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ABSTRACT 
 
 Although the United States has hired private contractors to execute government-
funded work since its inception, these contractors have become increasingly more 
common since the 1980s.  The United States Agency for International Development 
(USAID) has been no exception; the number of for- and non-profit contractors designing 
and implementing international foreign aid projects has proliferated.  The complicated 
relationships among USAID, nonprofit, and for-profit contractors raise important 
questions about the factors that influence 1) which types of organizations receive 
contracts, and 2) which characteristics increase the likelihood that contractors will form 
inter-organizational partnerships via their work on USAID’s contracts.  This dissertation 
explores both by examining 232 contractors that implemented USAID’s democracy-
building projects abroad 1999-2004.  First, logistic regressions were used to assess the 
influence of nonprofit organizations’ political affiliations on their ability to obtain 
USAID’s contracts.  The results of these analyses suggest that that in certain years, 
nonprofit organizations with prominent, politically connected board members were more 
successful than others in obtaining USAID contracts.  In other time periods, the 
composition of nonprofits’ boards had no significant impact on organizational success in 
acquiring contracts. 
 Second, this dissertation evaluates whether inter-organizational familiarity 
influences the likelihood of contractors partnering on USAID-funded contracts.  The 
results of logistic regressions indicate that inter-organizational familiarity from past 
partnerships has increased the chance that organizations partner in certain time periods.  
These findings stress the role of organizational learning in their decisions to partner, as 
well as the impact of government programs designed to diversify the pool of available 
contractors. This research considers the ways that changing political environments 
influence the availability of resources for contracting organizations with particular 
characteristics.  Moreover, it underscores the need to assess the contracting system in 
order to ensure that those chosen to implement government-funded work are as capable, 
innovative, and accountable for their work as possible. 
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CHAPTER ONE: INTRODUCTION 
 

 In a 1967 memo framed with the words “POLICY DETERMINATION” across 

the top, William S. Gaud, administrator to the United States Agency for International 

Development (USAID) wrote,  

Our resources in AID – both in staff and money – are not equal to the 
needs of developing countries (p. 1) . . . . Rather than directly carrying out 
all of its own programs, AID must increasingly become a channel through 
which American resources and skills - wherever located - can be identified, 
focused, and transmitted to the less developed countries of the world. 
Through contracts and interagency agreements, AID must, by law as well 
as policy, draw upon the technical resources of governmental and private 
institutions to the fullest extent practicable (p.3) (Gaud 1967). 
 

At the time that Gaud wrote his memo, USAID was only six years old, and had already 

begun implementing foreign aid projects with the help of U.S.-based non- and for-profit 

organizations.  That said, most of its projects reflected the prevalent U.S. model of 

governance at the time: government agencies employed staff who designed, implemented, 

supervised, and evaluated foreign aid projects abroad (Lancaster and Van Dusen 2005).  

It took approximately twenty years for Gaud’s message to become reflected in reality, and 

approximately ten additional years before USAID was utterly transformed into an agency 

whose projects are more likely to be designed, implemented, supervised, and/or evaluated 

by private institutions than by its own staff (Berrios 2000). 

Third Party Governance 

 USAID’s metamorphosis from a direct-service agency to an agency whose efforts 

are primarily limited to funding and coordinating its services is representative of changes 

that have occurred throughout the U.S. Government since the 1980s (Feigenbaum, Henig, 
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and Hamnett 1998).  At the beginning of that decade, the Reagan administration 

popularized the term ‘privatization,’ a political catch-phrase referring to the sale of 

government-owned companies, as well as the funding of government services through 

grants and contracts.  It also jump started efforts to privatize government services by 

attempting to sell government-owned corporations and parks.  Subsequently, the Bush 

administration focused on divesting government ownership of public housing units; 

however, their successes were tempered by backlash that had emerged after the previous 

administration’s efforts in the early 1980s.  Afterwards, the Clinton administration and in 

particular Vice President Gore made significant headway in transferring government 

programs to private entities.  The second Bush administration followed along the same 

lines as its predecessors, considerably increasing the number of contracts provided by 

government agencies to for-profit and some nonprofit organizations. 

 The privatization of government services reflects a third party model of 

governance (Salamon 1989).  Whereas previous models included the direct involvement 

of government staff in all aspects of the services funded by government agencies, third 

party governance implies a disconnection between government and the services that are 

created (Milward and Provan 2000).  Instead of government staff designing, 

implementing, supervising, and evaluating their services, for- and nonprofit employees do 

so instead via contracts  (Frederickson and Frederickson 2006). 

 In addition to fundamentally modifying the U.S. Government’s method of funding 

its programs, the spread of the third party model across government agencies has 

accentuated their interactions with contracting partners over time.  Government agencies 
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prefer to collaborate with reliable and capable partners, and since the foreign aid industry 

is not as large as others (such as defense), agencies are likely to work repeatedly with 

certain organizations.  Therefore, government procurement practices allow its contracting 

officers to consider potential partners’ past performances as they choose potential 

contractors from within a competitive pool (Marburg-Goodman 2003).  Contracting 

officers also consider the merit of organizations’ infrastructure, board of directors and 

executive leadership, proposed statement of work, and proposed cost of the project (U.S. 

Agency for International Development - Indonesia 2008).  Organizations competing for 

contracts attempt to present themselves in a manner that will be received favorably by 

USAID. 

Contractors may use a variety of methods to present themselves to government 

agencies as reliable, capable, trustworthy, and experienced relative to their competitors.  

One method is to attract experienced, well-connected leadership to the organization.  

Board members may use their knowledge, prestige, financial resources, and social and 

political connections for organizations’ benefit (Provan 1980).  Social and political 

connections may be particularly important; organizations with well-connected board 

members may have access to beneficial  resources (Galaskiewicz 1979b, 1985b) such as 

information (Galaskiewicz 1979a) that may be used to inform organizational decisions 

about the future.  Board members may also legitimate organizations to their environment 

(Abzug and Galaskiewicz 2001), thus making them more competitive for funding. 
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Third Party Governance in the U.S. Agency for International Development’s 

Democracy and Governance Programming 

 The creeping transformation of USAID from a direct provider of government-

funded services to a coordinator and supervisor of those services is emblematic of the 

metamorphosis that the U.S. government as a whole has undergone since the 1980s 

(Osborne and Gaebler 1992).  Like other USAID programs, projects designed to promote 

democratic governance abroad have increasingly been designed, implemented, 

supervised, and/or evaluated by contractors, rather than by USAID staff.  These programs 

include efforts to: enhance governmental transparency, build independent judiciaries, 

reduce election corruption, and support grassroots organizations (U.S. Agency for 

International Development 1998).  According to the U.S. Government, these activities are 

part of a larger effort to decrease international conflict and increase domestic security 

(The White House 2002).  

As an agency whose primary purpose is to provide foreign aid guided by U.S. 

interests (as defined by the executive and legislative branches of government), most of 

USAID’s recipients are residents of countries abroad.  In the past, the U.S. public and 

politicians have viewed USAID’s work as wasteful, pouring taxpayer money into projects 

abroad that may or may not benefit U.S. citizens.  This perception of USAID has made it 

particularly vulnerable to attempts at eradication (Ford 2001; Newsom 1993).  Increasing 

its contracts to non- and for-profit organizations created a constituency of organizations 

with an investment in its existence and that were willing to lobby Congress and Presidents 

in favor of foreign aid funding, and USAID (Lancaster 2000).  This constituency, as well 
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as evidence that USAID had improved its methods of project evaluation and implemented 

cost-savings measures ensured its continued funding.  

Nonprofit Organizations, Political Affiliations, and Social Capital 

Nonprofit organizations have been an important part of a constituency that has 

acted on USAID’s behalf for many years (Lancaster 2000).  The nonprofit sector has a 

long history of accepting government grants and contracts to implement work abroad; in 

fact, many nonprofit organizations have been accepting government funding for foreign 

aid work since World War II (1994a; Lancaster 2007; Smith 1990).  These nonprofits 

face a field of competition for USAID contracts that include other nonprofits as well as 

for-profit organizations. 

Like other privatized government programs, USAID uses procurement 

mechanisms in order to choose the most knowledgeable, efficient, effective candidates 

(1994a).  These processes are predicated on procurement regulations that emphasize 

competition (1994b); USAID chooses candidates based on merit, and economic factors.  

As a result, organizations that pursue USAID’s democracy and governance contracts must 

design themselves, and their proposals, to convince contracting officers that they are the 

most meritorious from the applicant pool.  As previously noted, one of the ways that 

organizations may portray themselves as more reliable, capable, and efficient (and thus 

meritorious) than their competition is by attracting prestigious, knowledgeable, well-

connected leadership, and specifically board members (Galaskiewicz 1985b; 

Galaskiewicz 1997; U.S. Agency for International Development - Indonesia 2008). 
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Many of USAID’s implementing organizations have former members of congress, 

other senior politicians, and senior White House staff as employees and/or sitting on their 

boards of directors.  As organizations compete to obtain lucrative democracy and 

governance contracts, these individuals may be important resources (Pfeffer 1973).  

Influential directors can play an important role for organizations; directors may use their 

connections with other powerful individuals to gain information about changing trends in 

the field, upcoming funding streams, or simply to raise the visibility (and legitimacy) of 

the organization (Provan 1980).  Moreover, directors with years of experience working in 

the field can share that knowledge in order to increase their organizations’ success 

(Pennings, Lee, and Witteloostuijn 1998). 

 The ability of directors to use their network connections for the advantage of 

organizations may be mediated by their political affiliations, and the political affiliation 

of the administration in office.  USAID operates within a politically charged environment.  

The executive branch shapes USAID’s direction and Congress is responsible for 

providing USAID with a budget.  In some cases Congress may earmark USAID’ budget 

for specific projects or include a directive to hire particular organizations to receive the 

contracts for these projects (Lancaster and Van Dusen 2005).  Organizations with well-

connected (particularly politically-connected) board members may have access to 

resources that increase their ability to obtain lucrative USAID contracts.   

The value of board members’ social capital lies in the substance of their social and 

political connections.  In political environments dominated by Democrats, the value of 

Democratic connections may increase, the value of Republican connections may 
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decrease, and vice versa.  Since nonprofit contractors compete for contracts in such a 

politically charged and changing environment, the value of their board members’ 

connections may rotate similarly.  This research considers this possibility, by evaluating 

politically affiliated and well-connected board members as a type of resource for 

nonprofit organizations in their pursuit of USAID contracts.  Are nonprofit organizations 

with Democratic board members more successful than those without in obtaining USAID 

contracts?  Are nonprofit organizations with Republican board members more successful 

than those without in obtaining USAID contracts?  In addition, do the political 

composition of the Congress and White House determine the answers to the 

aforementioned questions?  My dissertation answers these questions with the results of 

three logistic regressions.  The regressions were performed on 74 nonprofit organizations 

that completed 69 government-funded democracy and governance contracts. 

 The logistic regression analyses indicated that the value of board members’ 

political affiliations changed in three time periods: 1999-2000; 2001; 2003-2004.  In the 

first two time periods, organizations’ political affiliations via their boards had no 

significant impact on organizations obtaining USAID contracts.  However, as a new 

administration established its reign over USAID, Republican affiliations increased in 

value, and Democratic affiliations decreased in value.  These results lend substantial 

support for social capital and resource dependency theories about the operations of 

nonprofit organizations in political environments. 
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Third- Party Governance, Inter-Organizational Relations, and Familiarity 

The extension of the third party model across government agencies has modified 

contractors’ interactions with each other.  In past decades, it was common for government 

agencies to offer contracts to single organizations.  Since the 1990s, however, it has 

become more common for government agencies to offer contracts to multiple vendors via 

a procurement mechanism known as the Indefinite quantity Contract (IQ Contract) 

(1994b).  IQ Contracts allow USAID flexibility in its purchasing; USAID identifies 

organizations and teams of organizations that will receive the contracts, and commits 

them to a minimum purchase of services and/or supplies (although they may make 

additional purchases at a later time).  These contracts encourage and in some cases require 

that organizations contract services to other organizations (referred to as subcontracting) 

(U.S. Agency for International Development 2008).  Sub-contractors are usually smaller 

and/or less experienced, and thus less able to take on the responsibility of managing the 

contract, as the prime contractor does.  When organizations sub-contract with each other, 

they work in networks to complete government-funded projects.   

Contracts provide incentives for organizations to work with each other, and in 

particular to form relationships with other contractors they believe will complete work in 

a manner that will reflect well on the entire contracting network and will enhance the 

ability of the organization to compete for contracts.  This includes organizations that have 

good reputations, the capacity to carry out projects that others in the network cannot do, 

and are known to have produced high-quality, well-regarded work in the past.  In some 

cases, organizations also prefer to work with minority- and/or women-owned small 
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businesses (Office of Small and Disadvantaged Business Utilization 2005).  This 

preference is due to government regulations that reserve certain types of contracts for 

networks of organizations that include these small businesses. Other government statutes 

offer other types of financial incentives for this type of collaboration (1994a).  

Although diversity may provide organizations with the ability to form networks 

with diverse areas of experience and abilities, there are obstacles that may exist in some 

cases to the formation of for-profit-nonprofit relationships.  Although many nonprofit 

organizations have a long history of providing foreign aid, and of accepting government 

funding, some prefer to avoid accepting contracts, which require organizations to adhere 

strictly to contract provisions.  Instead, they would rather accept grants, which offer 

organizations more freedom to carry out their work without government interference 

(Moffett 1995).  As a result, for-profit-nonprofit collaborations may be rarer than other 

types of inter-organizational relationships. 

Contractors are strongly motivated to establish relationships with reliable and 

capable partners.  However, the processes required to vet potential partners can be costly 

and time-consuming.  USAID’s procurement processes occur quickly, and contractors 

may not always have the time or the infrastructure to thoroughly investigate their partners 

before they join contractor networks with them.  Clearly, engaging in these types of inter-

organizational relationships with other contractors is surrounded by uncertainty for both 

parties: will each partner carry out its portion of the contract efficiently, and produce 

high-quality services?  Will either partner act opportunistically, thus weakening its 

partner in favor of its own interests?   
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One way to mitigate the risk inherent in group contracting is to join networks with 

past partners, which significantly reduces the uncertainty surrounding these potential 

relationships (Gulati and Gargiulo 1999; Zucker 1986).  Another way to lessen this 

uncertainty is to form partnerships with organizations that are already part of the 

organizational network  (Chung, Singh, and Lee 2000; Kogut, Shan, and Walker 1992).  

These types of third party (friend-of-friend) connections can provide information about 

potential partners such as organizations’ past performances and reputations. 

 In order to obtain most USAID contracts, organizations must work together.  The 

procurement process operates at a fast pace; organizations must write and submit 

proposals quickly.  Moreover, the stakes are high: organizations that do not complete 

USAID projects in a timely manner, or do not produce high quality work may not be 

considered for future projects.  Therefore, there are strong incentives for organizations to 

choose their partners well.  On the other hand, USAID offers substantial incentives for 

organizations to collaborate with minority-and women-owned small businesses, which are 

more likely to be inexperienced and less likely to have built strong relationships with 

other contractors (1994a; Lanoue 1992).  In light of the need for inter-organizational 

familiarity and the financial incentives available for the partners of minority- and women-

owned businesses, which factors increase the likelihood of inter-organizational 

partnerships?  Are for-profit and nonprofit organizations likely to work together despite 

the reticence of some nonprofits to accept contracts?  My dissertation answers these 

questions by examining the partnering behaviors of for- and nonprofit contractors that 

worked on USAID’s democracy-building projects 2000-2001 and 2003-2004.  I examined 
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the role of past partnerships, past third-party partnerships, minority-owned status, 

women-owned status, and nonprofit status in the formation of inter-organizational 

contracting on 69 USAID-funded projects.  The results of two logistic regressions 

indicate that organizations preferred to collaborate with organizations they were 

connected to, either directly through a past partnership or indirectly via a third-party 

partnership.  However, the regression results also suggested that the incentives offered by 

government regulations to contract with minority- and women-owned small businesses do 

increase the likelihood that these businesses will be part of USAID’s contractor pool.  

Lastly, for-profit-nonprofit collaborations were less likely to occur than other types of 

partnerships within the sample. 

Research Hypotheses 

 The goal of this research is to explore government-contractor, and contractor-

contractor relationships in an environment of third-party governance.  Specific research 

hypotheses are as follows: 

- Hypothesis 1: Organizations with politically-affiliated directors sitting on 

their boards were more likely to be successful in obtaining USAID contracts 

than other organizations while the affiliated party controlled the White House 

and Congress. 

- Hypothesis 2: Inter-organizational relationships were more likely to form if 

one of the organizations in a dyad was a minority-owned (2A) or woman-

owned (2B) small business. 
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- Hypothesis 3: Organizations that had engaged in prior alliances and that had 

prior third-party connections were more likely to form subsequent alliances. 

- Hypothesis 4: Inter-organizational relationships were less likely to form if one 

organization in a dyadic alliance was a nonprofit organization. 

Significance 

In a context of widespread third-party governance, advocates of privatization 

emphasize the advantages of reducing the role of government agencies in providing 

government-funded services.  Advocates argue that the involvement of for-and nonprofit 

service providers builds efficiency, and saves the government (and taxpayers) money.  

Merit and competition lie at the crux of this argument: contractors compete for contracts, 

and through this competition they are forced to produce the best, most efficient proposal 

for government work.  The same is implied for inter-organizational relationships among 

contractors; organizations must compete to collaborate on teams with other organizations.  

Organizations vet each other, and form the most efficient networks that produce the best 

proposals, which the government evaluates and chooses for contracting work. 

 This research offers another perspective on pro-privatization arguments.  

Procurement regulations that are designed to promote evaluations of contractors based on 

merit do not name well-connected, politically savvy leadership or inter-organizational 

familiarity as advantageous traits for contractors competing for government funding; 

however, these characteristics appear to be advantageous for contractors nonetheless.  Are 

political knowledge, political connections, and established inter-organizational 

relationships included in definitions of ‘merit?’  In some sense, the resources that are 



 

 

22

gained via political connections may increase the ability of contractors to produce well-

informed, well-rounded contracts.  Inter-organizational familiarity may offer contractors 

stability, and increase the likelihood that services produced by contractors with well-

established relationships will circumvent obstacles, and be more efficient than others1.  

However, there is a cost associated with these advantages: less well-connected 

organizations are less likely to be chosen as contractors, and contractors without well-

established relationships are less likely to be able to join the contractor networks that are 

necessary for certain types of government contracts.  Thus, these advantages may come at 

the cost of the advent of new blood, and thus of innovative thinking.  Paradoxically, this 

loss may undermine the efficiency so touted by pro-privatization advocates. 

 USAID may be a victim of its own success.  The 1990s were characterized by the 

‘reinvention’ of government services that followed the model of third party governance.  

USAID’s staff, along with the staffs of other agencies, was gutted and at the time of this 

dissertation, is struggling to rebuild as many of their employees retire.  The resulting 

system of procurement practices shifted much of the responsibility of the design, 

implementation, and oversight of USAID’s projects to contractors.  Arguably, according 

to privatization proponents, this shift produced a system which favors the most capable 

contractors with the best laid plans.  Ironically, the same shift meant to produce efficient 

government-funded projects may have been jeopardized by its proponents’ enthusiasm 

and zealous pursuit of the new governance model being ‘reinvented.’ 

                                                 
1 Measuring the quality of contracts and contractors’ work continues to be a challenge for both USAID 
evaluators and scholars.  Although the merit and quality are important considerations for those providing 
USAID contracts, due to privacy considerations, measures of both were unavailable for this research.   
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CHAPTER TWO: THIRD PARTY GOVERNANCE, INTER-ORGANIZATIONAL 
NETWORKS AND RELATIONSHIPS 

Chapter Overview 

 USAID’s transformation from an agency whose staff designed, implemented, and 

supervised that projects that it funded to one that outsources most of these activities to 

contractors is one that is reflected by substantial literature describing this model of 

governance.  The model, known as ‘third party government,’ (Salamon 1989) is explained 

in this chapter.  This chapter also describes the ways that this model of governance 

promotes the creation of the type of multilayered contractor networks that may be 

observed working on USAID-funded projects.  Subsequently, this chapter discusses the 

formation of inter-organizational relationships that occur within these networks, and the 

factors that influence their creation.  Another aspect of third party governance, viz., the 

importance of organizational leadership is also explored in a description emphasizing the 

roles that boards of directors play in the success, stability, and viability of organizations, 

and the ways that those roles may impact contractors’ abilities to obtain USAID contracts.  

The following chapters draw on the literature that is explained in this one in order to 

explore the specific topics of the influence of nonprofit contractors’ political affiliations 

and the occurrence of inter-organizational relationships among contractors. 

Third Party Government 

 The U.S. government has worked with contractors to complete federally-

funded work since its inception; however, its use of contractors has grown over time.  

In particular, the early and mid-1900s laid the groundwork for the growth of formal 
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contracting relationships between the government and private organizations (Guttman 

2003).  For example, philanthropists Robert Brookings and the Rockefeller family 

established research institutions (e.g. the Institute for Government Research, now the 

Brookings Institution) to assist with passing legislation (such as the 1921 Budgeting 

and Accounting Act) and establishing congressional accounting offices.  These 

relationships offered a precedent for collaboration between public and private entities. 

 World War II provided another opportunity for the government to establish 

relationships with non-governmental organizations.  Philanthropists funding specific 

war projects developed into official interactions between the government and private 

groups via contracts and grants.  Examples include the Manhattan Engineer District 

(working to create the atomic bomb), and the Office of Scientific Research and 

Development, which “would contract out most of its programs to universities, de-

emphasizing federal laboratories … The contractor was responsible for results and 

deadlines, but retained a measure of independence from public supervision” 

(McDougall 1985: 67). 

 Although contractual relationships between the government and third parties 

had long been established by the 1980s before then it was more common for 

government services to be implemented via a ‘direct government’ model.  In this 

model, elected and other officials created policy, and government agencies 

implemented it.  Since the 1980s, it has become progressively more common for 

government policies to be carried out via third party government (also called the 

hollow state (Milward and Provan 1993) and government by proxy (Kettl 1988).  
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Third-party governance suggests that the government is separated from the services it 

funds by several layers (Milward and Provan 2000).  In some cases, the government 

may have turned almost all of its design, implementation, and evaluation 

responsibilities over to third parties via contracts.  Other government agencies and 

actors may only contract out one of the design, implementation, or evaluation stages 

of the projects that they fund (Milward and Provan 2000). 

In the third-party governance model, first parties (elected and other officials) 

create policies, second parties (government agencies) direct the implementation of the 

policies, and third parties implement the policies using funding from government 

grants and contracts.  Third parties may include for-or nonprofit nongovernmental 

organizations, and in some cases, states or other governmental entities (Milward and 

Provan 2000; Salamon 1989; Salamon 1995).  In this model, government agencies 

provide contracts and grants to nongovernmental organizations to implement a variety 

of services.  These services may include goal setting, decision-making about 

financing or eligibility requirements, developing measures for accountability, and 

project implementation (Frederickson and Frederickson 2006).  Second parties adopt 

a supervisory role and ensure that third parties are accountable for their government-

funded work.  Thus, in the third-party governance model, nonprofit, for-profit, 

government, and other types of participants jointly produce government-funded 

services (Milward and Provan 2000).   

Direct service government programs have been criticized as ineffective, 

inefficient, and slow to change.  These descriptions of direct government models as 
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being unwieldy or burdensome lie in the structure of the U.S. government.  The 

tripartite federal government which separates the executive, legislative, and judicial 

powers divides government agencies’ operations.  Although departments, bureaus, 

and offices are part of the executive branch, the legislative branch controls their 

yearly funding.  Moreover, congressional committees and subcommittees have 

specialized control over policies which impact the operations of departments, bureaus, 

and offices (Frederickson and Frederickson 2006). 

Criticisms of governmental inefficiencies has prompted a rapid privatization of 

government programs (Brinkerhoff and Brinkerhoff 2002).  Third-party governance is 

thought to offer a panacea to large government programs that some view as unwarranted 

and burdensome to taxpayers (Salamon 1989).  Proponents of third-party governance 

argue that this model provides more flexibility than traditional direct government models 

do.  Third party models are more efficient, they argue, because nongovernmental 

organizations compete for government funding (Osborne and Gaebler 1992).  Introducing 

market competition into the process requires that organizations try to develop superior 

proposals that are more efficient and less costly than their competitors (Forsythe 2001).  

This argument is exemplified by Stuart Butler, a prominent advocate for contracting in 

the 1980s, as he wrote, “Choice and competition also reduce the cost to society of 

providing services.  The federal monopoly breeds inefficiencies” (Butler 1983).  More 

recently Trent Duffy, spokesman for the Office of Management and Budget, used a 

similar argument when he stated that contracting “is intended to get the best deal for 
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taxpayers and to ensure the highest level of government services for the citizens of the 

United States” (Stevenson 2002).  

Layered Third-Party Governance and Network Formation 

Third party governance involves the distancing of government from service 

delivery.  One byproduct of this model has been the creation and maintenance of 

networks of organizations receiving government contracts and grants to design, 

coordinate, and implement government-funded projects.  Networks are defined as 

“structures of interdependence involving multiple organizations, or parts thereof, where 

one unit is not merely the formal subordinate of others in a larger superior-subordinate 

arrangement” (Meier and O’Toole 2004:22).  Third-party models prompt organizations to 

create network connections as they work together to deliver government-funded services.  

These networks are composed of non- and for-profit organizations and governmental (and 

other types of) entities.   

Since the 1980s, areas of government contracting have expanded from the 

purchase of equipment and other physical resources to the purchase of social and 

administrative services.  Moreover, government contracting has come to include 

evaluation work; it has become common for government agencies to hire contractors to 

supervise and evaluate other contractors.  Often, government agencies no longer manage 

grants and contracts.  Rather, government staff manages the organizations that manage 

grants and contracts (Kettl 1993). Thus, management often occurs across the boundaries 

of organizations and of the government, nonprofit, and for-profit sectors (Frederickson 

and Frederickson 2006).   
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The networks constructed through third-party governance offer potential 

advantages and disadvantages to their participants.  First, network models present 

participants with less stability than traditional, direct service models do (Milward and 

Provan 2000).  As described by Milward and Provan, participants in networks are 

constantly engaged in coordinating, negotiating, supervising, and writing and 

implementing contracts - all activities that can introduce instability into the network 

relationships and the contract implementation.  This type of model also introduces a 

significant risk that important information may not be communicated among network 

participants, or between the government funder and the network.  In addition, political 

aspects of the relationships among participants and the government funder may further 

complicate and/or destabilize the process  (Milward and Provan 2000: 363). 

