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ABSTRACT

ARTICLE HISTORY

Competition in the nonprofit sector has dramatically intensified in
the past two decades because of (1) the increased number of
nonprofit organizations (NPOs), (2) the decline and diffusion of
governmental support, and (3) the entry of for-profit companies
into markets that traditionally have been the domain of nonprofits.
In an attempt to enhance the understanding of nonprofit competition, the authors apply resource-advantage (R-A) theory, a dynamic
theory of competition adapted from the for-profit business literature, to commercial nonprofits and explain how commercial nonprofits can leverage their various resources to successfully compete
and deliver social value. Contributing to the understanding of
nonprofit competition and the challenge that NPOs face in balancing mission and money, this paper provides a foundation for a
theory of nonprofit competition that can guide future research in
the area and help NPO managers as they maneuver in today’s
increasingly competitive environment.
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Historically, much of the economics and business literature on nonprofit organizations (NPOs) has focused on the unique nature of nonprofits relative to their forprofit-sector counterparts. According to this research, the goal of NPOs is not
profit optimization but rather serving a social mission (McDonald, 2007). Usually,
this is accomplished with help from outside entities such as government subsidies
and grants, private donations, and volunteers. The pursuit of a nonprofit mission
has become more challenging in recent decades because governmental support has
declined, the number of NPOs has grown, and many for-profit firms have entered
markets that have been served traditionally by NPOs (Chetkovich & Frumkin,
2003; Randle & Dolnicar, 2009). As a result of these competitive pressures, nonprofit managers strive to balance two goals, money and mission, that often conflict
and that have been called the “double bottom line” (Dolnicar, Irvine, & Lazarevski,
2008; Fairfax, 2004). This dual emphasis has led scholars to suggest that NPOs
adopt a more business-like approach (Dart, 2004) and become more entrepreneurial (Weerawardena, McDonald, & Sullivan-Mort, 2010).
NPOs operate using a business model that is primarily mission driven. As
such, based on the 2012 numbers, public charities in the United States rely on
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fees for services and goods from private sources (47.5%), fees from government sources and government grants (32.5%), and private contributions
(13.3%) for major sources of revenue (McKeever, 2015). Although many
nonprofits rely primarily on donations to survive (e.g., a local food bank),
others rely significantly on operational performance (e.g., credit unions).
Hansmann (1980) defines the former as donative nonprofits and the latter
as commercial nonprofits.
Donative nonprofits “receive most or all of their income in the form of grants
or donations,” while commercial nonprofits “receive the bulk of their income
from prices charged for their services” (Hansmann, 1980, pp. 840–841).
Although some donative nonprofits are quite large, for example, the Red
Cross, the Salvation Army, and CARE, most donative nonprofits are small,
struggling entities. Hansmann (1980) suggests that many nursing home systems,
nonprofit hospitals, and organizations such as the Automobile Association of
America fall into the category of commercial nonprofits. Furthermore, there is a
disproportionate number of commercial nonprofits (CNPOs) that are quite
large. For example, Brigham and Women’s Hospital in Boston has an annual
operating budget of roughly $2.5 billion. As a second example, Kaiser
Permanente is a large commercial nonprofit that operates hospitals, health
plans, and medical practices, and its 2016 operating revenues were $64.6 billion.
Similarly. Harvard University’s total operating expenses for fiscal year 2015/2016
were $4.7 billion. While nonprofit hospitals in the United States receive donations and grants, a significant portion of their revenues come from fees for
service, paid by patients and insurers. Likewise, though nonprofit American
universities rely on endowments, donations, and grants, they also depend
heavily on the tuition and fees paid by their students.
These commercial nonprofits tend to be larger than their donative counterparts. In fact, even modest commercial nonprofits are often as large as the largest
donative entity. According to the National Center for Charitable Statistics (2016),
there are 1,097,689 public charities in the United States. In 2013, they averaged
nearly $1.5 million in annual operating expenses and nearly $1.9 million in assets.
In fact, they are comparable in size to many for-profit businesses. Accordingly, we
argue that the business model of commercial nonprofits is more like that of forprofit businesses than donative nonprofits, despite the fact that both types of
nonprofit organizations maintain the primacy of mission. Because of their similarity to for-profit firms, this type of NPO may prove useful in understanding
competition in the voluntary sector through the application theories of competition adapted from business research. Therefore, we focus on commercial nonprofit organizations in this paper.
Furthermore, drawn by the potential of serving the more profitable segments of
these markets, for-profit firms are entering many of the markets that have been
typically served by commercial NPOs, most notably health care (Kessler
& McClellan, 1996) and education (Khodakarami, Petersen, & Venkatesan,
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2015). Studying these new market realities, some scholars and practitioners have
argued that NPOs competing with for-profit organizations have an unfair advantage and create market inefficiencies due to their tax-exempt status (Lackman,
1994; Schiff & Weisbrod, 1991). For example, in early 2013, the American Bankers
Association launched an ad campaign across Washington, DC, lobbying for
implementing an income tax on credit union earnings (Matthews, 2013).
Conversely, others have argued that NPOs are fundamentally disadvantaged as
they aim to pursue two, seemingly conflicting, goals; that is, there is a continuing
struggle to sustain the nonprofit organization by balancing mission and money.
Specifically they must fulfill the primary social mission while maintaining fiscal
sustainability (McDonald, Weerawardena, Madhavaram, & Sullivan Mort, 2015).
Consequently, because NPOs must pursue both fiscal health and social mission,
they have been urged to adopt more business-like practices (Chetkovich
& Frumkin, 2003; Dart, 2004; Weerawardena et al., 2010).
Existing theories of competition, such as perfect competition (Liu & Weinberg,
2004; Schiff & Weisbrod, 1991) and Porter’s strategies (Barman, 2002), have been
applied to the nonprofit sector. However, perfect competition theory assumes that
static equilibrium is the ultimate goal; that is, the ideal market state is at equilibrium, and deviations from this point are a result of market failures. In reality,
competition among NPOs and between NPOs and for-profits is dynamic; that is,
it is constantly changing and rarely reaches equilibrium (Hunt, 2000). Therefore, a
dynamic theory of competition is needed to properly study nonprofit competition,
and resource-advantage (R-A) theory is the most general and most completely
articulated of all dynamic theories of competition (Hunt, 2000). We argue that
R-A theory can provide a unique and insightful lens through which to (1) view
nonprofit research and practice, (2) contribute to the understanding of the
mission-money balance, and (3) provide strategic insights to nonprofit managers.
R-A theory posits that innovative firms, relative to their competitors, can gain
positions of competitive advantage by (1) producing and delivering market offerings that offer greater value to their customers, (2) delivering similarly valued
offerings at lower costs than their competitors, or (3) delivering market offerings
that are, simultaneously, of greater value and produced at a lower costs (Hunt,
2000). By attaining positions of competitive advantage, for-profit firms achieve
their goal of superior financial performance. Likewise, we argue commercial
nonprofits similarly can attain positions of competitive advantage and subsequent
superior financial performance.
For R-A theory, when competing organizations strive for positions of
competitive advantage to achieve superior financial performance, such striving
ultimately provides superior social value in terms of increases in societal
productivity and economic growth (Hunt, 2000). Note that superior financial
performance is not the same as profit maximization. In fact, R-A theory
suggests that limited, non-perfect knowledge held by competitors makes profit
maximization an impossible goal. Rather, superior financial performance
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means “better than,” which can be measured relative to the performance of
other firms, the organization’s own historical performance, or its current goals.
For nonprofit organizations, R-A theory suggests that “financial performance”
can refer to increases in fees for service, grants, or donations. Stated another
way, while donative nonprofits rely heavily for their survival on “public or
private donations for the social mission,” CNPOs are largely self-sustaining
because of the work they do, or “market revenues generated with the social
mission” (Dohrmann, Raith, & Siebold, 2015, p. 128, emphasis original).
Financial performance can also refer to reductions in the cost of producing
the services that yield social value. As such, the pursuit of superior financial
performance, as suggested by R-A theory, in no way diminishes the organization’s social mission as its primary objective. Rather, it should be viewed as a
means to an end that can enable the organization to better accomplish its social
mission. Stated succinctly, the goal of the CNPO under R-A theory is cost
effective social performance.
The purpose of this article is to develop the theoretical foundations of
nonprofit competition. In the next section we discuss the role of NPOs in
society and provide a discussion of nonprofit competition. Then, we discuss
the R-A theory of competition and adopt its nine foundational premises for
the nonprofit context. We then conclude with a discussion of how the
proposed theory lays a foundation for existing work and provides guidance
for future directions.

