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Abstract
Investment income offers nonprofits a flexible and sustainable revenue source, yet it 
remains underexamined in the literature, particularly outside Western contexts. This 
study addresses that gap by analyzing panel data from Chinese foundations from 2018 
to 2022 to examine how financial and political factors are associated with investment 
participation and investment income. We find that investment engagement among 
Chinese foundations is limited, and among participants, investment income levels 
are modest. Drawing on resource dependence and institutional theories, the analysis 
considers two financial conditions, financial autonomy and financial leverage, and 
a political factor, political connections. The findings deepen our understanding of 
nonprofit investment income and highlight how financial conditions and political 
connections relate to investment engagement and investment income.
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Introduction

Nonprofit organizations operate in an uncertain financial environment. In response, 
many have sought to diversify their revenue sources (Froelich, 1999). Among the 
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various income streams, financial investment income, including returns from interest, 
dividends, and capital gains, offers a potentially strategic and flexible source of unre-
stricted funding (Bowman et al., 2006). Although often associated with large, endowed 
institutions, investment income is not limited to elite organizations (Griswold, 2014). 
Many operating nonprofits across diverse fields maintain endowment funds and, in some 
cases, derive more than 5% of their total revenue from investments (Bowman, 2011; 
Calabrese & Ely, 2017). This reflects a broader shift in nonprofit financial management 
toward enhancing resilience and reducing dependence on unstable funding sources.

Despite its relevance, investment income remains underexplored in the literature. 
Existing empirical studies are concentrated in sectors where organizations hold sub-
stantial endowments, such as nonprofit hospitals and universities (Adelino et al., 2015; 
Brown & Tiu, 2014; Gentry, 2002). A smaller stream of research examines financial 
investment practices in philanthropic foundations (Salamon, 1992; Wiener & von 
Schnurbein, 2023). Taken together, these studies remain concentrated in a limited 
number of institutional settings, leaving a gap in our understanding of how nonprofits 
use investment as a financial strategy.

To address this gap, we examine how nonprofit investment behavior is shaped by 
financial and political conditions. Although investment can support diversification, 
flexibility, and long-term sustainability, not all nonprofits are equally positioned to 
pursue it (Bowman et al., 2006). Developing and sustaining an investment portfolio 
requires a stable financial base and governance capacity to balance risk, return, and 
liquidity (Jarvis, 2011). Organizations under financial strain may lack the slack to 
commit resources, yet constraints on existing funds may also motivate efforts to secure 
more flexible revenue through investment income (Bowman, 2011). Beyond financial 
considerations, investment decisions may also depend on political conditions, espe-
cially in state-regulated settings, where government factors shape organizational legit-
imacy and define acceptable financial behavior. Political alignment and government 
ties can reduce the perceived regulatory risk, facilitate access to information and finan-
cial intermediaries, and strengthen credibility with stakeholders (Dong et al., 2026; 
Wang, 2022; Zhan & Tang, 2016). As a result, political connections may influence 
both whether nonprofits engage in investment and how effectively they generate 
investment income.

This study empirically analyzes investment behavior among Chinese foundations 
using panel data from 2018 to 2022. Drawing on resource dependence and institutional 
theories, we examine how financial and political factors are associated with both the 
likelihood of pursuing investment income and the level of investment income earned. 
We find that investment participation is limited, and even among investors, income 
levels remain modest. Foundations with greater financial autonomy are more likely to 
abstain from investment and show no significant income effect once engaged. By con-
trast, financial leverage imposes strong constraints, reducing both participation and 
investment income. Political connections display a different pattern; they do not affect 
participation, but government-affiliated foundations generate significantly higher 
investment income. Together, these findings suggest that autonomy shapes motivation, 
leverage constrains capacity, and political connections enhance investment outcomes.
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Overall, this study, while exploratory, provides some of the first empirical evidence 
on how Chinese nonprofits engage in financial investment. It shows how financial and 
political conditions are associated with investment participation and investment 
income, contributing to nonprofit finance scholarship and offering practical implica-
tions for resource management in state-regulated environments.

