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Agency theory provides a framework for analyzing issues of accountability and performance in nonprofit organizations. It assumes that there exists a goal conflict between the principal and the agent. Given that both parties in the relationship want to maximize their own utility, there is good reason to believe that the agent will not always act in the interest of the principal. Agency problems may occur when agents have objectives that differ from those of the principals and when it is difficult or impossible for the principal to directly verify the performance of the agent (Steinberg, 1990). The most frequently studied internal nonprofit principal-agent relationship is the one between the board, acting as principal, and the manager, being the agent. In line with the economic theories of for-profit organizations, the nonprofit board of directors is acting as if it embodies the organizational mission. However, acting as the board’s agent in this principal-agent relationship, the manager may recruit employees to assist him or her in pursuing tasks set by the board. Consequently, besides the role as an agent of the board, the manager also performs a role as principal with respect to the nonprofit employees (Caers and others, 2006).

In the extant literature, there seem to be two opposite views on the presence of agency problems in nonprofit organizations. The first view argues that agency conflicts may be more severe in nonprofit organizations than in for-profit firms due to difficulties with output measurement (Ben-Ner and others, 2011; Steinberg, 1990), and the lack of efficient principals who can hold agents accountable (Ben-Ner and others, 2011; Brickley and Van Horn, 2002). The combination of these factors can hamper the accurate measurement of managerial and worker performance, the detection of shirking agents, and the creation of meaningful incentive contracts, thereby leading to significant agency problems (Caers and others, 2006). The second view argues that agency problems may be less severe in nonprofit organizations than in for-profit firms. First, independent board members, who represent large donors or other important constituencies, can provide meaningful control over important decision agents so that agency problems may not be significant (Brickley and Van Horn, 2002; Fama and Jensen, 1983). Second, labor donation (Preston, 1989) and positive self-selection (Handy and Katz, 1998) may temper agency conflicts in nonprofit organizations. Third, the relationship between board members and managers can be based on trust instead of control (Miller, 2002), which suggests that stewardship theory may also be an appropriate governance framework to understand the functioning of nonprofit organizations (Caers and others, 2006).

In line with Du Bois and others (2009), we use a discrete choice experiment (Hensher, Rose, and Greene, 2005) to identify the objectives of principals and agents in nonprofit organizations. The sample of our research consists of board members, managers, and employees in nonprofit nursing homes in Flanders (Belgium). In the discrete choice experiment, respondents are asked several times to select their preferred alternative out of a small number of possible alternatives. Each alternative represents a hypothetical year in a nonprofit nursing home, in which particular objectives are not obtained, obtained, or excelled. The purpose of the discrete choice experiment is to estimate the importance principals and agents attach to different objectives, based on the information gathered through the choices they make. By examining whether there is a systematic difference between the objectives of board members, managers, and employees, we are able to assess the presence of agency problems in nonprofit nursing homes. Consequently, our results indicate whether the lack of efficient principals and difficulties with output measurement indeed elicit agency problems between principals and agents in nonprofit organizations or whether labor donation and positive selection can temper these conflicts. In addition, the results of the discrete choice experiment also give us insight into what extent agency control mechanism such as monitoring structures and incentive contracts actually might be implemented into these nonprofit principal-agent relationships.
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