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PREFACE

This is one in a series of Working Papers produced by The Johns Hopkins
Comparative Nonprofit Sector Project, a collaborative effort by scholars in over twenty
countries to understand the scope, structure, and role of the nonprofit sector using a
common framework and approach.

The Working Papers provide a vehicle for the initial dissemination of the work of
the Project to an international audience of scholars, practitioners and policy analysts
interested in the social and economic role played by nonprofit organizations in different
countries, and in the comparative analysis of these important, but often neglected,
institutions.

Working Papers are intermediary products, and they are released in the interest of
timely distribution of Project results to stimulate scholarly discussion, and to inform
policy debates. A full list of these papersis provided on the inside of the back cover.

The production of these Working Papers owes much to the devoted efforts of our
project staff, in particular Regina Rippetoe, as the program manager, and Wendell
Phipps, the project’s secretary. We also want to express our deep gratitude to our
colleagues on this project, to the International Advisory Committee that is helping to
guide our work, and to the many sponsors of the project listed at the end of this paper.

The views and opinions expressed in these papers are those of the authors and do
not necessarily represent the views or opinions of The Johns Hopkins University, its
Institute for Policy Studies, or any of its officers or supporters, or the series’ editors.

We are delighted to be able to make the early results of this project available in
this form and welcome comments and inquiries either about this paper or the project as a
whole.

Lester M. Salamon Helmut K. Anheier
Project Director Associate Project Director

The Johns Hopkins University
Institute for Policy Studies



DEFINING THE NONPROFIT SECTOR: FI NLANDIII

I ntroduction

The origins of the main division of societal organizationsin Finland are dualistic and based
on the legal separation between the public and the private, with nonprofit organizations generally
seen as part of the private sector. Historicaly, the development of a sovereign Finnish state was a
common political goal wherethe state had acrucial role in promoting the process of modernization
and just social development. Finland's history from the end of the 19" century through the 1950s
was characterized by several deep social cleavages and internal conflicts including a civil war in
1918 and two warswith the Soviet Union between 1939-1944. Thepolitical conflicts, which started
after independencein 1917, put their heavy stamp on society and widened the gap between thesmall
private sphere and alarge and overpoliticized public sphere. These conflicts led to the authority of
the state being openly challenged from both the extreme left and the extremeright. Aslong ascivil
society was trapped in the “encampment” with which the main political parties surrounded
themselves, the chances for growth within an unpolitical, social but not public, “third” sector were
small. Thedualistic view onvoluntary work as belonging to the private rather than the public sphere
was preserved even though society started to rid itself of the bonds of the political camps soon after
World War Il as new forms of organizations emerged.

The current interrel atedness of the private and the public, which restson along traditionin al
Nordic countries and on the role of a strong state, is not fully explained by this dualism. The
growing number of citizen’sand interest organizations from the 19" century did not see themselves
as solely private, and they often functioned in close relationship to the public authoritieslocally or
nationally. But the final breakthrough of the debate on a nonprofit sector (voittoa tavoittelematon
sektori/icke vinstsyftande sektor) or a third sector (kolmas sektori/tredje sektorn) is much more
recent. Now at the end of the 20" century it is in the midst of terminological and conceptual
diversity, areflection of the many economic, socia and political challenges Finland asa society is
faced with.

Two central events for the nonprofit/third sector are related to the international scene. In
Finland, the immediate effect of the collapse of Soviet communism was a dramatic increase in
unemployment, which put the welfare state under extreme pressure. In addition, in 1995, Finland
became amember state of the European Union (EU). It istoday hard to say how much Finland will
adjustitssocial policy to EU standards, but such an effect cannot be denied. Theintegration hasalso
stimulated reflection on possible aternatives to the Finnish models of social arrangements. By
referring to the European citizens instead of governments, the EU has decisively supported an
increasing role for nonprofit organizations within the EU.

Voitto Helander is Local Associatefor Finland and Professor of Public Administration at Abo Akademi University.
Susan Sundback is a sociologist who is employed within the Finnish John Hopkins Comparative Nonprofit Sector
Project which is being conducted at the Department of Public Administration at Abo Akademi University. The
terminology on the Finnish nonprofit sector in this paper is given in the two official languages, first in Finnish, the
language of the majority, and thereafter in Swedish. Abo Akademi University is a Swedish speaking university in
Finland.
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The state has been one of the most important advocates for a re-evaluation of the role of
nonprofit organizationsin society. The*“third” sector was already a concept discussed anong some
analysts by the mid-1980s (Weijola, 1985). Still, discussion and research on third sector issues
remained modest for another decade. One explanation for the delay isthat the Finnish welfare state
and the national economy were expanding in the 1980s and there were large new programs for
improved public social services. It seemsthat the economic recession which came with the collapse
of Finnish trade with Russia and a deep banking crisis created a Situation where government
economic policy had to berevised. About half a million unemployed and many indebted families
created intolerable social problems. The third sector started to be seen as a solution to several
problems. The concept was brought to the fore through a speech by the President of the Republic,
Martti Ahtisaari, in late 1996, strongly influenced by the book The End of Work, published by the
American economist Jeremy Rifkinin 1995. Thethird sector was particularly pointed to inrelation
to solving the large-scale unemployment. Finnish discussion since then has deviated from the
mainstream European and American debate by focusing on theissue of mass unemployment, and has
thus connected to a central theme in the Nordic “social democratic” welfare ideology.

The “third sector” is the term most widely used today in Finland to describe this set of
organizations both in everyday language and in the social sciences. Theterm *nonprofit sector” has
been used in official statistics. For various reasons many other terms have relevance for the
conceptualization of the Finnish nonprofit sector. However, some of these are too narrow or too
wide for the present purpose; some tend to blur the criteria used within the present study. For
example, the“associational sector” (jarjestdsektori/foreningssektor) refersto theimportant Finnish
legal stipulations on associations. “Popular movement” (kansanliike/folkrorelse) refersto the central
historical, political and cultural role played by the large social movements, both old and new. Most
popular movements have been organized in associations. “Associational sector” has been widely
used in everyday language, while the Scandinavian type “popular movement” has been used in the
social sciences. Nevertheless, “popular movement” and “associational sector” do not refer to the
whole associational universe.

“Civil society” (kansalaisyhteiskunta/civilsamhélle) has been used as both apolitical and a
scientificterm. Different kindsof ideological connotations have been attached to the political usage
which make it difficult to operationalize. The concept as such is not a description of the nonprofit
sector. A number of scholars see civil society asincluding everything but the state. Hence private
for-profit organizations, private persons and associations are ascribed to civil society, which thus
lacks the basic coherence of a specific sector. Similarly unprecise is the term “social economy”
(sosiaalitalous/socialekonomi) which has gained increasing foothold since Finland joined the
European Union. Asaconsequence of itsofficial positioninthe EU context, “socia economy” may
become more relevant in the future. It has been picked up especialy in relation to the Finnish
cooperative movement. Furthermore, it includes many more types of organizations than the
institutions and organizations conventionally covered by thethird or the nonprofit sectorsand should
not be seen as a synonym to these.

Finally, there are two concepts which have been forwarded especially within social policy.
“Informal sector” (epavirallinen sektori/inofficiell sektor) refers especially to social work and self-
help groups (cf. Matthies, 1991). The relation between the “informal” sector and the increasing
problems of a*“gray economy” is problematic in astudy of nonprofit organizations (Hietala, 1997).
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The second concept, “intermediate networks’ (valittavat verkostot/formedlande natverk), may
become moreimportant in the future sinceit seemsthat Finnish socia work focusing onthecreation
of jobs has accepted the idea of networking as central.

The role of associations traditionally has been approached in political science from the
viewpoint of interest intermediation. A comprehensive part of the discussion has proceeded around
central labor-market organizations. Therole of thelabor-market organizations as pressure groups or
corporatist actors in close collaboration with the government was on the agenda specifically in the
1960s and 1970s. The role played by associations as interest groups was studied with the help of
theories of democratic development, whiletheir role as para-governmental organizations (PGOs) or
actorsof indirect public administration has been central to scholarsinlaw and public administration.

Associations have al so been ascribed roles as power-wiel dersin the sphere of public administration
and as providers of collective public services (Rosas and Suksi, 1988).

The service-providing role of associations has been the main focus within socia policy
studies. Meanwhile, sociologistswith an historical viewpoint have been especially interested inthe
role of associationswithin civil society and in social movements. Thetraditiona movementsthat are
typical to all Nordic countries have also been studied by historians, whereas the new social
movements have been analyzed in terms of participatory democracy and political power-wielding.