Many government agencies provide grants that reflect a principal-agent model: the 

principal coordinates and directs, the agents carry out actions in accordance with the 

principal’s guidance.  In order for this model to work effectively, the principal must 

recognize and foresee various self-interested actions by the agents, and provide them 

incentives to act follow the principal’s direction (Milward and Provan 2000).  

Government funding often occurs via contract structures where a prime contractor (the 

principal) coordinates and directs the contract, and subcontractors (agents) carry out 

various aspects of the contract, as directed by the prime.  This type of vertical network 

structure has been recognized as more effective than other models (Provan and Milward 

1995).  
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This type of network structure can be advantageous for government agencies 

because it requires government agencies to oversee, rather than deliver projects, which 

reduces the resources that agencies must spend on projects (Baldwin, Camm, and Moore 

2001).  Furthermore, since the prime contractor (the principal) has the most 

responsibility, compared to other contract participants, there is a clear hierarchy of 

accountability (Milward and Provan 2000).  

Vertical networks with one organization in charge of coordinating and directing 

the others are considered more effective than decentralized networks of organizations 

(Milward and Provan 2000; Morrissey, Calloway, Bartko, Ridgely, Goldman, and 

Paulson 1994; Provan and Milward 1995) are .  Networks that remain intact over time 

foster strong relationships among participants, which cultivate cooperation and effective 

problem solving, and decrease the likelihood that individual organizations will act 

opportunistically (Milward and Provan 2000).  Centralized coordination of networks 

decreases the likelihood that organizations will pursue individualized, rather than group 

goals (Provan and Milward 1995).  Finally, networks extend the reach of organizations 

and government.  This increased reach may be helpful in instances that require resources 

not held by government or by a singular organization (Galaskiewicz 1985a; Gulati and 

Zaheer 2000). 

Multi-layered contracting models also pose challenges to accountability.  In these 

cases, neither government agencies nor the consumers of services can deal directly with 

those providing services or products.  Rather, if problems arise, citizens must interact 

with providers without directly addressing those at the top of the chain of command.  
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Moreover, government staff may interact with those managing service providers rather 

than with the service providers themselves (Frederickson and Frederickson 2006; Kettl 

1993). 

The long-term nature of government services reaffirms the creation of networks 

and further complicates the network structure.  Grants and contracts are often carried out 

across multi-year period.  In order to coordinate the implementation of the project, 

departments in one organization must form connections with departments in other 

organizations.  Managers may use these networks to recruit support for proposed projects 

or initiate partnerships (O'Toole and Meier 2004).   

Networks created as a result of government grants and contracts are generally 

vertical in structure.  That is, traditional hierarchical structures where government actors 

direct and oversee projects have absorbed, rather than been replaced by, networks.  Small 

cadres of government staff oversee projects in interaction with complex networks of 

nongovernmental actors (Agranoff and McGuire 2001).  Opportunism, confusion, and 

free riding are always a risk in inter-organizational partnerships; however, working in 

networks makes it more difficult to mitigate these risks. 

Inter-Organizational Relationships via Network Participation 

Organizations enter into alliances, exchanges, and partnerships for a variety of 

reasons (Galaskiewicz 1979b; Oliver 1990).  Frequently, organizations benefit informally 

from participating in a network.  Networks may spur industry innovation and adaptation 

to changes in the environment (Chesbrough and Teece 1996; Powell 1998), lower the cost 

of accessing resources (Gulati and Zaheer 2000), and prompt organizations to product 
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higher quality services and products (Dyer and Nobeoka 2000).  Participating in inter-

organizational relationships may also strengthen the organizations’ chances for survival 

as they pool their resources in demanding environments (Provan and Milward 1995; Uzzi 

1996).  In some cases, inter-organizational relationships may be formed in response to 

environmental pressures.   

Some organizations may find themselves struggling with competing pressures.  

Provan, Islett, and Milward provide the example of mental health providers that were torn 

between the desires of the state for cost reductions and the demands of the profession 

(2004). In response they created a network which provided legitimacy in the eyes of the 

state while facilitating the mental health practices that were viewed favorably within their 

professional environment. 

At times, environmental pressures may provide an impetus for organizations to 

enter inter-organizational relationships and funding authorities may prefer or mandate 

collaboration (Whetten 1981). In particular, government and other funders offer 

organizations a substantial incentive to form inter-organizational relationships (Guo and 

Acar 2005; Provan 1984; Reuer 2004).  The federal government has increasingly chosen 

to offer multiple award contracts, rather than contracts to single organizations (White 

2006).  As a result, this funding environment frames the relationship among 

organizational partners (Frederickson and Frederickson 2006; Guo and Acar 2005).  In 

the case of organizational collaboration on government contracts, legal agreements 

constitute their interactions, and participants are aware of their responsibilities, rights, and 

mutual goals.  Contracts governing the interaction are designed to ensure a fair exchange, 
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reduce uncertainty, and prevent participants from pursuing their opportunistic goals 

outside of those decided on collectively (Brown and Troutt 2004).   

Government mandates aside, inter-organizational relationships offer participants 

certain advantages.  These alliances are one way for organizations to reduce the 

uncertainties inherent in interacting with the outside world.  Just as organizations’ board 

members can serve a boundary-spanning function and buffer the organization from the 

environment, allied organizations can serve in similar roles by buffering the organization 

from externally-imposed demands (Aldrich 1979; Blau and Rabrenovic 1991). 

 The advantages aside, forming alliances, particularly financial alliances with other 

organizations presents certain risks.  Alliances leave organizations vulnerable to a 

plethora of bad behavior by partners such as opportunism (Gulati, Khanna, and Nohria 

1994) or poor performance.  Either type of behavior could sully the reputation, as well as 

the record of the partner organization, and impact its ability to obtain funding and 

partnerships in the future.  Moreover, alliances require an investment of time and energy 

by both partners.  If the alliance falters, the time and energy required to form and 

maintain the alliance will have been wasted. 

Inter-organizational interactions provide organizations access to resources they 

may not otherwise have had.  Certain organizations in a network may have capabilities 

and resources not available to their affiliates (Wernerfelt 1984).  Organizations may 

pursue strategic partnerships with others in order to acquire the diverse capabilities and 

resources needed to remain competitive (Nohria and Garcia-Pont 1991). Choosing to 

partner with organizations with complementary resources allows organizations to pool 
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their resources and compensate for each other’s weaknesses (Gulati 1995b).  This allows 

them to compete for projects that they may not have been able to take on alone (Burgers, 

Hill, and Kim 1993; Harrigan 1985; Lorange and Roos 1992). 

Organizational collaboration has been identified as beneficial to service recipients 

and clients, since organizations are able to coordinate the services they provide, and to 

increase the overall efficiency of service delivery (Provan and Milward 1995; Rodgers 

and Whetten 1982).  The incentive to collaborate via networks can be especially 

important to nonprofit organizations, since nonprofits may be more committed to 

improving the overall quality of service delivery (versus achieving organization-specific 

goals) (Provan and Milward 1995). 

Repeated and Third Party Alliances 

Organizations with past transactions are more likely to engage in additional 

transactions in the future (Gulati 1995b; Heide and Miner 1992).  Repeated interactions 

among organizations create a pattern of reciprocity (Koka and Prescott 2002) and, like 

interdependencies among individuals, create shifting relationships of indebtedness and 

power that can be used mutually for organizational success.  In addition, forming repeated 

alliances are beneficial for organizations since they circumvent the cost of having to 

search for and vet new partners.  Finding new partners with complementary resources can 

cost in time and resources.  Therefore, forming alliances with previous partners is 

especially useful in circumstances where information about new partners is limited (Ben-

Porath 1980). 
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Forming repeated alliances with the same organization may minimize uncertainty 

and risk – prior alliance formation offers valuable insight into the reliability and capacity 

of other organizations (Gulati and Gargiulo 1999; Zucker 1986).  In fact, engaging in 

inter-organizational teams may be seen as a type of learning behavior (Lane and Lubatkin 

1998; Lavie and Rosenkopf 2006; Perretti and Negro 2006).  As organizations develop 

trust in their partners through repeated alliances (Gulati 1995a), they may, in fact, fall into 

a pattern of partnering with each other (Amburgey and Miner 1992a).   

Learning about potential partners via third-party network connections also may 

minimize the uncertainty and risk of entering into alliances, and may increase 

organizations’ propensity to partner.  Trusted prior partners can be a particularly good 

source of information and may provide information about others’ reputations, and current 

needs (Chung, Singh, and Lee 2000; Kogut, Shan, and Walker 1992).  Moreover, the 

presence of a common third-party network connection may minimize bad behavior from 

potential partners because news of the behavior is more apt to be shared with others in the 

network (Burt and Knez 1995; Chung, Singh, and Lee 2000; Kreps 1990). Participation in 

networks better allows organizations to sanction partners who fall short of agreed-upon 

expectations (Koka and Prescott 2002). 

When organizations choose to engage in alliances with familiar partners, they 

exploit the knowledge that they have gained from their prior experience with or 

knowledge of their partners (Gulati and Gargiulo 1999; March 1991).  This may be 

especially true in unstable environments with a great deal of uncertainty, such as that of 

government funding which include varying agendas, regulations, and availability of funds 
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according to the political environments, administrations, and preferences of congress 

(Podolny 1994).  

Teams, or consortia of organizations, may be divided into pairs.  If a pair of 

organizations works together repeatedly over time, to use March’s (1991) terminology, 

they may exploit their experiences with and knowledge about each other.  New 

partnerships require expenditures of time and energy to vet potential partners, assess the 

nature of the burgeoning relationships, and evaluate how productive and/or helpful their 

interactions are.  Repeated partnerships do not require this expenditure of time and energy 

since the nature of the relationship and its usefulness have already been established.  

Instead, repeated partnerships allow each party to ‘exploit’ pre-existing knowledge about 

its partner(s). The same mechanism is exhibited in cases where a pair of organizations (A 

and B) shares a common past partner (C), and forms a new alliance.  In this case, the 

alliance between A and B may be based on exploitation of C’s familiarity with both 

organizations.  Neither A nor B is required to expend resources vetting and assessing; 

instead, they may choose to circumvent these stages based on their pre-existing 

knowledge about each other.  In contrast, if a pair of organizations has never worked 

together in the past, and has no past partner in common, the alliance can be seen as an act 

of exploration for both partners. 

Other Factors Influencing the Formation of Alliances 

Status is an important consideration when organizations decide to form inter-

organizational alliances (Podolny 1994).  Organizations struggling with their status or the 

reputation of their products have an incentive to partner with higher-status organizations.  
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In this case, partnering with a higher-status organization is a way to increase perceptions 

of the quality of their work (Podolny 1993).  If increasing the organization’s reputation is 

not a priority, an organization may be better off to partner with a similar status 

organization.  Similar status partners are more likely to commit to equally sharing the 

costs and benefits of the partnership because both partners will be equally concerned 

about status.  In partnerships between higher- and lower-status organizations, the higher-

status organization is likely to commit an equivalent amount as the lower-status 

organization does, although the latter may expect the former to display a higher 

commitment to the interaction due to its higher level of resources.  This disparity may 

lead to conflict (Chung, Singh, and Lee 2000). 

Age is a factor when forming inter-organizational relationships.  It may be more 

challenging for younger organizations to form collaborations with other organizations.  

Younger organizations may be struggling to establish themselves and may not have many 

resources to devote to partnering with others.  In addition, they may not have formed as 

many network connections as other organizations (Foster and Meinhard 2002; Guo and 

Acar 2005). 

In order to maximize their exposure to diverse ideas, some organizations may 

prefer to work on teams with organizations new to the field that have developed creative 

ideas and innovative practices.  Newer organizations may also offer adaptive solutions to 

a rapidly changing environment (McGrath 2001; Rollag 2004).  However, less 

experienced organizations also carry with them the liability of high information search 

costs and a risk of not working well with more established organizations (Chen 2005).   
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Organizations are likely to participate in a shared network if they were created 

under similar conditions (Stinchcombe 1965).  Therefore, networks may be more likely to 

occur among organizations located in the same geographic areas, particularly among 

competitors.  Competing organizations are likely to adopt the same operating systems and 

practices.  Therefore, these organizations will find it easier to cooperate directly than they 

would if their administrative systems differed (Lorange and Roos 1992). 

The Function of the Board 

The spread of third party governance has modified the roles of boards of directors, 

particularly those sitting on the boards of nonprofit organizations.  Although nonprofits 

may differ in their expectations of board members, practitioners have identified ‘good 

governance’ characteristics of board behavior.  Two important functions of board 

members are to: 1) connect the organization to others in the field (Borch and Huse 1993; 

Galaskiewicz 1979b) and 2) represent the organization to the outside community (Provan 

1980).  Leveraging old and creating new connections on behalf of the organization 

requires that board members use previously created social capital and build additional 

social capital for the organization (Moore, Sobieraj, Whitt, Mayorova, and Beaulieu 

2002).  Organizational leaders also play a key role in building organizational legitimacy 

(Galaskiewicz 1985b; Galaskiewicz 1997).  Both building social capital and representing 

the organization involve board members leveraging their human capital on behalf of the 

organization (Boone, De Brabander, and Van Witteloostuijn 1996).  The social capital 

and legitimacy functions of board members will be discussed below; however, each 
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function increases the ability of organizations to succeed over its competitors and survive 

over the long-term. 

Board Members, Human Capital, and Social Capital 

Each member of a board of directors brings a particular skill set to the 

organization.  They may be financial or industry-specific experts, client stakeholders, or 

have specialized experiences that are relevant to the organization’s mission.  

Organizations do their best to recruit board members with experience, knowledge, 

prestige, financial resources, and social and political connections that may be useful in 

guiding the organizations’ future.  Attracting board members with these characteristics 

may be particularly important for nonprofit organizations, since they are often more 

dependent on their environment than might otherwise be the case (Provan 1980). 

Board members connect and represent the organizations they serve to the external 

environment.  This role is especially imperative for organizations in highly uncertain 

environments (Provan 1980).  Thus, organizations in these circumstances may make a 

special effort to recruit individuals to their boards who can maintain a variety of network 

ties to between the organization and its surroundings (Pfeffer 1972; Pfeffer 1973).  

Boards that maintain diverse connections, and connections with sources of funding are 

likely to be most valuable to organizations concerned about scarce resources and future 

uncertainty in funding (Provan 1980).2 

                                                 
2 Limitations of the data used in this research prevented me from evaluating the effect of board members’ 
human capital on organizations’ abilities to obtain government contracts. 
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Although each board member is also a participant in the professional network of 

the board, they also have individual network connections which extend beyond the 

organization.  Like wealth, expertise, experience, skill, and network connections are types 

of capital.  Expertise, experience, and skills are types of human capital, while network 

connections are a type of social capital.  Board members with human and social capital 

are desirable since both types of capital benefit the organizations they serve.  Moreover, 

board members’ human capital can lead to the development of organizational social 

capital, and vice versa.  

Human capital and social capital allow board members to contribute to the long-

term survival of the organizations they serve.  The human capital of organizational 

leaders has also been shown to have a positive effect on their organizations’ performance 

(Boone, De Brabander, and Van Witteloostuijn 1996).  Organizations whose members 

have higher levels of human and social capital, such as industry-specific knowledge and 

skills, are more likely to be successful (Pennings, Lee, and Witteloostuijn 1998).  Their 

prior experiences are likely to make them more informed about the social and political 

environment surrounding the organization, and thus more able to guide the organization 

to better reflect the expectations of others (Provan 1980).  Members of effective boards 

must manage and procure financial resources to support the organization (Axelrod 1994; 

Blau and Rabrenovic 1991; Block 1998; Houle 1997; Ingram 2003).  High levels of 

human capital (expertise and experience) make it possible for board members to more 

easily secure funding for organizations (Provan 1980; Zald 1969).  
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Board members with high levels of human capital may be more important for 

organizations that receive government funding.  Agrawal and Knoeber found that when 

nonprofit organizations rely heavily on government funding, members of their boards are 

more likely to be politically experienced (2001).  Some directors may advise senior 

managers about the organization’s strategic plans (Carpenter and Westphal 2001).  

Politically savvy board members may use prior knowledge to predict future government 

actions, or to adjust nonprofits’ policies in order to help organizations better compete for 

government contracts. 

Social Capital 

Social capital is the substance of relationships among individuals (Adler and 

Seok-Woo 2002).  It is formally defined as “investment in social relations with expected 

returns” (Lin 1999: 30).  For organizations, social capital may be defined as the “sum of 

resources that accrue to a firm by virtue of possessing a durable network of inter-firm 

relationships” (Bourdieu and Wacquant 1992: 119).  Relationships may be characterized 

by trust, friendship, respect, or greed, opportunism, and dislike.  Each type of relationship 

presents participants with a set of resources and certain opportunities to tap those 

resources. Therefore, social capital includes not only the resources held by an individual, 

or within a bounded relationship, but also the resources that individuals may access via 

their connections to others (Lin 1999: 30).  An individual’s social capital consists of the 

number of individuals in their network who are prepared and willing to provide resources 

to their connections when asked (Flap 2002).  The greater the number of individuals 

willing to make their resources available via network connections, the greater the social 



 

 

41

capital held by those connected to them (Coleman 1990).  Organizations amass social 

capital through family ties, membership in groups and clubs, or through shared histories 

with other organizations (McEvily and Zaheer 1999).  

  Accumulating network connections presents organizations with various 

opportunities to acquire beneficial resources from their network (Flap 2002; Galaskiewicz 

1979b; Galaskiewicz 1985b).  Resources are invested by participants in the networks, 

with the (overt or covert) understanding that they will be able to access and profit from 

these resources.  As Granovetter (1985) explains, economic exchanges occur via social 

relationships.  Beneficial resources may include information (McEvily and Zaheer 1999), 

assistance (Woolcock and Narayan 2000), and the social capital generated by human 

capital. Moreover, as resources such as money, information, and support are exchanged 

among network participants, they modify the way that their network is organized 

(Galaskiewicz 1979a).  These types of exchanges also have consequences for participants; 

organizations able to access resources via their network may be better able to achieve 

their goals than their less fortunate peers would be (Ferris and Judge 1991; Flap 2002; 

Galaskiewicz 1979a; Lin and Bian 1991; Lin and Dumin 1986; Nahapiet and Ghoshal 

1998).  In fact, the social capital held by an individual is often associated with their 

number of economic and political resources that can be accessed through others.  For 

example, businesses founded by individuals with more connections to other entrepreneurs 

are more likely to succeed than those without (D'Aveni 1990).   Connections are 

important because organizations’ ability to successfully maintain a solid client base 

depends in part on its links to potential clients (Maister 1993).    
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Members of a network may use the capital embedded in their connections of one 

kind (e.g., family relationships) for other purposes (e.g., to find work).  Social capital lies 

in relationships among individuals, and can facilitate productivity as a result of the 

content of those relationships.  That is, relationships characterized by trust may transfer 

information faster and more efficiently than distrustful relationships.  Trust may also 

facilitate the transfer of other types of resources.  Relationships founded on trust may 

support exchanges that result in debt, since the participants understand that the debt will 

be repaid.  Both trust and holding debt obligations are types of social capital.  Collective 

norms regarding self-interest, opportunism, and fairness are also examples of social 

capital that might strengthen inter-organizational relationships. 

Social capital depends on reciprocity among members of a network, either delayed 

or immediate.  One way that social capital is generated and acquired is by spending 

resources for the benefit of others in their network (Flap 2002).  Usually assistance is 

more valuable to the recipient of assistance than it is to the provider at the time that the 

exchange occurs, thus creating a relationship of indebtedness (Coleman 1990). A pre-

existing history of obligations and favors allows individuals to gain and retain influence 

and power by calling on other members of their network for assistance (Coleman 1988; 

Galaskiewicz 1979a).    

Information as Social Capital 

Information is another type of social capital resource (Galaskiewicz 1979a).  

Network relationships defined by friendship, trust, mutual respect, and other positive 

characteristics are likely to involve information sharing.  In fact, organizations have been 
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described as social communities that are uniquely suited to share knowledge (Kogut 

2002; Kogut and Zander 1996).  Information is transferred among organizations as 

leaders and staff meet and talk (Koka and Prescott 2002).   

The information shared via networks may increase organizations’ chances for 

success and survival (Burt 1992; Nahapiet and Ghoshal 1998).  Relationships 

characterized by high levels of social capital promote members’ more frequent access to 

higher quality information than they might have otherwise.  This type of information-

sharing is beneficial because the cost of acquiring information via a network usually is 

less costly than information acquired in other ways.  Additionally, the information 

transferred is more likely to be relevant (Coleman 1988) and received in a timely manner 

(Burt 1992) by well-connected individuals and organizations.   

Knowledge and information acquired by organizations through their network may 

be particularly important for their success (Koka and Prescott 2002) and survival 

(McEvily and Zaheer 1999).  Network connections may facilitate members’ exposure to 

information about job opportunities (Meyerson 1994), and assist organizations in 

predicting future demand for their product and changes in customers’ preferences (Uzzi 

1997).  Information about innovations may also be transferred via networks.   

A diverse network may result in more social capital for organizations (Reagans 

and Zuckerman 2001) and decrease the chance that organizations will acquire redundant 

information from network participants (McEvily and Zaheer 1999).  Diverse sources of 

information make it more likely that organizations will acquire a variety of useful 

information (Burt 1997).  However, information diversity can be risky; a variety of 
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information may lead organizations to explore these new sources of information without 

spending adequate energy on exploiting the knowledge they have already accrued 

(Levinthal and March 1993). Such action may place the firm at a competitive 

disadvantage.  

 Certain types of relationships are more likely to transfer high quality information.  

For example, organizations with previous experience collaborating with other 

organizations may be more effective at gaining access to relevant information.  These 

organizations spend less time and energy acquiring information; they are more likely to 

have developed processes to assist them in information acquisition (Eisenhardt and 

Martin 2000).  Repeated partnerships between organizations are associated with higher 

levels of trust, which also encourages information-sharing. 

Human Capital and Social Capital 

The human capital of employees, board members, and others associated with 

organizations may generate organizational social capital.  In fact, there is often a 

reciprocal relationship between human capital and social capital.  Ronald Burt 

differentiates between the two when he states, “human capital refers to individual ability, 

social capital refers to opportunity” (1997: 339).   Social capital creates human capital, 

which may then be used to support individual or organizational success.  James S. 

Coleman offers examples of how social capital may generate human capital, and vice 

versa (Coleman 1988).  He explains that the commitment of parents to support their 

children (social capital) can translate into their human capital for the children.  He 

illustrates this dynamic with the example of a parent investing time and energy teaching 
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her/his child (social capital), which then results in the child’s high educational 

achievement (human capital).  Likewise, high levels of education (human capital) may 

increase the efficacy and rewards of parental commitment (social capital) to support their 

children. 

As Coleman describes it, social capital is a public good.  Organizations gain social 

capital from the individuals devoting their time, energy, and skills on behalf of and within 

that organization.  The community that arises as a result of these efforts benefits all 

members of the community, regardless of their individual energies.  That said, Coleman 

points out that organizations producing goods or services to sell absorb the social capital 

generated by employees and others working as a part of the organization; however, those 

generating the capital do not generally reabsorb it from the organization. 

Resources such as expertise, status, and influence are available as ‘second order 

resources’ to individuals and organizations connected to those holding these resources 

(Boissevain 1974).   That is, being associated with a powerful and/or wealthy person with 

social/political prominence may thereby elevate the reputation of individuals or 

organizations.  These resources may be mobilized to assist in the pursuit of goals, such as 

job searches (Seibert, Kraimer, and Liden 2001). Resources such as higher social status 

and better reputations are even more likely to be used as second order resources if the 

network is exclusive (D'Aveni and Kesner 1993).  Board members who have gained 

wealth, power, and status by holding prominent political positions may pass on second-

order resources to the organizations with which they are affiliated (Lin 1982).  Thus, an 

organization increases its status and reputation when politically prominent individuals 
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join their board, particularly if these types of board members are difficult to access (Burt 

1992; D'Aveni and Kesner 1993).   

Board Members and Legitimacy 

Although often difficult to define, legitimacy is important for organizational 

success and survival (Fernandez 2007).  According to John G. Mauer, “Legitimation is 

the process whereby an organization justifies to a peer or superordinate system its right to 

exist, that is, to continue to import, transform, and export energy, material, or 

information” (1971: 361).  Legitimacy can be understood as an attribute of individuals as 

well as of organizations.  One of the primary purposes of organizational leaders is to 

legitimate the organization in its environment; this is particularly important if 

organizations are heavily reliant its surroundings for financing, information, and other 

resources.3   

Therefore, leaders must understand the norms and values prevalent in the 

environment and seek to match organizational actions to those that are expected and 

respected by others (Dowling and Pfeffer 1975).  Norms and values are not static, 

therefore, leaders adjust organizational behavior to changes in the environment (Dowling 

and Pfeffer 1975; Zald and Denton 1963).   

At times, leaders’ pursuit of legitimacy may cause them to take seemingly 

counter-intuitive actions.  For example, in 1985 and 1997, Galaskiewicz explored 

                                                 
3 Characteristics of the data used for this research restricted my ability to assess the role that organizational 
leaders take in legitimizing contracting organizations to government agencies.  The discussion here is 
limited to prevalent and important research findings about the purposes that leaders serve by legitimizing 
organizations to others in their environment. 
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corporate giving, an act which outwardly appears to benefit the recipient much more than 

the donor.  He found that the main determinant of corporate giving was the composition 

of the corporate executives’ networks.  The more connected executives were to the 

nonprofit organizations (directly and indirectly, via members of the ‘philanthropic elite’ 

and ‘professional almoners’) the more that their firms contributed to the nonprofits.  

Executives reported that they donated to nonprofits in order to maintain their reputation 

and status in the eyes of fellow members of their social and professional networks 

(Galaskiewicz 1985b).  Moreover, cultural imperative to donate to nonprofits that was 

embedded in executives’ networks maintained over time, despite changes in the 

networks’ membership (Galaskiewicz 1997). 

One way to increase organizational legitimacy is to become affiliated with 

symbols, values, or institutions which are valued by others (Votaw and Sethi 1969). 

Attracting respected board members is a type of symbolic affiliation that can raise the 

profile and reputation of organizations. Board members’ educational, professional, and 

managerial credentials and expertise signal the organization’s adherence to the norms and 

values of the environment (Abzug and Galaskiewicz 2001) and its worthiness of donor 

support.  High status board members from outside the organization, such as political 

leaders, serve as symbols of legitimacy. Prestige is often a key component of board 

member recruitment (Mizruchi 1996).  It is a quality particularly important to nonprofit 

organizations that depend on funders for financial support; legitimacy is a key component 

of the funder-recipient relationship (Aksartova 2003).  High-status board members who 

can validate the worthiness of nonprofit’s activities and raise its reputation to donors are 
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valuable assets for the organizations they serve (Leatherwood and O'Neal 1996; Miller-

Millesen 2003).  Organizations that are heavily dependent on the environment for their 

economic survival may be more likely to choose this option because they must make an 

extra effort to connect the organization to the outside world (Pfeffer 1972).  

