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ABSTRACT ARTICLE HISTORY
The purpose of this study is to examine how private funding Received 28 October 2015
affects non-profit sport clubs in terms of their strategic decisions Accepted 16 August 2017
and organisational performance. Data for the study were collected KEYWORDS

from a survey of 73 basketball clubs’ managers from four South- Non-profit sport clubs;
east European countries. Explorative factor analysis and structural basketball club; funding;
equation modelling were employed. The results show that stronger strategy; performance
influence of public institutions, reflected in a higher proportion of

clubs’funding from public resources, affects clubs’ strategies so that ~ JEL CLASSIFICATIONS
clubs with a greater percentage of public funds: (1) emphasise risk M10; H40; L30
reduction more than fast results; (2) emphasise local community aims

more than top sport results; and (3) emphasise organisational growth

more than cost reduction. The study empirically verified the thesis that

clubs with a larger proportion of public funds are less successful in

terms of sport and financial results, which is partially a consequence of

their different strategic focus. The study offers a better understanding

of the relationships among the structure of clubs’ funding and its

direct (clubs’ strategic conduct) and indirect (clubs’ performance)

consequences.

1. Introduction

According to the European Commission, sport clubs in Europe should offer the opportu-
nity to participate in sports at a local level and thus promote the ‘sport for all’ idea (Petry,
Steinbach, & Tokarski, 2004). Therefore, unlike their North American counterparts,
European sport clubs are traditionally closer to the non-profit sector, and in some countries
they are not permitted to be organised as companies (Gammelseter & Jakobsen, 2008). In
transition countries even highly professional sport clubs that compete at the top level operate
as non-profit organisations, which is a consequence of their unique historical development.
During the time of centrally planned economies, clubs were formed by national sport asso-
ciations and were thus all declared as non-profit and amateur organisations. The collapse of
communist regimes in Eastern Europe stimulated the process of the professionalisation of
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the best sport clubs, but in most cases (regardless of the size of clubs’ budgets, the degree of
their professionalisation, level of competition and other parameters) they have retained their
non-profit legal status. Consequently, the budgets of sport clubs in that area still consist of
a significantly larger proportion of funds from public institutions. Since the latter usually
have different or even opposing interests than private sponsors, this situation can cause
numerous difficulties for the management of non-profit sport clubs. Therefore, this study’s
purpose is to improve our understanding of the takeover processes of non-profit sport clubs
by private sponsors. In particular, we seek answers to the following two questions:

1. Does the stronger involvement of public institutions in non-profit sport clubs influ-
ence their strategies?

2. How does this stronger involvement of public institutions in non-profit sport clubs
influence the clubs” organisational performance?

The contribution of the study is both theoretical and practical. Theoretically, the study offers
a better understanding of the relationships among the structure of clubs’ funding and its
direct (clubs’ strategic conduct) and indirect (clubs’ performance) consequences, which is
necessary to bring the discussion on the justifiability of profit versus non-profit legal forms
of sport clubs and their financing to a higher level. From the practical point of view, the
results are useful for managers in sport clubs to help anticipate the private interests and
reduce the potential for conflict between public donors and private sponsors, which could
have a negative effect on the sport clubs’ development and performance.