Nonprofit competition
The role of nonprofit organizations in society

The founders of NPOs are motivated by social needs that are served neither by
for-profit businesses due to the lack of profitability nor by government due to
insufficient public support or statutory mandate (Weerawardena et al., 2010).
Throughout history, philanthropic institutions have played valuable societal
roles. Senkaya (2012) reports a staggering estimate of 26,000 philanthropic
institutions serving various purposes in the 16th-century Ottoman Empire.
The importance of nonprofit organizations continues today, as the nonprofit
sector employs 9.2% of the entire workforce in the United States (Roeger,
Blackwood, & Pettijohn, 2012). In fact, the growth of the nonprofit sector
suggests that the need for such entities is even more important today. Based
on the 2012 reports, the nonprofit sector adds an estimated $905.9 billion to the
U.S. economy (McKeever, 2015), which is 5.4% of the country’s GDP and more
than the GDP of all but seven nations (Weerawardena et al., 2010). However, at
the turn of the 21st century, economic crises, demographic shifts, privatizations,
and the intensified competition by for-profit firms entering into the industries in
which nonprofits operate (Tuckman, 1998) have led to dramatically altered
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market environments for NPOs (Bryson, 1988; Salamon, 1999). An increasingly
dynamic competitive environment has forced many NPOs to balance their social
goals with entrepreneurial and business practices to achieve their financial goals,
indeed, just to remain solvent (Chetkovich & Frumkin, 2003; Dart, 2004; Pope,
Isely, & Asamoa-Tutu, 2009).
The revenue structure of NPOs comprises three components: revenues from
fee-based transactions, private giving (e.g., donations and endowments), and
governmental support (Salamon, 1999). These revenues are heavily influenced
by the perceived social value produced by the NPO relative to the cost of
producing such value. During the period from 1977 to 1996, fee revenue
increased in importance. Indeed, fee revenue accounted for 55% of the revenue
growth of the nonprofit sector, while 41% of the revenue growth was generated
by governmental support and only 4% was contributed by private giving
(Salamon, 1999). This trend is notable for commercial nonprofits, particularly
in light of the fact that the number of nonprofit organizations in the United
States has increased, while the average percentage of revenue from government
funding has diminished (Frumkin & Andre-Clark, 2000; Salamon, 1999). These
changing dynamics have motivated NPOs to engage in more-business-like
practices to maintain financial stability (Dart, 2004; Tuckman, 1998;
Weerawardena et al., 2010). In fact, during the mid-1990s, many nonprofit
hospitals converted their status to for-profit, and many others abandoned
some nonessential activities aimed at creating social value (Sloan, 1998). NPOs
are under pressure from various stakeholders to increase the efficiency and
effectiveness of their operations (Perrini & Vurro, 2006).
Moore (2000) develops a strategic model positing that nonprofits should
focus on three key issues: public value to be created, sources of legitimacy
and support for the organization, and operational capacity to deliver the
value. To address these issues, business-like activities, defined as sustained
activities that are related but not customary to nonprofit organizations and
designed to increase revenues (Skloot, 1987) become essential. Dart (2004)
argues that these business-like activities require not only a different motivation or goal than traditional nonprofit activities but also a different collection
of tools to achieve the financial goals that are necessary for nonprofits to
achieve their social mission.
Therefore, maintaining successful financial performance to achieve an altruistic
social goal is a daunting challenge that most nonprofit managers face (Chetkovich
& Frumkin, 2003; McDonald et al., 2015; Salamon, 1999). Considering the unique
operational characteristics of NPOs, how does a manager balance the social
mission with financial performance to successfully compete against other nonprofits and for-profits in their markets? Rather than focus on motivational
differences, tax status or organizational structure, a relative social value perspective
may be useful to researchers and managers to help them understand how NPOs
can successfully compete in a turbulent competitive environment. In other words,
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organizational sustainability is dependent on the entity’s ability to efficiently and
effectively provide something of value to society, either products such as food or
clothing or services such as health care or education relative to other organizations, both not for profit and for profit. Moral value judgments of motive aside, if a
business or NPO fails to efficiently and effectively provide sufficient value to
society, the organization itself will fail. In the case of a for-profit business, it will
fail because it cannot generate revenues sufficient to cover costs and produce a
profit that will sustain operations, support growth, survive economic downturns,
and satisfy owners’ requirements for a return on their investment. In the case of
the NPO, it will fail because it cannot attract donations, grants, sponsorships, or
