
 
 
 
 
 
 
         September 23, 2006 
Kresimir Zigic 
Director for Graduate Studies 
CERGE-EI,  
Prague, Czech Republic 
 
Dear Dr.Zigic: 
 
As requested, I am writing to provide an “opponent report” for the draft doctoral thesis prepared by 
Petra Brhlikova: “Essays on Competition and Entrepreneurial Choice between Nonprofit and For-
profit Firms.” In my assessment, the three essays in their current form represent a reasonably 
credible doctoral thesis, though each could be strengthened by greater attention to the aspects of the 
analysis that extend this work beyond the models that are already published in the literature. In 
addition, although this thesis is meant to be primarily theoretical in nature, it is important that it cite 
the empirical literature in a more complete manner, if only to provide a set of stylized facts against 
which to compare its theoretical predictions. Finally, there are a number of minor issues related to 
presentation that ought to be addressed in the final version of the thesis.  Despite these concerns, I 
would consider the thesis suitable for a defense, after some modest revisions. 
 
 
The Original Contribution Made By the Thesis 
 
It is unfortunate that Ms. Brhlikova was unaware of the recently published articles that cover much 
of the same intellectual terrain as her thesis when she first developed her analysis. That does not 
detract from the thoroughness or clarity of her analysis, both of which I consider of better than 
acceptable quality. But it is one thing to cite these other articles in her literature review and at the 
start of each of her conceptual chapters, quite another thing entirely (and more desirable) to 
emphasize in the analytic chapters precisely how the analysis in this thesis goes beyond the 
published work, to show explicitly how these extensions matter for our understanding of nonprofit 
behavior (or, perhaps more accurately, our understanding of both nonprofit and for-profit behavior 
in mixed industries) and to better develop some of these distinctive aspects of the models. 
 
Analytic Essay 1 (Chapter 2) 
 
1. What Do The Thesis Results Tell Us About “Convergence” Between Nonprofit and For-Profit 

Performance? Ms. Brhlikova notes in her lit review chapter that there are a number of claims in 
the literature suggesting that there is a convergence between nonprofit and for-profit 
performance Although this is not actually factually accurate (the claim about the literature is 
accurate, it’s the literature’s claims about convergence that are flawed, as I note in the points on 
evidence below), the analytic results from this chapter (and the one that follows) could be 



usefully deployed to discuss whether we would in fact expect to see convergence or divergence 
in ownership-related performance as industries evolve from (a) one in which there are only 
nonprofits into one in which nonprofits and for-profits compete in the same markets, or (b) one 
in which there is homogeneous ownership in separate markets (two for-profits in one market 
and two nonprofits in another) into one in which there is mixed ownership in both markets. 

 
2. Extensions Based on Findings from the Nonprofit Duopoly Models: Although the thesis is 

primarily about markets with mixed ownership, I think that Ms. Brhlikova would be well-
served to develop her analysis that is now relegated to a footnote – the behavior of nonprofits in 
markets in which there is a nonprofit duopoly, and one of the two firms is relegated to the low 
quality niche. Precisely because nonprofits have multi-dimensional objective functions, one 
would suspect that the firm relegated to the low-quality niche will shift its emphasis to other 
objectives. This should further lower its quality (and differentiate it from the other nonprofit in 
the market). This has some important implications for the amount of heterogeneity we would 
expect to see among nonprofit providers and could be nicely developed in its own section. 

 
3. Extensions From Measurable Quality to Trustworthiness: Ms. Brhlikova several times refers to 

Hirth’s work on trustworthiness, but could better connect her own findings to his work in the 
following manner. If we assume that quality is a uni-dimensional construct, as in these models, 
but that the measurability of quality is easier on the low end (errors avoided) than on the high 
end (subtle differences that only experts can really detect), then the findings on the measurable 
aspects of quality have implications for trustworthiness: In a nutshell, firms that offer higher 
levels of quality have less incentive to misrepresent their quality, assuming that consumers 
have a declining marginal valuation of quality. (This requires an extension of her model for 
consumers’ utility, since she’s essentially given them a constant marginal utility of quality. But 
I think that this could be done without great difficulty). 

 
4. Implications of Subsidies to Nonprofits for For-Profit Competitors: This is in some ways the 

most interesting finding in the thesis. But if for-profits really benefit (because their product is 
more differentiated) when nonprofits get larger subsidies, why do we hear so many complaints 
about “unfair competition”?  

 
Analytic Essay #2 (Chapter 3) 
 
1. Objective Functions That Include Services to the “Needy”: As Ms. Brhlikova notes in her 

literature review, one of the conventional justifications for the nonprofit sector involves their 
provision of services to indigent clients (theatre for the masses, in your performance art 
context). Although her third alternative objective function does get at this a bit, it’s not quite 
focused in the way that one might want to really explore the objective of serving the needy (this 
might be reflected in a concern for clients who have the lowest willingness to pay for quality, in 
the basic structure of your model). 

 
2. Justifying (and Applying) Different Cost Functions: (a) Interpreting Different Cost Functions: I 

think that Ms. Brhlikova could and should do a better job interpreting what each of her cost 
functions (both from the main model and the alternatives) imply about the production process 
(b) Cost Functions and Excludable Public Goods: For example, when she introduces variable 



costs into your third alternative cost function, its no longer clear that we’re in a world of 
excludable public goods, which is how she initially specified the model. But if not, what sorts 
of outputs does she have in mind here? (c) Comparing Nursing Homes and Museums in Terms 
of Fixed Costs: This comparison seems logically flawed, because her comparing clients with 
brief visits (a night at the theater) to those with extended stays (years in a nursing home). If Ms. 
Brhlikova simply specified the outcome measure differently for the nursing home (cost per 
day) then the two settings no longer seem so distinctive. 

