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Abstract

This paper presents a microeconomic model of self-selection into nonprofit
management. First, we extend previous models by assuming that individuals are
heterogeneous in multiple dimensions besides intrinsic motivation, including
managerial ability, self-image concerns, and laziness at work. Second, we consider the
public sector as an alternative to nonprofit sector employment, and assume that
nonprofit, for-profit, and public sectors differ in the perceived level of red tape, and
the potential levels of fixed pay and variable pay. We show that self-selection into
nonprofit management is a complex process that depends on multiple factors, and
formulate conditions that need to be fulfilled in order to have self-selection of
heterogeneous individuals into nonprofit management. From this finding we derive a
number of important avenues for future research.
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1. Introduction

Self-selection in the labor market refers to situations where utility-maximizing
individuals self-select themselves into certain job positions (Heckman and
Sedlacek, 1985; Goddeeris, 1988). In this paper, we focus on self-selection into
managerial positions in the nonprofit sector. In contrast to for-profit firms,
nonprofit organizations are subject to the nondistribution constraint, which
prohibits the distribution of residual earnings to those in control of the
organization, such as board members and donors (Hansmann, 1980). In markets
characterized by asymmetric information, the nondistribution constraint acts as a
signal of trustworthiness. For uninformed consumers, it indicates that the quality
of service will not be compromised by the organization’s pursuit of profit
(Hansmann, 1980). For uninformed potential managers, it is a signal that they
can work for a cause they care about without being exploited for the
organization’s financial gain (Rose-Ackerman, 1996; Ben-Ner et al., 2011).

According to the theoretical literature on self-selection into nonprofit sector
employment, nonprofit organizations are assumed to attract managers who
(1) have a strong commitment to the organization’s mission (Handy and Katz,
1998), (2) want to produce high quality services (Hansmann, 1980), and (3) care
relatively little about financial gain but relatively highly about putting their own
ideals into practice (Rose-Ackerman, 1987: 812). Not surprisingly, intrinsic
motivation plays a core role in these self-selection models. The main idea is that
by offering lower wages, nonprofit organizations can generate positive self-
selection among potential managers because of the utility implications of
intrinsic motivation (see Handy and Katz (1998: 252-259) for a formal model).
Besides the focus on intrinsic motivation, other aspects also have been analyzed
in the literature, including (1) the public sector as an alternative to nonprofit
sector employment, (2) the existence of heterogeneity for multiple work-related
dimensions besides intrinsic motivation, and (3) the use of financial incentives
to align the interests of managers with those of the owners. First, given that
individuals may also self-select themselves into public management (Delfgaauw
and Dur, 2010), a distinction should be made between three generic sectors of
employment: the nonprofit sector, the for-profit sector, and the public sector. As
such, one takes into account that governmental and nonprofit organizations are
characterized by theoretical and behavioral differences that may explain an
individual’s choice between these two ownership types (Kapur and Weisbrod,
2000; Francois and Vlassopoulos, 2008; Feeney and Rainey, 2010; Ben-Ner
etal., 2011; Chen, 2012). Second, besides differences in intrinsic motivation,
managers may also be heterogeneous in other work-related dimensions. A
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number of economic models have considered the implications when managers
differ in managerial ability (Handy and Katz, 1998; Delfgaauw and Dur, 2010),
self-image concerns (Brekke and Nyborg, 2010), or laziness at work (Delfgaauw
and Dur, 2008). Third, just as for-profit firms, public and nonprofit
organizations may use financial incentives to align managerial interests with
those of the organization (e.g. Roomkin and Weisbrod, 1999; Preyra and Pink,
2001; Brickley and Van Horn, 2002; Dixit, 2002; Ballou and Weisbrod, 2003;
Dal Bo et al., 2013). However, when incorporating this idea into self-selection
models, one needs to take into account the possibility that monetary rewards
may undermine intrinsic motivation (Frey and Jegen, 2001; Bénabou and Tirole,
2003; Canton, 2005).

