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Abstract

The nonprofit sector has unique characteristics that serve as barriers to focusing on performance, or that at least make it more difficult than in comparable for-profit organizations. Yet as the nonprofit sector matures and as competition among nonprofits increases, nonprofit organizations must rise to the challenge and improve accountability and performance measurement in order to survive and grow.  This means finding appropriate frameworks for overall management and for performance measurement that work in light of the challenges presented by this field.  The question of performance measurement in nonprofits is not simple to answer given the intangible goals such as individual and community impact for which many nonprofits strive.  This paper seeks to identify the barriers and challenges to developing appropriate frameworks for management and performance in nonprofits and to explore solutions that may provide guidance in overcoming these challenges.

Confronting Challenges Related to Performance in Nonprofit Organizations


The nonprofit sector is a diverse and growing sector of the American and the global economy.  It is comprised of a variety of organizations, including arts organizations, advocacy groups, and direct social service providers.  Nonprofits vary in size from small local groups to large international coalitions.  Yet across these diverse lines, there are certain characteristics that make this sector stand out from the public and private sectors.  These characteristics create the need for a management framework that is appropriate for the unique nature of nonprofit organizations and that can address the difficulties related to focusing on performance and performance measurement.


As more and more nonprofits enter the market and competition for funding grows, it is increasingly important for nonprofits to develop good measures of accountability and performance.  There are some basic differences between the business and nonprofit sectors, however, which make this a challenge.  Additionally, there are traits unique to the nonprofit sector that add to the complexity of the management/performance dilemma.  

Barriers to Focusing on Performance

Comparison of Business and Nonprofit Sectors


In order to develop an understanding of some of the barriers to focusing on performance in nonprofits, it is useful to begin with a comparison of management and performance measurement in the nonprofit and the for-profit sectors.  For starters, for-profit organizations have a clear bottom line in both their reason for existence and their performance measurement.  This bottom line is financial in both cases.  Ultimately, businesses exist to produce profit for what is usually an easily identifiable and homogeneous owner group (Speckbacher, 2003).  The mission of the organization and the assessment of performance can both be clearly articulated in financial terms (Moore, 2001).  For businesses, then, generation of revenue (or lack thereof) is directly related to performance and to success in achieving an organization’s mission and financial measures provide a clear performance scorecard.


In contrast, non-profit organizations are built around varied and complex missions with varied and complex constituents (Speckbacher, 2003).  It is not often easy to determine the primary interest group. (Is it the organization’s funders?  The recipients of its services?  The members of the governing Board?) Nor is it easy to define or measure success of an organization’s mission. The nonprofit world “thrives on impossible challenges” and achievement of all of this sector’s goals would ultimately mean perfection of the human condition (Letts, Ryan & Grossman, 1999, p. 1).  Organizational performance is often hard to define and measure because it involves impact on individuals and society – factors that are much more difficult to measure than financial factors.  Since achievement of this mission is rarely tied directly to the organization’s ability to generate income, there are rarely natural performance measures in place.  

To further complicate matters, much nonprofit funding comes from third parties who often have their own agendas that may or may not be strongly tied to that of the funded organization, yet their support provides the financial backing for the organization to function.   While businesses focus energy on providing a service or product that, if done successfully, will directly increase the organization’s revenue, nonprofits usually do not have a direct connection between the outcome they exist to achieve and the funding that enables them to exist.  Nonprofits, then, have two bottom lines rather than one, and that complicates everything (Moore, 2000). 


Another sector difference that provides greater challenges for focusing on performance for nonprofits is the approach to capacity building within the two sectors.   Businesses are lauded for focusing on internal development and building capacity.  This is often valued as a primary means for success.  It is acceptable and encouraged to focus on supporting employees and the overall organization.  Managers are given support as they pursue such efforts, and as Letts, Ryan and Grossman (1999) point out through their organizational portraits, this can lead to excellent performance results.  

This is not true of the general nonprofit culture.  Traditionally, nonprofits are centered around programs and program delivery.  Focus on organizational capacity is often seen as directly competing with focus on organizational programs (Letts, et al, 1999).  Any shift of organizational resources from programs and direct service is often considered an indulgence taking away limited funds and direct support from the organization’s needy clients.  Both the funding structures and the internal “just do it” culture in many nonprofits support this program-heavy focus, and changing it will require a shift in the approach of nonprofit managers as well as the foundations that provide so much nonprofit funding. 


