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Abstract Endogeneity is often regarded as a key barrier in
establishing the causal relationship between the third sector
and its societal impact in empirical research. Through a
systematic literature review of the quantitative studies on
the third sector’s impact in the last two decades, we find
that most quantitative studies of the third sector’s societal
impact are published in journals outside main third sector
journals. We also offer specific examples of how recent
methodological advancements in addressing endogeneity
help third sector researchers better solve this problem.
Based on the analysis of this literature review, we recom-
mend that third sector scholars should (1) refocus on the
big question of the third sector’s impact on society, (2)
catch up with the methodological advancement in
addressing endogeneity, (3) be creative and transparent
about addressing endogeneity, and (4) build better theories
to link the third sector to broad societal outcomes.

Keywords Endogeneity - The societal impact of the third
sector - Quantitative analysis - Methodology
Introduction

Back in the days when the field of philanthropic and vol-

untary sector studies just emerged, David Horton Smith
(1973) raised the provocative question of what the impact
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of the third sector is. Flynn and Hodgkinson (2001) treated
measuring the impact of the nonprofit sector as one of the
major tasks facing third sector scholars and practitioners. In
the field of public administration, Lohmann (2007) listed
how public administration can be changed by nonprofit
organizations as one of the big questions facing nonprofit
management. Despite the universal recognition of the
importance of these questions, existing literature tends to
focus on how public administration (e.g., government
funding) and societal conditions (e.g., race and income)
influence the size, density, and composition of the third
sector (Grgnbjerg & Paar.lberg, 2001; Lecy & Van Slyke,
2013). Theory building and testing also predominantly take
place in the domain of understanding the determinants of
the third sector activities. This unidirectional understanding
of the third sector prevents the field from gaining more
attention from other fields of studies and limits theory
building in third sector scholarship (Cheng, 2019). Even as
third sector scholars are paying increasing attention to the
performance of the sector, the focus tends to be on how
different management strategies impact performance for
individual nonprofit organizations instead of examining the
sectoral level impact (Berrett & Holiday, 2018; Kim,
2017).

So why don’t we have more studies examining the
impact of the third sector on society? Existing literature has
listed several key challenges in studying the societal impact
of the third sector, including quantitatively measuring
social impact (Weisbrod, 2001), building linkages among
outputs, outcomes, and impact (Ebrahim & Rangan, 2014;
Kendall & Knapp, 2000), establishing the counterfactual to
estimate the causal relationship between the third sector
and its societal impact (Clotfelter, 1992), and aggregating
data at the correct level of analysis (DiMaggio, 2002).
While these challenges are legit concerns about
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establishing the relationship between social impact and the
third sector, recent development in the availability of
administrative data (e.g., the U.S. Open Government Ini-
tiatives) and methodological advancement in establishing a
causal relationship using observational data make it pos-
sible to reexamine this big question in third sector research.
In fact, in recent years, several empirical studies have taken
on the task to examine the societal impact of the third
sector across different disciplines. For example, in sociol-
ogy, Sharkey et al. (2017) has examined the impact of local
nonprofits on violent crime rates in society. In environ-
mental management, Rousseau et al. (2019) examined how
the density of local environmental nonprofit organizations
may impact a city’s environmental performance. Compared
to the advancement in other fields in addressing this
important question for third sector research and the avail-
ability of data on societal outcomes (often tracked longi-
tudinally by the government), the field of third sector
research is relatively behind.

In this research note, we want to particularly focus on
the empirical and methodological challenges in addressing
endogeneity in studying the societal impact of the third
sector. We use impacts instead of outcomes because out-
comes often refer to the changes in individual lives while
impacts emphasize the lasting results at the community or
societal level (Ebrahim & Rangan, 2014). As previous
studies have sufficiently theorized and tested, third sector
organizations are formed at least partially in response to
government support or social conditions like poverty or
lack of education (Steinberg, 2003). Therefore, it is very
challenging to convince the reviewers and readers that the
third sector makes a significant impact on society without
addressing endogeneity in the research design. From a
research design perspective, it is also impossible to ran-
domly assign the location of third sector organizations to
use experimental approaches to answer such questions.