2. Theoretical Framework and Hypotheses

The majority of sport clubs from South-east Europe still operate as non-profit organisations
regardless of the fact that the current legislation in some countries offers various legal possi-
bilities. For instance, Slovenian legislation from 1995 and 2006 allowed the transformation
from a non-profit to a for-profit status form (Ilesi¢, 2004), but in practice this was usually
prevented by national federations. This is also the case in the field of basketball where clubs,
in order to compete in national leagues, have to be members of the basketball federation
whose statute explicitly excludes all for-profit organisations. Thus, sport managers in those
clubs are not in the position to choose the legal structure, which has been confirmed to
significantly affect sponsorship income (Dietl & Weingértner, 2011; Wicker, Weingirtner,
Breuer, & Dietl, 2012). Croatia has somewhat more sophisticated sport legislation, but
paradoxically cases from practice have shown that the transformation into a for-profit legal
form only takes place when a sport club is on the edge of bankruptcy, while clubs with a
healthy financial background retain their non-profit status. Similar situations are seen in
Bosnia and Herzegovina and in Serbia. Thus, the budgets of those sport clubs, unlike the
budgets of their counterparts from Western Europe, still consist of a significantly higher
proportion of funds from public institutions, as well as from funds from companies that
are partly or fully owned by the state or municipality (Skori¢, Bartoluci, & Custonja, 2012).
On one hand, the easier access to public funds enables clubs’ managers to conduct a wider
spectrum of activities, but at the same time it could sow seeds of conflict between public
and private investors regarding what the clubs’ objectives and strategies should be. It is
therefore understandable why the ‘evergreen’ discussion of whether sport clubs should be
entitled to non-profit status and public funding is still very relevant.
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Critics of non-profit sport clubs support the idea of transforming clubs into profit legal
forms and advocate the full transparency of ownership (Bergant-Rakocevi¢, 2008). They
claim that those clubs are in fact not established with a view to helping vulnerable segments
of the population so they should not be allowed to compete for funds, which should be
spent for charitable purposes. Those critics also support Dafts (1998) warning that the
ambition of sport clubs’ managers to satisfy some stakeholders may lead to the alienation
of others who should, in fact, be in the focus of the organisational mission. On the other
hand, the main argument for preserving sport clubs’ non-profit legal forms are the pos-
itive externalities, mostly the proliferation of sport values among youth, which is one of
the keys to the development of a healthy and prosperous society. In accordance with the
principles of economic logic, sporting activity should be financed by those who benefit
from it. If positive returns are both private and public, then the funding should come from
both sources. This group also denies the claim that stakeholder groups, which behave like
suppliers of capital and are only interested in returns on their investments, have a significant
influence on non-profit sport clubs’ strategies. At first sight, the arguments of both sides
are well grounded, but obviously they have different starting points, which stimulated us
to conduct empirical research on how the proportion of public funds affects sport clubs’
strategies and performance.

A club’s budgeting is a process which probably reflects the club’s strategic priorities to
the greatest extent, and consequently presents the club’s management with key strategic
dilemmas (Baroncelli & Lago, 2006; Kern, Schwarzmann, & Wiedenegger, 2012). With
respect to how these dilemmas are resolved, Keller (2008) divides sports clubs into those
which pursue a more sustainable strategy and those with a strategy of achieving top sports
results. While the first group of clubs invests its financial surpluses in the development of
sport infrastructure, young athletes and the local community, the other group invests in
the acquisition of new athletes with better physical and tactical skills. The line between
both groups of sport clubs is comparatively clear in the U.S.A., where clubs in professional
leagues follow the aim of sport results, while amateur organisations are more inclined to
a sustainable strategy. However, determining the strategic orientation of a European non-
profit sport club is much more complex because non-profits which engage professionals as
well as volunteers have a much wider spectrum of potential purposes (Cuskelly, 2004). In
the context of this study, we propose the following three dimensions of sport clubs’ strate-
gic orientation and provide the argumentation for each of them: (1) reducing costs versus
pursuing fast growth; (2) pursuing top sport results versus developing the local community;
and (3) achieving fast results versus lowering the risk.

(1) Cost reduction versus growth. This strategic issue reflects two dimensions of Tan
and Litschert’s (1994) segmentation of strategies, namely the decision to attack or
defend, and the degree of proactivity. A more attacking and proactive leadership
tries to improve and enlarge the scope of the organisation’s operations, whereas
those with a lower degree of proactivity try to prevent any changes and do not
engage in new projects. This dilemma is also partially in line with Keller’s (2008)
segmentation of sport clubs, where a ‘cost reduction’ decision reflects conserva-
tive leadership and those with top sport ambitions are usually more inclined to
‘growth’ strategies. Thus, the ambition to reduce costs is usually in conflict with
the traditional understanding of growth that refers to enlarging the membership
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or increasing the scope of organisational activities. In this context, managers of
sport clubs encounter the dilemma of enlarging membership and consequently
increasing activities on one side, and a conservative financial policy on the other.
The growth of the organisation holds the potential to increase organisational reve-
nues, but this implies investments in the club’s infrastructure, marketing activities
for attracting young people, investment in coaching and administrative staff, etc.,
which are all in conflict with the cost-reduction ambition.

