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ABSTRACT: The nonprofit sector has been expanding rapidly, but little attention has 

been paid to the organizations that comprise the group of new market entrants.  In 

2010 more than 45,000 new nonprofits incorporated, braving crowded grant markets 

and grueling periods of organizational adolescence.  Some reach revenues over $1 

million within a couple of years.  We implement a survey of these organizations to 

understand this group of nonprofit entrepreneurs.  What drives them to create?  What 

factors are important for survival and growth in the initial years? What are the 

obstacles they desire more support in addressing? Do they intend to grow aggressively, 

steadily, or simply stay about the same size for the time being? We consider the policy 

and management implications of understanding nonprofit startups and their 

entrepreneurs and provide a baseline of these organizations’ characteristics as well as 

those of their founders.  
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INTRODUCTION  

AmeriCares started in 1975 when a paper broker from Connecticut watched a news story 

about a plane that had crashed in Vietnam carrying 243 orphans.  They were badly injured and 

stranded in the jungle, but the Pentagon announced that it could not send a rescue for ten days.  

Robert Macauley was so angered by the situation that he mortgaged his house and chartered a 

Boeing 747.  Within two days he had the children safe in California.  This event marked the 

audacious start to what would become one of the largest humanitarian NGOs in the US, a $1.5 

billion enterprise.  Similar stories abound about individuals passionate about an identified need 

and a gap in knowledge and delivery of services that have gone on to found and grow successful 

nonprofits – think Wendy Kopp and Teach for America as well as Susan G. Komen and Nancy 

G. Brinker and the Susan G. Komen for the Cure.  

  Our understanding of nonprofit entrepreneurism is inevitably shaped by moving and 

noteworthy stories like this one.  Since they are the stories in the news, it may appear that most 

of the nonprofit sector is large, most nonprofit projects are broad in scope and scale, and that 

these new organizations grow to become very large in size and dominant participants in the 

subsectors of the nonprofit economy in which they participate.  This is, however, a huge 

misperception of reality.  The vast majority of the charitable sector is comprised of small and 

nimble nonprofits with a narrow focus, informal leadership, a desire to remain the same size or 

simply to grow steadily, and consist of founders and directors who seek autonomy and discretion 

in an effort to create new forms of value to a dedicated constituency of beneficiaries.  Of the 

928,000 charitable nonprofits operating in the US, almost two-thirds do not file IRS tax returns 

because they fall below the $25,000 annual threshold.  Only 239,000 nonprofits, or about a 

quarter of the sector, have revenues larger than $100k a year (Boris, 2009).  Each year over 
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45,000 new nonprofits are created (NCCS master data), and roughly 16 percent of these will fail 

in the first five years (NCCS reports
1
). 

  When discussions turn to new nonprofit organizations entering a range of geographic and 

service markets, there is the inevitable focus on innovation and the plethora of competing 

metaphors that are shaping the universe of social enterprise (Young and Lecy 2012). But, in 

moving beyond comparisons of the structures, arrangements, and motivations of social enterprise 

organizations and the personality characteristics of the entrepreneurs who run them, there is one 

form of social enterprise that has received very little attention and that is the nonprofit startup 

organization.  In this paper, a baseline is presented in terms of understanding the entrepreneurial 

characteristics of the founders and the nonprofit startups they create and the factors that 

contribute to and inhibit their growth and effectiveness. Drawing on 1106 responses to a 52-

question survey of nonprofit founders and their startup organizations from across four subsectors 

of the nonprofit economy (arts and culture; environmental quality, protection, and beautification; 

human services; and civil rights, social action, and advocacy) we offer a preliminary picture of 

the organizations and their founders.   The grandiose notion of nonprofit formation in the 

exceptional cases overshadows the reality of many small unknown organizations working for 

social change.  Despite recent attention paid to social entrepreneurship this realm is under-

theorized and not well-understood.  We begin to address some of these limitations through 

primary data collected as part of a survey of nonprofit founders, as well as empirical work on a 

model of nonprofit growth. The remainder of the article is organized as follows: section two 

presents a brief review of what is known about the characteristics of the entrepreneurs, and 

specifically those that have founded and work in nonprofit organizations and their 

entrepreneurial processes. The third section describes our methodological approach and the data 

                                                 
1
 http://nccs.urban.org/resources/faq.cfm 
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used in this analysis. Section four presents the findings. And, section five offers a discussion of 

the findings, their implications for scholarship, policy and practice as well as the study 

limitations and concluding remarks about a future research agenda.  

Figure 1: New Nonprofits Created Each Year: data from the IRS Business Master Files 

 

 

PREVIOUS RESEARCH ON ENTREPRENEURSHIP 

Interest in entrepreneurship research has grown rapidly in recent years as evidenced by 

the vast expansion of the academic literature.  Entrepreneurship is a broad and increasingly deep 

field of theoretical and empirical inquiry and has its academic roots, among others, in the works 

of economist Joseph Schumpeter. The development of the academic field of entrepreneurship has 

led to the creation of a number of university based programs, college rankings, journals, and a 

range of organizational arrangements to ‘incubate’ new firms. Entire journals, such as 

Entrepreneurship Theory and Practice are dedicated exclusively to the formal study of 
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entrepreneurship while global collaborations around data collection have led to the creation of a 

cross-country and comparative panel data set known as the Global Entrepreneurship Monitor or 

GEM for short.  

