—a capabil-
ity to meet or exceed the specific needs
of the public; and if for some reason it
fails, the public can recover its cost.

Contracts with strong charitable con-
tents are different from other contracts
because the full organizational cost may
not be covered even by the contracting
party (such as the government, as man-
dated by state and federal requirements
for nonprofit acute care hospitals for
the indigent)*—and therefore must be
subsidized by other revenues such as
gifts and donations; or because prices
cannot be charged to those who benefit;
or because the outcome is for the pub-
lic’s welfare. These contracts, as cited
earlier, may also be less specified. It
follows that the choice of a nonprofit as
a contractor is not merely because the
contract is unspecified but also because
the nonprofit’s social capital and mission
are specified and the organization is
expected (trusted) to honor them in the
contracting relationship.

Thus, in social contracting, trust
can be impaired by performance below
expectations; by performance incon-
sistent with the mission; by poor dis-
cretionary decisions because of being
unspecified; and by withholding or
misrepresenting the social capital (the
values, networks, goals, and norms of
the nonprofit) that may have induced the
contract relationship.

Given the contract performance
impairment, a restorative message in an
ordinary performance contract based on
relationship marketing may emphasize
improvements in the ability to perform
and meet expectations connected to the
specific public needs. However, with a
charitable contract, the nonprofit has
two audiences—the other party to the
contract and the beneficiary public. It
needs the former for financial support
and the latter for involvement and accep-
tance. To the latter it needs to emphasize
a mutual, encapsulated commitment to
its mission and the congruence of its
social capital (its brand offering) with
the public need. To the other party to the
contract it also needs to emphasize its
ability and willingness to perform under
the contract and to make the right dis-
cretionary choices, consistent with the
contract terms and objectives.

2. Soliciting and Receiving

Charitable Contributions

The Financial Accounting Standard
Board’s (FASB) Statement of Financial
Accounting Standards No. 116 (June
1993) requires that nonprofits distin-
guish between unrestricted, restricted,
and temporarily restricted gifts. This
distinction is significant in understand-
ing the public’s trust in nonprofits from
the perspective of giving, the ways that
trust can be impaired through slight
changes in solicitation marketing, and
the nature of the restorative message
that might apply.
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Studying charitable donations, Cagla
Okten and Burton Weisbrod found that
donors respond to the perceived cost,
called the “price effect,” which dampens
their desire to donate, and to the informa-
tion contained in the solicitation, called
the “information effect,” which increases
donations.?® Faircloth found that the
organization’s brand, as information, can
be effective in eliciting donations.*

This implies that trust in making
donations is based (partly at least) on
representation—how the organization
represents itself to the public in its
purpose (mission) and social capital
(brand). With a donation, a donor expects
no quid pro quo, only the satisfaction
that the donation is used for the purpose
given.”” With a contract, the motive is to
get something specific in return. Hence,
the principal in a contract has an incen-
tive to be sure of the organization’s ability
to perform and to assess the cost of per-
formance—including the cost of perfor-
mance failure and the cost of verifying
actual performance.

In general, a donor does not seek—
and the organization may or may not
make—a promise of specific perfor-
mance. The donor relies on a broad
promise, has little incentive to check, and
often does not. The organization is under
no obligation to report details as to how
the individual contribution was used.
Thus, trust that induces this transaction
relies upon the organization’s representa-
tion of its purpose (mission) and social
capital—the organization’s commitment,
beliefs, values, and norms, particularly as
communicated through the fundraising
solicitations.

This trust may be impaired opera-
tionally by performance inconsistent
with the organization’s mission or social
capital—the donor’s inducement for
giving. Through the solicitation process,
trust impairment may occur because of
the misrepresentation of the mission or
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social capital or specifically by decep-
tion. In the case of deception, the issue
isnot only the impairment of public trust
but also the commission of an unlawful
act, in which case a restorative message
will not suffice.

