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Marketing and Ethics in Not for Profit Organisations: An Australian Study

June Buchanan, Leanne Carter & Stanley Ng
Macquarie University

Abstract

This research uncovers how some Australian non-profit organisations carry out their
fundraising as a source of income.  This is further considered in terms of the corporate ethics
that underpin these income generating activities, as in current times there is a greater call for
ethical behaviour of company directors.  The results of the survey show that the companies
that have a formal ethical code of conduct, show increased financial performance.
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Introduction

The number of non-profit organisations in Australia has grown by 10% over the past five
years (ABS, 2002). With this growth comes competition for income/donations.  It is estimated
in 1999 there were over 100,000 incorporated associations active in Australia, 10,000
companies limited by guarantee and 3,500 co-operatives (Lyons, 1999).  They provide health,
education and social welfare to many disadvantaged people.  In 1996, Australia’s non-profit
organisations provided employment for almost 600,000 Australians.  This represented 6.5%
of the labour force (Lyons, 1999).   Non-profit organisations do not define themselves in
terms of profits but in terms of their mission (Liao, Foreman and Sargeant, 2001).  Many non-
profit organisations have multiple goals that can be conflicting and inconsistent, complicating
the performance measures (Perrow, 1981).  This paper shares an empirical study of Australian
charities.

Literature Review

Not-for-profits do not follow the profit motive and this in turn allows them to provide social
services to the needy.  However, there is a built in inefficiency that can result in a lack of this
profit focus.  The forces of competition for funds/donations are intense in these current times,
thus marketing strategies are increasingly becoming a way of survival for these organisations.
Donations can be seen as an exchange in which non-profit firms provide an offer, a social
good, in return for donations.  At times the good received by the donor is questionable.
Tullock (1966) provides an example of false offers to potential donors.  The donor would feel
a sense of satisfaction through the donation, yet society received no actual charitable output.
However, where there is ethical behaviour and honesty behind the marketing of charities, then
social allocations are likely to be improved.  Ehrlich and Fisher’s model of advertising (1982)
can be applied to fundraising (Steinberg, 1983).  This model shows that total donations are
lower if donors cannot be certain of the results of their donations. Steinberg (1983) found that
if donors were provided with truthful (claims monitored by an authority) facts about the
distribution of their donations, then total donations will rise.
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A common economic approach to the behaviour of organisations encourages different
treatment of for-profits, non-profits and government providers separately.  While it is
assumed that for-profit firms are seeking to profit-maximise, a different objective is
postulated for non-profit firms. This might include membership maximisation, service
maximisation, or medical-demand maximisation.  It must be noted that there are some
elements that demonstrate the similarities between these organsiations.  Firstly, non-profits,
for-profits and government providers often coexist in many markets (Steinberg, 1987).  In
addition, competitive advantage comes into play as these firms compete with brand names,
prices, quality, distribution and other characteristics for donations, sales, and funding
(Manning, 1973; White, 1979).  It is also influenced by how the managers and directors of
these organisations implement these marketing strategies in terms of ethics and corporate
responsibility, which will ultimately influence the levels of donations and associated income.

Beu and Buckley (2001) define business ethics as “comprising the rules, standards, principals,
or codes giving guidelines for morally right behaviour and truthfulness in specific
situations”(p. 57).  Although the definition gives some guidelines to managers, the application
actually lies in the situation where an ethical dilemma presents itself: “one where the
consequences of an individual’s decision affects the interest, welfare, or expectations of
others” (Beu and Buckley, 2001: 58).  However, in reality, the ethical dilemmas faced by
NPOs today have actually become more complex and pressing than Beu and Buckley
propose.  With resources becoming more and more scarce, and moral standards wavering, it
has become increasingly more tempting for NPOs to engage in unethical practices (such as
misuse of donor funds).

When thinking about ethics and how NPOs and their individual employees apply ethical
principles in fundraising, it is useful to conceive of ethics as having a dual level influence on
behaviour (Moore, 2003). At the corporate level, it comprises the overarching expectation and
increasing insistence that NPOs operate within ethical norms, as that conforms to what is
perceived to be the social good. This is often dictated in the form of a co-operative code of
ethics. At the individual employee level, the assumption is that there is an ethical core which
underpins the activities of individual employees. This can derive from both the context of
socialisation of the employees themselves and the site and location of the operation of their
businesses. Of these two themes, the former appears to be the least researched topic area, but
studying the behavioural elements of a code of ethics on individual employees is necessary
because it is widely accepted that corporate codes of conduct are only one influence on ethical
behaviour in organisations; behaviours are also affected by the ethical code of other groups
relevant to the workplace and the individual employees’ ethical frame of reference (Maanen
and Barley, 1984; Moore, 2003).

