
64  ​ T H E   N O N P R O F I T   Q U A R T E R L Y � W W W . N P Q M A G . O R G  •  F A L L / W I N T E R  2 0 13

Growth Crises and Three Phases  
of Governance Response 
by Wendy Reid, PhD, and Johanne Turbide, PhD

Editors’ note: This article was adapted from “Board/Staff Relationships in a Growth Crisis: Implications for Nonprofit Gov-

ernance,” originally published online, March 7, 2011, by the Nonprofit and Voluntary Sector Quarterly (http://nvs.sagepub.com 

/content/41/1/82), and subsequently published in NVSQ’s print publication in 2012.1 The authors appreciate Peter Roberts’s 

extensive editing support for this article.

This article looks at the ways in 

which board/staff relationships 

played out in four small cultural 

organizations—two museums 

and two performing arts companies— 

as each passed through three distinct 

phases of a growth/financial crisis. This 

research may inform nonprofit boards 

and managers in a couple of ways:

1.	It identifies patterns of board 

response around a crisis that may 

help in understanding and negotiat-

ing similar situations;

2.	It describes how trust and distrust 

play roles that are individually 

destructive but when combined are 

healthy and productive.

Our first contact with the four orga-

nizations occurred when we were con-

tracted as consultants by government 

funding agencies that had been asked 

by all four for “bail-out” grants. This 

provided an opportunity to engage with 

the four organizations in this commu-

nity-academic research project. The 

research included a questionnaire; orga-

nizational documents (grant applica-

tions, audited reports, strategic plans, 

and task descriptions); forty inter-

views—some open-ended and some 

focused—with key players; and partici-

pation in thirty-four meetings, all told. 

This research opportunity was quite 

exceptional considering that organiza-

tions in a sensitive crisis tend toward 

confidentiality, that we had access to 

a wide cross section of organizational 

players, and that the study continued 

over several years.

There were no government represen-

tatives on any of the four boards, and 

organizational membership in three 

of the four cases was limited to board 

members. While this may be common 

in nonprofits of this size, it constrains 

external monitoring of the board’s gov-

ernance. For all of the organizations, 

federal, provincial, and municipal gov-

ernments were significant providers of 

operating and infrastructure funding. 

The organizations were located in 

small communities in a region without 

a culture of philanthropy. Private phil-

anthropic support was minimal, and 

non-governmental income was from 

corporate sponsorship or from earned 

income.

The Crises—In Brief
Each of the four organizations had 

responded to positive external recog-

nition by making financially risky deci-

sions to grow, entailing new or additional 

physical facilities or evolved program-

ming. When increased expenses were 

not matched by self-generated rev-

enues, staff did not preview cash-flow 

crises with the board. Instead, anxious 

external creditors were the whistle-

blowers. Audited statements prepared 

for members’ annual general meetings 

and reports to government funders were 

only available at year end, providing ret-

rospective financial information well 

after the crisis had happened. Govern-

ment funders declined an increase in 

their support.

From their study of four organizations in a growth crisis, the authors learned three 
significant lessons: no single mode of CEO or board dominance is sustainable; board 
behavior can be contradictory and change over time; and the dynamics of trust and distrust 
appear to explain how relationships change from one crisis to another in these scenarios.
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The Three Crisis Phases
Four features appeared across all 

cases: high artistic quality and reputa-

tion, limited financial management, the 

CEO’s charismatic management style, 

and various styles of board engagement. 

Similarly, three phases of the crisis rolled 

out in each case: before the storm, the 

crisis trigger, and continued survival.

Before the storm. The organizations’ 

artistic successes were recognized outside 

the organization by peers, the public, and 

funders, providing a halo effect on the 

board’s perception of the CEO. The typical 

board/staff dynamic was highly trusting 

and influenced by the CEO’s charisma 

and significant psychological power, with 

“rubber stamp” governance behavior by 

the board. Board members were disen-

gaged from active, collaborative, and 

more informed partnership with staff, 

but were very proud of their association 

with the organization. Risk assessment 

of expansion scenarios was hampered by 

management’s overly optimistic revenue 

projections, or deferred when financial 

information was unavailable. Under-

resourced or neglected administrative 

functions limited the information avail-

able. In each case, the crisis was triggered 

by outside stakeholders—private credi-

tors, banks, and suppliers—who were 

directly sensitive to organizational cash-

flow and sustainability issues.

Artistically charismatic executives 

appear to have used positive press 

reports to convince boards to under-

take projects without having to account 

financially for their recommendations. 