In Madigan v. Telemarketing Asso-
ciates, Inc., the U.S. Supreme Court
affirmed the rights of states to bring
action against deceptive fundraising.*!
Deception includes misrepresentation
of the mission, the purpose of the solici-
tation, its tax deductibility, the amount
that will be used for the program purpose
for which solicitation is being made, and
the connection between the fundraising
agency and the organization for which it
is collecting.

The Distinction between Unrestricted and
Restricted Donations as Trust Transactions
When donors make a gift, unless they
specify a purpose for which the gift is to
be used, they are presumed by law and
accounting procedures (FASB 116) to be
making a gift to the general fund of the
organization—i.e., an unrestricted gift.
The use of the gift is at management’s
discretion. In this case, trust is vested in
that discretion. The donor is saying, in
effect, “I trust that you will make the best
decision about how this donation is to be
used in fulfilling your mission, which I
support.” This kind of trust is highly per-
missive. It is impaired by acts such as
embezzlement, spending on prohibited
purposes such as politics, and unrespon-
siveness to public needs consistent with
the organization’s mission.

Thus, the meaning of trust for a donor
to the general, unrestricted fund of an
organization is based substantially on the
confidence that his or her contribution
will be used for a general purpose that the
organization represents in its mission. “I
give to you because you supply blood to
the sick, help communities, provide com-
munications between our service people

and their families, help the victims of
disasters—any disaster—and I want to
help in your effort as you see fit.” This is
distinctly different from “I give because
you represent yourself to be helping the
victims of this particular earthquake
and I want to help them too.” The first
is general-fund, unrestricted giving, and
the money is used at the broad discre-
tion of the organization within the scope
of its mission. The second is a restricted
gift—to the specific event mentioned—
and must be treated so legally and in the
organization’s accounting statements.

In the case of a gift to the general fund,
trust is impaired by discretionary deci-
sions that are deemed bad due to misuse
of funds or violation of mission or social
capital representation by the organiza-
tion (or its representative). This type of
trust is not necessarily built on a forward-
looking statement—what the organiza-
tion plans to do with the donation. The
donor is relying mostly (but not neces-
sarily exclusively) on backward-looking
statements of what the organization has
done in the past. Thus, this kind of trust
is based on the organization’s established
goodwill, past performance, personality,
integrity, and image (brand and social
capital).

In the case of a restricted gift, the
donor states the purposes for which
the gift is to be used. The donor may
restrict use until some time has elapsed
or an event has occurred (a temporary
restriction). In either case, the dona-
tions are allocated to specific funds for
accounting, legal, and operating pur-
poses. The organization’s discretionary
powers are confined to these purposes.
Trust is impaired by management’s use
of the funds for other purposes even if
within the organization’s mission. Thus,
the more specific the purpose, the more
trust depends upon the donor’s confi-
dence that the organization can and will
meet the donor’s request—i.e., trust that
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the organization will perform specifically
as promised.

This trust is forward looking and
relies on foresight. It relies on the ability
to anticipate and provide for contingen-
cies. It is impaired by the inability to do
so or by going contrary to the donor’s
stipulation even if within the mission of
the organization or even if foresight was
wrong. Permanent restrictions cannot
be removed or modified by discretion of
management. Only the donor, its repre-
sentative, or a court through a cy pres
decision (one that permits the nonprofit
as custodian to vacate a donor restric-
tion) can do so, as explained in Section
413 of the Uniform Trust Code as applied
across states.

Failing such authorization, the res-
toration of this kind of public trust may
require that the donations be returned
with a simple message: “We can’t meet
the terms you specify, but we have
other use for the money and seek your
permission to do so. If you prefer, we
shall return the funds.” The restorative
message in restricted giving impairment
must almost always give the donor (or
the donor’s representative) the option to
recall the contribution, and appeal to the
donor or representative to give the orga-
nization the permission to use the funds
to fulfill a public need in its mission. Such
a message is necessary, but only techni-
cally sufficient.

The Case of Disasters and the

American Red Cross

Following the Katrina disaster, in 2005,
the American Red Cross (ARC) heard
objections from the public and from state
attorneys general for misdirecting dona-
tions given for specific disaster relief in
their respective states.

