
m i ii^ui 

Research Papers 
Sponsored By 

The Commission on Private Philanthropy 
and PuMic Needs 

12 yiyccmi ncnaviora.! ^tiKiies 
/ ' i r oiinoaoons,. a net i..orDora.iieiis 

Department of the Treasury 

1977 





DEC 1 4 1977 
RC'P LIBRARY 

Research Papers 
Sponsored By 

The Commission on Private Philanthropy 
and PubHc Needs 

Volume III 
Special Behavioral Studies, 

Foundations, and Corporations 

Department of the Treasury 

1977 





COMMISSION ON PRIVATE PHILANTHROPY 
AND PUBLIC NEEDS 

John H. Filer, Chairman 

Leonard L. Silverstein, Executive Director 

William H. Bowen 
Lester Crown 
C. Douglas Dillon 
Edwin D. Etherington 
Bayard Ewing 
Frances Tarlton Farenthold 
Max M. Fisher 
Raymond J. Gallagher 
Earl G. Graves 
Paul R. Haas 
Walter A. Haas, Jr. 
Philip M. Klutznick 
Ralph Lazarus 

Herbert E. Longenecker 
Elizabeth J. McCormack 
Walter J. McNerney 
William H. Morton 
John M. Musser 
Jon O. Newman 
Graciela Olivarez 
Alan Pifer 
George Romney 
William Matson Roth 
AitheaT. L. Simmons 
Leon H. Sullivan 
David B. Truman 

Commission Staff 

Gabriel Rudney, Director of Research 
Jeanne Moore, Executive Assistant 

E. B. Knauft, Assistant to the Chairman 
Judith G. Smith, Editor 

Robert E. Falb, Co-Counsel 
Stuart M. Lewis, Co-Counsel 
Jerry J. McCoy, Co-Counsel 

Samuel H. Black, Co-Counsel 

Howard A. Bolton 
Wade Greene 
Waldemar A. Nielsen 

Consultants 

Stanley S. Surrey 
Adam Yarmolinsky 
Paul N. Ylvisaker 

James W. Abernathy 
Martin S. Feldstein 
Theodore J. Jacobs 
Porter McKeever 

Special Consultants 

Ralph L. Nelson 
John J. Schwartz 
Sally J. Shroyer 
Carlton E. Spitzer 

III 





CONTENTS 

VOLUME I 

HISTORY, TRENDS, AND CURRENT MAGNFTUDES 

Parti 

Commission on Mi^te Philanthropy and Public Needs 
Commentary on Commission Recommendations 

Donee Group Report ami Recommendations 

Page 

Commission on Private Philanthropy and Riblic N^ds 
Commentary on Commission Recommendations (1977) 3 

I Broadening the Base of Philanthropy 3 
Commission Recommendation 3 

1. That to increase inducements for charitable giving, all 
taxpayers who take the standard deduction should also be 
permitted to deduct charitable contributions as an 
additional, itemized deduction. 

Commentary 3 
Commission Recommendation 4 

2. That an additional inducement to charitable giving should 
be provided to low- and middle-income taxpayers. Toward 
this end, the Commission proposes that a "double 
deduction" be instituted for families with incomes of less 
than $15,000 a year; they would be allowed to deduct 
twice what they give in computing their income taxes. 
For those families with incomes between $15,000 and 
$30,000, the Commission proposes a deduction of 150 
percent of their giving. 

Commentary 4 
Commission Recommendation 5 

3. That income deducts! for charitable giving should be 
excluded from any minimum tax provision. 

Commentary 5 
Commission Recommendation 8 

4. That the appreciated property allowance within the 
charitable deduction be basically retained but amended to 
eliminate any possibility of personal financial gain 
through tax-deductible charitable giving. 

Commentary 9 



VI 

Page 

Commission Recommendation 10 
5. That the charitable bequest deduction be retained in its 

present form. 
Commentary . 10 
Commission Recommendation 10 

6. That corporations set as a minimum goal, to be reached 
no later than 1980, the giving to charitable purposes of 2 
percent of pre-tax net income. Moreover, the Commission 
believes that the national commission proposed in this 
report should consider as a priority concern additional 
measures to stimulate corporate giving. 

Commentary 11 
Improving the Philanthropic Process 11 
Commission Recommendation 11 

1. That all larger tax-exempt charitable organizations except 
churches and church affiliates be required to prepare and 
make readily available detailed annual reports on their 
finances, programs, and priorities. 

Commentary 11 
Commission Recommendation 16 

2. That larger grant-making organizations be required to hold 
annual public meetings to discuss their programs, 
priorities, and contributions. 

Commentary 16 
Commission Recommendation 17 

3. That the present 4 percent "audit" tax on private 
foundations be repealed and replaced by a fee on all 
private foundations based on the total actual costs of 
auditing them. 

Commentary 17 
Commission Recommendation 18 

4. That the Internal Revenue Service continue to be the 
principal agency responsible for the oversight of 
tax-exempt organizations. 

Commentary 18 
Commission Recommendation . 20 

5. That the duplication of legal responsibility for proper 
expenditure of foundation grants, now imposed on both 
foundations and recipients, be eliminated and that 
recipient organizations be made primarily responsible for 
their expenditures. 

Commentary 20 
Commission Recommendation 22 

6. That tax-exempt organizations, particularly funding 
organizations, recognize an obligation to be responsive to 
changing viewpoints and emerging needs and that they 



VII 

Page 

take steps such as broadening their boards and staffs to 
insure that they are responsive. 

Commentary 22 
Commission Recommendation , 24 

7. That a new category of "independent" foundation be 
established by law. Such organizations would enjoy the 
tax benefits of public charities in return for diminished 
influence on the foundation's board by the foundation's 
benefactor or by his or her family or business associates. 

Commentary 24 
Commission Recommendation 25 

8. That all tax-exempt organizations be required by law to 
maintain "arms-length" business relationships with 
profit-making organizations or activities in which any 
member of the orpnization's staff, any board member or 
any major contributor has a substantial financial interest, 
either directly or through his or her family. 

Commentary 26 
Commission Recommendation 28 

9. That to discourage unnecessary accumulation of income, a 
flat payout rate of 5 percent of principal be fixed by 
Congress for private foundations and a lower rate for 
other endowed tax-exempt organizations. 

Commentary 28 
Commission Recommendation 30 

10. That a system of federal regulation be established for 
interstate charitable solicitations and that intrastate 
solicitations be more effectively regulated by state 
governments. 

Commentary 30 
Commission Recommendation 34 

11. That as a federal enforcement tool against abuses by 
tax-exempt organizations, and to protect these 
organizations themselves, sanctions appropriate to the 
abuses should be enacted as well as forms of 
administrative or judicial review of the principal existing 
sanction—revocation of an organization's exempt status. 

Commentary 34 
Commission Recommendation 36 

12. That nonprofit organizations, other than foundations, be 
allowed the same freedoms to attempt to influence 
legislation as are business corporations and trade 
associations, that toward this end Congress remove the 
current limitation on such activity by charitable groups 
eligible to receive tax-deductible gifts. 

Commentary 37 



V I I I 

Page 

III A Permanent Commission 38 
Commission Recommendation 38 

That a permanent national commission on the nonprofit sector 
be established by Congress. 

Commentary 38 
Footnotes 38 

Private Philanthropy: Vital and Innovative or Passive and Irrelevant The 
Donee Group Report and Recommendations (1975) 49 

Introduction 53 
I The Basic Policy Issues 57 

The Perspectives of the Donee Group 57 
Commission Perspectives 60 

Perserving the Status Quo 60 
Failure to Assess Public Needs 62 
Fear of Government 62 
Excessive Confidence in Self-Regulation 63 

II Recommendations 64 
Improving the Philanthropic Process 65 

Limit Donor Control 65 
Broadening Membership of Governing Boards 66 
Staffing is Essential 67 
Expanded Public Information Requirements 68 
Annual Public Meetings 69 
Eliminate Expenditure Responsibility 69 
Federated Fund Raising: Non-Exclusive Access; Prevent 
Conflicts of Interest; Reduce "Effective Donor" Control . . . . 70 

Redefining the Donor Community 71 
Charitable Deduction: Tax Credit Available to Everyone; 
Optional Tax Credit 72 
Minimum Tax Required 73 
Charitable Bequests: Minimum Estate Tax Required 74 
Tax Gifts of Appreciated Property 74 
Charitable Tax on Corporations 75 
Allow Exemptions Only on Property Used for Charitable 
Purposes 75 

Government Regulation of Philanthropy 76 
Remove Exempt Organizations Function from I.R.S 76 
Congressional Oversight of Philanthropy is Necessary 78 
Limit Fund-Raising Cost 79 
Judicial Review of I.R.S. Determinations 80 
No Limits on Right to Receive Fees for Services 80 
Abolish the 4 Percent Excise Tax on Foundations 81 
Permanent Payout Rate of 6 Percent 81 

Exempt Organizations and the Public Process 81 
Remove Limitations on Lobbying 81 



IX 

Page 

Donee Accountability Requirements 82 
Prevent Private Profit from Charitable Activity 83 
Revenue Sharing 83 

Members of the Donee Group . 84 
Footnotes 85 

Partn 

History, Trends, and Current Magnitirfes 

Private Philanthropy and Public Needs: Historical Perspective Robert H. 
Bremner (1975) . . . . . . . . 89 

Introduction 89 
I The Roots of American Philanthropy 89 

II Pauperism and Poverty 94 
III The Gospel of Wealth and the Beginning of the Great Foundations. 99 
IV Philanthropy and/or Government . 103 

Activist for the Insane 104 
Philanthropy in the Civil War 106 
The Peabody Education Fund 108 

V Conclusion I l l 
Footnotes 113 

Private Giving In the American Economy, 1960-1972 Ralph L Nelson 
(1975) 115 

Introduction 115 
I The Growth In the Dollar Amount of Giving 116 

Philanthropic Product in the National Product 119 
The Quantity of Philanthropic Services Supplied to the Average 

American. 121 
II The Trend in Giving to Religion and in Giving to Purposes Other 

than Religion 122 
III Trends in Giving by Living Donors, 1960-1972 . 125 
Appendix . 130 
Footnotes 133 

The Scope of the Private Voluntary Charitable Sector Gabriel 
Rudney (1975) 135 

I Concept of Scope 135 
II Findings 136 
ill Measurement Concepts 138 
IV Estimating Methodology 140 



Page 

Financial Data from Form 990 Returns for Exempt Charitable, 
Religious, and Educational Organizations and Private Foundations/o/?/? 
Copeland (1975) 143 

Introduction 143 
I Summary of Tabulations 145 

Relationship of Foundation Data to Treasury Department Study 
for 1962 147 

II Distribution of Organizations by Asset Size 147 
Appendix 153 
Footnotes 154 

Results from Two National Surveys of Philanthropic Activity James N. 
Morgan, Richard F. Dye, and Judith H. Hybels (1975) 157 

Introduction . 157 
I An Overview of Giving 159 

Estimates of Aggregate Philanthropy 159 
Gifts of Money and Property 160 
Gifts by Donee 165 
Time Given to Charitable and Religious Organizations 167 
Volunteer Time by Activity and Organization 169 
Time Helping Friends, Neighbors, and Relatives Outside the 

Household 172 
Altruism as a Syndrome: The Complementarity of Time and 

Money Giving 173 
II Evidence on the Effects of Tax Policy 175 

Knowledge and Sophistication 175 
Attitudes 179 

Effects of Deductibility 179 
Stated Reasons for Changes in Giving 179 
Reports by Those Respondents Who Have Started or 

Stopped Itemizing • • • • 179 
A General Query 180 
Some "Iffy" Questions on Prospective Response to 

Changes in Tax Laws 181 
Summary of Knowledge and Attitudes 184 

Behavioral Evidence of the Effectsof Taxes on Giving 185 
Nondeductible Gifts 185 
Giving Beyond the Limit 185 
Giving Appreciated Assets 186 
Trusts, Foundations, and Charitable Bequests 188 
Private Foundations 189 
Past and Expected Change in Giving 191 
Tax Effects on Current Giving 192 
Combined Samples 195 
A Path Analysis 195 



XI 

Summary . 
III Other Motives and Competing Goals 

Expressed Motives 
Attitudes of Those Who Gave $100 or More 
Norms 
Personal Involvement 

Implied Motives 
Type of Donee 
Incentives for Giving Time and the Choice between 

Time and Money 
The Relationship between Time and Money Giving 
Summary of the Relationship between Time and Money Giving 

Tax Exemption of Property Used for Religious, Educational, 
or Charitable Purposes 

Other Motives for Giving Inferred from Correlations with 
Actual Giving 

Giving/Expected Related to Various Characteristics 
Background Factors and Dynamics 
Environmental Influences and Reference Groups 
Another Look at Variables Other Than Income, Age, 

and Education . . . . . 
Summary 

IV Summary and Recapitulation 
Tax Considerations . . . . . . . 
Other Factors 
Implications for Policy . . . . 

Appendix I: Sampling, Response Rates, Sampling Variability, and 
Possible Response Biases 

Appendix I I : The Estimating of Aggregates 
Appendix HI: The Relative Giving Variables 
Appendix IV: Codebook with Frequency Tables 
Footnotes 

Page 

197 
197 
198 
200 
203 
204 
207 
208 

209 
210 
215 

217 

217 
217 
219 
221 

221 
224 
224 
228 
230 
231 

233 
236 
246 
247 
322 

Employment and Earnings in the Nonprofit Charitable Sector 
T. Nicholaus Tideman (1974) 

Recent Trends in the Not-For-Profit Sector 
Dale L Hiestand (1975) 

The Size of the Voluntary Nonprofit Sector: Concepts and Measures 
Burton A. Weisbrod and Stephen H. Long (1975) . . . . . . . 

Introduction 
I Economic Output Versus Input 

H Some Alternative Measures . 
Volunteer Labor Services , 
New Estimates of Voluntary-Sector Money Flows , . . 

325 

333 

339 

339 
339 
342 
342 
343 



XII 

Nonprofit Organizations 
Private Foundations 

Ill Conclusions and Recommendations . . 
Appendix A . 
Appendix B: Sample of Tax-Exempt Organization Returns 

(IRS Form 990) 
Appendix C: Direct Government Grants to Voluntary Sector 

Education and Health Institutions 
Appendix D: Sample of Private Foundation Returns (IRS Form 990-PF). 
Footnotes 
Bibliography 

A Study of Religious Receipts and Expenditures in the United States 
Interfalth Research Committee of the Commission on Private 
Philanthropy and Public Needs (1975) . . 

Foreword 
I Summary Report 

Introduction . 
Diversity in the Religious Community 
Charity and Benevolence . . . . . 
Survey Methodology 
Projections 

Religious-Related Agencies 
Financial Receipts 
Nonsacramental Expenditures . . 

Congregations and Denominations . . 
Financial Receipts 
Nonsacramental Expenditures. . 
Contributed Services . . . . . . . . 

Composite Report 
Financial Receipts 
Nonsacramental Expenditures . . 

II Report on Protestant and Orthodox Qiurches 
Summary of Findings , 
General Description of the Protestant and Orthodox Communions 
Fund-Ralsing Procedures in the Denominations 
Fund Raising for Church-Related Institutions 
Attitudes Toward Giving . 
Survey Methodology 
Analysis of Data 

Income and Expenditures of Protestant and Orthodox 
Denominations 

National Bodies 
Regional Bodies 
Local Churches 

Page 

344 
348 
351 
352 

353 

356 
357 
358 
360 

365 

365 
367 
367 
368 
369 
369 
370 
371 
371 
373 
375 
375 
376 
378 
378 
378 
379 
380 
380 
381 
383 
384 
384 
385 
387 

387 
388 
390 
401 



XIII 

ties 

Contributed Services for Nonsacramental Activities 
National Church-Related Institutions 

III Report on Catholic Agencies and Parishes 
Catholic Agencies 
Catholic Parish Data 

Income 
Nonsacramental Expenditures . 
Contributed Services 
International Activities . . . . . 

IV Report on Jewish Agencies and Synagogues . 
Summary of Findings 
Federations and Related Agencies Acti 
Synagogue Activities 

Summary of Findings 
Survey Methodology . . . . . . . 
Income: Synagogues and Day Schools 
Expenditures: Synagogues and Day Schools 
Contributed Services 
International Activities . . . . . 

Synagogue Movement Report . . . . 
Reform: Union of American Hebrew Congregations (UAHC) 
Conservative: United Synagogue of America 
Orthodox: Union of Orthodox Jewish Congregations of America 

(UOJCA) and National Council of Young Israel (NCYI) 
V Report on Morman Activities 

Organization 
Financial Support 
Nonsacramental Activities 

Appendix: Interfalth Research Committee Questionnaire Form . . 
Footnotes 

Page 

407 
410 
411 
411 
421 
422 
424 
425 
426 
426 
426 
426 
430 
431 
432 
433 
434 
436 
436 
436 
436 
438 

439 
440 
440 
441 
441 
443 
450 

VOLUME 11 

PHILANTHROPIC FIELDS OF INTEREST 

Part I 

Areas of Activity 

Private Philanthropy and Higher Education: History, Current Impact, 
and Public Policy Considerations Ear/ F. Chelt and Theodore E. Lobman 
III (1975) 453 

Introduction 453 
I Private Philanthropy and Higher Education: Historical Perspectives. 453 

The Legacy of the Colonial Colleges 453 



XIV 

Page 

An Overview of the Private Role, 1636-1974 456 
Five Main Phases of the Private Philanthropic Role 461 

"Piety, Civility, and the Advancement of Learning," 
1619-1776 461 

Diversity and Change, 1776-1862 462 
Giving for Future Use and Sharing Leadership with 

Government, 1862-1902 463 
The Era of Organized and Professional Philanthropy, 

1902-1950 468 
Defining a Unique Role, 1950-1975 470 

II Comparisons of Federal and Private Philanthropic Expenditures 
in Higher Education 471 

Federal and Private Expenditures Compared 473 
Importance of Federal and Private Sources to Higher 

Education Purposes 475 
Importance of Federal and Private Sources to Different 

Types of Institutions 476 
Quality of Support 476 

III The Structure of Private Support of Higher Education 479 
Total Philanthropy and Higher Education 479 
Sources and Purposes of Private Support of Higher Education . . . . 479 

Sources and Preferences 481 
Sources and Reasons for Giving 485 
Sources and Size and Form of Expenditures 487 
Sources and Purposes 488 
Type of Institution 489 

Summary: The Form of Philanthropy Implies Its Importance . . . . 490 
IV Private Philanthropy and Public Policy 491 

The Need for Private Support of Higher Education 492 
The Functions of Private Philanthropy 492 
Philanthropy, Tax, and Education Expenditure Policy 494 
A Framework for Policy Analysis 495 

Increased Tax Incentives for Philanthropy 496 
Decreased Tax Incentives for Philanthropy 496 
Decreased Tax Incentives and Decreased Federal 

Expenditures 497 
Decreased Tax Incentives and Increased Federal 

Expenditures 497 
New Federal Expenditures and the Nine Functions 498 

V Evolving Role of Private Philanthropy 501 
Appendix: The Federal Role in Higher Education 504 
Footnotes 507 
References 510 



XV 

Page 

Philanthropy in Higher Education: Its Magnitude, Its Nature, and Its 
Influence on College and University Finance Hans H. Jenny and Mary 
Ann Allan (1975) 515 

Introduction 515 
Summary and Findings 516 

I The Magnitude of Philanthropy in Higher Education 519 
Who Receives Philanthropic Support? 519 
What Does Philanthropy Support? 524 

11 What Is and Has Been the Influence of Voluntary Support on 
the Financial Health of Educational Institutions? . . . . . . . . . . 535 

Inflation and Higher Education 536 
The Need for Capital 540 
The Student's Ability to Pay: The Tuition Gap 543 
Private Philanthropy and Financial Distress in Institutions 

of Higher Education . 547 
III Some Speculations on the Future Impact of Private Philanthropy 

in Higher Education . 552 
General Uncertainties 552 
Uncertainties that Pertain to the Tax Reform Movement 553 
Uncertainties Concerning Who Finances and Who Shall Receive 

Trusts 556 
A Question of Political Philosophy and of Incentives 557 

Appendix A: Listing of Carnegie Commission Classification of 
Institutions 559 

Appendix B: Summary of Materials Received from Responding 
Institutions 560 

Appendix C: Listing of the Three Samples of Institutions 578 
Appendix D 581 
Appendix E . . . . . . . 586 
Footnotes 592 

Philanthropy, Public Needs, and Nonpublic Schools Do/?a/£//4. Erickson 
(1974) 595 

Introduction . 595 
I Public Benefits 596 

II The Current Prospect 598 
ill Ameliorative Strategies 600 

Strategy 1: Public Aid . . . 600 
Strategy 2: Interpret "Charitable Donations" Liberally 601 
Strategy 3: Tax Credits or Deductions for Fees . . . . . . . . . . . . . 601 
Strategy 4: Education Vouchers 602 
Strategy 5: "Private" Options in Public Schools 604 
Strategy 6: Fee-Derived Support in Public and Nonpublic Schools. . 606 



XVI 

Page 

IV Summary and Conclusions 607 
Appendix 608 
Footnotes 610 

The Nonpublic School and Private Philanthropy Robert L Lamborn, 
Gary Potter, and Al H. Senske (1974) 619 

Introduction . 619 
I The Dimensions of Private Elementary and Secondary Education. . 619 

Enrollment and Classification 619 
Financial Dimensions 620 

II The Public Purposes of the Nonpublic School 620 
III Philanthropy and Its Relationship to the Nonpublic School 622 

Sources and Amounts of Philanthropy. 622 
Philanthropic Support for Research and Program Development . . . 623 

IV Analysis of Financial Operations and Philanthropic Support 624 
Financial Operations 624 
Philanthropic Support 628 
Patterns of Giving , 628 

V Conclusion , 629 
Footnotes 630 

The Role of Private Philanthropy and Public Support of Science in the 
United States Caryl P Haskins (1975) 631 

Introduction 631 
I Applied Science Versus Theoretical Science 632 

Pioneering Science and Technological Progress 634 
II Public Versus Private Support of Science 635 

The Historical Record 635 
The Magnitude and Distribution of Public and Private Support . . . 637 
A Shared Mission 638 

The Changing Role of Private Philanthropy in Health Affairs Robert J. 
Blendon (1975) 639 

Introduction 639 
I The Changing Role of Philanthropy 641 

II Philanthropy Today 645 
III Health Philanthropy Tomorrow 650 
Appendix 653 
Footnotes 654 

Some Aspects of Evolving Social Policy in Relation to Private 
Philanthropy Wilbur J. Cohen (1975) 657 

Introduction 657 
I Social Policy and Philanthropy 658 

Trends in Social Policy 659 



XVII 

Page 

Preventive Services 659 
The Need for Private Voluntary Organizations 660 

Financing to Meet Demand 661 
State Responsibility 662 
Purchase of Services 662 

II Opportunities for Private Philanthropy to Meet Urgent Needs 
of the Next Decade 662 

Early Childhood Education 662 
Community Education Programs 663 
Emergency Social Services 665 
Services for the Aging 665 
An Agenda for Private Philanthropy 667 

III Preparing for Growth in Social Services 668 
A Council of Social Advisers 668 
Social Indicators 668 
Financial Planning 669 

The Congressional Budget 669 
The Planning of Public and Private Spending 669 
Need for Analysis of Philanthropic Expenditures 670 

A New Role for the Private Sector 670 
Evaluation 670 
Voluntarism 671 
Funding Patterns 671 

A Role for Meeting Local Needs 672 
Appendix A: Federal Grants to States for Social Services: 

Title XX of the Social Security Act 673 
Appendix B: Public and Private Expenditures for Health, Education, 

and Welfare 674 
Footnotes 674 

Some Aspects of Private Philanthropy in Relation to Social Welfare 
Ellen Winston (1975) 677 

Introduction 677 
I The Financing of Voluntary Social Welfare 678 

II Sorting Out the Public and Private Role in Social Welfare 
Support 687 

III Administrative Problems 688 
Financial Aspects 688 
Other Concerns 690 

IV The Future 692 
Appendix A: The Problem of Defining Social Welfare 693 
Appendix B: Examples of Foundation Support for National Voluntary 

Social Welfare Agencies 694 
Footnotes 695 



XVIII 

Page 

The Voluntary Social Agency Experiments, Innovates, Demonstrates, 
and Influences Public Social Policy: The Community Service Society of 
New York, 1930-1970 yosep/? L Vigilante and Ruth Kantrow (1974). . 697 

Introduction 697 
I A Brief History of The Community Service Society 698 

Functions of the Voluntary Social Agency 699 
II Themes of Service and Activities of the Community Service 

Society 700 
Responsiveness to Community Needs 701 
Innovation and Experimentation 703 
Emphasizing Quality Rather Than Quantity of Service 704 
Mobilization of the Community to Address Social Problems 705 
The Monitoring Function 706 

III Findings and Recommendations 707 
IV Summary 710 
Footnotes 711 

A Report on the Arts Caroline Hightower, for Associated Councils of 
the Arts (1975) 713 

Introduction 713 
I The Need for the Arts 714 

i l Why the Arts Are in Financial Trouble 715 
The Critical Mix of Private and Public Support 716 
The Need for More Information to Aid the Industry and 

Inform the Public 717 
III Expenditures of Arts Organizations 718 
IV Income of Arts Organizations 719 

The Earnings of Arts Organizations: When Success Doesn't 
Pay for Itself 719 

Private and Government Funding: An Important "Mix" 
with Roles Unresolved 721 

Contributions from Individuals 722 
National Foundations 723 
Local Foundations 724 
Corporate Support 724 
Community Arts Councils 725 
Government Support 725 

V In Summary 727 
Appendix A 728 
Appendix B: The Cash Reserve Program of The Ford Foundation; 

The Dance Touring Program of the National Endowment 
for the Arts; Cincinnati: A Successful Fund-Raising 
Campaign 728 

Appendix C 732 



XIX 

Page 

The Role of Philanthropy In the Environmental Field: Preservation of 
Natural Lands and Historic Properties Janet Koch with Thomas W. 
Richards (1975) 735 

I Some Reasons for Preservation 735 
Wilderness and Wild Things 735 
Remnants of History 736 

il Public Actions and Private Organizations 736 
Government Programs 736 
Private Efforts 738 

III Private Initiatives 738 
Acquiring Land 738 
Preserving History 740 
Guarding What We Have Saved 741 

IV Changing the Tax Code 742 
Gifts of Property 742 
Matching Governmental Appropriations 744 
Tax Changes for Environmental Protection 744 

V Speculating Costs 745 
Inventories 745 
Acquisition 745 
Guardianship 746 
Maintenance 747 

Appendix A: Government Programs 747 
Appendix B: Private Organizations 749 
Footnotes 751 

The Role of Private Philanthropy in Relation to Environment-Pollution 
Blair T Bower (1975) 753 

I Definition of Sector 753 
II Evolution of Private Philanthropic Activity in the 

Environment Sector 753 
ill Role of Private Philanthropy in the Sector Environment-Pollution . 754 

Research 754 
Monitoring Implementation 756 
Summary 757 

Appendix 757 

Philanthropic Activity in International kfizirs Adam Yarmolinsky (1975) 761 

Introduction 761 
I Private Foreign Aid 763 

A Little History 763 
The Shape of Private Foreign Aid Today 767 

Disaster Relief 769 



XX 

Page 

Refugee Relief 769 
Food Aid 769 
Development Assistance 771 

Why Private Foreign Aid? 774 
The Legal Issues 778 

II International Affairs Education and Research 779 
University Programs 780 
Independent Research Institutions 785 
International Affairs Education Outside the University 787 
Common Problems 790 

Footnotes 792 

Private Philanthropy and Public Affairs Jane H. Mavity and Paul N. 
Ylvisaker (1975) 795 

Introduction 795 
I Concepts, Categories, and Cases 797 

Public Affairs as Process 797 
Philanthropy as a Private Version of the Legislative Process 798 
Philanthropy as a Private Version of the Administrative Process . . 798 
Philanthropy as a Social and Political Process 799 
Philanthropy as Historical Process 800 
Public Affairs as a Philanthropic Category 800 

Four Principal Purposes of Public Affairs Giving 802 
Concluding Note 810 

II Historical Perspective 811 
Overview 811 
Early Philanthropists in Public Affairs 811 
Foundations in Public Affairs 811 
Public Affairs Philanthropy in the 1960s . . . . . . . . . . . . . . . . . . 814 
A Note on Current Trends 815 

III The Logic and Counterlogic of Philanthropy's Role in 
Public Affairs 816 

Introduction 816 
The Logic of Private Philanthropy in Public Affairs 816 
Counterlogic and Resistance to Private Philanthropy's 

Intervention in Public Affairs 819 
IV The Tax Reform Act of 1969, and After: "Bringing Logic 

and Counterlogic Together". 822 
TRA's Impact on Philanthropic Practice 822 
TRA and the Question of Public Accountability 824 

V After 1969 - An Intermediate View 825 
Issue #1: Should the congressional charter of private philanthropy 

(the Tax Reform Act of 1969) be rewritten In more affirmative 



XXI 

Page 

terms, to encourage greater and livelier use of American 
philanthropy's potential? 825 

Issue #2: Is the contribution of private philanthropy to public 
affairs worth the loss of public taxes Involved In getting it? . . . 828 

Issue #3: Is private philanthropy prepared to engage in public 
dialogue and deal with the gut-level questioning of Its value and 
effectiveness? 829 

Concluding Note 829 
VI The Broader Context and the Longer Range 830 

The Language Barrier 830 
The Problem of Narrow Perspective: The Tax Peephole 830 
Question: Should Philanthropy be Further—or at all— 

Associated with Favored Tax Treatment? 831 
Question: What are the Touchstones for Deciding? 831 
Question: Are Philanthropy's Sources of Support In 

Proper Balance? 832 
Tensions and Trade-Offs Between Private Giving and 

Governmental Support 833 
Resolution: Long-Term Prospects and Concerns 833 
In Benediction 835 

Footnotes 835 

A Survey of the Voluntary Action Center Network National Center for 
Voluntary Action (1975) 837 

Issues and Problems Facing the Voluntary Sector: A Survey of 
Leadership Opinion Gordon Manser (1975) . 

Introduction 
I Survey Findings 

Public/Voluntary Relationships . 
Revenue 
Federal Tax Policy 
How the Voluntary Sector wi 
Citizen Participation . . . . 
Better Understanding . . . 
Better Management 
Foundation Responsiveness 
Planning 
Accountability 
Conclusion II 

Respond 

The Voluntary Sector: Problwns and Challenges Pablo Eisenberg (1975) 853 

Introduction 
I The Expanding World of Private Organizations . . 
II The New Federalism and Government Power . . . 

843 

843 
845 
845 
847 
847 
848 
848 
849 
850 
850 
850 
850 
851 

853 
854 
855 



XXII 

Page 

The Need for Community-Based Organizations 857 
National Problems and the Need for National Organizations 858 

III The Foundations and Their Priorities 859 
The Responsibilities of Other Voluntary Organizations 860 

IV Relationship Between the Private and Public Sectors 861 
Research Needs 863 

A Study of the Quantity of Volunteer Activity of United Way and Its 
Member Agencies United Way of America (1974) 865 

Introduction 865 
I Basic Data 867 

II Estimation of Total Volunteer Hours 868 
III Findings 869 

Relationship of Program Service to Auxiliary Time 869 
Ratio of Volunteer to Paid Professional Time 870 
Volunteer Time and Community Size 871 
Program Service Intensity 871 
Allocation of Manpower 872 

Appendix: List of Cities Participating in Study 874 
Footnotes 875 

A Philanthropic Profile of Four Cities: Atlanta, Cleveland, Des Moines, 
Hartford (1975) 

Summary Institute of Public Affairs, Inc 877 

Private Philanthropy in Metropolitan Atlanta The Institute for Social 
Research, Inc 883 

I Private Nonprofit Agencies in Atlanta 883 
Private Colleges and Universities 884 
Private Primary/Secondary Schools 885 
Private Recreation Agencies 885 
Hospitals 887 
Other Health Services 887 
Social Services 889 
Cultural Institutions 890 

11 Granting Practices of Foundations in Atlanta 891 
Construction and Program 891 
Capital Expansion Fund Recipients 891 
Program Grant Recipients 891 
Foundation Philosophy and Direction 892 
Granting Practices of Foundations 893 

III Granting Practices of Corporations in Atlanta 895 
Construction and Program 895 
Capital Expansion Fund Recipients 896 



XXIII 

Page 

Program Grant Recipients 896 
Granting Practices of Corporations 897 

A Philanthropic Profile of the Cleveland Metropolitan Area, Human 
Services Design Laboratory 899 

Survey Methodology 899 
I Cleveland Philanthropic Profile: Recipients' Source of Income . . . 900 

Findings 901 
General Breakdown of Income Sources 903 
Breakdown of Income Sources by Individual Category 909 

Education 912 
Cultural Affairs 912 
Health 913 
Social Services 915 
Civic Affairs. 917 

II Cleveland Philanthropic Profile: The Recipients' Viewpoint 917 
Findings 919 

Funding Trends 919 
The Role of Volunteers and Impact of Funding Sources 

on Their Involvement 919 
Impact of Funding Sources on Agency Operation 919 
Responsiveness of Funding Sources to Public Need 920 

Conclusions 921 
III Cleveland Philanthropic Profile: Donor Allocations . 923 

Findings 923 
IV Cleveland Philanthropic Profile: The Donors' Viewpoint 925 

Findings 928 
How Have Local Patterns of Philanthropy Changed 

in the Past Two to Three Years? 928 
Are Local Mechanisms for Setting Priorities 

Satisfactory and Do They Provide Adequate Community 
Involvement? 930 

Are Local Foundations Meeting Their Responsibilities 
to the Community? 930 

In What Areas of Human Services Should Foundations 
Have Greater Financial Involvement? 931 

How Has Government Support of Human Service Organizations 
Affected Philanthropy In the Cleveland Metropolitan Area?. 932 

What Would Be the Impact of Changes in Federal Tax Laws 
Affecting the Deductibility of Charitable Donations? . . . . 933 

What Is the Nature and Extent of Non-Financial Philanthropic 
Efforts and How Are They Related To Opportunities and 
Incentives for Financial Philanthropy? 933 

V Summary and Conclusions 934 



XXIV 

Page 

Philanthropic Profile of Metropolitan Des Moines United Way of 
Greater Des Moines, Inc 937 

Survey Methodology 937 
I Survey Findings 939 

i I Financial Data 942 
Corporations and Foundations 948 
United Way 950 
Five Large Organizations 952 

Philanthropic Profile of the Connecticut Capitol Region The 
Community Council of the Capitol Region 953 

I Agency Fiscal Survey 953 
II The Agency Perspective 953 

Findings 954 
Trends in Public Funding 956 
The Voluntary Role and the Impact of Funding Sources 

on Volunteer Involvement 957 
Impact of Funding Sourceson Agency Operations 957 
Responsiveness of Community Funding Sources to 

Public Need 957 
The Role of the Private Sector Agency 958 

III Fiscal Survey of Private Funding Organizations 958 
IV The Funders' Perspective 959 

The Effect of Tax Laws on Philanthropic Contributions 962 
The Role of Philanthropic Money 962 
Philanthropic Giving and Public Priorities 962 

The Anatomy of Giving: Five American Cities (1975) 

A Preface Bice Clemow 963 

Search for the Bridge: The Stand-Off Between City Hall and "Five 
Points" in Atlanta Bice Clemow 969 

Cleveland: Faint Halo Around a Solid Tradition of Giving Robert S, 

Merriman 985 

Private Philanthropy in Des Moines Calvin Kentfield 995 

Money Above, Action Below: Philanthropy in Hartford Vivian Gornick. 1003 

Passing the Buck: Philanthropy in San Francisco/oc/? Shepherd 1017 



XXV 

Page 

Partn 

Additional Perspectives 

An Agenda for the Future 
Reynold Levy and Waldemar A. Nielsen (1975) 1029 

Introduction . 1029 
I The Need for Information, Analysis, and Ideas 1030 

Special Problems and Needs of the Social Action Movement 1031 
The impacts of Stag-Flation on the Private, Nonprofit Sector . . . . 1033 

II The Need for New Approaches to the Intensifying Issues 
at the Interface with Government. 1034 

The Fearful Assymetry 1035 
The Obscure Limits to Interpenetration 1037 
The Task of Role Clarification 1038 
Government Contracting and Grant Making—the Crucial 

Transactions 1041 
The Need for Structural Reforms in Government 1043 

The Executive Branch . 1043 
The Role of Congress 1046 

III The Need for Overhauling and Reinforcing the Third Sector 1047 
The Need for More Resources 1050 
Stimulating Private Giving 1051 

Individual Giving 1051 
Corporate Philanthropy 1052 

Generating Greater Government Support 1054 
The Need to Broaden Public Support and Participation . . . . . . . . 1056 
Some Reasons for Hope 1061 

IV The Need to Create a New Public Foundation for the 
Private Nonprofit Sector 1064 

Footnotes 1065 

Public Needs, Public Policy, and Philanthropy: An Analysis of the Basic 
Issues and Their Treatment by the Commission on Private Philanthropy 
and Public Needs Thomas R. Asher (1975) . 1069 

Introduction 1069 
I Public Needs: An Overview 1072 

11 The Evolution of America's Egalitarian Values 1073 
III Qtizen Empowerment: The Public Need Addressed by 

the Public Interest Movement 1075 
Leverage In Philanthropic Giving 1076 
The Movement for Political Equality 1076 
Financing Citizen Empowerment 1081 

IV Conclusion 1085 
Footnotes 1089 



XXVI 

Page 

Values, Voluntary Action, and Philanthropy: The Appropriate 
Relationship of Private Philanthropy to Public Needs David Horton 
Smith (1975) 1093 

Introduction 1093 
I Values and Needs, Public and Private 1094 

11 Basic Public Needs 1096 
Physical and Mental Health 1096 
Economic Weil-Being 1097 
Justice, Security, and Freedom 1097 
Education and Communication 1098 
Science, Technology, and Inquiry 1098 
Religion, Philosophy, and Idealism 1098 
Peace and Social Integration 1099 
Esthetic Experience, "Culture," and Entertainment 1099 
Leisure and Recreation/Relaxation 1099 
Emotional Expression and Interpersonal Relations 1100 
Participation, Involvement, Efficacy, and Power 1100 
Ecological Balance and a Decent Environment 1100 
Social Welfare and Social Services 1100 
Social Change and Adaptation 1101 
International Perspective and Relations 1102 

III Validity of the Public Needs List 1102 
Relation to Implicit Filer Commission Public Needs List 1104 
Relation to Filer Commission Final Report and Recommendations 1107 

Philanthropy and the Powerless 
Sarah C. Carey (1975) 1109 

Introduction 1109 
New Trends in Giving to the Powerless 1111 
Philanthropic Assistance to the Powerless: What Tactics Work . . . . 1114 

I Changing the Economic Plight of the Poor 1116 
Advocacy for the Poor 1117 

The Welfare Rights Movement 1117 
Hunger and Malnutrition 1120 

Cooperatives, Community Development, and Minority Business.ss . 1122 
Corporate and Rural Programs 1122 
Minority Business and Urban Economic Development 1123 

II Grants to Mexican-Americans and Indians 1124 
Mexican-Americans 1124 

Mexican American Legal Defense and Education Fund 
(MALDEF) 1125 

Organizers and Community Developers 1125 
Attitudes of Chlcano Grantees 1128 



XXVII 

American Indians 
The Powers of the Tribe 
The Rights of Indians Without Tribal Status . . . . 
The Protection of Tribal Land and Resources . . . 
Education and Culture 

III Political Participation and the Reform of Governmental 
Institutions 

Voting Rights and Voter Education 
School Finance Reform 

IV Revitalizing Rigid Institutions to Serve Their Clients 
or Members 

Union Reform: The Case of the United Mineworkers . 
V A Special Look at Church and Corporate Giving 

The Churches 
Special Funds . . . . . . . 
General Welfare Support 
Peace Activities 

The Corporations . 
Background 
Examples of Corporate Philanthropy 

VI The Youth Project: A Mechanism To Assist Donors in 
Reaching Powerless and Social Activist Groups . . . 

VII Recommendations 
Appendix: List of the "Activist" Foundations . 
Footnotes 

Page 

1128 
1130 
1130 
1131 
1132 

1133 
1134 
1137 

1139 
1139 
1141 
1141 
1141 
1143 
1144 
1144 
1144 
1148 

1151 
1153 
1155 
1157 

U.S. Foundations and Minority Group Interests 
U.S. Human Resources Corporation (1975) . . . 

Introduction 
Research Focus and Mehodology . . 
U.S. Human Resources Corporation 
Summary 
Recommendations 

I Identifying Foundations . . 
Definitions of Foundations 
Types of Foundations . . . . 
Number of Foundations . . 
Growth and Assets of Foundations 
Trends in Foundation Grant-Giving 
Foundation Grants Compared With Federal Expenditures 

II Grants Data 
Methodological Note 
Grant-Giving Patterns to Programs Benefiting Domestic 

Spanish Heritage Populations 
Grant-Giving Patterns to Programs Benefiting Domestic 

Asian American Populations 

1165 

1165 
1165 
1166 
1167 
1169 
1172 
1172 
1174 
1175 
1176 
1177 
1180 
1181 
1181 

1183 

1188 



XXVIII 

Page 

Summary 1192 
i l l American Philanthropy and the Public Interest 1193 

Rationale for Private Foundations—General Policy Issues 1193 
Public Policy and Tax Incentives for Private Philanthropy 1195 
The Tax Reform Act of 1969—Legal Constraints and 

Policy Issues 1197 
The TRA and Grant-Making Policies Affecting Minorities 1198 

IV Mission and Program of Foundations—Foundation Involvement 
in Institutional Change 1201 

Historical Antecedents 1201 
Survey Data Relating to Institutional Change 1204 
Reactions of Ethnic Minority Leaders and Ethnically 

Oriented Organizations 1206 
Institutional Change-Oriented Projects as Perceived by 

Foundation Spokesmen 1211 
The Governmental View of Foundations' Role In 

Institutional Change 1214 
Other Views of Foundation Participation in Institutional Change . . 1215 

V Programs and Viewpoints Relating to Minorities-
Foundation Involvement In Political Processes, High-Rlsk 
Projects, and Cultural Hospitality 1225 

Foundation Involvement In Studies or Actions Affecting 
Governmental Structure, Policies, Programs, and 
Political Processes 1225 

Native American Control of or Influence on School Boards . . 1225 
Public Attitudes Toward Foundation Involvement in 

Public Affairs 1226 
Views of Americans Attending the Anglo-American 

Conference on the Role of Philanthropy In the 1970s . . . 1228 
Financing High-Rlsk Projects, Groups, or Organizations 

with No Established Track Record 1228 
Perspective of Scholars and a Professional Organization 1228 
Views of a Public Official and of a Minority Spokesman . . . . 1229 
Foundation Perspectives 1230 

Allocating Resources to Programs for Poor or Disadvantaged 
Individuals and Groups, Ethnic Minorities—Cultural 
Hospitality in Grant-Making 1234 

A Venture to Increase the Number of Black Lawyers 
Practicing in the South 1237 

Foundation Help for the Medical Education of Ethnic 
Minorities 1239 

Grant-Making to Native Americans 1239 
Perspectives of Ethnic Minority Spokesmen 1241 



XXIX 

Page 

VI Administrative and Structural Policies Relating to Minorities 1243 

Trustees 1243 
Staffing 1246 
Dissemination of Information and Technical Assistance 1249 

Appendix 1253 
Bibliography 1265 
Footnotes 1269 

Philanthropic Foundations of the U.S. and their Responsiveness to the 
Special Needs, Problems, and Concerns of the Hispanic Community: 
1960 Through 1971 The National Council of La Raza (1975) 1283 

Introduction 1283 
I Survey of Literature 1284 

II Demographic, Social, and Economic Characteristics of the 
Spanish-Origin Population of the United States. 1288 

III Research Methodology . 1292 
IV Findings 1293 
V Gsnclusion 1300 
Bibliography . 1300 
Footnotes 1302 

The New Federalism: Govo-nment Accountability and Private 
Philanthropy Peter J. Petkas (1975) 1305 

Introduction 1305 
I The New Federalism 1305 
It The Quasi Governments 1308 

III The A-95 Review Process 1309 
IV State, Local, and Private Accountability Mechanisms 1310 
V The Accountability Gaps: Experience Has Been No Guide . . . . . . 1311 
VI Citizen Groups in the South 1314 

The Role of Foundations in Broadcastir^ and Cable Communications 
Policy Development/4/6err^. Kramer (1975) 1317 

Introduction and Summary 1317 
I The Foundations' Greatest Effort at Meeting Public Needs 

in Broadcasting . 1318 
It Foundation Support of the Challengers , . . . , . . , . . . 1320 

The Success Stories 1321 
Office of Communication of the United Church of Christ . . . 1321 
Citizens Communications Center 1321 
Action for Children's Television 1322 
Media Access Project 1323 

The MIght-Have-Beens 1324 



XXX 

Page 

The "Counter-Ad" Movement and Its Evolution 1324 
Black Efforts for Soul in Television 1327 
An Advocacy Movement Responsive to Public Needs 1328 

III The Current Reaction to Efforts to Meet Public Needs 
In Communications 1330 

Some "May-Becomes" in the Broadcasting Area 1330 
The National Qtizens Committee for Broadcasting 1330 
The Alabama Educational Television Commission 1332 

Cutting the Cable 1333 
The Federal Level 1335 
The Local Level 1336 
Meeting Public Needs In Cable Policy 1338 

tV Conclusion 1339 
Appendix 1340 
Footnotes 1341 

Foundation Grants to Corporate Activist Groups: The Donee 
Perspective Philip W. Moore (1975) 1343 

Introduction 1343 
I Corporate Activist Groups: Background 1344 

It The Project on Corporate Responsibility 1345 
III Council on Economic Priorities 1347 
IV The Interfalth Committee on Corporate Responsiblity 1349 
V Other Corporate Activist Groups 1350 
VI Conclusion 1351 

The Rote of the United Way in Philanthropy 
David Horton Smith (1975) 1353 

Introduction 1353 
I Fund Raising and Resource Attraction 1354 

II Governance 1363 
III Access to United Way Funds 1373 
IV Allocation, Accountability, and Planning 1378 

Allocation of United Way Funds 1378 
Accountability In the United Way System 1379 
Priority Planning and Public Needs 1380 

V Conclusion 1380 
Footnotes 1381 

Who's Funding the Women's Movement? 
Mary Jean Tully (1975) 1383 

Patterns of Ethnic and Class Discrimination in the Corporate and 
Philanthropic World Geno BaronI, Arthur Naparstek, and Karen Kollias 
(1975) 1385 



XXXI 

VOLUME III 

SPECIAL BEHAVIORAL STUDIES, FOUNDATIONS, 
AND CORPORATIONS 

Parti 

Special Behavioral Studies 

Tax Incentives and Charitable Contributions in the United States 
Microeconometric Analysis Martin S. Feldstein and Charles Clotfelter 
(1975) 

Introduction 
I Data, Specification and Definitions 

tl The Basic Parameter Estimates . . . 
III Additional Specifications and Tests 

Taxpayers with Itemized Deductions 
Aged and Nonaged Taxpayers . . . . 
Other Demographic and Economic Factors 

IV Varying Price Elasticities 
V Interdependence Among Individuals in Qiaritable Giving 

VI Simulated Effects of Alternative Tax Changes 
VII Conclusion 
Footnotes 

The Income Tax And Charitable Contributions 
Simulations With The Treasury Tax Files Martin S. 
Taylor (1975) . . . . 

Introduction 
I Specification and Data 

II The Basic Cross-Section Estimates . . 
III The Effects of Changes in Tax Rates 
IV Estimating Separate Price Elasticities by Income 
V Simulated Effects of Alternative Tax Changes . 
VI Conclusion 
Footnotes 

Estimates And 
Feldstein and Amy 

Class 

Page 

1393 

1393 
1394 
1397 
1401 
1401 
1401 
1402 
1403 
1407 
1409 
1413 
1413 

1419 

1419 
1419 
1422 
1425 
1429 
1431 
1437 
1438 

Effects of the Charitable Deduction on Contributions by Low-Income 
and Middle-Income Households: Evidence from the National Survey of 
Philanthropy/W/c/7fle/y. Boskin and Martin S. Feldstein (1975) 1441 

Introduction 1441 
I The Data 1442 

Charitable Contributions 1442 
Price . 1442 
Income 1443 



XXXII 

Age 
Other Variables 
The Basic Results 
Estimating the Price Elasticity by Income Class 
Is There an Itemization Effect? 
Conclusion 

Ill 
IV 
V 
Footnotes . 

Estate Taxation and Charitable Bequests 
Michael J. Boskin (1975) . . . . . . . . . . 

Introduction . 

Ill 
IV 
V 

VI 

A Model of Lifetime Charitable Contributions and 
Charitable Bequests 

A Cursory Discussion of Previous Studies, Estimation 
Problems, and Data 

Previous Studies 
Estimation Problems 
Sources of Data 

Definition of the Variables 
Empirical Results: 1957-59 Special Study Data . . . . 
Empirical Results: 1969 Data . . . 
The Effect of Alternative Estate Tax Reforms on 

Charitable Bequests 
Caveats and Conclusions 

Footnotes 

Charitable Bequests, Estate Taxation, and Intergenerational Wealth 
Transfers Martin S. Feldstein (1975) . . 

Introduction 
I Data and Measurement 

II Effects of Price and Estate Size . . . 
III Behavior of Large Estates . 
IV Bequests by Major Types of Donees 
V Concluding Remarks . 
Footnotes 

A Note On the Estimation of Personal Giving 
Ralph L Nelson (1975) . 

Evaluation of Econometric Research on the Income Tax and Charitable 
Gmng Arnold Zellner (1975) . 

Page 

1443 
1443 
1443 
1446 
1448 
1449 
1450 

1453 

1453 

1454 

1458 
1458 
1459 
1461 
1461 
1464 
1469 

1473 
1479 
1480 

1485 

1485 
1486 
1488 
1491 
1493 
1495 
1500 

1501 

1515 



XXXIII 

Page 

Charitable Contributions Under the Federal Individual Income Tax: 
Alternative Policy Options George F. Break (1975) 1521 

Introduction 1521 
I Major Policy Options 1522 

Extend the Charitable Deduction to All Taxpayers 1522 
Place Maximum Limits on the Charitable Deduction 1524 
Compulsory Allocation of Charitable Deductions 1525 
Restrict Deductions for Appreciated Assets to Cost Basis 1525 
Tax Unrealized Appreciation on Property Contributions 

as a Long-Term Capital Gain 1527 
Eliminate the Charitable Contribution Deduction 1529 
Substitute a Single-Rate Tax Credit for the Charitable 

Contribution Deduction 1530 
Enact an Optional Tax Credit for Charitable Contributions 1533 
Place a Floor Under Deductible Charitable Contributions 1535 

II Mixed Policy Options 1536 
Footnotes 1537 
Bibliography 1538 

Part II 

Foundations 

The Public Funding Agency Eric Larrabee (1975) 1543 

Private Foundations and the 1969 Tax Reform Act Chairman and Staff, 
Council on Foundations, Inc. (1975) 1557 

Introduction 1557 
I General Background and Rationale 1557 

Brief History 1557 
Rationale 1559 

It Dimensions of the Foundation Field and Program Trends 1560 
Types of Foundations 1560 
Assets and Their Distribution 1561 
Distribution and Trends by Fields 1562 
Matters of Scale and Impact 1563 

III The 1969 Tax Reform Act and Its Effects 1564 
Summary of Principal Provisions 1564 
1974 Council on Foundations Survey 1565 
The Effects of the Act 1565 

The Tax on Investment Income 1565 
Administrative Costs and Staffing 1566 
Reporting to the Public 1568 
The Pay-Out Requirement i568 



XXXIV 

Page 

Program Restrictions 1571 
Excess Business Holdings 1572 
IRS Supervision 1572 
Birth and Death Rates 1573 

tV Endeavors and Accomplishments 1576 
Large Doings of the Past 1577 
ETV: A Case History 1578 
Regional Examples 1580 
Relations to Government 1583 

V Critical Issues: Pro and Con 1584 
Post-1969 Perspective 1584 
Critics on All Sides 1585 
Accountability 1585 
Accessibility 1586 
Donor Influence 1586 
"Whose Money and To What Effect?" 1588 
Reaffirmation 1590 

VI Recommendations 1591 
To Foundations 1591 

"Not Our Money But Charity's" 1592 
Periodic Review of Objectives and Activities 1592 
Extending the Perceptions of Boards and Staffs 1592 
Informing the Public 1592 
Responsibilities to Applicants and Grant Recipients . . . . . . . 1592 
Assessing the Responsibilities and Capabilities of 

Both Trustees and Staff 1593 
Increasing Communications and Cooperation 1593 
Making the Charitable Dollar Make a Difference 1593 

Recommendations Relative to the 1969 Act and Other Issues . . . . 1593 
On the 4 Percent Tax . 1594 
On the Level of Required Pay-Out 1595 
On Special Limitations Affecting Gifts to Foundations . . . . . 1595 
On Certain Divestiture Requirements 1596 
On Program Restrictions 1597 
On the Issue of Limited Life 1597 
On Supervision 1598 

Appendix A: Growth and Dimensions of the Foundation Field 1599 
Appendix B: Council on Foundations Survey of the Effects of 1969 

Tax Reform Act Among Private Foundations 1613 
Appendix C: Reasonable Investment Expectations and the Payout 

of Private Foundations J. Peter Williamson 1648 
Footnotes 1653 



XXXV 

Page 

Pay-Out Requirements for Foundations £w^e/7e Sfet/er/e (1976) 1663 

Introduction 1663 
I Historical Review 1663 
II Equity and Efficiency of Current Distributional Requirements . . . 1666 

Horizontal Inequity in Distributional Requirements 1666 
Deficiencies of the Current Formula 1666 
Instability of Distributions 1667 

III Recommendations for Revision in Requirements for Distribution. . 1668 
IV A Question of Perpetuity 1671 

Growth of Individual Foundations 1671 
A Model of Foundation - Sector Growth 1672 

V The Effect of Distributional Requirements for Foundations 
Upon the Charitable Sector 1676 

VI Conclusion 1677 
Footnotes 1677 

Foundations and the Federal Government: A Look at Spending 
Patterns Michael 5. Koleda, Daniel Bourque, and Randall Smith (1975). 1679 

Introduction 1679 
I Health 1680 

II Education 1681 
III Science 1683 
IV Social Welfare Services 1684 
V Arts and Humanities 1685 
VI Public Affairs 1686 
Appendix 1687 

Community Foundations A/orwoA? A. Sugarman (1975) . 1689 

I Background 1689 
A Brief History of the Community Foundation Movement 1689 
Some Basic Data on Community Foundations 1691 
Characteristics of a Community Foundation 1692 

II The Role of Community Foundations 1694 
Operations of Community Foundations in General 1694 

Structure for Attraction of Gifts or Bequests from 
the Public 1694 

Efforts to Seek Public Support 1694 
Types of Gifts or Bequests Encouraged 1695 
Investments and Distributions 1695 

The Role of Community Foundations in Community Public 
Service 1697 

Community Foundation Distributions in General 1697 
Uses of Community Foundation Grants 1697 
Community Foundation Services in Utilizing Other 

Community Resources 1699 



XXXVI 

Page 

III Community Foundations and the Tax Laws 1700 
Pre-1970 Status of Community Foundations Under the Tax Law . . 1700 
Classification of Foundations Under the 1969 Act; 

Application of Rules to Community Foundations 1701 
Differences Between Community Foundations and Private 

Grant-Making Foundations 1702 
The Importance of Public Charity Classification Under the 

1969 Act . . . . . . 1704 
IV Evaluation of Community Foundations: Current Issues and 

Future Role . 1706 
Current Issues Involving Community Foundations 1706 
The Future Role of Community Foundations in Private 

Philanthropy 1709 
The Community Foundation as a Prime Object of 

Philanthropic Giving 1710 
Development of Associations of Foundations 1710 
Conversion of Private Foundations into Supporting 

Foundations of Community Foundations 1710 
Termination of Private Foundations into Community 

Foundations . 1711 
V Summary and Recommendations . . 1711 
Appendix A: Geographical Listing of Community Foundations 1713 
Appendix B: Financial and Other Data on Community Foundations . . 1719 
Footnotes , 1721 

The Charitable Foundation: Its Governance Lawrence M. Stone (1975) 1723 

Introduction 1723 
I Long- Range Strategy 1724 

II Some Specific Recommendations 1726 
Areas of Appropriate Government Regulation 1726 
Areas in Which to Avoid Government Regulation 1726 
Areas of Experimentation With Different Regulatory Approaches. . 1726 
Limits on Control But Not on Size 1727 
Equal Tax Treatment for Foundations and Other Charitable 

Institutions 1727 
III Areas of Potential Government Regulation: The Problem 

of "Privateness" 1727 
Solicitation of Funds 1727 
Selection and Composition of the Governing Board—Donor 

Control 1727 
IV Private or Semigovernmental Regulation of Board 

Composition and Conduct . 1730 
V Community Foundations: An Inappropriate Model 1732 



XXXVII 

Page 

VI Limitations on Minimum or Maximum Size 1733 
VII Conclusions 1733 
Footnotes 1734 

Partni 

Corporations 

Corporate Philanthropic Public Service Activities James F. Harris and 
Anne Klepper (1975) 1741 

Foreword 1741 
I Introduction 1741 

Corporate Roles and Philanthropy 1742 
Corporate Contributions, 1936-1972 1743 
Stockholder Influence 1743 
Cost to Stockholders . 1743 
Survey Methodology 1745 

II Leadership . 1746 
Involvement of Top Corporate Leaders 1746 

The Corporation's Social Role 1747 
Most Important Philanthropies 1747 
Philanthropic Activities 1749 
Some Leadership Examples 1749 

The "Leading Edge" 1751 
III The Reasons for Giving 1751 

Personal Viewpoints 1753 
The Pros . . . . . . . . 1754 
The Cons - and the Maybes 1755 

IV Factors Determining Budget Levels 1756 
Industry Comparisons 1756 
Recipient of the Corporate Dollar 1759 

V Public Service Activities 1759 
Costs 1759 

Administration 1762 
Company Facilities 1762 
Miscellaneous Cost Data 1762 

Areas of Corporate Involvement 1763 
United Way . . . . 1763 
Blood Banking 1764 
Coordinated Business Approaches: Economic 

Development Council of New York City 1764 
National Alliance of Businessmen 1765 

Ten Areas That Receive Corporate Support 1765 
Communications 1768 



XXXVIII 

VI Company Foundations, Taxes, and the Tax Reform Act of 1969 . . 1768 
Effects on Existence of Company Foundations 1768 
Effects of Specific Provisions 1769 
Potential Effects of Alternative Tax Changes 1770 
Other Factors Affecting Contributions 1773 
Charitable Deductions and Business Expenses 1773 
Charitable Contribution or Business Expense? 1775 

VII Management and Staffing. 1776 
Contributions and Foundation Staff . 1777 
Accountability and Evaluation 1778 

VIII Recommendations of the Business Advisory Committee 1778 
Leadership . 1779 
Management and Staffing 1780 
Accountability and Evaluation 1780 
Communications and Public Disclosure 1781 
Diversity 1781 
Corporate Foundations 1781 
Taxes 1782 

Appendix 1784 
Related Conference Board Publications 1787 
Footnotes 1788 

Corporate Giving: Rationale, Issues, and Opportunities C. Lowell 
Harriss (1975) 1789 

Introduction 1789 
Scope of Study 1789 
Corporations as the Subject of this Report 1790 
Rules and Attitudes Affecting Contributions Are 

Subject to Change . 1790 
Variety of Business Aids to Nonprofit Organizations 1790 
Historical Background: A Brief Sketch 1791 
Social Responsibility 1792 

I Policy Considerations of Fundamental Importance 1792 
" . . . or to the People": The Bill of Rights and Voluntarism 1793 
Maintaining and Enhancing Diversity, Flexibility, and 

Creativity in Service Delivery Systems: Corpaate 
Personnel and Funds 1793 

Preserving the Capacity of the Business World to Perform 
its Essential Functions 1795 

Business as Existing at the "Toleration" of Society: 
A Misplaced Argument. 1796 

II Arguments For and Against Corporate Contributions 1797 
Arguments Against — or for Narrow and Limited — Corporate Giving 1797 

Profits Inadequate 1797 



XXXIX 

Page 

Avoiding Confusion of the "Business" with Other 
Aspects of Social Activity 1798 

Corporate Philanthropy as an Exercise of Undue Power 1798 
Unreasonable Expectations 1799 
Business Sticking to Business Will Provide Increasing 

Ability for Individuals to Finance Philanthropy 1799 
Specialization 1799 
Stockholder Decisions Preferable 1800 
Competition Limits Ability to Contribute 1800 
Doubt About Worth of Results . 1800 
Company Could Not Give Enough to Make Any Difference . . 1800 
Peers and Others Not Giving More 1801 
Stockholder Objections 1801 

Arguments in Favor of (Larger) Corporate Giving 1801 
Carrying on What Has Brought Good Results in the 

Past: Respecting an Obligation 1802 
Voluntarism Aided by Corporate Giving 1802 
Improving the "Climate" for Business 1803 
Improving Community GDnditions Can Help Employee 

Productivity 1803 
Colleges and Universities Provide Training and 

Conduct Research 1803 
Personnel from Businesses Can Supply Useful Skills . 1804 
Tax Interests of Shareholders Vary 1804 
Building Public Respect . 1804 
Continuation of Contributions Practices: Commitment 1805 
Diversification as a Reason for Shareholders to 

Support Corporate Contributions 1805 
Economy in Raising Funds 1805 
Externalities 1806 

III Tax Considerations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1808 
High Tax Rates 1808 
Tax Expenditures 1808 
Difference Between Personal and Corporate Contributions . . . . . . 1809 
Self-Interest Element of Business Contributions 1810 
Costof Deductible Gifts 1811 

IV The Record: Statistics and Commentary 1812 
Historical Record 1812 
1970 Figures . 1813 
Other Evidence 1815 
Judging Results 1815 

V Increasing Corporate Cbntrlbutions 1816 
How Much Might Be Expected? 1816 
Profitability of Business 1818 
Possibilities of Government Action 1818 



XL 

Page 

Raising the 5 Percent Limit 1818 
Deduction of More Than the Amount of the Contribution . . . 1819 
Increasing the Value of Deduction by Corporations 

Not Subject to 48 Percent Rate 1819 
Tax Credit . 1819 
Establishing a Contributions Floor 1820 
Adjustments for Industries and Companies That Differ 

from the Average 1821 
Valuation of Gifts from Inventory 1821 
Actions In the Private Sector 1821 

Footnotes 1822 

Corporate Charitable Contributions and Corporate Social Responsibility 
Milton Moskowitz (1975) 1827 

Corporate Giving Measures Thomas Vasquez (1975) 1839 

I Development of Corporate Giving, 1935-1970 1839 
II Cross-Sectional View of Corporate Giving, 1970 1843 
Footnotes 1852 

Corporate Charitable Contributions R. Palmer Baker, Jr., and J. Edward 
Shilllngburg (1975) 1853 

Introduction 1853 
I Corporation Law and Tax Framework 1854 

Historical Background 1854 
Present Corporate Law Situation 1854 

Business Corporations 1854 
Regulated Industries 1855 

Present Tax Law 1856 
II The Sources and Recipients of Corporate Contributions . . . . . . . 1857 

Rate of Giving 1857 
Recipients 1858 

III Company Foundations 1859 
Use of Company Foundations 1859 
Effect of Recent Legislation 1859 

IV Other Corporate Support 1864 
Gifts in Kind . 1864 
Personal Services . 1865 

V Corporate Giving: Part of Corporate Social Responsibility . . . . . . 1865 
VI A Rationale for Corporate Philanthropy 1866 
VII Recommendations 1870 

Changing Concepts of Charity 1870 
Corporate Law 1870 



XLI 

Page 

Regulated Utilities 1870 
Tax Considerations , . 1870 

Appendix A: Ohio Citizens' Council for Health and Welfare v. 
The Public Utilities Commission of Ohio 1871 

Appendix B: New York State Bar Association, Tax Section, 
Proposals for Improvement of Rules for 
Allocation of Deductions Between Foreign and U.S. 
Source Income , 1874 

Appendix C: John H. Watson, III Biennial Survey of Company 
Contributions, The Conference Board (1973) . . . . . . . . 1875 

Footnotes . . . . . . . ; . . . . . . . . . . . . . . . . . . 1903 

VOLUME IV 

TAXES 

Parti 

Exemption and Deduction 

Criteria for Exemption Under Section 501 (c)(3) John P. Persons, John 
J. Osborn, Jr., and Charles F Feldman (1976) . 1909 

Introduction and Summary of Report 1909 
I Historical Origins of Section 501 (c)(3) 1911 

The Development of the Legal Definition of Charity in 
England 1912 

The English Origins of Special Legal Institutions and Rules 
Developed to Enable Charity to Accomplish Its Objectives- . . . 1916 

The English History of the Regulation of Charities to 
Prevent Abuses 1917 

The History of the Tax Exemption of Charities in England . . . . . . 1919 
Property Taxation 1919 
Income Tax 1919 

The LepI History of Qiarities in America . . . . . . . . . . . . . . . . . 1920 
The Colonial Experience 1920 
The Development of Vehicles for Conducting 

Charitable Activities 1921 
The Tradition of Exempting Qiaritable Organizations 

from Tax Under State and Local Law 1923 
The History of the Exemption of Charities From 

Federal Taxation 1924 
II Rules Applying to All 501(c)(3) Organizations . 1925 

Requirements Pertaining to the Founding Document and Form 
of Organization 1 9 ^ 



XLH 

Page 

Requirements Affecting Day-to-Day Operations of 501 (c)(3) 
Organizations 1928 

Requirements Pertaining to Legislative and Political 
Activities of 501 (c)(3) Organizations 1929 

III The Search for a Modern Definition of Charity Under 
Section 501 (c)(3) . 1932 

Attempts to Define "Charity" 1933 
The Evolving Nature of "Charity" . . 1934 
Principles that Guide the Evolution of "Charity" 

Under Section 501(c)(3) . 1938 
Does the Organization Meet a Recognized Need of the 

Community (Or an Appropriate Segment Thereof) That 
Would Not Otherwise Be Met Through the Functioning of 
the Commercial Market . 1938 

Are the Means Used By the Organization to Achieve Its 
Charitable Purposes Reasonably Related to the Needs 
That the Organization Is Seeking to Meet? 1944 

Does the Organization Manifest the Characteristic of 
Unselfish Giving Which Has Traditionally Been 
Associated With Charity? 1945 

Is the Organization Consistent with Law and 
Public Policy? 1950 

IV Criteria Pertaining to Religious Organizations 1951 
The Definition of "Religion" or "Religious Purposes" 1952 
Activities of Religious Organizations Not Related 

to Worship 1955 
Legislative and Political Activities of Religious 

Organizations 1957 
V Criteria Pertaining to Educational Organizations 1963 

The Element of Training or Instruction 1965 
Criteria for Determining Whether Training or 

