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Nonprofit Organizational Effectiveness— A Review of the Literature

Purpose

This paper will describe the traditional eements identified in the literature which appear to
promote success in nonprofit organizations. Then, building on those critical components,
emerging trends will be presented which bridge some of the gapsin the literature. These
eementswill be incorporated into nonprofit organization life cycle definitions to clarify ther
importance at various stages. 1n addition, an outline of barriers to success will provide
information on what prevents organizations from achieving high performance. Findly, this paper
will discuss indicators and tools to measure excellence and promote enduring, high performing,
nonprofit organizations.

There has been little information, to date, describing how to measure the internd and externa
frameworks that promote effective organizations. Thus, thisliterature review isamed at
extending the breadth of knowledge surrounding current themes of organizationd effectiveness.
In addition, it provides insght into what the potentia barriers are and how and what to measure
to determine an organization' s success. Becoming alearning organization and building
organizationd capacity is a chalenge but with the right mativation, knowledge, and skills
nonprofits dedicated to maximizing their performance and accountability can be asssted in the
development of their program delivery, program expansion, and adaptive capacity.

Overview

Nonprofit organizations vary in scope and scae, "ranging from neighborhood and community
organizations with no assats and no employees to multibillion dollar foundations, universties, and
hedlth care complexes with thousands of employees (Hall 1994, 3).” Regardliess of size, dl
successful nonprofit organizations have criticd dementsthat contribute to their ability to
differentiate themsdalves from mediocre organizations. As the nonprofit sector continues to grow
and provide criticd socid services and advocacy, cregting and sustaining excellent organizations
has become increasingly important.

Unlike the business world, nonprofits do not have a clear bottom line to determine how well

they are achieving their mission. Instead, program eva uations assess whether they are achieving
explicit program gods and satifying their clients. However, thereis a gap between aprogram’s
success and overdl organizationd effectiveness and hedlth. Determining how to align and
measure these two aspects of a nonprofit organization is critical.

Research has shown that a program's success is sgnificantly affected by how well organizationd
processes work to carry out the misson. Various organizationa eements have been identified
as sgnificant contributors to nonprofit organizationd effectiveness. They include mission,
leadership, board of directors, development, and human resources.

In an effective nonprofit organization, each of the aforementioned components functionsin
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support of organizational gods amed a developing programs to carry out a misson, encourage
innovation and ensure qudity. However, the dements which promote organizationa success do
not act unilateraly. Rather, they act jointly to ensure high performance. Y €, thereisno smple
formulafor maintaining and measuring organizationd hedth over the long term. Therefore, there
is an increased need for an understanding of how the interna processes and outcomes are
aigned and measured to promote effective nonprofit organizations.

This cursory review of organizationd effectiveness literature is intended to identify and describe
some of the key componentsin creating and maintaining successful nonprofit organizations.
Furthermore, it is intended to create a framework for developing crestive tools to measure
organizationd effectiveness.

Traditional Definitions of Successin the Nonprofit Sector

Research indicates the complexity and diversity represented in the wide array of nonprofit
organizations that make up the sector. Until the 1970s, literature on change in organizations was
a subset of the organizationa development literature. In addition, the earliest research focused
on change within the organization, rather than on the organization's interface with the
environment (Gies, Ott, and Shafritz, 1990). Throughout the early and mid 1960s, government
funding of nonprofit organizations grew and there was little incentive for organizetiond change
(Hammack). One of the most important changes to the nonprofit sector came with the passage
of the Omnibus Budget and Reconciliation Act in 1981 and the reduction of funding that
affected socid services and nonprofit agencies (Hall 1994).

This changing federa role in nonprofit funding sparked competition for scarce resourcesin the
nonprofit sector. Asaresult, nonprofits were forced to better demonstrate their vaue. A flurry
of standard- setting literature on the development and improvement of the nonprofit organization
followed in the 1980s and 1990s. Mot of the organizationa development literature for
nonprofit organizations during thet time addressed management, boards, leadership, and
marketing. In 1987, the Y de program on Nonprofit Organizations published The Nonprofit
Sector: A Research Handbook (Powdll 1987). Emerging themes identified in Governing,
Leading, and Managing Nonprofit Organizations, a 1993 publication, included management
of financia resources, human resources and information among other things. In 1996, The 21%
Century Nonprofit was published and also emphasized management and |leadership as keysto
organizationd performance.