This paper presents a general microeconomic model of self-selection into
nonprofit management. By integrating economic and psychological literature on
work motivation, incentives, and managerial behavior in nonprofit, for-profit,
and governmental organizations, we extend previous managerial self-selection
models in multiple ways. As such, we believe that our model can be used as a
framework for future research. For example, it may provide a basis for
explaining nonprofit wage differentials or serve as a guideline for future
research on sector choice by potential managers. The remainder of the paper is
organized as follows. Section 2 discusses the theoretical foundations of the
model. Section 3 outlines the model and describes self-selection into nonprofit
management. Finally, Section 4 suggests some avenues for future research and
Section 5 concludes.

2. Theoretical background

2.1. Heterogeneous individuals

Individuals can be heterogeneous in multiple dimensions. First, there may be
heterogeneity in managerial ability. The underlying idea is that high-ability
managers produce more output, obtain higher earnings, and attain higher utility
(Rosen, 1982; Handy and Katz, 1998). Only a few self-selection models have
considered heterogeneity in managerial ability among job applicants (Handy and
Katz, 1998; Delfgaauw and Dur, 2010). However, given differences in
stakeholder accountability, revenue structure, and organizational objectives, it is
unlikely that management positions in each sector require the exact same set of
management skills. Tschirhart et al. (2008) investigate the choice of sector of
employment by MPA (Master of Public Administration) and MBA (Master of
Business Administration) graduates. They take into account differences in



perceived competence to work in each sector and find that (1) individuals with
MPAs report greater perceived competence to work in the government than
those with MBAs, and (2) perceived competence in a sector predicts the desire
to work in that sector. Consequently, in line with Tschirhart et al. (2008), we
take into account that individuals’ managerial ability may vary across sectors,
thereby influencing their choice of sector of employment.

As in Bénabou and Tirole (2006), we make a distinction between three types of
motivation: extrinsic, intrinsic, and reputational. Extrinsic motivation stems
from ‘the standard pecuniary or other material rewards that an individual may
receive from outside’ (Francois and Vlassopoulos, 2008: 23). Chetkovich (2003)
finds that financial rewards and job security are the most frequently reported
reasons for sector choice among graduate students favoring the for-profit sector.
Tschirhart et al. (2008) find that the greater the importance an individual places
on having a career that allows him or her to earn a high salary, the less likely an
individual will desire a job in the nonprofit sector, and the more likely an
individual will desire a job in the for-profit sector. Furthermore, LeRoux and
Feeney (2013) show that managers who anticipate financial bonuses or pay
increases are more likely to work in the for-profit sector than in the public or the
nonprofit sector.

Intrinsic motivation means that an individual ‘performs an activity for no
apparent reward except the activity itself” (Deci, 1972: 113). Chetkovich (2003)
reports that ‘serving the public’ and ‘making a difference’ are the most
commonly mentioned reasons for sector choice among public- and nonprofit-
oriented graduate students. Tschirhart et al. (2008) find a statistically significant
positive relationship between the importance placed on having a career that
allows one to help others and the desire for nonprofit and public employment.
Different conceptualizations of intrinsic motivation are possible (Rose-
Ackerman, 1996; Francois and Vlassopoulos, 2008). First, intrinsic motivation
can be modeled as pure or output-oriented altruism. In this case, individuals
have a concern for the level of output of the organization they work for
(Francois, 2007; Ghatak and Mueller, 2011). Second, intrinsic motivation can
also be modeled as impure or action-oriented altruism. This means that
individuals intrinsically value their personal contribution to the organization’s
output, and receive a ‘warm glow’ from exerting effort at work (Andreoni, 1990;
Besley and Ghatak, 2005; Delfgaauw and Dur, 2007). Third, intrinsic motivation
can also be independent of output and effort. In this case, intrinsic motivation
can be modeled as a non-monetary benefit of being employed in the public or



nonprofit sector (Handy and Katz, 1998, Delfgaauw and Dur, 2010). Throughout
the paper we assume that intrinsic utility is generated by providing effort. As
noted by Francois and Vlassopoulos (2008), the advantage of using this form of
altruism in modeling manager selection is that no free-riding problem arises, as
individuals’ intrinsic rewards depend exclusively on their own contribution to
the output of the organization.