During a disaster, nonprofits make
appeals for donations. However, many
donors do not specify a purpose for
which the donations should be directed.

WINTER 2015 - WWW.NPQMAG.ORG

Yet, the donor may be presuming to
be making a gift restricted to the spe-
cific disaster victims. A conflict arises
because, by terms of FASB 116 cited
above, the organization is not normally
required to consider the gift as restricted
unless the donor specifies. It has the
incentive to consider it a general fund gift
because that gives the organization the
broadest discretion, including funding a
reserve or capacity for the next disaster.
Trust is impaired here not by decep-
tion but by representation. Compare the
messages “give to the ARC to help the
Katrina victims” and “give to the Katrina
victims by donating to the ARC.” The first
is a gift to the organization; the second
is arestricted gift to the specific victims.
The Internal Revenue Code, Section
1.170A-13, distinguishes these as a gift
“for the use of” and a gift “for,” and may
treat them differently (as decided in
Dawis v. United States, 1990).
Operationally, giving to the ARC so
that it may help Katrina victims implies
enabling the ARC through its operating
capacity to help the Katrina victims.
Operating capacity exists because of
previous or future financing; therefore,
such a message implies that something
less than 100 percent would go to the
victims. The second statement implies
that the ARC is merely a direct conduit.
However, this is an unsustainable posi-
tion over the long run unless operating
capacity is otherwise subsidized. To
date, the ARC receives no such subsidy
to cover its standing costs, although it
receives overhead coverage in individual
contracts due to specific events. Even
volunteer cost is not zero, since a firm is
the recruiter and screener of these ARC
volunteers, who must be fed and housed.
While other nonprofits respond to
disasters voluntarily, the ARC is com-
pelled to do so by terms of its charter,
granted by the U.S. Congress in 1900.
Under those terms, the ARC—a D.C.

nonprofit, tax-exempt under Section
501(c)(3) of the Internal Revenue
Code—also became a federal indepen-
dent agency with specific responsibilities
for responding to, anticipating, prepar-
ing for, preventing, and minimizing the
effects of disasters. To do this, it relies
on its portfolio earnings, public contribu-
tions, and specific, almost concurrent,
disaster contracts with the government.

Having a ready infrastructure is not
a complete option. As Justices Anthony
Scalia and Clarence Thomas opined in
Madigan v. Telemarketing Associates,
Inc. (an unrelated case), high expenses
are not indicators of “break of promise,”
because, as they note, donors should
expect that part of their donations would
go to cover organizational costs. This is
what the ARC claims to have done in one
case—to have upgraded its system.

The ARC experiences exemplify
the utility of a relationship marketing
message to build public trust in a sus-
taining relationship that requires quick
response (both by the organization and
its public supporters) by explaining:
its mission; its solicitation and needs
for funds for infrastructure and quick
response capabilities; the roles it plays
in the community and is committed to
on behalf of the public in its time of need,
why it needs the public support; and the

merit of trust in its discretion.

3. Exercising Custody over Assets

for the Benefit of Society

Custodial trust is recognized in nonprofit
law, governance, and financial manage-
ment, because all nonprofits are com-
posed of, hold, and operate social assets
for the benefit of a group or society.* The
key in custodial trust is the exercise of
prudence or care with respect to assets.
Those in whom custodial trust is invested
are required to make decisions to pre-
serve, accumulate, grow, and make cus-
todial assets available to fulfill a mission
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when needed. Thus, custodial trust is
grounded in the discretionary decision
making of management. This discretion
naturally tends toward conserving and
augmenting, while discretionary contract
trust tends toward spending to meet or
exceed expectations.

Custodial trust can be impaired by
imprudence, negligence, lack of due
diligence, self-dealing, using the assets
for transactions prohibited by the terms
of the trust, being reckless, and the
wasting of the organization’s assets as
described in the Uniform Trust Code of
the National Conference of Commission-
ers on Uniform State Laws, 2005.