Among other types of nonprofit organizations, foundations have functioned as funders of
nonprofit institutes particularly in the areas of education and charity. As the development of the
welfare state was strengthened, their role becamerelatively invisible. However, with therecovery of
associations, foundations have aso become more important in the area of service provision.

The main purpose of this paper is to draw the outlines of the Finnish third sector. We
approach the issue from different viewpoints. First, the historical development of the sector is
analyzed. Second, the actual situation of the sector will be described mainly from a structural
viewpoint, with consideration made for the legal frame of reference. The application of the criteria
to definethe nonprofit sector devel oped by the Johns Hopkins project are discussed in thefollowing
chapter. Last, a discussion on the role played by the nonprofit sector in relation to the state is
presented. It is assumed all through the paper that the strongly state-centered Finnish welfare
ingtitutionsin the 1990s have started to change in adirection which will be beneficial for the future
role of voluntary organizations in society. However, we also think that the Nordic type of public
welfare solutions on an equal basis for al citizens will be preserved, and that the role played by
nonprofit organizations will be to complement the state and municipalities rather than to substitute
for them.

Historical Background
The East-West Dimension

Geopolitically, Finland is aborder between Western and Eastern Europe. The country was
part of Sweden from the Middle Ages until 1809 and the scene of several Swedish-Russian wars.
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For a period of 108 years Finland was a separate region within the Russian empire, until its
independencein 1917 in thewake of World War | and the Russian revolution. Still, themajor social
institutionsin Finland are of Western origin. During the Russian period Finland preserved thelegd,
religious and constitutiona principles from the Swedish era. Theill-advised effort of the Russian
Czar a the end of the 19" century to “russify” Finnish society eventually paved the way for
independence. The geo-political status which Finland had after 1809 continued to be a source of
tenserelationswith Russia. During the period after 1809 until independence (in some respects also
later) Finnish history can be seen as revolving around questions whether the country could and
should continueto be part of Western Europe and Scandinavia. Finnish nationalism during the 19"
and 20" centuries has sometimes tended to distance Finland from the historical and present close
relations to Sweden and Scandinavia.

Theroleof religionisespecially significant in relation to the Western European character of
Finnish society and to the development of anonprofit sector. Liketherest of the Nordic countries,
Finland had become Christianized mainly through missionsfrom the Roman Church and becamein
the 16™ century a Protestant Lutheran country. Therole of the Roman-Catholic Church in Western
Europe has been crucial to the concept of acivil society. This church demanded a social space for
itself, recognized by cathedrals, churches, monasteries, etc., populated by individuals who had
dedicated themselves (at least in principle) to aseparated religiouslife. The Roman Churchwasand
is strongly engaged in societal matters. On the other hand, the Lutheran Church inherited an
ambivalent attitude to secular society, marking a distance but also wanting to influence it -
theologically understandable as the duty of the Christians to assist in the human process towards
salvation. The role of the Church in relation to modern culture and ideas on civil society was not
restricted to philanthropy or popular education. The religious dimension was probably a prototype
for later secularized utopian ideol ogies concerning a soci ety which istruly human and out of reach of
state or church bureaucracy.

It wasfrom thispoint view of crucia cultural and social importance that the shiftin 1809 did
not imply ashift of the statereligion in Finland. Orthodox Christianity idealizes more harmonious
relations between Church and state than Catholicism or Protestantism. It is to a higher degree
apolitical, but runsagreater risk of becoming an uncritical supporter of state and people (“nation”)
(Stackhouse, 1987). The fact that the Czars until the end of the 19" century were obliged to let
Finnish society preserve its traditional institutions created a cultural platform which later became
essentia for the mobilization to independence. The Czar was during the Russian era the only
political institution under which the country was subordinated. Thiswas probably a condition for
avoidance of russification and thus favorable to the Finns. It was aso favorable to gain
independence in 1917, before the Soviet system had stiffened to a totalitarian machinery. It is
unlikely that traditiona institutions, especially the church, would have survived if Finland had
become a socialistic republic within the communist bloc after the uprising in 1918 or the two wars
between 1939-1944.

The character of religiously-motivated institutions providing social aidintraditional agrarian
society through parishes and parish-related arrangements was similar all over the Protestant world.
As part of Sweden, Finnish local society was under the same rules (cf. Lundstrom and Wijkstrém,
1995, pp.2-3). However, Finland was often seen as the poorer and |ess devel oped eastern part of
Sweden. Finland was also a periphery as part of the Russian Empire which, for this reason, was
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hindered to start the process of political and social modernization which became urgent during the
19" century.

National Mobilization and the Role of Welfare Organizations

The similarities between Finland and Sweden that existed before 1809 werelargely an effect
of the diffusion of ideas and regulations from Stockholm . The Swedish influence was strongest in
the southern and western coastal regions. Both elite culture and the Swedish language tended to be
lessvisiblethe further the distance between alocal milieu and the cultural and administrative center
in the southwest. During the 19™ century most of the population lived in relativeisol ation, dispersed
al over the large country. The great majority were Finnish speaking and lived by primary
production.

Although some religious, educational, occupational and philanthropic organizations arose
during the first part of the 19" century, their role at the end of the century was by far superseded by
large popular movements which organized the peopl e for the common goal of independence. By the
end of the 19™ century various movements representing the lower classeswere proponents of radical
modern ideas about democracy, equality and belief in human progress through education and social
reform. Thevast socia problemsrelating to the retarded state of the rural economy were commonly
viewed as a significant consequence of Russian influence and authoritarian social and political
conditions. In addition, however, the struggle for national independence was part of a general
European belief in social progress that acquired different interpretations in different popular
movements. During the Russian period the nationalist political aimswere disguised by the popular
movements under the auspices of fire brigades, associationsfor youth, “teetotalitarians,” and hunting
or sailing associations. Nationalist action united the population from al strata and within both
language groups, especially when Russian oppression intensified at the turn of the century. The
belief in the idea of a Finnish state became so strong that it survived severe interna political
cleavages and the civil war, and it has ever since preserved high legitimacy.

The progressive social goals set by the popular movements in the 20™ century have been
realized by and large through the state and the democratic system. The relevance of private welfare
services or philanthropic organizations in Finland often was seen in an ambivalent light since the
belief in the national collective was strengthened a century ago. Social equality has been related to
wider questions about democracy and politics. Welfare and philanthropy in the 19" century were
generally associated with social inequality and acceptance of the status quo. The belief in collective
and centralist solutions to problems of asocietal character became dominant by the end of the 19™
century as aresult of achangein the class base of Finnish society. The political power of Finnish-
speaking workers and farmerswas established over the power of a Swedish-speaking minority elite
which had exerted much influence when society was estatist hierarchical. The nationalists
represented a more democratic view of society. Nationalism became a vehicle both for the lower
classes and the Fennoanians (cultural nationalists focusing on the advancement of the status of the
Finnish language, sometimes in opposition to the Swedish-speaking minority). The later
development of a state-centered welfare system based on the idea of social equality must be
understood against this historical background.
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In spite of the main thrust towards encompassing social solutions, some charity organizations
were founded in the 19" century asadirect result of philosophiesand ideol ogieswhich had reached
Finland from abroad. Many of the new organizationswereinspired by ideas of socia progress, while
otherswere mainly atruistic. The Christian deaconal institutions/hospitals which were established
beginning in the 1860s may have been the clearest example of philanthropy where political and
nationalist ideas played a minor role. The early feminist movement which appeared some decades
later as a proponent of another humanitarian movement soon split into different organizations
representing conflicting political interpretations of the call to improve the position of women in
society. But they wereall, at least indirectly, engaged in the nationalist and political movements of
their time (Jallinoja, 1983, pp.34-42; von Alfthan, 1965, pp.22-31; Finlands Svenska
Marthaf6rbund, 1899-1959).

The early history of the Finnish Red Cross is illustrative of the conditions which were to
shape the role of charity organizations which wanted to work with broad popular support. The
international Red Cross, founded in 1863, was working in Finland in 1877. Nevertheless it was
impossibleto get dispensation for aregular, internationally integrated Red Cross association aslong
as Russian consent was needed. Rather, it was accepted under adifferent name by theinternational
Red Cross asthel egitimate representative in Finland. It became engaged in aiding activities abroad,
because of wars, and in Finland, because of hunger and diseases. At an early stage the Red Cross
provided temporary hospitals for people suffering from epidemic diseases and educated Finnish
nurses. It also spread information and instructed people in first-aid. It remained until Finland's
independence a relatively small organization which, because of its social base, shared the
characteristics of earlier upper-class charity activities. After World War | the membership wasonly
afew thousand and the number of local affiliatessmall. Thiswasin part because Finland had, inthe
period between the two world wars, culturally turned into itself, and thus, other countries and
cultures had low priority. The Finnish Red Cross attracted little attention with its pleas for
international solidarity and aiding projects outside Finland.