(2) Top sport results versus development of the local community. For most sport
management scholars, this is the crucial dilemma of all sports clubs (Breitbarth
& Harris, 2008; Kern et al., 2012). It is a consequence of combining the concept
of ‘sport’ that implies competition and the sport result as a value in itself (Ibsen,
1999), and the concept of ‘club’ which represents an organisation integrated into
the local community. It may seem that those ambitions are not in contradiction,
but sooner or later a club’s management has to decide whether the club is going to
emphasise more the involvement of the local population, or strive to obtain the best
skills and knowledge on international athlete markets (Taylor, Doherty, & McGraw,
2008, p. 28). While the latter usually demand higher financial compensation, locals
are more inclined to volunteer in a sport club (Dawson & Downward, 2013; Hoye,
Cuskelly, Taylor, & Darcy, 2008).

(3) Fast results versus lower risk. A shorter period of expected return and higher
expected profitability are usually beneficial for investors. However, this usually
also implies a higher degree of risk. In this context, clubs that strive for top sport
results have to acquire athletes with better capabilities. The only quick way to do
that is to obtain them on international markets for athletes. This usually implies
a bigger financial investment and thus also a bigger risk of failure. Although this
issue may seem to overlap with the previous strategic dimension since the decision
to achieve results fast usually implies engaging athletes from the international mar-
ket, a distinction between them does exist in practice. While the key to the second
strategic dilemma is deciding about the area of the club’s operations, the third is
more about the way those operations are conducted and the aggressiveness of the
club’s strategy (Tan & Litschert, 1994).

The resource-based view suggests that the organisation is not self-sufficient and needs
support from other subjects in the organisational environment (Pfeffer & Salancik, 1978).
In return, those subjects require certain organisational activities, which results in a relation-
ship of dependence where the external factors form a system of indirect supervision and
guidance of the organisational management. In this context, it is particularly interesting
to discover how the balance between public and private funds affects clubs’ strategic deci-
sions and their performance. Previous findings suggest that managers of private enterprises
are generally more proactive, more innovative, and take greater risks than their public
counterparts (Cuervo & Villalonga, 2000; Megginson, Nash, & van Randenborgh, 1994;
Zahra, Neubaum, & Huse, 2000). It seems that managers in public organisations do business
according to established routines and are reluctant to adopt aggressive strategies (Brouthers,
Gelderman, & Arens, 2007). Moreover, public organisations usually do not experience the
pressure to achieve fast results like private companies (Lioukas, Bourantas, & Papadakis,
1993; Whitley & Czaban, 1998). On the other side, the managers of private enterprises are
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more flexible and their reactions have to be quicker since they carry the burden of potential
loss, which also increases their motivation to be more efficient (De Castro, Dale Meyer,
Strong, & Uhlenbruck, 1996). In the context of sport clubs, various studies looked at the
financing of sport organisations and specifically at the role and effects of public funding.
Some authors claimed that clubs are autonomous and therefore might not experience the
effects of external stakeholders’ pressure (Johnston, 2013; Vos, Wicker, Breuer, & Scheerder,
2013; Vos et al., 2011). However, some of those studies were conducted only among volun-
tary sport clubs (Vos et al., 2011, 2013) or were analysing only national sport organisations
(Johnston, 2013). On the other hand, in clubs with a professional or mixed structure, the
influence of stakeholders is not always direct, but rather indirect, similar to the influence
of main sponsors of political campaigns on the elected politicians. Moreover, some of the
latest findings show that resource problems among clubs are not necessarily due to poor
club management, since external (community) factors significantly affect the situation in
sport clubs (Wicker & Breuer, 2015). Therefore, we challenge the thesis of autonomous
clubs’ leaderships and assume that those clubs which are predominantly privately funded
(and thus more strongly influenced by private owners’ interests) emphasise fast results
and cost reductions more than those clubs whose budgets chiefly consist of public funds.
Consequently, privately funded clubs should attribute greater importance to sports results,
which are the key lever for obtaining more private funds (Estrin, 1994; Megginson et al.,
1994). Conversely, a greater percentage of public funds should have the opposite effect, so
we posit the following hypothesis and its derivations.

Hypothesis 1. The perceived structure of budgets from the aspect of public and private funds
directly influences non-profit sport clubs’ strategic focus, so that:

Hypothesis 1a. Clubs with a greater share of public funds emphasise risk reduction more than
fast results.

