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Editors’ Note: This article suggests that reliance on government funding reduces
the representativeness and influence of nonprofit boards and that the democratic
function of nonprofit organizations may be seriously constrained. This effect
may be mitigated by relying less on government funding and more on volunteers.
The article is adapted and reprinted with permission from the original, “When
Government Becomes the Principal Philanthropist: The Effects of Public Funding
on Patterns of Nonprofit Governance,” published in the May/June 2007 issue of
Public Administration Review (PAR) volume 67, issue 3, pages 458-473. Readers
wishing to access the fully cited original version of the article can obtain a copy

via the PAR Web site.

ONPROFITS CONTRIBUTE TO A
healthy democracy by provid-
ing citizens with collective
representation. While building
representational capacity

seems particularly important for non-
profit organizations whose primary goal
is to engage in representational activities
like political advocacy and lobbying, it is
also relevant to other charitable organi-
zations such as hospitals, universities,
museums, churches, and human- service
organizations. These groups have a
moral responsibility to provide services
that reflect the true needs of those they
serve. They also have enormous poten-
tial to improve their constituents’ lives
by influencing public policy and empow-
ering them to represent themselves
effectively. For nonprofits to fulfill their
service, advocacy, and empowerment
roles, it is not only appropriate but also
necessary for organizations to establish
structures and systems that ensure that
they voice their constituents’ views and
concerns.
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By examining the makeup and
purview of boards, we may be able to
trace how well constituents’ views are
represented within an organization and
subsequently how well its mechanisms
work to retain equality and control of
decision making by constituents and the
larger community.

Social theorist Robert Bellah defines
community as “a group of people who
are socially interdependent who partic-
ipate together in discussion and deci-
sion making, and who share certain
practices that both define the commu-
nity and are nurtured by it.”* This defi-
nition of community is reflected in the
multiple-constituency nature of non-
profit organizations, which includes
clients, funders or donors, staff
members, volunteers, partner agencies,
and neighborhood residents. Among
these groups, clients, volunteers, staff
members, and neighborhood residents
deserve special attention because they
not only constitute the “moral owner-
ship” for whom a nonprofit organization

exists but also are often relatively pow-
erless stakeholders whose concerns
may be ignored. Therefore, we define
community representation in nonprofit
governance as the extent to which
clients, volunteers, staff members, and
neighborhood residents are included on
nonprofit boards.

There are at least two dimensions of
governance structure that must be
taken into account when developing rep-
resentative mechanisms: (1) board com-
position, which indicates the breadth
and depth of community representation,
and (2) the strength of the board rela-
tive to the chief executive.

First, board composition defines
who is entitled or required to participate
in the governing process. By rights, gov-
ernance should embody and represent
community interests, and the composi-
tion of boards should “reflect commu-
nity population characteristics.”
Community representation on a board
is believed to enhance its ability to
reflect community interests in organiza-
tional policies, strategies, and opera-
tions. Empirical research, however,
shows that there is wide variability in
the extent to which nonprofit boards are
broadly representative of the commu-
nity. Board membership in many non-
profits tends to be Ilimited to
upper-income, professional employers
and managers, while the community
has little or no representation.

Second, the board-executive relation-
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ship defines patterns of dominance
among the leadership core; the power of
the board relative to the chief executive
indicates its ability to maintain control
over an organization’s direction. A
board that lacks power, even if it is
descriptively representative of its con-
stituency, may have limited substantive
influence beyond its symbolic value.
Prescriptive research posits that boards
should be the highest authority and at
the center of leadership in organiza-
tions, as well as providing direction in
key areas such as financial manage-
ment, policy making, and performance
monitoring. Empirical research, by con-
trast, indicates that the role of many
nonprofit boards is reduced to a mere
rubber-stamp function, leading to direc-
tor apathy and insignificant participa-
tion in contracting with government.

In short, both of these board attrib-
utes are important in judging the repre-
sentational capacity of a particular
organization’s governance. Following is
a typology of nonprofit governance pat-
terns that incorporates both board
strength and board representativeness.
In terms of board composition, a board
may be characterized by either strong or
weak community representation; in
terms of power distribution, a board
may be a strong one that directs the
chief executive or a weak one that is
dominated by the chief executive.