Empirical Context

China’s nonprofit sector has expanded substantially over the past several decades, 
with organizations active in social services, disaster relief, and public health. This 
expansion reflects rising public demand, increased philanthropy, and policy reforms 
that have enabled greater nonprofit involvement in public affairs (Lu & Dong, 2018). 
Growth has moderated since the 2016 Charity Law, however, as regulation has tight-
ened and the sector has consolidated (Li, 2021). Unlike the bottom-up trajectory com-
mon in liberal democracies, China’s nonprofit sector has developed under a top-down, 
state-led model in which registration requirements, oversight, and policy priorities 
shape organizational space and legitimacy (Levy & Pissler, 2020; Spires, 2020). 
Under these conditions, many nonprofits strategically align with government entities 
to secure legitimacy, policy support, and funding (Dong & Lu, 2021; Ni & Zhan, 
2017; Wang, 2022). This interplay of state oversight and nonprofit alignment con-
strains autonomy while making engagement with the state salient for organizational 
development.

This study focuses on Chinese foundations. Within China’s nonprofit sector, foun-
dations are asset-based organizations established for public-benefit purposes through 
substantial donations, alongside social associations (membership-based organizations 
formed to pursue shared objectives) and private non-enterprise organizations (service-
providing organizations that deliver direct social services). Unlike many Western 
counterparts, especially U.S. foundations that primarily make grants, Chinese founda-
tions are often directly involved in program implementation and service delivery 
(Teets, 2012; Wang, 2022). They also rely on a broader revenue mix, including gov-
ernment grants, private donations, and service fees. Prior research, therefore, com-
monly conceptualizes Chinese foundations as operational nonprofits that resemble 
public charities more than endowment-driven grantmakers (Ni & Zhan, 2017; Wang, 
2022). At the same time, they differ from private non-enterprise organizations, which 
also provide services but typically operate at smaller financial scales and under less 
formalized regulatory and reporting requirements.

Chinese foundations provide a valuable setting for examining nonprofit investment 
income because they are asset-based organizations with relatively standardized finan-
cial reporting. Many maintain sizable accumulated assets and liquid balances that, in 
principle, could be allocated beyond routine operating needs, making financial invest-
ment a feasible option. National-level reporting requirements, which mandate that 
charities disclose annual financial reports on the official national platform, promote 
consistent transparency and enable the systematic analysis of investment participation 
and reported investment income.
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However, despite these advantages, relatively little is known about how Chinese 
nonprofits, including foundations, generate and manage investment income. Existing 
scholarship has largely focused on donations and government funding (e.g., Dong & 
Lu, 2021; Wang, 2022), leaving investment income relatively understudied. Legally, 
although the Charity Law and its implementing regulation, the Interim Measures on 
Charitable Organizations’ Investment and Asset Management, permit nonprofits to 
preserve and grow assets in “legal, safe, and effective” ways and prohibit certain high-
risk activities, such as directly purchasing stocks, substantial discretion remains in 
defining acceptable investment behavior. Some permitted channels include bank 
deposits and government bonds, or foundations may indirectly invest in riskier instru-
ments through services provided by licensed financial institutions. This discretion may 
be further complicated by periodic state intervention in China’s capital markets, which 
can shape perceptions of market risk and appropriate prudence for mission-oriented 
investors. In practice, regulators also vary in how they interpret and enforce expecta-
tions around permissible practices, risk oversight, and fiduciary responsibilities. This 
ambiguity limits both practitioner confidence and scholarly understanding, creating an 
important knowledge gap that this study seeks to address.

Hypothesis Development

We argue that nonprofits’ engagement in investment is shaped by both financial and 
political conditions. Drawing on the resource dependence theory, investment income 
can be viewed as a strategic response to external constraints, allowing organizations to 
increase discretion over resource use and reduce reliance on more restricted funding 
streams (Pfeffer & Salancik, 2003). However, pursuing investment income requires 
more than intent. It depends on whether organizations have enough slack to absorb risk 
and tolerate delayed payoffs and whether they have the governance capacity to manage 
investment decisions responsibly (Bowman, 2011; Calabrese, 2012). Accordingly, 
investment decisions reflect both the motivation to reduce dependence and the capacity 
to act. In this study, we focus on two financial conditions: financial autonomy and 
financial leverage. Financial autonomy shapes a nonprofit’s willingness to invest, 
while financial leverage limits its ability to do so. We also examine political connec-
tions. Institutional theory further suggests that investment behavior is shaped by legiti-
macy and regulatory support in regulated environments (Baum & Oliver, 1991). In 
China, ties to government factors may affect investment participation and investment 
income by reducing regulatory uncertainty and shaping what organizations perceive as 
feasible and acceptable financial behavior (Dong et  al., 2026; Wang, 2022; Zhan & 
Tang, 2016). Together, these financial and political conditions guide our hypotheses.