fees sufficient to cover costs and produce excess revenues to sustain operations,
support growth, and survive economic downturns. Note that the primary difference in this perspective is that for-profit businesses need to satisfy owners’ profit
motivations versus nonprofits’ need to successfully solicit support from various
stakeholders.
To better understand how NPOs, particularly, commercial nonprofits
(CNPOs), compete, survive, and thrive we adapt a dynamic theory of competition
from the business literature, resource advantage (R-A) theory (Hunt, 2000) that
was designed to explain how for-profit firms compete, survive, and thrive.

The resource-advantage (R-A) theory of competition

R-A theory defines competition as the constant struggle among firms for
comparative advantages in resources that will yield marketplace positions of
competitive advantage for some market segment(s) and, thereby, superior
financial performance (Hunt, 2000). For R-A theory, competition is disequilibrium provoking, and a marketplace position of competitive advantage results
from the firm, relative to its competitors, having a resource assortment that (a)
enables it to produce an offering that is perceived to be of superior value by
consumers in that segment (effectiveness) and/or (b) is produced at lower costs
than those of rivals (efficiency) (Hunt, 2000).
Competition, as proposed in R-A theory, is prosocial and contributes to
productivity and economic growth by motivating firms to learn, innovate, and
leverage resources to be more efficient and more effective (Hunt, 1999). That is,
consistent with endogenous growth models (Romer, 1994), competition per se is
beneficial for the society because it leads to innovation that improves the
effectiveness and the efficiency of the resources that firms use to produce and
deliver market offerings. Using data from the global competitiveness report and
the World Bank, Fontenot and Wilhelm (2005) show that by allowing competitiveness and technological innovation, effective antitrust and intellectual property protection leads to an increase in GDP per capita and the nation’s
designation as a core economy. We suggest that although competition is stressful
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on individual CNPOs, these societal benefits emerge from competition among
CNPOs, as well as from competition among for-profit firms.
Historically, nonprofit organizations tend to be sensitive to issues of legitimacy (Baruch & Ramalho, 2006), perhaps, to the point that discussions of
financial performance are unnecessarily avoided. Nonprofit researchers tend
not to use for-profit terminology and conceptualizations. In contrast, R-A
theory posits that the firm’s main objective is attaining superior financial
performance (Hunt, 2000). The term superior implies that organizations “seek
a level of financial performance exceeding that of some referent” (Hunt, 2000, p.
123). This referent might be the performance of rival organizations, the firm’s
own previous performance, the firm’s performance objectives, or simply the
level of performance necessary to sustain the organization. Hunt (2000 p. 123)
further explains that “prolonged inferior performance threatens the firm’s
survival and prevents the accomplishment of secondary objectives.” In the
nonprofit sector, such a prolonged inferior financial performance not only
threatens the NPO’s survival but also prevents it from accomplishing its primary,
mission-driven objective—that is, to provide social value. Thus, without implying the profit motivation of business, superior financial performance is as critical
to NPO’s sustainability as it is to for-profit entities (McDonald et al., 2015).
Indeed the NPO must have the goal of fiscal sustainability to provide the
resources that the NPO needs to effectively pursue its mission (e.g., Grabowski,
Neher, Crim, & Mathiassen, 2015).
More fundamentally, we suggest that CNPOs can leverage their resources
to achieve superior social value, which we define as the value of the organization’s products or services, as perceived by all relevant stakeholders such as
constituents, donors, government and private grantors, allies, volunteers,
managers, and employees. Therefore, CNPOs—like for-profit firms—can
achieve positions of competitive advantage by providing goods and/or
services that are perceived to have superior social value relative to competitors’ offerings, by producing comparably valued offerings at a lower cost, or
by both. Note that superior performance in acquiring donations and grants,
and in attracting volunteers, likely outcomes of providing superior social
value, can effectively reduce costs.
Therefore, the intensified competition in the recent decades that has
pushed NPOs to become more business-like may in fact be a positive change
for two reasons: (a) competition among organizations to produce valued
outputs is pro-social by its nature and thus contributes to the social welfare;
and (b) pursuing superior financial performance not only does not preclude
an NPO from creating superior social value but may actually facilitate its
ability to do so.
Next, we provide a discussion of the foundations of R-A theory in the
nonprofit context. Please see Table 1 for a summary of the nine foundational
premises of R-A theory and their proposed adaption to the nonprofit sector.

