Strategy for financing foundations:

how do they create value?

Abstract: Traditionally, the research on strategys hrather focused on profit-seeking
organizations whose primary objective is to gemeratenues through the price mechanism.
Nevertheless, all organizations benefit from depelg a strategic approach (Moore 2000).
This paper focuses on financing foundations, nariporganizations that are private, non-
membership based, self-governing and serving agpbfpose (Anheier 2001) and that make
grants, give loans or hold equity. The core agtiwat a financing foundation is to finance
operating intermediaries, for example non-profisagsation, NGOs or social enterprises,
which will then implement projects and programsedily in line with the mission of the
financing foundation. During the last decades, eh@ganizations have made a breakthrough
by establishing themselves as private actors tlilhtogk after the public interest. For long,
strategic thinking has been impeded in foundatioersause the essence of the philanthropic
action was giving without any expectation in terohsocial impact. Today, the legitimacy of
these organizations is challenged and there isoagdr demand for efficiency reinforced by
the emergence of a new philanthropy inspired bypa@te management principles (e.g.
venture philanthropy considered as the more adedcsirategic approach (Gautier et Pache
2014) ) and the question of strategy really matf€hss paper aims at designing a conceptual
strategic framework for financing foundations whadémate goal is to create value for
society. To justify the development of a specifitategic framework for financing
foundations, | first compare financing foundatiomsth other financing organization
according to six dimensions: ultimate goal, soum@kesesources, nature of the contribution,
means, logic of action and accountability. ThergMiew the academic literature in the field
of philanthropy having a strategy focus in ordehighlight the current gaps in the literature.
Only few authors give a comprehensive view of timatsgic question for this type of
organization. EXxisting papers focus only on fragteeof strategy and tackle two strategic
issues: the mission statement and the evaluatio® d€cision-making processes by which the
initial objectives are achieved are ignored; theategic choices which philanthropic
organizations make to fulfill their mission havetnget been identifiedBased on the
identification of key strategic commitments (innex of scope and mechanisms) underlying
the implementation of the predefined social missand two crucial trade-offs (impact
expectation and level of mission objectivity), tls&rategic dimensions of a financing
foundations, leading to value creation for the stygiare conceptualized. Two processes of
value creation are distinguished: direct and iradinealue creation. The course of actions
chosen by a financing foundation is closely coneg¢b its ultimate goal that is, increase the
utility of a target group of beneficiaries (i.erelt value creation). In addition, even if the
very objective of the financing foundation is not increase the utility of its donors and
founders, it is effectively what happens (i.e. redt value creation). The empirical research
that will be conducted based on the strategic quine¢ framework is then described and
additional research questions are highlighted.
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1 INTRODUCTION

How an organization designs its mission and implanits action to achieve its goals and be
sustainable, matters for both for-profit firm andnrprofit organizations (Moore 2000).

Nevertheless, research in the field of strategy ha@nly focused on profit-seeking

organizations whose ultimate goal, generating regdior shareholders, differs significantly
from non-profit organizations’ objectives of achigy a predefined social mission in the
public interest. Moreover, in the case of non-grofiganizations, the level of complexity

linked to a strategic reflection is higher becaudethree main reasons. Firstly, the
performance of a non-profit organization cannot rheasured only in financial terms;

secondly, the buyer of the service or good is hetuser of it; donors pay for the benefit of
people different from themselves and finally thisréhe non-distribution constraint.

In particular, the financing foundations that apeafic non-profit organizations used as
vehicle for philanthropy, lacking a membership,otigh which there is the affectation of a
capital to a cause of general interest and thatlulige grants, make loans or hold equity, call
for the development of a specific strategic framdwdndeed, during the last decades, the
number of foundations across the world, as welthesr economic weight, has exploded
(Anheier et Daly 2007). According to the FoundatiGentet, 86192 foundations are
registered in the United States correspondingttiia asset of 715 billion euros at the end of
2012 and a total of 52 billion euros distributed Burope, the number of foundations exceeds
129.000 with an estimated 53 billion euros annoé#ltexpenditure These organizations
make a breakthrough by establishing themselvesrigatg actors that will look after the
public interest. They aim at generating collectitdity and benefit from a favorable tax
system. It is then even more crucial to identifywhthey create public benefit and how
strategic practices can support this process afevateation. Furthermore, recent evolutions
in philanthropy (e.g. venture philanthropy or impexvesting) reinforce the advocacy for the
development of a strategic framework supporting d@lchievement of social performance.
Philanthropy is then thought as an investment whsisgal return should be maximized
(Frumkin 2006). Originally, foundations were estsiied by religious institutions in order to
alleviate poor, disabled or sick people; hospitathools, orphanages were amongst the first

institutionalized form of philanthropy. Built on ligious values such as compassion,
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asceticism, sharing, etc., the essence of the fiiomd action was giving without any

expectation in terms of good use of the money @iasampact. Today, the meeting of

business methods and philanthropy leads to a stragmand for efficiency and impact; the
guestion of strategy really matters. Moreover, tbandations are characterized by a
sustainable vocation that reinforces the pertieesfcstrategic practices;the vast majority

of foundations (...) have presumed their existendgetperpetuity without much reflection at
all on what might mean for a foundatiowork’ (Smith 2004). And, in times of economic

downturn, it is still more important for foundat®to develop strategic position and identify
their unique role (Kreamer et Bradford 2001). Fatimhs need strategy to deal with
changing environment and uncertainty (Chaffee 1985)

