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Abstract

Evaluating performance in nonprofit human services remains an ongoing empirical and
conceptual challenge. Here, we introduce the concept of "satisficing™ to capture the influence
of intra- and inter- organizational factors on performance. We contend that the combination of
organizational age and size, which shapes an organization’s complexity and dependency, will
define the balance between social and economic criteria. Further, we contend that this
definition will ultimately enable nonprofit human services to reach a satisficing level of
management practices. More importantly, we contend that a practical compromise between
social and economic performance determines whether satisficing performance is possible
though practical solutions so that both effective attainment of the organizational mission and
efficient management practices are possible with little risk of goal displacement.

1. Israel’s Nonprofit Human Services

Nonprofit sector activity in Israel constitutes 1.4% of the state’s GDP, placing the country
second to the USA (Schnid et al. 2008). Israel’s NPOs operate with public funding provided by
the state to support and ensure the quality and reliability of human services. Nevertheless,
Israel’s NPOs have been under growing pressure to adopt accountable and efficient
management practices (Carlson et al., 2010). This pressure led to a dilemma between two
contradictory trends: On the one hand, Israel's NPOs needed to become more effective, i.e., to
increase the quality and span of the human services they provided. On the other hand, the
NPOs had to adhere to efficient management practices, i.e., to use economic resources in
ways that are efficient and cost effective (Mano, 2015; Schmid & Bar-Almog, 2016).
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The economic crisis of 2018 increased this dilemma because Isracl’s NPOs experienced
ambiguity regarding the best way to assess performance and avoid the risk of closing down
services. While their main concern was economic performance, they were also apprehensive
about the risk of goal displacement and of neglecting their social performance. In view of the
challenge to increase the importance of organizational efficiency whilst maintaining the
organizational mission, the notions of efficiency and effectiveness became competitive values
(Coupet, 2018; Wadongo & Abdel-Kader, 2014). These competing forces necessitated
consideration of the role played by the NPOs’ internal as well as external environment
(Radiah & Norli, 2014). Not surprisingly, NPOs sought practical solutions to reach a
compromise between the internal and external environment (Lecy, Schmitz & Swedlund,
2012; Baruch & Ramalho, 2006). A significant part of this process necessitated making
practical compromises in terms of either economic or social performance (Coupet & Haynie,
2018). We refer to this point of compromise as satisficing performance (March & Simon,
1958).

In the remainder of the present study, we present a set of propositions to unravel how internal
and external factors lead to the formulation of a satisficing level of performance in NPOs. We
illustrate these stages with Figures 1-2 depicting (a) the relationship among organizational
context, complexity and dependency (Figure 1) and (b) the relationship among complexity,
dependency and social and economic performance (Figure 2) affecting the level of satisficing
performance.

2. The Internal Environment
2.1 NPO Complexity

Traditional organizational theory asserts that organizations emerge, develop and survive in
response to their organizational environment (Pfeffer & Salancik, 1978). The interface
between organizational activities and task environment defines the structure of an
organization (Pugh & Hickson, 1976). Appropriate structures in NPOs increase the odds for
practices oriented to best results (Herman & Renz, 2008), leading to higher sustainability
(Golden, Longhofer, & Winchester, 2009). First, organizational structures harbor constraints
that impede full exploitation of managerial skills in facilitating organizational processes
(Mano, 2015). Second, a good structure is one that provides a high degree of “fit” between
environmental pressures and internal processes, thus increasing the odds of effectiveness and
best-result-oriented practices (Herman & Renz, 2008) and providing higher leverage for
organizational sustainability (Liket et al., 2014; Golden, Longhofer, & Winchester, 2009).
The successful application of these structures finds expression in organizational complexity
(Chikoto & Halicki, 2013).

Complexity is evident when the interrelation between the internal and external components of
NPOs necessitates considering the interactions between separate organizational elements and
assesses their coordination (Fabak, 2010). Complexity has several dimensions (Chikoto &
Halicki; 2013). The first is organizational age: Older organizations have a greater level of
legitimacy, whereas younger organizations on the way to self-establishment do not have a
wide network for collaboration (Coupet & Haynie, 2018). In contrast, older organizations
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cannot easily change their missions or provide different goods/services or processes (Child &
Gronberg, 2007) and are less likely to renew strategies, making them prone to crisis (Mano,
2010; 2015). The second dimension is organizational size: Large organizations are more
institutionalized and stable. Because of their size, they can recruit more resources and are
able to attract support from non-government sources because they are (a) reliable providers of
services (Schmid, Bar & Nirel, 2008) and (b) less prone to crisis (Balser & McKlusky, 2005;
Ramanath, 2009). Large organizations are therefore more likely to maintain structures that
enable them to successfully detect and cope with environmental threats (e.g., Mano, 2010).

