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Do Government Grants to Charities

Crowd Private Donations OQut or In?

James Andreoni

The basic hypothesis of crowding out
is simple: Suppose individuals care only
about their own private consumption and
the charity’s capacity to spend. In partic-
ular, they are indifferent to whether their
own gift is voluntary or is involuntarily
paid through taxes. As a result, any effort
by policymakers to support this charity
through more involuntary taxes would
be met with equal reductions of volun-
tary gifts as donors work to reestablish
their optimal total contributions. The net
effect is that the government support for
the charity completely crowds out pri-
vate giving.

When confronted with more realis-
tic theory, the basic hypothesis of crowd-
ing out quickly falls apart. First, com-
plete crowding requires that donors be
“pure altruists,” that is, they engage in
consequentialist reasoning.! If individu-
als have other motives for giving, such
as private benefits of a “warm glow,
or social motives like image or pride,
then complete crowd-out may not hold.?
Notice too that without impurely altru-
istic motives for giving there is also lit-
tle use for fundraisers. Yet charities have
very sophisticated and active fundrais-
ing operations. This leads us to questions
such as: How does fundraising attract
donations? What are the objectives of
fundraisers? How do government grants
affect both donors and fundraisers?

To examine these questions empiri-
cally, we first need to observe how donors
respond to changes in government grants
to the charities they support. In doing so,
we must recognize an important source
of bias. If there is a natural disaster,
for example, then both the donors and
the government will want to give more
money for the Red Cross. This will make
it appear that donations and grants to the
Red Cross are positively correlated, thus

biasing estimates toward crowding 7.

In an important and early paper that
recognized this bias, Abigail Payne esti-
mated crowding out of about 50 percent;
private charitable giving to an organi-
zation fell by about half the amount of
government transfers to it.> Her paper,
like the previous literature, did not treat
charities as active participants in the mar-
ket for donations. My recent empirical
work on crowding out, much of it done
jointly with Payne, aims to look directly
at the mechanism of crowding out. We
do this by including charities as strate-
gic players in a game with donors and the
government.

Strategic Charities

One key question related to the link
between receipt of a government grant
and a charity’s total resources is how
the charity’s fundraising activities will
respond. In particular, are charitable fun-
draisers net revenue maximizers? It is
useful here to follow the distinction that
non-profits make between continuing
campaigns and capital campaigns.

The goal of continuing campaigns is
typically to raise enough money to con-
tinue meeting the ongoing needs of the
charity. This means that most charities
will set a funding goal for the year and,
roughly speaking, stop raising money
when the goal is reached. Managers
of such charities are said to be satisfi-
cers rather than maximizers. The conse-
quence of this is that charities will stop
actively raising money even though the
marginal return of the last dollar of fun-
draising effort is still greater than a dol-
lar.4 Moreover, a common measure of
the quality of a charity used by watchdog
groups like Charity Navigator is “fund-
raising efficiency,” defined as the fund-
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raising expenses divided by total con-
tributions. This may further discourage
charitable organizations from pursuing
revenue maximization.

Capital campaigns, by contrast, are
typically about expanding the size or
scope of the charity. They often involve
significant fixed costs, such as new
buildings or offices, and may create sit-
uations where the managers, and some
donors, have more information than
others about the quality of the planned
expansions. It is difficult for the charity
or an informed donor to credibly con-
vey this quality, as both have an incen-
tive to mislead others to believe the
charity’s quality is high.

If no single

ficiently large gift. Winning a govern-
ment grant can have the same effect.®

New Estimates of Crowding Out

Payne and I have explored the stra-
tegic role of charities in several ways.
First, we ask whether government
grants crowd out giving directly, or
work indirectly by causing a reduction
in fundraising. 7 We focus our analy-
sis on social services organizations and
arts organizations. Social services rely
heavily on government grants, while
the arts do not. We demonstrate that
increases in government funding sig-
nificantly decrease fundraising efforts,

ties over more than 15 years.? In this
dataset, we are able to measure whether
individuals gave directly, or through
participation in fundraising events such
as gala dinners. The results are reported
in Figure 1. For overall private giv-
ing, we measure crowding out of close
to 100 percent of government grant
amounts. Similar to our study using
U.S. data, 64 percent of this crowding
out is attributable to changes in fun-
draising efforts of charities. However,
the Canadian data reveal a surpris-
ing new finding: Individuals who give
directly are crowded in by govern-
ment grants, not crowded out. This is
consistent with government funding

being a signal of qual-

donor can pay all
the fixed costs asso-
ciated with the cap-
ital campaign, then
there is always a zero-
equilibrium in which
no one contributes. 0
Interestingly, a rule 0
of thumb for fund-
raising in a capital
campaign is to raise
about 30 percent | 0
of the ultimate goal 100
from a handful of

large donors before - ‘
even announcing the Allsources
campaign. By coor-
dinating gifts among
a limited number of
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ity. Crowding out of
individual giving is
entirely attributable
to a decline in rev-
enues from fundrais-
ing events.