Boards passively supported these deci-

sions because there was a lack of infor-

mation about issues relevant to financial 

stakeholders. In addition, the organiza-

tions had easily obtained operational 

government funding early in their lives, 

and they seemed to lack an outside-ori-

ented perspective that the presence of 

more extensive private fundraising might 

have brought.

The crisis trigger. This phase was 

precipitated by legal actions of exter-

nal creditors who demanded loan 

repayment or settlement of unpaid 

bills, or who froze credit. In response 
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Table 1:  Characteristics of the Four Organizations Studied (before and at the time of crisis)
Characteristic Organization 1 Organization 2 Organization 3 Organization 4

Type of artistic 
activities

Museum #1 Museum #2 Performing arts company #1 Performing arts company #2

Number of 
employees

12 full-time; 
10 part-time

5 full-time; 
51 part-time and 

contract

24 full-time; 
34 part-time; 

25 contract

16 full-time; 
3 part-time;

6 contract

Public and private 
sources of funding 

(% of budget)

Government: 63.2%
Earned income and sponsorships: 

36.8%

Government: 66.7%
Earned income and sponsorships: 

33.3%

Government: 33.5%
Earned income and sponsorships: 

66.5%

Government: 
19%

Earned income and sponsorships: 
81%

Description of 
the board at the 
beginning of the 

consultation

Internal/external members: 1/6
Executive committee: no

CEO right to vote: no
Nomination criteria: personal 

regional connections and interest 
in the mandate

Corporate membership: board 
members only

Internal/external members: 2/7
Executive committee: no

CEO right to vote: no
Nomination criteria: personal 

regional connections and interest 
in the mandate

Corporate membership: benefit of 
annual paid membership

Internal/external members: 1/11
Executive committee: yes

CEO right to vote: no
Nomination criteria: personal 

regional connections and interest 
in the mandate

Corporate membership: board 
members only

Internal/external members*: 3/0
Executive committee: no

CEO right to vote: yes
*(founders = CEO, COO, and 

artistic director)
Nomination criteria: internal staff

Corporate membership: board 
members only

Reason for growth Expansion of facilities for 
preservation of collection

Increasing number of projects; 
growing reputation

Increasing number of projects; 
enhanced reputation

Success abroad (more touring) 
and expansion of facilities 

(building)

Consulting 
relationship

Began in spring 2003
Continues: yes (informal and 

occasional) 

Began in fall 2004
Continues: yes (informal and 

occasional)

Began in spring 2006
Continues: yes (advisory 
committee to board and 

government funders)

Began in summer 2006
Continues: yes (advisory 
committee to board and 

government funders)

Budget (revenue) $1,011,500 $1,472,000 $2,600,000 $3,986,000

Deficit as % of 
budget

58% ($597,000)
Private loan of $500,000

Negative cash flow

68% ($1,000,000)
Realized deferred expenses

Negative cash flow

41% ($1,075,000)
Negative cash flow

8% ($326,000)
Private credit of $1,000,000

Negative cash flow

Immediate crisis Private creditor called loan Supplier brought case to court Banks froze line of credit Private creditors called loans
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to this threat to economic survival, 

board members snapped into action. 

They bypassed executive leadership and 

assumed control, negotiating directly 

with external stakeholders, seeking 

temporary extensions with suppliers, 

additional credit from banks and private 

lenders, and emergency grants from 

funders. As board members became 

preoccupied with financial procedures 

and efficiency, the CEO’s actions and 

decisions were challenged. The board’s 

former confidence and blind trust in the 

CEO’s competence abruptly changed 

to distrust. Decisional power shifted 

from the CEO to the board. Two CEOs 

were removed, and three board chairs 

resigned. In the fourth case, the govern-

ment funder stipulated the addition of 

external board members to increase 

monitoring capability. In this phase, 

governance activity shifted to close over-

sight, emphasizing an active and engaged 

board that controlled and distrusted the 

CEO, reflecting the board’s significant 

lack of collaboration with the CEO.

However, after the immediate shock 

of the crisis, it seemed unsustainable to 

continue the intense level of involvement 

that the board needed to maintain its pre-

eminent position within the organization 

and to control its relationship with the 

outside environment. The organizations 

entered the third phase of crisis.

Continued survival. This phase 

was characterized by the organizations’ 

adjustment to a more balanced and 

stable operation within constrained cir-

cumstances. In this context, the same 

or new players as board chair and CEO 

developed relationships, and trust grew; 

however, distrust did not completely dis-

appear. Craving efficiency, both the board 

and the CEO sought to establish a more 

mature and collaborative relationship. 