Instruction Is "Educational" . 1966 
The Subject Matter of Instruction 1966 
The Educational Method 1967 
The Requirement of Full and Fair Exposition 

of the Relevant Facts 1968 
Ancillary Activities In Furtherance of Education 1969 

Incidental Noneducatlonal Activities of an 
Educational Organization 1969 

Noneducatlonal Organizations That Advance Education . . . . 1970 
Limits on the Concept of Advancement of Education 

Under Section 501 (c)(3) . 1970 
VI Criteria Pertaining to Scientific Organizations 1971 

The Meaning of "Scientific" 1972 
"Scientific Research" Under Section 501(c)(3) 1973 



XLIII 

Page 

The Exclusion of Activities Incidental to Commercial 
or Industrial Operations 1973 

The Requirement That Scientific Research Be in the 
Public Interest . 1973 

The Scope of Scientific Activity Under Section 501 (c)(3) . . . . . . 1976 
Scientific Research and the Unrelated Business Income Tax 1977 

Governmental Research 1977 
Research Activities of 501 (c)(3) Colleges, 

Universities, Hospitals, and Organizations Engaged 
Primarily in Carrying on Fundamental Research . 1977 

VII Other Exempt Purposes: Prevention of Cruelty to 
Children or Animals, Literary, and Testing for the 
Public Safety 1977 

Prevention of Cruelty to Children 1977 
Prevention of Cruelty to Animals 1978 
Literary Purposes 1978 
Testing for Public Safety 1979 

VIII Business Activities of 501 (c)(3) Organizations 1980 
Historical Background of the Rules Relating to 

Business Activity 1980 
Concept of Unrelated Business Activity 1981 
Denial of Exemption to Feeder Organizations 1985 
Cooperative Service Organizations . 1985 

Footnotes 1988 
Appendix: The Federal Income Tax Exemption of Charitable 

Organizations: Its History and Underlying Policy 
Chauncey Belknap 2025 

Tax Policy Relating to Environmental Activities and Public Interest 
Litigation A.M. Wiggins, Jr. and Bert W. Hunt (1975) 2045 

Introduction 2045 
I Distinction Between Section 501(c)(3) and Section 501 (c(4) . . . . 2046 

The Nature of the Distinction 2046 
Tax Consequences of the Distinction 2046 
Impact on Environmental Activities 2047 

II Activities Traditionally Recognized as Charitable or 
Educational 2047 

Federal Policy Toward Conservation of Natural Resources . . . . . . 2047 
Traditional Private Hiilanthropy 2048 

III Activities of More Recent Concern or Controversial Nature 2050 
Federal Environmental Policy 2050 
Pollution Control and Abatement 2051 

Basic Policy Issues 2051 
Noncharitable Tax Incentives 2052 



XLIV 

Page 

Charitable, Educational, and Scientific Activities 
(Other than Litigation) 2052 

Acquisition of Public Land 2053 
Role of Private Organizations 2053 
The Effect of Uncertainties 2054 
Tax Status of Gains on Resale 2054 
Tax Status of Income From Excess Land and 

Commercial Property 2055 
Tax Status of Consulting Fees 2055 
Effect of Charitable Activity on Market Prices 2056 

Charitable Contributions Deductions for Gifts of Scenic 
Easements 2056 

Meaning of "Scenic Easement" , 2056 
The holder of the benefit 2056 
The nature of the benefit 2056 
Alternative legal forms 2057 

Deductibility of Gifts of Scenic Easements 2057 
Issues and Problems With Respect to Scenic Easements 2058 

Should contributions of scenic easements be 
deductible? 2059 

Distinctions between income tax deductions and 
gift and estate tax deductions 2060 

Administrative problems 2061 
IV Public Interest Litigation 2061 

Environmental Litigation Illustrated - the TAPS Case . 2062 
Background . 2062 
Litigation 2063 
Executive Action 2063 
Return to the Courts 2064 
Congressional Resolution 2064 
Legal Fees 2066 
Observations 2067 

Examination of Public Interest Litigation . . . . . . . . . . . . . . . . . 2068 
The Problem of Identifying Charitable Litigation . 2069 
The Primary Policy Issue 2069 
Criteria and Rules for Identifying Public 

Interest Litigation 2070 
The IRS guidelines . . . . . . . . . . . . . . . . . . . . . . . . . . 2070 
"Public interest" defined 2071 
Proposed criteria and rules 2072 
Who is to select public interest litigation? 2075 
Relief to be sought 2077 

Collection of Attorneys' Fees 2078 
Fundamental Considerations 2078 
Analogy to schools and hospitals 2082 



XLV 

Page 

From whom would fees be collected? 2082 
Determining the amounts of legal fees 2085 
Recent IRS action and summary of policy 

questions 2085 
V Discussion Draft of Criteria and Rules for Determining 

Public Interest Litigation 2089 
Three Basic Criteria 2089 
Applicable Rules 2089 

Application of the Criteria 2089 
Organizational Rules 2090 
Operational Rules 2090 
Attorneys' Fees 2091 

Footnotes 2093 

An Analysis of the Federal Tax Distinctions Between Public and Private 
Charitable Organizations Laurens Williams and Donald V. Moorehead 
(1975) 2099 

Introduction 2099 
I Development of Statutory Distinctions Between Public and 

Private Charitable Organizations 2100 
Eariy Revenue Acts 2100 
Revenue Act of 1950 2101 
Internal Revenue Code of 1954 2102 
Revenue Act of 1964 2103 
The Tax Reform Act of 1969 2103 

Antecedent Studies 2104 
The Walsh Commission 2104 
Cox Committee 2104 
Reece Committee 2105 
Patman Investigations . 2105 
Treasury Department Report on Private 

Foundations 2105 
Peterson Commission 2107 

An Overview of the 1969 Changes 2108 
Charitable contributions 2108 
Tax on investment income , 2108 
Self-dealing 2108 
Minimum distribution requirements 2109 
Excess business holdings 2109 
Speculative investments 2109 
Taxable expenditures 2109 
Annual reports 2109 

Scope of Private Foundation Definition 2110 
II Analysis of the Reasons Prompting Current Statutory 

Distinctions Between Public and Private Charities 2111 



XLVI 

Page 

Deductibility of Contributions 2112 
Tax on Investment Income 2113 
Annual Public Reports 2115 
Restrictions on Financial Practices and Programs . 2116 

Restrictions on Self-Dealing 2116 
Minimum Distribution Requirements 2117 
Excess Business Holdings 2118 
Restrictions on Speculative Investments 2118 
Restrictions on Program Activities 2119 

Attempts to Influence Legislation 2119 
Influencing Elections 2120 
Restriction on Grants to Individuals and to 

Other Private Charities 2120 
III Findings and Recommendations 2120 

General Comments 2120 
Areas of Questionable Distinctions 2121 
Areas in Which Distinction May Be Appropriate 2122 

Possible Bases for Distinction 2122 
Type of organization 2122 
Public support 2123 
Functional test 2123 
Public control 2123 

Application to Specific Areas 2123 
IV Conclusions 2124 
Footnotes 2124 

The Qiaritable Deduction Under Section 170 of the Internal Revenue 
Code John A. Wallace and Robert W. Fisher (1975) 2131 

Introduction 2131 
Original Justification for the Charitable Deduction 2131 
Overview of the Statutory Scheme 2132 

I Definition of Charitable Contribution 2133 
Statutory Definition 2133 

Governmental Units 2133 
Charitable Corporations, Trusts, Community Chests 2134 
Posts or Organizations of War Veterans 2134 
Domestic Fraternal Societies, Orders, or Associations 

Operated Under the Lodge System 2134 
Cemetery Companies 2135 
Amounts Paid to Maintain Certain Students as 

Members of Taxpayer's Household 2135 
Publication 78 2135-

II Partial and Split-Interest Transfers 2136 
Remainder Interests in Trust 2136 
Income Interests in Trust 2138 
Transfers of Partial Interests 2139 



XLVII 

Page 

i l l Amount of Contributions: Appreciated Property Rules 2140 
Development of Reduction Rules 2140 
Contributions of Ordinary Income Property 2141 
Contributions of Unrelated Use Tangible Personal Property 2142 
Other Problems 2143 

IV Amount of Deduction: Percentage Limitations 2145 
The Limitations in General . . . . . 2145 
Capital Gain Property Limitation 2146 
Interrelationship of Limitations = . . 2148 
Carryover Rules 2149 

V Bargain Sales . 2151 
Interaction with Percentage Limitations 2152 
Exchanges 2152 
Interaction with Reduction Rules 2153 
Charitable Transfers in Exchange for Annuities 2153 
Charitable Transfer Subject to or In Exchange for 

the Donee's Assumption of Debt 2154 
VI Conclusion 2154 
Footnotes 2155 

PersontJ Deductions In an Ideal Income Tax William D, Andrews 
(Harvard Law Review reprint, 1972) 2163 

I An Ideal Personal Income Tax 2167 
The Meaning of Personal Income 2167 

Money Income 2168 
Income as Compensation for Services or Use 

of Capital 2168 
Income as Accretion 2169 
Income as Consumption Plus Accumulation . . . . . . . . . . . . 2169 

The Purpose of a Personal Income Tax 2172 
The Strategy of Personal Income Taxation . . . . . . . . . . . . . . . . 2173 
The Role of Personal Deductions 2175 

II The Medical Expense Deduction 2176 
The Case for Excluding Medical Services from Personal 

Consumption as a Component of Taxable Income . . . . . . . . . . 2177 
A Closer Look at Distribution Implications 2179 

Vertical Equity 2179 
Horizontal Equity at Low Income Levels 2180 

Allocation Effects 2181 
III The Charitable Contribution Deduction 2183 

Alms for the Poor 2184 
The Problem of Ordinary Gifts 2185 
The Problem of Imputed Income 2187 
Consumption as Power , 2188 
The Pleasure of Giving 2189 



XLVIII 

Philanthropy More Broadly Defined 
Taxing the Recipient on the Value of Services 

Provided by Charities 
Taxation of Charitable 0>ntributions as a Proxy for 

Taxing Benefits 
Taxing the Contributor In his Own Right 
Neutrality with Respect to Expenditure Choices , 
Philanthropy from a Community Perspective 

Charity by the Idle Rich 
Contributions Out of Investment Income 
Unrealized Capital Appreciation . . . . 
Realized Capital Gains 
Cbntributions Out of Accumulated Wealth Generally . . . . . . 
Conclusion 

IV Summary and Implications 
Uses and Sources of Income 
Business and Household Activities . . . . 
Consumption and Accumulation 

Footnotes 

Explanation and Analysis of Split-Interest Gifts to Charity Theodore A. 
Kurz and Barbara P. Robinson (1974) . , . 

Introduction 
I Charitable Remainder Trusts in General 

Charitable Remainder Annuity Trusts 
Charitable Reminder Unitrusts . . . . 

II Charitable Gift Annuities 
III Pooled Income Funds 
IV Charitable Lead Trusts . . . . . . . . . . 
V Remainder Interests in Personal Residences or Farms . . . 

VI An Undivided Portion of the Donor's Entire Interest 
in Property 

Vl l Charitable Gifts of Life Insurance 
VIII Valuation of Split-Interest Gifts to Charity 

The Effects of Revising the Six Percent Tables 
Why Different Types of Split-Interest Gifts of Money Can 

Produce Different Sized Deductions 
IX Issues Relating to Split-Interest Gifts to Qiarity . . . . . . . 

The Propriety of the Tax Treatment of Split-Interest 
Gifts to Charity 

The Valuation of Split-Interest Gifts to Charity . 
Six Percent Tables . . . . . . . . . . . . . . . . . . . . . . , 
Differences in Valuation for Various Types of 

Split-Interest Gifts 

Page 

2189 

2190 

2192 
2193 
2196 
2196 
2198 
2198 
2199 
2199 
2200 
2200 
2200 
2201 
2203 
2204 
2206 

2221 

2221 
2222 
2224 
2224 
2225 
2228 
2229 
2231 

2232 
2233 
2234 
2235 

2235 
2237 

2237 
2238 
2238 

2239 



XLIX 

Page 

The Annual Five Percent Minimum Noncharitable Payout for 
Qiaritable Remainder Trusts 2240 

Inconsistencies Among Various Types of Split-Interest Gifts 2240 
Investment in Tax-Exempt Securities 2240 
Gift Annuities Versus Charitable Remainder 

Annuity Trusts 2241 
General Thrust and Effect of the 1969 Tax Reform Act 

on Split-Interest Trusts; The Need for Transitional Relief 2241 

Footnotes . 2244 

Part 11 

Appreciated Property Deduction 
Legal Aspects of Charitable Contributions of Appreciated Property to 
Public Charities Harry K. Mansfield and Ronald L. Groves (1975) . . . . 2251 

Introduction 2251 
I The Present Rules and Their Evolution 2251 

Pre-1969 History 2251 
Tax Reform Act of 1969 2252 

In General 2252 
Contributions of "Ordinary Income Property" 2252 

Enactment of section 170(e)(1)(A) 2252 
Scope of section 170(e)(1 )(A) 2253 
Special categories of ordinary income property 2254 

Contributions of "Capital Gain Property" 2255 
Section 170(e)(1 )(B) 2255 
"Unrelated Use" 2256 
Gifts to foundations 2257 

Bargain Sales 2257 
In general 2257 
Interaction of sections 1011 (b) and 170(e)(l) 2258 
Special problems 2258 

The Thirty Percent Limitation 2259 
II Some Legislative Alternatives to the Treatment of 

Appreciated Property 2260 
Retention of Existing Basic Framework with Specific 

Modifications . 2260 
In General 2260 
Possible Areas of Modification 2261 

Return to Fair Market Value Standard 2261 
Limitation of the Deduction to Cbst in the 

Case of All Appreciated Property 2261 
Reduction of the Deductible Amount by a Uniform 

Percentage of Appreciation in the Case of All 
Appreciated Property 2262 



Page 

Return to Fair Market Value Standard but with 
Tax on Amount of Appreciation as if Property 
Sold and Proceeds Contributed 2263 

Inclusion of Appreciation in the Minimum Tax in 
Year of Contribution 2263 

Retention of Present Reduction Rules with Increase 
in Holding Period for Long-Term Capital Gain Treatment 2263 

III Theoretical and Policy Considerations 2264 
Comparative Treatment of Transfers of Appreciated Property . . . . 2264 
Alternatives for the Donor 2265 

Gift of Cash 2265 
Gift of Net Proceeds Following a Sale 2265 
Retention of Property or Proceeds of Sale 2265 
Other Gratuitous Transfers 2266 
Summary 2266 

Views of Some Tax Professors 2266 
The Effect of the Deduction as an Inducement 2267 

Footnotes 2268 

A Pro-Charity Substitute for the Present Law Tax Treatment of 
Appreciated Property Contributed to Charity Gerard M. Brannon (1975) 2273 

Part III 

Volunteer Services 

Treatment of Volunteer Services and Related Expenses Under the 
Internal Revenue Code Edmund C. Bennett (1976) 2287 

I History of the Rule 2287 
II The Distinction Between Property and Services 2288 

Criteria to be Used in Making the Distinction 2289 
Factors Limiting the Effectiveness of the Criteria 2291 

III Availability of a Deduction for Expenditures 2291 
The Rule in General 2291 
Factors to be Considered 2293 
The Effectiveness of the Deduction 2294 

Footnotes 2294 

Part IV 

Estate and Gift Taxes 
Estate Tax Deduction for Charitable Benefits: Proposed Limitations 
John Holt Myers (1975) 2299 



LI 

Page 

Introduction 2299 
I History and Purposes of Estate Tax Deduction . 2299 

Importance of Bequests 2301 
The Deduction as an Incentive to Qiaritable Bequests 2301 

II Criticisms and Evaluation of Estate Tax Deduction . . . . . . . . . . . 2302 
Criticisms 2302 
The Charitable Deduction and the Objectives of the 

Estate Tax Statute 2304 
The Charitable Deduction as an Incentive to 

Support of Charitable Organizations 2304 
Effect of Changes in the Estate Tax Deduction 2305 

III Conclusions 2306 
Appendix A 2307 
Appendix B: Foundation Grant Study 2308 
Appendix C: Summary of Foundation Center Study 2311 
Appendix D 2313 
Footnotes 2317 

Dimensions of Charitable Giving Reported on Feder*J Estate, Gift, and 
Fiduciary Tax Returns Emil M. Sunley, Jr. (1975) 2319 

Summary of Data 2319 
I Estate Tax Returns 2320 

Time Series Data 2321 
Charitable Bequests by Size of Total Estate 2321 
Charitable Bequests In Excess of Designated Percentages 

of Economic Estates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2321 
Charitable Bequests by Type of Recipient 2327 

II Gift Tax Returns . 2327 
Time Series Data 2328 
Charitable Gifts by Size of Total Gifts Before Splitting 2328 

III Fiduciary Income Tax Returns 2328 
Footnotes 2336 

Death, Taxes, and Charitable Bequests: A Survey of Issues and Options 
Richard E. Wagner (1974) 2337 

Introduction . 2337 
I Is the Charitable Deduction a Form of Governmental 

Subsidy? . . . . . 2338 
The Charitable Deduction as a Tax Expenditure 2338 
Policy Alternatives to the Charitable Deduction 2339 

A Ceiling on Deductibility 2339 
A Tax Credit for Charitable Bequests . . . . . . . . . . . . . . . . . 2340 
A Matching Grant to Charitable Organizations 2341 

In Support of the Qiaritable Deduction 2342 



Lll 

Page 

II Constructive Realization of Capital Gains Upon Death 2344 
III The State and the Support of Private Philanthropy 2346 
IV Concluding Summary 2349 
Footnotes 2350 

Proposed Limitations on the Estate Tax Deduction for Charitable 
Transfers Dfliz/i/ Westfall (1974) 2353 

Introduction 2353 
I Performance of Governmental Functions 2353 

II Performance of Public Functions that Government Would 
Not Undertake 2354 

III Fairness to Transferors (or Their Beneficiaries) 2355 
IV Incentive Effects 2355 
Footnotes 2358 

PartV 

Alternatives to Tax Incentives 

Alternative Approaches to Encouraging Philanthropic Activities Gerard 
M. Brannon and James Strnad (1975) 2361 

Introduction 2361 
I A Classification of Alternative Approaches to 

Encouraging Nonprofit Activities 2362 
Education 2363 
Medical Service Organizations 2363 
Religious Organizations 2363 
Welfare Activities 2364 
Artistic Activities 2365 
Basic Research Activities 2366 

II Evaluation of Noncontribution Alternatives 2366 
General 2366 
Education 2368 

Evidenceof Overt Contributor Influences 2368 
Evidence of Covert Influences 2370 
Locality Effects 2372 
Alternatives to Contribution Subsidies 2373 

Medical Services Charities 2374 
Aspects of the Present System of Tax Deductible Contribution 

Funded Health Charities 2374 
Client Payment Subsidy Alternatives 2377 
Alternatives to Contribution Subsidies for Medical 

Research and Facilities 2378 
Welfare Activities 2378 

Relief to the Poor 2378 



LIU 

Page 

Relief for Special Circumstances 2379 
Disaster Relief 2380 
Supplemental Military Programs . 2380 
Foreign Aid 2381 

Arts 2381 
Performing Arts . 2381 
The Plastic Arts 2381 

III The Political Problem 2382 
IV The Relative Costs of Alternative Arrangements to 

Subsidize Nonprofit Activities 2383 
V In Lieu of a Conclusion 2385 
Footnotes 2385 

A Tax By Any Other Name: The Donor Directed Automatic Percentage 
Contribution Bonus, A Budget Alternative for Financing Governmental 
Support of Charity David A. Good and Aaron Wlldavsky (1975) . . . . . 2389 

Introduction 2389 
I Budget Alternatives 2391 

II Proposals, Criteria, and Consequences . 2394 
Tax Write-off 2396 
The Tax Credit 2399 
Percentage Contribution Bonus . . . . . . . . . . . . . . . . . . . . . . . . 2400 
Sliding Matching Grant . 2405 

III What Difference Does the Government Subsidy Make? 
A Sensitivity Analysis 2406 

IV How Much of Which Problems Are We Prepared To Live With? 
A Criteria Analysis 2407 

Perspectives: Donors, Charltables, Government 2409 
Trade-Offs . . . . . . . . . . 2409 

V Political Feasibility 2411 
VI Testing the Percentage Contribution Bonus . . , . 2414 
Footnotes 2415 

Study of Federal Matching Grants for Charitable Contributions Paul R. 
McDaniel (1975) 2417 

Summary 2417 
I General Description of Matching Grant System . . . . . . . . . . . . . 2418 

Lifetime Gifts to Charity 2418 
Testamentary Transfers to Charity 2419 

II Analysis of Reasons For and Against Change From Tax 
Deduction System to Direct Matching Grant System . . . . . . • . 2420 

Reasons for Qiange 2420 
The Direct Matching Grant System Will Provide a More 

Equitable System of Expending Federal Funds for 
Charity 2420 



LIV 

Page 

Equity from a tax viewpoint 2420 

Equity from an expenditure program viewpoint 2421 

Equity under the direct matching grant system 2425 

The Direct Matching Grant System Will Enchance Pluralism 

and the Dispersion of Power Over Federal Funds 2429 

The Direct Matching Grant System is More Effectively 

Targeted to Charitable Giving than the Income Tax 

Deduction 2430 

The Direct Matching Grant System Provides a More 

Rational Framework Within Which to Determine 

the Amount o f Federal A id o f Charity 2431 

The Direct Matching Grant System Will Provide an 

Efficient Incentive to Donors to Give a Larger 

Percent of Their Income to Charity 2434 

General comments on efficiency as a factor in 

evaluating the deduction and the matching 

grant system 2435 

Economists' views of the efficiency of the income 

tax deduction 2435 

Survey data 2442 

Income elasticities 2443 

Implications of studies for matching grant system . . . . 2444 

Objections to Change and Responses Thereto 2445 

The Direct Matching Grant Program Contains Its Own 

Equity Problems 2445 

The wealthy control too much of the federal funds . . . 2445 

The notch effect 2447 

The Use of a Ceiling on the Matching Grant System 

Reduces the Effectiveness of the Proposal as an 

Incentive 2448 

The Proposed Direct Matching Grant System Will Involve 

Too Much Federal Control Over Charitable Organizations. . 2449 

Donors Will Reduce Their Giving to Charity Because of 

Repeal of the Deduction 2449 

Some Types o f Charitable Institutions Will Suffer 

Reductions in Funds Received Relative to Other 

Kinds of Charitable Institutions 2450 

The Direct Matching Grant System Creates Too Many 

Administrative Problems To Be Feasible 2450 

The Proposed Direct Matching System Is Unconstitutional 

Because Direct Grants Would Be Made to Religious 

Organizations 2450 



LV 

Page 

III Effects of Change On Donors 2450 
Effect of Repeal of Deduction Alone on Private Giving 2450 
General Effect of Repeal of Deduction Coupled With 

Simultaneous Institution of Matching Grant System . 2451 
Estimates of Donor Responses Under Direct Matching 

Grant System 2453 
Progressive Matching Grant Schedule 2454 
Flat Matching Grant Schedule 2458 
Comparison of Progressive Matching Grant and 

Flat Matching Grant 2458 
Special Problem of Appreciated Property 2460 
Conclusions as to Effect of Change on Donors 2462 

IV Effects of Change On Donees 2462 
Aggregate Effects on Charitable Organizations 2462 
Effects on Particular Types of Charitable Organizations 2463 

General 2463 
Progressive Matching Grant 2467 
Flat Matching Grant 2471 
Comparison of Progressive Matching Grant and 

Flat Matching Grant 2471 
V Administration of Matching Grant System 2472 

Definitional Problems 2472 
Progressive Matching Grant Method 2472 
Flat Matching Grant Method 2474 

Bunched Contributions: Averaging Problems 2475 
Reporting of Donations 2477 

Progressive Matching Grant Method 2477 
Flat Matching Grant Method 2478 

Disbursement of Funds 2478 
Audit 2479 
Compliance 2480 
Transition Rules 2480 

Treatment of Tax Deduction Carryovers 2480 
Gradual Implementation of Matching Grant System 2481 

VI A Matching Grant In Lieu Of Estate and Gift Tax 
Deductions For Contributions To Charity 2483 

Introduction 2483 
History and Present Structure of the Estate and Gift 

Tax Provisions 2483 
The Function of the Charitable Deduction in the 

Estate and Gift Tax System 2484 
Reasons For and Against Changes in the Present System 2485 

Tax Equity 2485 
Equity as an Expenditure Program 2485 
Rationality of Appropriations Process 2487 



LVI 

Page 

Efficiency of the Estate Tax Deduction for 
Charitable Bequests 2487 

Proposal For a Matching Grant System 2488 
Progressive Matching Grant 2488 
Flat Matching Grant 2489 
Gift Tax Aspects 2489 

Effects of Introduction of the Matching Grant Proposal 2489 
Equity Aspects 2489 
Impact on Donors and Donees 2490 

Special Problems In the Estate and Gift Tax Matching 
Grant System 2491 

Relative Incentive for Lifetime versus Death-Time 
Giving 2491 

Treatment of Transfers Subject to Both the 
Gift and the Estate Tax 2491 

Vl l Federal Financial Aid To Charity: Constitutional Issues 2492 
Introduction 2492 

Historical Background 2492 
The Supreme Court's Tests in First Amendment 

Religion Cases 2494 
Tax Expenditures versus Direct Expenditures: Are the 

Constitutional Tests the Same? 2496 
Functional Equivalence 2496 
Constitutional Arguments Based on the Function of the 

Charitable Deduction in the Federal Income Tax System . . 2500 
Traditional analysis of the charitable deduction 

as a tax expenditure or tax incentive 2500 
Minority view of deduction 2502 

Conclusion 2503 
The Constitutional Status of Direct Federal Financial Aid to 

Charitable Organizations, Including Religious Institutions . . . . 2503 
Secular Legislative Purpose 2504 
Primary Effect 2505 
Excessive Entanglement With Religion 2508 

Conclusion 2511 
Appendix A: Note on Economic Theories of Sacrifice 2511 
Appendix B: Note on Refundable Tax Credit 2513 
Footnotes 2514 



LVII 

Page 

Part VI 

Property Tax 

The Exemption of Religious, Educational, and Charitable Institutions 
from Property Taxation L. Richard Gabler and John F. Shannon (1975) 2535 

Summary of Findings 2535 
I Current Magnitudes and Trends 2536 

Summary of Previous Studies 2536 
Exempt Property in Selected States . . . . . . . . . . . . . . . . . . 2538 
Types of Exemptions for Religious, Educational, 

and Charitable Organizations . 2542 
II The Property Tax Exemption Debate 2542 

The Case for Exemptions . 2542 
The Case Against Exemptions 2544 

III Property Tax Exemptions: Intergovernmental Issues 2546 
Causes of Public Concern 2547 

Unpopularity of Property Tax 2548 
Height of the Property Tax 2551 
Increased Information . . . 2554 

IV Alternative State Options 2555 
Fiscal Alternatives 2555 

State Reimbursement Via In-Lieu Payments . . . . . . . . . . . . 2555 
State Authorization of Service Charges or 

In-Lieu Payments 2558 
Administrative Alternatives 2561 

Periodic or Annual Renewal 2561 
Local Option, With State Safeguards 2561 
Systematic Assessment and Publication of Findings . . . . . . . 2562 

Footnotes . 2563 
Bibliography 2564 

VOLUME V 

REGULATION 

Parti 

Regulation 

Federal Oversight of Private Philanthropy David Ginsburg, Lee R. 
Marks and Ronald P. Wertheim (1975) 2575 

Introduction 2575 
I Overview and Summary of Recommendations 2576 



LVIII 

Page 

The Rationale for Government Oversight of Philanthropy . . . . . . 2576 
Touchstones in Considering the Federal Oversight Role 2577 
Summary of Recommendations 2578 

II The Internal Revenue Service 2581 
Statutory Framework 2581 
Organization of Internal Revenue Service . 2583 

General . 2583 
Exempt Organizations 2584 

Determinations of Exempt Status 2585 
Substantive Analysis 2586 
Initial Determinations 2592 

District Level 2592 
National Office: Exempt Organizations 

Branch, Technical 2595 
National Office: Office of the Chief Counsel 2598 

Revocation and Modification 2599 
Advance Rulings on Proposed Transactions 2602 
Compliance Functions 2604 

Organization of Compliance Activities 2604 
National Office Audit Division 2604 
Field Level 2606 

Incidence and Results of Exempt Organization Audits . . . . . . 2610 
Independence and Objectivity 2613 

The Service's Record . 2614 
Relevant Organizational Factors 2618 

Coordination with State Authorities 2619 
III Effect of the New Assistant Commissioner 2620 

The Statutory Changes 2620 
Effect on the Organizational Structure of Exempt 

Organization Administration 2622 
National Level 2622 
District and Regional Levels . 2627 

IV Philanthropy and the Gvll Service Commission, Postal 
Service, and Agency for International Development 2631 

Civil Service Commission 2631 
Eligibility Standards 2631 
Specific Requirements 2633 
Comments 2634 

Postal Service . 2635 
Reduced Rate Classes 2635 
Eligibility Standards 2636 
Erigiblllty Determination and Appeal Procedure 2637 

Agency for International Development's Advisory 
Committee on Voluntary Foreign Aid . • • 2638 



LIX 

Page 

V Alternatives to the Internal Revenue Service as 
the Federal Oversight Agency 2640 

Proposals for a National Commission on Philanthropy 2640 
Evaluation 2642 

VI Federal Regulation of Interstate Fund Raising 2644 
The Need for Federal Regulation 2644 
The Current Role of the Internal Revenue Service 2646 

Audits 2646 
Disqualification for Excessive Fund-Ralsing Costs . . . . . . . . . 2646 
Public Information 2647 
Public Warnings . 2647 

Pending Proposals for Federal Legislation 2648 
H.R. 1123 2648 
Truth In Contributions Bill 2649 
Some Comments on These Proposals 2652 

A Recommendation for Federal Regulation of Charitable 
Solicitations and Professional Fund Raisers 2653 

Location of the New Agency 2653 
Scope of the Disclosure Regulation . 2654 
Nature of the Disclosure Regulation 2656 
What Should the Solicitation Statement Disclose 2656 
Accounting Standards 2656 
Anti-Fraud Provisions 2657 
Remedies and Enforcement 2658 
Registration of Professional Fund Raisers 2658 

Vl l Judicial Remedies 2658 
Equity Enforcement Powers 2658 
Judicial Review of Advert Status Determinations 2660 

VIII Recommended Administrative Actions Within the Service 2661 
Dissemination of Data on Philanthropy 2661 

The Need for Data on Philanthropy 2661 
Categories of Data Needed 2662 
The Service's Role 2664 

Specific Administrative Actions 2664 
Status Determination and Rulings . . . . . . . . . . . . . . . . . . . 2664 
Compliance Procedures and Practices 2665 
Personnel and Training 2665 
Public Informaton . 2666 
Organizational Structure 2666 

Appendix 2667 
Footnotes . 2668 



LX 

Page 

Judicial Remedies and Related Topics Adam Yarmolinsky and Marion 
R. Fremont-Smith (1975) 2697 

I Improving the Judicial Remedies for Correcting Abuses and 
Determining Exempt Status 2698 

II Private Benefit 2699 
III Speculation 2701 
IV Solicitation 2702 

Uniform Accounting and Full Disclosure to Internal 
Revenue Service 2703 

Availability of Information 2703 
Federal Trade Commission 2703 

The Status of State Regulation of Charitable Trusts, Foundations, and 
Solicitations Office of the Ohio Attorney General (1974) 2705 

Introduction and Summary Findings 2705 
Charitable Trusts and Foundations 2705 
Charitable Solicitations 2707 

Specific Recommendations 2708 
Charitable Trusts and Foundations 2708 
Charitable Solicitations 2709 

I The Regulation of Charitable Trusts and Foundations 2710 
The Common Law Power of the Attorney General with 

Respect to Charities . 2710 
Comparative Analysis of State Charitable Trust and 

Foundation Statutes 2712 
The Office of the Attorney General 2726 
Federal-State Relationships 2733 

Reporting Requirements 2733 
Publicity of Information Required from Certain Exempt 

Organizations and Certain Trusts Under IRC §6104(c) . . . . 2734 
Abuses in the Administration of Charitable Trusts and 

Foundations 2736 
The Feasibility of Uniform Charitable Trust and 

Foundation Legislation 2742 
II The Regulation and Supervision of Charitable 

Solicitations 2752 
Comparative Analysis of Charitable Solicitation Statutes 

and State Regulatory Agencies 2752 
Analysis of The Model Solicitations Act and Proposed 

Revisions 2763 
The Religious Organization Issue 2771 

Appendix A: Selected Citations to Cases From Twenty-Three 
Jurisdictions Holding That the Attorney General 
Retains His Common Law Powers 2773 



LXI 

Page 

Appendix B: Selected Citations to Cases From Twenty-Eight 
Jurisdictions Recognizing the Attorney General's 
Common Law Power to Enforce Charities 2774 

Footnotes 2776 

Self-Regulation in Private Philanthropy Peter G. Meek (1974) . 2781 

Introduction 2781 
I Self-Regulation in Philanthropy: Overview and Selected 

Examples of Private Efforts with Regulatory Potential . . . . . . . 2781 
Standard-Setting and Accreditation 2782 
Accreditation and the Role of the Federal Government 2783 
Standard-Setting to Guide and Encourage Public Support 2784 
Standard-Setting Within Single Organizations 2784 

The Advertising Council 2785 
The National Council on Philanthropy 2786 

Contributor Protection at the Community Level 2786 
Self-Regulation of Fund Raisers . 2787 

National Society of Fund Raisers, Inc 2787 
National Association for Hospital Development 2788 
American Association of Fund-Raising Council, Inc 2788 

II The Ad Hoc Committee (1959-1961) 2789 
Background 2789 
Action on Recommendation for a National Commission on 

Voluntary Health and Welfare Agencies 2792 
Action on Recommendation for Development of Uniform 

Accounting and Financing Reporting for Voluntary 
Agencies 2801 

Development and Publication of the Standards 2804 
Implementation of the Standards 2804 
Establishment of Ongoing Promotion and Supervision 

of Public Financial Reporting 2805 
Other Outcomes of the Report of the Ad Hoc Committee . . . . . . 2808 

III The National Information Bureau 2809 
IV Council of Better Business Bureaus: Philanthropic 

Advisory Department 2815 
V United Way of America: Committee on National Agency 

Support 2817 
Committee on National Agency Support (CONAS) 2819 
National Budget and Consultation Committee (NBCC) 2821 
National Agency Review Board (NARB) 2823 
Standard-Setting by Local United Way Organizations 2824 

VI The National Health Council: Membership Standards 
Program for Voluntary Health Organizations 2825 

V l l National Accreditation Council for Agencies Serving 
the Blind and Visually Handicapped 2829 



LXII 

Page 

VIM Self Regulation in Private Philanthropy Other Than 

Voluntary Health and Welfare Organizations 2832 

Council on Foundations 2833 

jo in t Commission on Accreditation of Hospitals 2836 

Self-Regulation in Higher Education 2838 

American Association of Museums 2840 

IX Issues in Self-Regulation for Consideration by the 

Commission on Private Philanthropy and Public Needs 2842 

General Observations 2842 

Issues for the Commission 2844 

Appendix A: Better Business Bureau Standards for Charitable 

Solicitations 2846 

Appendix B: National B u d g e t e d Consultation Committee Standards 

for National Voluntary Health, Welfare, and 

Recreation Agencies 2850 

Appendix C: List of Organizations Described in Report 2854 

Footnotes 2855 

Preserving the Private Voluntary Sector: A Proposal for a Public 

Advisory Commission on Philanthropy Adam Yarmolinsky and Marion 

R. Fremont-Smith (1976) 2857 

A Study of the Inadequacies of Present Financial Reporting by 

PhWanthrop'icOrganizations Accounting Advisory Committee (1974) . . 2869 

Introduction 2869 

Importance of Meaningful Financial Statements 2869 

Authoritative Pronouncements 2869 

Scope of Study 2870 

Summary of Conclusions and Recommendations 2871 

I Financial Reporting for Philanthropic Organizations 2872 

Present Financial Statements are Dif f icult to Comprehend 2872 

Present Accounting and Reporting Practices Are Subjective 

and Varied 2872 

A Single, Uniform Set of Accounting Principles Should 

Be Adopted 2873 

Recommended Accounting Principles and Reporting Concepts . . . 2876 

Summary 2877 

II Federal and State Regulatory Reporting 2883 

Jurisdictions Have Different Reporting Requirements 2883 

Usefulness of Financial Information in State Reports 2883 

Usefulness of Financial Information in Federal Reports 2883 

Recommended Standard Accounting Report (SAR) 2884 

Advantages of the SAR 2884 

Arguments Against the SAR 2888 

Summary 2888 



LXIII 

Page 

The Fund-Raising Percent As a Quantitative Standard for Regulation of 
Public Charities, With Particular Emphasis on Voluntary Health and 
Welfare OrgSLnizations Arthur Jack Grimes (1975) 2889 

Introduction 2889 
I Findings and Recommendations 2891 

II Measuring Productivity by a Fund-Raising Percentage 2895 
Perspective 2895 
Technical Influences 2897 
Situation Influences 2897 
Management Influences 2898 
Identity Influences 2906 

III Overview 2907 
Appendix A: Sample of Health and Welfare Organizations Registered 

in New York State 2907 
Appendix B: Choice of a Base for Comparing Fund-Raising Cost 

Percentages 2908 
References 2912 

Deductions for Lobbying by Public Charities: Constitutional Issues, 
Public Policy, and the Tax Reform Act of 1976 Editor's Note 2915 

Legislative Activities of Charitable Organizations Other Than Private 
Foundations, With Addendum on Legislative Activities of Private 
Foundations Pepper, Hamilton & Sheetz 2917 

I Summary of Present Law 2917 
Section 501 (c)(3) 2917 
Regulations: Section 1.501 (c)(3)-1 2917 
Case Law 2918 
Section 162(e) 2919 

II Summaries of Arguments 2919 
Major Arguments in Favor of Corrective Legislation 2920 

Uncertainty of Present Law Should Be Corrected 2920 
Charities Should Be Heard From by Governmental Bodies 

(Federal, State, and Local)—Both Volunteer Members 
and Staff 2920 

Charities Should Be Allowed Basically the Same Rights 
As Trade Associations 2921 

The Right to Communicate with Members is Critical to the 
Proper Functioning of Most Charities 2922 

Major Arguments Against Corrective Liberalizing Legislation . . . . 2923 
The Right to Lobby Should Be Restricted Rather 

than Increased 2923 
Although it Might Well Be That the Law Should Be 

Clarified, the Clarification Should Not Result in 
Charities Being Allowed Additional Rights 2923 



LXIV 

Page 

There is No Need for Change: This Is One Area of 
the Law in Which Vagueness is an Attribute 2924 

Major Arguments In Favor of Careful Restriction of 
Any Corrective Legislation 2924 

The Right to Lobby Directiy Should Be Severely 
Restricted (Though Allowed Under More Definite 
Rules Than at Present)-Otherwise There Would Be 
Available a Gigantic "Slush Fund" for Charitable 
Lobbying 2924 

The Right to Deal With Members Should be Restricted, 
for Fear of "Grass Roots" Lobbying 2924 

Any New Legislation Should be Carefully Structured 
to Impose Narrow Limits on "Grass Roots" Lobbying . . . 2925 

Public Charities That Lose Their Section 501(c)(3) 
Exemption Should Not Be Allowed to "Walk Away" With 
a Large Endowment Created With Tax Deductible Dollars . 2925 

Areas of Apparent Agreement 2925 
Areas of "Self Protection"—Analogy to Provision for 

Private Foundations 2925 
Providing Technical Advice to Governmental Bodies 2925 
Making Available Research Results 2925 
Influencing Elections 2926 

III Recent Legislative Proposals 2926 
IV Conclusion 2928 
V Recommendations: Legislative Activities of Charitable 

Organizations Other Than Private Foundations 2929 
Appendix A: Text of H.R. 13720, H.R. 5095 and H.R. 12037 2931 
Appendix B: Legislative Activities of Private Foundations 2940 
Footnotes 2942 

Limitations on Lobbying by Charitable Organizations An Analysis 
Prepared for the Commission on Private Philanthropy and Public Needs 
(1977) 2945 

I Background: Recent Legislative and Litigating Activity 2945 
II The Statutory Framework 2946 
ill No Preference For Business Lobbying in Present Law . . . . . . . . . 2948 
IV Constitutionality: The Doctrine of Unconstitutional 

Conditions 2949 
V Qjnstitutionality: Equal Protection 2953 
VI Constitutionality: Vagueness 2956 

Vll Constitutional Questions Raised by Allowing Deductions 
for Personal-Choice Lobbying 2959 

V l l l Public Policy Issues 2962 
Footnotes 2965 



LXV 

Page 

Part II 

Foreign Practices 

Overview of Governmental Support and Financial Repjiation of 
Philanthropic Organizations in Selected HdXions Arthur Andersen & Co. 
(1975) 2975 

Introduction 2975 
I Australia 2977 

Scope of Activities of Private Philanthropic Organizations . . . . . . 2977 
Tax Incentives 2977 
Matching Grant Programs 2977 
Financing of Charities 2978 
Taxation of Charitable Organizations 2978 
Administrative and Governmental Control 2978 
Special Rules Applicable to Religious Groups 2979 

II Canada 2979 
Scope of Activities of Private Philanthropic Organizations 2979 
Tax Incentives 2979 
Matching Grant Programs . 2980 
Financing of Charities . 2980 
Taxation of Charitable Organizations 2980 
Administrative and Governmental Control 2980 
Special Rules Applicable to Religious Groups 2981 

III England . . . . . . . . . . . 2981 
Scope of Activities of Private Philanthropic Organizations 2981 
Tax Incentives 2981 
Matching Grant Prc^rams . 2982 
Financing of Charities 2982 
Taxation of Qiaritable Organizations . . . . . . . . . . . . . 2982 
Administrative and Governmental Control 2983 
Special Rules Applicable to Religious Groups . . . . . . . . . . . . . . 2983 

IV France 2984 
Scope of Activities of Private Philanthropic Organizations . . . . . . 2984 
Tax Incentives 2984 
Matching Grant Programs 2984 
Financing of Qiarities 2984 
Taxation of Charitable Organizations 2984 
Administrative and Governmental Control 2985 
Special Rules Applicable to Religious Groups 2985 

V West Germany 2985 
Scopeof Activities of Private Philanthropic Organizations 2985 
Tax Incentives 2986 
Matching Grant Programs 2986 
Financing of Charities 2986 



LXVI 

Page 

Taxation of Charitable Organizations 2987 
Administrative and Governmental Control 2987 
Special Rules Applicable to Religious Groups 2987 

VI Italy 2988 
Scope of Activities of Private Philanthropic Organizations 2988 
Tax Incentives 2988 
Matching Grant Programs 2988 
Financing of Charities 2989 
Taxation of Charitable Organizations 2989 
Administrative and Governmental Control . 2989 
Special Rules Applicable to Religious Groups 2989 

Vll Japan 2990 
Scope of Activities of Private Philanthropic Organizations . . . . . . 2990 
Tax Incentives 2990 
Matching Grant Programs 2990 
Financing of Charities Organizations 2990 
Taxation of Charitable Organizations 2991 
Administrative and Governmental Control 2991 
Special Rules Applicable to Religious Groups 2991 

Vlll Sweden 2992 
Scope of Activities of Private Philanthropic Organizations 2992 
Tax Incentives 2992 
Matching Grant Programs 2992 
Financing of Charities 2992 
Taxation of Charitable Organizations 2993 
Administrative and Governmental Control 2993 
Special Rules Applicable to Religious Groups 2993 

Taxation and Philanthropy in Canada R. M. Bird and M. W. Bucovetsky 
(1975) 2995 

Introduction 2995 
I The Dimensions of Private Philanthropy In Canada 2996 

Individual Donations 2997 
Corporate Donations 2999 
Charitable Bequests 3000 
Foundations 3001 

II Tax Measures Expllcitiy Related to Philanthropy 3004 
The Charitable Deduction 3004 
Tax Treatment of Gifts of Appreciated Property 3009 
The Exemption of Charitable Bequests 3012 
Attitudes Towards Philanthropy 3013 

III Capital Gains Taxes and Death Taxes 3015 
The Debate on Capital Gains 3015 
Death Taxes: A Casualty of Tax Reform 3017 
The Case of Ontario 3022 



LXVII 

Page 

IV The Implementation of Deemed Realization 3025 
Quantitative Aspects of the Capital Gains Tax 3028 

V Summary and Conclusion 3031 
Footnotes 3034 

The System for Regulation and Assistance of Charity in England and 
Wales, With Recommendations on the Establishment of a National 
Commission on Philanthropy in the United States Donald R. Spuehler 
(1975) 3045 

Introduction 3045 
The 1972 Ditchley Conference 3045 
A Summary Description of English Practice and Assistance 

of Charities 3046 
I The Charity Commission Under the Charities Act of 1960 3049 

General Stmcture 3049 
Registration 3050 

Registration of Existing Charities 3050 
Registration of New Charities 3051 

Accounts 3054 
The Official Custodian for Charities 3055 
The Consents Division 3057 
Local Review 3058 
General Supervision and Assistance 3060 

General Functions 3060 
Aid in Interaction with Government—The Almshouse 

Example 3062 
Modernization—Outmoded Purposes 3064 
Aid to Charities—Investment Policies 3065 
General Aid, Assistance, and Admonition of Charity 3066 

Summary 3067 
II Tax Treatment of Charities and Their Donors 3067 

General Tax Principles 3067 
Taxation of Charities 3068 

Exempt and Unrelated Income 3068 
Denial of Income Tax Relief 3069 
The Private Settiement Trust—The Private Foundation 

Emerging in Britain 3071 
Effectiveness of Inland Revenue's Surveillance of Charity . . . 3071 

Tax Treatment of Donors 3072 
Estate Duty 3072 
Capital Gains Tax 3072 
Gift Tax 3073 
The General Income Tax Rule—No Deduction for 

Charitable Gifts 3073 
The Deed of Covenant 3073 



LXVIII 

Page 

III The Charities Aid Fund-A Unique Institutional Approach to 
Problems of Charities and Donors 3076 

IV British Attitudes Toward the Charitable System 3078 
V The Fruits of British Experience for the United States-A 

United States Charity Commission? . 3080 
Proposed Functions of a National Commission on Philanthropy . . 3080 
In Search of a Function for a National Commission on 

Philanthropy-The Charity Commission Example 3082 
Charity Commission Purposes Considered Undesirable 

for the United States 3083 
Functions of the Charity Commission Considered 

Unnecessary for the U.S 3083 
Charity Commission Functions Possibly Useful to the U.S.. . . 3083 

Recommendations for a National Commission 3086 
Footnotes 3087 



Part I 

Special Behavioral Studies 





TAX INCENTIVES AND CHARITABLE CONTRIBUTIONS IN THE 
UNITED STATES: A MICROECONOMETRIC ANALYSIS 

Martin S. Feldstein' and Charies Clotfelter* 

Introduction 

This study uses household survey data to estimate the effects of the income tax 
treatment of charitable contributions. The basic estimates Indicate that charitable 
giving responds to the opportunity cost of giving with a price elasticity of -1.15; the 
income elasticity is 0.82. These values are quite robust to alternative specifications and 
to different restrictions of the sample. They are also very similar to the estimates 
obtained In a previous study using a very different type of aggregate data for 1948 
through 1968. An analysis of possible interdependence among individuals reaches the 
negative conclusion that an individual's total giving does not depend on the amounts 
given by others at his income level or with higher Incomes. The parameter estimates 
are used to simulate four alternatives to the current tax treatment: complete 
elimination of the current deduction; replacement of the deduction by tax credits of 
20 percent or 30 percent; and constructive realization of gifts of appreciated assets. 
The analysis shows that because of the current tax treatment, philanthropic 
organizations receive more in additional funds than the Treasury loses in foregone 
revenue. 

The American public sector relies substantially more on private nonprofit 
Institutions than is common In most other countries. Higher education, health care, 
the visual and performing arts, and general community services are produced by 
voluntary institutions. Even when these institutions receive most of their income from 
user charges and public funds, they depend on private contributions to provide the 
basic "equity capital" and to support new ventures.^ 

The federal income tax law allows the value of contributions to be deducted in 
calculating taxable income. The "price" of one dollar's contribution to a philanthropic 
organization, measured In terms of foregone Income after tax, therefore varies 
inversely with the Individual's marginal tax rate. There are today a number of widely 
discussed proposals for changing the tax treatment of charitable contributions. These 
include the complete abolition of the deduction, the substitution of a system of tax 
credits, the Introduction of a "f loor" with a deduction or credit only for contributions 
above that level, and various modifications of the tax treatment of appreciated assets.̂  
The current paper will not attempt to deal with the complex and wide-ranging issues 
raised by these proposals. Our focus Is on the empirical Issue of the magnitude of the 
price and Income elasticities of charitable contributions. These parameters are crucial 
for the evaluation of the impact of any proposed change. 

There has been substantial controversy about the extent to which current tax rules 
affect the magnitude of charitable contributions. The earliest econometric evidence 
was Taussig's study of the 1962 Internal Revenue Service Tax File, a stratified sample 
with 70,596 individual federal Income tax returns with itemized deductions.^ Taussig's 
often quoted conclusion was that the deduction has little or no effect on the total 
volume of charitable contributions. More specifically, Taussig's parameter estimates 
Indicated a price elasticity of less than 0.10, and therefore implied that for each dollar 

' Professor, Department of Economics, Harvard University. 
* Professor, Department of Economics, University of Maryland. 
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of potential revenue foregone by the Treasury, charities receive less than ten cents in 
contributions. An error in Taussig's analysis, the accidental omission of 22,918 
observations, makes this conclusion questionable.'* There are, moreover, serious 
problems with Taussig's specification and method of estimation.^ A reanalysis of the 
1962 data with the full sample indicates a price elasticity of approximately one.* 

Schwartz used aggregate time series based on the summaries of tax returns that are 
published by the Internal Revenue Service.' The estimated price elasticities differed 
among income classes and between the pre-war and post-war periods but averaged 
about 0.6. Unfortunately, the relatively small number of observations and the use of 
separate samples by income groups precluded precise estimation; more than half of the 
estimated price elasticities are less than twice their standard error. Feldstein^ used a 
time series of cross sections based on the value of Itemized charitable contributions In 
each adjusted gross Income class for even years from 1948 through 1968. The 
estimates indicate that the volume of charitable contributions is quite sensitive to the 
price of giving that is implied by the tax treatment; almost all of the estimates of the 
price elasticity are absolutely greater than one. 

The studies by Taussig, Schwartz, and Feldstein all suffer from the limits Imposed 
by the use of the official tax return data. Perhaps the most serious problem is the lack 
of Information on permanent economic Income and on wealth. Adjusted gross income 
becomes a less adequate measure as income rises. Similarly, the influence of wealth 
rather than current income is likely to be important at high income levels. A second 
Important shortcoming is the restriction to taxpayers with Itemized returns. While this 
restriction is unimportant for high-income individuals, it eliminates substantial 
Information on the behavior of those with lower income. Demographic characteristics 
(age, sex, marital status, and race), educational background, occupation, and other 
personal attributes that influence giving may be correlated with income and price 
variables in a way that biases the estimates of the price and income elasticities. 

The current study presents a new type of evidence about the effects of the Income 
tax treatment of charitable contributions that avoids the restrictions imposed by the 
official tax return data. By using household survey data, we are able to relate 
charitable giving to economic income, wealth, tax rates, and personal characteristics. It 
Is very reassuring that the estimated price elasticities are very close to the values 
obtained in Feldstein^ despite the substantial differences in the nature of the data and 
the level of aggregation. 

Chapter I describes the survey data and indicates the definitions used to construct 
the key variables. Chapters II, III, and IV present the basic parameter estimates and 
examine whether the price elasticity varies among wealth or Income groups. The 
special problem of gifts of appreciated property Is studied In detail. Chapter V 
specifies and estimates alternative models of Interdependent behavior in which each 
individual's contribution depends on the volume of contributions made by others. 
Simulations of the effects of four possible tax changes are presented in Chapter VI. 
There Is a brief concluding section. 

I 

DATA, SPECIFICATION AND DEFINITIONS 

In 1963 and 1964 the Board of Governors of the Federal Reserve System 
conducted a national survey of the Income, assets, and savingsof 2,164 households.*^ 
With the assistance of the Internal Revenue Service, the survey was able to greatly 
oversample high-Income Individuals; for example, 18 percent of the sample but less 
than 1 percent of the population had 1962 incomes over $25,000. For the current 
analysis we eliminated a relatively small number of households that did not report one 
or more key variables (charitable giving, income, age, children, and saving) or that 
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reported a negative net worth. A further group with very low 1963 adjusted gross 
Income (less than $1,721) was also eliminated.** The final sample contains 1,406 
households. 

The equations that we have estimated relate charitable giving (G) to disposable 
income (INC), the price of giving, that is, net cost to the donor per dollar received by 
the donee (P), net worth (W), and additional variables measuring age and other 
personal characteristics (X). The basic specification uses a log-linear equation to 
estimate constant elasticities with respect to INC, P, and W: 

1nGi=^Q + P̂  In INC.+^2 I n P . + ^ 3 In Wj+ S ^,X.j + e. (1) 

Alternative specifications allowing more general nonlinear relations will be described 
below. 

The survey obtained information on all charitable giving in 1963 (G), Including gifts 
of assets as well as of cash. The survey estimate of aggregate giving agreed quite closely 
with the official Internal Revenue Service value; for itemized returns, actual 1962 
giving was $7.5 billion and the corresponding survey estimate for 1963 was $6.2 
billion.*2 One can only speculate on how much of the difference is due to 
underreporting In the survey and how much to overreporting In the tax returns.*^ In 
principle, the survey contains Information on the value of gifts to trusts but It is not 
clear how accurately this Information reflects the actual value of such gifts. There is no 
information on gifts of services, gifts made by corporations that the donors control, or 
anticipated testamentary bequests. 

The correct concept of disposable Income for this study is total income minus the 
taxes that would be due If no charitable contributions were made.*^ The basic 
measure of disposable income (YD) in this study uses total income received In 1963 
minus an estimate of the tax that would be due with no contribution; the method of 
estimating the tax is described below. To approximate permanent income, an average 
of this disposable income measure for 1962 and 1963 has also been used: YDP = 0.5 
(YD + VD62).*s 

There are two disadvantages with this common measure of permanent income: (1) 
it uses only income received and excludes the accrued gains on various assets; and (2) 
it uses only two years' Income data v^ile the Individual may base his own perception 
of permanent income on much more information. The first of these may not be a very 
serious problem because the basic specification of equation 1 Includes the value of 
wealth. Nevertheless, this does not allow for the fact that different portfolios have 
different amounts of accrued Income and realized income nor for the differences In 
the contribution of wealth to permanent income at different ages. We have therefore 
constructed as an alternative measure of permanent income the value of the annuity 
that the individual could obtain from his current wealth and labor Income. More 
specifically, YDA Is the sum of the current labor Income and the annual payment of 
an annuity based on the head of the household's age and an Interest rate of 5 percent, 
net of the tax that would be due If no charitable contributions were made.* * 

The annuity measure of permanent income Is still restricted to using current labor 
income to approximate permanent labor income. A quite different approach to 
measuring permanent income can be based on the permanent income theory of 
consumption. Because of the log-linear form of equation 1, we must restate the 
permanent income model In a multiplicative form: 

C = k YPU (2) 

Y = YPV (3) 
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where C Is actual consumption, YP Is permanent Income, Y is actual income and Uand 
V are multiplicative random errors. In addition, In U and In V are independent of each 
other and of In YP. If permanent income Is more closely correlated with current 
consumption than with current Income, It Is advantageous to replace INC in equation 
1 by consumption and to use current income as an instrumental variable in the 
estimation procedures.^' For this method of measuring permanent Income, we include 
charitable contributions in the definition of total consumption*^ and use YD as the 
measure of current income. 

The price of charitable giving (P) Is the amount of after-tax Income or wealth that 
the Individual foregoes to add one dollar to the receipts of a donee. If the Individual 
uses the "standard deduction," that is, if he does not itemize his deductions, his price 
is 1 regardless of his marginal rate. If the individual Itemizes his deductions and his 
marginal rate Is m, the price of a one dollar cash contribution Is 1-m. For this purpose, 
we define m as the marginal rate applicable to the first dollar of charitable 
contributions. An Individual who gives a very substantial amount in relation to his 
income will lower his marginal rate as well as his tax liability. We have not investigated 
the implications of using an endogenous value of P based on the last dollar of giving or 
the average cost for the entire gift, i ̂  

Contributions of appreciated assets create a special problem for measuring the price 
of charitable giving. When an asset Is given away. Its full value can be deducted from 
the donor's taxable income but there Is no constructive realization and therefore no 
tax to be paid by the donor on the capital gain.20 The opportunity cost (price) of a 
gift that is given in the form of an appreciated asset therefore depends not only on the 
individual's marginal tax rate but also on the fraction of the asset's value that is 
accrued capital gain and on the alternative disposition of the asset. An example will 
clarify the way in which these variables determine the relevant price. Consider an 
Individual whose marginal rate is 40 percent and who contemplates donating an asset 
that Is now worth $100 and for which he originally paid $30. If he gives the asset 
away, he reduces his taxable income by $100; he therefore reduces his tax liability by 
$40 and thus increases his after-tax income by $40. If he instead sells the asset, he 
pays a tax of $14 (half of his marginal rate on the capital gain of $70) and Increases his 
after-tax income by $86. For this individual, the opportunity cost of the $100 
contribution is therefore $46 of foregone consumption. If the price is defined in terms 
of foregone consumption, the price of the gift Is P=0.46. This price clearly depends on 
the ratio of the asset's original cost (or basis) to its current value: an original cost of $1 
Implies P=0.40 while an original cost of $100 implies P=0.60. More generally, P=l 
-mc(1-B/V)-m where V is the current value of the asset, B is its basis or original cost, m 
Is the marginal tax rate on Income and mc Is the marginal tax rate on capital gains; In 
1963, mc = 0.5m with a maximum of 0.25. 

The preceding calculation defined the opportunity cost of a donated asset In terms 
of foregone immediate consumption, that is. It assumed that If the asset were not given 
away it would be sold in the current year. The price is higher and the calculation is 
more complex If the opportunity cost is defined In terms of foregone saving or wealth, 
that is, if it is assumed that the asset would not otherwise be sold in the current year. 
The Individual In the preceding example could retain the $100 asset or he could give It 
away and add the $40 tax saving to his wealth. Viewed in this way, his opportunity 
cost price Is 0.60, tiie same as for contributions of money; moreover, this price Is 
Independent of the ratio of the capital gain to the present asset value. Since the 
individual who does not give away the asset also has a future tax liability, this tends to 
overstate the opportunity cost of a prospective contribution. However, by postponing 
the sale of the asset the individual can substantially lower the present value of the tax, 
and If the asset Is never sold during the individual's lifetime, the capital gains tax 
liability is completely eliminated when the asset pas^s at death.21 
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It has not been possible to reflect accurately the full complexity of appreciated 
asset gifts. Although the fraction of total contributions In the form of assets is known 
for each individual, there Is no data on the ratio of original cost to the current value 
for such assets. There Is of course no Information on what would have been done with 
such assets if they had not been contributed. The price of gifts of appreciated assets 
can therefore be known only conditional on an assumed ratio of basis to value. 
Moreover, with the same ratio of basis to value for all households, the prices of cash 
gifts and of asset gifts are very highly correlated. In practice, we have constructed a 
price Index as a weighted average of the cash price and asset price using the share of 
contributions in the form of assets for all households In the same broad income 
class.^^ A maximum likelihood procedure, described below, was used to estimate an 
appropriate ratio of basis to current value. 

The survey did not specifically ask for the Individual's marginal rate or taxable 
Income or even whether the taxpayer itemized his deductions. To estimate this 
information we begin by calculating adjusted gross income (AGI) as the sum of income 
from all taxable sources plus short-term capital gains plus half of long-term capital 
galns.^^ We then classify the taxpayer as an itemizer or non-ltemlzer in the following 
way.^"* We calculate the exemptions and standard deduction that the taxpayer would 
have if he did not Itemize and find the resulting tax liability by consulting the 
appropriate tax schedule. We then estimate the taxpayer's potential deductions 
(excluding charitable contributions) as the sum of 5 percent of the value of owned 
residences'^ plus a percentage of AG I that varies by AG I class to represent other 
Itemlzable deductions.'* The tax liability, if the taxpayer itemizes, is then calculated 
and compared with the liability if the standard deduction Is used. The taxpayer Is 
assumed to choose the method that minimizes his tax liability. The appropriate tax 
schedule then defines the marginal tax rate and the corresponding rate for capital 
gains.''' 

Each family's net worth (W) is defined as the algebraic sum of the value of portfolio 
and other investment assets, business assets, real estate and automobiles, minus the 
value of all debts. This definition thus omits consumer durables (except automobiles), 
the cash value of life insurance, and the present value of future pension rights and 
social security benefits. 

The remaining variables will be defined as they are introduced. 

II 

THE BASIC PARAMETER ESTIMATES 

Parameter estimates for the sample of 1,406 households are presented in equation 
4: 

In G = -5.42 + 0.80 In YD - 1.55 In P 
(0.15) (0.31) 

-t- 0.10 1 n W + 0.12 AGE3554 -•- 0.25 AGE5564 
(0.06) (0.21) (0.25) 

+ 0.49 AGE65-1-
(0.30) 

R2 = 0.20 
N = 1406 

(4) 
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The Income elasticity is 0.80 and the price elasticity Is -1.55; despite the potential 
problem of collinearity between income and price, the standard errors of the 
elasticities are quite small. Although the wealth elasticity is relatively low, the very 
substantial range of wealth within each Income class Implies that wealth differences are 
responsible for a substantial part of the variation In contributions. Although the 
individual age dummies are not statistically significant, the coefficients surest that 
giving rises substantially with age: families In which the head is between 35 and 54 
years old give 12 percent more than similar families in which the head Is under 35; for 
55 to 64 year olds, the difference Is 25 percent, and for those over 65 the difference is 
49 percent 

Table 1 compares the basic parameter estimates for different definitions of income 
and price using the same specification as equation 4. The constant terms and the 
coefficients of wealth and of the age variables are not shown. The price elasticity of 
approximately -1.5 Is essentially unaffected by the choice of Income definition 
(equations 1.1 through 1.4). 

Table 1 

Price and Income Elasticities of Charitable Giving 
Based on Alternative Definitions of Price and Incomes 

Equation 

1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

1.7 

1.8 

PRICE 

Definition 

P 

P 

P 

P 

Pf50] 

P[50] 

P[50] 

P[50] 

Elasticity 

-1.55 
(0.30) 

-1.57 
(0.30) 

-1.54 
(0.31) 

-1.44 
(0.31) 

-1.14 
(0.20) 

-1.15 
(0.20) 

-1.10 
(0.21) 

-1.07 
(0.20) 

INCOME 

Definition 

YD 

YPD 

YDA 

C 

YD 

YPD 

YDA 

C 

Elasticity 

0.80 
(0.15) 

0.83 
(0.15) 

0.79 
(0.15) 

0.95 
(0.17) 

0.84 
(0.14) 

0.87 
(0.14) 

0.81 
(0.15) 

0.99 
(0.16) 

SSR 

9836 

9823 

9856 

9836 

9792 

9780 

9832 

9793 

The equations all contain a constant term, a wealth variable and age variables. All estimates 
relate to the sample of 1,406 observations. 

The price variables are: P = 1-m where m is the marginal tax rate; P50 is a weighted average 
of P and l-m^O-SO mc where mc is the marginal rate for capital gains, if an asset test is satis­
fied, and P if the test is not satisfied. For non-itemizers, P = 1. The income variables are: 
disposable income (YD), permanent disposable income (YPD), disposable annuity income (YDA) 
and consumption with an instrumental variable estimator (C). See text for additional details. 
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Before considering the implication of these elasticity values, It is important to study 
the alternative price definitions that reflect the contribution of appreciated assets. 

The special problems raised by gifts of appreciated property were briefly discussed 
in Chapter I. The available data severely limits the possibility of dealing fully with this 
problem. The price for the gift of appreciated property that would otherwise be sold is 
l-m-mc(1-B/V) where mc is the marginal tax rate on capital gains and B/V is the ratio 
of the basis (usually cost) to the current value of the asset. There Is unfortunately no 
data on the B/V ratio for property gifts. Moreover, If the asset would not otherwise be 
sold immediately, the present value of the reduction In the capital gains tax is less than 
mc(1-B/V). If we denote the present value of this reduction In the capital gains tax by 
amc(1-B/V) where (Xa<1 is the relevant discount factor, the price of a gift of 
appreciated property is 1-m-Q!'mc*(1-B/V). Since nether a nor B/V is known and since 
only their product enters the price variable, we have used a maximum likelihood 
search procedure (described below) to estimate the composite parameter Q!(1-B/V). 
The value of a(1-B/V) is assumed to be the same for all taxpayers. 

For any given value of a(1-B/V) there Is still a problem of how to combine the 
separate price variables for gifts of cash and for gifts of appreciated property. 
Although the price for gifts of property Is always less than the price for cash gifts. 
Individuals who make gifts of property almost always also make gifts of cash. These 
individuals may prefer cash gifts for contributions below some minimal size or for 
contributions to particular types of donees. Since there is very high correlation 
between the two prices,'^ it Is better to use a weighted average of the two prices than 
to use the two prices separately. The relative importance of the two prices clearly 
differs among the income classes: the survey indicates that gifts of assets accounted for 
less than 1 percent of total giving by households with income below $15,000 but for 
more than 60 percent of total giving by households with Income over $100,000. 
Although weights could be assigned to each taxpayer on the basis of the composition 
of that taxpayer's gifts, doing so would Introduce a very substantial element of 
Inappropriate simultaneity in the definition of price. Instead, households are classified 
Into seven Income classes with the relative weights for all households In each class 
based on the average composition of the gifts In that class. 