It issymptomatic of thetimesthat from its start the Mannerheim Leaguefor Child Welfare,El
founded in 1920, became amajor nonprofit philanthropic organization in close cooperation with the
state. It was an important guardian of conditions concerning children in Finland and a channel for
improvement of the social and medical care of children all over the country. Likethe Red Cross, the
Mannerheim League “filled in” where needs were large and public authorities lacked resources.

The expansion of the Finnish Red Cross parall el sthe devel opment and differentiation of the
Mannerheim League for Child Welfare. Thelocal affiliates of the League aso became important
milieus for Red Cross activity. From 1929 onwards the two organizations jointly developed
provincial bodieswith the purpose of intensifying local activity. Hereby the popular support for the
Red Cross started to increase. The assistance efforts of the Red Cross reached unprecedented
measures during the temporary economic crisisintheearly thirtiesand later during thetwo warswith
the Soviet Unionin 1939-1940 and 1941-1944. The organization was essential for the mobilization

2 General C.G.E. Mannerheimwasin the period between the two world wars probably the most authoritative personin

theinternally split Finland. He commanded the white army in 1918 and was president of Finland for ashort period
after the 1939-1944 warswith the Soviet Union. During thistime, the League, which heinspired, celebrated its 25th
anniversary.
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of nurses and the organization of medical and social care during the wars. It was also the central
network for the civil defense and took responsibility for the health care of the evacuated popul ation.
The Mannerheim League for Child Welfare and the Finnish Red Cross both engaged fully in the
reconstruction of society intheimmediate post-war period. The provision of concrete servicesto the
popul ation was gradually taken over by the public authorities, while thetwo organizations moved on
to other tasks more related to preventive public health which served as complementsto the services
provided by the public sector.

The two organizations split in 1950 in order to specialize and expand along different lines.
The Red Cross changed its primary goal from catastrophe-aid and hospitals to preventive popular
health. When the hospitals were taken over by public authorities, the Red Cross shifted to health
care, first-aid courses and home service. The elderly and retired became targets for medical and
socia care. All thetimeinternational solidarity remained acentral area. The Red Crossorganizeda
separatelocal network of associations and attained status of apublic law association which gaveit a
uniquelegal status. Theshift from activerelief measuresto information and public healthissueswas
natural in a situation when state and municipalities took full responsibility for hospital services.
Social helpfor theelderly, first-aid courses, youth work and - after increasing welfare- international
solidarity became characteristic Red Cross activities from the 1950s. Membership reached over
200,000 in the 1980s. It was in 1995 one of the largest citizens' organizations with 120,000
members (Hemberg, 1996). The Finnish Red Cross has local activities within both main language
groups.

In asimilar fashion, the functions played by the Mannerheim League for Child Welfare in
relation to the health of families, mothers, children, youth and parents has changed over the yearsdue
to changes in publicly-produced services. The role of the League remained innovative, often as a
result of close contacts with the changing everyday problems in families. The role played by the
Mannerheim League among the Finnish speaking has to great extent been played by The Health
Organization of Folkhdlsan, founded in 1921, among the Swedish speaking minority. The
Mannerheim League for Child Welfare is nevertheless officially a bilingual organization.

The separation between the Red Cross and the Mannerheim League for Child Welfarein the
1950sindicates the impact of the deep changesthat were beginning to mark Finnish society when the
rebuilding period immediately after World War 11 had passed. The country was becoming more
urbanized, more wealthy and more open to impul ses from the international scene. Therising living
standard and the gradual disappearance of political strain helped to vitalize civil society.

National Foundations

In 19" century Finland there were no large donations for science and culture as happened in
nei ghboring Sweden (Lundstrom and Wijkstrom, 1995, p.4). Beforeindependence, individual donors
chose to give money to institutions representing the Finnish people or to the Helsinki University
which had acquired acentral rolein the national front (Ilmanen and Kontuniemi, 1977). Inthisway
some large donations were integrated into existing cultural institutions, particularly those with an
aim to improve the status of the Finnish language. After independence private donations helped to
create new institutions such as a new university in Turku. Wealthy representatives of the Swedish
speaking population chose in a similar way in 1917 to donate the means for a private Swedish
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language university as a response to marginalization of Swedish within higher education and the
growing cultural cleavage between the language majority and minority (Nordstrom, 1968, pp.111-
116). After World War 1l these universities, in the sametown but in separate languages, became state
universities as had many other formerly private cultural or socia institutions.

Since 1918, the Finnish economy devel oped rapidly, which gradually resultedinrisingliving
standards and increasing private and public wealth. The crisisin the beginning of the 1930s hit the
rural sector and industry harder than the rest of the economy, but lasted only for a few years.
Foundations for restricted purposes became more central in the period between the World Wars.
Private initiatives helped to start many new social and medical institutions which later became
integrated into the public welfare system.

Other Non-Profit Organizations

Associations within politics, the economy and occupations make up the largest number of
registered associations during independence. Their relatively drastic decline sincethe 1960sin favor
of associations within culture, education, leisure and sports reflect cultural adjustments to the
structural processes which have changed Finland to an urban post-industrial society. Voluntarismis
no longer related to political reforms or nationalism. The most creative field of voluntarism covers
interest organizations such as unions or defenders of different minority rights, networks dedicated to
the ideals of solidarity with those in need in Finland or abroad (unemployed, drug-users, starving,
etc.), global valuesin relation to environment and animal rights, and various forms of alternative
movements or the new social movements. A dynamic development has vitalized part of the sports
organizationsthrough theincreased role of money, but thistendsto lead sports organi zations out of
the nonprofit sector (Siisiéginen, 1996, pp. 39, 45-46).

Major Types of Organizations

Although the major form of nonprofit organization i sthe association, the sector alsoincludes
foundations and some cooperatives. In addition several forms of newer organizations fall on the
borderline between the for-profit, public and nonprofit sectors. The borderline cases are in fact
relatively frequent in Finland; the best examples are given by the historically well-established main
churches. Each of these is described below.

Associations

The legal framework. The legal basis for associations is formed by the Constitution Act and the
Associations Act. According to the Constitution Act (wording from the amended form in 1995),
“Everyone shall have the right to freedom of association with others. The right to freedom of
association shall include theright to found an association, to belong or not belong to an association,
and to participate in the activities of an association. The right to form, join and participate in the
activities of trade unions and the right to organize for the protection of other interests shall likewise
be guaranteed.”
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The Associations Act of 1989 stipulatesin greater detail the establishment and organizationa
forms of associations. According to the basic definition, an associationisacontract by which several
persons act together for the common realization of a nonprofit purpose. The Association Act puts
some general requirements on the association’s members, which may be private persons,
corporations or foundations. If the primary purpose of an association is to exercise influence over
State affairs, the members must be Finnish citizens or foreignersresiding in Finland or associations
whose members or member associations directly or indirectly meet these criteria. To found an
association a memorandum has to be signed by at least three persons. The same applies for the
registration of an association.

Associations can be classified in various ways. Focusing on purpose, for example, they may
be classified as nonprofit associations versus economic associations. The purpose of a nonprofit
associationisideological. Even so, anonprofit association can practice certain economic activities.
Thelegal system also defines some associ ati ons as economi ¢ associ ations, regul ated by special laws.
The main purpose of an economic association is either to acquire profit or other economic benefit
(Halilaand Tarasti, 1996, p.63). For this reason economic associations are considered to be excluded
from the nonprofit sector.

Nonprofit associations can be classified on several grounds. An important classification is
based on legal statusand legal capacity. According to thisdivision themain types areregistered and
non-registered associations. Associations that intend to be registered can obtain this status by
announcing it to aregister kept by the National Board of Patents and Registration. Only aregistered
association has legal capacity. This capacity entitles it to obtain rights, make commitments and
appear before a court or some other authority as a party. Based on legal capacity, registered
associations havetheright to hold title to movabl e property and to real estate, to conclude apurchase
contract or other contracts, and to receive donations. The members of aregistered association are not
personally liable for the commitments of the association.

The freedom of association secured in the Constitution Act concerns non-registered
associations as well. To have certain rights the unregistered nonprofit associations must have their
own bylaws, which stipulate their purpose, ruling bodies, etc. (Ammala, 1991). Non-registered
associations have no legal capacity, which essentially restricts their economic activities. In this
respect they lack the rights that a registered association has.