Financial Autonomy

Investment income is typically unrestricted, allowing nonprofits to allocate it across 
activities as needs arise. From a resource dependence perspective, nonprofits that face 
tighter constraints on their existing resources may have stronger incentives to pursue 
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investment income as a source of flexible funding. We use the unrestricted net asset 
ratio (unrestricted net assets divided by total net assets) to represent financial auton-
omy (Hung, 2021; Yermack, 2017). Nonprofit assets vary in the discretion they afford, 
often described as restricted versus unrestricted. Unrestricted assets are not bound by 
donor-imposed conditions and can be used for discretionary purposes, including 
investment. Restricted assets are designated for specific uses and cannot typically be 
reallocated without donor approval, which limits operational discretion. For example, 
Irvin and Furneaux (2022) exclude restricted funds from rainy-day reserves due to 
their limited availability during shocks. Calabrese (2012) similarly shows that non-
profits seek to build unrestricted assets to buffer uncertainty and strengthen resilience. 
Taken together, these arguments suggest that when organizations already have sub-
stantial discretion through unrestricted resources, they may feel less pressure to seek 
additional flexibility through investment income. Therefore, we hypothesize:

Hypothesis 1 (H1): Nonprofits with greater financial autonomy are less likely to 
engage in investment activities and tend to generate lower levels of investment 
income.

Financial Leverage

Resource dependence theory also emphasizes that organizational strategies are shaped 
not only by the desire to reduce external dependence, but also by the internal capacity 
to act. We use financial leverage, measured by the debt ratio, as an indicator of such 
capacity because it reflects the extent to which a nonprofit relies on borrowed funds to 
sustain operations (Lu et al., 2026; Yan et al., 2009). High leverage reduces discretion 
by committing resources to debt servicing and compliance with creditor expectations. 
It can also increase sensitivity to risk and liquidity needs, making nonprofits less will-
ing or able to pursue investments with uncertain or delayed payoffs. In such circum-
stances, organizations may prioritize liquidity and short-term solvency over longer-term 
income generation. Mayer et  al. (2014) conceptualize high debt as a constraint on 
financial planning and link it to greater revenue volatility and financial risk. This sug-
gests that heavily indebted nonprofits will be less likely to invest, and among those 
that do invest, their constrained flexibility may limit the amount of investment income 
generated. Therefore, we hypothesize:

Hypothesis 2 (H2): Nonprofits with greater financial leverage are less likely to 
engage in investment activities and tend to generate lower levels of investment 
income.

Political Connections

In addition to financial conditions, we examine political connections, defined as link-
ages between nonprofits and government entities (Tihanyi et al., 2019). In authoritar-
ian or transitional contexts like China, where legal frameworks and market 
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mechanisms are often underdeveloped, nonprofits operate within a constrained and 
ambiguous institutional environment. In this context, political connections can func-
tion as institutional capital that shapes how organizations navigate oversight and 
secure legitimacy (Baum & Oliver, 1991; Xin & Pearce, 1996). Such ties may reduce 
compliance burdens, facilitate access to state-controlled resources, and signal credi-
bility to donors and stakeholders (Haveman et al., 2017; Ni & Zhan, 2017; Wang, 
2022). These mechanisms are particularly relevant for investment activities because 
asset management is legally permitted, but operational guidance can be interpreted 
unevenly. Political ties may reduce the perceived regulatory risk, making organiza-
tions more confident that their investment activities will be viewed as compliant and 
prudent. Political connections may also support investment income through practical 
channels, such as improved access to financial intermediaries, better information 
about permissible instruments, or stronger credibility when engaging banks and asset 
managers. In sum, political connections may influence both investment participation 
and the level of investment income generated once an investment is made. Therefore, 
we hypothesize:

Hypothesis 3 (H3): Nonprofits with more political connections are more likely to 
engage in investment activities and tend to generate higher levels of investment 
income.

Method

Data and Sampling

This study draws on panel data from a random sample of Chinese foundations. The 
sample was selected from all foundations in mainland China that had submitted annual 
reports for 2022, the most recent year available at the start of our research. As of 
December 31, 2022, there were 9,139 registered foundations (Ministry of Civil Affairs 
of China, 2024), of which 7,830 had filed annual reports. Given practical constraints 
related to data access and sharing, we collaborated with the China Foundation Center 
and set a target sample size of 1,200 foundations for a 5-year panel.1 To ensure geo-
graphic representativeness, we allocated proportional quotas for each province, 
municipality, and autonomous region based on their share of the national foundation 
population. Within each region, foundations were randomly selected to form the final 
sample. Additional details of the sampling process are provided in Appendix A. 
Sampling was completed in December 2024. 