Hypothesis 1b. Clubs with a greater share of public funds emphasise local community goals
more than top sport results.

Hypothesis 1c. Clubs with a greater share of public funds emphasise organisational growth more

than cost reduction.
The literature review for the last three decades offers plenty of evidence that differences in
strategic decisions also lead to different organisational outcomes (Berman, Wicks, Kotha,
& Jones, 1999; Pearce, Freeman, & Robinson, 1987; Prajogo & Sohal, 2006). For example,
Dess and Davis (1984) claim that firms that identified with at least one generic strategy
according to Porter (1980) outperformed firms identified as ‘stuck in the middle’ In the
context of non-profit sport clubs, there are numerous strategic possibilities where clubs’
managers mostly accept decisions which are in line with clubs’ most important stakeholders.
Consistent with the hypotheses posited above, the stronger influence of private stakehold-
ers should be reflected in the pursuit of top sports results, which are the key leverage for
attracting more private sponsors (Demir & S6derman, 2015). Top results in the European
context of sport competitions also enable the promotion of more successful clubs to higher
level competition. The positive consequence of that is the increased value of the professional
athletes within such clubs, while the negative effect should manifest as decreased interest
in local community aims. As we predict, private sponsors are more inclined to put clubs’
managers under pressure to achieve fast results. Consequently, the clubs’ managers are indi-
rectly forced to accept strategies that allow higher yields and are more cost-efficient (Berg,
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Lin, & Tsaplin, 2005) which, according to some findings, produces better financial results
(Naman & Slevin, 1993). In contrast, organisations with a larger amount of public funds,
which is followed by the greater interference of public institutions, according to Brouthers
et al. (2007) achieve a poorer performance. As a result, we propose a second hypothesis
with three derived sub-hypotheses.

Hypothesis 2. The influence of the clubs’ budget structure on their organisational performance
is mediated by their strategic focus, so that:

Hypothesis 2a. Emphasising risk reduction more than fast results decreases organisational
performance.

Hypothesis 2b. Emphasising local community goals more than top sport results decreases organ-
isational performance.

Hypothesis 2c. Emphasising organisational growth more than cost reduction decreases organ-
isational performance.

3. Methods

This research was performed among men’s basketball clubs in Bosnia and Herzegovina,
Croatia, Serbia, and Slovenia. Although only one branch of the sport industry, according to
the size of the organisations and their financial budgets basketball clubs can be considered
as representative of other non-profit sport clubs from this part of Europe. Indeed, basketball
has along tradition and glorious history in those ex-Yugoslav countries. National teams and
clubs have won numerous trophies in top competitions, both before and after the break-up
of Yugoslavia. These sport achievements are even more admirable if we know that those
basketball clubs are relatively small organisations, usually with fewer than 50 club mem-
bers (without children who participate in youth basketball schools, the average club in this
research had 22.1 members) and an average budget of EUR 0.4 million in the 2013/2014
season. Even after the disintegration of Yugoslavia, cooperation among basketball clubs
in the area under study remained strong. Clubs’ managers realised they shared the same
problems, primarily too small markets and thus poor competition within the national bas-
ketball leagues, so they formed the regional Adriatic Basketball League (A.B.L.). Regardless
of the somewhat different development of the legal environment in the studied countries,
all basketball clubs have retained their non-profit status.

We used the clubs’ presidents (president of the management board or president of the
board of directors) as our main source of information because they usually have the best
overview of their clubs’ strategic behaviour. We contacted 249 of them and invited them to
participate in the research. Participation was completely voluntary and anonymous. The
data collection took place through the whole 2013/2014 season, and never immediately
after a competition in order to avoid competition-specific biases. Representing a response
rate of 29.3%, 73 presidents were willing to cooperate. The sample consisted of 27 (out of
56; a 48.2% response rate) first-division clubs (the highest national competition level),
31 (out of 73; a 42.5% response rate) second-division clubs and 15 (out of 120; a 12.5%
response rate) clubs from the third level of national competitions in selected countries.
Of the 27 first-division clubs, nine (out of 11; an 81.8% response rate) also participated
in international competitions (A.B.L., EuroChallenge cup, Eurocup, or Euroleague). Only
among third-division clubs was the response rate relatively low and, therefore, we should
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be conservative when drawing conclusions about this segment of clubs. The participants
had on average 4.87 (SD = 3.70) years of management experience in the current club and
on average had held their presidential position for 2.53 (SD = 1.36) years.

