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PREFACE
The Commission on Private Philanthropy and Public Needs
was established in November, 1973, as a privately initiated,
privately funded citizens' panel with two broad objectives: *
To study the Vole of both philanthropic giving in the United
States and that area through which giving is principally channeled, the voluntary, "third" sector o£ American society.
To make recommendations to the voluntary sector, to Gongress and to the American public at large concerning ways in
which the sector and the practice of private giving can be
strengthened and made more-effective.
-,
The Commission's objectives reflect a conviction that giving
and voluntary, public-oriented: activity—the components of:
"philanthropy" as broadly defined—play a central role in
American life but that the continuation of this role cannot be
taken for granted. For the sector's economic durability has
been brought into question by the mounting financial difficulties of many voluntary organizations and nonprofit institutions.
At the same time, two of the main institutional underpinnings
of;philanthropic giving—private foundations and charitable tax
deductions—have been politically challenged. Congressional
hearings leading up to the Tax Reform Act of 1969 as well as
the act itself showed that these underpinnings had become fair
targets of criticism and of legislative change.
;
The Commission came into existence in large measure because of the initiative of John D. Rockefeller 3rd and the
encouragement of several governmental figures, including the
chairman then of the House Ways and Means Committee,
VVilbur D. Mills, Secretary of the Treasury George P. Shultz
and Under Secretary William E. Simon, who was'subsequently
Shultz's successor. The Commission's membership was drawn

from a broad spectrum of American society and has included
religious and labor leaders, former cabinet officers, representatives of minority groups, executives of foundations and corporations—men arid women with wide ranging and differing
viewpoints.
It became apparent even before the Commission was formally established that it would need and would have to develop
for itself a great deal of one particularly scarce commodity in
the areas it was looking at—information. A.meeting of tax
experts, economists and sociologists assembled to discuss the
research needs i of the proposed commission in August, 1973,
and reached ai quick consensus: that there was?a paucity of
existing data and analysis on giving patterns, about tax effects
on giving, about the relative roles of government and nonprofit
organizations, about many basic questions surrounding giving
and nonprofit activity. A major research task; was clearly cut
out for any group looking into this area.
Gabriel G. Rudneywas granted leave of absence as assistant
director of the Treasury Department's Office of Tax Analysis
to serve as research director of the Commission. Jeanne Moore
has worked since the Commission's early days as the Commission's executive assistant and coordinator of its vast flow of
documents and correspondence. Advising the!Commission and
aiding in the direction of its research has been an Advisory
Committee made up of more than 100 experts in the fields of
economics, law, sociology and taxation, plus representatives of
many philanthropic and nonprofit areas, from higher education to environmental activism. More fully involved in the
Commission's work have been the Commission's consultants,
some in general and some in special capacities, many of whom
have regularly taken part in the Commission's deliberations^
However, the Commission's report, it should be noted, is the
Commission's own and does not necessarily reflect the views of
any consultants or advisors.
The Commission has sponsored in the course of its two years
in operation no fewer than 85 studies on various aspects of
philanthropy and nonprofit activity, including individual reports on all ^ the major areas of charitable nonprofit activity;
extensive analysis of the laws and precedents, in the United

States and abroad, that govern the practice of philanthropy
and "third sector" activity; and reports on philanthropy in five
cities in different regions of the country.
' ' . • ) .
A sample survey was commissioned to probe taxpayers* giving practices and attitudes.: The largest such survey ever conducted, it involved lengthy interviews with close to 3,000 individuals, representing a cross-section of American contributors,
and non-contributors. The survey was run by the Survey Research Center of the University of Michigan. The U.S. Treasury Department aided in the preparation of the survey and
the U.S. Census. Bureau conducted one third of the actual
interviews.
Computerized econometric analysis of tax and income data
was made for the Commission in an effort to determine what,
if any, effect the charitable deduction had on the amount of
giving people did. From the relationships found in this analysis, simulations were constructed to project the possible effect
of modifications and expansions of the deduction and the effect
of alternative proposals for stimulating giving.
Meetings and discussions were held in different parts of the
country involving concerned citizens and leaders in every field
related to the Commission's areas of study; gatherings of experts in various technical subjects helped frame the technical
issues considered by the Commission and also planned and
reviewed research. Government agencies, particularly the Department of Health, Education and Welfare and the Internal
Revenue Service, were consulted extensively in areas of their
expertise and. concern.
In planning both rts written research and the discussions it
sponsored, the Commission has made a conscious effort to
practice the openness that, in its report, it preaches for all
nonprofit organizations, openness inward to a wide variety of
viewpoints and openness outward to observation of its own,
hardly monolithic deliberations. For example, partly in answer
to criticism that the Commission's membership represented donor interests more than donee interests within the world of
philanthropy, the Commission supported the establishment of
a "donee group," which was linked to the Commission and
which sponsored a number of studies and critiques for—and