Many published studies have focused on a range of topics from the characteristics of 

entrepreneurs (age, experience, education, gender, nationality), the types of organizations they 

create – social purpose vs. profitmaking, and the processes by which they were able to attract 

venture capital and sustain continuous investments – seed capital, leveraging debt, developing a 

revenue mix of fees, private philanthropy, and public funding (i.e., grants, contracts). The 

research to date tells us less about the institutional processes that nonprofit startups develop and 

use (such as board governance, strategic planning, program evaluation, volunteer management, 

donor solicitation), and the factors that influence entrepreneurial organizations’ growth and 

success as well as their death and failure (such as attracting the right talent – board members, 

paid staff, volunteers – and the institutionalization of financial management, and legal and 

regulatory support systems). Research to date on the broad topic of entrepreneurship has 

examined concepts such as the founder’s vision, motivations, and how they got started (Kim 

et.al., 2006; Chandler and Hanks 1998; Dimov 2010; Bosma et.al., 2004, Baum and Locke 2004; 

and Carsud and Brannback 2011), but there is less understanding and research on the 

organizational processes that contribute to their growth and success or death and failure.  This 

focus on entrepreneurship extends beyond private, for-profit companies to nonprofit 

organizations as well. The literature to date has been framed by debates about what social 

entrepreneurship is and isn’t including characteristics of the entrepreneurs, processes such as 

opportunity recognition and concept development, resource determination and acquisition, 

launch and growth, goal attainment, questions about operating models and plans (business, 
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financial, strategic, human capital), and decisions about revenue streams (Bacq and Janssen 

2008, Brooks 2009, Dees 1998 & 2001, Drayton 2002, and Light 2008, Martin and Osberg 2007, 

among others). The books, articles, research collaboratories, university based programs (Oxford, 

Duke, Harvard,), foundation directed and supported initiatives (Kauffman and Skoll 

Foundations, Venture Philanthropy Partners), and the myriad organizations, large and small 

(Ashoka to Blankets with Love), have all weighed in on what constitutes social entrepreneurship.  

  But, as several commentators have astutely observed, there has been a tendency to 

interchangeably use social entrepreneurship, social enterprise, and social innovation (Young and 

Lecy 2012). As Martin and Osberg 2007 have noted, “any definition of the term ‘social 

entrepreneurship’ must start with the word ’entrepreneurship.’ The word ’social’ simply modifies 

entrepreneurship. If entrepreneurship doesn’t have a clear meaning, then modifying it with social 

won’t accomplish much, either.”  Although the nonprofit sector supports $1.7 trillion in 

economic activity and employs more than 10 million workersor 8% of employment (Salamon et 

al 2012) and has been one of the fastest growing sectors of the US economy (Harrison and 

Laincz 2008), there has been little attention to the concept of nonprofit entrepreneurship and 

nonprofit startups.  In this paper we focus on understanding the issue of nonprofit entrepreneurs 

and their startups by drawing on original survey data about nonprofit startups in the early stages 

of their formation. We find that nonprofit startups are very distinct from other kinds of startups 

in the economy. The findings have important implications for civil society, public policy, and 

institutional support for nonprofit entrepreneurs and their new nonprofit organizations.    

 

SOCIAL ENTREPRENEURSHIP   
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There is no shortage of great stories about social entrepreneurship. A recent Wall Street 

Journal article about the founder of Tom’s Shoes, describes the ‘philanthropic and social 

missions’ of many companies. While companies may be engaged in supporting corporate social 

responsibility causes, there are many nonprofit organizations that incorporate each year with a 

mission and set of goals to make a difference in their communities. As Young and Grinsfelder 

(2011) note, historically, social entrepreneurs were viewed as those seeking an earned income 

stream for social purposes or as undertaking innovation for social change (p.544 – citing work by 

Dees and Anderson, 2006). But, as they go on to suggest, these are narrow perspectives. Rather, 

they assert that the purposes of a social entrepreneur can be for social change, innovation for 

social purposes, and success in the marketplace. And, while these are not mutually exclusive 

they do require a different skillset and capabilities than traditional for-profit entrepreneurs. This 

debate and the one that plays out in Light’s 2008 book on social entrepreneurship pits different 

scholars and practitioners in a search for truth and debunking of myths albeit without much data. 

And as Martin and Osberg (2007) note, for-profit and nonprofit entrepreneurs are both 

characterized by entrepreneurial characteristics, context, and outcomes and are unlikely to be 

motivated primarily by financial gain but rather by identifying opportunities, pursuing that 

vision, and deriving the rewards associated with achieving that vision (p. 34).  

Young and Grinsfelder (2011) provide an up to date literature review and case study 

analysis of successful social entrepreneurs with particular attention paid to their education, 

training, and capabilities. Their analysis suggests that while for-profit and social entrepreneurs 

share many commonalities, what differentiates them is the process of attracting venture capital, 

developing revenue streams that provide some level of stability– the ability to leverage private 

philanthropic support, generate earned income, and effectively utilize volunteers. In addition, 
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social entrepreneurs may require a different set of sensemaking capabilities because their 

external environments, especially with regards to resource development and acquisition, are 

likely to be different from for-profits given  the political contexts and policy priorities from 

which public funding support may emanate as well as the relative scarcity of private equity for 

social investments
2
.  

