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It is with pleasure I read Petra Brhlikova’s dissertation and at the outset wish to 

congratulate Ms Brhlikova on this well written and well-reasoned dissertation. 

 

This dissertation provides three essays on the objectives and goals of nonprofits and their 

behavior resulting from the competition they face from, and provide to, for-profit firms in 

a given industry. The objective function for nonprofits organizations (NP) has plagued 

scholars for some time now and Ms Brhlikova’s essays provide an insightful treatment of 

this question with the backdrop of competing for-profit firms (FP).  

 

Given the lack of a bottom line objective function, and complexity and the diversity of 

the nonprofit sector, it is a challenging task to specify the objective function. Ms 

Brhlikova’s initial model of the NP is that of a firm that maximizes quality subject to a 

zero profit constraint. I find that the focus on ‘quality’, although elegant in driving the 

mathematical models, does not capture the reality of NPs who have simultaneous goals to 

maximize revenues (from sales of services and from donations) while maintaining, what I 

would argue, a lower bound on quality. This may not significantly change the outcome of 

the analysis - that the quality provided by the NP is greater than the quality provided by 

the FP.  
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The literature review provided is good, in that it covers the economic literature 

thoroughly. However, Ms. Brhlikova has not looked at literature outside economics, 

which has provided many insights into how nonprofits behave. The literature review, in 

my opinion, is therefore rather limited and could be more diverse and more 

acknowledging of the contribution from other fields in the particular areas of Ms. 

Brhlikova’s dissertation.  

 

Looking at entrepreneurs and managers in the nonprofit organizations to understand the 

objectives functions of the organizations is inadequate in the sense that managers and 

entrepreneurs always [by law] report to boards of trustees who in the final analysis are 

responsible for the decisions made by the NP. They therefore make or approve the policy 

directions, and hence implicitly choose the objective function of the nonprofit 

organizations. Of course modeling boards is difficult, as one has to be cognizant of their 

incentives, such as protection of their reputations and issues of liability. Understandably, 

Ms. Brhlikova has chosen to direct her theoretical model in determining the motivations 

of entrepreneurs and managers thereby replicating the FP literature.  

 

However, therein lies a problem. Entrepreneurs, who start NPs, are soon replaced by 

professional managers as the organizations grow and change. This suggests a dynamic 

objective function that is subject to change as the managerial [and governance] structures 

change. Although this may be outside the scope of the dissertation, an acknowledgement 

of this real world determination of objective functions should be forthcoming. 

 

Chapter 2 

 

How do heterogeneous consumers faced choose a good whose quality cannot be 

discerned easily? [For example, where there is a sufficient asymmetrical information 

problem.] Does the consumer whose tastes for ‘observable’ characteristics of the good 

favor the less trustworthy for-profit? Does this then imply that the consumer who has a 

taste for ‘unobservable’ characteristics of the good favor the nonprofit provider? 
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Alternatively, is this just the matter of different consumers having different levels of 

information and not only heterogeneous preferences? 

 

Chapter 3 

 

In this chapter, competition between one NP and FP are studied using different objective 

function for the NP. Using a variety of objective functions and for a broad range of cost 

configurations, the analysis shows that the NP successfully competes with the FP. In the 

demand functions used, it is assumed that consumer’s have sensitivity to quality. 

However, for most goods and services quality is not known due to asymmetrical 

information problems as discussed by Hansmann. If an assumption is made regarding this 

point, it needs to be made clear. Another possibility is to explain how NPs and FPs signal 

quality to the consumer, and if such signaling differs under different objective functions 

and cost configurations?   

 

 

Chapter 4 

 

Given the recent growth of the sector and regulations regarding the non-distribution 

constraint, which are either weak or not enforced in many countries, the results of this 

chapter reinforce what we expect. Although the results are not surprising, they are 

rigorously derived. Empirical evidence [of entrepreneurial choice, quality and price of the 

outputs] across different regulatory environments would be worth doing in the future to 

back up theoretical predictions in this chapter. 
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Evaluation Summary:  

 

1. The dissertation is acceptable: After minor revisions 

2. The scholarly character: Good 

3. Contribution to the field: The dissertation makes a substantive contribution to 

the field of economic theory of nonprofit organizations. 

4. Originality : High 

5. Quality of writing :Good 

 

I recommend that the thesis either be accepted in partial fulfillment of the 

requirements for the degree of Doctor of Philosophy.   

 

 

Femida Handy 
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