Individuals may also obtain a reputational return from being employed in the
public, nonprofit, or for-profit sector. This stems from the idea that individuals
care about their self-image, want to be respected by others, and differ in their
need for prestige, status, and social recognition (Wittmer, 1991; Bénabou and
Tirole, 2006; Caers et al., 2009; Van Puyvelde et al., 2016). We assume that
individuals are heterogeneous in their self-image. The concept of self-image
captures how people feel and think about themselves (Akerlof and Kranton,
2005). Consequently, in economic models, individuals’ self-image typically
describes their gains and losses in utility generated by behavior that conforms to
the norms for particular social categories of people (Akerlof and Kranton, 2005).
Although self-image is a well-known determinant of human behavior in social
psychology, only a few authors have included this concept in their economic
models of work motivation (Brekke et al., 2003; Akerlof and Kranton, 2005;
Bénabou and Tirole, 2006; Brekke and Nyborg, 2010). In line with Brekke and
Nyborg (2010), we take into account that individuals have a preference for
regarding themselves as a manager who is important to others, and that this
preference may differ across for-profit, public, and nonprofit sectors.

Finally, as in Delfgaauw and Dur (2008), we also consider heterogeneity in
individuals’ laziness. Heterogeneity in laziness at work typically stems from
differences in work ethic and differences in work morale, and can be associated
with individual differences in personality traits (Delfgaauw and Dur, 2008). In
psychology, the most prevalent taxonomy of individual differences is the five-
factor model of personality structure, commonly known as the ‘Big Five’:
agreeableness, conscientiousness, extraversion, neuroticism, and openness to
experience. Psychological research has shown that of these five factors,
conscientiousness is the one that is consistently positively related with work-
related behavior in all job types (Fong and Tosi, 2007; Furnham, 2008).
Conscientiousness refers to ‘the extent to which someone is achievement
oriented, dependable, persevering, hardworking, and deliberate’ (Fong and Tosi,
2007, p. 165). It plays an important role in both the level of effort provided by
an individual and the level of performance attained by this individual.



Individuals who are low in conscientiousness are typically seen as lazy, careless,
not-well organized, and nonproductive (Hogan and Ones, 1997; Caplan, 2003).
Consequently, a lack of conscientiousness can be a major problem in the
workplace. We assume that people with a higher degree of laziness will be more
eager to shirk than others, for example by showing up late, taking their time, and
spending their effort on non-work projects (Caplan, 2003). Therefore, as in
Delfgaauw and Dur (2008), we assume that managers with a higher degree of
laziness will incur a greater cost of effort than their colleagues.

2.2. Heterogeneous sectors

Separating ownership from control gives rise to agency problems in
organizations (Fama and Jensen, 1983). Owners (principals) and managers
(agents) of an organization can have different interests, and asymmetric
information and potential opportunistic behavior by agents make it difficult or
expensive for principals to verify the agents’ actions (Eisenhardt, 1989). One
way to alleviate agency problems and align the interests of managers and owners
is the use of financial incentives. Some authors have compared the use of
financial incentives in nonprofit, for-profit, and governmental organizations
(Roomkin and Weisbrod, 1999; Preyra and Pink, 2001; Ballou and Weisbrod,
2003). Their results show that managerial wages in for-profit firms are
characterized by a larger amount of bonus pay than wages in nonprofit and
governmental organizations. However, a drawback of monetary reward systems
is that they may undermine intrinsic motivation (Frey and Jegen, 2001). Some
authors have recognized the importance of motivational crowding out in their
microeconomic models of incentives and work motivation (Bénabou and Tirole,
2003; Canton, 2005). In line with the aforementioned studies, we take into
account (1) the existence of sectoral differences in fixed pay and variable pay,
and (2) the different effects of variable pay on managerial effort.