  While the comparisons between for-profit entrepreneurship and social entrepreneurship 

have moved to a more analytical level of inquiry, the debate over terms like social 

entrepreneurship, social enterprise and social innovation remain in the early stages of 

reconciliation. As Bacq and Janssen (2008) note, much of the research remains phenomenon 

driven, lacking a paradigm, used casually with a ‘proliferation of definitions’, and still in its 

infancy stage (p.6). What they do suggest is that in an American context, the real debate is 

between social innovation and social enterprise with the social entrepreneur being the link 

between the new practices and processes for addressing a social problem and the organizational 

dimension of being able to enact those practices, processes and means in a systematic way to 

contribute to the public and social good of a community. Where little empirical research has been 

done beyond the descriptive platitudes of social entrepreneurship is on understanding the 

‘organization’ as the unit of analysis. In this paper, we now turn our attention to the issue of 

nonprofit startups. 

NONPROFIT ENTREPRENEURSHIP    

‘Nonprofit entrepreneurship’ is an even fuzzier term than social entrepreneurship. While 

we do find entrepreneurial characteristics among leaders of nonprofit organizations, caution 

                                                 
2
 Several changes are in their infancy in this regard including an increased emphasis on social impact investments 

and the use of social innovation bonds. 
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should be taken to avoid calling all startup organizations and their leaders entrepreneurial. Many 

new nonprofit organizations start small, lack formal staff structures, and rely heavily on private 

contributions – and they continue to function this way through their lifespan.  And, while there 

have been no shortage of commentators on social enterprise that advocate for bringing their 

social models to scale, developing quickly and growing into large organizations, the for-profit 

literature on entrepreneurship would seem to cast some doubt on these assertions for 

organizational success and effectiveness. For example, Hurst and Pugsley (2011) offer an 

excellent study of small business entrepreneurs, their motives for starting up and expectations for 

future growth and performance. They find that most small business entrepreneurs have little 

desire to grow big or innovate in any big way and note that previous studies which have focused 

on entrepreneurial talent, luck and financial frictions when describing firm size have been 

overstated. Their findings suggest that non-pecuniary benefits play a leading role in small 

business formation, a finding consistent with other studies and that having a good business 

idea/creating a new product was their primary reason for startup.   This is consistent with the 

Kauffman Foundation Firm Survey, a panel study of 4,928 firms founded in 2004, which finds 

that while some firms grow over time, most do not and that only a small portion of firms added 

more than 10 employees over the life of their business. This is similarly validated by a study that 

draws on data from the Panel Study of Entrepreneurial Dynamics (PSED) in which nascent 

business owners are asked about their expectations and motivations for starting their business; 

three quarters of respondents reported that they wanted to keep their business small. 

 

A PROFILE OF NONPROFIT STARTUPS 
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In Bacq and Janssen’s (2008) study, the authors work to disentangle the social 

entrepreneur from social innovation and social enterprise. Their results suggest that the 

enterprise – the organization itself – is of secondary importance in the American tradition of 

social innovation but of central significance in the American and European traditions of social 

enterprise. It is here that we focus theoretically, analytically, and empirically on understanding 

nonprofit startups. We begin by focusing attention on the organizational ecology literature and 

specifically on an organization’s birth, maturation, sustainability, and death. 

  The topic of organizational birth has received little attention in the nonprofit literature.  

Much of the research on nonprofit creation has focused on the narrow question of why an 

organization would choose the nonprofit form rather than incorporate as a for-profit model 

(Rose-Ackerman 1990; Weisbrod 1991; Glaeser and Shleifer 2001).  Several studies examine the 

environmental factors that explain nonprofit entry into a market (Corbin 1999; Twombly 2003; 

Saxton and Benson 2005).  And there is a growing literature that examines the density of 

nonprofit sectors (Salamon, Sokołowski et al. 2000; Gronbjerg and Paarlberg 2001; Matsunaga 

and Yamauchi 2004; Luksetich 2008; Paarlberg and Gen 2008; Lecy and Van Slyke 2012).  

Missing from this literature, however, are good empirical studies about why nonprofits are 

created and how they are supported in early stages of incorporation and growth. This is important 

for public policy and the nonprofit sector as the state continues to rely on nonprofit organizations 

for a range of programs and service delivery.   

The absence of research on new nonprofits is surprising given the rapid expansion of the 

nonprofit sector, which more than doubled between 1997 and 2007 (Wing 2010).  There were 