Some associations are covered by specia regulations. These cannot freely choose their
purpose, and membership is often obligatory. Many, but not all, can exert public authority and are
also defined as public law associations. The category of specially-regulated associations includes
very different kinds of units, such as associations which function solely on the local level (e.g.,
forestry associations, fishery collectives and road maintenance associations), a theintermediary level
(e.g., fishing districts), on the national level (e.g., The Finnish Bar Association) or on several levels
(e.g., The Finnish Red Cross, The Central Chamber of Commerce). A number of these associations
are obligatory according to certain criteriamentioned in law (e.g., road maintenance associationsfor
maintaining local roads). Some of them have mandatory membership (statutory local landowner’s
association) or obligatory feeswithout mandatory membership (local forestry associations). Some of
them function close to public authorities (e.g., The Slot Machine Association).
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The associational structure. Severa scholars have described Finland as “a promised country of
associations.” Thewords hold truth - but only with certain reservations. The associational universe
is highly structured. The most common organizational structure is the three-level pyramid model.
The lowest level is constituted of local associations. The intermediate level comprises district
organizations. The country-wide associations are usually called unions, which may further be
attached to afederation or to acentral organization, which constitutesthefourth organizational level.
It should be stressed that the identification of the members of alocal level association with the
federation may be very weak or non-existent because the membership of the federation is based on
membership through the unions (Halila and Tarasti, 1996, pp.27-34).

At the top of the pyramid structure federations usually cover avast sector like social work,
gports or youth organizations. Numerous unions have joined more than one federation. There are
someimportant federations or umbrellaorganizations covering in practice all national unions of the
sector. Hence the Association of Voluntary Health, Social and Welfare Organizations (with the
Finnish acronym Y TY') isan umbrellaorganization of more than one hundred unionsfunctioningin
the sphere of social work and health. In the sports sector some tens of unions have joined the
umbrella organization SLU. The Federation of Women Organizations and the Federation of Y outh
Associations (Allianss) cover their sectors. The only large associational sector without a
comprehensive peak organization is culture (sports excluded). The trade union movement isdivided
into three federations. A maor change in recent history isthe dissolution of the traditional political
sectorization (“encampment”) which was typical of the Finnish associational structure since the
dawn of independence. Theintegration of the sports movement in the early 1990sisaclear sign of
the disappearance of traditional political borderlines.

At the next level are about 2,000 nationwide unions. A great share of them have separate
district level organizations. There are also numeroustwo-level unionswith local associationsdirectly
joining them. In addition to unions there are also many nationwide associations with individual
members directly affiliating to them. A substantial portion of these kinds of associations act only at
onelevel with membersdispersed all around the country. Thismodel is particularly typical to some
scientific and cultural associations.

District level associations are often non-registered organizations with very little
independence. They act as intermediators between the union and local associations and as
coordinators for thelocal level associations. The district or region level organizations are not very
important associational unitsasfar astheir activities are concerned. The number of districtsusually
varies between ten and twenty in the country.

Focusing on human resources, it appears that all nationwide umbrella organizations and
unions have at least one salaried employee. Some organi zations have aheadquarters staff of severa
dozens with even more salaried employees in the field organizations. The largest organizations
employ more than one thousand people. According to the Statistics Finland the total number of
people employed in the nonprofit sector is about 64,000 persons, equivaent to two percent of the
total labor force. This figure includes personnel working on the district and local levels. A recent
study on personnel inlocal level associations pointed out that every eight of these associationshad at
least one full-time salaried employee; and an equal amount had a part-time salaried worker
(Helander, 1997, p.318).
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According to information provided by the Register of Associations, there are about 105,000
registered nonprofit associationsin Finland. It is estimated that about 100,000 associations exist on
the local level. The actual number of active associations is much smaller (Ronnberg, 1998). In
addition to the registered associ ations some tens of thousands of unregi stered associations constitute
a comprehensive organizational network all over the country. There are relatively few single
unregistered associations. It ismore common that the nationwideregistered unionsor evenregistered
local associations have unregistered local sub-associations. In these cases the registered
organizations take care of certain duties and services otherwise attached to the lower-level
associations.

The Finnish associational universe has experienced severa waves, which havere-directed its
focus. In the first half of the 1990s a profound structural change has taken place in the association
structure. Among the associations registered between 1990 and 1994 three subcategories, culture
(with ashare of 21.8 percent), sports (21.3 percent), and recreation and lei sure-time (19.3 percent),
constitute the largest groups by far. Despite the rapid change concerning the newly-created
associations, the traditional associational spheres have maintained their positions. Among all
registered associations the above-mentioned three categories constitute only one-third, while the
shares of economic and professiona (27.5 percent) and political (21.5 percent) organizations
constitute almost one-half of all registered associations (Siisidinen, 1996). The declining trend has
concerned membership and activity more than the number of political associations. These figures
point out that the focus of associational life is moving from economic and political associations
towards the cultural side, with other categories like social work and health care associations
preserving the share of associations that they have had for decades. The rapid changes in the
associational universe indicate the focus is being shifted from collective interest intermediation to
satisfaction of individual needs.

Some recent studies on citizen affiliation point out that a comprehensive majority (77
percent) of adult citizens have joined at least one association. A share of 27 percent claimed to be
members in at least three associations (Siisidginen and Ylonen, 1996). A comparison with the
Swedish situation indicates that the affiliation rate in Finland is a little lower than in Sweden.
Stressing the democratic aspect, the arenas for participation provided by the associations are broad.
However, participation concentrates in certain groups or categories of citizens. highly educated,
employed and persons in high societal positions are more apt to participate than the less well-off.
Research reports also indicate that participation greatly varies according to the type of associations.
Hence, the cultural and sports associ ations are able to demonstrate high membership activity. Onthe
other hand, trade union members are passive with only less than one-fifth participating in their
activities. Still, the Finnish trade unions are able to demonstrate a high rate of affiliation, about 80
percent of all wage earners, both white-collar and blue-collar workers, one of the highest intheworld
(Helander, 1998).

Foundations
According to the 1930 Act on Foundations, amended in 1955, afoundation is characterized
by an asset which is designated for a particular purpose. The foundation must have a separate

administrative body for each asset. Unlike associ ations, foundations do not have owners or members
whose own interests are mingled with those of the organization. The purpose must be charitable. A
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foundation must be registered in order to qualify asalegal personwith legal capacity, and thusthe
right to make commitments and to appear asaparty before acourt or other authorities. Independent
private law foundations are usually divided into two functionally different categories, although the
same law applies to both: institutional foundations (laitossaatio/institutionsstiftelse) and capital
foundations (padomasaati o/kapital stiftelse). Institutional foundations may maintain hospitals, or
research institutions, or publish periodicals. Capital foundations generally support other actors
through grants and other services. Some foundations work both as institutional and capital
foundations.

There are also public law foundations and so-called “lacking independence” foundations
which are regulated outside the Foundation Act. The former are regulated through specia laws,
whilethelatter are unitsfounded by existing corporations (associations, foundations, municipalities,
parishes, etc.). The “lacking independence” foundations have no legal capacity.

Sincethe enactment of the Foundation Act in 1930, the number of foundations hasincreased
annually by dozens. In 1962 their number was 1150, and in 1976, 1630 (Ilmanen and Kontuniemi,
1977). Inthe mid-1990s their number had risen to 2,400 of which about 2,150 are active. Thesize of
the foundations varies enormously. Some foundations which maintain large institutions, like the
Diakonissal aitoksen saati 6 (Deacona Institute Foundation) are nationally significant, whilemost are
small and of basically local importance. About forty percent of the foundations act in the sphere of
education and culture (including sports). The second largest group is composed of foundationsinthe
socia and health area. Institutional foundations constitute about forty percent of al foundations.
Their share of the capital owned by foundations amountsto almost nine-tenths and their maintenance
expenses amount to three-fifths of the total expenses of all foundations.

Tax Regulations

Two principal pointsof departure must be taken into consideration for the appreciation of the
tax treatment of nonprofit organizations. The first relates to different forms of direct or indirect
taxation. The second concerns the treatment of subjects whose intent isto donate to the nonprofits.
The nonprofit organizations referred to in these regulations include both associations and
foundations.

With regard to taxation of the organization, a charitable/nonprofit corporation has a special
position according to the Income Tax Act (ITA). To have status as a nonprofit corporation, three
preconditions must be met: 1) the corporation acts exclusively and directly for a public good in a
material, moral or social sense; 2) its activity does not concern only alimited group of persons; and
3) it does not yield economic benefit asdividend, profit share or asamore than moderate wage, or as
any other compensation to personswho are involved init. The law includesalist - not exhaustive -
of those units which may be regarded as charitable or nonprofit.