This paper aims at presenting an original and quoe¢ framework specific to financing

foundations in order to explain, understand andudis their strategic practices. This article is
organized as follows: | first define what financirigundations are and discuss their
particularities compared to similar type of finamgiorganizations. In the section 2, | review
the academic papers in the field of philanthropyitng a strategic focus or component in
order to establish the state of play of strategytha field philanthropy. The strategic

framework itself is then presented in details ie #ection 3. Finally, | discuss the issues

raised by this research and present my researcidage

2 FINANCING FOUNDATION: A PECULIAR ORGANISATION

2.1 DEFINITION

A foundation is a non-profit organization that isivate, non-membership based, self-
governing and serving a public purpose (Anheierl20Being a non-profit organization, its
primary objective is not to make profits and it manprovide its founder(s) or donor(s) with
material gain (Salamon et Anheier 1992). A fourmhatis also a non-governmental
organization; it is established separately fromligputiodies. Furthermore, a foundation does
not have a general assembly (Rey-Garcia et Alva@mzalez 2011) and the power of
decision is concentrated at the level of the badirdirectors. A foundation has a sustainable
vocation and is considered as the archetypal pghilapic organization (Rey-Garcia et
Alvarez- Gonzalez 2011). What is more, a foundatsoan autonomous organization with its

own internal governance rules and procedures. Amally, a foundation pursues a public



purpose whether in educational, health-relatediaa@search oriented or cultural projects.
It also means that the beneficiaries of a foundatotion are not the ones who make the
decision (Gui 1991)

Depending on the founders’ profile (enterprisejvitiials, family, etc.) or the action mode,
there are many types of foundations. A key distimctusually made in the literature is
between operating and grant-making foundations éerh2007) . A foundation is said to be
operating if it directly operates its own prograamsl projects, it is an operational organization
with a particular vehicle. A grant-making foundaticss a foundation that makes grants to
operating intermediaries (i.e. recipient organ@ad) in charge of the implementation of
projects, programs; the operating intermediaries thpse that are in direct link with the
ultimate beneficiaries; the action of the grant-mgkfoundation is hence indirect. A
foundation can also combine both aspects and is thelified as mixed foundations.
Nevertheless, with the emergence of new types itdimthropic action and organizations (e.g.
venture philanthropy), the term “grant-making foatidn” is too restrictive in the sense of it
only encompasses the pure grants and does naiden¢he new additional mechanisms
available for philanthropic action (e.g. loans, iggu | introduce the termfinancing
foundation to fill this gap and define a financing foundatias a foundation supporting third

parties by making grants, giving loans or by hajoeguity (Figure 1).

Figure 1- Financing foundations definition
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The core activity of a financing foundation is oeance operating intermediaries, for example
non-profit association, NGOs or social enterprisdgsich will operate projects and programs
directly with the target beneficiaries identifiegt the financing foundation. There is a first
flow, which is mainly financial, between the finamg foundation and the operating
intermediary. This financing flow can take diffetdorms: grants, loans or investment (i.e.

equity) or can be combined with not financial suppo certain cases (see section 3). Once



the operating intermediary has received the finagcit will implement programs and

projects directly for the beneficiaries.

Figure 2- Financing foundations action
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2.2 OTHER FINANCING ORGANIZATIONS

The financing foundations are not the only orgatmze acting indirectly; subsidizing public

bodies or for-profit investment funds have a simitalirect action mode. Nevertheless, there
are key differences between these financing orgéinizs and the financing foundations
organized in six dimensions as evidenced in Tableltimate goal, sources of resources,

nature of the contribution, means, logic of actonl accountability.

Table 1 — Financing organizations comparison

Financing
foundations

For-profit
investment funds

Subsidizing Public
bodies

Ultimate goal

Achievement of
predefined public

Achievement of a
certain level of
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contributions
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return on -
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investment
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Sources of .
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nature
Means Grants, IPans & Loans & equity Grants (subsidies) &
equity loans
Logic of action Private Private Public
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Accountability | Founders & donors Shareholders Citizens