46,366 new nonprofits incorporated in 2009 including over 13,000 new human services 

organizations, over 4,000 arts organizations, and over 2500 environmental organizations (NCCS 
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Master Data Files).  Some of these organizations exist only on paper and may never operate and 

others are very small family-run nonprofits with only a few thousand dollars in revenues which 

plan to remain small.  Other nonprofits have ambitious founders and bold missions and plans but 

fail to gain traction and eventually close their operations.  However, some are sophisticated and 

aggressive nonprofits with clear goals, understanding of the markets they enter, and which grow 

and achieve millions of dollars in revenues in only a few years.  It is not clear what differentiates 

each of these organizations, especially those that grow and succeed versus those that attempt to 

grow and fail.  The life-cycle of nonprofit organizations – birth, growth and death – are the 

engine of creative-destruction in the marketplace (Schumpeter 1950).  The constant wave of 

innovation introduced by new organizations provides dynamic energies and competitive forces 

that challenge the missions of incumbent organizations and pressures them to innovate.  These 

processes have been oft-studied in private markets (Christensen 1997), but little research has 

been extended to nonprofit markets.  This is for good reason as notions of innovation are difficult 

to conceptualize in markets where the impact of activities is often not directly observable and 

where social capital can be viewed as a more important outcome than advances in core 

organizational technologies.  But despite the fact that nonprofit impact is difficult to measure, 

society has confidence in the nonprofit sector because of a belief in its ability to address pressing 

social problems.  Creativity and innovation are necessary to solve these problems, so the process 

by which these are introduced by new nonprofit organizations is an important topic.  Past work 

has examined the growth and survival of existing nonprofits (James 1983; Galaskiewicz and 

Bielefeld 1998; Gronbjerg and Paarlberg 2001; Hager, Galaskiewicz et al. 2004).  James (1983) 

for example was among the first social scientists to ask “how nonprofits grow?” and in her 

analysis, she develops a formal model based on a series of economic arguments for why an 
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organization incorporates as a nonprofit relative to other structural arrangements and the degree 

to which their motivations are more or less aligned with traditional Schumpeterian assumptions 

about organizational growth aspirations rooted in traditional economic concepts. Since her 

seminal work, there have only been a smaller set of studies that have focused on the  factors 

associated with nonprofits entering specific types of markets such as human services, arts and 

culture and environmental conservation (Twombly 2003; Matsunaga and Yamauchi 2004; 

Saxton and Benson 2005; Brown and Slivinski 2006).   These studies have focused mostly on the 

operating environment instead of characteristics of the organizations drawing on financial 

databases for their statistical analysis.  We seek to gain an understanding of organizational 

drivers behind incorporation and the support mechanisms that nascent organizations draw on 

while attempting to establish themselves in crowded nonprofit markets. 

Drawing from the literature on entrepreneurship, we hypothesize that nonprofits are 

created either around a project or around a leader.  Examples of projects include a church 

mission trip to a sister community in a developing country, or a campaign for social justice that 

develops enough community support and financial backing to incorporate as a longer-term 

endeavor.  On the other hand, organizations may incorporate around a leader that has 

considerable experience in a sector.  One example may be an entrepreneurial manager that works 

for a large nonprofit and gets frustrated with hierarchy and bureaucratic processes.  Such a 

person would have the expertise, credibility and contacts necessary to launch a new organization.  

In either case, seed capital is necessary to bring the organization to sustainability.  Without 

strong support, organizations fail at a high rate during their first years of operation, a 

phenomenon referred to as  the “liability of newness”  (Freeman, Carroll et al. 1983). We will 

present both descriptive and qualitative analysis of the organizations in our sample as well as 
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statistical analysis of factors leading to growth and survival. The findings potentially have 

significance to public policies that use a range of policy instruments to fund the delivery of 

services.  

 

DATA:  A NEW SURVEY OF NONPROFIT STARTUPS 

  In this study, we focus on nonprofits that incorporated in the United States 

between 2008 and 2009 that reported non-zero revenues in at least one year. The sampling frame 

consisted of nonprofits with 501(c)3 status that incorporated during this time period from the 

following subsectors of the nonprofit economy as listed in the National Taxonomy of Exempt 

Entities (NTEE): arts, culture and humanities; environmental quality, protection, and 

beautification; human services; and civil rights, social action, and advocacy. Mailing addresses 

were gathered for a random sample of 7,445 organizations from this period and these subsectors 

from the National Center on Charitable Statistics (NCCS) Master File (information that is 

publicly reported from the Internal Revenue Service (IRS). Introductory letters seeking 

participation in the survey including a survey link (the survey was electronically available using 

SurveyMonkey) were mailed with 378 letters returned as undeliverable. Email addresses were 

gathered for 4, 816 of the organizations. First, a hard copy letter was sent on official university 

letterhead to each potential organization inviting them to participate in a confidential and 

anonymous online survey while confirming that the study received approval from the respective 

institutional review boards of each university where the authors teach. If the founder was no 

longer with the organization we requested that the letter be directed to another person affiliated 

with the organization and involved during the startup period. Two weeks after the hard copy 

letter with the survey link was sent, we followed up with an email reminder and survey link, 
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followed two weeks later with a hard copy postcard with the survey link, and then two weeks 

after that with another email reminder. We received 1,106 responses or 15% of those 

organizations to which a letter had been sent. If we use only those organizations for whom we 

had email addresses for, our response rate would be 23%. The survey consisted of fifty-two 

questions ranging from how the organization got started and the length of time the organization 

had been operating prior to incorporation, how the organization accessed start-up capital and 

funding, what its origins were (i.e., part of an existing nonprofit or faith-based organization that 

then separated and incorporated as a free-standing charitable organization), what activities the 

organization is involved in, context of the market the organization was entering, processes the 

organization developed (board governance, strategic planning, financial management, 

accounting, legal, computer support/IT, human capital, fundraising), founder and leader 

characteristics including demographics, utilization of nonprofit resource centers or other types of 

incubation and start-up support centers, development and use of networks and partnerships, the 

experiences and participation roles of board members, number of employees, and self-reported 

evaluations of performance.  