Not all taxpayers can take advantage of the option to contribute appreciated 
property. An individual who does not own common stock Is unlikely to have an 
appreciated asset that Is suitable for making charitable gifts.'^ As a precautionary 
measure, we assume that any taxpayer who does not have common stock worth at 
least 3 percent of his adjusted gross income will make only cash gifts.''° 

The final price variable will be written P[a(1-B/V)] to emphasize that it Is 
conditional on the parameter Q:(1-B/V). The variable is defined by: 

P[a(1-B/V)]j = 1 for non-itemizers 

= 1-m. for itemizers with insufficient common stock (5) 

= W,(1-mj) +(1-W,) [1-mj -a(1-B/V)mCj] for others 
where the weight W| is the ratio of the value of cash gifts to total gifts for the Income 
class of which household I Is a member. For eight values of a(l-B/V) between zero and 
one, the logarithm of P[a!(1-B/V)] i is substituted for In Pj in the basic specification 
of equation 4. The value of Q;(1-B/V) for which the regression has the lowest sum of 
squared residuals Is the maximum likelihood estimate of this composite parameter and 
the estimated coefficients for this value are the maximum likelihood estimates of the 
corresponding parameters.^ ^ 

The likelihood function is relatively flat between a(l-B/V)=0.25 and a(l-B/V)=0.75 
but reaches a maximum at a(1-B/V)=0.50. The income, wealth, and age coefficients 
are not substantially different from the results obtained In equation 4 with the simple 
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price variable. The price elasticity falls from 1.55 to 1.14 (S.E. = 0.20). This 
specification implies a smaller response to any given change In price. The estimated 
price elasticity Is again quite insensitive to the definition of income (see equations 1.5 
through 1.8). 

The alternative definitions of Income have littie effect on the estimated price 
elasticity. Because permanent disposable income (YPD) corresponds to the lowest sum 
of squared residuals, we present the full equation: 

In G = -5.90 + 0.87 In YPD - 1.15 In P(50) 
(0.14) (0.20) 

+0.10 In W + 0.14 AGE3554 + 0.26 AGE5564 
(0.05) (0.21) (0.26) 

+0.45 AGE65+ 
(0.30) 

(6) 

R2 

N 
SSR 

= 0.21 
= 1406 
= 9792 

The wealth and age coefficients are almost identical to those of equation 4 and are 
thus not sensitive to the measurement of income or price. 

Before studying additional modifications of this basic equation, it Is useful to 
consider the implications of these elasticity values. Since a full analysis is presented in 
Chapter IV, only some individual examples are now examined. In 1963 households 
with incomes between $8,000 and $10,000 contributed an average of $165. The 
average price for these taxpayers was 0.84. If contrbutlons were not deductible, the 
price would rise by 19 percent (from 0.84 to 1.00) and therefore, given a price 
elasticity of -1.15, contributions would fall by about 18 percent or $30.^' This 
amount is neither Implausible nor contrary to the common assertion that the 
deductibility of contributions is likely to have only a "small" effect on the amount 
given by low-Income households.^ ̂  

For households with disposable Income between $25,000 and $50,000, the average 
contribution was $2,125 and the average price was 0.49. The lower average price in 
this income class Implies that the deductibility of charitable gifts has a substantially 
greater effect than in the lower income class. Eliminating the deductibility would raise 
the price by 104 percent (from 0.49 to 1.00) and would therefore lower the 
contribution by about 56 percent or $1,190. 

It Is interesting to note the special implication of a price elasticity of exactiy minus 
one. With this price elasticity, the value of giving responds to changes In price In such a 
way that the/7e? cost to the individual donor is unaffected by the deductibility. Donees 
receive an amount equal to the sum of the constant net cost to the donors plus the 
revenue foregone by the Treasury. The efficiency of the incentive to charitable giving, 
that is, the ratio of additional funds received by donees to revenue foregone by the 
Treasury, Is 100 percent. The actual estimated price elasticity of-1.14 implies an 
efficiency greater than 100 percent, that is, philanthropic organizations receive more 
In additional funds than the Treasury loses in foregone revenue. 

In concluding this section, it is useful to compare the current parameter values with 
the estimates based on aggregate data by income class for the years 1948 through 
1968. Feldstein reported an Income elasticity of 0.82 (S.E.=0.03) and a price elasticity 
of-1.17 (S.E.=0.09).^'* The two estimates are remarkably close to the current values 
of 0.87 and -1.15 in spite of the great differences in the source of the data and level of 
aggregation. 
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III 

ADDITIONAL SPECIFICATIONS AND TESTS 

This section and the next test the sensitivity of the basic results to a number of 
generalizations of the specification and restrictions of the sample. The evidence all 
tends to confirm the conclusions that the price elasticity is slightly greater than one 
and that the income elasticity Is slightly less than one. We begin by restricting the 
sample, first to taxpayers who Itemize and then to taxpayers under age 60. A variety 
of demographic factors associated with giving are examined next. Chapter IV considers 
alternative specifications in which the price and income elasticities are allowed to vary 
with Income and wealth. 

Taxpayers With Itemized Deductions 

A taxpayer who does not itemize his deductions has a price of 1 for all charitable 
contributions. Chapter I explained how we decided whether each household would (In 
the absence of any charitable contributions) have itemized its deductions or used the 
standard deduction. A total of 486 of the original 1,406 households were treated as 
non-itemizers. To see whether the price effect of itemizing Is similar to the price effect 
due to the variation In the marginal rate for Itemizers, we reestimated the basic 
regression for the sample of 920 households who itemized (and would have itemized 
even in the absence of charitable contributions). The price and income elasticities of 
equation 7 are very similar to the values for the entire sample that were presented In 
equation 6. The itemizers' Income elasticity 

In G = -4.80 + 0.93 In YPD - 1.39 In P50 
(0.20) (0.24) 

+0.09 In W + 0.40 AGE3554 + 0.42 AGE5564 
(0.09) (0.30) (0.35) 

(7) 
+0.84 AGE65+ 
(0.42) 

R2 = 0.18 
N = 920 
Itemized Returns 

is a littie higher than for the full sample (0.87) and the price elasticity Is also slightly 
higher than the value of 1.15 obtained for the full sample. Although this suggests a 
somewhat stronger response to changes In marginal rate than to Itemizing per se, the 
difference is very small and well within the standard error of the parameter estimate. 

Aged and Nonaged Taxpayers 

It seems plausible that the philanthropic behavior of older taxpayers may differ 
substantially from the behavior of younger ones. Decisions about current giving and 
charitable bequests are likely to be more interdependent than at earlier ages.̂ ^ 
Current Income may be a very poor measure of permanent Income and current giving 
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may reflect patterns established earlier In life. For both reasons, wealth may be more 
Important than at younger ages. Our sample contains 304 households In which the 
head was 60 years old or older.^* Equation 8 shows that the behavior of this group is 
not fundamentally different from that of younger households: 

In G = -6.12 + 0.79 In YPD - 0.84 In P50 
(0.26) (0.30) 

(8) +0.22 In W + 0.13 AGE65+ 
(0.14) (0.33) 

R2 

N 
SSR 

= 0.27 
= 304 
= 2346 

The income and price elasticities are somewhat smaller and the wealth elasticity is 
substantially larger than In the entire sample. The size of the sample (N=304) results in 
larger standard errors and the usual analysis of variance test shows that dividing the 
population into aged and nonaged does not significantly improve the explanatory 
power of the model.3"^ 

Other Demographic and Economic Factors 

The survey data provide other information about the demographic and economic 
attributes of each household. An analysis of the effects of these factors on charitable 
giving Is both Interesting In Its own right and useful as a way of testing whether the 
previously observed price and income elasticities are biased because of the simpler 
specifications. For this purpose, households have been classified with respect to seven 
factors in terms of the characteristics of the head of the household: age, sex, race, 
community size of residence, employment, home ownership, and education. 

Table 2 shows that allowing for the Influence of these factors has almost no effect 
on the estimated price, income, and wealth elasticities. In particular, the price 
elasticity of -1.098 is extremely close to the value of -1.15 obtained In equation 6 
when the other explanatory variables are omitted. The additional variables are 
themselves also generally insignificant: only 6 of the 11 coefficients exceed their 
standard error and only one Is more than twice Its standard error. The one factor with 
a substantial effect is community size: households in medium-size cities contribute the 
most (given their income, price, wealth, and other characteristics) while households in 
large cities contribute the least. 

The insignificant impact of factors such as home ownership and education appears 
contrary to the common observation that home owners and college graduates give 
more than renters and than those who did not graduate from col l ie . Such 
observations do not of course adjust for the effects of price and wealth. Column 3 
presents the unadjusted average^* gifts in each group. These averages conform to the 
usual presumptions. For example, college graduates contribute more than three times 
as much as nongraduates and the difference of $275 Is more than four times the 
standard error. Comparing columns 1 and 3 thus shows that many of the factors 
associated with greater contributions are simply Indirect reflections of Income. 
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Table 2 

Effects of Demographic and Economic Factors on Ch 

Income (In YPD) 

Price (In P50) 

Wealth (In W) 

Age 
< 3 5 
35-54 
55-64 
65 + 

Sex 
Male 
Female 

Race 
White 
Nonwite 

Community Size 
< 250,000 
250,000-1.000,000 
> 1,000,000 

Employment 
Self-employed 
Employee 
Not working 

Home ownership 
Renter 
Owner 

Education 
College graduate 
Others 

Adjusted Effects 

Coefficient 

(1) 

0.772 

-1.098 

0.095 

0.170 
0.300 
0.466 

-0.085 

0.250 

0.517 
-0.257 

0.161 

0.138 

0.005 

0.293 

Standard 
Error 
(2) 

0.156 

0.201 

0.057 

(0.212) 
(0.258) 
(0.320) 

(0.264) 

(0.194) 

(0.157) 
(0.246) 

(0.200) 

(0.318) 

(0.189) 

(0.201) 

aritable Giving 

Unadjusted Effects 

Mean Standard 
($) Error 
(3) (4) 

-

-

-

91 (48) 
159 (33) 
169 (54) 
247 (65) 

163 (24) 
98 (70) 

166 (25) 
111 (55) 

103 (35) 
211 (33) 
123 (72) 

268 (58) 
133 (26) 
161 (77) 

104 (39) 
182 (28) 

397 (64) 
122 (24) 

IV 

VARYING PRICE ELASTICITIES 

The specification of a constant price elasticity is cleariy an assumption of 
convenience. We have therefore examined several alternative specifications in which 
the price elasticity is allowed to vary as a function of Income, price, and wealth. 
Although there Is some variation In the price elasticity, the evidence supports the 
conclusion that the average elasticity is approximately one. 
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Three different forms of varying price elasticity have been estimated. The first 
modifies the basic specification by replacing the constant price elasticity by a price 
elasticity that varies llneariy with logarithm of Income, price or wealth. For example, 
when the price elasticity is posited to depend on price we obtain: 

In G = -5.85 + 0.86 In YPD - (1.16 + 0.004 In P50) In P50 
(0.14) (0.44) (0.106) 

+0.096 In W + 0.14 AGE3554 + 0.26 AGE5564 
(0.056) (0.21) (0.26) 

+0.45 AGE65+ 
(0.30) 

(9) 

R2 

N 
SSR 

= 0.21 
= 1406 
= 9780 

The coefficient of In P50 varies only very slightly with In P50 and the additional 
coefficient is very much smaller than Its standard error. Using the same form of the 
equation to allow the price elasticity to vary with income (YPD) or wealth also 
produces completely Insignificant effects. Even If the large standard errors are Ignored, 
the magnitude of these effects Is relatively small. At the sample mean income, the 
price elasticity Is -1,08; a 50 percent change from this Income only alters this 
elasticity by 0.02. Similarly, at the sample mean wealth, the price elasticity Is -1.21 
and a 50 percent change In wealth only alters the price elasticity by 0.01. 

The second method of generalizing the constant price elasticity specification Is to 
reestimate the basic equation with different price elasticities In different parts of the 
price range. For this purpose, the observations are grouped Into those for which price 
exceeds 0.70, those for which price is between 0.30 and 0.70, and those for which 
price Is less than 0.30. Equation 10 shows that each of the separate price elasticities is 
now absolutely greater than the overall value of -1.15 but that the differences are not 
statistically significant: the F ratio of 0.65 Is less than the 5 percent critical value of 
F(2,oo) = 2.99. 

In G = -5.97 + 0.88 In YPD - 1.16 In P50 (<0.3) 
(0.15) (0.20) 

-1.26 In P50(0.3-0.7) - 1.82 In P50 (>0.7) 
(0.42) (0.64) 

+0.084 1 n W + 0.13 AGE3554 + 0.26 AGE5564 (10) 
(0.057) (0.21) (0.26) 

+0.48 AGE65+ 
(0.30) 

R2 = 0.21 
N = 1406 
SSR = 9771 

where In P50(<0.3) is either the logarithm of P50 if P50 Is less than 0.3 or Is equal to 
zero and 1 n P50(0.3-0.7) and 1 n P50(>0.7) are defined similarly. 
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Similar equations with separate price elasticities for different Income and wealth 
were also estimated. In equation 11, there are separate price elasticities for households 
with incomes below $8,000, between $8,000 and $40,000, and above $40,000. The 
price elasticities vary substantially but have large standard errors. The 

In G = -6.91 + 0.99 I n YPD - 2.07 In P50 (inc < 8000) 
(0.16) (0.80) 

-0.75 1nP50(8000 < inc < 40,000) - 1.16 In P50(inc >40,000) 
(0.32) 

+0.09 In W + 0.14 AGE3554+ 0.26 AGE5564 (11) 
(0.06) (0.21) (0.26) 

+0.47 AGE65+ 
(0.30) 

R^ = 0.21 
N = 1406 
SSR = 9750 

substitution of the three price elasticities for the single price elasticity only reduces the 
sum of squared residuals from 9792 to 9750; the associated F statistic of 3.01 Is just 
significantly different from zero at the 5 percent level (the critical value Is 2.99). Each 
coefficient is signiflcantiy less than zero but not significantly different from - 1 . Only 
for the middle-income group is the estimated elasticity smaller than the value of -1.15 
obtained for the entire sample; the point estimate of -0.75 has a standard error of 
0.32. 

Equation 12 shows that price elasticities decrease as wealth increases. Households 
with net worth less than $10,000 have an estimated price elasticity of -3.2 while 
households with wealth between $10,000 and $100,000 have a price elasticity of 
-1.68 and those with higher wealth have a price elasticity of -1.09. Although the 
standard errors are relatively large for the first two estimates, the three coefficients are 
significantly different from each other; the F statistic of 4.45 Is significant at less than 
the 0.01 level. Although the value of -3.2 for low-wealth households seems 
inappropriately large, it should be noted that the average price for this group Is 0.91 so 
that even a price elasticity of -3.2 only implies that the tax deductibility of 
contributions raises giving by 35 percent. 

In G = -6.12 + 0.86 I n YPD - 3.22 In P50 (W < 10,000) 
(0.14) (0.85) 

-1.68 I n P50 (10,000<W<100,000) - 1.09 I n P50 (W> 100,000) 
(0.45) (0.20) 

+0.11 In W + 0.12 AGE3554 + 0.28 AGE5564 (12) 
(0.06) (0.21) (0.26) 

+0.53 AGE65+ 
(0.30) 

R2 

N 
SSR 

= 0.21 
= 1406 
= 9730 
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The third and most general specification Is to allow all of the coefficients to be 
different in different Income and wealth classes. Table 3 compares the Income, price, 
and wealth elasticities for the separate population groups with the values obtained for 
the entire sample; each equation also contains a constant term and three age variables. 

Although there are rather substantial elasticity differences among the income 
classes, the standard errors of these coefficients are large and the disaggregation Is not 
statistically significant; the F ratio of 1.27 is less than the 5 percent critical value of 
F(14,°°) = 1.69. Moreover, in considering the very high price elasticity In the 
low income group. It should be borne In mind that this group has an average price of 
0.89, so that even a price elasticity of -2.5 implies that the tax deductibility of 
charitable contributions only raises the average value of the gifts by 34 percent. 

Table 3 

Price, Income, and Wealth Elasticities in 
Different Income and Wealth Groups 

Eq. Sample Price Income Wealth SSR 

3.1 

3.2 

3.3 

3.4 

3.5 

3.6 

3.7 

3.8 

All 
households 

Income 

< $8,000 

$8,000 -
$40,000 

$40,000 + 

Net worth 

< $ 10,000 

$10,000-
$100,000 

$100,000 + 

$100,000+ > 
Age < 60 f 

-1.15 
(0.20) 

-2.50 
(0.91) 

-0.89 
(0.41) 

-0.70 
(0.39) 

-3.69 
(0.97) 

-1.83 
(0.62) 

-0.52 
(0.31) 

-1.09 
(0.51) 

0.87 
(0.14) 

0.84 
(0.25) 

0.81 
(0.35) 

2.79 
(1.56) 

0.75 
(0.26) 

0.59 
(0.22) 

1.81 
(0.44) 

1.12 
(0.72) 

0.10 
(0.05) 

0.09 
(0.07) 

0.08 
(0.11) 

0.36 
(0.31) 

0.078 
(0.087) 

-0.003 
(0.195) 

0.48 
(0.27) 

0.31 
(0.36) 

9780 

3719 

5224 

713 

2869 

4402 

2277 

1389 

1406 

673 

654 

79 

542 

634 

230 

131 

The results are similar for the disaggregation by wealth groups. Although the 
elasticities differ substantially, the standard errors are quite large. The reduction in the 
sum of squared residuals Is relatively small (9548 for the three equations in 
comparison to 9780 for the combined equations) but statistically significant (F=2.4 
and the critical value at 5 percent Is F(14,00)=1.69). The very high price elasticity for 
the lowest wealth group Is again associated with a price that reflects almost no effect 
of the tax: the average price In this group Is 0.91, Implying that even If the price 
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elasticity Is -3.69 the tax deductibility of contributions only raises giving by 42 
percent. Although the high standard error of this price elasticity serves as a warning 
against accepting the point estimate, there Is strong evidence that the price elasticities 
for families with wealth of less than $100,000 are greater than unity. 

The relatively low price elasticity for the wealthiest group reflects the very large 
fraction of older persons In this sample of wealthy households. Equation 3.8 shows 
that for households In which the head Is less than 60 but net worth exceeds $100,000, 
the price elasticity is -1.09, essentially the same as for the whole sample. It Is the 
wealthy aged for whom the complex Interaction between estate taxes and income 
taxes makes the current model least appropriate; only further work on data that links 
bequests and lifetime giving will be able to provide an estimate of the price elasticity 
for this group with an adequate adjustment for the effect of estate taxes.^^ 

V 

INTERDEPENDENCE AMONG INDIVIDUALS IN CHARITABLE GIVING 

It is widely believed that the amount that each individual contributes to charity Is 
substantially influenced by the amounts that he perceives others to be giving. Social 
experiments confirm that individuals on the street who do not know they are 
participating in an experiment are more likely to make charitable contributions If they 
have just witnessed someone else making a contribution.'*° Fund raisers emphasize the 
importance of "leadership gifts," large gifts by some high-Income individuals that 
motivate similar Individuals to make comparable gifts and lower income Individuals to 
make gifts that are larger than they would otherwise make. 

It Is not clear, however, whether this demonstration effect appreciably alters each 
Indlvlduars total giving or only changes the distribution among different charities. The 
existence of an Interdependence among individual behavior Is both an Interesting 
question In Itself and a matter of substantial importance for the Impact of alternative 
tax treatments of charitable contributions. If each Indlvlduars giving does depend 
postlvely on the gifts of Individuals with the same or greater Income, an increase In the 
price of giving for the highest Income groups will not only depress their giving but 
would also depress the giving of lower Income individuals as well. 

The current section extends the previous specification to a model In which each 
Individual's giving Is a function of the average giving In his own Income class and in the 
Income classes above him. More specifically, to the previous equation we add the 
variable 

2 Wii 1 n G: 
* \ 'I > 

where Gj Is the mean giving per household In Income class j and Wjj measures the 
"economic proximity" of individual I and Income class j . The summation is taken only 
for the Indlvlduars own Income class and the classes above him.*^ The economic 
proximity Is defined by 

(14) 
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where Yj is the mean income in income class | and Yj is the mean income in the 
income class of individual I. With a possible value of X, the economic proximity of an 
income class declines with the difference between the individual's income and the 
mean income of that class. 

The new variable g* Is thus a weighted average of others' contributions with weights 
that are specific to each individual. The equation has been estimated with values of g* 
corresponding to all integral values of X between 0 and 15. The sum of squared 
residuals Increases with X until X = 10 and then remains constant. This value of X 
implies that the weights on all other income classes are so small that the giving by 
other classes can be ignored;"*^ the value of g*j is effectively In Gj, the logarithm of 
the mean giving in the individual's own Income class. Moreover, the coefficient of this 
variable is itself insignificant: 

In Gj = -4.82 + 0.84 In YPD - 0.96 In P50 
(0.14) (0.28) 

+0.10 In W + 0.22 g* + 0.15 AGE3554 
(0.06) (0.24) (0.21) 

+0.26 AGE5564 + 0.44 AGE65+ 
(0.26) (0.30) 

(15) 

R2 

N 
SSR 

= 0.21 
= 1406 
= 9773 

The point estimate Implies that an individual's giving is increased somewhat by the 
amount of the contributions made by other Individuals in his own income class. To 
evaluate the full effect of the other variables In this model, we must recognize that g^ is 
itself a function of these same variables for the other individuals In income class I. we 
can approximate the total effects by assuming that all individuals within each class are 
identical except for age. The values of InGj and gj'' are then identical for each age class 
and equation 15 can be solved to yield the price, income, and wealth elasticities. The 
Implied total price elasticity is therefore -1.23, only sllghtiy higher than in the eariier 
^ecificatlon. 

The essentially negative conclusions implied by equation 15 prompted us to 
consider an alternative specification. A potential donor might focus on how much 
others give relative to their income rather than on the absolute amount that they give. 
We therefore redefine the interdependence variable as 

g 

SWi j In lGj /Y j ) 
** : i (16) 

2 W" . 11 
J 

where (Gj/Yj) Is the ratio of mean giving to mean income in income class j . The results 
with this new specification are very similar to those with gj*. The sum of squared 
residuals again decreases as X increases until X = 5 and then increases slightly. The 
effect of g** is insignificant and the other coefficients are affected very little: 
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In G = -5.31 + 0.72 In YPD - 1.01 In P50 
(0.24) (0.27) 

+0.10 In W + 0.15 g** + 0.15 AGE3554 
(0.06) (0.19) (0.21) 

+0.26 AGE5564 + 0.45 AGE65+ 
(0.26) (0.30) 

[17) 

R̂  = 0.21 
N = 1406 
SSR = 9776 

The estimates presented in this section thus provide no support for the view that 
the total amount that an individual contributes is a function of the amount given by 
others. Although these results are clearly not definitive evidence against the notion of 
such interdependence among individuals, we believe that the burden of proof now 
rests with those who support a theory of interdependent giving. 

VI 

SIMULATED EFFECTS OF ALTERNATIVE TAX CHANGES 

This section uses the estimated price and income elasticities to calculate the effects 
of alternative changes In the income tax treatment of charitable contributions. The 
simulations show, for each income class, the change in the average gift, the change in 
the average income tax paid and the resulting change in net disposable income after 
tax and contributions.^•* It is a perhaps ironic and unintended effect of several of the 
proposals that although they increase the taxes paid by the higher income groups, they 
also increase the net disposable income after tax. 

Four possible tax changes have been examined. The first alternative is the complete 
elimination of the deductibility of charitable contributions, that is, raising the price of 
giving to 1 for all households. The second proposal is to replace the deductibility with 
a tax credit at the rate of 20 percent, that is, changing the price of giving to 0.8 for all 
households, including those that do not currently Itemize.̂ "* Note that this is 
equivalent to a matching scheme in which the donor receives neither a credit nor a 
deduction but the donee receives a matching grant from the government equal to 25 
percent of the total contributions that it receives. The third proposal is also a tax 
credit but with a rate of 30 percent, or, equivalently, a matching system with a 
matching rate of 43 percent. 

The final alternative is to continue the deduction of charitable contributions but to 
eliminate the taxpayer's ability to contribute appreciated property without paying any 
tax on the capital gains. More specifically, this proposal Is to tax the donor on the 
capital gains component of his gift, that is, to make the price of all gifts 1-m where m 
is the marginal rate of income tax.'*^ The importance of this change for each taxpayer 
obviously depends on that taxpayer's current use of gifts of appreciated property. For 
the simulations we have treated this proposal as equivalent to changing the price from 
P50to1-m.*« 
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Associated with each of these proposals is an across-the-board change in all tax rates 
designed to keep the tax revenue unchanged. The calculation of this compensatory 
change and the actual process of simulation can be described most easily for the first 
proposal. Complete elimination of the deductibility of charitable contributions has 
two effects: (1) For itemizers, it raises the price of giving from P50 to 1. (2) This 
yields additional tax revenue to the government equal to Si(1-P50i)Gifi, where G| is 
the amount given by individual I before the change in the tax rate and fj is the weight 
to Individual I based on the original sampling probabilities.'''^ The ratio of this 
additional tax revenue to the total tax receipts is the factor by which all tax rates can 
be reduced and leave the government with the same total tax revenue that it had 
before the elimination of the deduction. This reduction in all tax rates reduces each 
individual's tax liability and therefore increases his value of "income after the tax that 
would be due if no contribution were made" (YD and YPD). The resulting change in 
each individual's contribution Is then calculated from the equation:*^ 

In G j ' - In Gj = 0.87 (In YPDj'- In YPDj) 

(18) 
+ 1.15 In P50j 

where Gj Is the predicted contribution after the tax change and YPDj Is the original 
value of "permanent income minus the tax that would be due if no contributions were 
made" plus the value of the tax reduction for individual i. Since eliminating the 
deduction raises the price of giving to 1, In P50| = 0 and therefore does not appear In 
equation 18. 

The analysis of the effects of a 20 percent tax credit is more complicated. First, 
each individual's price is changed from P50 to 0.80. If each individual's giving 
remained unchanged, this would yield additional tax revenue to the government equal 
in value to 2i(1-P50i-0.20)Gjfi. If all tax rates are cut by the ratio of the additional 
tax revenue to the original revenue, the individual's income increases to YPD . This 
" t r ia l " value of YPD' Is then used to calculate a new gift according to 

I n G ' - In G = 0.87 (In Y P D ' - I n YPD) 

(19) 
- 1.15 (In 0 .80- In P50) 

The new G' values of giving imply a different cost to the government of the tax credit 
and therefore a different total revenue gain from the tax change: S(1-P50-0.20)G'. 
The incomes are again adjusted (to YPD ) and a new set of gifts (G") are calculated 
using a specification analogous to equation 19. Although this process might be 
repeated again, the additional accuracy that could be gained at this stage is too small 
to warrant the additional computations. 

A similar iterative procedure Is used to assess the effect of changing the tax 
treatment of appreciated assets but this time the tax reduction alters the price term as 
well as the income term. Thus, the first round simulation becomes 

In G' - In G = 0.87 ( In Y P D ' - I n YPD) 

(20) 
-1.15 [1n(1-m') -1nP50] 

where m' is the marginal tax rate after the tax cut has been put into effect 



1411 

Table 4 presents the predicted effects of the four tax changes on the average 
contributions per household in each gross income class.**^ Consider first the complete 
elimination of the deduction. The simulations indicate that this would reduce the 
average gift (in 1963) from $157 to $116, a reduction of 26 percent^** Of course, the 
relative change differs substantially among income classes. Households with incomes 
below $5,000, a group that Includes many non-itemizers, had an average current price 
of 0.94. Removing the deductibility of contributions only raises the average price by 6 
percent. It is not surprising, therefore, that the average contribution only falls from 
$59 to $53 or 11 percent.^ ^ In contrast, households with Incomes over $100,000 
faced an average price of only 0.14 and would respond to the tax change by cutting 
their contributions by 95 percent^^'^^ 

Table 4 

Effects of Alternative Tax Changes on Average Contributions 

Average Charitable Contribution ($) 
Income 
Class 

($000) 

0-5 
5-10 
10-15 
15-20 
20-50 
50-100 
100 + 
Average 

0-5 
5-10 
10-15 
15-20 
20-50 
50-100 
100 + 
Average 

Current 
Law 

$ 59 
150 
193 
315 
670 

2062 
22528 

157 

1.00 
1.00 
LOO 
LOO 
1.00 
1.00 
1.00 
1.00 

Eliminate 
Deduction 

53 
126 
148 
228 
381 
767 

1173 

116 

0.89 
0.84 
0.77 
0.72 
0.57 
0.37 
0.05 
0.74 

20% Tax 
Credit 

60 
156 
185 
284 
475 
940 

1380 

141 

30% Tax 
Credit 

64 
177 
211 
325 
545 

1063 
1521 

159 

Constructive 
Realization 

of Asset Gifts 

60 
158 
196 
321 
684 

2198 
8029 

155 

Contributions Relative to Actual 1963 Gifts 

1.02 
1.04 
0.96 
0.90 
0.71 
0.46 
0.06 

0.90 

1.08 
1.18 
1.09 
1.03 
0.81 
0.52 
0.07 

1.01 

1.02 
1.05 
1.02 
1.02 
1.02 
1.07 
0.36 

0.99 

The replacement of the deduction by a 20 percent tax credit (including a credit to 
non-itemizers) only decreases average giving by 10 percent while a 30 percent credit 
actually increases average giving by 1 percent. This substitution does, however, have a 
substantial effect on the distribution of contributions among different income classes. 
A 30 percent credit raises the average gift of households with incomes below $20,000 
but decreases the average gift of households with $50,000 to $100,000 by 48 percent 
and the average gift of households with Income over $100,000 by 93 percent. Such a 
change in the sources of total giving would have an Important impact on the 
distribution of gifts among different types of donees. Religious organizations receive a 
large share of the gifts of low- and middle-income families while higher income families 
give primarily to education, health, cultural, and community organizations.^** 
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Table 5 

Effects of Alternative Tax Changes on Tax Payments and Disposable Income 

Tax Ratios 

Income 
Class 

($000) 

0-5 
5-10 
10-15 
15-20 
20-50 
50-100 
100 + 

Eliminate 
Deduction 

0.99 
1.00 
0.99 
0.99 
1.00 
1.01 
1.17 

20% Tax 
Credit 

0.98 
0.98 
0.98 
0.99 
LOl 
L02 
L19 

30% Tax 
Credit 

0.97 
0.97 
0.99 
LOO 
1.02 
1.04 
i.ai 

Net Disposable Income Ratios 

Constructive 
Realization 

of Asset Gifts 

1.00 
1.00 
1.00 
1.00 
LOO 
0.99 
1.11 

0-5 
5-10 
10-15 
15-20 
20-50 
50-100 
100+ 

LOO 
1.00 
LOl 
LOl 
1.01 
1.03 
L12 

00 
00 
00 
00 
01 
01 
08 

1.00 
1.00 
LOO 
0.98 
1.00 
LOO 
1.05 

LOO 
LOO 
LOO 
1.00 
1.00 
LOO 
1 10 

The tax ratio is the ratio of taxes due under the alternative to 1963 taxes under the current law. 
The net disposable income ratio is the ojrresponding ratio of income minus tax minus 
contributions. 

All ratios are rounded to the nearest 0.01. 

Finally, the constructive realization of gifts of appreciated assets causes a substantial 
reduction (64 percent) in giving in the highest income class and very small increases in 
all other classes. These Increases occur because the tax change and the reduced 
contribution yield substantial additional tax revenue from the highest income class 
which permits increasing disposable income in all other classes. These increases in 
income outweigh the small Increases in price, just as with the Introduction of a credit, 
there is almost no effect on total giving but a large change in the relative importance of 
different donors and therefore a significant shift in the distribution of total giving 
among different types of donees. 

Table 5 shows the effects of the four tax proposals on the tax paid in each income 
class and on the net disposable income after both tax and charitable contributions. As 
in Table 4, each of the changes in the tax treatment of charitable contributions is 
accompanied by a proportional change in all tax rates to keep current total tax 
collections unchanged. The tax ratios, that is, the ratio of the taxes under the 
proposed alternative to current taxes, are all between 0.98 and 1.04 for households 
with incomes (before tax) of less than $100,000. The only significant changes in tax 
liability occur for households with incomes over $100,000. The smallest increase in 
tax liability (11 percent) results from the constructive realization of appreciation in 
gifts of assets. The largest increase (21 percent) occurs when the current deduction is 
replaced by a 30 percent tax credit. 

The net disposable income ratios show a rather surprising result Although there is 
almost no change (less than 3 percent) for households with incomes below $100,000, 
the highest income households actually have an increase in net disposable income of 
between 5 and 12 percent. The fall in charitable contributions in this highest income 
group exceeds the increase in taxes, leaving the households with a greater net income 
for personal consumption or accumulation. 
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VII 

CONCLUSION 

This paper has presented a detailed analysis of the sensitivity of charitable giving to 
alternative tax treatments. The evidence Indicates that the elasticity with respect to 
the price or net cost of giving is sllghtiy greater than one. This implies that any increase 
in price will reduce the total contributions received by charitable organizations by 
more than it increases the taxes collected by the Treasury. 

The price and Income elasticities estimated in the current study are very similar to 
the values obtained by Feldstein^ ̂  with a very different type of data: total 
contributions on itemized returns as reported by the Internal Revenue Service for each 
adjusted gross income class in the even years from 1948 through 1968. Some 
preliminary analysis of a yet different type of data, a large sample of individual tax 
returns for 1962 and 1970, appears to provide further support for these elasticities. 

The appropriate tax policy in this area depends on a complex set of issues and value 
judgments. The key empirical question is the extent to which alternative tax 
treatments would affect the volume and distribution of charitable contributions. We 
hope that the current study will provide a useful empirical basis for any future policy 
analysis. 
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1. Paul Ginsburg, Capital in Nonprofit Hospitals, unpublished Ph.D. thesis, Harvard University, 
1970, discusses the analogy between charitable contributions in nonprofit organizations and equity 
capital in profit-making organizations. The charitable endowment provides the basis on which to 
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1972), pp. 377-413; Joseph A, Pechman, Federal Tax Policy (New York: W.W. Norton & Co., Inc., 
1971); Stanley S. Surrey, et al. Federal Income Taxation Mineola, N.Y.: The Foundation Press, 
Inc. 1972); U.S. Treasury Department, Tax Reforms Studies and Proposals, in U.S. Congress, 
House Ways and Means Committee and Senate Finance Committee, 91st Congress, 1st Session, 
1969; William S. Vickrey, "Private Philanthropy and Public Finance," mimeo., 1972; Vickrey, 
"One Economist's View of Philanthropy." In Philanthropy and Public Policy, Frank Dickinson 
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(ed.), 1962, pp. 31-56; Murray L. Weidenbaum, "A Modest Proposal for Tax Reform," The Wall 
Street Journal (April 4, 1973), p. 18; Melvin I. White, "Proper Income Tax Treatment of 
Reductions for Personal Expense," Tax Revision Compendium, Compendium of Papers on 
Broadening the Tax Base Submitted to the Committee on Ways and Means, House of 
Representatives, U.S. Congress (Washington, D.C.: U.S. Government Printing Office), Vol. 1 
(1959), pp. 370-371. 

3. Michael K. Taussig, "Economic Aspects of the Personal Income Tax Treatment of Charitable 
Contributions," A/of/ooff/ Tax Journal, Vol. XX, No. 1 (March 1967), pp. 1-19, 

4. We are grateful to the Brookings Institution for making available a copy of the 1962 Tax File 
Tape. Professor Taussig has explained to us that he was aware that his copy of the tape was missing 
a large number of itemized returns and that he had tried to see if there was anything systematic 
about the missing observations. 

5. These are discussed in Martin Feldstein, "On the Effects of the Income Tax Treatment of 
Charitable Contributions: Some Preliminary Results," National Tax Journal (forthcoming), 1974, 
and Feldstein and Amy Taylor, "Taxation and Charitable Contributions: An Analysis of Individual 
Tax Return Data for 1962 and 1970," forthcoming, 1974. 

6. The results of this reanalysis are described in Feldstein and Taylor, op. cit 

7. Robert A. Schwartz, "Personal Philanthropic Contributions," Journal of Political Economy, 
Vol. 78:6 November/December 1970), pp. 1264-1291, 

8. Feldstein, "On the Effects of the Income Tax Treatment of Charitable Contributions: Some 
Preliminary Results," op, cit. 

9. Ibid. 

10. Dorothy S. Projector, and Gertrude S. Weiss, Survey of Financial Characteristics of Consumers 
(Washington: Board of Governors of the Federal Reserve System, August 1966). 

11. The value of $1,721 represents the 20th percentile of adjusted gross income. These households 
were excluded to eliminate observations in which current income was very different from 
permanent income. Other methods of dealing with this problem are described below. 

12. No information or actual itemized giving is published for odd-numbered years. 

13. The difference may also reflect the methods of valuing gifts for tax purposes and errors in the 
division of the sample into itemizers and nonitemizers. Although we used ail of the available 
observations in this calculation (not just the 1,406 observations used in the regression), households 
that refused to tell how much they gave were treated as giving zero; these households were 
excluded in the regression sample. 

14. The usual measure of disposable income, i.e., income minus taxes actually paid, is endogenous 
because such taxes depend on the amount of charitable contributions. This is unimportant for 
low-income individuals and for aggregate data but could matter with the current sample. 

15. YD62 is converted into 1963 dollars by the consumer price index. The value of YD62 cannot 
be calculated as accurately as the value for 1963 because the tax for 1962 must be approximated 
on the basis of 1963 data by assuming the same average tax rates. 

16. It would be interesting to try alternative definitions of this annuity, including the use of a 
human wealth measure, allowing for social security benefits, income for the surviving spouse, etc. 

17. Since In V is uncorrelated with In U, this is a consistent procedure. A more efficient method 
could be developed by extending this along the lines suggested by A. Zellner, An Introduction to 
Bayesian Inference in Econometrics (New York: John Wiley & Sons, 1971) and A.S. Goldberger, 
"Maximum-Likelihood Estimation of Regressions Containing Unobservable Independent 
Variables," International Economic Review, 13:1 February 1972), 1-15. 
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18. The definition of consumption used by Projector and Weiss, op. c i t , is inconsistent; it includes 
cash contributions but not gifts of assets, it therefore underestimates consumption relatively more 
for high-income households. We also estimated with consumption defined net of contributions; the 
two sets of coefficients are very similar. 

19. A deduction is not allowed for contributions exceeding 30 percent of adjusted gross income, 
but any excess can be carried forward. The limit affects extremely few individuals, especially after 
the carryover is taken into account. No attempt was made to take this into account. 

20. Since income of the donee organization is not taxable, it can sell the appreciated asset without 
paying any tax. 

21. If the individual gives the asset away to another person, there is no constructive realization and 
the tax is postponed until the recipient sells the asset The original owner can also consume most of 
the value of the asset by using it as collateral to borrow funds which he then consumes, thus 
enjoying the consumption while postponing or avoiding the capital gains tax. See Martin J. Bailey, 
"Capital Gains and Income Taxation," In A.C. Harberger and M.L Bailey (eds.) The Taxation of 
Income from Capital (Washington, D.C.: The Brookings Institution, 1969); for evidence that a very 
large share of accrued capital gains are never subject to capital gains taxation. 

22. Using weights based on the household's own contributions would be inappropriate because it 
would make the price variable a function of contributions. 

23. These items of taxable income refer to the husband and wife but exclude income of other 
family members. Unfortunately, the data on contributions is for the entire family. We can assume 
that the difference is likely to be small. The estimates reported below actually use pretax income 
and wealth of the entire family but tax variables based on the husband and wife. We have also 
reestimated equations using pretax income of the husband and wife only and obtained virtually the 
same results. 

24. The classification actually finds whether they would or would not itemize in the absence of 
charitable contributions. This is in keeping with our definitions of price and disposable income. 

25. This is intended to reflect the deductible mortgage interest on the owner's equity plus the 
local property tax. 

26. Together with the 5 percent of the value of owned residences, the percentages of AGI are 
intended to estimate all itemized deductions other than charitable contributions (including 
interest, medical expenses, state and local taxes). A search procedure was used to find the 
percentages, within each broad AGI class, which made the weighted proportion of taxpayers who 
itemized in the sample equ^ to the actual proportion of returns which were itemized in 1963. 
These percentages are for all itemized returns, not just those that would have itemized if there were 
no deduction for contributions. 

27. The calculation ignores state income taxes. There is no information on the taxpayer's state of 
residence. These rates were generally still quite low in 1963. 

28. The correlation between 1-m and 1~m-mc(1-B/V)0! would be 1 if mc were proportional to 
m. in fact, mc = 0.5 m for all taxpayers with marginal rates below 0.50 and mc = 0.25 for all other 
taxpayers. Fon non-itemizers, both prices are 1. 

29. Other forms of liquid assets do not in general appreciate. Bond prices were generally falling in 
the period before 1963, Although gifts of real estate, works of art and other property are possible, 
these are relatively uncommon and are unlikely for individuals who do not hold common stock. 
Our analysis takes no account of gifts of "income property," e.g,, personal papers and artists' own 
creations. 

30. The 3 percent is arbitrary but conservatively small. A comparison of the sum of squared 
residuals with and without this qualifying test shows that the test improves the explanatory power 
of the model. 

31. This, of course, assumes that the disturbances are normal, independent and homoskedastic. 
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32. More exactly, (1,19)~^-1^ = 0,82, implying that contributions are decreased by 18 percenter 
$30, 

33. This has been stressed by Henry Aaron, "Federal Encouragement on Private Giving," in Tax 
Impacts of Philanthropy, Symposium conducted by Tax Institute of America (Princeton, N.J.: Tax 
Institute of America, 1972), Kahn, op, cit,, McDaniel, "An Alternative to the Federal Income Tax 
Deduction in Support of Private Philanthropy," op, cit,, and Vickrey (1962), op. cit., among 
others. Although the effect on the average gift is small, the aggregate effect is substantial. We 
return to this in Chapter IV below, 

34. Feldstein, "On the Effects of . . . , " op. ci t These aggregate equations defined income as 
adjusted gross income and did not contain wealth or age variables. The maximum likelihood price 
variable also assumes a basis to value ratio of 0.50. 

35. Eli Schwartz, and J.R. Aaronson, "The Preference for Accumulation Vs. Spending: Gifford 
Estate Taxation, and the Timing of Wealth Transfers," National Tax Journal, 22:3 (September 
1969), pp. 390-398; Feldstein, "Estate Taxation and Charitable Bequests," forthcoming, 1974, and 
Carl Shoup, Federal Estate and Gift Taxes (Washington, D.C.: The Brookings Institution, 1966.) 
on the effects of taxation on charitable bequests. 

36. This group contains some who are completely retired and others who have reduced their work 
without being completely retired. Because it is not possible to distinguish the "partly retired" from 
those who are fully employed, we focus on age alone. 

37. For the complete sample, the sum of squared residuals is 9792 while for the two subsamples it 
tot^s 9760. The F statistic is 0.91, less than ttie 5 percent critical value of 2.21 with 5 and 1394 
degrees of freedom. The price elasticity for those below age 60 is -1.43 with a standard error of 
0.27. 

38. These are weighted averages in which the relative weight is the inverse of the sampling 
probability for the household. 

39. For example, a wealthy aged individual may prefer to forego the income tax deduction and 
make a charitable bequest because this increases the size of his gross estate and therefore tlie 
amount that can be given free of estate tax to his wife under the 50 percent marital deduction. 

40. Dennis L, Krebs, "Altruism — An Examination of the Concept and a Review of the 
Literature." Psycologicai Bulletin, Vol. 73:4 (1970), pp. 258-302. 

41. The specification of g* uses 7 income classes with lower limits of zero; $5000; $10,000; 
$15,000; $25,000; $50,000; and $100,000. 

42. Only the values for income class i matters because of the high value of X. With X= 10, the 
relative weight to giving in other classes is always less than 0.006. 

43. No attempt is made to calculate the effect on total giving because the simulations are done 
with the same restricted sample of 1,406 households as the original regressions. 

44. I ignore the possibility that some households pay no taxes and cannot benefit from a tax 
credit. Alternatively, the proposal might be regarded as paying a cash subsidy to any household in 
which the credit exceeds the tax liability. 

45. Non-itemizers would be unaffected by this proposal and would continue to face a price of 1. 

46. Recall that P50 for household i is equal to 

Wi l l -mj ] +(1-Wj)[1~mr0.50mci] 

where Wj Is the ratio of cash gifts to total gifts for households In that income class, m,- is the 
marginal rate of tax on income and mcj is the marginal rate of tax for capital gains. See Chapter II 
above. 

47. If the entire sample were used, Sjfj would equal the total number of households. All of the 
current calculations are based on Sfj for the restricted group of 1,406 households. 
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48. The parameter values are taken from equation 6, Recall tiiat Gj is one dollar more than the 
contribution actually reported by the individual. Note that the age variables, wealth variables, and 
constant terms can be ignored because the equation calculates only the relative change in each 
individual gift 

49. The income classes are defined in terms of total income before tax, 

50. Because these averages include the gifts of both itemizers and non-itemizers, the reduction of 
26 percent is necessarily smaller than the 34 percent reduction for itemizers only that was 
previously, reported in Feldstein, "on the effects o f . . . , " op. c i t For non-itemizers, this proposal 
raises giving since price is unchanged while income rises. 

51. It might seem at first that contributions should fall even less since a 6 percent price increase 
and a price elasticity of -1.15 imply a fall of only 7 percent which the tax cut, by raising incomes, 
partly offsets. But the relevant price change is not the unweighted average but the weighted average 
in which the weights are the original amounts of the contribution. Since lower original prices are 
associated with larger original contributions, the weighted average effect Is larger than the 
unweighted effect 

52. An Increase in price from 0.14 to 1.00 would in itself cut giving by 90 percent But, as the 
previous note indicated, the negative correlation between original price and original giving implies 
that this underestimates the effect of the tax charge. 

53. This represents a substantially greater change than the 78 percent decrea^ calculated In 
Feldstein, "On the Effects of.. .," op. ci t , because that calculation made no allowance for the 
effect of gifts of appreciated assets. Although the average price for this group is P50=0.14, the 
»^erage price of cash gifts is 0,22. 

54. See Feldstein, "Taxes and Charitable Contributions: Differences in the Impact of Alternative 
Tax Policies on Religious, Educational and Other Organizations," mimeo, 1974. 

55. Feldstein, "On the Effects o f . . . , " op. c i t 





THE INCOME TAX AND CHARITABLE CONTRIBUTIONS: 
ESTIMATES AND SIMULATIONS WITH 

THE TREASURY TAX FILES 

Martin S. Feldstein' and Amy Taylor* 

Introduction 

This paper presents new evidence on the price and income elasticities of char­
itable giving based on the special Treasury tax files for 1962 and 1970, These data 
sets provide very large samples of individual observations with exact information on 
the tax price and charitable giving. The basic parameter estimates are very similar to 
earlier results that were obtained using aggregate pooled cross-section time-series 
data^ and household survey data,^ The parameter estimates are used here with the 
1970 Treasury Tax File to simulate the effects of several possible alternatives to the 
current tax treatment of charitable giving. 

Chapter I describes the basic specification and data that are used to derive the 
estimates. Chapter II presents parameter estimates for 1962 and 1970 using dif­
ferent definitions of the key variables. Chapter 111 combines data for 1962 and 
1970, thus using the historical change in tax rates as the basis for estimating the 
price elasticity. The fourth chapter discusses the evidence on separate elasticities by 
income class. The simulation method and results are presented in Chapter V. There 
is a brief concluding section. 

I 

SPECIFICATION AND DATA 

Because charitable contributions are deductible in determining taxable Income, 
the current income tax system makes the "price" of charitable contributions less 
than the price of other goods and services. An individual with a marginal tax rate of 
40 percent can give $100 to charity by foregoing $60 of personal consumption; for 
him the net price of charitable contributions is only 0.6. More generally, for an 
Individual whose marginal tax rate is m the price of charitable giving is P = 1-m. 
(When the contribution includes a gift of appreciated property, the price is lower 
and more complicated to compute. We return to this below.) 

The basic specification of the behavioral equation relating charitable giving (G) to 
income (Y) and price (P) Is the constant elasticity relation: 

log Gj = /3o + /?! log Yj + ^2 'og Pi 

(1.1) 
+ /33 MARj + j34 AGEj + ej 

where MARj is a dummy variable indicating that the taxpayer Is married and AGEj Is 
a dummy variable Indicating whether the taxpayer was over age 65. The primary 
definition of income that is used in this study is adjusted gross Income minus the 
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tax that would have been paid If no charitable contribution were made. The 
marginal tax rate is based on the corresponding taxable Income, that is, the taxable 
Income of the individual if no charitable contribution were made. In this way, the 
income and price variables are exogenous, at least to the extent of not depending 
on the individual's charitable giving. (Other measures of price and income have been 
studied and will be discussed below.) 

The 1970 Treasury Tax File Is a sample of individual tax returns for the year 
1970, These returns are a stratified random sample of all returns for that year with 
a sampling fraction that increases with income until there is 100 percent sample for 
Incomes over $200,000, To limit the computational costs of analyzing these data, 
we drew a 20 percent random sample from the tax file. After eliminating the 
returns of non-itemizers, the sample contained 15,291 returns. 

As we indicated above, the price variable depends on the marginal tax rate for 
the taxable income that the individual would have had If he had made no charitable 
gift For most taxpayers this was calculated easily by adding actual charitable giving 
to actual taxable Income and using the tax tables to find the marginal rate on this 
expanded taxable income. Special calculations were made for taxpayers who used 
income averaging or the alternative tax method. The Treasury assisted us by adding 
the state marginal Income tax to each record, together with an indication of 
whether federal taxes are deductible in computing state taxable income. Each 
individual's total marginal tax rate was calculated by combining state and federal 
marginal tax rates, with full allowance for the reciprocal deductions where 
appropriate. 

Contributions of appreciated assets create a special problem for measuring the 
price of charitable giving. When an asset Is given away. Its full value can be de­
ducted from the donor's taxable income but there is no constructive realization and 
therefore no tax to be paid by the donor on the capital gain. The opportunity cost 
(price) of a gift that is given in the form of an appreciated asset therefore depends 
not only on the indlvlduars marginal tax rate but also on the fraction of the asset's 
value that is accrued capital gain and on the alternative disposition of the asset. An 
example will clarify the way In which these variables determine the relevant price. 
Consider an individual whose marginal rate is 40 percent and who contemplates 
donating an asset that is now worth $100 and for which he originally paid $30. If 
he gives the asset away, he reduces his taxable Income by $100; he therefore 
reduces his tax liability by $40 and thus increases his after-tax income by $40. If he 
instead sells the asset, he pays a tax of $14 (half of his marginal rate on the capital 
gain of $70) and increases his after-tax income by $86. For this individual, the 
opportunity cost of the $100 contribution Is therefore $46 of foregone consumption. 
If the price is defined in terms of foregone consumption, the price of the gift is P = 
0.46. This price clearly depends on the ratio of the asset's original cost (or basis) to 
its current value: an original cost of $1 imples P = 0.40 while an original cost of 
$100 implies P = 0.60. More generally, P = 1-mc(1-B/V) - m where V is the cur­
rent value of the asset, B is Its basis or original cost, m is the marginal tax rate on 
income and mc is the marginal tax rate on capital gains. 

The preceding calculation defined the opportunity cost of a donated asset In 
terms of foregone Immediate consumption, that is, it assumed that If the asset were 
not given away It would be sold In the current year. The price is higher and the 
calculation Is more complex if the opportunity cost is defined In terms of foregone 
saving or wealth, that is. If it Is assumed that the asset would not otherwise be sold 
In the current year. The Individual in the preceding example could retain the $100 
asset or he could give it away and add the $40 tax saving to his wealth. Viewed In 
this way, his opportunity cost price is 0.60, the same as for contributions of 
money; moreover, this price is Independent of the ratio of the capital gain to the 
present asset value. Since the individual who does not give away the asset also has a 
future tax liability, this tends to overstate the opportunity cost of a prospective 
contribution. However, by postponing the sale of the asset the Individual can 
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substantially lower the present value of the tax, and if the asset is never sold during 
the individual's lifetime, the capital gains tax liability is completely eliminated when 
the asset passes at death, ̂  

If we denote the present value of the reduction in the capital gains tax by a 
mc(1-B/V) where 0 < a < 1 is the relevant discount factor, the price of a gift of 
appreciated property is 1-m-Q!.mc.(1-B/V), Since neither a nor B/V is known and 
since only their product enters the price variable, we have used a maximum likeli­
hood search procedure (described below) to estimate the composite parameter 
a(1-B/V), The value of Q!(1-B/V) is assumed to be the same for all taxpayers. 

For any given value of Q:(1-B/V) there is still a problem of how to combine the 
separate price variables for gifts of cash and for gifts of appreciated property. 
Although the price for gifts of property is always less than the price for cash gifts. 
Individuals who make gifts of property almost always also make gifts of cash. These 
individuals may prefer cash gifts for contributions below some minimal size or for 
contributions to particular types of donees. Since there is very high correlation 
between the two prices,^ it is better to use a weighted average of the two prices 
than to use the two prices separately. The relative importance of the two prices 
clearly differs among the income classes: the data indicate that gifts of assets 
accounted for less than 1 percent of total giving by households with income below 
$15,000 but for more than 60 percent of total giving by households with income 
over $100,000. Although weights could be assigned to each taxpayer on the basis of 
the composition of that taxpayer's gifts, doing so would introduce a very substantial 
element of inappropriate simultaneity in the definition of price. Instead, households 
are classified Into seven income classes with the relative weights for all households 
in each class based on the average composition of the gifts in that class. 

Not all taxpayers can take advantage of the option to contribute appreciated 
property. An individual who does not own common stock is unlikely to have an 
appreciated asset that Is suitable for making charitable gifts. As a precautionary 
measure, we assume that any taxpayer who does not report dividends or capital 
gains will make only cash gifts. 

The final price variable will be written P [ Q ! ( 1 - B / V ) ] to emphasize that it is 
conditional on the parameter Q: (1 -B /V) . The variable is defined by: 

P [a (1-B/V)] j = 1-mj for taxpayers with insufficient common stock 

= Wj (1-mj) + (1-Wj) [1-mj -a (l-B/V)mCj] (1.2) 

for others 
where the weight Wj Is the ratio of the value of cash gifts to total gifts for the 
Income class of which household I is a member. For alternative values of a(1-B/V) 
between zero and one, the logarithm of P[a!(1-B/V)] j is substituted for InPj In the 
basic specification of equation 1.1. The value of a(1-B/V) for which the regression 
has the lowest sum of squared residuals Is the maximum likelihood estimate of this 
composite parameter and the estimated coefficients for this value are the maximum 
likelihood estimates of the corresponding parameters. 

The Treasury Tax File for 1962 is very similar to the 1970 File.^ The 20 percent 
random sample of itemized returns provided 13,770 observations. The primary 
difference in procedure is that the marginal tax rate refers only to the federal tax 
rate since no information on state rates was available. 
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II 

THE BASIC CROSS-SECTION ESTIMATES 

The estimate of the basic equation with data for 1970 is presented in equation 
2.1 

In G = -1.419 In P + 0.768 In Y + 0.317 MAR 
(0.070) (0.023) (0.048) 

+ 0.443 AGE - 2.580 (2.1) 
(0.038) (0.201) 

R2 = .404 
1970 

The price elasticity Is -1.419 and the income elasticity is 0.768. In spite of the 
potential problem of collinearity between price and income, the standard errors are 
very small. The coefficient of the dummy variable for married taxpayers (0.317) 
indicates that married couples give 32 percent more than single individuals with the 
same income and price. The coefficient of the age dummy indicates that taxpaying 
units in which one or both of the taxpayers Is over 65 years old give 44 percent 
more than younger taxpayers with the same Income and wealth. 

Equation 2.2 shows that the price' and income elasticities for 1962 are very 
similar to those for 1970: 

In G = -1.305 In P + 0.745 In Y + 0.265 MAR 
(0.036) (0.018) (0.042) 

+ 0.132 AGE - 2.100 (2.2) 
(0.034) (0.160) 

R2 = 0.52 
1962 

The elasticity estimates are also very similar when the sample is restricted to 
married taxpayers below age 65: 

In G = -1.274 In P + 0.799 In Y - 2.351 
(0.043) (0,020) (0,176) (2 3) 

R2 = 0.52 
1962 

The special problems raised by gifts of appreciated property were briefly dis­
cussed In Chapter 1. As we noted there, the available data severely limit the 
possibility of dealing fully with this problem. It is necessary to summarize both the 
effects of allowing the contribution of property at market value without con­
structive realization for capital gains taxation and the possibility of alternative 
untaxed dispositions through personal gift or bequest by a single measure of the 
"discounted gain to value ratio." Since no data are available on the actual gain to value 
ratio of contributed assets or the alternative way In which the asset would 
otherwise have been used, a maximum likelihood search over possible discounted 
gain to value ratios is employed. The sum of squared residuals changes very little 
(less than 1 percent) as the discounted gain to value ratio varies between zero 
(where asset gifts are equivalent to cash gifts) and one (where asset gifts are all 
appreciation and have no basis, (In 1962, at the very highest marginal tax rates. 
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individuals could face a negative price for gifts of appreciated property if the dis­
counted gain to value ratio was sufficiently high. We Imposed a lower bound of 
0.10 on the price variable for the current estimates.) The minimum occurs at 0.875 
in 1970 and at zero In 1962. Neither of these extreme values seems plausible. 
Although the assets given away may have an actual ratio of gain to value near 
0.875, sophisticated taxpayers are aware of the alternative opportunities for avoid­
ing capital gains taxation. The discounted gain to value ratio Is therefore almost 
certainly lower than 0.875. But a value of zero Implies that there Is no Incentive to 
give assets instead of cash and thus conflicts with the substantial proportion of the 
gifts of high-income individuals In the form of appreciated assets. Moreover, the two 
previous studies of this question* both found that the maximum likelihood estimate 
was a discounted gain to value ratio of 0.50. Imposing this value with the current 
data implies the followng equation for 1970:^ 

In G = -1.285 In P(50) + 0.702 In Y + 0.341 MAR 
(0.059) (0.024) (0.048) 

(2,4) 
+ 0,419 AGE-1,933 ' 

(0.038) (0.214) 
R2 = .406 

1970 

Using this price variable for appreciated asset gifts does not alter any of the basic 
implications of equations 2.1 and 2.2. The price elasticity of -1.285 is slightly 
lower than the previous estimate but still implies substantial price sensitivity.^ The 
estimates for 1962, shown In equation 2.5, are also quite similar to equation 2.4: 

In G = -1.088 In P(50) - 0.757 In Y + 0.184 MAR 
(0,033) (0,185) (0.042) 

(2.5) 
+ 0.134 AGE-2 .066 

(0.035) (0.166) 
R2 = 0.52 

1962 

Before studying any further modifications of this equation, it Is useful to con­
sider the implications of this estimate of the price elasticity. Among families with 
disposable incomes between $10,000 and $15,000 in 1970, the average price of 
giving was 0.80 and the average gift was about $300. If contributions were not 
deductible, the price would rise by 25 percent (from 0.80 to 1.00) and therefore, 
given a price elasticity of -1.285, contributions would fall by about 25 percent or 
$75.' This amount is neither implausible nor contrary to the common assertion that 
the deductibility of contributions is likely to have only a "small" effect on the 
amount given by lower Income households.* ° 

For households with disposable income between $50,000 and $100,000, the 
average contribution was $2,000 and the average price was 0.42. The lower average 
price in this income class implies that the deductibility of charitable gifts has a 
substantially greater effect than in the lower income class. Eliminating the de­
ductibility would raise the price by 138 percent (from 0.42 to 1.00) and would 
therefore lower contributions by about 67 percent or $1,344. 

It is interesting to note the special Implication of a price elasticity of exactly 
minus one. With this price elasticity, the value of giving responds to changes in price 
In such a way that the net cost to the Individual donor is unaffected by the 
deductibility. Donees receive an amount equal to the sum of the net cost to the 
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donors (which remains constant) plus the revenue foregone by the Treasury. The 
efficiency of the incentive to charitable giving, that is, the ratio of additional funds 
received by donees to revenue foregone by the Treasury, is 100 percent. The actual 
estimated price elasticity of -1.285 Implies an efficiency greater than 100 percent, 
that is, philanthropic organizations receive more in additional funds than the 
Treasury loses in foregone revenue. 

The current parameter values are very similar to those obtained in earlier studies 
with very different bodies of data. Feldstein** used aggregate Internal Revenue 
Service data by income class for the years 1948 through 1968. With the same price 
and income definitions as in equations 2.4 and 2.5, the aggregate analysis Implied a 
price elasticity of -1.17 (S.E. = 0.09) and an income elasticity of 0.82 (S.E. = 
0.03). Feldstein and Clotfelter-*^ analyzed household survey data collected for the 
Federal Reserve Board in 1963. The corresponding price and Income elasticities are 
-1.15 (S.E. = 0.20) and 0.87 (S.E. = 0.14). 

The implications of this research stand in sharp contrast to the results of an 
earlier and often cited study by Taussig.*^ Taussig examined a sample of 47,678 
itemized individual Income tax returns for 1962. He found extremely low price 
elasticities (absolute elasticities not greater than 0.10) and concluded that the cur­
rent tax deductibility of contributions therefore does little to stimulate charitable 
giving.^'* We believe that the basic reason for this striking difference in results is 
that Taussig used inappropriate measures of price and income. More specifically, 
Taussig used the marginal rate for actual taxable income, that is, income net of the 
individual's own charitable contribution. An individual who gives more to charity 
therefore has, ceteris paribus, a lower marginal rate and a higher price. This intro­
duces a spurious positive association of price and giving and thus biases the elas­
ticity with respect to price (or marginal rate) toward zero. Taussig's measure of 
Income was also inappropriately dependent on the individual's actual contribution, 
that is, income was also measured net of taxes actually paid rather than of the taxes 
that would have been paid with no charitable contribution. Equation 2.6 shows the 
results of using this Inappropriate measure of price (PT) and income (YT) with our 
1962 Treasury Tax File sample of married taxpayers less than 65 years old: 

In G = -0.520 In PT + 1.053 In YT - 4.734 
(0.045) (0.019) (0.166) 

R^ = 0.51 
1962 

(2.6) 

The price elasticity of -0.520 is very much lower than the value of -1.274 
obtained in equation 2.3 with the more appropriate measure of price. Taussig's use 
of incorrectly dependent price and income variables thus accounts for more than 
two thirds of the difference between our estimate and Taussig's earlier result It Is 
not clear to us why Taussig's estimated price elasticity was actually smaller than the 
value we obtained In equation 2.6.*^ One possibility is a problem with Taussig's 
data. Taussig's sample of 47,678 itemized returns was part of the 1962 Treasury 
Tax File used in the current study. Unfortunately, part of the original data tape 
containing 22,918 returns (33 percent of the total sample of itemizers) was missing 
in the computer tapes with which Taussig worked. The frequency distribution of 
the Taussig sample by income class and other attributes** are quite different from 
those for the complete sample. If Taussig's observations were a random sample from 
the Tax File, this loss of data should not affect the expected value of the estimates. 
It is worth noting, however, that with this Incorrect definition of price and income 
the results are quite sensitive to the particular sample. When equation 2.5 is re­
estimated with the 1970 sample, the estimated price elasticity is actually a small but 
insignificant positive value: 0.025 with a standard error of 0.079. It should be 
remembered in contrast that equations 2.1 through 2.4 show that the 1962 and 
1970 results agree quite well with each other when the correct measures of price and 
income are used. 
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in 

THE EFFECTS OF CHANGES IN TAX RATES 

The basic problem in estimating the impact of taxation on charitable giving is to 
separate the effects of price and income. Since price depends on marginal rate and 
marginal rate depends on Income, there is a correlation between price and income. 
The relatively small standard errors of the price and Income elasticities in the 
equations of Chapter II show, that the traditional problem of collinearity is not 
serious in the current context It is possible, however, that there is a more funda­
mental problem of under-identification. Suppose that the true relation between 
giving and income is not one of constant elasticity but involves a more general 
functional relation. Although the logarithm of price has a low correlation with the 
logarithm of income, it might have a high correlation with the "correct" function of 
income. The attempt to estimate this correct functional specification would then 
lead to very imprecise estimates of the price elasticity. 

We do not believe that this is a serious problem. The bivariate distribution of 
price and income in Table 1 shows that there is substantial variation of price within 
individual Income classes. Nevertheless, we have developed an alternative to the 
cross-section regression that permits price elasticities to be estimated without any 
restrictive assumption on the effect of income on giving. 

The new method utilizes the fact that tax rates were substantially reduced in 
1964. At each real income level, the price of charitable giving in 1970 was higher 
than the price in 1962. The average charitable contribution at each income level was 
also lower In 1970 than in 1962. A separate price elasticity could be calculated for 
each income class If we could be confident that no exogenous factor was re­
sponsible for any change in giving. This restrictive assumption is unnecessary if we 
wish to calculate a common price elasticity for all income levels. We shall allow for 
an exogenous "trend" factor that raises or lowers giving at all income levels by a 
common factor and then estimate the price elasticity in a way that involves no 
assumptions about the effect of income. 

Table 2 shows the changes in the price and amount of giving between 1962 and 
1970. More specifically, column 1 indicates the 1962 net income class (adjusted 
gross income minus tax liability with no charitable contributions) and column 2 
shows the real income in 1970 corresponding to the midpoint of that class. Column 
3 shows the ratio of contributions to net income for taxpayers who Itemized in 
each income class in 1962 (g62) and column 4 shows the corresponding value at the 
1970 income level (g70). The estimate for 1970 Is obtained by Interpolating from a 
list of ratios similar to column 3 that was derived with the 1970 Treasury Tax File. 
It Is clear that in every case (except the class with incomes over $750,000 in 1962) 
the value of charitable gifts declined between 1962 and 1970; the ratio of g70 to 
g62 Is presented In column 5. Columns 6 through 8 present the corresponding 
information about the price for cash gifts. In every case (again except the class with 
Incomes over $750,000 in 1962) the price was higher in 1970 than in 1962. 

The change in price and corresponding change in giving can in principle be used 
to calculate price elasticities for each income class on the assumption that the 
change In giving is due only to the change in price. That Is 

where the subscript k denotes the k-th Income class. The results of this calculation 
are shown in column 9. The price elasticities decrease rapidly until the $20,000 
income level and then vary between 1.1 and 2.7. 



