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SUMMARY

During the last decades public scandals surrounding charitable nonprofit organizations have increased
public scrutiny and criticism. Inappropriate high executive compensation and excessive administration
and fundraising costs are among the many criticisms the public has. This has resulted in an increased
demand for accountability of charities and other nonprofit organizations. Accountability is related to
enduring public scrutiny. It includes both the hierarchical model of mandatory accountability and the
voluntary disclosure of performance related information of nonprofit organizations to various external
stakeholders of the organization. The essence of accountability is that the party accepting certain

responsibilities commits to account for the way it has acted and the results that were obtained.

The concept of accountability within economic literature often focuses on the asymmetrical
relationship between a principal and an agent. Principal-agency theory focuses on how principals can
hold agents accountable for performance that meets the principals’ expectations. The principal is
trying to get the agent to act in the principals’ best interest, but in many situations the interests of the
agent do not correspond with the interests of the principal and the principal might be uncertain as to
whether the agent adequately implements its wishes. Besides this general accountability issue, other
specific nonprofit accountability difficulties are related to identification of stakeholders, the
accountability mechanisms, what kind of information to be accountable for and to what extent should

they be hold accountable.

Accountability is a process of public disclosure on results and the way the organization contributes to
society. Reporting performance is necessary in order to be accountable for the organizations’
performance. Performance reporting is more difficult in nonprofit organizations than in for-profit
organizations since no profitability information can be communicated. Nonprofits therefore tend to
focus on other concepts to define performance; mainly efficiency, effectiveness, social value and
impact. The main theory on nonprofit performance is described in the Organizational Effectiveness
literature. Within the Organizational effectiveness literature the focus is mainly on effectiveness,
which can be defined as the level of results, referring to both outputs and outcome measures. Within
this literature several models defining effectiveness in different ways are described. One often
mentioned model is the goal-attainment model which emphasizes the attainment of organizational
goals. Difficulties in all effectiveness theories are related to their actual operationalization and

implementation in practice.

Recently impact assessment has been suggested as a way to measure nonprofit organizational
performance. This concept is related to the effectiveness concept of goal attainment, but goes one step

further and focuses on impact rather than mere outcomes.




Impact can be defined as ‘any change resulting from an activity, project, or organization. It includes
intended as well as unintended effects, negative as well as positive, and long-term as well as short-
term’ (Wainwright, 2003; Wainwright, 2002). Impact assessment entails both qualitative impact
demonstration and quantitative impact measurement. Using impact measurement as a performance
measure is also surrounded by difficulties as are effectiveness concepts. Difficulties arise both in
measuring the impact in a specific field of attention and in attributing part of the impact to a specific
organization. Impact measurement has been suggested mainly because of the meaningfulness of this
concept, as compared to traditional performance measures, it can be used as an original and

meaningful way to increase accountability.

In this thesis a first attempt is made to measure the impact of a specific Dutch nonprofit organization,
the Nederlandse Hartstichting (NHS). The impact of the NHS is estimated on the costs related to AMI
patients in the working population. This is done by first estimating the changes in the costs related to
AMI, the so-called change in economic burden. Direct health care costs and indirect non-health care
costs (i.e. productivity costs) are taken into account. Second, a specific part of this change in costs is
attributed to the NHS. The economic burden of AMI under the working population is estimated for
the Netherlands for the period 1980-2005. By looking at the factors behind the decline in economic
burden the impact of the NHS on this change of AMI-related costs is assessed.

The results of the case study show that the economic burden of AMI under the working age population
in 2005 was approximately 234,2 million euros. The costs of AMI would have been 331,0 million
euros if the incidence and death rates of 1980 would not have decreased in time and would still have
been the same in 2005. On the total decrease in economic burden the NHS has an impact of
approximately 7,55- 8,72 million euros, a relative contribution of 7,58- 8,76% This impact has been

attained by financing scientific research on AMI, prevention and education activities.
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1. INTRODUCTION

