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Beyond Sustainability:
Identifying the Right  

Resource Mix for Growth
by Woods Bowman

s u s ta i n ab i l i t y

Editors’ note: This article is excerpted from 

chapter 10 of the author’s new book, Finance Fun-

damentals for Nonprofits: Building Capacity and 

Sustainability (John Wiley and Sons, Inc., 2011) 

and used with permission.

O n the Upper West Side of Manhattan, 

across Central Park from the Metropol-

itan Museum of Art (the Met), stands 

the New-York Historical Society. It 

was founded in 1804 as both a museum and a 

library sixty-two years before the Met and ninety-

one years before the New York Public Library 

(NYPL)—like the Met and the Society, also a non-

profit.1 The combined expenses of these much 

younger institutions are now thirty times greater 

than the Society’s. 

Sustainability is a necessary condition for 

long-term success, but it is not sufficient to opti-

mize the impact of an organization. The Society 

is over two hundred years old, so obviously it is 

sustainable, but long ago it ceded its preeminent 

role among New York’s museums and libraries 

to younger rivals. This article explains how an 

The long-term 
success of an 

organization depends 
on sustainability, 
but sustainability 

is not sufficient for 
maximizing the impact 
of an organization. The 
key to growth, explains 

the author, in large  
part lies in finding  

“the right revenue mix,” 
which, depending 

on the organization, 
may involve multiple 

funding sources or 
concentration on one 

source type.
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organization should manage its revenue composi-

tion to go beyond sustainability and maximize its 

growth potential. 

Diversification or Focus?
All dollars flowing into nonprofits are not equal. 

Every revenue source has specific characteris-

tics. There is no shortage of theories of revenue 

management; the best known of these, however, 

is resource dependency theory, which posits that 

“the activities of nonprofit organizations are influ-

enced by their outside funders . . . the nonprofit 

organization and its funders reach agreement 

[often implicitly] on a set of goals and, in turn, 

negotiate a stable source of revenues to accom-

plish those goals.”2 This section focuses on two 

contrasting theories about how such stability is 

achieved: portfolio theory and normative theory.

From portfolio theory comes the idea that 

revenue diversification can reduce financial 

vulnerability to recession and other external 

economic shocks. It is counterintuitive, but two 

highly volatile revenue sources from different 

lines of business may be more predictable than 

either one would be separately.3 But each line 

of business also requires a system to support it, 

making the organization’s administration and 

development more costly. 

Normative theory suggests that nonprofits 

should concentrate on sources that are uniquely 

associated with the benefits to be afforded to a 

particular population group or groups. In other 

words, it recommends focus. The downside is 

having greater vulnerability to disruption in a 

particular revenue source. (For characteristics 

of common revenue sources, see figure 1, left.)

What Do the Mixes in Nonprofit Organizations  
Look Like?
Every reader of this article knows that income 

mixes in nonprofits can be highly diverse, but the 

mixes will often look similar over a field of prac-

tice, and many fields show a preponderance of 

one type of income over another.

For instance, approximately 70 percent of non-

profits use a funding model heavily dependent on 

philanthropy. Dependence on philanthropy is great-

est in the categories of the arts, animal-related ser-

vices, youth services, advocacy, and philanthropy. 

The fraction of nonprofits in each of these groups 

exceeds 90 percent, and gifts make up between 45 

and 55 percent of their total revenues.

Nonprofit health care providers are particu-

larly reliant on earned income (90 percent of pro-

viders have some, which on average accounts for 

74 percent of their total revenue). Arts and housing 

are close behind in terms of the fraction having earned 

income (89 and 88 percent respectively). Earned 

income accounts for 40 percent of the total revenue 

of the average arts organization and 61 percent of the 

total revenue of the average housing organization. 

The nonprofits least dependent on earned income are 

in the philanthropy category (11 percent). Advocacy 

is not far behind (16 percent). 

Many large nonprofits that have experimented 

with multiple funding sources in the early stages 

of development have become large by embracing 

one particular source type. Out of 200,000 non-

profits that obtained exempt-status recognition 

since 1970, only 144 currently have at least $50 

million in annual revenue. Most raise the bulk 

of their money from a single type of funding 

source, and “created professional organizations 

that were tailored to the needs of their primary 

funding sources.”4 

Thus, the key to growth may be in finding 

the right revenue mix, which may in fact largely 

comprise a single, well-suited source. “Sources 

of income should correspond with the nature of 

benefits conferred on, or of interest to, the provid-

ers of those resources.”5 (For revenue types, see 

figure 2, next page.)

Figure 1: Characteristics of Common Revenue Sources
Predictability Autonomy

Endowment Income high high

Government Contracts* high moderate

Earned Income (3rd Party Payers) high low

Federated Gifts and Grants high low

Individual Contributions (small/ many) moderate high

Membership Dues moderate high

Earned Income (Individual Payers)* moderate high

Individual Contributions (large/ few)* low low

Foundation Grants low low

Adapted from Pratt (2004) and *Froelich (1999)
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The key to growth may 

be in finding the right 

revenue mix, which may 

in fact largely comprise 

a single, well-suited 

source. 		

Back to the Example
The New-York Historical Society is a museum 

and a library. Although both divisions are dedi-

cated to the preservation of artifacts, the revenue-

raising potential of each division is very different. 

