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PREFACE


Introduction


In this thesis I examine different aspects of the marketization of nonprofit organizations (NPOs), the process that describes how NPOs deal with their stakeholders in an increasingly market-type way (Maier, Meyer, & Steinbereithner, 2016). NPOs often find themselves between “mission and margin” (Best, Miller, McAdam, & Moffett, 2020), constantly managing the different expectations of their numerous stakeholder groups and staying true to their social purpose, while working as efficiently and effectively as possible. Marketization is a contested concept in the nonprofit literature and the nonprofit sector, as it implies that a market logic can be applied to NPOs’ processes and structures, although they differ substantially from for-profit entities (businesses/corporations) in many aspects. This thesis addresses the extent to which marketization can benefit or harm NPOs’ character and aims to contribute to the literature on the concept and consequences of marketization in NPOs. In doing so I aim to reconcile the two opposing views on marketization – mission vs. margin – and show that it does not have to be either or. The thesis consists of four articles that were part of my PhD project and all address questions of the applicability of market instruments to NPOs and the consequences thereof. This preface will serve as an overview of the larger context of this research by emphasizing the relevance, motivation, and approach of my thesis, explaining the research questions and research process, and providing an overview of the subsequent four articles.


Relevance


NPOs are increasingly adopting the strategies, concepts and practices of the business world. Organizations, where “customer” and “market” once had negative connotations hire market researchers or consultants, identify their target markets, segment their customers, and develop strategies. Tools developed in the business world such as Porter's Five-Forces Strategy Framework or Kaplan's Balanced Scorecard are increasingly being adapted and used by nonprofit organizations (Dees & Anderson, 2003). At the same time, marketization describes the increasing financing of NPOs through self-generated funds, earned income (Eikenberry & Kluver, 2004). This process of applying market logic and tools to both the financing and operating side of NPOs is also known as “the marketization of welfare” (Salamon, 1993). It has its roots in New Public Management reforms, which were brought about by the underlying assumptions that NPOs can benefit from being “more business-like” in the way they are managed, perceived, and how they operate (Maier et al., 2016). Marketization is, as already implied, primarily associated with “a heightened emphasis on competition and earned income, the celebration of (social) entrepreneurship, and the emergence of new actors, such as for-profit providers and donors” (Thümler, 2016, p. 362).


There are several reasons for this increased marketization. First, the numbers of NPOs are increasing globally (Salamon, Sokolowski, & Haddock, 2017), which leads to increased competition for scarce resources. More and more organizations try to finance part of their operations through revenue they generate themselves (Froelich, 1999). This increased reliance on earned income has fostered the adoption of business-like tools and concepts, as NPOs may compete with for-profit businesses that have competitive advantages over them and are more efficient (Weerawardena, Mcdonald, & Mort, 2010). Second, the nonprofit sector has undergone a professionalization over the last couple of decades. That is visible in the rise of nonprofit university programs or executive education courses (O’Neill, 2005) and the increase in self-regulation-measures (e.g., the Swiss Foundation Code) (Bies, 2010). Third, watchdog organizations and public and private donors have exerted pressure on NPOs to keep their overhead costs low and operate as efficiently as possible, so that as much of the funding stream as possible is invested directly in mission-related activities (Lecy & Searing, 2015). Fourth, public service contracting procedures have become more competitive, with public authorities increasingly demanding higher standards in terms of contracting and service provision by NPOs (Bode, 2006). And lastly, the nonprofit sector has undergone a “financialization”, where concepts of rationality and value-maximization have become the paradigm to model social action after (Thümler, 2016).


However, both research and practice do not agree on the extent to which an application of market logic makes sense for NPO. Some see this as a threat to the original character and purpose of NPOs (Eikenberry, 2009), since, as they argue, the ideology of the market is based only on self-interest and is part of the problem, not the solution. Others emphasize the potential to deliver services more efficiently and effectively, thereby enhancing the impact of an organization (Modi & Mishra, 2010). As resources become increasingly scarce, entrepreneurial practices and models could and should offer solutions to operate successfully, i.e. with a socially relevant impact, in this environment (Dart, 2004). While research has shown that applying market ideologies and practices can increase nonprofit efficiency and even legitimacy, it can also potentially lead to a loss of mission and effectiveness (Suykens, De Rynck, & Verschuere, 2019). This “janus-faced”-character of the marketization of NPOs (Meyer, 2008) has dominated the debate on this topic, which is why researchers call for “more comprehensive and evidence-based understanding of the effects of becoming business-like (…), because currently the field is characterized by polarized and inconclusive findings” (Maier et al., 2016, p. 79). Others emphasize that the tension between market and mission has become an inherent characteristic of NPOs that researchers should embrace and explore further (Sanders, 2015). So far, however, “knowledge on the organizational effects of NPOs incorporating business practices in their day-to-day functioning” (Suykens et al., 2019, p. 623) is scarce.