Are Dutch charitable nonprofit organizations failing to effectively and efficiently conduct their
activities and achieve their missions? Are the accountability mechanisms surrounding these
organizations not sufficient to prevent public scandals? During the last decades public scandals
surrounding charitable nonprofit organizations have increased public scrutiny and criticism. Scandals
in the United Stated were numerous, but have also affected the Dutch nonprofit sector. In 2004 the
Nederlandse Hartstichting (Netherlands Heart Foundation) was criticized for remunerating their CEO
with a salary of 170.000 euro, the highest salary ever for paid to a charity CEO within the Netherlands.
In the same year Artsen Zonder Grenzen (the Dutch variant of Medecins Sans Frontieres) paid a
ransom of half a million euro in order to set free an employee who was taken hostage in the course of
his job. In both these situations the public reacted shocked about the way these organizations spend
their money, money that in a sense belongs to all of us. Both organizations had to endure public
criticism and lost public trust, which resulted in the loss of volunteers and donators. Not only these
two organizations were faced with a decline in trust, it seems that public trust in charitable
organizations in general has decreased and a demand for increased accountability of these
organizations has risen (Ebrahim, 2003; Hoefer, 2000; Young et al., 1996). Distrust in one nonprofit
does also affect other nonprofits. Although a lot of people are still willing to support charities that
affect them personally or they think are serving important causes, even on the basis of limited
information, this support cannot be taken for granted. Public trust is fading and strong negative views
about the activities of these organizations are only partially offset by favourable opinions about the
aims and role of charities in society. The demand for increased accountability should be taken

seriously and cannot be ignored.

1.1. Problem definition

The research on nonprofit accountability has been incorporated in the research field of accountability
in general and is often related to ethics, internal management, organizational assessment and
performance measurement and reporting (Speckbacher, 2003; Campbell, 2002; Ospina et al., 2002;
Lawry, 1995). Within this research performance measurement and reporting to external stakeholders
of nonprofit organizations is central. Reporting information concerning the performance of the
organization is an important way to be accountable to external stakeholders. Considering that
nonprofit organizations have only limited resource availability and an increasing number of
organizations are competing for funding, accountability is important in order to survive. Reporting on
the performance of the organization can increase trust, loyalty and support of essential stakeholders.
This thesis addresses these accountability and performance measurement issues. Performance

measurement is looked at from an external accountability perspective.




The main research question that will be central within this thesis is the following:

How can nonprofit organizations improve their external accountability and in which way can

impact assessment contribute to this?

This research question demarcates a specific research area; although performance measurement in
general will be discussed the focus will be on impact assessment. As mentioned before this will be

discussed from an accountability perspective.

1.2. Scientific and practical relevance

It seems that a noble disposition and mere promises of nonprofit organizations are no longer sufficient,
outcomes and results are the criteria used by many stakeholders when criticizing charities. Next to the
increased demand for performance accountability in general, research focuses more and more on
extending performance measurement beyond the traditional emphasize on financial information. There
is a growing interest in developing tools to enable nonprofits to demonstrate the wider impact of their
work (Yates, 2004). Impact assessment in nonprofit organizations is one of the possible responses of
nonprofit organizations to increased external pressures from stakeholders. It is also a response to the
desire of various nonprofits for more meaningful performance measurement. Nonprofits can use
impact assessment not only as a mean to improve both internal and external accountability, but also as

a marketing tool and as a strategy instrument.

Impact assessment has only recently been connected with the nonprofit sector in a more practical way
(Yates, 2004; Collis et al., 2003; Wainwright, 2003; Wainwright, 2002). Before nonprofit literature
sometimes mentioned impact assessment, however few practical applications of this concept were
undertaken. Impact assessment was mainly used within the field of Health Impact Assessment (HIA)
and Environmental Impact Assessment (EIA) (Wood, 2007; Lewis, 2003; Muttamara, 1996). Within
the field of HIA the impact of government policies, programs and projects on public health are
estimated (Lewis, 2003). The purpose of EIA is to provide an analysis of the potential significant
environmental effects associated with different proposals for policy changes and projects (Wood,
2007). Impact assessment as an instrument to measure impact of nonprofit organizations is a rather
new and challenging research field that has not yet developed itself as strongly as the fields of HIA
and EIA have. In applying impact assessment in a practical case study an attempt is made to contribute

to the field of nonprofit impact assessment.