According to most of the literature published in the 1980s and 90s on nonprofit effectiveness,
five characteristics associated with organizationd success include:

A vitd misson
A wedl-organized board with able, involved members
Capable, strong leadership
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Motivated volunteers and staff
Solid finances, including reliable and diverse revenue streams

Firg, the total organization, its Sgnificant subparts, and individuas within successful
organizations work towards goas designed to carry out avitd mission. A high performing
organization's misson is understandable and brief. 1t is broad enough to endure minor changes,
yet specific enough to provide abasis for developing gods and objectives (Knauft, Berger, and
Gray 1991, 120). In addition, the mission isredlistic and operationa (Knauft, Berger, and Gray
1991, 120).

Second, effective nonprofit boards determine a clear mission and purpose for the organization
and review it regularly and contribute to the organization’s effectiveness. An effective board's
policy framework is comprehensive. It has written expectations for members that address
board meeting attendance and participation and an established process to address
noncompliance. All board members are expected to act in the best interest of the organization
rather than their own or third party interests (Maryland Association of Nonprofit Organizations).
Therefore, successful boards have palicies regarding conflicts of interest with respect to the
board, staff, volunteers, consultants, and other organizationa partners. Moreover, they facilitate
the development of dear organizationd infrastructure and effectively communicate this through
the mission and programs.

Third, a successful organizetion has aleader who believesin and is passonate about the
mission and vison and can convey that excitement to others (Knauft, Berger, and Gray 1991, 8;
Powell 1987, 168; Picker 1994). A good leader provides ongoing support, motivation, and
regular employee performance eva uations to ensure the success of any nonprofit. Overal, a
leader’ s behavior has an important effect on colleagues, the public, and the genera effectiveness
of the organization.

A fourth characterigtic of nonprofit organizationa successisthat it hasvolunteers and staff
who are devoted to the misson and work towards explicit goals. An effective organization
provides its volunteers and staff with meaningful work and ensures that volunteers fed a sense of
ownership and inclusion. Continua feedback, assstance, motivation, and regular evauation are
provided to maintain volunteers commitment, satisfaction, and high performance.

In addition to volunteers, paid employees carry out many critical duties while working to achieve
the organization’s misson. Many successful organizations appear to have employees with a
variety of diverse perspectives and tdents. The effectiveness of an organization depends on its
ability to identify and utilize those qudities. Moreover, having established clear expectations,
effective organi zations assess whether the staff has reached yearly goals and objectives by
conducting annua performance eva uations.

Fifth, the success, much lessthe surviva, of anonprafit organization is largely dependent on
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how wdll it procures and managesits fundraising. The extent of board involvement in
fundraisng varies and is not critica in ensuring high organizationa performance (Knauft, Berger,
and Gray 1991, 26). Regardless of who does the fundraising, it must be done well.

An effective nonprofit organization’s fundraisng program is based on “truthfulness and
responsble sewardship (Maryland Association of Nonprofit Organizations).” Moreover, it
should be concordant with the organizationa misson and programs. In addition, successtul
nonprofit organizations have along-term fundraising strategy with clear goals. However,
depending on the stage of the organization and its godls, financid planning will assume varying
degrees of importance (Gies, Ott, and Shafritz 1990, 154).

Nonprofit organizations that have achieved some success and incorporated the above
components are often unable to sustain high performance. This maturation process has sparked
continued interest and research in assessing and defining effective organizations. Researchers
are now focusing on high performing organizations, or organizations that have achieved
organizationd effectiveness and continued to maintain their success over time. Although the
literature describing the characterigtics of high performing organizationsisin itsinfancy, there are
some genera eements that have emerged.

Emerging Definitions of Successin the Nonpr ofit Sector

Traditiona characterigtics of organizationa effectiveness remain important but researchers have
identified gapsin their ability to promote long-term success. Building on those characteridtics,
organizationa capacity building has become the key to understanding excellence in nonprofit
organizations. Recent research, focusing on organizationd development, has been combinedin
a1999 publication, High Performance Nonprofit Organizations (Letts, Ryan, and Grossman
1999). According to Letts et d., there are three dements of effective nonprofit organizations
which improve their organizationa capacity:

The capacity to ddiver aprogram successtully and have an impact.
The ability to implement expanded programs.
The capacity to adapt programs and practices to achieve the mission.