Custodial trust can also be impaired
because management is inactive, incom-
petent, uninformed, or uninvolved—all
reflecting its inability to act prudently.
Consequently, restoring custodial trust is
usually not sensitive to concepts of exist-
ing brand personality, integrity, history,
and the like, because the loss of custodial
trust is almost always traceable to that
which exists or existed. In most states, a
dysfunctional management as described
can cause an involuntary dissolution of
the organization by the state attorney
general as provided for in the Corpora-
tion Code of California Article 14, Sec-
tions 6510-6519. Custodial trust can also
be impaired by good intentions, such as
imprudently overspending in response to
public pressures.

Custodial trust can be impaired by dis-
agreements about what constitutes pru-
dence—making the right discretionary
choice in discharging custody. In 2002,
the Hershey Foundation Trust, which has
custody of what was then a $5.9 billion
dollar endowment to finance the Milton
Hershey School for disadvantaged chil-
dren, announced that in order to diver-
sify the portfolio and increase its returns
it was going to sell its shares of the
Hershey Food Corporation—of which
it is the largest holder. It got an offer of
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$12 billion from the William Wrigley Cor-
poration of Chicago. The Pennsylvania
State Attorney General and the Hershey
community went to court, denouncing
the impact of the sale on the community.
The Trust withdrew the offer to sell.

A relationship-marketing message
for restoring custodial trust can com-
municate: changes in management’s pru-
dence, philosophy, responsiveness, and
competence; a discussion as to how the
changes may address future public needs
by the encapsulation of that need in the
nonprofit’s mission; and a reason for
trusting the new order—its competence,
commitment, integrity, and relevance to
the public’s needs and discretionary deci-
sion making. This is enhanced by trans-
parency, public involvement, and public
accountability.

4. Employing the Organization’s Social
Capital for the Public’s Benefit

Aside from contracts and contributions,
an organization’s social capital may be
the basis of a specific transactional
relationship, such as recruiting congre-
gants, members, clients, or students.
Social capital attracts persons intend-
ing to participate in it or benefit from
it through the organization’s activities,
networks, or products.* Aside from
recruiting, this trust can be impaired
when—in negotiating, inviting, or dis-
charging a transaction—the organiza-
tion’s unit or members misrepresent its
social capital, abuse it, or withhold it
after it was offered.

The July 15, 2006 edition of the
Washington Post ran an article by Nate
Herpich, called “Kosher Meat Plant
Accused of Abuses.” The story, which
originally appeared in the newspaper The
Forward, is about action being taken by
some Jewish religious groups against a
Jewish-owned meat processor that was
selling meat claimed to be kosher but
which allegedly was being processed

without the human dignity and animal
compassion required to be kosher. Here
we see the encapsulation of interest
(mission) but the probable violation of
the social capital—the norms and objec-
tives of kosher food processing.

A message for restoring public trust in
the social capital of an organization when
it is impaired can include: differentiat-
ing the organization from the offender
or offending transaction; separating the
organization from the event or the person
(disassociate, suspend, or expel); and
clarifying and affirming the value of the
social capital to a public need.

5. Promising Mission
Commitment and Adherence
Adrian Sargeant and Stephen Lee find
that a principal motivation for giving is
the congruence between the values of the
donor and the mission of the organiza-
tion.* Unlike trust in the social capital
of an organization, trust derived from
the mission is rooted in a promise to
perform, not in the content of the per-
formance. The mission is a statement of
a broad and more unspecified promise
than the specific performance or chari-
table contract. It describes the broad
activity class (analogous to a firm’s Stan-
dard Industrial Classification Code) in
which the organization agrees to work in
exchange for tax exemption, and not the
details of what it will do or how.
Sharon Oster states that mission
statements create bounded expecta-
tions.* Yet, since mission statements are
broad to allow adaptation, there is abun-
dant room for misunderstanding.* The
impairment of trust in the mission can
come from its violation, disputes over
suitability of transactions, or because
operations were inconsistent with the
promise of a mission. In May 2006, the
IRS revoked the tax-exempt status
of forty-one credit counselors, claim-
ing they violated a nonprofit purpose.
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In 2005, Champion County, Illinois,
revoked the property tax exemption
of a Catholic hospital, claiming that its
debt collection policy was too aggressive
to fulfill its charitable mission. In 2004,
the IRS opened an investigation into the
Nature Conservancy because of alleged
self-dealing by its directors in the orga-
nization’s real estate transactions.