So, why is it critical to address endogeneity and how can
third sector scholars use observational data to deal with
endogeneity to assess the impact of the third sector? To
answer these questions, we first use a few examples in third
sector research to demonstrate what endogeneity is and
how it may significantly bias our findings. We then conduct
a literature review of more than a decade of quantitative
research on the impact of the third sector, both within and
outside the field of nonprofit and third sector studies. We
also systematically track the type of methods they use to
address endogeneity. Based on these findings, we provide a
few recommendations for third sector scholars to further
advance our understanding of the societal impact of the
third sector.
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What is Endogeneity and Why is it Important
for the Study of Third Sector Impact?

To understand what endogeneity is, we have to go back to
the key assumption of the classical ordinary least square
(OLS) estimation—the errors must be uncorrelated with
the explanatory variables. We call explanatory variables
meeting this condition exogenous explanatory variables.
However, if an explanatory variable is correlated with the
error term, the explanatory variable is endogenous or the
statistical model has the endogeneity problem (Wool-
dridge, 2007). More intuitively, endogeneity means that
there are omitted variables or uncaptured causes that both
drive the changes of the explanatory variable and the
response variable. To more vividly illustrate why we need
to take endogeneity seriously in studying the societal
impact of the third sector and how it may create a spurious
correlation between the explanatory and response vari-
ables, let’s consider two classic examples in the nonprofit
and voluntary studies.

First, think about the question of how the number of
community-based nonprofits may impact the crime rate of
communities—a classic and important question of the third
sector’s impact on community conditions. It will be very
challenging to tease out the causal directions of this rela-
tionship. On the one hand, nonprofits may help create
social capital and cohesion, therefore reducing the crime
rate. On the other hand, the formulation of these nonprofits
may be driven by the crime rate of the community (the
classical “filling the gap” argument). In other words,
nonprofits may self-select them to be located in commu-
nities with a higher crime rate. If we run a regular OLS
regression between the size of the nonprofit sector and
crime rate, we may get the spurious correlation that the
more nonprofits a community has, the more crimes there
are in that community. However, does that mean that more
nonprofits cause more crimes to take place? Without
addressing the endogeneity problem due to the self-selec-
tion of where nonprofits are located, we are likely to get
inconsistent, or even contradictory causal relationships.
Also, think about the relationship between medical treat-
ments and mortality. Only sick people go to the hospital to
get medical treatments and sick people have higher mor-
tality rates. Therefore, if we only run the correlation
between those two without controlling for the self-selection
of patients getting medical treatment, we may conclude
that medical treatments result in more deaths. For either
case, the policy and management consequences of such
conclusions can be disastrous.

Second, think about another classic question in the
nonprofit and voluntary studies — whether government
funding crowds out charitable donations. One key
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empirical challenge in estimating this relationship is
endogeneity or some omitted variables that may drive both
variables (Pearl & Mackenzie, 2018). This problem is
particularly difficult to address when the omitted variable is
hard to measure and collect information on. For example,
citizens’ passion for a particular social issue may drive
both government funding to nonprofits and charitable do-
nations in that policy subsector, therefore generating an
upward bias in the correlation between government fund-
ing and charitable donations. In fact, according to a recent
meta-analysis of empirical literature of the crowding-out
hypothesis, De Wit and Bekkers (2017) found that the
findings are strongly shaped by the research methods used
in those studies. Studies using the experimental design,
which effectively deals with the endogeneity problem by
randomly assign the treatment (in this case, information
about different levels of government funding to those
nonprofits), find that government support decreases the
level of charitable donations. However, nonexperimental
studies find the opposite pattern — government support
increases the level of charitable contributions by donors
(De Wite & Bekkers, 2017, p.301). In other words, the
choices of whether to control for endogeneity or not may
significantly impact the findings and conclusions we get
from our studies.

From these two examples and linking them to the
question of the third sector’s impact on society, almost all
questions we ask may suffer from the endogeneity prob-
lem, either through the self-selection of the creation of
third sector organizations or some omitted variables that
may drive both the creation of third sector organizations
and community conditions. Overlooking endogeneity in
our study design may generate opposite findings of whether
the third sector improves our society. Given the importance
of this question to our foundational understanding of the
third sector and some of the most critical public policies
toward the sector (e.g., the tax-exempt status), third sector
scholars must take endogeneity seriously. Given the diffi-
culty in randomly assigning nonprofits to communities,
fully addressing endogeneity in third sector studies is not
only a hard but maybe impossible task. Even with panel
data, this problem of endogeneity cannot be easily solved
(Leszczensky & Wolbring, 2019). So, is there a way for-
ward to deal with endogeneity to understand the societal
impact of the third sector? Next, let’s turn to the existing
literature on the quantitative analysis of the third sector’s
impact on society to see the methodological trend of
addressing endogeneity and possible solutions.

