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Abstract

Non-Profit Organizations and Non-Government Organizations are very integral and prominent participants
within societal ecosystems. However, there have been serious issues about impropriety, mismanagement, and
corruption as well. Nontransparent methods within various funding systems have been pointed out as some
factors that have significantly added towards these apprehensions. The paper argues that current requirements
of high credit requirements, disadvantage grassroots NGOs and restrict participation. It proposes a
diversified, transparent, and inclusive funding framework that prioritizes capacity-building, small grant
mechanisms, and digital transparency tools. Through conceptual analysis and review of existing literature,
this study highlights the urgent need for democratized development finance to ensure ethical accountability
and enhanced outreach in the social sector.
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Introduction

NGOs and NPOs serve as intermediaries between government, markets, and communities, delivering social
welfare, capacity-building, and advocacy. Despite their importance, the sector often faces allegations of
unethical practices such as financial misreporting, manipulation of utilization certificates, and concentration
of funds (Prechel, H. 2022, September 15). A significant driver of these issues is the flawed and opaque
funding ecosystem that prioritizes large, established NGOs while marginalizing smaller or emerging
community based organizations (CBOs) (Banks, Hulme, & Edwards, 2015).

In India and many developing countries, funding norms, such as the requirement of high credit more than 0.5
Cr for some tenders and government schemes, minimum utilization for eligibility, laborious compliance
procedures, and preference for large organizations create structural exclusion. As a result, small NGOs

remain under-funded, dis- empowered, and unable to scale their operations or build ethical governance
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systems. This paper examines these systemic problems and offers recommendations for a more inclusive,

transparent funding model.

Review of Literature

Existing scholarship identifies multiple structural weaknesses in NGO governance frameworks, many of

which stem from funding practices.
1. Funding Concentration and Power Imbalances

Research shows that donors often prefer well-established organizations due to perceived capacity and lower
risk (Edwards & Hulme, 1996). Impact of Rigid Eligibility Requirements

High financial thresholds prevent grassroots NGOs from accessing grants even when they possess strong
community networks and contextual knowledge (Desai & Snavely, 2012). Exclusion from funding

opportunities forces smaller NGOs to rely on informal or unethical practices for survival.
2. Lack of Transparency and Accountability

Opaque grant allocation mechanisms foster favoritism and opportunities for corruption (Transparency
International, 2020). Without open data systems, donors lack oversight, and communities cannot track

outcomes.
3. Ethical Risks in NGO Operations

Studies note that pressure to meet donor targets and funding criteria can lead to manipulation of documents,
alteration of reports, and exaggerating the effects.
Case Study :

» Claiming a program of reduce poverty by a certain percentage without data.

» A corporate partner using the NGOs platform to market products, compromising beneficiary trust.

» Turning the payment of project as developer fees than the exceeding limit towards our-self,

mishandling travel expenses or inflating costs.

The studies suggest that improving the sector needs broader systemic reform, rather than relying on
individual organization.

Problem Statement

Non-Governmental Organizations (NGOs) and Non-Profit Organizations (NPOs) largely depend on the
transparency, equity, and accountability of their funding mechanisms. However, in many developing
countries, the existing funding patterns are characterized by non-transparency, concentration of resources,
and restrictive eligibility criteria, which collectively create an environment conducive to unethical practices

(Transparency International, 2022). High financial thresholds such as mandatory utilization certificates
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amounting to Rs 50 lakh or more serve as structural barriers that prevent small, emerging, or grassroots

NGOs from accessing funds, thereby limiting their ability to participate in development processes (OECD,
2020).

This inequitable distribution of resources results in a funding monopoly, where large, well-established NGOs
receive repeated and disproportionate financial support, while local organizations struggle to survive (UNDP,
2019). Such concentration reduces the diversity of service providers and restricts development outreach,
particularly in marginalized and remote regions. Moreover, complex documentation requirements,
bureaucratic hurdles, and opaque selection procedures create fertile ground for corruption, manipulation of
financial documents, and dependency on intermediaries, undermining the integrity of the sector (World Bank,
2020).