Finally, in joint

“Crowding out”

research with Sarah
Smith, we study the

. Direct crowding in/out
due to government grants

. Indirect crowding out due to
reduced fundraising expenditures

UK lottery grant
program.!? The UK
requires that 28 per-
cent of all revenues of
the National Lottery
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Source: Researcher’s calculations using data from the Canada Revenue Agency

be set aside for dis-
tribution to UK
charities. Eighty per-
cent of all the money
available is distrib-

large donors — typi-

cally called “leader-
ship givers” — fundraisers can pro-
vide the assurance that the fixed costs
will be met, and thus eliminate the
zero-equilibrium. Moreover, a gov-
ernment grant— often called a “seed
grant” — can double as a leadership
gift. These large gifts and grants can
rule out the zero-equilibrium. The
effect could be either to crowd out or
crowd in private donations, depending
on the scale of the capital investment.>
Leadership givers can also signal infor-
mation about the quality of a charity. A
leadership giver can provide a credible

signal of high quality by giving a suf-

Figure 1

especially for organizations that rely on
grants more heavily.

In a second study, we analyze data
on more than 8,000 charities operating
in the United States.® We measure an
overall level of crowding out of about
75 percent: private donations fall by
about three quarters of the amount
of government grants. The bulk of the
crowding out, 70 percent, is due to a
change in fundraising. In fact, donors
may be crowded in, as predicted by the
informational role of grants as signals
of quality. In a related study, we ana-
lyze more than 13,000 Canadian chari-

uted through a pro-
gram called Grants for
Large Projects. Large projects are those
requiring over £60,000 (about $90,000
at the time). We analyze over 5,000
applications to this program made
between 2002 and 2005. Importantly,
all applications are reviewed by a panel
of citizens who first assign a score
to each qualified applicant. The panel
then meets publicly to discuss the pro-
posals and select the grant recipients.
Our data include cases where two char-
ities have similar scores, but the char-
ity with the inferior score receives the
grant while the other does not.
We use a difference-in-differences
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approach to identify the effect of grant
funding on donations to the charity, in
which we compare the change in dona-
tions before and after the funding deci-
sion across successful and unsuccessful
charities. We find that receiving a grant
has a positive and significant effect on a
charity’s total income. In other words,
these grants do not completely crowd
out other funding sources. Indeed, the
data again point to crowding in. We
then analyze the effects separately for
different-sized charities. We find smaller
charities, those with incomes less than
£1 million per year, show the strongest
evidence of crowding in. Moreover, the
positive effect of a grant persists well
beyond the year of the award. Finally, we
observe that grant applications typically
request funds for distinct, well-defined
activities that extend the current mis-
sion of the charity. This is consistent
with the idea that seed funding can
crowd in other income.

Is Fundraising Making
Us Worse Off 2

Inherent in many studies of fun-
draising is an often-unstated premise
that more funds raised means a better
society. A revealed preference argu-
ment supports this: If donors were
not made better off by giving, then
they wouldn’t give. But this ignores an
important social aspect of fundraising:
Individuals rarely give without having
been asked first. Fundraisers often refer
to this as the power of asking— asking
is often a powerful percipient of a gift.
What does this mean for the behavior
of both charities and donors?

One can imagine two ways of
framing this question. First, people
like to give. Being asked simply reduces
the transaction costs, making it easier
to realize the joy of giving. Second,
in a more subtle analysis, people with
big hearts must exert self-control on
their giving. There are far too many
good causes in the world than a single
person could possibly give to, mean-
ing lines must be drawn somewhere.
Then the question becomes: Can peo-
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ple stick within these lines, even if
they are directly asked to give? Or,
will they find more giving too tempt-
ing? A clever self-control strategy for
such a donor is simply to avoid being
asked — if the charity will let them.

A recent field experiment explored
these questions by using the familiar
Salvation Army Red Kettle campaigns.
The Salvation Army allowed Hanna
Trachtman, Justin Rao, and me to place
bell ringers experimentally at one of the
two main entrances of a suburban gro-
cery store, making them easy to avoid,
or at both entrances, making avoid-
ance difficult. The bell ringers were
cither silent as people passed (although
the ringing bells clearly signaled their
receptivity to a gift), or simply said
to those who passed by, “Please give
today”!! When the bell ringers were
silent, and only one door covered, we
found no effect on traffic in and out of
the store. When the bell ringers asked
shoppers to please give today, however,
trafhic through the other door rose by
30 percent. When both doors were
covered, the verbal ask nearly doubled
giving. This means that those avoiding
the bell ringers were not avoiding say-
ing no, but rather were avoiding say-
ing yes and giving. This is an important
distinction. It suggests that the fund-
raisers in this case were causing people
to give by making a social interaction
with them difficult to avoid.

Another way to see the givers’
dilemma is that they face contradic-
tory desires: a temptation to say yes to
a fundraiser, and a personal preference
to avoid actual giving. This opens a
new strategy for fundraisers to exploit:
Ask people to decide now to give later.
If maintaining social image is more
tempting than saving money, even a
very short delay in paying for the gift
could have significant effects.

Marta Serra-Garcia and I explored
this question in a lab experiment.!?
We found that asking people now to
commit to make a donation within
one week resulted in a 50 percent
increase in donations over asking for

a gift today. This provides support

for time-inconsistent preferences as
described above. With a series of fol-
low-up experiments, we learned more
about the tension underlying individ-
ual behavior, focusing on the inter-
nal struggle between appearing gener-
ous to others and watching one’s own
budget. This finding raises deep and
interesting questions about the welfare
consequences of fundraising and more
generally of a shift away from govern-
ment, and toward private charities, as a
means of solving social problems.
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