236

O. TOPALOGLU ET AL.

Table 1. Foundational premises of an R-A theory of nonprofit competition.
For-profit sector
P1: Demand is heterogeneous across industries,
heterogeneous within industries, and dynamic.
P2: Consumer information is imperfect and costly.
P3: Human motivation is constrained self-interest
seeking.
P4: The organization’s objective is superior financial
performance.
P5: The organization’s information is imperfect and
costly.
P6: The organization’s resources are financial,
physical, legal, human, organizational,
informational, and relational.

P7: Resource characteristics are heterogeneous and
imperfectly mobile.

P8: The role of management is to recognize,
understand, create, select, implement, and
modify strategies.
P9: Competitive dynamics are disequilibriumprovoking, with innovation endogenous.

Nonprofit sector
Social need is heterogeneous across sectors,
heterogeneous within sectors, and dynamic.
Supporter (donor, grantor, and volunteer) and
constituent information is imperfect and costly.
Human motivation is constrained self-interest
seeking and may be manifested through or
coexist with altruistic motivations
The organization’s objective is cost effective
delivery of superior social value.
The organization’s information is imperfect and
costly.
The organization’s resources are financial (donations
and grants), physical, legal (tax-exempt status),
human (volunteers), organizational (inherent
positive image, mission statement), informational,
and relational (governmental and corporate
sponsors). (See also Table 2.)
Most resource characteristics are heterogeneous
and imperfectly mobile, though some CNPO
resources, such as tax-exempt status, are
homogeneous among all CNPOs.
The role of management is to recognize,
understand, create, select, implement, and
modify strategies.
Competitive dynamics are disequilibrium-provoking,
with innovation endogenous.

Source. Adapted from Hunt (2010).

Customer demand/constituent need
R-A theory recognizes that in a for-profit context, customer demand is dynamic
and heterogeneous, both across and within industries. Similarly, demand for the
market offerings provided by nonprofit organizations is also heterogeneous
(Corbin, 1999). This heterogeneity of demand may result from unique individual
need or preference. For example, some people with hearing impairments may
pursue the option of using a cochlear implant provided by a surgeon in a hospital;
others may choose to learn sign language from a school for the deaf; and still
others may pursue oralism with the help of a life skills agency (Ritchie
& Weinberg, 2000). Some constituents may need clothing to keep warm; others
may need business attire to interview for employment. Furthermore, demand is
not only heterogeneous but also volatile. Tuckman (1998) reports that between
1982 and 1992 the demand for nonprofit services has increased in some markets,
such as nursing and personal care, and declined in some others, such as child
day-care services. Moreover, the aging baby-boomer generation in the United
States is likely to lead to increases in demand for elder care services.
Customer/constituent information
In the for-profit context, R-A theory posits that customer information is
imperfect and costly. Similarly, nonprofit organizations interact with two
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types of individuals whose roles parallel the consumer in business, those
who supply resources such as grantors, donors, and volunteers and those
who consume the outputs of the resources (i.e. constituents) such as
patients, clients, and patrons (Chetkovich & Frumkin, 2003). As in business, the individuals whom nonprofits try to reach have imperfect and
costly information. For example, a person willing to donate money to
charity does not possess perfect information about all possible nonprofit
organizations or about the possible impact of a donation on a particular
organization. Also, constituents often are not aware of all of the services
available to them or the processes necessary for them to qualify to receive
such services. Often the necessary information takes time and effort to
acquire, and many times the constituent may not have the ability to discover all of the information pertinent to her/his needs.
Human motivation
According to R-A theory, human motivation is constrained self-interest
seeking that is informed and constrained by personal moral codes shaped
by societal, professional, industry, or organizational moral codes (Hunt,
2000). In business, this essentially means the pursuit of financial performance that is bounded by ethical standards. In nonprofit organization, this
self-interest can be manifested through the pursuit of a social mission that
is also bounded by ethical standards. Egoistic goals can coexist with altruistic goals as is found in research on volunteers (e.g., Laverie & McDonald,
2007). Due to various motives, nonprofit employees may be much more
productive than the employees in the for-profit sector (Steinberg, 1990).
The utility-based view of human behavior considers those behaviors motivated by altruism as achieving a “higher order” form of utility for the actor
(Etzioni, 1988). Thompson and Bono (1993) suggest that self-interest-seeking
behaviors (e.g., pride or self-esteem) and altruism (i.e., making a difference)
motivate volunteer firefighters. Similarly, Caldwell and Andereck (1994)
suggest that factors such as altruism, social interaction, group identification,
networking, perks, and memorabilia motivate volunteers. Sometimes, altruistic and egoistic motivations interact. For example, Arnett, German, and Hunt
(2003) study public universities and find that, along with gifts, social rewards,
personal satisfaction, and spiritual values, identity salience also forms an
important characteristic of the relationship between an individual and the
nonprofit organization, and the individual receives significant social benefits
from the relationship. Laverie and McDonald (2007) show that identity
importance is a significant motivation for volunteers. Finally, incentives,
organizational attachment, corporate image, and tax breaks lead to donations
and voluntary work (Khodakarami et al., 2015; MacMillan, Money, Money,
& Downing, 2005).