High status board members’ ability to legitimate organizations to the government 

is particularly important.  Government agencies are more difficult to exert leverage over 

than are peer organizations  (Blau and Rabrenovic 1991).  Moreover, organizations often 

rely on government agencies for funding.  Therefore, it is particularly important that 

board members take an active role to legitimate the organization in the eyes of 

government agencies.  Board members able to do this have been found more likely to take 

an active role in procuring contracts for organizations and to take an active role in 

connecting the organization to the state (Harlan and Saidel 1994).  Legitimacy is so 

important for nonprofit organizations that they frequently make an effort to recruit board 

members with the ability to represent organizations to government decision makers. 

 Board members’ legitimation of the organizations to others in their environment 

introduces complexity into a traditional third party governance model in two areas: 

agencies’ funding decisions and project accountability. In the absence of ‘extraneous’ 

information such as board members’ prestige, agencies must make funding decisions 

based strictly on traditional characteristics such as organizations’ proposals, records, 

capacities, etc. In an environment where strong network ties are commonplace, funding 

decisions may grow increasingly complex as individuals’ and organizations’ relationships 

proliferate.  In a competition among organizations with prestigious, well-regarded board 
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members, the weight this prestige (and directors’ efforts on organizations’ behalf) may be 

difficult for funding agencies to measure. 

 Inter-organizational networks, and differences in the (perceived) legitimacy of 

organizational partners may also complicate the third party governance model by 

destabilizing traditional systems of accountability.  Often, teams of organizations 

(operating as inter-organizational networks) complete projects.  It may be unclear which 

organizations are responsible for sharing information, monitoring the completion of tasks, 

and coordinating resources.  Moreover, in cases where partners’ responsibilities are clear 

to team members, it may not be clear to funding agencies.  When a piece of the project 

fails, funding agencies may find it difficult to identify whether the entire team, or one part 

of the team, should be held accountable.  When certain team members are perceived as 

more prestigious or otherwise legitimate than others, it may complicate the ability of 

funding agencies or team coordinators to place blame, particularly if those at fault are also 

well-regarded and well-connected in the environment. 
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CHAPTER THREE: PRIVATIZATION, THE U.S. AGENCY FOR 
INTERNATIONAL DEVELOPMENT, AND ITS CONTRACTORS 

 
 There are two sections in this dissertation: the first examines the impact of 

nonprofit board members’ political affiliations on the nonprofits’ success in obtaining 

USAID contracts; the second scrutinizes the occurrence of inter-organizational 

relationships among various types of organizations that contract with USAID.  Each 

section is situated in a context of USAID’s transformation from an agency that provided 

direct services to one that primarily provides contracts in order to carry out its services.   

Chapter Overview 

 This chapter describes this evolution as part of ongoing changes that have 

occurred since the 1980s in all U.S. governmental agencies.  It also discusses the 

government’s history of funding foreign aid projects, the political struggles among 

stakeholders vying for influence and control over foreign aid, the organization of foreign 

aid provision, and the particular history of USAID.  In addition, this chapter gives a 

picture of USAID’s ‘democracy and governance’ work over time, and its long history of 

partnering with non-governmental organizations on its projects.  It also describes the type 

of contracts examined in this dissertation, criticisms of those contracts, and government 

regulations that promote contracting with small minority- and women-owned businesses 

and universities.  Finally, this chapter highlights USAID’s paradoxical relationship with 

nonprofit organizations. 
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Privatization in the United States 

 Prior to the 1980s, it was relatively common for government agencies to design, 

oversee, and implement government-funded services.  Although government agencies had 

previously (and sporadically) privatized some of their services, the Reagan 

administration’s attempts to decentralize government agencies made privatization a key 

government initiative.  The administration’s efforts were exemplified in the establishment 

of the President’s Commission on Privatization in September 1987.  Conrail, a freight rail 

corporation owned primarily by the government was sold in the same year, and efforts 

began to increase the private sector’s involvement in low-income housing, air traffic 

control, the postal service, prisons, and schools.  Plans were constructed by the 

administration to sell federally owned parks, National Weather Service satellites, and 

Amtrak (Feigenbaum, Henig, and Hamnett 1998).  Moreover, in speeches and news 

conferences, the term ‘privatization’ was popularized and used to refer to contracting, 

grants and subsidies, tax incentives, deregulation, vouchers, franchises, and divestiture.  

The administration tapped studies of local and state privatization for evidence that it 

would be beneficial at the federal level.  Since the Thatcher administration had already 

taken steps to privatize, the Reagan administration was also able to point to British efforts 

to legitimate its own. 

 The Heritage Foundation, and specifically senior Heritage analyst Stuart M. 

Butler, took center stage in shaping the political conversation about privatization.  Butler 

argued that the funding of government services impose a significant cost on taxpayers, a 

population that is large, diffuse, largely uninformed about the nature of government-
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funded programs, and unlikely to mobilize politically to resist paying this cost.  In 

contrast, the beneficiaries of government services constitute a much smaller group that is 

more likely to be knowledgeable about these programs and to actively oppose their 

retrenchment.  In the case of foreign aid programs, beneficiaries include nongovernmental 

service providers and recipients. 

 Butler suggested that those seeking to reduce the size of government-funded 

programs should privatize, rather than fully eradicate them.  In his opinion, privatization 

creates a small group of beneficiaries that would be likely to be knowledgeable and 

invested in maintaining or expanding privatization.  Specifically, organizations hired to 

design and/or carry out government-funded programs would devote time, energy, and 

money to these endeavors. Having a constituency for privatization creates a group likely 

to politically mobilize to mitigate the efforts of those in favor of large government-funded 

programs (Feigenbaum, Henig, and Hamnett 1998).  In order to expand the pro-

privatization constituency, Butler also recommended hiring potential opponents of 

privatization (such as government employees). 

 Butler’s vision of privatization inspired the Reagan administration.  Although 

public housing, education, and other federally funded programs were targeted for 

privatization, the administration began its efforts by attempting to sell federally owned 

park land.  These attempts were largely unsuccessful.  Environmentalists and the majority 

of the public were opposed to the sale, forcing the administration to scale back its plans. 

Partially as a result of this backlash, the first Bush administration pursued more modest 

privatization goals.  Jack Kemp, Secretary of Housing and Urban Development, and Vice 
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President Dan Quayle were both privatization devotees.  Kemp worked to divest the 

government of public housing units by selling them to tenants while Quayle used his role 

as the chair of the Council on Competitiveness to promote privatization policies that 

would benefit the politically mobilized business community.  By-and-large, the Bush 

administration’s attempts at privatization were meager as compared to its predecessor. 

 Privatization advocates made headway anew during the Clinton administration.  

Vice President Al Gore led a National Performance Review which was tasked with 

‘reinventing government’ by incorporating aspects of commonly used business strategies 

into the public sector.  Specifically, competition, consumer satisfaction, and market forces 

were emphasized in the provision of government services.  The National Performance 

Review saved the government approximately $12 billion during its first year  

(Feigenbaum, Henig, and Hamnett 1998).  Additionally, observers reported that the 

cultural environment in government agencies changed in ways that potentially resulted in 

additional cost savings in subsequent years. 

 The George W. Bush administration has continued to privatize government 

services, primarily by providing contracts and grants to nongovernmental service 

providers.  While the number of contracting jobs remained relatively stable during the 

1990s (with a relatively slight decrease from 5,058,000 in 1993 to 4,441,000 in 1999), 

between 1999 and 2002, federally funded contract jobs increased by more than 700,000 

(5,168,000 to 7,543,000) (Light 2008).  During the same three years, the number of civil 

service employees dropped by 50,000 (Light 2003).  Spending for federal contracts has 

outpaced employee salaries by approximately $100 billion (OMB 2004).  This strategy 



 

 

54

has been particularly evident in the funding provided for security and reconstruction 

efforts in Iraq.  By 2003, the ratio of contractors to soldiers in Iraq was ten to one 

(Goldsmith and Eggers 2004). 

Foreign Aid 

Foreign aid can be defined as “one government supplying publicly owned 

resources to another government, an international organization, or a nongovernmental 

organization for the purpose of promoting “economic development and welfare as the 

main objective” (Organisation for Economic Co-operation and Development 2008). Aid 

may be provided in cash grants, concessional loans, debt cancellation or relief, and food 

or medicine.  There are five types of foreign aid: project aid, program aid, technical 

assistance, food aid, and emergency/humanitarian assistance (Hoy 1998).  Project aid 

refers to aid provided to fulfill a specific goal.  Aid programs may target specific projects, 

such as building infrastructure, research, technical assistance or training (Lancaster and 

Van Dusen 2005).  Program aid is less specific, but requires that the recipient consent to 

certain terms and conditions.  Technical assistance includes aid in the form of experts and 

advisors sent to train local residents in development approaches and procedures.  Food aid 

provides cereals, dairy products, fats, and cooking oils that are sold or given to countries 

in need.  At times, food aid occurs under emergency conditions and may be categorized 

as humanitarian aid (Hoy 1998).  

Early permutations of U.S. foreign aid after World War II concentrated on 

economic development.  The measurement of foreign aid outcomes focused on rates of 

growth in per capita incomes and other economic indicators.  In subsequent decades, 
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development projects began to include non-economic goals such as life expectancy, 

literacy, and child mortality.  By the 1990s, aid projects grew to encompass objectives 

such as democracy, empowerment of the poor, and political rights and freedoms 

(Lancaster and Van Dusen 2005: 4-5). Currently, development goals include:  

increases in per capita incomes that lead to a sustained reduction in poverty; 
an expansion in the physical infrastructure and public services (such as 
education and health) that are both the means and ends of social and economic 
progress; and increasingly capable and effective governments that provide for 
security, the rule of law, responsible economic management, social inclusion, 
and political freedoms that are also means as well as the ends to improving the 
human condition. (Lancaster and Van Dusen 2005: 5). 
 

The United States provides the most foreign aid ($350 billion since 1946, $88 

billion in 2003). However, the percentage of its gross national income donated is the 

smallest in the world  (Lancaster and Van Dusen 2005: 9).  USAID has been responsible 

for coordinating and delivering most U.S. foreign aid.   

Stakeholders and Foreign Aid Politics 

The structure of the United States government is unique because the executive, 

legislative, and judicial branches have very clearly delineated powers.  This separation of 

governmental powers impacts USAID’s operations because, like other government 

agencies, it is accountable to both the executive and legislative branch.  Congress may 

propose, approve, amend, or veto legislation appropriating funding to government 

programs.  Moreover, the Senate and the House of Representatives oversee and influence 

international aid from all government agencies.  Their influence extends to policy 

guidance, allocations of funding to certain countries or regions, the objectives of aid 



 

 

56

programs, and sometimes, the funding offered to certain organizations implementing 

foreign aid projects (Lancaster and Van Dusen 2005). 

The executive branch directs the general direction of USAID’s operations.  

Administrations announce their policy preferences for foreign aid, particularly when the 

administration is new, or when responding to important current events abroad.  

Administrations also issue presidential initiatives which restrict the ability of USAID to 

direct their own guidelines.  

 USAID’s budget depends on both branches of government.  It generally takes a 

year and a half from the beginning of the budgetary process until the funding is actually 

allocated, although it may take longer if a foreign aid appropriations bill has not been 

passed before the fiscal year (Lancaster 2000).  First, aid agencies create budget proposals 

delineating planned spending for particular purposes and in specific regions, and submit 

their proposals to the Office for Management and Budget for perusal and the president’s 

approval.  Afterwards, the secretary of state usually petitions for more bilateral aid, and 

the president sends the entire budget to Congress.  The budget includes “Congressional 

Presentations” from USAID and other agencies which detail proposed spending by the 

agency.  Next, congressional budgetary committees make decisions about the funding 

provided to the foreign aid appropriations subcommittees for each branch of congress.  

The House International Relations Committee, the Senate Foreign Relations Committee, 

and the House and Senate finance committees are then responsible for authorizing fund 

allocations to each aid program.  However, due to the difficulty in gaining consensus 

about foreign aid legislation, these committees usually opt to waive the requirement for 
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authorization.  Thus, most of the decision-making about the amount and use of foreign aid 

occurs in the appropriations committees.   

 When deliberating on foreign aid appropriations decisions, congressional 

committees ask representatives from the executive branch and outside experts to testify.  

After legislation has been passed through the committees, the full House and Senate 

debate, amend, and vote on it.  A House-Senate conference committee is formed to 

negotiate any points of difference, and both houses vote a second time on the final bill.  

Finally, the president signs the bill and determines the best way to execute it. 

 At times, and much to the displeasure of USAID administrators, Congress creates 

legislative earmarks for aid funds which require that funding be allocated for certain 

purposes or to certain countries or organizations.  Earmarks are the result of the 

preferences and perspectives of members of Congress, Congressional staff, and the 

preferences of key constituent groups.  Constituent groups are more likely to be 

influential when they are organized, politically knowledgeable, and are able to contact 

members of Congress directly.  

In fact, the influence of both Congress and private groups over foreign aid funding 

has grown since the 1980s.  Lobbyists for stakeholder groups such as foreign 

governments, businesses, and other public interests groups also vie for influence over 

earmarks.  Lancaster describes earmarks as “a vehicle for directing resources to groups 

and organizations favored by key members of Congress and their staffs, and a basis for 

putting together a coalition of votes sufficient to pass annual appropriations bills” 

(Lancaster and Van Dusen 2005: 38).   
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 USAID has advocated for foreign aid funding to the executive branch, Congress, 

the public, and the private sector.  Often, USAID leadership has traded a commitment to 

distribute resources to pet projects in exchange for support for funding.  It has also come 

to rely on private organizations to lobby Congress and the Executive branch to support 

USAID funding.  The price of that support, however, has been the loss of discretion by 

USAID leadership to allocate funds, staff, and other resources as it chooses. 

 USAID’s dependence on the support of others is due in part to its status as a sub-

cabinet level organization.  As such, it is necessary for USAID to form alliances with 

others in or associated with the federal government.  In some cases, USAID must 

leverage support from one agency, or branch of Congress, to make political headway with 

another.  At times it uses back-door strategies such as “refusing to return telephone calls, 

avoiding interagency meetings, creating barriers of various kinds to moving forward with 

proposals from other agencies, and being generally difficult and time consuming to work 

with” (Lancaster 2000: 42).  These strategies were quite commonly used in the 1990s. 

 Associations representing nongovernmental groups have strong interests in the 

foreign aid budget.  Some associations, such as InterAction, represent nongovernmental 

groups in the development and humanitarian aid arena.  Other associations represent 

industry-specific organizations such as those working on the environment, family 

planning topics, relief aid, micro-enterprises, or eradicating certain diseases.  Carol 

Lancaster reports that  

This category of organizations is the largest and fastest growing element in 
the private constituency for foreign aid. . . . A number of these types of 
organizations lobby not only for their preferred activities but for 
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congressional earmarks or directives requiring USAID to fund those 
activities.  (Lancaster 2000: 51)   
 

The ‘aid lobby’ consists of churches, universities, service delivery groups, and advocacy 

groups.  The lobby advocates broadly for aid, and also on specific issues related their own 

missions (Lancaster 2007).  She elaborates that 

[These groups] lobby administration officials, when possible, and 
members of Congress and their staffs on foreign policies and legislation.  
Finding influential allies within the Executive Branch or in Congress is an 
important tactic.  They testify before Congress.  They attempt to inform 
the public and mobilize public pressure (e.g., through letter-writing 
campaigns to members of Congress), and they call the attention of the 
media to their issues through public events (concerts, demonstrations, etc.) 
and through meetings with journalists and editorial writers.  Some of these 
organizations can punish members of Congress who oppose their views 
through adverse publicity or through influencing campaign contributions 
of their members.  And when they can, they will horse-trade with other 
organizations, members of Congress, and Executive Branch officials, 
supporting them on other issues in exchange for support on the aid issue 
they believe important.  All of these tactics are a familiar part of interest-
group politics in America.  (Lancaster 2000: 52) 
 

Activities of the ‘aid lobby’ have prompted a largely symbiotic, although occasionally 

tense, relationship between these organizations and USAID.  USAID and foreign aid 

advocates have, at times, tacitly exchanged USAID grants for NGO support.  Although at 

times USAID and NGOs have disagreed on certain key points, the two are dually 

responsible for the emphasis on development in U.S. foreign aid policy (Lancaster 2007). 

Organization of Foreign Aid 

 The separation of USAID from the Department of State has been a contentious 

issue since its inception.  The decision to make USAID semi-autonomous from the 

Department of State and a sub-cabinet, rather than cabinet-level agency reflected the 
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priorities of the 1960s.  USAID’s focus on economic development was determined to be 

divergent enough from the State Department’s mission of connecting and negotiating 

with governments.  However, since the two agencies’ purposes were related, it was 

decided that bureaucratically USAID would be semi-, rather than fully independent from 

the Department of State.  

 USAID, under advisement from the Department of State, is responsible for 

making decisions about policies, allocations of funding to countries, and the goals of aid 

programs.  However, USAID is not the only governmental agency distributing foreign 

aid.  The Department of State has an extensive foreign aid apparatus.  Moreover, the 

Department of the Treasury coordinates U.S. funding for the World Bank, the 

International Monetary Fund, and other regional development banks.  The Department of 

Agriculture offers grants of food aid for humanitarian and development projects.  The 

Millennium Challenge Corporation, established in 2003, provides funds to governments 

that meet certain criteria related to a dedication to maintaining democratic governance 

and free market policies.   

 The Departments of State, Treasury, and Agriculture are cabinet level agencies, 

while USAID is a sub-cabinet agency.  Thus, often discussions about foreign policy are 

often conducted amongst cabinet leaders without inviting input from USAID.  At times 

cabinet-level agencies will decide to allocate funding to a country or region and leave 

USAID to implement the programming.  At times, programming has fallen short of 

expectations and as a result, USAID has received the bulk of the blame for development 

failures (Lancaster and Van Dusen 2005).   
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USAID and the Office of Democracy and Governance 

 United States foreign aid began when the United States provided foreign aid to 

Greece and Turkey in 1947.  The purpose of aid at that time was to buffer Greece and 

Turkey’s political and economic systems against communist pressures during the cold 

war.  Subsequently, foreign aid via the Marshall Plan helped European post-WWII 

recovery.  In the 1950s (and into the 1960s), aid was directed towards preventing the 

spread of communism in Asia, the Middle East, Latin America, and Africa by mitigating 

dissatisfaction resulting from poverty and economic change (Lancaster and Van Dusen 

2005). 

The United States Agency for International Development (USAID) was 

established via the Foreign Assistance Act of 1961.  This Act was based on a growing 

recognition that the United States was increasingly affected by economic, social, and 

political conditions that occurred internationally.  President Kennedy emphasized the 

connection between economic development elsewhere and security concerns on U.S. soil.  

It was his belief that establishing a foreign aid program would “help prevent the social 

injustices and economic chaos upon which subversion and revolt feeds” (Zimmerman 

1993: 3). Out of order 

USAID was created in order to use foreign assistance aid to address these 

conditions abroad while promoting U.S. interests.  Since the interests of the United States 

are defined according to world events, as well as the agendas of various administrations, 

USAID has been required to address a myriad of issues since its inception such as 

international debt, the flow of illegal narcotics, the spread of HIV/USAID’S, 
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environmental damage, starvation, and democracy building (Johnson, Albert H. 

Huntington, Suda, Bennett, Byers, Boudreau, Savaides, Solis, Strus, Bayer, Gosling, 

Dickriede, Offerdahl, and Nagy 1993).  Generally, U.S. interests include preserving 

territorial and political security.  In addition, aid may be used to protect the security of 

allies, or to offer allies incentives for their continued cooperation (Hoy 1998). Aid funds 

are channeled into three funds: Economic Support Funds, Development Assistance, and 

Food for Peace.  

 In the 1960s, USAID’s efforts were focused on Latin America, and economic 

development in Vietnam, Cambodia, and Laos after the Indochinese war. Aid was 

provided via balance-of-payments and investments in infrastructure, education, and 

health.  In the 1970s, aid was directed towards establishing peace in the Middle East by 

providing incentives to Egypt and Israel.  Aid was directed primarily toward providing 

health care and education, drinkable water and sanitation, and supporting agriculture for 

the poor.  The 1980s saw a renewed focus on Latin America and the Caribbean.  Most aid 

during this decade focused on reforming economic policies and investing in the private 

sector, especially where trade barriers might be removed and markets might be opened to 

U.S. businesses. 

Reforming USAID 

 Efforts to reorganize or eliminate USAID began during the Nixon administration.  

Congressional criticisms prompted President Nixon to propose that USAID be abolished 

and replaced with three agencies with separate international aid focuses.  Although 

Congress and the public raised questions about the effectiveness of USAID’s work, 
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Nixon’s recommendation was not pursued by either Congress or the administration.  

However, the 1973 amendment to the Foreign Assistance Act prioritized technical 

assistance programming over education, agriculture, health, and other categories. 

  While an attempt to streamline USAID’s programming by the House Committee 

on Foreign Affairs fell flat in the late 1980s, by the 1990s, concerns about USAID 

wastefulness and inefficiencies culminated in attempts by a Republican-controlled 

Congress to abolish USAID altogether.  USAID had struggled with poor public ratings 

for some time.  In fact, much of the public assumed that foreign aid funding occupied 5 

percent of the government budget, while in truth foreign aid has generally received no 

more than one-half of one percent of the federal budget.  Bolstered by poor public support 

of USAID, Senator and chair of the Senate Foreign Relations Committee Jesse Helms 

spearheaded efforts to dissolve USAID into the State Department between 1993 and 

1995. USAID was criticized due to its lack of programmatic oversight, the independence 

of its country-based mission offices (offices located abroad), low standards for program 

accountability, and weak management control (Johnson et al. 1993). Others questioned 

the need for USAID programming since the end of the Cold War (Newsom 1993) and 

proposed reallocating USAID funding to domestic issues (Barber 1993b).  Moreover, the 

efficacy of USAID’s programs was questioned since there were few means with which to 

measure programming success.  Democracy and governance funds were (and are) 

particularly vulnerable to this type of criticism due to the inherent difficulties in 

quantifying the results of these programs (Ford 2001; McMahon 2001). 
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USAID Administrator for the Clinton Administration, J. Brian Atwood, took 

several steps to address these concerns, including massive reductions in USAID staff and 

the elimination of several mission offices.  He also directed an increased emphasis on 

measurable results (1997; Barber 1993a).  In fact, during the 1990s alone, 37 percent of 

the agency’s employees (approximately 1,750) either left and were not replaced, or were 

laid off in a 1995 reduction.  Twenty-four mission offices were closed, project design 

time was reduced by 75 percent, and regulations were cut by 55 percent.  Between 1995 

and 2002, the agency lost over $50 million in funds for staff hiring.  Atwood volunteered 

USAID as an ‘experimental laboratory’ for the newly initiated National Performance 

Review.  Adopting an approach more in line with the Government Performance Results 

Act of 1993 led USAID to require that missions and programs submit regular progress 

reports discussing each project’s strategic objectives (1997; Atwood 1999; USAID 1998).  

For most of its existence, USAID has been a field-oriented agency (Lancaster and 

Van Dusen 2005).  Thus, most of its personnel have been located overseas in field offices 

with contractors and local staff to assist them.  These personnel have had substantial 

command over the design and implementation of aid programming on the regional level.  

Field offices incorporate local concerns and opportunities into their design of projects.   

After USAID’s restructuring in the 1990s, their field presence has shriveled.  The 

field offices are much smaller than they were; often only seven or eight USAID personnel 

are located in a mission office.  Most of these are controllers, lawyers, executives, or 

budget officers.  The reduction in field office staff reflects a general shift in USAID 

culture and operations.  Since the 1990s, USAID programs have come to be directed 
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primarily by contractors or grantees.  Simultaneously, USAID’s efforts to increase 

oversight and efficiency have increased.  For example, USAID Administrator Andrew 

Natsios (2001-2005) continued to push field offices to provide ‘results-oriented 

programming,’ and spearheaded efforts to streamline USAID’s procurement regulations.  

Involvement of nongovernmental organizations bolstered the case for keeping 

USAID intact; hiring nongovernmental organizations ensures that USAID funding not 

only benefits recipients abroad, but also supports U.S. citizens.  USAID evaluations no 

longer focus on the benefits of programming to recipients, but rather on the benefits to the 

United States.  By law, almost all aid funding must purchase U.S.-produced products and 

services (Hoy 1998).  In one report, 80 percent of funding for programs goes to U.S.-

based organizations (Berrios 2000).  Carol Lancaster, past deputy administrator of 

USAID states that USAID has become “a wholesaler to wholesalers – letting large 

contracts for aid work, usually to consulting firms, which then subcontract much of the 

work to other firms or NGOs” (Lancaster and Van Dusen 2005: 33). 

Attempts to collapse USAID into the State Department have not abated entirely. 

In 2006, Secretary of State Condoleezza Rice created the position “United States Director 

of Foreign Assistance.”  The Director has authority over all Department of State and 

USAID foreign aid funding and programs.  The first Director, Randall L. Tobias, served 

simultaneously in the new position and in the position of USAID administrator.  The 

purpose of the merged Department of State and USAID position was to allow the Director 

to integrate the foreign assistance agendas of the two agencies. 
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This new position was quite controversial.  In a debate with Andrew Natsios, then 

USAID Administrator, former Deputy Secretary of USAID in the Clinton Administration 

Carol Lancaster called it “a merger by stealth of USAID into the State Department [that 

will undercut] the volume of aid that we provide for that purpose” (Lancaster and Natsios 

2006).  In addition to the merged position, the Bush administration has superimposed 

goals traditionally pursued by the State Department, such as regional stability and counter 

terrorism onto USAID’s strategic planning agenda.  Moreover, the State Department now 

reviews USAID’s budget before sending it to the White House for approval.  In addition, 

HIV/AIDS and democracy promotion programs now are directed primarily by the State 

Department, instead of by USAID.  

Democracy Promotion 

In recent decades, the growth and maintenance of democratic practices abroad has 

risen to the forefront of the U.S. government’s foreign policy agenda.  Democracy 

promotion is generally understood in one of two ways.  First, democratic governance is 

considered to be valuable in-and-of-itself.  It is thought to be “justified as an end, as an 

expression of the most sacred of US values, responding to the aspirations of freedom of 

people throughout the world” (Lancaster 2000: 26).  Second, promoting democracy is 

regarded as a way to produce other valued conditions such as religious tolerance, 

protected human rights and legitimate legal systems, peace, and open markets (Lancaster 

2000).   

