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Abstract Nonprofit Sectors Included
In this study we examine whether nonprofit CEO compensation has a direct impact Arts
on the efficiency ratio of their organizations. Using the financial data samples of 4.22%

3,555 observations taken from the years 2000 to 2008, we find that there exists a
negative association between CEO compensation and the organization’s efficiency;
efficiency, in this case, can be examined through their program expense ratio. Past
research has indicated that employees of the not-for-profit sector are those who are
motivated by intrinsic rewards rather than extrinsic. Based on this description, in
theory, the effectiveness of the CEO, and their organizations accordingly, should not
be impacted by the amount the CEO is compensated. However, further research into
this topic continues to reveal the opposite. By controlling several variables that may
also affect the efficiency ratio, such as organization size, our findings show that
efficiency is indeed negatively affected by higher CEO compensation.
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Model & Equations

The nonprofit sector is often characterized by altruism leading to the belief that

Efficieny _ IB n IB *CEOcomp n IB * Giza 1+ IB *TotalContribution extrinsic rewards, such as compensation, does not influence the effectiveness of a
0 1 2 3 nonprofit employee. However, our results reveal a negative correlation between a
4 184 * | owAuditRisk + ,35 * Federa|E)(p 4 :86 * |ndu3try + 167 * State nonprofit CEO’s compensation with their organization’s effectiveness. With all other
variables constant, the relationship can be depicted as for every 1% change in a
CEO’s compensation, there is a -0.029 change in efficiency. This numerical
o _ Pr ogram Expense conclusion can be interpreted in different ways. Our conclusion realizes the need for
EffIClenCy Ratio = *100 the CEO to focus their efforts and resources less on administrative and funding
Total Expenses functions and more toward the organization’s mission.

The data for the study is taken from the IRS Statistics of Income Sample Files (SOI) compiled by the National Center for Charitable Statistics (NCCS) and audit reports of non-Federal entities that expend $500,000 or more in a
year in Federal awards according to the OMB Circular A-133.
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