Power appeared to be shared more equi-

tably, with an expectation of checks and 

balances. Transparency became valued. In 

all organizations, board membership was 

diversified to improve fiscal monitoring 

and analysis and to ensure that all activity 

adhered to the mission. In two organiza-

tions, external advisory committees to the 

board were formed to provide informed 

stakeholder perspectives and assist with 

monitoring. The memory of the crisis con-

tinues to cast a shadow of distrust, but 

it is tempered by collaboration, and all 

is underscored by more proactive stake-

holder relationships.

In our study, the dynamics of trust, dis-

trust, or both featured in the governance 

relationships in each phase. By observ-

ing these organizations over an extended 

period, especially around a growth crisis, 

we found out how governance behavior 

can change over time, that board/staff 

relationships vary according to phases 

within an organization, and that board 

behavior does not just depend on organi-

zational type (as regards size, sector cat-

egory, and other organizational factors). 

Two previous research studies observed 

phases around a crisis, but they only 

had access to retrospective accounts.2 

In contrast to those studies, we were in 

close contact and in direct observation 

throughout the process.

However, the sudden shifts in power 

between the CEO and the board contin-

ued to puzzle us.

Joint Ventures and Trust
We found answers to our questions in 

the research on joint venture relation-

ships. That research contrasts the role 

of trusting collaborative relationships 

with the controlling role of formal con-

tracts. These relationships are defined 

by either trust or distrust.3 Situations 

without a contract that feature a very 

high degree of trust and no distrust 

involve a high degree of risk. Accord-

ing to this research, such situations 

will eventually evolve over time to 

generate high levels of distrust. “Even 

trustworthy partners can be relied on 

to be untrustworthy if the incentives 

are large enough. . . . Under certain 

conditions, trust can be harmful, as it 

encourages actors to suspend judgment 

of others.”4 “If trust is not accompanied 

by certain degrees of healthy suspicion 

or formal controls, an organization 

risks being cheated or missing out on 

major opportunities.”5 We found these 

explanations compelling and perhaps 

applicable to the changes in behavior 

observed in our  study.

In our first phase, when the CEO 

enjoyed a high internal and external 

public profile associated with artistic 

mission achievements, passive board 

members trusted staff excessively to 

make the right decision in a financially 

risky situation. The CEO’s halo and board 

members’ own devotion to the mission 

seem to have distracted the board from 

demanding or carefully considering per-

tinent financial data. They suspended 

the internal control they had available to 

them. External creditors clearly sensed 

that promises to pay or repay were at 

risk of being broken, and they blew the 

whistle—precipitating a cash-flow crisis. 

Governments, perhaps piqued by board 

passivity or suspecting irresponsible 

commitments, applied their own con-

trols and refused additional funding; this 

action further contributed to both the 

cash-flow crisis and a crisis of confidence 

for the organization’s stakeholders. In 

the second phase, the board reacted 

with hyper-engagement by adopting 

distrustful, controlling behavior, replac-

ing board and executive leadership, and 

changing governance structures. In the 

third phase, the board/staff relationship 

altered yet again because the previous 

state of hyper-diligence was not sustain-

able. It became more collaborative, while 

featuring a balance of trust and control 

with regular fiscal reporting, analysis, 

and forecasting.

B
O

AR
D

S



“I appreciate the environment of collaborative discourse—the 
expectation that there is more than one point of view, and the degree to 

which the diversity contributes to growth and understanding.”
—An NPQ reader

 NPQ is Collaborative Journalism

THE NEW NPQ
We are entering a new era. Civil society is, overall, a laboratory—rapidly transmuting and 

reorganizing itself in parts and in its collective whole, and wielding, in different ways, its 
increasingly powerful influence. Through collaborative journalism, NPQ is not only reflecting 

the spirit and meaning of civil society but also expertly digesting progressively more complex 
issues with and for the millions active in the sector, in a way that advances cutting-edge 

practice and is useful to day-to-day work. 

NPQ IS COLLABORATIVE JOURNALISM
Collaborative journalism engages multiple contributors to identify and work on stories as they 

develop over time. The method is well suited to making practical sense of a multifaceted and 
evolving environment. To a certain extent, it is a dialogue—or multiparty conversation—on 

an involved topic that benefits from many viewpoints alongside validated factual content. 
Collaborative journalism requires a robust curatorial and central  editorial presence combined 

with investigative capacity in order to have integrity and credibility.