Using foundations’ financial and organizational data, we constructed a panel dataset 
covering 2018 to 2022.2 After data cleaning, the final sample includes 4,713 observa-
tions for 1,200 foundations over the 5-year period. Although 5 years may appear rela-
tively short, this panel structure allows us to examine within-organization variation and 
identify systematic predictors of investment participation and income using repeated 
observations, capturing underlying patterns rather than one-time fluctuations.
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Measurements

Dependent Variable.  We examine foundations’ engagement in financial investment 
through their total investment income. Given the significant skewness and zero-infla-
tion (72.2% of observations showing no investment income), we modeled this variable 
through a two-part lognormal hurdle approach (Hsu & Liu, 2007; Mullahy, 1986). 
This method explicitly separates the analysis into: (a) a binary component (investment 
participation) identifying whether foundations generate any investment income, and 
(b) a continuous component (investment income amount), where positive values 
undergo natural logarithm transformation to normalize their distribution, given that 
financial income measurements usually fit the log-normal distribution.3 This dual 
specification acknowledges that the decision to invest may involve different organiza-
tional processes than determining the scale of investment income.

Independent Variables.  Financial autonomy was assessed using the unrestricted net assets 
ratio, defined as unrestricted net assets divided by total net assets (Calabrese, 2012; Yer-
mack, 2017). Financial leverage was measured using the debt-to-equity ratio, calculated 
as total liabilities divided by net assets (Yan et al., 2009).4 Following prior studies on 
Chinese nonprofits (e.g., Ni & Zhan, 2017; Zhang, 2018), political connections were 
measured using a binary variable, indicating whether any members of the organization’s 
governing board were retired government officials (yes = 1; no = 0). 

Control Variables.  We included several control variables and applied hierarchical clus-
tering at the year and organization levels to account for unobserved heterogeneity in 
investment income. At the organizational level, we controlled for organization age 
and organization size (measured by the log of total staff) because both may influence 
financial conditions and strategic choices (Carroll & Stater, 2009; Wilsker & Young, 
2010). We also controlled for charitable expenditure (expenses dedicated to program 
and service delivery in logged form) to account for a foundation’s operational capacity 
and potential motivation to pursue investment income (Hwang & Powell, 2009). This 
variable also captures the financial scale that staff size alone may not fully reflect, as 
foundations with similar staffing levels can differ substantially in their program spend-
ing.5 In addition, we included donation income (logged) in the regression, recognizing 
the interaction between revenue sources and the dominant role of donations in Chinese 
foundation finance (Duquette, 2017; Hung, 2020). Finally, we included a dummy vari-
able for foundation type in the regression analyzing investment participation, distin-
guishing public foundations (coded as 1) from private ones (coded as 0), as only public 
foundations are authorized to raise funds from the general public.6

To characterize the panel structure underlying our random-effects specification, 
Appendix C reports the within- versus between-foundation variance decomposition 
for each time-varying predictor. To address the possibility that expenditure may be 
downstream from investment income, we also estimate robustness models, excluding 
charitable expenditure, from both the conditional and zero-inflation components of the 
model; the results remain substantively unchanged (see Appendix D).
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Modeling Strategy

To account for the large proportion of zeros in foundations’ reported investment 
income, alongside the continuous and positively skewed distribution among those 
with positive values, we employed a lognormal hurdle model (Hsu & Liu, 2007; 
Mullahy, 1986) using the glmmTMB package in R (Brooks et al., 2017). This approach 
is appropriate for semi-continuous outcomes where structural zeros and positive val-
ues arise from distinct processes, and the glmmTMB package allows the implementa-
tion of mixed effects models to account for the panel structure of our data. The hurdle 
model comprises two components. First, a logit model estimating the probability of 
observing a zero value (i.e., no investment participation), specified with a binomial 
distribution and logit link. Second, a lognormal model estimating the amount of invest-
ment income among foundations reporting positive values. The two-part model for-
mula is as follows:

1.	 Zero-Inflation Component (Logit):
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where i  indexes foundations and b i0  denotes foundation random intercepts; t indexes 
years and b t0  denotes year random intercepts.

Results

Descriptive Results

Table 1 presents descriptive statistics for the variables used in the analysis, with correla-
tions reported in Appendix B. On the dependent-variable side, investment participation 
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is limited, with only 1,289 observations (27.8%) reporting any investment income. The 
high share of zero-income cases (72.2%) indicates that investment is not a routine finan-
cial practice for most foundations. The overall investment income among all foundations 
is modest; the median log-transformed investment income is 0.00, while the mean is 
3.48, with a standard deviation of 5.74, indicating considerable dispersion. Among the 
subset of investing foundations, however, the distribution is more balanced; the log-
transformed investment income has a mean of 12.54 and a median of 12.45, with a 
standard deviation of 2.26.