Typology of Governance Patterns of

Nonprofit Organizations

As the table below illustrates, the result-

ing typology reveals four patterns of

governance structure:

e Strong, community board. This
pattern describes a board with both
high community representation and
strong board power over the chief
executive. This type of board not only
provides descriptive connections
between the organization and the
community but also demonstrates
the controlling power of the commu-
nity.

e Weak, community board. This
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describes a board with high commu-
nity representation but weak board
power over the chief executive.
Though itis representative of the com-
munity, the board’s lack of power
diminishes the likelihood that the
community will make any substantive
difference in the organization’s gover-
nance.

Strong, non-community board.
This pattern describes a board with
low community representation but
strong board power over the chief
executive. A strong board seems to
indicate greater board control over
organizational direction, but the lack
of community representatives on the
board could seriously constrain the
organization’s capacity to represent
community interests.

Weak, non-community board. This
describes a board with low commu-
nity representation and weak board
power over the chief executive. The
representational capacity of an organ-
ization with this type of board is cast
into doubt, as both representation and
influence are absent from its gover-
nance structure.

This governance typology provides a
useful guide to understanding the rep-
resentational capacities of nonprofit
organizations, with each of the four gov-
ernance patterns indicating a certain
degree to which a nonprofit board is rep-
resentative of community interests.
Among these four governance patterns,
the strong, community board is most
likely to represent community interests
and thereby enhance the democratic
functions of nonprofits in society. There
are at least two important reasons for
this. First, with the involvement of com-

munity representatives on its board, an
organization promotes its legitimacy by
demonstrating that it “justly and prop-
erly speaks for and acts on behalf of [the
community] it takes as its con-
stituency.” Second, and perhaps more
important, a board that is more truly
representative and more active may
result in more community responsibil-
ity and more responsiveness from the
organization.

A nonprofit board of directors not
only functions as the governing body of
the organization, but also performs a
bridging function through links to exter-
nal constituencies and critical
resources. Thus, the board of directors
is sensitive to changes in the organiza-
tion’s resource and institutional envi-
ronments. Any adjustment in board
composition or the board-executive rela-
tionship, however, can lead to a varia-
tion in board governance that might
constrain the representational capacity
of a nonprofit.

The Effects of Government Funding

Resource dependence theory. This
theory views nonprofit boards of direc-
tors as boundary-spanning units that
reduce external dependencies through
links to critical resources. As nonprofit
organizations have depended more and
more on government largesse over the
past several decades, it is not uncom-
mon to see nonprofit boards functioning
as co-optive devices in the quest for gov-
ernment funding. Within this context,
board appointments provide links that
allow nonprofit organizations to access
and influence public funding agencies.
For example, in a study of Chicago-area
social service and community develop-

Board Composition (Community Representation on Board)

\Weak Representation Strong Representation
_ Power 2 Strong, Strong,
Distribution = Non-Community Board Community Board
(Board power
relative to
Chief 3 Weak, Weak,
Executive) = Non-Community Board Community Board
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ment organizations, Grgnbjerg reports
that about half the organizations
studied had either sought or were plan-
ning to seek board members affiliated
with public agencies in order to obtain
government funding.?

Dependence on government funding
has serious implications for community
representation on an organization’s
board. The adoption of a co-optation
strategy in response to government-
funding dependence leads to increased
numbers of corporate, professional, and
social elites—who are more likely to
have links with public funding agencies,
as well as expertise in grant writing—
on the board of directors. The limited
number of slots on nonprofit boards,
however, means that such practices vir-
tually crowd out community represen-
tatives. As a result, efforts to attract
government funding through co-optive
board appointments might discourage
organizations from developing sufficient
community representation on their
boards.

The impact of a co-optation strategy
on an organization’s board-executive
relationship is less obvious. As Zald
notes, board members and the chief
executive each bring distinctive
resources to the table, and “it is the
balance of resources in specific situa-
tions and decisions that determines the
attribution of relative power in the
encounter between boards and execu-
tives.”* Following this logic, Kramer
further argues that the power of board
members stems from their prestige,
access to funds, and community con-
nections, as well as their knowledge,
skill, time, and energy.® If we accept this
argument, it is reasonable to expect that
the power distribution between the
board and the chief executive will be
determined by the importance of gov-
ernment funds to an organization and
the extent to which a board provides
access to government funds.

Thus, if this rationale holds, organi-
zations influenced by government-
funding dependence are more likely to

72 THE NONPROFIT QUARTERLY

develop strong, non-community boards
than strong, community boards.
Institutional theory. Institutional
theory emphasizes the influence of
state, societal, and cultural pressures
on organizational behavior and suggests
that nonprofit boards of directors serve
as legitimizing devices that reflect the
expectations of important institutional
stakeholders. An organization is less
likely to resist institutional pressures
that constrain its action when it is
heavily dependent on the source of
these pressures. Government is not only
the largest funder for many nonprofit
organizations but also is arguably the
most important institutional actor,
through its laws and legal mandates.
Therefore, it is more important for
organizations that receive higher levels
of government funding to comply with
government expectations.