238

O. TOPALOGLU ET AL.

Organization objective
R-A theory proposes that the firm’s primary objective is superior financial
performance, which results from achieving marketplace positions of competitive
advantage. The nonprofit literature appears to be consistent in identifying
nonprofit objectives as the pursuit of a social mission. Some researchers claim
that social entrepreneurial NPOs pursue competitive strategies and gain
competitive advantage aimed at creating superior social value (Weerawardena
& Sullivan-Mort, 2006, emphasis added). Further, Weisbrod (1998) posits that
business-like goals may not be compatible with nonprofit pro-social goals and
values; and the business-like goals may degrade a nonprofit’s values focus.
Kaplan (2001) argues that success for nonprofits should be measured by how
effectively and efficiently they meet the needs of their constituencies rather than
by financial measures. Similarly, Frumkin and Andre-Clark (2000) conclude
that for a nonprofit to thrive, it must fulfill a mission, valued by the community,
staff, board, and funders. The tradeoff between the mission and the margin is a
challenge that creates pressure on NPO managers striving to survive in today’s
highly competitive environment.
However, R-A theory suggests a different perspective on the CNPO’s objective. Under conditions of imperfect and costly information about potential
market segments, competitors, suppliers, shareholders, and production technologies, for-profit organizations pursue their primary objective, which is
superior financial performance (Hunt, 2000). Similarly, we argue, rather
than pursuing two seemingly contradicting goals (mission and money),
CNPOs should pursue mission and money as complementary goals, striving
to achieve cost-effective social performance. At the operational level, a fundamental objective of any organization, whether it is for-profit or nonprofit,
must be at the least adequate financial performance; that is, the organization
must achieve a level of financial performance that sustains the organization
(McDonald et al., 2015). We argue that, CNPOs should pursue a level of
financial performance that enables the organization to not only survive but
also succeed, improve, and grow. For CNPOs, the objective is the organization’s performance in service to its primary objective, its mission. Claiming
that nonprofits should seek superior financial performance does not attenuate
the altruistic status of nonprofit organizations nor diminish the priority of
their missions. Rather, superior financial performance is necessary to achieve
an organization’s mission and provide superior social value.
Conversely, being a for-profit organization does not preclude an organization
from pursuing social goals as secondary objectives (McGuire, Sundgren,
& Schneeweis, 1988). In fact, stakeholders encourage businesses to engage in
socially responsible behavior (Perrini & Vurro, 2006). Utilizing cause-related
marketing practices, for-profit firms may help create social value. Such firms
aim to enhance their corporate image, cultivate a favorable attitude in the minds
of customers, and/or realize incremental sales gains by prominently promoting
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their acts of philanthropy and sponsorship of worthy causes. Generating funds for
a cause by stimulating revenue-producing exchanges between the for-profit firm
and its customers comprises the primary objective of cause-related marketing
programs (Varadarajan & Menon, 1988). Some for-profit firms are social entrepreneurs, choosing the business model to better achieve a social mission. For
example, using a for-profit model for TOMS Shoes enabled Blake Mycoskie to
donate more shoes than a nonprofit structure would have (Mycoskie, 2011). The
for-profit model allowed for a steady stream of donated shoes that was not
dependent on donations from generous people.
The pursuit of cost-effective, superior financial performance drives the
CNPO toward efficiently providing superior social value. In so doing, pursuing
cost-effective social performance helps the organization to survive in the face
of an increasingly complex competitive environment.
Organization’s resources
Organizational resources are at the heart of R-A theory and a discussion of
these resources can explicate some of the issues encountered by CNPO
researchers. R-A theory defines resources as the tangible and intangible entities
available to the organization that enable it to produce efficiently and/or
effectively a market offering that has value for some market segment(s)
(Hunt, 2000). Similarly, CNPOs, whether their offerings are sold or provided
without charge, must strive to develop or obtain resources that will enable
them to produce more-valuable market offerings at the same cost as competing
entities, both not for profit and for profit, or equally valuable market offerings
at a lower cost, or both. For R-A theory, resources are categorized as financial,
physical, legal, human, organizational, informational, and relational (Hunt,
2000). Through innovation and organizational learning, firms acquire, imitate,
substitute, or surpass their competitors’ resources to advance their positions of
competitive advantage. Competition is thus a constant struggle among firms
for comparative advantages in resources that will yield better marketplace
positions (Hunt, 2000).
With the R-A perspective, CNPOs may capitalize on some unique resources
that are not available to their for-profit counterparts, including financial and
in-kind donations, government and private grants, tax-exempt status, volunteer labor, and an inherently positive image. For example, the American Red
Cross, an CNPO that sells blood to the health clinics across the nation, receives
more than 5 million blood donations annually (Chetkovich & Frumkin, 2003).
This unique relationship with blood donors constitutes a “relational resource”
that helps the American Red Cross lower its costs of providing service.
Examples of human resources unique to nonprofits might include a volunteer
tutor working at a nonprofit school or an employee who believes in the mission
of the CNPO and, therefore, voluntarily accepts below-market compensation
(Ben-Ner & Ren, 2015; Kaplan, 2001). Further, CNPOs can utilize their image
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and good will to attract donations. Next, we describe the seven categories of
resources proposed by R-A theory and discuss how an CNPO might leverage
each resource form: financial, legal, physical, human, organizational, informational, and relational.
Financial resources. Financial resources are the capitalization that an organization has at its disposal. They exist as cash or other financial instruments
that are easily convertible into cash. In general, financial resources are mobile
because they can be attained in the marketplace by trading other resources
(Morgan & Hunt, 1999). Governmental support, through grants or administrative contracts (McKeever, 2015) often represents a significant portion of
a nonprofit’s financial resources. Historically, public funding has been the
second highest source of revenue for CNPOs, often because the CNPO is able
to better serve the social need more efficiently and/or effectively than governmental agencies. In recent decades, governmental support has been more
difficult to attain for several reasons. An ever increasing number of nonprofit
organizations, coupled with tightening governmental budgets, has diminished the percentage of public support for each organization. In addition,
for-profit organizations competing with CNPOs have led some government
officials to question whether the same operations could be carried out more