NPQ IS READER SUPPORTED
This is your NPQ—you are part owner of this endeavor. You are at once our on-the-ground 

observers and our reason for being.  If you believe that civil society deserves provocative, 
grounded, cutting-edge journalism that respects the time and intelligence of practitioners . . .

✓ Contribute $100–$1,000 TODAY!  
✓ Subscribe to this journal  

✓ Write for NPQ online—become a newswire writer 

www.nonprofitquarterly.org



68  ​ T H E   N O N P R O F I T   Q U A R T E R L Y � W W W . N P Q M A G . O R G  •  F A L L / W I N T E R  2 0 13

Expectancy Disconfirmation
The joint venture literature uses “expec-

tancy disconfirmation” theory to explain 

the circumstances in which performance 

declines compared with expectations.6 

The partner loses all trust and takes 

control to rectify the situation: “This urge 

to act, or feeling that something has to be 

done, may translate itself into a height-

ened level of formal coordination and 

control.”7 When our nonprofit boards per-

ceived the CEO’s performance negatively 

after the whistleblowing, and the true 

financial state was revealed, their reac-

tion to the threat replicated the behavior 

described by the joint venture research. 

Boards intervened at an operational level 

and bypassed the CEO.

However, the boards’ new state of 

hyper-control and distrust created uncer-

tainty, “causing managers to continually 

question the motives and competencies 

of their partners.”8 According to the 

research, work relationships become 

inefficient and the partnership deterio-

rates. Balance is needed to sustain the 

relationship over the long term.

In our organizations, boards in the 

second phase found this level of effort 

and the resulting tension unsustain-

able. They achieved balance in the 

third phase by evolving to an improved 

but still somewhat distrustful relation-

ship, with new leadership, governance 

structures, and external advisory 

committees. These changes enabled 

the organizations to manage their 

constrained financial situations more 

knowledgeably and collaboratively, and 

thus avert further crisis.

Coexistence
Trust and control are both important 

features of a governance relationship. 

If armed with a deeper understanding 

of the dynamics that dominate various 

phases of a crisis, boards and staff may 

be better able to partner and to anticipate 

the pitfalls of passive behavior. Our study 

provides evidence that both trust and 

distrust can coexist in a relationship, and 

together they can promote a productive 

checks-and-balances style of governance.

Conclusion
From this study of four organizations 

in a growth crisis, we learned about the 

changing nature of board/staff relation-

ships that affect governance of nonprofit 

organizations. The dynamic moved from 

CEO preeminence and dominance to 

board-led control, and, subsequently, to 

collaboration within a paradoxical trust-

distrust relationship. Three lessons are 

important here: First, no single mode of 

CEO or board predominance was sus-

tainable; internal and external dynam-

ics played together, which generated 

either long-term latency or sudden and 

overt change when the crisis occurred. 

Second, board behavior can be contra-

dictory and can change over time. Third, 
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the dynamics of trust and distrust appear 

to explain how relationships change 

from one phase to another in these crisis 

scenarios. These lessons provide some 

insight into how boards and managers 

might consider developing their relation-

ships to better control the disruptive 

effects of a crisis.

Notes

1. Nonprofit and Voluntary Sector Quarterly 

41, no. 1 (February 2012): 82–99.

2. Miriam Wood published research from 

retrospective interview data in 1992 on 

crises and board/staff relations during post-

founding organizational development. She 

proposed three declining phases of board 

involvement—super-managing, corporate, 

and ratifying, with increasing CEO power at 

each phase—which inevitably devolves into 

crisis, after which the three phases repeat. 

Miriam M. Wood, “Is Governing Board 

Behavior Cyclical?,” Nonprofit Manage-

ment and Leadership 3, no. 2 (winter 1992): 

139–63, onlinelibrary.wiley.com/doi/10.1002 

/nml.4130030204/abstract; Jill Mordaunt 

and Chris Cornforth in 2004 observed four 

phases surrounding a crisis in their study of 

interrelational board dynamics, emphasiz-

ing board roles and behavior. Their insights 

are drawn from retrospective comments in 

a focus group and in-depth interviews pro

ducing case descriptions. Their four phases 

of board behavior are: recognition and denial 

(a process of acknowledging that there is a 

crisis); mobilization (consensus for action 

is developed); action (short-term issues are 

under control and decisions for medium- and 

long-term issues are needed); and transi-

tion (consolidation occurs). Mordaunt and 
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