For the independent variables, the sample shows relatively high financial autonomy 
(mean unrestricted net asset ratio = 0.80, median = 1.00) and relatively low financial 
leverage (mean debt-to-equity ratio = 0.02, median = 0.00). The leverage variable 
(debt-to-equity ratio) indicates that most foundations maintain relatively low levels of 
debt obligations, suggesting that comparisons between investment returns and debt 
costs are less likely to be a primary driver of investment decisions in this sector. 
Politically, among the 3,321 observations with available board data, 24.5% had gov-
ernment-connected board members. This suggests that political ties are selective and 
valuable rather than widespread.

Turning to the controls, foundations are relatively young (mean age = 6.98 years, 
median = 5.00) and modest in staffing (mean log total staff = 1.15, ≈3.2 full-time 
equivalents [FTEs]), although charitable expenditures are sizable (mean log value = 
12.41, median = 13.41). Donation income is both more common and more substan-
tial, with a mean log value of 11.25 and a median of 13.63, confirming its role as the 
dominant revenue source. Finally, the sample is dominated by private foundations 
(i.e., those without legal authorization to raise funds from the public) comprising 
3,823 observations (81.1%) compared with 814 public foundations. The predomi-
nance of private foundations in the sample reflects the overall composition of the 

Table 1.  Descriptive Statistics.

Variables M Mdn SD N

Investment participation 0 3,353
  1 1,289
Investment amount (log) 3.48 0.00 5.74 4,642
Financial autonomy 0.80 1.00 0.32 4,490
Financial leverage 0.02 0.00 0.05 4,544
Political connections 0 2,507
  1 814
Organization age 6.98 5.00 6.82 4,713
Organization size (log) 1.15 1.10 0.81 4,233
Charitable expenditure (log) 12.41 13.41 4.61 3,739
Donation income (log) 11.25 13.63 6.19 4,645
Foundation type Private (0) 3,823
  Public (1) 814
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Chinese foundation sector, where private foundations substantially outnumber public 
fundraising foundations and generally operate with smaller asset bases.

Regression Results

Table 2 presents the regression results, highlighting how financial and political factors 
influence foundations’ investment behavior. The analysis separates two dimensions—
the decision to invest (participation model) and the level of income earned among 
active investors (amount model). It is important to note that the participation model 
uses a logit specification to estimate the likelihood of observing a zero value (i.e., no 
participation in investment activities); so, the coefficients represent the log odds of 
non-participation.

First, regarding financial autonomy, foundations with greater levels of unrestricted 
assets were significantly more likely to abstain from investment. Specifically, those 
with higher unrestricted net asset ratios were 3.5 times more likely not to invest (odds 
ratio [OR] = 3.50, p = .026). However, among foundations that did invest, the level 

Table 2.  Hurdle Model Regression Results. 

Terms Participation model Amount model

Financial autonomy 1.252*
(.026)

−0.072
(.671)

Financial leverage 6.846*
(.030)

−2.242†

(.067)
Political connections 0.725

(.163)
0.436**
(.003)

Organization age −0.151***
(<.001)

0.045***
(<.001)

Organization size (log) −1.088***
(<.001)

0.138†

(.064)
Charitable expenditure (log) −0.242***

(<.001)
0.171***
(<.001)

Donation income (log) 0.005
(.863)

−0.013
(.186)

Foundation type (public = 1) −0.556
(.593)

—

Intercept 7.668***
(<.001)

11.437***
(<.001)

SD (Intercept year) 0.012 0.107
SD (Intercept foundation name) 4.822 0.599
Num. obs. 2,184
AIC 20345.3

Note. Coefficients in the participation model represent the log odds of non-participation; p values are in 
parentheses.
†p < .1. *p < .05. **p < .01. ***p < .001.
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of unrestricted assets did not significantly influence the amount of investment income 
generated (p > .1). These findings suggest that financial autonomy primarily affects 
the decision to engage in investment, rather than the income once investment takes 
place, offering partial support for H1.