It isthe actual activity, not just the purpose, of the association that is decisive for the
taxation status. The status is determined in last resort by the National Board of Taxation, whichis
subordinated to the Ministry of Finance. Nonprofit corporations, thus also associations, do not
pay tax on personal income. They pay state income tax only on business income and municipal
tax in addition to business income from real property. According to the Act and Decree on Tax

12



Helander and Sundback Defining the Nonprofit Sector: Finland

Reliefs for Some Nonprofit Corporations, income from real property is also tax-free when it
primarily is used for a public or nonprofit purpose.

According to the Value Added Tax (VAT) Act anonprofit organization is liable to pay
value added tax only if itsincome is deemed to be taxable profit income stipulated in the ITA.
Minor activities are exempted from the VAT.

The main rule concerning deductibility of donations to nonprofit organizationsis based on
theideathat they are not deductible in incometaxation concerning individuals. However, corporate
donations are deductible within certain limits (FIM 5000-150000) if they are given for scientific or
artistic purposes that have been approved by the National Board of Taxation.

The Churches

The Finnish Constitution guarantees the freedom of religion and conscience. Likein other
Nordic countries a typical trait of the traditional religious life in Finland is a relatively close
rel ationship between the Evangelical Lutheran Church and the state. The two Finnish churchesthat
have a special legislated status, the Evangelical Lutheran Church and the Orthodox Church, both
enjoy autonomy although the second represents arather small minority. The Church Code of 1869
constitutes the basis for the legislation on the Lutheran Church. It has secured the church among
other things an ecclesiastical organization separated from the state and church-tax from members.
The Constitution Act stipulates that the administration of the main national church be regulated
through the Church Code. A 1993 amendment has loosened the relationship between the state and
the Lutheran Church. The Church Code now includes only those provisions that are of centra
importance for the position and activity of the Lutheran Church and require law level regulation.
Direct state support to the church organization has been reduced greatly.

The relationship between the Lutheran Church and the Finnish stateis uniquein the Nordic
region because of the rel ative independence of theformer. Since 1870, the state had considerably less
direct power over the church than was the case in other parts of Scandinavia. However most Finns
continued to see it as a state-church due to the many social and practical bonds between state and
church, e.g., religious education, church taxes and the state’ s responsibility for the care of church-
related national treasures.

The status of the Orthodox Church was more vulnerable until the 1960s. This church
presented a problem with political implications at the time Finland attained independence. The
granting of religiousfreedom was considered acondition for international diplomatic acceptance of
the Finnish state. The Act on Religious Freedom was accepted by the parliament in 1922, but had
been on its way for many years prior to that. Finnsin general in 1917 had little sympathy for the
statereligion of theformer ruler and Russia. The Greek-Catholic church (thiswastheofficial term at
that time) was attached to the Moscow Patriarch and was commonly called the “ Russian church.”
Not all orthodox believers were Russians; there was a Finnish orthodox minority in the eastern part
of the country. The difficult situation was solved by giving this church aspecial status. The statute
regarding the* Greek-Catholic” churchin Finland wasissued by the government by theend of 1918.

It enjoyed from the start a high degree of autonomy, the right to prescribe church-tax and aright to
be heard in | egislative matters concerning itself. The Finnish government becametheformal head of
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the church, which thus had been enculturated. Governmental influence was limited, but the church
was unable to start new monasteries without the government’s unlikely consent. Assets such as
aready existing monasteries and land could no longer be owned by the church as such, only by
church foundations. The “Russian”stamp was radically modified in 1923 when the Finnish
Orthodox Church came under the religions auspices of the ecumenical patriarch in Istanbul.
Legidation on the Orthodox church has been amended severa times since 1945. Today it enjoys
almost the same privileges and status as the Lutheran Church. Its special status has been guaranteed
legally since 1969. The Orthodox Church hastheright to apply for economic support from the state.

Parishes are the units of local administration in both the Evangelical Lutheran and the
Orthodox Church. Parishesenjoy theright of self-government. The parish tax paid by the members
to both the Lutheran and the Orthodox parishesis connected to municipal taxation. The number of
Evangelical Lutheran parishes was 595 in 1995. They overlap to a great extent with the
municipalities, numbering 450. There are usually several parishesin one large urban municipality.
The number of Orthodox parishes is 25. About 86 percent of the Finns belong to the Evangelical
Lutheran Church. The share of the Orthodox isalittleover 1 percent. Lessthan 1 percent represented
other religionsin 1995, and about 12 percent of the Finnish citizenswere registered as unaffiliated
(Helnoet.al., 1997, p.24). A great deal of the membersarereligiously passive. In 1995, the share of
active Lutheran church attendants at Sunday masses was only about 3.5 percent, but amajority of the
Finns attended some kind of religious service during that year, particularly on Christmas Eve. The
Lutheran church offersarelatively wide range of activitiesto different age categories (Heino et. d.,
1997).

In addition to the Evangelical LutheranChurch and the Orthodox Church there are also other
religious communities recognized by the law.™ A religious community can be founded by twenty
persons living in Finland. The Act on Religious Liberty presupposes that if somebody wants to
establish an officially acknowledged religious community, arequest should be madeto the Registry
of religious communitiesin the Ministry of Education. There are at present 34 registered religious
communities in Finland, most being very small.

Thereisno simple answer to questionswhether thetwo legally “ privileged” churchesshould
be seen as part of the third sector or not. It isaquestion of definitions. If the criteria*“voluntarism”
and “private” are stressed, asin the Johns Hopkins studies, the churches probably will fall outside.
Onthe other hand, if amore Eurocentric view of public good organizations could be applied, alot of
activitieswithin the churches might be considered part of the third sector. In this sensethe Finnish
situationisnot very unlike the German one. Anheier and Seibel (1993, pp.18-19,25-26) find that the
distinction between public and private law categories areill-suited to capture the German nonprofit
sector. The “public” isnot simply the state. In Finland, the Church Codeis part of public law, but
the churches are independent organizations, and church tax isrequired only from members. All other
religious organizations and associations are ruled by civil law. A difference between Germany and
Finland, however, isthat the welfare system in Germany builds on the principle of subsidiarity which
entrustslarge responsibility on to the churches, whilethe welfare systemin Finland isstrongly state-

Some religious groups have chosen not to become religious communities but have preferred to be registered
associations following the Association Act, e.g., the Pentecostal Church. The main reasons are that the state
demands more oversight and control of the officially acknowledged religious communities.
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centered. The major church has adjusted its deaconal aims in the period following World War |1
according to the development of secular public institutions for social and medical purposes. The
problems of classifying the two main churches are complicated by the fact that the autonomy of the
local parishes makesit possible for these to engage in diverse third sector projects with other local
organi zations and by thefact that there are many associations within the churchesthat are organized
according to the Association Act. Many voicesin Finland have during the 1990s asked whether the
church - as a representative of the third sector - should take more responsibility for the social
political goals. It seemsthat at |east the churchesruled by public law should not be pushed out of the
nonprofit sector.

Cooper atives

Cooperatives are regul ated by the Cooperative Act which wasenacted in 1954. A cooperétive
isacorporation which at the outset neither has a definite capital nor a definite number of members,
but the intention to engage in economic activity for the benefit of members. A cooperative does not
have an ideological purpose, but differs from other economic associations through the principle of
cooperation. Although their purpose is economic in theory, some of them have been deemed as
nonprofit organizations in taxation, especially concerning income tax (ITA). A cooperative comes
into existence by simple registration. An announcement of the founding of a cooperative must be
made to the Trade Register in the National Board of Patent and Registry. This way a cooperative
receives the legal capacity which is required to obtain rights, make commitments and appear as a
party before court or some other authority.

There are two types of cooperativesin Finland: traditional and neo. The traditional forms,
mainly producer and consumer cooperatives, function on for-profit basis, usualy as limited
companies. Thereare also about 700 hundred new type (neo-) cooperatives, onethird of which have
been evaluated to act on nonprofit grounds (Julkunen, 1997). A large sub-category among the neo-
cooperatives are so-called work cooperatives. Their main purpose is to provide participants with
workplaces (Karjalainen, 1996). They function in this respect as intermediaries of work places and
providers of work opportunities.

Hybrid and Borderline Cases

In addition to the typical nonprofit organizations, associations and foundations, there are a
great number of organizational arrangementswhich often areregarded as part of thethird sector. The
law does not recognize these units as independent subjects. Their legal status is afunction of the
laws which govern the organizations and institutions which are responsible for the activities in
guestion. New organizationa forms have mainly emerged in the 1990s. A good deal of them have
been founded according to foreign model s and innovations recently introduced to Finland. A typica
feature isthat their legal statusisdifficult to definein exact terms. They often appear to be multi-
functional. Most of these “new infrastructures’ (Julkunen, 1997) try to combine different resources
available on thelocal level. Several of the modelsfor local cooperation have emerged asaresult of
various actors from the public, private, and third sectors, or as areaction to, strategies for reducing
unemployment devel oped by largeinternational organizationslike International Labor Organization
(ILO), OECD, and particularly EU. Three of these hybrid organi zations may be especialy mentioned
in this connection: partnership projects, activity centers and self-help groups.