 

RESULTS – AN EMERGING PICTURE OF STARTUPS 

Based upon analysis of initial results an interesting perspective of nonprofit startups is starting to 

emerge.  We present here five main characterizations of nonprofit startups and nonprofit 

entrepreneurs that are beginning to emerge in this early stage of research and data collection.  

These characterizations paint a picture of nonprofits that are extremely resourceful and operating 

in environments with high organizational uncertainty. 

THE NONPROFIT ENTREPRENEURS 



15 

 

A handful of notable large startups have popularized the myth of the 20-something Harvard 

drop-out as the quintessential entrepreneur – the Steve Jobs and Mark Zuckerbergs of the world.
3
  

How might one characterize a nonprofit founder?  We found several characteristics of nonprofit 

entrepreneurs relative to the existing literature on for-profit entrepreneurs and the nascent social 

entrepreneurship literature.  In the survey results, 59% of the respondents are female and 78% 

report that they are the founder of the nonprofit startup. we find that most nonprofit founders are 

older with an average age of 53, 74% are white, 5% are Black/African American, 2% are 

Hispanic and 16% declined to answer.  Fifty-six percent of the founders have over 15 years of 

professional experience while 35% of the founding teams include someone that has worked as a 

director at another nonprofit,  57% consist of individuals that have served as board members of 

other nonprofits, and 32% of the respondents had been involved in founding another nonprofit. 

The teams of founders have on average more experience in the private sector and or are 

academics compared with individuals who have prior work experience in the nonprofit sector or 

government. Sixty-seven percent of the teams had more than ten years of experience in the 

private sector versus, 33% had more than ten years of experience in government, 39% had  more 

than ten years of experience in the nonprofit sector, and 42% had more than ten years of 

experience in academics. Only 9% of the respondents reported having all of their professional 

experience in the nonprofit sector. The average education levels of founders are very high with 

89% possessing at least a bachelor’s degree. 

 

 

                                                 
3
 This is a stylized myth with the average age of a tech entrepreneur in reality at 39, and twice as many above age 

50 than below age 25.  http://ecopreneurist.com/2009/09/21/the-average-age-of-an-entrepreneur-is-older-than-
you-might-think/ 

http://ecopreneurist.com/2009/09/21/the-average-age-of-an-entrepreneur-is-older-than-you-might-think/
http://ecopreneurist.com/2009/09/21/the-average-age-of-an-entrepreneur-is-older-than-you-might-think/
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Figure 2: Distribution of the Age of Founders. The mean age is 53. 

 

INCUBATION OF IDEAS AND ORGANIZATIONS 

  Ideas have a natural life-cycle.  In the book, Where Do Good Ideas Come From, Johnson 

(2010) argues that many good ideas develop over many years through a process of the “slow 

hunch.”  Startup gurus will often repeat slogans like “fail fast, fail often” referring to the learning 

that occurs through field-testing ideas.
4
  The Startup Genome Project notes the importance of this 

learning process: 

“Most successful startups pivot at least once. Startups that pivot once or twice raise 2.5x more 

money, have 3.6x better user growth, and are 52 percent less likely to scale prematurely than 

startups that pivot more than two times or not at all. A pivot is when a startup decides to change a 

major part of its business.”
5
 

                                                 
4
 http://500.co/2011/02/23/fail-fast-often-by-design/ 

5
 http://startupgenome.cc/ 
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  Nonprofit startups are no different in the sense that many program models and social 

innovations are developed through extensive field testing, but that nature of the nonprofit startup 

process is different than traditional private sector processes.  Many ideas have been incubated by 

what we are referring to as ‘bake sale nonprofits’ – organizations with simple programs that are 

run entirely by volunteers and that generate program support through creative fundraising.  The 

church basement would be the equivalent of the garage for a technology startup as many 

nonprofits are started by members of religious organizations and nurtured in their early years by 

the congregation.  We find that 42% of the organizations in our sample were in existence an 

average of 3.8 years before they ever incorporated as a nonprofit. Most of these nonprofits 

reported having zero full-time staff in their first year of operations and only 27% had one of the 

founders working full-time on the creation of the organization. 

PROFILES OF NONPROFIT STARTUPS 

  As we noted earlier, there are some generally consistent characteristics and attributes of 

the entrepreneurs and the nonprofit organizations they create, lead and direct. Light (2008) 

among others reports an evolution in understanding this class of leader and their organizations as 

a result of survey data. In fact, Light (2008) recants a number of claims and assumptions he’d 

made in earlier scholarship (see Light 2006).  As a result, little empirical research has been 

conducted that begins to profile both the entrepreneur and the nonprofit organization created. 

Our surveys results suggest that the typical nonprofit startup has these characteristics. First, the 

vast majority of seed funding comes from donations and private individuals with 70% of 

nonprofits reporting that their most important source of funding in the first year came from 

donations and another 28% reporting the most important funding source was a private individual 

or family member who was a founder of the organization. Earned revenues account for 26% of 
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funding, government grants or contracts for about 17%, 17% through membership fees, and 24% 

by a foundation grant. Only 9% of organizations report receiving a corporate grant and an equal 

number receiving funding from a parent or affiliate organization. When respondents were asked 

which funding source was the most important in the first years of operation, 37% reported 

donations and fundraisers. The next closest funding source in terms of importance was funding 

from a family or individual who was a founder of the organization; 14% of the respondents 

selected this choice. 