of—the* Commission"... This group has had, we believe, a valuable influence on the-Commission's thinking and on its report.
The Commission has itself assembled in many lengthy sessions, and individual Commission members have taken part in
other Commission-sponsored meetings as well. Many of. the
issues that the Commission has deliberated on and attempted
to find a Consensus on have not been easy ones. A broad and
unequivocal consensus exists within the Commission, as it
clearly does within American society at large, as to the desirability; of voluntary giving and voluntary organizations. However, profound and often sensitive social, economic and political concerns lie barely beneath the surface of any consideration
of philanthropy and nonprofit activity in the mid-1970's,
among them; concerns about;the power of personal and corporate wealth, about the role of government/about the quality of
equality; and the definition off equity. Such concerns, coming at
a time i of national self-questioning, after a decade of social
ferment* offer no simple solutions or resolutions.
So, inevitably perhaps, the Commission's recommendations
for dealing with perceived imperfections, inequities or simple
insufficiencies in the areas it has, examined have not always
been unanimous, not without dissent. Yet the Commission is
confident that in its own quest and in attempting to resolve its
own uncertainties, it has'furthered considerably the knowledge
of< a dimly known region of American life. The Commission
hopes further; that it has set in motion a process of further
examination of this region, which^ the Commission believes;
has too long been taken for granted and must now be attended
to, and perhaps vigorously reinforced, if it is to continue to
play the major role in American life that it has throughout tht
nation's history.
It is with this confidence, and this hope, that this CommisT
sion offers for consideration this report on its findings and its
recommendations. Soon to be published separately is a compendium of all reports and studies undertaken for the Commiss i o n . " •:.'••••
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INTRODUCTION
and
SUMMARY

INTRODUCTION AND
SUMMARY
Few aspects of American .society are more characteristically,
more famously American than the nation's array of voluntary
organizations, and the support in both time and money that is
given to them by its citizens. Our country has been decisively
different in this, regard, historian Daniel Boorstin observes,
"from the beginning." As the country was settled, "communities existed before governments were there to care for public
needs." The result, Boorstin says, was that ''voluntary collaborative activities" were set up to provide basic social: services.
Government followed later.
The practice of attending to community needs outside of
government has profoundly shaped American society and its
institutional framework. While in most other countries, major
social institutions such as universities, hospitals, schools, libraries, museums and social? welfare agencies are state-run and
state-funded, in the United States many of the same organizations are privately controlled and voluntarily supported. The
institutional landscape of America is} in fact, teeming with
nongovernmental, noncommercial organizations, all the way
from some of the world's leading educational and cultural institutions to local garden clubs, from politically powerful national associations to block associations—literally millions of
groups in all. This vast and varied array is, and has long been
widely recognized as, part of the very fabric of American life.
It reflects a national belief in the philosophy of pluralism and
in the. profound importance to society of individual initiative.
Underpinning the virtual omnipresence of voluntary organizations, and a form of individual initiative in its own right, is
the practice—in the case of many Americans, the deeply ingrained habit—ofj philanthropy, of private giving, which provides the resource base for voluntary organizations. Between
money gifts and the contributions of time and labor in the

form of volunteer work, giving is valued at more than $50
billion a year, according to Commission estimates.
These two interrelated elements, then, are sizable forces in
American society, far larger than in any other country. And
they have contributed immeasurably to this country's social
and scientific progress* On the ledger of recent contributions
are such diverse advances as the creation of noncommercial
"public" television, the development of environmental, consumerist and demographic consciousness, community-oriented
museum programs, the protecting of land and landmarks from
the often heedless rush of "progress." The list is endless an<J
still growing; both the number and deeds of voluntary organizations are increasing. "Americans are forever forming associations," wrote de Tocqueville. They still are: tens of thousands
of environmental organizations have sprung up in the last few
years alone. Private giving is growing, too, at least In current
dollar amounts.