Existing Quantitative Studies of the Third Sector’s
Impact on Society

To provide a benchmark of how existing quantitative
studies have assessed the third sector’s impact on society,
we conduct a systematic literature review across different
disciplines to understand the methods used in these studies.
Here below, we provide a detailed illustration of our lit-
erature search strategies and inclusion criteria. We then
group these articles according to the methods they use to
deal with endogeneity and present our main findings.

To accomplish a relatively comprehensive grasp of how
scholars across fields have studied the impact of the third
sector using panel data, we implemented the following
process for our literature search and gathering. First, as it is
challenging to nail down those specific keywords in a
broad search of empirical studies on the third sector’s
impact on society (think about what impacts may mean in
different policy subfields), we used our professional
knowledge in the field to pick four latest articles that make
a causal claim of the third sector’s impact on society as our
baseline references: Shareky et al. (2017) from Sociology,
Rousseau et al. (2019) from general management studies,
Alonso and Andrews (2020) from public administration,
and Crubaugh (2020) from third sector studies. By starting
our preliminary analysis from the four articles, we were
able to build our knowledge on how each discipline has
discussed the impact of the third sector and the issue of
endogeneity. This knowledge enabled us to plan and con-
duct consistent literature searches in the next phase of the
analysis. In addition to these four articles, we also reviewed
all the references of each and included additional articles
that cover the impact of the third sector into this prelimi-
nary group. Accordingly, we have a total of 12 articles on
our list and these articles help us generate a list of key-
words for the subsequent literature search.

Based on this preliminary group of literature, we initi-
ated an extensive literature search using Google Scholar.
To grasp all relevant literature as much as possible, we
devised a unique strategy for our search protocol. As the
first step, we focused only on articles that are published in
nonprofit journals. We targeted four journals in the disci-
pline: Nonprofit Management and Leadership (NML),
VOLUNTAS: International Journal of Voluntary and
Nonprofit Organizations, Nonprofit and Voluntary Sector
Quarterly (NVSQ), and Nonprofit Policy Forum (NPF).
NML, VOLUNTAS, and NVSQ are considered as the three
most influential peer-reviewed journals that publish quality
scholarship on nonprofit and voluntary studies. They are
also the only three Social Sciences Citation Index journals
in the field of third sector studies. Along with these three
journals, we also included NPF, a journal from the

@ Springer



1248

Voluntas (2022) 33:1245-1255

Emerging Sources Citation Index, as NPF focuses on the
public policy impacts of the third sector. Within these four
targeted journals, we searched keywords using the Google
Scholar search engine.

The keywords used for the search were constructed as
follows. We listed conceptual names that refer to or are
closely related to the third sector: Third Sector, Nonprofit
or NPO, Nongovernmental organization or NGO, Com-
munity organization, and Civil society. Then we made
phrases by linking these names with words implying causal
relationships such as effect, impact, and influence. By
combining each, we had a total of 15 phrases for keyword
search. And we used the Exact Phrase option in the
Advanced Keyword Search function of Google Scholars
with these phrases as we wanted to include only impacts
made by the third sector at this first step. For instance, we
can get a list of articles that contains the exact phrase
“effect of nonprofit” with this option. As a result of
reviewing searched articles to page 30, a total of 3 articles
were added to the list as of September 6, 2020 (duplicates
with the former step were excluded).

Next, as the second step, we attempted to search the
keywords in a broader setting. That is, we did not limit our
search to the four targeted journals. Instead, the same
phrases used in the first step were searched with the Exact
Phrase option of Google Scholar’s Advanced Search
function. As a result of reviewing searched articles to page
30, we could include a total of 28 articles into the list as of
September 6, 2020 (duplicates with the former step were
excluded).

As the last step, we broadened our search setting once
again. In addition to targeting all the journals, we replaced
the Exact Phrase option with the “All Fields” option so
that the search engine can display articles with any part of
the keywords in the phrases. We obtained a total of 14
additional articles at the last step as of September 6 (du-
plicates with the former step were excluded). Figure 1
summarizes each step of our search procedure.