1.3. Methods

In order to answer the research question a literature review is conducted. The focus is on nonprofit
accountability and performance measurement and reporting. These issues will be connected and
compared with for-profit accountability and performance issues. Next a case study is conducted in
which an attempt is made to explore and quantify part of the impact the Nederlandse Hartstichting
(NHS) has on the Dutch society. Specifically, the impact the NHS has had on the Dutch societal costs
of return to work after myocardial infarction between 1980 and 2005 will be explored. This attempt is
made in order to go beyond traditional performance measurement and to measure the actual wider
impact the NHS has on the Dutch society. It is an attempt to use impact measurement in a practical
way that goes beyond merely describing the concept, process and difficulties of impact measurement
and actually applies impact measurement on a Dutch charity. Within the existing literature these

attempts have been limited (Wainwright, 2003; Collis et al., 2003).

1.4. Outline

The remainder of this thesis is structured as follows: Chapter 2 provides an overview of the existing
literature on nonprofit accountability. The concept and definition of accountability will be explained
and several specific issues related to nonprofit accountability will be examined. Finally, questions
concerning the desirable boundaries to nonprofit accountability are raised. Further theoretical insights
in nonprofit performance measurement and reporting for accountability objectives are discussed in
chapter 3. Here the difficulties of defining nonprofit performance will be discussed. The emphasize
will be on effectiveness as the defining criteria of performance and the content of Organizational
Effectiveness theory will be described and the difficulties in the operationalization of performance in
nonprofit organizations. At the end of this chapter impact assessment as a way to measure
performance that is recently under increased attention will be discussed. In chapter 4 an introduction to
the empirical case study concerning the NHS is given. Here the NHS is introduced; the organization,
mission, activities and the environment in which it operates are shortly described. Next a specific
research question for the case is presented and an outline is given on the scope of the case. A short
outline on the methods used in the case study is given here as well. Research results from the cost of
illness study are presented in chapter 5. Here the data used and the assumptions made in the
calculations are presented as well as the actual outcomes of these calculations. Chapter 6 presents the
results of the impact measurement. The methodology used and the assumptions made are described
and the outcomes of the impact measurement are given. Chapter 7 concludes, discusses the research

results and gives some recommendations for further research.




2. ACCOUNTABILITY OF NONPROFIT ORGANIZATIONS

In the last decades accountability and transparency have become major issues in the nonprofit sector.
All around the world nonprofits are increasingly confronted with rising public expectations and
frequent criticism on their results. Alleged failings of nonprofit organizations manifesting in self
dealing, inappropriate high executive compensation and excessive administration and fundraising
costs are among the many criticisms the public has. Occasional sensational stories in the media about
these abuses fuel public distrust and the demand for greater accountability (Ebrahim, 2003; Hoefer,

2000; Young et al., 1996).

2.1. Accountability

Within literature the concept of accountability is often used, however a clear definition seems to be
lacking. In the simplest way the term accountability means responsibility or liability, someone who is
accountable is responsible for something. The term accountability is also often used as “a concept
covering the institutions, techniques and language of performance measurement, reporting and
evaluation in public and private organizations” (Cutt and Murray, 2000). According to Lawry (1995)
accountability implies “a willingness to endure public scrutiny, an invitation for the public to
scrutinize the behaviors of the organization’s leadership.” This willingness to endure public scrutiny
is inherent to the case study presented in chapter 4 and following. By measuring the impact of the
NHS and reporting the results to the public at large, external stakeholders are given the opportunity to
scrutinize the NHS.

Accountability, the process of holding an individual, group of persons or an organization responsible
for its behavior and performance, cannot be clearly defined without further insight into the specific
context of the accountability relationship (Ebrahim, 2003). This relationship exists of at least two
parties; at least one party that allocates responsibilities and at least one party that accepts these
responsibilities. The essence of accountability is that the party accepting certain responsibilities
commits to account for the way it has acted and the results that were obtained. This is translated into
an obligation or the choice to disclose information. A complete accountability framework includes
information on both prospective and retrospective activities. Depending on the stage of the
accountability relationship the accountability manifests itself as information in plans, budgets,
performance reports and evaluations. However, disclosing and communicating information is not a
goal on itself, it concerns the process of generating and communicating information to support