Motivation


By offering services or products where NPOs see a need and/or demand, be it social, cultural, or environmental, NPOs can create new markets and market relations, which are essential for the fulfillment of the purpose of an organization (Lichtsteiner, 2007). Through their purpose and value orientation, NPOs can often override the principle of exchange that applies in traditional profit-oriented markets to mobilize funding or unpaid labor. However, there are big differences within the nonprofit sector in terms of the type of NPO and the economic importance of those. While some NPOs provide services in the classical sense, others are only funding, and some NPOs are primarily dependent on donations, while others also generate their own income. What is central to all types of NPOs is a very complex stakeholder network (Balser & McClusky, 2005). NPOs must respond to the needs of a wide range of stakeholders and “market” their services and products to all of them in some form or another (Chad, Motion, & Kyriazis, 2013). While for-profit companies are also concerned with the challenges of their environment, they can usually put their customers first, since the benefits of successful marketing in this area benefit all other stakeholders (Helmig, Jegers, & Lapsley, 2004). NPOs have a responsibility to a wider range of stakeholders with different or even competing expectations and their core mission to serve society, not investors or owners (Morris, Coombes, Schindehutte, & Allen, 2007). One speaks explicitly of the multi-stakeholder environment of NPOs. This makes NPOs highly sensitive to legitimacy, as they do not only have to meet many different stakeholder requirements, but are also evaluated differently in terms of efficiency and effectiveness (Balser & McClusky, 2005). Applying market logic and tools to NPOs’ day-today operations and strategies affects these stakeholder relationships. As mentioned in the previous section, research is inconclusive about the consequences of marketization: Some researchers believe it to be the destruction of the nonprofit character and encourage NPOs to “refuse the market” and “resist marketization” in order to stay true to their mission (Eikenberry, 2009). Very often, marketization is thereby equated primarily with reliance on earned income, often as a substitute for other, more traditional funding sources (Eikenberry & Kluver, 2004). Others see it as a possibility to be more mindful – i.e., oriented – towards the diverse range of stakeholders and a way to increase organizational effectiveness (Wright, Chew, & Hines, 2012). This strand of research often analyzes the adoption of management tools, marketing strategies, and mindsets, rather than looking at funding sources (Wymer, Boenigk, & Möhlmann, 2015).


This thesis was driven by the motivation to connect these two opposing views and take a fresh look at the concept of marketization. “Market” is a contested term among nonprofit practitioners and at most permissible in a fundraising context, whereas often among economists NPOs are seen as a phenomenon of do-gooding, without any strategic or economic component behind it. On the one hand, this thesis aims to shed some light on economic and business concepts like markets, marketing, performance, strategy, and stakeholder management, albeit in a nonprofit context. On the other hand, it seeks to explore the consequences of marketization in different situations: the implications of (changing) funding sources on the nonprofit sector, the effect of funding strategies on organizational development, the impact of active marketization in the form of stakeholder-based market orientation, and of the passive marketization brought about by external isomorphic pressures. Both sides of the debate around the consequences of marketization are motivational enough to take a closer look at them: if applying market logic and tools will lead to a loss of mission has some merit to it, this outcome should be examined closer; as the fulfillment of the mission is an NPOs’ raison d’être and gives it legitimacy to rely on public funding and private donations. However, if marketization can have positive effects on an organizations performance in the sense of effectiveness, it should be worthwhile to find out which aspects of it are drivers of such good practice. Last but not least, if the tension between market and mission has become an indispensable characteristic of NPOs (Sanders, 2015), knowing how to deal with this tension and which tricks and knacks drive marketization in one direction or the other is of utmost importance.


