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The Challenges
of New Nonprofits

by Wolfgang Bielefeld

A nonprofit's infancy is a time of exploration and testing,
and missteps are, as the author writes, “par for the course—
although as any parent of a young child can attest,
some falls can be painful”

HAT GOVERNS THE SURVIVABILITY OF NEW
organizations? What is at stake,
and what choices do organizations
face along the road to maturity?

Those seeking to start up a group with the objec-

tive of doing good in the world have a number of

options, and this article reviews theories on the
life cycle-related threats and opportunities that
await the young nonprofit.

Birthing Options

Those seeking to start up a nonprofit must decide
how they wish the organization to function. One
option is to operate as an informal group of
people, bound to each other only by the agree-
ment of group members. These groups are often
limited in size or tenure; they do not have the
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organizational rights of a more formal group,
nor do they bear responsibility to an organiza-
tional structure beyond what is necessary to keep
the effort organically knit together and moving
forward—and this by voluntary agreement. There
is something essential about this moment. It is the
point at which the only reason a group does things
is because those things need to be done to further
the cause. If the group has an urge or reason to be
more formal, however, it may choose to become a
legally recognized nonprofit entity, and in this case
it can be set up as an unincorporated association,
a charitable trust, or a nonprofit corporation.
Unincorporated associations, the simplest
legal form, are allowed to have a bank account in
their name and to have tax-deductible contribu-
tions made to them. They have few other benefi-
cial features. The charitable trust form is common
in many other countries but has relatively limited
use in the United States, where charitable trusts
tend to be used by organizations whose purpose is
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Inthe end, it is wiser
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when it knows that it
has the will, heft, and
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its environment.
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to make grants. The most common type of legally
recognized nonprofit in the United States is a non-
profit corporation with IRS tax exemption. These
organizations must report to their respective states
and the IRS, and otherwise adhere to requirements
of their formality. They must keep their contracted
promises as a group and adhere to proper decision-
making procedures. As Fredrik Andersson writes,
young organizations can find this difficult. Some
will stay nascent for a while, only gradually arriving
at independence and formality.!

The nascent stage is formative, and somewhat
predictive of the future.? Is the organization pre-
mature, or has it placed itself under the umbrella
of another organization only to find itself smoth-
ered? When it launched, was it really ready to do
so? Does it have a strong sense of purpose and will
to survive? That reason for being and the collective
life force of the group are important factors—more
important, in fact, than many others.

In the end, it is wiser to be born into organiza-
tionhood at the right time: when a group is sure
that its niche is clear; when it knows that it has
the will, heft, and capacity to live; and when it
has some idea about how to negotiate its environ-
ment. The establishment of a new nonprofit cor-
poration is relatively easy and generally no barrier
unless someone at the IRS decides that a particu-
lar field needs special scrutiny. State-level incor-
poration and IRS tax exemption depend primarily
on the establishment of a charitable mission and
the assurance of a minimal organizational struc-
ture to accomplish it (such as a board of directors
and bylaws). While accomplishment of these first
organizational milestones is, no doubt, an occa-
sion for the founders to celebrate, this is merely
the start of a difficult process.

The Vulnerability of Infant Organizations

Once an organization is established, there are all
manner of threats to negotiate. Indeed, private
organizations are very vulnerable in their early
years. It is well known that business start-ups
have high failure rates. Using data on firms started
in 2005, the U.S. Census Bureau found that a mere
43 percent of these firms still existed five years
later.?> While the percentage can vary somewhat
depending on the industry or the year of analysis,

the conclusion is that youth is a hazardous time
for new businesses.

So, what causes businesses to fail? A lack
of capital, a misunderstanding of the market,
a faulty model for how to attract and maintain
that market—there are any number of factors
that likely sound familiar to many nonprofits.
It is true that evidence suggests that the rate of
failure among nonprofits may not be as dire as it is
for profit-making organizations. Teresa Harrison
and Christopher Laincz examined data from the
National Center on Charitable Statistics (NCCS)
on all 501(c)(3)s that filed a tax return between
1989 and 2003.* They found that 12 percent of
these nonprofits exited from the data within five
years and 17 percent exited within ten years. But
the great IRS purge of 2011 and 2012 attests to the
fact that the statistics were, prior to that, tempered
by a dearth of declarations—in other words, that
quiet deaths had occurred. Many of the organiza-
tions eventually found to no longer exist in the
course of this purge were, due to their small size,
not required to report and thus were assumed to be
current. Once the IRS’s new reporting requirement
kicked in, these phantoms were unable to comply
and were, finally, declared dead.