Twenty-Seven percent of the nonprofits report receiving some form of seed funding 

meant to support organizational development with no program activities required with many of 

these seed grants coming from private individuals. Eighty-four percent of the organizations 

reported that their founding members did not take on any debt to finance the organization while 

7% took on less than $10,000 with just over 4% taking on $10 - $25,000 and only 5% took on 

more than $25,000. What is interesting to observe is that in terms of funding, only 26% of the 

respondents note that 100% of their board contributed financially during the first two years of 

operation while an identical amount stated that none of their board members contributed. 

Twenty-percent report that 25% of board members gave, 11% report that half of the board gave, 

and 10% report that three-quarters of the board gave to the organization during these critical first 

two years. 

 The survey results also reveal that about two-thirds of the nonprofits entered markets 

with competitors with 32% reporting that they incorporated because of perceived unmet needs, 

while another 25% stated that their services differentiated them from existing organizations. 

Seventy-seven percent of the respondents suggest that their organizations are innovative and 

doing things differently or experimenting with new program designs and service delivery relative 
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to the nonprofits already in the market. In addition, we find that most of the new nonprofits 

(61%) are formed as the result of the inspiration and work on an entrepreneurial team or 

individual.  In 19% of the cases the nonprofit grew out of programming at another nonprofit, in 

another 13% of the cases it grew out of a social movement, and in only 3% of the cases was the 

organization created in response to a tragic event like the earthquake in Haiti.  

  These nonprofit startup organizations could not develop and grow without a range of 

different supports. One such support is the role of the board. The nonprofit literature is replete 

with studies on board governance. And, where the for-profit startup may receive funding and 

strategic and managerial direction from venture capitalists and incubators and tech parks, we find 

that for nonprofit startups the board is an important source of funding, direction, legitimacy and 

accountability, and inspiration and commitment to the organization’s mission and focus. Sixty-

five percent of the organizations responded that the founding team included an individual that 

has served on the board of another nonprofit with 40% serving as a director of another nonprofit 

and 37% having played a role in founding another nonprofit. Eighty-eight percent of founders sit 

on the board of the organizations they’ve played a role in starting.  

THE IMPORTANCE OF SOCIAL CAPITAL 

  Since early stage funding is a precious resource for nonprofit startups we find that these 

organizations need to be extremely resourceful in the early stages of operations.  They tend to 

rely extensively on the social capital of founders and their communities in order to build the 

organization. The survey respondents report that most boards are working boards that contribute 

professional skills and financial resources. In addition, founders report that networks with other 

organizations are important for their survival and success, as well as key contacts gained through 
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board members.  Interestingly, close relationships with institutional funders are not; an important 

consideration for many nonprofits who often deplete their own scarce resources trying to 

network with large institutional donors. In our sample, 40% of the nonprofits have a founder that 

has served as an executive director at another nonprofit and 68% of the organizations report 

having sufficient support during the incorporation process.  Only 25% reported using services of 

nonprofit resources centers and of those, 9% stated that the services were limited or unhelpful. 

This is an important finding, but should still be interpreted cautiously. It’s important because 

large institutional donors, community foundations, and other public foundations and state and 

local government agencies have often supported nonprofit resource centers as a means to an end 

–  a conduit for building nonprofit capacity that can then be sustained in communities and reduce 

the burden on existing local organizations in the production and delivery of formerly publicly 

financed goods and services. We’re not suggesting that government has defunded critical 

programs, but the overwhelming budgetary and policy evidence is that government seeks a 

healthy civil society in communities to relieve it from providing the majority of funding to 

provide services. 
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Figure 3: Distribution of the Size of Founding Teams. The median size is 

five members per team. 

 

 

GROWTH OF NEW NONPROFITS 

  The stereotypical startup company in the private sector accepts venture capital funding 

and is often pitted in a race against time in order to scale quick enough that it can hit a 

sustainable level of revenues before running out of seed capital. This is NOT the case for the 

nonprofit sector.  There are a small handful of nonprofits that grow rapidly after formation, but 

the vast majority have very modest growth ambitions. Like Hurst’s and Pugsley’s (2011) 

findings on small businesses with modest expectations of growth, some nonprofits are formed 

with a terminal size in mind, such as a small family foundations that makes a few grants or 

mission organizations that perhaps visit a sister community once a year. In our sample, 28% of 

nonprofits report that they plan to stay the same size for the time being, 59% plan to grow 

steadily, 10% aspire to grow aggressively, and 3% plan to close.  
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 To better understand those nonprofits that want to grow, we explore now those 

organizations that report wanting to grow steadily or aggressively, accounting for nearly 70% of 

our sample. Twenty-three percent of these organizations are affiliated with a faith-based 

organization and 47% of those that wish to grow steadily were in existence before incorporation 

while 57% of those that wish to grow aggressively were operating prior to applying for 501(c)(3) 

status. Twenty-eight percent of those organizations that desire to grow aggressively were aware 

of other nonprofits, but believe they could offer a more differentiated service and 37% of this 

group viewed there still being substantial unmet need. Eighty-seven percent of these particular 

organizations (grow aggressively) believe their organizations are innovative and do things 

differently than other nonprofits in the same market.  