Two institutional factors associated
with government contracting might
influence the manner in which a non-
profit demonstrates its compliance with
government expectations. The first
factor is the trend toward democratiza-
tion. From the mid-1960s (the era of the
Great Society programs) through the
late 1970s, the mandated participation
of community representatives in organi-
zational decision making became the
hallmark of numerous government-
funded nonprofit agencies. To obtain
government grants, nonprofit contrac-
tors had to democratize their gover-
nance and management practices in
compliance with this public mandate.
As a result, boards of government-
funded nonprofit agencies were found to
be more descriptively representative of
the community than were traditional
nonprofit boards.

Another factor is the trend toward
professionalization among nonprofit
organizations that receive government
funding. Throughout the 1980s and
1990s, nonprofit organizations began to
develop a professional culture signified
by more sophisticated, bureaucratic,
and rationalized operating procedures.

Government not only triggered this
move toward professionalization
through increased federal regulation of
the field (e.g., the Tax Reform Act of
1969) but also facilitated the move
through its grants and contracts. Gov-
ernment agencies often establish
sophisticated regulatory and proce-
dural requirements, performance stan-
dards, and monitoring and reporting
systems for their contracts. To comply
with these complex requirements, non-
profit contractors must rely more on
experienced professional staff and less
on volunteers, as well as adopting the
routines and structures endorsed by
government agencies. For similar
reasons, a nonprofit organization may
overtly reflect the culture of profession-
alism in its board composition (e.g.,
including fewer community representa-
tives and more professional, corporate,
and social elites) to gain legitimacy and
win contracts from government agen-
cies.

In either case, dependence on gov-
ernment funding generally shifts orga-
nizational power from the board to the
chief executive, for several reasons.
First, government contracts usually lead
to expanded or added services, signifi-
cantly changing the scale of the organi-
zation. As organization size increases, it
becomes more difficult for the board to
exercise close oversight and day-to-day
management. Furthermore, the process
of applying for government grants often
requires extensive paperwork and sub-
stantial lead time, which, in turn,
demands more commitment than most
board members can afford. Additionally,
government contracts require organiza-
tional involvement in regulation writing,
the legislative process, and government
budgeting cycles, which are unfamiliar
to most board members, resulting in an
information gap between the board and
staff that favors the staff.® Finally,
program goals or priorities are usually
determined outside the organization,
thus minimizing the board’s role in
program planning and development. A
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number of empirical studies have docu-
mented limited board participation and
influence relative to chief executives in
governance activities related to con-
tracting.

Subjected to the influence of these
two institutional factors associated
with government funding, therefore, by
this rationale, an organization with high
levels of such funding is more likely to
develop a weak, community board (or a
weak, non-community board) than a
strong, community board.

A Potential Mitigator: Volunteers
Volunteering has played an important
role in American society throughout
history. Today, volunteer labor is still a
highly valued resource among nonprofit
organizations. Because of the absence
of bureaucratic or monetary incentives
within the volunteer labor context, non-
profits use their mission to recruit and
retain volunteers; moreover, they attract
volunteers by offering a variety of soli-
darity rewards like social activities such
as potluck dinners, parties, and commu-
nity celebrations, and purpose-related
rewards like opportunities for input into
organizational decision making.

For organizations that rely heavily on
volunteers to carry out their programs
and activities, board appointments are
probably the highest level of purposive
reward that an organization has to offer.
In some cases, volunteers are more likely
to be motivated when an organization
provides structural opportunities for
them to be involved in governance and
management, gaining a sense of owner-
ship of the organization. Moreover,
recruiting board members from pools of
volunteers may serve as a safeguard for
volunteer-dependent organizations to
maintain their fundamentally commu-
nity-based character. Thus, to the extent
that an organization is dependent on vol-
unteers, it is likely to include more com-
munity representatives on its board.

Increased use of volunteers by a non-
profit may also shift the power balance
between the board and the chief execu-
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tive in favor of the board. Lipsky and
Smith observe that when an organiza-
tion relies on volunteers for its success,
the latter gain a certain level of power
and control. When more volunteer repre-
sentatives are included on the board,
such volunteer power is likely to be
reflected in the board’s power over the
chief executive. Finally, volunteers are
often drawn from the community or are
current or former beneficiaries of the
services provided by the organization,
and thus are an important group of com-
munity representatives.