Indeed, financing foundations, as other non-prafganizations, firstly differ from for-profit
firms in terms of ultimate goals and revenues semiréMoore 2000). A financing
foundation’s ultimate goal is the achievement gdradefined public purpose. The ultimate
goal of subsidizing public bodies is also the aetmeent of a predefined social purpose but,
compared to the mission of a financing foundatibdiffer in terms of scale (universality and
fairness) and whom defines the mission (politicadnaate). Contrary to public bodies,
financing foundations have no direct informationtba most pressing social needs, founders
instead rely more on their desire to act for puplicpose or their interpretation of the existing
needs. On the contrary, the objective of a foripiaf’estment funds is the maximization of
the wealth of its shareholders (Jensen 199/)at does not mean that the interests of all the
other stakeholders of the firm (such as customemsployees, or suppliers) are to be
sacrificed to the interest of the shareholdei@®oore 2000). In the case of for-profit
organization, the achievement of the organizatiorpgse is measured in terms of financial
terms while for non-profit organization, the acl@ement of the mission is not always
guantifiable. Furthermore, contrary to for-profivestment funds that search for expertise to
invest their money at the highest rate possibknancing foundation with no paid staff can

intervene in a field where founders and board mdalors are not considered as experts.

A financing foundation resources are constitutedroendowment and charitable contribution
made on a voluntary basis. In the case of subagligublic bodies, taxes form the resources
of the organization and these contributions aregaiee A for-profit investor, in turn, earns
revenues by sales of products and services anaviéstments are also made on a voluntary
basis. Contrary to for-profit organizations, theerues earned by the non-profit organization
and in particular, the financial resources attrddby the financing foundations, are not

proportional to the increments of achievement enrtfission (Moore 2000).

The three organization types act indirectly, by mglgrants, loans and equity participations
to recipient organizations. A financing foundatiwan indeed distribute grants, make loans or
hold equity while the action means of the two athigpes of organization are a subset of
these tools. Another difference lies in the logfiaction. Both financing foundation and for-
profit investment funds have a private logic ofi@ettbased on control while subsidizing
public bodies have a public logic of action baseddemocracy. Finally, the governance
structure of a financing foundation by which acdaiiity is concentrated in founders’

hands, make the financing foundation accountabiotwmrs and founders. Subsidizing public
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bodies are accountable to citizens while for fafprinvestment funds are accountable to

shareholders.

The specificities of the financing foundations carga to other financing organizations
reinforce the need to develop a customized strafegimework for the financing foundations.

2.3 EXAMPLES

Emblematic examples of financing foundations aeeBill and Melinda Gates foundation in
the United States, the Welcome Trust in the UnKetgdom and the Bettencourt Schueller
Foundation in France. They are also many smalicgires. The Bill and Melinda Gates
foundation created in 2000 and led by Bill and iNg#h Gates themselves, works mainly in
the fields of education and health, in the Unitethtés and in developing countries
respectively. With an endowment of 40 billion dadlaand annual grants achieving a total of
3, 4 billion dollars, the Bill and Melinda Gatesufalation is one of the biggest foundations in
the world. Its annual budget exceeds the one oittbed Health Organization. Since 2006,
Warren Buffet pledged to donate to the foundatibime Welcome Trust, in turn, has been
established in 1936 by American-born pharmaceuticgnate Sir Henry Wellcome and aims
at funding research to improve human and animathelss endowment is approximatively
equal to 13 billion pounds. The Bettencourt Foumats an example of French financing
foundation; it has been created in 1987 by theeBetiurt-Schueller family with a cross-
acting mission in areas of health, art and soatba. In 2011, Liliane Bettencourt made a
bequest of 552 million euros to her foundations ithe largest private donation ever made in

France.

3 STATE OF THEORY: STRATEGY AND PHILANTHROPY

The academic literature focused on the strategohdénthropic organizations is rather scarce
and the vast majority of strategy-related documentssist in consultancy reports and best
practices defined by key field actors. The strategsues appeared in the academic field of
philanthropy in the late 1980s where a shift oaedirto what is called “strategic
philanthropy”, compared to more traditional form§ giving (Gautier et Pache 2015).
Nevertheless, the strategic character of philaphie not new (Connolly 2011). Already in

the 19th century there was talk of scientific phitaopy (Carnegie 1981).



Three main themes emerged from the reviewed paihersnission statement, the influence of

environment (internal and external) and the evangfigure 2).

Figure 2- Literature review on strategy and foundaions
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Porter & Kramer (2002): not satisfying by doing well but doing good
Grabby & Morgan (2006): strategy to ensure sustainability
Gautier & Pache (2013): lack of strategic value, resources allocation and relationship between donors and beneficiaries
Katz (2005): effectiveness
Sheehan (1996): operational effectiveness vs strategy
Frumkin (2006): effectiveness, accountability and legitimacy
Leat (1995): priorities, trustees constraints, lack of feedback, control

The mission statement of a philanthropic organwais a recurrent theme in the reviewed
papers (Sheehan 1996; Young 2001; Anheier et Dab42Graddy et Morgan 2006). It is
identified as a central issue for the organizasasperation and in particular in the theory of
change chosen by the organization. The identityhefcharitable organization (clarity and
consensus) also plays a key role in the missioterstent. With the wave of the new
philanthropy, the issue of efficiency and impaa& eaised and connected to legitimacy (Katz
2005; Park 1996); operational effectiveness is m@edistinguished from strategy (Kreamer
et Bradford 2001). The reliable measures mostlyg @se more often administrative measures
(e.g. amount of dollars raised, number of participa.) than real impact measures linked to
the mission statement (Sheehan 1996). Thereforst aidhe philanthropic organizations do
not know whether or not they accomplish their nassiThe fulfillment of the mission could

be measured based on preferred social value (Whi#888). And finally, the assessment of



the foundation encompasses not only the projectsrganizations supported but also the

measurement of the performances of the organizatlemselves (Schmitz et Schillo 2005).

