


Vincent: External Funding and Dependency 

In order to meet operational political and pro- 
ject needs, organizations use two forms of finan- 
cial aid: internal and external financing. 

The strategies of the nongovernmental organi- 
zations (NGOs) aiming to keep their political inde- 
pendence should aim to maximize their internal 
revenues. Internal financing should above al1 
enable organizations to finance costs of personnel 
assigned to political taslrs: programme and strat- 
egy development, negotiations, coordination, re- 
presentation, etc., as external funding is assigned 
to project activities. 
Internal revenues can have several sources: 

members'contributions; 
donations from members; 
donations from friends and sympathizers shar- 
ing the same values; 
donations and participations of the diasporas 
and national immigrants; 
enrolment fees for organized events; 
income from publications sales; 
income from investments of reserves and capi- 
tal; 
income from productive activities. 

Contributions, such as voluntary worlc, as well as 
contributions in lcind are also important: making 
available premises, vehicles, reductions for trans- 
port tickets, etc. In many cases, these kinds of 
contributions are not accounted and often remain 
invisible. 

The potential of internal funding is unfortu- 
nately not always used and NGOs capable of 
ensuring their operations exclusively thanks to 
this ltind of resources are rare. This autofinancing 
varies, according to the organizations, rarely 
over that 75 per cent and more in the range of 
20 percent. 

( External funding 

The search for external funding is thus necessary 
for the survival and the development of NGOs. 
They seek support from governments, corpora- 

1 tions, the related private sector and rich indivi- 
duals willing to help. But external funding is not 
neutral; it is often self-serving. Moreover, the 

1 NGO managers who cal1 on the 'generosity' of 

governmental donors, foundations and compa- 
nies have an essential concern: how to manage 
the external financing already received? 

Our experience shows that external funding 
can be as high as 50 per cent without creating a 
dependence factor, on the condition that the NGO 
is very 'solid'and 'well managea In one study car- 
ried out with international development NGOs, 
we found that, 'if one NGO receives more than 30 
per cent of its funding through an external 
agency, it is not free in its actions' (Vincent, 1994). 
Above this percentage, the NGO could find 
itself in a very difficult situation in case of separa- 
tion between the NGO and the donor due to a 
political or strategic factor. That does not mean 
that it cannot maintain its political independence, 
but that, often unconsciously, it auto-controls 
itself in order not to lose the funding needed 
for survival. 

The balance thus swings between external and 
internal financing. The main issue here is not 
to be rigid with regard to outside funding but to 
try to avoid possible constraints it can place on 
the NGO. 

Constraints and dependeney 

External financing tends to impose some degree of 
constraint. In order to identify the form of con- 
straints we have analysed some agreed contracts 
between NGOs and external partners. The biggest 
challenge for the NGOs seems to be to take into 
consideration the demands of its donors, because 
losing the financial aid would have severe conse- 
quences not only for the activities, but also for 
remunerated personnel. NGO Self-control'appears 
more frequently than one would thinlc and it is 
for this reason that it is something to be carefully 
watched. 

Contractual arrangements often contain nega- 
tive restrictions or conditions for the NGO. Some 
examples are: 

The donor partner can impose choices and 
methods of handling funds on the NGOS 
projects. For instance, the stipulation to pass as- 
signed funds through a UN agency makes pro- 
gramme management more difficult and 23 
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deprives the executing organization of a percen- 
tage of 'administrative expenses'. 
The donor partner's choice to finance their own 
projects and not the NGOs. 

e The participation of the aid agency in the form 
of technical assistance provided by permanent 
personnel of the same nationality and remuner- 
ated directly by the agency. 

e The limited duration of the contract gives the 
aid agency a great amount of power and obliges 
the NGO to negotiate and renegotiate every year 
or every 2 years the requested aid. 

e The distribution and allotting of aid for specific 
expenses, which could be easily financed by 
other agencies and the refusa1 to finance 'that 
which can not be financed' (by the NGO) repre- 
senting the costs of personnel, missions, or 
general expenses. This obliges the NGO to limit 
the number of administrative staff members. 
The dependency of the NGOs and research cen- 
tres of the South in the research programmes. 
As 'subcontractors' or 'the field' where surveys 
are carried out and from where the necessary 
statistics are obtained; the institutions from the 
South are put into an  unacceptable dependency 
position by the institutions of the North. 
The use of the 'project approach'and of planning 
and evaluation tools (log frameworlr) which are 
aid tools and not tools for internal administra- 
tion of the NGO and which oblige the NGOs to 
state outputs which they know from the outset 
will not be met. 
NGOs are forced to accept disbursement plans 
in regular installments often to the advantage 
to the donor agency (the interest from invest- 
ments stay accredited to the donors, who 
received the funds in a single deposit at the be- 
ginning of the year) rather than favouring the 
NGOs, which may, due to this disbursement ap- 
proach face difficulties in complying with its 
commitments. 
Conditions, such as having to return invest- 
ment interests of the unused funds according 
to the expenditure plans. 

Constraints like these have often an effect on the 
successful development of projects and sometimes 

24 on the structures of these organizations resulting 

in delays in payment of wages, lack of funding for 
ltey personnel, priorities of the NGOs coming after 
the donor's priorities, or direct relations of experts 
with their own government. 