It should be noted that there may be some limitations in
our final list. First, there may be a certain risk of publica-
tion bias. In the search process, we only included articles
from peer-reviewed journals while leaving out books and
professional reports. Because of our focus on methodolo-
gies, we expect that peer-reviewed journal articles may
better capture methodological advancements in addressing
endogeneity than books or other professional reports.
Second, there might be a minor bias in choosing eligible
academic disciplines. We attempted to consider social
science disciplines as many as possible. However, we
might indeed miss a few disciplines that cover the impact
of the third sector due to the limitation of the author’s
knowledge.

@ Springer

Following the above search protocol, we were able to
find 57 articles that discuss the impact of the third sector.
The list covers a variety of research methods from quali-
tative case study methods to theoretical arguments. How-
ever, we had to exclude the articles that do not utilize
quantitative methods from the final list for the purpose of
this study. After excluding these articles, 29 articles remain
in our database. We also added two more eligible articles
that were published after the last day of our search
(September 6, 2020) during the review process, which
brings the total number of articles to 31. Table 1 shows
detailed information about the articles included in our final
database.

Findings and Analysis

With the search protocol, we were able to find 29 quanti-
tative articles that cover the impact of the third sector. In
terms of academic disciplines, more than half of the articles
in the final list were published in sociology and political
science journals. The third sector studies journals have a
relatively small portion among the listed articles. In terms
of quantitative methods, the final list clearly shows
advances in methodological rigor. Until the 2010s, the
articles mainly used ordinary least squares regression to
test the impact of the third sector. For instance, Smith et al.
(1997) tried to explore the “ability to address crime
problems (p. 71)” of community-based organizations.
Nevertheless, the authors did not consider the issue of
endogeneity in their research design so that they were able
to show only the linear relationship between the number of
community-based organizations and the number of total
crimes within the community. After 20 years, however,
Sharkey et al. (2017) also attempted to test almost a similar
research question on the impact of changes in the preva-
lence of community nonprofits on the community’s crime
rate. Unlike the past attempt, the authors point out the issue
of endogeneity in identifying the causal effect of nonprofit
formation on crime rates. That is, they accept the possi-
bility that the larger formation of community organizations
may partly be the consequence of the high crime rate.
Accordingly, the authors used the fixed effects estimation
and the instrumental variable approach to deal with the
endogeneity in testing the causal relationship.

Based on the authors’ careful reading of these 31 eli-
gible articles, we want to highlight three main findings.
First, we examine in which academic disciplines those
articles were published. As with our expectation, journals
in third sector studies (VOLUNTAS, NML, NVSQ, and
NPF) lag behind other disciplines in terms of the volume of
research on the third sector’s impact on society. According
to Fig. 2, half of the articles were published in disciplinary
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Fig. 1 Literature search procedure

journals such as political science and sociology. However,
third sector study journals only have 4 articles published,
about 13% of total articles. In other words, most of the
articles on the societal impact of the third sector tend to be
published in more disciplinary journals, rather than third
sector journals. Given the central importance of this
question in third sector studies, this should be of concern
for third sector scholars. As the study of the third sector
flourishes across different disciplines, this finding shows
great potential for third sector scholars to catch up with
research on this central question of the third sector’s impact
on society.

Second, we turn to the trend of methodologies used in
these articles. We group the methodology into three main
categories based on its ability to solve the endogeneity
problem. The first stream of articles examines the societal
impact of the third sector with cross-sectional data by using
Ordinary Least Squares or Maximum Likelihood Estima-
tion. Unfortunately, as explained above, these methods are
not sufficient to address the problem of endogeneity, thus
producing biased and inconsistent estimates for those
models (Angrist & Pischke, 2009). Indeed, most authors of
the articles in the first stream acknowledged that their

Final List
Quantitative?

After Sep. 6th

>

results could be compromised by the possibility of
endogeneity.