 Another difference is that the market-driven business culture encourages and rewards adapting and changing with the times.  The organizations that redefine themselves to respond to changing markets are those that succeed long term.  The bottom-line mission of an organization is to produce shareholder wealth, and this could be achieved through any number of activities.  An organization can change its activities drastically without changing its mission (Moore, 2000).  


This is directly opposite to the perspective of nonprofits.  Nonprofits that attempt to redefine themselves or their activities based on the external environment could face accusations of “mission drift.” There is the risk that “if they were to change their mission in response to changes in social conditions or donor enthusiasm, they would be accused of caring more for their survival than for their cause” (Moore, 2000, p. 192).  Whereas such a change for a for-profit organization could lead to increased profits and praise for innovativeness, in the case of a nonprofit, the integrity of the entire organization would be at stake.


Assessing customer satisfaction, another performance indicator, presents yet another challenge for nonprofits.  In the business world, customers have a variety of options and where they choose to spend their money is a reasonable indicator of satisfaction or lack thereof.  Yet with nonprofits, and many public agencies as well, there is often no direct link between those receiving the service and those paying for it.  Clients often have few or no choices about where to seek a service, so there is no market-like feedback mechanism.  In this environment, it is easy for nonprofits to become isolated from the community they serve.  To combat this, they must be proactive about seeking feedback from their relatively captive and/or powerless service recipients. They must create another step or process that meets this challenge (Letts, et al, 1999; Lindenberg, 2001).  

Nonprofit Funding Structure


We have already mentioned the dual bottom line nonprofits must wrestle with and alluded to some of the difficulties created by the third-party funding structure of the nonprofit sector.  This warrants further discussion.  In general, the fact that nonprofits are continually engaged in efforts to maintain and develop funding sources apart from providing services makes forecasting challenging (Wilensky & Hansen, 2001).  Additionally, especially when looking at foundation funding, there are several issues that come to light as barriers to nonprofits developing as high-performance organizations.  

Foundations exert a powerful force in shaping nonprofits.  Not only do they provide funding, but they shape directions and ideas related to research, evaluation, and best practices that influence the nonprofit sector because those ideas are attached to the funding they provide.  Yet as Letts, Ryan and Grossman (1999) point out, “the big picture at foundations rarely includes concerns about organizational capacity and performance” (pp. 169-170).  In fact, they feel that through the typical grant-making process, many foundations “actually undermine the ability of nonprofits to develop the capacity for sustained high performance” (1999, p. 170).  This is because so many foundations focus on developing and testing new ideas and new programs, rather than investing to support broader capacity organizations that can sustain such programs.  

Letts, Ryan, and Grossman (1999) examine the venture capital approach used in starting up for-profit organizations to illustrate the differences in the approach to capacity building and the challenges facing a developing nonprofit.  A venture capital firm provides a supportive environment to help a potentially lucrative idea develop into a successful organization. Venture capitalists often provide a funding stream that aims to help their organization succeed while giving them support and freedom to learn the best way for doing so.  There is value added beyond the mere dollars alone.   

Foundations funding nonprofit organizations, however, rarely provide this kind of support to their grantees.  Nonprofit managers do not feel the freedom to admit they need help or to alter from their original plans, when in reality, the original plans in any venture are rarely the ones that succeed in the end.  Foundations handle the risk in funding organizations by “assuming an arm’s length oversight role that will uncover poor management, rather than a partnering role that will actively develop capable managers” (Letts, et al, 1999, p. 180).

The result is that nonprofits often spend their time and resources in program activity that will produce a great list of activities at the end of the day.  The results themselves might not tell us much about an organization’s outcomes – they might merely represent busyness – but it is easier to measure such program activity than what might be long-term intangibles such as community impact.