For the purpose of this research we took the perceived share of public and private funds
regardless of the fact that European clubs are also financed from other sources (Wicker &
Breuer, 2011). The empirical findings show that the latter are insignificant in clubs from this
specific environment (Erculj, 2007). The structure of a club’s budget in terms of the ratio
between public and private sources indicates, regardless of the actual absolute amount of
financial resources, the relative influence of the two stakeholder groups. While the relative
share of public funds in a club budget determines the position (power and potential impact)
of municipal, state and E.U. institutions, the share of private funds implies the potential
influence of privately owned entities. The respondents identified the relationship between
public and private funding sources on a 7-point Likert scale, where (1) denoted that the
club was completely financed with public sources, and (7) denoted that the club was entirely
funded with private sources. The reason for using a Likert scale instead of the actual ratio
between public and private sources is twofold. First, the fact that some sponsors or donors
are partly private and partly public organisations causes difficulties in obtaining objective
information on the ratio. Second, many managers were reluctant to share the information
about their donors and sponsors so we had to rely on their estimation (i.e., using a Likert
scale), otherwise our sample would have been much smaller. However, in those clubs where
we could obtain the actual ratios as a percentage (37 clubs), the correlation between the
ratios and estimations using the Likert scale was relatively high and statistically significant
(r=.75; p <.01). This high correlation shows that the managers’ estimations can be used as
a proxy for the actual ratios of public versus private funding in the studied clubs.

The respondents had to define how their club resolves three key strategic dilemmas. In
other words, they had to answer which aim is more important for the club, and to what
extent: (1) top sport results or development of the local community; (2) fast results or lower
risk; and (3) cost reduction or organisational growth. This was made on a 7-point Likert
scale where (1) means that the club gives all its attention to the first aim and completely
neglects the second one, (4) means that the club attributes equal importance to both strategic
aims, and (7) means that the club gives all its attention to the second aim and completely
neglects the first one.

As Thiel and Mayer (2009) stated, the absence of explicit organisational objectives makes
it very difficult to validate success in sport clubs. Therefore, for the purpose of this research,
we obtained a list of sport clubs’ objectives from a group of 12 managers, each with at least
5 years of work experience in basketball clubs. Every manager was asked to write down the
five most important organisational goals. In addition to the normative objectives, each man-
ager was also asked to identify five more goals which in their experience are actually pursued
in basketball clubs. Thus, each of the 12 experts identified up to 10 organisational aims.
Finally, after combining similar answers we obtained the following 15 objectives: (1) pro-
motion of the municipality; (2) the development of infrastructure in the local environment;
(3) private sponsor promotion; (4) attracting spectators to matches; (5) the development of
athletes for national selections; (6) a surplus of revenues over expenses; (7) the development
of top basketball players; (8) sport results of the first team; (9) budget growth; (10) increasing
athletes’ market value; (11) reducing costs; (12) increasing the number of club members;
(13) involvement of the local population in the club’s activities; (14) encouraging the local
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population to do sports; and (15) the sport results of junior teams. Respondents evaluated
the performance of each club for each of these 15 organisational aims on a 7-point Likert
scale, anchored at the extremes (1) ‘very poor performance’ and (7) ‘the best performance
in comparison with all listed fields/objectives.

The data processing started with classical statistical analysis and an analysis of the dif-
ferences between groups of clubs from different quality levels. Then the measure of per-
formance was obtained by employing explorative factor analysis (E.F.A.), which helped
us reduce the number of performance variables. Finally, structural equation modelling
(S.E.M.) using maximum likelihood estimation in IBM AMOS 21 was performed in order
to evaluate the effect of public/private financing on the strategic focus and organisational
performance of the sport clubs.