The second stream of articles takes advantage of lon-
gitudinal data and uses the fixed effects model to account
for time-invariant unobservable omitted variables or the
lagged explanatory variables to take care of time dynamics.
The use of the fixed effects is very powerful in addressing
the omitted variables bias, particularly those time-invariant
unobservable variables. Going back to the example of the
impact of the third sector crime rate, the population’s
general attitudes toward violence may be an important
variable in explaining the crime rate but it is very hard to
measures. If applied researchers can argue that this attitude
is not likely to change during a short period of time, using
the fixed-effects model helps address this omitted variable
problem. Given researchers are hard to get all the infor-
mation or variables related to the phenomenon they study,
the fixed-effects model using longitudinal data offers a
more robust estimate compared to the OLS estimators. In
addition to the fixed effects modeling, some of the authors
in this group lag all explanatory variables and the depen-
dent variables in their model. Advocates of the approach
claim that the replacement of x; with x;_; can solve the
problem of endogeneity as y; cannot cause x;_; and the
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Table 1 List of articles included in the final database following the order of publication dates

N Article Authors Journal Year Methods

1 Neighborhood crime prevention: The Smith, B. W., Journal of Crime and 1997 Ordinary least squares
influences of community-based Novak, K. J., & Justice regression
organizations and neighborhood watch Hurley, D. C

2 Civil society, political capital, and Booth, J. A., & The Journal of Politics 1998 Ordinary least squares
democratization in Central America Richard, P. B regression

3 Nonprofits as civic intermediaries: The role of LeRoux, K Urban Affairs Review 2007 Ordinary least squares
community-based organizations in regression
promoting political participation

4 Supporters or challengers? The effects of Boulding, C. E., &  Comparative Political 2009 Ordinary least squares
nongovernmental organizations on local Gibson, C. C Studies regression
politics in Bolivia

5  From rights to claims: the role of civil society Gleeson, S Law & Society Review 2009 Negative binomial regression
in making rights real for vulnerable workers

6  Cleaning up water? Or building rural Stedman, R., Lee, Rural Sociology 2009 Ordinary least squares
community? Community watershed B., Brasier, K., regression
organizations in Pennsylvania Weigle, J. L., &

Higdon, F

7 Which characteristics of civil society Uhlin, A International Political 2009 Ordinary least squares
organizations support what aspects of Science Review regression
democracy? Evidence from post-communist
Latvia

8  NGOs and political participation in weak Boulding, C. E The Journal of Politics 2010 Ordinary least squares
democracies: Subnational evidence on regression
protest and voter turnout from Bolivia

9  The experience of civil society as an Mungiu-Pippidi, A Romanian Journal of 2010 Ordinary least squares
anticorruption actor in East Central Europe Political Sciences regression

10 Do non-governmental organizations impact Shandra, J. M., International Journal of 2010 Fixed effects estimation
health? A cross-national analysis of infant Shandra, C. L., & Comparative Sociology
mortality London, B

11 The fringe effect: Civil society organizations Bail, C. A American Sociological 2012 Negative binomial regression
and the evolution of media discourse about Review
Islam since the September 11th attacks

12 Organized Civil Society: A Cross-national Forbis, J. S Sociological Focus 2013 Ordinary least squares
Evaluation of Non-Governmental regression
Organization Density on Governmental
Corruption

13 Is there a democracy—civil society paradox in Bernauer, T., Global Environmental 2013 Cox proportional hazards
global environmental governance? Bohmelt, T., & Politics models

Koubi, V

14 Reassessing the impact of civil society: Themudo, N. S Governance 2013 Fixed effects estimation &
nonprofit sector, press freedom, and Lagged explanatory variables
corruption

15 The elusive relationship between community  Slocum, L. A., Criminology 2013 Negative binomial regression
organizations and crime: An assessment Rengifo, A. F.,
across disadvantaged areas of the South Choi, T., &
Bronx Herrmann, C. R

16 Government size, nonprofit sector strength, Themudo, N. S The American Review of 2014 Weighted least squares
and corruption: a cross-national examination Public Administration regression & Instrumental

variable

17 Public or private? The role of the state and Olafsdottir, S., Social Science & 2014 Fixed and random effects
civil society in health and health inequalities =~ Bakhtiari, E., & Medicine estimation (Multi-level
across nations Barman, E binomial logit model)

18 Critical connections: The importance of Casey, C Urban Affairs Review 2014 Zero-Inflated Binomial
community-based organizations and social regression
capital to credit access for low-wealth
entrepreneurs

19 2016
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Table 1 continued

N

20

21

22

23

24

25

26

27

28

29

30

31

Article

Understanding community dynamics in the
study of grand challenges: How nonprofits,
institutional actors, and the community
fabric interact to influence income
inequality