Although the capacity to create, develop and expand programs is important, adaptive capacity
will dictate an organization’s continued success. Adaptive capacity involves environmenta
alignment, organizationa learning, responsveness to clients, innovativeness to creste new
programs, and motivation of staff and volunteers (Letts, Ryan, and Grossman 1999, 21).
Problems achieving and maintaining high performing organizations often occur because
nonprofits do not have sufficient adaptive capacity to ensure that they are ddivering on their
misson and remaining competitive. In addition to the previoudy mentioned areas of
governance, human resources, and fundraising, recent literature has identified organizationd
learning, responsveness and quality, and product devel opment.
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Organizational Learning

Organizationd learning is an ongoing process in effective nonprofits which involves srategic deta
collection to engage in participatory evauation. It emphasizes measuring results and improving
program design to provide a competitive advantage and ensure good outcomes.  Successful
organizations bridge the gap between greet ideas and performance by measuring the results of
their efforts (Letts, Ryan, and Grossman 1999). This process involves the development of a
theory of change to guide the organization as it matures.

A learning organization is one in which people & al leves, individudly and collectively, are
continualy increasing their capacity to produce results which alow them to gauge and improve
their performance. Learning organizations are complex adaptive systems that are influenced by
both structura and cultura aspects of the organization. Developing an effective learning
organization necessitates a thorough understanding of an organization’ s internal processes,
externd impacts, and awillingness to change.

Quality and Responsiveness

Successful organizations stress quality processes (Letts, Ryan, and Grossman 1999). By
creeting an infrastructure where employees a dl leves contribute to quality improvemernt,
successful organizations have improved overdl effectiveness. Quality processes necessitate
performance assessment and the identification of weaknesses. Thisis donein such away that
daff fee empowered and motivated because they affect change. Staff self-assessment, client
asessment through surveys and interviews, and development of an action plan based on the
research findings, are methods through which successful organizations have influenced change
(Letts, Ryan, and Grossman 1999). In so doing, they indicate their responsiveness to the needs
of the public and to their interna condtituents.

Responsiveness to saff and volunteersis important in successful organizations. Oneway in
which organizations effectively respond to the needs of their employeesis by encouraging
collaboration and communication. Power has traditionaly been unilatera with management
having power over the staff. Successful organizations have redefined power and are moving
from perceptions of position determining power, to enabling power. By building on capacities
of employees and working cooperatively to ensure staff and clients' needs are addressed,
effective organizations have expanded their organizationd capacity.

| nnovativeness

Innovation is different from innovativeness. Innovation is a one-time activity which culminatesin
the design of anew program. Successful organizations cultivate innovativeness. Only the most
successful nonprofits have been able to initiate an effective program devel opment process for
continua development of innovative programs. To do o, they engage people throughout the
organization in the search for ideas and utilize them to create programs (L etts, Ryan, and
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Grossman 1999, 60).

I nnovativeness requires new approaches to program development. Traditional organizations
use the top-down method. Ideas are generated a senior management level positions and Staff
are directed to complete various activities to achieve set gods. Successful nonprofits
understand and utilize client and staff ideas to generate programs. Contact with clientsis critica
to achieving aclient focus. Moreover, collaboration and team building play an important part in
program development and organizationa innovativeness.

Nonprofit Life-Cycles

Most successful organizations include the five traditiona and three emerging dementswhich
have been described. However, important differences exist depending on the leve of
organizational maturity. As the nonprofit sector continues to mature, stakeholders are taking a
heightened interest in identifying and measuring the aforementioned characteristics. However,
many organizations attempt to expand programs before they build their organizationa capacity.
Therefore, it isimportant to understand the evolution of nonprofit organizations to achieve high
performing organizations.

The life Sage of an organization isimportant in understanding and gauging its effectiveness.
Nonprofit research provides a clear description of four major stages of nonprofit organizationa
growth. The stages are characterized by varying levels of organizationa capacity and program
effectiveness.

Stage 1 - Start-up

The start-up phase of nonprafit organizations normaly does not include any organizationa
development activities. Insteed, it conssts of implementing programs and/or advocacy to
respond to public demand. As nonprofit groups begin to formalize their activities and achieve
some short-term godss, they recognize the need to establish themsdlves as an agency.