Additionally, research shows that stringent compliance expectations without corresponding capacity-building
support encourage smaller NGOs to engage in misreporting, inflated budgeting, and unethical financial
adjustments to remain eligible for future funding cycles (Smith & Jin, 2021). The lack of standardized
transparency mechanisms such as open data portals, clear funding criteria, and public disclosure norms
further weakens accountability, making it difficult to track how funds are allocated and utilized (ICNL,
2021).

Given these structural and procedural inefficiencies, there is an urgent need to reform existing funding
models. A more inclusive, transparent, and decentralized funding framework would not only curb unethical
practices but also empower a larger pool of organizations, thereby enhancing outreach, local ownership, and
developmental impact. Without such reform, the development sector risks continuing cycles of financial

inequality, governance failures, and undermining of public trust in NGOs and NPOs.

Methodology

This study uses a qualitative conceptual research methodology, including:

1. Review of secondary literature: books, policy reports, academic journals.
2. Analysis of funding guidelines adopted by governments, CSR agencies, and international donors.

3. Comparative assessment of NGO funding ecosystems in India and similar developing contexts.

This methodology enables a conceptual understanding of systemic gaps without primary field data.
4. Analysis: Funding Patterns and Unethical Practices in NGOs

Findings and Discussion

1 Relationship between Funding Patterns and Unethical Practices:

Defective funding models directly influence organizational behavior. When NGOs are pressured to meet
unrealistic financial thresholds, they may resort to unethical measures such as inflating utilization certificates

or falsifying reports. Lack of transparency allows manipulation and favoritism.
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2 How Funding Concentration Limits Development Outcomes:

Overfunding a small group of NGOs reduces diversity and regional outreach. Large organizations may lack

grassroots presence, leading to ineffective implementation.

3 Need for Inclusive and Tier-Based Funding:
Adopting a tiered model for micro, small, and medium level NGOs ensures equitable access. It encourages

innovation, builds local capacities, and increases outreach.

4 Importance of Digital Transparency Tools:
Digital dashboards, open-data systems, and real-time monitoring significantly reduce corruption risks and

improve accountability.

Conceptual Framework

Title: Impact of Funding Patterns on Ethical Governance and Development Outcomes in NGOs

Defective Funding Patterns

!

Opaque Procedures High Financial Thresholds Funding Concentration
(Lack of Transparency) (Heavy utilization and turnovers | (Favoring big NGOs)

and many more)

!

Limited Access for Small NGOs Pressure to Misreport / Ethical Risks

!

Weak Ethical Governance

]

Poor Develonment Qutcomes

!

Erosion of Public Trust

!

Ineffective Social Sector
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Interpretation

The framework shows that opaque, unequal, and restrictive funding systems trigger unethical behaviors,

weaken governance, and reduce overall impact. Reforming funding patterns can break this cycle.

5. High Entry Barriers Excluding Emerging NGOs

Funding criteria such as heavy utilization, multi-year audited statements, and strong credit ratings exclude
most grassroots NGOs. This prevents new organizations from gaining initial experience. Over time, such
exclusion discourages innovation and local leadership (Banks et al., 2015).

6 Concentration of Funding Among Large Organizations:

Donors often prefer one large NGO over several small NGOs due to administrative convenience. This

concentration leads to:

Reduced diversity of service providers
Poor outreach in remote or marginalized regions

Excessive influence of a few NGOs over policy and funding cycles

vV V VYV V

A monopolized funding environment increases vulnerability to corruption due to limited oversight

(Taryn Vian, March 2008).

7. Non-Transparent Fund Allocation Processes
Lack of public criteria, absence of transparent scorecards, and non-disclosure of selection processes create
opportunities for bias or favoritism. NGOs sometimes engage intermediaries or brokers to secure funding,

compromising ethical standards (Transparency International, 2020).

8 Compliance Burden and Incentivized Misreporting
Smaller NGOs lacking professional staff struggle with compliance-heavy procedures. To remain eligible,

some resort to:

» Inflated expenditure reports
» Fake utilization certificates
» Outsourcing compliance to unethical consultants

» Unethical practices thus become a survival strategy rather than intentional fraud.