Neighborhood associations and social capital

Community and the Crime Decline: The
Causal Effect of Local Nonprofits on
Violent Crime

Civil society and income inequality in post-
communist Eurasia

How do civic associations foster political
participation? The role of scope and
intensity of organizational involvement

Not All Civic Action Is Equal: Two Forms of
Civic Associations and Their Disparate
Effects on Poverty and Poverty Segregation

Localizing sustainable development goals:
nonprofit density and city sustainability

The Dynamic Impact of Nonprofit
Organizations: Are Health-Related
Nonprofit Organizations Associated with
Improvements in Obesity at the Community
Level?

Nonprofit spending and government provision
of public services: Testing theories of
government—nonprofit relationships

Neighborhood Development Organizations
and Neighborhood Disadvantage: Race,
Resources, and Inequality in Chicago

Government-Created Nonprofit Organizations
and Public Service Turnaround: Evidence
from a Synthetic Control Approach

Nonprofit-as-supplement: Examining the Link
Between Nonprofit Financial Support and
Public Service Quality

The Influence of Spatial Density of Nonprofits
on Crime

Authors

Berrone, P.,
Gelabert, L.,
Massa-Saluzzo, F.,
& Rousseau, H. E

Ruef, M., & Kwon,
S. W

Sharkey, P., Torrats-
Espinosa, G., &
Takyar, D

Bernhard, M., &
Jung, D. J

Li, H., & Zhang, J

Crubaugh, B

Rousseau, H. E.,
Berrone, P., &
Gelabert, L

Haslam, A., Nesbit,
R., & Christensen,
R. K

Cheng, Y

Crubaugh, B

Alonso, J. M., &
Andrews, R

Shi, Y., & Cheng, Y

Schaible, L.,
Dwight, L., &
Heckler, N

Journal
Academy of Management
Journal

Social Forces

American Sociological
Review

Comparative Politics

Nonprofit Policy Forum

Sociological
Perspectives

Academy of Management
Discoveries

Nonprofit Policy Forum

Journal of Public
Administration
Research and Theory

Nonprofit and Voluntary
Sector Quarterly

Journal of Public
Administration
Research and Theory

VOLUNTAS:
International Journal
of Voluntary and
Nonprofit
Organizations

Urban Affairs Review

Year

2016

2017

2017

2017

2018

2019

2019

2019

2020

2020

2021

2021

Methods
Fixed effects estimation &
Instrumental variable

Ordered logistic regression

Fixed effects estimation &
Instrumental variable

Ordinary least squares
regression & Random effects
estimation

Negative binomial regression

Fixed effects estimation

Fixed effects estimation &
Instrumental variable

Random effects estimation &
Lagged explanatory variables

Fixed effects estimation,
Lagged dependent variable
estimation & Generalized
Method of Moments

Fixed effects estimation

Synthetic Control Method

Fixed effects estimation

Bayesian spatiotemporal
multilevel time series models

causality runs only from x;_; to y,,. However, the approach
of lagged explanatory variables is not sufficient to com-
pletely address the endogeneity problem as the assumption
for the absence of temporal dynamics among the unob-
servables is untestable (Bellemare et al., 2017).' We group
these two strategies (often being used together in model-
ing) as the second stream of methodology as they represent

a significant improvement over the OLS or maximum
likelihood estimation based on cross-sectional data.

! Bellemare et al. (2017) use a causal graph to show why lagged
explanatory variables cannot satisfy the assumption that there are no
temporal dynamics among the unobservables (for more technical
details and illustrations, please see Fig. 2 on p. 952).
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Nonprofitand Voluntary Studies
13%

Fig. 2 Pie chart of the journals publishing quantitative studies on the
third sector’s impact. Note For others, public administration and
urban affairs cover most of the eligible publications

However, they are particularly competent in addressing the
endogeneity problem.