Table 1 -^ 

Distribution of Charitable Giving by Price and Net Income, 1970* ^ 

(Each cell presents the number of returns and the average ratio of charitable giving to net income) 

Net Income 

Price 

0.31 

0.31-
0.37 

0.37-
0.46 

0.46-
0.61 

0.61-
0.72 

0.72-
0.75 

0.75-
0.78 

0.78-
0.81 

0.81-
0.86 

0.86-
1.00 

ILOOO 

-

-

-

-

-

-

-

-

3 
0.068 

111 
0.326 

2,000-
4,000 

-

-

-

-

-

-

-

-

283 
0.081 

233 
0.091 

4,000-
6,000 

-

-

-

-

-

-

-

61 
0.081 

1,016 
0.053 

222 
0.069 

6,000-
8,000 

-

-

-

-

-

-

-

746 
0.044 

987 
0.043 

89 
0.073 

8,000-
10,000 

— 

-

-

-

1 
2,810 

-

251 
0.044 

1,909 
0.033 

427 
0.049 

54 
0.063 

10,000-
15,000 

— 

-

-

-

4 
0.039 

1,748 
0.031 

4,867 
0.029 

2,161 
0.031 

214 
0.058 

40 
0.092 

15,000-
20,000 

-

-

-

-

2,476 
0.031 

3,554 
0.029 

1,259 
0.029 

253 
0.043 

42 
0.103 

15 
0.027 

20,000-
50,000 

— 

-

1,410 
0.049 

6,045 
0.039 

5,334 
0.033 

769 
0.057 

321 
0.041 

109 
0.069 

70 
0.082 

58 
0.078 

50,000-
100,000 

260 
0.093 

2,508 
0.077 

5,845 
0.055 

2,099 
0.053 

308 
0.061 

37 
0.038 

26 
0.073 

20 
0.094 

20 
0.032 

37 
0.036 

100,000-
500,000 

2,992 
0.159 

2,105 
0.137 

2,333 
0.092 

1,599 
0.057 

313 
0.038 

55 
0.038 

36 
0.028 

34 
0.030 

74 
0.015 

113 
0.028 

500,000-
1,000,000 

33 
0.359 

73 
0.315 

42 
0.064 

45 
0.026 

9 
0.016 

3 
0.037 

4 
0.019 

2 
0.010 

6 
0.004 

18 
0.020 

1,000,000+ 

16 
0.740 

46 
0.307 

12 
0.039 

8 
0.013 

7 
0.013 

1 
0.006 

1 
0.002 

1 
0.006 

2 
0.001 

6 
0.010 

*Net income is AGI minus the federal tax liabiUty with no charitable contributions. These returns are for married taxpayers less than age 65. 



Table 2 

Tax Changes and Charitable Giving: A Comparison of 1962 and 1970 

Income 
($000's)^ 
1962 
(1) 

10-12 

12-15 

15-20 

20-30 

30-40 

40-50 

50-60 

60-70 

70-85 

80-100 

100-150 

150-200 

200-350 

350-500 

500-750 

750-1OOO'̂  

1970 
(2) 

13.6 

16.6 

21.6 

30.8 

43.2 

55.5 

67.8 

80.1 

95.6 

114.1 

154.1 

215.8 

339.1 

524.0 

770.6 

1078.9 

Ratio of Contribution 
to Income 

g62 
(3) 

.035 

.037 

.040 

.048 

.060 

.092 

.115 

.152 

.179 

.189 

.224 

.229 

.256 

.230 

.257 

.284 

g70 
(4) 

.031 

.032 

.033 

.041 

.046 

.064 

.067 

.075 

.097 

.118 

.143 

.162 

.202 

.195 

.213 

(.300) 

g70/g62 
(5) 

.886 

.865 

.825 

.854 

.767 

.696 

.583 

.493 

.542 

.624 

.638 

.707 

.789 

.848 

.829 

(1.056) 

Price of Cash Gifts 

p62 
(6) 

.750 

.718 

.654 

.532 

.434 

.369 

.303 

.295 

.275 

.296 

.318 

.350 

.370 

.366 

.418 

.435 

p70 
(7) 

.763 

.735 

.695 

.605 

.517 

.452 

.420 

.408 

.378 

.398 

.382 

.400 

.413 

.423 

.448 

(.421) 

p70/62 
(8) 

1.017 

1.024 

1.063 

1.137 

1.191 

1.225 

1.386 

1.383 

1.375 

1.345 

1.201 

1.143 

1.116 

1.156 

1.072 

(0.968) 

Arc 
Elasticity" 

(9) 

-7.180 

-6.114 

-3.149 

-1.229 

-1.518 

-1.786 

-1.653 

-2.181 

-1.923 

-1.591 

-2.454 

-2.590 

-2.159 

-1.137 

-2.697 

-1.675 

Price of Gifts 
Including Assets (p50) 

p62 
(10) 

.749 

.717 

.653 

.530 

.432 

.367 

.287 

.279 

.218 

.280 

.290 

.314 

.325 

.321 

.366 

.384 

p70 
(11) 

.761 

.733 

.692 

.600 

.506 

.440 

.392 

.380 

.348 

.370 

.323 

.323 

.338 

.349 

.366 

(.335) 

p70/p62 
(12) 

1.016 

1.022 

1.059 

1.132 

1.171 

1.199 

1.366 

1.362 

1.349 

1.321 

1.114 

1.029 

1.027 

1.087 

1.000 

0.872 

a. Income is AGI minus the federal tax liability with no charitable contributions. 
1970 incomes correspond to the same real income as the mid point of the 1962 range. 

b. Arc elasticity estimated as ft = [hi (g70/g62)] / [In (p70/p62)] 

c. Figures in parentheses are uncertain because of interpolation procedure. to 
- J 
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The very high elasticities in the first three income classes are associated with very 
small price changes. This suggests that there was a systematic exogenous fall in giving 
in addition to the price effect. 

To estimate both the price effect and the exogenous change, we replace equation 
3.1 by 

g62A ^ ^ •©: • ̂^ 
where C Is a constant (presumably less than 1) and e|< is an independent random 
variable. 

After a logarithmic transformation, the estimated equation is: 

^n(^) = -.083 - 1.540 In (p70/p62) (3.3) 
(.040) (0.214) 

R^ = .77 
N = 16 

The price elasticity of -1.540 is very similar to the price elasticities estimated for 
Individual cross-section data for 1962 and 1970. The constant term of -0.083 
implies that there was an exogenous decrease of 8 percent from 1962 to 1970 or 
approximately 1 percent per year. 

A similar calculation can be done with the price variable measured to include the 
effects of appreciated asset gifts. Columns 10 through 12 compare the price based 
on a 50 percent "discounted gain to value ratio." The estimated response to the 
change In this price is: 

In (g70/g62) = -0.143 - 1.393 In P H ^ l 
/nncici\ lniQQ\ lPl50)62J (0.033) (0.189) 

R^ = 0.78 
N = 16 

(3.4) 

The price elasticity of -1.39 corresponds well to the cross-section estimates of 
-1.28 for 1970 and -1.09 for 1962. 

There Is a potential problem with the data for the lower income classes. The 
fraction of individuals itemizing at each Income level below $20,000 decreased 
between 1962 and 1970. There is a danger therefore of comparing dissimilar house­
holds In these Income groups. Fortunately, the estimated price elasticity is quite 
insensitive to the exclusion of the bottom three income groups: the estimated price 
elasticity changes only from -1.393 to -1.344. 

These estimates give equal weight to each of the income classes. However, each 
observation represents a different number of individual tax returns in our sample. 
Fortunately, the estimates are not sensitive to weighting the observations. With each 
observation weighted by the number of individual returns In that class, the price 
elasticity rises from -1.393 to -1.575. 

In short, the method of this section provides strong evidence that there is no 
identification problem in the cross-section estimates. The current methods literally 
hold income constant in relating the change in giving to the change in price. The 
results strongly confirm the cross-section estimates of price elasticities between -1.0 
and-1.5. 
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IV 

ESTIMATING SEPARATE PRICE ELASTICITIES 
BY INCOME CLASS 

The assumption that there Is a single price elasticity for the entire population is 
clearly a simplification. Individuals will of course differ in their sensitivity to price. 
Using a single "average" price elasticity to describe everyone's behavior Is neverthe­
less appropriate if these differences in price elasticity are distributed randomly in 
the population. But if the "average" price elasticity differs substantially among 
income classes, it would be inappropriate to simulate economic policies on the 
assumption of a single constant elasticity. 

It is worthwhile, therefore, to examine whether price elasticity does vary with 
income. There are several ways to do this. The simplest method is to extend the 
current specification by allowing an Interaction term, the product of the logarithm 
of price and the logarithm of income. This allows the price elasticity to vary 
continuously with Income but forces the variation to assume a smooth and 
monotonic form with the same relative senstivity to income changes at all levels. 
The results of such a specification with the 1970 data are presented in equation 
4.1: 

I n G = 5.351 In P + 0.519 In Y 
(0.475) (0.031) 

- 0.602 In Y • In P + 0.307 MAR 
(0.042) (0.049) (4.1) 

+ 0.395 AGE + 0.114 
(0.038) (0.306) 

R2 = 0.406 
1970 

The coefficient of the cross-product term implies that the absolute price elasticity 
rises substantially with Income. Indeed, for incomes below $7,455 the implied price 
elasticity has the wrong sign. This indicates that the attempt to fit such a smooth 
and monotonic relation between price and income is not appropriate. In order to fit 
the observations well at high income levels, the functional form is forced to be 
inappropriate at low levels. 

A more general specification allows the price elasticity to vary among income 
classes and imposes no particular parametric form on the relation between income 
and price elasticity. There are two ways in which this can be done. A separate 
equation can be estimated for each income class, thus allowing not only the price 
elasticity but also the income elasticity and the effects of marital status and age to 
vary by Income class. Alternatively, a single regression can be estimated with a 
separate price elasticity by income class but a common income elasticity and 
common effects of marital status and age. Both methods have been used. 

Table 3 presents the estimated price and Income elasticities in four income 
classes when all coefficients are allowed to vary. For incomes above $20,000, the 
results in both years are similar to the constant elasticity regressions of equations 
2.4 and 2.5. There Is some indication that the price elasticity increases with income 
but, except for the highest income class in 1970, the differences are relatively small. 
The results for taxpayers with incomes below $20,000 differ substantially from the 
basic constant elasticity regressions. The results also differ greatly between 1962 and 
1970. The estimate for 1962 Is -3.67 with a standard error of 0.45. In contrast, the 
1970 estimate Is only -0.35 with a standard error of 0.52. Both of these estimates 
require further comment 
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Income 
Class 

($000's) 

4-20 

20-50 

50-100 

100+ 

AU 

Table 3 

Price and Income Elasticities by Income 
1962 

Price Income 
P(50) Y 

-3.67 0.53 
(0.45) (0.07) 
-0.97 0.61 
(0.26) (0.19) 

-1.10 1.90 
(0.19) (0.20) 
-1.29 1.02 
(0.04) (0.04) 
-1.09 0.76 
(0.03) (0.19) 

Class* 

Price 
(P(50) 

-0.35 
(0.52) 
-0.85 
(0.31) 
-1.12 
(0.22) 
-1.74 
(0.08) 
-1.28 
(0.06) 

1970 
Income 

Y 

0.80 
(0.10) 
0.89 

(0.16) 
0.87 

(0.20) 
1.03 

(0.04) 
0.70 
(0.02) 

*Based on separate regressions for each income class with dummy variables for 
martial status and age. Price is based on a discounted gain to value ratio of 0.50. 

Consider first the high price elasticity for 1962. This value is not very different 
from the low Income price elasticity estimated previously with the Federal Reserve 
Board survey data for 1962: -2.50 with a standard error of 0.91.^^ It should be 
remembered also that this price elasticity reflects a response to a relatively small price 
differential among lower-income households. The vast majority of households with 
Incomes under $20,000 faced a price of 0.8 or greater. Eliminating the deduction 
would therefore raise their price by less than 25 percent Even with a price 
elasticity of -3 this would reduce their giving by less than 50 percent 

The estimated price elasticity for low-income households in 1970 reflects the 
collinearity between price and income in this subsample. In higher income groups 
there are some taxpayers with low marginal rates and other taxpayers with high 
marginal rates. But among low-income taxpayers there are no high marginal rates. 
The large standard error of the price elasticity indicates that these data are just not 
sufficiently rich to provide accurate informaton on both price and income elastici­
ties. However, by restricting the income elasticity and the effects of marital status 
and age to be the same at all income levels it is possible to obtain more precise 
estimates of the price elasticity. In effect, this procedure avoids the collinearity 
problem by using information about the effect of Income at all levels in the estima­
tion of the effect of price at each level. Equation 4.2 presents the estimated 
equation for 1970 with five separate price elasticities: 

In G = -2.264 In P(50)<10- 1.818 In P(50)10/20 
(0.418) (0.235) 

• 1.469 In P(50)20/50 - 1.168 In P(50)50/100 
(0.135) (0.085) 

• 1.267 In P(50)> 100 + 0.782 In Y 
(0.061) (0.031) 

(4.2) 

+ 0.365 MAR + 0.403 AGE - 2.843 
(0.050) (0.039) (0.324) 

R2 = 0.403 
1970 
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where P(50)<10 is equal to P(50) if the taxpayers' income is less than $10,000 but 
equal to 0 otherwise, P(50)10/20 is equal to P(50) if the taxpayers' income is 
between $10,000 and $20,000 but equal to 0 otherwise, and so forth. The implied 
price elasticity in the lowest income class is now -2.26 with a standard error of 
0.42 and thus rather similar to the corresponding price elasticity with other bodies 
of data. The other price elasticities at Income below $50,000 are also slightly higher 
than the constant price elasticity of equation 2.4 while the price elasticity between 
$50,000 and $100,000 is very slightly lower. 

These attempts to estimate separate price elasticities for individual income classes 
indicate the difficulty of obtaining such information. The disaggregated results are 
generally much less accurate than the overall price elasticity. The low-income 
itemizers are an unrepresentable sample of low-income households. Nevertheless the 
current estimates and the previous evidence on this question do present a reasonably 
consistent and clear picture. First, there is evidence In all the sources of data that 
the price elasticity exceeds one for incomes over $20,000. There is some indication 
that the elasticity may Increase at the highest Income level. Any estimate less than 
one has a large enough standard error to preclude excluding the possibility that the 
elasticity exceeds one. Second, the evidence suggests a higher absolute price elastic­
ity for taxpayers with incomes below $20,000, probably in the range o f - 2 to -3. 

V 

SIMULATED EFFECTS OF ALTERNATIVE TAX CHANGES 

This section uses the basic parameter estimates for 1970 (equation 2.4) to 
calculate the effects of alternative changes in the income tax treatment of charitable 
contributions. The simulations show, for each income class, the change in the 
average gift, the change in the average income tax and the change in net disposable 
income after both taxes and contributions. The effect on aggregate giving and on 
gifts to particular types of donees will also be presented. All of the estimates are for 
1970 and use the 1970 Treasury Tax File. 

Any change In the Income tax law will alter the price of charitable contributions 
that a taxpayer faces. Let Pj be the current price faced by individual i and PJ be the 
price after a. proposed change in the tax law. Similarly let Gj be the current 
charitable contribution of that individual and Gj the contribution after the change 
in the tax law. Consider first how the calculation of the effect of a tax change 
would be done if all households filed itemized returns. For a change in the tax law 
that alters only price and not income^ ^ or the demographic dummy variables. It 
follows that the predicted change in the individual's contribution is: 

In Gj - In Gj = -1.285 (In P\ - In Pj) . (5.1) 

Since the current actual giving is known for individual i, equation 5.1 can be used 
to calculate the expected giving under the alternative tax system. If the tax change 
alters Income as well ,* ' the change in giving Is: 

I n G'l - In Gj = -1.285 (In P'j - In Pj) 
(5.2) 

+ 0.702 (In Y ' j - In Yj) . 

To extend the calculation to taxpayers who do not itemize, it is necessary to 
estimate the amounts of the contributions that are currently made by these 
individuals. Let Gj be the estimated gift in 1970 by individual i who used the 
standard deduction. Similarly, let d : be the gift that the individual would make 
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under the alternative tax treatment of charitable contributions. Since G\ is un­
known, the value of G\ cannot be estimated from the expected change in giving as 
it was on the basis of equation 5.1 for taxpayers who itemize. Instead, we now 
estimate G\ and Gj separately on the assumption that the only relevant defference 
between itemizers and non-itemizers with the same income is the different price 
that they currently face.^ 

Because the estimated equations for itemizing taxpayers do not explain their 
giving perfectly, there is a residual difference between actual giving and the giving 
predicted on the basis of equation 2.1. Each residual reflects the use of a loglinear 
approximation and the omission of variables other than income, price, and the two 
demographic effects. These residual differences are automatically taken into account 
for itemizing taxpayers by the method of equation 5.1. For the non-itemizing tax­
payers, an estimate of the residual is calculated by averaging the residuals of all 
itemized returns in that individual's income class; for this purpose nine income 
classes are used. With Uj estimated in this way, the calculated value of giving by 
non-itemizer i is simply the value predicted by equation 2.1 with the appropriate 
values of Pj and Yj plus the estimated residual Uj. 

The Treasury Tax File provides a weight for each individual return. The estimates 
for each individual can therefore be aggregated to yield totals for each income class 
and for all households that file returns. 

The data for estimating the effect on individual donees are much less adequate 
than the data that are available for estimating the effect on all types of donees 
together. Every second year the Internal Revenue Service publishes the value of 
itemized charitable contributions in 17 adjusted gross income classes. For 1962 
only, the published report divided these contributions into five major types of 
charities: (1) religious organizations, (2) educational institutions, (3) hospitals, (4) 
health and social welfare organizations (including United Funds, the Red Cross, and 
specific disease associations) and (5) a residual group including libraries, museums, 
zoos, musical organizations, and literary, educational, and scientific foundations. 
This is the only source of data on the distribution among different types of 
charities of the contributions of middle- and high-income households. Feldstein^* 
used these data to estimate separate price and income elasticities for giving to the 
five different types of donees. That analysis showed that gifts to religious 
organizations and to health and welfare organizations have lower price and income 
elasticities than gifts to the other types of charities. This was confirmed by 
estimates using three different specifications. The current simulations use the quite 
conservative assumption that the price elasticity is actually the same for all the 
donees and that only the Income elasticities differ.^^ This tends to reduce the 
sensitivity of gifts to educational Institutions and hospitals relative to the sensitivity 
of gifts to religious and health and welfare organizations. Since the educational 
Institutions and hospitals are still much more sensitive than other types of donees, 
this type of conservative assumption is probably warranted by the general 
inadequacy of the data on giving to individual types of donees. 

Consider first the implications of completely eliminating the deduction without 
substituting any other provision that encourages charitable giving. The simulation 
indicates that this would reduce total giving In 1970 from $17.3 billion^^ to $12.8 
billion, a decrease of 26 percent Eliminating the deduction also Increases total tax 
revenue by $3.5 billion. This implies that the current deductibility induces $1.29 of 
additional charitable giving per dollar of revenue lost 

Table 4 shows that the reduction in contributions differs substantially among the 
five major types of donees. Religious giving falls least, only 22 percent This reflects 
the concentration of religious giving in the lower-income households for whom the 
price change Implied by eliminating the deduction would be least. In contrast, gifts 
to educational institutions and hospitals would fall nearly 50 percent Community 
health and welfare organizations are more similar to religious organizations while the 
residual category contains museums, orchestras, zoos, and other charities favored by 
higher-income donors. 
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Table 4 

Effects of Eliminating the Charitable Deduction 

Contributions in 1970 
(in millions of dollars) 

Religious organizations 

Educational institutions 

Hospitals 

Health and welfare 
organizations 

All others 

Total giving 

Actual 

$10,441 

679 

289 

2,499 

3,417 

$17,324 

Predicted 
with no 

Deduction 

$ 8,158 

355 

156 

1,819 

2,281 

$12,770 

Percentage 
Change 

-22% 

-48 

-46 

-27 

-33 

-26% 

Table 5 presents detailed results of the effects by income classes.̂ ** The average 
contribution in 1970 is given for broad income classes in column 3, and the 
corresponding prediction if the deduction were eliminated appears in column 4. The 
ratios of predicted contributions to actual contributions that are presented in 
column 5 show that the relative reduction in giving is much greater among 
high-income classes than in lower-income classes. While taxpayers with adjusted 
gross incomes between $10,000 and $15,000 would reduce their gifts by 22 percent 
(from an average of $290 to $225), a reduction of 75 percent is predicted for 
taxpayers in the $100,000 to $500,000 class (from $9,184 to $2,246). 

Eliminating the charitable deduction would raise the average taxes paid in every 
income class but the increase would be greatest at the higher income levels. Column 
6 shows the ratios of the tax payments if the deductions were eliminated to the 
actual tax payments in 1970. Although taxes rise by only 3.4 percent in the 
$10,000 to $15,000 class, taxes rise by 14.8 percent in the class of taxpayers with 
incomes of $ 500,000 to $ 1,000,000. 

The distributional effect of eliminating the deduction is quite different if we 
focus on the change in net disposable income rather than the change in tax 
payments. Net disposable income available for personal consumption or saving is 
defined as adjusted gross income minus both the taxes actually paid and the 
charitable contributions. Because charitable contributions fall sharply in the higher 
income groups when the deduction is eliminated, their predicted consumptions and 
savings increase despite the greater taxes that they pay. Column 7 presents the ratio 
of predicted net disposable income to actual 1970 net disposable income. Net 
disposable income rises at every income level, with the increase ranging from less 
than 0.3 percent for incomes under $50,000 to more than 5 percent over $500,000. 

Most of those who have suggested eliminating the charitable deduction have 
proposed that some alternative be introduced to encourage charitable giving. Table 6 
summarizes the effects that several different common proposals would have on total 
charitable giving, total taxes paid, and on charitable gifts to educational institutions. 
Perhaps the most common proposal has been to replace the deduction with a tax 
credit While the deductiom makes each individual's price depend on his own 



Table 5 

Distributional Effects of Eliminating the Charitable Deduction, 1970 

AGI 
Class 

(SOOO's) 
(1) 

0-5 

5-01 

10-15 

15-20 

20-50 

50-100 

100-500 

500-1000 

[-1000+ 

Number of 
Itemized 
Returns 

(2) 

28,350,064 

21,540,224 

13,686,661 

5,532,010 

3,568,912 

353,158 

74,631 

1,795 

655 

Average Charitable Contributions 
GJ G'i G'i/Gj 

(3) (4) (5) 

$ 90 $ 86 0.949 

207 

290 

392 

690 

2,022 

9,184 

72,038 

257,678 

175 

225 

277 

408 

756 

2,246 

12,646 

54,912 

0.844 

0.778 

0.707 

0.591 

0.374 

0.245 

0.176 

0.213 

Tax 
Ratio 

(6) 

1.029 

1.033 

1.034 

1.037 

1.015 

1.053 

1.090 

1.148 

1.135 

Net Disposable 
Income Ratio 

(7) 

1.000 

1.001 

1.001 

1.002 

1.003 

1.006 

1.017 

1.048 

1.099 

Average 237 175 0.737 1.042 1.002 



Table 6 

Effects of Alternative Tax Treatments of Charitable Giving 
(in billions of 1970 dollars)* 

Simulation 
No. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

Proposal 

Eliminate deduction 

25% tax credit 

30% tax credit 

Floor on deduction: 3% of AGI 

Constructive realization of gifts 

Limit maximum charitable deduction to taxes paid 

30% optional credit, all returns 

30% optional credit, itemizers only 

Extend the deduction to non-itemizers 

Increase standard deduction (min. $1500, 
max. $2500) 

Percentage Change 
Change in 

Total 
Gifts 

-4.555 

+0.685 

+2.304 

-3.515 

-0.458 

-0.073 

+3.448 

+1.532 

+1.241 

-0.975 

Tax 
Payments 

+3.521 

-0.725 

-2.060 

+2.727 

+0.287 

+0.046 

-2.957 

-1.308 

-0.993 

-8.259 

Total 
Gifts 

-26 

+ 4 

+13 

-20 

- 3 

- 0.5 

+20 

+ 9 

+ 7 

- 6 

Gifts to 
Educational 
Institutions 

-48 

-24 

-17 

-36 

- 8 

- 2 

+ 8 

+ 4 

+ 3 

- 3 

"All price elasticities ba^d on appreciated asset gifts valued at "discounted gain to value ratio." Total gifts, $17.3 billion. 
Educational gifts, $679 million. 
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marginal tax rate, the tax credit would make every taxpayer face the same price.^^ 
Proposal number 2 of Table 6 shows the predicted results of replacing the current 
deduction with a uniform tax credit of 25 percent With this rate of credit, total 
giving and the total tax collections of the Treasury remain approximately at their 
current levels: giving increases by $0.69 billion while taxes fall by $0.73 billion. 
Although the aggregates are essentially unchanged, the impacts on particular donees 
and particular individuals differ substantially. Gifts to religious organizations 
actually increase by about 9.8 percent while gifts to educational institutions fall by 
24 percent The net disposable income of Individuals with incomes between $10,000 
and $15,000 would remain almost unchanged while individuals with incomes above 
$500,000 would increase their net disposable incomes by 6.4 percent Proposal 3 
shows that even a 30 percent tax credit, which would cost the Treasury an 
additional $2 billion in foregone revenues, would still leave educational institutions 
with a 17 percent reduction in gifts. 

Another common proposal Is to continue the current deduction but to limit it to 
contributions In excess of some percent of income. Simulation 4 of Table 6 shows 
the effect of a 3 percent of adjusted gross income floor. Total giving would fall by 
20 percent and gifts to educational institutions would fall by 36 percent This 
probably overstates the effect because It assumes that Individuals do not accumulate 
the contributions for several years in order to take advantage of the deduction. The 
frequent conparison of this floor to the current medical expense floor is 
inappropriate because of the much greater ease with which charitable gifts can be 
postponed and "bunched" to obtain the deduction. 

Several critics of the current tax treatment of charitable gifts have proposed 
changing the treatment of gifts of appreciated property by treating such gifts as 
realization for tax purposes. This would eliminate the desirability of donating 
property and would substantially increase the effective price for high-income 
donors. Simulation 5 of Table 6 shows that this change would have a relatively 
small total effect but would reduce gifts to educational Institutions by 8 percent 
Moreover, the net disposable income would rise for high-Income taxpayers. For 
Individuals with incomes over $500,000, the simulation shows that net disposable 
Income would rise by 2 percent if the constructive realization of property gifts were 
instituted. 

Much of the public and political criticism of the current tax treatment of 
charitable gifts occurs because some high-income individuals make substantial 
charitable gifts but pay no Income taxes. Although the current rules that limit 
charitable giving to no more than 50 percent of adjusted gross Income were 
intended to prevent such avoidance of tax, Individuals with sufficient noncharitable 
deductions are still able to pay no tax while making substantial deductible gifts. 
There is a simple way to eliminate this problem by changing the nature of the 
contribution limit to a limit in relation to tax paid instead of the current limit in 
relation to adjusted gross Income. For example, each individual's charitable 
deduction might be limited to no more than the amount of tax that he actually 
pays in that year. Simulation 6 of Table 6 shows that this would have very little 
effect on total giving (a reduction of 0.5 percent) or on gifts to educational 
institutions (a reduction of 2 percent). 

Not all proposals to change the tax treatment of charitable gifts would reduce 
giving. Some have proposed to increase the incentive to lower-income households 
while maintaining the current deduction for higher-income households. One way to 
do this is by an optional credit, leaving Individuals the opportunity to use either the 
deduction or a credit of, say, 30 percent Proposal 7 shows that such an option 
would cost an additional $3 billion of foregone revenue but would increase total 
giving by 20 percent and educational gifts by 8 percent If the optional credit were 
limited to itemizers only (on the grounds that non-itemizers are Implicitly given a 
tax reduction for charitable gifts In the standard deduction), the cost to the 
government would fall to only $1.3 billion while gifts would increase by only 9 
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percent (see Simulation 8 of Table 6). A quite different type of stimulus would be 
achieved by extending the opportunity for charitable deductions to those who do 
not itemize other deductions (option 9). This would cost approximately $1 billion 
in lost taxes and would stimulate giving by 7 percent, primarily to religious 
organizations. Some change of this type may be regarded as important to offset the 
effect on giving that would otherwise result from the currently proposed Increase in 
the standard deduction. Simulation 10 of Table 6 shows that increasing the 
minimum standard deduction to $1,500 and the maximum standard deduction to 
$2,500 would, in 1970, have decreased total giving by some 6 percent 

VI 

CONCLUSION 

This paper has presented a detailed analysis of the sensitivity of charitable giving 
to alternative tax treatments. Three different sets of estimates were developed: 
cross-section estimates for the 1962 and 1970 Treasury Tax Files and estimates 
based on the change In tax rates at each income level between these two years. All 
three sets of estimates agree in placing the key price elasticity between -1.0 and 
-1.5. This value implies that the current deductibility of charitable gifts is a very 
efficient incentive, yielding more in additional gifts than the Treasury foregoes in 
potential additional revenue. 

The price and income elasticities estimated in the current study are also very 
similar to the values obtained in Feldstein^* and Feldstein and Clotfelter^'' with 
very different types of data. Feldstein used total contributions on itemized returns 
as reported by the Internal Revenue Service for each adjusted gross income class In 
even years from 1948 through 1968. The basic estimate of the price elasticity with 
that data was -1.17. The analysis of Feldstein and Clotfelter used a large survey of 
individual households with a sample that was heavily weighted toward high-income 
households. With that data the key price elasticity was -1.15. In short, there is very 
strong evidence from a variety of sources for the current conclusion about the 
relatively high price elasticity of charitable giving. 

Legal discussions of the appropriate tax treatment of charitable gifts have 
stressed the abstract logic of a consistent definition of taxable income.^* In 
contrast, we have emphasized the empirical effects of alternative policies on both 
donees and donors. We believe that the effect of alternative tax treatments on the 
volume and distribution of gifts among donees and on the distribution of tax 
liabilities and of net disposable Income among taxpayers are the crucial aspects for 
evaluating these proposals. We hope that the evidence presented In this study will 
provide a useful foundation for future policy discussions. 
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EFFECTS OF THE CHARITABLE DEDUCTION 
ON CONTRIBUTIONS BY LOW-INCOME AND 

MIDDLE-INCOME HOUSEHOLDS: EVIDENCE FROM THE 
NATIONAL SURVEY OF PHILANTHROPY 

Michael J. Boskin' and Martin S. Feldstein* 

Introduction 

Economists and tax lawyers have long debated the efficacy and propriety of the 
income tax deduction for charitable contributions.^ The effect of the deduction is to 
lower the individual's net cost of giving if he itemizes his deductions. More specifically, 
the net cost to the donor per dollar received by the charitable donee is equal to one 
minus the individual's marginal tax rate.^ If the elasticity of total giving with respect 
to this price (or net cost) is absolutely greater than one, the charitable deduction 
causes donees to receive more in additional gifts than the Treasury foregoes in revenue. 
Alternatively, if the price elasticity is absolutely less than one, the deduction is less 
than fully efficient in this sense. 

In a series of recent papers, Feldstein and his collaborators^ obtained estimates of 
the price elasticity that cluster around -1.2 from a variety of different data sources. 
All but one of these studies'* (Feldstein and Clotfelter, 1974) are based on the gifts of 
taxpayers who itemize their deductions. Since substantially more than half of the 
households either do not itemize deductions or do not file any tax return, the 
estimated price elasticities have been obtained primarily from the top half of the 
income distribution. While this part of the population accounts for a disproportionate 
share of charitable contributions, extrapolation to the entire population may not be 
warranted. A variety of policy proposals that are currently being considered, for 
example, a tax credit for all taxpayers for charitable gifts or extension of the 
charitable deduction to non-itemizers, would alter the price of giving for households 
that do not now itemize. An accurate estimate of the price elasticity for this income 
group is required to predict the effects of such policies. 

The purpose of the present paper is to provide such a price elasticity estimate for 
low- and middle-income households. We use a new data source that provides survey 
information on charitable giving in 1973 by non-itemizers as well as for those who 
filed itemized returns. Chapter 1 describes that data and discusses the problems of 
definition and measurement. 

Chapter II presents the basic results of our study, estimates of the price and income 
elasticity of giving to charity by low- and middle-income households. The third 
chapter discusses the separate price elasticities estimated for different income groups 
within the population of households with Incomes under $30,000. The current results 
Indicate that these households are very sensitive to tax-induced variations In the cost 
of giving; the estimated price elasticities generally exceed two. 

Chapter IV tests the hypothesis that there is a separate "itemization effect," that 
is, that the mere fact of itemization and not the lower price caused by the deduction 
Induces an increase in giving. The estimates cause us to reject this hypothesis. The 
higher giving by itemizers can be explained by the price differential alone. 

Finally, Chapter V offers a brief conclusion developing the implication of these 
results for tax policy. 

' Professor, Department of Economics, Stanford University. 
* Professor, Department of Economics, Harvard University. 
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After this paper was written the Michigan Survey Research Center notified us of a 
small error in the definition of some of the variables. We have reestimated the basic 
equations and our results are essentially unchanged. 

I 

THE DATA 

The data for this study were collected by the 1974 National Study of Philanthropy, 
a special household survey conducted by the Survey Research Center of the University 
of Michigan. The survey was sponsored by the Commission on Private Philanthropy 
and Public Needs to provide observations on contributions of money and time, as well 
as on Income, tax rates, and other related Information for about two thousand 
households.^ Because our focus Is on the behavior of low- and middle-income 
households, data for households with incomes over $30,000 were deleted. In order to 
ameliorate partially the problem of using current rather than permanent Income, we 
have also deleted all households that reported incomes below $1,000. The key 
variables used in the analysis will now be described. 

Charitable Contributions 

The dependent variable of our study is the value of the households's gift to charity 
In 1973 in the form of both cash and property. Because we will estimate a loglinear 
equation to obtain constant price and Income elasticities, the small fraction of 
households that report no contribution pose a problem. We believe that most of those 
who report no giving actually did give a small amount which has since been forgotten 
or was regarded as too small to mention. Three alternative modifications of the 
reported giving have therefore been examined. First, we assigned a gift of $1 to all 
those who reported no giving; if reported giving Is denoted G, this estimate is G1 = G if 
GX) and G1 = 1 If G = 0. The second alternative assigns $10 instead: G10 = G if G>0 
and G10 = 10 If G = 0. Finally, we try adding $10 to everyone's reported giving; this 
variable is denoted G + 10. We also estimated equations using a regression specification 
which directly accounts for the non-negativity and piling up at zero of charitable 
contributions. The results of this procedure (which are available upon request) are 
quite similar to our basic results.^ 

Price 

For households that Itemize their deductions, the price of a one dollar charitable 
gift is 1-m, where m Is the household's marginal tax rate. For those households that 
do not itemize, the price Is simply 1. Because charitable deductions are almost always 
a small part of a taxpayer's Itemized deduction, we assume that the decision to Itemize 
is exogenous. 

No adjustment is made for the special tax treatment of appreciated property since 
such gifts are very unimportant In the income range that we are concerned with in this 
paper. In 1970, the last year for which data are currently available, only 4 percent of 
charitable gifts were not in the form of cash for taxpayers with incomes below 
$30,000.'' 
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Two different definitions of the marginal tax rate have been studied. PI was the 
estimated marginal tax rate that the Individual would face if he made no charitable 
gift, that is, PI is the price for the first dollar of charitable giving. Alternatively, P2 
uses the estimated marginal tax rate that the individual v^uld face if he made the 
average charitable contribution in his income class. Both measures assure that the 
individual's price measure is exogenous, that is, not a function of his own amount of 
charitable giving. 

The relevant marginal rate was estimated for each taxpayer on the basis of his 
reported total income, the number of his dependents, family status, and an estimate of 
the amount of noncharitable deductions. 

Income 

The survey collected information on the respondent's income bracket but not his 
exact income.8 We have used the midpoint of each narrow bracket to measure gross 
income. 

The net income variable, Y, is defined as gross income minus the federal income tax 
liability that would have been paid had no charitable contribution been made. 

The survey collected some data on wealth but did not obtain any information on 
debts or the value of pension rights. We have therefore not explored the Implications 
of wealth here.' 

Age 

The fraction of income contributed to charity increases with age. Feldstein and 
Clotfelter* ° showed that this is true even after adjusting for price, Income, and wealth. 
The current study therefore includes three age dummy variables to measure 
proportional shifts in giving: A3554 = 1 if the head of the family is aged between 35 
and 54 and equal to zero otherwise, A5564 = 1 if the head is 55 to 64, and A65+ = 1 if 
the head is over 64. The omitted category is households with heads under age 35. 

Separate estimates were also made with the sample limited to households 
containing a married couple with the head between the ages of 35 and 54. This should 
eliminate the special problems of transitory income associated with young households, 
the aged, widows, and so forth. 

Other Variables 

A variety of other variables were included in some formulations: the sex of the 
household head, race, education, religion, and so forth. 

II 

THE BASIC RESULTS 

Equation 2.1 presents the basic estimate of the price and income elasticities for the 
sample of households with incomes between $1,000 and $30,000: 
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In (G+10) = -2.405 In PI + 0.697 In Y + 0.440 AGE 3554 
(0.259) (0.069) 

+ 0.754 AGE 5564 + 0.861 AGE 65+ - 2.235 ( I t 
(0.090) (0.095) 

N = 1621, R2 = 0.30, SSR = 2123.46 

Note first that the estimated price elasticity (-2.405) is very large and significantly 
greater numerically than one. The elasticities and age effects are all estimated quite 
precisely. 

The estimated price elasticity is quite consistent with results obtained for low- and 
middle-income groups in the previous studies. The table below summarizes the 
previous elasticities. With the exception of the Imprecise and insignificant 
unconstrained value based on the 1970 Internal Revenue Service Tax File, i * the 
average of the previous estimates (-2.4) is the same as the current estimate. 

The estimated price elasticity for low- and middle-Income households is thus 
substantially larger than the corresponding elasticity for higher income groups. The 
previous studies for the entire population found overall price elasticities that clustered 
around-1.2.12 

A COMPARISON OF PRICE ELASTICITIES 
FOR LOW- AND MIDDLE-INCOME HOUSEHOLDS 

Source of Data 

1962 FRB Survey^ 

1962 FRB Survey, , 
Constrained'' 

1962 Tax File^ 

1970 Tax File'' 

1970 Tax File 
Constrained'' 

1970 Tax File, 
Constrained 

Income Class 

$1,721-8,000 

$1,721-8,000 

$4,000-20,000 
$4,000-20,000 

$4,000-10,000 

$10,000-20,000 

Price Elasticity 

-2.50 

-2.07 

-3.67 

-0.35 

-2.10 

-1.59 

Standard Error 

0.91 

0.80 

0,45 
0.52 

0.40 

0.23 

a. See Martin Feldstein and Charles Clotfelter, "Tax Incentives and Charitable Contributions in 
the United States: A Microeconometric Analysis," Journal of Public Economics (forthcoming), 
1974, for a description of Survey and estimates. 

b. Constrained estimates are separate price elasticities by income class within a single equation for 
all observations. 

c. See Feldstein and Amy Taylor, "The Income Tax and Charitable Contributions: Estimates and 
Simulations with the Treasury Tax Files, " Harvard Institute of Economic Research Discussion 
Paper number 409, April 1975, for a description of the Treasury Tax File and the estimates. 
These figures refer to itemized returns only. 
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The estimated price elasticity of -2.4 implies that contributions are very sensitive 
to their tax treatment The current deductability of contributions substantially 
increases the total value of gifts by these lower- and middle-income households. For 
each dollar of revenue that the Treasury foregoes because of the charitable deduction, 
donees receive an additional $2.40. 

As we noted above, several alternative adjustments were made to deal with 
households that reported no gift to charity. Replacing these zero reports by $10 
(instead of adding $10 to all reported gifts) slightly increases the estimated price 
elasticity: 

In G10 = -2.506 In PI + 0.720 In Y + 0.450 AGE 3554 
(0.266) (0.056) (0.071) 

+ 0.767 AGE 5564 + 0.884 AGE 65+ -2.505 (2.2) 
(0.092) (0.097) (0.265) 

N = 1621, R2 = .31, SSR = 2229.809 

Since the logarithmic transformation becomes quite steep as we approach zero, the 
adjustment that adds only one dollar to the zero reported by some households yields a 
high price elasticity that may overstate the difference in giving for small price 
differences: 

In G1 = -2.872 In PI + 0.938 In Y + 0.581 AGE 3554 
(0.371) (0.079) (0.099) 

+ 1.022 AGE 5564 +1.159 AGE 65+ - 4.969 (2.3) 
(0.129) (0.136) (0.070) 

N = 1621, R2 = .26, SSR = 4349.617 

In all three equations, the age coefficients confirm the importance of age as a 
separate determinant of giving. For example, the basic estimates of equation 2.1 imply 
that those aged 35 to 54 give 44 percent more than those less than 35, that those 55 to 
64 give 31 percent more than those aged 35 to 54, and that those over 64 give 42 
percent more than those aged 35 to 54. To show that this effect is basically a 
proportional shift and does not involve a changing price elasticity, we present a 
reestimate of equation 2.1 with the sample limited to households headed by a male 
between the ages of 35 and 54: 

In (G+10) = -2.913 In PI + 0.776 In Y - 2.619 
(0.471) (0.111) (1.001) 

(2.4) 
N = 543, R2 = 0.29, SSR = 696.902 

Finally, we can report that the substitution of P2 (the price based on average gift) 
for PI (the price based on the first dollar of giving) has essentially no effect on the 
estimated parameters. Equation 2.5 presents the results with P2 that correspond to 
equation 2.1 with PI: 
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In (G+10) = -2.412 In P2 - 0.700 In Y + 0.440 AGE 3554 
(0.259) (00.055) (0.069) 

+ 0.754 AGE 5564 + 0.863 AGE 65+ - 2.229 (2.5) 
(0.090) (0.095) (0.492) 

N = 164, R2 = 0.30, SSR = 2122.898 

All of our basic results thus indicate that the price elasticity of charitable giving is 
numerically somewhat larger than -2 for those households with incomes between 
$1,000 and $30,000. We turn next to the question of whether the price elasticity 
varies within this income range. 

Ill 

ESTIMATING THE PRICE ELASTICITY BY INCOME CLASS 

Since the price elasticity of charitable giving for the lower part of the income 
distribution is potentially so important in making sensible tax policy, we have 
attempted to obtain information on price elasticities by finer income ranges than the 
results reported above. We have estimated price elasticities for several different Income 
ranges using several alternative formulations of our basis constant elasticity equation. 
It should be recognized that as we examine finer and finer income ranges, the amount 
of variation in price and income decreases and our sample size also decreases; it then 
becomes more difficult to obtain accurate separate estimates of price and income 
elasticities. 

We begin by deleting households with incomes over $20,000. The estimation of our 
basic specification for incomes In the $1,000 to $20,000 range yields 

In (G+10) = -2.239 In PI + 0.685 In Y + 0.398 AGE 3554 
(0.291) (0.063) (0.076) 

+ 0.781 AGE 5564 + 0.829 AGE 65+ - 2.102 (3.1) 
(0.098) (0.100) (0.559) 

N = 1368, R2 = .24, SSR = 1820.578 

In spite of the potential problems of reduced variation and sample size that were 
mentioned above, we still obtain relatively precise estimates of the price and income 
elasticities. The price elasticity is again approximately -2.2. 

When equation 3.1 is reestimated with the sample restricted to households headed 
by males aged 35 to 54, the estimated price elasticity is -2.76 (standard error, 0.35). 
Similarly, for households with married couples of all ages, the price elasticity is -2.5 
(standard error 0.5). Finally, adding several other explanatory variables (the sex of the 
household head, race, religion, education, whether parents gave regularly) resulted In a 
price elasticity of -2.35 with a standard error of 0.26. Addition of these explanatory 
variables reduces the sum of squared residuals to 2068.69, a statistically significant 
improvement in fit. The separate estimated coefficients reveal that households headed 
by a college graduate or someone whose parents gave regularly gave about 25 percent 
more to charity, ceteris paribus, than those without these characteristics. 
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A second approach to estimating separate price elasticities by income class is to 
allow the price elasticity to vary while keeping the income elasticity the same for all 
income classes. (This is the specification described as the "constrained" elasticity in 
Table 1.) Equation 3.2 allows the price elasticity to differ between the income classes 
$1,000 to $10,000 and $10,000 to $20,000 while maintaining the assumption of a 
constant income elasticity and constant proportional age effects: 

In (G+10) = -2.140 In P11 - 2.2271 In P12 
(0.477) (0.316) 

+ 0.679 In Y + 0.397 AGE 3554 
(0.067) (0.076) (3.2) 

+ 0.783 AGE 5564 + 0.828 AGE 65+ - 2.047 
(0.098) (0.100) 

N - 1368, R2 = .24, SSR = 1820.484 

where P11 is the price for those with incomes between $1,000 and $10,000 (and zero 
otherwise) and PI 2 is the price for those with incomes between $10,000 and $20,000 
(and zero otherwise). 

The separate price elasticities are quite close to the overall elasticity of -2.2; 
indeed, a formal test of the hypothesis that the price elasticities are equal yields F = 
0.12, well below the critical F of 3.8 at the 5 percent level. There is thus no evidence 
in this estimate that those with incomes under $10,000 have different price elasticities 
tiian the group with slightly higher incomes. 

As an alternative way of obtaining a separate price elasticity for households with 
incomes below $10,000 we estimated a separate regression for households in this 
income range alone. This allows the income elasticity and all of the age effects to take 
values that are specific to this income group. Equation 3.3 again shows 

In (G+10) = -2.714 In PI + 0.498 In Y 
(0.517) (0.098) 

+ 0.245 AGE 3554 + 0.691 AGE 5564 
(0.117) (0.135) (3.3) 

+ 0.711 AGE 65+-0.477 
(0.120) (0.844) 

N = 645, R2 = .15, SSR = 795.719 

that charitable contributions appear to be quite price elastic for this low income 
group; the estimated price elasticity is-2.7. 

The very low estimated income elasticity (0.48) Is substantially lower than the 
values that were estimated with a wide income range. Since at the lower end of the 
income scale current income Is more likely to include large negative transitory 
components, we reestimated equation 3.3 after deleting households with incomes 
under $4,000. This raises the Income elasticity to the usual range (0.92 with standard 
error 0.29) but leaves the price elasticity essentially unchanged (-2.68 with standard 
error 0.55). 
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The results reported in this section support the conclusion that charitable giving is 
quite price elastic over the entire range of income and may be greater for lower-income 
households. Since the current tax law lowers the price of giving to charity only for 
those who itemize their deductions and since a substantial percentage of low-income 
and middle-income households use the standard deduction instead of itemizing, the 
question arises as to whether the difference in charitable contributions across 
households which we attribute to price really reflects an effect of itemization itself. To 
this we now turn. 

IV 

IS THERE AN ITEMIZATION EFFECT? 

To test for the presence of a pure "itemization effect" in addition to a price effect, 
we consider two alternate approaches. First, we use the sample of non-itemizers, all of 
whom face a price of 1, to estimate the income elasticity of charitable giving. This 
estimate is clearly not "contaminated" by either collinearity or any possible 
itemization effect. This income elasticity is then used as "prior information" which is 
imposed as a constraint on the itemizers in the sample to estimate the price elasticity. 
Since this price elasticity is based on data for itemizers only, there Is again no 
itemization component in the estimated price elasticity. 

Equation 4.1 shows that the income elasticity for non-itemizers is 0.64: 

In (G+10) = 0.635 In Y + 0.304 AGE 3554 
(0.063) (0.105) 

(4.1) 
+ 0.867 AGE 5564 + 0.6931 AGE 65+ - 1.634 

(0.131) (0.1167) (0.569) 

(Non-itemizers only) N = 724, R^ = 0.16, SSR = 889.191 

Using this as an extraneous estimate of the income elasticity for the itemizers, we find 
a price elasticity o f -2 .3 : 

1n(G+10) - 0.635 In Y = - 2.347 In PI + 0.533 AGE 3554 
(0.093) 

+ 0.683 AGE 5564 + 1.097 AGE65+ 
(0.124) (0.165) (4.2) 

- 1.671 
(0.205) 

2 _ (Itemizers only) N = 897, R^ = 0.08, SSR = 1645.70 
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Similarly, imposing this income elasticity on the full sample yields a price elasticity of 
-2.6: 

In (G+10) - 0.635 In Y =-2.567+0.442 AGE 3554 
(0.216) (0.069) 

+ 0.747 AGE 5564 + 0.836 AGE65+ 
(0.818) (0.092) (4.3) 

- 1.682 
(0.055) 

N = 1621, R2 = 0.146, SSR = 3843.588 

The estimated price elasticity therefore appears to reflect a genuine price effect and 
not the effect of Itemization per se. 

A more direct test of the itemization effect is obtained by estimating separate 
constant terms for itemizers and non-itemizers in the constant elasticity function. Any 
itemization effect would show up in different constant terms. This is formally 
equivalent to estimating two separate equations for the two groups subject to the 
constraint that the income elasticity and proportional age effects are the same for the 
two groups. For our basic specification, this yields the equation 4.4: 

In (G+10) = -2.220 item - 2.416 non-item - 1.529 In PI 
(0.492) (0.527) (0.793) 

+ 0.721 In Y + 0.443 AGE 3554 
(0.058) (0.069) (4.4) 

+ 0.756 AGE 5564 + 0.859 AGE 65+ 
(0.090) (0.095) 

N = 1621, R2 = 0.39, SSR = 2121.668 

Where item = 1 for itemizers (and zero otherwise) and non-item = 1 for non-itemizers 
(and zero otherwise). 

The two constant terms are similar in magnitude and not significantly different. 
Comparing equation 4.4 with equation 2.1, we may use the sum of squared residuals 
from each to construct an F statistic to test the hypothesis that the coefficients of the 
Itemizer and non-itemizer dummy variables are equal. This yields an F (1,1617) = 
1.36; since the 0.05 Initial value of F is 3.84, the difference between the constants is 
clearly insignificant This implies that the lower price elasticity (-1.529, s.e. = 0.793) 
is irrelevant since equation 2.1 is really to be preferred to this unnecessarily elaborate 
specification. * ^ 

V 

CONCLUSION 

We have examined a new and rich body of data on philanthropic activity by 
households with incomes below $30,000. Using a variety of estimating equations and 
subsamples of the population, we find that in each case charitable contributions are 
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quite price elastic throughout this range of income. Almost all of the evidence 
indicates a price elasticity that is absolutely greater than 2. 

Our experience in discussing this work has taught us that some economists are at 
first surprised and skeptical about the high price elasticity because it ^ems "contrary 
to intuition and common observation." We do not agree with this view. Among 
families with adjusted gross incomes between $10,000 and $15,000 who itemize their 
deductions, the average price of giving is about 0.80 and the average annual giving is 
about $300. Eliminating the deduction would raise the price to 1, an increase of 25 
percent Would eliminating the deduction reduce average giving in this group by $100? 
If so, the elasticity is approximately -2 . We doubt that intuition and common 
observation are capable of answering this question. We therefore do not find that the 
statistical estimates are In conflict with our informal judgement about the behavior of 
individuals in this group. 

This discussion does imply an important caution in interpreting high price 
elasticities for low-income families. An elasticity of -2 may not be appropriate for 
very large decreases in price faced by this group. For example, a 50 percent credit 
would lower the price from 0.80 to 0.50, a reduction of 37 percent A price elasticity 
of - 2 would imply an increase in giving from $300 to $768, that is, from a net cost of 
$240 to a net cost of $384. While this cannot be excluded as impossible, it may be 
larger than is likely. It is not possible to learn how the elasticity might*change outside 
the range of current and past experience for this group. 

Fortunately, however, the current estimates are appropriate for the analysis of the 
policies that are more likely. The extension of the charitable deduction to 
non-itemizers, or the availability of an optional credit at 25 or 30 percent, are well 
within the range of experience that we have studied. The current estimates therefore 
have important policy implications: Tax incentives to encourage giving by low- and 
middle-income households would induce a substantial increase in the flow of funds to 
charitable organizations. 
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ESTATE TAXATION AND CHARITABLE BEQUESTS 

Michael J. Boskin" 

Introduction 

Charitable bequests in the United States amount to well over two billion 
dollars.* Especially when combined with lifetime charitable contributions,^ this 
voluntary giving accounts for a substantial share of the total resources devoted to 
the educational, health, scientific, cultural, religious, and welfare sectors of the U. S. 
economy. The amount and composition of such bequests are affected by the rate 
structure and deductibility of charitable bequests under the estate tax. This paper is 
devoted to an attempt to estimate the effects of the estate tax on charitable 
bequests.^ 

The estate tax* affects private philanthropy in several interrelated ways. First, and 
most obvious, consider the disposition of the estate at the time of death. Once 
debts and expenses are subtracted from the gross estate, the remainder, the 
economic estate, is divided among bequests to heirs, charitable bequests, and taxes. 
Since there is a $60,000 exemption and a marital deduction of one half of the 
estate,^ the tax applies only to the wealthiest 7 percent of estates.^ For this group, 
the tax and deductibility have two effects: First, the tax reduces the estate available 
for division between heirs and charity;^ second, deductibility lowers the price of 
giving to charity relative to giving to noncharitable donees. For an estate with a 
marginal tax rate of ju, the price of bequeathing another dollar to charity rather 
than to noncharity heirs is l-ju, since $/i in taxes are saved by doing so. The first, 
or wealth, effect reduces charitable (as well as other) bequests, while the second, or 
price, effect increases charitable bequests.* 

The progressive rate structure of the tax implies that both the wealth and the 
price effect increase with estate size.' It is well known that the composition of 
lifetime charitable contributions and of charitable bequests by type of donee varies 
markedly as wealth increases.The extremely wealthy contribute a smaller proportion 
of their total charitable contributions to religious organizations than to educational, 
cultural, and social welfare organizations. Hence, the net effect of estate taxation on 
charitable bequests, and their composition by donee, depends upon the magnitudes 
of these wealth and price effects. 

Next, consider an individual planning his estate during his lifetime. For our 
purposes, an individual has five potential uses of his wealth at this stage: (1) 
personal consumption, (2) transfers to relatives (or others) during his lifetime, (3) 
lifetime charitable contributions, (4) bequests to relatives, and (5) charitable 
bequests. At this stage, the estate tax may affect both charitable contributions 
during the lifetime — via substitution between giving during life and planned giving 
at death — and charitable bequests — via substitution between lifetime expenditures 
and increasing the size of the estate.*^ 

Finally, consider the disposition of noncharitable bequests by the estate's heirs. 
The estate tax reduces the after-tax wealth received by these heirs; some fraction of 
this decrease may have been destined, ultimately, for charitable contributions or for 
charitable bequests. 

While proposals for reform of the estate tax are numerous, no changes have been 
made in the tax in over two decades. The last presidential election »campaign 
indicated that there was little support for an increase in rates. Nor does integration 

' Professor, Department of Economics, Stanford University. 

1453 



1454 

with the gift tax appear likely in the near future. For our purposes, perhaps the 
most relevant policy options relate to the restriction, or abolition, of the charitable 
bequest deduction. Proposed changes range from placing a ceiling on the deduction 
through replacing the deduction by a flat-rate credit to outright elimination of the 
charitable bequest deduction. Also potentially relevant, of course, are changes in the 
income, and the gift, tax. 

The interaction of the estate tax with the gift tax and the income tax in a model 
of lifetime utility maximization is discussed in more detail in Chapter I. 

While the data required to estimate the full model are unavailable,** we can 
estimate the effects of the estate tax on the allocation of estates between charitable 
and noncharitable bequests treating estate size as exogenous. These estimates are 
based on data from samples of individual estate tax returns from 1957-59 and 1969. 
A description of these data, a brief survey of previous studies on this topic, and a 
discussion of some special estimation problems are presented In Chapter I I . 

The basic empirical results — estimates of charitable bequest equations ~ are 
reported in Chapters III and IV. These sections deal with the 1957-59 data and the 
1969 data, respectively. In each case, we report results of alternative formulations 
of the basic equations and alternative definitions of the key variables. 

These results are then used both to evaluate the efficiency of deductibility ~ the 
additional charitable bequests induced per dollar of foregone tax revenue — and to 
simulate the effect of changes in the tax laws on charitable bequests. These estimates 
are presented in Chapter V. 

The estimates of the price elasticity of charitable bequests generally exceed one, 
suggesting that the deduction increases charitable bequests by more than It decreases 
tax revenue. 

Proposed changes in the treatment of charitable bequests which substantially 
increase the price of giving to charity, especially by the very wealthy, would result 
in a substantial reduction in charitable bequests; this reduction would come at the 
expense of the education, health, and welfare sectors of the economy. 

Since the available data are far from ideal for the problem at hand, certain 
caveats, in addition to a summary and conclusion, are presented in Chapter VI . 

I 

A MODEL OF LIFETIME CHARITABLE CONTRIBUTIONS 
AND CHARITABLE BEQUESTS 

Consider a model of individual utility maximization in which utility Is derived 
from consumption during the lifetime, C L , gifts to relatives and friends during the 
lifetime, g|_, lifetime charitable contributions, C H L , and bequests to relatives or 
friends, gp, and to charity, CHp. 

We represent the estate planners' preferences over these commodities by a 
utility-function of the usual type:*^ 

U ( C L , gL, C H L , CHp, gp). ^̂ ^ 

The estate planner faces the usual type of budget constraint relating expenditures to 
wealth: 

' 'CL^L ^ ""gtSL "̂  ' 'CHL^^L ^ " "CDSD "̂  ' ' cHD^^D < K Q + WH (2) 
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where KQ is initial assets, WH is work income,*^ and Pj is the price of commodity 
i. The superscript f refers to the forward price*'* of the commodities "purchased" 
at death. 

Note that the size of the estate (in present value terms) bequeathed, E, is simply 
the portion of wealth not spent in the lifetime: 

E = KQ + WH - (PCLCL + PGLGL * <'cHL<^^^0 • <3) 

The size of the estate thus depends upon initial assets, labor income, and spending 
and saving decisions during the lifetime.*^ 

We assume that the "estate planner" maximizes utility subject to the budget 
constraint This produces the usual maximization problem: 

max cC = U(CL,gL,CHL,CHp,gr)) + X (Kg + WH - P^LCL - PgLGL 

- ^CHL^^L ' ^GD^D " •^CHD^'^D)-

Differentiating (4) with respect to each commodity yields the first-order necessary 
conditions for a maximum: 

d£ 3U 
bc^_ 

b£ 
acL 

d£ 
3CHL 

d«£ 
3Gp 

b£ 
acHp 

3CL 

au 
acL 

au 
acHL 

au 
acp 

au 
acHp 

AP/^i 

APpo i 

XPgp 

^''CHD 

^ = KQ + WH - PcL CL - PGLGL " P C H L ^ H L - PGDGD - PcHoCHp = 0. 
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Taking the ratio of pairs of these necessary conditions we obtain 

au 
P^i 

; and 
acL 
au 
acHL 

au 
acp 
au 
acHp 

_ ''GL 

•"cHL 

^GD 

''CHD 

(6) 

The interpretation of these equations is the familiar one: the estate planner will 
allocate his resources so that the ratio of the marginal utilities of each pair of 
commodities equals their relative price. Note that, in general, these marginal rates of 
substitution depend upon the consumption levels of all of the commodities. Only in 
the restrictive case of additively separable utility between lifetime good? and 
bequests will we have the marginal rate of substitution between, say, G L and C H L 
(or Gp and CHp) independent of Gp and CHp (GJ and CHi) . 

Let us turn now to a consideration of the prices of the different commodities. 
First, we take the price of personal consumption as numeraire, that is, ?QI^ = 1. 
The price of lifetime giving to charity Is complicated by the special provisions of 
the income tax laws. Charitable contributions are tax deductible up to a maximum 
percentage of AGI. If contributions fall strictly within the limit, the price of giving 
a dollar to charity is 1-m, where my is the marginal tax rate applied to lifetime 
income;** for lifetime contributions beyond the limit, the price is 1. The picture is 
complicated still further by contributions of appreciated assets; see Feldstein* "^ for 
a discussion of this point. Consider next the transfer of resources to family or 
friends during the lifetime. A gift tax Is payable on lifetime gifts beyond a certain 
amount and above a small annual exclusion. While much "gi f t " giving is un­
doubtedly unreported, for persons subject to the gift tax, the price of giving de­
pends upon the rate structure of the tax. If we call the gift tax marginal tax rate 
mg, a dollar of gifts produces only 1-mg of gift after-tax. Hence the price of giving 

a dollar after-tax^ ^ is 5—'—. 
1-mg 

Consider next the forward prices of bequests to charity and to family or friends. 
In order to provide a dollar of charitable bequests, an estate planner, facing an 

interest rate r*' must forego r^- dollars of lifetime consumption. Viewed another 

way, the estate planner must invest l-sn- at a return r to yield $1 for charitable 

bequests. If an inflation is expected, with prices expected to increase at a rate 

APp,^** the forward price equals ' l ^ _ ^ ' P^L* Finally, the provisions of the estate 

tax (for persons with a taxable estate) alter the price of bequests. An additional 
dollar left to family or friends produces an after-tax inheritance of only l -m^, 
where mg is the marginal tax rate under the estate tax. Hence, the forward price of 

bequests^* to family or friends is ?i t f i + l ' 'CL' ^^^^ considerations are 

summarized in the following array: 
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PCL = 

PGL = 

''CHL = 

^GD "̂  

(1 

1 

1 

1-mg 

1 

1 - my 

1 

(1+AP) 

-me)(1+r) 

if gift tax applic 

otherwise 

if charitable ded 

if limit binding 

if estate taxable 

•"CHD 

1+AP 
if estate not taxable 

1+r 
1+AP 

1+r 

Substituting these expressions for the prices back into (4), applying the Income 
tax to earnings and interest income,^^ and solving the resulting first-order 
conditions yields the following system of demand equations: 

r I 1 . 1+AP 1+AP\ (7) 
GL = f ^KQ + (WH + rKo)(i-my), ^ > ^'^r ( i l i ^ ga^ ' ITTJ ' 

G L = g (KoMWH + rKo)(1-m,), ^ , .--rn^, ^ 2 ^ ^ ^ ^ 

C H L = h ( coMWH + rKo)(1-.y), ^ , l--my, ^ ^ 1 ^ , ^ , 

Gp = i (KQ + (WH + rKo)(1-my), - ~ , l-m^, -^''^l^ -7 . ^ \ ,and 
^ \ ^ '-' y i-rrig y (1-mg)(1+r) 1+r j 

CHp = I (KQ + (WH + rKo)(1-mJ, - ~ 1 - , l-m^, -^^^^^ - ^ - ^ . 
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We see immediately that the estate tax has four types of effects on philanthropy. 
It has a wealth effect on CHp via decreasing after-tax estate size, an "own" price 
effect on CHp (we expect the wealth effect of the tax to decrease CHp, and the 
own-price decrease induced by the tax to increase CHn), a "cross-price" effect on 
C H L ^"'^ indirect effects on the C H L ^^^ CHp of subsequent generations via the 
effects on G L and Gp.^^ 

We turn next to a discussion of the estimation of these effects. 

II 

A CURSORY DISCUSSION OF PREVIOUS STUDIES, 
ESTIMATION PROBLEMS, AND DATA 

Previous Studies 

There have been several attempts to infer something about the effects of estate 
taxation on charitable bequests from available data. Shaeffer^'* reports some simple 
tabulations from the Treasury Special Study of Estate Taxation (discussed in detail 
below). He notes the enormous difference in the type of charity favored by 
different size estates. Since no attempt is made to estimate wealth and price 
effects, his discussion of policy options is based on a series of assumptions regarding 
these key parameters. 

Vickrey^^ attempts to infer something about the price elasticity of charitable 
bequests from the 1959 data. He calculates the net cost of charitable bequests as a 
percentage of the disposable estate and notes that this ratio rises with gross estate 
size. He concludes:^* "On the whole, the evidence would seem to indicate 
t ha t . . . demand for 'gross charity' has an elasticity smaller than one . . . while the 
deductibility may increase the gross amount of contributions, it does so by less than 
the tax relief granted." He goes on to question the wisdom of granting this tax 
relief from general funds, especially since the relief granted favors the wealthy 
disproportionately. It must be noted that Vickrey's analysis of the 1959 charitable 
bequest data obviously does not enable him to separate wealth and price effects. His 
inferences are not based on the estimation of demand relationships and his 
judgment concerning the price elasticity of demand for charitable giving is best 
viewed as a reasoned conjecture. 

The only attempt to estimate a demand for charitable bequests relation is that of 
McNees.^' McNees uses the 1959 Special Study data (see below) to estimate 
equations relating charitable bequests to wealth and price. He used economic estate 
and the marginal tax rate (rather than one minus the tax rate) to represent the 
wealth and price effect His basic equation^® is the following ordinary least squares 
regression (using only the data on estates with charitable bequests): 

C = -101.2 + 30.4 M + 12.25 x 10-^ E 2 

-312.5 D-184.1 W + . . . 

where C is charitable bequests, ju is the marginal tax rate, E is economic estate, D is 
the number of categories of persons receiving bequests (his index of dependency) 
and W is a dummy variable for widows. Other variables appear in the equation, but 
they are not important for the discussion that follows. 

Since the E^ and n variables have coefficients which are measured quite 
precisely, McNees concludes that "The model performs astonishingly well." As an 
introduction to the host of statistical problems Involved in attempting to estimate 
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the demand for charitable bequests, it is worthwhile to take a closer look at some 
of the implications of McNees' results. 

Let us examine the predicted charitable bequests from McNees' basic equation 
for a few possible cases. McNees' estimates predict that estates bequeath negative 
amounts to charity!^^ Consider, for example, a widow leaving funds to children, 
grandchildren, and brothers or sisters. Hence W = 1 and D = 3 In McNees' equation. 
The predicted values of charitable contributions for economic estates of $60,000, 
$100,000, and $1,000,000 are approximately -$1,223,000, -$683,000, and 
-$251,000, respectively! 

Clearly, something is potentially severely wrong with the way McNees analyzed 
this body of data. Several obvious problems come to mind: ordinary least squares 
does not prevent the expected, value of the dependent variable from being negative 
for particular values of the explanatory values, nor does it account for the piling up 
of the density at zero. Further, McNees uses only the observations for which 
charitable bequests are positive; he throws away the information in the bulk of the 
data. 

Estimation Problems 

There are a large number of potential difficulties in estimating the demand for 
charitable bequests. Among these are the constraints on the admlssable value 
of charitable bequests (between zero and economic estate), the piling up of its 
density at zero, the lack of adequate data on lifetime income, wealth, and charitable 
contributions, the possible collinearity of price and wealth via the estate tax, the 
appropriate specification of the relation of charitable bequests by donee to total 
charitable bequests, the lack of information for estates not filing estate tax returns. 
The study by McNees amply illustrates the problems one may purchase with an 
incorrect specification. While some of these problems are insurmountable with 
available data, we shall attempt to be as careful as possible both in dealing with 
those potential problems which are solvable with available data and in pointing out 
how the other problems might affect our results. Hence, this subsection will discuss 
the problems briefly and indicate the actual estimation techniques used to produce 
the results reported below. A brief discussion of the possible (and unfortunately, 
unavoidable) biases in the results is found in Chapter VI . 

The simplest way to organize all of these problems is to recall from equation (7) 
that charitable bequests are a function of after-tax wealth and four after-tax prices. 
An ideal body of data would provide information sufficient to measure accurately 
these six variables: charitable bequests, wealth, and the four prices. Unfortunately, 
no body of data exists that provides such information. The best data available, and 
in many respects they are quite good, contain no information on lifetime income; 
hence, wealth and the prices relating to lifetime gifts and contributions are not 
directly observable. Thus we are forced to adopt a specification which uses estate 
size as a substitute for wealth and which omits some price variables. This may 
render the estimated coefficients on wealth and the price of charitable bequests 
Inconsistent This potential specification bias Is discussed in Chapter VI . 