Invoking the organization’s image,
personality, and recent history could be
ineffective in restoring trust impaired
by systemic mission violation, because
these factors are easily linked to the trust-
impairing behavior. The impairment of
trust due to the violation of mission may
require changes in management, in mana-
gerial philosophy, and one or more forms
of reorganization, including divestiture.
For example, in 2000, the National Asso-
ciation of Securities Dealers (NASD), a
nonprofit, sold the NASDAQ (the over-
the-counter market quotation system)
subsequent to publicity pointing to the
potential conflict between owning this
operation and the organization’s mission
to regulate capital market transactions in
the public’s interest.

A relationship marketing message
to restore the public’s trust in a mission
can contain: why the need encapsulated
in the mission or the organization is of
importance to the public; why and how
the new management or organizational
form will serve that need; why and
how the support and cooperation of
the public is important in meeting that
goal; why the public should believe that
the “new” is more reliable and commit-
ted; and the organization’s capacity and
readiness to meet its promises through
these changes.

Constraints on Restoring

the Public Trust

While relationship marketing concepts
can help in restoring trust, one message
will not fit all situations. Consequently,
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managers must tailor them to their spe-
cific circumstances.

Scholarship has found that commit-
ment is dependent upon trust; corpo-
rate image depends upon trust; loyalty
to brands (our analogy to social capital)
depends upon trust; trust is a principal
motivator in rational exchanges; and the
credibility of advertising depends upon
the credibility of the firm being adver-
tised.*” The syllogistic implication is that
trust begets commitment and loyalty. It
also begets the motivation to enter, main-
tain, and accept a message to restore a
relationship—implying that trust may
be its own antecedent. Thus, organiza-
tions that have managed the public trust
poorly are less able to call upon it in a
restorative message. The success of a
restorative message depends upon other
antecedents as well. Following are six of
these antecedents.

1. The Organization’s Involvement

and Risk Exposure

While all nonprofits are not equally
exposed to core transactions, all have an
exposure to the impairment of mission
trust, custodial trust, and social capital
trust. These are embedded in the very
nature of being nonprofit.

Nonprofits that have sizeable endow-
ments or earned-income portfolios, or
that do not accept tax-deductible dona-
tions, are less vulnerable to the loss of
donor trust. Among smaller nonprof-
its (those with assets of $10 million
or less), 54 percent of their revenues
comes from donations and 36 percent
from program revenues. For the largest
nonprofits (those with assets of $50
million or more), 81 percent comes from
program revenues and 14 percent from
contributions.*

Organizational structure may also
reduce direct exposure. Structure
includes independent subsidiaries, affili-
ates, partnerships (including licensing

and leasing arrangements), and operat-
ing through management companies in
whose names certain transactions are
conducted. Shields can occasionally be
punctured to the extent that these units
act on behalf of, benefit, are directed
by, or share the name of the nonprofit,
or are identified with it (e.g., athletic
booster clubs, auxiliaries, and alumni
associations).

2. The Message and Its Transmittal

As Petty, Cacioppo, and Schumann note,
the quality of the message matters.*
Also, the effectiveness of any restor-
ative message will depend upon the
ability of the audience to identify with
the messenger, trust the organization,
and believe the message. This is espe-
cially so where the impairment demands
organic changes in the organization and
a credible link between those changes
and expected results. Toshio Yamagishi
warns against assumptions of audience
gullibility in trust relationships.? The
educational level of the audience, the
timing, the medium, the frequency of rep-
etition, the depth of the infraction, and
the channels used can alter the effective-
ness of a restorative message.