Foundations also traditionally want nonprofits to operate with very lean budgets, and it is usually considered the mark of an effective nonprofit organization when as much of the budget as possible is allotted directly to program services and delivery and as little as possible is allotted for administration and general organizational operations.  With this mentality coming from funders, it is no wonder so many organizations place little to no value on internally building capacity and organizational strength.  Rather than being rewarded, it could even be a target of criticism.  That takes time and resources away from administering programs and services, and these programs are where the funding comes from.  There seem to be a growing number of foundations interested in capacity-building, yet the general culture still pushes for the nonprofit world to operate as leanly as possible with the bulk of resources focused on program delivery.   Nonprofits, then, are expected to change the world in meaningful ways and to do it with next to no support, while businesses are given more leeway to create culture and capacity that support employees and organizational development in order to succeed in their profit-driven missions, which as we have discussed, are already easier to quantify and measure.  

Foundation grant makers also have short timelines for funding cycles, and this hampers real capacity building.  Within the framework and deadlines imposed by many grantors, no real capacity building or change can be fully accomplished.  If a funding cycle is for two years, for example, it is not rational to expect an organization to successfully create real, lasting outcomes that will carry the organization into the next ten years (Letts, et al, 1999).

Human Resource Weaknesses 


Specifically in the area of human resources, nonprofits face the challenge of attracting and keeping the best employees when their salaries and compensation are often lower than the private sector (McHargue, 2003; Letts, et al, 1999).  Additionally, the difficulty of defining clear goals and strategies within nonprofits means employees do not have clear goals to work towards.  Many nonprofit employees work without the rewards systems and clearly defined success markers of employees in the private sector.  Nonprofits also do not typically do well taking time to celebrate successes.  All of these factors contribute to high burnout among nonprofit employees (Letts, et al, 1999).  

An additional challenge is that nonprofits often rely on significant volunteer staffing, and this creates unique HR challenges and makes long-term forecasting and organizational structure and planning more difficult (Wilensky & Hansen, 2001).  Additionally, since many nonprofits value a very participatory employee culture and attract “just do it” individuals with many of their own ideas on how to achieve success, organizations can end up with “too much information from too many people” (Kaplan, 2001, p. 358) and this further complicates the already difficult task of clearly defining organizational strategy, a key element of successful performance.

Nonprofit Culture

All of these pressures surrounding the nonprofit sector create challenges to true performance improvement and capacity building.  Unfortunately, however, perhaps none of these factors itself is as detrimental to the nonprofit sector as its own internal culture.  Scholars and practitioners alike are coming to terms with the fact that nonprofits need to focus more on performance and building stronger organizations.  The struggle is to find a framework that truly works for this.  To date, most frameworks have been adopted from the public and private sectors and none of them have been a completely appropriate fit, though some work better than others, as we will discuss later on.

As the nonprofit sector matures, there is more and more focus on good management, but this is a departure from the original values of the sector.  As Peter Drucker put it in 1989, “Twenty years ago, management was a dirty word for those involved in nonprofit organizations.  It meant business, and nonprofits prided themselves on being free of the taint of commercialism and above such sordid considerations as the bottom line” (as cited by Speckbacher, 2003, p. 267).

These days more and more attention is being focused on nonprofit management, but on some level being “business-like” is still in opposition to nonprofit values.  There is a high degree of idealism within the nonprofit sector and reluctance among nonprofit employees to acknowledge that “they are involved in competitive, market-based activities, and, for ideological reasons, they are reluctant to use market analysis” (Lindenberg, 2001, p. 255).  It can therefore be difficult to get nonprofit managers to accept what could be useful techniques from the for-profit sector.  There is a need for performance but fear of losing an organization’s values by focusing on it and suspicion of techniques from the public and private sectors.  

Some of this reluctance and fear may be valid.  Though it is possible to some degree to successfully combine pro-social and for-profit values, from some research “it is clear . . . that other forms of valued service provisions and the enactment of other important pro-social values were diminished because of the need to focus on revenue-producing, mission-focused services” (Dart, 2004, p. 303). Dart cites case studies where the “business-like” transformation of service delivery paradoxically “reframed and reprioritized the specific nonprofit values of the programs” (2004, p. 303). Some of the organizations’ long held values were sacrificed in pursuit of others. 

Lindgren (2001) and Lindenberg (2001) express similar concerns of “goal displacement” when business performance measurement techniques are applied in the nonprofit model.  They both recognize that when strict performance measures are applied to nonprofits, it potentially creates a disconnect with the values that motivate the sector.  Lindenberg comments specifically on the nonprofit staff approach to this issue, that while they must focus on impact and accountability to succeed, they fear that “too much attention to market dynamics and private and public sector techniques will destroy their value-based organizational culture” (2001, p. 248).