 
3. Welfare Analysis and Counting Utility for Nonprofit Entrepreneurs: I was not convinced by the 

logic for excluding the utility of the nonprofit entrepreneurs from the welfare analysis. Granted, 
in a duopoly model, there aren’t many of them. But the same is true of the for-profit producers. 
In welfare analysis of monopolies, we still include the impact of the producer surplus. Why 
treat nonprofits differently? This becomes a particular issue in economies in which 20-30% of 
all economic activity is in the nonprofit sector. 

 
Analytic Essay #3 (Chapter 4) 
 
1. Weak Enforcement and Persistence of Nonprofit Differences: The overall logic here is fine. But 

the comparison to the claim that Rich Steinberg made in his 1993 article seems questionable. I 
think that Rich had in mind a long-term equilibrium in which extensive entry by for-profits in 
disguise adulterate the reputation of the nonprofit sector. A duopoly model is not well equipped 
for analyzing the impact of long-term entry. 

 
2. Perquisites and Sorting of Entrepreneurs:  This is, I think, the least convincing part of the thesis 

in its current form. The only reasons that Ms. Brhlikova gets preferential sorting of 
entrepreneurs who value perks into the nonprofit sector is that she has assumed that perks play 
no role in the objective function of for-profit firms. This is just outright implausible – 
individual proprietors may have lots of incentives to take perks through their business to avoid 
income taxes or take advantage of various other business tax breaks. Even the managers of 
publicly held corporations, though they have a fiduciary obligation to maximize investors’ 
return, have been shown to take substantial perquisites (corporate jets, dining rooms, etc.) To 
make a case for preferential sorting, she needs to argue that perks are differentially less costly 
in nonprofit enterprise. I think that this argument will be difficult to sustain. 

 
 
Factual Representations In the Thesis 
 
1. Factual Evidence About Convergence: Ms. Brhlikova asserts that convergence is taking place 

in your lit review chapter. I agree that this is often claimed, but there is in fact little evidence 
that its taking place for most dimensions of performance. See Pauline Vaillancourt Rosenau and 
Stephen Linder, “Two Decades of Research Comparing For-Profit and Nonprofit Health Provider 
Performance in the United States” Social Science Quarterly 2003; 84(2): 219-41 at 228;/ This is 
different from the claim that when for-profits and non-profits compete in local markets, their 
performance tends to be closer to one another than when they operate in separate markets. Here 
the evidence is stronger: J.R Barro and M. Chu, “HMO Penetration, Ownership Status, and the Rise 
of Hospital Advertising,” pp. 101-116 in The Governance of Not-for-Profit Organizations (Chicago: 
University of Chicago Press, 2003); M. Duggan, “Hospital Market Structure and the Behavior of Not-for-



Profit Hospitals,” Rand Journal of Economics 33(2002):433-46.; J.R. Horwitz, “Does Ownership Form 
Matter? Service Provision in the Hospital Industry,” NBER Working Paper No. 11376 (Cambridge, 
National Bureau of Economics Research, 2005); R.G. Hughes and H.S. Luft, “Keeping Up with the 
Joneses: The Influence of Public and Proprietary Neighbors on Voluntary Hospitals,” Health Services 
Management Research 3(1990):173-81. 

 
2. Inefficiency in Nonprofit Settings: Evidence here is again quite mixed, despite the typical 

assertions in the economics literature. For hospitals see Y-C Shen, K Eggleston, J Lau and C 
Schmid., “Hospital Ownership and Financial Performance: A Quantitative Research Review.,” NBER 
Working Paper No. 11662, (Cambridge, MA: National Bureau of Economic Research, 2005) 

 
3. Comparative Prices in Nonprofit and For-Profit Settings: Ms. Brhlikova cites Hirth on prices 

being higher for nonprofits. But its just not true that nonprofit nursing homes charge more – see 
the Philipson chapter cited below. Nor is it true for any health care service in which nonprofits 
and forprofits compete. P.J. Devereaux, D. Heels-Ansdell, and C. Lacchetti, “Payments For Care At 
Private For-Profit And Private Not-For-Profit Hospitals: A Systematic Review And Meta-Analysis,” 
Canadian Medical Association Journal 170(2004):1817-24; Philipson, Tomas. 2000. “Asymmetric 
Information and the Not-for-Profit Sector: Does Its Output Sell at a Premium?” Pp. 325–45 in The 
Changing Hospital Industry: Comparing Not-for-Profit and For-Profit Institutions, edited by D. Cutler. 
Chicago: University of Chicago Press. 

 
4. Consumer Perceptions About Quality: This is the most problematic “factoid” for Ms. 

Brhlikova’s analysis: a plurality of consumers, at least in the U.S., view the quality of for-profit 
providers as superior to the quality offered by nonprofits. See Schlesinger M, S. Mitchell, 
B.Gray, Public expectations of nonprofit and for-profit ownership in American medicine: 
Clarifications and implications” Health Affairs 2004; 23(6): 181-91.  

 
 
Issues Related to Presentation  
 
1. Value of a Concluding Chapter: It would be nice to have a final chapter in the thesis that 

connects together the findings from the analytic chapters, talks about directions for future 
research, etc. 

 
2. Minor Editorial Considerations: Lot’s of small corrections needed. I’ve noted these in 

comments that are embedded in the text of the thesis, which I’ll send back with these 
comments. 

 
I hope that this feedback proves adequate and wish Ms. Brhlikova well in polishing up the final 
stages in her thesis. 
 


