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With state and local governments struggling with budget shortfalls, more people in the Pittsburgh area are
turning to such nonprofit organizations as the Boys and Girls Clubs of Western Pennsylvania, Greater
Pittsburgh Community Food Bank, Catholic Charities of the Diocese of Pittsburgh, and ARC of Allegheny
County for help. Yet, bad news on the economic front is stretching many nonprofits to their limits. Demand
for services is heading upward at a time when funding is less certain.

A new Urban Institute study for The Forbes Funds suggests it is time to rethink how to help people in need.
One way to start is by setting the record straight about the nonprofit sector and how it operates.

First, although the sector is large, there has not been a proliferation of nonprofit human service organizations
in the Pittsburgh area over the past decade. In 2000, there were 547 nonprofit human service groups
(excluding hospitals) in the region, up from 425 in 1990. Compared to six other nearby metro areas
(Baltimore, Buffalo, Cleveland, Detroit, Indianapolis, and Philadelphia), Pittsburgh's human service sector
grew at a modest pace—29 percent. In contrast, Indianapolis' human services expanded by 59 percent,
Baltimore's by 41 percent, and Philadelphia's by 31 percent. Only Cleveland's increased by less (26 percent).
Nationally, the nonprofit human service sector grew by 43 percent.

Second, Pittsburgh's nonprofit human service providers are not awash in money. Despite revenues of nearly
$1 billion in 2000, Pittsburgh's nonprofit providers spent the least per resident in poverty compared with the
other study areas. Cleveland's nonprofit human service agencies spent $4,550 per resident in poverty;
Philadelphia spent $5,855. Pittsburgh spent $3,712.

Third, these community-based nonprofits do not subsist on government largess. True, some nonprofits
receive government grants and contracts, but most use a variety of funding mechanisms to support their
operations. Vital as it is, direct government funding accounted for just 28 percent of income in 2000. Client
fees, at 40 percent, were the biggest revenue source. Private donations and foundation support made up 20
percent. Other sources of income, such as investment returns, membership dues, and the sale of t-shirts or
other items, generated just a sliver of human service budgets.

Fourth, further belt-tightening will not help these nonprofits weather a difficult economy. Human service
programs in the Pittsburgh area were already facing precarious times three years ago when the economy was
still flying high. Two in five human service providers operated in the red, and most groups had little slack in
their budgets to meet unexpected demands or emergencies. In 2000, the average nonprofit human service
provider operated with a 3 percent cushion—enough to tide the typical provider over for about three weeks.

So what's the answer? Increasing reliance on client fees won't work because it could erode nonprofits' ability
to serve low-income people who cannot afford to pay. Besides, groups that relied heavily on fee-for-service
income were no more likely than other groups to avoid sharp budget deficits, our study found.

That leaves government and private givers to step up to the plate. Since the 1980s, government support for
human services in the Pittsburgh area has dwindled from one-half of total funding to less than one-third.
Charitable giving in the region (6.1 percent of average discretionary income) ranks below the national average
(6.4 percent), according to the Chronicle of Philanthropy. Unless government and private giving increase,
both the quality and quantity of nonprofit human service programs will decline.

Push could come to shove soon if the economy remains soft and community need continues to rise. The time
is ripe to take stock of the future of Pittsburgh's $1 billion nonprofit human service sector. Grantmakers of
Western Pennsylvania and its member organizations are beginning to wrestle with the issue of how to
strengthen the nonprofit sector in the Pittsburgh area. They might turn to their colleagues in other cities and
regions to share information and learn from one another.
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As a community, each one of us should ask what priority does the delivery of human services warrant and
how should financial resources be structured to accomplish this. With Thanksgiving and the holiday season
approaching, answers should be on every wish list.
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