evaluation and decision making of the party who receives the information (Cutt and Murray, 2000).
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Accountability relations can be distinguished between internal and external accountability
relationships (Ebrahim, 2003; Leat, 1996). Internal accountability can be defined as the means through
which individuals and organizations take responsibility for continuously shaping and scrutinizing
organizational mission, goals and performance. It exists of accountability relationships between
hierarchical levels within the organization (Ebrahim, 2003). Examples are individual employees
rendering account to their managers and managers rendering account to the Chief Executive Officer
(CEO). External accountability exists of rendering account from, often, the highest level of the
organization to external parties (Cutt and Murray, 2000). External accountability relationships include
the accountability of the CEO to the external governing body. Often the formal hierarchical model of
accountability has been extended by recognizing a broad range of constituents or stakeholders with an
interest in information disclosure (Cutt and Murray, 2000). Reporting to these external stakeholders is
often by choice were internal reporting mainly manifests itself within hierarchical relationships and is

more likely to be obligated.

Accountability relations exist within and around every organization. Governmental organizations, for-
profit businesses and nonprofit organizations all face obligations and expectations to disclose
information about their conduct and results. However, the accountability concept within nonprofits is
far more complex than the accountability of governmental and for-profit organizations. In this
research, accountability is defined to include both the hierarchical model of mandatory accountability
and the voluntary disclosure of performance related information of nonprofit organizations to various
external stakeholders of the organization (Cutt and Murray, 2000). Although the comprehensive term
‘nonprofit accountability’ is most often used within literature, the focus in this thesis is specifically on

the accountability of charities within the nonprofit sector.

2.2. Principal-agent theory

The concept of accountability within economic literature often focuses on the asymmetrical
relationship between a principal and an agent (Speckbacher, 2003; Ebrahim, 2003; Bogart, 1995).
Principal-agency theory focuses on how principals can hold agents accountable for performance that
meets the principals’ expectations (Brown and Moore, 2001). The principal is trying to get the agent to
act in the principals’ best interest. However, in many situations the interests of the agent do not
correspond with the interests of the principal and the principal might be uncertain as to whether the
agent adequately implements its wishes (Ebrahim, 2003). The general solutions to principal-agent
problems are to align the interests of the two parties or to monitor the activities of the agent. The
alignment of interests can be obtained by devising incentive schemes, for example performance-based
compensation of managers. In for-profit organizations managers are often rewarded with stock options
which are, because of the nondistribution constraint, for nonprofit organizations not possible.

However, other performance based contracts can still be used (Bogart, 1995).
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Monitoring the activities of the agent is another solution. The disadvantages of monitoring are that it
requires expenditure of valuable resources by the principal and may negatively influence the
incentives and motivation of the agent (Ebrahim, 2003; Bogart, 1995). Difficulties in creating effective
incentive schemes and monitoring causes risk for the principal. It can lead to underinvestment or to
avoid altogether a situation in which a principal-agent relationship comes into existence (Bogart,

1995).

From this perspective accountability may be defined as the principals’ right to require an account from
the agent and the right to impose sanctions if the account or the actions accounted for are inadequate
(Ebrahim, 2003; Leat, 1996). Describing nonprofits’ accountability in terms of principal-agency
theory is more complex than in case of for-profit organizations. In the principal-agency theory it is
generally assumed that only two parties are involved. However, in the situation of nonprofits often
there are much more principal-agent relationships that can be distinguished and need to be navigated,
making the accountability framework increasingly difficult (Benjamin, 2008). Monitoring systems and
incentive contracts are not easily applied within the context of nonprofits. A conventional argument is
that the nondistribution constraint of nonprofits removes part of the incentive for efficiency.
Considering that nonprofit managers cannot claim a part of the residual earnings, they will be inclined
to use their managerial skills less efficient (Galaskiewicz and Bielefeld, 2003). These and comparable
lines of thought can be an argument for using monitoring and incentive systems. Monitoring might be
difficult to transfer to nonprofit organizations though. Because of the lack of owners it is not clear who
should invest in monitoring activities. Besides this, defining tasks and learning whether these tasks
were performed properly is more difficult within a nonprofit organization (Speckbacher, 2003).
Incentive contracts require clearly definable and enforceable tasks and the results of these tasks need
to be captured by the incentive schemes, which causes difficulties in the situation of nonprofit
organizations (Speckbacher, 2003). On the other hand, it can be argued that managers of nonprofit
organizations need less monitoring and external incentives because they are more committed to their
organizations missions and do not have the tendency to behave opportunistically (Benjamin, 2008). In
practice it seems that this line of thought cannot said be true, as various scandals within the voluntary

sector seem to prove the opposite.