The third stream of articles takes a more developed
approach to address endogeneity in studying the societal
impact of the third sector. Three modeling approaches
emerge from the literature and represent promising ways
for third sector scholars to use to further address endo-
geneity. The first modeling strategy uses an instrumental
variable combined fixed effects modeling approach to both
address endogeneity and controls time-invariant unob-
servable omitted variables. To examine the causal rela-
tionship between an endogenous variable and a dependent
variable, the authors attempt to search for an instrumental
variable that only affects the endogenous variable, not the
dependent variable, and include it into analysis by using
techniques such as two-stage least squares. If the instru-
mental variable is truly relevant, then it will satisfy both the
independence assumption and the exclusion limitation,
which allows researchers to obtain the local average
treatment effect (LATE), or causal effect of x on y (Angrist
& Pischke, 2009). Particularly, Rousseau et al. (2019) used
damage from natural disasters, the level of religious plu-
ralism, and city carrying capacity as instruments for the
density of environmental NGOs as these factors are closely
related to the creations of environmental NGOs but do not
have a direct linkage to city’s environmental performance.
Sharkey et al., (2017) used the density of arts, medical
research, and environmental protection NPOs as instru-
ments for the density of community development NPOs.

@ Springer

There are standard statistical procedures scholars could use
to test whether the instrument variables are valid and robust
(Sharkey et al., 2017, p. 1225). These statistical procedures
are important to follow as weak instruments may cause
even more harm than the traditional OLS estimators.

In addition to the instrumental variable with fixed effects
approach, recent studies also used the Generalized Method
of Moments (GMM) method (Cheng, 2019) and the syn-
thetic control method (SCN) (Alonso & Andrews, 2020) to
better address the problem of endogeneity in studying the
third sector’s impact on society. A dynamic panel GMM
estimator takes advantage of the structure of the longitu-
dinal data and uses lags of the endogenous variables to
serve as the instrumental variables. It is regarded as a
significant improvement over the OLS estimators in terms
of its ability to address the endogeneity bias. Ullah et al.
(2018) provided a nice guide (with generic STATA codes)
for applied researchers to implement the GMM model.
However, there are some cautions about using the GMM
estimator as the researchers need to predetermine which
explanatory variables are exogenous and how many
instrumental variables need to be included (Zhu, 2012). In
terms of SCN, it alleviates the endogeneity bias by con-
structing a counterfactual by a weighted average of units in
the non-treatment group. Abadie et al. (2011) offered
detailed illustrations of how to use the STATA module
“synth” to implement SCN.?

Taking together the three streams of articles that use
different types of modeling approaches to quantitatively
study the societal impact of the third sector, we find that
most of the studies are still dominated by OLS or MLE
estimators using cross-sectional data (18 out 31 articles).
Only four articles in our dataset implemented more robust
estimation strategies to control for endogeneity beyond the
use of the fixed-effects model for panel data and they all
appeared after 2017. Besides, all these four articles are
outside the main third sector journals we have identified.

Recommendations and Implications

What lessons can the third sector scholars learn from our
literature search and the main findings discussed? Here we
propose four recommendations for third sector scholars to
address endogeneity in their research design and advance
the understanding of the third sector’s impact on society.

2 Because of the space limitation of this article, we will not be able to
go into details about the mechanics of these methods. Instead, we
provide the references with the complete implementation guides of
how to use these methods in applied research projects.
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Refocus on the Big Question of the Third Sector’s
Impact on Society

It should be concerning to third sector scholars that few
studies in the main third sector journals use quantitative
data to directly address the societal impact of the third
sector. Although the value of qualitative studies should not
be discounted, quantitative approaches have a unique value
in addressing the societal impact of third sector activities.
Why the third sector exists and what values they bring to
society are of core concern to the field of voluntary and
nonprofit studies. However, most empirical investigations
published in third sector journals focus on the determinants
and conditions of third sector activities, while neglecting
the ultimate question of impact. With the increasing
availability of administrative data to track societal out-
comes over time and various initiatives of opening non-
profit tax filing data around the world, third sector scholars
need to seize this opportunity and refocus on the big
question of the third sector’s impact on society.

Catch Up with the Methodological Advancement
in Addressing Endogeneity

Recent methodological advancements in addressing endo-
geneity in studying the third sector’s impact seem to take
place mainly in more disciplinary fields such as sociology,
general management, and political science. While this is
somewhat concerning, it also creates great opportunities for
third sector scholars to learn from other fields and disci-
plines. Besides, as our data shows, basically all articles
which used a more robust estimation than fixed effects of
panel modeling to study the impact of the third sector
appear after 2017. So the gap is not huge. Beyond the
methods we reviewed in this research note, methods such
as matching (Stuart, 2010), regression discontinuity (Cat-
taneo et al., 2019), structural equation modeling (Paxton,
Hipp & Marquart-Pyatt, 2011), and difference-in-differ-
ences (Angrist & Pischke, 2009) can also inform third
sector scholars’ choices in selecting the best model to
alleviate the endogeneity problem.