Furthermore, the influence of the environment, rimaé or external, in the shaping of the
strategy of the organization is at the center oksd identified academic papers, especially
for corporate philanthropy, community foundationsd &amily foundations. For example,
according to (Culwell, Berkowitz, et Christen 200undations shape better strategies if the
foundation has developed a very detailed and stpdiied knowledge in the programs areas.
In high dependency environment, strategic managemeguires a permanent focus on
organizations’ relationships and interactions tle#td to change a permanent feature of
management and to manage the philanthropic orgsmzan terms of process ((Hafsi et
Howard 2005; Lungeanu et Ward 2012). The influevfcine board in the strategic directions
(focus or diversified) of family foundations andmfamily foundations is also highlighted
(Lungeanu et Ward 2012).

Few scholars have conducted a comprehensive amabfsithe strategic practices of
philanthropic organizations. Some authors (Ostro2@€¥4; Leat 1995) advocate for common
challenges for philanthropic organizations whatdhertype of founders or action modes. As
management dilemmas are related to the environmaedt the organizational structure
particular to the foundations, most of the founmlatwould probably meet the same type of
problem. Nevertheless, the lack of strategic apgraz the foundations is deplored (M. E.
Porter et Kramer 1999). According to them, the cofegoundations’ strategy should be
superior performance in a chosen area as a goaklaas a limitation, in the issues addressed
by the foundation. (Brest 2005), meanwhile, esthbk the links between philanthropy and
successful projects led by firms and the army aenkelbps a normative strategic approach
(setting of clear goals and objectives, developnoérat plan to achieve these goals, analysis
of the costs, risks and opportunities and monitpriand evaluation of the goals
achievements). (Frumkin 2006), in turn, states thhe best and only source of real lasting
legitimacy for philanthropy rests in the developimef sound strategy”.He identifies
effectiveness, accountability and legitimacy asttiree main problems in philanthropy and
designs a five-dimension framework as guideline dtvategic philanthropy (values, logic
model, legal vehicle, donors’ involvement and tirgfe). To conclude, the challenges raised
by scholars are mainly linked to the sustainableation of a foundation, its particular

structure (only a board of director and no genasdembly) and the raise of the new



philanthropy closely connected to the business dvddng-term approach, effectiveness,

legitimacy.

To sum up, the above authors highlight the lacksthtegic thinking in the field of
philanthropy among others regarding the effectiganef the philanthropic action. They
advocate for the development of a strategic pets@eand underline the important strategic
challenges faced by this type of organization. Ménadess, only few authors give a
comprehensive view of the strategic question f@ tpe of organization. Existing papers
focus only on fragments of strategy and tackle $tvategic issues: the mission statement and
the evaluation. The decision-making processes hghnthe initial objectives are achieved are
ignored; the strategic choices which philanthramiganizations make to fulfill their mission
have not been identified. The existing literatuevyalves around the strategic leverages
without really addressing them specifically. Theerature on corporate philanthropy is the
more focused on strategy but rather from the firpogst of view. Furthermore, the strategic
practices underlying the specific action mode effihancing foundation (i.e. indirect) are not
approached while playing a crucial role in themtite goal achievement. The term “strategic
philanthropy”, with rare exceptions, is an emergoogicept but not really anchored in a real

strategy perspective.

4 STRATEGIC PRACTICES OF FINANCING FOUNDATIONS: A CON CEPTUAL
FRAMEWORK

The strategic conceptual framework presented inFilgere 3 aims at identifying the main
dimensions of the strategic practices of the fimandoundations and the variables of the
decision-making processes through which they plana¢hieve their predefined social
mission. The framework presented here does not th@veocation to be exhaustive but rather
to encompass the main components of the strateglyioBpecific type of organization and
highlight the comprehensive strategy for this tygfeorganizations. The structure of the
conceptual framework is organized accordittge“determination of the basic long term goals
and objective (...), and the adoption of course dfoas and the allocation of resources

needed for carrying out these gdal€handler 1962).
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Figure 3- Strategic framework for financing foundatons
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4.1 THE MISSION