efficiently by the private sector without public support (Salamon, 1999).
Finally, the economic crises that arise periodically have made public funding
a volatile source of revenue (Bryson, 1988).
Private charitable contributions constitute another type of financial
resources. CNPOs rely on donations from both individuals and organizations, such as corporations and foundations, with the latter usually being
higher than that of individual donations (MacMillan et al., 2005). Intensified
competition and the increased number of CNPOs have made these financial
resources more elusive. Whereas some researchers consider donors as buyers
of services (e.g., Hansmann, 1987), viewing them as customers in the traditional sense is problematic for nonprofit managers and researchers. Instead,
researchers could consider donors as a financial resource to be developed and
maintained like any other resource.
CNPOs should develop different strategies for each different group of
stakeholders with whom they have an exchange relationship: (a) donors,
grantors, and volunteers; (b) customers purchasing goods and services; and
(c) constituencies receiving heavily subsidized or even free services. For
instance, donors or volunteers embracing the message of an organization
may overlook some of the organizational shortcomings. On the other hand,
customers (e.g., students at a nonprofit university) would have the right to
expect a certain level of service for the money they pay. Further, constituents
who received free or greatly discounted goods or services may not be in a
position to shop around for alternate providers.
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Legal resources. Legal resources are those assets the organization uniquely
possesses because of governmental statute or a legally binding agreement
between the organization and another party (Alderson, 1965). Possession and
availability of some resources such as exclusionary licenses, patents, or trademarks are regulated by law. For example, the pink ribbon is a trademark of
the Susan G. Komen Foundation supporting breast cancer awareness. Surf
Lifesaving Australia licenses its brand to a line of beachwear to generate
income (Mort, Weerawardena, & Williamson, 2007). In the case of nonprofit
organizations competing with for-profit companies, their tax exempt status is
a legal resource, allowing the CNPO to operate without the added cost of
income taxes. Prior to the tax-exempt status application to the U.S. federal
government (501c (3), the charitable tax-exemption), organizations are
granted nonprofit status by their state based on whether they distribute
earnings among their owners.
Physical resources. Physical resources are the tangible assets that are used to
produce and market an organization’s goods and services. They include raw
materials reserves; machinery; land; and operation, production, storage, distribution, service and retailing facilities (Morgan & Hunt, 1999). This may
include land held for investment, such as the agricultural land held by Rice
University near Magnolia, Texas, or land for facility expansion such as that
held by Columbia University in Manhattan. For a local food bank, a warehouse with refrigerated facilities will enable it to distribute fresh produce in
addition to packaged and canned food. For a hospital, buildings and medical
equipment such as MRIs are critical to the basic functions of the entity. Some
NPOs receive in-kind donations of office/warehouse space and equipment
that enable them to operate at greatly reduced cost (McDonald et al., 2015)
Human resource. Human resources encompass the skills, knowledge, and
vision of the organization’s employees (Hunt, 2000). In the area of nonprofits, this might also include board members and volunteers. R-A theory
claims that human motivation is self-interest seeking constrained by personal
moral codes. Thus, if the managers and the employees of a CNPO embrace
the organizational mission, they may perform better (McDonald, 2007). They
may even be willing to accept compensation below that available in private
industry (Ben-Ner & Ren, 2015). Nonprofit organizations may utilize volunteer labor, a human resource that enables nonprofits to sustain existing
services and expand both the quantity and diversity of services without
exhausting the budget (Laverie & McDonald, 2007; Randle & Dolnicar,
2009). For example, volunteer labor yields 42 full-time equivalents for a
typical Canadian hospital, worth more than one million dollars annually
(Handy & Srinivasan, 2004). Some volunteers come from the corporate
sector in which businesses “lend” promising managers to work at local
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CNPOs for up to a year. MacMillan et al. (2005) suggest that funders are
impressed by CNPO staff that have knowledge and a professional approach,
give friendly service, and appear passionate about their work.
Organizational resources. Organizational resources are the assets an organization possesses that arise from the organization itself such as corporate
culture, image, and organization’s structure. For example, an organizational
routine or a process can be an organizational resource (Morgan & Hunt,
1999). One of the most significant organizational resources for an CNPO is
the mission. A mission is used to guide the strategic planning of an entire
organization and can facilitate innovation (McDonald, 2007). The more
compelling and clear the mission, the more effective it can be. When employees and managers buy into the mission, they are motivated to succeed and
working toward a common goal.
Deciding on the mission statement, CNPOs should take into account the
social needs and the demand in the society. If an organization has an edge in
this resource—that is, its mission has been accepted by the larger part of the
society—it is easier for that CNPO not only to acquire more financial and
relational resources such as donations and volunteers but also to produce more
valuable market offerings than its competitors (Einolf, Philbrick, & Slay, 2013).
The image of a CNPO is another organizational resource. Nonprofits may find
it easier than for-profits to take advantage of the trust they have earned from
their constituents (Tuckman, 1998). For example, an individual willing to
donate blood may choose the American Red Cross over another organization
due to its extensive network and proven track record.
Informational resources. The collective knowledge of the organization and the
processes developed for inducing organizational learning comprise an organization’s informational resources (Morgan & Hunt, 1999). Informational resources
include knowledge about market segments, competitors, technology, and the
systems that organizations develop to gather, disseminate, and apply information.
This information might include pertinent government programs, available grants,
data concerning social needs, and other entities competing for resources and
serving similar constituent pools. Knowledge of the value systems of volunteers
and donors can help a CNPO better manage these resources. Also, complete and
accurate records of donations and volunteers can help managers to better plan and
manage relationships with supporters. One of the authors supervised a student
internship at a local NPO. The entity had no system for tracking donations. As a
result, it failed to even send thank you letters, a common tool that donors use as
evidence of charitable donations for their annual tax returns. Without a donor
database, the organization had no way to follow up with donors to solicit
subsequent gifts, placing the entity in a position of competitive disadvantage.
Nonprofit cancer research hospitals quickly share their discoveries of treatments