The prioritization of democracy promotion was in large part a reaction to a wave 

of countries transitioning from authoritarian to democratic systems of governance, 



 

 

67

starting in the 1970s.  Regimes in Southern Europe during the 1970s, Latin America in 

the 1970s and 1980s, the Soviet Union in 1991, and areas of sub-Saharan Africa in the 

1990s were all part of a ‘third wave’ of democratic growth (Huntington 1991; 

Schwartzman 1998).  As a result, the United States, along with other Western 

democracies sought to support the development of democratic forms of governance 

through foreign policy (Carothers 2002). 

The Reagan administration viewed democracy promotion as a tool for dissolving 

the Soviet Bloc and other cold war threats.  In particular, the administration 

controversially directed funds to the government in El Salvador and the Sandinistas in 

Nicaragua, both of which were cited for human rights atrocities (Hoy 1998).  When the 

Soviet Union fell, former Soviet states became recipients of targeted aid.   

More recently, the Clinton and Bush (II) administrations have determined that 

enhancing governmental transparency, building independent judiciaries, reducing election 

corruption, and supporting grassroots social and political organizations should be part of 

U.S. efforts to decrease international conflict and increase domestic security (1997; 

Albright and Anderson 2000; Atwood 1999; Newsom 1993; USAID 2001).  The first 

Bush administration continued its predecessor’s policy of supporting the transition of 

formerly communist countries to democratic rule.  It also apportioned funds to countries 

in Sub-Saharan Africa to support multiparty and legitimate elections, civil society, and 

legitimate legal systems.  In the early 1990s, foreign aid supported political transitions in 

twenty-six countries in Eastern Europe and the former Soviet Union.  Under the Clinton 

administration, aid was targeted towards countries with weaker economies (Russia, the 
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Ukraine, the Caucasus, and those in Central Asia) and whose political transitions had not 

been as smooth as those in Poland, Hungary, and the Czech Republic (Lancaster 2007).   

In order to support sustainable democracies abroad, the Clinton administration 

established USAID’s Center for Democracy and Governance in 1994 in order to “provide 

technical and intellectual leadership” to USAID’s missions located abroad.  In 2001, the 

Center was converted to the Office of Democracy and Governance; however, it continues 

to focus on four key areas: Rule of Law, support for Civil Society, Elections and Political 

Processes, and Governance (McMahon 2001).   

Rule of law programming focuses on promoting human rights, strengthening the 

presence of independent judiciaries, and “increasing citizens’ access to justice” (USAID 

2005).  Civil Society programs support the organization, self-sufficiency, and financial 

viability of human rights groups, media organizations, business associations, religious 

organizations, activist organizations, and others.  Programming through the Elections and 

Political Processes area supports the opening of political systems and citizens’ political 

participation.  Governance programming is composed of initiatives to reduce corruption, 

increase governmental transparency and decentralization, and improve civil-military 

relations.  

In 2002, the second Bush administration released the National Security Strategy 

for the United States of America (2002). This document announced that development, 

defense, and democracy promotion would heretofore be U.S. foreign policy priorities.  

Funding for foreign aid has progressively risen since 2001; in fact, US aid increased by 

40 percent between 2001 and 2005.  Much of this increase was due to the advent of the 
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“war on terror,” which has subsumed many aid programs.  Aid to Pakistan, Uzbekistan, 

Kyrgyzstan, Tajikistan, and Kazakhstan has increased in recent years in order to quell the 

re-emergence of the Taliban government in Afghanistan and to suppress al Qaeda in the 

region (Lancaster and Van Dusen 2005).  Aid has also been directed towards 

strengthening states at risk of collapse in order to prevent the growth of terrorist havens in 

conflict zones (Lancaster and Van Dusen 2005).  Other factors influencing the increase in 

aid include more public awareness and support for foreign aid, the administration’s desire 

to unilaterally assert assistance abroad, and pressure from the Christian right to expand 

humanitarian aid programs (Lancaster 2007). 

USAID and Nongovernmental Organizations 

Just as the public provision of other types of social services (e.g., healthcare, food 

subsidies, etc.) has been restructured to reflect an emphasis on decentralization and 

privatization, so too have U.S.-funded democracy and governance programs abroad.  

Thus, for- and nonprofit non-governmental organizations figure prominently in the 

implementation of USAID-funded democracy programming.  According to USAID, 

NGOs include for-profit firms, educational institutions, and nonprofit organizations. 

Organizations can formally register with USAID if they are tax-exempt, nonprofit, 

receive voluntary contributions of money or time from the public, and are engaged in 

voluntary, charitable, or development assistance activities.  Nonprofit organizations, in 

particular, are thought to be able to respond to the needs of the poor and work locally 

better than multilateral organizations can (Hoy 1998).  
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Many NGOs were employed to respond to the devastation incurred during WWII 

in Europe.  In fact, in 1939-1940, 545 nonprofit organizations registered with the U.S. 

Government as relief agencies to assist with the rebuilding and aid efforts in Europe 

(Smith 1990).  Many participants were religious organizations (e.g., The Unitarian 

Universalist Service Committee and the World Relief Corporation) that are still in 

existence today.  Others, like CARE - USA were launched specifically to transport food, 

clothes, and medicine to areas in Europe that were devastated by the war.  After WWII, 

nonprofit organizations continued to play an important role in providing post-war relief in 

Europe – U.S. charities sent $5.4 billion between 1946 and 1949 (Smith 1990).  As a 

result of the nonprofit sector’s participation in aid abroad, the U.S. government began to 

court organizations for collaborations abroad.  In 1946, President Harry Truman 

established the Advisory Committee on Voluntary Foreign Aid which was composed of 

representatives from the nonprofit and public sector.  Soon after, nonprofit organizations 

became eligible to receive government assistance via cash and goods (Smith 1990). 

In the 1950s, many religious NGOs expanded their (secular) aid services in China, 

the Near East, Asia, Africa, and Latin America.  As a result, they began to receive 

government subsides and grants in food and ocean freight reimbursements.  When the 

U.S. government began to establish longer-term foreign aid in developing nations, these 

groups were consulted for technical assistance in the design of these projects.  When 

President Truman created the Technical Cooperation Administration to deliver technical 

aid abroad, many NGOs became recipients of contracts and grants to deliver agricultural 

and training programs in the Near East.  These contracts and grants were created within 
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strict guidelines and informed by U.S. policy objectives at the time, particularly those 

aimed towards defeating communism.  NGOs also received government funding during 

the Korean War to deliver relief aid to Koreans.  For example, several organizations 

formed a collective to collect and deliver clothing donations through the United Nations 

Command and the South Korean government (Smith 1990). 

In the 1950s, nonprofit organizations’ interests became increasingly intertwined 

with those of the U.S. government.  In 1954, Arthur Ringland, executive director of the 

Advisory Committee on Voluntary Foreign Aid stated that 

A pattern of organization has been developed adequate for participation in 
services of relief, rehabilitation, technical assistance, and self-help.  To this 
end cooperation has been established by the agencies, shared by their 
constituencies, our Government, and the governments of the participating 
countries and their local social services.  Such integration of operations 
assures the productive use abroad of the contributions of the public at 
home.  The task of the Advisory Committee on Voluntary Foreign Aid, of 
the American Council of Voluntary Agencies for Foreign Service, and of 
the registered agencies, has been to assure this integration (Ringland 
1954). 
 
In the 1960s, the integration between the interests of the government and those of 

the foreign aid nonprofit sector, as described by Ringland, grew.  The Kennedy 

Administration partnered with nonprofit organizations to further its goals of 

socioeconomic development and democracy abroad.  Many nonprofits received 

government funds to provide food subsidies abroad for relief, school lunch programs, and 

food-for-work projects (Smith 1990).  Government-nonprofit partnerships expanded; 

Congress allowed nonprofits more discretion in how to use the subsidies and passed an 

amendment (PL 480) which allowed an increase in the government funding for these 

programs (Sullivan 1970). 
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 Some members of Congress were concerned that the anti-communism emphasis of 

aid programs in previous decades had excluded civil society groups and supported 

authoritarian regimes.  New programs were to involve trade unions, cooperatives, and 

local community organizations in government-funded projects.  The aim of these projects 

was to strengthen democratic processes, especially those at the local level, abroad.  

Nonprofit organizations were also thought to be useful implementers of U.S. programs 

because they could remain in authoritarian countries working on official U.S. objectives 

while the U.S. government distanced itself from the authoritarian regime (Smith 1990). 

By the late 1960s and early 1970s, many in the nonprofit sector were calling for 

greater assistance from the U.S. government, particularly in the form of grants.  The need 

for greater funding was accentuated by a decrease in support from private donors, who 

were directing funds towards domestic problems such as poverty, civil rights, and urban 

unrest (Smith 1990).  In 1973, Congress passed amendments to foreign assistance 

legislation that named U.S.-based nonprofit organizations as effective partners for 

reaching grassroots, non-governmental groups in developing countries (U.S. Congress 

1973).  It stated that 

Private and voluntary organizations and cooperatives . . . embodying the 
American spirit of self-help and assistance to others to improve their lives 
and incomes, constitute an important means of mobilizing private 
American financial and human resources to benefit poor people in 
developing countries.  The Congress declares that it is in the interest of the 
United States that such organizations and cooperatives expand their 
overseas development efforts . . . [and that] the financial resources of such 
organizations and cooperatives should be supplemented by the contribution 
of public funds for the purpose of undertaking development activities (sec. 
123). 
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Congress viewed partnerships with nonprofit organizations as a way to make certain that 

aid reached the poorest abroad (rather than the elite), to rebuild public support for foreign 

aid after the Vietnam War, and to convince governments in developing countries to 

allocate more of their resources towards development goals that were distributed across 

various societal groups.  Nonprofit organizations were tasked with achieving these long-

term economic and social development goals, primarily in less-developed countries.   

This focus on long-term development goals continued throughout the 1980s, 

which saw NGOs working primarily on identifying and treating the root causes of poverty 

in developing countries.  Many nonprofits working on foreign aid projects primarily 

provided relief (nutrition, food-for-work, and emergency food aid).  Others offered 

technical training abroad, such as instruction on infrastructure development.  Another set 

of organizations provided support for local social service organizations addressing issues 

such as health care, nutrition, housing, education, financial well-being, and community 

organizing (Smith 1990).  Most of these organizations were apolitical in their focus; they 

did not aim to produce political change abroad.   

 In the 1990s, under the Clinton Administration’s guidance, USAID committed to 

increasing the amount of funding channeled through nonprofit organizations.  This 

reliance on NGOs reflects a belief that nonprofit organizations have a greater familiarity 

with certain local populations (particularly the poor), are more innovative and flexible in 

their approaches to development, are cost-effective, have staff willing to work in unstable 

or difficult situations, and are able to work with international NGOs (Kushner, Morgan, 
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Edward J. George, Johnson, Joyce, Richardson, Baker, Lowry, Taylor, Prosser, 

Richardson, and Ulanowitz 1995). 

As part of an effort in the 1990s to scale down the size of USAID’s bureaucracy, 

much of USAID’s foreign assistance now occurs via privatized services.  In order to 

ensure that USAID activities offer the greatest benefit to U.S. taxpayers, most USAID 

contracts and grants are made available to for- and nonprofit organizations located in the 

United States.  Therefore, not only do these funds serve beneficiaries abroad and U.S. 

foreign policy, they also provide thousands of jobs for U.S. citizens.  These organizations 

provide technical assistance, conduct research, provide policy advice, implement 

community-based assistance projects, and develop infrastructure.  In order to receive 

funding, recipients must confirm that they have “adequate financial resources; a 

satisfactory record of performance; accounting; recordkeeping; and overall management 

systems that meet applicable standards” (Melito, Michels, Bretzel, Cohen, Alteriis, 

Hartsburg, Suda, and Tharpes 2002).   

The Foundation Model and the Use of IQ Contracts 

 USAID’s work with nongovernmental organizations reflects a model of foreign 

aid referred to as the “foundation model” (Lancaster 2000).  Under the foundation model, 

government agencies announce their goals and the areas they are interested in working 

on, their criteria for performance and accountability, and requests for proposals in these 

areas.  Businesses, associations, universities, local governments, government agencies, 

nonprofit organizations, and others submit proposals reflecting USAID’s stated goals.  

Once funding has been provided, USAID staff oversees the status of the projects.  
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The foundation model is advantageous for USAID.  It uses fewer staff than would 

be required if USAID managers were to design their own proposals.  In this case, USAID 

staff takes on a managerial (rather than a direct service) role which requires less spending 

on overhead. 

USAID contracts require substantial accountability from implementing 

organizations.  Contracts are awarded competitively via agreements between USAID and 

contractors to provide goods or services which meet USAID’s prerequisites.  Although 

USAID’s involvement in the design and implementation of contracts better ensures that 

the result of the contract will match USAID’s expectations, contracts are somewhat 

resource-intensive because they require management, monitoring time, and infrastructure.   

Although they had been used prior to the mid-1990s, indefinite quantity contracts 

(IQ contracts) were formally recognized by Congress in sections 1004 and 1054 of the 

Federal Acquisition Streamlining Act of 1994.  Since then, they have become one of the 

contracting mechanisms most commonly used by USAID.  IQ contracts are awarded in a 

stepwise process:  

1. Non-governmental organizations compete for a base IQ contract. 

2. Multiple contractors are awarded the base IQ contract, which commits USAID to 

purchasing a minimal amount of supplies/services, and obligates the contractors to 

deliver supplies/services requested.4 

3. A mission office or USAID headquarters submits a task order within the scope of 

the IQ  

                                                 
4 My dissertation research focuses on this stage in the IC contracting process. 
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4. A contracting officer considers each contractor to deliver the services/supplies 

needed, and submits a request for such supplies/services to the chosen 

contractor(s). 

5. Contractors submit a reply, which may include the resumes of certain personnel, a 

technical and/or cost proposal. 

According to Major Michael Wong in his article entitled “Current Problems with Multiple 

Award Indefinite quantity Contracts: A Primer,” 

IQ contracts . . . are open-ended contracts. Instead of creating a contract for 
a definite amount of goods or services, the government announces that it 
will have certain needs in the future. Contractors respond with information 
regarding their ability to meet those needs. Thereafter, the government 
awards several contractors the opportunity to sell those goods and services 
to the government in the future. When the contract is created, the 
government agency does not have to order any goods or services 
immediately. Rather, the agency can place orders as the agency’s needs 
arise (Wong 2006: p. 17). 
 
USAID does not specify the amount of services or supplies that will be ordered in 

the base IQ contract.  Instead, the base contract states that the order will fall between a 

minimum and a maximum amount.  It also includes a statement of work, which describes 

the types of services/supplies covered by the contract.  Orders for services/supplies 

beyond the minimum amount must stay within the pre-defined scope, period of 

performance, and maximum amount of the contract (Federal Acquisition Regulation 

1994).   

Frequently, IQ contracts are awarded to multiple vendors at once in order to allow 

USAID flexibility in submitting future orders.  Multiple awards were established by the 

Federal Acquisition Streamlining Act in 1994 in order to increase efficiency.  Once a base 
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IQ contract has been awarded to several organizations, USAID’s contracting officer may 

order additional services/supplies in any amount and at any time deemed necessary.  

Although competition for additional services/supplies is limited to the contractors that 

have already been awarded the IQ, USAID is not required to conduct formal procedures 

to ensure competition.  Instead, contracting officers must carefully consider each 

contractor for the additional order.  Careful consideration of each contractor constitutes 

‘fair opportunity,’ as defined by the Federal Acquisition Regulation, Subpart 16.5 (Wong 

2006).   

The advantage of IQ contracts is that they allow USAID and other government 

agencies to order services and supplies at pre-defined, minimal levels and to have them 

directly delivered as needed to field offices, or in the D.C. headquarters office anytime 

within the time span of the contract.  Although IQs require government agencies to 

commit to minimum purchase levels, additional supplies and/or services may be ordered 

at a later time (Peckinpaugh 1998).  In fact, since IQ contracts define only minimum and 

maximum quantities in the initial contract, they are used when USAID is uncertain about 

the exact times and/or quantities of the services that they will need in the future (U.S. 

Department of Commerce Minority Business Development Agency 2006).   

IQ contracts have come under increasing criticism.  These contracts are designed 

to provide government agencies with a flexible, efficient means of ordering 

supplies/services that are delivered quickly.  Critics claim that IQ contracts sacrifice 

competition for such efficiency.  In one such criticism, Michael Benjamin states that 

“Efficiency has its costs . . . In the world of [multiple award contracts] ordering, 
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competition is the exception rather than the rule”  (Benjamin 2002: 453-454).  Wong 

points to the decisions that contracting officers must make in determining when to award 

IQs to multiple, rather than single vendors (Wong 2006).  He states, 

The problem is that with less restriction and less oversight, agencies that 
have experience with a particular contractor or set of contractors can select 
the contractors they know or like without recompeting each award and 
without guarantying low price or best value. Agencies can select favorite 
contractors by issuing additional orders without any real competition. In 
the multiple award system, competition necessarily suffers since the whole 
point of using multiple awards is “to provide a simplified process and to 
permit flexibility in issuing task orders” (1994b)(Federal Acquisition 
Streamlining Act 1994: at 16). 
 

In an effort to ensure competition in IQ contracts, contracting officers are required to give 

contractors ‘fair opportunity’ to be considered for orders of supplies and services for 

contracts over $2,500 (Federal Acquisition Regulation 1994; Wong 2006).  However, 

there are statutory exceptions to ‘fair opportunity’ in the Federal Acquistion Regulation 

(Subpart 16.5) which include “urgent need”, “one capable awardee due to unique or 

specialized supplies or services,” “logical follow-on to an already issued order,”  and 

“orders placed to fulfill minimum requirements under an existing contract.”  Data about 

the number of times that competition requirements have been waived by USAID are 

unavailable; however, contracting officers have chosen to limit competition in awarding 

widely publicized Iraq IQ contracts (Marburg-Goodman 2003; Schooner 2003).5  

Moreover, critics of IQ contracts point to a Government Accountability Office (GAO) 

                                                 
5 USAID’s awards were legally conducted.  Critics argue that the USAID used contracting procedures with 
undue secrecy, thus damaging public trust and possibly weakening the ability of the government to ensure 
that it was hiring the best price and quality of the services it purchased (Schooner 2003).  In response, 
USAID has argued that its contracting procedures ensured efficiency and a fast response in a situation that 
required a speedy delivery of services.  In addition, the firms that received the IQ contracts were chosen 
based on experience and capacity (Marburg-Goodman 2003). 
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report to Congress in 2004 that indicates that other government agencies have made 

considerable use of competition waivers.  For example, competition requirements were 

waived in nearly half of Department of Defense cases reviewed by the GAO (Government 

Accountability Office 2004).  

Small Business Contractors 

 In 1953, the U.S. Small Business Administration (SBA) was established 

specifically to supervise federal contracting agencies’ attempts to provide federal 

contracts for businesses that were “independently owned and operated; are not dominant 

in their field of operation; and meet a specific size criterion” (1953).  Several pieces of 

legislation since then have been designed to keep Congress and government agencies 

aware of burdensome regulations of small businesses, including the Small Business 

Investment Act of 1958 (Denes 1997).    According to reports from the Small Business 

Administration (SBA), small businesses received $98 billion dollars in federal contracts 

in 2003 and $79.6 billion (24% of total contracting funds) in 2005.   

The size criterion for ‘small’ has changed over time.  In the 1950s, the SBA 

designated ‘small’ as 250 or fewer employees, wholesalers earning $5 million or less in 

sales, and retail and service businesses with sales of $1 million or less (Blackford 1991).  

According to the SBA, ‘small’ is currently defined using “a number of criteria, including 

the number of employees, annual receipts, affiliates, or other applicable factors” ((SBA) 

2008).  These criteria include industry classifications; thus, the definition of a ‘small 

business’ is not static.  According to the government’s Office of Small and Disadvantaged 

Business Utilization, small businesses are “independently owned and operated, not 
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dominant in the field of operation in which it is bidding on government contracts, 

organized for profit and qualified under specific criteria and size standards” (Office of 

Small and Disadvantaged Business Utilization 2005).  

Socially and/or Economically Disadvantaged Small Business Contractors 

The Small Business Act was amended to require prime contractors with contracts 

over $500,000 (or $1 million in some construction categories) to set percentage goals to 

involve businesses owned by socially or economically disadvantaged persons (Lanoue 

1992).  A small business owned by a socially and economically disadvantaged individual 

may also receive the additional designation of Small and Disadvantaged Business (SBD) 

(OSDBU 2005).  African-American, Hispanic, Asian, and Native American business 

owners were deemed socially disadvantaged and eligible for the 8(a) program.  In 1978, 

Congress passed Public Law 95-507, which established the 8(a) Business Development 

Program and required federal agencies to identify percentage goals for procurement 

contracts to small minority-owned businesses.  Federal Acquisition Regulations (FAR) 

19.702 requires that subcontracting plans include an account of the methods used to 

ensure that subcontracting opportunities were made available to small businesses.  The 

Federal Acquisition Streamlining Act of 1994 reserved contracts valued from $2,500 to 

$100,000 for small businesses, and gave all federal agencies the authority to establish 

race-based contracting preferences.  

Credits may also be available to prime contractors that use SDBs as 

subcontractors for acquisitions over $500,000.  Moreover, contracting officers may 

provide contractors with a financial bonus if SDBs receive more than the total monetary 
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target for SDB subcontracting.  In addition, the Federal Acquisition Streamlining Act of 

1994 (FASA) established a goal of 5% for all federal procurement for women-owned 

small businesses.  Subsequently, the reauthorization of the Small Business Act in 2000 

included a provision whereby federal agencies may limit competition for awards under $3 

million for services in which women-owned small businesses are underrepresented. 

 Recently, additional efforts have been made to increase USAID’s use of small and 

small disadvantaged businesses as contractors.  The fiscal year 2002 Appropriations Act 

contained provisions to allow USAID to award task orders to small and small 

disadvantaged businesses “without providing a fair opportunity to all contractors under a 

multiple award IQ [contract]” (Ward 2002: 2).  Moreover, in 2004, an audit by USAID’s 

Office of the Inspector General concluded that  

USAID did not include mission task orders under USAID/Washington 
indefinite quantity contracts (IQCs) in its small and disadvantaged business 
program in fiscal year 2002 . . .  This occurred because management had 
mistakenly believed that an exemption in the Federal Acquisition 
Regulation (FAR) excluded all mission contracting from the program (U.S. 
Agency for International Development - Office of the Inspector General 
2004). 

Female Small Business Contractors 

  In 1988, the Women’s Business Ownership Act of 1988 (Public Law 100-588) 

provided assistance for women in starting, managing, and growing small businesses.  The 

Federal Acquisition Streamlining Act of 1994 required that 5% of all federal procurement 

funding to women-owned small businesses, starting in 2003.  In 1995, the Clinton 

Administration widened the scope of the 8(a) program making anyone eligible who could 

prove a history of discrimination.  Observers anticipated that these looser guidelines 
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would primarily benefit White, female business owners (Holmes 1997).  However, prior 

to 2000, there were no financial incentives offered to prime contractors to sub-contract 

with women-owned businesses, often making it difficult for female business owners to 

break into their fields (2001).  Subsequently, the Small Business Reauthorization Act of 

2000 established set-aside contracting programs for women-owned small businesses in 

industries in which they were underrepresented or substantially underrepresented 

(National Research Council 2005).  In addition, Congress created the Office of Federal 

Contract Assistance for Women Business Owners (CAWBO) in 2000 to help identify 

which industries suffer from underrepresentation by women-owned businesses. 

 Many attribute the success of many female business owners in recent years to 

government programs designed to promote the success of women and minorities in 

business (Archuleta 1995).   In fiscal year 1998, $277.5 billion in contract funding was 

provided to women-owned small businesses (National Research Council 2005). 

According to the Small Business Administration, the prime contract funding from federal 

agencies for women-owned small businesses increased from $4.6 billion in fiscal year 

2000 to $11.6 billion in fiscal year 2006.  Subcontracting funds for women-owned small 

businesses increased from $4.1 billion to $10.1 billion (Mangi 2008).   The 5% target set 

by the Federal Acquisition Streamlining Act has never been reached; in fiscal year 2005, 

only 3.3% of prime contracts were awarded to women-owned small businesses. 

However, women-owned businesses have not been as successful in gaining access 

to federal contacts as would be predicted by their rate in growth.  From 1987-1997, 

women-owned businesses increased by 78%, but the rate of these businesses receiving 
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prime contracts grew only by 60% (Nelton 1999).  In some cases, businesses have 

positioned women and minorities as titleholders in order to qualify for government 

contract, but shut them out of major business decisions (Archuleta 1995).  Some 

contracting officers have viewed female owners as a front for the real (male) decision 

makers, such as their husbands. 

USAID and Nonprofits: A Complicated Relationship 

Nonprofit organizations have a substantial presence in USAID programming.  In 

the fiscal year 2000, about $4 billion of its $7.2 billion of assistance funding went to 

nonprofits, while the remainder was awarded to for-profit organizations and universities. 

In 2003, Andrew Natsios, then USAID Administrator reported that “one-third of USAID 

expenditures goes to American-based NGOs, another third to the broader category of 

nonprofits, including indigenous NGOS, universities, and other organizations such as 

labor unions and cooperatives” (Advisory Committee on Voluntary Foreign Aid 2001).  

However, nonprofit contractors and grantees of the government face particular challenges 

not present for their for-profit peers.  Like for-profit organizations working as service 

providers to the government, proponents of privatization argue that nonprofit 

organizations are more efficient (Provan, Islett, and Milward 2004) and flexible, and to 

produce higher-quality results than government bureaucracies.  However, they are also 

thought to be more personal, democratic in structure, and responsive to clients than either 

government or their for-profit peers (Ferlie et Brinkerhoff and Brinkerhoff 2002; Ferlie, 

Ashburner, Fitzgerald, and Pettigrew 1996).  Often, nonprofits serve not only as service 

providers, but also as advocates for the marginalized and politically weak groups (Blum 
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2001; Risse 2000; Sikkink 1993).   While there are various types of government-nonprofit 

relationships which allow nonprofits to serve both as service providers and as advocates 

(Coston 1998; Young 2000), often the two roles collide.  This is especially true if 

nonprofit advocacy deviates from the state’s agenda.  Additionally, nonprofits must be 

concerned with losing legitimacy if beneficiaries of their services believe the organization 

to merely be a pawn of the state.    

Nonprofits’ role as advocates presents a particular dilemma for many of USAID’s 

nonprofit contractors and grantees, and for USAID.  USAID is obligated to serve the 

taxpayers by ensuring that funding is applied in the most advantageous and efficient 

manner possible (ACVFA 2001).  Therefore, contracts are the preferred funding 

mechanism over grants, and consistent efforts have been made to increase organizational 

oversight over grants and cooperative agreements. 

