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Introduction 

th

-
ciety organizations in the social, political 
and/or economic scenario of the various 

-

since then, they have gained even more vi-
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cantly, both in number and in participation 

been calling the attention of critics, scho-

-

is that most part of the organizations is 
strongly connected to the government and 
to members of the State apparatus, either 

-
tion in or influence on its administrative 
structure.
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recent years, various suspicions of cor-

incentives that these organizations are 

-
ding the supposed altruistic character of 

is the possibility that their directors are 

passing) for the functioning of such orga-
nizations.

Since the reporting of those suspici-

has arisen in investigating the incentives 

-

and has developed very much in recent 

in the provision of public goods, often ma-
king up for market and state failures and 

nongovernmental sector therefore ended 

bringing the necessity to understand the 
dynamics of this private sector segment 

-

engages in supplying social needs, a func-
tion that, in principle, should be taken on 
by the State (directly or even by private 
sector contracting).

-

sources of funding for the activities and 

organizations for international coope-

bodies, contributions from members, 
donations from individuals and business 

moves a great volume of funds around the 

control mechanisms established either by 
the organizations themselves or by imposi-
tions stemming from the external relations 
that they maintain.

-
-

teract in an asymmetric information envi-
ronment. According to the literature, one 
important control mechanism that can 
minimize agency costs and improve the 

-

The aim of this paper is to study the 

Our main task is to test if there 

also due to the size of the board of the 

The methodological approach is the 
stochastic production frontier applied in 

-

analysis is related to their performance in 
2006.

-
rate (principal-agent relationship) from a 

-
sent the estimated model, the data, and the 
results. Finally, the last section presents 
conclusions.
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The political economy of NGOs

-

principal-agent problem.1 -
-

-

-

donate funds to third sector organizations 
are the true sponsors of their activities, and 

donors of funds play the role of the prin-
cipal, since they have a true interest in the 

Principal-agent problems arise due to 
the existence of divergent preferences bet-

-
-

seem to be realistic. Another factor that ag-
gravates the principal-agent problem is the 
existence of certain limitations in the over-

access to more information represents an 
additional cost to the principal.

-
sen2

there is a cost to establish and monitor con-

-
dering that the degree of oversight that he 

-

precision of the information obtained by 

-
ble makes it possible to measure the level 

actions, given that their interests generally 

-

-

they share principles and purposes. Do-

to the closeness of their principles to the 
-

dreoni; Payne, 2003). Still, it is assumed 
that these donating individuals and entities 

-
-

mechanisms in the mitigation of agency 

existence of a board is mentioned as an im-
portant strategy to address these problems. 

is the main internal control mechanism ai-
ming at the solution of agency problems.
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to supervision the organizations are, the 

short-term donations and generally do not 
-
-

location of resources. So, even though they 
-

dly have more control over the organizati-

accurately and, therefore, end up not con-

-

-

is strongly influenced by the type of donor 

more from them mechanisms through 

hide from the principal any negative infor-

-

the author, this is even more likely to occur 

other external ones can strongly influence 

and A. Kalegaonkar (2002) maintain that the 

hypothesis indicated by M. Auteri and 

the board, measured by the number of its 
members, and the number of programs 

J. Greenlee et al. (2007) point to the impor-
tance of board members in the prevention 

and to reduce the occurrence of fraud.
For the big donors, such as interna-

tional institutions and agencies, it might 

-

necessity is not so easily addressed in the 

individually.
-

-
dicate that, in some cases, donors do not 

authors tested the hypothesis that the pre-
sence of donors, especially public institu-

public agency supervises the organizations 
it subsidizes, the impact on the organizati-
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has a great influence on their performance, 
and indicate four external challenges to be 
addressed by those organizations: (a) public 
legitimacy and accounting transparency, 

-
-

as agencies that provide resources for the 

of the international funding could be vie-

-

generally international public goods. A bet-
ter environment is a good example of this.

J. Andreoni and A. A. Payne (2003) state 
that third sector organizations compete in 
a market for donations. Usually, in dona-
ting to an organization, an individual de-
cides not to donate to other organizations, 
that is, individuals give their resources to 
only one entity. Hence the necessity arises 

on fund-raising are strategic decisions of 
the organizations, considering that there is 
a scarcity of donations.

-

behavior can be explained through an 
analysis of the incentives and constraints 
created by the institutional environment 

-
mance, create counterproductive incenti-

incentives and organizational pressures, 

-
tence of a market for international aid 

the organizations in a much more compe-
titive environment, and they tend to mir-

private sector so as to structurally reorga-

an incentive to professionalize themselves, 
to be accountable for their expenditures, 
and to demonstrate concrete results of their 

tools to guarantee the contractual relations 
-

of the organizations, the agents can divert 
resources aiming at opportunistic gains.

NGOs: do incentives matter? 