3. The Nature of the Market in

which the Nonprofit Operates

The effectiveness of a restorative
message depends upon the market envi-
ronment in which the organization oper-
ates. The message might be less effective
in a zero-sum (or slowly expanding)
market where there are no significant
barriers to entry—for example, through
capital, technology, or licensing require-
ments, so that the impairment of public
trust encourages new providers or invig-
orates existing ones to capture the dis-
affected. Hence, the effectiveness also
depends upon the counterstrategy of
competitors—including a heavy adver-
tising campaign of their own explaining
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why a relationship with them is more
advantageous.

4. The Organization’s Goodwill and
Cost-Benefit of Trust Restoration

The effectiveness of a restorative
message is also likely to be affected by
the goodwill the organization has with the
public. Goodwill arises from a number of
factors including location, identification
with the public, past history (including
past infractions and impairments of the
public trust), the social significance and
memory of past performance, the reputa-
tion and standing of its leadership, and
the degree of participation of the public
in the decision-making process of the
organization.

As the public may have a cost of
switching, the organization has a cost-
benefit comparison of restoration. As
noted, restoration often involves orga-
nizational and management changes, so
the full cost of restoring the public trust
includes the cost of these changes. Good-
will, mission, and social capital may justify
the cost. To retain its status, the Chris-
tian Broadcasting Network (CBN), after
twelve years of dispute with the IRS, gave
up its tax-exempt status for 1986 and 1987
with a heavy (undisclosed) fine and taxes
for politicking.” Alternatively, CBN could
have chosen to convert to a for-profit or
close. This case also illustrates the point
made earlier, that organizational shields
can occasionally be punctured. Three
subsidiaries of CBN were deemed to be
politicking, but the punishment rose from
the transactional level to the parent level.

5. The Public’s Exposure to the
Impairment and the Depth

ofthe Damage Done

The ability to restore the public trust
varies depending upon the conse-
quences of the impairment (such as
death or destruction) and its breadth. In
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2003, when the head of a D.C. teachers
union was convicted of conspiracy and
mail fraud (United States of America
v. Barbara A. Brook), the impact was
contained primarily to members. Their
membership and payment of dues
continued, notwithstanding the large
amount of funds stolen by the direc-
tor and her staff. However, the 2004
Form 990 annual report of the National
Capital Area United Way filed with the
Internal Revenue Service showed that
public and corporate contributions to it
fell in 2001 to 2003, after it was charged
with inflating its receipt of donations
and its director was charged with steal-
ing its funds. The Washington Post
(October 26, 2003) reported that not
only did corporate donations fall, but
that the new director faced the chal-
lenge of restoring public trust.

6. The Value and Substitutability

of the Product or Service

Products may be patented and contain
specific properties—which at least in
the short run may create dependency
mimicking trust. Whether the product
is high-valued, a necessity, or a luxury
(nonprofit amusement parks) may affect
the propensity to receive the message
and the importance of restoration of
trust. A good may be a necessity, not
because it is necessary for life but
because it is necessary for other reasons
(such as religion) or because of its rela-
tionship to other products (such as a
shoelace to a shoe).

New brands have a harder time com-
peting with older, high-valued, estab-
lished brands, implying that restoring
public trust may be easier for established
organizations or products.” In a multi-
product organization, each product may
have a different level of responsiveness
to a trust-impairing act and to the public
response to a restorative message.

A Guide to Managing the Public Trust
The table on the following page offers
a working guide to managing the pub-
lic’s trust. Column 1 gives the five core
public-nonprofit transactions in which
the public’s trust matters. Each of these
transactional relationships is within the
normal responsibilities of a nonprofit
manager and is commonly conducted
with the public. The second column
shows the specific concepts of trust
upon which the transaction depends. The
third column shows the various manage-
rial actions that may impair the public’s
trust connected to that transaction and
also to the organization as a whole. The
fourth column shows the key concepts
in relationship marketing that may be
communicated to the public in trying to
restore its trust. Note that these concepts
are transaction-specific and do not rest
on “admissions, apologies, and plea for
forgiveness.” The fifth column shows a
generalized list of factors that could con-
dition the effectiveness of any message to
restore the public’s trust in the organiza-
tion. Organizational goodwill, restricted
markets, and high-valued nonsubstitut-
able products or services may allow
some nonprofits to get away with mild
public rebuke while others cannot.