Most museums are private, whereas most librar-

ies are publicly owned and operated, which sug-

gests that it is difficult to support a library on 

either earned income or private philanthropy. 

(See figure 3, below, for composition of revenue 

comparison.)

Museums can generate revenue from admis-

sions fees and gift shop revenue. Libraries 

would probably wither if they tried to charge 

admission fees, and they rarely have gift shops 

(bookstores). Both institutions may have dues-

paying members, but these so-called members 

do not have the privilege of electing the 

board of directors, so their role is more akin 

to donors.

The data reflect these differences: total 

expenses of the Met and the NYPL are approxi-

mately equal, but the museum’s program service 

revenue is eight times larger, its membership 

income is ten times larger, and its net income from 

sale of inventory is forty-five times larger. On the 

other hand, government support for the NYPL is 

over six times that for the Met. 

The Society, meanwhile, is almost entirely 

dependent on gifts. Its competitors derive 

approximately one-third of their combined rev-

enues from government support and another 

third from endowment income. Its philanthropic 

support is under stress, paying for activities that 

competing institutions finance with different 

sources of income. 

During most of its existence the Society had 

no government support. Even today, govern-

ment covers only 8 percent of reported expenses, 

so apparently the Society’s museum is cross-

subsidizing its library. In reaction to successive 

budget crises, the Society historically cut the 

budgets of the museum and library in tandem. 

Although the Society’s inner workings are 

private, one imagines this even-handed policy 

reduced the museum’s subsidy to the library, 

aggravating the overall budget problem. 

Further, the library has negligible program 

service revenue, and therefore it has first claim 

on unrestricted gifts, which likely leaves the 

museum inadequately funded. Without govern-

ment support, the library division of the Society 

never achieved its growth potential. With the 

museum division cross-subsidizing the library 

division, the museum was deprived of resources 

it needed to achieve its own growth potential. 

Every income type is appropriate to a different provider/recipient combination. A good 
income portfolio reflects the mix of benefits it provides in addition to responding to “basic 
organizational challenges.”6 Normative theory is a sophisticated variant of resource depen-
dency rooted in public finance, a branch of economics. The key is identifying the beneficiaries 
and matching them to revenue types: 

•	 Private benefits accrue specifically to individual consumers or clients who recognize the 
benefits and are willing to pay for the goods and services. Nonprofits producing private 
benefit goods should set a market price to cover cost of production; if mission dictates 
a price that does not cover cost, they should seek cross-subsidy or endowment income. 
(Example: the Met’s admission fees and its gift shop net income.)

•	 Group benefits are collective goods that benefit a subgroup of society and are valued by 
donors interested in helping that subgroup. Values-centered management influences 
the choice of group and defines the benefits conferred. These types of goods and services 
are most likely to find support from specific groups of donors and organization partners. 
Endowment income and some targeted government funding programs are possibilities. 
(Examples: the Met’s appeal to art lovers and the NYPL’s appeal to researchers.)

•	 Public benefits are collective goods that accrue to a sufficiently large segment of the 
general public such that government financing is politically supported. Unlike with group 
benefits, no particular group is favored. Widespread benefits attract government funding. 
(Example: the NYPL’s service to the community as an archive.)

•	 Trade benefits are private goods acquired by institutions or groups. The key to growth may 
be finding the right income mix, which may in fact be a single source. 

Figure 2: All Money Is Not Created Equal

Figure 3: Composition of Revenue Comparison
The Society Met & NYPL

Current Support for Budget 71 % 18 %

Government Contributions 8 % 36 %

Program Service Revenue 8 % 10 %

Membership Dues & Assessments 3 % 5 %

Endowment Support (estimated) 9 % 31 %

Total 100 % 100 %

Source: Author. Data from IRS 990 reports for 2007; numbers may not add up 
to 100 because of rounding.
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Normative theory 

explains the growth 

trajectories of the 

organizations in the 

opening vignette. 

The Met and the NYPL 

tailored their revenue 

structure to the groups 

they served. The New-

York Historical Society 

relied too heavily for too 

long on philanthropy.

Samuel Tilden’s estate at the onset. The Astor’s found-

ing date is obscure, but its founder died in 1848. The 

Lenox was founded in 1871. (The Society’s name is 

indeed hyphenated.)
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To comment on this article, write to us at feedback@​

npqmag.org. Order reprints from http://store.nonprofit​

quarterly.org, using code 180307.

Conclusions
Normative theory explains the growth trajecto-

ries of the organizations in the opening vignette. 

The Met and the NYPL tailored their revenue 

structure to the groups they served. The New-

York Historical Society relied too heavily for too 

long on philanthropy. Normative theory suggests 

the Society defined its constituency too narrowly 

for its own good over the long-term.

This broad-brush examination is an example 

of peer-group analysis that answers the question, 

“Which sources of revenue are compatible with 

the kinds of goods and services we produce?” An 

organization can identify possibilities for revenue 

development by comparing how much of its revenue 

is derived from each source, and comparing the per-

centages with comparable information from other 

organizations with a similar mission and service-

delivery method. This information is publicly avail-

able through GuideStar, and updated annually.

Notes

1. The NYPL was formed by the merger of the private 

Astor and Lenox libraries, and received the bulk of 
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