Approach


This thesis consists of conceptual and empirical research and has both some exploratory and confirmatory aspects to it. The first article (“Between Donors and Beneficiaries: A Conceptual Approach to Nonprofits Operating in Two-Sided Markets”) is of conceptual nature and applies two-sided market theory (Rochet & Tirole, 2004) to nonprofits. I extend the framework to make it more applicable to the changing nature of the nonprofit sector and funding structure of NPOs and present an exploratory model of a dynamic, two-sided nonprofit market and the implications of such a model. The second article (“Multitasking NPOs: An Analysis of the Relationship between Funding Intentions and Organizational Development in NPOs”) initiates the empirical, quantitative part of the thesis, which is based on data collected through a survey among Swiss NPOs. It follows on from the previous understanding of branding, which mainly refers to the sources of financing of NPOs, and analyzes through a regression analysis how the funding strategy affects effort invested into organizational development. The third (“Never Mind the Markets? - A Stakeholder Perspective on the Market Orientation of Swiss Nonprofit Organizations”) and fourth (“Institutional Isomorphism and Nonprofit Managerialism: For Better or Worse?”) article of the thesis approach marketization from a more managerial point of view and examine the consequences of active and passive marketization on the performance of NPOs. Existing concepts (nonprofit market orientation) and theories (institutional isomorphism) are utilized in structural equation models that test both confirmatory and exploratory hypotheses.


Research Questions


The thesis aims at answering one central research question:




	What are the consequences of marketization of NPOs?





This primary research question is subdivided into several working questions. These questions are presented subsequently, categorized by different scopes of research.


Conceptual questions




	How can NPOs be described as markets?


	How can marketization be analyzed in a neutral manner?





Theoretical questions




	What is the consequence of a nonprofit organization being a marketplace for various stakeholders?


	What is the effect of active marketization (application of a business concept) on NPOs?


	What is the effect of passive marketization (external pressures) on NPOs?





Empirical questions




	Which components are included in a scale of nonprofit market orientation?


	How do the market orientation scale components affect NPOs’ social and economic performance?


	How does the funding strategy of NPOs affect the efforts invested in markets?





Practical questions




	What are the implications of a changing NPO market system, from donative to transactional?


	Does marketization (managerialism) lead to mission drift or increased organizational performance?





Research Process


The research process behind this thesis is – as it is often – not completely linear, and grew somewhat organically. As mentioned beforehand, this thesis was motivated by connecting positive and negative views on the marketization of NPOs. To do so, the term “market” had to be analyzed closer and a framework and terminology established to describe a nonprofit market model. NPOs fulfill several criteria for two-sided markets, so the theory seemed appropriate to apply and extend to picture the changing nonprofit sector, thereby dealing with one of the main characteristics of marketization: the changing reliance from donations to earned income. The second article of the dissertation (chapter 2) builds up on this, but uses survey data to analyze the influence of funding sources empirically. The theoretical framework for this article draws mainly the benefits theory of nonprofit finance, which takes into account the strong influence of a nonprofit’s mission. The data was collected as part of several research projects, including three articles of this thesis. It was sent out to more than 3000 Swiss NPOs in 2017 and consisted of survey items asking about various managerial challenges, stakeholder relationships, and mission achievement of NPOs.


After looking at the changing funding sources of NPOs, the third and fourth article of the thesis were supposed to examine two further important aspects of the ongoing debate on marketization: the adoption of business-like practices and the influence of marketization on the performance of NPOs. The third article looks at the concept of market orientation and focuses on a stakeholder-based approach in adopting such a concept. It is therefore a more active form of marketization, which may come from within the NPO, should it choose to follow a market-oriented strategy. The fourth article complements this by looking at the passive or involuntary form of marketization, brought about by external pressures. The theoretical lens most suited for this research was the theory of institutional isomorphism. The thesis therefore draws on theories from economic (two-sided markets) and business (market orientation), nonprofit (benefits theory), and sociological (institutional isomorphism) literature.