Results and Discussion

To better understand government
funding’s effect on nonprofit governance
patterns, we employed multinomial logit
analyses of survey data from 95 urban
charitable organizations. The results
support our core hypothesis: an organi-
zation that relies heavily on government
funding is less likely to develop a strong,
community board over any other board
type. Which of the other three board
types, then, is an organization more
likely to develop when it becomes more
dependent on government funding?
Analysis shows that no one particular
board type is more likely to emerge than
the other two. The results have also con-
firmed our prediction that reliance on
volunteer labor is associated with a
higher likelihood of developing a strong,
community board than any other board
type.

This study’s findings suggest that as
an organization receives more govern-
ment funding, its board might be treated
as a co-optive or legitimizing device
rather than as an independent govern-
ing body that should be representative
of community interests and responsible
for the mission, direction, and policies
of the organization. Echoing Smith and
Lipsky’s’ concern about the transforma-
tion of nonprofit boards from “agents of
the community” to “agents of govern-
ment,” we have joined others to offer
empirical evidence that governmental
dependence might push nonprofit

boards away from important decision
making and even further away from the
community (as in the case of some com-
munity development corporations). The
irony is that, as nonprofit boards are
expected to take on more responsibility
for representing their constituents and
educating their funding sources toward
amore realistic sense of societal needs,
reliance on government funding might
undermine their representational capac-
ities. Findings by other scholars have
also demonstrated that government
funding leads to less volunteer support,
fewer private donations, less advocacy
for the community, and reduced capac-
ity to function as “schools of democ-
racy.” Our results, in conjunction with
the aforementioned findings, suggest
that governmental dependence might
eventually shrink the base of public
support for nonprofit organizations and
limit their community and democratic
roles.

What, then, are the policy and man-
agerial implications? For policy makers,
it is imperative to design public policy
in a manner that balances the need to
transfer more service activities and
responsibilities to the nonprofit sector
with the equally compelling interest of
sustaining the representational capaci-
ties of nonprofit organizations. For
instance, policy makers might consider
developing certain discriminatory
funding policies or regulations over
nonprofit organizations with different
patterns of governance structure. A
more precisely focused funding policy
would help the emergence and prosper-
ity of more nonprofit organizations with
better representation of community
interests in their governance. For non-
profit leaders, a possible solution to
address the undesirable consequences
of government-funding reliance would
be to reduce government funding
through innovative use of other types of
resources, particularly volunteers.
Aside from their economic value, volun-
teers may also help nonprofit boards
establish stronger ties with the commu-
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nity and foster their democratic value
as representatives of community inter-
ests. The reliability of using volunteers
as a counterbalance to government
funding, however, deserves further
investigation: as previous studies have
noted, government funding requires
greater professionalization and special-
ization on the part of nonprofit contrac-
tors, which might crowd out volunteers
and thus discount their value as a
potential mitigator.

As nonprofit organizations are
increasingly charged with providing
services traditionally furnished by gov-
ernment, policy makers and nonprofit
leaders alike must be aware of the con-
sequences of governmental dependence
on the other important roles and func-
tions of nonprofit organizations, partic-
ularly democratic governance. To the
extent that reliance on government
funding reduces the representativeness
and influence of nonprofit boards, the
democratic function of nonprofit organ-
izations may be seriously constrained.
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What is your organization’s experience with gov-
ernment funding? Have you seen a reduction in
community connection and have you found ways
to strengthen community representation? Share
your experience at feedback@npgmag.org.
Reprints of this article may be ordered from
store.nonprofitquarterly.org, using code 140408.

Survey questionnaires were sent out in January 2002 to the chief executives of 376 charitable
organizations, a random sample drawn from a pool of 1,976 charitable organizations in Los
Angeles. Survey questions asked for respondents’ reports of governance patterns and collected
information on government funding and other factors associated with nonprofit governance. As
of May 2002, a total of 95 survey questionnaires were completed and returned.

Inthe present sample, the largest group is human services, accounting for over 27 percent of
respondents; health organizations make up 20 percent of the respondents; the third and fourth
largest types are education/research organizations and arts/culture organization, with nearly 17
and 12 percent of reporting organizations falling into these two categories, respectively. Overall,
the distribution of the samples is consistent with that of the most recent national data.
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