Second, financial leverage was negatively associated with both the likelihood of 
investment participation and the level of investment income. A one percentage point 
increase in the debt-to-asset ratio was associated with a 7% higher likelihood of not 
engaging in investment activities (OR = e0.068 = 1.07, p = .030). Among those that did 
invest, higher leverage was linked to lower investment income; a one percentage point 
increase in leverage corresponded to a 2.2% decrease in investment income (β = 
−2.242, p = .067).7 These findings suggest that financial leverage constrains both the 
decision to invest and the capacity to generate income, supporting H2.

Third, the results for political connections show mixed effects. Foundations with 
government-affiliated board members earned notably greater investment income, with 
political ties linked to about 54.7% increase in investment income (β = 0.436, p = 
.003). However, the odds of not participating in investment activities were not signifi-
cantly affected by political connections (OR = 7.89, p = .163). These results suggest 
that while political affiliation may not drive the initial decision to invest, it enhances 
the foundation’s capacity to achieve higher income once investment activities are 
undertaken. These findings provide partial support for H3.

Several control variables also show interesting associations with the income out-
comes. Organizational age consistently facilitated investment activity; each addi-
tional year was associated with a 16.3% increase in the odds of participation (OR = 
1.163, p < .001)8 and a 4.5% rise in investment income. Organizational size showed 
more nuanced effects. Although larger organizations were more likely to invest (OR 
= 2.94, p < .001), the effect on investment income was also positive, increasing 
income by 13.8% (p = .064). Charitable expenditure positively influenced both out-
comes; a one-unit increase in logged expenditure raised the odds of investment par-
ticipation by 27% (OR = 1.27, p < .001) and was associated with a 17.1% increase 
in investment income (p < .001). Foundation type did not have any significant effect 
on investment participation.

Discussion

Understanding nonprofit investment income is increasingly important, as organiza-
tions seek more stable and flexible funding in the face of financial uncertainty. Unlike 
grants or donations, investment income provides discretionary resources that can 
enhance strategic autonomy and long-term sustainability. However, our knowledge of 
how and why nonprofits pursue investment remains limited, especially beyond large, 
well-endowed institutions (Bowman et al., 2006). This study contributes one of the 
first empirical analyses of nonprofit investment behavior among Chinese foundations, 
extending the literature beyond the elite nonprofit settings that have previously 
received the most attention.
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We find that participation remains limited, with most foundations abstaining from 
financial investment and those that do invest generating modest income. This suggests 
that investment has not yet become a routine financial practice in the sector. Several 
contextual factors likely contribute to this pattern. Chinese foundations operate in a 
relatively young sector, where many organizations have limited accumulated assets, 
along with still-developing governance and financial management capacity. In addi-
tion, regulatory ambiguity around nonprofit investments, together with a political cli-
mate that can be critical of wealthy or influential civic organizations, likely encourages 
conservative behavior and heightens sensitivity to reputational and compliance risks. 
Existing regulations, such as the Interim Measures for the Administration of Investment 
Activities for the Preservation and Appreciation of Charitable Organizations’ Assets, 
also impose accountability for investment losses in cases of regulatory violations or 
improper decision-making, which may further increase sensitivity to compliance risks 
and reinforce conservative investment choices. Under these conditions, foundations 
may prioritize liquidity and low-visibility financial practices over more active invest-
ment strategies. Taken together, these findings suggest that investment engagement 
reflects not only organizational strategy, but also the sector’s developmental stage and 
the broader political-regulatory environment in which foundations seek legitimacy.

Despite limited engagement and modest income, investment behavior among 
Chinese foundations varies widely. To understand this variation, we examine how 
financial and political conditions relate to nonprofits’ participation in investment 
activities and the investment income they generate. In doing so, the study extends a 
still-limited literature on nonprofit investment income by providing evidence from a 
state-regulated setting that has received little empirical attention.

First, variation in investment behavior is partly explained by financial autonomy. 
Drawing on the resource dependence theory, we expected organizations with greater 
discretion over internal resources to face less pressure to pursue investment income as 
a means of increasing flexibility. The results align with this view: foundations with 
higher levels of unrestricted net assets, our proxy for autonomy, are significantly less 
likely to invest. This suggests that organizations with greater discretionary control 
experience less urgency to seek alternative revenue through investment. However, 
among those that do invest, autonomy does not significantly affect the amount of 
investment income generated. This distinction underscores a key dynamic for invest-
ment income research; autonomy shapes the decision to engage in investment but does 
not translate into stronger financial outcomes once investing occurs.