In addition, compared to for-profit and nonprofit organizations, public
institutions are generally characterized by higher levels of bureaucratization and
red tape (Rainey et al., 1995; Boyne, 2002; Feeney and Rainey, 2010; Chen,
2012). Bureaucratization denotes the enforcement of formal but inflexible
procedures, protocols, and regulations for decision making that contribute to the
centralization of power in an organizational hierarchy (Wilson, 2000). Formal
but pointless rules are often referred to as red tape (Bozeman, 2000). More
specifically, Bozeman and Scott (1996: 8) define red tape as ‘organizational
rules, regulations, and procedures that serve no appreciable social or
organizational function but nonetheless remain in force and result in



inefficiency, unnecessary delays, frustration, and vexation’. Higher levels of red
tape have been associated with negative work attitudes (Chen, 2012) and a
higher degree of managerial alienation (DeHart-Davis and Pandey, 2005).
Furthermore, individuals’ motivations for selecting a job as public or nonprofit
manager may be related to their perceptions of red tape and job discretion in
these sectors (Feeney and Rainey, 2010; LeRoux and Feeney, 2013).
Consequently, we assume that (1) red tape increases the cost of effort, and
(2) perceptions of the sectoral level of red tape influence the choice of sector
employment.

Finally, behavioral differences between public and nonprofit providers are not
always clearly emphasized (Francois and Vlassopoulos, 2008). Although some
economic models of intrinsically motivated managers can be applied to both
public and nonprofit organizations (Besley and Ghatak, 2005; Delfgaauw and
Dur, 2007; Francois, 2007; Delfgaauw and Dur, 2010), there may be a number
of reasons why public and nonprofit providers behave differently. First, as
suggested by Francois and Vlassopoulos (2008) and Ben-Ner et al. (2011),
differences in accountability may explain behavioral differences between public
and nonprofit organizations. While government bureaucrats answer to elected
politicians, managers of nonprofit organizations are accountable to a (mostly
voluntary) board of directors, which may consist of donors of their organization.
Second, public and nonprofit organizations may also have different objective
functions (Kapur and Weisbrod, 2000). Some nonprofit organizations emerge in
the economy to correct government failures in collective goods markets with
demand heterogeneity (Weisbrod, 1975). In this case, public firms often provide
collective goods only at the level that satisfies the median voter, while nonprofit
organizations attempt to meet the residual unsatisfied demand for these goods.
Lee and Wilkins (2011), however, find that managers who value the ability to
serve the public and public interests are less likely to work in the nonprofit
sector than in the public sector. Consequently, they argue that although the
motivation behind nonprofit employment may overlap with several dimensions
of public service motivation (for example, the provision of public goods), the
intrinsic motivation of public and nonprofit managers is not identical. The
treatment of intrinsic motivation in our self-selection model is closely related to
this observation made by Lee and Wilkins (2011). More specifically, we assume
that individuals may have a different intrinsic preference for working in the
nonprofit, public, and for-profit sector due to sectoral differences in
organizational accountability and organizational objectives.
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3. The model

Consider an economy in which production takes place in three sectors
s € [f, g,n]: the for-profit sector (f), the public sector (g), and the nonprofit
sector (n). In these three sectors, production takes place in organizations. We
consider a moral hazard setting in which effort is not observable. However, the
manager’s output is observable, and organizations may use output-based pay to
ensure managerial compliance. We assume that individuals have a choice
between being employed as a manager in a for-profit, nonprofit, or
governmental organization. In addition, individuals can decide to remain
unemployed or opt for a non-managerial job position. In this case, they obtain
the outside option utility U, > 0. Consequently, individuals will choose to be
employed as a manager as long as the utility that they obtain from this job is at
least as high as their outside option utility.

We consider a continuum of individuals who are risk-neutral and heterogeneous
in four dimensions. First, they differ in managerial ability « € [0, &]. We argue
that (1) managerial ability is required to generate output, (2) individuals with a
higher managerial ability are more effective managers, and (3) managerial
ability of an individual may be different for each sector. Second, individuals are
heterogeneous in their intrinsic motivation: y* € [0,y]. As nonprofit and
governmental organizations are often characterized by differences in
accountability and differences in objective functions, we thereby incorporate the
possibility that individuals may have a different intrinsic preference for working
in these sectors. Third, we assume that individuals may have a preference for
regarding themselves as a manager who is important to others, and that this
preference may differ across sectors: A° € [0,4]. Finally, we assume that

individuals are also heterogeneous in their laziness at work: 8 € [0,8]. We
assume that managers with a higher degree of laziness will be more eager to
shirk than others, and therefore will incur a greater cost of effort than their
colleagues. In other words, differences in work ethic, work moral, and
conscientiousness are not directly modeled, but captured in the dimension
‘laziness at work’. The reason behind this is that this dimension is related to the
cost of effort, and consequently also to shirking behavior and agency problems
in organizations. As such, the utility function of being employed as a manager in
sector s is given by:

U = q,Ug + qU} + q3Ug — C* €Y
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where U; is the extrinsic utility from working in sector s, U; is the intrinsic
utility from working in sector s, U3 is the reputational utility from working in
sector s, and C*® is the cost of effort in sector s. g4, gq,, and g5 are parameters
denoting the relative importance of the components in the utility function
(q1 + q2 + g3 = 1). The extrinsic utility component refers to the individual’s
potential earnings. A distinction can be made between potential fixed pay (base
pay) and potential variable pay (output-based pay). The output X° produced by a
manager in sector s is a function of his/her effort e and managerial ability
a®: X° = a’e®. Consequently, the extrinsic utility component of a manager in
sector s can be written as:

Ui =wp + wg X° =wg +wga’e’ 2

where wi > 0 is the potential base pay in sector s and wg = 0 is the potential
output-based pay in sector s. In addition, we assume that the intrinsic utility
component is given by:

s _ .ySeS
i eveny ®

As such, we take into account that incentive-based monetary rewards crowd out
intrinsic motivation. The remaining utility component, reputational utility,
depends on the individual’s self-image concerns and his/her produced output:

U = A°X5 = A%a’e’ @)

The underlying idea is that the more output the manager generates, the more
important he/she is for others working in the organization. Finally, individuals
also derive disutility from exerting effort. We assume, as usual, that the cost of
effort is increasing and convex, and posit that this cost will be influenced by the
degree of laziness for exerting effort (6), and the perceived level of red tape in
sector s (r°):

CS=(1+6)1+ rﬂg (5)
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Consequently, the utility function for being a manager in sector s is given by:

S,S (eS)Z

U = quwp + quwy a’e’ + fhﬁ +qzliate’ —(1+0)(1+7r°)— (6)

Maximizing this utility function with respect to effort (e®) gives us the optimal
level of effort for a manager in the for-profit, public, and the nonprofit sector:

S
S S y S S
. qWx +QZ—(1 ) + g ]
@A+ +r9

()

e

As such, the following lemma can be formulated:

Lemma 1. (1) Optimal effort increases in managerial ability, all else equal.
(2) Optimal effort increases in individuals’ intrinsic motivation, all else equal.
(3) Optimal effort increases in individuals’ self-image concerns, all else equal.
(4) Optimal effort decreases in laziness at work, all else equal. (5) Optimal
effort decreases with the level of red tape, all else equal. (6) Optimal effort
increases with output-based pay, all else equal, but this effect is reduced by the
crowding out of intrinsic motivation.

By substituting the optimal effort level (Eq. 7) in the utility function (Eg. 6), we
obtain individuals’ maximum utilities from being employed in the for-profit,
public, and the nonprofit sector (see Appendix 1):

S

2
WS + g, —Y—+ Asas]
q1Wx qz d+w) qs
201+ 6)(1+ 719

Us(e™) = qiwi + ®)

We assume that individuals choose between a job as manager in the for-profit,
public, and the nonprofit sector. Consequently, they will prefer a job as
nonprofit manager if the maximum utility that they can obtain from this job is
higher than the maximum utility level that can be obtained from becoming a for-
profit or a public manager:
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ut(e™) > Uf(e*f)

2
n 2 fof Y fof
- [Q1Wga”+qZ(1_]|_/7Wg)+Q3l"a”] N ‘) [Cth“ tq 1 +W{) + @V a .
=
UWs 20+ 6)(A + ™) T1Ws 20+ 6)(1 + 1) ©
Um(e™) > U9(e*9)
y" ? 9,9 v? 29a9 ’
. [%W}Za” +q; T+wh) + qgl"a"] . G1wx a® +q; @ +wd) + q3A%a
= quwy + > qwp + (10)

20+ 6)A + 1) 21+ 6)(1 +19)
Handy and Katz (1998) show that lower wages in the nonprofit sector attract
managers who are more committed to the cause of the nonprofit. In other words,
they assume positive self-selection among potential managers in terms of
intrinsic motivation. We argue, however, that self-selection of intrinsically
motivated individuals into nonprofit management is not that straightforward.
More specifically, in order for individuals to self-select themselves into
nonprofit management, two conditions need to be fulfilled simultaneously.