JOURNAL OF NONPROFIT & PUBLIC SECTOR MARKETING

243

and cures throughout society (Von Eschenbach & Buetow, 2006). Rather than
holding back these findings for financial gains, the positive impact on society is
immediate.
Relational resources. Relational resources consist of the relationships between
various constituencies within the organization and between the organization
and its various external partners (Hunt, 1997; Morgan & Hunt, 1999). Arnett
et al. (2003) suggest that relationship marketing with donors is a viable strategy
for a nonprofit organization. Relational resources also include relationships
within the organization among managers, employees, board members, volunteers, and partner entities from all three sectors: business, government, and
voluntary. Volunteers create a relational resource uniquely available to CNPOs
that might be a source of competitive advantage even when competing with forprofits (Handy & Srinivasan, 2004). These stakeholders not only contribute to
the organization with their time and money but also promote the organization’s
message. Word-of-mouth is one the crucial marketing tools that every company
wants to capitalize on and nonprofits seem to have a distinct advantage in this
area by nature of their altruistic purpose. As anecdotal evidence, the ALS
Association raised $115 million coupled with a great world-wide awareness to
amyotrophic lateral sclerosis disease in the summer of 2014 via a viral marketing
campaign, “Ice Bucket Challenge” (ALS Association, 2015).
Further, personal and/or organizational networks as relational resources
become also crucial in CNPO’s success. Using a case study method, Eng et al.
(2012) shows how nonprofit organizations use relationally embedded network
ties to acquire financial, human, and human capital resources to satisfy their
social mission and improve business performance. NPOs may partner with forprofit businesses by taking part in cause-related marketing activities to promote
their causes (Tuckman, 1998) or competing nonprofit organizations to ease the
administrative burden (Bunger, 2013). Likewise, relationships with government
officials are helpful when seeking governmental support and acquiring governmental social service contracts. Similarly, board members are often called upon
to leverage their personal and professional networks for the benefit of the NPO.
Many philanthropic and private grantors now require applicants to collaborate and to detail the collaboration in the application, including how the
NPOs will work together to address the social issue. Some NPOs choose to
work together to complement capabilities to successfully tackle the problem
addressed by a grant. Other organizations choose to work together to share
costs, deliver complementary services (say food and health care), and synergistically cooperate to deliver services and cover areas that would otherwise be
left untreated (McDonald et al., 2015; Snavely & Tracy, 2000).
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Role of resources in achieving positions of competitive advantage
By leveraging these various resources nonprofit organizations can effectively
provide superior social value and achieve positions of competitive advantage.
R-A theory notes that resources are both significantly heterogeneous across
organizations and imperfectly mobile (Hunt, 2000). In other words, every organization has an assortment of resources that is in some ways unique; that is, some
resources are not easily bought or sold in the marketplace. This resource immobility is a key factor that enables organizations to achieve and sustain competitive
advantage. Some resources are especially difficult to acquire or develop and can be
gained only over long time periods and at significant effort and cost. These higher
order resources include information, organizational, and relational resources that
enable the organization to better utilize “lower order” resources. The more
difficult it is to acquire, imitate, substitute for, or surpass a competitor’s valuable
resource, the longer that organization will enjoy a resource-based comparative
advantage. Table 2 presents examples of the various categories of resources,
including some that are unique to the nonprofit sector.
The role of management
The role of management is to recognize, understand, create, select, implement, and modify strategies to best position an organization to acquire,
develop, and match its resources to the changing environment in order to
compete (Teece, Pisano, & Shuen, 1997). All strategies involve the
identification of market segments, appropriate market offerings, and the
resources required to produce the offerings (Hunt, 2000). Relying on these
resources to yield comparative advantage, nonprofit managers try to create
strategies that will advance the organization’s place in the competitive position matrix (see Figure 1).
Table 2. Comparison of Resources Available to For-Profit and NonProfit Organizations
Types of
Resources
Financial
Physical
Legal
Human