Indeed, the need for good management is crucial in nonprofit organizations, and it is complicated by the difficulty in measuring achievement of a social mission compared to meeting clear financial targets.  This challenge was reiterated throughout the literature.  The goals of most nonprofits are based on fulfilling what are often “vague and imprecise challenging human issues” (Wilensky & Hansen, 2001, p. 224).  Additionally, though there is more and more talk in the literature about the need to improve in these areas, the pervading nonprofit culture is still influenced by highly motivated individuals whose passion for the cause they work for can separate them from other sectors and make them resistant to and suspicious of embracing techniques from these sectors (Moore, 2000; Wilensky & Hansen, 2001).

Possible Solutions to These Challenges

It is increasingly important for nonprofits to establish ways to balance mission, management, and performance and it is important that nonprofit professionals put together their own toolkit for handling these challenges.  Since this field is still relatively new, there are few proven techniques or appropriate frameworks out there.  Fortunately, however, there seems to be a growing body of scholars and practitioners seeking to confront these unique issues and propose frameworks to address them. 

Herman and Renz (1999) suggest developing such a measure that can assess stakeholder/constituency satisfaction with nonprofit responsiveness, and use this as the basis for measurement in nonprofits.  They believe development of such a measurement tool can help advance research in the area of nonprofit effectiveness.

In attempting to come up with a framework to meet the performance measurement challenge at the Nature Conservancy, the organization came to the conclusion that measuring mission itself is too expensive and complicated, and that they needed to narrow their focus to measuring specific goals (Sawhill & Williamson, 2001).  These measures needed to bind and unify components of the overall organizational strategy, and the three categories of performance measurement that they finally determined were best suited to accomplishing this were 1) impact, 2) activity, and 3) capacity.  By focusing on these areas, the organization was able to realign its entire framework and come up with performance measurement that truly commented on the impact of the organization, not just on its activity (which was often more easily-measurable).

Leaders at the Nature Conservancy interviewed executives at over 30 other nonprofit organizations to see if their impact-activity-capacity model was transferable.  They concluded that performance measures must be tailored to the specific goals and missions of nonprofits, that there could be no generic set of indicators, but that a framework such as their impact-activity-capacity model can help translate an immeasurable mission into measurable goals and unify the strategies within an organization, both of which prove to be valuable steps in the right direction.

Moore (2000) proposes a three-point model he originally developed for the public sector that enables nonprofits to manage effectively for value.  His preliminary research of applying this framework in nonprofits and the experience of using it at CARE International (Lindenberg, 2001) both suggest that it can be a valuable tool for nonprofits.  The points of Moore’s “strategic triangle” are 1) value, 2) legitimacy and support, and 3) operational capacity.  He acknowledges the difficulty of laying out a strategy that adequately touches on all three of these points, but argues that for a nonprofit, failure to do so “is to court disaster” (2000, p. 198). 

In addition to successfully applying Moore’s strategic triangle framework at CARE, CARE’s leaders also found long-term strategic planning, participative benchmarking, and client service feedback to be highly effective business techniques in their quest for performance improvement (Lindberg, 2001).  Over the course of several years they experimented with other techniques as well, with varying degrees of success, but those mentioned above proved the most useful.  Approaches that they felt were the least successful when applied in their nonprofit were reengineering and top-down benchmarking.  Concluding lessons from the work at CARE are that  attention needs to be given to combining consensus-building and value-defining exercises, that there is value in combining some market-based analysis models with others like Moore’s, that nonprofits need to make sure they consider their staff’s values and motivations in any endeavor, that they need to develop better ways to listen to their service recipients, and that they must strive to balance efficiency and values of humanity and decency.

Kaplan (2001) has done research applying the Balanced Scorecard at nonprofit organizations, and concludes that there needs to be a shift in the way that tool is applied in nonprofits, but that it has been useful for aligning nonprofits around clear strategies.  Kaplan asserts that performance measurement must be a clear strategy statement or it risks being meaningless activity.  It needs to be clearly clarified as a means, not an end in itself.