2.3. External accountability

For businesses the answer to the question to whom the organization is accountable is easy. For-profit
organizations are accountable to their owners. In the situation of nonprofit organizations the answer to
this question is not unambiguous. Nonprofit organizations are established for a wide range of purposes

and missions and often large number of stakeholders exist.
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The most evident external accountability relationship of nonprofit organizations include the
hierarchical accountability of the CEO to the governing body, which is the board of directors or board
of trustees, and the accountability to governmental and regulation institutions. These types of
hierarchical accountability are typically obligations framed within a legal context and those to whom
accountability is obligated generally have strong powers to act, restore and sanction after failure to

comply with their demands (Mordaunt, 2006).

External accountability for nonprofit organizations implies that external constituencies or groups to
whom the organization owes compliance are identified. Constituencies or stakeholders in this case
comprise those groups to which an organization perceives itself, or is perceived to be, accountable
(Wood, 1996). Often these accountability flows can be characterized as proactive or voluntary
accountability flows, rather than required accountability flows. Voluntary or offered accountability
results from the belief that the organization should in its actions and working methods consciously
seek to align itself with certain interest groups. Here the organization is not strictly obliged to be
accountable but chooses to be accountable (Mordaunt, 2006; Leat 1988). External stakeholders in case
of nonprofit organizations typically exist of the service recipients and their families, volunteers, public
and private funders, the city or community of which the organization is perceived to be a part of, the
media and the public at large (Balser and McClusky, 2005; Wood, 1996). Being accountable towards
these stakeholders is extremely important in gaining and sustaining public trust towards the

organization, specifically in the situation of charities.

2.4. Accountability mechanisms

It seems that, besides the image or public relations problem, nonprofit organizations need to deal with
a general lack in public confidence in the mechanisms available to hold a nonprofit organization to
account (Young et al., 1996). Nonprofit organizations are in a specific position; between the public
and private sector. In the private sector businesses are accountable to their shareholders and their
customers through market mechanisms. Public organizations are accountable to funders and users
through democratic political processes (Leat, 1996; Chisolm, 1995). In the literature on nonprofit

accountability difficulties arising from a lack of shareholders and democratic processes is central.

In theory nonprofit organizations are neither hold accountable by a flexible market mechanism or by
democratic political processes. But still, nonprofit organizations are accountable in multiple ways,
through government regulation, through the media and through the “markets” for clients, donors,
grants, volunteers and resources (Young et al., 1996). Formal (governmental) regulatory mechanisms
can be a way of holding a nonprofit organization accountable. Laws, codes and regulations can be

imposed by governments.
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A key aspect of regulation is the reporting requirements nonprofit organizations are facing. It can be
claimed that existing reporting mechanisms, particularly for charities, should be strengthened.
Suggestions have been made that charities should provide more comparative information. This would
increase transparency by making it possible to make comparisons between charities (NCVO, 2004).
Regulation in the form of strengthening accounting standards codified in company- or charity law and
more intensive oversight by keener watchdogs are other ways of increasing supervision over
nonprofits. However, it is questionable whether it is appropriate to hold independent organizations
accountable to such an extensive extent (NCVO, 2004). It can be argued that stricter regulation is
actually counterproductive focusing on short term achievements and meeting the administrative
requirements, rather than focusing on long term commitment and the actual achievement of the
mission (Lawry, 1995). Other issues at stake are the innovativeness, independency and autonomy of

the organization (Ebrahim, 2003).