Figure 1 below provides an overview of the structure of the thesis. The following section on the research output of the thesis then describes the four articles in more detail.
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Figure 1: Structure of the Thesis





Research Output


The first article of this thesis (“Between Donors and Beneficiaries: A Conceptual Approach to Nonprofits Operating in Two-Sided Markets”) applies two-sided market theory (Rochet & Tirole, 2004) to describe traditional charities that rely on donations and provide services to beneficiaries. From a theoretical perspective, donative NPOs are well described as a platform serving and connecting stakeholder groups. These stakeholder groups – donors and beneficiaries – are clearly separate from each other in this traditional model. In a second step, the theoretical framework is expanded to model the changing and more dynamic nature of many NPOs: the reliance on earned income, which blurs the line between donors and beneficiaries of an organization. This challenges contract failure theory, which assumes that NPOs exist to overcome the principal-agent-problem between donors and beneficiaries. The article offers theoretical and practical implications derived from the dynamic market-model in which NPOs operate. I predict, for instance, that if the model assumptions hold, network effects will cause a reallocation of philanthropic resources in the nonprofit sector and challenge NPOs to adapt to changing political and societal agendas.


The second article (“Multitasking NPOs: An Analysis of the Relationship between Funding Intentions and Organizational Development in NPOs”) deals with the consequences of marketization, but keeps the focus on the financing side of an organization. It aims to answer the research question how the funding strategy of NPOs affects the effort invested into organizational development tasks, namely resource attraction, impact focus, and public relations. These development tasks are to a large extent the consequence of marketization; measuring and reporting impact, for instance, is often associated with the increased managerialization of the sector, which is a manifestation of marketization. The theoretical framework of this article is built on the benefits theory of nonprofit finance (Wilsker & Young, 2010) and the economic multitasking theory (Holmstrom & Milgrom, 1991), which predicts that organizations, when facing several tasks, will prioritize the task with the highest measurable reward. Using several regression models, the study examines whether the desired type of financing of an organization has an impact on the type and extent of organizational development. I show that seeking funding through private donations and public funding affects effort invested into resource attraction and public relations, respectively. The results for impact focus, however, show that they are only to some extent influenced by seeking a particular funding. Focusing on and measuring success by impact achieved seems a consequence of marketization that has reached organizations funded by all kinds of sources, not just those relying on earned income, which is often equated with marketization.


The third article (“Never Mind the Markets? – A Stakeholder Perspective on the Market Orientation of Swiss Nonprofit Organizations”) continues with analyzing the consequences of marketization, but looks at the management challenges and strategies associated with it. I focus on the concept and applicability of market orientation (Kohli & Jaworski, 1990; Narver & Slater, 1990), which is rooted in business literature and strategies. It is often used as a positive argument for marketization, since its positive effects on performance are assumed to also apply to NPOs. The study deals with the applicability of such a business concept to NPOs and the consequences of active marketization (the application of a concept). Results from an exploratory and confirmatory factor analysis based on survey data show that a market orientation scale should include an internal component and four main stakeholder groups (the public sector, competitors, donors, beneficiaries). Through a structural equation model, I test the effect of these components on the social (mission achievement) and economic (organizational growth) performance of an organization. I show that internal and beneficiary orientation positively affect both performance measures, whereas public sector orientation positively affects the growth of organizations. Competitor orientation negatively affects mission achievement, which shows that the nonprofit sector may not need to fear marketization itself, but that the wrong focus can in fact lead to a loss of mission.


The fourth article (“Institutional Isomorphism and Nonprofit Managerialism: For Better or Worse?”) concludes with a complementary view on the consequences of marketization, by looking at the passive marketization of NPOs, brought about by external pressures. It builds on the theory of institutional isomorphism (DiMaggio & Powell, 1983), which states that organizations are subjected to mimetic, normative, and coercive pressures. The article analyzes how these pressures affect marketization in the form of managerialism, and how this marketization in turn influences mission achievement of an organization. The relationships between these concepts are tested through a structural equation model based on survey data. Exploratory hypotheses about the direct effect of the isomorphic pressures on mission achievement are included in the model as well. The results show, amongst other things, that one aspect of marketization, strategic behavior, and normative isomorphism can increase organizational performance while preventing loss of mission. This implies that the positive effects of marketization can be reinforced by investing in strategy and the professional development of NPOs’ staff.


Presentations and Publications


The first article (“Between Donors and Beneficiaries: A Conceptual Approach to Nonprofits Operating in Two-Sided Markets”) was presented and reviewed at the University of Pennsylvania in June 2017, during a one-month doctoral fellowship at the Center for Social Impact Studies. During this time, I was also able to present the research at the McDonough School of Business at the Georgetown University in Washington, DC. The paper is currently in the second round of peer review at the Voluntary Sector Review journal.