expectations

The definition of its basic long-term goals, itsssion, is a core component of the strategy of
a financing foundation. Being a non-profit orgatiza and an organization with a public
purpose, a financing foundation has the objectivereate value for the society; the value to
be created is defined in terms of goals and mis@diwore 2000). The latters will become the
metrics that will be used to evaluate past perforweaand asses the courses of action for the
future (Bryce 1992). The purpose of the financiognidation is hence to invest in the creation
of social value and not simply engage in financsugial needs. Moreover, the mission
statement of the foundation is crucial in terms legitimacy (Aksartova 2003). The
legitimacy, defined asthe extent that its means and ends appear to confeith social
norms, values, and expectatidriownling et Pfeffer 1975), is a crucial issuethe field of
philanthropy (Frumkin 2006). From a strategic pahview, legitimacy will also ensure the
economic survival of the organization through thgport of the stakeholders and the

attraction of resources (Suchman 1995). To transfine mission statement into a course of
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actions, a series of choices are taken by the gamee bodies of the financing foundation.
Governance mechanisms are the ones that contraflieeat the financing foundations in the
reaching of its mission and objectives (Labie etddend 2011). In this vision, the corporate
governance is not limited to the board of directous also includes additional committees
(e.g. strategic, scientific, financial, investmex@mmittees) put in place in the financing
foundations."Foundations needs to offer an engagement strategytheir governance, in
their local deliberations, as well as a solutiomaségy, in which foundation decision-makers
decide purely in private what they will do, whdmeyw and for how long (Harrow 2011).

4.2 THE STRATEGIC COMMITMENTS

To put in place its mission, a financing foundatpmsitions itself on different dimensions that
| label strategic commitments. | have identifiedveln key strategic variables and organized
them in terms of the scope and mechanisms supgdherealization of its objectives.

4.2.1 Scope

A financing foundation, by its mission, identifispcial needs that it wants to address; in
particular its action aims at increasing the wtibf a target group of beneficiaries. By doing
that, a financing foundation commits on tthegree of focusof its mission and defines the

geographic coveragef its action.

The degree of focus is a theme addressed eitltaeihterature on strategy or in the field of
philanthropy (Porter 1996; Chew et Osborne 2009pMa®000; Graddy et Morgan 2006).
The mission of a financing foundation can be csestorial or concentrated in a niche. A
mission can be cross-sectorial at different letled domain of action such as for example
health, culture and sciences or the type of belagfes (e.g. children, elderly, women,
disabled people, etc.). To the contrary, a misgmught as a niche will focus on a specific
domain for a specific type of beneficiaries. Betweghese two extremes, there is a continuum
of possible definition and positioning in termsrofssion. A financing foundation can then
chooses the perimeter of its action; it could suppoojects at a community level, at a

regional level, at a national level or else atraernational level.

In addition, by the indirect nature of its acti@nfinancing foundation will have to select the
profile of the operating intermediaries i.e. the recipient organization that will actually

implement projects in order to achieve the missienby the financing foundation itself. The
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choices that the foundation will make in terms efipient organizations are key (Aksartova
2003; Gautier et Pache 2014).

Because of the limited character of philanthropsources, a financing foundation will finally
make a choice in terms oéach and more precisely, in terms of number of peopleed

(Brest 2005) and amount of financing granted (Alsar 2003; Grossman, Appleby, et
Reimers 2013). Basically, a foundation can privldge number of beneficiaries (a large
number of recipients for which the funding providedtherefore more restricted) or at the
extreme, select drastically a very limited numbkbeneficiaries who therefore will receive

significant funding.

4.2.2 Mechanisms

In addition to its commitment on the four strategasiables related to the scope, the strategy
of a financing foundation encompasses the choitélseomechanisms through which it will

effectively support its philanthropic action. | leawdentified seven key dimensions related to
these mechanisms: type of financing, time horizilmgree of engagement, nature of activities

funded, degree of professionalization, collaboratiad selection policy.

With the evolution of the field of philanthropy aride meeting with the world of for-profit
investors, the type of support granted by the fatiod has evolved (Letts, Ryan, et
Grossman 1997). The relation between the operatimgrmediary and the financing
foundation is not only anymore a relation betwebitapthropist and grantees. They are, for
example, foundations pioneering in social investn{Bolton 2005). In this new context, a
financing foundation can make strategic choices ramireetypes of financing grants,
loans and equity or can combine the different fagdnechanisms depending, for example,

on the type of project, the stage of developmertise the domain of activity.

The second key component of the strategy of a dingnfoundation in terms of mechanisms
is thetime horizon of its supports;time is in important part of giving”’(Frumkin 2006) In

the case of grants, a financing foundation can cdppecipient organizations and
beneficiaries in a one-shot perspective or haveuliiqyear engagement, as it is the case in
venture philanthropy (Grossman, Appleby, et Rein28%3).Depending on the type of issue
tackled by the financing foundation, its strategiositioning regarding time will vary
(Frumkin 2006). In the establishment of its strgtetihe financing foundation choices to

concentrate its support in the present or sprelaovef a longer time period.
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The foundation's commitment is not measured onlyemporal terms but also in terms of
resources allocated to the operating intermedlargddition to the financial funding granted,
a financing foundation can also provide the recipierganization with non-financial
resources, for example, expertise, network, timdBuckland, Hehenberger, et Hay 2013).
The level of engagemenof the financing foundations is a component of dtrategy of the
financing foundations. The relation with the grastelepends on this level of commitment
(Connolly 2011). The level of engagement is alsikdd to the founders’ involvement
(Frumkin 2006; Eikenberry et Tech 2006).