The same problem of inconsistent estimates may arise because estate size itself is 
endogenous. Again, we do not have information on wealth during the lifetime; there 
are no obvious variables which would seem to make good instruments for the 
application of instrumental variables. This problem is also discussed in Chapter VI . 

There are several important econometric problems with which we can deal 
explicitly. First, consider the potential collinearity between the price of charitable 
bequests, p, and estate size, E. Since p=1-ju, where /x is the marginal tax rate 
which in turn depends upon E, it might be difficult to separate out the separate effects 
of E and p on charitable bequests. Indeed, If p was an exact linear function of E, such a 
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separation would be impossible. We have three factors in our favor in overcoming 
this problem: our large sample sizes, the nonlinearity in the tax schedules, and the 
wide tax brackets. We shall see below that these factors sharply reduce the correla­
tion between E and p and enable us to estimate their separate effects quite 
precisely. 

Two further problems that arise when we specify charitable bequests as a simple 
linear function of E and p are the restriction to single linear E and p effects and the 
simultaneity of p and CHq. First, a simple linear relation between CHp and p 
implies that a one unit rise in p has the same effect on the absolute level of CHp 
throughout the range in p. This assumption is quite unrealistic and will be relaxed 
in several ways below.^^ Second, given E, the larger is CHp, the smaller is the 
taxable estate and the marginal tax rate, and hence the higher is the price. Hence, 
there exists a relationship between the after-tax price of an additional dollar of 
charitable bequests and the estate size and charitable bequests. As with the omitted 
price variables, this creates a correlation between one of the explanatory variables 
and the error term in the regression. Hence, ordinary least squares estimates 
(potentially of all of the coefficients) will be inconsistent In this case, fortunately, 
a natural instrument does exist: The price for the first dollar of bequests. This, of 
course, Is highly correlated with the price for an additional dollar, but presumably 
uncorrelated with the error term. Thus, the results reported below all use this 
"imputed" price. 

Perhaps the most serious estimation problem, and one that exists quite apart 
from which explanatory variables are included in the regression, is that CHp must 
be non-negative and in the data piles up at zero. Some four out of five estate tax 
returns bequeath nothing to charity. Ordinary least squares takes none of these 
things into account We saw from our discussion of McNees' results that his 
equation, based on applying ordinary least squares to the estates with charitable 
bequests, predicts inadmissable (negative or larger than E) values of CHp for 
reasonable values of p and E .^* 

In view of the large concentration at zero, our desire for accurate estimates of 
coefficients and tlieir standard errors and our interest in prediction (see Chapter V), 
we adopt the following truncated normal regression model: 

CHpj = ^ ' X | + Uj i f ^ ' X j + U j > 0 

= 0 if 13 ' Xj + Uj :^ 0 

where CHpj represents the charitable bequests of the î *̂  estate, the Xj are variables 
such as price and estate size, ^ is a vector of unknown constants and the uj are 
independent N (0, a^). Estimation of ^ and a^ proceeds according to the method 
pioneered by Tobin^^ and extended by Amemiya.'^ The estimates are consistent 
and asymptotically normal,^'* the conditional expectation, E(CHpi ^ ' X ) , is 
necessarily non-negative, etc. It should be noted that while this procedure is clearly 
preferable in our c^e, Its higher computational cost must be taken into account 
when deciding upon an appropriate estimation procedure. ̂ ^ 

Two additional, and probably minor, problems remain. First, our samples are 
truncated in the sense that they include observations only on estates that filed tax 
returns. Estates of less than $60,000 are not required to file an estate tax return; 
indeed, over 9 out of 10 estates did not file one. There is, therefore, an unknown 
amount of charitable bequests accounted for by this group. Since charitable 
bequests are quite small and infrequent in the lower ranges of estate size among 
estates filing a return, the charitable bequests thus ignored are unlikely to be large 
relative to the total included. Further, extrapolation of results for the upper tail of 
the distribution of the remainder would be quite hazardous. One might therefore 
interpret the results reported below as conditional upon filing an estate tax return. 
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Finally, we are interested in charitable bequests by type of donee. We might 
choose to model charitable bequests to each donee as a separate commodity; or we 
could form some restrictions upon the coefficients across charitable bequest (by 
donee) equations to make them consistent with some aggregate charitable bequest 
equation. We adopt the former approach for convenience, since we have no strong 
prior beliefs to the contrary. 

Having in mind these issues and our suggestions as to how to deal with them, we 
turn to a discussion of the data. 

Sources of Data 

The first source of data on individual estate tax returns used In this study is a 
sample of nearly 5,000 matched estate and gift tax returns collected In the Treasury 
Special Study of 1957 and 1959 Estate Taxation. These data are described in detail 
in Shoup.^* We note that the sampling rate was 1 in 100 for estates with a gross 
estate under $300,000, 1 in 6 for those between $300,000 and $1,000,000, and 100 
percent for those with gross estates over $1,000,000. These data contain informa­
tion on estate size, charitable bequests, the composition of charitable bequests by 
type of donee, marital status, age, lifetime gifts to persons, and trusts.^ "̂  They 
contain no information on the estates of other family members, nor do they 
contain information sufficient to identify state death tax rates. 

Summary data for these returns are presented in Table 1; the mean values of 
selected variables are arranged by adjusted disposable estate class. A cursory 
examination of this table reveals a large variation In estate size, price, and charitable 
bequests in total and in composition by type of donee. For example, it is clear that 
the wealthier estates prefer bequests to education, social welfare, and "other" — the 
latter including closely held private charitable foundations. Estimates of charitable 
bequest equations based on these data are presented in Chapter 111, 

The second source of data on individual estate returns used in this study is a 
sample of over 40,000 federal estate tax returns filed in 1970.^^ The sampling rate 
was 100 percent for returns with gross estates over $300,000 and 24 percent for 
returns with gross estates under $300,000. By 1969, 7 percent of deaths resulted in 
the filing of an estate tax return.^* These data contain Information on estate size, 
charitable contributions, sex, age, and marital status of decedent, and so forth. 
Unlike the 1957-59 special study data, they do not contain information on type of 
charitable bequest donee, nor do they contain information on trusts. However, they 
do contain information on the asset composition of the estate. Further, the IRS has 
kindly provided me with information sufficient to approximate state estate and 
Inheritance tax rates for each estate. This introduces substantial additional variation 
in prices and estate size. 

Summary data for these returns are presented in Table 2; the mean values of 
selected variables are arranged by adjusted disposable estate class.'*° A cursory 
examination down the rows of Table 2 reveals considerable variation in prices, 
estate size, and charitable bequests.'** Estimates of charitable bequest equations 
based on this data appear in Chapter IV. These estimates are quite similar to 
estimates based on the 1957-59 data. However, the larger sample size and more 
recent time period lead me to place greater reliance on the results from the 1969 
data than on those from the 1957-59 data. 

Definition of the Variables 

Since the available data do not usually allow us to generate variables which 
conform precisely to our theoretical constricts, we have experimented with 
different definitions of the most important variables (wealth and price) and 



Table 1 

Mean Values of Selected Variables by Adjusted Disposable Estate Class^ 
1957-59 

Adjusted 
Disposable 
Estate Class 

<200 

200-500 

500-1,000 

> 1,000 

I 
Adjusted 

Disposable 
Estate 

$103.7 

323.4 

761.8 

2,443.7 

Economic 
Estate 

$109.8 

390.5 

988.9 

2,972.4 

Charitable 
Bequests 

$1.3 

5.8 

28.3 

529.9 

Religious 

$0.4 

1.7 

4.8 

33.5 

Education/ 
Scientific 

$0.2 

1.5 

8.3 

142.3 

Health/ 
Social 

Welfare 

$0.7 

2.6 

13.6 

203.3 

Other 

$0.0 

0.0 

1.5 

150.9 

, 1 Price for 
Add! $ of 
Charitable 
Bequests 

$0.88 

0.70 

0.65 

0.57 

Price for 
First $ of 
Charitable 
Bequests 

$0.85 

0.68 

0.64 

0.56 

a. Adjusted disposable estate equals the gross estate less debts and expenses less the tax that would have been paid in the absence of any charitable 
contributions. 
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Table 2 

Mean Values of Selected Variables by Adjusted Disposable Estate Qass^ 
1969 

Adjusted 
Disposable 

Estate 
(SOOO's) 

<100 

100-250 

250-500 

500-1,000 

> 1,000 

Adjusted 
Disposable 

Estate 
(SOOO's) 

$68.6 

154.6 

342.6 

683.7 

2,045.0 

Economic 
Estate 

(SOOO's) 

$71.9 

177.6 

429.2 

913.6 

3,370.0 

Charitable 
Bequest 
(SOOO's) 

$2.6 

7.0 

20.7 

64.7 

573.2** 

Price for 
Add'l $ of 
Charitable 
Bequest 

$0.88 

0.75 

0.66 

0.61 

0.48 

a. Adjusted disposable estate equals the economic estate less the taxes that would have 
been paid in the absence of any charitable contributions. 

b. See footnote 40. 

alternative functional forms. Fortunately, these alternative formulations produce 
similar results. The definitions of the variables used in this study are the following: 

Charitable bequest Any bequest qualifying for the charitable deduction. The donee 
types are self-explanatory. However, "other" includes many closely held 
charitable foundations of "general" purpose. 

Wealth (estate size). Since we do not have any data on wealth, we used two 
measures of estate size: the economic estate (gross estate less debts and expenses) 
and adjusted disposable estate, the economic estate less the taxes that would 
have been paid in the absence of any charitable contributions. Note that the 
disposable (after-tax) estate equals the economic estate for those who bequeath 
everything (beyond allowable exemptions and deductions) to charity and equals 
the adjusted disposable estate for those who leave nothing to charity. Grossing 
up the estate to account for lifetime gifts produced no substantial changes in the 
results. 

Price (of giving to charity). The price of a dollar of charitable bequests also is 
defined in two ways: the price that would have to be paid on an additional 
dollar bequeathed to charity and the price that would be paid on the first dollar 
bequeathed to charity. Since the price is equal to one minus the marginal tax 
rate, and since, for given estate size, the tax rate declines and price rises as 
charitable bequests increase, the simultaneity bias discussed above leads us to 
prefer the imputed price variable. For the 1957-59 data, the marginal tax rate is 
the federal rate. For the 1969 data, the marginal rate Is the sum of the federal 
and state rates, adjusted for the deductibility of state against federal (and 
occasionally vice versa) taxes. Since state rates frequently vary by the relation­
ship of the person receiving to the person providing the inheritance, the state 
rates used refer to spouses for married persons and children for non-married 
persons. No account is taken of the effect of tax postponement via use of 
trusts.* ̂  
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Marital status. While the returns separate widowed, divorced, and single among the 
non-married, preliminary analysis suggested the married-not married distinction to 
be the only important one. Further, sex did not appear to be an important 
determinant of bequest behavior. Hence, only a married-not married distinction is 
maintained. 

Age. Age is entered as a dummy variable separating younger individuals — probably 
including some whose deaths were not forseeable far in advance and whose estate 
planning may not have been well formulated. 

Trust use. This variable appears in the 1957-59 regressions; in part, it is used to 
facilitate comparisons with McNees. Two uses are made of trust Information: the 
percentage of noncharitable bequests made in trust form, and whether trusts 
were used. 

Location. A dummy variable taking the value one for community property states, 
1957-59 data only. 

Asset composition. The 1969 data contain information on asset composition: 
stocks, bonds (by type), real estate, cash, Insurance, notes, non-corporate 
business assets, and so forth. Complete disaggregation produced very mixed 
results: most coefficients were small and not measured very precisely. Aggregation 
into liquid assets, however, did produce some interesting results. Note, however, 
that the asset composition of the estate may also be endogenous and subject to the 
same problems as those discussed above for estate size. 
With these definlntions in mind, we turn to a discussion of the empirical results. 

Ill 

EMPIRICAL RESULTS: 1957-59 SPECIAL STUDY DATA 

We report in this section some estimates of charitable contribution regressions 
applying the truncated normal regression technique described above to the 1957-59 
Treasury Special Study data. We examine this body of data for three reasons: 1) to 
facilitate comparison with McNees' results; 2) to provide an independent set of 
estimates in addition to the 1969 results reported in Chapter IV; and 3) to provide 
some minimal information on compositional effects by type of donee. 

The simplest possible demand relation includes only estate size and imputed price 
as explanatory variables. Results from this formulation — which was discussed 
earlier in Chapter II — are reported in Table 3. The coefficients appear to be 
estimated quite precisely.'*^ The implied elasticities of giving with respect to estate 
size and price, calculated at mean values, are 0.46 and — 1.67 respectively. The 
potential collinearity between price and estate size is not Important. The sample size 
of almost 5,000, the correlation between estate size and price of only about — 0.5, 
and the nonlinearity and wide brackets of the estate tax schedule all combine to 
enable us to estimate the separate price and wealth effects quite precisely. 

McNees*** used several explanatory variables in addition to estate size and a 
single linear price term. Table 4 reports the truncated normal regression using 
similar additional explanatory variables: whether or not married, an age dummy, a 
community property state dummy, trust use and percentage trusts and young with 
"dependent" Once again, virtually all of the coefficients are measured quite 
precisely. However, the introduction of the additional explanatory variables reduces 
the price elasticity to about -1.2 and slightly Increases the estate size elasticity. 
Recall from our discussion above that including a possibly endogenous explanatory 
variable, such as trust use, may render a// coefficients inconsistent^s 
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Table 3 

Charitable Bequest Regression 

Elasticity^ of 
Coefficient of:̂  giving with respect to: 

Economic estate 0.4420 0.459 
(31.8) 

Imputed price -2773.54 -1.67 
(-48.6) 

a. Associated "t" statistics in parentheses. 

b. Calculated at mean values. 

Table 4 

Charitable Bequest Regression 

Economic estate 

Imputed price 

Not married 

Age <65 

Trust use 

Young with dependent 

Percentage trust 

Community property state 

Coefficient of:̂  

0.4751 
(31.0) 

-1906.69 
(-16.3) 

-814.43 
(-10.5) 

-442.99 
(-4.4) 

-114.99 
(-2.9) 

-624.71 
(-2.4) 

234.84 
(1.8) 

-293.98 
(-2.9) 

Elasticity^ of 
giving with respect to: 

0.520 

-1.183 

a. Aswciated "t" statistics in parentheses. 
b. Calculated at mean values. 

It Is Instructive to compare our price and estate size elasticities obtained via the 
truncated normal procedure using all of the data with the elasticities implied in 
McNees' basic equation based on an ordinary least squares regression with just the 
non-limit observations. McNees' estate size elasticity is (24.5 x 10"^ x Ê  / C). For 
an estate size of $100,000, the Implied elasticity is minute (.025 or so). The tax 
elasticity (the negative of the price elasticity) is (30.4 p. I C ) . Again, it is unclear 
exactly how ji and C were entered in the basic equation. If ^ is entered in decimal 
form and C in thousands of dollars, the implied price elasticity is close to unity. 
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However, this then implies a wealth elasticity of very close to zero. In all other 
cases the implied price elasticity is either zero (in which case the implied estate 
elasticities are on the order of 25 to 40) or an outrageously large 40 to 75 (again 
corresponding to a zero estate size elasticity). Hence, despite all the obvious 
shortcomings, the results In Table 4 at least are plausible. 

Table 5 reports results of a regression identical to that just discussed, except that 
our alternate definition of wealth or estate size, adjusted disposable estate, is used. 
Again, the coefficients are measured quite precisely. The implied price elasticity at 
the mean is virtually identical, but the wealth elasticity is considerably larger, 
approximately unity. 

Table 5 

Char 

Adjusted disposable estate 

Imputed price 

Not married 

Age <65 

Trust use 

Young with dependent 

Precentage trusts 

Community property state 

itable Bequest Regression 
(1957-59) 

Coefficient of:̂  

0.560 
(16.5) 

-882.44 
(-14.2) 

-520.74 
(-4.3) 

-204.45 
(-7.3) 

-134.39 
(2.2) 

-267.85 
(-2.2) 

85.05 
(3.7) 

-171.64 
(-3.5) 

Elasticity" of 
giving with respect to: 

1.051 

-1.185 

a. Associated "t" statistics in parentheses. 
b. Calculated at mean values. 

The estimated coefficients of the other variables in the regression are measured 
«)mewhat less precisely than those of the income and price variables, but In most 
formulations are significantly different from zero by conventional tests. They 
suggest that persons dying before age 65, persons dying before age 65 with a 
dependent (revealed by a bequest to a spouse or child), those In community 
property states, and those not married bequeath less to charity than their counter­
parts with the opposite characteristics. The coefficients on trust use and percentage 
trusts suggest that the net effect of trust availability on charitable bequests is 
probably not large. 

The picture differs considerably, however, when we adopt a less restrictive 
formulation of the price term in the regression. We noted in Chapter il that a 
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simple linear dependence of charitable bequests on price is quite restrictive, for it 
implies that a unit change in the marginal tax rate is associated with the same 
absolute change in charitable bequests. In the truncated normal model, of course, 
the associated change depends not just on the expected bequest, given a bequest, 
but also on the probability of giving. Still, a single price term appears unduly 
restrictive. Hence, in Table 6 we present a regression with this restriction relaxed. 
We allow the price coefficient to vary over the range of price in three steps: less 
than 0.6, between 0,6 and 0.8, and greater than 0.8. A formal test of the 
hypothesis that the three price coefficients are equal may be made by the likelihood 
ratio test We note that the statistic — In X , the ratio of the maximum of the 
likelihood function over the restricted to the unrestricted parameter space, is 
distributed as x ^ , where K is the number of restrictions. In our case this number is 
a large multiple of the 5 percent critical value of the x^ distribution. Hence, we 
overwhelmingly reject the hypothesis of a single price coefficient^* The implied 
elasticities, calculated at mean values within price classes, are -0.9 for the lowest, 
-1.4 for the middle, and -1.8 for the highest price class. The corresponding wealth 
elasticity is about one half using adjusted disposable estate. Hence, easing up the 
restriction on the price effect has sharply reduced the wealth elasticity. 

Table 6 

Charitable Bequest Regression 
(1957-59) 

Adjusted disposable estate 

Imputed price <.6 

.6 < Imputed price <.8 

Imputed price >.8 

Not married 

Age <65 

Trust use 

Young with dependent 

Community property state 

a. Associated "t" statistics in 

Coefficient of:̂  

0.5932 
(53.9) 

-1473.00 
(-32.0) 

-707.01 
(-23.6) 

-607.13 
(-13.5) 

-505.11 
(-17.5) 

-157.95 
(-4.4) 

37.47 
(2.5) 

-217.43 
(-2.3) 

-23.93 

(-0.7) 
parentheses. 

Elasticity^ of 
giving with respect to: 

0.540 

-0.935 

-1.405 

-1.792 

b. Calculated at mean values. 

Results of regressions similar to those reported in Table 6 for total contributions, 
that is, with price effects differing in the three ranges, are reported in Table 7 for 
regressions disaggregated by type of donee. Recall from Chapter II that several 



Table? 

Charitable Bequest Regressions^ 
Disaggregated by Type of Donee 

4i^ 
as 
oo 

Adjusted disposable estate 

Price <.6 

.6<Price<.8 

Price > .8 

Not married 

<65 

Trust use 

Young with dependent 

Community property state 

Religious 

0.0155 
(8.7) 

-269.01 
(-14.3) 

-263.54 
(-19.5) 

-304.57 
(-15.0) 

-133.92 
(-10.3) 

-63.48 
(-3.8) 

24.4 
(3.7) 

-93.58 
(-2.0) 

-68.88 
(-4.1) 

[0.2] 

1-0.71 

H-1] 

[-2.0] 

Education/ 
Scientific 

0.1261 
(14.3) 

-1304.41 
(-13.5) 

-1549.39 
(-21.7) 

-1773.37 
(-15.9) 

-358.51 
(-5.3) 

-379.82 
(-4.1) 

-9.58 
(-0.3) 

-426.84 
(-1.7) 

-74.93 
(-0.9) 

[0.4] 

[-0.7] 

[-1.4] 

[-24] 

Social Welfare 

0.1905 
(14.9) 

-1290.89 
(-15.1) 

-1326.77 
(-22.1) 

-1448.04 
(-16.1) 

-459.1 
(-8.1) 

-327.13 
( ^ 4 ) 

87.02 
(2.9) 

-249.77 
(-1.3) 

13.1 
(0.2) 

[0.6] 

[-0.7] 

[-1.3] 

[-2.0] 

Other 

0.608 
(14.8) 

-9119.9 
(-16.8) 

-9547.3 
(-21.8) 

-9047.4 
(-15.1) 

-8034 
(-2.0) 

-431.2 
(-0.8) 

184.49 
(0.9) 

-186.75 
(-0.2) 

-0.839 
(-0.1) 

[0.7] 

[-1.8] 

[-3.8] 

[-5.2] 

a. Associated "t" statistics in parentheses; elasticities at mean values in brackets. 
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strategies were open to us In modeling the disaggregated regressions. In particular, 
we have chosen not to attempt to place constraints across equations forcing the 
disaggregate results to reproduce those for total contributions. We divide charitable 
bequest donees into religious, education/scientific, social welfare, and other. The 
results are extremely revealing. First, the wealth elasticity is around one half for 
education and social welfare. However, it is substantially lower for religious 
donations; This is consistent with the casual observation that total bequests increase 
more than proportionaely and also shift away from religious organizations as wealth 
increases. The price elasticities all follow the same pattern: they decrease 
substantially in absolute value as the price decreases. Leaving aside the other 
category, which includes many closely held private foundations, the price elasticities 
hover around minus two for those with low marginal tax rates (hence high prices), 
around minus one for the middle range, and somewhat below one for the highest 
tax, lowest price range. If these results are at all reliable, they suggest that the 
deductibility of charitable bequests stimulates at least as much giving to charity as 
revenue lost to the Treasury across the three major donee categories for the low and 
modest tax groups. The deductibility is less than fully efficient in this sense for the 
highest tax rate range if these results are correct These elasticities may be used to 
simulate the relative impact of alternative tax law changes on bequests by type of 
donee. 

For example, the wealth elasticities reported in Table 7 suggest that the tax law 
changes which decrease average tax rates, holding the marginal rate constant (for 
example, increasing the exemption while adjusting the brackets to retain the original 
marginal rates), will help education and social welfare proportionally more than 
religion. 

We noted in Chapter II some crucial advantages of our second body of data: the 
1969 estate tax returns. We turn now to a discussion of the empirical results from 
these data. 

IV 

ElMDPIRICAL RESULTS: 1969 DATA 

We present in this section the estimates of charitable bequest equations derived 
from 1969 estate tax returns.*^ The results differ somewhat depending upon the 
exact formulation, but the estimated price elasticities are usually unity or larger for 
the low and modest price range and less than unity for the highest range. The 
estimated wealth elasticity is one half or less except for the wealthiest estates. 

Table 8 presents estimates of charitable bequest equations comparable to those 
of Table 6. The measure of wealth Is adjusted disposable estate, and three separate 
price coefficients are estimated over the price range. As in all of the results, all of 
the coefficients are estimated quite precisely. The wealth elasticity of 0.4 is of the 
same order of magnitude as the corresponding estimates for 1957-59, The price 
elasticities, evaluated at the mean values of estate size for each price class and for 
non-marrrJed persons over 65, differ markedly over the price range. The highest 
tax-lowest price group has an estimated price elasticity of -0.2. Demand appears to 
be quite inelastic for this group; we shall see below that a less restrictive representa­
tion of the price effect changes this conclusion. For the middle range of tax and 
price, the estimated demand elasticity is about unity. Finally, for the low tax-high 
price group, estimated demand is quite elastic. Note also that the collinearity 
between estate size and price does not appear to prevent precise estimation of the 
separate wealth and price effects. Again, wide brackets and non-linearity in the tax 
function plus the large sample size are more than sufficient to overcome this 
potential problem. 
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Table 8 

Chai 

Adjusted disposable estate 

Imputed price <.6 

.6 <Imputed price < .8 

Imputed price > .8 

Married 

Age < 65 

itable Bequest Regression 
(1969) 

Coefficient of:̂  

0.3262 
(19.7) 

-347.06 
(-3.9) 

-442.89 
(-8.7) 

-^68.07 
(-24.0) 

-224.9 
(-6.8) 

-245.2 
(-5.7) • 

Elasticity" of 
giving with respect to: 

0.40 

-0.20 

-0.96 

-2.53 

a. Associated "t" statistics in parenthe^s. 

b. Calculated at mean values. 

The two other explanatory variables included in the regression are dummy 
variables for married persons and persons dying before age 65. Married and younger 
persons botli bequeath less to chmty, ceteris paribus. The conjecture, of course, is that 
married and younger persons have more, and more dependent, dependents: spouses 
and younger children. The substitution of charitable bequests for bequests to heirs is 
likely to be greater the wealthier the heir and the more distant the relation. While no 
direct information is available on potential heirs and their own estates, we may con­
jecture that persons dying before age 65 on average have children in their twenties and 
thirties, whereas those dying beyond age 65 have children somewhat older and, on 
average, with somewhat higher current income. We shall deal further with the 
married-not married distinction below. 

We noted the negative effect of being married on charitable bequests. It is 
worthwhile to explore this relationship still further. Hence, we ran a separate 
regression of the type reported in Table 8 on a subset of the data referring to 
married persons only. Again all coefficients appear to be measured quite precisely. 
(See Table 9.) The estimated adjusted disposable estate elasticity is virtually 
identical for the married group. However, the estimated price elasticities are all 
much larger in absolute value than for the population as a whole. A formal test of 
the hypothesis of no marital status effect on the three price coefficients was made 
using the likelihood ratio method comparing the equation reported in Table 8 to an 
equation with six price variables — the three price classes divided into married and 
non-married. This produced a x^ statistic many times the critical X'̂ - Hence, it 
appears not only that married persons give less to charity, ceteris paribus, but that 
their charitable bequests are much more sensitive to the relative price of giving. 

Table 10 reports estimates of an alternative way of varying the price (and this 
time also the wealth) effect over the range of price (wealth). We enter wealth and 
price linearly and also enter each multiplied by the corresponding natural logarithm. 
Recall from Chapter II that in the truncated normal model, the price (or wealth) 
effect equals the probability of giving a positive amount times the derivative of the 
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Table 9 

Charitable Bequest Repession 
(1969-Married) 

Adjusted disposable estate 

Imputed price •< .6 

.6<Imputedprice<.8 

Imputed price > .8 

Age < 6 5 

Coefficient of:̂  

0.6261 
(10.4) 

-2156.13 
(-20.6) 

-1818.53 
(-26.1) 

-1982.60 
(-10.3) 

^47.51 
(-3.2) 

Elasticity" of 
giving with respect to: 

0.44 

-1.02 

-2.24 

-3.96 

a. Associated "t" statistics in parentheses. 
b. Calculated at mean values. 

Table 10 

Adjusted disposable estate 

Estate X log estate 

Price 

Price X log price 

Married 

Age < 6 0 

Charitable Bequest Regression 
(1969) 

Coefficient of:̂  

-1.083 
(-8.6) 

0.178 
(13.1) 

-1758.9 
(-76.1) 

-2540.2 
(-18.9) 

-539.5 
(-19.2) 

-622.68 
(-18.1) 

Elasticity" of 
giving with respect to: 

0.1 

-2.0 

a. Associated "t" statistics in parentheses. 
b. Calculated at mean values. 

index function with respect to price (wealth). In this case the derivative is not just 
the price coefficient but the coefficient on the simple price term plus the 
coefficient on the p log p term multiplied by one plus log p. Hence, tfie price 
effect on the index varies over the range of p. 
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The estimated wealth elasticity Is sharply lower at 0.1; the estimated price 
elasticity, at mean values, is -2.0, somewhat higher In absolute value than the 
previous specification. 

We note that the likelihood ratio tests for each of these two sets of regressions 
of the hypothesis that there is only one linear price effect (and one linear wealth 
effect In the case of the regression reported in Table 10) is overwhelmingly rejected. 

It is not just the price effect that may differ in different ranges. The wealth 
effect, too, may vary over the range of wealth. Hence, Table 11 reports estimates 
based on a formulation with four estate size variables and three price variables. 
Again, the individual coefficients are all measured quite precisely. The estimated 
wealth elasticities (evaluated at mean prices within each wealth class) increase with 
estate size. The elasticities for the two middle estate sizes are close to the estimate 
for the single elasticity reported in Tables 8 and 6. The smallest estates appear to 
have a somewhat lower wealth elasticity and the largest estates a substantially larger 
wealth elasticity than the middle groups. The three separate price coefficients also 
are measured very precisely. The pattern is the one we now expect: the elasticity 
decreases in absolute value as the price decreases. However, all three elasticities are 
larger by one half or more in absolute value than those reported in Table 8. The 
hypothesis of a single estate size coefficient conditional on three price coefficients is 
overwhelmingly rejected by the appropriate likelihood ratio tests. 

Table 11 

Charitj 

Estate < 25 0,000 

250,000 <Estate <500,000 

500,000 < Estate < 1,000,000 

Estate > 1,000,000 

Imputed price <C.6 

.6 •< Imputed price < .8 

Imputed price > .8 

Married 

Age < 65 

% liquid assets 

ible Bequest Repession 
(1969) 

Coefficient of:* 

1.036 
(5.3) 

0.7399 
(7.8) 

0.654 
(11.4) 

0.610 
(42.2) 

-2036.61 
(-23.8) 

-1739.17 
(-30.8) 

-1924.33 
(-62.5) 

-427.77 
(-16.6) 

-601.32 
(-17.3) 

498.40 
(16.7) 

Elasticity" of 
giving with respect to: 

0.24 

0.37 

0.57 

1.23 

-0.69 

-1.69 

-3.18 

a. Associated "t" statistics in parenthe^s. 
b. Calculated at mean values. 



1473 

The age and marital status dummies work in the expected direction once again. 
In the regression in Table 11 we also include a variable reflecting the asset 

composition of the estate."*^ It appears the more liquid the estate, the larger the 
charitable bequest However, the composition of the estate is likely to be 
endogenous and again we may be subject to an error in specification producing 
inconsistent estimates. 

It is also instructive to note that since the brackets of the estate tax rate 
schedule are so wide we have a substantial variation In estate size for persons with 
the same marginal tax rate (and hence price). We performed some regressions within 
price classes of charitable bequests on estate size and dummy variables for marital 
status and age. This enabled us to "pick off" the wealth coefficient The results 
were very similar to those reported in Table 11.'*^ 

Finally, we report in Table 12 the results from the least restrictive formulation 
of the demand equations estimated. This formulation, in addition to allowing the 
four separate wealth effects, allows three separate nonlinear price effects. Within 
each of the three price classes, two variables are entered: price and price times the 
natural logarithm of price. This allows some curvature to the price effects and, 
unlike the results reported in Table 10, potentially allows this curvature to vary 
across the three price classes. Again, the coefficients are estimated quite precisely; 
the likelihood ratio test of the hypothesis that the coefficients of the three 
nonlinear price effects are zero is rejected at the usual levels of significance. 
However, the implied elasticities calculated at the mean values of the relevant 
variables are quite similar to those reported in Table 11: extremely elastic in the 
high-price, low-tax range; quite elastic in the middle range; and somewhat less than 
unit elastic in the low-price, high-tax range. As with the results reported in Table 
10, the implied wealth elasticities are somewhat smaller, particularly for millionaire 
estates, than with tfie simpler formulation. When the percentage of liquid assets is 
included in the regression, the implied elasticities are quite similar. 

Taken at face value, the estimates reported in this section and the previous one 
lend support to the argument that the charitable bequest deduction is efficient (in 
the sense of stimulating at least as much additional giving to charity as revenue lost 
by the Treasury). Recall, however, that we noted many problems relating to the 
specification of these relationships: omitted variables, the endogeneity of estate size, 
and so forth. We shall discuss these problems in more detail in Chapter VI. For 
now, we turn to an example of how the results may be used to simulate the effects 
on charitable bequests of tax law changes. 

THE EFFECT OF ALTERNATIVE ESTATE TAX 
REFOR]MS ON CHARITABLE BEQUESTS 

Suggestions on the appropriate role of death taxation are numerous.^° The 
desirability of a deduction for charitable bequests (and for charitable contributions 
under the income tax) has been a much debated subject among economists and tax 
lawyers.^^ There are two major arguments against the deduction: It is allegedly 
inefficient and it is allegedly inequitable. While I disagree with both of these 
contentions for reasons soon to be stated, it is instructive to examine the arguments 
against the deduction. First it is alleged that the deduction is inefficient because it 
loses more revenue for the Treasury than it produces for charity. This argument 
contains three potentially fallacious assumptions: That the price elasticity of 
demand for charitable bequests is less than one; that the elasticity of the tax base 
with respect to the rates is zero; and that the additional revenue could or would be 
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Estate < 250,000 

Table 12 

Charitable Bequest Repession 
(1969) 

250,000 < Estate < 500,000 

500,000 < Estate < 1,000,000 

Estate > 1,000,000 

Imputed price < .6 

plnp (p < .6) 

.6<Imputed price < . 8 

plnp (.6< p < .8 

Imputed price > .8 

plnp 9 p> .8 ) 

Married 

Age <65 

Coefficient of:* 

0.5452 
(2.1) 

0.2187 
(1.7) 

0.3159 
(4.0) 

0.2881 
(15.2) 

-1350.4 
(-4.0) 

-2190.7 
(^.1) 

-570.9 
(-3.6) 

-910.3 
(-2.2) 

-933.6 
(-17.3) 

-3318.9 
(-6.2) 

-384.0 
(-9.4) 

-225.2 
(-5.2) 

Elasticity" of 
giving with respect to: 

0.29 

0.24 

0.40 

0.54 

-0.65 

-1.71 

-3.82 

a. Associated "t" statistics in parentheses. 
b. Calculated at mean values (within corresponding classes). 

dispensed as efficiently by the federal government as by thousands of private 
philanthropists. Little can be said about the third assumption except to note a 
curious disregarding of the economists' usual favorable disposition toward decentrali­
zation. Of the zero elasticity of the base with respect to the rate assumption, again 
little direct evidence is available to support or challenge this assumption. However, 
the assumption is clearly one extreme, and if there is any substitution from 
charitable bequests to lifetime consumption or charitable contributions (within the 
percentage of AGI limits) the usual estimates of foregone revenue are too large. 
Finally, we have presented above considerable evidence to suggest that for all but 
the exeptionally large estates, the price elasticity of demand is larger (in absolute 
value) than one. Hence, the Treasury foregoes less than the additional charitable 
bequests generated by the deduction even if we assume that the estate tax base would 
not shrink if the charitable bequest deduction were eliminated. 
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Second, it is alleged that the charitable bequest (and lifetime contribution) 
deduction Is Inequitable because it creates a different price for giving to charity for 
taxpayers with different tax rates, for the higher one's tax rate, the lower the price. 
A decedent with a taxable estate of two million dollars has a marginal tax rate of 
49 percent; one with a taxable estate of fifty thousand dollars has a marginal rate 
of 25 percent Hence, the price for giving an additional dollar to charity is half 
again as high for the latter as for the former. The deductibility of charitable 
bequests and contributions thus introduces an Inequity among taxpayers. Such an 
argument Is correct as far as it goes, but it ignores other dimensions of equity. First 
it Ignores the ultimate beneficiaries of the services of the philanthropic organization. 
It is clear that the consumers of the services of philanthropic organizations come 
from a much less well-heeled range of the wealth distribution, on average, than do 
those using the charitable bequest deduction under the estate tax. Second, a large 
amount of volunteer time, for example, a doctor working one day a month at a free 
clinic, results in the same differential government subsidization, since the foregone 
earnings would be taxable at rates depending upon income. To my knowledge, little 
public outcry can be heard demanding that volunteers for charity mail a check to 
the government for the foregone tax revenue on their foregone earnings. In this 
respect the deduction equalizes the relative prices of leisure and giving to charity. 
Finally, equity also encompasses the effect of tax policies on the distribution of 
income and wealth. Feldstein^^ has shown that abolishing the Income tax deduction 
for charitable contributions would make the post-tax-and-contrlbution distribution 
of income less equal. For the estate tax case, we are already dealing only with the 
extreme upper tail of the wealth distribution and abolishing the deduction will most 
likely increase the lifetime consumption of the extremely wealthy and result In 
larger inheritances for noncharity heirs. Worse yet abolishing the deduction might 
decrease the savings rate for wealthy elderly persons. This would decrease future 
Income, and if the elasticity 5f substitution in production is less than one, the share 
of this smaller Income accruing to labor would fall. Hence, the primary objective of 
the estate tax, breaking up the concentration of wealth, might be dealt a severe 
blow. 

Proposed changes in the charitable bequest deduction range from its abolition, 
through substitution of a flat-rate credit to flip-flopping the progressive rate 
structure in granting the deduction. Many would favor a floor, and/or a celling, to 
the deduction. While all of these policies are amenable to analysis with the empirical 
estimates presented above, we shall, for present purposes, limit ourselves to a 
discussion of three policies: The abolition of the credit in favor of an across the 
board rate cut preserving the revenue yield of the tax,^^ a flat-rate credit replacing 
the deduction, and a ceiling of 50 percent of the estate on the deduction. 

Based on my estimates from the 1969 data, abolition of the deduction would 
increase revenue to the Treasury by about $940 million.^^ The new, revenue 
preserving, rate schedule is thus approximately three fourths of the current one. The 
price of bequests is then Increased to unity. 

It is clear from Tables 11 and 12 that given the size of the price elasticities, the 
elimination of the deduction will sharply curtail bequests. For example, eliminating 
the deduction Increases the price of bequests by approximately 50 percent for 
estates in the $500,000—$2,000,000 range. The estimated price elasticity for this 
group is -1.7. It is clear that raising the price to unity sharply curtails charitable 
bequests. 

On the other hand decreasing the tax rates to three fourths of their original level 
decreases the tax by this percentage, but decreases the estate by a much smaller 
percentage (which, however, increases with estate size). Given the estimated wealth 
elasticities. It is clear that the increase in charitable bequests generated by the 
overall rate reduction will be far less than the decrease caused by eliminating the 
deduction. 
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We have estimated the a^regate decrease in charitable bequests due to 
elimination of the deduction and the decrease in the rates sufficient to retain 
revenue yield in the following way: For each estate we estimate its expected 
contributions given a price of unity and the lower tax rate based on the results of 
Table 12. We then sum the result and subtract this number from expected bequests 
with the current tax structure. We calculate the percentage decrease and apply it to 
the actual level of charitable bequests from 1969 estate tax returns. 

The difference in expected charitable bequests from taxable returns, as reported 
in Table 13, is $1.1 billion; If we delete the "outlyer," ttie corresponding figure is 
about $0.8 billion. Thus, in aggregate, we estimate that abolition of the deduction In 
favor of an equal yield acrc«s the board rate reduction will cut charitable bequests on 
taxable returns by one half or more. 

Table 13 

The Effect of Alternative Policies on Charitable Bequests 
(in millions of dollars) 

Change in: 
Total charitable bequests 

Bequest to: religion 

education/science 

health/social welfare 

Tax revenue 

Abolish 
deduction/ 

rate reduction 

-1,100 

-152 

-361 

-587 

0 

Replace 
with 30% 

credit 

-360 

-7 

-164 

-191 

+227 

50% 
ceiling* 

-189(-338) 

-19( -34) 

-76(-136) 

-95(-170) 

+43( 0) 

Loss to charity per dollar of 
additional revenue $1.60 $4.40 

Numbers in parentheses refer to change if the effect is to cut all the way back to exactly 
50 percent of estate. 

Of course, most returns which are not taxable will not be affected by the 
change; those returns which are not taxable due to charitable deductions will also 
cut bequests to charity. However, it is likely that aggregate bequests, taxable plus 
non-taxable, will fall by slightly more than charitable bequests on taxable returns 
alone. 

Before turning to a discussion of the effects by type of donee, let us compare 
the effect of the abolition of the deduction on total ch^itable bequests with two 
other policies: Replacing the deduction with a flat-rate credit and imposing a ceiling 
of 50 percent of the estate on the deduction. 

Replacing the deduction by a 30 percent flat-rate credit raises the price of 
charitable bequests for estates witii marginal tax rates greater than 30 percent and 
lowers It for estates with marginal tax rates less than 30 percent For all estates, the 
price is equalized at 0.7. Both because the price rise is not as large for large estates 
as with abolition of the deduction and because it is actually a price decrease for 
modest-sized estates, the indicated total decline in charitable bequests, while 
substantial, is not nearly so severe as with abolition of the deduction: $360 million, 
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or one third of the corresponding figure for abolition of the deduction. The 
Treasury would gain approximately $227 million in additional revenue; hence, each 
dollar of additional revenue would lose charity about $1.60. 

Finally, a 50 percent of estate ceiling on the deduction would affect those 2 
percent of decedents giving more than 50 percent of their estate to charity. The 
total charitable bequests in excess of what would be allowed with a 50 percent 
ceiling is stilf a substantial amount, $338 million, about one sixth of charitable 
bequests. The predicted effect on total charitable bequests is to eliminate over one 
half of these bequests in excess of 50 percent of the estate, or $189 million. The 
Tre^ury would gain a slight anrrount $43 million; hence, each dollar of additional 
revenue for the Treasury would lose charity $4.40. 

It is also worth mentioning the probable effects of constructive realization of 
capital gains on charitable bequests. While our data do not include information on 
accrued capital gains, other sources^^ indicate that the very wealthy tend to hold a 
great deal of such gains until dealth. The effect of constructive realization on 
charitable bequests depends crucially upon whether assets bequeathed to charity are 
included in constructive realization. If they are, a wealth effect will decrease 
charitable bequests;^* also, lifetime giving would be clobbered in the short run (if, 
as seems likely, constructive realization of appreciated property passing through as 
gifts to charity were also adopted). Once capital markets and individual portfolios 
adjust to this change we may expect far less saving in the form of accrued capital 
gains, and probably a decline in the size of net estates; this again implies a decline 
in charitable bequests. However, if assets bequeathed to charity are exempt from 
constructive realization, the picture is further complicated. At impact, such a policy 
would decrease the price of charitable bequests so long as accumulated capital gains 
exceeded planned charitable bequests. This would result in an initial increase in 
charitable bequests for such estates, in part or in toto offsetting the decrease in 
charitable bequests due to the wealth effect mentioned above. Again, individual 
portfolios and capital markets would adjust to the change to substitute away from 
accrued capital gains to other forms of saving and lifetime consumption, thus 
weakening the initial price effect This policy is so often discussed that obtaining 
information on accrued capital gains in estate is almost as high a priority as 
matching lifetime giving with charitable bequests. 

Another frequently discussed estate tax reform is to tax each estate just once per 
generation by allowing a 100 percent marital deduction. While no information exists 
following the disposition of estates within families, a few general qualitative 
conclusions may be drawn from our estimates concerning the effect of a 100 
percent marital deduction on charitable bequests. For those decedents with a 
spouse, this policy would Increase the price of charitable bequests relative to 
bequests to the spouse from l-^u to 1, where p Is the marginal tax rate (it would 
leave unaltered the price of charitable bequests relative to bequests to non-spouse 
heirs). From Table 9, we see that married persons are even somewhat more sensitive 
to price in determining charitable bequests than the whole population. Hence, for 
this group, the 100 percent marital deduction would reduce charitable bequests 
substantially. However, the increased bequests to the spouse might well show up as 
the subsequent charitable bequests of the spouse. Hence, at the very least, a 100 
percent marital deduction will postpone charitable bequests until the death of the 
spouse. How much of the total decrease in charitable bequests will accrue ultimately 
to charity is difficult to say. Were a ceiling placed on the 100 percent marital 
deduction, say of $1,000,000, this price effect which is unfavorable to charitable 
bequests would be confined to modest-sized estates and would not affect the 
charitable bequests of the extremely large estates responsible for the bulk of 
charitable bequests. Such a policy also may be combined with a limit on the 
deductibility of charitable bequests, for example, the 50 percent limitation discussed 
above. The combined effect would be a substantial decline in charitable bequests. 
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Turning now to our attempts to estimate the effect of alternative estate tax 
reforms on charitable bequests to different types of donees, we immediately note 
several distinct problems. First and most important the only available data on 
charitable bequests by donee type are from the 1957-59 Treasury Special Study. We 
noted above several problems with this data. First, it is 15 years old. Second, there 
have been several changes in estate tax statutes since 1957-59; in particular, while 
the rates have not changed, the regulations concerning closely held private founda­
tions have been changed substantially. A not insignificant amount of charitable 
bequests accounted for by the 1957-59 data made by the extremely large estates 
showed up In the "other" category, including a high proportion of "private other." 
i t is very difficult to say how much of this type of charitable bequests is still 
occurring; further, a large share of these funds probably do wind up, eventually, as 
donated to one of the other categories: religion, education, science, culture, health 
or welfare. Finally, the sample size is much smaller for the 1957-59 data than for 
our 1969 data. The sampling rates are quite low for all but the millionaire estates in 
the 1957-59 data and this problem Is exaccerbated by the fact that only one In five 
estates bequeath anything to charity. For all of these reasons, I place much more 
reliance on the 1969 estate tax return data, and my results therefrom, than the data 
from 1957-59. 

With this in mind, we are faced with two potential strategies: We may estimate 
the effects of the tax reforms on charitable bequests by donee type from equations, 
such as those reported in Table 7 or the analog of that reported in Table 12, based 
on the 1957-59 data, and then build up the total effects by simply adding across 
donee types; or we may start from the 1969 aggregates and work our way down to 
the effects by donee type. If we adopted the former approach, it would be 
extremely cumbersome to obtain a precise consistency between the totals implied 
by summing the disaggregated results and that obtained using the estimates for total 
charitable bequests. While this is also the case if we adopt the latter method, the 
aggregate estimates from the 1969 data are the ones in which we have the most 
confidence. Hence, we approximate the effects of tax reforms by type of donee 
assuming the 1969 price effects hold for each donee type (recall from Table 7 this 
assumption appears valid) anrf that the 1969 wealth effects, adjusted by the ratio of 
wealth effects found for each type of donee in the 1957-59 data, hold. We also 
work with the distribution of giving by donee type found in the 1957-59 data; the 
other category is simply excluded — assigned to the remaining categories in 
proportion to their charitable bequests. This may result in a very slight overestimate 
of charitable bequests to education/science and health/welfare. The disaggregated 
results are rendered consistent with the total via an iterative procedure. Again, we 
have less confidence In the precise estimates by donee type than we do in the total; 
however, the qualitative picture is not changed at all by adopting alternative 
reasonable procedures. 

The estimates in Table 13 reveal the story we expect based on the distribution of 
charitable bequests by donee type and the estimates of the price elasticities: The 
bulk of charitable bequests go to donees other than religion. This concentration 
increases dramatically as we nrove up the wealth scale. Since there are substantial 
price effects, policies raising the price of bequests to charity, especially to the very 
wealthy, sharply curtail charitable bequests to education/science and health/welfare; 
bequests to religion are affected only slightly. 

For example, abolition of the deduction combined with a rate reduction has a 
predicted effect of reducing bequests to health/social welfare by over one-half 
billion dollars and to education/science by over one-third billion dollars. The latter 
is approximately the size of total lifetime giving under the income tax. Replacing 
the deduction with a flat-rate 30 percent credit would also curtail, if our results are 
accurate, bequests to education/science and health/welfare substantially. Since the 
price increase is less severe for the wealthy and there is actually a decrease for the 
smaller estates subject to tax, who favor religion relatively more heavily than 
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wealthier estates, religion essentially breaks even under this proposal. Finally, the 50 
percent of estate celling provision, which affects a small number of primarily 
wealthy estates, would probably also decrease charitable bequests to the non-religion 
categories by large amounts. 

In brief summary, these policies which raise the price of charitable bequests to 
the wealthy will substantially curtail charitable bequests. This decrease will come 
almost exclusively at the expense of the education/science and health/welfare 
sectors. 

While other policy options are under discussion, the moral of the story Is clear: 
A large Increase in the price of charitable bequests for the group giving most to 
charity — the extremely wealthy — is likely to cause a sharp decline in charitable 
bequests. 

We turn now to a brief conclusion. 

VI 

CAVEATS AND CONCLUSIONS 

Taken at face value, our results indicate that over a wide range of the estate size 
range, charitable bequests are quite sensitive to the price reduction created by their 
deductibility. Defining the efficiency of deductibility in the usual way—the ratio of 
the induced charitable bequests to the revenue loss to the Treasury (assuming a zero 
elasticity of the estate tax base with respect to the rate)—it appears that 
deductibility is at least fully efficient for the small- and modest-sized estates in the 
group filing returns. Only for the largest estates does deductibility appear to be less 
than fully efficient We note, however, that the largest estates are responsible for a 
disproportionate share of total charitable bequests. 

Throughout Chapters 11, I I I , and IV we warned the reader that the unavailability 
of sufficient data on lifetime economic activity introduced certain potential biases 
into our estimates. It is worthwhile pausing for a moment to examine the possible 
direction and magnitude of these effects. The simplest way to explain these 
potential biases is to discuss them in terms of a linear model corrresponding to 
equation system (7).^^ Recall from that discussion that charitable bequests are a 
function of wealth, the relative price of charitable bequests, and other prices. Recall 
also from our discussion in Chapter 11 that no data are available simultaneously on 
charitable bequests and the relative price of charitable bequests, on the one hand, 
and the corresponding lifetime variables: wealth and the relative prices of gifts and 
lifetime charitable contributions.^® 

Roughly, then, we are regressing CHp on E and P C H D when we should be 
regressing C H Q on wealth, PcHD, PgL, PCHL» and PcL-

We thus have omitted several variables and used a proxy for another. 
Suppose, for example, the wealth variable is properly specified; then omitting the 

"cross-price" variables yields expected price and estate size coefficients: 

^ ^''PCHD^ = ^PCHD "̂  ^PCL '^PCL '^ "PGL ^PGL "*• '^PCHL ^PCHL 

E (bg) = /?£ + 7pcL /^PCL •" T'PGL ^PGL "̂  T'PCHL ^PCHL 

where the 0s are the true coefficents and the a's and 7's are the coefficients which 
would be obtained from the auxiliary regressions^^ of the excluded variables on the 
included ones. Thus, any biases will depend upon the correlation between the 
included and excluded variables and upon the true coefficients of the excluded 
variables.*® 
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Unfortunately, we have little to guide us about the sign of the potential bias. 
Economic theory tells us very little about cross-price effects. Further, we are 
uncertain as to the sign of the auxiliary regression coefficients; the obvious 
correlation among the prices is complicated by the presence of estate size as an 
additional regressor In the auxiliary equations. 

Further, we usually expect that cross-price effects are not large relative to direct 
price effects. In addition, the true coefficients of the excluded prices may not all be 
of the same sign. All of these factors tend to make me believe that the sum of the 
effects making up the bias of the price coefficient may not be too large relative to 
the true coefficient The most pressing problem is to obtain some evidence on 
substitution between lifetime charitable giving and charitable bequests. 

A similar argument may be. made for the bias in the wealth coefficient The ^s 
may be small and of opposite sign. Hence, we are unsure as to the direction of bias 
and doubtful the bias is large. 

Similar reasoning may be applied to the misspeclflcatlon of the wealth term. 
With this discussion in mind, It is perhaps best to conclude with a word of 

caution. I have my doubts as to the magnitude of these biases; perhaps subsequent 
work with better data will conclude that estimates presented above are too elastic. 
However, until better data become available, it would be wise not to base public 
policy upon ttie assumption that the price elasticity of charitable bequests is quite 
small. 
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Footnotes 

t American Association of Fund-Raising Counsel (1973). Based on 1969 estate tax returns; 
hence, excluding charitable bequests by estates not required to file an estate tax return. 

2. Lifetime contributions amount to another $17 billion; three fourths of this total went to 
religion. Hence, annual charitable bequests to education, science, health, culture, and welfare 
organizations amount to about one half of the corresponding lifetime charitable contributions. 

3. Charitable bequests are also (potentially) affected by the income tax and the gift tax. See 
Chapters I and VI. 

4. We speak here of the federal estate tax. The effects of state estate and inheritance taxes are 
analogous to those of the federal estate tax. See Chapter IV. 

5. If less than one half of the estate Is transferred to the spouse, the marital deduction is 
limited to the actual transfer. 

6. U.S. Internal Revenue Service (1972), p. 1. 

7. This is strictly true so long as charitable contributions are less than the amount by which the 
economic estate exceeds the marital deduction plus specific exemption. 

8. Under the usual assumptions of demand theory. 

9. Unless the marginal propensity to bequeath to charity is at least unity. 
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10. Thus, the estate tax may affect saving and/or work effort . I f i t affects capital accumulation, 
it wai also affect real income per capita in the long run. If charitable contributions are at all 
income elastic, contributions wi l l also be affected in this way. 

11. We would need data on l i fetime charitable contributions, wealth, earnings, and transfers at 
death for the same individuals. 

12. "^here are alternative ways of modeling l i fetime contributions and bequests. For example, 
we could take ut i l i ty to be the discounted stream of instantaneous uti l i t ies over the l i fet ime, 
plus a ut i l i ty of bequest: 

U = J e"'"̂  u(c^,Gj,CH^)dt + V(Gj,CHj) 

and maximize this subject to a budget constraint relating expenditures to wealth. Such a model 
is primarily useful in deriving implications about the patterns of Cj, CHj. and G j over the life-
cycle. Since we do not have any data on CH{ for the same families over the life-cycle, such a 
formulat ion would have to be implemented wi th cross-section data on individuals at different 
ages. Data on C H j by year and C H j for the same families are not available. 

Another way of modeling the problem would be to adopt a two period ut i l i ty funct ion: 
u(Cj_, C H j , G, ) + V ( C H p , G p ) . The separability restriction wil l be discussed in detail 
below. 

13. We treat l ifetime earnings as exogenous for our purposes. Of course, estate taxation may 
also affect labor supply behavior. 

14. The forward price of a commodi ty is the price that would have to be paid in the present 
for delivery of a commodi ty at some point in the future. For our purposes the estate planner 
may simply buy bonds delivering the required amount of money in the future. 

15. Alternative conjectures on the effect of estate taxation on E are discussed in S. Fiekowsky, 
"On The Economic Effects o f Death Taxation In The United States," unpublished Phd.D. 
thesis. Harvard University, 1959, and R. Musgrave, The Theory of Public Finance, (McGraw-Hil l , 
1959). 

16. O f course, over the life-cycle, as income varies, so does m „ . We may think of m „ as either 
some averaging over rates over the life-cycle, or as a f lat rate tax used to illustrate our p o i n t 

17. M. Feldstein, " O n The Effects of The Income Tax Treatment of Charitable Contributions: 
Some Preliminary Results," Discussion Paper No. 337, Harvard Institute of Economic Research, 
1974. 

18. We assume t h r o u ^ o u t that decisions are based on real, after-tax values. 

19. This interest rate reflects the compounding of shorter period rates over many periods I t is 
quite l ikely to be on the order of 3 or more with modest annual Interest rates and modest time 
horizons. 

20. The expected inf lat ion rate may differ by commodity. Someone planning to give to a 
hospital may account for the higher inflation rate in medical services than in general 
consumption. 

21 . Strict ly speaking, this applies only to additional bequests beyond the specific exemption 
and the marital deduction. For bequests to grandchildren and others involving generation 
skipping, the postponement of tax by the use of trusts complicates matters considerably. See G. 
jantscher. Trusts and Estate Taxation, Brooking Inst i tut ion, 1966. 

22. Again, we use a f lat rate tax for illustrative purposes. 
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23. The direct effects on G L and Gp P'us any indirect effects via changes in work effort or 
saving behavior. Of course, these second-round effects are discounted at an appropriate interest 
rate. Hence, the most important are probably those generated through surviving spouses. 

24. J. Shaeffer, "Philanthropic Contributions: Their Equity and Efficiency," Quarterly Review 
of Business and Economics, 8:2 (Summer 1968), pp. 25-34. 

25. W. Vickrey, "One Economist's View of Philanthropy," in F. Dickinson, ed.. Philanthropy 
and Public Policy, NBRR, 1962. 

26. Vickrey also discusses the income tax treatment of charitable contributions. His conclusion 
appears to be a summary judgment pieced together from data on both bequests and lifetime 
giving. 

27. S. McNees, "Deductibility of Charitable Bequests," National Tax Journal, 26:1 (March 
1973), pp. 79-98. 

28. McNees also presents regression estimates disaggregated by type of donee and by estate size. 

29. It is unclear from McNees' presentation whether the C and E variables are entered in dollars 
or, as they appear on the data tape, thousands of dollars. 1 have assumed that they are entered 
in thousands of dollars; McNees' equation predicts that large estates bequeath substantially more 
than the full estate to charity if the data are entered in dollars. 

30. Martin Feldstein has stressed the importance of this restriction to me. 

31. Least squares in this case causes other problems. See A. Goldberger, Econometric Theory, 
(New York: John Wiley and Sons, 1964). 

32. j . Tob in , "The Estimation of Relationships for Limited Dependent Variable," 
Econometrica, 26(January 1958), pp.24-36. 

33. T. Amemiya, "Regression Analysis When the Dependent Variable Is Truncated Normal," 
Econometrica, 4:6(November 1973). 

34. If the relation is correctly specified. 

35. Many other estimation strategies are possible. See Goldberger, op. c i t 

36. C. Shoup, Federal Estate and Gift Taxes, Brookings Institution, 1966. Appendix A. 

37. Also included was information on lifetime charitable contributions. However, these data are 
considered extremely unreliable. See Shoup, op. cit. 

38. The bulk of these returns relate to death in calendar 1969. Separate analyses by date of 
death produced results similar to those reported below. 

39. While this 7 percent of estates probably accounts for the bulk of charitable bequests, the 
amount bequeathed to charity by the remaining 93 percent (with gross estates less than 
$60,000) is not known. 

40. There is one extremely large estate which bequeathed an enormous amount to charity. 
Whether this is a usual — or an exceptional — occurrence is difficult to judge. Separate results 
deleting the extreme upper tail of die estate size distribution produced results quite similar to 
those reported below. 

41. These data are tabulated in more detail in U.S. Internal Revenue Service, Statistics of 
Income, 1969: Estate Tax Returnis, 1972. 

42. See Jantscher, op. ci t 
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43. Al l tables in this section refer to unweighted regressions. Regressions weighted by the 
inverse of the sampling rates produced similar estimates. Regressions weighted by the square 
root of estate size produced quite similar results. Grossing up estates to include l i fetime gifts 
also made l i t t le difference. Convergence (defined as no changes up to the fourth decimal place 
in any coefficient) was normally achieved in 6 to 10 iterations. The " t - rat ios," of course, are 
really asymptotically normal variables. Several other formulations of the equations are discussed 
in Chapter IV, 

44. McNees, op, c i t 

45. We shall discuss this in more detail in Chapter V I . For the moment, the reader is advised to 
exercise caution in the interpretation of these results. 

46. Note that the hypothesis of a single price coefficient is not the same thing as that of a 
single price elasticity. 

47. The comments of note 43, supra, apply to the 1969 data as well. 

48. A regression including the different types of assets and debts produced mixed results, most 
coefficients not being measured very precisely, some with "wrong signs," etc. 

49. I t is worth noting that reestimating the equation reported in Table 11 deleting the returns 
with gross estates above $10 mil l ion produced results very similar to those reported in Table 10. 
The only major difference was a modest decrease in the wealth elasticity in the highest wealth 
class. 

50. See R. Musgrave and P. Musgrave, Public Finance in Theory and Practice, (New York : 
McGraw-Hil l , 1973); J. Pechman, Federal Tax Policy, 2nd ed. (New York : Nor ton, 1971); E. 
Rolph and J. Break, Public Finance, (Ronald, 1961); and Shoup, op. c i t 

51 . See W. Andrews, "Personal Deductions in an Ideal Income Tax , " Harvard Law Review, 86:2 
(December 1972), pp. 309-385; B. Bittker, "The Propriety and Vital i ty of a Federal Income 
Tax Deduction for Private Phi lanthropy," in Tax Impacts on Philanthropy (Princeton, N.J.: Tax 
Institute of America, 1972); P. McDaniel, "Federal Matching Grants for Charitable Contribu­
t ions: A Substitute for the Income Tax Deduct ion," Tax Law Review, 27:3 (Spring 1972), pp. 
377-413; S. Surrey, et al.. Federal Income Taxation (Mineola, N.Y.: The Foundation Press, Inc., 
1972); and Pechman, op. c i t 

52. Feldstein, op. c i t 

53. Under the zero elasticity of the base assumption; perhaps this is best viewed as a very short 
run balanced budget operation. 

54. One huge estate made enormous lifetime gifts to charity, which were included in the estate 
and deducted. I f we assume that these funds would have been in the taxable estate, the revenue 
yield would be larger than mentioned in the t e x t I f we deleted this "ou t l ye r " completely, we 
are probably incorrectly assuming that no super rich people die and leave everything to charity. 
Emil Sunley suggest that one such death a year is possibly too often. We assume one half of the 
charitable deductions would be taxable. Other assumptions would not drastically affect the 
results. 

55. Eg., M. Bailey, "Capital Gains and Income Taxat ion," in A, Harberger and M, Bailey, eds.. 
The Taxation of Income from Capital, Brookings Inst i tut ion, 1969. 

56. Note, however, that the capital gains tax would be subtracted f rom the estate and hence 
would be offset, in part,-by a lower estate tax. 

57. This discussion, of course, is only heuristic; it does save us the cumbersome task of 
discussing the much more complicated truncated normal analog. 

58. We switch here to P ^ as numerarie. 

59. H. Thei l , Principles of Econometrics (New York : John Wiley and Sons, 1971). 

60. Note that the same reasoning applies to a duscussion of estimating l i fetime charitable 
contributions when the price of charitable bequests is excluded. 





CHARITABLE BEQUESTS, ESTATE TAXATION, AND 
INTERGENERATIONAL WEALTH TRANSFERS 

Martin S. Feldstein' 

Introduction 

Charitable bequests are an important source of support for nonprofit organiza­
tions and a significant factor in the dispersion of personal fortunes. In 1970 
charitable bequests exceeded $2 billion or 10 percent of the total philanthropic gifts 
made by individuals.* Such bequests are particularly important for educational 
institutions, accounting for approximately 24 percent of all individual glfts.^ A very 
substantial portion of the net value of large estates is contributed to charity. Among 
estates with a gross value in excess of $1 million In 1970, gifts to charitable 
organizations were more than 33 percent of the value of gifts to individuals. Among 
estates with gross value In excess of $5 million, charitable bequests were more than 
125 percent of the value of gifts to individuals. 

The current estate tax law excludes from the taxable estate all such charitable 
bequests. The tax law thus makes the "price" of charitable bequests less than the 
price of bequests to individuals.' More specifically, an individual with a marginal 
estate tax rate of 60 percent can bequeath $100 to charity by foregoing a bequest of 
$40 to his personal heirs; for him (or them) the net price of charitable bequests is 
only 0.4. Because the estate tax is very progressive, the net price of charitable 
bequests falls sharply as estate size Increases. 

This feature of the estate tax law raises three related questions: (1) Does the 
deduction of charitable bequests increase the total amount of such bequests or does 
it lower the taxes paid by the estates that make such bequests and thus merely 
increase the amount that is available for distribution to individual heirs? (2) If the 
deduction does increase total charitable bequests, are the extra bequests that are 
induced larger than the estate tax revenue that the Treasury foregoes because of the 
deduction?* That is, what is the efficiency of the charitable bequest deduction, the 
number of dollars of additional bequests induced per dollar of foregone revenue? (3) 
What is the effect of the deduction of charitable bequests on the net estates 
received by individual heirs? If the induced increase in charitable bequests is greater 
than the foregone revenue, individual heirs receive less than they would if the 
deduction were eliminated. But if the induced increase in charitable bequests is less 
than the foregone revenue, individual heirs are better off than they would be if the 
current deduction were eliminated. 

The answer to all three questions depends on the elasticity of charitable bequests 
with respect to price. The primary focus of this paper will be on the estimation of 
this price elasticity. An estimated price elasticity that is not significantly different 
from zero implies that the current deduction does not Increase charitable giving. In 
contrast, a significant negative price elasticity implies that charitable organizations 
do receive more than they would if the deduction were eliminated. If the absolute 
price elasticity is greater than one (that is, if the price elasticity is algebraically less 
than minus one), charitable organizations receive more in additional contributions 
than the Treasury foregoes in revenue. The absolute elasticity is Itself a measure of 
the efficiency of the deduction, that is, the ratio of additional charitable bequests 
to lost tax revenue. It is also clear that an elasticity greater than one implies that 
the current deduction reduces the size of the net estate received by individual heirs; 
although the deduction reduces the taxes paid, charitable gifts are increased by 

' Professor, Department of Economics, Harvard University. 
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more than taxes are reduced so that the net estate after taxes and charitable gifts is 
reduced. Obviously, a price elasticity less than one Implies that the deduction 
increases the size of the net estate available for individual heirs. 

The evidence presented in this paper si^ests that the price elasticity of 
charitable bequests is significantly negative and probably between minus one and 
minus three. This result Is therefore quite consistent with Boskin's estimate^ that 
the price elasticity is between minus one and minus two. This agreement is 
particularly reassuring because Boskin used a very different type of data and 
estimation method. 

The current paper examines the sensitivity of the estimated price elasticity to 
alternative definitions of price and to alternative functional forms. Changing the 
measure of price has little effect on the estimated price elasticity. In contrast, the 
price elasticity is quite sensitive to the choice of functional form relating charitable 
bequests to price and estate size. In particular, a number of functional forms imply 
positive price elasticities over the entire range of estate sizes or a large part of that 
range. These unstable and unacceptable price elasticities must be borne in mind and 
regarded as a warning that these results may be subject to serious potential error. 
The evidence there Is clearly not as strong as it was in previous studies of the effect 
of taxation on charitable gifts by living individuals.^ 

The data and the measurement of variables are discussed In Chapter 1. The basic 
parameter estimates are presented in Chapter 2. Separate estimates for large estates 
are developed in the third chapter. In Chapter 4, gifts to different types of donees 
are studied. There is a brief concluding section. 

I 

DATA AND MEASUREMENT 

At irregular intervals the Internal Revenue Service published the value of 
charitable contributions in each gross estate class during a single recent year."̂  The 
current study uses a time series of these cross sections for the available years from 
1948 through 1963.^ With 15 gross estate classes,' the sample has 135 aggregate 
observations. Although there was no change in the estate tax rates during the 
sample period, the tax rate at every real level of gross estate has been increasing 
because of inflation. This source of variation reduces somewhat the collinearity 
between price and estate size that exists within a single year. 

A variety of functional specifications relating charitable giving (G) to estate size 
(E) and a price (P) have been investigated. The most basic specification is the 
equation: 

r = ° + P Pit ^ •''Eit + ît ('> 
^it 

The subscript 1 denotes the gross estate size class and the subscript t denotes the 
year. The variable ejt is an unobservable residual that reflects random disturbances 
and specification errors. The more general specifications described below allow the 
effects of estate size and price to vary with the levels of estate size and price. 