Stage 2 - Emerging

An emerging organization isin the process of desgning carefully laid foundation for success and
isincorporating many of the necessary dements for effectivenessinto the organization. A
mission exists and is supported by growing, rdlevant programs. The staff and leadership of the
organization are capable and motivated. In addition, emerging organizations are working
towards awell-organized board and solid finances. Successful organizations &t this stage have a
high demand for program services and are improving their expertise and available resources
(Otero). Emerging nonprofits are ready to become learning organizations, build their capacity,
and evolve to the next stages.
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Stage 3 - Consolidation-with-Growth

The third stage of organizationa evolution is called consolidation-with-growth and focuses on
strengthening organizationd capacity to expand programs and program delivery (which occurs
in stage four). Thus, in this stage the organization focuses on improving the organizationd
processes and programmiatic factors, established in stage two, that will enableit to gabilizeits
work and to continue growing (Otero 1989, 20; L etts, Ryan, and Grossman 1999). In
addition, at this stage, an organization’ s finances should be relatively stable and the organization
should be identifying resources to assure growth.

Stage 4 - Expansion

In the fourth stage of organizationa development an organization's programs grow and impact a
larger condtituency or their focusis redirected. However, if they fall at their attempt to expand
or reenergize, they face dissolution. Three primary drategies are utilized a this sage. Fird,
going-to-scaeisamed at expanding servicesto reach alarger congtituency. Most nonprofit
organizations try to expand programs to improve effectiveness (L etts, Ryan, and Grossman
1999, 16). Second, nonprofits often attempt to share best practices with othersto increase
their programmetic effects on the public (Letts, Ryan, and Grossman 1999, 16). Third, some
nonprofits use policy reform srategies amed at influencing change. Thus, organizations may
attempt to either increase the demand for particular programs or they may have been so
successful at achieving their gods that their programs are no longer necessary. Furthermore, if
an organization is successful a achieving their ultimate god and their programs are no longer
necessary, they may redirect their focus to other issuesto sustain their liveihood.

Barriersto Success

Many nonprofit organizations encounter barriers that prevent them from becoming successful.
Barriersinclude:

1. Disinterest in funding program development

Program development attracts very little funding (Letts, Ryan, and Grossman 1999). Funders
are often more interested in identifying effective programs and less likely to focus on the
organization’s need for funding to initiate an innovative process for developing good program
idess.

2. Separation of | deas and I mplementation

Often ideas for break-through programs or program improvements are generated in one
organization and best practices are publicized for other organizations to implement the program.
This*decoupling” of idea generation and implementation limits program devel opment success
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because it separates the people who ddiver the service from the people who generate the idess.
As areault, program implementation does not occur as successfully as it otherwise might(L etts,
Ryan, and Grossman 1999, 78).

3. Reluctance of Board to Deal with Difficulties

Board members are often unwilling to ded with the difficult issues necessary to spur
organizationd capacity building. A board's culture may be relaxed whereas “an active,
engaged, collegid tension between the board and operating management” is optima (L etts,
Ryan, and Grossman 1999, 138). In addition, board members may have little experiencein
improving an organization's adaptive capacity. Therefore, there may be some resstance to
building organizationd performance.

4. TimeLimitations

Board members, staff and clients often do not have the time necessary to dedicate to building
organizationa capacity. Defining and measuring performance, improving resources, are
additiona tasksthat boards of successful nonprofits accept along with their traditiona
responsbilities (Letts, Ryan, and Grossman 1999, 132).

5. Technological Advances

There have been ggnificant changesin technology in the past few decades and many nonprofits
have not adjusted. The importance of technology in nonprofit organizationsistwo-fold. Fird, it
IS necessary to support the development of the infrastructure and increase knowledge and
communication. Second, technology can assst nonprofit organizations implement programs and
achieve their misson.

6. Unilateral Strategies

Organizationd communication strategies have traditiondly flowed one way: downward, upward,
or laeraly. Successful organizations share information by communicating in dl directionsto
keep everyone informed of organizationd vaues and bdiefs and build trust.

7. Organizational Culture

Organizationd culture often precludes the development of organizationa capacity. Employees
may have become resigned to their imposed or perceived satus. As aresult they may have
different assumptions about the organization and its objectives. This resgnation limits their
willingness to express cregtive ideas and innovaions. Skill inidentifying implicit assumptionsis
criticd inimproving communication and cregting an organizationd culture thet values varying
perspectives and ideas.
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M easuring Excellence

The mission, governance, leadership, human resources, financia stability, qudity and

repons veness, innovativeness, and active organizational learning gppear to be critical eements
in ensuring organizationa excdlence. Measuring overdl organizationd effectivenessisan
important issue which has been insufficiently researched. Determining whether an organization
has been able to dign their organizationd processes with the programmeatic impactsis necessary
to assess their degree of success. Moreover, evauating impacts and identifying indicators of
organizational success are necessary to report to the public, funders, and to improve the
organization'sleve of effectiveness. There are currently three distinct schools of thought which
have offered indghtsinto evauations grounded in ng the effectiveness of nonprofits.