The fourth strategic variable on which a financiiegindation has to make choice is the
nature of the activities funded A financing foundation can allocate the amouranged to
projects or instead support the building of captds of the recipient organization (Grenier
2006; Grossman, Appleby, et Reimers 20E3jother strategic dimension that underlies the
very activity of the financing foundation is the ywhe grantees (i.e. operating intermediaries)
are selected. Theelection policy of the financing foundation is a strategic chodafethe
organization. The financing foundation can formalihe selection processes via a call for
projects in its website or select grantees basedhendiscretion of the founder or the

managers of the financing foundation (Gautier ehe&£014).

The two last controllable variables being part bé tstrategic practice of a financing
foundation relates firstly thelegree of professionalizationand secondly, to the type of
collaboration put in place with external stakeholders. The mmwfealization of the

financing foundation includes the involvement ofidoataff but also the integration of

professional standard in the organization (Hwangatell 2009). In addition to paid staff, a
financing foundation may, on ad-hoc or on a regblasis, call for experts, whether in the
activity domain of the financing foundations or foranagerial or financial issues (e.g.
professional fund-raisers (Baber, Roberts, et \fiattsan 2001). And finally, a financing

foundation can decide to work with strategic pasn@&helimsky 2001; Graddy et Morgan
2006). For example, a financing foundation can suppecipient organizations and the
related project as unique funder or in the contragguest the recipient organization to rely on
additional co-funders (e.g. State, other foundatimm-profit organization) in order to, among
other, leverage its action. The use of matchingnearis a strategic choice faced by the

financing foundation.
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The eleven strategic commitments described ingesion are not isolated dimensions of the
strategy of a financing foundation but interacthatach other. Moreover, the chronological

character of the course of action taken by a fimgnfoundation can vary.

4.3 TRADE-OFFS

In addition to the strategic commitments that ameccetely the translation of the mission into
a course of action, two additional trades-offs thbg the financing foundation come into
play. By nature, these trade-offs differ from tteategic commitments because they rely
more on the logic of the financing organization &®s on the choices taken by the financing
foundation to achieve its mission. The value crkdte the society is challenged by two

major trade-offs.

The first trade-off is the degree of objectivitytbe intervention of the financing foundation
and the balance between public need and the przgdie (Frumkin 2006).The mission of a
financing foundation can be primarily driven byioaglity or by passion (i.e. passion-based
versus needs-based positioning). A passion-basstigrong is heart-centered while a needs-
based positioning is head-centered (Connolly 201h).the first case, the mission of the
financing foundation will be designed in order wve whether the most urgent needs, the
persistent ones or the social issues that are aailedd by other actors. The financing
foundation can play, in that case a complementaly to that of the state for example
(Anheier 2001). In the second case, the missiorthef financing foundation is defined
according to what make sense for the founder; @nsexpressive form of giving (Frumkin
2006). The passion-based and needs-based pogitioamalso coincide.

The second trade-off refers to the level of impagbectations. Two opposite logic can be
played: the charity one that is no impact expemtaéind the business one that is high impact
expectation. The positioning of the financing foatidn regarding this axis is part of the
strategy of the financing foundation. This tradéisiclosely related to the development of the
venture or new philanthropy (Grossman, Applebyre&imers 2013).

4.4 VALUE CREATION

As previously said, the mission of the financingridation is the achievement of a predefined

social purpose. The very objective of a financingridation is to increase the utility of a
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target group of beneficiaries. Nevertheless, tleeeunintended beneficiaries that see their
utility increases because of the action of therfanag foundation, for example the family of
the children grantees of an education program. Tirwease of the utility of these

beneficiaries (target group and unintended) igdihect value creation.

But, in addition to this value created, there diniect value created. In particular, even if the
very objective of the financing foundation is not increase the utility of its donors and
founders, it is effectively what happens (Oster3)99The principal value delivered by the
nonprofit sector is the achievement of its sociaippses and the satisfaction of the donors’
desires to contribute to the cause that the orgatiom embodies (Oster 1995). Indeed, the
well-being of the founders or donors can rise bseanf their contribution to a public purpose
through the action of the financing foundation. Thenders and donors can feel happier to
contribute solving a societal problem and also g social recognition gained by this type
of philanthropic action. The founders and donorsept to finance the activities of the
financing foundation because of the promise of eatureation for a target group of
beneficiaries. The financial survival of the finarg foundation depends on the perceived
value created by potential donoFairthermore, because the financing foundation pisrsun
objective of public interest, the collectivity albenefits for the action of the organization.

The financing foundation creates value for the estyogiCulwell, Berkowitz, et Christen 2004).