The above described mechanisms are examples of external approaches to accountability. According to
Ebrahim (2003) external approaches, like laws and regulations, in themselves are inadequate as
mechanisms of accountability since they represent only a minimum common behavioral standard. He
claims that internal organizational mechanisms are just as relevant. Examples of these mechanisms are
creating clearer expectations, self-regulation, performance assessment, self-evaluation and
participatory decision processes (Ebrahim, 2003; Holland, 2002). On the part of nonprofit
organizations this desire to demonstrate their integrity, legitimacy and good practice has become
increasingly important (NCVO, 2004). Self regulatory schemes overseen by independent bodies can
increase public confidence in good practice. An example in the Dutch charity sector can be seen in the
quality mark given by the Centraal Bureau Fondsenwerving (CBF). The quality mark is given by the
CBF to Dutch charities that meet specific criteria related to supervision by the board, organizational
policy, funding information and communication, resource expenditure and accountability. The
charitable organizations are free to decide whether or not to apply for the quality mark, however 280

Dutch charities have actually applied and are currently authorized to use the CBF quality mark.

2.5. Accountable for what?

After the identification of institutions and stakeholders to whom the organization is obligated or
willing to render an account, the question arises what kind of information needs to be communicated.

Information of organizational strategy and conduct translated into budgets and plans and programs can
be part of the information communicated. Stakeholders are specifically interested in the question how
well the organization is serving the interests of their specific group of stakeholders (Bogart, 1995).
Nonprofits need to render account for the issues that the constituencies are most interested in; how
money is raised and spent, how much of their donations actually reach beneficiaries and what is

achieved (NCVO, 2004).
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For example, are foundations only passive intermediary through which philanthropy is channeled? Or
are foundations really able to use their limited resources effectively and to create social value (Porter,
1999)? In the end it is creating social value and achieving the mission of the organization for which

the organization is responsible and should be held accountable for.

Different types of accountability are distinguished regarding the question for what an organization is
held accountable. Leat (1996) distinguishes between fiscal accountability, process accountability,
program accountability and accountability for priorities. Fiscal accountability requires rendering an
account for the proper use of money, process accountability for the use of proper procedures, program
accountability for the quality of work and priority accountability for the choice of priorities and
relevance of their work (Leat, 1996). Ospina et al. (2002) distinguish between three aspects of
accountability by which an organization gets judged; accountability for finances, fairness towards
stakeholders and performance. Accountability for finances is concerned with the preparation of
financial statements. Accountability for fairness towards stakeholders is related to good faith and
setting standards of honesty, fairness and reasonableness. Accountability for performance, also
mentioned in the literature as results-based accountability, focuses on the actual results and

achievements of the organization.

In the last decades an increased demand for performance-based accountability can be seen (Campbell,
2002). This type of accountability focuses on the actual results and achievements of nonprofit
organizations. It focuses on results and consequences of actions undertaken in the past or the lack
thereof. In order to communicate information about the achievements of the organization it is
necessary to assess the results and outcomes. This raises questions how outcomes can be measured. If
organizations want to communicate information about their performance some definition of
performance should be formulated. The accountability that nonprofit organizations face does not
translate into clear expectations. Serving the public good can be interpreted in many ways, depending
on the specific group of stakeholders and their expectations. Because of the different expectations
stakeholders have, responsiveness to their varying and perhaps even conflicting expectations can raise
problems (Balser and McClusky, 2005). Definitions of ‘good performance” vary for different
stakeholders. The specifics of performance measurement as an accountability tool are described in

more detail in chapter 3.

2.6. The consequences of (not) being accountable

The central idea behind holding an organization accountable is that there are behavioral implications
(Cutt and Murray, 2000). Organizations communicate information to external stakeholders in order to
support them in decision making. For example decisions about whether to proceed, limit or end

donating to a certain charity organization.
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If an accountability framework has no real consequences on the programs- or individual level it would
be nothing more than a meaningless, costly administrative activity (Cutt and Murray, 2000).
Accountability comes with liability and liability indicates consequences. These consequences can be

both positive, e.g. rewards, and negative, like sanctions.

In situations in which stakeholders are satisfied with the account given by the organization this often
ensures the viability of the relationship, resulting in a continuing relationship. It is also possible that
organizations do not account at all for their activities and achievements or do account but those to
whom the organization is accountable are not satisfied. What are the decisions that can be made and
the sanctions that can be imposed by those to whom accountability is required? Strong accountability
requires both oversight and the likelihood of sanctions or adverse reactions (Ospina et al., 2002). Leat
(1996) distinguishes between three different types of accountability. First responsive accountability,
this is the weakest type of accountability, requirin