The variable Gĵ  is the average charitable bequest per return in gross estate class 
i and year t. The bequest is defined as the gross amount given by the individual 
estate to charity and not as the net cost of that contribution to the individual heirs. 
These amounts include the value of donated assets as well as gifts of money. 
Bequests are measured in constant 1957-59 dollars by deflating with the consumer 
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price index. Of course, only those estates that file estate tax returns, that is, those 
with gross estates In excess of $60,000, are included in the sample. 

The basic measure of estate size (E) used in this study has been gross estate 
minus all noncharitable deductions except the marital deduction. This measure 
assumes that the marital deduction takes priority in the individual's estate planning. 
Fortunately, a variety of other definitions of estate size, including gross estate 
minus noncharitable deductions, gross estate minus the tax liability if no charitable 
bequests were made, and gross estate itself yielded very similar estimates for the key 
price elasticity. In practice, the value of the Ejj is the average real value of the 
estate per return in gross estate class 1 and year t, measured in constant 1957-59 
dollars. Although the results are not sensitive to the available measures of estate 
size, it is clear that none of the available variables is an ideal measure of the 
decedent's economic situation. The value of previously created trusts and of gifts 
inter vivos, as well as the number and financial positions of the decedent's potential 
heirs, should all influence charitable giving. 

The price variable (P) measures the estate's opportunity cost per dollar of 
charitable bequest In terms of foregone personal bequests to individual heirs. An 
estate with marginal tax rate m can choose between (1) contributing one dollar to 
charity and (2) having 1-rn dollars for additional personal bequests to individual 
heirs. We therefore define the individual's price of charitable giving by P=1-m. In 
practice, Pĵ ; is measured by using the marginal tax rate for an estate with the 
average "taxable estate" in gross estate class 1 and year t. Two different measures of 
"taxable estate" and therefore of price have been used: PI is based on the actual 
taxable estate plus charitable bequests and P2 on the actual taxable estate plus both 
charitable bequests and the marital deduction. Both measures yield the marginal tax 
rate for the first dollar of charitable bequest. This makes the price variable 
exogenous; using actual taxable estate would make the price variable depend upon 
the charitable bequest itself. The first measure of price assumes that the decedents 
choose their marital bequests before they decide on their charitable gifts while the 
second measure assumes that both decisions are made jointly.*^ Fortunately, there 
is little difference in the results corresponding to these different measures of price. 

Contributions of appreciated assets create no special problem for measuring the 
price of charitable bequests. When an asset is bequeathed, either to an individual or 
to a charitable organization, its full value can be deducted from the donor's taxable 
estate and there is no constructive realization and therefore no Income tax to be 
paid by the decedent or by the recipient. Assets gifts have the same price as cash gifts. 

Estates are subject not only to federal estate tax but also to taxes levied by 
individual states. Because the federal government gives a direct tax credit for a 
portion of the state taxes paid, the two rates do not fully cumulate. To assess the 
Importance of the state tax rates, the following calculation was performed for 1963. 
For each of the 15 published gross estate classes, an estate at the midpoint of the 
class was chosen. On the assumption that the full marital deduction is used and that 
the remainder is given to the decedent's minor children, the inheritance tax In each 
state for each size estate was calculated. The excess of this inheritance tax over the 
federal tax cr^Pt is the "excess state tax." Weighting the excess state rates by the 
number of estates in each size class and state yields the average excess state rate by 
size of estate. In every case, this average excess state rate was less than 1 percent. 
On the basis of tMs it was decided to ignore the state inheritance taxes.* * 

Table 1 presents the values of Gj|-, Eĵ . and PI j ^ for each gross estate class for 
1963, the most recent year in the sample. For each estate class, the table also shows 
the ratio of gifts to the estate after all noncharitable deductions (column 5). 

Each of the observations represented a different number of estate tax returns. In 
the very highest estate size classes, there are relatively few returns each year and 
substantial year to year variation in the ratio of bequests to estate size. Although 
the available data are not a sample but a report of all estates, one can regard each 
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Gross Estate 
Size Class 

(in SOOO's) 
(1) 

60-69 

70-79 

80-89 

90-99 

100-119 

120-149 

150-199 

200-299 

300-499 

500-999 

1,000-1,999 

2,000-2,999 

3,0004,999 

5,000-9,999 

10,000+ 

Average 
Charitable 
Bequests 

(in SOOO's) 
(2) 

1.02 

1.10 

1.35 

1.49 

1.80 

2.68 

4.00 

6.53 

14.19 

36.23 

112.69 

190.23 

378.66 

828.04 

3,409.98 

Table 1 
Charitable Bequests by Estate Size, 1963 

Average 
Net 

Estate* 
(in SOOO's) 

(3) 

55.89 

63.88 

72.14 

80.46 

93.16 

113.07 

145.49 

203.42 

322.23 

580.47 

1.169.99 

2,053.78 

3,207.53 

5,568.44 

15,582.48 

PI 
(4) 

1.00 

1.00 

0.97 

0.93 

0.89 

0.82 

0.75 

0.70 

0.70 

0.68 

0.63 

0,55 

0.47 

0.37 

0.23 

•Estate value is measured by gross estate minus all noncharitable deductions. PI is 
taxable estate plus charitable bequests. 

Charity as 
Percentage of 
Net Estate* 

(5) 

2.15 

2.10 

2.32 

2.35 

2.50 

3.10 

3.58 

4.15 

5.60 

7.77 

11.63 

11.14 

14.60 

17.84 

27.99 

based on 

years's actual observation as a sample from the population of possible decedents. If 
the underlying microeconomic relations have constant variance, the process of 
averaging implies that the error variance will be larger for the observations based on 
a small number of returns. We have therefore weighted each of the observations by 
the square root of the number of returns represented by that observation. 

II 

EFFECTS OF PRICE AND ESTATE SEE 

Equation 2 presents the estimated parameters for a simple specification: 
G, 
'it 

i t 
= 0,118 - 0.107 Plj^ + 0.994 10" 

(0.010) (0,083) 
% 

B? = 0.82 
N = 135 

(2) 
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The value of the estate is measured by the gross estate minus all deductions except 
charitable bequests and the marital deduction. The price PI is based on the taxable 
estate plus charitable bequests. The ratio of charitable bequests to estate value is 
significantly related to both price and estate size. The equation provides a quite 
good explanation of the overall variation in the bequest ratio: R^ = 0.82. Despite 
the potential problem of collinearity between estate value and price, the standard 
errors of the estimated coefficients are very small. 

The specification of equation 2 implies that the price elasticity of charitable 
bequests varies with price: 

dG P d(G/E) P « , ^ ^ P io\ 
— _ _ '̂  f = _. 0107 \3) 
dP G dP (G/E) • (G/E) 

The price elasticity has been evaluated for the average value of P and the 
corresponding value of G/E at four different sizes of the taxable estate. For taxable 
estates of $80,000, the average price in 1963 was 0.89 and the predicted ratio of 
charitable gifts to estate value was 0.022. This implies a local price elasticity of 
-4,04. By a similar calculation the price elasticity at $120,000 is -2.06, at 
$500,000 is -1,45, and at $5,000,000 is -0.31. 

The very substantial changes in estimated elasticity may represent true behavioral 
differences but may also reflect only the restricted functional form. As Table 1 
showed, the ratio of gifts to estate size rises very rapidly for large estates. The 
specification of equation 2 Imposes a linear relationship which may distort the 
implied elasticities. As an alternative, equation 3 transforms the dependent variable 
so that changes In price and estate size cause proportional changes in the ratio of 
gifts to estate size: 

G. 
In - J i = -0.989 - 3.18 PI,, + 0,38 • 10"^ E,, 

E i t (0.16) (0.14) 
it "• " " ^it 

R 2 = 0.83 
N = 135 

(4) 

The coefficients are again very significant and the overall explanatory power is quite 
hlgh.^^ The corresponding elasticities are derived from: 

dG P d(G/E) P 

dP G dP (G/E) 

= dl"(G/E) . p 
dP 

-3.18 P 

(5) 

The specific elasticities are now -2,83 for a gross estate of $80,000, -2,39 for an 
estate of $120,000, -2.16 for an estate of $500,000, and 1,18 for an estate of 
$5,000,000. 

There are of course other ways to generalize the specification of equation 2. Of 
particular importance is the potential nonlinearity in the effect of estate size. It 
seems reasonable to expect that an extra $1,000 of estate value will have a larger 
effect in small estates than in very large estates. This is confirmed by the estimates 
of equation 6. 
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Gjj 

-- = 0.138 - 0.20 Plj^ + 0.076 (Pl)| 
nt (0.21) (0.118) 

+ 0.20 • 10"'̂  E.̂  - 0,53 • 10"^^ E | (̂ ) 
(0.06) (0.16) 

R^ = 0. 
N = 135 

The price elasticity is now derived, by an extension of equation 3, from 

f • I =(-0.20. 0.15 P) ^ p) 

The implied price elasticities vary substantially but at a lower level than in the 
simpler specification of equation 2: -1.96 at $80,000, -1.09 at $120,000, -0.69 
at $500,000, and -0.11 at $5,000,000. 

Unfortunately, other generalizations have conflicting Implications. Equation 8 
extends the previous specification by introducing a cross-product term between 
price and estate size. To prevent this term from being dominated by the very largest 
estates, the logarithm of estate size is used. 

C-
- ^ = 0.096 - 0.56 Pin + 0.16 {?^^)2 
% (0.18) (0.10) 

+ 0.17 • lO""̂  E^ - 0.36 • 10"^^ E | 

(0.05) (0.14) 

+ 0.029 Plj^ • In(Ej^) 
(0.004) 

(8) 

R^ = 0.91 
N = 135 

Each of the terms in this new specification is statistically significant but the 
elasticities, calculated from 

^ ^ = [-0.56 + 0.32 P + 0.03 In (E)l —^ (9) 

now have the wrong sign for all size estates: +1.50 at $80,000, +0.70 at $120,000, 
+0.54 at $500,000, and +0.18 at $5,000,000. Although these results are clearly 
unacceptable, they serve as a warning that the previous estimates may be more 
uncertain than their standard errors imply. 

A specification similar to equation 8 but in semilogarithmic form also shows the 
importance of nonlinearitles and of the interaction of price and estate size: 
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(10) 

In - ^ = 1.75 - 22.12 Pl^^ + 7.90 (Pl)?^ 
^it (2.55) (1.43) 

-0.16 • 10"^ E^ + 0.42 lO-l"^ E | 
(0.07) (0.19) 

+ 0.76 Pij^ In(En) 
(0.06) R 2 = 0.94 

N = 135 

Again the elasticities implied by 

^ I = [-22.12+15.80 PI + 0.76 ln(E) ] P (11) 
dP G 

are positive and unacceptable: +2.01 at $80,000 but +1.92 at $120,000, +2.48 at 
$500,000, and +2.00 at $5,000,000. 

The final specification to be considered is the simple constant elasticity 
relationship: 

InG-^ = -10.28 + 1.56 ln(E.^) + 0.19 InPl^ 
(0.04) (0.18) .12) 

R^ = 0.99 
N = 135 

The price elasticity is insignificant and has the wrong sign, a further warning about 
the reliability of the semilogarithm elasticities. Ail attempts to generalize this 
specification by adding the squares and cross-product of In PI and In E always 
resulted in the insignificance of all price terms and no improvement in the 
explanatory power of the equation. 

Table 2 summarizes the parameter estimates for the linear and semilogarithmic 
equations. The corresponding elasticities are presented in Table 3. In general the 
results are less volatile and more plausible for the second form. 

Each of the specifications has been reestimated using the alternative definition of 
price (P2) which is based on taxable income plus both charitable bequests and the 
marital deduction. The parameter estimates are presented in Table 4 and the 
corresponding price elasticities in Table 5. Comparing the R^ values in Tables 2 and 
4 shows that PI has a greater explanatory power, that is, charitable bequests are 
generally determined after allowing for the marital deduction. The elasticities are 
similar in Tables 3 and 5 but the original values based on PI are generally more 
reasonable. 

Ill 

BEHAVIOR OF LARGE ESTATES 

The assumption that a single behavioral equation can represent both the small 
estates and the very large estates is of course a great simplification. Moreover, because 
of the weighting of observations the parameter estimates of Chapter II are heavily 



Table 2 

Effects of Price and Estate Size on Charitable Bequests: 
Price Measured by PI 

4^ 

Equa-
tion 

2.1 

2.2 

2.3 

2.4 

2.5 

2.6 

Dependent 
Variable 

G/E 

G/E 

G/E 

ln(G/E) 

ln(G/E) 

ln(G/E) 

Constant 

0.118 
(0.008) 

0.138 
(0.088) 

0.096 
(0.075) 

-0.989 
(0.141) 

2.831 
(1.64) 

1.745 
(1.06) 

H 
-0.107 
(0.010) 

-0.200 
(0.205) 

-0.563 
(0.180) 

-3.182 
(0.164) 

-12.59 
(3.81) 

-22.12 
(2.55) 

(PI)' 

0.076 
(0.118) 

0.161 
(0.100) 

5.685 
(2.201) 

7.904 
(1.425) 

Pl*ln(E) 

0.994x10" 
(0.083) 

0.201x10" 
(0 

0 
(0 

0 
(1 

-0 
(1 

-0 
(0 

057) 

166x10 
048) 

375x10' 
106) 

731x10" 
106) 

163x10" 
068) 

-8 

-7 

-7 

-0.527x10 
(0.159) 

-0.364x10 
(0.136) 

-15 

-15 

-0.518x10" 
(29.60) 

0.422x10" 
(0.193) 

-16 

•14 

0.029 
(0.004) 

0.759 
(0.056) 

K 

0.82 

0.88 

0.91 

0.83 

0.86 

0.94 

Price variable Pi is based on the taxable estate plus charitable bequests. 
Standard errors are shown in parentheses. 
All estimates refer to 135 observations from the period 1948 through 1963. 
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Table 3 

Price Elasticities of Charitable Giving: 
Price Measured by PI 

Estate Size 
Equation 

2.1 

2.2 

2.3 

2.4 

2.5 

2.6 

$80,000 

-4.04 

-1.96 

1.50 

-2.83 

-1.09 

2.01 

$120,000 

-2.06 

-1.09 

0.70 

-2.39 

-0.92 

1.92 

$500,000 

-1.45 

-0.69 

0.54 

-2.16 

-0.83 

2.48 

$5,000,000 

-0.31 

-0.11 

0.18 

-1.18 

-0.45 

2.00 

influenced by the behavior of the smaller estates. The current section focuses on the 
observations corresponding to estates with real net values (that is, gross estate minus 
charitable and marital deductions) of at least $500,000.^3 These estates accounted 
for 78 percent of all charitable bequests in 1963. This reduces the sample to only 
54 observations and makes precise estimation even more difficult. Nevertheless, the 
results are quite interesting and nearly all of the calculated price elasticities imply a 
substantial price sensitivity. 

Table 6 presents the estimated parameters for the same specifications as in Table 
2. The price variable Is again PI. With the exeption of equations 6.3 and 6.6, the 
price variable has a significant effect on the ratio of giving to estate size. Table 7 
shows the price elasticities corresponding to these equations? ** 

IV 

BEQUESTS BY MAJOR TYPES OF DONEES 

In six of the nine sample years, the Internal Revenue Service published separate 
estimates of charitable bequests made to three major types of donees: private 
educational institutions, public educational institutions, and religious organizations. 
These disaggregated data are analyzed briefly in the current section. 

Unfortunately, the gifts identified as going to these three categories of donees 
account for a relatively small proportion of total bequests. Table 8 presents data by 
estate size for 1961, the last year of the sample with disaggregated information. The 
residual category of "other" donees received some 50 percent of charitable bequests 
from small estates and more than 70 percent from estates of more than $500,000. 
It is not clear whether this large residual category actually reflects gifts to other 
types of donees, especially to private family foundations, that will later distribute 
these funds to particular institutions, or merely the problems of identifying 
particular types of donees from available records. In either case, the disaggregated 
data and their implications must be regarded with substantial caution. 



Equa-
tion 

4.1 

4.2 

4.3 

4.4 

4.5 

4.6 

Dependent 
Variable 

G/E 

G/E 

G/E 

ln(G/E) 

ln(G/E) 

ln(G/E) 

Constant 

0.115 
(0.009) 

0.217 
(0.078) 

0.106 
(0.065) 

-1.107 
(0.163) 

4.063 
(1.58) 

0.799 
(0.905) 

Table 4 

Effects of Price and Estate Size on Charitable Bequests: 
Price Measured by P2 

4i-

P2_ 

-0.110 
(0.011) 

-0.402 
(0.185) 

-0.582 
(0.153) 

-3.208 
(0.200) 

-16.15 
(3.77) 

-21.43 
(2.13) 

(P2)^ 

0.199 
(0.109) 

0.179 
(0.090) 

7.980 
(2.229) 

7.404 
(1.245) 

O.lOlxlO 
(0.009) 

0.150x10 
(0.054) 

0.162x10 
(0.045) 

0.461x10 
(0.160) 

-0.153x10" 
(0.111) 

-0.120x10" 
(0.062) 

-7 

-7 

-7 

-7 

-0.391x10 
(0.109) 

-0.354x10 
(0.131) 

-15 

-15 

0.229x10" 
(0.324) 

0.338x10 
(0.181) 

-14 

PMn(E) 

0.030 
(0.004) 

-14 0.849 
(0.068) 

0.80 

0.87 

0.91 

0.78 

0.82 

0.97 

Price variable P2 is based on the taxable estate plus both charitable bequests and the marital deduction. 
Standard errors are shown in parentheses. 
All estimates refer to 135 observations in the period 1948 through 1963. 
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Table 5 

Price Elasticities of Charitable Giving: 
Price Measured by P2 

Estate Size 
Equation 

4.1 

4.2 

4.3 

4.4 

4.5 

4.6 

$80,000 

-5.47 

-0.20 

1.46 

-2.86 

-0.17 

2.64 

$120,000 

-2.45 

-0.10 

0.77 

-2.41 

-0.14 

2.48 

$500,000 

-1.65 

-0.06 

0.59 

-2.18 

-0.13 

3.07 

$5,000,000 

-0.33 

-0.01 

0.20 

-1.19 

-0.07 

2.40 

Table 8 implies that the gifts recorded as going to religious organizations received 
an almost constant share of total giving and of total estates for all size estates up to 
$1 million. These gifts were about 0.7 percent of total estates between $60,000 and 
$1,000,000 and rose only to about 1 percent for estates between $1 million and $5 
million. By contrast, gifts to private and public education rose rapidly as a 
percentage of total estates. 

Because of the obvious inadequacy of the disaggregated data, only a cursory 
analysis has been performed. Table 9 presents the estimated price and estate size 
coefficients for the basic specification of equation 1 and the corresponding price 
elasticities. 

The parameter estimates indicate that the share of the estate recorded as going to 
private education is quite sensitive to price, except perhaps for the largest size 
estates. Gifts to public educational institutions show approximately equal sensitivity 
while gifts to religious organizations are least sensitive. 

It should ^ain be emphasized that most of the charitable bequests were not 
allocated to any one of these three categories and that the analysis therefore may 
substantially misrepresent the effect of taxes on individual types of donees. The 
current results are put forward as preliminary estimates based on the only available 
data. A more careful classification of charitable bequests by the Internal Revenue 
Service would provide an opportunity to provide a much better analysis of the 
effect of the estate tax on different types of donees. 

V 

CONCLUDING REMARKS 

This study has analyzed the only available time series data on charitable bequests 
by estates of different size. The evidence generally implies that charitable bequests 
are quite sensitive to the price of such bequests that Is Implied by the current 
deductibility of charitable bequests for estate tax purposes. Most of the functional 
specifications that yield negative price elasticities over the entire range indicate high 
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Tables 

Effects of Price and Estate Size on Charitable Bequests by Large Estates* 

Equa­
tion 

6.1 

6.2 

6.3 

6.4 

6.5 

6.6 

Dependent 
Variable 

G/E 

G/E 

G/E 

ln(G/E) 

ln(G/E) 

ln(G/E) 

Constant 

0.235 
(0.034) 

-0.371 
(0.234) 

-0.421 
(0.361) 

-0.594 
(0.273) 

-6.366 
(1.72) 

-3.482 
(2.60) 

11 
-0.255 
(0.052) 

1.309 
(0.604) 

1.642 
(1.914) 

-3.157 
(0.417) 

13.519 
(4.446) 

-5.652 
(13.79) 

(Plf 

-1.042 
(0.420) 

-1.226 
(1.085) 

-12.510 
(3.095) 

-1.962 
(7.815) 

E 

0.416x10"^ 
(0.155) 

o.sesxio""̂  
(0.136) 

0.389x10""^ 
(0.181) 

-0.375x10"^ 
(1.240) 

0.237x10"^ 
(0.100) 

0.112x10"^ 
(0.130) 

i. 

-0.813x10"^^ 
(0.357) 

-0.862x10"^^ 
(0.448) 

-0.524x10"^* 
(0.263) 

-0.244x10"^'* 
(0.323) 

Pl*ln(E: 

0.010 
(0.056) 

0.588 
(0.401) 

K 

0.78 

0.81 

0.81 

0.78 

0.84 

0.85 

*Price variable Pi is based on the taxable estate plus charitable bequests. 
Observations refer to estates with real 1958 value of at least $500,000. 
AU estimates are for 54 observations in the period 1948 through 1973. 



1497 

Table 7 

Price Elasticities of Charitable Giving for Large Estates 

Estate Size 

Equation 

6.1 

6.2 

6.3 

6.4 

6.5 

6.6 

$500,000 

-2.72 

-9.50 

-1.65 

-2.15 

-7.82 

-1.27 

$1,000,000 $5,000,000 

-2.05 -0.58 

-6.42 -2.13 

-1.40 -0.70 

-1.99 -1.17 

-7.25 -4.26 

-0.92 -0.19 

price elasticities, almost always greater than one and often substantially greater. 
These results are strengthened by separate estimates for large estates that indicate 
even higher price elasticities for these bequests. 

The implications of such high price elasticities are clear and important. (1) The 
current deductibility feature of the estate tax law induces a substantial increase in 
charitable bequests. (2) The charitable organizations receive more in additional 
bequests than the Treasury foregoes in potential estate tax revenue. (3) Private 
intergeneratlonal transfers of wealth to individuals are therefore reduced; because 
charitable gifts are increased by more than taxes are reduced, the personal heirs now 
receive less than they would if the current deduction were eliminated. 

Nevertheless it is important in concluding this paper to emphasize that the 
specific estimates of the price elasticity of charitable bequests are quite sensitive to 
the particular specification of the equation. The equations that best explain the data 
for the entire sample imply positive price elasticities. Similarly, the simple constant 
elasticity specification also has a positive price elasticity. Even the specifications 
that imply negative price elasticities often have implausibly large elasticities. Finally, 
the data for disaggregated analysis by type of donee were quite inadequate because 
of the very large unallocated fraction of charitable bequests. 

What interpretation should therefore be given to this study as a whole? Some 
readers will undoubtedly conclude from the Instability of the parameter estimates 
and the frequency of implausible estimates that the current evidence is without 
value. Others however will stress that nearly all of the acceptable specifications 
imply substantial price elasticities and that this result supports the conclusion 
reached by Boskin with individual cross-section data. I prefer to leave each reader to 
decide for himself how the current evidence should modify his own prior beliefs. 
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Tables 
Charitable Bequests to Major Types of Donees, 1960 

OO 

Estate 
Size 
Class 

(in $000's) 

$60-69 

70-79 

80-89 

90-99 

100-119 

120-149 

150-199 

200-299 

300-499 

500-999 

1,000-1,999 

2,000-2,999 

3,000^,999 

5,000-9,999 

10,000+ 

AU 
Gifts 

1.91 

1.60 

1.93 

1.78 

1.99 

2.18 

2.66 

3.50 

4.41 

5.84 

8.49 

12.74 

11.27 

16.81 

31.12 

Charitable Bequests as Percentage of Net Estate Gifts by Donee as Percentage of Total Charitable Bequests 
Private 

Education 

0.07 

0.16 

0.13 

0.06 

0.09 

0.16 

0.16 

0.29 

0.39 

0.65 

0.66 

1.24 

0.91 

4.26 

1.46 

PubUc 
Education 

0.05 

0.06 

0.08 

0.04 

0.05 

0.05 

0.06 

0.14 

0.16 

0.30 

0.19 

1.07 

0.26 

0.48 

0.84 

ReUgion 

0.68 

0.57 

0.66 

0.62 

0.65 

0.65 

0.66 

0.77 

0.80 

0.65 

0.71 

1.07 

1.23 

0.19 

0.11 

Private 
Education 

3.91 

9.88 

6.78 

3.21 

4.75 

7.43 

6.00 

8.40 

8.94 

11.18 

7.80 

9.72 

8.12 

25.36 

4.70 

Public 
Education 

2.75 

3.48 

4.27 

2.47 

2.65 

2.32 

2.38 

3.88 

3.59 

5.09 

2.26 

8.39 

2.33 

2.86 

2.69 

Religion Other 

35.32 

35.48 

33.93 

35.20 

32.49 

29.81 

24.82 

21.95 

18.20 

11.13 

8.36 

8.37 

10.90 

1.13 

0.36 

58.02 

51.16 

54.92 

59.13 

60.11 

60.44 

66.81 

65.78 

69.27 

72.59 

81.58 

73.53 

78.65 

70.65 

92.24 



Table 9 

Effects of Price and Estate Size on Charitable Bequests, by Major Type of Donee 

Equa­
tion 

9.1 

9.2 

9.3 

9.4 

9.5 

9.6 

Donee 

Private 
Education 

PubUc 
Education 

Religious 
Organizations 

Private 
Education 

Public 
Education 

Religious 
Organizations 

Sample 

AU 

AU 

AU 

> $500,000 

> $500,000 

> $500,000 

Constant 

0.021 
(0.005) 

0.011 
(0.002) 

0.010 
(0.001) 

0.085 
(0.028) 

0.023 
(0.010) 

0.007 
(0.007) 

11 
-0.021 
(0.006) 

-0.011 
(0.002) 

-0.005 
(0.002) 

-0.116 
(0.043) 

-0.026 
(0.015) 

0.001 
(0.010) 

Estate 

0.262xl0~^ 
(0.049) 

0.393x10"^° 
(1.723) 

-0.190x10"^ 
(0.142) 

0.616x10"^° 
(12.22) 

-0.528x10"^ 
(0.417) 

-0.811x10"^^ 
(2.982) 

fi! 
.50 

.31 

.09 

.43 

.09 

.01 

$80,000 

-7.42 

-8.07 

-0.80 

-

-

-

rnce t-lasticit 
$120,000 

-2.83 

-2.99 

-0.60 

-

-

-

les by bstate size 
$500,000 

-1.78 

-2.11 

-0.52 

-12.82 

-3.50 

0.09 

$5,000,000 

-0.30 

-0.57 

-0.26 

-1.01 

-0.90 

0.05 

VO 



1500 

Footnotes 

1. See American Association of Fund-Raising Counsel, Inc., Giving USA 1974. 

2. Council for Financial Aid to Education, Voluntary Support of Education 1971-1972 (New 
York: CFAE, 1973). 

3. Because of the special marital deduction, an individual can give half of his estate to his wife 
and deduct that amount in computing the taxable estate. The deduction of charitable bequests 
lowers the price of charity relative to the price of bequests to individuals other than the 
decedent's spouse and bequests to the spouse in excess of the marital deduction. 

4. In 1970 additional federal estate tax liabilities would have been $1.0 billion If charitable 
bequests were not deducted in calculating taxable estates and If total estates nevertheless 
remained the same. Total estate tax collections in 1970 were $3.4 billion. This calculation 
ignores state inheritance and death taxes. 

5. Michael Boskin, "Estate Taxation and Charitable Bequests," Journal of Public Economics 
(forthcoming), 1974, 

6. The studies of the effects of taxation on charitable giving by living individuals are presented 
in Michael Boskin and Martin Feldstein, "Effects of the Charitable Deduction on Contributions 
by Low Income and Middle Income Households," mimeo, 1975; Feldstein, "The Income Tax 
and Charitable Contributions: Part I - Aggregate and Distributional Effects," National Tax 
Journal, 28:1 (March 1975), pp. 81-99; Feldstein, "The Income Tax and Charitable Contribu­
tions: Part H — The Impact on Religious, Educational and Other Organizations," iVaf/o/ja/ Tax 
Journal (forthcoming), 1975; Feldstein and Charles Clotfelter, "Tax Incentives and Charitable 
Contributions in the United States: A Microeconometric Analysis," yourna/ of Public Economics 
(forthcoming), 1974; Feldstein and Amy Taylor, "The Income Tax and Charitable Contributions; 
Estimates and Simulations with the Treasury Tax Files," mimeo, 1975. 

7. See, for example. Internal Revenue Service, Statistics of Income 1965: Fidiciary Gift and 
Estate Tax Returns (Washington DC: U.S. Government Printing Office, Pub. No. 406 (11-6), p. 
62. 

8. For estates after 1963 the Internal Revenue Service published bequests by "economic estate 
class" rather than "gross estate class" so that the data are no longer comparable. 

9. The gross estate class lower limits are (in $1000 units): 60, 70, 80, 90, 100, 120, 150, 200, 
300, 500, 1,000, 2,000, 3,000, 5.000, 10,000. 

10. The individual faces two prices when making the Joint decision: the price of charity and the 
price of gifts to a spouse. Both first dollar prices are the same since neither gift is taxed. 

11. The assumption that ttie heirs are a spouse and minor children lowers the state inheritance 
tax. It would in principle be desirable to examine this in greater detail but the current results 
suggest that such effort may not be worthwhile. 

12. The R values for the two equations cannot be compared directly because the dependent 
variables are different 

13. More specifically, an observation Is included if the mean net value in 1957-59 dollars is at 
least $500,000. 

14. It remains impossible to obtain valid estimates of the constant elasticity logarithmic equa­
tion or its generalizations. The coefficient of the price variables are generally positive and always 
smaller than their standard errors. The tax schedule is apparently such that the correlation 
between In P and In E Is too high to permit meaningful estimation. 



A NOTE ON THE ESTIMATION OF PERSONAL 
GIVING 

Ralph L. Nelson 

I ntroduction 

t 

At various places in the several statistical reports that accompany the Filer 
Commission's main report there appear estimates of the total giving by living 
persons. Some of the estimates have been made directly, as part of an effort to 
measure the aggregate amount of private giving. Others are the by-products of 
analyses of the economic, tax, and socio-demographic factors that influence giving 
behavior. The several estimates use data from a number of income tax return and 
household survey sources and are arrived at by a variety of analytical procedures. 

A conscientious reader of these reports v^ould be met by what at first glance 
might appear to be a distressingly high degree of inconsistency among the estimated 
totals for what should be the same thing. He might, therefore, jump to the 
conclusion that these researches have provided him with no clear notion of the true 
magnitude of personal giving. The purpose of this note is to demonstrate that this 
conclusion is not warranted. 

This variation in the estimates of giving by living persons is the primary reason 
for confusion about the true total amount of private giving. Giving by none of the 
other major donor groups, corporations, foundations, bequests, and endowment 
earnings, are exactly measured and in some cases the basis for estimation is less solid 
than it is for giving by living persons. However none of the other sources accounts 
for more than a very small fraction of the total (less than 9 percent) whereas "living 
donor" giving amounts to between 70 and 80 percent of the total. 

There are several reasons why the estimates cannot be expected to be in close 
agreement. They relate to different years, reflect progressive stages in a process of 
refinement, and are based on variant definitions of contributions. Table 1 presents a 
comparison of estimates adjusted to relate to the common year 1972. The estimates 
range from $15.8 to $32.2 billion, the highest being twice the size of the lowest. 

Most of this rather large difference in estimates reflects the presentation of 
estimates in successive stages of refinement. Each of the three estimators named in 
Table 1 made a number of estimates. Each estimate reflected the data available for 
making the estimate, the estimating technique, and the assumption about giving 
behavior used in producing the estimate. Having made several estimates, each 
estimator presented what could be taken to be a "preferred" or "final" one. These 
are indicated by asterisks in the table. The three "preferred" estimates were $19.8, 
$19.9, and $23.6 billion, a range of $3.8 billion, or approximately 20 percent. 

Given the potential for variation, the observed differences are neither unexpected 
nor unreasonable. In view of the several types of information sources and 
differences in estimating techniques one should not expect exact agreement in the 
totals. Nor, for some of the estimates, has precise estimation of the total been the 
primary purpose. This is particularly true for the estimates based on the findings of 
sample surveys of the giving patterns of families. 

Reports of these surveys repeatedly stress that the findings are primarily useful 
for analyzing patterns and making comparisons. Blow-ups to estimated population 
totals are properly regarded as providing total measures which are subject to a large 
element of statistical sampling error. 

Though susceptible to statistical error, the sample survey and econometric 
analyses provide valuable new insights into giving behavior which not only have 
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Table 1 

Several Estimates of Personal Giving in 1972 
Made for the Commission on Private Hulanthropy and Public Needs 

(in billions of dollars) 

Person Making 
Estimates 

Martin S. 
Feldstein^ 

Survey Research 
Center (Morgan-
Dye-Hybels) 

Ralph L. Neton 

Data Source and Method 
of Estimation 

Econometric Estimation 

1970 Treasury Tax File = Four Price Elasticities 
1962 Treasury Tax File = Four Price Elasticities 
1970 Treasury Tax File = Constant Price Elasticity 

Expansion of Sample Survey to Population Total 

No adjustment for contributions overreporting and 
income underreporting 
Partial adjustments for contributions overreporting 
and income underreporting 
"Best" A^regate Estimate: Downward adjustment in 
number of high-income families 
"Extreme Assumption Estimate;" Adjusted for possible 
"pervasive underreporting of income 

Total Itemized Contributions (IRS) Plus Estimated Total 
Nonitemized Contributions 

Estimate 
for 1972 

P2.1 
20.8 
19.9" 

32.2 

26.9 

23.6" 

20.6 

Notes to Table 1 

Broad (As Reported on Income Tax Returns) Definition 
of Giving 

No effect assigned to liberalized standard deduction 
Reflects liberalized standard deduction^ 

Narrow Definition of Giving 
No effect assigned to liberalized standard deduction® 
Reflects liberalized standard deduction 

18.4 
19.8" 

15.8 

17.0 

* Signified estimate either explicity preferred or assumed to be preferred by person making the 
estimate. Nelson designated his "tax return" estimate as preferred in part because the other two 
types of estimates were based on unadjusted tax return data. See note (d) below for reasons for 
narrowing the definition. 

a. As reported to the Commission on Private Philanthropy and PubHc Needs in table entitled 
"Simulated Changes in Total Giving and Taxes (Billions of 1970 Dollars)" and dated February 3, 
1975. The 1970 estimate was extrapolated to 1972 by applying a 15 percent growth value over 
the two years. This growth rate was ba«d on annual »ries developed by Nelson and by the 
American Association of Fund-Raising Counsel and presented in Giving USA. 

b. James N. Morgan, Richard F. Dye, and Judith Hybels, "Results from Two National Surveys of 
Philanthropic Activity," paper prepared for the Commission on Private Philanthropy and Public 
Needs. Appendix II, Tables A-II-6 and A-II-7. Estimates apply to the year 1973 and were 
extrapolated backward to 1972 by applying a 9 percent growth rate from 1972 to 1973. Basis 
for estimating growth rate was the same as in (a). 

c. As revised in background memorandum to Wade Greene, dated June 2,1975, in section entitled 
"Estimates of Total Giving by Income Class, 1972," 

d. The narrow definition excludes the overreporting of gifts and the legally deductible out-of-pocket 
donor expenses (travel, telephone, etc.) incurred in voluntary philanthropic activity and not 
recorded as revenue by recipient organizations. 

e. As presented in report to the Commission on Private Philanthropy and Public Needs, Private 
Giving in the American Economy. 1960-1972, January 8,1975. 
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relevance in policy design but which also enable those making estimates to more 
precisely fill the large gaps present in the direct aggregate data on giving. The 
known aggregate for personal giving is the giving by persons itemizing contributions 
on their income tax returns, as tabulated by the Internal Revenue Service. The 
unknown aggregate is the giving of persons who do not itemize contributions 
because they either choo^ to take the standard deduction or do not have to file 
tax returns. 

Both the household survey and econometric studies contain many new and much 
improved measures of the differences in giving behavior between itemizers and 
non-itemizers. Moreover, both studies provide us with detailed examinations of the 
reasons for the differences. These, combined with the quantitative measures 
provided by these studies, permit us to arrive at much more refined and 
unambiguous measures of the giving of non-itemizers than hitherto has been 
possible. 

In summary, we have found that, when made comparable in time period and 
definition, there is a much higher degree of consistency among the several estimates 
than there at first appears to be. For the year 1972, as reported above, the range of 
differences was found to be less than 20 percent. We turn now to a detailed analysis 
of estimates, partly with a view toward determining just where in this range the 
exact amount of personal giving might be expected to fall. 

Three Components of the Estimate 

In the detailed analysis of the estimates, three separate but related components 
of the estimates will be examined. The first deals with giving by Individuals and 
families who do not itemize their contributions on their income tax returns. 
Particular attention will be given to the giving of non-itemizers whose pretax income 
(Adjusted Gross Income, or AGI In Internal Revenue language) for 1972 was less 
than $30,000. Of the pretax income of all non-itemizers, 98 percent was received 
by individuals and families having income less than $30,000. A correspondingly high 
percentage of non-itemized contributions, therefore, came from incomes of less than 
$30,000. Focus on these income groups, therefore, will tell substantially the whole 
story of the non-itemizers. 

The second component to be examined Is the giving of families whose 1972 
pretax income (AGI) was greater than $30,000. As will be shown below, the 
estimates made in the Survey Research Center study typically assign a very high 
proportion of total giving to the upper-income groups. The size of the estimate for 
these groups is found to depend on two things. The first relates to the validity of 
the data on contributions, that is, whether one should rely on the amounts reported 
by the respondents to the survey questionnaire or on the amounts reported as these 
respondents' income tax deductions for contributions. The second relates to the 
estimated total income of upper-income groups and in particular to the correct 
number of families in these groups. 

The extrapolation of the survey findings for these higher income groups has led 
to questionably high estimates of their contributions. Expansion of the survey 
results for the year 1973 places giving by these higher income families at an 
estimated $7.37 billion.* Yet for 1972, the year before, the Internal Revenue 
Service reported that families with $30,000 or more in pretax income itemized a 
total of $3.76 billion in contributions, (jiven the very low proportion of the total 
income in these income classes whose recipients did not claim a contributions 
deduction (about 5 percent), the total contributions from all high-income givers 
could not have exceeded $4 billion by very much. Literally interpreted, this would 
mean an improbable 84 percent growth in upper-income giving between 1972 and 
1973. 
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The third component of the estimate, separate from but related to the first two, 
concerns the adjustments that are made to allow for the Incorrect reporting of 
contributions and for ambiguities in definition. The two problems are partly related, 
as incorrect reporting in part is a result of differing perceptions of what constitutes 
a philanthropic contribution. In addition to this. Incorrect reporting also involves 
either the underreporting or overreporting of contributions. 

Illustrative of the general problem is the correction that the Survey Research 
Center felt compelled to make in successive revisions of its aggregate estimates. 
Giving data reported by the respondents in the survey yielded an estimate of total 
giving $3 billion higher than that made using the itemized contributions on the tax 
returns of the same respondents. The same discrepancy existed whether based on 
unadjusted reported Incomes or on reported Incomes adjusted for underreporting.^ 

The tax definition of giving is a relatively specific one, and in the above 
comparison of the Feldstein, Morgan, and Nelson estimates, served adequately as the 
common measure for comparisons. Yet even the tax return data may be incorrect to 
the degree that they reflect underreporting of contributions by some persons and 
overreporting by others. The former results from forgetfulness and caution, the 
latter from either unconscious or conscious exaggeration. Though largely indirect 
and impressionistic, the scattered evidence of the matter suggests that on balance 
there probably has been overreporting. 

A specific adjustment of the estimates for overreporting will not change their 
relative size, as in the comparisons presented above all estimates are based primarily 
or entirely on the amounts reported on tax returns. However, a clearer idea of the 
degree of overreporting will lead to an improved measure of the actual amounts 
given and produce donor estimates more concordant with those based on data for 
recipient organizations. 

Giving by Non-itemizers 

As mentioned above, this analysis relates to the non-itemized giving of families 
whose 1972 AGI was less than $30,000, and which accounts for all but a very small 
proportion of total non-itemized giving. All three investigators, Feldstein, Morgan, 
and Nelson, found that for families of comparable income level, the non-itemizers 
gave significantly less than did the itemizers, and this difference is reflected in each 
set of estimates. However, the techniques for imputing the giving of non-itemizers 
were unique in each case and produced wide differences in the estimates of total 
non-itemized giving. Each involved comparison of the behavior of itemizers with 
that of non-itemizers, and the methods and results varied with the approach used. 

Feldstein, individually and in collaboration with others, constructed a number of 
econometric behavioral models which relate giving to factors such as tax rate, 
income, age, and marital status. He estimated the equations using Treasury data for 
a cross-section of tax returns. The equations, thus derived, were used to predict the 
giving of non-itemizers. Drawing upon survey data on giving by both itemizers and 
non-itemizers, he found that the principal operational effect of non-itemization was 
a price effect. Non-ltemlzers give less because they pay an after-tax "price" of 100 
percent of the amount of their gifts. Itemizers, on the other hand, pay something 
less than 100 percent by virtue of the tax savings resulting from the deductibility of 
their gifts. He found some minor effect for itemization as such, apart from the price 
effect but regarded it as not statistically significant.^ 

Feldsteln's findings of the primacy of the importance of "price," as versus pure 
itemization, are consistent with the findings of an earlier household survey study 
made by Rolstacher and Morgan. There it was noted that "The effects of 
itemization seem to be mostly the effects of income [working through the right to 
itemize and the marginal tax rate and the ability to give] . . ."* In that study 
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Itemization is found to be incidental to homeownership, and homeownership to be 
a function of income and the interrelated variables of age, marital status, and family 
size. These, however, are also factors that directly (and strongly) influence giving 
behavior. Feldsteln's multiple regression equations also assign great importance to 
income and age and thus broadly corroborate these findings. 

Feldsteln's estimate of the giving of non-itemizers turns primarily on the 
measures of price elasticity produced by the econometric analysis. It turns most 
particularly on the elasticity measures for the below $30,000 income classes in 
those variants of his analysis In which separate elasticities are estimated for the 
several (four) income classes he specifies. He found that, in this income range, price 
elasticities were quite high (-2 to -3). As the price for non-itemizers (100 percent) is 
substantially higher than that for Itemizers (72 to 85 percent), he estimates that, all 
else the same, giving for non-ltemlzers is substantially lower than that for itemizers. 

The effect on the estimate of non-itemized giving is illustrated in the following 
tabulation which compares two of Feldsteln's estimates for the year 1970.^ 

Estimated Price Elasticity Estimated Total Giving (in biUions) 

$4,000 to $20,000 to AM Non-
$20,000 Income $50 ,000 Income Families I temizers 

-3 .67 -0.97 18.1 5.2 

-0.35 -0.85 19.2 6.3 

It is seen that the higher measure of price elasticity produced a lower estimate of 
total non-itemized contributions. The two estimates were based on different data 
sets, the first on the 1962 Treasury Tax File and the second on the 1970 Treasury 
Tax File. In each case it was specified that separate elasticities be estimated for each 
of four income classes, and divergent measures, particularly for the $4,000 to 
$20,000 income classes were found. Feldstein has more confidence in the higher 
price elasticity estimate for low-income givers yielded by the 1962 Treasury Tax 
File than for the lower elasticity estimate yielded by the 1970 File, stating that 
"these [1970] data are just not sufficiently rich to provide accurate information on 
both price and Income elasticities."^ 

In most of his simulations of the effect of tax changes on giving and in his 
preferred estimate of total giving, Feldstein returns to an earlier, less detailed 
model.^ This is one that assumes the same price elasticity for all income classes. 
While believing that the evidence of high price elasticity for low-income givers is 
"rea^nably consistent and clear," he encounters difficulty In sorting out price and 
income effects, particularly in the low-Income subgroups of his various data samples. 
He finds that "The dlsaggreglated results are generally much less accurate than the 
overall price elasticity. The low-income itemizers are an unrepresentable sample of 
low-income households."^ 

There is another source of uncertainty about the implications of Feldsteln's 
econometric findings for the response of low-income givers to proposed changes in 
the tax treatment and thus the "price" of their giving. This uncertainty arises 
because the analyses are based on cross-sectional data which, In essence, are a 
"stop-action" snapshot of families In a system of changing giving propensities, 
wholesale shifts in income classes and tax brackets, and unfinished adjustments to 
new equilibrium relationships. This is one element in the more general problem that 
arises in the use of cross-sectional data to predict behavioral changes: 

The changes [in giving resulting from changes in tax policies], computed 
from cross-section data pertaining to different individuals at a point in time, 
may approximate how individuals will respond to changes in tax policies 
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through time. However, it can be that responses to changed tax policies 
through time can be different from those predicted by a cross-section 
analysis.^ 

For the purpose of estimating the total giving in the period to which the 
cross-sectional data apply, the econometric equations are much less subject to 
qualification. For this purpose, the equations can be regarded as a system of 
structural relationships whose parameters provide the means for estimating total 
giving, particularly that of the non-itemizers for whose unreported giving the 
equations provide a multi-factor basis for imputation. Separation of the effect of 
specific factors is not as critical to the estimate. 

In presenting an estimate of the existing level of total giving as a reference for 
measuring the effects of tax changes, Feldstein uses the estimate based on the 
assumption of the same price elasticity for all income classes. The procedure is 
described as follows: 

In 1970 total giving on itemized returns was $13.0 billion. The remaining 
$4.3 billion is our estimate of the total giving by taxpayers who filed 
non-itemized returns (i.e. who used the standard deduction). This amount is 
estimated for each non-itemized return [using the multiple estimating 
equation] and aggregated with the appropriate weights.*^ 

The estimate of $17.3 billion for 1970 translates into one of $19.9 billion for 1972, 
as presented above in Table 1. This assumes a 15 percent growth in giving over the 
two-year period. 

The findings from household surveys reported by the Survey Research Center, 
like those of Feldstein, suggest that for families of comparable incomes, non-itemizers 
made significantly lower contributions than did Itemizers. This is summarized In 
Table 2 for families In the survey with 1973 incomes of less than $30,000, the 
Income range from which the bulk of non-itemized contributions originated. The 
differences described in Table 2 are of the same order of magnitude as those 
implied by Feldsteln's elasticities applied to the "price" (complement of tax rate) 
differences between itemizers and non-itemizers. 

Table 2 

Average Giving of Itemizers and Non-itemizers 
to IJOW- and Middle-Income Classes 

1973 

Average Giving Per Family Ratio: Non-itemizers 
Income Class Itemizers Non-itemizers to Itemizers 

Less than $ 4,000 $119 $ 6 9 0.58 
$ 4,000-$ 7,999 215 89 0.41 
$ 8,000-$ 9,999 314 117 0.37 
$10,000 - $14,999 407 201 0.49 
$15,000-$19,999 600 329 0.55 
$20,000 - $29,999 800 354 0.44 

Source: Morgan, Dye, and Hybels, "Results From Two National Surveys of Philanthropic 
Activity," Table 24. 

This examination of the two types of study illustrates the value of multiple 
research approaches. In both the econometric and household survey studies the 
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primary objective was the description of behavioral patterns and the analysis of the 
family characteristics that Influence giving. Estimation of total giving was a 
carefully qualified secondary product of the analysis. In the process, however, both 
types of study have given us a much clearer picture of the behavior of 
non-itemizers. In this way they have laid the groundwork for much improved 
estimates of total giving. The implication to be drawn from these studies is that 
non-itemized giving accounts for a much smaller part of total personal giving than 
many may have believed it to be. 

Whereas the Feldstein and Survey Research Center estimates are based on 
extrapolations of micro-economic data, that made by Nelson is based on data on 
aggregate giving and income. Nelson begins with aggregate itemized contributions as 
reported by the IRS. To this he adds an estimate of the total contributions of 
non-itemizers and non-filers. This estimate is arrived at by applying a specified 
giving percentage to the aggregate Adjusted Gross Income of everyone other than 
those itemizing contributions. 

The percentage chosen to apply to the income of non-itemizers and non-filers is 
critical to the estimate. Nelson adopted the percentage estimated by C. Harry Kahn 
as presented in his study, Personal Deductions In The Federal Income Tax. Kahn 
based his estimate on an analysis of changes in contributions percentages across 
years when changes were made in the standard deduction. Kahn's latest estimate (his 
series ended in 1954) reflected the 1948 liberalization of the standard deduction 
and resulted in an upward revision in the earlier percentages applied to 
non-ltemlzers and non-filers. 

No broad changes were made in the standard deduction from 1954, the final 
year in Kahn's series, through 1970. Accordingly, Nelson applied an unchanging 
percentage rate to his estimates of the aggregate AGI of everyone other than itemizers 
over the 1960 to 1970 period, and in his original (January 1975) report, through 
1972. The assumption of an unchanging percentage giving rate for non-itemizers is 
open to question. However, a number of offsetting trends were observed, which led 
to the belief that the constant percentage assumption would yield tolerably accurate 
estimates of non-itemized giving.^ * 

For the reference year 1972, however, the assumption of unchanging giving 
percentage became much less tenable. Itemized and non-itemized giving in that year 
reflected the broad liberalization of the standard deduction contained in the Tax 
Reform Act of 1969. After more than two decades of unbroken increase, the 
number of returns containing itemized contributions fell sharply in 1972. This 
development was explicitly Included in a recent upward revision of the estimate for 
1972,^^ and drew upon information provided by the Feldstein and Survey Research 
Center studies. Both studies suggested that the giving rate for the "new" non-itemizers 
(that is, itemizers in 1970, non-itemizers in 1972) was higher than that for the "o ld " 
non-itemizers (that is, non-itemizers in 1970 and 1972). 

The effect of this revision was to increase the 1972 estimate of total personal 
giving from $18.4 billion to $19,8 billion, or by 7.6 percent. The original giving 
percentage applied to total "non-itemized" AGI was 1,44 percent; the revised rate 
was 1,84 percent. Both estimates use the "contributions deduction on income tax 
return" definition of personal giving and so may be directly comparable to the 
estimates contained in the other two kinds of studies. 

Giving by Upper-Income Families 

The second component of the estimate to be examined is the giving of 
upper-income families, those having 1972 pre-tax incomes of $30,000 or more. One 
of the more generous estimates (Survey Research Center "Best Aggregate Estimate") 
credits upper-income givers with 29 percent of the total 1973 personal giving, or 
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$7.4 billion of $25,7 billion. One of the less generous estimates (Feldstein, Separate 
Elasticities for four income classes, 1962 IRS data) credits upper-income givers with 
about 15 percent of total 1970 personal giving, or approximately $2.8 billion of 
$18,1 billion. 

Illustrative of the problem encountered in estimating the contributions of 
upper-income givers is the effort by the Survey Research Center to expand its 
sample survey findings to an estimate for the total population. In its first attempt, 
it expanded its survey results with no adjustments for either the overreporting of 
contributions or the underreporting of income. It estimated a total of $13.8 billion 
of giving by families reporting income of $30,000 or more, 39 percent of total 
estimated giving of $35.1 billion for all income groups. 

It found that the income data in one of the two samples used in the survey was 
not reliable for reported incomes under $50,000 because of "pervasive under­
reporting of income." This produced a misleadingly high percentage of giving to 
income. When this was expanded by the proportion of such apparent income 
recipients in the population, the result was a major overestimation of total giving. 
With the removal of the unreliable (Census) sample of reported incomes under 
$50,000 from the estimating process, total estimated giving declined from $35.1 to 
$32.4 billion, of which $12.6 billion, or 39 percent, came from incomes of $30,000 
or more. 

The next adjustment took account of the discrepancy between a family's giving 
as reported to the survey taker and that reported on Its Income tax return 
("amount deducted"). This adjustment applied to those respondents for whom both 
amounts were available and where the amount deducted on their income tax returns 
was different from, and usually lower than, the amount reported to the survey 
taker. The adjustment thus takes partial account of this particular kind of overstate­
ment though it retains any overstatement present in the income tax deduction. The 
adjustment reduces total estimated giving from $32.4 to $29.3 billion in the 
estimates with the aforementioned correction for income overreporting.^^ Even 
with the adjustments, however, incomes over $30,000 account for $11 billion or 37 
percent of the total.* * 

One final adjustment was made because the earlier procedures "In retrospect 
overestimated the numbers [of households] in the income groups over $50,000."^^ 
If actual numbers of tax returns over $50,000 are u^d, Instead of the original 
blown-up numbers, total giving is estimated at $25,7 billion, down from $29,3 
billion. Giving by families having $30,000 or more in 1973 income totals $7.4 
billion, down from $11 billion, and accounts for 29 percent of the total, down 
from 37 percent. 

Although the estimated giving of families having income of $30,000 or more was 
reduced from $13,8 to $7,4 billion, it is probably still too high. It will be recalled 
that this $7,4 billion of 1973 giving was roughly twice the $3.76 billion In 1972 
giving reported by the IRS for families with incomes of $30,000 or more. After 
allowing for a 9 percent growth from 1972 to 1973, the discrepancy still exceeds 
$3 billion. 

In summary, the Survey Research Center's "Best Final Estimate" of $25.7 billion 
for 1973 probably still reflects some underreporting of income and overreporting of 
contributions, both biases leading to an overestimation of total giving. Having been 
reduced by $9.4 billion from the first estimate, probably an additional $2 billion to 
$3 billion of " fat" remains to be rendered were it possible to carry to completion the 
above-described refinements. If so, the 1972 "perfect" estimate, allowing for 9 per­
cent growth from 1972 to 1973, would then be In the range of $20.8 to $21.7 
billion. This would be reasonably comparable to Feldsteln's preferred estimate of 
$19.9 billion and to Nelson's revised estimate of $19.8 billion. 
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Overreporting of Contributions 

The third component to be examined is the matter of overreporting. In the 
reconciliation presented above, all estimates have been either based on or related to 
the statistics of personal giving as developed by the IRS in its tabulations of 
individual income tax returns. Lacking direct evidence on the focus and degree of 
overreporting, no attempt was made by either Feldstein or the Survey Research 
Center to adjust their contributions data for this practice. Nelson, in his original 
report, presented estimates that made explicit adjustment for a combination of 
overreporting and legally deductible out-of-pocket donor expenses (travel to 
meetings, phone calls, and so forth) not recorded as contributions by donees. Up to 
this point in the present reconciliation, this adjustment was not made, the objective 
being to make the Nelson estimates comparable in definition to the other two 
estimates. 

The Nelson "correction" involved a downward adjustment of tax return giving 
data of 14 percent. This was applied uniformly to all Income classes and all years.^^ 
The adjustment was based primarily upon a direct comparison of the "same" gifts 
as reported on donor tax returns and by recipient organizations made by Dr. 
Kenneth G. Lutterman for the year 1959.*^ Which part of the 14 percent 
represents legally deductible expenses incurred in voluntary philanthropic activity 
and which part represents overreporting is problematical. Efforts to try to measure 
it more precisely would probably flounder for lack of hard evidence. 

In view of these problems no attempt has been made to develop a precise 
estimate of the amount of overreporting present in the tax return data on giving. 
Accordingly, the discussion presented in this section must necessarily be tentative, 
with possibly relevant indirect evidence presented to suggest something about 
patterns and incentives. 

Though indirect and conditional, the evidence is not inconsistent with the 
hypothesis that overreporting may well be sufficiently common and large enough as 
to have a measurable effect on estimates of total giving. For purposes of illustration, 
this analysis will concentrate on possible overreporting by taxpayers in the $10,000 
to $30,000 income range. This is the income range from which more than half of 
Itemized contributions come, as well as roughly one third of non-itemized 
contributions. If significant, overreporting in this income range could have a 
material effect on estimated total giving, first through the direct tax return data on 
Itemized contributions and, then, by extrapolation of these data to the estimate for 
non-itemizers. 

The incentive to overreport contributions may be reasonably strong for taxpayers 
in these income classes. Facing marginal federal tax rates of from 19 to 36 percent, 
as well as state income taxes in many cases, these are the Income groups in which, 
to use the words of the Survey Research Center report, "the ability to Itemize is 
borderline, changing, and probably influential."^ ̂  

While it would be hard to document, the use of professionals in the preparation 
of Income tax returns may lead to some overreporting of contributions. Indeed, one 
of the possible benefits to the taxpayer from such help is advice on the amounts of 
deductions not likely to be questioned by the IRS. The Survey Research Center 
found that most (almost three in five) of the households in these income classes 
used paid professslonals in the preparation of their income tax returns, with 
accountants and tax services accounting for most of the income tax assistances. (See 
Table 3.) 

The risks of overreporting to taxpayers in these income classes may not be great. 
The probability of an IRS audit is likely to be small, and the additional tax and 
penalties. If part of the contributions deduction were disallowed, would not be 
severe. The revenue gain to the IRS would be modest, possibly not covering the 
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Table 3 

Income Tax Help Received, By Income 
(percent of income class) 

Income 

$0-999 

$10,000-
19,999 

$20,000-
29,999 

$30,000-
49,999 

$50,000-
99,999 

$100,000-
199,999 

$200,000-
499,999 

$500,000-
or more 

All 

No 
Help 

53% 

36 

38 

34 

27 

7 

0 

0 

44 

Got Help 
Paid Free 

35% 

57 

58 

63 

69 

93 

100 

100 

46 

12% 

7 

4 

3 

4 

0 

0 

0 

10 

Accoun­
tant 

15% 

25 

35 

45 

60 

69 

100 

100 

21 

Typ 

Lawyer 

4% 

5 

3 

6 

7 

18 

0 

0 

5 

e of Help 

Tax 
Services 

19% 

28 

20 

13 

5 

0 

0 

0 

22 

IRS 

2% 

1 

0 

0 

0 

0 

0 

0 

1 

Friends 
Relative, 
Other 

9% 

5 

3 

1 

1 

0 

0 

0 

7 

Source: Morgan, Dye, and Hybels, "Results from Two National Surveys of Philanthropic 
Activity," Table 16. 

cost of the audit, given the typical size of itemized contributions in these income 
classes. In 1970, for example, itemized contributions averaged $315 in the 
$10,000-to-$15,000 AGI class, $415 in the $15,000-to-$20,000 AGI class, $557 in the 
$20,000-to-$25,000 class, $699 in the $25,000-to-$30,000 class. Disallowance of, 
say, 10 to 20 percent of these osntributions at marginal tax rates of 19 to 36 
percent would yield only modest additional revenues to the IRS. 

A tax incentive to itemize, as distinct from the incentive to give, may be one 
interpretation of the responses of households to the questionnaire survey conducted 
by the Survey Research Center. Of the 253 people In the survey who had started to 
Itemize in the past 5 years, only 21 (8 percent) said that it had had any effect on 
their giving. Of the 137 who had stopped itemizing, only 10 (7 percent) said that 
this had had any effect on giving. Yet as shown above in Table 2, there were large 
differences in reported giving between the itemizers and non-itemizers in the survey. 
How much of the differences reflects a underestimation of their behavioral response 
to tax Incentives and how much an exa^eration of their contributions it is not 
possible to know. However, the findings, taken together, are not inconsistent with 
the assumption of at least some exaggeration. 

The efforts of the Survey Research Center to adjust for overreporting of 
contributions in its refinement of the estimate of overall personal giving have been 
mentioned above. There the problem was one of memory bias, that is, the incorrect 
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recall of amounts given to various charities. The bias is apparently common when 
detailed questioning of respondents is Involved, and it is in the direction of net 
overreporting.'^ The procedure used by the Survey Research Center to correct for 
this bias was to substitute the respondents' Income tax charitable deduction, if 
available, for the total gifts reported to the survey taker, the latter being "often 
somewhat larger." 

On the assumption that some of the same kind of memory bias may be present 
in the contributions figures reported on income tax returns, the Survey Research 
Center's correction is reexamined in more detail here. In the aggregate, the 
correction reduced the estimate of total giving by about 9 percent (see above). The 
correction for the $10,000-to-$30,000 Income classes is summarized in Table 4. 
Here It is seen that the bias was much more pronounced in the $20,000-to-$30,000 
income class than in the $10,000-to-$20,000 class, however this in part may be 
statistical, a reflection of sampling variation. Overall, the correction averages out to 
about 9 to 11 percent, about the same as the correction made for the aggregate 
total. 

Table 4 

Survey Research Center's Adjustments for Overreporting of Giving, 
Two Income Distributions, $10,000-to-$30,000 Income Classes 

1973a 

Original Income Distribution Revised Income Distribution 
Average Gift: Awrage Gift: 
Total Adjusted for Percent Total Adjusted for Percent 

Income Class Reported Overreporting Change Reported Overreporting Change 

$10,000-$19,999 422 408 - 3.3 378 365 - 3.4 

$20,000-$29,999 849 720 -15.2 830 672 -19.0 

a. Includes both itemizers and non-itemizers. 
b. Morgan, Dye, Hybels, "Results From Two National Surveys," Tables A-II-1 and A-II-6. 
c. Ibid., Tables A-II-4 and A-II-5. 

Though indirect and suggestive, the available evidence points to the probable 
existence of moderate overreporting of contributions on tax returns. The amount of 
overreporting is not capable of any degree of precise measurement, nor is the 
balance between unconscious and conscious exaggeration. However, the degree of 
overreporting is probably large enough to warrant an adjustment in the estimates of 
total giving based on tax return data, though any specific adjustment must presently 
be based on a subjective evaluation. The author feels that a 5 to 7 percent 
adjustment would not be Inappropriate; if anything it might err on the side of 
understatement. 

Conclusion 

A 5 to 7 percent adjustment for overreporting has been applied to the 
"preferred" estimates made by Feldstein, Morgan, and Nelson, as these were 
reconciled, revised, and presented on pages 1508 above. Thus corrected, the estimates 
probably represent the most defensible available range of estimates of the number 
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of "true" philanthropic dollars coming from living donors in 1972. The range so 
computed is from $18.4 billion to $20,6 billion. 

This examination of the several studies of personal giving has demonstrated 
several things. First, it has shown that much of the apparent disagreement among 
estimates of total personal giving results from differences in time period, definition, 
and stage of refinement. Second, it has illustrated how the variety of comparative 
descriptions and analyses could be used to provide better measures of aggregate 
giving. This has been particularly true in using comparisons of itemizers and 
non-itemizers to estimate non-itemized giving, the major "unknown quantity" in the 
aggregate. Third, analysis of progressive refinements in the estimate provided a more 
precise notion of the amount of giving by upper-Income families, a finding of 
particular importance to certain groups of donees. Fourth, the rich detail of the 
household survey study yielded a number of patterns su^estlve of the probable 
degree of net underreporting in the contributions data. This provided the basis for 
better Informed, though still subjective, correction of the estimate. 
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EVALUATION OF ECONOMETRIC RESEARCH ON THE 
INCOME TAX AND CHARITABLE GIVING 

Arnold Zellner' 

This paper was written in response to a request from the Commission on 
Private Philanthropy and Public Needs for an evaluation of the econometric 
study measuring price and income elasticities of charitable giving by Individuals 
prepared for the Commission by Professor l^artln S. Feldstein and his associates. 

Does the Feldstein Study Represent the Current 
State of Econometric Skills? 

The analyses performed by Professor Feldstein and his associates employ standard 
econometric and statistical techniques in a knowledgeable fashion. The methods 
employed appear to be thoroughly understood by the investigators and the results of 
their applications are clearly and accurately presented. The methods employed Include 
statistical estimation and testing procedures. Their statistical estimation procedure, 
classical least squares, Is a standard and widely used method in econometrics and 
statistics that is regarded as yielding very satisfactory results when applied correctly. 
Similarly, the procedures employed to construct confidence intervals for and test 
hypotheses about the values of income and price elasticities are standard econometric 
and statistical procedures that are generally regarded to yield satisfactory results when 
applied correctly. Thus, the major statistical methods employed by Professor Feldstein 
and his associates are widely used and accepted methods. 

As regards the economic principles underlying the analyses of charitable giving, 
most econometriclans and others would agree with Professor Feldstein and his 
associates that an individual's income and the price of charitable giving are Important 
factors that affect the amount that an Individual gives to charity. Most would also 
agree that certain other characteristics of individuals might be related to the amount 
that is given to charity, for example an individual's age, wealth, and his marital status. 
Variables such as Income, price, wealth, age, and marital status have been employed in 
many previous studies similar to the one under consideration. Thus with regard to the 
problem of choosing appropriate variables to include in their analyses, Professor 
Feldstein and his associates have utilized an approach that has been used in many 
other econometric studies. Further work to show explicitly that standard economic 
theory also justifies the use of just the variables employed in the analyses would be 
worthwhile and is usually regarded to be a standard operational procedure in good 
econometric work. It is probably the case that standard economic theory can justify 
the use of the variables employed in Professor Feldsteln's empirical analyses and this 
should be made explicit in the final report. 

Professor Feldstein and his associates have used their empirical relationship for 
charitable giving to predict what might happen to the amount of charitable giving if 
the tax treatment of charitable contributions were changed. In the research papers the 
results of such calculations were reported. Since these calculations are of great 
importance, it is critical that they be performed and reported in the best possible 
manner. Two points are particularly relevant here. First, any calculated predictions 
should be accompanied by measures showing how reliable the predictions are. 
Standard methods are available that provide such measures, technically called 

' H.G.B, Alexander Professor of Economics and Statistics, Graduate School of Business, University 
of Ch icago. 
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"prediction Intervals." Prediction intervals indicate quantitatively the margin of 
uncertainty associated with a prediction, and their calculation would provide readers 
with extremely valuable information about the precision of the predictions. These 
prediction precision measures should be calculated for changes in the total giving of 
various groups of givers. Second, it appears that Professor Feldstein and his associates 
have used their empirical relationships to predict the/o^ur/f/?/?? o f ĉ <7r/f<7i?/e /̂V//?g for 
each individual and from this prediction have obtained the prediction of actual giving. 
It would be desirable to take account of the logarithmic nature of their model and use 
methods In the literature to calculate better predictions for charitable giving. 
Technically, this is the problem of getting good predictions for a variable, here 
charitable giving, that Is related to other variables in a "log-normal" regression. Thus, 
to be consistent with the current state of econometric practice, it is necessary for 
Professor Feldstein and his associates to take account of the logarithmic nature of his 
relationship for charitable contributions in calculating predictions and to calculate 
measures of precision to accompany his calculated predictions. 

Are Appropriate Econometric Techniques Employed? 

The main objectives of Professor Feldsteln's econometric analyses appear to be 
determination of the form of the mathematical relationship or equation relating 
charitable giving to other variables such as Income, price of charitable giving, and so 
forth, and determination of the sensitivity of charitable giving to changes in income 
and in the price of charitable giving. Since the price of charitable giving is 
approximately equal to 1-m, where m is an individual's marginal tax, determining the 
form of the relationship connecting charitable giving, the price of charitable giving, 
and other variables will provide an important link between tax policy with respect to 
charitable contributions that are tax deductible and the amount of such charitable 
contributions that an Individual makes. 