Examples of Resources
Cash reserves, access to financial
markets
Plant, raw materials, equipment
Trademarks, licenses
The skills and knowledge of
individual employees

Examples of Resources Unique to the NonProfit Sector
Private donations and grants, administrative contracts
In-kind donations
Tax-exempt status
Volunteers, boards of directors, managers/employees
willing to sacrifice market compensation for mission,
mission-motivated founders
Inherent positive image, mission statement, social
image, social value contribution
Programs, grants, competition, needs, trends, public
resources

Organizational Controls, routines, culture,
competences
Informational Knowledge about market
segments, competitors,
technology
Relational
Relationships with competitors,
Governmental and corporate sponsors, CNPO
suppliers, government, customers networks, sponsorships, donors, volunteers, boards
Source. Adapted from Hunt (2010).
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Relative resource-produced value
(Effectiveness)

Relative
resource cost
(Efficiency)

Lower

Parity

Higher

Lower

Indeterminate
Position

Competitive
Advantage

Competitive
Advantage

Parity

Competitive
Disadvantage

Parity Position

Competitive
Advantage

Higher

Competitive
Disadvantage

Competitive
Disadvantage

Indeterminate
Position

(Hunt 2000)

Figure 1. Competitive position matrix.

Evolutionary process of competition
The last foundational premise of R-A theory portrays the nature of competition
as a dynamic process. According to Steinberg (1993), a nonprofit theory must
treat competition as an endogenous variable. Organizations constantly struggle
to perform better than they have in the past and/or better than their rivals
(Schumpeter, 1934). For NPOs, these rivals might include other NPOs or for
profit organizations that provide comparable services to a common segment of
constituents, or other NPOs and programs vying for limited funds from donors,
governmental agencies and philanthropic foundations, or voluntary labor. This
constant struggle motivates organizations to innovate through organizational
learning (Hunt, 2000). Consistent with Austrian economics, activities producing
turmoil in markets are beneficial for society because they become the engines of
economic growth, through innovation and technological progress (Hunt, 2000).
Even from the antitrust policy perspective, promoting competition among
nonprofit organizations is socially desirable (Posner & Philipson, 2009). For
nonprofits, innovation can lead to more effective and efficient delivery of
services to constituents, thus better meeting the goals of the organizational
mission and satisfying the wishes of NPO stakeholders (Perrini & Vurro,
2006). Since nonprofits represent a significant portion of a nation’s economy,
particularly in the United States, competition in this sector can also foster
economic growth, as CNPOs are motivated to find more effective and efficient
ways to serve social needs and contribute to social well-being.

Discussion and conclusion
Resource advantage (R-A) theory posits that superior financial performance
occurs only when an organization’s comparative advantage in resources
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continues to yield a position of competitive advantage relative to competitors
(Hunt, 2000). Similarly, we suggest that the cost-effective delivery of superior
social value can result in positions of competitive advantage. To our knowledge, the current paper is the first research applying R-A theory to the context
of nonprofit organizations. We hope that by doing so, academicians and
managers will be able to develop a better understanding of nonprofit competition. Future research can be guided by R-A theory, perhaps by identifying
those resources that are more beneficial for particular types of nonprofit
organizations and how might they be leveraged, particularly those resources
that are uniquely available to nonprofits.
Another significant point raised in this article is the discussion of the organization’s objective. Most of the nonprofit literature maintains a consensus on the
objective of a nonprofit organization, providing social value, which implies a
troublesome tradeoff between social mission and fiscal sustainability. However,
building on R-A theory, we propose that an emphasis on attaining superior
financial performance is a goal that complements and facilitates the primary
goal of the mission allowing CNPOs to create superior social value. Extending
R-A theory, we suggest that nonprofits have two goals: superior mission-based
performance and superior financial performance that enables the achievement of
superior mission-based performance. This is consistent with the notion that the
motivation of NPO founders, managers, or stakeholders is to serve a social need,
not generate profits. At the same time, this approach eliminates the tradeoff
between mission and money and orders them properly, with one in service to
the other. The current research also argues for analyzing donors and volunteers as
resources rather than customer-like individuals. Some potential researchers point
out that donors are the buyers but not the consumers of the services. Although
some of the services provided are sponsored by donations, it is not easy to
accurately tie a specific donation to a service provided. Therefore, donors and
volunteers should be viewed as potential resources that enable organizations to
produce, efficiently and/or effectively, highly valued market offerings, whether
these offerings are sold or distributed for free.
Undeniably, competition among CNPOs has intensified in recent decades
and CNPO managers face new challenges. In an attempt to present one of the
many ways to overcome these challenges, this paper utilizes resource-advantage
theory. As a general theory of competition, R-A theory provides a framework for
developing strategies to successfully compete. R-A theory views competition as
an evolutionary process in which the actions of organizations are disequilibrium
provoking; innovation and organizational learning are endogenous and thus
they are beneficial to the society. Indeed, the historical improvement of
nonprofit organizations in terms of financial capacity and social contribution
supports the notion that CNPOs respond to competition and develop more
efficient and effective ways to address societal needs.
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