How to Survive

New nonprofits face a number of significant chal-
lenges if they are to survive and, more importantly,
have significant impact. Much has been written
about organizational functioning in start-up years,
and we can use insights gleaned from this literature
to help us understand these challenges. Below we
examine the implications contained in a number
of relevant concepts and theories.

The Liability of Newness
Organizational theorists have long noted that
organizations face developmental risks asso-
ciated with where they are in their life cycles.
Arthur Stinchcombe, who was the first to argue
that an organization’s risk of dying is highest at
the point of its founding and decreases with age,
associated high mortality in new and younger
organizations with three factors:?
1. New organizations that are acting in new
areas require their members to perform new
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roles. Learning these roles takes time and
leads to inefficiency.
2. New organizational members who do not
know each other need time to develop trust.
3. New organizations need to build stable rela-
tionships with clients and other environmen-
tal stakeholders.

Some of the problems that may plague orga-
nizations during this period are interpersonal
conflicts, difficulties related to how decisions
are made (and by whom), and a lack of systems
(program protocols, financial data management,
human resources, board policies and frameworks,
etc.) to support meeting the expectations of stake-
holders (including funders, staff and volunteers,
beneficiaries of the activity, and so on).

The Liability of Smallness

Arelated line of research has examined how orga-
nizational size influences failure. The liability of
smallness posits that small organizations have a
propensity to fail. This smallness-related vulner-
ability results from problems in raising capital,
recruiting and training a workforce, and handling
regulatory compliance.® As organizations grow,
they increasingly emphasize predictability, for-
malization, and control, demonstrating greater
reliability and accountability. But this transition
is not always easily made. Traditionally, the period
during which an organization transitions from
informality to greater formality is often fraught
with blame and shame, as well as, sometimes,
the loss of key movers and shakers, as smallness
burns out leaders.

The Liability of Age

In 1991, Mark Fichman and Daniel Levinthal sug-
gested that, during an organization’s formative
years, a convex (N-shaped) relationship exists
between age and failure.” New organizations
begin with a stock of assets (such as goodwill,
positive beliefs, commitment, resources) that
buffer them during an initial honeymoon period,
even if they struggle in the early stages. The
larger the initial stock, the longer the organiza-
tion is buffered. As these assets are depleted,
however, organizations that are unable to
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develop sustainable resource supplies are
increasingly likely to fail.

The new nonprofit faces a plethora of issues
that are likely to include lack of visibility to the
environment, confusion about structure, over-
confident leadership, and shallow systems. The
nonprofit will have to answer critical questions,
such as: “Why do we exist?” “How will we make
a difference?” “How will we establish our pres-
ence?” “Who does what?” “How will we know
we are successful?” In addition to asking the
right questions and establishing hypotheses for
how the organization will operate, the nonprofit
will need to ensure that adequate capacity and
support are available to start proving the hypoth-
eses—to some extent—within a few years.
Without this, the nonprofit is unlikely to survive.

The discussion above brings up a paramount
issue for new nonprofits: while it is important
to consider both internal functioning and the
external environment, it may prove particularly
problematic for young nonprofits to assess
and respond to the environment, because the
complexities are new. Nonprofits are influ-
enced by a number of environmental factors,
including other organizations, the availability
of resources, and the normative expectations
of stakeholders. Organizational theories have
been developed to consider these aspects of
the environment, and we will examine three
of these in terms of their implications for new

nonprofits.

Population Ecology Theory

Population ecology theory uses ecological models
borrowed from biology to analyze populations of
organizations. Populations are aggregates of orga-
nizations that have important similarities, such as
what they do and where they get resources. For
example, nonprofit day-care organizations would
comprise a population.

In Michael Hannan and John Freeman’s model,
population dynamics occur through the three
stages of variation, selection, and retention.’
Variation is the stage that generally occurs earli-
est in an organization’s life, and it refers to the
generation of organizations that diversify the field.
While this could take place through major change
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to consider both internal
functioning and the
external environment,
it may prove particularly
problematic for young
nonprofits to assess

and respond to the
environment, because
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are new.
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in existing organizations, it can also happen via
the development of new organizations—for
example, an organization might be developed to
provide specialized support to LGBT high school
students, where more general support services
exist but have not been able to address the spe-
cific needs of that population in a way that is cul-
turally attuned.

What characterizes this different organization
is its environmental niche. Niches are domains
of unique resources and needs. For example,
the day-care niche is composed of those wanting
day care and the resources available for day-care
providers. Consequently, a new nonprofit must
understand its niche and its characteristics,
such as the number of providers, degree of com-
petition, demand for services, and availability
of resources. It is also important to assess the

I,

niche’s “carrying capacity,” or number of organi-
zations it could support. A relatively full niche is
likely to be a more difficult environment than a
relatively sparse one. Considering these factors,
a new nonprofit may be able to choose a niche
that is favorable for it.