In efforts to find an appropriate form for the aforementioned mathematical 
relationship or equation, hereafter referred to as the Equation for Charitable Giving 
(ECG), Professor Feldstein and his associates follow usual econometric practice in 
formulating a tentative form for the ECG. They then proceed to use the data on 
charitable giving and other variables to try to determine whether or not the tentative 
form for the ECG is supported by the information in the data. In checking whether 
the postulated form of the ECG is supported by the evidence in the data, they pursued 
the desirable practice of using not just one sample of data but several samples of data. 
In addition, they checked the postulated form for the ECG using changes In charitable 
giving and other variables from 1962 to 1970. Further, in response to suggestions 
made by Dr. Joseph Pechman, they investigated the possibility that the ECG might be 
different for low. Intermediate, and high income groups of individuals and indeed they 
did find such differences. Last, they devoted some attention to a form of the ECG 
suggested by Professor John Brittain that allows for different responses to a given 
proportionate change in the price of charitable giving at different income levels. Also, 
they experimented with different concepts of income and other formulations of the 
ECG that permitted different price responses for individuals at different income or 
wealth levels. 

The analyses described in the previous paragraph entailed a considerable amount of 
work that has yielded Interesting approximations to the form of the ECG that exhibit 
sensitivity of charitable giving to changes in income and the price of charitable giving. 
With respect to the econometric and statistical techniques employed In these analyses. 
Professor Feldstein and his associates have employed statistical testing procedures to 
determine an appropriate form for the ECG. With respect to these procedures, the 
following points are relevant: 
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1. It is usual practice to analyze the deviations of individuals' actual charitable 
contributions from those predicted by a tentatively entertained ECG. These deviations 
or "residuals" will tend to be large and exhibit systematic patterns if the ECG has been 
incorrectly formulated. If study of the deviations or residuals reveals no such patterns, 
this finding should be reported. On the other hand, existence of systematic patterns 
may indicate that the ECG has been incorrectly formulated. Further, the residuals 
should be analyzed to determine whether their dispersion is approximately the same 
for different income classes since the validity of many of the tests applied in the 
research reports depends on their being approximately the same. In summary, 
additional work to provide this and other results of "residual analysis" to check the 
adequacy of the form of the ECG and the assumptions underlying testing procedures 
would be very desirable and would be regarded as good econometric and statistical 
practice. 

2. The simulated "Distributional Effects of Eliminating the Charitable Deduction, 
1970," reported in Table 5 of the paper, "The Income Tax and Charitable 
Contributions: Estimates and Simulations with the Treasury Tax Files," by Martin 
Feldstein and Amy Taylor, are based on their equation (2,4), This equation 
incorporates the assumption that the price elasticity of charitable giving is the same at 
all Income levels (equal to -1,285). Since the evidence supporting this assumption is 
very weak, additional calculations are needed to appraise the sensitivity of tiie results 
to the indicated possible variation of the price elasticity at different income levels. 
Also, in all of these calculations, the figures in column (4), Gj, should be accompanied 
by a measure of precision (a prediction interval). Further, the numbers in columns (2) 
and (3) and (2) and (4) should be multiplied together to yield totals and the predicted 
totals should be accompanied by measures of precision. Similarly, the figures in 
column (5) that are predictions should be accompanied by a measure of precision. 

3. The suggested elaboration of the form of the ECG proposed by Professor John 
Brittain is a rather standard form that should be Investigated further. It and variants of 
it appear to offer more hope of getting a satisfactory form for the ECG than do the 
"restricted" variants investigated by Professor Feldstein and his associates. 

4. In the paper, "Tax Incentives and Charitable Contributions in the United States: 
A Microeconometric Analysis," by Martin Feldstein and Charles Clotfelter, the results 
of additional simulations, all based on the assumptions that the income elasticity is 
0.87 at all levels of Income and that the price elasticity is -1.15 at all levels of income, 
are presented. The assumptions that the elasticities do not vary with income have not 
been thoroughly Investigated and thus the simulation results reported in Tables 4 and 
5 should be treated cautiously. An example of the procedure for testing that the price 
elasticity does not vary with income is given in connection with equation (11). In 
equation (11), the price elasticities at different income levels are not very precisely 
determined. For example at the lowest income level, the estimate is -2.07 with a 
standard error of 0.80. The number 0.80 indicates that the measured price elasticity 
of -2.07 Is not very precise. In fact, the true price elasticity is with probability .95 
somewhere between about-.5 to -3.7, given that the equation is properly formulated. 
Similarly, the other price elasticities in this equation have not been determined very 
precisely. Indeed the main conclusion here should be that the elasticities are not very 
precisely determined. It is not clear why the authors concentrate attention on testing 
that the price elasticities are the same.̂  They should explain why they emphasize this 
hypothesis in their work. Further, the assumption that the income elasticity is the 
same for all income levels that is built into equation (11) should be examined more 
closely. Its Invalidity could affect the determination of the price elasticities.^ In 
summary, it is good practice to explain why attention is focused on a particular 
hypothesis, here equality of price elasticities at different income levels, and to consider 
other alternative hypotheses that are of Interest. Then It would be desirable to explain 
how powerful the testing procedure is in discriminating between or among relevant 
alternative hypotheses. 
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5. More attention should be given to the possibility that similar results can be 
obtained with different data sets because the effects of errors in formulating the ECG 
are approximately the same in different data sets. Residual analysis, suggested above, 
would be relevant for checking this point 

Have the Data Bases Been Used Appropriately? 

As far as I can determine, Professor Feldstein and his associates have been careful 
and thoughtful in their use of the data bases that they employ. They have provided 
useful discussion of measurement problems and have corrected another researcher's 
earlier work In which variables were measured incorrectly. They have paid particular 
attention to the problem of zero reporting of charitable contributions and the extent 
to which Itemizers differ from non-itemizers in their charitable contributions. In 
addition, they have constructed interesting and useful alternative measures of Income 
to test the sensitivity of their results to use of alternative income concepts. Finally, 
their use of not just one but several data bases in an effort to show that their results 
hold generally Is extremely Important and very good econometric practice. 

Are the Limitations of Econometrics Generally 
and the Specific Methodology Employed 

Discussed Adequately? 

Professor Feldstein and his associates provide very little discussion of these 
limitations, probably because they have assumed that sophisticated readers would be 
familiar with the general limitations of econometrics generally and the specific 
methodology that they employed. In my opinion, it would be desirable to provide a 
short general discussion of such limitations in the report. Some of the issues that might 
be discussed include (1) the differences between use of data generated by controlled 
experiments and the non-experimental data that were employed In the analyses to 
determine the form of the ECG; (2) the adequacy of cross-section data, that Is data 
relating to different Individuals at a point in time, for determining how any one 
individual would respond in his charitable giving to changes in Income and the price of 
charitable giving at different points in time; and (3) possible "systems responses" to 
changes in tax policies affecting charitable giving. Regarding the last point, 
consideration should be given to possible adjustments of public and private charities to 
changes in tax policy. 

As stated in the previous paragraph, It is my impression that Professor Feldstein and 
his as«>ciates have an awareness and good understanding of the possible limitations of 
their approach and of econometrics generally and thus It should not be difficult for 
them to provide the necessary qualifications. 

Are the Conclusions Reached justified? 

One of the major conclusions of Professor Feldsteln's analyses Is that the price of 
charitable giving and income are important determinants of the amount of an 
individual's reported charitable contributions. He and his associates have presented 
extensive calculations supporting this conclusion and in this regard they have made a 
very significant contribution. 
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In his paper with Amy Taylor, Professor Feldstein concludes that "Al l three sets of 
estimates agree in placing the key price elasticity between -1,0 and -1,5. This value 
implies that the current deductibility of charitable gifts is a very efficient incentive, 
yielding more in additional gifts than the Treasury foregoes in potential revenue." In 
his simulations, reported in another of his papers, he employed a value for this price 
elasticity equal to -1.15 for all individuals in attempting to appraise the possible 
effects of various tax changes on average contributions by income classes extending 
from the lowest $0-5,000 per annum to the highest, $100,000 per annum and over. 
These quantitative predictions depend critically on, among other things, the particular 
value assigned to the price elasticity. The following points are particularly important in 
appraising the conclusion presented above and the results of the simulation 
calculations. 

1. If the price elasticity were -1.15 for everyone or were within the range -1.0 to 
-1.5 for everyone, then indeed holding all else constant, the conclusion cited above, 
that "this value Implies that current deductibility of charitable gifts is a very efficient 
Incentive, yielding more in additional gifts than the Treasury foregoes in potential 
revenue," would be valid. Note that assuming the same price elasticity for everyone 
does not imply the same elasticity of charitable giving with respect to the marginal 
in(x>me tax rate. For example, a 25 percent increase In the marginal tax rate from 0.20 
to 0.25 Implies just a 6.25 percent decrease in the price of giving from 1-,20 = .80 to 
l-,25 = .75. The fact that a given percentage change in the price of charitable giving is 
not the same as the corresponding percentage change in the marginal tax rate means 
that the absolute price elasticity is not equal to the elasticity of charitable giving with 
respect to changes in the marginal tax rate. In fact, with marginal tax rates rising with 
income, a price elasticity that is constant for all income levels mathematically implies a 
greater sensitivity of high-income givers to marginal tax rate changes than of 
low-income givers,^ Given that many readers may think in terms of the sensitivity of 
charitable giving to marginal tax rate changes, it would be worthwhile to emphasize 
that a constant price elasticity does not imply a constant elasticity with respect to the 
marginal tax rate. In fact, it implies a greater response of high-income taxpayers to a 
given proportionate change in their marginal tax rate than of low-income taxpayers to 
the same proportionate change in their marginal tax rate, 

2. While Professor Feldstein indicates a fairly large margin of uncertainty for his 
estimate of the price elasticity -1.0 to -1.5, this margin of uncertainty is probably not 
broad enough to reflect all uncertainties, particularly for low-Income individuals. While 
each low-income individual does not contribute a great deal to charity, there are a 
large number of low-Income givers and thus the group's total contribution is 
substantial. Given the evidence presented, it seems unwarranted to assume that the 
price elasticity for low-income individuals Is equal to -1.15 as assumed in the 
simulations. Simply put, the price elasticities for different income groups have not 
been determined very precisely. For example, In Table 3 of the Feldstein-Taylor paper, 
the 1970 data give a price elasticity estimate of-0.35 with a standard error of 0,52 for 
the $4,000-20,000 income group while the 1962 data provide an estimate equal to 
- 3.67 with a standard error of 0.45. These point estimates of -0.35 and -3.67 differ 
by about a factor of 10 and have very different policy implications. More work is 
needed to understand the sources of such variation in the estimates before they can be 
used confidently for serious policy simulations. Simulations based on various assumed 
values of the price elasticities for different income groups would be useful for 
determining the practical importance of the differences. Also more calculations to 
improve the form of the equation for charitable giving would be desirable. 

3. The estimated price elasticity of charitable giving, - 1.0 to-1.5, relates to all 
types of charitable giving. If the mix of types of charitable giving varies with income 
level and if different kinds of charitable giving have different price and Income 
elasticities, the aggregate estimate of -1.0 to -1.5 is a very complicated average of the 
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underlying different price and income elasticities. This point deserves attention and 
analysis in order to obtain a better appreciation of the aggregate estimate, -1.0 to 
-1.5. 

4. In Table 3 of the Feldstein-Taylor paper, there is some indication that the 
income elasticity of charitable giving Increases with the level of income. This point 
deserves further study and provides a basis for being cautious about the results of 
simulations based on the assumption that the income elasticity is the same, and less 
than one, for individuals at widely different income levels. The aggregation effects 
mentioned in (3) above deserve consideration here too. Also, with respect to the 
calculations performed using current income and/or proxies for permanent Income and 
wealth, the income elasticities of charitable giving with respect to "permanent" and 
"transitory" components of Income should be set forth explicitly and discussed. This 
is important since changes in charitable giving may depend critically on whether an 
income change is viewed as being a temporary or a permanent change, 

5. In connection with the calculations purporting to show the effects of changes In 
tax policies on the volume of charitable giving, more attention should be given to 
explaining exactly what "background" assumptions are being made in the simulations. 
The changes, computed from cross-section data pertaining to different individuals at a 
point in time, may approximate how individuals will respond to changes In tax policies 
through time. However, it can be that responses to changed tax policies through time 
can be different from those predicted by a cross-section analysis. Explicit discussion of 
this point would be helpful for readers to obtain a fuller understanding of the results 
of the simulation analyses. 

In summary, Professor Feldstein and his associates have provided much that is 
valuable In understanding the quantitative determinants of charitable giving. That all 
findings are not as precise or as final as one would like is a usual state of affairs in 
many important investigations, for example the relationship between smoking and 
cancer incidence. I congratulate Professor Feldstein and his associates for their 
successful efforts in reducing the range of uncertainty about the relationship of 
charitable giving and its determinants. 

Footnotes 

1. The description of their test below equation (11) is not accurate. 

2. In Table 3 of the paper by Feldstein and Taylor, it is seen that the income elasticity for 1962 
has a value of .53 (s.e. 0.07) for the Income class 4-20 thousand and rises substantially with 
income. For 1970, there is also a rise in the income elasticity with income. 

/ -dm\ 
3. Specifically, if logG = -'y log(l-m), where-7is the price elasticity, we have dG/G =-TI ) 

M-m ' 
-7m dm . 7m 

and thus the elasticity of charitable giving, G, with respect to m is 1-m m 1-m 
m 

Note that the value of the factor rises with m from a value of 0 for m=0 as the fol­

lowing table indicates: 

m: 0 .1 .2 .3 .4 .5 .6 .7 .8 .9 
m 

: 0 .11 ,25 ,43 .67 1.0 1.5 2,3 4,0 9.0 
1-m 



CHARITABLE CONTRIBUTIONS UNDER THE FEDERAL 
INDIVIDUAL INCOME TAX: ALTERNATIVE POLICY OPTIONS 

George F. Break ' 

Introduction 

This paper discusses the most frequently suggested ways of changing the 
treatment of charitable contributions under the federal Individual income tax. 
Arguments for and against each policy option are presented and analyzed, and 
quantitative estimates of both the aggregate revenue impact of the various alterna­
tives and the changes they could be expected to make in the level of charitable 
giving are given. The distribution of these tax and giving changes by taxpayer 
Income classes is also shown, and the impact of the changes in giving on different 
kinds of philanthropic institutions is summarized. 

Two different sets of quantitative estimates are used. The first was provided by 
the Office of Tax Analysis, U.S, Treasury Department, and employs the 1970 
Treasury Tax File updated to 1974. These estimates show the direct Impact on 
Treasury revenues of a given tax policy change but do not incorporate any indirect 
revenue effects created by induced changes in charitable giving. For some policy 
options, such as elimination of the charitable deduction, this is no problem since 
there would be no Indirect revenue effects, while for others the indirect effects, 
though present, would be relatively unimportant. In still other cases, however, the 
indirect effects would matter, and for them one needs a simulation model 
incorporating both the effects of stipulated tax changes on the amount of money 
given to charity by taxpayers at different Income levels and the feedback effects on 
Treasury revenues of those adjustments in giving. Comprehensive estimates of this 
kind have been prepared by Martin Feldstein and his associates, using the 1970 
Treasury Tax File, and these provide the data for most of the tables given below.^ 

The Feldstein studies provide a wealth of empirical information about the 
potential reactions of private donors to changes in the tax treatment of charitable 
contributions. In particular, they show high sensitivities on the part of such donors 
to changes not only in their disposable incomes but also in the terms on which their 
dollars can be given away. Under present law, a one dollar cash contribution costs 
taxpayers using the standard deduction one full dollar, whereas it costs those who 
itemize their deductions anywhere from $0.86 to $0.30, This price of giving, as 
economists call it, is even lower for high-income taxpayers giving appreciated 
property directly to charity, since the capital gains that have accrued on such assets 
are not under jjresent law subject to Income tax. That such tax-created variations in 
the price of giving could have important effects on the amount of giving has long 
been recognized, but early empirical studies implied that donors were highly 
insensitive to such price variations. This in turn suggested that the tax treatment of 
charitable contributions could be changed In various ways without causing much 
change in the behavior of donors. Whatever complacency may have been created by 
such beliefs, however, has now been shattered by the Feldstein studies. 

The significance of the Feldstein findings — and it should be stressed that they 
have been derived by the use of much better data and the application of more 
precise and sophisticated econometric techniques than previous studies — may be 
seen by considering the benchmark case of a price elasticity of giving exactly equal 
to unity (-1.0), In technical terms, this means that a 10 percent increase in the 
price of giving would cause donors to reduce their giving by exactly 10 percent In 
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tax terms, it means that donors can always be expected to give the same amount of 
their own money to charities and simply add to those sums whatever help the 
Treasury offers them through the tax laws. When a 60 percent tax bracket donor 
gives $100 to charity now, the net cost (or price) to him is only $40 since his $100 
charitable deduction reduces his federal tax liabilities by $60. If that deduction 
were eliminated and if his price elasticity of giving were unity, however, he would, 
according to this assumption, give only $40 to charity. The donee institution would 
therefore lose the $60 that the Treasury gained from the change in the tax law. 
Clearly, that kind of taxpayer reaction has to be taken seriously by policy makers. 
But even greater Impacts on charities are possible. The Feldstein studies mostly 
produce price elasticities greater than unity, implying that a taxpayer might well 
respond to the loss of his charitable deduction by reducing his gift by more than 
the increase In his tax liabilities. In the example just used, the $100 contribution 
might be reduced to $30. Thus the charity would lose more ($70) than the 
Treasury would gain from the tax change ($60), and the taxpayer would end up 
with more disposable income than he had before. Tax increases on the rich that 
actually Increase their disposable incomes are not easy to conceive of, but 
elimination of the charitable deduction might well be such an anomaly. 

Not everyone, of course, will be willing to accept the high price elasticities of 
giving produced by the Feldstein studies. Nevertheless, they are the best estimates 
available, and they are accordingly used to compare the quantitative effects of the 
different policy options discussed in this paper. Specifically, all of the changes 
shown in both aggregate giving and the amounts given by taxpayers in different 
income classes are based on a price elasticity of giving of -1.285 and an income 
elasticity of giving of 0,702, which are the preferred Feldstein values. It is believed 
that the resulting quantitative estimates may be used by policy makers with a high 
degree of confidence. Actual results might differ from those predicted by these 
estimates, but the differences are not likely to be great enough to change the 
general picture significantly. Somewhat less reliable than these aggregate forecasts are 
the more specific ones showing how different kinds of charitable institutions would 
be affected. This is because the Feldstein estimates of these effects are, of necessity, 
based on less comprehensive data. 

Potential changes in the income tax treatment of charitable contributions are here 
divided into nine major policy options and are discussed in Chapter 1, Chapter II deals 
with two mixed options that combine elements of the nine basic choices earlier 
dealt with. 

I 

MAJOR POLICY OPTIONS 

Extend the Charitable Deduction to All Taxpayers 

Treasury tax model estimates for 1974 indicate that 40 percent of federal 
Individual income taxpayers itemized their personal deductions, and 60 percent took 
the standard deduction. The former group, who were the only ones able to deduct 
their charitable contributions for tax purposes, received about two thirds of both 
adjusted gross Income (AGI) and taxable Income and paid over 70 percent of the 
total tax. The first policy option would move the charitable deduction out of the 
personal deduction category and make it an "adjustment to income" deductible in 
the computation of AGI. In this way the deduction privilege would be available to all 
taxpayers, whether they took the standard deduction or not. 

In principle, the case for this proposal stands or falls with the case for the 
deductibility of charitable contributions in general. One approach to this basic issue. 
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which may be termed the purist case, argues on the pro side that deductibility is 
required because charitable contributions are not properly part of a tax base that 
seeks to measure personal abilities to pay, A tax geared to such a base, it is argued, 
would impose a uniform graduated burden on total personal consumption and 
accumulation, and charitable giving cannot realistically be included in either. Such 
gifts obviously do not increase the contributor's wealth, and unlike his consumption 
expenditures, which have as their object the taking of economic resources for his 
own exclusive use and enjoyment, charitable contributions make resources available 
to others, frequently on a nonexclusive basis. While private goods are suitable 
objectives for equitable income taxation, collective goods are not; and while all 
sources of Income should be treated equally for tax purposes, uses should be 
defined and differentiated so. as to arrive at a practicable definition of personal 
consumption plus accumulation. 

This case, which is based on philosophical and economic considerations too 
complex to go Into here,^ is vigorously disputed by advocates of a comprehensive 
income tax base.̂  In their view all sources and uses of income should be treated 
equally for tax purposes, the only permissible deductions being those required to 
define net income accurately in the first place. Some uses of income, such as gifts 
and contributions, are admittedly made for the benefit of others, but it is 
contended that they must bring at least as much pleasure to the donor as other 
possible uses of his funds or they would not be made. The rebuttal to this is that 
the pleasures in question are entirely intangible and that no income tax can, or 
should, expect to include in its base all of the many Intangible pleasures of life. 
Broadening the concept of personal consumption, and therefore taxable Income, to 
encompass such elements would logically mean taxing things such as the value of 
volunteer services, the imputed value of housewives' work, and even leisure. This 
being the case, would it not be more equitable to confine the reach of the tax 
system to tangible consumer pleasures, the great majority of which can successfully 
be taxed? 

These brief comments no more than touch the surface of a highly complex, 
technical debate. It Is one that offers the policy maker much food for thought but 
no definitive answers. What is important is that those who have to make the 
decisions be aware of the fundamental nature of the dispute which envelops the 
question of how charitable contributions should be treated under the Income tax. If 
such contributions are judged not to be a part of either personal consumption or 
saving, the solution Is simple — they should be fully excluded from the Income tax 
base, and any limitation on that principle must be justified by compelling counter­
vailing arguments. If, on the other hand, charitable contributions are considered to 
be part of personal consumption, the issue is much more complicated. Acceptance 
of this view means making determinations as to whether specific private philan­
thropic activities are deserving of public support, whether this support should be 
provided through the government expenditure or tax system, and if the latter, 
which particular tax incentive is most efficient and desirable. Deductibility Is one of 
a number of means by which the goal might be achieved. 

The pragmatic case for full deductibility of charitable contributions draws on 
both of these contradictory lines of thought. On the one hand, it is argued that 
contributions are an ambiguous element in family budgets, not exactly the same as 
other kinds of consumption expenditures but not entirely different either. Some 
special treatment under the income tax is thereby su^ested, though not necessarily 
full deductibility. On the other hand. It Is argued that philanthropic activities are 
well worthy of government support, that the decentralized, pluralistic, individualistic 
system of choice created by tax deductibility has many attractions, that no clearly 
superior tax incentive scheme has yet been identified, and hence that deductibility, 
given its other attractions, is the best solution. Though not a clearcut choice when 
judged by the test of either the technical definition of taxable income or the most 
efficient public incentive, deductibility does have the political advantage of drawing 
support from both sides. No other policy alternative has such breadth of appeal. 
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Acceptance of full deductibility as the optimal Income tax status of charitable 
contributions raises two main questions about the current federal law: (1) Is full 
deductibility now available to all taxpayers, directly or indirectly, and if not, how 
should it be made available; and (2) should any constraints be placed on full 
deductibility, and if so which ones? These two questions will be considered in turn. 

The purist case for full deductibility requires only that all taxpayers be granted 
the privilege. However, if Incentives are also an issue, as they are under the 
pragmatic case, consideration must also be given to non-taxpayers. Unfortunately, it 
is not clear how close the present federal income tax comes to meeting purist case 
goals. On the one hand, it may be argued that full deductibility is already extended 
to all taxpayers, directly for those who itemize and indirectly for those who take 
the standard deduction, because the latter Is a proxy for Itemization, adopted for 
simplification purposes, and its level is, or at least should be, set so as to include 
average charitable cxDntributions at the lower income levels. On the other hand. It 
may be argued that direct deductibility is preferable to Indirect and that It can be 
provided for all by moving the charitable deduction "above the line" without 
creating any significant administrative or compliance problems. This, then, is the 
first policy option to be considered. 

Feldsteln's estimates Indicate that moving the charitable deduction above the line 
would have reduced 1970 federal individual income taxes by $1 billion and 
increased charitable giving by $1.2 billion, or 7 percent. Whereas gifts to religion 
would have risen by 8 percent, contributions to education and hospitals would have 
increased by only 3 percent. Tax reductions, of course, would have been 
concentrated in the lowest income groups, being 4 percent for those with incomes 
below $5,000, 2.5 percent between $5,000 and $10,000, 1 percent between 
$10,000 and $15,000, and negligible above that level. 

Place Maximum Limits on the Charitable Deduction 

The second question raised above concerns the possible need to place some kind 
of limit on the deductibility of charitable contributions. Under the purist case, of 
course, there is no such need since charitable contributions are not part of the tax 
base in the first place. If that base were comprehensively defined so as to include all 
elements of ability to pay taxes, there would be no need for purists to be 
concerned about the effects of full exclusion. Under a non-comprehensive tax, 
however, it is quite possible for a taxpayer with relatively large amounts of exempt, 
or partially exempt, Income to contribute enough to charity to wipe out his tax 
liability entirely. Providing this kind of privileged status for some, by permitting 
them to contribute only to their own privately chosen public goods while everyone 
else has to contribute to collectively chosen public goods is an option of dubious 
merit. One way to a)nstrain it is to place a ceiling on the deductions that a 
taxpayer can claim in any one year. Whether the present tri-level celling Is adequate 
for this purpose will not be considered here. An Important start toward evaluating 
it, however, can be made by weighing the revenue impact of lowering the basic 50 
percent ceiling. 

Treasury tax model estimates place the 1974 revenue gain from lowering the 
ceiling to 40 percent at $133 million, an amount that is only 0.11 percent of total 
tax revenues. For returns with Itemized deductions the relative tax increase would 
be only slightly larger (0.16 percent), but it would, of course, be concentrated in 
the highest income groups (see Table 1). Perhaps more important than the revenue 
increase is the estimate that about 2,500 returns with itemized deductions that are 
now free of tax would be moved into the taxable category. This Is not a large 
number, but it is about 3 percent of the returns with AGI of $1 million and over. 

Another policy option, which deals more directly with the problem at hand, 
would be to restrict the charitable deduction to a maximum of one half of each 
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Table 1 
Tax Effects of Lowering Ceiling on Charitable Contribution Deduction 

to 40 Percent, by Adjusted Gross Income Class, 1974 

AGI Class 
(in thousands) 

50-10 

10-20 

20-30 

30-50 

50-100 

100-500 

500-1,000 

1, 000-2,000 

2,500 and over 

Percentage 
Tax Increase 

0.00% 

0.01 

0.01 

0.01 

0.08 

0.48 

1.78 

5.30 

5.55 

Percent of Nontaxable 
Returns Made Taxable 

0.00% 

0.00 

0.03 

0,00 

0.07 

0.27 

0.48 

3.11 

1.65 

donor's "gross taxable income," derived for each itemizer by adding his charitable 
contributions to his taxable Income as presently defined. Feldstein estimates that 
this would have Increased 1970 individual income tax revenues by $46 million and 
reduced giving, mainly by those with incomes above $1{X),000 a year, by $74 
million. Educational institutions and hospitals would have been the only donee 
groups suffering contribution losses as high as 2 percent. 

Compulsory Allocation of Charitable Deductions 

Still another approach to the present problem would be to require that each 
taxpayer's total charitable contributions be allocated to deductible and non­
deductible categories in proportion to his receipt of fully taxable and tax preference 
income. Using for tills purpose the 1969 minimum tax law's definition of 
preference income (minus the $30,000 exclusion but not the taxpayer's ordinary 
Income tax liability), Feldsteln's simulations place the 1970 revenue gain from 
compulsory allocation at $81 million and the induced reduction in charitable giving 
at $151 million. While the average contributions to religion or to health and welfare 
would not have fallen perceptibly, those to education would have gone down by 4 
percent and those to hospitals by 3.5 percent 

Restrict Deductions for Appreciated Assets to Cost Basis 

Compulsory allocations of the kind just discussed are based on the reasonable 
assumption that when income is earned, and expenditures made, in money, there is 
no way of matching particular sources and uses. A given cash contribution cannot 
be said to be made from either taxable or tax-exempt income because it may be 
presumed that the donor's behavior, though influenced by the toal amount of 
after-tax money Income he receives, is not changed by shifts in the composition of 
that after-tax income. For cash contributions, then, it is perfectly reasonable to 
assume, as Policy Option 3 does, that the gifts come proportionately from taxable 
and nontaxable Income. 

In the case of gifts of appreciated property, however, specific allocation is 
possible. When a person gives to charity an $11,000 asset that he bought for 
$1,000, he is, under current tax law, contributing $1,000 of taxable income and 
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$10,000 of tax-exempt Income. Specific allocation would restrict his charitable 
deduction for tax purposes to his cost basis of $1,000. 

Few data exist on which to base estimates of the revenue and distributional 
effects of such a change in tax law. Treasury tax model tabulations, for example, do 
not separate contributions of property from carryovers of unused prior-year 
deductions. Since 1972 data show the division in that year to be 87 percent 
property contributions and 13 percent carryovers, however, it is here assumed that 
these proportions also apply to the non-cash contributions reported in other years. 
The errors introduced by this assumption should not be large, and they are certainly 
less troublesome than those created by lack of any knowledge of the portion of 
property contributions made up of unrealized appreciation in value. The procedure 
adopted here is to make two alternative assumptions that, we hope, bracket the 
true, but unknown, figure. In the first simulation shown In Table 2 it is assumed 
that one third of the value of contributed property is unrealized appreciation. This 
is equivalent to disallowing 29 percent (29% = .33 x 87%) of reported non-cash 
contributions. In the second simulation the assumption is that two thirds of the 
value of property contributions is unrealized appreciation, which is equivalent to 
disallowing 58 percent of recorded non-cash contributions. 

Table 2 
Revenue Effects of Disallowing Deduction of 29 Percent and 58 Percent 

of Non-Cash Charitable Contributions, by Adjusted Income Class, 1974 

AGI Class 
(in thousands) 

$0-10 

10-15 

15-20 

20-30 

30-50 

50-100 

100-500 

500-1,000 

1,000 and over 

All classes 

Disallowance of 29%* of 
Non-Cash Charitable 

Contributions 

Amount 
of Tax 

Increase 
(in 

millions) 

$ 6.3 

5.7 

11.7 

15.8 

17.7 

31.5 

93.5 

25.0 

38.0 

$245.2 

Percent Tax 
Increase on 

Itemized 
Deduction 
Returns 

0.16% 

0.06 

0.08 

0.08 

0.13 

0.27 

1.07 

2.67 

3.51 

0,29 

Disallowance of 58%^ of 
Non-Cash Charitable 

Contributions 

Amount 
of Tax 

Increase 
(in 

millions) 

$ 12.6 

11.3 

23.8 

32.2 

36.0 

66.1 

196.2 

51.9 

89.7 

$519.8 

Percent Tax 
Increase on 

Itemized 
Deduction 
Returns 

0.32% 

0.11 

0.16 

0.16 

0.27 

0.58 

2.24 

5.54 

8.29 

0.61 

Source: Treasury tax model projected to 1974. 

a. For derivation and meaning of these tvro percentages see accompanying 
text. 

It is estimated that restricting deductions of appreciated assets to the donors' 
cost bases would increase federal income tax revenue by $245 million In 1974 if 
one third of the claimed market value of those assets is unrealized appreciation, and 
by $520 million if two thirds of the market value is unrealized appreciation. Tax 
increases on returns with itemized deductions would be minimal except for returns 
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with AGI above $100,000 as Table 2 shows. For returns with Incomes of $1 million 
and more, income tax burdens would be raised by 3.5 percent if one third of the 
value of contributed assets is unrealized appreciation, and burdens would rise by 8,3 
percent if two thirds of the value is unrealized appreciation. 

One difficulty with restricting deductions for appreciated assets to cost basis is 
that the form in which a charitable gift is made may be affected by tax considera­
tions to the detriment of philanthropic activities. If the taxpayer with the $11,000 
asset and a cost basis of $1,000 is in the 70 percent tax bracket, for example, his 
tax gain from giving it directly to charity would be only $700. If he first sold the 
asset and then donated the proceeds, however, his long-term capital gains tax would 
be $3,500 (assuming no effects either on his minimum tax liability or on the 
amount of his salary qualifying for the maximum tax), the tax reduction resulting 
from the cash contribution of $11,000 would be $7,700, and his net tax gain, 
therefore, would be $4,200. Clearly, he would prefer the cash transaction, but if the 
asset were of a kind particularly suited to the philanthropic organization, it would 
frequently prefer the direct gift of property (even if the sale were made subject to 
the condition that the charity have first refusal rights on any subsequent sale, the 
charity might have to wait a long time to secure the asset). Problems of this sort 
could be avoided by requiring constructive realizations for tax purposes of all 
accrued capital gains on contributions of property. Such a change in the law would 
make donors indifferent between cash and non-cash contributions since the tax 
consequences would be the same in either case. 

Tax Unrealized Appreciation on Property Contributions 
as a Long-Term Capital Gain 

The revenue effects of constructive capital-gains realizations for tax purposes on 
all direct contributions of property have been simulated on the basis of the same 
two assumptions used in the preceding section. This means that 29 percent and 58 
percent of recorded non-cash contributions is assumed to be taxed as a long-term 
capital gain. Additional tax revenue in 1974 would be $114 and $240 million, 
respectively; and as shown In Table 3, the increases would be significant only for 
itemized deduction returns with AGI of $100,000 and more. As would be expected, 
the figures in Table 3 are about one half of the corresponding ones in Table 2, the 
only differences being that some taxpayers would be unaffected by the constructive 
realizations assumed in Table 3 because they would have unused capital loss 
carryovers. 

That constructive realization of capital gains on charitable donations of property 
is a policy change that would have only a minor Impact on Treasury revenues Is 
confirmed by Feldsteln's simulations using different assumptions about the relative 
importance of the accrued gains to be taxed and incorporating the feedback effects 
on revenues of donor reactions to the change. His estimates of 1970 revenue gains 
range from $180 to $370 mHlion, and this would be accompanied by reductions in 
charitable giving of $350 to $460 million. Those reductions, however, would not be 
uniformly allocated by type of charity. While education and hospitals would 
experience losses of 7 to 8 percent, contributions to religion and health and welfare 
institutions would go down by only 1 to 2 percent. These estimates, moreover, may 
be on the low side if the leadership quality of large gifts of property is as important 
as many believe it to be. By setting an appropriate standard, it is argued, such 
donors induce others to give significantly greater amounts than they otherwise 
would. How important such demonstration effects may be cannot be quantified, but 
their undoubted existence should be kept in mind in assessments of the significance 
of Feldsteln's estimates that constructive realization would reduce charitable giving 
by $1,25 to $1.97 for every dollar of additional revenue obtained by the Treasury. 
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Table 3 
Revenue Effects of Taxing 29 Percent and 58 Percent of Non-Cash 

Contributions as Long-Term Capital Gains, by Adjusted Gross Income 
Class, 1974 

AGI Class 
(in thousands) 

Taxing 29% of Non-Cash 
Contributions as a Loi^-

Term Capital Gain 

Amount Percent Tax 
of Tax Increase on 

Increase Itemized 
(in Deduction 

millions) Returns 

Taxing 58% of Non-Cash 
Contributions as a Lo j^ -

Term Capital Gain 

Amount Percent Tax 
of Tax Increase on 

Increase Itemized 
(in Deduction 

millions) Returns 

$0-10 

10-15 

15-20 

20-30 

30-50 

50-100 

100-500 

500-1,000 

1,000 and over 

All classes 

$ 3.4 

2.8 

5.8 

8.0 

8.2 

12.9 

40.4 

11.4 

21.0 

113,9 

0.09% 

0.03 

0.04 

0.04 

0.06 

0.11 

0.46 

1.22 

1.94 

0.13 

$ 6.7 

5.7 

11.8 

16.2 

17.3 

27.6 

86.2 

24.6 

43.7 

239.8 

0.17% 

0.06 

0.08 

0.08 

0.13 

0.24 

0.98 

2.63 

4.04 

0.28 

Source: Treasury tax model projected to 1974. 

a. For derivation and meaning of these two percentages see accompanying 
text. 

Table 4 
Revenue Effects of Eliminating the Charitable Contribution Deduction, 

by Adjusted Gross Income Class, 1974 

Amount 

AGI Class 
(in thousands) 

$0-10 

10-15 

15-20 

20-25 

25-30 

30-50 

50-100 

100-500 

500-1,000 

1,000-2,500 

2,500 and over 

All classes 

of Tax 
Increase 

(in 
millions) 

$ 

$4 

325 

519 

658 

519 

343 

662 

661 

759 

142 

133 

116 

,835 

Itemized 
Deduction 
Returns 

8.2% 

5.1 

4.5 

4.2 

4.3 

4.9 

5.8 

8.7 

15.1 

23.3 

22,7 

5.7 

All 
Returns 

2 .1% 

2.4 

3.2 

3.5 

3.8 

4,5 

5.6 

8.5 

15.0 

23.3 

22.7 

4 .1 

Distribution 
of Tax 

Increases 

6.7% 

10.7 

13.6 

10.7 

7,1 

13.7 

13.7 

15,7 

2.9 

2.8 

2.4 

100.0 

Source: Treasury tax model projected to 1974. 
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Finally, it should be noted that constructive realization of capital gains on 
charitable donations of property is not a policy likely to be enacted in isolation. If 
adopted for charitable gifts, it will be asked, why should constructive realizations 
not also apply to all other gifts, as well as to property transferred at death? 
Certainly the Impact on the amount of charitable giving would differ with the scope 
of the constructive realization policy adopted. Many uncertainties, in short, 
surround this particular change in the tax treatment of charitable contributions. 
Nevertheless, it does appear that increases in relative tax burdens would not be 
large, except for high-Income donors, and that educational Institutions and hospitals 
would be the main losers. 

Eliminate the Charitable Contribution Deduction 

All of the preceding policy options are consistent with the view that charitable 
contributions, by their very nature, are not part of a properly defined Individual 
income tax. We turn now to options consistent with the opposing view that 
charitable donations are part of personal consumption, and hence of an equitable 
income tax base, and that special tax treatment of them is justified, if at all, only as 
a means of stimulating philanthropic activities. If it were decided either that private 
philanthropy needed no government support or that the support would best be 
given outside the tax system, by regular federal expenditure programs of some kind, 
the existing charitable deduction provision should simply be eliminated. 

The Treasury tax model estimates that elimination of the charitable deduction 
would increase 1974 federal individual income revenues by $4,8 billion, which is 5.7 
percent of the total tax liability on Itemized deduction returns, and 4.1 percent of 
the tax liability on all returns. The distribution of these tax increases, by adjusted 
income class, is shown in Table 4. For itemized deduction returns, which are the 
only ones affected, the percentage increases in tax range from slightly over 4 
percent on returns with AGI between $15,000 and $30,000 to 23 percent on those 
with $1 million and more. Whereas taxpayers with AGI below $10,000, who filed 
57 percent of all returns In 1974, would pay less than 7 percent of the total tax 
Increase, the top 1 percent of tax returns — those with AGI of $50,000 and more — 
would pay 37.5 percent The policy would make 211,000 presently nontaxable 
returns taxable, the great majority of them (98 percent) having AGI below $15,000. 
The tax increase on these converted-status returns would be $80 million, which is 
1.7 percent of the total tax increase of $4.8 billion. 

Unlike all previously discussed policy options, elimination of the charitable 
contribution deduction would have a major impact on federal tax revenues. This 
means that other parts of the budget are likely to be affected as well, and this 
complicates analysis of all other economic effects of the policy change. The most 
important of these effects are those on the level and composition of private philan­
thropic activities, but they are likely to be quite different depending upon whether 
the higher tax revenues resulting from the elimination of the charitable contribution 
deduction induce matching federal tax reductions or Increases in expenditures of 
one kind or another. Since the nature of these induced fiscal reactions cannot be 
predicted, attention at this point must be confined to the direct effects of 
eliminating the charitable deduction. 

These effects depend critically on the sensitivity of giving to tax-induced changes 
in donor incomes and in the terms, or price, at which contributions may be made. 
Elimination of deductibility, of course, raises the price of giving to unity for 
everyone; that is, the cost of giving a dollar becomes a full dollar rather than a 
dollar minus the tax saving resulting from deductibility. Feldsteln's standard 
estimates, which put the reduction in total giving at $1.29 for every dollar of 
Increased revenue to the Treasury, imply, for example, that elimination of 
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deductibility in 1970 would have reduced charitable giving by $4.6 billion, 
compared with the Treasury revenue gain of $3.5 billion. Perhaps even more 
important is the predicted composition of such a decline in charitable contributions: 

Donee Category 

Religion 

Education 

Hospitals 

Health and welfare 

Other 

Total giving 

Percentage Decline 
in Charitable 

Contributions^ 

22% 

48 

46 

27 

33 

26 

a. Simulations are for 1970 and a re based on the 
Treasury tax model for that year . Included in 
the "Other" category are l ibraries , museums, 
musical, literary and scientific organizations, 
and zoos. 

Finally, the paradoxical nature of these findings should be noted. If elimination 
of the charitable deduction would, as Feldstein predicts, induce donors to reduce 
their giving by more than their increased tax payments to the Treasury, such a 
change in the tax law would result in higher disposable Incomes than before for 
many taxpayers, particularly at the highest income levels. Under such circumstances, 
elimination of the deduction would be progressive in its effects on individual tax 
burdens but regressive in its effects on personal disposable incomes. In Feldsteln's 
standard simulation, for example, taxpayers with AGI below $50,000 would have 
very small Increases In their disposable income (less than 0,5 percent on the 
average), but for those with AGI above $500,000 tax increases of 14 to 15 percent 
would be combined with higher disposable incomes averaging 5 to 10 percent 

Substitute a Single-Rate Tax Credit for the Charitable 
Contribution Deduction 

If charitable contributions are regarded as part of the individual income tax base 
so that tax deductibility is not a matter of principle, and if private philanthropic 
activities are deemed worthy of government support, the basic choice is whether 
that support should be provided through the expenditure or the tax system. Those 
who favor collective determination of priorities in this area will prefer to rely on 
expenditure subsidies or on direct government operation of the activities in 
question. Those who favor individualistic, pluralistic choices could opt either for 
open-ended matching government grants to private philanthropies or for some kind 
of tax subsidy to donors. The former have the advantage of flowing directly to the 
organizations whose activities are to be encouraged, but involved a greater risk that 
the program would not long remain free of government controls,^ Collective 
priorities, in other words, might gradually be substituted for the individualistic ones 
now operating through the tax system. How great these risks may be is impossible 
to say, but those who place a high value on individualistic philanthropic choices are 
likely to feel a good deal more comfortable with tax subsidies. 

Given a choice of tax subsidies, the main question concerns the terms on which 
they should be offered to taxpayers. Several possibilities deserve consideration: 

1, One of the most controversial features of the present deductibility privilege 
for charitable contributions is the set of variable subsidy rates that it offers to 
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taxpayers. Whereas takers of the standard deduction are given no price incentive at 
all to stimulate their giving and Itemizers in the first tax rate bracket must them­
selves put up 86 cents of every dollar they donate to charity, donors at the top of 
tax rate scale need put up only 30 cents. This favoring of the rich over the poor is 
regarded by many as a blatant inequity of the deductibility system. Supporters of 
the system, on the other hand, reply that in the broader context of the proper role 
of private philanthropy in the society, it is progressive Income taxation that creates 
the Inequities in the first place. Deductibility, they argue, merely counteracts those 
inequities, and its job is to try to maintain the level and composition of private 
philanthropy that would prevail in the absence of a progressive federal individual 
income tax, which has clearly inhibited giving by the rich more than it has curtailed 
giving by the poor.^ In technical terms the assumption Is that for each tax bracket 
the negative income effect of the federal tax on charitable giving is approximately 
offset by the positive price effect of deductibility. Whether this is so or not, of 
course, is an empirical question, but supporters of the subsidy rate structure implicit 
in deductibility can always respond that it is the most plausible arrangement until 
the superiority of some other way of achieving the same goal is clearly 
demonstrated. 

2. For the economist the optimal rate structure for the charitable contribution 
subsidy would be determined by the ratio of the external benefits of private 
philanthropy to the total benefits, both external and internal. Though donations 
clearly provide both pleasure to donors and more tangible benefits to the clients of 
the supported philanthropies, it cannot be assumed that the social value of the 
latter is always fully reflected in the former. When it is not, externalities are said 
to exist, and by acting on the basis of their own perceived benefits, donors will 
tend to undersupport the activities in question. These free-market inadequacies can 
be eliminated by having the government offer private donors subsidies whose rates 
are higher the greater the proportion of external benefits generated by the 
philanthropic activity in question. Appealing as this approach may be in principle, it 
is not yet, and may never be, capable of offering any precise policy guidelines. 
Nevertheless, It is a helpful rationale to have in mind. Relatively crude applications 
of it include the distinction made between eligible and ineligible charitable 
institutions in the provisions governing the tax deductibility of donations, and the 
lower (20 percent) ceiling on donations to private foundations. Further study of the 
mix of public and private benefits generated by different philanthropies might lead 
to a set of distinctions more sensitive to socioeconomic realities. 

3. A subsidy rate structure with considerable appeal is one under which the 
government's matching contribution rate rises with the ratio of the private donor's 
contributions to his income.* This may be thought of as more efficient than a 
single-rate subsidy on the argument that, other things equal, private reluctance to 
give rises as the proportion of income donated increases. Or it may be regarded as 
more equitable, on the argument that donation of a larger proportion of one's 
income is more socially meritorious. One difficulty is that neither rational appears 
at present to offer any precise policy guidelines. Another is that the structure would 
be inconsistent with the economically efficient one if very large donations, because 
of their high public visibility, provided more private pleasure to donors than do 
small donations for the same purposes. A crude application of this general approach 
is the deduction floor proposal (Policy Option 9) discussed below. 

4. A final possibility is to offer the same subsidy rate to wery taxpayer by 
substituting a single-rate tax credit for the existing charitable deduction. This policy 
option has the obvious equity appeal of not discriminating among donors on the 
basis of income, as does deductibility. On the other hand, the credit would 
discriminate between donors of cash and donors of their own services, whereas 
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Table 5 
Effects of Eliminating the Charitable Contribution Deduction and Substituting 

25 Percent, 30 Percent, and 50 Percent Tax Credits, by Adjusted Gross Income 
Class for All Tax Returns, 1970 

25% Tax Credit 

AGI Class p . Percent 
(in thousands) nu„.,„^ Change in 

S T T ^^r'u''!' 
Contribution 

30% Tax Credit 

„ , Percent 
Percent „, 
Chano-P Change m 
in T ? Charitable 

Contribution 

50% Tax Credit 

„ . Percent 
Percent _. 
Chansre Change in 
Change charitable 

Contribution 

$0-5 

5-10 

10-15 

15-20 

20-50 

50-100 

100-500 

500-1,000 

1,000 and over 

All classes 

Amounts 
(in billions) 

-13% 

- 5 

- 2 

0 

1 

4 

8 

13 

12 

- 1 

$-0.72 

2 1 % 

20 

12 

3 

- 1 4 

- 4 5 

- 6 4 

- 7 4 

- 7 0 

4 

$0.68 

-18% 

- 7 

-4 

- 2 

0 

3 

7 

13 

11 

- 3 

$-2.06 

29% 

31 

2 3 

13 

- 5 

- 4 0 

- 6 1 

- 7 1 

-68 

13 

$2.30 

-50% 

-24 

- 1 6 

' - 1 1 

- 6 

0 

4 

9 

7 

- 1 3 

$-11.03 

8 1 % 

102 

92 

78 

49 

_4 

- 3 7 

- 5 1 

-49 

74 

$12,79 

a. Before the policy change, tax revenues were $83.03 billion and charitable contribu­
tions were $17.32. 

Source: Feldstein simulations based on the 1970 Treasury Tax File. 

Table 6 
Effects of Enacting an Optional 25 Percent Tax Credit for All Taxpayers 

and for Itemizers Only, by Adjusted Gross Income Class, 1970 

AGI Class 
(in thousands) 

$0-5 

5-10 

10-15 

15-20 

20-50 

50-100 

100-500 

500-1,000 

1,000 and over 

All classes 

Amounts 
(in billions) 

All 

Percent 
Change 
in Tax 

-13% 

- 5 

-2 

- 1 

0 

0 

0 

0 

- 2 

- 2 

$-1.82 

Taxpayers 

Percent 
Change in 
Charitable 

Contribution 

2 1 % 

20 

13 

5 

1 

0 

0 

- 2 

- 1 

12 

$2.08 

Itemizers Only 

Percent 
Change 
in. X B.X 

- 2 % 

- 2 

- 1 

0 

0 

0 

0 

0 

- 2 

- 1 

$-0.56 

Percent 
Change in 
Charitable 

Contribution 

4% 

7 

5 

2 

0 

0 

0 

- 2 

- 1 

4 

$0.63 

Source: Feldstein simulations based on the 1970 Treasury Tax File. 
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deductibility is neutral in this regard. When a person in the 60 percent tax bracket 
contributes $1,000 of his earnings to charity, for example, the net cost to him 
under deductibility is $400; similarly, if he earns $1,000 less In order to use that 
time to give his services to charity, the net cost is also $400. Under a 30 percent 
tax credit, however, his net cost would be $700 In the first instance but only $-^0 
in the second. In this sense the tax credit may be said to discriminate against those 
whose personal services are not of high value to charities and who must accordingly 
contribute in cash if at all. 

Shifting from deductibility to a tax credit would also have Important effects on 
the level and composition of private philanthropic giving. Table 5, based on 
Feldsteln's 1970 simulations, shows some of those effects. Shifting to a 25 percent 
credit, for example, would reduce Treasury tax revenues only slightly (by less than 
1 percent) but would change individual tax liabilities substantially, raising those at 
the top of the income scale by about 13 percent and lowering those at the bottom 
by a similar percentage. Though total charitable contributions would not change 
much (an Increase of only 4 percent), high-income donors would give much less and 
low-Income groups would Increase their contributions moderately. As a result, funds 
for hospitals and educational institutions would fall off by 22 and 25 percent, 
respectively, while giving to religious institutions would rise by 10 percent and to 
health and welfare organizations by 3 percent 

The downward pressures on giving to hospitals and education created by a shift 
to a charitable tax credit could be avoided by increasing the amount of the credit, 
but only at the cost of considerable loss of revenue to the Treasury. A 30 percent 
credit, shown in the middle columns of Table 5, would reduce tax revenues by $2,1 
billion (2.5 percent) and raise total contributions by $2,3 billion (13 percent), but 
Feldsteln's simulations show that hospitals and education would still suffer donation 
losses of 15 to 17 percent while religion gained 20 percent A 50 percent credit, in 
contrast, would increase giving to all major groups of charities—by 30 to34 percent 
for hospitals and education, and by 74 to 83 percent for health and welfare 
organizations and religion. As Table 5 shows, however, the revenue cost of the 50 
percent credit would have been $11 billion in 1970. 

Enact an Optional Tax Credit for Charit^le Contributions 

The propensity of different income groups to give to different kinds of charities 
presents policy makers who regard the present charitable deduction as a tax subsidy, 
or tax expenditure, with a potentially difficult tradeoff. The more the tax subsidy is 
equalized for all taxpayers, the greater will be the reallocation of funds among 
different charities, and these changes may not satisfy criteria of either economic 
efficiency or political feasibility. Moreover, as long as the price elasticity of 
charitable giving exceeds unity, lowering the charitable tax subsidy for the wealthy 
and raising it for the middle and lower income groups would, contrary to standard 
expectations, increase the disposable incomes of the wealthy and reduce those of 
the other income groups. 

If concern for the vigor or private philanthropic support for education and 
hospitals is important, enacting an optional tax credit for charitable contributions 
would satisfy that concern while moving the structure of tax subsidies toward 
equality, Feldsteln's 1970 simulations, for example, show that an optional 25 
percent credit, extended to all taxpayers Including those taking the standard 
deduction, would increase giving to hospitals and education by 4 percent and to 
religion and health and welfare by 11 to 14 percent The 1970 revenue cost of this 
policy option would have been $1.8 billion, with most of it, as Table 6 shows, 
concentrated in the lowest income groups. If an optional credit of 25 percent were 
offered to deduction Itemizers only, however, the revenue cost would have been 
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only $559 million, distributed in much the same way as the broader credit (see 
Table 6). Giving to hospitals and education. In this case, would have risen by 1 
percent and to religion and health and welfare organizations by about 4 percent 
The case for the more restricted optional credit, for itemizers only, would rest on 
the canon of tax simplicity. For this purpose the standard deduction would be 
made available to many low-and middle-income taxpayers and would be set high 
enough to include an allowance for average levels of charitable giving by these 
groups. 

Table? 
Effects of Optional 30 Percent and 50 Percent Tax Credits, for All 

Taxpayers and for Itemizers Only, on Income Tax Revenues 
and Charitable Contributions, 1970 

(in billions of dollars) 

Optional Income 
Tax Tax 

Credit Revenues 

Charitable 
Contributions 

Percentage Increase in 
Contributions to: 

Amount Percent 
Hospitals 

and 
Education 

Religion and 
Health and 
Welfare 

Credit Granted to All Taxpayers 

30% 

50% 

50% 

$ -2.96 

-11.41 

-1.31 

-7.17 

$ 3.45 

13.26 

20% 

77 42-44 

Credit Granted to Itemizers Only 

1.53 

8.38 

9 

48 

4 

32-34 

76-83 

9-10 

50-52 

Source: Feldstein simulations based on the 1970 Treasury Tax File. 

The tradeoffs inherent in moving the charitable tax subsidy closer to equality for 
all taxpayers, by means of an optional tax credit, are shown in Table 7. While 
higher optional credits may improve interpersonal tax equity, they also cost 
increasing amounts of Treasury revenue an(J may stimulate philanthropic giving 
more than is socially desirable. Moreover, the higher the optional credit rate 
considered, the less reason there is to prefer It to a straight substitution of an equal 
rate tax credit for the present deduction. This is because the latter policy, which is 
always superior on equity grounds, has effects on giving that diverge less and less 
from those of an optional credit as the rate of tfie credit is increased. At the 50 
percent credit level, for example, the two policies have the following effects: 

Policy Option 
Granted 

All Taxpayers 

Income 
Tax Charitable 

Revenues Contributions 
(in (in billions) 

billions) 

Percentage Increase 
in Contributions to: 

Hospitals Religion and 
and Health and 

Education Welfare 

50% optional tax 
credit 

50% credit sub­
stituted for 
present 
deduction 

$-11.4 $13.3 

12.8 

76-83% 
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Place a Floor Under Deductible Charitable Contributions 

A proposal with wide support, both as a means of stimulating philanthropic 
giving more efficiently than does the present tax law and as a way of rewarding 
particularly meritorious social behavior, is to restrict the deductibility of charitable 
contributions to those that exceed a certain amount or a specified percentage of 
adjusted gross income. In support of this proposal, it is argued that charitable 
contributions that are a small proportion of the donor's income may be regarded as 
so routine and ordinary that they would be made whether there is a government 
subsidy or not If this is so, the efficient incentive policy is to restrict deductibility 
(or a tax credit) to contributions above the eritical income percentage. Unfortu­
nately, there is little empirical evidence that one might use either to set the level of 
the percentage floor or even to determine whether or not there is a sharp 
distinction between routine and discretionary charitable contributions in the first 
place. Moreover, the standard deduction prevents tax returns from providing a 
source of information about the charitable giving of lower Income groups. 

Given these uncertainties, the 1970 Treasury tax model has been used to 
simulate a number of different alternatives. The effects of three of these policy 
options are shown In Table 8, The first, involving a relatively modest floor on 
charitable deductions of $100 a return, would increase Treasury revenues by $0,9 
billion, reduce total giving by $1.2 billion, and allocate that reduction of 7 percent 
fairly evenly over all major categories of charitable Institutions. The pattern of tax 
increases would be uniformly regressive over the income classes shown In Table 8, 
but given Feldsteln's elasticity estimates, these increases would be fully offset by 
reductions in contributions, so that no income class would end up with a lower 
disposable Income. In that sense the $100 floor would have a strictly proportional 
tax burden Incidence. 

Tables 
Effects of Enacting Alternative Charitable Deduction Floors, By Adjusted 

Gross Income Class, for Itemized Deduction Returns, 1970 

$100 Floor $500 Floor +2% of AGI Floor 

Percent Percent Percent AGI Class 
(in thnn<jatiri«i Percent Change in Percent Change in Percent Change in 
un uiuusd-iiub; Change Charitable Change Charitable Change Charitable 

in Tax Contri- in Tax Contri- in Tax Contri­
butions butions butions 

$0-5 

5-10 

10-15 

15-20 

20-50 

50-100 

100-500 

500-1,000 

1,000 and over 

All classes 

Amounts 
(in billions) 

1.5% 

1.4 

1.2 

1.2 

1.0 

0 . 7 

0 . 4 

0 . 1 

0 . 0 

1 .1 

$0,92 

-2.7% 

-6 .5 

-8 .2 

- 9 . 1 

-8 .8 

-7 .7 

-3 .2 

-0 .6 

-0 .2 

-6 .8 

$-1.18 

2.7% 

3 . 0 

3 . 0 

3 . 1 

3 . 1 

2 . 5 

1.6 

0 . 5 

0 . 2 

2 . 9 

$2.37 

-5.0% 

-14.2 

-19.3 

-24.3 

-27.7 

-28.9 

-13.0 

-2 .6 

-0 .8 

-17.5 

$ -3.04 

1.3% 

1,9 

2 . 3 

2 . 7 

3 . 3 

3 . 9 

5 . 3 

6 . 7 

4 . 9 

2 . 8 

$2.32 

-2 .3% 

-8 .9 

-15 .1 

-21.3 

-29.8 

-45,7 

-44.0 

-39.8 

-34.0 

-17.2 

$ -2.98 

Source: Feldstein simulations based on the 1970 Treasury tax model. 
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The second policy option, using a higher floor of $500, would increase tax 
revenues by $2.4 billion in 1970, reduce total giving by more than $3 billion, and 
spread that 18 percent reduction fairly evenly over different donees, the cuts 
ranging from 17 percent for religion to 21 for hospitals. The pattern of tax increases, 
shown in Table 8, is roughly proportional up to an AGI of $50,000 and regressive 
thereafter, but again the amount of philanthropic giving would fall off enough to 
raise disposable Incomes for all AGI classes slightly, none of the increases being 
larger than .3 percent 

An alternative kind of deduction floor, similar to that now used for medical 
expenses, would be one proportional to adjusted gross Income. The Feldstein 
simulation for a 2 percent floor, shown in the last columns of Table 8, estimates a 
revenue Increase of $2.3 billion and a reduction in total charitable giving of $3 
billion. This 17 percent reduction, unlike the one of comparable size for the $500 
floor, would not be spread evenly among donee institutions. Whereas education and 
hospitals would suffer fund losses of 30 percent, health and welfare organizations 
would lose 18 percent and religion only 14 percent While the pattern of tax 
increases is steadily progressive up to an AGI of $1 million, disposable income 
changes would be insignificant below $100,000 and would show average increases of 
1 percent, 3 percent, and 5 percent, respectively, for the three AGI classes above 
that level shown In Table 8. 

A troublesome problem with the use of charitable deduction floors is the 
incentive they provide taxpayers to bunch their contributions in specific years. 
Enactment of a 2 percent of AGI floor, for example would induce a taxpayer who 
customarily gave 2 percent of his income each year to charity, but for whom the 
change would mean loss of all deductibility for his contributions, to think carefully 
about changing his pattern of giving to, say, 0 percent, 0 percent, 6 percent or some 
other uneven distribution that would maximize the tax-saving value of a given 
amount of long-term giving. Such changes in the timing of giving would be much 
more feasible for the wealthy than for the middle and lower groups, and unless 
effective constraints were written into the new deduction floor law, the equity of 
the policy change would be questionable. To be effective, in other words, this year's 
deduction floor must be a function not just of this year's income but also of past 
levels of both income and charitable giving. Similar problems, it may be noted, 
would apply to government grants with matching percentages based on the propor­
tion of income contributed by private donors each year. Whether these difficulties 
can be resolved at acceptable administrative and compliance costs is still an open 
question. 

II 

MIXED POLICY OPTIONS 

The options described above would not necessarily have to be adopted in the 
pure forms described, but elements from two or more of them might be combined 
into a single tax reform package. To illustrate the possibilities, two mixed policy 
options may be considered explicitly. 

The first, shown in the first two columns of Table 9, combines extension of the 
charitable deduction to all taxpayers with the imposition of a $100 floor. The 
opposing revenue effects of these two changes more or less cancel each other, the 
net increase in tax burdens being only 0,6 percent In the aggregate and close to 1 
percent only for taxpayers with adjusted gross incomes between $15,000 and 
$50,000, Less complete offsets occur for charitable gifts, the disincentive effects of 
the floor dominating at all income levels. On the other hand, extension of the 
deduction does moderate those disincentives, especially at the lower income levels. 
Whereas the floor alone would induce taxpayers with AGI between $10,000 and 
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Table 9 
Effects of Two Mixed Policy Options on Tax Revenues and Charitable 
Contributions, By Adjusted Gross Income Class for All Returns, 1970 

Extend Deduction to All 
Returns; Enact $100 

Floor 
AGI Class 

(in thousands) 

1% AGI Floor Plus 
25% Tax Credit 

All Returns 

Percent 
Charge 
in Tax 

Percent 
Change in 
Charitable 

Contributions 

Percent 
Change 
In Tax 

Percent 
Change in 
Charitable 

Contri butions 

$0-5 

5-10 

10-15 

15-20 

20-50 

50-100 

100-500 

500-1,000 

1, 000 and over 

AU classes 

Amounts 
(in billions) 

0.5% 

0.5-

0.6 

0.9 

0.8 

0.6 

0.4 

0.2 

0.0 

0.6 

$0,53 

-1.0% 

-2 .3 

-4 .0 

-6 .7 

-7 .5 

-7 .1 

-2.9 

-0 .5 

-0 .2 

-4 .0 

$-0.69 

-7.8% 

-1 .5 

0.4 

1.3 

2.5 

4.6 

8.1 

13,6 

12,2 

1,2 

$0.98 

13.2% 

6.4 

-3 .6 

-13,0 

-27.8 

-54.7 

-68,7 

-76,2 

-72.5 

-9 ,1 

-1.57 

Source: Feldstein simulations based on the 1970 Treasury tax model. 

$15,000 to reduce their giving by 8.2 percent (Table 8), the floor plus extension 
would reduce their giving by only 4 percent (Table 9). Aggregate giving would also 
drop by 4 percent, and this reduction would be spread uniformly over all recipient 
groups. 

The second mixed policy option, shown in the last two columns of Table 9, 
combines a 1 percent of AGI floor with a 25 percent tax credit This would 
increase Treasury revenues by nearly $1 billion, and these tax changes, which would 
be negative in the lower income levels, would be distributed progressively by income 
class except for the very top. Induced changes In charitable giving, however, would 
keep taxpayer disposable income virtually unchanged below an annual AGI of 
$100,000, and above that level disposable incomes would r i^ by 1.7 percent 
between $100,000 and $500,000, by 4.5 percent between $500,000 and $1 million, 
and by 9,4 percent ^ove that level. Significant relative changes in charitable 
contributions would occur at all Income levels, ranging from increases of 13 percent 
at the bottom to decreases of over 70 percent at the top (Table 9). Though the 
drop in aggregate giving would be only 9 percent, education and hospitals would 
lose 33 to 35 percent while religion would lose only 4 percent 

Footnotes 

t Martin S. Feldstein, "The Income Tax and Charitable Contributions: Part I — Aggregate and 
Distributional Effects, and Part H — The Impact on Religious, Educational and Other Organiza­
tions," National Tax Journal (March 1975 and June 1975); Feldstein and Charles Clotfelter, 
"Tax Incentives and Charitable Contributions in the United States: A Microeconometric 
Analysis," paper prepared for the Commission on Private Philanthropy and Public Needs, 1975; 
and Feldstein and Amy Taylor, "The Income Tax and Charitable Contributions: Estimates and 
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Simulations vyith the Treasury Tax Files," paper prepared for the Commission on Private 
Philanthropy and Public Needs, 1975. 

2. See, in particular, William D. Andrews, "Personal Deductions in an Ideal Income Tax , " 
Harvard Law Review, Vo l . 86 (December 1972), pp. 309-85; and Boris 1. Bittker, "The Propriety 
and Vital i ty of a Federal Income Tax Deduction for Private Philanthropy," in Tax Institute of 
America, Tax impacts on Philanthropy (1972), pp. 145-70. 

3. A concise and cogent presentation of this point of view may be found in Stanley S, Surrey, 
Pathways to Tax Reform (Cambridge: Harvard University Press, 1973), pp. 223-32, 

4. For a detailed analysis of government grants for these purposes, see Paul R. McDaniel, 
"Federal Matching Grants for Charitable Contributions: A Substitute for the Income Tax 
Deduct ion," Tax Law Review, Vol . 27 (Spring 1972), pp. 377-413. 

5. i t may be noted that a major reason for inaugurating the charitable contr ibut ion deduction 
in 1918 was to protect private philanthropy f rom the effects of higher wartime tax rates. See C. 
Harry Kahn, Personal Deductions in the Federal Income Tax (Princeton University Press for the 
National Bureau of Economic Research, 1960), Chapter 4. 

6. One example is the plan proposed by McDaniel, op. cit,, p, 397, 
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Part II 
Foundations 





THE PUBLIC FUNDING AGENCY 

Eric Larrabee ' 

One might well trace, over more than a century, the transfer of social endeavor 
from the private to the public sector. To replace the robust communallty of the 
colonies, where need could be treated in common (and the church often was the 
state, for that matter), there had to be choices made between individual Initiative 
and government. One by one — in transportation, education, conservation, recrea­
tion — private routes were discarded and public ones adopted. Events as remote 
from one another as the replacement of turnpikes by public roads, the near-
elimination of the proprietary medical schools, the development of the Forest 
Service and of extensive state and national parks — all might be considered, without 
stretching the point too far, as variations on a common theme: one of trial, error, 
and trial again. 

Motives varied. Typically the transition followed upon the discovery or recogni­
tion that wished-for social ends could not be reached through the market system, 
either because they had become too expensive for the voting majority to afford, or 
because the field was one in which competition was Irrelevant or ineffective, or 
because self-evident desirable standards of quality or safety were being sacrificed. In 
some instances government was able to render an activity economic by converting it 
into a monopoly, as in the early days of public transportation, when railroad 
rights-of-way or streetcar franchises were gifts of considerable value to the recipient, 
in others it brought institutions into being by extending indirect benefits, as with 
the land-grant colleges, while in still others It became itself the operating agent. In 
recent years, however, through the mechanism with which this paper is concerned, 
government has conveyed monies directly to existing institutions, for purposes in 
which those institutions were already engaged. It has done this through what might 
be called public foundations, or Public Funding Agencies. 