Many nonprofit NGOs, however, have significant concerns about receiving 

funding, particularly contracts, from USAID.  Some worry that collaboration with the 

U.S. government will compromise the perception of their independence, and thereby their 

legitimacy abroad.  Often NGOs feel torn between their obligation to serve the 

beneficiaries of their assistance programs abroad as well as their employer, the U.S. 

government.  Some NGOs attempt to strike a compromise by receiving grants, but not 

contracts because of the constraints that contracts impose on their freedom to implement 

assistance without outside direction (Moffett 1995).  Former USAID Administrator J. 

Brian Atwood pointed out in an interview in 2001 (Washingtonpost.com) 

Most [NGOs] are well-motivated and will add their own resources and 
creativity to the resources USAID provides. . . . Still, however, if an NGO 
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makes a mistake, it will be AID that gets the criticism. Most NGOs would 
like to take the money, but not the oversight. . . . we will never reach 
nirvana because any government agency has to take ultimate responsibility 
for its use of tax payers money. 
 
Members of congress, as well as others in USAID have raised doubts about the 

prudence of giving funding to NGOs unwilling to accept contracts, which ensure greater 

accountability from the implementer.  Those who share this opinion point out that some 

NGOs’ refusal to accept contracts may limit the ability of the government to achieve the 

foreign policy objectives which USAID’s funding serves (Melito et al. 2002).   

Another source of tension between USAID and NGOs has been the lobbying of 

congress by some NGOs to receive earmarked funds.  Congressional earmarks have 

persistently limited USAID from making decisions regarding the allocation of its funds.  

In some cases, earmarks designate specific companies, nonprofit NGOs, or universities to 

receive sought-after grants.  Critics suggest that this practice has led to a virtual industry 

of lobbyists working to obtain earmarks for various for- and nonprofit NGOs (Dobbs 

2001a; Dobbs 2001b; Kaplan 1993).  

Since the Bush administration took office in 2000, the relationship between 

USAID and its nonprofit partners has grown tense.  For one, the growing popularity of IQ 

contracts under the Bush administration has impacted USAID’s partnerships with 

nonprofit organizations.  The Advisory Committee on Voluntary Foreign Aid recently 

stated that 

Given USAID management units and reliance on large contracts, smaller 
[nonprofits] and cooperatives with specialized business knowledge are 
becoming less competitive. We believe that USAID is losing a major 
resource when so many of the projects are operated through large contracts 
to a few for profit companies. Current IQC and large contracting 
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mechanisms discriminate against smaller nonprofits, NGOs and 
specialized cooperatives. The choice is basically to fight over declining 
opportunities or change the basic mission of the organization to be able to 
compete for more generalized and larger contracts (2008). 
 
The interactions between USAID and some foreign aid nonprofit organizations 

grew tense between 2001 and 2003.  In 2001, Andrew Natsios, then USAID 

Administrator announced that “The nonprofit sector is important to me, and obviously to 

AID because we spend two-thirds of our budget on it” (Advisory Committee on 

Voluntary Foreign Aid 2001).  A year later, the tenor of the relationship had changed.  

Some nonprofits were displaying reticence to tout the connection between their work and 

USAID funding.  As a result, Natsios chastised nonprofit representatives in 2002 in a 

forum sponsored by InterAction, an advocacy organization for nonprofits in the foreign 

aid field.  He stated that, nonprofit organizations and contractors more broadly are “an 

arm of the U.S. government,” and emphasized that if this reticence continued that he 

would “personally tear up their contracts and find new partners” (InterAction 2003).   

Nonprofits were also banned from speaking with the press without permission from 

Washington.  Mary McClymont, then CEO of InterAction responded to the policy 

changes by saying “It looks like the NGOs aren't independent and can't speak for 

themselves about what they see and think” (Klein 2003).6  Although nonprofit 

                                                 
6 By 2007, the relationship between the nonprofit sector and USAID had further soured.  USAID 
announced the “Partner Vetting System,” a policy intended to prevent USAID from inadvertently 
funding terrorist organizations.  It would require that applicants for USAID funds submit the 
personal information of their trustees, senior officers, subcontractors, and other employees.  In an 
open letter to USAID Chief Privacy Officer Philip Heneghan, InterAction wrote that “The fact 
that the PVS is scheduled to go into operation the same day comments are received on the first 
Federal Register notice strongly suggests USAID has no intention to pay attention to views 
expressed by the NGO community” and that “legal recourse may become necessary” 
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organizations have continued to partner with USAID under the second Bush 

administration, their relationship with the administration has become increasingly 

strained. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 

                                                                                                                                                  
(Worthington 2007).  After a lengthy delay, USAID announced plans to go forward with the 
vetting system in April 2008. 
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CHAPTER FOUR: HYPOTHESES 
 

There are four hypotheses for this dissertation research.  The first hypothesis 

pertains to the section of this research assessing the impact of nonprofit organizations’ 

political affiliations on their success in obtaining USAID contracts.  The second, third, 

and fourth hypotheses relate to the other section of this research, which examines the role 

of inter-organizational familiarity in the occurrence of relationships among USAID’s 

contractors.  This chapter describes each hypothesis, accompanied by a brief explanation 

of the literature and empirical information informing it. 

USAID’s Nonprofit Contractors, Political Affiliations, Contracting 

- Hypothesis 1: Organizations with politically-affiliated directors sitting on their 

boards were more likely to be successful in their bids for USAID funding than other 

organizations while the political party of the affiliated board member controls the 

White House and Congress. 

 
USAID awards IQ contracts competitively, and although many of USAID’s 

nonprofit contractors have former members of congress, and senior White House staff, 

and other senior politicians as employees or members of their boards of directors, there is 

no evidence to suggest that these individuals have used their directly political influence to 

directly sway USAID’s choice of award recipients.  However, these individuals may be 

important resources for implementing organizations for other reasons (Nelson 1996; 

Skinner and Guiltianan 1986). 
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Socially and politically connected board members may use their relationships with 

powerful individuals to gain information about changing trends in the field, upcoming 

funding streams, or simply to raise the visibility of the organization (Mizruchi 1996; 

Provan 1980; Saidel and Harlan 1998).  In the case of nonprofit contractors, board 

members’ network connections may transmit information about upcoming sources of 

funding, the value of various types of proposed work, or the reputation of prospective 

collaborators or employees.  This type of information could assist organizations choosing 

various courses of action as they prepare to respond to USAID’s requests for proposals.  

Moreover, the information transmitted via elite networks, such as those accessible to 

senior politicians, might be particularly valuable to organizations.   

Thus, nonprofits with access to exclusive information, prestige, and wealth via 

their board members may also be able to obtain greater financial or material resources, or 

increased visibility and legitimacy.  There is evidence that nonprofit board members may 

also be more responsible for increasing the organization’s reputation than corporate board 

members are (Leatherwood and O'Neal 1996).  

The ability of board members to use their network connections to the advantage of 

organizations depends on their political affiliation, and on the political affiliation of the 

administration in office.  It is reasonable to expect that former politicians on the boards of 

implementing organizations should have more capacity to gain information via their 

network connections when their political party is in office.  Thus, in my investigation of 

74 of USAID’s nonprofit contractors, I hypothesized that organizations with politically-

affiliated directors sitting on their boards would be more likely to be successful in their 
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bids for USAID funding than other organizations while the political party of the affiliated 

member controls the White House and Congress (Hypothesis 1). 

Inter-Organizational Relationships among USAID Contractors 

- Hypothesis 2: Inter-organizational relationships were more likely to form if one of 

the organizations in a dyad was a minority-owned (2A) or woman-owned (2B) small 

business. 

- Hypothesis 3: Organizations that had engaged in prior alliances and that had prior 

third-party connections were more likely to form subsequent alliances. 

- Hypothesis 4: Inter-organizational relationships were less likely to form if one 

organization in a dyadic alliance was a nonprofit organization. 

USAID contractors voluntarily join networks in order to bid on and implement 

USAID’s IQ contracts.  However, USAID’s stated preference for granting these awards to 

networks of contractors and sub-contractors establishes an environmental constraint that 

encourages implementing organizations to join these networks, lest they miss out on 

funding opportunities.  Each is composed of a particular configuration of organizations 

with a specific strategic combination of characteristics.  In fact, as organizations submit 

proposals to missions for IQ contract task orders, they often tout the variety of 

characteristics of the organizations in their team (DPKConsulting 2006).  This suggests 

that some configurations are more appealing to USAID missions than others, as well as 

more desirable for organizations to join.    

If contractors and sub-contractors choose to join networks based on the 

characteristics of others in the network, this implies that organizations are choosing inter-
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organizational relationships based on the resources that others in the group have to offer 

(Gulati 1995b; Harris, Harris, Hutchison, and Rochester 2002; Saxton 1997).  This 

strategic interdependence indicates that organizations may favor partnerships with others 

that have certain characteristics or skills that are valued in their environment (i.e., by 

USAID), but which they do not possess.   

USAID offers incentives to contractor teams that include minority- and women-

owned small businesses, including additional funding and/or access to non-competitive 

funding mechanisms.  Therefore, minority- and woman-owned businesses may be highly 

sought after as contracting or sub-contracting partners by other organizations.  

Conversely, minority-and women-owned small businesses may not have the infrastructure 

and staff to manage IQ contracts by themselves, or to coordinate a contract as a prime 

contractor.  Therefore, partnerships between small minority- and women-owned 

businesses and other types of organizations offer each an opportunity for funding that 

they may not otherwise have had.  Inter-organizational relationship offer partners with 

opportunities to gain access to new resources.  In this case, government incentive 

programs mean that small minority- and women-owned businesses serve as resources for 

other types of organizations.  Therefore, I hypothesized that inter-organizational 

relationships were more likely to form 1997-2004 if one of the organizations in a dyad 

was a minority-owned small business (Hypothesis 2A), and more likely to form 2000-

2004 if one of the organizations in a dyad was a woman-owned small business 

(Hypothesis 2B). 
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Since the organizations implementing USAID’s democracy and governance 

programs work together as members of various teams, and often do so repeatedly, these 

networks serve as important social contexts (Uzzi 1996; Uzzi 1999).  Joining networks 

with other contractors presents many of the same risks inherent as do forming dyadic 

alliances.  Like dyadic alliances, joining contractor teams also involves exchanges and 

sharing in a competitive environment.  Moreover, organizations may benefit from or be 

disadvantaged by their partners’ behavior (Gulati 1998; Koza and Lewin 1998). 

Organizations’ reputations and performances heavily impact their chances for survival in 

the future – USAID and other implementers will be less likely to partner with poor 

performers or those with bad reputations.  Since each team member has a financial 

incentive to succeed in fulfilling the purpose of the team’s contract or grant, it is risky for 

organizations to form contracting relationships with many organizations - relationships 

which require organizations to depend on others to maintain performance standards.  

Vetting potential partners can be cost-intensive.  One way of reducing this risk and the 

cost of vetting potential partners is to work repeatedly with the same organizations.  

Another way is to partner with third-party connections.  Both past partners and 

organizations with third-party connections offer more information about the likelihood 

that a future partnership will occur as planned, and produce wanted results.  Thus, I 

hypothesized that organizations that had engaged in prior partnerships and that had 

prior third-party connections were more likely to form subsequent alliances (Hypothesis 

3). 
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Many nonprofit organizations have a long history of contracting with the U.S. 

Government, and with the U.S. Agency for International Development.  Others have 

preferred to accept only grants from government agencies, so as to maintain greater 

control over their activities.  Grants also protect nonprofits from the criticism that they are 

strictly following the directives of the government, rather than acting as advocates for 

causes that the U.S. Government may not espouse or for communities that the 

government does not actively support.  Since some nonprofits choose not to accept 

contracts from USAID, I hypothesized that inter-organizational relationships were less 

likely to form if one organization in a dyadic alliance was a nonprofit organization 

(Hypothesis 4). 

The chapters that follow outline the methods used to assess the validity of these 

hypotheses and report the results of this research. 
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CHAPTER FIVE: METHODS 

 The goal of this dissertation is twofold: first, to evaluate the impact of nonprofit 

organizations’ political affiliations (through their board members) on acquiring USAID 

contracts and second, to examine the occurrence of inter-organizational relationships 

among USAID contractors.  This chapter describes the methods that I used to accomplish 

each goal, beginning with the section about nonprofits’ political affiliations and ending 

with the second section about inter-organizational relationships.  This chapter describes 

the data sources, sample selection criteria, data collection procedures, quantitative 

variables, and methods that were used to conduct each part of the study.  However, since 

this dissertation explored both nonprofit contractors’ ability to obtain USAID contracts 

and a broader group of contractors’ decisions to partner with each other, different data, 

selection criteria, and variables were used for the two sections of the study. 

Data Sources and Collection 

How Many IQ Contracts Were Awarded? 

The primary data sources were the Democracy and Governance User’s Guides 

published by USAID’s Office of Democracy and Governance bi-annually.7  These User’s 

Guides provided information about the IQ contracts (and a few types of funding 

mechanisms) that were provided to recipient organizations (contractors and grantees) 

during those years.  As described in Chapter Three, IQ contracts occur in several stages.  

First, organizations compete for a base IQ contract.  Second, several organizations are 

                                                 
7 An example of one of the Democracy and Governance User’s Guides can be found here: 
http://www.au.af.mil/au/awc/awcgate/usaid/user_guide.pdf 
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awarded the base contract, which obligates USAID to purchase a minimal amount of 

services/supplies (although they may choose to make requests beyond that level at a later 

time).  Third, mission offices submit a task order within the scope of the IQ contract and a 

contracting officer submits requests to the contractor(s).  Finally, the contractors submit a 

reply to the request, which may include pertinent information about their personnel or a 

technical and/or cost proposal.  Finally, the contractor(s) deliver the supplies/services. 

 The User’s Guides published by the Office of Democracy and Governance serve 

an important function within that process.  USAID describes that function in the front of 

each Guide.  The description in the Guide that was released in October 2004 is as follows: 

The Agency’s primary means of implementing [Democracy and 
Governance] programs in “presence” countries remains USAID [Mission 
Offices]. The [Democracy and Governance] Office assists missions by 
providing technical support, where appropriate, and mission-friendly 
implementing mechanisms specifically targeted to [Democracy and 
Governance] programs. In well-defined circumstances, these mechanisms 
may also be used to work in “non-presence” countries. Overall, our support 
of missions is provided through an inter-linked approach that involves 
technical leadership, field support, and direct program management. This 
User’s Guide describes how USAID Missions and bureaus can contact 
staff in the [Democracy and Governance] Office and access the technical 
services it provides. It presents an overview of the [Democracy and 
Governance] Office, information on staff and current team assignments, 
and useful descriptions and contact information on each implementing 
mechanism, which missions and regional bureaus may access  (Pp.i). 
 

Therefore, the Guides announce the names of the organizations that have been awarded 

funding and the names, and purposes of the IQ contracts, cooperative agreements, and 

grants that they have been awarded.  This is part of step two in the IQ contracting process, 

and enables mission offices to request services from organizations in step three, as 

described above.  The guides are approximately 50 pages long and were available for the 
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years 1997, 1999, 2000, 2001, 2002, 2003, and 2004.  Data were limited to the extent that 

they did not include information about the organizations that had received additional 

requests from USAID for services/supplies through the contracts.  However, I 

documented the IQ contracts that were announced and the names of the contractors that 

had received them for each year by entering the data from the User’s Guides into 

Microsoft Excel spreadsheets with the names of the contracts, their ID numbers, the 

organizations that received the contracts, and the purposes of the awards. 

 

Which and What Types of Organizations Received IQ Contracts? 

The User’s Guides indicated that USAID awarded 69 democracy and governance 

indefinite quantity contracts8 between 1997 and 2004 to 232 U.S.-based non- and for-

profit organizations, inter-governmental organizations, local governmental organizations, 

associations, and universities.  In order to discover more about the organizations that had 

received awards from USAID, I gathered additional data from project evaluation forms, 

financial reports, quarterly and annual reports, and other types of project descriptions 

from USAID archives (USAID-Library 2006).  The Central Contractor Registration 

database (Government 2006), and Guidestar (Philanthropic Research 2006) provided 

additional information about the organizations’ characteristics.  The former primarily 

provided information about the for-profit organizations, while the latter offered 

information about nonprofit organizations in the sample. 

                                                 
8 USAID’s User’s Guides listed four grants that were provided 1997-2004.  Originally I intended to include 
these grants and to conduct an analysis of the difference between organizations receiving grants versus 
those receiving contracts.  However, the small number of grants provided prohibited such an analysis.  
Therefore, the grants were removed from the sample. 
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  In a Microsoft Excel spreadsheet, I listed the names and characteristics of the 

232 organizations that had received awards as prime or sub-contractors 1997-2004.  

Implementing organizations were diverse (see Table 1).  Although 154 were nonprofit, 

seventy were for-profit organizations (Table 1A).  Twenty-six of the nonprofit 

organizations were colleges or universities, eight were international non-governmental 

organizations, one was a professional association, and 119 were other types of nonprofit 

organizations.  Three of the organizations in the sample were government agencies, and 

five were unknown.  Of the for-profit organizations, thirty-five were small businesses.  

Nine of the small businesses were owned by white women, four were owned by women 

of color, ten were owned by men of color, and twelve were owned by white men. 

 Implementing organizations varied widely in their age; on average, the implementers 

were founded in 1955 (Table 1B).  Fifty-six were founded before 1950, sixty-two were 

founded between 1951 and 1980, and one hundred and three were founded between 1981 

and 2002.  Organizations also varied in the extent to which their work focused on 

democracy and governance issues.  Fifty-three percent (125) of the implementers 

conducted work solely on democracy and governance issues (Table 1C).  Most 

implementing organizations are located near USAID (Table 1D) – 61% (142) were 

primarily located in or had offices in Washington, D.C.  After I collected data about the 

IQ contracts that had been awarded and the organizations that received them, I collected 

additional data, measured and coded variables, and created and conducted regression 

models for each section of my dissertation. 
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Table 1: Organizational Characteristics 
Table 1A: Type of Organization    

For-Profit Organizations      70 30.17% 
Businesses (not designated as 'small')   35 15.09% 
Small Businesses   35 15.09% 

 White Woman-Owned                   9   
 Minority- and Woman-Owned                  4   

Minority- and Male-Owned                   10   
Neither Woman- nor 

Minority Owned                   12   
Nonprofit Organizations      154 66.38% 

International  
Non-Governmental 

Organization 8   
Professional Association 1   

University 26   
Other Nonprofits 119   

U.S. Government Agency      3 1.29% 
Unknown      5 2.16% 

Total 232 100.00% 
 

Table 1B: Founded    
Before 1950      56 24.14% 
1951-1980      62 26.72% 
1981-2002      103 44.40% 
Unknown      11 4.74% 

Total 232 100.00% 
 

Table 1C: Democracy and Governance Mission   
Organizations with Missions  
Focused on Democracy and 
Governance Work      125 53.88% 
Organizations without Missions 
Focused on Democracy and 
Governance Work      99 42.67% 
Unknown      8 3.45% 

Total 232 100.00% 
 

Table 1D: State Location    
Near D.C.      142 61.21% 
East      17 7.33% 
Midwest       16 6.90% 
West      32 13.79% 
Abroad      19 8.19% 
Unknown      6 2.59% 

Total 232 100.00% 
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Data Collection, Selection Criteria, Measurement and Coding, and Method of 
Analysis: Political Affiliations 
 
Data Collection Identifying Nonprofits’ Political Affiliations 

This goal of this stage of the data collection process was to gather information that 

would be used to form the primary independent (political affiliations) variables in the first 

section of my dissertation (the section which explores the impact of nonprofits’ political 

affiliations on their ability to obtain IQ contracts).  Guidestar  (Philanthropic Research 

2006), an online searchable database of nonprofit organizations located in the United 

States, provides access to nonprofits’ 990 tax forms.  These forms list the names of 

nonprofits’ board members for each year.  I documented the names of the individuals who 

sat on the boards of the 74 organizations (of 119 “other nonprofits” and 26 universities 

[see Table 1A]) that received IQ contracts 1997-2004 from USAID in a Microsoft Excel 

spreadsheet.  These 74 organizations had 3,571 board members during that time period.  

After collecting the names of organizations’ directors, I used the search engine Biography 

Resource Center (Gale 2007), as well as organizations’ web sites to identify these 

individuals’ past employment experiences.  In the cases where board members had served 

in Congress, as political appointees, or senior White House staff, I documented the 

political party that they were affiliated with. 

I created a separate spreadsheet with only the names of the nonprofit organizations 

(and removed the names of the board members).  Then, I matched the data about the 

board members to the nonprofits they represented.  Nonprofits with politically connected 

board members received a tag indicating which political party the board members had 

been a part of, and the years that they had been a board member for the organizations.  
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Since the goal of this dissertation was to identify the impact of nonprofits’ political 

affiliations on acquiring USAID contracts in 1999-2000, 2001, and 2003-2004, I created 

three sub-samples of nonprofit contractors.  The first indicated whether nonprofits had 

had prominent (past members of Congress, political appointees, or senior White House 

staff) Republicans and Democrats on their boards in the ten years prior to 1999-2000 

(therefore, 1988-1998).  The second indicated whether nonprofits had had prominent 

Republicans and Democrats on their boards in the ten years prior to 2001 (therefore, 

1990-2000).  The third indicated whether nonprofits had had prominent Republicans and 

Democrats on their boards in the ten years prior to 2003-2004 (therefore, 1992-2002).   

Creating Regression Models 
 

In order to evaluate the influence of nonprofits’ political affiliations on their 

success in obtaining contracts, three models were estimated.  Each model contained 

predictors of obtaining and IQ contract from USAID in 1999-2000, 2001, and 2003-2004.  

These predictors included measures of organizations’ Republican and Democratic 

political affiliations, and their past success in obtaining an IQ contract, revenue, age, and 

location.   

Selection Criteria 

Organizations were part of the sample if they were legally constituted nonprofit 

organizations, they had been a prime or sub-contractor on a USAID IQ contract 1997-

2004, and they were founded prior to 1997. They also must have filed tax forms with 

Guidestar (Philanthropic Research 2006), because without access to their 990 tax forms, 

there was no way to document their board membership (and thus their political 
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affiliations).  Guidestar provides the 990 tax forms for nonprofit organizations; 

unfortunately no similar service exists for for-profit organizations (particularly small, 

private businesses).  Thus, this analysis was limited to the 74 nonprofits that submitted 

990 tax forms. 

The data were pooled into three intervals in order to perform multivariate analyses 

which accounted for changes in USAID’s and the contractors’ political environment.  The 

first interval was 1999-2000, which were the last two years of the Clinton presidency.  

The second interval was 2001, which was the first year of the Bush II presidency, and a 

year that USAID transitioned between the Clinton and Bush administrations.  There were 

very few IQ contracts given during 2001.  Since USAID’s User’s Guides reported only 

one new IQ contract granted in 2002, 2002 was dropped from the analysis.  The third 

interval was 2003-2004, the last two years of the first term of the Bush II administration 

and the first two years of the Iraq War.   

Measurement and Coding 

Dependent Variables 

The data collected for the first section of my dissertation were used to conduct 

three logistic regressions with two independent variables (Democratic Affiliation and 

Republican Affiliation) and three control variables (Age, Previous Award Recipient, and 

Location).  Each regression used a different dichotomously coded dependent variable.9  

The dependent variable in the first analysis was whether organizations had received 

                                                 
9 Information about the exact amount of funding that organizations received from USAID via these 
contracts was not available.  Had this data been available, I would have used a continuously coded version 
of this variable.  Since the data were unavailable, I used a dichotomous version instead. 
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funding from USAID in 1999-2000 (Model One).  The dependent variable in the second 

analysis was whether organizations had received funding from USAID in 2001 (Model 

Two).  The third dependent variable was whether organizations had received funding 

from USAID in 2003-2004 (Model Three).   

Independent Variables: Political Affiliations 

Board members were coded as a prominent Republican or as a prominent 

Democrat if they had served as a member of Congress, received a political appointment 

from a president, or had occupied a senior-level position in the White House prior to or 

while serving on the board of an implementing organization.  

 Organizations were coded as having a Democratic affiliation if one or more of the 

members of their board had been coded as a prominent member of the Democratic Party 

and a Republican affiliation if one or more of the members of their board had been coded 

as a prominent member of the Republican Party.  This produced two variables which 

were coded as ‘0’ (no affiliation) or ‘1’ (is affiliated).  This information was adjusted in 

order to consider the time periods when board members had developed these political 

affiliations and when they became board members for the nonprofit contractors (see 

Figure 1).  These adjustments produced six dichotomous variables: ‘Republican 

Affiliation 1988-1998’ ‘Republican Affiliation 1990-2000,’ ‘Republican Affiliation 

Before 1992-2002,’ ‘Democratic Affiliation Before 1988-1998’ ‘Democratic Affiliation 

1990-2000,’  and ‘Democratic Affiliation Before 1992-2002.’ 
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Figure 1: Coding Organizations’ Political Affiliations from Board Members 
 
  Prominent Republican Prominent Democrat 
Board Member for Organization A 1970-1980   
Board Member for Organization B   1995-2000 
Board Member for Organization C 1980-1990   

 

  

Prominent 
Republican 
1988-1998 

Prominent 
Republican 
1990-2000 

Prominent 
Republican 
1992-2002 

Prominent 
Democratic 
1988-1998 

Prominent 
Democratic 
1990-2000 

Prominent 
Democratic 
1992-2002 

Organization A N N N N N N 
Organization B N N N Y Y Y 
Organization C Y Y N N N N 

 

Control Variables: Age, Location, Previous Recipient, and Revenues 

Three control variables were constructed based on information gathered from 

organizations’ 990 forms (via Guidestar).  ‘Age’ was coded as the age of the organization 

in 1997.  Another control variable, ‘In D.C. or Adjacent States’ was coded as ‘1’ if the 

organization was located in Washington, D.C. or an adjoining state and ‘0’otherwise.10  

‘Previous Recipient in 1997’ and ‘Previous Recipient in 2001,’ was coded as ‘1’ if the 

organization had been a previous recipient during the pertinent year.  Revenue was coded 

as ‘1’ if the organization’s revenue for the previous year had been in the 61st percentile or 

over, as compared to the rest of the sample, and ‘0’ otherwise. 

Regression Analysis 

 Three logistic regressions were performed by fitting the following equation to the 

data:  Ln[P/(1-P)] = a + b1X1  + b2X2  + b3X3 + b4X4  + b5X5 + b6X6 

                                                 
10 This variable was based on information available about the organizations during the time it was being 
coded (2005).  It is possible that organizations had changed their locations between the year of their 
founding and 2005. 
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P is the probability that an organization receives a contract from USAID, a is the 

intercept, X1 is the presence of a prominent Republican board member on an 

organization’s board, X2 is the presence of a prominent Democratic board member on an 

organization’s board, X3 is having received one or more previous awards, X4 is the 

organization’s location in Washington, D.C., X5 is the age of the organizations in 1997, 

and X6 is the organization’s high revenue.  