A new population of nonprofits will initially
have high death rates, since the forms are untested,
resources are less predictable, and the environ-
ment is not familiar with the organizations. As
more experience is gained, a relatively stable
middle period follows, where births are roughly
equal to deaths. Finally, a late period ensues when
death rates rise again due to competition from
newer populations. A new nonprofit, therefore, will
be influenced by where its population is in its life
cycle. All other things being equal, a new nonprofit
is likely to have the hardest time in either a very
new or a very old population, as population death
rates will be highest at these times.

Also affecting the ability of an organization
to survive is the degree of instability and change
in the environment. What is important is how
large or drastic environmental changes are and
how quickly they occur—and these factors will
affect specialist and generalist organizations dif-
ferently. Generalists have broad product lines,
such as a nonprofit hospital, while specialists,
such as aneighborhood clinic, have narrow ones.
Research has found that in environments where
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change is drastic but slow, generalists have the
advantage, since they have more resources to
make big changes. In environments where change
is fast but not very drastic, specialists have the
advantage, as they can make small changes more
quickly. If changes are both drastic and fast, all
organizations will have difficulties. Thus, a new
nonprofit should consider the turbulence of its
environment when deciding to become a general-
ist or a specialist.

Resource Dependence Theory

Resource dependence theory deals with how
organizations attempt to avoid becoming depen-
dent upon others. It describes the acquisition
and use of power. An organization (“A”) will
become dependent upon another (“B”) to the
degree that “B” provides important resources
and there are few alternative suppliers. This will
be exacerbated if “B” is not likewise dependent
on “A.” In this situation, “A” is vulnerable and
its autonomy could be threatened, as “B” could
impose additional demands. Organizations will,
therefore, seek to minimize their dependencies
by ensuring that they have potential alternative
suppliers and customers whenever possible. New
nonprofits will be especially susceptible to such
dependencies, given their small size and lack of
alternatives. The provision of a service not readily
available elsewhere, however, would give them
increased bargaining power. Another strategy
would be to establish some control over critical
others with, for example, long-term contracts,
interlocking boards, or joint ventures. Finally, col-
laboration with other small nonprofits in similar
circumstances would be a way to share risks and
rewards. Such a coalition could have some coun-
tervailing power in dealing with a common depen-
dency. For example, an association composed of
the nonprofit day-care providers in a city could
present a united front in negotiations with the
city over resources.

Institutional Theory

Institutional theory considers a different
dimension of a nonprofit’s environment.
Besides market and economic controls, envi-
ronments can impose institutional controls on

A new population of
nonprofits will initially
have high death rates,
since the forms are
untested, resources are
less predictable, and the
environment is not
familiar with the

organizations.
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organizations and regulate the processes by
which work is accomplished. These controls
are socially defined rules, regulations, and
beliefs, and organizations are rewarded for
conforming to them. This is especially pertinent
when outputs are hard to objectively evaluate
or when they are not sold in markets. Nonprofit
organizations are particularly subject to these
controls—after all, state and IRS regulations
formally specify what the nonprofit form is,
what nonprofits can do, and some aspects of
their functioning. In addition, they may provide
services whose outcomes may be difficult to
evaluate objectively or which are provided to
the general public or are free of charge. In these
situations, stakeholders will seek to impose
their norms and beliefs on nonprofits as a con-
dition for their support. These may take the
form of laws, procedural rules, or professional
standards. For example, day-care centers are
licensed, academic programs are accredited,
and some types of services require profession-
als with proper credentials.

Nonprofits have some alternatives in dealing
with their institutional environments. They
could, for instance, comply with institutional
expectations, especially if these are imposed by
powerful actors in the environment. The situ-
ation is more difficult, however, if stakeholder
demands vary or even conflict with one other.
In such cases, the nonprofit must skillfully navi-
gate through the configuration of demands. A
nonprofit could also decouple its operations
from environmental scrutiny. It could display
conformity to the environment while protecting
its operations from environmental influence. It
could do this by providing information or other
visible displays to the environment—essentially,
showing the environment what it wants to see.
Finally, the nonprofit could seek to influence its
institutional environment by trying to change the
viewpoints of influential stakeholders. Collabo-
rating with other, similar nonprofits may be par-
ticularly useful in this instance. New nonprofits
that are willing to make themselves dependent
on particular resource providers may have little
choice but to conform, and in doing so they may
risk their niche. Banding with others in attempts

to change the institutional environment may be
their best alternative.

In sum, the infancy of a nonprofit is a time of
exploration and testing of internal and external
limits against what an organization wishes to
achieve, and generally entails a number of mis-
steps. These are par for the course—although as
any parent of a young child can attest, some falls
can be painful.
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