4. Results

Table 1 presents the average values of responses regarding the three key strategic issues. It
seems that the clubs at the highest level scored lower values for all three items, meaning
that the managers of those clubs emphasise cost reduction more than growth objectives,
top sport results more than local community aims, and fast results more than lower risk.
In contrast, clubs from the second and lower divisions were more focused on growth,
development of the local community and the long-term aims with lower risk. ANOVA
confirmed that the differences were significant for all three strategic aspects with a moderate
real difference (strategic dimension 1 > F = 6.127; p = .004; ES = .149; strategic dimension
2> F=10.920, p = .000; ES = .238; strategic dimension 3 > F = 7.432; p = .001; ES = .175).
A t-test also confirmed statistically significant differences between the sub-segment of top
clubs which participate in international competitions and other clubs (strategic dimension
1> t=-5792; p=.000; ES = .321; strategic dimension 2 > ¢ = -8.579; p = .000; ES = .509;
strategic dimension 3 > t = -12.785, p = .000; ES = .374), while none of these differences
were confirmed between the second- and lower division clubs.

The results show that higher division clubs obtain a larger percentage of private funds
(MABA =544M  =5225M, =335 M, = 3.60). Obviously, the budgets of first-division
clubs consist of more private than public funds, while the average of the second- and
third-division clubs was below the threshold of 4, which denotes an equal percentage of
public and private funds. Thus, on average they obtain the majority of their funds from pub-
lic institutions, which, however, does not imply that they receive a larger absolute amount

Table 1. Strategic focus differences — mean values reported on a 7-point Likert scale.

Top sport results vs.

Cost reductions vs. organi-  development of the local
Level of competition sational growth community Fast results vs. lower risk
ABA (n=9) 1.78 1.56 3.22
1.(n=27) 3.26 3.78 4.85
2.(n=31) 4.45 5.35 5.90
3.(n=15) 4.40 5.80 6.40
All (n=73) 4.00 4.86 5.62

Note: A lower value implies a bigger emphasis on the first organisational aim (cost reduction, top sport results and fast
results), while a higher value means that clubs attribute more importance to the second aim (organisational growth, local
community objectives and lower risk).

Source: Authors.
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Table 2. Results of the factor analysis for the performance variables.

Factor

Component 1 2
Promotion of the municipality —-.546 699
Increasing the number of club members —.643 .502
Involvement of the local population in the club’s activities —-.808 420
Encouraging the local population to do sports —.696 612
Development of infrastructure in the local environment -.618 424
Sport results of junior teams 603
Attracting spectators to the matches 351 541
Development of athletes for national selections .509 .668
Development of top basketball players 748 .388
Reducing the costs .762 347
Private sponsor promotion 725

Surplus of revenues over expenses .859

Sport results of the first team .859

Budget growth 713

Increasing athletes’ market value .857

Note: The factors explain 66.9% of the variance.
Source: Authors.

of public funds than higher division clubs. The ANOVA results confirmed statistically sig-
nificant differences among groups of clubs regarding their public/private funds perceived
ratio (F = 17.798; p = .000; ES = .337). However, again this difference was not confirmed
between the second- and third-division clubs (LSD - p = .486; Tamhane > p = .872). At
the same time, a t-test discovered a statistically significant difference between top clubs
which participated in international competitions and the others (Mean difference = 1.553;
t=3.018; p=.004; ES = .114).

The performance variable was obtained by conducting E.EA. on the performance
responses. E.EA. was statistically significant (Bartlett test: x*(105) = 869.361, p = .000,
KMO =.796, all MSA > .5) and resulted in two relatively clean factors in the first iteration.
The first factor mostly included financial and top sport results variables, while the second
factor was more related to non-profit and local community measures of performance (see
Table 2). For the purpose of this research, we used the first factor (‘sport and financial
performance’) because this factor was found to correlate significantly with the clubs’ gen-
eral performance (r = .342, p < .01) perception expressed by athletes (n = 559) within the
observed clubs. At the same time, this perception did not correlate significantly with the
second factor.

In the next step, we conducted the so-called common latent factor test (also known as
Harman’s single-factor test) recommended by Podsakoff, MacKenzie, Lee, and Podsakoft
(2003). The new factor was included in the model and all variables were allowed to load
onto one general factor. In this case, the model exhibited an extremely poor fit, which
indicates that a single factor did not account for the majority of the variance in our data
(CFI < .5, RMSEA > .2).