 Diagnostics were conducted to evaluate the goodness of fit of each model.  The 

correlation of the variables was examined for multicollinearity, and the significance levels 

of the chi-square of the full and partial models and the Hosmer and Lemeshow test were 

evaluated.  The pseudo R2s of model were also estimated and outliers were removed. 

 

Data Collection and Selection Criteria: Which Organizations Worked on the 
Contracts Together, and When? 
 

The purpose of this stage of the data collection process was to gather information 

about possible and actual inter-organizational partnerships.  Of the 69 contracts provided 

by USAID’s Office of Democracy and Governance 1997-2004, thirty-eight were given to 

organizational teams.  Of the 232 organizations that received funding from USAID 1997-

2004, 148 organizations were members of teams.  These teams ranged in size from two to 

seventy-one (the average size was nine).   

First, I grouped the entire sample of 232 organizations that had accepted USAID 

democracy and governance contracts 1997-2004 according to the year that they were 

founded.  I separated that group into two sub-samples.  The first was composed only of 

organizations that had been founded in 1999 or prior, and that were still in existence 
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through 2004.  These organizations were, therefore, in existence and able to form inter-

organizational partnerships for IQ contracts in 2000-2001.  Each organization in this 

sample was matched with every other organization in the sample to create 22,802 dyads 

(see Figure 2).  These dyads represent all of the partnerships that could have occurred in 

2000-2001 through joint membership in a team that performed work for USAID’s Office 

of Democracy and Governance through an IQ contract. 

Figure 2: Dyad Creation 
 Organizations in Existence               Dyads Created 
     A, B 
A     A, C 
B     A, D 
C     B, C 
D    B, D 
   C, D 

 

The second sub-sample consisted only of organizations that had been founded in 

2002 or prior (and were in existence through 2004).  These organizations were, therefore, 

able to form inter-organizational partnerships for IQ contracts in 2003-2004.  Each 

organization in this sample was matched with every other organization in the sample to 

create 23,665 dyads (see Figure 2).  These dyads represent all of the partnerships that 

could have occurred in 2000-2001 through joint membership in a team that performed 

work for USAID’s Office of Democracy and Governance through an IQ contract. 

  The second part of this stage identified which of the possible dyadic relationships 

produced actual inter-organizational relationships in 2000-2001 and 2003-2004 (see 

Figure 3).  Each User’s Guide listed the IQ contracts, and the organizations that were 
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awarded these contracts.  Organizations that were listed as having worked as part of a 

team on a contract were considered to have engaged in a dyadic relationship. 

Non-Independence and a Solution 

Each organization is included in more than one dyad (and thus, more than one 

observation), which increases the likelihood that different dyads will be similar if they 

contain the same organization.  The repetition of organizations in various dyads 

introduces non-independence of the observations into the model and increases the 

likelihood of autocorrelation.  In order to address this problem, I created two variables 

measuring the mean partnerships of the organizations in each dyad.  Mean partnerships 

were calculated in a two part process.  First, I calculated the number of partnerships that 

each dyad member had formed during the relevant time period (2000-2001 or 2003-

2004).  Next, I divided each member’s partnerships by the total number of potential 

partners.  The result was included in the regression models as two variables – one for 

each dyad member.  By including the variables in the regression models, I controlled for 

the organizations’ propensity to partner.  
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Figure 3: Possible and Actual Dyadic Relationships 
 

Organizations 
in Existence  

Possible 
Dyadic 
Relationships 

  

Organizations 
Working on a 
Contract 
Together 

 
Actual 
Dyadic 
Relationships 

  A, B      
A  A, C   A  A, B 
B  A, D   B  A, D 
C  B, C   D  B, D 
D  B, D     
  C, D     
 

 

Organizations  
in Existence  Possible Dyadic    

Relationships 

 
Actual Dyadic  
Relationships (Y/N) 

  A, B Y 

A  A, C N 

B  A, D Y 

C  B, C N 

D  B, D Y 

  C, D N 
 
 
Creating Regression Models 
 

In order to examine the factors influencing the creation of inter-organizational 

relationships, logistic regression models were estimated.   

Dependent Variables 

The first assessed the presence or absence of a partnership between contractors in 

2000-2001 (through their participation in contractor teams that were awarded one or more 

IQ contracts during that time period).  The second assessed the presence or absence of a 
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partnership between contractors in 2003-2004 (through their participation in contractor 

teams that were awarded one or more IQ contracts during that time period). The 

dependent variables for these models were whether dyads had collaborated 2000-2001 

and 2003-2004, respectively.  A ‘1’ on the dependent variables indicated that a 

partnership between the organizations in the dyad did occur, while a ‘0’ indicated that a 

partnership did not occur.  

 

Independent Variables 

Previous Network Connections 

The datasets include two independent and dichotomously coded variables: the 

presence of a previous partnership between the contractors in the dyad, and the presence 

of a previous indirect network connection between them. 11  Each dataset also included 

five variables representing the types of organizations that have been deemed desirable 

components of contractor teams.  These variables included implementing organizations’ 

legal status (nonprofit, for-profit, or universities) and registration as a small business, a 

minority-owned small business, or a women-owned small business.  These data were 

gathered from implementers’ websites, the Central Contractor Registration database 

(Government 2006), and Guidestar (Philanthropic Research 2006).  Five dummy 

variables were created to reflect that one of the organizations in the dyad was woman-

owned (coded as ‘1,’ otherwise ‘0’), minority-owned (coded as ‘1,’ otherwise ‘0’), a 

small business (coded as ‘1,’ otherwise ‘0’), a nonprofit organization (coded as ‘1,’ 

                                                 
11 If organizations ‘A’ and ‘B,’ and ‘B’ and ‘C’ had worked together on two separate projects in 1997, then 
the dyad ‘A,C’ would be coded as having one indirect network connection. 
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otherwise ‘0’), or a university (coded as ‘1,’ otherwise ‘0’).  Since the unit of analysis 

was the dyad, these variables were measured at the dyadic level. 

Control Variables Included in All Models  

Information about organizations’ areas of expertise, founding years, and locations 

were used to construct three control variables:  “Democracy/Governance Focus,” “Both 

Organizations 15 Years or Older,” and “Same Place.”  The variable 

‘Democracy/Governance Focus’ was coded as ‘1’ if (only) one organization in the dyad 

conducted work solely in the democracy and governance field.12  The variable ‘Both 

Organizations 15 Years or Older’ was coded as ‘1’ if both organizations in the dyad were 

15 years or older in 1997. 

Two steps were taken in order to code dyads on the ‘Same Place’ variable.  First, 

individual organizations received a coding of ‘1’ if located in Washington, D.C. or an 

adjoining state, a ‘2’ if located in another state on the East Coast, a ‘3’ if located in the 

Midwest, a ‘4’ if located on the West Coast, and a ‘5’ if located abroad.  Dyads were 

coded as ‘1’ for the ‘Same Place’ variable if both implementers were located in the same 

region.  Otherwise, dyads were coded as ‘0.’ 

Repeated Partnerships 

This logistic regression assessed the presence or absence of a partnership between 

contractors in 2003-2004 (through their participation in contractor teams that were 

awarded one or more IQ contracts during that time period). The goal of this regression 

                                                 
12 This variable was based on information available about the organizations during the time that it was being 
coded (2005).  It is possible that organizations changed their missions and/or activities over time. 
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model was to repeat the previous analysis assessing the presence or absence of 

partnerships between contractors.  However, the sampling criterion is slightly different 

for this model.  Rather than include all of the organizations that had ever been a 

contractor for USAID (that is, that had been a contractor between 1997 and 2004), this 

sample only included dyads composed of organizations that had engaged in a partnership 

in 1997-1999 or in 2001.  The dependent variable for this model was whether dyads had 

repeated a previous collaboration in 2003-2004.  A ‘1’ on the dependent variables 

indicates that a partnership between two organizations was repeated, while a ‘0’ indicates 

that the partnership was not repeated. 

 

Regression Analyses 

I conducted logistic regressions by fitting the following equation to the data: 

Ln[P/(1-P)] = a + b1X1  + b2X2  + b3X3 + b4X4  + b5X5 + b6X6 + b7X7+ b8Xi+/g-1.+  

b9X+j/g-1. + u 

P is the probability that organizations, i and j, formed a partnership via 

participation in a consortium, a is the intercept, X1 is the previous occurrence of an inter-

organizational relationship between organizations i and j, X2 is the presence of third-party 

relationship mediating the relationship between i and j at an earlier point in time, X3 

represents whether or not one organization had female ownership, X4 represents whether 

or not one organization had minority ownership, X5 represents whether or not one 

organization was a small business, X6 is whether or not one organization had nonprofit 

status, X7 is whether or not one organizations was an institution of higher education, the 
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remaining two variables  represent the propensities of organizations i and j in the dyads to 

form partnerships with others in the network (where g = the number of organizations in 

the network), and u is an error term.  The following chapter describes the results of these 

analyses and explores the impact of nonprofits’ political affiliations. 
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CHAPTER SIX: RESULTS 
 

The increased prevalence of third party governance in USAID programs has 

modified the ways that USAID’s contractors interact with USAID, and with each other. 

This dissertation explores two aspects of USAID’s third party governance model: first, it 

investigates the impact that political affiliations have on the ability of nonprofit 

contractors to obtain government contracts and second, to examine the factors that 

influence the creation of inter-organizational relationships among contractors.  Chapter 

Four described the data collection, selection criteria, coding, variables, and methods of 

analysis of the two sections of this dissertation.  This chapter discusses the results of those 

analyses.  The first section of the chapter describes the results of my examination of the 

influence of political affiliations on nonprofits’ ability to obtain USAID contracts.  The 

second section of the chapter explains the results of my assessment of the occurrence of 

inter-organizational relationships among contractors. 

Section One: Nonprofits’ Political Affiliations 

Third-party governance has adjusted the environment surrounding nonprofit 

contractors, and thus, presented them with challenges and opportunities that did not exist 

prior to the 1980s and 1990s.  The last two decades have radically increased the number 

of opportunities to participate in the provision of government services as contractors or 

sub-contractors.  It has become common for government agencies to hire contractor teams 

to complete tasks previously performed by government staff and in these cases, 

government hierarchies expand to include these networks. 
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Board Members 
 
 USAID’s procurement practices reflect a third party governance model.  In this 

model, the role of government staff in implementing USAID-funded projects is reduced, 

and replaced by new responsibilities to choose contractors to design, implement, 

supervise, and/or evaluate foreign aid programs.  Ostensibly, this arrangement offers 

taxpayers, USAID, and contractors many benefits.  Contracting officers choose to bestow 

contracts on meritorious organizations that display their worth by presenting cost-

efficient, effective proposals and impressive resumes from their personnel. 

 Nonprofit organizations have a lengthy history of accepting government funding 

to carry out foreign aid work.  Many rely extensively on this type of government funding 

to stay afloat (Brinkerhoff 2002).  Therefore, there are substantial incentives for those 

competing for this funding to present themselves in a way that makes them appear more 

meritorious, and therefore more worthy of a contract, than their competition. 

 One way that nonprofit organizations can gain an advantage over their 

competitors is by recruiting prestigious, knowledgeable individuals as board members.  

Attracting these individuals to their boards can be beneficial for several reasons.  The first 

is that these board members may use their experience and skills (that is, their human 

capital) to advise improvements in the organizations’ direction or activities (Boone, De 

Brabander, and Van Witteloostuijn 1996; Pennings, Kyungmook, and Van Witteloostuijn 

1998; Provan 1980; Zald 1969).  The second is that board members may use their 

connections to gain access to resources that may prove helpful to the organization 

(Galaskiewicz 1979a; Galaskiewicz 1979b; Galaskiewicz 1985b).  The third way that 
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these board members may benefit nonprofit organizations is by legitimating the 

organizations to others in their environment (Dowling and Pfeffer 1975; Galaskiewicz 

1985b; Galaskiewicz 1997). 

 Based on prior studies that have illustrated the advantages for organizations of 

having prestigious, experienced, knowledgeable, well-connected leaders, I hypothesized 

that organizations with politically-affiliated directors sitting on their boards would be 

more likely to be successful in their bids for USAID funding than other organizations 

while the political party of the affiliated member controls the White House and Congress.  

In order to explore the impact of nonprofits’ board member affiliations on their obtaining 

USAID contracts, I collected data and analyzed it in the manner described in Chapter 

Five. 

Demographics 

 Chapter Three described the lengthy history of nonprofit organizations serving as 

contractors for USAID.  From 1997-2004, 154 nonprofit organizations acted as 

contractors and/or subcontractors on USAID contracts.  This section of my dissertation 

explores the factors influencing the success of these organizations in obtaining contracts 

in 2000-2001 and 2003-2004.  In particular, this study investigates the influence of 

nonprofit organizations’ political affiliations through their board members.  Some of 

USAID’s 119 nonprofit contractors had not submitted 990 tax forms with the IRS, and 

thus data documenting these political affiliations were unavailable.  Those organizations 

were eliminated from the sample.  The final sample included 74 nonprofit contractors that 

had submitted 990 forms. 
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As described in Chapter Five, I began this analysis by compiling data about the 

sample of nonprofit contractors.  These data were used for regression analyses exploring 

the effects of nonprofits’ political affiliations on their success in obtaining USAID 

contracts,  In this section I will describe the characteristics of the organizations in the 

nonprofits sample (Table 2).  The subsequent section reports the results of the regressions 

models described in Chapter Five. 

 

Characteristics of Nonprofits 

  The seventy-four nonprofits in this study received a USAID contract and/or 

subcontract 1997-2003, and the purpose of the research was to explore factors (in 

particular, political affiliation) that impacted organizations’ ability to obtain contracts in 

1999-2000, 2001, and 2003-2004.  Most of the predictor variables occurred prior to the 

contracting time period.  Thus, for the contracts awarded in 1999-2000, organizations’ 

political affiliations were measured for 1987-1997 and prior USAID contracts and 

subcontracts were measured for contracts in 1997.  For the contracts awarded in 2001, 

organizations’ political affiliations were measured for 1990-2000 and prior USAID 

contracts and subcontracts were measured for 1997.13  For the contracts awarded in 2003-

2004, organizations’ political affiliations were measured for 1992-2002 and prior USAID 

contracts and subcontracts were measured for 2000-2001.    

Approximately a quarter of the sample had had a prominent Republican or 

Democrat as a board member in the relevant time periods (see Table 2).  That is, in 1988-

                                                 
13 Goodness of fit statistics indicated that this variable produced a better model than a variable measuring 
prior contracts and subcontracts for 1999-2000. 
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1998, 26% (19) had had a prominent Republican serve on their boards and slightly larger 

percentage (31%, or 23 organizations) had had a prominent Democrat serve on their 

boards.  The same was true for the time period 1990-2000; 26% had a prominent 

Republican on their boards and 31% had a prominent Democrat serve on their boards.  

Since many organizations experienced a turnover in board membership in 2000, the 

political composition of the boards changed somewhat afterwards.  Thus, from 1992-

2002, 23% of the organizations (17) had a prominent Republican serve as a board 

member.  Simultaneously, the percentage of organizations that had a Democratic board 

member decreased from 31% to 27% during the same years. 

Most organizations in the sample were 40 years old or younger in 1997 (66% or 

49 organizations).  Of this group, most were relatively well-established and had been in 

existence 11-40 years (49% or 36 organizations).  In addition, most of the sample was 

located in Washington, D.C. or in an adjacent state (69% or 51 organizations). 

Half (37) of the organizations in this sample received funding in 1999-2000, either 

as a contractor or a sub-contractor.  Since very few awards were provided by USAID in 

2001, only 19% (14) of the organizations received funding during that year.  In 2003-

2004 37% (27) of the organizations received funding from USAID. 

The characteristics of nonprofit organizations which received USAID awards in 

1999-2000, 2001, and 2003-2004 are shown in Table 3.  The majority of recipients of 

USAID awards for 1999-2000 and 2001 had received a previous award.  Fifty-one 

percent (19) of recipients in 1999-2000 had been awardees in 1997.  Similarly, 57% (8) of 

recipients in 2001 had been awardees in 1999-2000.  However, most recipients in 2003-
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2004 had not been awardees in 2001.  Only 15% (4) of award recipients in 2003-2004 had 

been recipients in 2001.14  

Table 2: Nonprofit Characteristics 
 Number Percentage 
Republican Board Members 1988-1998   

0 Republican Board Members 55 74.32%
1+ Republican Board Members 19 25.68%

Republican Board Members 1992-2002   
0 Republican Board Members 57 77.03%

1+ Republican Board Members 17 22.97%
Democratic Board Member 1988-1998   

0 Democratic Board Members 51 68.92%
1+ Democratic Board Members 23 31.08%

Democratic Board Member 1992-2002   
0 Democratic Board Members 54 72.97%

1+ Democratic Board Members 20 27.03%
Organization’s Age in 1997   

< 10 Years 13 17.57%
11-20 Years 18 24.32%
21-40 Years 18 24.32%
41-60 Years 6 8.11%
61-80 Years 7 9.46%

81-100 Years 11 14.86%
Missing data 1 1.35%

Location   
Outside of 

Washington, D.C. 22 29.73%
Inside or Near 

Washington, D.C. 51 68.92%
Missing data 1 1.35%

Contract in 1999-2000 
No Awards 37 50.00%
1+ Awards 37 50.00%

Contract in 2001 
No Awards 60 81.08%
1+ Awards 14 18.92%

Contract in 2003-2004 
No Awards 47 63.51%
1+ Awards 27 36.49%

 
                                                 
14 Eighty-eight percent of award recipients in 2003-2004 had received an award 1997-2001. 



 

 

118

Table 3: Characteristics of Nonprofit Award Recipients 

  
Award Recipients 

1999-2000  
Award Recipients 

2001  
Award Recipients  

2003-2004  
  Number Percentage Number Percentage Number Percentage
Received Awards in 1997             

None 18 48.64%         
One or more 19 51.35%         

Received Awards in 1999-2000             
None     6 42.86% 15 55.6%

One or more     8 57.14% 12 44.4%
Received Awards in 2001             

None         23 85.2%
One or more         4 14.8%

Republican Board Members             
None 28 75.68% 10 71.46% 17 62.96%

One or more 9 24.32% 4 28.57% 10 37.04%
Democratic Board Members            

None 25 67.57% 8 57.14% 18 66.67%
One or more 12 32.43% 6 42.86% 9 33.33%

Location             
Outside of  

Washington, D.C.  10 27.03% 3 21.40% 11 40.70%
Inside or Near  

Washington, D.C.  26 70.22% 11 78.60% 15 55.55%
Revenue 1997-1998             
 > 60th Percentile in the Sample 43 58.11% 6 42.86% 11 40.74%
  61st < Percentile in the Sample 29 39.19% 8 57.14% 16 59.26%
Age             

Founded Before 1951 8 21.62% 1 7.14% 5 18.52%
Founded between 1951-1980 13 35.14% 5 35.71% 13 48.15%
Founded between 1981-1997 16 43.24% 8 57.14% 9 33.33%

N 37   14   27   
 

In 1999-2000, only 24% (9) of recipient organizations had a prominent 

Republican board member, although the percentage with prominent Democratic board 
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members was slightly higher (32%, or 12).  By 2001, slightly more award recipients had 

prominent Republican board members (29%, or 4), and substantially more recipients had 

Democratic board members (43%, or 6).  In 2003-2004, the number of recipient 

organizations with prominent Republican members had increased to 37%, or 10 (higher 

than 24%, the percentage in 1999-2000). The number of recipient organizations with 

prominent Democrats on their boards had decreased to 33% (or 9, very similar to 32%, 

the percentage in 1999-2000). 

In all three time periods, the majority of recipients were located in or around 

Washington, D.C.  From 1999-2001, this percentage remained between 70% (26) and 

80% (15) but decreased to 56% (15) in 2003-2004.  In 1999-2000, 39% (29) of 

organizations had revenues at or above the 61st percentile of the sample.  That percentage 

rose to 57% (8) in 2001 and 59% in 2003-2004.  There were consistently more middle-

aged and younger organizations among the recipient samples.  In each time period the 

majority of recipients had been founded 1951-1997 rather than before 1950. 

 

Phi Correlations 

 Correlations between having received an award from USAID in 1999-2000, 2001, 

and 2003-2004 and the predictor variables were scrutinized (Table 4).  A .05 alpha level 

was used to establish statistical significance of the correlations.  Since the variables were 

all dichotomously coded, I used the phi correlation, which measures the strength of the 

association between dependent and independent variables.  Phi correlation coefficients are 

reported below.  I use Bryman and Cramer’s (1997) suggested interpretation of measures 
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of association: 0.19 or less is a very weak association; 0.20 to 0.39 is a weak association; 

0.40 to 0.69 is a moderate association; 0.70 to 0.89 is a strong association; and 0.90 to is a 

very strong association. 

 There was a weak association between organizations receiving an award in 

1997 and receiving an award in 1999-2000 (phi coefficient = -.283) and in 

2001 (phi coefficient = -.263).  The effect was negative, suggesting that 

USAID was targeting new organizations to fund in those years.   

 There was a weak and positive association (phi coefficient = .253) between 

organizations having had a prominent Republican board member between 

1992 and 2002, and receiving an award from USAID in 2003-2004. 

 Higher revenues were associated weakly with receiving an award in 2001 (phi 

coefficient = .206) and in 2003-2004 (phi coefficient = .283), although the 

former was only significant at the .10 level. 

 Advanced organization age was negatively associated (at a low level) with 

receiving an award in 2001 (phi coefficient = -.221).  This association was 

only significant at the .10 level. 
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Logistic Regression Results 

The results of logistic regression analyses for awards received in 1999-2000, 

2001, and 2003-2004 indicate that the influence of political affiliation on obtaining 

USAID contracts (see Table 5) varies over time.  Organizations were included in these 

analyses if they were legally constituted nonprofit organizations, they had been a prime or 

sub-contractor on a USAID IQ contract 1997-2004, and they were founded prior to 1997. 

 In 1999-2000, the only variable which was significantly related at the .05 level to 

receiving awards was having received one or more awards in 1997.  Organizations that 

received awards in 1997 were .137 times as likely as other organizations to receive 

awards in 1999-2000.  Thus the result suggests that newcomers were more likely to be 

Table 4: Phi Coefficients for Awards Received 

 

One or 
More  

Awards 
1999-2000 

One or 
More 

Awards 
2001 

One or 
More 

Awards 
2003-2004 

Independent Variable    
One or More Prominent Republican Board Members 1987-1997 -0.031   
One or More Prominent Democratic Board Members 1987-1997 0.029   
Had Prominent Rep. board member 1990-2000   0.088   
Had Prominent Dem. board member 1990-2000   0.170   
Had Prominent Rep. board member 1992-2002     0.253** 
Had Prominent Dem. board member 1992-2002     0.108 
Received Awards in 1997 -.283**  -

0.263** 
  

Received Awards in 2001     -0.079 
Age in 19971 -0.022 -0.221*  0.045 
In D.C. or adjacent states 0.051 0.038 -0.197* 
High Revenue -0.62 0.206* 0.283** 
N 68 70 68 
<.1*, <.05**, <.01***, <.001**** 
Standard errors are in parentheses 
1The correlation between “Age in 1997” and the Awards Variables were point bi-serial correlations. 
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funded than those who had received funding before.  Age also had a significant, albeit 

relatively minor (and negative) effect on receiving awards (p < .10).   

Table 5: Unstandardized Logistic Coefficients from the Regression of Awards Received 
 on Political Affiliation, Location, Past Awards Received, and Age 

 
One or More Awards 

1999-2000 
One or More Awards 

2001 
One or More Awards 

2003-2004 

Independent Variable 
Coef. Odds 

Ratio 
Coef. Odds 

Ratio 
Coef. Odds 

Ratio 
One or More Prominent 
Republican Board Members 
1988-1998 

0.022 
(0.645) 

1.022     

One or More Prominent 
Democratic Board Members 
1988-1998 

0.249 
(0.618) 

1.283     

Had Prominent Rep. board 
member 1990-2000 

    -0.129 
(0.822) 

0.879     

Had Prominent Dem. board 
member 1990-2000 

    0.441 
(0.718) 

1.554     

Had Prominent Rep. board 
member 1992-2002 

        1.933** 
(0.959) 

6.913 

Had Prominent Dem. board 
member 1992-2002 

        -0.303 
(0.793) 

0.739 

Received Awards in 1997 -1.986** 
(0.635) 

0.137 0.310 
(0.694) 

1.363     

Received Awards in 2001         -2.133** 
(1.071) 

0.119 

Age in 1997 -.017* 
(-.009) 

0.983 -.043** 
(0.022) 

.958 -0.011 
(0.008) 

.989 

In D.C. or adjacent states 0.605 
(0.617) 

 1.832 0.592 
(0.808) 

1.808 -1.517** 
(0.671) 

0.219 

High Revenue -0.518 
(0.639) 

0.418 1.749** 
(0.830) 

5.747 1.906** 
(0.770) 

6.726 

Constant 1.392* 
(0.786) 

  4.023 -1.688 
(0.878) 

.185 -.051 
(0.603) 

0.950 

-2 Log Likelihood 79.083   57.465   69.291   
Model chi-square 14.949**   12.59**   19.007**   
Degrees of Freedom 6   6   6   
N 68  70  68  
<.1*, <.05**, <.01***, <.001**** 
Standard errors are in parentheses 

 

Other findings indicate that neither organizations located near Washington, D.C., those 

which had a prominent board member of either party, nor those with larger revenues in 
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1997-1998 were significantly more (or less) likely to receive USAID awards in 1999-

2000. 

In the second regression model, two variables emerged as having a significant 

impact on receiving awards in 2001 (Table 5): having more revenues in 1997-1998 and 

being a younger organization.  Organizations with higher revenues in 1997-1998 were 

5.747 times as likely to have received awards as those with smaller revenues.  

Organizations older in 1997 were .958 times as likely to have received awards as younger 

organizations.  The magnitude of the effect of having large revenues was greater than the 

effects of any of the other variables.  Those having received awards in 1997, those that 

were geographically located near USAID, and those that had had prominent Democratic 

or Republican board members 1990-2000 were not any more (or less) likely to receive 

USAID awards in 2001.  None of these effects were significant even at the liberal .10-

level. 

In 2003-2004, having had a prominent Republican as a board member in 1992-

2002 emerged as a positive and significant factor in explaining which organizations 

received awards.  In fact, organizations that had had prominent Republican board 

members were 6.913 times as likely as others to have received awards.  Location was also 

a significant factor.  Organizations geographically located near USAID were .219 times 

as likely to have received awards in 2003-2004.  Organizations that had received awards 

in 2001 were .119 times as likely to have received an award in 2003-2004.  Those with 

higher revenues in 2001-2002 were 6.726 times as likely to have received an award in 

2003-2004.  Thus in 2003-2004, contracts were awarded to nonprofit organizations that 
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were larger, located more distant from the beltway, were first time grant recipients, or had 

prominent Republicans on their boards.  In contrast, organizational age and whether or 

not organizations had had prominent Democrats on their board 1992-2002 did not have a 

statistically significant effect on obtaining a contract in 2003-2004.   