The majority of NPOs in Israel are large and old institutions, and capable of raising public
support and accessing resources and hence able to develop a strong strategy and
organizational culture (Ramanath, 2009). These NPOs are therefore better able to cope with
economic and political changes in funding (Herman & Renz, 2008; Mano, 2015; Balser &
McKlusky, 2005; Ramanath, 2009). At the same time, these complex NPOs exhibit higher
compliance with accounting, regulations and efficient resource management (Pajunen, 2006;
Verbruggen et al., 2011). Not surprisingly, these complex NPOs prefer to use “proven”
management and exhibit higher resistance to change but lack innovation a functionality in
management (Ramanath, 2009; Schmid et al., 2008). (Verbruggen et al., 2011). By contrast,
younger and smaller NPOs are in a weaker institutional position (Golden et al., 2009) and are
more likely to seek novel and untested areas of social activity with little concern about
efficient outcomes (Libby et al., 2017), mainly due to their low dependence on public
stakeholders. In such NPOs marked by lower complexity, the potential to address issues of
financial hardship proactively is limited. Nevertheless, they can respond to changes in work
processes effectively and hence are better able to cope with turbulent environments (Mano,
2010).

3. The External Environment
3.1 NPO Dependency on Stakeholders

Complexity variables point to the importance of dependency on stakeholders and indicate that
NPOs become larger and older over time, mostly due to heavy state funding. This is perhaps
the most common type of NPOs in Israel, especially in the wake of changes in social policy
that promoted the outsourcing of human services to the nonprofit sector (Schmid &
Almog-Bar, 2016). Prominent performance assessment studies indicate that stakeholders on
the individual or group level affect the flow of resources and have a direct or indirect
influence on management decision-making (Rowley, 1997). Indeed, following cuts in public
funding (Mano, 2011) it became clear that for the great majority of Israeli NPOs, coping with
the challenges of managing stakeholder expectations affects management practices. This is
particularly evident since different stakeholders represent different interests and seek to attain
different purposes (Carnochan et al., 2014; Calabrese, 2013; Liket et al., 2014). Yet more
important than the particular effect of stakeholder density and centrality is their combined
effect (Abzug & Webb, 1999). Low density and enable NPOs to manage themselves
independently. Yet when stakeholders are defined in terms of high density and high centrality,
NPOs are likely to be less autonomous (Schmid et al, 2008; Ramanath, 2009). This is the
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point at which NPOs focus on the constraints and advantages of their relationship to public
and private stakeholders (Schmidt & Bar-Alon, 2016) and become preoccupied with
searching for the best possible way to reach practical compromises (Lecy et al., 2012; Mano,
2011).

Age COMPLEXITY

DEPENDENCY

Size

Figure 1. Organizational context effects on complexity and dependency
4. Satisficing Performance

Organizational performance reflects the degree to which human services attain social impact
(Costa et al., 2011) but NPO performance remains a challenge when both social and
economic performance are evaluated. Social performance ensures that social goals are
pursued effectively (Mano, 2014) and is vital to ensure organizational legitimacy and
continuous social support (Camarero & Garrido, 2009). Economic performance ensures the
appropriate management of economic resources (Caliskan & Callon, 2010; Charnes et al.,
Seiford, 2013). The efficient use of resources increases the odds of controlling environmental
uncertainty and the ability to deliver sustainable human services over long periods of time
(O’Toole & Meier, 2011; McWilliams et al., 2016). We refer to this adequate tradeoff and
practical compromise between social and economic criteria or performance as satisficing
performance.

Satisficing performance emerges then when NPOs reach financial performance without
overlooking attainment of social goals or when economic goals do not prevent the attainment
of social goals (Mano, 2014). Yet, satisficing performance manifested differently in different
NPOs. A satisficing level of performance dictates that NPOs maintain good functioning in the
internal environment. That is, they must maintain an optimal balance between complexity and
low dependency (Carnochan et al., 2014). Stronger—e.g., older and larger—NPOs may
prefer a tradeoff between social and economic performance that is less satisficing yet more
economically suitable to the requirements of high demand stakeholders (Baruch & Ramalho,
2006). Optimizing the functioning of the internal environment increases the odds for social
support and legitimacy because the institutional environment and its stakeholders expect
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NPOs to be efficient in their management practices (Mano, 2011). We thus can postulate that
satisficing performance emerges as a practical compromise that enables NPOs in Israel
characterized by complexity that is adequate but not too high to exhibit higher flexibility
toward stakeholders, with little risk to their autonomy and social support (Lecy et al., 2012;
LeRoux & Wrigth, 2010).