Proposition 1. Individuals will strictly prefer a job as nonprofit manager if:

A

2 f ]

n,mn y" nn] [qwfaf+q 14 + gz M af

A c s M I A (e Rl
20+ +rm) 20+ 6)A +rf)

n

[qlwa?an +q; (1_]}_/—

; ;
4 + q3A9a9

’ qwy a9 + qy ——5~
| Lo o i

2

n n
) + g3
20+ 6)(1+rM)

2(1+60)(1 +1r9)

> ql(wg -wh)

— > ql(wg - WE})

However, as can be seen from this proposition, the conditions depend on a
number of factors besides intrinsic motivation, including managerial ability,
self-image concerns, laziness at work, the perceived level of red tape in each
sector, and the potential levels of base pay and output-based pay in each sector.
Furthermore, the parameters reflecting the relative importance attached to each
utility component also influence the choice of sector of employment. In sum, in
contrast to previous models, we emphasize that self-selection into nonprofit
management is a complex process that depends on multiple factors.
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4. Avenues for future research

Our model shows that self-selection of heterogeneous individuals into nonprofit
management is a complex process: lower wages in the nonprofit sector do not
necessarily guarantee that highly intrinsically motivated individuals will self-
select themselves into nonprofit management. From this finding, we derive three
important avenues for future research: (1) self-selection and nonprofit wage
differentials, (2) self-selection and agency problems in nonprofit organizations,
and (3) factors affecting sector choice by potential managers.

4.1. Self-selection and nonprofit wage differentials

Empirical studies on managerial pay across organizational forms within the
same industry generally find that nonprofit managers earn less than their for-
profit counterparts (Preston, 1989; Roomkin and Weisbrod, 1999; Preyra and
Pink, 2001; Ballou and Weisbrod, 2003; Preston and Sacks, 2010; Narcy, 2011).
Handy and Katz (1998) suggest that this may reflect nonprofit organizations’
successful policy of attracting committed individuals. However, when making a
distinction between fixed pay and bonus pay, another image occurs. Ballou and
Weisbrod (2003), for example, compare managerial wages in the U.S. hospital
industry and find that (1) mean base salaries are the highest in the nonprofit
sector, lower in the public sector, and the lowest in the for-profit sector,
(2) bonuses are the largest in the for-profit sector, much lower among
nonprofits, and the lowest among governmental hospitals, and (3) bonus
eligibility differs strongly across organizational forms, ranging from 85% in for-
profit hospitals to 67% in secular nonprofit hospitals, 43% in religious nonprofit
hospitals, and only 28% in governmental hospitals. Taking these findings into
account, we argue that in order to investigate nonprofit wage differentials,
researchers should make a clear distinction between fixed pay and bonus pay.
Given that our self-selection model acknowledges this distinction, and analyzes
the effect of both types of pay on the choice of sector of employment, we
believe that it provides a useful basis for future research on wage strategies as a
tool to induce self-selection of individuals into nonprofit management.