Second, our findings show that financial leverage constrains both investment par-
ticipation and investment income. Resource dependence theory emphasizes that strat-
egy requires capacity as well as motivation. Higher debt burdens divert resources to 
servicing obligations, lower risk tolerance, and hinder long-term planning, making 
nonprofits less willing or able to pursue investments with uncertain or delayed pay-
offs. Consistent with this logic, more highly leveraged organizations are significantly 
less likely to invest and, when they do, they generate lower investment income. This 
pattern highlights that constraints tied to creditor dependence can limit nonprofits’ 
ability to use investment income as a feasible revenue strategy.
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Third, political connections are an important correlate of investment income among 
investing foundations. We find that foundations with government-affiliated board 
members earn significantly higher investment income, consistent with mechanisms 
such as reduced regulatory frictions, enhanced credibility with financial intermediar-
ies, or improved access to information. However, political ties do not significantly 
affect whether an organization chooses to invest. This suggests that legitimacy-related 
resources may be more consequential for investment outcomes once organizations 
invest than for the initial participation decision. While political connections are con-
text-specific, the broader implication for investment income research is that institu-
tional credibility can shape the effectiveness of financial strategies even when it does 
not determine adoption.

These results speak to the broader theory on nonprofit investment income beyond a 
single national setting. They highlight that investment income is shaped by at least two 
distinct processes, the decision to participate and the magnitude of income conditional 
on participation, and that the same organizational feature may matter for one process 
but not the other. They also clarify resource dependence mechanisms in the investment 
domain by separating incentives tied to discretion from constraints tied to debt. Finally, 
they suggest that institutional credibility can condition the financial outcomes of invest-
ment strategies even when it does not alter the participation margin. These mechanisms 
are likely relevant across contexts, although their observable indicators may differ.

These findings suggest several practical implications for nonprofit leaders and policy-
makers. Limited participation and modest investment income point to the need for clearer 
guidance and targeted capacity building to support responsible investment governance. 
The results on financial autonomy and leverage show that having more discretion over 
resources does not automatically lead to better investment outcomes, while debt burdens 
can constrain both participation and income. This highlights the importance of prudent 
debt management and effective investment oversight. The findings on political connec-
tions further suggest that institutional credibility may improve investment outcomes once 
organizations invest, underscoring the value of transparent governance and constructive 
engagement with regulators in supporting prudent investment strategies.

This study has several limitations that warrant caution in interpretation. First, the 
data does not include information on portfolio composition, investable asset balances, 
or specific investment strategies, limiting our ability to assess how investment choices 
influence outcomes and examine return rates. Second, while we focus on key predic-
tors, other factors such as board expertise, donor preferences, internal controls, and 
risk management practices may also shape investment behavior. For example, invest-
ment decisions may also be influenced by broader market fluctuations and policy 
interventions in China’s capital markets. While our models include year random 
effects to account for year-level variation in market conditions, future research could 
examine more directly how macro market dynamics interact with financial and politi-
cal conditions to shape nonprofit investment behavior.

Third, although we propose plausible mechanisms linking financial and political 
conditions to investment participation and investment income, our data does not include 
measurements that allow us to test these mechanisms directly. Fourth, the use of 
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observational data prevents causal inference; so, the associations we identify should not 
be interpreted as causal relationships. Finally, our findings are drawn from the Chinese 
nonprofit context, where regulatory frameworks, institutional norms, and financial 
practices differ from those in other countries, which may limit generalizability. Future 
research should address these gaps with more detailed data and comparative designs.

Conclusion

This study provides new empirical evidence on how Chinese foundations engage in 
financial investment, an understudied revenue strategy in nonprofit finance. Using panel 
data from 2018 to 2022, we show that investment participation remains limited and 
investment income is modest even among foundations that invest. We further find that 
financial and political conditions are associated with distinct aspects of investment 
behavior: financial autonomy is linked to lower participation, financial leverage con-
strains both participation and income, and political connections are associated with 
higher investment income among investing foundations. These findings suggest that 
nonprofit investment income reflects not only available resources, but also constraints, 
incentives, and institutional positioning. By examining investment income in China’s 
state-regulated nonprofit sector, the study broadens nonprofit finance scholarship beyond 
Western and elite institutional settings and points to the need for future research on how 
nonprofits use investment income across different organizational and national contexts.
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Notes

1.	 Data on Chinese nonprofits is difficult to access. We collaborated with the China Foundation 
Center (CFC), which enabled access to a random sample of foundations over 5 years rather 
than full population data over a longer period.
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2.	 All variables were provided by the CFC. Financial and organizational variables, includ-
ing investment income, were extracted from foundations’ annual reports. Board political 
connection information was compiled from the official platform for charities in China, 
Charity China (cishan zhongguo), and linked by CFC to the sampled foundations based on 
disclosed governance records.