Conspicuously, the fields In which they operate include scholarly, scientific, and 
medical research — including those aspects of higher education that are research 
bound — and culture, or the arts, as broadly defined (most examples herein will be 
drawn from the latter, since this has been the author's principal concern for the 
past five years). The most striking feature of this new domain for government, 
therefore, is that it was previously occupied, and continues to be occupied, by 
private patrons and private foundations whom no one — least of all government — 
wishes to see withdraw. Though it may be true that in these areas private sources 
of support can no longer bear the full burden, or respond fully to increased 
demand, and thus it may also be true that government has been drawn In out of 
necessity, it would most definitely not be welcome or useful for government to take 
over entirely, or even to dominate. The virtues of pluralism and voluntarism need 
not be labored at this juncture, other than to point out that government Is by no 
means universally believed to be capable of replacing them. In this matter it is the 
public sector, and not the private, which is under pressure to prove itself. 

Public funding of this kind very often serves as a forced supplement to that of 
the individual patrons and foundations who previously carried the load, and it is 
very properly still under scrutiny as such. Public funding agencies and private 
foundations bear certain superficial resemblances to one another, since the former 
often behave in the style of the latter, from whom they early adopted much of 
their theory and technique. But there are fundamental differences. The money that 
a public agency has at its disposal is renewable on an annual or periodic basis, and 
subject to governmental review, both executive and legislative. Once it is "locked 

^Former Executive Director, New York State Council on the Arts. 
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in," in the terminology of the political process, there is reason to suppose that it 
will continue, but there is no certainty. The political climate for scientific research 
has been notoriously unstable, to the considerable discomfort of those whose 
careers were committed to it. The temptation to suppose that public money and 
interest on endowment are the same thing must be resisted. 

Public money is also firmly wedded to public service. All funding comes with 
some sort of string attached, and in this Instance the string more binding than all 
others is that which ties the organization asking for funds to a demonstrated sense 
of public duty or obligation. Within limits, a generalized social purpose will serve, 
since it must have been sufficiently compelling to produce a favorable reaction from 
voters and their elected representatives in the first place. Scientific research and the 
existence of museums or symphonies have come to be thought of as so defensible in 
principle as to be secure from that quarter. Most of the questions which arise relate 
to quantity or gross configurations of distribution; normally the ideological umbrella 
covers all. On those rare occasions when any specific funding decision is disallowed 
politically, this outrage can be protested successfully if the funding forms a part of 
a larger pattern of support which has the public's blessing. But the Implication Is 
Inescapable that service to the public is part of the bargain. 

From this flows a paradox — or, rather, a series of paradoxes. The mandate of 
public service is very broad, perhaps as broad as can be imagined in a highly 
organized and compartmentalized society. There are very few things that a public 
funding agency seriously wants to do for which a public service rationale cannot be 
found. All claims, until proven otherwise, are legitimate. If Syracuse, why not 
Bedford-Stuyvesant? If the Metropolitan Museum, why not the Earth People's Park? 
If Lincoln Center, why not the Videofreex? The potential range of activity 
enormously enlarges itself. The imagination of the potential donor is liberated by 
the assumption that his gift has been, in effect, validated in advance by its political 
referrent Contrary to what one might expect, therefore, the public-service require­
ment has the opposite of a restricting effect on initiative and innovation. 

The second paradox is that the public funding agency can, if it has the willing­
ness and fortitude, take a strong position on the side of quality. The claims of every 
supplicant for funds are plainly not equal, nor do all of them equally advance those 
goals for which the political process has made the funds available — a proposition 
quick to be understood and accepted by the political mind. From many other 
analogies politicians readily appreciate that the pie must somehow be divided in a 
way which can be described beforehand and explained afterward. An easy out is to 
fall back on quotas and formulas, and in numerous fields — of which education is 
the most notable — this is the pattern which all-too-much government support has 
previously followed. But the fields to which public funding agencies contribute are 
new enough governmentally, and have themselves a strong enough tradition of 
quality control, so that there the issue is still open. It Is vulnerable to challenge (a 
point to which we shall return), but it is not foreclosed. 

A third paradox is that government funding has proved to be more ready, if not 
yet wholly able, to take on a problem that private giving has been either 
reluctant — or, as a matter of principle, unwilling —to engage: that of outright, 
long-term subsidy. The Ideal of public service requires, among other things, that the 
needs of the supported organizations be defined at least to some degree as the 
organizations themselves define them. Their priorities must be taken seriously, and 
it has proved useful on occasion for them to play a part in framing whatever 
published criteria and guidelines the agency employs. High on the list any organiza­
tion would write is the need for basic operating funds, and a familiar criticism of 
private giving over the years has been that it tends to focus on projects and isolable 
programs to the exclusion of the dreary, day-to-day demands which eat up Income 
and build up deficits. To this complaint, at long last, the public funding agencies 
have In recent years begun to address themselves. 
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Finally, by the very virtue of their being "public," the public funding agencies 
are embedded in a complex system of Interactions with their social, economic, and 
political environment which are constrictive in principle but often supportive in 
practice. That the agencies are not wholly independent, that they cannat act 
arbitrarily, that in fact they can scarcely function at all apart from their dense and 
nutritive context — these are sources of strength. The very existence of a public 
funding agency represents a high degree of commitment on the part of the society 
which sets it up, and this forms a reservoir of confidence and good will which can 
be drawn on, when necessary, to validate both purposes and performar»ee. By the 
same token, of course, if the system is not responsive and fully depfeyed, no 
amount of merit or energy on the part of the agency alone will avail. If the several 
elements that make up the system are out of balance, no amount of protecting one 
from another — of attempting to purify the process, so to speak, by deflecting the 
forces which come to bear on it — will salvage the goal of wise funding decisions. 
The agency itself cannot be made more effective, or safer from abuse, by isolating 
it. Malfunctions In the system come about when one of the component parts falls 
to perform its function, performs it badly, or seeks to perform it in such a way as 
to dominate or neutralize the others. 

Reduced to brief outline, a characteristic pattern would be somewhat as follows. 
The overall size and shape, the matrix, of the public funding agency's operation will 
be determined by its sponsoring political entitles, both executive and legislative, 
who will make funds available, together with some statement as to how they are to 
be spent A more detailed spending program will have been prepared by the agency, 
both staff and governing board, often subject to review and approval by the 
executive or legislative. Specific funding recommendations will be generated by the 
agency staff, which will have assembled Information about the field Involved and 
analysed requests or applications from those desiring funds. The question of 
merit — scientific, scholarly, or artlsltlc — will be passed on by a panel of profes­
sional advisers, convened for the purpose. Their recommendations combined with 
those of the staff will go to a governing board, council, or commission for final 
ratification. Funds will then move to the constituency to be served, to provide 
those services to the public for which the agency was created. 

Thus far, and so baldly stated, there is little contrast here to procedures that 
have prevailed in private giving for a long time. The total number of elements in the 
system is five, and one may visualize them in a rough-and-ready sequence according 
to a hypothetical progression of control over the funds. The decision-point moves 
from political matrix to agency staff to professional advisers to governing board to 
constituency. But the distinctive feature, and it makes a vital difference, is that the 
sequence returns on itself, for It Is the constituency that continually creates and 
recreates the politic^ matrix. Only if the constituency is large and vocal will the 
votes be there. This is th0 mpst fundamental, and also the most formidable, of the 
interactions among the five elements, since it links the two most powerful in a bond 
full of possibilities for achievement and disaster. 

It is not invariably necessary for a public funding agency to be structurally a part 
of government in order to behave in the manner described. Many variations are 
possible In which the agency, while retaining considerable independence, becomes 
the designated or chartered instrument of its parallel governmental entity. In the 
cultural field, for example, a number of county governments have made substantial 
funds available to county arts councils or cultural associations, with the acknowl­
edged purpose of removing the burden of decision from government and placing It 
in the hands of a body regarded by the public as competent. A similar purpose 
underlies the creation of "districts" or "authorities," which seem particularly 
appropriate when they handle a sequestered fraction of tax revenues, as in the case 
of the St Louis Museum, which receives city and county funds from something 
called the Metropolitan Zoological Park and Museum District, which itself receives 
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nine cents on every one hundred dollars of assessed property evaluation. (I am 
setting aside the conceivable eventuality of a cultural authority having bonding 
powers, in order to fund capital expenditures, though in some quarters this is 
thought to be badly needed.) What will be described below is, therefore, less In the 
way of any universal rule than of a model or type-case situation through which the 
strengths and weaknesses of the public funding agency as a phenomenon can be 
evoked. 

I use the word "matrix" in respect to the political component because it seems 
to describe best the formative and shaping character of political actions. What the 
agency sees Itself surrounded by is not so much a legal and organizational frame­
work as the sum total of a series of decisions and votes which have their own fluid 
and continuous life. They do hot rest long In one place and they do not cease, but 
their cumulative Impact is always present and forcefully felt. From the agency's 
point of view one of the worst aspects of the political process is this ongoing 
commitment of the prolongation of Issues, this instinctive abhorence of any resolu­
tion which makes further political action at a later date unnecessary. Perhaps this is 
the inevitable reaction of the professional who comes to government as a hired 
hand. After a lifetime spent in the role, George Kennan could only say: "Where 
others saw a stage on which momentous Issues were being dramatically resolved, I 
saw only a sordid, never-ending Donnybrook among pampered and Inflated 
egos. , . {IVIemoirs: 1950-1963 (1972), p. 322.) 

The initiative behind a public funding agency will normally come from the 
executive, though this is not invariable or prerequisite. If the constituency is massive 
and loud enough, the agency and its cause will acquire one or more champions in 
the legislative, who will stand up for its interest and organize the defense of its 
budget Politically speaking, this is normal and well-understood behavior, in no way 
resented by other politicians who are engaged in doing the same thing with other 
issues and are grateful to have a colleague to turn to when issues concerning the 
agency come up. The legislator must be willing, on the other hand, to be personally 
identified with the agency's purposes, which is not true of the executive, who need 
only regard those purposes as politically defensible or at least expedient and make 
his endorsement known. An extreme view is embodied in Heckscher's Law (named 
after its inventor, August Heckscher, Commissioner of Parks, Recreation, and 
Cultural Affairs, New York, 1967-73) which holds that culture always prospers all 
the more under statesmen who never heard of it before assuming office. 

The actions of both the executive and legislative are descriptive rather than 
prescriptive. The formative function is most legitimate and efficient when it restricts 
itself to controlling the size and scope of the agency's operation and to setting forth 
in only general terms Its objectives and the criteria it should use. Legislation that 
attempts to construct or prescribe the machinery of implementation Infringes on the 
functions of other component parts of the system, and forces them into Imbalance. 
The phrase "legislative intent" reflects the valid notion that laws passed for a 
specific purpose need not encode and program every device for putting themselves 
Into effect; what matters Is that the purpose be clearly expressed. Well-drafted 
legislation leaves no doubt in the minds of the executive as to what is intended to 
be executed, and it can have great usefulness and value. In the ideal legislative 
process, the intentions of the executive and the doubts and reservations of the 
legislative will have been hammered into some kind of compromise, which will have 
the authority and persuasiveness natural to metal capable of surviving such 
tempering. The mandate of a public funding agency can have force in proportion to 
the Intensity of the fires in which it is forged. 

It goes without saying that a precondition of favorable action on public funding 
is that its purpose shall have been recognized as politically compelling, preferably on 
a nonpartisan basis, as most often has been the case with funding for the arts or 
scientific research. Doubtless there is an aspect of fashion here; after Sputnik, higher 
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education could do no wrong (less so now), and within the past five years the arts 
have enjoyed rapid escalation (less so now). But the absence of partisanship has 
been a hopeful omen, and will probably remain so as long as public desire for the 
services being funded continues at its present level and continues to express itself. 
For the long haul, direct opposition seems likely to come mainly from those who 
believe public funding of all kinds to be excessive, or during those periods when 
high taxation and budget reduction become violent political issues. In normal times 
the most Immediate question will be that of who gets the credit. 

Quantity is another matter. It will be debated out of all proportion to its 
importance, or of any relationship between the debate and its ultimate outcome. 
The periodical renewal of the funding has the effect of making it permanently 
discussable. Like all political budget contests this is an exercise in pressure and 
counter-pressure. Knowledge of the actual need may be quite extensive In the 
constituency, the agency staff, or budget professionals in the executive branch and 
in the legislative committee staffs, but the final figure will be less affected by all 
their expertise together than by the forcefulness of the executive and the sensitivity 
of the legislative to public interest and involvement Not that this is scandalous or 
necessarily deplorable, since it often produces the required results, but it does turn 
back upon the funding agency — its staff and its board — an obligation not only to 
be politically active and resourceful, but to do all they can of the large-scale 
budgeting, the cost accounting of long-term goals, which the political process, 
unaided, cannot aspire to perform. 

The ritual of periodic reaffirmation requires that there be, at each new funding 
cycle, a public struggle in which the agency measures itself against other 
departments of government and their competitive calls upon the public purse. The 
annual (or whatever) budget battle is the largest fact In the life of the agency 
administrator. For more than half, or even as much as three quarters, of his year to 
be consumed by it would not be exceptional. Having persuaded the executive to 
endorse its budget request, which is the first task, the agency must then 
mobilize — without appearing to do so, since this would presumably be Illegal — all 
the power of its constituency to influence the legislative. Letters must be written, 
telegrams sent, phone calls made, Interviews requested and conducted — literally by 
the tens of thousands in a state the size of New York. And all this strenuous, 
time-consuming expenditure of effort has only what might be called a negative-posi­
tive effect; that is, for the effort to be there is of no great consequence, but for it 
not to be there is fatal. 

The expression of public opinion has the effect on politicians of enabling them 
to consider a proposal on its merits. As long as no one is for it, they cannot 
possibly be for it; but as soon as enough strong voices have spoken in its defense 
they can safely begin to think about it dispassionately. Setting rhetoric aside, their 
actual concern is also less likely to be about the total sum than about the manner 
in which it is spent They will want to know that it is prudently administered. They 
will want to know that it is not merely stimulating increased need which they will 
then be asked to meet next year. In the case of the public funding agencies most 
especially, they will want to know that government money is not going to have the 
effect of drying up the previous flow of funds from the private sector. In New York 
State this concern produced a so-called "maintenance of effort" clause in the annual 
appropriation act for the arts, requiring evidence that state funding would not 
"substitute for or replace" that from "customary" non-state sources — wording 
which the state arts council staff managed to have modified into a far more mild 
and flexible form than many legislators wished (and in this, a significant indication 
of their attitude). 

Politicians have constituents, and constituents are known to exert themselves on 
their own behalf, with the result that both legislators and executive may be tempted 
to intervene with the agency in order to increase their own aura of power and 
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competence. Since the greatest fears of abuse attach to this danger of improper 
influence on specific funding decisions, it is well to note that in contemporary 
experience examples of it are usually rare or minor enough to be tolerated. 
Firmness on the part of the governing board and vigilance on the part of the 
constituency are the only ultimate safeguards, though there are elements In the 
normal political make-up that can serve as reinforcement. First of all, the politician 
is far more interested in the appearance of administrative supervision than in its 
reality. Administration is not his native province, nor is it to his advantage to gather 
unto himself any more decisions — with their Invariable consequence of offending 
somebody — than he can conveniently avoid. The reputation of being a pipeline to 
decision is not one he craves, since pipelines are difficult to turn off. In the 
presence of a constituent he may storm and bluster, but In private he may just as 
well be sympathetic and understanding about the agency's dilemma, since it is so 
like his own. The time when he is ^rious, and must be taken seriously, is when he 
speaks for his district Far more common than individual interventions are reminders 
of the agency's responsibility to a particular section, often geographic, of its con­
stituency. Such pressure as this is not only legitimate but often helpful, since it can 
serve to counter-balance other pressures and to illuminate the agency's routines in a 
legislative context 

One other, and by no means negligible, function of the political entities is to 
make or to approve appointments to the agency governing board and staff. As for 
the latter, it is essential that both the executive and the legislative refrain from 
using public funding agencies as dumping grounds for political job-placement; the 
principle of professionalism must be accepted at the outset and vigorously 
maintained, on the grounds that its sacrifice is a potential source of embarrassment 
more serious in the long run than any short-run loss In patronage. Since most public 
funding agencies are engaged in fields where professionalism is obviously called for, 
there should be no hesitation in asserting this principle. Here the many precedents 
in government for precise job definition will stand the agency in good stead, and 
the worst inroads of civil service can be resisted as long as genuine professionalism is 
opposed to them. To be sure there is a hazard in that exempting a job from civil 
service, and opening it to quality judgment, also opens it to political appointment, 
and it is for this reason that the political commitment to professionalism must be 
deep and enduring. 

As for appointments to the governing board, the executive (who normally makes 
them, with legislative approval) must understand that their quality Is one of the 
ornaments, or even more visible defects, of his administration. Appointments to a 
board are a tangible expression of policy, and an opportunity of assurance to the 
executive's constituency that he has its Interests at heart. If he wishes to make the 
agency's constituency his own, this is his best chance to do so. His task, simply put, 
is to find appointees who are acceptable both to the legislative arm and to the 
agency's constituency. He should use the agency staff to inform him of how given 
individuals stand in the constituency's estimation, and if he is wise he will now and 
then defer to the staff's opinion, since doing so will gain him credit at little cost. 

The importance of the governing board varies directly with its perception of that 
Importance, and it is for this reason that the method of selecting members takes on 
such weight In most instances they will be defined as citizens distinguished for 
their achievement or Interest in the area with which the agency is concerned, and 
they must indeed perceive themselves as distinguished, inasmuch as their duty is to 
take ultimate responsibility for the agency's actions. They must be prepared to 
stand as a barrier between the agency's decision-making process and all forms of 
interference or attack. If they are not prepared to do so, everything else is in danger 
of coming unstuck. Matters of dignity and self-esteem, which might otherwise seem 
trivial, become meaningful in this context, since the routine work of governing 
boards can be defined as whatever they consider necessary to verify to their own 
satisfaction that the decision-making process is one they can properly defend. A 
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board member who takes everything on trust and another who wants to scrutinize 
every decision are thus presumptively of equal value. 

A shortage of good trustees Is universal in the nonprofit sector, but in searching 
for them the public funding agency has one advantage in that wealth or a gift for 
fund raising are not among the requirements, with the money coming from 
elsewhere. Other qualifications are very similar, foremost among them the 
ability ~ more rare than one might imagine — to think and act comfortably in the 
area where policy and specific decisions meet. Intelligent trusteeship calls for an 
extraordinarily delicate combination of forcefulness and restraint; it is the ability to 
direct without meddling, to hold a firm but easy hand on the rein. Of their nature 
boards are schizophrenic, and oscillate between intense concentration on Individual 
items and general complaints about not having enough time for high-level policy. 
Acceptance of the pull-and-tug between these polar opposltes is fundamental to 
effective performance as a board member. 

A signal disadvantage of public-agency boards is that their members are of 
necessity political appointees. To suppose that an executive, under the usual 
requirement of legislative concurrence, will make appointments to a presumably 
prestigious board without taking political considerations into account Is unrealistic. 
Since one of the functions of the board is to inspire legislative confidence and 
approval for Its appropriation, for it to be wholly unpolitical might just as well 
mean being wholly Ineffective. At a very minimum the board will be "political" 
vis-ci-vis the internal politics of its constituency. But every effort must nonetheless 
be made to insure that the board as such does not become a partisan body. Once 
again the nonprofit sector has an advantage it can exploit in the candidates for 
appointment who can be found among the impeccably distinguished, but politically 
neutral, members of the professional guild in the agency's field. The presence of 
artists on a board concerned with the arts Is no guarantee of eliminating politics, 
but they do serve to anchor it in some other reality ~ that is, the reality with which 
the board is presuming to deal. Another advantage lies In the fact that local 
communities frequently have so few citizens who take an active interest in politics 
and the nonprofit sector that they turn out, in effect, to be the same people; they 
will already have made the accommodation which board membership asks of them. 
Put another way, there are at least two sources of independent-minded persons 
which can be relied on to continue producing them. 

Once appointed, however, board members must rise above the reasons for their 
appointment They must be representative, but they must not act in the capacity of 
representatives. The board overall will Inevitably be a "balanced" ticket, in the sense 
that it must demonstrate to the casual observer an earnest effort to take account of 
the major elements In the agency's constituency and the community at large. But 
board members once in office and in action must be willing to set aside, or even 
disown, their parochial origins in order to speak and vote on behalf of a more 
largely defined public interest, which they alone now embody. Boards of public 
funding agencies are in fact one of the few places where the public interest as 
purely defined can take on body and substance, and routinely become a serious 
factor in decision making. 

Since they were chosen because they were "interested" citizens in the first place, 
board members will continually be open to criticism for conflict of interest. This is 
a chronic affliction and will recur in connection with the agency staff and their 
professional advisers; it is in the nature of the system itself. Complete impartiality 
can be purchased only at the price of Ignorance. Part of the difficulty is that 
conflict of interest, as an idea, arises from the law, with Its adversary procedures, 
where conflict Is a meaningful condition. Governmental standards of ethical conduct 
derived from the law. In order to be workable, are necessarily so vague that the 
entire subject becomes a cloudy one, in which appearance matters almost as much 
as reality. To seem to have a conflict is 4s bad as having one. Under the circum-
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stances it Is impossible to avoid having board members who are connected one way 
or another with organizations the agency will wish to fund. The only solution Is 
to acknowledge this openly and invoke the usual "foundation" rule of removing the 
individual from the discussion of any organization with which he is associated. In 
the long run, board members can disarm such criticism only by scrupulous restraint 
on their own part and demonstrably fair and judicious performance on the part of 
the board. The greater the degree to which the board learns to work together as a 
unit, the greater its immunity to conflict-of-interest charges and the greater the 
authority with which it will speak. This power cannot be conferred; it has to be 
achieved. 

The relationship of the board to the agency staff will be the problematical but 
necessary one which, unto eternity, all organizations have had with their boards of 
directors. It is never perfect, and what it chiefly calls for Is a mutual acceptance of 
the imperfect roles to be played. The staff serves the board, but It must do more 
than merely implement; it must serve thoughtfully. Agency staff members should 
have, first of all, a psychological or career commitment not to government but to 
the subject matter with which the agency deals. Insofar as possible they should be 
professionals from the field involved, especially in the middle range of staff where 
the field covered by one person may narrow to a specific discipline. A career 
background in government alone Is unsuitable, if only because it may provoke 
accusations of bureaucratic thinking even where they are not deserved. The situation 
is classically suited to what has been called the "In-and-outer" In government, the 
person who consciously constructs a career pattern on the assumption that public 
service will from time to time form a logical part of It. 

The virtue of being a professional is being able to deal with other professionals as 
an equal, with the object of establishing trust For a major portion of the agency's 
staff time will be spent dealing with the constituency, and most directly with the 
constituency's professional guild. People who permit themselves to be assessed, as 
any supplicant for funds must do, wish to be assured that they are being assessed 
by equals, or else the relationship between the two will fester. While it is probably 
asking too much for agency staff members to equal their fellow professionals in 
performance, they can at least be equal to them in their commitment to profes­
sionalism. At the same time they should not be professionals manquis, trying to 
realize frustrated ambitions by over-influencing or over-directing the organizations 
which they fund. Professionalism has a concealed double edge, in that the more 
"professional" the agency staff becomes, the more harsh and Incisive may be Its 
judgments, and the more unpalatable to those being judged. 

For the public funding agency, unlike most of government, is still expected to 
respond to its public personally and politely. Where these high expectations come 
from, or whether they are justified, is unimportant alongside the fact that they 
exist; they are a compliment to the agency, by implication, but they present it with 
certain staffing requirements which are not easy to satisfy. For agency staff 
members a saint-like patience and equanimity are useful attributes, if not essential 
ones, in view of the prevalent belief among some applicants that the best way to get 
money out of government is to be obnoxious. They should also have, in full, 
immunity to the ego-Inflation which sometimes accompanies presumed control over 
large sums of money. And they must, lastly, have it fixed firmly in their heads that 
asking for money Is a demeaning experience for most people, and that the state of 
mind of the supplicant can easily be abused and abraded, however unintentlally, 
unless heroic doses of tact and sympathy are applied. The vocation of public 
philanthropy has as its first commandment, put yourself in the other person's place, 
and stay there. 

The work of the agency staff Is mainly analytical; In close contact with the 
organizations to be funded, agency staff members develop the information on which 
evaluative judgments of the organization can be based, and they refine those 
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judgments into preliminary form which may well, if unchallenged during further 
review, become the final form. It is very difficult for them not to conclude that 
they are in fact making the final judgments, since this is so often the case, and it is to 
remind them of their coordinate and cooperative position that advisory panels and the 
agency board exist The staff's prerogative is to make the first move. They must be 
able to arrive at thoughtful perceptions based on a realistic concept of need — that 
is, to reach a sharp and dispassionate overview of an organization's performance 
measured against its potential, its audience, its socio-economic context, its position 
in the heirarchy of its kind, and so forth. In the present generation most practitioners 
have acquired these skills through on-the-job training, since formal academic 
programs in nonprofit administration are few and recent in origin. There are 
benefits in this pragmatic approach; experience which includes site visits and 
face-to-face contact with the organizations continues to be not only the best 
training but the best practice. 

In the course of time the staff will become a principal repository of knowledge 
about the area with which the agency is concerned. Its central position, combined 
with its own information-gathering imperatives, give it a unique command over its 
subject matter. In some instances it may be able to spare the resources for direct 
commissioning of research, and Its operative needs for research — both in long-range 
planning and in making its case politically — are greater than those of private 
foundations. But most of Its empirical expertise is unlikely to be formalized and 
will more often simply accumulate in the minds of staff members, who in any event 
are too busy to do anything else with it. Pragmatism does have limits, and the 
nonprofit sector is notorious for its lack of conceptual thinking. The entrance of 
the arts into the arena of public policy, to the extent that it has even been noticed, 
has virtually been unaccompanied by thoughtful discussion and debate as to what 
this development implies. How many symphony orchestras does a given area need In 
proportion to what It can afford? Can an art form become economically obsolete 
and nonetheless be worth saving artificially? These and others like them are 
questions that agency staffs must confront daily, and for which they must seek 
workable solutions without whatever reinforcement a theoretical framework might 
give them. In order to function at its full capability, therefore, the agency staff 
must become something of a seminar on the subject of its own operation. It must 
be a thinking entity; it must originate the ideas which fuel and energize its board. 

Professional panels serve a dual function. Primarily they are the recognized 
arbiters on questions of quality and professionalism. They take the information 
provided by the agency staff and subject it to scrutiny of their own viewpoint as 
active practitioners; they come in directly from the field, with some of its dirt still 
under their fingernails. Their perspective is invaluable and their judgments have 
implicit authority. But they are also a highly useful information link between the 
agency and the constituency, since it is from the constituency's professional guild 
that they will normally be drawn. It is their opinion of the agency — its practices 
and personnel — which the constituency is most likely to trust. 

The rulings of the professional panels have a salutary and astringent effect They 
serve the essential purpose of exorcizing any potential for tyranny on the part of 
the agency staff, with whom they can be expected to disagree, provided the 
governing board is informed of the disagreement and prepared to overrule both, if 
necessary. Panels will sometimes feel resentment at being overruled; they come to 
think of themselves as the voice of the only abstract and disinterested value system 
in an otherwise skewed and distorted process. They must therefore be persuaded, 
contrary to their instincts, that the validity and plausibility of the total systems 
would be jeopardized if their decisions alone were Invariably to prevail. Panels have 
a higher degree of epidermoid Irritability than any other component of the system, 
since they are self-defined as the most sensitive and vulnerable. When their decisions 
are reversed, they In their turn require to be assured that this was not for whimsical 
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or arbitrary reasons, since a lack of confidence on their part in the total process 
would quickly communicate itself to the constituency at large. 

Appointments to the panel can safely be made by the agency director on 
recommendation of his staff, but membership must be rotated (three-year terms 
with a third of the members being replaced each year Is normal and workable). 
Rotation is essential to prevent the formation of cliques or the predominance of a 
limited viewpoint, but it is also more useful than might appear in maximizing the 
number of persons who have served on panels at one time or another, since doing 
so is a highly educational experience in the difficulties and complexities of funding 
decisions, and serves to educate the constituency. The more sophisticated the 
panels, the more sophisticated the process. Panels have on occasion been anony­
mous, but Increasingly the custom is to let the membership be known, at the 
very least after the funding cycle has been completed. In the name of participatory 
democracy carried to excess, experiments have been undertaken with panels whose 
sessions are open to the public, though this example seems unwise to follow 
generally, since it so seriously reduces the level of candor to be found in the most 
productive panel discussions. 

Most panels can be trusted to write their own rules and frame their own 
procedures, though in the course of things they will be dependent on the review 
and analysis conducted by the agency staff and its independent auditors. Above all 
the panel must safeguard its own integrity. If the pinciple of confidentiality is 
adopted it should be strictly enforced, by sanctions which may have to include 
dismissal from the panel. Situations implying conflict of interest are endemic to 
panels, as they are to governing boards, and must be handled in the same way — by 
recognizing the reality and removing the individual from the decision. Where panels 
have a great and often either unused or misused opportunity is in the gray area 
which borders on overall agency policy, where a panel will be peculiarly sensitive to 
changes in climate or priority which take place from one year to the next within its 
area of special competence. Responsibility for any eventual change in agency 
priorities rests with its governing board, but from the panels can come fresh and 
authentic advice which is well worth listening to. The panels are an intense focal 
point where the needs of the constituency and of the political matrix converge. 

The constituericy in its turn is composed of three layers, roughly in the form of 
a pyramid. The top, and smallest, layer consists of the professional guild, or those 
people who make their careers in the area of the agency's Interest or are directly 
employed by the organizations the agency supports (I include in this group the 
administrators and trustees of such organizations, since in most practical matters 
their interests are the same). The second, and much larger, group is made up of 
those who use or are affected by the services the organizations provide, which for 
convenience can be called the audience. The third, and larger still, includes the 
entire portion of the population that can be shown to hold a favorable view of the 
agency's purposes, even though they do not avail themselves directly of the 
organizations or their services. The total of the three groups forms what has been 
described as a "favorably inclinal coalition," and if its size is larger than half of the 
adult population, then a favorable situation for public funding can be said to exist. 

For the constituency to make its influence felt it must be organized, and here 
the conventional structures of citizens' groups, committees, and the like have 
generally proved to be workable. They are familiar and well-understood devices and, 
though many in the nonprofit sector are unaccustomed to the amount of work and 
group cohesion necessary to secure public funds, they have usually been quick to 
learn. The citizens' group will of course exercise itself in the normal activities of 
generating publ ic i ty, interviewing legislators, mounting letter and telegram 
campaigns, and so on, for all of which it is well suited. For the more precise and 
functional side of working with government — for example, daily contact with the 
legislative process — it is less well suited, and here it must enter into an intimate but 
tactful partnership with the agency staff. 



1553 

Since the agency itself will most likely be forbidden by law to engage in 
lobbying on Its own behalf, great care must be given to avoid crossing the invisible 
but very real line which separates what is technically illegal but permissible from 
what is not only illegal but definitely not permissible. The restriction on lobbying is 
one of the classic contrasts between reality and a necessary fiction in American life, 
where any agency that does not keep an eye on its own interests does not survive 
for long and yet there must be limits put on the interventions which can be 
allowed. Lobbying is a full-time job, since very close attention must be paid to the 
day-to-day changes in mood and the pattern of events, and the reaction must be 
instantaneous. In the nonprofit sector, however, this necessity is not always 
recognized, both because there has been so little experience of it and because the 
expense seems excessive, with, the result that much of the burden falls back on the 
agency. Perhaps the only answer is to say that with prudence and good sense a 
reasonable subdivision of labor can be found between the agency and its citizens' 
group. 

The prime failing of citizens' groups is that they can all too easily fall Into the 
hands of those who have the time and resources to give them. There is no guarantee 
of their being representative, no matter how vigorous an effort is made to sign up 
names from all corners of the constituency. The letterhead may look Impressive, but 
the actual direction may still reside with a small minority. Few parts of the United 
States, moreover, are immune to the metropolis-hinterland syndrome, which is a 
built-in source of potential conflict between one part of the constituency and 
another. In the metropolis there is a conviction, often well justified, that there only 
does quality reside and are standards maintained. In the hinterland there is a 
perennial sense of grievance waiting only to be detonated by some real or Imagined 
slight Unless the conflicts between them are contained, they can result in fatal 
misadventures, the worst of all occurring when one part of the constituency begins 
to lobby directly with the executive and the legislative on its own behalf. When the 
constituency becomes internally politicized it is in grave danger of fragmenting and 
of losing that bulky and monolithic authority which originally commended it to 
political attention. 

From the point of view of those being funded there is a great deal to be said for 
predictability. It requires a very strong commitment on the side of the process of 
value judgment to enjoy the consequences of that judgment when applied to 
oneself. Many cultural organizations would prefer, as in some states (North Carolina, 
for example) they are, to be line items in the state budget in their own right In 
other states somQ have so succeeded in imposing their will as to achieve similiar 
results by different means; in Missouri about 70 percent of the state arts council 
budget goes to two symphony orchestras. Yet the defects in such solutions seem to 
me far to outweigh their few advantages. One argument against direct subsidy, and a 
strong one, has always been that It perpetuates an organization without regard 
to variations in the quality of its management or delivery of service, where the 
public funding agency can at least point to such variations when they occur. 
Moreover, when increased funds are needed, it is far easier to mobilize public 
opinion behind a broadly defined field of endeavor than behind a handful of 
Institutions, usually large ones, which have boards composed of people with private 
means. Most important of all, to structure public funding so as to favor a limited 
group of recipients belies the presumption of social purpose for which the funding 
was undertaken; to do so cannot be morally defended nor, over the long haul, 
politically validated and Incorporated Into an acceptable mix of governmental 
obligations. 

There is no need to deny, even now, that the system of which the public funding 
agency forms the centerpiece is subject to a variety of stresses and strains. The 
system is dynamic; its elements are in active response to one another. At times it 
seems almost as though feelings of dissatisfaction were an obligatory accompaniment 
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to its operation. Perhaps this is because public philanthropy is not very convincing 
as philanthropy. It does not have the connotations and overtones of a gift but, 
rather, tends to be thought of as a matter of due, almost of right. Since tax money 
derives from the people, there appears to be nothing illogical about the people's 
getting it back. The organizations that receive public funding eventually come to 
think of it as their money — as, in a very real sense, it is. 

All of which increases the pressure to eliminate value judgment from the process 
and replace it by formulas. Those who desire to do this can argue, quite plausibly, 
that the system as described in this paper is Inherently unstable; and their very 
argument, to be sure, increases that instability. In the field of arts funding a number 
of proposals have been made or adopted which, in pursuit of stability, have or 
would have exactly the opposite effect In California a proposal has been given 
serious consideration by the legislature to replace the direct funding organizations 
by "user-oriented" funding, in which they would be paid only for the services 
requested of them, in the form of tours, programs in the schools, and the like. The 
measure of quality would be sacrificed in favor of what would be, in effect, a 
popularity contest; and the organizations themselves would be forced into divisive 
and destructive competition. In New York the legislature has imposed on the state 
arts council a requirement that at least half of its total grants funds go to so-called 
"primary" organizations, and that "arts services" be distributed throughout the state 
on a basis of seventy-five cents per capita per county, while at the same time the 
mandate for quality judgment was not altered. The attempt to comply with this 
bizarre piece of legislation — that is, to make over fourteen hundred funding 
decisions on the basis of merit and non-merit simultaneously — naturally proved to 
be an administrative nightmare. 

What happened in New York State is an archetypical example of the internal 
politicization of the constituency and its unhappy consequences. Pressure for the 50 
percent allocation to "primary" organizations came initially from the major 
institutions, many of them located In New York City, which felt they were being 
unfairly treated and so informed the governor. He adopted their proposal in his 
executive budget, only to have It thrown out by the legislature, which recognized it 
for the special-interest measure it was. The following year, however, pressure for the 
per capita provision came from the upstate legislators, who had been persuaded that 
upstate institutions were being unfairly discriminated against in favor of New York 
City. The combination of the two pressures constituted a tradeoff and was therefore 
acceptable, if not attractive, politically. Once the game had begun, and people could 
see it being played, open season was declared on the arts council budget The year 
after, the third year, amounts in the hundreds of thousands of dollars were 
sequestered from the council by the legislature for specific purposes, in one case for 
a "bicentennial barge" to ply the waterways of the state during 1976, in another for 
the operating expenses of Artpark, a performing-arts facility owned by the state and 
operated by the Department of Parks and Recreation. Whether this process of 
nibbling to death can now be halted or reversed remains, at present writing, an open 
question. 

The pressures for routine and regularization also Increase in proportion to the 
amount of funds made available, not for named programs but for basic support. The 
trend in this direction has been without question the most significant development 
in government funding for the arts in the United States in recent years. Looking 
back, it is easy enough now to see that the turning point came in 1970, when in 
January of that year the council of the National Endowment for the Arts voted to 
drop a previous restriction limiting its funding to the "new and innovative," and 
agreed to consider the "on-going or improved," a euphemism for day-to-day 
operations. That same year the budget of the New York State Council on the Arts 
was increased from $2.5 million to $20.5 million (an amount then larger than the 
federal appropriation for the entire ,fcountry), in an effort to save from imminent 
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collapse the several hundred cultural institutions concentrated in New York State. 
Overnight the state funding became vital to their existence. It has continued (with 
fluctuations) and now stands at $34.1 million. In 1974, for the first time, the New 
York State Legislature permitted the words "basic support" to appear in the 
appropriation act, and the council was able to allocate funds consciously and openly 
for that purpose. In 1975, for the first time, the National Endowment made a 
major grant ($1 million, over two years, to the Metropolitan Opera) without 
designation as to purpose, for basic support 

Whatever else one says of this state of affairs, it is certainly in sharp contrast to 
the condition hitherto faced by private philanthropy. Never before had there been 
such a widespread and legitimate expectation of sustained funding from a source to 
which public pressure could be applied if the funds were not forthcoming. Many 
thoughtful custodians of the private purse had wisely feared the arrival of this day, 
when the leverage characteristic of private giving would be Imperiled because decisions 
were no longer free and judicious. The reluctance of foundations and individual 
donors to become Involved in ongoing support had all along a solid basis in 
psychological and economic fact; it is dangerous terrain to enter. But it can no 
longer be avoided; the crisis in the nonprofit sector is too severe. The road to a 
long-term balanced pattern of support leads through a partnership in which 
government, private donors, and (someday, with great good fortune) business 
corporations will play interrelated roles. It would not be improper to expect that a 
good portion of the sustaining role might be borne by government, should the 
nature and limitations of that obligation ever be carefully enough defined. 
Experience to date has indicated that this can be done, but only if the equilibrium 
of forces implied by the model and type-case system of interlocked elements Is 
preserved, 

I trust this account has made clear how closely the five components of the 
system do interconnect A network of structural and functional relationships ties 
them together; countless filaments of working needs and dally contacts weave back 
and forth between them. It should also be clear that the components have the 
capability of correcting one another; each is watched and can potentially be 
restrained by one or more of the others. But It Is only a capability. Though the 
interests necessary to a balanced performance are all represented, they will be 
effective only if someone asserts them. This is to say no more than that the public 
funding agency, as it has thus far emerged, is a live institution, not yet permanently 
frozen Into formulas and rigidities. If It works, at this stage in its development. It 
works because people make it work. 





PRIVATE FOUNDATIONS AND THE 1969 TAX REFORM ACT 

Chairman and Staff, Council on Foundations, Inc. 

Introduction 

This report seeks to present a succinct, factual account of the role and 
significance of America's philanthropic foundations. Particular attention is directed 
to the effects of the Tax Reform Act of 1969 on these organizations. Two sets of 
recommendations are offered: one involves action by foundations themselves and the 
other involves government policy and changes in the law. 

The term "foundation" is not precise, even apart from uses having nothing to do 
with philanthropy. We are mainly concerned here with those institutions that under 
the 1969 Tax Reform Act are classed as "private foundations" as distinct from 
other charitable organizations. This distinction is based not on purposes which must 
in all cases conform to the public Interest,* but rests primarily on the extent to 
which a single donor, or family, or company has provided an organization's basic 
financial support. Moreover, under current law, private foundations are defined only 
by exclusion. They are the charitable organizations remaining after various 
groups — churches, schools, hospitals, governmental units, publicly supported 
organizations and their affiliates — have been filtered out. We shall also, therefore, 
rely on F. Emerson Andrews' more direct and commonly accepted definition — 
namely, "a nongovernmental, nonprofit organization, with funds and program 
managed by its own trustees or directors, and established to maintain or aid 
social, educational, charitable, religious, or other activities serving the common 
welfare. "2 

The Council on Foundations, whose officers have conducted this study and 
prepared this report, is an association of some 775 foundations, mainly of the 
endowed and grant-making types. Its members are situated In all parts of the United 
States, include both small and large foundations, and currently administer over 65 
percent of all estimated foundation assets in the United States. The council 
functions under an elected board of directors broadly representative of the founda­
tion field but also including nine public members. The council's chief purpose is to 
advance effective and responsible practice throughout the foundation field. 

I 

GENERAL BACKGROUND AND RATIONALE 

Brief History 

The origins of charitable foundations extend far back beyond the Christian era, 
and at least partial analogues are to be found in many civilizations besides our own. 
The philanthropic impulse, which is their ultimate source, seems to be both age-old 
and world-wide. In the Anglo-Saxon world the status of foundations and other 
charitable endowments as legal entities enjoying certain privileges and a standing 
distinct from that of their donors is anchored in the Common Law. As reflected in 
both state and federal statutes. It continues to have that underpinning in the United 
States, even as it also does in England.^ 

The emergence of the modern American foundation as an instrument for searching 
and systematic grant making dates from the post-Civil War period. Major founda­
tions were established coincident with the birth and growth of great fortunes in late 
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nineteenth and early twentieth century America and well before any significant tax 
advantages for their donors were involved.'* Simultaneously, under the leadership of 
men like Andrew Carnegie and John D. Rockefeller, foundation philanthropy came 
increasingly to seek to identify and deal with the causes, as distinct from the 
symptoms, of human misery and deprivation; It sought, that is, to turn the weapons 
of systematic investigation, experimentation, and research to the attack on many 
different kinds of human need.s 

Until World War II the number of known endowed, grant-making foundations in 
the United States was not large. In the period 1940 to 1969, however, a prolifera­
tion occurred under a combination of favorable economic conditions and strong tax 
incentives to charitable giving. Thus of the 5,454 foundations listed in edition 4 of 
the Foundation Directory (1971), 90 percent were set up after 1940, but that 
explosive growth was primarily in foundations that are small in size.^ Among 
foundations with assets of over $10 million as of 1968-69, 9 percent were 
established before 1920 and a total of 38 percent before 1940, while of those with 
under $1 million in assets only 1 percent were setup before 1920and only 4 percent 
before 1940. (See Chart A-1 and Table A-1, Appendix A.) 

With the prollferafion of foundations, there unfortunately came abuses. 
Investigations in the 1960s revealed that some persons had set up foundations more 
for personal advantage than for public benefit'^ Some, it was found, were benefiting 
friends and relatives; others were being used to maintain control of companies; some 
were hoarding assets and making almost no return to charity; and in a few damaging 
instances it appeared that foundation grants had been made to advance partisan 
political Interests. 

Such evidence as is available appears to indicate that these abuses and indiscre­
tions were not widespread, and most of them could have been eliminated by 
vigorous enforcement of existing law. Nevertheless, they were sufficient in the tax 
reform climate of the late 1960s to cloud the reputation of the foundation field 
generally and to trigger the passage of stringent legislation affecting all private 
foundations. This legislation and its effects are the principal subject of Chapter III 
of this report. 

Foundations had from time to time been under attack from various quarters and 
for various conflicting reasons long before the 1960s.^ Nor were the abuses and 
indiscretions cited above by any means the sole grounds of the congressional attack 
experienced by foundations in 1969, There was an accumulation of other influences 
and pressures. 

From a "conservative" perspective, foundations were too much engaged in social 
change — in the support of social science research, for example, and voter registra­
tion among minority groups. From a "liberal" perspective, conversely, foundations 
remained on the whole too wedded to the status quo; both their will and their 
efficacy in contributing to needed social changes were questioned. 

Simultaneously, populist suspicions of concentrations of wealth "extracted at the 
expense of workingmen and consumers" were rampant, coupled with similar 
suspicions of intellectuals and experts. Rekindled in significant degree by Governor 
George Wallace, these hostilities were reflected by Influential members of Congress 
from both major political parties in the hearings and debates leading up to the 
passage of the 1969 Tax Reform Act 

Meanwhile, the needs and aspirations of a growing America for more and better 
education, health care, and other social services had combined to generate large 
federal spending programs in those areas and to put enormous pressures on the tax 
system. Would it not be better, some asked, for government agencies to take over 
these services entirely? And in these circumstances, economic theorists and legislators 
alike were inevitably led to look to close off tax deductions, exemptions, and 
credits where they could. As it proved, those tax preferences enjoyed by foundations 
and donors to foundations were the most vulnerable. More than any others, they 
lacked organized constituencies. 
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A further potent factor was a theory of taxation that gained marked new 
influence in the 1960s. According to this theory, all authorized exemptions and 
deductions, including those for giving to charitable purposes, were held to be 
government expenditures — or, in effect, to represent government money. Charitable 
organizations were thus more easily thought to be subject to governmental 
determinations and controls. 

In 1969 these Influences, in various combinations, prompted many members of 
Congress from both parties to question the tax incentives and the freedom of 
decision about the disposition of wealth enjoyed previously by those who had 
wished to establish foundations. Alongside the instances of abuse, these mingled 
doubts and pressures served to bring about the elaborate regulations and stringent 
sanctions under which their trustees and managers must now conduct the affairs of 
private foundations. 

Rationale 

Before moving on to the present dimensions of the foundation field and apparent 
effects of the 1969 legislation, It is important to recognize something too often 
overlooked by foundations themselves. In the 1969 Tax Reform Act, the Congress 
gave renewed legislative endorsement to foundations as si^ificant social instruments 
entitled to substantial tax privileges, even if not to all those previously enjoyed. It is 
also worth remembering that when the Senate considered a proposal to impose a 
40-year limit on the lives of private foundations it rejected the proposal by a very 
large majority. 

The continuation of tax benefits for foundations undoubtedly occurred for 
reasons that reach below — or, at least, have proved to date sufficient to 
countervail — the sorts of doubt and criticism just discussed. Basically the reasons 
lay in our country's long traditions of voluntarism and pluralism and in a persistent 
sense of the worth and vitality of these traditions in the minds of most Americans. 

The latter is strongly reflected, for example, in a representative sample of 
opinion undertaken by The Gallup Organization in 1972.^ This survey revealed that 
71 percent of the American people believe that private giving to health agencies, 
colleges, and agencies such as the United Way is as important or more important 
today than in the past, A majority, 52 percent, think such contributions are more 
Important, Somewhat surprisingly perhaps, even higher proportions of those under 
the age of 30 expressed affirmative views. As for foundations specifically, 64 
percent of those polled regarded them favorably, and only 10 percent expressed 
unfavorable attitudes. When the main new regulations governing private foundations 
were explained, 73 percent thought them to be sufficient or excessive; only 6 
percent thought additional restrictions to be desirable. 

Indeed, foundations can flourish only In societies in which personal freedom and 
responsibility are valued and where private initiatives for the public good are 
deemed to be important, even intrinsic, social assets. At the root, the case for them 
is that for private philanthropy in general. As expressed by Dr. Landrum R. Boiling, 
the justification of foundations and philanthropy alike rests fundamentally on three 
beliefs: 

1. The importance of encouraging voluntarism in the satisfying of social needs, 
of maintaining the human, empathetic feeling of personal responsibility in the face 
of social needs. 

2. The wisdom of decentralization, down to the local grass roots, of some 
portion of the tasks of providing our educational, cultural, charitable services. 
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3. The usefulness of having available some alternatives to many Government 
services, even when those Government services may be universally accepted as the 
norm.'o 

Within philanthropy thus broadly conceived, foundations have the particular 
characteristic of serving as sources of available capital for the private philanthropic 
service sector of our society in all its range and variety. They thus help make 
possible many useful public services that would in most cases otherwise have to be 
provided by tax monies. They offer "the other door on which to knock," without 
which many volunteer activities would not be initiated and others could not be 
continued. They are there to respond to both new ideas and shifting social needs 
with a freedom and flexibility that is not common to or easy for government 
agencies. Finally, as centers of independent thought and judgment in their own right, 
they help support freedom of tiiought, experimentation, and honest criticism 
directed at pressing needs of the society, including even the scrutiny and evaluation 
of governmental programs and policies. 

II 

DIMENSIONS OF THE FOUNDATION FIELD AND PROGRAM TRENDS 

Types of Foundations 

In identifying a philanthropic foundation an organization's name is often of little 
value.** And even among the genuine articles, there are enormous differences in 
asset size, scope of interest, and mode of operations. 

According to IRS classifications, there were about 30,000 "private foundations" 
in the United States as of September 30, 1974.*^ Of these, about 1,100 were 
operating foundations, that is, they were primarily involved in conducting programs 
with their own personnel or facilities, rather than by making grants to other 
institutions or agencies.*^ Almost 29,()00 were classed as "private non-operating 
foundations." This number includes, however, many institutions which are not 
primarily grant-makers but are also not classified by the IRS as operating founda­
tions.*"* Based on examination of the 1971 and 1972 IRS flies. The Foundation 
Center estimates that there are currently approximately 25,000 private foundations 
with discretionary grant-making powers. This estimate will be subject to revision as 
the IRS applies its administrative regulations to a variety of nonprofit organizations. 

Reference must be made at least in passing to another very Important type of 
grant-making foundation. This is the community foundation or trust, of which there 
are some 250, Collectively they administer over $1 billion in assets. A few — The 
Cleveland Foundation, New York Community Trust, and Chicago Community Trust 
— each hold assets at or above the $100 million level. Some 20 maintain 
endowments of more than $10 million, but most are far smaller. Community 
foundations are characterized by multiple sources of funding, boards of directors 
selected to reflect public interests and concerns of their communities, and a local or 
regional focus in their giving. Because of their several public characteristics, 
community foundations are classified as "public charities" under the 1969 act 
(along with churches, colleges and universities, hospitals, and other "publicly 
supported" organizations and affiliates of these groups) and accordingly are subject 
to fewer and different regulations than are the private foundations. In part because 
of their favored tax status, the estimated assets of community foundations grew by 
30 percent in 1972 and another 10 percent in 1973.*^ Much of this increase 
appears to have come from the termination of private foundations.*^ 
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Since a separate report on community foundations has been submitted to the 
Filer Commission,* ^ this report will not be concerned with them as a separate type. 
But it should be noted that in the choosing of charitable objectives, processing of 
applications, and making of grants, the work of the community foundation and the 
private foundation is often indistinguishable. For instance, many of the private 
foundations confine their giving to the needs of their own regions and localities. 

Among the private non-operating foundations a somewhat special class is formed 
by those established by corporations as a means of insfitufing and carrying out 
systematic programs of charitable giving. They are estimated by The Foundation 
Center and The Conference Board to number about 1,500, of which only about 273 
have assets of over $1 million. In the most recent (1973) Conference Board Biennial 
Survey of Company Contributions, 58 percent of total corporate giving reported for 
1972 was accounted for by company foundations. Frequently, corporate giving 
through the instrument of a foundation or otherwise tends to relate to the needs of 
communities where the company plants and employees are located. Few company 
foundations have large endowments; most receive and distribute annual contribu­
tions from the parent company. Again, however, the well-run company foundation 
faces much the same problems and works in much the same ways in determining 
priorities, in assessing alternatives, and in making the choices that it hopes will do 
the most good, as does any other well-run grant-making foundation. But since 
company foundations, too, are the subject of a separate report to the Commission, 
in connection with other forms of company contributions, they will not receive 
further treatment here.** 

Assets and Their Distribution 

The total holdings of the private grant-making foundafions can only be 
estimated. The nearly 25,000 foundations on record in The Foundafion Center had 
assets with a market value totalling about $31.5 billion in 1971 and early 1972, and 
these numbers almost certainly include most if not all foundafions with assets over 
$1 million (Table A-5, Appendix A). It is probable that at the end of 1974 the 
assets of these 25,000 foundations were down at least 25 percent to 30 percent in 
market value as against The Foundation Center's figure.*^ 

The Foundation Center estimates that only about 2,500 grant-making founda­
fions have assets of over $1 million and that overall the distribution of assets to 
numbers of foundations is approximately as follows: 

Asset Size Number of Foundations 

Under $1 million 22,400 
$1 -$5 million 1,699 
$5-$10 million 356 
$10-$25 million 265 
$25-$100 million 146 
$100 million and up 38 

Of the 22,421 foundafions In The Foundafion Center's databank for fiscal year 
1971 with assets under $1 million, more than half had assets of less than $50,000, 
but many of these were clearly passing through annual contributions from donors 
and others were apparently being phased out, as the recorded grants of this group 
for the year totalled $144 million while their total assets were only $176 million 
(Table A-2, Appendix A). Average assets of foundations holding assets under $1 
million were $115,936. And this is the vast majority of the field. 

Tables A-3, A-4, A-5 (Appendix A) show the geographic distribution in fiscal 
year 1971 of foundations with assets under $1 million, with assets over $1 million. 
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and a composite of these two records.^^ Notable are the concentrations of both 
numbers and assets in the industrial regions of the Middle Atlanfic states and the 
East North Central states, but with very substantial representations also in the 
South Atlanfic, West South Central (especially Texas), Pacific, West North Central, 
and New England regions. 

A separate study of the geographic distribufion of the giving of the 50 largest 
foundations in 1971-72 and also of all foundafion grants on record in The 
Foundation Center for 1972 showed it to be in both cases widely spread through all 
parts of the country. But as might be expected, it was considerably heavier to 
institutions and agencies located in the nation's most heavily populated centers than 
to those in less industrialized areas.^* Even so, it is clearly no longer proper — if it 
ever was — to think of the philanthropic foundations as mainly creations and 
instruments of some "Northeastern Establishment" While a few of the oldest, 
largest, and most highly organized of the foundations confinue to be located on the 
eastern seaboard, there are today many other foundations engaged in substantial 
grant making throughout the United States. 

Distribution and Trends by Fields 

The spread of foundation giving by broad fields of activity in each of the years 
1961 to 1973, as recorded by The Foundation Center, is presented in Tables A-6 to 
A-13 (Appendix A). For the 13 years, the distribufion has been as follows: 

Areas of Giving 

Education 
Health 
International Activities 
Welfare 
Sciences 

Grants 
(dollars in millions) 

$2,631 
1,265 
1,117 
1,084 
1.036 

Humanities (Including Arts) 710 
Religion 368 

Percent of Total 

32% 
15 
14 
13 
13 
9 
4 

Unfortunately, the nature of the available data and the breadth of the fields into 
which they have been classified make it Impossible to detect more than the most 
general trends from these records. Education has consistently been the largest 
beneficiary of foundation support. Religion has consistently been the field least 
favored by foundations, and by a considerable proportion, while year after year It 
remains the largest recipient of the giving of individuals.22 Since about 1968 there 
has been somewhat of a decline in foundation support for certain international 
acfivifies, following an extended post-World War II period during which several of 
the large foundations were expending very substantial sums annually to help build 
up the foreign area training and research capabilities of America's universities as well 
as to complement government programs of assistance to developing countries. 
Otherwise, the relative ranking of fields has remained quite constant over the 13 
years. 

Within educafion, higher education appears to have benefited in considerably 
larger amounts than other areas (Table A-7, Appendix A); to cite the estimates of 
Giving USA again, over the six-year period 1968/69 - 1973/74 foundations have 
regularly contributed between 22.5 percent and 25.9 percent of all private giving to 
colleges and universities.^^ Although support for the arts and humanities is a small 
segment of total foundation support. Giving USA esfimates that foundations 
accounted for some 15 percent of total contributions to this field in 1974.̂ ^* 
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Matters of Scale and Impact 

Of all private giving in the United States —some $25.15 billion in 
1974 - foundation grants amounted to about $2.11 billion, or 8.4 percent^^ 

That percentage surprises many people. They assume foundations are bigger than 
they are. Those who believe that foundations exercise excessive financial power 
should compare $2.11 billion dispersed by some 25,000 separate entities with the 
more than $25 billion dispersed annually by the Department of Health, Educafion 
and Welfare over and above Social Security payments. Other perspectives as to 
foundation power are gained from comparing the 1973 combined volume of $667 
billion of business, expressed in sales, of the top 500 industrial corporations with 
the combined volume of business of all of the foundations, expressed in grants, of 
$2,11 billion or the $555 billion in assets of those corporations with the same $30 
billion of foundation assets. Or consider the country's pension trusts, reported as 
amounfing to $150 billion in book value in 1972. Several considerably exceed in 
size the assets of The Ford Foundation — which at $2.0 billion at last report were 
twice as large as the next largest foundations, and many more times larger than the 
general run. In brief, an important characterisfic of the financial resources 
represented in the foundations is that they are broadly dispersed and available to 
help respond to the great variety of human needs in their just as varied 
circumstances. And to our knowledge, there is no private grant-making foundation 
that feels it has adequate resources to meet the number of interesfing and worthy 
applications It receives.^^ 

To a particular college, hospital, or even for a whole community, the assets of a 
particular foundation may, of course, loom very large indeed — the degree 
depending most probably on both the relative size of the two parties and the 
intensity of the former's sense of need. And there have undoubtedly been occasions 
when foundation "pipers" thus have been able to lead would-be grant recipients 
into lines of action, or fields of endeavor, that they might not otherwise have 
chosen.^'' On the other hand, there are needs to be met and new undertakings to 
be attempted which require very substantial commitments if major results are to be 
sought. An example is the Rockefeller Foundation's pioneering investment since 
1942 of more than $120 million in the ^ricultural science and technology out of 
which came the new high-yielding grains for "The Green Revolution." The searching 
and extensive analysis of American higher educafion accomplished by the Carnegie 
Commission on Higher Education, under the chairmanship of Clark Kerr, required 
some $6 million over a six-year period. And where, one can ask, would the hard 
pressed symphony orchestras be today in 60 cifies of America without the nearly 
$84 million which The Ford Foundation, working in conjunction with local groups 
and local leaders, has been able to provide over the past decade for their nurture 
and strengthening? 

None of these three foundations is small by any measure except those of 
government and big business, and we have not meant to Imply otherwise. 
Furthermore, it is surely the case that they, and the whole legion of smaller 
foundations as well, would contribute much less than they do if they were entirely 
passive. Their choices of charitable objecfives and of individuals and agencies to 
work with do have an influence and do make a difference in some degree at least 

In summary, viewed in both the aggregate and the individual case, the 
significance of foundation assets usually lies less in their magnitude than in such 
capacities as foundations can develop — usually in concert with recipient 
agencies—to direct limited assets toward beneficial results, to accomplish things 
that otherwise might not be accomplished or accomplished as well.2 8 That is a 
prime challenge to the endowed foundations: on the one hand, to be more 
searching, more objecfive, and have a longer eye to the future than the giving of 
individuals usually tends to be; on the other hand, to be more flexible, more 
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adaptable to specific situafions and to specific insfitutional potentials, less 
bureaucratically constrained than governmental appropriations and governmental 
agencies generally can be.^^ 

m 
TOE 1969 TAX REFORM ACT AND ITS EFFECTS 

Summary of Principal Provisions 

Some one fifth of the provisions of the Tax Reform Act of 1969 were directed 
at private foundations. The Internal Revenue Code now distinguishes such founda­
tions from "public charities" in the following ways: 

• It Imposes a 4 percent tax on the income a foundafion derives from 
investments (Section 4940). 

• It strictly regulates dealings between a foundation and those who manage, 
control, or make large gifts to it These restricfions also apply to closely related 
persons — and they apply without regard to whether the foundation is better off as 
a result of the dealings (Section 4941). 

• It requires that non-operafing foundations pay out for their charitable 
purposes each year the greater of net income or a fixed percentage (up to 6 percent 
and more) of asset value. The Secretary of the Treasury has authority under a 
formula to change the rate (Section 4942). 

• It limits ownership by a foundation in a business to stated percentages of the 
equity interest (Secfion 4943). 

• It penalizes foundafions for purchasing risky investments (Section 4944). 

• It bars lobbying, partisan political acfivity, and targeted voter registration 
drives by a foundation; and it requires foundafions carefully to monitor and account 
for grants made to individuals and to donees that are not "public charities" (Secfion 
4945). 

• It requires foundations to file with the Internal Revenue Service and to 
publish and make available to the general public annual reports showing assets, 
earnings, grants, administrative costs, and other information in greater detail than is 
required of public charities. Private foundations must also file copies of these 
reports with appropriate state officials (Section 6033), 

• The act's provisions are enforced by taxes ranging from 5 percent to 20 
percent of the amount Involved In a violation, increasing to 100 percent to 200 
percent, subject to certain ceilings, for failure to correct. Very aggravated 
circumstances can result In a tax equal to all of the foundation's assets. Further, 
foundation managers are personally subject to penalty taxes for "knowingly" 
violating the self-dealing, jeopardy investment and program restrictions, and 
reporting requirements (Section 4941-4945, 6652). 

• It discourages contributions to private non-operating foundations (as 
distinguished from operating foundations and public charities) by (1) reducing the 
income tax deduction a cfonor can take for gifts of appreciated property to 
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non-operating foundations, (2) limiting such deductions to 20 percent of a person's 
income for the year (as against 50 percent for gifts to other charities), and (3) 
foreclosing carry-forwards for gifts in excess of the 20 percent limit (Section 170). 

The foregoing short summary cannot adequately reflect the very complex 
regulatory machinery which the Tax Reform Act imposed on private foundations. 
Its intricate character is reflected in the facts that the statutory language affecting 
foundations runs some 60 pages and that the regulations published to date have 
multiplied this required reading some fivefold. Nevertheless, after an initial period of 
dismay and confusion, most foundations have managed to learn to live with the new 
law, and there is an informal consensus that it has in fact removed much of the 
potential for abuse and improved the responsiveness of the field to public needs and 
interests. At the same fime there are certain less benign consequences of the act to 
which we will direct attenfion later. 

1974 Council on Foundations Survey 

In attempting to assess the impact of the legislation on private foundations, a 
questionnaire was prepared, pretested, and mailed in March 1974 by the Council on 
Foundations to its 547 private foundation members and to the 1,700 additional 
private foundations identified by The Foundation Center as having assets of over $1 
million.^" (The details of this survey and its results are recorded in Appendix B.) 

The Council's questionnaire was designed to obtain both objective factual 
information concerning the impact of the Tax Reform Act in certain areas of 
foundafion operation and subjective impressions and recommendations from the 
respondents as to their experience under its provisions. These responses are 
incorporated in the following discussion of the effects of the 1969 act. 

The Effects of the Act 

The Tax on Investment Income (I.R.C. Section 4940) 

The imposifion of a 4 percent tax on the net investment income of private 
foundafions is one of the most troublesome features of the 1969 Tax Reform Act, 
and it drew the most consistent objection (75 percent) from the foundations 
responding to the council's survey. Many find the tax objectionable in principle and 
potenfially a dangerous precedent for the withdrawal of the tax exemption which 
has traditionally been extended to charitable organizations on the grounds that they 
contribute to the public gocxi. More are troubled because the 4 percent tax draws 
away and consigns to the general revenue funds that otherwise would be going to 
the support of charitable activities — that is, it reduces the funds available to 
foundations to distribute to those who are seeking their aid. 

The 4 percent tax became effective for private foundation accounting years begin­
ning on or after January 1, 1970. The Internal Revenue Service reports that through 
the end of the government's 1974 fiscal year (June 30, 1974) the tax had produced 
$227 million, against auditing and supervisory costs as follows: 
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Government 
Fiscal 
Year 

Ending 

1968 
1969 
1970 
1971 
1972 
1973 
1974 

Total 

Revenue 
From 4% 

tax 

$24,589,000^ 
56,045,000 
76,617,000 
69,800,000 

$227,051,000 

IRS Costs-
Foundations 
(in millions) 

$ 1.6 
2.1 
3.5 
8.6 

12.9 
12.3 
13.3 

$54,3 

IRS Costs-
All Exempt 
organizations 
(in millions) 

$ 7.1 
7.5 

11.0 
15,4 
19.3 
18.6 
23.0 

$101.9 

a. Because of the interrelationship of government's June 30 fiscal year end, the effective 
date of the tax and return-filing dates for private foundations, this figure probably includes 
less than half of the revenue yield of the tax for its first full year of operation. 

The figures illustrate dramatically how far sums collected by the 4 percent tax have 
exceeded IRS requirements for auditing and supervision of both foundafions and 
the whole tax exempt field.'* They also show how much IRS attention to founda­
tions was stepped-up between 1968 and 1972. 

Prior to passage of the 1969 act, a number of foundation representatives, 
including spokesmen for the Council on Foundations, had advocated the institution 
of an annual filing fee for foundations based on asset size and scaled to cover the 
costs of improved IRS auditing and supervision. This idea was generally accepted in 
the Senate, but strong sentiment in the House Ways and Means Committee to make 
foundations share In paying some of the costs of government precipitated the 
enactment of the 4 percent tax.'^ In the council's survey, almost as many 
respondents (72 percent) advocate an auditing fee scaled to IRS costs as wish repeal 
of the tax (Exhibit 2, Appendix B). 

An onerous aspect of the tax for some foundations is the inclusion of realized 
capital gains in the calculation of "net investment income" against which the tax is 
currently assessed. Applying the 4 percent excise tax to such gains penalizes 
foundations that are seriously attempting to diversify and upgrade their portfolios in 
keeping with the spirit of the act In addition, applying the tax to capital gains 
when incurred in anticipation of divestiture requirements can, in effect, amount to 
forcing incurrence of tax. Mor«>ver, there have even been cases, albeit isolated, 
where the 4 percent tax on gains was so large that the "distributable amount" — the 
amount the foundation is required to distribute for charitable purposes for a given 
year — has been substanfially lessened. The gain to the U.S. Treasury is minimal, 
respondents point out, while the attendant losses to charities are not. 

Administrative Costs and Staffing 

There appears to be a general consensus in the field that the Tax Reform Act has 
" c o s t " the private foundafions substanfial sums of money through added 
administrative expenses occasioned by the intricacies of the legislation requiring 
more man-hours by attorneys, accountants, and professional staff. In addition, the 
act's heightened emphasis on the responsibilities of foundation managers has produced 
more adequate staffing for larger foundafions and the first full- or part-time 
professional staff for a number of middle-sized and smaller ones; however, for 
foundations too small to justify regular staff, the new requirements have presented 
greater problems and meant sharp increases in their ratios of expenses-to-grants. 