15



Helander and Sundback Defining the Nonprofit Sector: Finland

Forumsfor local partnership. Theideawhich has been applied in Finland in the forumsfor local
partnership is of Irish origin. It is mainly the tradition of a strong municipal administration on one
hand and the tradition of a centralized system for wage bargaining which has caused difficultiesin
the strict application of the Irish model as such. The principle am of these projects is to reduce
unemployment on the local administrative level, which in the Finnish case is constituted by
municipalities (Katajaméki, 1996). The participants come from severa sectors. The municipalities
and local state officials represent the public sector while the entrepreneurs and employer
organizations represent the private sector. Different kinds of voluntary organizations like
associations of the unemployed, trade unions, citizens organizations and religious communities
constitute a separate category of participants.

Until now, only afew forums for local partnership have been established. Their principal
functions have been to develop local cooperation between different types of organizations. Voluntary
input plays a margina role in the forums. By helping to develop local employment projects
financially supported by some public domestic or foreign funder, often by some EU-fund, these
forums can devel op particularly the educational competence of the unemployed and bring about new
workplaces for third sector participants. In addition to the forums there are also so-called work
pools. The participants are similar to those in local forums. A local idea often developed by
voluntary organizations may be furthered by implementing it with availablefundersand cooperation
partners.

Activity centers. Theideaof local workshopsisof Danish origin. Theworkshopsare purportedly for
young people who usualy have interrupted their normal schooling. The first workshops were
founded in 1980. By the mid-1990s about 350 workshops functioned in the country. Most of these
are maintained by the municipalities. There are also some workshops maintained by voluntary
organizations. The principal aim of the workshops is educational: to give practical training for
young people. One of their goalsis aso to prevent socia marginalization (Julkunen, 1997).

Associations for the unemployed are al so a phenomenon of the 1990s. Their number, about
200, isnot very high. A great deal of them have founded voluntary activity centers. The purposesare
multiple: to maintain the working capacity of the unemployed; to provide them with work; to avoid
social marginalization and to provideinexpensivefood. Another purposeisto act asinterest groups
for the unemployed. The centers of unemployed are usually funded by public sector organizations.

Self-help groups. A category which has gained quite alot of attention in the 1990s are different
kinds of self-help groups (Nylund, 1996). Such more or less informal groups do not represent a
totally new phenomenon. Their activities and importance have come to the forefront mainly as a
consequence of the shrinking of the public sector since the 1980s. The groups go under several
different labels but they function as mutua help-groups. A great many of them are found in the
sphere of health and social work. But they may aso be active in other sectors. Hence certain neo-
cooperatives, associations of unemployed, groups of heavily indebted, alcoholic anonymous, etc.,
may constitute self-help groups. Several of them have emerged out of the activity of one person,
e.g., by a social worker. Some of them have been founded by associations, parishes and other
collective organizations.
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Most self-help groups are not formally organized. Itisfor thisreason difficult to definetheir
exact number. It has been estimated that there are at |east several thousand more than purely ad-hoc
groupsin Finland. Because many of them have been brought about to solve an actual problem, their
life span is short, from six to 18 months. Some of them survive asregistered associations (Nylund,
1996).

The Finnish Nonprofit Sector

The Johns Hopkins Comparative Nonprofit Sector Project has developed a structural-
operational definition for nonprofit organizations. According to it, an organization to be included
must meet five criteria it needsto be 1) organized, i.e., institutionalized to some extent; 2) private,
which meansit hasto beinstitutionally separate from the governmental apparatus; 3) self-governing,
i.e, itisableto control its own internal activities; 4) nonprofit-distributing, which means that no
return profits are generated to members or directors; and 5) voluntary, e.g., involving a certain
amount of participation (Salamon and Anheier, 1997, p.12).

The Organized Criterion

The “organized” criterion has been met relatively clearly until the 1990s among Finnish
associations. The*“basic laws,” the Association Act and the Foundation Act, have provided thebasic
modelsfor associations and foundations. The central registers presuppose that organizations, which
purport to enjoy legal capacity (i.e., obtain rights, make commitments, appear before a court or
another authority asaparty), have applied for registration. Also, associationsthat are not registered
but have their own by-laws meet the “ organized” criterion.

A tendency particularly among the younger generations points toward increasing
individualism and non-affiliation. Certain groupings attached to the “new social movements’ have
tried conscientiously to found self-help or mutual-help groups without any characteristics of
institutionalization. Thesetypes of groups do not meet the criterion for organization. The number of
this type of informal groups seemsto beincreasing in the latter half of the 1990s. The “organized”
criterion excludes alot of new types of ad hoc self-hel p groupswithout any by-lawsinstitutionalizing
thelir activities.

The Private Criterion

The private criterion draws boundaries between the nonprofit and public sectors. Because of
the close contacts and interaction between the state and nonprofit organizations typical to welfare
states like Finland, the principles for oversight and coordination exerted by public authorities may
also apply to the nonprofits. Particularly the financial dependency of associations may further
strengthen these kinds of similarities. However, such tendencies have not obscured the borders
between the nonprofit and public spheres. In reality the definition of boundaries between nonprofit
associations and the governmental agencies is problematic mainly in relation to certain loca
activity centers. A good many of these voluntary centers and partnership companiesarefounded and
financially maintained by municipalities, which a'so may hire peopleto coordinate their activities.
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Even if voluntary organizations constitute the largest group of partners behind such corporations,
they are excluded from the category of nonprofit organizations.

The private criterion puts the Lutheran and Orthodox churches outside the nonprofit sector,
although in statistical classifications they often are seen as nonprofits. The churches have certain
public dutiesdetermined in public law like conducting censuses and providing local cemeteries, and
they have the right to taxation like other public authorities. For these reasons they do not meet the
private criterion and are excluded from the nonprofit sector.

The Non-profit-distributing Criterion

From the purely legal viewpoint, the criterion of non-profit-distribution seems to be self-
evident. The legislation which regul ates both the activities of associations and foundations clearly
presupposesthat they are not allowed to distribute any profitsto members or managers. However, the
application of the nonprofit criterion stipulated in the legislation is problematic in certain cases,
especialy in relation to sports. Several large sports associations, particularly certain top-level ice
hockey teams, have founded for-profit limited companies to handle their business activities
(Yleishyodyllisten yhtei sojen verotus, 1997, p.23). Thiskind of symbiosis between nonprofit sports
associations and profit-based corporations coversonly afew marginal cases, which must be excluded
from the nonprofit sector.

The category of neo-cooperatives includes both for-profit and nonprofit types of
organizations. Asacomprehensive category, the neo-cooperatives constituteamarginal group asfar
as the nonprofit-distributing criterion is concerned.

The Self-Governing Criterion

The self-governing criterion includes the idea that an organization must have autonomy in
relation to external actors. An autonomous position is usually gained by by-laws adopted by the
organization under consideration. Autonomy in absolute terms is achieved by only few nonprofit
organizations as far as their economic dependency is concerned. One trend in public financing of
associations has been from genera unfocused functional subsidies provided by the authorities
toward asystem where the proj ectsimplemented by the associations are funded by the authorities. It
isevident that control over the use of subsidies hasincreased. Despitethistrend; the public control
has not stretched to the internal activities of the associations, and therefore, the demarcation line
between the nonprofit units and the governmental authorities has remained relatively clear.

The Voluntary Criterion

Thevoluntary criterion refers primarily to participation in the activities of the organizations at
al levels of activity. It also concerns membership in organizations in certain cases. Applied to
associations, the principle of voluntary membership isrelatively difficult to ascertain in two cases.
The first concerns certain associations established or regulated under special law. Hence, the law
which stipulates the establishment of |ocal forestry associations (societies) presupposesthat every
forest owner isobliged to pay aforestry fee. All who have payed the fee are entitled to membership
in aforestry society. Joining a forestry society is not obligatory but voluntary. For this reason the
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membership may beinterpreted as voluntary, and the forestry societies meet the voluntary criterion,
even if marginally so. Different kinds of professional associations constitute the other types of
marginal associations. Membership in organizations such asthe Finnish Bar Associationis closed to
the extent that the association in concern does not meet the voluntary criterion. It may be
emphasized that certain professional or semi-professional associations well met the voluntary
criterion. There is no reason to exclude some other associations like the chambers of commerce,
which without doubt constitute borderline cases (cf Virén, 1997).