Corporate codes are hypothesised to inhibit unethical behavior in organisations and empirical
studies have consistently supported this proposition (Tsalikis and Fritzche, 1989; Murphy,
Smith and Daley, 1992). That is, employees are less likely to undertake unethical or illegal
activity in organisations that have adopted a formal code of ethics.  This finding provides
some preliminary evidence that codes of ethics have tangible effects in the workplace.  An
area that has received some interest is the interplay between formal and informal control
mechanisms in shaping ethical behavior in organizations (Brien, 1998; Cassell, Johnson and
Smith, 1997).  The role of corporate culture and values (informal control) are seen as
especially relevant to understanding how corporate codes of ethics (formal control) influence
the ethical dimension of employee behaviour (Zalkind, 1987).
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Method of Study

This study replicates a U.S. study investigating how fundraising is carried out in non-profit
organisations in the U.S.   This was then extended to explore the code of ethics that also
relates to the fundraising activities.   Surveys were sent to 70 NPOs in Australia, members of
the Australian Council of Social Services (ACOSS National Members).  An 80% response
rate was achieved.  Participants are all nonprofit organisations with operations in Australia.

The formal mode of fundraising can be divided into three different domains (Cordes and
Wilson, 2000).  The first domain considers the fundraising carried out as part of a NPOs’
formal fundraising operations. This includes staff and consultants operating as staff whose
primary function in the organisation is to generate grants and contributions. The second
domain is the NPOs’ internal operations; staff and volunteers whose primary responsibility is
not fundraising but who are nevertheless frequently involved in fundraising activities. The
third domain represents the NPO’s institutional environment. This includes partnering with
other institutions for inputs to carry out the fundraising programmes. One example is the
professional fundraising firms, who, for a fee, organise events or solicit contributions on
behalf of NPOs.  Data was coded and entered into SPSS for analysis.

Results

The respondents are spread across many service sectors.  Table 1 identifies the sub-sectors
our respondents operate within.  Those involved in the ‘community’ sub-sector comprise the
largest group (32%), followed by ‘health related’ (27%).

Table 1. Respondents by sub-sectors

Frequency % of Survey Respondents
Education 6 11%
Health Related 14 27%
Religion Related 6 11%
Environment 5 9%
Community 17 32%
Animals 3 6%
Others 2 4%

Total = 100%

The grants and contributions reported by these organisations include all private contributions
from individuals, foundations and business, as well as grants from the government.  Table 2
provides the break down by level of grants and contributions reported by organisations in this
survey.
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Table 2. Respondents by level of grants/contributions

Frequency % of Survey Respondents
No grants/contribution 4 8%
Less than $5000 15 28%
$50,000 – $250,000 20 37%
$250,000 – $1m 12 23%
More than $1m 2 4%

Total = 100%

In order to gain an understanding of how widespread the professionalism of fundraising has
become in nonprofit organisations, survey respondents were asked how many staff members
or consultants their organisation employs whose primary responsibility is fundraising. Table 3
demonstrates the results:

Table 3. Composition of Fundraising Domain One

Categories of total grants/contributions
Type of Fundraising
Staff

$ 0  -
$50,000

$ 5 0 , 0 0 0  -
$250,000

$250,000 -
$1m

More than
$1m

Total

No full-time 79% 60% 51% 50% 64%
One full-time 21% 35% 33% 0% 28%
More than one full-
time

0% 5% 16% 50% 8%

No part-time 95% 70% 58% 100% 79%
One part-time 5% 25% 25% 0% 15%
More than one part-
time

0% 5% 17% 0% 6%

No consultant 89% 80% 67% 50% 81%
One consultant 11% 15% 25% 50% 15%
More than one
consultant

0% 5% 8% 0% 4%

Since not all fundraising in nonprofit organisations happens at the hands of professional
fundraising staff, the second fundraising domain is designed to see to what extent the various
organisational representatives are involved in fundraising efforts. We found that out of 53
respondents, only two organisations do not have any non-fundraising staff involved in
fundraising activities.

The third domain focuses on the institutional arrangement outside the boundary; this may
include outsourcing the fundraising activities from a professional fundraising firm via a
contractual arrangement. Survey respondents were asked if their organisation had contracted a
professional fundraising firm to solicit funds on behalf of the organisation in their most
recently completed fiscal year. Out of the 53 respondents, only three have arrangements with
external fundraising professionals to organise fundraising events.
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Table 4. Motives, barriers and future insights for the code of ethics in fundraising

Motives
(4/53)

Future Insights
(49/53)*

Barriers
(49/49)

Reasons Frequency Reasons Frequency
Belief that reputation will be
enhanced

√ √ 35/51
Insufficient senior
management commitment

√ 39/49

Industry trends
√ √ 18/51

Limited resources (i.e.
human and financial
resources.)