Theoretically—and legally—the pub-
lic’s trust is central to the purpose and
performance of nonprofit organizations.
Accordingly, a principal responsibil-
ity of all nonprofit management is to
strengthen that trust and to restore it if
it isimpaired by their policies, decisions,
actions, omissions, or under their super-
vision. From a managerial perspective,
the public’s trust cannot be an amor-
phous concept. It must relate to what
managers do, can do, and can undo under
the circumstances.
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The Meaning, Management, and Marketing of the Public Trust in Nonprofit Organizations: An Operational Guide

General Nature Primary Information in Message
Public-Nonprofit of Managerial to Restore Public Trust Based on
Transactional Principal Basesfor | Action Impairing Projection of Future Performance of Factors that Condition Effectiveness of
Relationships the PublicTrust PublicTrust Nonprofit and Expectations of Public All Messages to Restore Public Trust
1. Contracting
Ordinary Performance Malperformance Communicating realizable future The Organization’ Risk Exposure:
of Any Type performance consistent with needs Degree of involvement n the activity
of public and counter—pfarty (eg. and the weight of the activity in the
government or fo.undatlon).to the organization’s operating portfolio.
contract; confirming the reliability
of the organization The Message ltself: The timing, channels,
Charitable Mission and Misrepresentation, | Affirming the organization’s commitment | MESSENGEN Fredibility, au@ifence
Contract Adherence, | Nonadherence, to mission, social capital, and a shared fiem°9faph'“ and recept.lwty—
Discretion, Social Deceit, interest with the public and mutual '"dl.‘d'"g depth °f_ cornmﬂment of )
(apital Nonresponsiveness, | reliance; confirming its capacity to perform audience to organization (e.g., religion).
Incompetence specific tasks guided principally by the The Organization’s Market: The number
public’ need of competitors, the share of the market
2. Use of Contributions held by the offending organization,
; . : : : . . the counterstrategies of competitors
Unrestricted Mission Adherence, | Misrepresentation, Affirming the ability to make discretionary and their standing (goodwill) with the
Discretion Misuse decisions that fulfill or exceed goals; use public, and barriers to entry and to
of social capital, efficient resources use expansion of other organizations and
congruent with the public interest that firms in the same market.
the organization shares and to which it is
exclusively committed The Organization’s Goodwill: Its history,
Restricted Social Capital, Misrepresentation, | Affirming commitment to fulfill donor relatfon.ship Fo, gnd St?"di“.g "Yith th.e
Mission, Performance | Nonadherence, intent through the organization’s mission, publ.|c; its prior infractions, its integrity,
Violation of social capital, history, principal purpose, and |t§ assessmenF of the cost-benefit of
Agreed Terms standing, and shared commitment with restor!ng Fhe public’ trust. Anonprofit
the donor to the precise purposes intended organgtmn may legally elect to
by donor reorganize as a for-profit, or stay as
nonprofit but with a different name and
3. Custody of Assets organized under a different section of
Discretion in Use, Misuse, Negligence, | Affirming exercise of care, good the corporate or :[lax-e)lfempt C.Od?’ and
Preservation, Imprudence, discretionary decision-making exclusively thus appear as a“new” organization.
Accretion for Future | Appropriateness of | in the public’s current and future interest; The Depth and Breadth of Damage: Some
Growth Strategy transparency and accountability impairments are minor, relegated to a
4. Use of Social Capital small population (membership) rather
: : : i . than the entire public. Some damages
Adherence to Use Misrepresentation, Affirming social capital, its inclusion and have deep-rooted results such as
of Content Withholding of availability, and its alignment death: some are the result of wanton
Social Capital negligence,
5. Promise of Mission
The Product or Service: Its social use or
Adherence to Promise | Misrepresentation, Affirming ability to perform, mutual value, the degree to which it can be
to Perform Violation, dependency and commitment to copied by others and substituted for by
Disputed Meaning objective, organization has no greater the public.
and Performance/ priority. Clarify reasonable expectation
Expectations and capability to perform
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