3.	 There are 25 negative observations for total investment income in our dataset. We recoded 
the value to NA during the analysis.

4.	 To reduce distortion while retaining observations, we winsorized the data at the 5th and 
95th percentiles, following standard practices for handling extreme values in financial data 
(Duquette, 2017).

5.	 To address the possibility that charitable expenditure may be downstream from investment 
income, we re-estimated the models excluding charitable expenditure from both compo-
nents. Results in Appendix C are largely unchanged.

6.	 We included foundation type only in the investment participation model, reflecting both 
theoretical and technical considerations. Theoretically, foundation type (whether a foun-
dation can solicit funds from the public) may influence whether a foundation chooses to 
invest in pursuit of investment income, but not necessarily the level of income once it 
invests. Technically, including this variable also stabilizes model estimation and enables 
the identification of standard errors.

7.	 Since the investment income is on a log scale, the change in investment income with a one 
percentage point increase in leverage ratio is e−0.02242−1= −0.022.

8.	 e0.151 = 0.86, 1/0.86 = 1.163
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Appendix A.  Sampling Process.

Province/Registration location
Number of foundations 
with 2022 annual reports

Proportion 
(%)

Sample 
size

Anhui Province 176 2.2 27
Beijing Municipality 712 9.1 109
Fujian Province 483 6.2 74
Gansu Province 66 0.8 10
Guangdong Province 1,296 16.6 199
Guangxi Autonomous Region 90 1.1 14
Guizhou Province 62 0.8 10
Hainan Province 104 1.3 16
Hebei Province 459 5.9 70
Henan Province 125 1.6 19
Heilongjiang Province 87 1.1 13
Hubei Province 182 2.3 28
Hunan Province 229 2.9 35
Jilin Province 108 1.4 17
Jiangsu Province 448 5.7 69
Jiangxi Province 83 1.1 13
Liaoning Province 93 1.2 14
Ministry of Civil Affairs 209 2.7 32
Inner Mongolia Autonomous Region 151 1.9 23
Ningxia Autonomous Region 54 0.7 8
Qinghai Province 25 0.3 4
Shandong Province 322 4.1 49
Shanxi Province 152 1.9 23
Shaanxi Province 166 2.1 25
Shanghai Municipality 578 7.4 89
Sichuan Province 188 2.4 29
Tianjin Municipality 106 1.4 16
Tibet Autonomous Region 19 0.2 3
Xinjiang Autonomous Region 30 0.4 5
Yunnan Province 84 1.1 13
Zhejiang Province 858 11.0 131
Chongqing Municipality 85 1.1 13
Total 7,830 100.0 1,200
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Appendix C.  Within- Versus Between-Foundation Variance Decomposition.

Variable M
SD 
(overall)

SD 
(between)

SD 
(within)

% 
between

Financial leverage 0.020 0.048 0.039 0.028 66.4
Financial autonomy 0.797 0.319 0.298 0.112 87.6
Organization age 6.976 6.823 6.467 1.410 95.5
Organization size (log) 1.152 0.807 0.715 0.308 84.3
Charitable expenditure (log) 12.411 4.612 4.362 2.708 72.2
Donation income (log) 11.249 6.190 5.342 3.305 72.3

Note. The table reports time-varying predictors only; political connections is excluded as it is measured 
as a stable board characteristic and is time-invariant within the panel.

Appendix D.  Robustness Check Results. 

Participation model Amount model

Financial autonomy 1.843***
(<.001)

–0.083
(.554)

Financial leverage 4.807†

(.083)
–1.404
(.153)

Political connections 0.408
(.437)

0.423***
(<.001)

Organization age –0.161***
(<.001)

0.041***
(<.001)

Organization size (log) –1.208***
(<.001)

0.317***
(<.001)

Donation income (log) –0.046†

(.053)
0.001
(.854)

Intercept 6.089***
(<.001)

13.380***
(<.001)

SD (Intercept year) 0.000 0.145
SD (Intercept foundation name) 6.212 0.700
Num. Obs. 2,767
AIC 27362.2

Note. The robustness model using the full main specification did not converge, likely due to the 
complexity of the two-part lognormal hurdle model with many organization-level random effects. To 
achieve convergence, we omitted the foundation-type indicator from the participation component; this 
variable is not statistically significant in the main model. Coefficients in the participation model represent 
the log odds of non-participation. p values are in parentheses.
†p < .1. *p < .05. **p < .01. ***p < .001.