Methodology: Stochastic Production Fron-
tier. 

model of Stochastic Production Frontier 

3

the random errors related to the produc-

-
sible for deviations of the observed output 

model can be expressed as:

( )iiii UVxY −+=   (1)

where Yi is the production (in log form) of the firm i 
(i=1,...,N);

xi is a vector (k x 1) of variables (in log form4 unless the 
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variable is binary) which explain or affect the production 
of firms;

β is a vector (k x 1) of parameters to be estimated;

Vi represents the random errors and, as per hypothesis, 
have a distribution N(0, 2

V ) independent from iU ;

iU  are non-negative random variables associated with 
technical inefficiency in the production, as per hypothesis 
independently distributed in a zero-truncated normal 
distribution in which ~N ),( 2

Uiz .

-
ency iU
of production in relation to the stochastic 
frontier )( ii VX +

-

iU  is a function of iz  ex-
planatory variables, modeled according to 

iii zU +=   (2)

in which iz  is a vector (p x 1) of explanatory variables 
concerning the inefficiency of the firms and δ is a vector 
(1 x p) of parameters to be estimated. The error term, 
i , as per hypothesis, is a white noise with distribution 

N(0, 2). 

-

-

frontier parameters and those concerning 
-

ously estimated.
Starting from the estimates of the δ 

parameters, inferences can be made on 
the iz

further introduced the γ parameter, 

variables iU  and iV
γ =[(σU

2 /(+σU
2 +σV

2)]∈[0,1], it can be said 
that values of γ closer to one mean that the 
observed deviations in relation to the fron-

-
tive variables of iU .

Data and Sources. -
tes the impact of internal control mecha-

-

obtaining detailed data on the operation of 

-
nizations.

-
ronmental issues. According to S. S. Ama-

-
-
-

lian third sector.

for the year 2006 on the performance of 315 

in the 2007 Environmental Management 
Analysis Yearbook5

reason, the sample used only contains 105 
of the 315 organizations.

Due to the scarcity of information on 
-

done starting from a list of entities re-
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-
rent from the average of the information 

excluded.
The survey covered many aspects, 

such as the origin of the resources recei-
ved in 2006, the means of dissemination 
of information on their activities, their 

-

regarding the year of establishment of 
the organizations, their scope of activity 
(local, state, regional, national and/or 
international)6, the number of members 
of their boards, the number of employ-
ees and volunteers, and the amount of 

-
mate the Stochastic Production Frontier 

Specification and Estimation of the 
Stochastic Production Frontier. Using the 

-

production function:

ln 10iY +=  ln 2iK +  ln iL  +
)( ii UV −+  (3)

in which  iY , iK  and iL  represent, respectively, produc-
tion, capital stock, and labor stock of each of the organiza-
tions in the sample.

-
vided by the organizations themselves on 

-
vision of public goods, and this is done 

-
refore, the expenditures of the organizati-

-
garithm), assuming that the older the orga-
nization, the more experience it has in the 

number of employees plus the number of 

(natural logarithm).
-

-

-
-

use it both as a factor of production and as 

-
-

regional, or national/international).
-

pact of transfers of public resources to 

variable that could be used to test such hy-
pothesis (percentage of resources obtained 
by sources other than the government) did 
not present variability in the sample and, 
therefore, the results obtained in the re-
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Results. 
-
-
-

rature presented earlier in this study, and 
all of the estimated parameters are statisti-

for state, regional, and national/internatio-
-

cipal scope dummy variable as a reference, 
all the others (state, regional, and national/
international scope) are negative in sign, 

-
-

-
nantly local scope, due to the proximity to 
local interest groups.

tool of internal control that contributes to 

5<0). A similar result 

and J. Greenlee et al. (2007), according to 

board or the number of its members posi-
tively impacts the performance of nonpro-

age, in the error term, presents a positive 
4

as evidence favorable to the hypothesis 

sign of β1), but also structures and/or me-
-
-

-

part of the total variance of the composed 
error term in the production function is 
explained by the variance of the technical 

Table 1
Estimated parameters of the stochastic production frontier

Parameters/variables Estimates t-value
β0 11.08 18.70
β1 18.00 6.88
β2 (Ln number of employees and volunteers) 0.37
δ0 3.85 3.64
δ1 (z1- state scope dummy) -2.18 -1.67
δ2 ( z1- regional scope dummy) 2.21
δ3 ( z1- national/international scope dummy) -3.15 -3.24
δ4 ( z2 1.56
δ5 ( 

z3- number of board members) -0.11 -2.18
2 ( 222

vu += ) 3.84
γ 1,00
Log of the Likelihood Function -216,26

Source: Prepared by the authors based on regression results.
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Conclusions

-
-

that act in local, state, regional or national/
international level in the year 2006.

According to the economic literature, 
-

agency problems, caused especially by 
the existence of asymmetric information 

the boards of directors of the organizati-
ons can be an important tool for reducing 

-
ally suggested in theory, namely, that the 
number of board members positively inf-

-

Under the hypothesis that the envi-

-

the hypothesis rose earlier in the paper: 

-

more competitive than local funding mar-

-
ponent, the results suggest that, in the 

production input, this variable proved to 
-

-

1

2 See also J. L. Miller-Milsensen (2003) for a refer-
-

ment.
3

improvement of the method and to the extension 
of its applications.

4

function.
5 -

biental (2007).
6

more than one state belonging to at least one of 

and/or in other country or countries.

Notes
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