Section Two: Inter-Organizational Relationships 
 
 In third-party governance, networks of contractors frequently perform the design, 

oversight, and/or implementation of government-funded services.  These networks 

involve a level of coordination and inter-organizational complexity that does not exist in 

more traditional models of government-funded service provision  (Agranoff and McGuire 

2001).  The prevalence of third-party governance has not only increased the frequency of 

nongovernmental contractors performing government-funding services, but has also 

prompted the creation of inter-organizational relationships among contractors  (Milward 

and Provan 2000).  The addition of these relationships introduces risk that one or more of 

the contributors will act opportunistically, free-ride, information-hoard, or act in other 

ways that introduce confusion and uncertainty into contractors’ interactions with one 

another.  Undesirable actions not only endanger the reputation of the organization that has 

behaved badly, but also the reputation of their partners.  Moreover, the end of an alliance 

brings with it a loss in time and energy for both organizations . However, since these 

relationships are often encouraged, if not required by government agencies, the 

maintenance of inter-organizational relationships among contractors and sub-contractors 

are often of the utmost importance.  That is, in order for organizations to (continue to) 
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receive contracts from USAID, they must create and maintain positive interactions with 

each other.   

 Organizations evaluate a variety of factors when considering partnerships with 

others.  One factor influencing these decisions may be the resources and capabilities held 

by each organization.  Potential partners may seek out partners with different types of 

resources and capabilities than their own so that they might draw on each other’s 

strengths and minimize their own areas of weakness (Gulati 1995b; Nohria and Garcia-

Pont 1991).  Since requirements for many USAID contracts include provisions that prime 

contractors sub-contract with woman- and/or minority-owned small businesses, 

partnering with these sub-contractors offers an advantage to larger organizations that are 

not eligible for the “small and disadvantaged business” designation.  Most small- and 

minority- owned businesses do not have the capacity to manage large contracts; therefore, 

partnering with other types of organizations offers an opportunity to obtain government 

funding that they would not otherwise have had.  Thus, minority-owned and woman-

owned small businesses can be resources for organizations that are larger and not 

minority or women-owned, and vice versa.  As a result, Hypothesis 2A states that inter-

organizational relationships were more likely to form 1997-2004 if one of the 

organizations in a dyad was a minority-owned small business.  Hypothesis 2B states that 

that inter-organizational relationships were more likely to form 2000-2004 if one of the 

organizations was a woman-owned small business.  

 Another factor that influences organizations’ considerations of potential inter-

organizational relationships is their past experiences with possible partners.  Repeated 
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partnerships offer organizations several advantages.  First, a history of working together 

creates mutual reciprocity from which both organizations may draw.  Second, partnering 

with past partners reduces the costs associated with searching for and vetting a new 

organization  (Ben-Porath 1980).  Third and often most importantly, repeated partnerships 

often reduce the inherent risks of working with organizations that behave 

opportunistically or in other ways that might damage its partners’ future prospects (Gulati 

and Gargiulo 1999; Zucker 1986).  Organizations that are known through previous 

experience to be reliable and trustworthy offer partnerships with very little risk of poor 

inter-organizational outcomes (Gulati 1995a; Gulati and Gargiulo 1999; Zucker 1986).   

 Organizations with no direct prior experience working together may look for other 

types of connections to provide information about future partners.  That is, organizations 

with a mutual past partner may choose to partner with each other  (Chung, Singh, and Lee 

2000; Kogut, Shan, and Walker 1992).  The mutual partner may provide information 

about the potential partners to each other, thus reducing the potential uncertainty and risk 

of working with new partners (Burt and Knez 1995; Chung, Singh, and Lee 2000; Kreps 

1990).  Moreover, the possibility that news of bad behavior may spread within a network, 

versus simply within a partnership gone bad may prevent undesirable actions in the first 

place (Koka and Prescott 2002).  Therefore, the third hypothesis states that organizations 

that have engaged in prior alliances or that have prior third-party connections are more 

likely to form subsequent alliances. 

 Another factor influencing the creation of inter-organizational relationships is 

whether one of the potential partners is nonprofit.  Some nonprofit organizations have 
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reservations about accepting government contracts because the activities covered under 

contracts are much more restrictive than are those funded by grants (Advisory Committee 

on Voluntary Foreign Aid 2001).  In addition, many nonprofits enjoy reputations as 

advocates for marginalized and socially/politically disenfranchised groups (Blum 2001; 

Risse 2000; Sikkink 1993).  Accepting funding from a government whose actions and 

agenda may differ from such advocacy may challenge the legitimacy of its nonprofit 

contractors (Coston 1998; Young 2000).  These reservations also make it more likely that 

some nonprofit organizations will choose inter-organizational partnerships that occur 

under grants, rather than contracts, or will restrict the number of contracts that they do 

accept.  This restriction may reduce the number of partnerships that occur between 

nonprofit organizations and for-profit organizations, which often do not share the same 

concerns about accepting government funding.  Therefore, Hypothesis 4 states that inter-

organizational relationships are less likely to form if one organization in a dyadic 

alliance is a nonprofit organization. 

These hypotheses have been constructed based on previous research about 

organizations’ tendency to form inter-organizational relationships with organizations with 

desirable characteristics, and/or those are part of organizations’ social networks.  The 

purpose of these analyses is to determine which factors influence the occurrence of inter-

organizational relationships among organizations in a third party governance 

environment.  The analysis consists of two logistic regressions where the occurrence of 

relationships within dyads is the dependent variable in 2000-2001 and 2003-2004, and 

one where the dependent variable is the occurrence of repeated partnerships within dyads 
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in 2003-2004.  The models evaluate the determinants of organizations’ decisions to 

partner with others.   

Characteristics of Organizational Dyads 
 
 IQ contracts are frequently awarded to multiple organizations that design and/or 

implement USAID-funded projects in a network.  A prime contractor coordinates the 

project and subcontracts with organizations that work with the prime contractor on 

various aspects of the project.  Therefore, when contractors accept a multiple vendor IQ, 

they are agreeing not only to carry out the contracted work, but also to partner with other 

organizations as the work is completed.  IQs can last for years and may be renewed by 

USAID; therefore, these partnerships are often long-term ones.  These networks of 

organizations working on IQs may be as small as two or at times can reach upwards of 

thirty organizations.  Each organization is added to an IQ to contribute to the project.  

Organizations that do not complete their task efficiently and diligently can risk the 

reputations and future funding of the project and its partners.  Therefore, each 

organization has an incentive to make sure that other organizations are vetted prior to 

joining the contracting team. 

 Although IQs are implemented by a network of organizations, these networks may 

be viewed as a series of dyadic relationships among the network participants.  Thus, the 

purpose of this study was to investigate the likelihood that various types of dyadic 

relationships (between nonprofits and for-profits, universities and others, minority-owned 

and others, woman-owned and others, and prior partners) would occur.  Two time periods 

were examined: 2000-2001, and 2003-2004.  The first two samples consisted of 
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organizations that were founded in 1999 or prior, and 2002 or prior, respectively.  

Therefore, these samples reflect all of the dyadic relationships that could have occurred 

among organizations that received an award from USAID 1997-2004.  A third sample 

consists of all of the dyadic relationships that did occur in 1997-2000 and that could have 

been repeated 2003-2004. 

Characteristics of Potential Dyadic Relationships 
 
 A small minority of potential dyadic relationships in the 2000-2001 sample 

actually did engage in a partnership (1.5%, or 380) or had a previous third-party 

connection (2.8%, or 728) in 1997-1999 (Table 6). Approximately one-fifth of these 

potential dyadic relationships (21.6%, or 5551) contained one university.  Dyads with one 

woman-owned business comprised 15.6% of the sample (4016 dyads), and those with one 

minority-owned business consisted of 14.8% of the sample (3795 dyads).  Twenty-seven 

percent (26.6%, or 6831 dyads) of the sample contained one small business, and 77.2% of 

the sample (19,811) included one nonprofit organization.  Seventy-eight percent (78.2%, 

or 20,055) of dyads contained at least one organization whose activities focused almost 

exclusively on the type of democracy and governance that USAID funds.  A minority of 

dyads consisted of two organizations that were 15 years or older (30%, or 7732) or were 

located in the same region (39.7%, or 10,182). 

 The characteristics of the potential dyadic relationships in the 2003-2004 sample 

closely approximated those in the 2000-2001 sample.  In fact, 1.40% of dyadic 

relationships that could have occurred (380) in the 2003-2004 sample (vs. 1.48% in 2000-

2001) had had a previous partnership in 1997-1999 and the same percentage (1.63%, or 
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433) had a previous partnership in 2000-2001.  Nine hundred and seventy-three (3.66%) 

of dyads had a partnership in 2003-2004.  Dyads in the sample that had had a previous 

third-party connection had increased from 2.8% in 2000-2001 to 8.6% of dyads, or 2,273, 

in 2003-2004.  The percentages of dyads that contained universities (21.3%), woman-

owned businesses (16.2%), minority-owned businesses (15.3%), small businesses 

(26.9%), and nonprofit organizations (76.8%) remained within one percentage point from 

2000-2001 levels.  Likewise, 78.2% (2000-2001) and 78.5% (2003-2004) of dyads 

contained at least one organization whose activities focused on democracy and/or 

governance work.  Nine thousand and ninety-four dyads (37.4%, or 9,094) had 80 years 

or more of cumulative experience as of 1997 and 39.54% dyads contained organizations 

located in the same regions.  These percentages were within one percentage point of their 

2000-2001 levels. 

 Of the dyadic relationships that did occur in 2000-2001 8.6% (36) were composed 

of organizations that had partnered in 1997-1999 (see Table 7).  Of those that occurred in 

2003-2004, 1.4% (14) had partnered in 1997-1999 and 2.7% (26) had partnered in 2000-

2001.  Additionally, 15.3% (or 64) of the dyadic relationships that occurred in 2000-2001 

had had third-party connections in 1997-1999.  Only 5.14% (50) of the dyadic 

relationships that occurred in 2003-2004 had third party connections in 1997-2002. 

Characteristics of Dyadic Relationships that Occurred 2000-2001 and 2003-2004 

Relationships containing one university were prevalent in both 2000-2001 (27.8% or 116) 

and 2003-2004 (26.9% or 262).  Many of these in 2000-2001 also contained one woman-

owned business (19.6% or 82).  The same was true for 2003-2004 (20.9% or 203).  
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Sixteen percent (16.3%, or 68) of these dyads had one minority-owned business in 2000-

2001 and 14.1% (137) did in 2003-2004.  Those dyads that contained one small business 

were 19.1% of the sample in 2000-2001 and 29.5% of the sample in 2003-2004.  In 2000-

2001, 70.1% of dyads had one nonprofit organization, and this percentage stayed virtually 

the same in 2003-2004.  Most dyads had one democracy and governance focused 

organization in 2000-2001 (78.95% or 330) and in 2003-2004 (69.2% or 673).  Forty 

percent of dyads with organizations that partnered (39.7%, or 154 in 2000-2001, and 

38.8% or 362 in 2003-2004) had 80 or more years of cumulative experience.  While the 

majority of these dyadic relationships contained organizations located in the same region 

in 2000-2001 (57.4% or 240), in contrast, only 38.2% (372) of dyads included 

organizations located in the same regions in 2003-2004. 
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Table 6: Characteristics of Potential Dyadic Relationships 

  

Dyads with 
Organizations that 
Could Have Partnered 
in 2000-2001 

Dyads with Organizations 
that Could Have Partnered  
in 2003-2004 

  Number % Number % 
Partnerships that Occurred in 1997-1999         

0 Partnerships 25271 98.52% 26185 98.60%
1+ Partnerships 380 1.48% 380 1.40%

Partnership that Occurred 2000 and/or 2001         
0 Partnerships 25233 98.37% 26132 98.37%

1+ Partnerships 418 1.63% 433 1.63%
Partnerships that Occurred in 2003 and/or 2004         

0 Partnerships     25592 96.34%
1+ Partnerships     973 3.66%

Third-Party Connection 1997-1999         
0 Connections 24923 97.16%     

1+ Connections 728 2.84%     
Third-Party Connection 1997-2002         

0 Connections     24292 91.44%
1+ Connections     2273 8.56%

One University          
None in the Dyad 20100 78.36% 20910 78.71%
One in the Dyad 5551 21.64% 5655 21.29%

One Woman-Owned         
None in the Dyad 20204 78.76% 20813 78.35%
One in the Dyad 4016 15.66% 4300 16.19%

One Minority-Owned         
None in the Dyad 20209 78.78% 20819 78.37%
One in the Dyad 3795 14.79% 4075 15.34%

One Small Business         
None in the Dyad 17120 66.74% 17682 66.56%
One in the Dyad 6831 26.63% 7157 26.94%

One Nonprofit Organization         
None in the Dyad 5311 20.70% 5622 21.16%
One in the Dyad 19811 77.23% 20399 76.79%

One Democracy/Governance Focused         
None in the Dyad 4787 18.66% 4886 18.39%
One in the Dyad 20055 78.18% 20863 78.54%

Both 15 Years or Older         
 Both Not 15+ Years Old 15704 61.22% 15208 62.56%

Both 15+ Years Old 7732 30.14% 9094 37.41%
Same Place         

Not in the Same Region 14139 55.12% 14709 55.37%
Both in the Same Region 10182 39.69% 10503 39.54%
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Table 7: Inter-Organizational Relationships that Occurred 

  

Dyadic 
Relationships  
that Occurred in  
2000-2001 

Dyadic  
Relationships that 
Occurred in  
2003-2004  

  Number % Number % 
Prior Partnership in 1997-1999         

0 Partnerships 382 91.39% 959 98.56% 
1+ Partnerships 36 8.61% 14 1.44% 

Prior Partnership in 2000 and/or 2001         
0 Partnerships     947 97.33% 

1+ Partnerships     26 2.67% 
Third-Party Connection 1997-1999         

0 Connections 354 84.69%     
1+ Connections 64 15.31%     

Third-Party Connection 1997-2002       
0 Connections     923 94.86% 

1+ Connections     50 5.14% 
One University          

None in the Dyad 302 72.25% 711 73.07% 
One in the Dyad 116 27.75% 262 26.93% 

One Woman-Owned         
None in the Dyad 309 73.92% 750 77.08% 
One in the Dyad 82 19.62% 203 20.86% 

One Minority-Owned         
None in the Dyad 314 75.12% 815 83.76% 
One in the Dyad 68 16.27% 137 14.08% 

One Small Business         
None in the Dyad 292 69.86% 666 68.44% 
One in the Dyad 80 19.14% 287 29.49% 

One Nonprofit Organization         
None in the Dyad 115 27.51% 293 30.11% 
One in the Dyad 293 70.10% 671 68.96% 

One Democracy/Governance Focused         
None in the Dyad 67 16.03% 289 29.70% 
One in the Dyad 330 78.95% 673 69.16% 

Both 15 Years or Older         
 Both Not 15+ Years Old 236 56.46% 582 62.64% 

Both 15+ Years Old 152 36.36% 347 37.35% 
Same Place         

Not in the Same Region 156 37.32% 580 59.61% 
Both in the Same Region 240 57.42% 372 38.23% 

Total 418  973  
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Phi Correlations 

 The purpose of this study is to investigate the occurrence of inter-organizational 

relationships among organizations.  The sample used in this study is based on the dyad as 

the unit of analysis; each dyad represents a possible relationship between two 

organizations.  In order to investigate the association between the predictor variables 

(prior relationships between the organizations and certain characteristics of the 

organizations in the dyads) and the occurrence of partnerships between the organizations, 

I computed a series of phi correlations.  The variables were all dichotomously coded; 

therefore, I computed phi correlations measuring the strength of the association between 

dependent and independent variables.  Phi correlation coefficients are reported below 

using a .05 alpha level to establish the statistical significance of the correlations (Table 8). 

 The association between the occurrence of dyadic relationships in 2000-2001 

and the prior occurrence of these dyadic relationships in 1997-1999 was very 

weak, although significant.  The same was true for the association between 

the occurrence of dyadic relationships in 2003-2004 and the prior occurrence 

of dyadic relationships (in 2000-2001). 

 The association between the occurrence of dyadic relationships in 2000-2001 

and the prior occurrence of third party connections (in 1997-1999) was very 

weak, although it was significant.  The same was true for the negative 

association of the occurrence of dyadic relationships in 2003-2004 and the 

prior occurrence of third party connections (in 2000-2001). 
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 Is there an association between certain dyad-level characteristics and the 

occurrence of dyadic relationships in 2000-2001 and/or 2003-2004?   

o The association of the presence of one university in the dyad was 

statistically significant, but barely associated with the occurrence of dyadic 

relationships in either 2000-2001 or 2003-2004. 

o The association between the presence of one woman-owned small business 

in dyads was statistically significant, but barely associated with the 

occurrence of  dyadic relationships in either time period. 

o The association between the presence of one minority-owned small 

business in dyads was barely associated with the occurrence of dyadic 

relationships in either time period.  The association was negative, and only 

slightly statistically significant (at the .10 level) for the occurrence of 

relationships in 2003-2004.  The association for the occurrence of 

relationships in 2000-2001 was not significant. 

o The association between the presence of a small business that was not 

woman- or minority-owned in a dyad was barely associated with the 

occurrence of these relationships in either time period, although the 

association was statistically significant for the occurrence of relationships 

in 2000-2001. 

o The presence of one nonprofit organization in a dyad was statistically 

significant, but barely associated with the occurrence of dyadic 

relationships in either time period.  These associations were negative. 
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o The presence of one democracy and governance focused organization in a 

dyad was statistically significant, but barely associated with the occurrence 

of dyadic relationships in 2003-2004.  This association was negative, and 

the association for the occurrence of relationships in 2000-2001 was not 

significant. 

o The presence of two organizations in a dyad that were 15 years or older 

was statistically significant, but barely associated with the occurrence of 

dyadic relationships in either time period. 

o The association between the organizations in a dyad being located in the 

same region was barely associated (but not statistically significant) with 

the occurrence of dyadic relationships in either time period. 

Logistic Regression Results 

2000-2001 Results 
 

The results of logistic regression on the occurrence of dyadic relationships among 

contractors in 2000-2001and 2003-2004 (Table 9) highlight a significant change in the 

role of inter-organizational familiarity in the formation of inter-organizational 

relationships.  Prior partnerships and third-party connections in 1997-1999 increased the 

likelihood of the occurrence of inter-organizational relationships in 2000-2001.  The 

effect of these variables was significant, although only at the p> .10 level.   The presence 

of one woman-owned small business in the potential dyadic relationship significantly 

decreased the likelihood that an inter-organizational relationship between the contractors 

would occur in 2000-2001.  
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The presence of one university, one democracy and governance-focused 

organization, or one small business in potential dyadic relationships decreased the 

likelihood that an inter-organizational relationship occurred in 2000-2001 (although the 

effects were not significant).  In contrast, the presence of one minority-owned small 

business or nonprofit organization in the dyads increased the likelihood that inter-

organizational relationships formed. Likewise, however, the results of these effects were 

not significant.  Moreover, dyads composed of two organizations over 15 years of age or 

located in the same region were less likely to show the occurrence of a relationship 

among the organizations in 2000-2001; however, these findings were not significant, and 

the effect of the former was very small. The -2 Log Likelihood for this model was 

2339.982, indicating that the model’s predictive power was a significant improvement 

over the null model.   

Table 8: Phi Coefficients from Inter-Organizational Relationships 

 
Partnerships in 

2000-2001 
Partnerships in 

2003-2004 
Independent Variable Coef. Coef. 
Prior Partnership in 1997-1999 0.076**** 0.000 
Third-Party Connection 1997-1999 0.097****  
Prior Partnership in 2000 and/or 2001  0.016*** 
Third-Party Connection 1997-2002  -0.024**** 
One University  0.019*** 0.027**** 
One Woman-Owned 0.015** 0.022**** 
One Minority-Owned .0007 -0.011* 
One Small Business -0.020*** 0.006 
One Nonprofit Organization -0.022**** -0.042**** 
One Democracy/Governance Focused 0.008 -0.056**** 
Both 15+ Years 0.017*** 0.026**** 
Same Place 0.049 -0.010 
N 22802 26565 
<.1*, <.05**, <.01***, <.001**** 
Standard errors are in parentheses 
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2003-2004 Results 
 

Organizations that had prior partnerships in 2000-2001 were significantly more 

likely to engage in inter-organizational relationships in 2003-2004 (Table 9).  Likewise, 

the presence of one woman-owned small business in dyads significantly increased the 

likelihood of relationships between organizations.  The presence of two organizations 15 

years or older were significantly more likely to have engaged in a relationship in 2003-

2004.  In contrast, organizations that had had prior third-party connections in 1997-2002 

were less likely to have engaged in inter-organizational relationships in 2003-2004.  In 

addition, the presence of a minority-owned small business, one nonprofit organization, or 

one democracy and governance focused organization in the dyads significantly decreased 

the likelihood of relationships between organizations. 

Having had a prior partnership in 1997-1999 increased the likelihood of inter-

organizational relationships in 2003-2004, although the effect was not significant.  

Similarly, the presence of one university had a small negative, but non-significant, effect 

on the occurrence of inter-organizational relationships in 2003-2004.  In contrast, the 

presence of one small business had a slight positive, but non-significant, effect on the 

occurrence of inter-organizational relationships.  Being located in the same region 

decreased the likelihood of inter-organizational relationships in 2003-2004, although 

these effects were not significant.  The -2 Log Likelihood was 7493.666, indicating that 

the model’s predictive power was a significant improvement over the null model.   
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Table 9: Unstandardized Logistic Coefficients from the Regression of Inter-Organizational 
Relationships in 2000-2001 on Prior Partnerships and Characteristics of  Dyadic 

Relationships 

 
Partnerships in 

2000-2001 
Partnerships in 

2003-2004 
Independent Variable Coef. Odds Ratio Coef. Odds Ratio 
Prior Partnership in 1997-1999 0.501* 

(0.290) 
1.651 0.241 

(0.288) 
1.273 

Third-Party Connection 1997-1999 0.385* 
(0.217) 

1.470   

Prior Partnership in 2000-2001 
  

1.003**** 
(0.226) 

2.728 

Third-Party Connection 1997-2002 
  

-0.766**** 
(0.164) 

0.465 

One University   -0.071 
(0.162) 

0.932 -0.001 
(0.089) 

0.990 

One Woman-Owned  -1.15**** 
(0.199) 

0.317 0.333**** 
(0.099) 

1.395 

One Minority-Owned 0.228 
(0.241) 

1.256 -0.345*** 
(0.109) 

0.708 

One Small Business -0.087 
(0.229) 

0.917 0.013 
(0.097) 

1.013 

One Nonprofit Organization 0.013 
(0.167) 

1.013 -0.192** 
(0.090) 

0.825 

One Democracy/Governance 
Focused 

-0.199 
(0.174) 

0.820 -0.491**** 
(0.085) 

0.612 

Both 15+ -0.012 
(0.145) 

0.989 0.212*** 
(0.078) 

1.237 

Same Place -0.683 
(0.128) 

0.934 -0.079 
(.072) 

0.924 

Constant -6.516**** 
(0.258) 

0.001 -2.691**** 
(0.117) 

0.068 

A’s Propensity to Partner 35.737**** 
(1.504) 

3.31E+15 0.865 
(1.157) 

2.375 

B’s Propensity to Partner 37.013**** 
(1.505) 

1.19E+16 -1.276 
(1.310) 

0.279 

-2 Log Likelihood 2339.982 7493.666 
Chi-Square 1361.224**** 130.910**** 
Degrees of Freedom 12 13 
N 25651 26565 
<.1*, <.05**, <.01***, <.001**** 
Standard errors are in parentheses 
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Research Findings 
 
Political Affiliations: 

1. Are organizations with politically-affiliated board members more likely to be 

successful in obtaining USAID funding than other organizations, especially when the 

affiliated party controls the White House and Congress? 

Organizations with prominent, politically-connected board members were not 

significantly more likely to receive funding from USAID than other organizations until 

2003-2004.  In 2003-2004, organizations that had previously had prominent Republicans 

as board members were significantly more likely to receive awards than were other 

organizations.  However, the same was not true for organizations that had previously had 

prominent Democrats as board members.  The Clinton Administration was coming to a 

close in 1999-2000, 2001 was a transition year both politically at the federal level and 

specifically for USAID, and 2003-2004 were the third and fourth years of the Bush II 

Administration.  In the next chapter, I will explain how this political context may explain 

why political affiliation prior to 2003 was not important and why it became more 

important in 2003-2004. 

 
Inter-Organizational Relationships: 

2. Are inter-organizational relationships more likely to form if organizations have 

mutually beneficial resources to offer each other? 

The answer to this question lies in the regression results related to the various 

kinds of organizations in the dyads.  Some dyads included universities, businesses owned 

by women and minorities, and small businesses.  Since USAID offers funding 
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opportunities that related to each of these organizational forms, there may be some 

incentive to partner with these types of organizations.  However, the regression results 

provided conflicting answers to this question.  In 2003-2004, partnerships were less likely 

to form in dyads when one of the organizations was a minority-owned business.  The 

presence of a university or a small business had no significant effect in either time period. 

Partnerships were less to form in 2000-2001 in dyads with one woman-owned business, 

but more likely to form in 2003-2004 (incentives for collaborating with woman-owned 

businesses began in 2000),    

 
3. Are organizations that have engaged in prior alliances more likely to form subsequent 

partnerships? Are organizations with prior third-party connections more likely to 

partner? 

The regression results provided strong evidence that organizations that had 

previously partnered with one another were more likely to form subsequent partnerships.  

Specifically, those that had partnered in 1997-1999 were more likely to partner in 2000-

2001.  Likewise, those with prior partnerships in 2000-2001 were more likely to partner 

in 2003-2004.  However, the regression results for the effects of third-party connections 

on subsequent partnerships were mixed.  Organizations that had had third-party 

connections in 1997-1999 were more likely to partner in 2000-2001.  In contrast, those 

with third-party connections in 2000-2001 were less likely to partner in 2003-2004. 
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4. Are inter-organizational relationships less likely to form when one organization in a 

dyad is a nonprofit? 

The presence of nonprofit organizations in dyads did not have a significant effect 

in 2000-2001, and decreased the likelihood of inter-organizational relationships occurring 

in 2003-2004.  These results for 2003-2004 partnerships are consistent with reports of the 

progressively souring relationship between the nonprofit sector and the Bush 

administration. 