9 Weak Monitoring and Accountability
Manual monitoring, poor documentation oversight, and lack of community audits enable misuse of funds.

Digital dashboards and real-time reporting systems are either absent or inconsistently used.

[JRTI2512086 International Journal for Research Trends and Innovation (www.ijrti.org)



http://www.ijrti.org/

© 2025 IJRTI | Volume 10, Issue 12 December 2025 | ISSN: 2456-3315

Recommendations for Reforming NGO Funding Models

1. Relaxation of Stringent Funding Thresholds

» Replace the heavy utilization requirement with tiered eligibility.
» Introduce micro-grants (Rs 1— 5 lakh) for new NGOs to gain experience.

» Implement pilot-based grants instead of heavy financial prerequisites.

2. Decentralized and Equitable Distribution of Funding
Require donors and government bodies to allocate a fixed percentage of funds to small and community-based

NGOs. Limit the maximum annual allocation to any single organization to prevent monopolization.

3 Transparent Digital Funding Platforms

National-level portals showcasing:

Selection criteria
Public score cards
Sanctioned funds

Real-time progress updates

YV V. VYV V V

Such systems reduce favoritism and corruption.

4 Capacity Building for Ethical Functioning
Provide training to NGOs in:

» Financial management
» Governance and transparency
» Ethical standards and accountability

» Establish state-level NGO support cells for compliance assistance.

5. Strengthen Monitoring and Accountability

Use technology-based monitoring:

» GIS mapping
» Digital reporting
» Live dashboards

» Community audits (social audits) to verify project outcomes.
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Expected Outcomes

Increased participation of grassroots and community-led organizations.
Greater transparency and reduced corruption in the NGO sector.
Enhanced outreach and more effective implementation of development programs.

Balanced and equitable distribution of funds across regions.

YV V VYV V V

Improved trust among stakeholders government, donors, and communities.

Conclusion

Current funding patterns in the NGO-NPO sector are marked by a systemic imbalance which weakens both ethical
governance and developmental impact. The skewed distribution of financial resources among large, well-established
organizations limits access by grassroots and other emerging NGOs due to their lack of clarity on selection criteria,
high financial thresholds, and convoluted compliance requirements. This skewed funding environment limits outreach
and innovation. Additionally, it contributes to the perpetuation of unethical practices, such as misreporting, inflating
utilization certificates, and utilizing intermediaries to work around bureaucratic constraints. Evidence from global
institutions such as the OECD, UNDP, and the World Bank demonstrates that lapses in ethical conduct within the non-
profit sector are more systemic in origin, related to gaps in the transparency, accountability, fair distribution resource
continuum, rather than necessarily linked to the intent of individual organizations. Pressured by barriers to funding
because of strict turn-around criteria and utilization requirements, emerging NGOs may be driven to adopt
questionable practices as a means either to stay competitive or simply to survive. This situation contributes to the
downgrading of public trust in civil society organizations and tends to weaken the overall legitimacy of the
development sector. These challenges call for no less than a full scale restructuring of the funding ecosystem. Reforms
should aim at creating tiered, inclusive financing models for small and medium sized NGOs alongside well-
established ones. Transparency through digital portals for fund allocation, simplification of compliance procedures,
and capacity-building initiatives should go hand-in-hand with accountability without creating undue burdens. Smaller
grant size distribution to a wider coverage of local organizations makes a big difference to outreach, community
ownership, and reduced risk of corruption due to resource concentration. Ultimately, better integrity and effectiveness
of the NGO sector should be grounded in an approximation of funding mechanisms towards the principles of fairness,
transparency, and ethical governance. It is only when democratized and rationalized funding systems are put in place,
fortified by clear policies, open data practice, and strong monitoring frameworks, that unethical behavior can be
reduced and the development ecosystem strengthened as a whole. By empowering a wider range of organizations and
fostering an enabling culture of mutual trust and accountability, the not for profit sector will be better positioned to

realize its objectives of advancing sustainable and inclusive development outcomes.
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