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This report presents the selective summary results of NORP survey on the overhead
starvation cycle within the nonprofit sector. Of the organizations that joined the NORP as
of July 2017, a total of 1,475 nonprofit organizations (which were part of the panel as of
June 2017) received an invitation to participate in this study. The initial invitation was sent
out on July 10, followed by two reminders. When the survey closed, a total of 517
responses were received, a 35.1% response rate.

The Nonprofit Organization Research Panel, NORPanel, is an online community of nonprofit
leaders who were invited to sign up to participate in occasional web-based surveys and
studies about the organizations they lead and the important work their organizations do.
Researchers using the NORP data apply sampling weights to take account of unequal
sample selection probabilities and to frame coverage errors and nonresponses.
For more information, visit www.norpanel.org or email norpanel@gsu.edu.

Which organizations completed this survey?
Category

Subgroup

Proportion of the sample
18.02

Type

Paid
Workforce

Changes in HR
Policies and
Procedures
Expected if the
new overtime
rule is enacted.

Operating
Margin

Arts and
Culture
Human
Service

Have Paid
Staff
Members
No Paid
Staff

81.98

13.32

86.68

Yes
26.18

Maybe

52.36 21.46

No

> 0% of
Total
Revenue
0-10% of
Total
Revenue
> 10% of
Total
Revenue

26.39 42.16
32.45

Metro

33.4

Metro Area
Non-Metro

> 15 years
Age

15-29 years

66.6

38.51

27.90
33.60

 30 years
old

> $100,000
Annual Total
Expenses

$100,000$500,000
$500,000 $2,000,000

22.00 20.63
26.92 30.45

> $2,000,000

Following best methodological practices, all information above came from either survey
data or Form 990 data obtained from the National Center for Charitable Statistics 2013 Core
Files.

Does your organization have paid employee(s)?

#

Answer

%

Count

1

Yes

86.64%

441

2

No

13.36%

68

Total

100%

509

Overall, do you expect that the effect of the new regulations on Fair Labor
Standards Act (FLSA) overtime standards1 will impact your organization?

1

#

Answer

%

Count

1

Overwhelmingly in a positive way

1.04%

5

2

Mostly in a positive way

8.56%

41

3

Mostly in a negative way

24.22%

116

4

Overwhelmingly in a negative way

8.35%

40

5

Not sure or no impact

57.83%

277

Total

100%

479

The project team was aware of that the new rule is on hold at the time of this survey, but we asked this question
to better understand the situation the sector faces as a whole.

Does your organization need to change human resource management policies
and procedures to comply with the new FLSA overtime regulations2?

2

#

Answer

%

Count

1

Yes

26.29%

127

2

Maybe

22.77%

110

3

No

50.93%

246

Total

100%

483

The project team was aware of that the new rule is on hold at the time of this survey, but we asked this question
to better understand the situation the sector faces as a whole.

What kinds of changes does your organization need to make to comply with the
new FLSA overtime regulations? Check all that apply.

#
1
2
3
4

Answer

% Count

Need to reclassify some or all of your exempt employees as non-exempt and
42.01%
pay them overtime
Need to reassign job-duties to spread out work usually assigned to someone
26.48%
who works more than 40 hours in order to limit the need for overtime
Need to hire part-time workers to cover work usually assigned to someone who
15.98%
works more than 40 hours in order to limit the need for overtime
Other (please specify) 15.53%
Total

100%

92
58
35
34
219

In this study, we RANDOMLY divided the participants into two groups, and
asked the following questions. (This is called a “List Experiment”)

QUESTIONS

Question 1

Group A: n/2

Group B: n/2

“Here are statements related to
managing nonprofit organizations.
After you read all of them, just tell me
HOW MANY of them do you agree
with? I don’t want to know which
ones, just HOW MANY”

“Here are statements related to
managing nonprofit organizations.
After you read all of them, just tell me
HOW MANY of them do you agree
with? I don’t want to know which
ones, just HOW MANY”

•Generating more fee-based incomes
can help nonprofits be sustainable.
•Nonprofits should pay higher salaries
to attract talented leaders.
•Nonprofit employees are generally
not paid enough
•Overhead ratios are useful for
comparing nonprofits in terms of their
effectiveness.
•Nonprofit employees are willing to
accept lower wages than they would
earn in for-profit organizations.

•Generating more fee-based incomes
can help nonprofits be sustainable.
•Nonprofits should pay higher salaries
to attract talented leaders.
•Nonprofit employees are generally
not paid enough
•Overhead ratios are useful for
comparing nonprofits in terms of their
effectiveness.

Question 2
--

“Do you agree with the following
statement?”
•Nonprofit employees are willing to
accept lower wages than they would
earn in for-profit organizations.