The hypothesised model was then tested. The results in Table 3 showed that the initial
model did not fit data very well. Non-normed fit index was below the threshold of .9,
while RMSEA was above .10. In line with the guidelines of Bowen and Guo (2011, p. 162)
and McCoach (2003), we tried to find an alternative model which would improve the fit.
Since the first test showed that two causal relationships were not found to be statistically
significant at the level of .05 (namely the decision to emphasise cost reduction more than
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Table 3. Structural equation model results.

Model Xz(df) p CFI NFI NNFI RMSEA
Initial/Hypothesised 2.656(1) 118 .98 97 79 12
Final model 3.655(3) 316 98 97 .90 .05

Note: XZ = chi square; df = degrees of freedom; CFl = comparative fit index; NFl = normed fit index; NNFI = non-normed fit

index; RMSEA = root mean square error of approximation.
Source: Authors.

ORGANISATIONAL
GROWTH MORE
35% IMPORTANT THAN
COST REDUCTION

57

PROPORTION OF LOWER RISK MORE
PUBLIC FUNDS IN 33 IMPORTANT THAN SPORT AND
CLUB'S BUDGET FAST RESULTS FINANCIAL

PERFORMANCE
28% _64%*
LOCAL /
COMMUNITY AIMS

MORE IMPORTANT
THAN TOP SPORT
RESULTS

A 4

Figure 1. S.E.M. results for Model 1. Source: Authors.
p<.01;*p<.05.

growth (B =.07, p = .47) and attributing more importance to fast results than to lower risk
(B = .10, p = .33) did not affect the performance variable), we removed those two paths
from the model and repeated the S.E.M. test. The latter resulted in a substantial improve-
ment regarding all three parameters. In addition, we also performed S.E.M. for all other
alternative models of the relationship between the observed variables and could not find
one which would show a better fit with our data. It was especially important to test the
causality between the three strategic choices and the perceived share of public funding.
Obviously, some reverse causality exists between the strategic decision to stimulate organ-
isational growth more than to be focused on cost reduction (f = .24, p = .03), while the
other two strategic issues did not show a statistically significant influence on the share
of public funding. This can be logically explained by the fact that public institutions and
state-owned companies to a greater extent financially support those clubs which care about
including the community in their activities rather than reducing costs. However, only 9%
of the variance in the perceived share of public funding is explained by the way the three
strategic issues are resolved. Moreover, the fit indices in that case were much worse than in
the model depicted in Figure 1. Thus, the results suggest that the latter is the best reflection
of the relationships between the observed variables for this data-set. The figure displays
standardised parameter estimates, statistical significance tests for each path, and squared
multiple correlations for the dependent variables.

Our findings undermined some of our (sub)hypotheses, but simultaneously provided
support for some of the predicted causal relationships. In order to verify the indicated
mediation path, we conducted an additional mediation test. When there is full mediation
in the relationship X-M-Y (X is the predictor, M is the mediator and Y is the dependent
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variable), all paths (X-M, M-Y and X-Y) are significant. The addition of the X-M and X-Y
paths to the constraint model should not improve the fit (Mach, Dolan, & Tzafrir, 2010).
On the other hand, when there is only an indirect mediation effect, the direct path X-Y is
not significant. After analysis of the potential mediation relationship in the final model,
we checked its significance with Sobel’s test. The latter revealed an indirect path between
‘proportion of public funds in a club’s budget’ and ‘sport and financial results’ through
emphasising local community aims more than sport results, which plays the role of a medi-
ator (Sobel test: z =2.32, p =.02).

5. Discussion and conclusions

The purpose of this research was to develop and test a model of how public funding affects
three key strategic decisions, and through them clubs’ sport and financial performance. The
ways of resolving the three key strategic dilemmas were therefore treated as mediators in
our model. The results confirm the hypothesis that the decision to emphasise local com-
munity aims more than sport results plays the role of a mediator between public funding
and organisational performance. At the same time, we did not find any proof that the other
two strategic decisions have a significant impact on performance, although they are affected
by the perceived structure of a sport club’s budget in terms of the ratio between public and
private funding.

The majority of basketball clubs from South-east Europe still function as non-profit
organisations regardless of the fact that the current legislation in the observed countries
offers various legal possibilities in the field of sport organisations. However, with the change
in political system, sports clubs were faced with modifications to their budget structures.
This happened because of the privatisation of companies which had been providing financial
sources to sports clubs. Our results show that, in order to remain competitive at the inter-
national level, the top clubs were forced to seek new funding sources from mostly privately
owned firms, while the role of government and other public institutions diminished. At the
same time, clubs at lower levels of competition have not gone through this process, as public
institutions have retained a significant influence over the clubs’ management.