The activities of a financing foundation have ai@cts at a macro-level and in particular for
two stakeholders: the State and the recipient azgdan. The State benefits from the
activities of the financing foundation as they ¢&@mve complementary role. For example, if a
financing foundation tackles, by its activity, anority group of people who are not in the
scope of the public budget, the action of the fanag foundation indeed saves public money
in the solving of this particular societal issuevdrtheless, this effect has to be mitigated by
the favorable tax system enjoyed by the financmgnflation. The recipient organization, in
turn, can benefit from the prestige of being sumgabrby a well-recognized financing

foundation or extend its network because of itéatalration with the financing foundation.

The strategic practices of the financing foundaiane imprinted by the value it wants to
create. The strategy of the financing foundatiomdgusted permanently, depending on the

direct and indirect value created.
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5 CONCLUSION AND DISCUSSION

In this paper, | have presented an original strategnceptual framework for financing
foundations with the aim of highlight the process@sl the controllable variables through
which these organizations achieve their mission emedte value for society. Based on this
conceptual framework, an empirical research willuipelertaken in the foundation sector of
different European countries. In particular, a syrwill be conducted in order to collect data
on the positioning of the financing foundationsighvariables corresponding to the strategic
commitments and trade-offs identified. A typolodystrategy for financing foundations will
be realized by doing a cluster analysis. Once tregegly types have been identified, | will
intend to explain why a financing foundation wilhanse a particular type of strategy. The
survey will hence also collect data correspondmthe dependent variables revealed by three
theoretical frameworks: agency theory, imprintingd aresource dependence theory. And

finally, the relation between governance and sgiatpractices will be studied.

For further research, the use of the notion of @atapture will be studied to complete the
strategic conceptual framework developed for fimagdoundation. The distinction between
value creation and value capture is an emergingeqnin the field of strategy (Lavie 2007).
Value creation is also considered as a key notidheé management literature (Lepak, Smith,
et Taylor 2007). For for-profit organizations, theés a clear bridge between value creation
and value capture processes via the price mechan&ror-profit firm will have as primary
goal the maximization of value capture constraiigd value creation while non-profit
organizations will be predominantly driven by valaeeation and constrained by value
capture (Santos 2012). In the case of financingdations, the value capture dimension is

much more complex and could be further explored.

17



REFERENCES

Aksartova, S. (2003), In search of legitimacy: d&egrant making of US philanthropic
foundations, 1988-1996Jonprofit and Voluntary Sector Quarteriyd2:1, 2546.

Anheier, H. K. (2001)Foundations in Europe. A comparative perspectiventre for Civil
Society, London School of Economics and Politicaie8ce, London: Routlegde.

Anheier, H.K. (2007)Nonprofit Organizations. Theory, management, poliondon:
Routledge.

Anheier, H. K., et S. Daly. (2004), Philanthropozihdations: a new global forag8Jobal civil
society 5,158 76.

Anheier, H. K., et S. Daly. (2007)he politics of foundations: a comparative analysis

London: Routledge.

Baber, W. R., A. A. Roberts, et G.Visvanathan (20@haritable organizations’ strategies
and program-spending ratio®merican Accounting Associatiob5:4, 32943.

Bolton, M. (2005), Foundations and social investtneamée Fairbairn Foundation

Brest, P. (2005), In defense of strategic philaolgrProceedings of the American
philosophy society149:2, 13240.

Bryce, H. J. (1992)-inancial and strategic management for nonprofgjamizations

Englewood Cliffs: Prentice Hall.

Buckland, L., L. Hehenberger, et M. Hay. (2013)e@nowth of European venture
philanthropy,Stanford Social Innovation Revig@1-39.

Carnegie, A. (1981), Wealtithe North American Review0-64.
Chaffee, E. (1985), Three models of strateggademy of Managemeri0:1, 8998.

Chandler, A. D. (1962%trategy and structure: chapters in the historyhef American
industrial enterpriseCambridge: MIT Press.

Chelimsky, E. (2001), What evaluation could doupport foundations: a framework with

nine components partd&merican Journal of Evaluatiqr22:1, 1328.

18



Chew, C. et S. Oshorne (2009), Exploring stratpgsitionning in the UK charitable sector:
emerging evidence from charitable organizationsphavide public servicegritish Journal
of Management20, 9G 105.

Connolly, P. M. (2011), The best of the humaniatid technocratic: Why the most effective
work in philanthropy requires a balanddye Foundation Reviev@:1, 11.

Culwell, A. , G. Berkowitz, et A. M. Christen (2004Vhat foundations need to know and
why, New Directions for Philanthropic Fundraising5, 41 49.

Downling, J. et J. Pfeffer. (1975), Organizatiolegjitimacy: Social values and

organizational behavioRacific sociological reviewl22-36.

Eikenberry, A. et V. Tech. (2006), Philanthropy yovernanceAdministrative Theory &
Praxis 28: 4, 58692.

Frumkin, Peter. (2006%trategic giving. The art and science of philanffyd_.ondon: The
University of Chicago Press.