4.2. Self-selection and agency problems in nonprofit organizations

Unlike for-profit firms, nonprofit organizations do not have shareholders who
(1) are legally entitled to residual claims and (2) have financial incentives to
control their agents (Brickley and Van Horn, 2002; Ben-Ner et al., 2011; Van
Puyvelde et al., 2012). In addition, given the complex objectives and hard-to-
observe outputs of most nonprofit organizations, owners may experience
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difficulties in finding effective performance criteria that can serve as a basis for
managerial remuneration schemes (Brickley and Van Horn, 2002; Jegers, 2009;
Van Puyvelde et al., 2012). Consequently, just as in for-profit firms, agency
problems may also be present in nonprofit organizations (Du Bois et al., 2009;
Van Puyvelde et al., 2016). Handy and Katz (1998) suggest that lower wages
generate positive self-selection among potential nonprofit managers in terms of
intrinsic motivation. As such, agency problems between owners and managers
may be largely resolved. We argue, however, that self-selection into nonprofit
management depends on multiple factors besides intrinsic motivation, including
managerial ability, self-image concerns, laziness at work, the perceived level of
red tape in each sector, and the potential levels of fixed pay and variable pay in
each sector. Consequently, lower wages in the nonprofit sector do not
necessarily guarantee that highly intrinsically motivated individuals will self-
select themselves into nonprofit management. We argue that empirical research
should therefore investigate more closely the simultaneous effect of wages, job
preferences, and individual characteristics on the choice of sector of
employment, for example by using a random utility model (e.g. Van Puyvelde
etal., 2015).

4.3. Factors affecting sector choice by potential managers

Although empirical research on work motivation in for-profit, nonprofit, and
governmental organizations is quite extensive, only a few authors have
investigated factors that influence self-selection into nonprofit sector
employment (Rawls et al., 1975; Chetkovich, 2003; Tschirhart et al., 2008; Lee
and Wilkins, 2011; LeRoux and Feeney, 2013). An important difference
between these studies is the composition of their sample. While some authors
have looked at sector choice by graduate and undergraduate students (Rawls
et al., 1975; Chetkovich, 2003; Tschirhart et al., 2008), others have investigated
which factors account for a manager’s decision to work in the for-profit,
nonprofit or the public sector (Lee and Wilkins, 2011; LeRoux and Feeney,
2013). We believe that our model (1) provides a microeconomic theoretical
underpinning for these studies, and (2) may serve as a guideline for future
research on sector choice by potential managers.

However, when exploring factors that account for a manager’s choice of sector
of employment, it is necessary to consider two important caveats, namely
(1) assumptions of causality embedded in the research design, and (2) the
interdependency of the variables used in the study (Willems, 2014). First, as
there may be socialization and self-selection of managers in nonprofit, for-profit,
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and governmental organizations, it is difficult to attribute causality to the
relationship between managers’ personal values and organizational ownership
type (Becker and Connor, 2005). Factors that predict the choice of sector
employment, such as performance pay, job discretion, job security, and job
flexibility, may also be outcomes of choices already made to work and be a
manager in one of the sectors (Willems, 2014). Second, when conducting
logistic regression analyses with multiple independent variables to predict the
sector of employment, methodological issues may arise because some work-
related variables may be predicted by a linear combination of the other
independent variables (Cortina, 1993). Consequently, following Willems (2014),
we argue that future research should (1) make a stronger distinction between
antecedents and effects of being a manager in the nonprofit, for-profit, and the
public sector, and (2) acknowledge the relatedness of crucial job-related
variables such as performance pay, work satisfaction, job flexibility, job
security, and promotion opportunities in order to avoid over-interpretation of
seemingly distinct effects. In addition, future research may also (1) relax the
risk-neutrality assumption (Buurman et al., 2012), (2) consider heterogeneity in
other work-related dimensions (Word and Park, 2015), or (3) investigate self-
selection into non-managerial job positions (Mosca et al., 2007).

5. Conclusion

This paper presented a more general microeconomic model of self-selection into
nonprofit management than currently available in the literature. Besides taking
into account heterogeneity in intrinsic motivation, managerial ability, self-image
concerns, and laziness at work, we also considered for each sector the perceived
level of red tape, and the potential levels of fixed pay and variable pay. We
showed that self-selection into nonprofit management is a complex process, and
formulated two conditions that needed to be fulfilled simultaneously in order to
have self-selection of heterogeneous individuals into nonprofit management.
Based on this finding, we suggested three important avenues for future research:
(1) self-selection and nonprofit wage differentials, (2) self-selection and agency
problems in nonprofit organizations, and (3) factors affecting sector choice by
potential managers.
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Appendix 1: Utility levels in case of optimal effort
The utility function of a manager in sector s (Eg. 6) can be rewritten as:
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By substituting the optimal effort level (Eq. 7) into this equation we obtain:
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which is the utility level of a manager when he/she provides the optimal effort
level in sector s.
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