In summary it may be stated that the main categories of nonprofit organizations, the
associations and the foundations established under the general laws regulating their founding and
functioning rather clearly meet the five criteria set by the Johns Hopkins Comparative Nonprofit
Sector Project. The principal borderline cases are constituted by the two churches under special
legidation, which function in relatively close connection to the state; some specially regulated
associations which do not meet the criterion of voluntary membership; certain self-help groups
which have difficulties to meet the organized criterion; and certain sports clubs and neo-cooperatives
which do not meet the criterion of nonprofit distribution.

The Finnish State and the Nonpr ofit Sector

Salamon and Anheier (1997, pp.21-22) from the Johns Hopkins Nonprofit Comparative
Project concluded about Sweden: “A sizable and important nonprofit sector does exist in Sweden,
and has for centuries. This sector is far less deeply involved in the provision of services, however,
and far more in promoting social integration and political participation.” The Swedish situation is
interpreted in the light of the cultural heritage of the main popular movements which had become
influential by the end of the 19" century. This characterization of the traditional conditions for
nonprofit activitiesin relation to the total society and the stateis, by and large, valid also for Finland.
Thereare of course differences which depend on different social and political conditions before and
during the construction of the welfare system, which often has been termed “Swedish,”
“Scandinavian,” or “ Social democratic.”

During the 20™ century Social Democracy never dominated political life in Finland to the
same degree asin Sweden, Norway or Denmark (Lindstrom, 1989). Dueto ideological conflictsas
well as problems of the public economy, the development towards a“ Swedish” welfare model took
longer in Finland and never reached the same share of public employment, public allowances or
formsof services. It is, however, undeniable that the until recently the “ Swedish model” wasagreat
source of inspiration for Finnish social scientists and politicians, as for the other Nordic countries
(Karvonen, 1981). The countries also share the same predicament in the 1990s partly due to this
system; they have common interests in developing a third sector and reducing the costs of public
welfare provisions (Lonnroth, 1997).

Theegalitarian spirit reflected in this state-centered welfare system has often been explained
with referenceto crucia agreementsin the 1930sin Denmark, Sweden, Norway and Finland between
the social democratic and agrarian movements. Esping-Andersen’ s(1985) influentia book, “Politics
Against the Market,” makesavery clear point of therole of peasant support for the development of
the“social democratic” welfare state. From another point of view the " red-green” agreements of the

19



Helander and Sundback Defining the Nonprofit Sector: Finland

1930s have been seen as a central explanation of the fact that the Nordic countries did remain
democratic in an era when fascism was on the rise in large parts of Europe (Karvonen, 1991). A
retrospectivelook reveal sthat Finland’ sroad towards a Scandinavian type welfare state was difficult
and unstable dueto the deep ideological cleavagesin the population. The decisivefactor ssemsto be
the moderating political role played by the parliamentary branch of the Social Democratic Party in
the period between the world wars, when ideologica and political polarization put national
integration to hard tests.

The tense political climate which characterized Finland during the first decades of
independence was a consequence of the ideological antagonisms that were opened in society at the
outset of the modernization process. The defeat of the redsin the 1918 civil war created atrauma
within the labor movement which consequently split into communist and social democratic branches.
The latter decided to accept parliamentary action as the only legitimate political work, while the
ideologically committed communists kept the dream of a real revolution alive among the
“grassroots.” Social democracy had in the 1920s a majority of the votes among the working
population as a whole, while the communists held a majority within the labor unions. The non-
socialist parties, which to most of the Finnswere considered moral victors after the civil war, could
not useits parliamentary power efficiently dueto internal conflicts. The agrarian population favored
ademocratic republican state-system, whilethe conservativeswere suspiciousof democracy and al
kinds of socialism and wanted to preserve traditional authoritarian structures and institutions. They
almost managed to import a German prince to make him king of Finland. That project wasdiscarded
as soon as Kaiser Wilhelm abdicated after Germany’ sdefeat in World War | (Huldén, 1989). Under
these conditions Governments were short-lived all through the 1920s.

Criminalization of communist activitiesin theinterwar period madethe Socia Democratsthe
only legitimate leftist party in parliament; it was a situation which easily drew tough criticism from
both the right and the | eft. The leaders of the moderate |eft received impul ses from the sister parties
in Scandinaviawherethe political development was more favorableto social democratic expansion
(Karvonen, 1988, pp.211-212). The economic crisis of 1930 caused a new wave of leftist
radicalization, by which the Social Democratic Party was split again. The political field asawhole
was characterized by a massive right-wing turn. In the parliamentary election of 1933, when the
national economic crisis had been overcome, social democracy strengthened its position among the
voters. The non-socialist parties were once more split in their reactions to the emergence of fascist
activism within the populist right wing. The growing support for social democracy was due at |east
in part to the clear distance marked by this party in relation to rightist - and even illegal - activities.
For Finland it was of utmost importance that it was the other large popular party, the Agrarians,
which among the non-socialist groups refused to cooperate with the fascist movement in the 1930s
(Karvonen, 1988, pp.205-206).

The red-greﬁw political deal based on Socia Democracy and the Agrarian party was reached
in Finland in 1937." The voter response for this solution was high immediately before the war
period 1939-1944, when the content of politicswasfilled with patriotism and theneed to survive. In
the first post-war period, Socia Democracy for some time faced a formidable chalenge to its

* " These deal's were reached in 1933 in Denmark and Sweden and in 1935 in Norway (Karvonen, 1991, p.77).
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political role from the left. However, from the late 1960s on, it has been acentral political actor in
Finland, while the extreme | eft has faced increasing electoral difficulties. The Agrarian Party (now
Center Party) has managed to preserve a high share of the votes in spite of aradical decline of
peasantsin the popul ation during the post-war years. Therel uctance of the Presidents of the Republic
to include the Conservative Party in governments before the breakdown of the Soviet system in the
1980sfavored agovernmental rolefor the peasant party long after World War 11. The coalition rested
on Agrarian support of welfare state reformsin return for Social Democratic consent to subsidize the
rural economy and life-styles (Karvonen, 1988, p.209).

Finnish legislation on socia issues concentrated in the 1940s on expansion of basic
municipal level health services and on family politics. The genera child alowance
(lapsilisd/barnbidrag) datesfrom 1948. Day care services were developed from the 1950s onward
by municipalitiesand organizations. Themain social political debatein the 1950sfocused onissues
concerning the provision of jobs at a time of high unemployment. The 1960s was a period of
transformations of the pension systems; the 1970s a decade when social services got the same
priority as health services. Thereforms of the welfare system from the 1980s on have been of minor
importance for the structure as awhole. The pension laws and social security systems which were
created between 1950 and 1972 became the basis of the welfare state and sheltered the population
from personal risks attached to aging, unemployment, and chronic or temporary illness. It was done
by moving to a public system and leaving mutual service cooperatives behind (Urponen, 1994,
pp.232-238).

During the 1950s measures were taken to change the pension system. Thefirst legidationon
ageneral pension (kansanel ake/folkpension) passed in 1937. One of its side effects was worsening
conditionsfor the elderly population outside of thework force. Aninitiativeto remedy the Pension
Act was taken as the economy recovered after the wars. An ideological and political battle was
fought around questionswhether or not the system should reflect differencesin individua earnings.

The General Pension Law (kansanel ékel aki/folkpensionslagen) came into force from the first of
January, 1957. The political support by the Center Party was crucial to the reform. The pension
system was thereafter differentiating. A system of work-related pensions was introduced in 1961
after aconflict in which leftist demands became victorious. Finland got, as one of the last countries
in Europe, a comprehensive socia security system in 1964. Earlier attempts had failed for lack of
political support. Although medical services provided by hospitals had long been developed, the
population was found by expertsto bein relatively bad health. Many hesitated to go to the doctor as
long as possible for economic reasons.

The middle of the 1960s was a turning point because the social security system which had
rested on private funds (sairauskassat/g ukkassor) was replaced with a state-centered system. The
public authorities were given the leading role in the provision of socia security to the citizens. The
private funds often survived as providers of other formsof help to their members, e.g., funeral costs.
Social security was developed to cover most forms of illness, child expectancy and births for the
total population. It coversindividual coststhat are caused by medical care and loss of wages. Since
the 1960s the unique Finnish history, which from 1917 clearly had marked politics in Finland as
different from its Scandinavian counterparts, has gradually lost its grip on the politics of the day. It
has been said that Finland chose “the Scandinavian route” in the 1960s (Alestalo and Kuhnle, 1984).
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After this the role of the state for the development of welfare services was more resolutely
concentrated within the state administration.