Figure 4: Growth and Survival Patterns of Nonprofits. The table below represents a 

transition matrix for organizational size over a ten-year period. It traces a cohort of 

nonprofits from 2007 to 2009 to see how quickly they grow and differential survival rates 

depending on where they started (indicated by the “Exit” column). Data is from the 

NCCS Core Files. 

 

 In terms of resources, nonprofit startups rely on a range of different types of capital, 

human and financial, to support their organizations and the growth trajectories they aspire to. 

1997 

Decile
Percentage Chance of Ending in 2007 Decile

1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th Exit

1st
17 12 9 7 4 3 3 2 1 0 42

2nd
6 12 15 12 7 5 3 1 1 0 38

3rd
3 7 12 17 14 8 4 2 1 0 32

4th
2 3 6 12 19 15 8 4 2 0 29

5th
1 1 3 5 13 23 17 8 3 1 25

6th
1 1 1 2 5 15 28 18 6 1 22

7th
1 1 1 1 2 5 19 35 15 2 20

8th
0 0 0 1 1 2 4 26 41 6 17

9th
0 0 0 0 0 1 1 4 42 36 15

10th
0 0 0 0 0 0 0 1 3 81 13
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Volunteers are an important resource to nonprofit startups with 85% of the organizations desiring 

to grow steadily saying they would have difficulty operating without them and 79% of the 

organizations that want to grow aggressively acknowledging their importance to the success of 

the organization. For those startups that want to grow steadily, all forms of funding mentioned 

earlier (donations, fees, earned revenues, government funding, foundation & corporate grants, 

funding from founders directly involved and supporters that are not on the board and from a 

parent organization) exceed those of the nonprofits that plan to stay the same or grow 

aggressively. The only source of funding that is more important for the nonprofits that want to 

grow aggressively is the private funding from a family or individual that is a founder. This is 

interesting, because for the organizations that wish to grow aggressively, 30% of the founding 

team members take on debt. That is exactly twice as many as founding team members of the 

nonprofits that seek to grow steadily. Another interesting finding about nonprofit startups is the 

percentage of board members that contribute to the operations when differentiated by 

organizational aspirations as to whether they plan on shrinking or closing, staying the same size, 

growing steadily or aggressively. Here we find some interesting differences. For the 

organizations that plan on shrinking or closing, 36% of respondents report that none of their 

board members contribute while another 36% report that 100% of their boards contribute 

financially. The largest percentage of respondents reporting that 100% of their boards financially 

contribute to the organization came from 27% of the startups that plan on growing steadily. 

Given that board members play an important role in contributing financially to a startup, what 

role does their experience with other nonprofits figure into the growth strategies for these 

organizations? For those organizations that wish to grow aggressively, more than 60% report 

having someone on their founding team who has served as a director of another nonprofit, 63% 
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report having someone that served on the board, and 43% reported having someone on the 

founding team who had helped to found another nonprofit, the highest percentage among the 

startups seeking to stay the size or grow. 

 In looking at areas of growth, nonprofit startups often report different challenges in their 

first years of operation. However, when respondents are asked whether they had insufficient 

knowledge, resources, and support, an OK amount, or an adequate amount with respect to 

incorporation, fundraising, and other management areas, the findings provide a clearer picture of 

what differentiates the startups that seek to grow from those that plan to stay the same size, 

shrink, or close. In this regard, 74% of the ‘grow aggressively’ organizations and 68% of the 

‘grow steadily’ nonprofits report having adequate knowledge, resources, and support for 

incorporation. More than half of the nonprofits with these growth aspirations report adequate 

support in the areas of financial accounting and legal support. But, what is perhaps more 

interesting is that even among these nonprofits, less than half report even an “OK” knowledge 

base, resources, and support in the areas of fundraising, board development, program evaluation, 

human resources, and volunteer management. The percentages among those that want to grow 

aggressively and those that desire to continue to grow steadily track between 25-40% in terms of 

“OK” with more knowledge, resources, and support needed. This is surprising in some ways, 

because the management areas that these organizations lack knowledge and resources for are the 

very types of support provided by nonprofit resource centers.  

The results are also interesting because if a nonprofit startup has aspirations to grow 

aggressively one would think they would have a stronger foundation in terms of knowledge, 

resources and support in critical management areas such as fundraising and board developing 

given the high degree of saliency for nonprofit growth with both types of financial and human 
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capital. This is perhaps best illustrated for example, by the fact that 48% of the nonprofits that 

want to grow aggressively noted that they could use more support on fundraising and 40% of the 

same organizations highlighted needing more knowledge and resources in board development, 

program evaluation, HR, and volunteer management.  

Finally, in looking at other resource forms of support, especially for those nonprofit 

startups that wish to grow steadily and aggressively, we looked at self-funding through founders 

and board members, a close institutional relationship with institutional donors (foundations, 

government agencies, etc.). Self-funding through founders and board members was found to be 

very important (our highest category) with 61% of organizations with aspirations to grow 

aggressively citing this resource. For the same organizations, 36% and 26% respectively cited a 

close relationship with institutional donors as being very and somewhat important. Fifty-six 

percent of this group cited contacts provided through founders and board members as very 

important along with 44% that cited partnerships with other organizations. Perhaps most 

noteworthy is that organizations that plan to shrink or close cited self-funding, partnerships, and 

contacts as very important for pursuing their mission. Other interesting findings is that 46% of  

nonprofit startups that plan to grow steadily report that support from a pre-existing community 

through donations and volunteering is very important. 