These results suggest that the political affiliations of nonprofit organizations have 

an impact on the funding they have been able to obtain from USAID.  They also indicate 

that familiarity and knowledge (that is, organizational learning) play a significant part in 

the formation of inter-organizational relationships among contractors, especially when 

gained via direct, rather than third-party, inter-organizational relationships.  The 

following chapter will explain these results in the context of USAID’s history and 

previous research. 
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CHAPTER SEVEN: DISCUSSION AND SUMMARY 
 
 
 In this chapter, I interpret the results presented in Chapter Six.  These results will 

be discussed using social capital theory and organizational learning theory, as described 

in Chapter Two.  This chapter is divided into three sections; the first will describe the 

limitations of this research; the second will discuss this study’s main findings about 

nonprofit organizations’ political affiliations, and the third will interpret the results about 

inter-organizational relationships.  Each section will summarize the main findings, the 

pertinent literature, and offer a discussion of the implications of this study. 

 

Limitations of this Research 

The Sample 

 The goal of this study is to explore the factors which increase the likelihood of 

contractors obtaining funding from USAID, and partnering with other types of contractors 

on USAID projects.  An ideal sample would consist of all the organizations that applied 

for funding, and would measure the effects of political affiliations and other variables on 

their success in obtaining USAID contracts.  Unfortunately, the construction of such an 

ideal sample was thwarted because USAID does not publicly release information about its 

applicant pool. Instead, they only offer lists of names of successful applicants via their 

User’s Guides.  This introduces the problem of selecting on the dependent variable.  One 

way of mitigating problems of interpretation associated with this difficulty in sample 

design is to analyze, for each time period, all of the organizations that ever received 

funding via an IQ contract from USAID.  I also included an analysis of the creation of 
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inter-organizational relationships that includes only organizations that have previously 

partnered with one another.  The inclusion of this analysis provides a comparison group 

which supplements the primary analysis.  The sample size of the political affiliations 

analysis did not allow for this type of adjustment in sample criteria.  Thus, these results in 

this section may be considered exploratory. 

 

Additional Data 

 Another limitation of this research was a lack of available data about certain 

organizational characteristics that may have impacted organizations’ ability to obtain 

USAID contracts.  For the first section of the dissertation, the following data would have 

been helpful in exploring nonprofits’ ability to obtain contracts. 

 Which organizations preferred to accept grants over contracts (but were 

willing to accept contracts)? 

 Which organizations’ missions most aligned with that of USAID? 

 Which organizations embraced an advocacy role, rather than operating simply 

as implementers of contracts that others designed? 

 What role did board members play in assisting organizations?  Did they 

gather and share information, promote organizations to others, fundraise, 

share their expertise?  Moreover, did contracting officers rigorously evaluate 

the credentials of board members and other organizational leaders as part of 

the competitive process for IQ contracts? 



 

 

145

 Recently, the attorney general’s office under Alberto Gonzalez was cited for 

preferentially hiring Republicans over Democrats for public service positions.  

Although there is no evidence of that kind of malfeasance in USAID’s 

contracting processes, it would be helpful to know to what degree contracting 

officers consider political affiliations as part of their evaluations of applicants. 

In addition, it would have been enormously helpful to be able to access 990 forms for the 

45 nonprofit organizations that did not submit them, which would have allowed me 

access to information about their board members, and improved the sample size.  Along 

those lines, it would have been beneficial to be able to access the same historical 

employment information about the leadership of for-profit organizations as I was about 

the 74 nonprofit organizations in this sample. 

 The second section of the dissertation suffered from similar gaps in available data. 

The following information would have improved my study into the occurrence of inter-

organizational relationships: 

 Revenue information was only available for the nonprofit organizations that 

had submitted 990 forms, and publicly traded companies.  If I had been able 

to consistently access this information about the remaining organizations in 

the sample, I would have been able to include this variable in the regressions. 

 Had political affiliations information been available for all of the 

organizations’ boards, I would have been able to assess the influence of 

political affiliation on the formation of these relationships. 
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 Although contractors and sub-contractors work together as partners, it was 

impossible to assess whether each group had an equal role in choosing to join 

contractor teams, and to work with certain organizations over others. 

Both sections of my dissertation would have been strengthened by the collection 

of qualitative data.   I did review numerous meeting reports, Government Accountability 

Office audits, and other documents describing this topic; however, it would have been 

valuable to gain additional insight into the quantitative results by conducting in-depth 

interviews with organizational representatives. For example, it would have been helpful 

to appreciate the nuance of obtaining and conducting contracts.  Information from 

qualitative interviews would have helped to answer questions such as “how do 

organizational teams divide the contract funding?”  “Are smaller businesses likely to reap 

the benefits of government contracting to the same degree that larger organizations do?”   

The complexity of the data in my samples required that I spend a significant 

amount of time coding and identifying and learning appropriate methods of analysis.  

Afterwards there was little time left to explore the possibility of conducting in-depth 

interviews.  However, I consider qualitative data collection as a way to expand and 

strengthen this research in the future. 

 These limitations on data availability should not be taken as an indication that this 

research is not informative.  Rather, since most previous research about USAID’s 

operations and contracts has been case-specific, historical, and often journalistic or 

practitioner-oriented, this study offers unique insight into the factors which shape the 

ways that USAID’s contractors operate, and relate to one another. 
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Interpretation of the Findings: Political Affiliations 
 

 The dissertation section that explored nonprofits’ political affiliations had one 

hypothesis, that organizations with politically-affiliated directors sitting on their boards 

would be more likely to be successful in their bids for USAID funding than other 

organizations while the political party of the affiliated member controls the White House 

and Congress.  The findings were mixed.  In the first two time periods (1999-2000 and 

2001), nonprofit organizations that had previously had prominent Republicans and/or 

Democratic board members were no more likely than their peers to receive funding from 

USAID.  However, having previously had a prominent Republican board member 

increased the likelihood that nonprofits received funding from USAID in 2003-2004.   

 These findings emphasize the importance of politically-connected board members 

for nonprofit organizations operating in a competitive atmosphere.  Models of third-party 

government, such as USAID’s, require organizations seeking funding from government 

agencies to present their organizations and activities in the most appealing way possible.  

Organizations must appear competent, knowledgeable, cost-effective, and efficient.  

Board members contribute to organizations’ efforts by contributing human and social 

capital .  Board members’ human capital such as expertise, experience, and skills build 

organizational capacity, which supports their efficacy and ability to secure external 

funding.  However, board members’ social capital may prove to be equal, if not more 

important for organizational success. 

 Board members’ social capital is contained within their relationships with other 

individuals.  By virtue of their positions as elected federal officials, political appointees, 
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and senior political aides, politically connected board members have relationships with 

other politically savvy, experienced individuals.  The substance of these relationships 

may include information-sharing (McEvily and Zaheer 1999), trust, respect, prestige 

(Mizruchi 1996), and financial exchanges, and other types of assistance (Woolcock and 

Narayan 2000).  These connections offer board members access to the aforementioned 

resources that they would not have had access to otherwise.  These types of social capital 

may be used on behalf of organizations to stay ahead of trends in the field, inform 

important decisions, prompt financial donations or investments, and/or build the 

organization’s prestige and legitimacy (Flap 1995).  Thus, organizations whose board 

members have more social capital than others may be more able to achieve their goals 

than their peers would be (Ferris and Judge 1991; Flap 2002; Lin and Bian 1991; Lin and 

Dumin 1986; Nahapiet and Ghoshal 1998).   Previous research has documented 

associations between organizational social capital and economic success (D'Aveni 1990), 

attracting clients (Maister 1993).  The latter may be particularly true when the social 

capital in the organizational network directly connects the organization with potential 

clients. 

 Board members serve another function for organizations.  Organizations whose 

board members have desirable characteristics (i.e., who are respected, considered 

powerful, wealthy, or knowledgeable) can become, by proxy, associated with those 

characteristics.  These types of associations can raise organizations’ reputations and assist 

in their financial or other endeavors (Seibert, Kraimer, and Liden 2001).  Like power, 

respect, wealth, and knowledge, political experience, party loyalty, and political belief 
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systems can be transferred from board member to organizations by association.  Merely 

by serving as a board member, individuals lend their name (and thus their reputations and 

credentials) to the organization (Abzug and Galaskiewicz 2001).  As these associations 

between board member and organizations occur, the organizations gain legitimacy in the 

external environment (Leatherwood and O'Neal 1996; Miller-Millesen 2003).  Legitimacy 

justifies organizational activities, missions, etc. in the eyes of potential donors and 

funders (Aksartova 2003). 

 

Research Implications: Political Affiliations 

 The results of this analysis shed light on the role of non-economic factors in 

privatization.  First, the increasing diversity of the pool of USAID contractors was 

notable.  Previous contractors were less likely to have received contracts in 1999-2000 

and 2003-2004.  Moreover, in 2003-2004, organizations located in Washington, D.C. 

were also less likely than others to have been awarded a contract.  Both of these results 

indicate a turnover, or least a diversification of the contractor pool.  The duel (negative) 

effect of previous contracts and location in 2003-2004 in addition to the strong (positive) 

effect of having had Republican board members suggests that Republican-led USAID 

may have been bringing in new organizations, especially those whose party affiliations 

matched the political party in power in the executive and legislative branches. 

 Another non-economic factor that featured prominently in these results was the 

impact of political affiliations in government-nonprofit collaborations.  Proponents of 

privatization argue that competition allows government agencies to choose the best 



 

 

150

prepared, most efficient, most innovative, and most cost-effective organizations as 

contractors.  This research, along with previous findings (Provan, Islett, and Milward 

2004), suggests that decisions to enter into contractual economic arrangements are 

influenced by factors that extend beyond the economic realm.  These factors include 

relationships via social networks (Ferris and Judge 1991; Flap 2002; Galaskiewicz 1979a; 

Lin and Bian 1991). 

 There is little known about board members’ direct intervention in either 

nonprofits’ proposals for or government agencies’ granting of contracts.  Moreover, the 

data available do not easily facilitate a reflection on this type of board activity.  Rather, in 

combination with information gleaned from social capital theory, the results of the 

logistic regressions offer insight into the advantages held by nonprofit contractors with 

well-connected board members.  These results also have implications for our 

understanding of the non-economic factors which shape government-nonprofit 

contracting relationships. 

The hypothesis predicted that organizations with politically-affiliated directors 

sitting on their boards would be more successful in their bids for USAID funding than 

other organizations without such ‘credentialed’ board members while the affiliated party 

controls the White House and Congress.  Results of the 1999-2000 and 2001 logistic 

regression models indicated support for this hypothesis, since neither political affiliation 

variable had an impact on obtaining contracts in either time period.  The model for 2003-

2004 strongly supported the hypothesis; the results for this model illustrated that 

nonprofits that had had prominent Republican board members were more successful in 
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obtaining contracts.  Why would the influence of having politically connected board 

members on organizations’ success in obtaining USAID contracts vary over time? 

The variation in these findings highlights the importance of a changing political 

climate.  Social capital theorists emphasize the significance of board members who utilize 

the resources available through their network connections to benefit nonprofit 

organizations.  However, the availability and worth of these resources change according 

to the political climate surrounding USAID, foreign aid, and partisanship in federal 

agencies. 

Although all prominent, politically connected board members may attempt to 

engage in the ‘good governance’ practice of transmitting important information to 

nonprofits, including information gained from experiences as members of Congress or 

political appointees, their ability to do so is highly dependent on the political climate at 

the time.  Thus, differences in the climates during the three time periods may explain 

variation in the size and significance of the political affiliation variables. 

The administration of William J. Clinton was coming to a close in 1999 and 2000 

after struggles with a Republican-controlled congress over legislative matters and 

sensational impeachment hearings.  Although the objectives of USAID programs and 

activities are largely directed by the executive branch, USAID funding must be approved 

by Congress.  Therefore, in the last two years of the Clinton Presidency, USAID can be 

said to have been accountable to both Democratic and Republican constituencies.  This 

dual accountability may have curtailed the abilities of board members connected to either 

party to maximize the resources available through their networks for the benefit of 
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nonprofit contractors.  Since both parties had input into the environment in which USAID 

was operating, the resources available via a network affiliated with either party may have 

been curtailed.  In circumstances where neither party solely controlled the direction or 

funding for USAID, the value of having politically connected board members may have 

decreased. 

During 2001, the first year of the Presidency of George W. Bush, the House of 

Representatives was under Republican control and Senate seats were evenly divided 

between the two parties.  The nation was transitioning to a new administration in the 

executive branch, and from the fall forward, struggling to respond to the September 11, 

2001 attacks on the World Trade Center, which fundamentally changed the focus and 

operations of future USAID operations.  USAID was also in a state of transition.  January 

through April, J. Brady Anderson (a Clinton appointee) served as USAID administrator.  

On May 1, his responsibilities were transferred to Andrew Natsios, an appointee of the 

new Bush II administration.  In such a state of flux, it seems unlikely that USAID was 

firmly under either Republican or Democratic control.  Therefore, in a manner similar to 

the 1999-2000 awards, having a politically connected board member may have been less 

useful for organizations when political power was not concentrated in either political 

party. 

In 2003 and 2004, both houses of Congress were under Republican control.  

Furthermore, these were the first two years of the Iraq War, a time when USAID was 

called upon to provide support for military operations, often through the use of funding 

mechanisms that mobilize services quickly, such as indefinite quantity contracts.  By all 
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accounts, the power of Republicans relative to that of Democrats during this time was 

quite unequal.  Therefore, the resources available to nonprofits via Republican board 

members during this time may have been more valuable to nonprofits submitting USAID 

proposals than those available via Democratic board members. 

In conclusion, these findings suggest a need to consider variations in political 

climates when estimating the resources available to organizations through their networks.  

Social capital theory emphasizes roles that board members play in supporting 

organizational survival by sharing their expertise gained from experiences in the external 

funding environment (Davis 1996), channeling important information about trends or 

innovations to organizations’ managers (Miller-Millesen 2003), and advocating on behalf 

of organizations (Harlan and Saidel 1994).   Prominent and politically connected board 

members can mobilize resources such as wealth, exclusive information, and prestige on 

behalf of the organizations they serve. 

This research demonstrates that the capacity for board members to use their 

knowledge and network connections to assist nonprofits’ attempting to obtain funding 

changes according to tangible and intangible aspects of the external environment.  In the 

case of nonprofit contractors for USAID, the ability of board members to access 

important information about the contracting and foreign policy arenas, or to wield 

personal prestige to help nonprofits achieve greater legitimacy is somewhat dependent on 

the political environment.   

As indicated by this research, changes in administrations, the composition of 

Congress, or the level of political partisanship can either facilitate or undermine the value 



 

 

154

of board members’ resources for nonprofit contractors.  These findings point to a need to 

further examine the effects of changes in external environments on organizations that 

depend on the environment for critical resources.  In addition, future research should 

provide a more in-depth explanation of the ways in which board members gather 

resources on behalf of organizations and how they directly and indirectly influence 

contracting relationships with government agencies. 

Finally, this research adds to the cacophony of voices pointing out complications 

with a vision of economic collaborations which exclude non-economic factors in 

decisions to form partnerships.  It also extends this literature by exploring how these non-

economic factors influence government-nonprofit relationships within an environment of 

privatization.  Privatization proponents emphasize merit-based competition as a way to 

ensure the benefits of cost-savings, efficiency, and effectiveness.  However, this research 

suggests that even in the absence of nepotism, there are non-economic, non-merit based 

factors which may subtly influence the ability of certain types of organizations to gain the 

upper hand in the competition to acquire government contracts. 

 

Interpretation of the Findings: Inter-Organizational Relationships 

 There were three hypotheses related to inter-organizational relationships: 

1. The second hypothesis predicted that dyadic inter-organizational relationships 

were more likely to form if one of the organizations in a dyad was a minority-

owned (Hypothesis 2A) or woman-owned small business (Hypothesis 2B). 
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2. The third hypothesis proposed that organizations that had engaged in prior 

partnerships, or that had previous third-party connections would be more likely to 

engage in a subsequent relationship (Hypothesis 3). 

3. The fourth hypothesis stated that dyadic inter-organizational relationships would 

be less likely to form if one of the organizations was nonprofit (Hypothesis 4). 

 

Findings from the regression analyses indicated mixed support for the first 

hypothesis.  The regression results suggested that dyadic relationships in 2000-2001 were 

less likely to form in cases where one organization was a woman-owned business.  

However, the opposite was true in 2003-2004, when dyads with one woman-owned 

business were more likely to form.  In the same time period, relationships were less likely 

to form when one organization in the dyad was a minority-owned business.  The results 

also indicated mixed support for the third hypothesis, which stated that inter-

organizational relationships would be less likely to occur in cases where one organization 

was nonprofit.  The results for 2000-2001 indicated that having one nonprofit 

organization in dyads had no significant effect on their formation; however, the effect was 

significant and negative on dyad formation in 2003-2004. 

Regression results, however, did indicate strong support for the third hypothesis.  

Organizations were more likely to have partnered in 2000-2001 and 2003-2004 when they 

had partnered previously.  In addition, organizations were more likely to choose to 

partner with organizations with which they had had a prior third-party connection in 

2000-2001.  However, the opposite was true in 2003-2004, when organizations were less 
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likely to form partnerships with organizations with which they had had a prior third-party 

connection.   

The Occurrence of Inter-Organizational Relationships 
 
 Organizations considering inter-organizational partnerships may choose to form 

relationships strategically.  That is, they may prefer and pursue alliances with 

organizations different from themselves in expertise, abilities, or that offer them other 

types of benefits via their partnerships (Nohria and Garcia-Pont 1991; Wernerfelt 1984).  

They may also opt to minimize the inherent insecurity of forming such a relationship by 

maximizing their knowledge about their potential partner(s).  They may choose to partner 

with organizations that they had previous experiences working with, or those that are part 

of their professional, social, or other network. 

It may be advantageous for organizations to form relationships with organizations 

different from themselves.  These partnerships offer participants the chance to acquire or 

use resources that may have been previously inaccessible to them (Wernerfelt 1984).  

This ‘pooling’ of resources may allow organizations to compensate for their weaknesses, 

and to take on projects previously outside of their range of capabilities  (Burgers, Hill, 

and Kim 1993; Harrigan 1985; Lorange and Roos 1992). In some cases, the environment 

may reward these types of diverse partnerships, and in this case, the organizations 

themselves may be viewed as resources for their partners. 

There is significant evidence that organizations often choose to form partnerships 

with familiar organizations.  Those with past relationships are likely to choose to form 

another relationship in the future (Gulati 1995b; Heide and Miner 1992).  First, these 
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types of pre-existing relationships create inter-dependencies between the partners that can 

be drawn on at a future time.  Second, repeated partnerships minimize the transaction 

costs of searching for and evaluating the merits of new partners.  This is especially true in 

cases where organizations have very little information about potential partners (Ben-

Porath 1980). 

Repeated relationships provide organizations with pre-existing information about 

the reliability and ability of other organizations (Gulati and Gargiulo 1999; Zucker 1986).  

Choosing repeatedly to form relationships with the same partners displays a type of 

organizational learning behavior – patterns emerge of partnering with the same 

organizations time after time (Lane and Lubatkin 1998; Lavie and Rosenkopf 2006; 

Perretti and Negro 2006).   

Third-party connections offer the same types of information as do prior inter-

organizational interactions.  Organizations connected via third parties may share an 

increased level of pre-existing trust.  They may also have access to more information 

about each other based on their connections to the third party, such as organizational 

histories and capacities, past performances, reputations, and current directions  (Chung, 

Singh, and Lee 2000; Kogut, Shan, and Walker 1992).  The existence of a third-party 

connection may mitigate bad behaviors for fear of a loss in status or reputation as 

members of their network observe their interactions  (Burt and Knez 1995; Kreps 1990). 

Research Implications: Inter-Organizational Relationships 
 

The results of the two regression models shed light on the three hypotheses 

regarding organizational decisions to form inter-organizational relationships in an 



 

 

158

environment of third-party governance.  Regression results offered mixed support for the 

second hypothesis, which predicted that inter-organizational relationships would have 

been more likely to form in cases where one of the organizations in a dyad was a 

minority- or woman-owned small business.  Inter-organizational relationships with one 

woman-owned business were less likely to form in 2000-2001.  However, by 2003-2004, 

dyads with one woman-owned business were more likely to form.  Likewise, dyads with 

one nonprofit organization were less likely to form in 2003-2004, when the relationship 

between nonprofits and the Bush administration had soured. 

These results should be interpreted in reference to revisions in procurement 

regulations which were designed to increase the number of small and small disadvantaged 

businesses contracting with the federal government.  Specifically, legislation providing 

incentives for contractors to subcontract with women-owned businesses was enacted in 

2000.  In addition, the section of the Federal Acquisition Streamlining Act set 5% as a 

target goal for the yearly percentage of contracting funds going to women-owned 

businesses.  These revisions changed the procurement landscape encouraging 

organizations to partner in contracts with woman-owned small businesses.  Therefore, the 

positive effect of having one woman-owned business in the dyad indicates that female 

ownership of a business may have been perceived as a resource for contactors looking for 

team members that did not possess that resource.   

Findings also indicated substantial support for the third hypothesis, which 

suggested that organizations with a prior partnership or third-party connection would be 

more likely to form inter-organizational relationships.  The large, positive, and significant 
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effects of the prior partnership variable in 2000-2001 and 2003-2004 indicates that 

previous knowledge of potential partners influences organizations’ decisions to form 

alliances with other organizations.  Dyads with organizations that had had a prior third-

party connection were more likely to form a partnership in 2000-2001, and less likely to 

form in 2003-2004.   Notably, these effects were all more significant in 2003-2004 than in 

2000-2001. 

USAID’s funding environment has been consistently unpredictable due to 

ongoing restructuring of management and procurement practices.  Therefore, 

organizations choosing to partner with known entities, i.e., choosing to ‘exploit’ the 

knowledge that they have gained via prior alliances or third-party network connections is 

reasonable.  This strategy of exploitation serves to reduce some of the risk and 

uncertainty inherent in forming inter-organizational relationships (Gulati and Gargiulo 

1999; March 1991; Podolny 1994).   This finding suggests that the trust built through 

direct interactions and network connections can lead to patterns of partnering with the 

same organizations over time and in fact, may be seen as an organizational learning 

behavior (Amburgey and Miner 1992b; Lane and Lubatkin 1998; Lavie and Rosenkopf 

2006; Perretti and Negro 2006).   The positive effect of direct previous partnerships and 

negative effect of third-party connections in 2003-2004 indicates a preference among 

organizations for more, rather than less, information about potential partners.  These 

results, in addition to the increasing significance of the effect of prior partnerships over 

time may be indicative of the changing foreign aid context; by 2003, USAID was under 

more pressure to complete a wider variety of tasks and the political environment was less 
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supportive of the agency than it had been. Therefore, the political context may have 

accentuated organizations’ desire for more, rather than less knowledge about their 

potential partners. 

Finally, the results of these analyses lend moderate support for the fourth 

hypothesis, which stated that dyads where one organization was nonprofit would be less 

likely to form inter-organizational relationships.  Nonprofit status had no significant 

effect in model for 2000-2001, and a significant and negative effect in 2003-2004.  This 

suggests that nonprofit implementers’ concerns about legitimacy, and USAID’s concerns 

about accountability do have a negative impact on partnering between nonprofit 

organizations and other implementers.  Although it is difficult to pinpoint the impact of 

the sour relationship between nonprofit contractors and the Bush administration, the 

increasing tension between these parties during this time period appears to have also been 

a factor. 

 This research modestly implies that externally imposed constraints and incentives 

may be quite effective in diversifying USAID’s pool of partners.  The mixed results for 

the second hypothesis prevent a stronger conclusion in this area; however, if true, this 

may have some implications for USAID operations in the face of ongoing efforts to 

include more U.S.-based organizations in the partnering process. Should USAID desire to 

further diversify its pool of potential contractors or grantees, this implies that incentives 

built into procurement regulations can be a moderately effective way to do so.    

However, the enormity of the effect of organizations’ resource dependence is 

tempered by the consistently strong effects of social networks.  In fact, this research 
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indicates that one of the largest factors determining membership in teams is the existence 

of a prior (direct or third-party) relationship. Thus, the social network relationships which 

shape organizational behavior under other circumstances also apply here.  Despite 

operating as part of a third-party governance model, social relationships still prevail. 

Policy Implications 
 

Stuart M. Butler, a scholar at the Heritage Foundation and inspiration for 

privatization efforts of the early 1980s, touted models of government service provisions 

that distanced government agencies and promoted the involvement of third parties.  

According to Butler, competition was key in the benefits of privatization: privatization 

allows government agencies to choose the most meritorious (efficient, prepared, and 

capable) party to implement government-funded services, thus saving taxpayer money 

and improving the quality of government programs. However, in a pro-privatization 

treaty advising the Reagan administration on privatization techniques he offered words of 

caution about contracting as a model of privatization.  According to Butler, contracting  

is the most common form of incomplete privatization.  It is also open to 
abuse.  If there is real competition, contracting-out can lead to significant 
savings to the taxpayer. . . . But private contractors sometimes manage to 
persuade government agencies to restrict competition, leading to 
monopolies and bloated costs (Pp. 3). 
 
In the last line, Stuart Butler alludes to active persuasion on the part of contractors 

to attempt to gain the upper hand in their bids for government contracts.  However, the 

results of my dissertation indicate that active persuasion is not the only factor that may 

undermine perfect competition in contracting.  This dissertation explored two other 

factors with the potential to upset a system of perfect competition in government 
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contracting: contractors’ political affiliations and inter-organizational familiarity.  The 

social capital embedded in organizations and their networks, and contractors’ desire to 

avoid risky partnerships may subvert perfect competition subtly.  This subtle disruption 

raises an inevitable question: if the benefits of privatization rest on the existence of perfect 

competition, and perfect competition does not exist, does this mean that the contractors 

chosen by government agencies are not, in fact, the most knowledgeable, prepared, and 

cost-efficient? 

This research does not suggest a definitive answer in either direction, but it does 

call into question any assumption that government procurement practices ensure that the 

contractors chosen are the most knowledgeable, prepared, and cost-efficient.  In fact, the 

only way to offer such a definitive answer is to require that government agencies commit 

to their role in the third-party governance models: coordinator and supervisor.  However, 

the prospects for USAID to do so in the immediate future are few; the number of USAID 

contractors has grown, but the number of USAID staff has not kept pace.  As Shawn 

Zeller wrote in 2004, “if the new enthusiasm for development [work] is to translate into 

solid accomplishments, USAID will have to oversee its contracts and grants much more 

thoroughly than it has in the past.”  Ironically, the same motivation that led privatization 

advocates to gut USAID’s workforce in the 1990s may now lead current reformers to 

rebuild: the desire to secure USAID’s future role in the delivery of U.S. foreign aid. 
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