62.2% vs. 76%
Group A ……... Group B
(Agree with the statement)

Answers

Treatment
Group

Average
number of
statements
agreed by
participants

3.154

Control
List-Experiment
Group Estimate with the
Group A

2.532

0.622 ***

Direct Ask
Social
Estimate with Desirability Effect
the Group B

0.760

0.138 †††

Results in Words:
This experiment was designed to enhance the understanding of the long-debated so called
“donative labor hypothesis” -- nonprofit employees are willing to work for less because they
enjoy nonmonetary benefits from working in the sector such as mission-related satisfaction and
flexible hours. We designed the list experiment, a survey measurement technique that uses
an experimental design to measure sensitive topics and to minimize social desirability bias.
The mean number of statements agreed by respondents in the group A with five options is
3.15 while the mean in the group B with the four options is 2.53. Random assignment ensures
that this difference is due to respondents agreeing to the sensitive statement, “Nonprofit
employees are willing to accept lower wages than they would earn in for-profit
organizations.” The statistically significant difference of 0.622 between the two groups allows
us to estimate the “true” level of support among nonprofit executive directors to be about
62.2 percent. When we asked the group B directly about their agreement with the statement,
about 76.0 percent agreed. The statistically difference of 13.8% could be attributable to the
social norm that expects sacrifices from nonprofit employees.

***This brief report could not cover the details of this study, but if you would like to read
about in-depth analysis of the results, please contact the NORP research team at
norpanel@gsu.edu.

2.53
3.15

In this study, we RANDOMLY divided the group into eight, and presented the
following vignette.

Transformation Center is a national nonprofit organization dedicated to reducing the
devastation caused on families by addiction. Transformation Center provides alcohol and
drug addiction treatment programs across 20 sites in the Midwest.
Approximately [60 percent/40 percent] of the patients reported that they had
experienced no relapse during the 6 months mandatory follow up. According to [Charity
Navigator/their website], Transformation Center spends nearly [98 percent/70 percent]
of its budget on program services with the rest equally divided between general
management and fundraising.

Design for the Experimental Vignette Experiment
Efficiency Performance
Case 1
High 98%
High (60% no relapse)
Case 2
High 98%
High (60% no relapse)
Case 3
High 98%
Low (40% no relapse)
Case 4
High 98%
Low (40% no relapse)
Case 5
Low 70%
High (60% no relapse)
Case 6
Low 70%
High (60% no relapse)
Case 7
Low 70%
Low (40% no relapse)
Case 8
Low 70%
Low (40% no relapse)

Source
Charity Navigator
Website
Charity Navigator
Website
Charity Navigator
Website
Charity Navigator
Website

***Notes: This vignette was adopted to allow us to isolate the effect of peer perceptions
of program effectiveness, operating efficiency and source on the credibility of a
nonprofit’s reported operating efficiency.
One of the criticisms toward the use of vignettes is that they can lack realism. Hence, the
values for the first and third conditions were taken from real-world data. The 60
percent/40 percent relapse rate comes from the lower and upper intervals of individuals
with substance abuse disorders who get treatment (Slomski, 2014). According to Charity
Navigator (n.d.), about 70 percent of the nonprofits evaluated spend at least 75 percent
of their budgets on program services and up to 90 percent spend at least 65 percent.
Based on these numbers, we set the typical overhead ratio to be 70 percent to be
compared to the extreme case of 98 percent. The 98 percent was chosen based on a
number of media reports that have celebrated some nonprofits with such numbers for
being efficient (for examples, see Barrett, 2011; Ellis, 2013).

Results:
When we asked… “Do you think the level of operating efficiency reported for this
organization is...”
Extremely believable (5), Somewhat believable (4), Neither believable nor unbelievable (2), Somewhat
unbelievable (2), and Extremely unbelievable (1)
--------------------------------------------------------------------------------------------------------------------------

--------------------------------------------------------------------------------------------------------------------------

Nonprofit Starvation Cycle
(Lecy & Searing, 2015)

Nonprofit leaders do not seem to have high trust in what the
organization reports spending versus what it actually spends,
especially when the reported operating efficiency is overly high.
This finding confirms the nonprofit starvation cycle (see the
figure) where organizations compete to report higher operating
efficiency ratios and the entire sector suffers from debilitating
trend of under-investment in organizational infrastructure.
Whether the source of the information was the nonprofit’s own
website or Charity Navigator, it did not significant affect the
credibility of operating efficiency claim.

Key Findings:
Overall, our results indicate that nonprofit leaders are more likely to agree to the so called donative labor
argument –nonprofit employees are willing to work more for less—when asked directly versus asked
indirectly through the list experiment. We interpret this result as such that nonprofit leaders are sensitive
to the social expectation that demands nonprofit employees to be willing to work for less. The more
nuanced analyses can be found in a full research paper (available upon request).
The most important implication of our study is that nonprofit leaders are unconsciously pressured to
believe the donative labor argument in the nonprofit sector because of the dire circumstances that prevent
nonprofits from paying higher salaries. There seems to be a pervasive and unspoken social expectation that
those doing “meaningful” work should sacrifice their financial rewards because the sector cannot afford to
pay competitive wages for much-needed professionals. Doing mission-based work to alleviate social
problems such as helping those in poverty should not come at the expense of benefits that workers
deserve or have earned.
The financial challenge can be attributable to the nonprofit starvation cycle (see the figure below)
documented in recent studies and found in this study. The allocation of program expenses versus
management and fundraising costs creates a pernicious feedback loop of organizations’ need to gratify
unrealistic perceptions of what constitutes spending in furtherance of public benefit. Such pressure
systematically prevents nonprofits from paying their employees a fair wage. The nonprofit sector, known to
address social issues such as income inequality, should not be constrained to create the pernicious loop
that perpetuates such issues.

***This brief report could not cover the details of this study, but if you would like to read about in-depth
analysis of the results, please contact the NORP research team at norpanel@gsu.edu.
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