Complexity

ECONOMIC
PERFORMANCE

SOCIAL
PERFORMANCE

Dependency

Figure 2. Predicting "satisifcing™ performance
5. Discussion

The management of NPOs in Israel is a delicate process that has become extremely
challenging in the wake of cuts in government funding and the global economic crisis. In
order to ensure that NPOS maintain sustainable social outcome Israel's NPOs adopted
compromising management practices to define performance and prevent crisis over time.
They had to balance between social performance and effective attainment of their mission on
the one hand and economic performance and efficient resource utilization on the other.
Compromise and performance reevaluation were vital to survival. Nevertheless, this
compromise had to consider points of disagreement between the internal and external
environment and adopt a satisficing level of performance.

In the present study, we formulated a set of propositions to address the conceptual link
between internal and external factors that affect performance in NPOs. We addressed the
theoretical and practical importance of complexity, dependency and social and economic

271 http://jpag.macrothink.org



ISSN 2161-7104

\ MacrOthi“k Journal of Public Administration and Governance
A Institute ™ 2019, Vol. 9, No. 2

performance. We then set out to show how the interplay between dependency and complexity
defines the balance between social and economic performance. We showed that satisficing
performance is the outcome of complex navigation between stakeholders’ expectations and
demands and in the short run manifests itself in a practical compromise between economic
and social performance criteria (Mano, 2014). The proposed model illuminates the
importance of practical compromises in turbulent economic times and fluctuating funding
conditions. This is especially relevant when such changes are rapid and often difficult to tap
into at the opportune time since the normative environment has a slow and often delayed
effect on organizational behavior. By assessing the interplay between internal and external
environment factors operating in Israel's NPOs, we can estimate how these factors are
conducive to achieving a satisficing level of performance.

The proposed conceptual approach has important implications therefore, for decision-making
in NPOs. It enables managers to draw upon a theoretical organizational framework to handle
concerns about performance issues. This conceptual framework makes it easier to account for
the quick and unexpected changes imposed by stakeholders and offers much promise
regarding practical solutions to environmental changes. Looking for practical compromises to
achieve and maintain satisficing performance has the potential to forge greater commitment
among NPOs managers and board members, in the long run. NPOs can forge strong alliances
that facilitate agreements regarding economic and social goals and prevent the occurrence of
a gradual goal displacement process when NPOs’ vision shifts away from initial
institutionalized and official goals and toward efficient day-to day-operations.

A significant first step involves determining the relevance of economic and social
performance criteria (Mano, 2014) and combining social and technical goals (Calabrese,
2013). Second, NPOs should address the advantages and obstacles associated with
organizational size and age (Pugh & Hickson, 1976; Mano, 2014; Chikoto & Halicki, 2013;
Carnochan, Samples, Myers & Austin; 2014). Third, they must define the level of
dependency on public funds (Mano, 2010; Mitchell & Calabrese, 2018) to avoid the risks of
goal displacement whilst keeping their sources of funding intact (Garrow & Hasenfeld; 2014).
Yet variations in levels of satisficing performance may emerge in different NPOs, depending
on their level of social support and legitimacy. Considering that flexible organizations cope
better with environmental pressure and more easily adjust to changing situations, we
postulated that when both complexity and dependency are sufficiently high but not at the
maximum level, NPOs are more likely to reach an ideal balance at which they achieve stable
organizational processes but remain relatively independent. We therefore postulate that
satisficing performance emerges when organizations maintain an adequate but not maximum
level of complexity and exhibit higher flexibility toward stakeholders, with little risk to their
autonomy and social support.

6. Recommendation for Practice

To fit the economic demands of high demand stakeholders, stronger NPOs may prefer a
tradeoff between social and economic performance that is satisficing. This is presumably not
a typical tradeoff between social and economic goals, but rather a balancing act accomplished
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by emphasizing one or the other relative to specific activities and/or changes over time
(Baruch & Ramalho, 2006). Managers eager to increase performance and sustain operations
in NPOs should be careful when defining the level of “satisficing” because the price of doing
so may affect the attainment of social goals and jeopardize organizational legitimacy.
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