The governmental health sector was moved from the Ministry of Interior Affairsin 1967 to
the Ministry of Social Affairs, which later became the Ministry of Social and Health Affairs. The
legislation on general health, (kansanter veys aki/folkhél solagen), enacted in 1972, was designed to
develop preventive carethrough increased supply of municipal level services. Another purposewas
to increase social equality by reducing the effects of varying individual resources and private
solutions. The demand for social and health services was bred also by the large internal migration
by which many traditional social networks based on family relations disappeared in the post-war
period (Urponen, 1994).

The genera social scientific debate of the 1990s on different welfare models illuminated
some basic facts about the Nordic model; e.g., the large share of public socia services financed
through a high tax rate and the institutionalized individual rights related to a low poverty rate.
Femal e participation in thelabor market and the employment rate tend to be high. The Scandinavian
trends were strengthened in the period from 1960 to 1990. The rate of women in employment
increased considerably morein Scandinaviathan in other countries. Thisfact increased the need for
social security and servicesfor the care of children and pensionists. Public expenditures related to
socia servicesincreased al over Europe after 1960, and Scandinavian countries had only amoderate
lead in this increase. However, the definite growth of the public sector was more significant for
Scandinavia. It verifiesthat labor-intensive services such aseducation, health care, and daycare were
made availableto an increasing range of individuals. Finland (22 percent) however, had amarkedly
lower level of publicly employed in 1990 than Sweden (32 percent) and Denmark (31 percent).

Furthermore, the levels of social entitlements through pensions and health insurances have
been generally higher in Scandinaviathan in other parts of Europe. Other unique Finnish traits are
also a stronger tradition of women in full-time jobs and the sudden rise of unemployment around
1990. The welfare systems of continental and southern Europe are less |abor-intensive, resting on
systems of cash-transference rather than services (Kosonen, 1994).

Decentralizing tendenciesin the 1990sintensified the debate about the role of municipalities
and nonprofit organizationsin the provision of welfare servicesthat wasinitiated in the 1970sunder
theinfluence of neo-liberalism. However, decentralization did not threaten the ideaof agenera and
public welfare state until the economic crisis about 1990. The abolishment of the system where
municipalities more or less automatically could count on state support for standard investmentsin
socia and health servicesin favor of the present situation - where municipalities on the one hand
have freedom to choose creative and optimal solutions and on the other hand are bound by law to
supply the population with equal service and support on a very broad scale - is inherently
contradictory. Thelevel of public expensesfor the welfare servicesthat wereinstitutionalized during
aperiod of economic growth and high employment have become aburden for a society which hasto
givepriority to an increasing rate of socially and economically marginalized individual s because of
unemployment.

The third sector has lately become a viable option in discussions about how to preserve the
universal welfare state while reducing its costs and opening up for local demands and sol utions. Poor
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municipalities look for alternative, less costly, methods to keep up a high level of public services
regarding, for instance, schools, hospitals, preventive health, care of children and the elderly, and
leisure activities. Familiesand individual sturn to public authorities, religious parishes and nonprofit
organizationsfor help against the devastating economic consegquences of long-term unemployment.
The state has in the 1990s become a central agent behind experiments where third sector
organizations are given arenewed chance to step into acentral role inlate modern Finnish society.

The state and the large nonprofit organizations within the socia and health areaarethe major
agents in the debate on the third sector in Finland in the 1990s. The meeting takes place in
negotiations concerning the possibilities to save the welfare system, which has proved to be too
expensive for taxpayers - especially in view of the high unemployment rate since 1989 - and too
insensitive to local and individual service needs. The welfare state has become associated with a
reduction of therole of citizensto mere recipients of anonymous services, whilethethird sector - by
its proponents - has been associated with active self-help, community and individual concern. But an
exact definition of the third sector does not exist. The areabetween public authoritiesand market is
heterogeneous and evolves along contradictory lines. Inthefutureonly asmall part of all registered
associations will be ableto play arole asthird sector organizations taking part in the new “welfare-
mix.” The demand for athird sector isaresult of demands to bring down public costs. It is hoped
that a market situation in which nonprofit organizations can sell welfare services to the
municipalities, which may compare the price for purchased services with the price for their own
production, will reduce public spending.

TheFinnish statein the 1990s attached hopes to the employment capacity of the third sector.
A solution to the high rate of unemployment might evolve eventually as a result of arrangements
between the public authorities and nonprofit organizations. This problem, which isrelated to new
models for thinking about the nature of work in Western society, may have far- reaching
consequences for the nonprofit sector and the legislation about it in the future. It isunlikely that an
increase of jobswithin the third sector can take place without either pushing nonprofit organizations
into business or into greater dependence on public support - eventually combined with a moderate
“citizen’s salary” to those who cannot be employed in wage work. The idea of a“citizen’s salary”
has been presented by the political left and among representatives of the alternative movements,
which means among groups who today want to see the development of civil society asan dternative
to privatization and market influence in the social welfare arrangements.

Conclusion

The nonprofit sector has been an important factor in Finnish societal history. Already inthe
second half of the 19" century some powerful social movements constituted significant societal
forces in the nation-building process. They aso played an important role in the dawn of
independence from Russian rule. Early associations were essential providers of voluntary social
servicesto peopleonthelocal level. The position of the associations changed to agreat extent when
the strong Scandinavian type welfare state was constructed after World War I1. Public authorities
took over the major part of the production and delivery of welfare services while the associations
remained in a complementary role as producers of services and as intermediators between certain
groups and the public authorities. The typical relation between the public authorities and the
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voluntary organizations has been one of cooperation ever since. Corporatist models have
characterized these relations particularly on the national level, but also to a great extent locally.

During the first half of the 20™ century the vitality of organizations within the civil society
was severely hampered by the political tensions that characterized the whole society and by the
relatively late modernization of the economy. The improved social and economic relations from
about 1960 triggered the construction of afull-fledged welfare soci ety based on theideas of universa
rightsand equality. At the sametime, voluntary initiatives became moreimportant for securing the
interests of particular social and cultural needsin the population. For along time during the period
of economic growth, all nonprofit organizationsthat worked for a public good could count on public
support.

As a consequence of the economic recession which caused setbacks in the production of
public welfare, actorswithin the third sector have becometargetsfor new challengesinthe 1990s. In
particular, the mass unemployment since the beginning of the decade put third sector organizations
in new roles. More so than during the highlight of the strong welfare state, the associations have
recently been put under demand to participate in the societal talkoo,” and cooperativeshave gained a
stronger foothold. Due to these challenges and options, different types of cooperational schemes
between public authorities and voluntary organizations have been developed, strengthened and
enlarged. The search for new organizational forms hasled to certain kinds of partnership modelsin
the 1990s. These models comprise activity centers and local partnership forawhich are constituted
by participants representing the public authorities, private enterprises and voluntary organizations. In
addition, several kinds of hybrid forms of self-help groups and neo-cooperatives have emerged.

The number of welfare actors has greatly increased since the development of a mature
Scandinavian type welfare state - often also called Social Democratic - athough the public sector
(including the state and the municipalities) has continued to be the principal producer of services.
The change in roles and identities taken by the different welfare actors has been reflected on the
conceptual level. “Welfare mix” has become a term that describes the welfare society with an
extensive scale of public and non-public actors constituting interchangeable networks and
organizationsin the production of services. The changeswhich concern the associations within this
sector have been conspicuous. The increased role for citizen’s organizations within the European
Union has greatly raised the status of the nonprofit organizationsin Europe andin Finland. They are
now often seen asimportant independent partners of the public authoritiesin the social and cultural
areas abroad aswell asin Finland. Citizen’ s organizations sometimes function as ambassadors for
Finland on the European scene. They can receive economic support both from the EU and the
Finnish authorities. The general conditionsfor third sector organizations have been greatly improved
recently.

In spite of al this, it isat this moment impossible to foresee the future function and social
impact of nonprofit organizationsin Finland. The above-sketched major social changes haveforced
the organizations several times to adjust their function, ideology and identity in order to survivein
the space allowed by, on the one hand, the public sector and, on the other hand, by voluntary

> Thiswell-known Finnish term points at an old tradition for collective voluntary self-help.
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commitments among individuals. The present period of European integration and aneo-liberal trend
in the public economy has raised the expectations that third sector organizations and activitieswill
yield fast positive results for a rather diffuse “common good” - often in practice, problems of the
state and the municipalities. Inthe case of the old and established organizations, thismay crash with
their identity as representatives of the idealism and cultural heritage of the earlier popular
movements. It islikely that sometypes of organizationswill profit morefrom the new opportunities
than others. The present trends seem to favor associations with small and efficient organizations
which offer expert- based services to certain groups in society. These have little to do with the
democratic and flat structure of the communitarian popular movementswhich played acentral rolein
the formation of modern Finland.
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