Gautier, A., et A-C. Pache (2015), Research onaratp philanthropy: a review and
assessmendpurnal of Business Ethic$26:3, 343-369.

Gautier, A., et A-C. Pache (2014)a philanthropie une affaire de famille®aris:

Autrement.

Graddy, E.A., et D.L. Morgan. (2006), Community fidations, organizational strategy and
public policy,Nonprofit and Voluntary Sector Quaterl§s:4, 60530.

Grenier, P. (2006), Venture philanthropy in Europlestacles and opportunitidsropean

Venture Philanthropy Association.

Grossman, A., S. Appleby, et C. Reimers (2013),tienPhilanthropy: Its Evolution and Its
Future,Harvard Business Schaol

Gui, B. (1991), The economic rationale for the rdhsector”. Nonprofit and other

noncapitalist organizationdnnals of public and cooperative economi? : 4, 551-572.

Hafsi, T., et T. Howard. (2005), Strategic Managetraad Change in High Dependency
Environments: The Case of a Philanthropic OrgaimpaVoluntas 16:4, 329- 351.

19



Harrow, J. (2011), Governance and isomorphismaallphilanthropy. The interplay of issues

among foundations in Japan and the Bkiblic Management Revied3:1, 120.

Hwang, H. et W. W Powell (2009), The rationalizatf charity: The influences of

professionalism in the nonprofit sectddministrative Science Quarteyly4.2, 26898.

Jensen, M.C. (1998oundations of Organizational Stratedyarvard University Press.

Katz, S. N. (2005), What does it mean to say thdapthropy is “effective”? The
philanthropists’ new clothesRroceedings of the American philosophy socig#p:2, 123
31.

Kreamer, J. C. et D. D. Bradford (2001), Buildindanor-focused community foundation,

New Directions for Philanthropic Fundraising2, 524.

Labie, M. et R. Mersland (2011 orporate governance challenges in microfingniee
Handbook of Microfinance, 283-300.

Lavie, D. (2007), Alliance portfolios and firm perfance: a study of value creation and

appropriation in the U.S. software indust®grategic Mangement Journ&8:12, 11871212.

Leat, D. (1995), British foundations: the organizatand management of grant-making,
Voluntas 6:3, 31729.

Lepak, D. P., K. G. Smith et M. S. Taylor (2007 glie creation and value capture: a

multilevel perspectiveAcademy of management revje&&: , 18094.

Letts, C., W. Ryan, et A. Grossman (1997), Virtuoapital: What foundations can learn from

venture capitalistd;larvard business revie®s, 36 50.

Lungeanu, R., et J. L. Ward (2012), A GovernancseBal'ypology of Family Foundations:
The effect of Generation Stage and Governancet8teion Family Philanthropic Activities,
Family Business Revie®5:4, 409-424.

Moore, M.H. (2000), Managing for value: organizaibstrategy in for-profit, nonprofit and

governmental organizationdpnprofit and Voluntary Sector Quarterl9:1, 183204.

Oster, S M. (1995 trategic management for nonprofit organizationsedry and cases,
New-York: Oxford University Press.

20



Ostrower, F. (2004). Foundation effectiveness. idin and challenge§,he Urban

Institute

Park, T-K. (1996), The role of non-profit corporébendations in Korea: positive and

negative perspectivegpluntas 7:1, 5765.
Porter, M. (1996), What is strategyfarvard Business Revig®1-78.

Porter, M. E. et M. R. Kramer (1999), Philanthrapilew Agenda: Creating Valudarvard
Business Review7, p. 121-131.

Rey-Garcia, M., et L.I. Alvarez- Gonzalez (20119uRdations and social economy:
conceptual approaches and socio-economic relevai@®IEC Espafia, revista de economia

publica, scoial y cooperativ@3 (Special issue), 6&0.

Salamon, L., et H. K. Anheier (1992), In searchhaf non-profit sector. I: The question of

definitions », Voluntas, 3:2, 1251.

Santos, F. (2012), A positive theory of social epteneurshipJournal of Business Ethics
111: 3, 335-351.

Schmitz, C. C., et B. A. Schillo (2005), Report dlag: A Model for Foundation Portfolio

AssessmentAmerican Journal of Evaluatior26:4, 51831.

Sheehan, R.M. (1996), Mission accomplishment asuptfiropic organization effectiveness:
Key findings from the Excellence in Philanthropypject, Nonprofit and Voluntary Sector
Quaterly 25:1, 11622.

Smith, J.A. (2004), Foundations in time: Wherewaeenow? New Directions for

Philanthropic Fundraising45, 11 20.

Suchman, M. C. (1995), Managing legitimacy: Straet@gd institutional approaches,
Academy of management revje0:3, 571610.

Whitman, J. R. (200), Evaluating philanthropicridations according to their social values,
Nonprofit Management & Leadership8:4, 41734.

Young, D. (2001), Organizational identity in nonfirorganizations: strategic and structural

implications,Nonprofit Management & Leadership2:2, 13957.

21