Be Creative and Transparent About Addressing
Endogeneity

Despite the importance of addressing endogeneity, it is not
always possible to have the perfect instrument or the right
data to run those more complex models. Third sector
scholars need to be creative and transparent about how
endogeneity may influence their research findings and the
limitations of their empirical strategies. Besides, even
correlational or descriptive information can be very valu-
able when exploring an important question when little

research has been conducted in that area. Cheng (2019)
explored the impact of nonprofit spending on government
spending on parks and recreation services for the 100 lar-
gest U.S. cities in the last two decades. This research suf-
fers from endogeneity concerns as government funding
could also flow to nonprofits via contracts or grants (this is
less common in parks and recreation services though).
Substantively, this potential source of endogeneity suggests
that it is more likely to find a positive correlation between
nonprofit spending and government spending due to the
double-counting created by this cross-sector funding flow.
However, as the empirical findings suggest a negative
correlation between nonprofit spending and government
spending, the discussion of this endogeneity concern fur-
ther proves the robustness of the findings that as nonprofits
spend more on parks services, the government spends less.
Therefore, the substantive knowledge of where endogene-
ity may come and the transparency with these potential
limitations are critical as third sector scholars figure out
strategies to address endogeneity in their empirical
research.

Build Better Theories to Link the Third Sector
to Broad Societal Impact

The disproportionate burden of addressing endogeneity
borne by studies on the societal impact of the third sector
suggests that theories about how the third sector may
influence society are underdeveloped, especially compared
to theories related to the determinants of third sector
activities. For example, theories about how heterogeneous
demands of citizens may shape nonprofit density are well
established and continuously refined (Paarlberg & Zuhlke,
2019). However, theories about how nonprofits may shape
public opinion and citizens’ demand for certain services are
not yet well-articulated (Cheng, 2019; Steinberg, 2003).
Methodological advancement needs to go hand in hand
with theory development if third sector scholars want to
better understand the third sector’s impact on society. In
this regard, in-depth qualitative and case studies are critical
as theory development in this direction of the relationship
is still in its infancy. Third sector scholars should also
better integrate theories from other disciplines to shed light
on the theoretical mechanisms through which the third
sector may influence society.

Conclusion
From a methodological perspective of bettering addressing
endogeneity in the research design, our article contributes

to the growing yet still incomplete understanding of the
third sector’s impact on society. It also helps us better
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understand the paradox of why scholars call for more
studies on this important topic yet most of the third sector
studies focus on how social conditions impact the third
sector. Our literature review points to the urgency and
opportunities for third sector scholars to catch up with the
methodological advancements in other disciplines. It also
highlights the importance of theory building in better
connecting the third sector to its desired or unexpected
societal impact. As the third sector around the world plays
important roles in society yet faces increasing scrutiny
from citizens and the government, this is a call that third
sector scholars must answer.

As Box (1976) has famously pointed out: “all models
are wrong, but some are useful.” While our main goal in
this research note is to introduce third sector scholars to
endogeneity and how to better address it in research
designs, we are fully aware that it is often impossible to
eliminate the endogeneity problem in observational studies.
Equally dangerous as we ignore endogeneity in third sector
research, the excessive interest in addressing endogeneity
may make third sector research disconnect from the real
world and ignore those big questions of our field, in the
name of methodological rigor. Taking endogeneity seri-
ously should not be at the expense of the diversity and
provocativeness of the questions scholars ask. Instead, it
should help third sector scholars articulate their contribu-
tions and clarify the scope conditions of their findings. A
critical reflection on endogeneity can also push scholars to
pay more attention to underdeveloped theoretical mecha-
nisms. Dealing with endogeneity is not just a method-
ological or statistical exercise. Third sector scholars must
take advantage of their substantive and theoretical exper-
tise to account for endogeneity both theoretically and
empirically. We hope our presentation of endogeneity and
its remedies in the existing literature help advance the field
of research in understanding the societal impact of the third
sector.
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