This study confirms that non-profit sports clubs differ significantly regarding three key
strategic issues. Clubs with a higher proportion of private funds emphasise achieving top
sports results more than development of the local environment and other local community
aims. They also give greater importance to cost reduction than to the growth aims, put
emphasis on fast results and, as part of that, are prepared to accept a higher degree of risk
than clubs which have a larger percentage of public funds. All of this is consistent with the
thesis that private organisations are more market-oriented, more cost-effective, use more
aggressive strategies, are more proactive and less risk-averse.

Further, this study demonstrates that a greater proportion of public funds in a sport
club’s budget negatively impacts the club’s top sport and financial performance. That effect is
mediated by the strategic decision to emphasise local community aims more than top sport
achievement, and accounts for a relatively large percentage of variation in the dependent
variable (57%). These results are consistent with our assumptions that the growing influ-
ence of private stakeholders (or weaker relative influence of public institutions) increases
the possibility of financial success, mostly due to their desire to place sport and financial
results higher up the hierarchy of a club’s aims. On the other hand, somewhat surprising
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is the result that emphasising fast results more than lower risk (and vice versa), and an
inclination to stimulate organisational growth rather than reduce costs (and vice versa), do
not have a significant impact on the sport and financial performance of a sport club. This
leads us to the conclusion that the crucial strategic issue here is the question of whether to
focus on top sport achievements or to emphasise local community aims as the purpose of a
club’s existence. At the same time, although increased public funding leads to emphasising
organisational growth (at the expense of cost reduction) and risk reduction (at the expense
of fast results), this seems not to affect the final outcome from the perspective of sport and
financial results.

The main contribution of this study is the theoretical argumentation and empirical con-
firmation of how public funding affects key strategic issues and the organisational perfor-
mance of non-profit sports clubs. From this aspect we followed the recommendations of
Paauwe and Boselie (2008) who stressed that strategic alternatives cannot be always placed
in the context of a differentiation, low-cost or niche focus, but it is sometimes necessary
to modify the classification as a result of the specific circumstances. This study empirically
supported the thesis that the share of public funds in clubs’ budgets affects their strategic
focuses. Moreover, it also indirectly corroborated that it affects performance, confirming
that even non-profit organisations can change their behaviour and become more like their
profit counterparts if the percentage of private funds, and consequently power of private
sponsors, increases.

Several practical implications arise from this study. The results clearly show that higher
division clubs obtain a bigger percentage of private funds than lower division clubs. This
may help policymakers in transition countries rethink the current situation in the area of
competitive team sports. By analysing the differences between clubs at different quality
levels this study may be beneficial when deciding where and how to draw the line between
non-profit and profit sport clubs. The results also clearly indicate that the management of
top sport clubs which compete in international competitions is inclined to cost reduction
rather than growth, and to sport results more than local community aims. It is obvious from
the results of this study that changes in the perceived ratio between private and public funds
also indicate changes in clubs’ strategic focus. A higher proportion of private funds causes
a change in the direction of the desire for top sport and financial results, while a larger
proportion of public funds causes the opposite effect. Therefore, it would be necessary to
adopt a new legal framework that supports the conversion of the sport clubs legal status
that will ensure that public funds are distributed among those organisations which are pri-
marily led by non-profit motives. Finally, this study identified the key strategic dilemmas
and offered a new managerial tool to facilitate the decision-making process; in particular, it
may be useful to help executives avoid becoming entangled in a vicious cycle of conflicting
strategic decisions.

The biggest limitation of our study is the use of subjective survey-based data. Yet in our
case this was unavoidable. Among third-division clubs the response rate was relatively
low and, therefore, the results concerning this segment of clubs are less reliable. Further,
data were only collected among basketball clubs in four countries with a similar historical
background, which may hamper the generalisation of the results. We therefore recommend
further research on sport clubs from different environments and from other sport branches.
However, our context-specific findings should be valuable for scholars searching for ways
and means to establish more effective sport systems in transition countries.
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