The second article (“Multitasking NPOs: An Analysis of the Relationship between Funding Intentions and Organizational Development in NPOs”) was written together with Sara Stühlinger. It is currently under review at the European Journal of Management.


The third article (“Never Mind the Markets? – A Stakeholder Perspective on the Market Orientation of Swiss Nonprofit Organizations”) was presented at the 13th International Conference of the International Society for Third Sector Research (ISTR) in Amsterdam in 2018 and a revised version at the 9th International Conference of the European Research Network On Philanthropy (ernop) in Basel in 2019. It is currently under review at the Journal of Nonprofit & Public Sector Marketing.


The fourth article (“Institutional Isomorphism and Nonprofit Managerialism: For Better or Worse?”), co-authored with Sara Stühlinger and Georg von Schnurbein, was presented at the 48th annual conference of the Association for Research on Nonprofit Organizations and Voluntary Action (ARNOVA) in San Diego in 2019. It was also presented at the Economics Lunch at the Faculty of Business and Economics at the University of Basel in 2019. The article is currently in the second round of peer review at the Nonprofit Management and Leadership journal.


Critical Assessment


This thesis contributes to the understanding of the concept and consequences of marketization by looking at both primary aspects of it – reliance on earned income and adoption of business tools – and considering positive as well as negative outcomes of it. The results of the empirical analyses show that it does not have to be mission or money; when marketization takes place through appropriate strategies and by including the relevant stakeholders, it can increase both the social and economic performance of an organization. Due to the limited availability of data and the selected method of then using survey data, some limitations have to be taken into account.


Contribution


This thesis contributes to a holistic understanding of the concept and consequences of marketization in the nonprofit sector. First, it is theory building by applying two-sided market theory to NPOs and deriving theoretical implications from it in the first chapter of the thesis, therefore challenging some of the prevailing theories on the existence of NPOs and offering an alternative view on the way NPOs operate on the market. The second chapter of the thesis also builds on the benefits theory of nonprofit finance and extends it by finding that the pre-defined mission also influences the organizational development tasks. Second, the thesis answers the call for non-polarized research on the consequences of marketization and embraces the inherent tension between market and mission that NPOs find themselves in. It does so by including measurements of social and economic performance, and mission fulfillment and mission loss in the structural equation models presented in the third and fourth chapter of the thesis. The results shed lights on the stakeholder groups, external pressures, and operative and strategic aspects of marketization that can influence one or the other. By that, the thesis also responds to the call for more research on the effects of incorporating market logic into NPOs operations. Third, the thesis improves the data basis and state of knowledge on Swiss NPOs by collecting and analyzing data on managerial challenges in the nonprofit sector. Finally, it provides practitioners with insight on how to best utilize the increased marketization of their organizations.


Limitations


The articles presented in this thesis are not without limitations. The most important one is the lack of possibility to generalize results too much. This is due to the limited availability of data on the nonprofit sector in Switzerland, which is why data had to be collected via survey. The resulting sample consists of organizations from some of the largest nonprofit sectors in Switzerland, but it is by no means representative of either the total population of NPOs – which is unknown – or applicable to nonprofit sectors of other countries without some adaptation, due to the different legal forms and requirements for NPOs existing there. The database used in three of the four articles also consists of self-stated data, which always leaves room for a method bias, although I tried to prevent this as good as possible by pre-testing and designing the survey and survey items in an appropriate way. The dependent variables in the third and fourth article regarding the performance of NPOs are also constructs based on self-stated data. Further research should operationalize these constructs with financial or impact-related data, to see if the results still hold when not relying on survey data. Lastly, the concept of marketization in the literature consists of more specifications than just reliance on earned income or adoption of business tools and concepts. Other aspects worth considering could include the rise of social enterprises, the increased use of accounting and evaluation standards, or the investing behavior of NPOs.


Implications


As mentioned in the previous paragraph, this thesis offers several implications for further research. The most obvious one might be the replication of the empirical analyses with non-survey data. The performance constructs in the third and fourth article presented here are based on self-stated assessments of nonprofit managers. Although performance in a nonprofit context cannot only be measured by financial data, it would complement the self-stated data and give a more comprehensive view of the performance of NPOs.
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