Letts, Ryan and Grossman (1999) make a strong case that nonprofit leaders need to focus on building capacity in their organizations.  In order to combat the previously discussed challenges nonprofits face based on the nature of foundation funding, these authors assert that nonprofit managers must be responsible for helping change the approach to funding.  They need to be aware of their own internal growth needs and know how they want to approach them.  If a nonprofit cannot address those questions internally, then they will certainly have little chance of shifting the foundation mentality to support them.

These authors also compare several private and nonprofit organizations and assert that though it will take work and allocation of resources to apply frameworks from the business world, the nonprofit sector has much to learn from high-performance businesses and could be well-served by doing so.  Some of the areas they stress nonprofits should focus on include further development in human resource development, using benchmarking techniques, and consciously striving to develop and implement organizational processes that support service goals.  The authors acknowledge that such efforts will take time and will not always be the fastest way to get a service done, but they make a good argument that taking such time can be the difference between an organization that merely conducts good programs and an organization that has the capacity to maintain good programs and continually develop new ones in order to effect large-scale change.  It can be the difference between knowing how to innovate and truly functioning innovatively (Letts, et al, 1999, p 60).

Conclusion

Nonprofit managers have a clear challenge in front of them.  In order to develop high-performance organizations that will thrive long-term, not only do they need to have good frameworks for accomplishing this (frameworks that are not yet clearly defined), but they have to “manage upstream” (Letts, et al, 1999), to go against some of the cultural trends and pressures of the nonprofit sector that exist both internally and externally.  This research highlights that while there are efforts out there to improve the management and performance of nonprofit organizations and to pull appropriate strategies from other sectors, all of these efforts are relatively new and it will take continued research and application of these ideas to see which ones hold up long term and prove the most useful for the nonprofit sector.

References

Dart, Raymond.  (2004). Being “business-like” in a nonprofit organization: A grounded and inductive typology.  Nonprofit and Voluntary Sector Quarterly, 33 (2), 290-310.  Retrieved September 2004 from Periodical Abstracts database.

Herman, Robert D., & Renz, David O.  (1999). Theses on nonprofit organizational effectiveness. Nonprofit and Voluntary Sector Quarterly, 28 (2), 107-126. Retrieved September 2004 from Periodical Abstracts database.

Kaplan, Robert S. (2001).  Strategic performance measurement and management in nonprofit organizations. Nonprofit Management & Leadership, 11 (3), 353-370. Retrieved October 2004 from Periodical Abstracts database.

Letts, Christine W. et al. (2000).  High performance nonprofit organizations: Managing upstream for greater impact.  New York: Wiley.

Lindenberg, Marc. (2001). Are we at the cutting edge or the blunt edge? Improving NGO organizational performance with private and public sector management frameworks. Nonprofit Management & Leadership, 11 (3), 247-270. Retrieved October 2004 from Periodical Abstracts database.

Lindgren, Lena. (2001). The nonprofit sector meets the performance-management movement: a programme-theory approach. Evaluation, 7(3), 285-303. Retrieved October 2004 from Periodical Abstracts database.

McHargue, Susan K.  (2003). Learning for performance in nonprofit organizations.  Advances in Developing Human Resources, 5 (2), 196-204. Retrieved September 2004 from Periodical Abstracts database.

Moore, Mark A. (2000). Managing for value: organizational strategy in for-profit, nonprofit, and governmental organizations.  Nonprofit and Voluntary Sector Quarterly. 29 (1), 183-204. Retrieved September 2004 from Periodical Abstracts database.

Sawhill, John C. & Williamson, David. (2001). Mission Impossible? Measuring success in nonprofit organizations. Nonprofit Management & Leadership. 11(3), 371-386. Retrieved October 2004 from Periodical Abstracts database.

Speckbacher, Gerhard. (2003). The economics of performance management in nonprofit organizations. Nonprofit Management & Leadership. 13(3), 267-281. Retrieved October 2004 from Periodical Abstracts database.

Wilensky, Ava S. & Hansen, Carol D. (2001).  Understanding the work beliefs of nonprofit executives through organizational stories.  Human Resource Development Quarterly. 12 (3), 223-239. Retrieved September 2004 from Periodical Abstracts database.