Define and measure outcomes. Many organizationd theorists and evaluators are looking at
defining and measuring gppropriate outcomes as a key dement for understanding nonprofit
effectiveness. Under this approach, the activities of nonprofits are scrutinized in terms of
how well they achieve their objectives as measured by awell-defined set of outcome
indicators and the degree to which their activities are digned with achieving these objectives.
Some outcomes are measured through surveys of clients, staff and board membersto
determine how well an organization is functioning internaly and wheat the impacts have been.
Although many surveys are focused on outcomes which isimportant in understanding the
organization’ s degree of success, improvements are needed to determine the effectiveness
of the process. Often the outcomes that are revedled are the result of multiple factors, many
of which are outsde the control of the nonprofit itsdlf. In addition, some outcomes-focused
approaches emphasize the outcome over a careful analysis of the process used to achieve
the result. Findly, some laudable and appropriate outcomes will occur so far in the future
that they are not useful for monitoring and refining current practice.

Existence of specific successindicators. Sets of criteria, or checklists, are often used to
determine whether organizations include particular e ements associated with effectiveness.
Then, based on whether the indicators are characterized as essertia, recommended, or
additional resources to strengthen activities, organization’sinitiate change. Checklists ask
things like, “Does each program have performance indicators?’” Thus, dthoughitis
important to determine whether certain dements exist in an organization, the criterion used
offer no quditative information. Thereisvery little flexibility in theuse of such a
measurement tool and it ignores the importance of the intraorganizationa collaboration of
key functions within an organization. Moreover, criterion measures are insengtive to the
effect of life cycle on various characteridtics.

Use of interndly- and externdly-directed functions. Another approach to understanding
organizationd effectiveness in the nonprofit sector begins to examine how well the
organization baances and integrates afinite set of critica interndly- and externdly-directed
functions. This gpproach often utilizesatool called the Baanced Scorecard. The Balanced
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Scorecard is used to darify misson and strategy, dign organizationa behavior and decision
making, and support external communication of performance, outcomes, and impact (Socid
Enterprise). 1t assesses organizationa performance in amuch broader, multi-dimensond
context than traditional measurement tools and identifies areas that need improvement.

No one element has been identified as providing the best indication of organizationd success.
Therefore, combinations of various measurement tools may provide vauable ingght into the
effectiveness of an organization. In addition, they may provide the basis for innovationsin anew
generation of measurement devices to measure organizationd performance.

Conclusion

Organizations can arophy. Some organizations suffer from a decline in demand for long-
gtanding programs or the lack of new program initiatives. Other nonprofit organizations focus
solely on operations or outcomes and their objectives go unmet (Klein and Connally).
Management and staff may contribute to the organization’s problems through lack of
communication and power struggles amongst themsdves. Lack of motivation and lack of
adaptation to changing client’ s needs increase some organization’s struggles in achieving their
misson. However, there are ways that they can build their internd cgpabilities and maintain
SUCCess.

Traditiona dements of successful nonprofit organizations include:

A wdl defined mission

An active board of directors
Capable leadership

Involved gaff and volunteers
Stable finances

Emerging trends in organizationd effectiveness literature have identified organizational capacity
as one of the most important eementsin successful nonprofitstoday. Building organizationd
capacity necesstates the development of:

Organizationd learning
Quadlity and responsiveness
Innovativeness

Ensuring effectiveness means understanding the interna structures that facilitate program
implementation. Thus organizationd capacity is criticd to the success of programs amed at
achieving an organization’smisson. Furthermore, having identified the critical eements that
appear to promote nonprofit organizationd effectiveness, it isimportant to understand that there
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are barriers which organizations must overcome to achieve high performance. In addition,
measuring excellence is akey eement in the process of developing successful nonprofit
organizations. Measurement will help determine whether the internal processes are digned with
the externd program functions. However, there are limited measurement tools and further
research and testing is necessary to improve their effectiveness a gauging nonprofit
organizationd success.

As nonprofit organizations develop and mature, they face a number of chdlenges. Thisliterature
review has identified some of those challenges aswell as the important organizationd ingredients
necessary to promote the creation of stable, effective, high performing nonprofit organizations.
However, this process takes time and patience. In summary, no single prescription will work
for every organization and change is not easy. However, by understanding the research we can
create and refine techniques and resources which contribute to the creation and devel opment of
excdlence in nonprofit organization.
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