As Deborah Eade argues in a special issue of 
Development in Practice: Xny external funding has 
repercussions on reporting and encourages 
corruption by centralizing the power in the hands 
of those who are assigned the job of fundraising.' 
Thus external financing is not to be denied, but 
it cannot be accepted at any price (Eade, 2004: 
pp. 78-79). 

Consequences of financial constraints 

The lack of financial autonomy has harmful 
effects on the organization's personnel policy. The 
NGO would like to count on highly qualified and 
experienced collaborators over a long period. But 
the lack of means does not allow for a recruitment 
policy nor for developing loyalty from personnel: 
salary offers and advantages are uncornpetitive 
with the private sector; there are no possibilities 
for a personnel training policy. 

Another area that is directly affected by the lack 
of means and financial autonomy is the financial 
resources of the organization. If means are limited 
and the need to negotiate external aid appears, it 
is certain that the NGO will face cash flow pro- 
blems due to a delay in the deposit of the nego- 
tiated aid or to a lack of availability of internal 
financial means. This entails consequences for 
the payment of bills and sornetimes for paying 
monthly salaries. These effects disturb the institu- 
tion's management and the working atmosphere 
due to the lack of security. 

Finally, and this is probably the worst effect, the 
lack of financial autonomy forces the organiza- 
tion's administration to dedicate much of its time 
and efforts to research, administration and the jus- 
tification of the aid received. It is well known that 
this takes a lot of time, including the time of the 
NGO leaders. The time dedicated to fund raising is 
taken at the expense of time to devote to policy- 
making, developing strategies and programmes, 
essential for the development and success of the 
movement's actions. They will reduce the time 
dedicated to creativity and future strategies. 



Vincent: External Funding and Dependency 

The lack of financial autonomy affects largely 
the sustainability of the organization. Long-term 
sustainability and financial autonomy of the NGO 
depend on their own funding and their capacity 
to maintain financial resources at a comfortable 
level, as well as on the leader's capacity to negoti- 
ate long-term external aid. However, these goals 
are mostly not achieved. NGO leaders would prefer 
to plan their policies, strategies and programmes 
over 3,5 or even 10 years. The externally financed 
projects would then become secondary; they 
would become at the appropriate time the instru- 
ments of their goals and their policies as they are 
integrated into their programmes. 

But internal financial means are only sufficient 
for planning in the short-term (1 or 2 years at the 
most, but not more). Only external aid added to 
NGOs own resources can facilitate medium or 
long-term action planning. However, this kind of 
support has no interest in the long-term. It only fi- 
nances projects for periods between one and three 
years and for each project 'the end date of finan- 
cial aid' is scheduled ahead. 

A basic fact is that aid operates according to 
project, rarely according to longer programme 
plans and never as long-term institutional sup- 
port. If the organization's financial autonomy is 
limited, there will be major consequences for sus- 
tainability, because the difficulties we mentioned 
earlier will perturb the NGOS management and 
will probably contribute to the end of the organi- 
zation's activities. 

Constraints or solutions? 

The majority of NGOs cannot be financially totally 
autonomous. This means that they cannot func- 
tion properly by merely relying on their own 
resources, on members'contributions or the profit 
from the sales of publications. They need external 
funding. 

But, how can one assure greater financial 
autonomy, if not by the creation of capital, in- 
vested, providing its own revenues, which can be 
added to the NGO's internal resources? To consti- 
tute this capital is a compulsory goal of these or- 
ganizations. They can do it by 'endowments', 
properly placed from an  ethical and financial 

point of view, or by the generation of.revenues 
from the sale of services, publications or other 
goods. 

Our experience shows us that if these manage- 
ment strategies are applied, we have been able to 
create reserves equivalent to 30 percent of our an- 
nual budget. A better preparation of the dossier 
concerning request for financial aid and adequate 
administration of this aid have enabled us to cre- 
ate a reserve acceptable by the donors: a reserve 
fund for contractual obligations (amount of 
financial obligations in case of suspension of activ- 
ities: personnel indemnities, rents, other commit- 
ments), a reserve fund to cover exchange rate 
differences, renewal of equipment, risk funds, 
and a fund for future projects (Vincent and 
Campbell, 1989). 

Another means, perhaps the best one, is to im- 
prove an organization's autonomy through 'mem- 
bership', high in number, committed. prepared to 
participate, and share responsibilities and work 
to be carried out on a voluntary basis. 

As aid is not neutral, NGO unable to generate in- 
ternally 50 per cent and more of their revenues 
are subjected to more pressure than other organi- 
zations and should be concerned about this situa- 
tion. NGO leaders must maximize the revenues 
stemming from members' contributions; the best 
solution against dependence is a strong, mobi- 
lized, motivated and large 'membership'. As far as 
possible, it is important not to allocate external 
aid to the financing of 'political' costs; in other 
words, costs of secretariat personnel, strategic 
expenses and costs entailed by the search for 
innovation. A clear distinction should be made in 
the bookkeeping with regard to these expenses 
and they should be financed by members'contri- 
butions and other internal revenues. 

The stronger and more effective the organiza- 
tion, the easier negotiations will be with donors. 
This implies that the organization should be cap- 
able of providing internal means to control activ- 
ities, financing and personnel management and 
of carrying out adequate self-evaluations thus 
avoiding that the donors should do it themselves 
which would entai1 well-known consequences. 
For example, the aid agency of a big country was 
prepared to finance Our NGO through 'General 25 