Another important resource to a nonprofit startups growth is the performance of the 

board. Twenty-eight percent of respondents from organizations that plan to shrink or close report 

strongly disagreeing (8%) and disagreeing (20%) that the board has been engaged. Of those 

startups that report a desire to grow aggressively, there’s also significant dissatisfaction with the 

board’s performance in the early years of formation and incorporation with 8% strongly 

disagreeing and 15% disagreeing that the board is engaged. Those organizations with a desire to 
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grow steadily report the strongest levels of agreement with the board’s engagement with 44% 

agreeing and 29% strongly agreeing with their activity and performance. The same patterns 

among these three growth orientations (shrink, grow aggressively, and grow steadily) reveal 

themself when discussing whether the board has been effective at strategic planning. Again, 55% 

of the grow steadily nonprofits agree that the board has been effective while 33% of the grow 

aggressively and 36% of the shrink or close organizations register dissatisfaction with their 

board’s effectiveness in strategic planning. The only organizations satisfied with their board’s 

performance on fundraising are those organizations that plan to stay the same size (37%) and 

those that plan to grow steadily (37%). In a bright spot on the board’s performance, 38% of the 

nonprofits that seek to grow aggressively report satisfaction with the boards effectiveness on 

human resource management issues. The greatest percentage of respondents with confidence in 

their boards overall performance come from those startups that plan to grow steadily (54%).  

The nonprofit startups that are most critical of their own early organizational performance 

come from the group that seeks to grow aggressively. Compared to the other growth categories, 

this group (66%) rates their internal controls as in need of overhaul, slight improvements, or as 

merely adequate. And yet, they are also the organizations that appear to possess the greatest 

number of board members (0 to 5 or more) with expertise in general management (41% with 4 or 

5 members), expertise in accounting or law (20% of the startups have 4 or more members with 

this knowledge), but these are also the organizations with the least domain specific expertise 

(i.e., children’s mental health) with 42% of organizations having one or fewer members. The 

startups with the greatest number of board members able to contribute financially (36% with 4 or 

more members), a public profile and ability to add legitimacy to the nonprofit (40% with 4 or 

more members), and a passion and commitment to the cause (75% with 4 or more members) are 
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those nonprofits that seek to grow steadily.  As a result, the nonprofit startups that feel they will 

be successfule in achieving significant impact and sustainability are those that plan to grow 

steadily and aggressive (81 and 82% respectively).  What is perhaps the most interesting then is 

looking at these organizational growth aspirations and examining where the founder and/or 

founding team previously had their professional experience. Of the founding teams, fifty-four 

percent of the organizations that plan to shrink or close had more than ten years of experience in 

the nonprofit sector compared to 40% for all the other types of startup growth trajectories. 

Rather, for those organizations that wish to remain the same size, grow steadily, and grow 

aggressively, more than three-quarters had more than six years of experience in the private sector 

(77%, 77%, and 80% respectively). And, in a somewhat unusual finding, 45% of those 

organizations that wish to grow steadily have more than ten years of experience in the academic 

environment. Finally, when we look at the race and ethnicity of the respondents who lead 

organizations that wish to grow aggressively, 11% of Blacks and African Americans are 

represented among these organizations, 2.5 times more frequently than in startups with other 

growth aspirations.  

 

CONCLUSION 

  Many assumptions are made about the economic growth of the country and the health of 

its civil society. Those assumptions often play a role in shaping public policy and the availability 

of credit. Government, unlike financial institutions, has a range of policy instruments at its 

disposal to stimulate or restrain certain types of activities, the growth of certain sectors, and the 

entry and exit of firms from markets.  
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In this study, we’ve begun the initial research of investigating nonprofit startups, their 

entrepreneurial founders and leaders, and the contexts, processes, and service markets they enter 

and leave. This work grew out of collective research on issues of nonprofit density and the 

influence government has to assist or thwart nonprofit organizations in community. Government 

has continued to devolve responsibility to state and local governments and become more 

hollowed out as a result of its increasing reliance on nonprofit firms to produce and deliver 

services, some of which are wholly or partially funded by the state and others where 

government’s dependence is derivative of its expectation that nonprofits will subsidize formerly 

publicly funded services. Nevertheless, understanding context, process and characteristics of 

nonprofit startups and their leaders is of vital importance to government and civil society.   

  Our study is the first of its kind to empirically investigate nonprofit startup organizations 

and to analyze where the patterns are consistent with the for-profit entrepreneurship literature, 

where they are different, and what the similarities and differences mean for government, funders, 

donors, volunteers and supporters, and communities. Ultimately we hope that the task of building 

a model of organizational growth and better understanding vulnerabilities at each stage help 

government grant-makers and foundations better target funds at strategic points in organizational 

expansion periods.  This research can also assist nonprofits in understanding the organizational 

lifecycles in the sector and the variance across the subsectors of the nonprofit economy. 
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