√ 46/49

Cost savings and/or
operational efficiencies √ -

No clear business case for
sustainability √ 16/49

Increase financial
performance

√ √ 23/51
Unreceptive corporate
culture

√ 21/49

Supplier demand
√ -

Not-in-line with defined
corporate mission

√ 23/49

Belief that access to capital
will be greater

√ 9/51
Too difficult to define or
measure

√ 5/49

CEO/Board commitment - Lack of legal requirements √ 48/49
Employee demand - Peer pressures -
Supplier demand

-
No clear interest from
critical stakeholder groups

√ 34/49

Customer/Consumer demand √ -
General shareholder demand -
Social responsibility demand √ √ 42/51
NGO/Advocacy group
demand

√ 5/51

Competitive advantage √ √ 38/51
Innovative opportunities √ -
Evolution of the Industry √ -

*Of the 53 respondents, 2 believe that sustainable fundraising practices will be less
emphasized in 5 years than today because all donors especially corporate are making “ad hoc”
fundraising impossible. NPOs must fit in with the corporate donors’ vision and guidelines.

Respondents were also asked to address their drivers, barriers and future insights of using
ethical codes on fundraising activities.  Table 4 illustrates the results.  Although our results
show that most of the respondents (49/53) have a formal corporate policy addressing various
forms of ethical issues (e.g. equal opportunities, environmental responsibility), surprisingly,
only four of the 49 respondents have an actual code of ethics in regards to fundraising; two of
these organizations are from the $1m category, and the remainder are from the $250,000 to
$1m category.  However, a consistent result between these four organisations is that the
ethical codes are made available to all those who are responsible for fundraising (e.g.
executive director, development staff, board members, and volunteers), but none of these
organisations have addressed the risks and benefits in their fundraising evaluation processes.

Discussion and Future Research

Our findings suggest that most Australian nonprofits do not have full-time (64%) or part-time
(79%) fundraising employees or internal consultants (81%), who specialise in fundraising
activities (Domain one). Similarly, external fundraising consultants are rarely used (3/53),
despite the fact that these external fundraisers could be more effective in fundraising efforts.
Organisations who have contracted with external fundraisers are more likely to be those in the
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higher revenue groups (i.e. above $1m) compared to the overall sample. On the other hand,
most of the fundraising activities are conducted by nonprofessional fundraisers (such as
administrative staff, volunteers, executive directors and board members), who do fundraising
in the course of their other duties.

One of our major concerns is that the use of nonprofessional fundraisers may undermine the
individual ethical behaviour of Australian NPOs. Our results show that, at the corporate level,
only four organisations have an actual code of ethics in place for their internal fundraisers and
staff who have been assigned fundraising responsibilities. Although the effectiveness of these
codes of ethics is out of the scope of this study, empirical studies have consistently supported
the fact that employees were less likely to take unethical or illegal activity in organisations that
have adopted formal ethical codes (Tsalikis and Fritzche, 1989; Murphy, Smith and Daley,
1992).  Our findings also suggest that organisations with a formal code of ethics are also
enjoying a higher revenue stream. Although data is not available to measure the satisfaction of
motives, we can safely conclude that these organisations are more likely to be the ones
enjoying advantageous outcomes such as enhanced reputation, cost savings, operational
efficiency, and better satisfying of social demand. These are also the most likely forces that
place demands on NPOs to adopt a code of ethics for the next five years (49/53) in order to
sustain competitiveness. Nevertheless, our results also show that the major obstacles to having
a code of ethics in place are: the lack of legal requirement, limited resources and insufficient
senior management commitment. Thus, if Australian NPOs want to reform with a formal and
effective corporate code of ethics, it seems that this is not a matter which can be solved simply
at the corporate level, instead, it requires the cooperation of various social actors to enforce
this issue.

Limitations of this research indicate that other not-for-profit organisations could be
investigated beyond social services.  This too could extend to public sector marketing and the
ethics behind their current drive to provide self-funding to fill the shortfall left by reduced
government funding.  Further exploration may uncover the impact that ethical practices have
on donors’ participation rates and the degree of their contributions.  To this end marketing
managers may be better informed to organise fundraising activities to ensure ethical practices
are adopted.
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