Changes and Challenges
Yet, while the value of philanthropy and voluntary organizations, their past and present achievements, is hardly questioned by Americans, and while by international comparisons
these two expressions of the voluntary spirit are of unmatched
dimensions, a major overall conclusion of this Commission
must be that there are profound, and in some areas troubling,
shifts happening in the interrelated realms of voluntary organization and philanthropy, changes that reflect, as these quintessential elements in American society must, broader churnings
in the society as a whole. These changes present both practical
and philosophical challenges to established patterns of voluntary activity and philanthropy.
The practical challenges are suggested by the stark fact that
while many new organizations are being born in the voluntary
sector, since 1969 nearly 150 private colleges—representing; one
of the oldest and largest areas of voluntary activity throughout
American history—have closed down. Among the philosophical
challenges are those facing the main governmental encouragement of private giving—the charitable deduction in the federal
income tax—which is being questioned on grounds of equity.
10

FINDINGS
The Commission's findings—about both the enduring virtues
of nonprofit activity and philanthropic giving and about current challenges to established patterns within these areas—can
Be summarized in four broad observations:
1. The voluntary sector is a large and vital part of! American
society, more important today than ever. But the sector is undergoing economic strains that predate and are generally more severe
than the troubles of tite economy as a whole.

According to recent extrapolations, there may be as many as
six million organizations in American's voluntary sector (also
referred to in this report as the third sector—third after government and business—and as the private nonprofit sector, or simply nonprofit sector for short). One out of every ten service
workers in the United States is employed by a nonprofit organization, one out of every six professional workers. One ninth
of all property is owned by voluntary organizations.
The last estimate encompasses groups such as labor unions
and chambers of commerce, which serve primarily the economic interests of their members. The somewhat smaller part of the
voluntary sector that has been the focus of the Commission's
attention is defined for most Commission purposes by Section
501 (c) (3) of the Internal Revenue Code, which covers organizations that are both tax exempt and eligible to receive taxdeductible gifts. The code specifically designates charitable, religious, scientific, literary and educational organizations.
The Commission estimates that revenues in these areas, including both government and private funds, add up to around
$80 billion a year. This amount does not include non-money
resources, such as volunteer work and free corporate services.
When these are added in, it is estimated that the voluntary
sector accounts for over $100 billion in money and other resources annually.
These are impressive figures, but the significance of the third
sector in today's society is found ultimately in less quantifiable
dimensions.
11

Recent tremors in the nation's governance have strengthened
the deeply rooted American conviction that no single institutional structure should exercise a monopoly on filling public
needs, that reliance on government alone to fill such needs not
only saps the spirit of individual initiative but risks making
human values subservient to institutional ones, individual and
community purposes subordinate to bureaucratic conveniences
or authoritarian dictates. Thus, the third sector's role; as an
addition to government and, in many areas, an alternative and
even counterbalance to government,, has possibly nfeyer* been
more important; the basic rationale ;of the third sector in the
philosophy of pluralism has possibly never been more pertinent, i\lso, in a society increasingly dominated by giant and
impersonal institutions of business and government, voluntary
organizations, generally less giant and more personal^; provide
arenas within which the individual can exercise personal initiative and| influence on the course of events around him or her.
Economic Strains

The vital role of the voluntary sector in today's society must
be viewed, however,; against a background of mounting ;financial and economic strains that threaten the sector's ability to
adequately perform this role.
The recent economy-wide pressures of inflation and recession
have intensified strains that have been felt by the voluntary
sector for a number of years. Even in the late 1960's, when the
economy was booming, one major survey of the philanthropic
landscape found matters bad and getting worse. "Without important new sources of funds amounting to many billions of
dollars," the report concluded, "our society will feel the full
force of what can be called the charitable crisis of the 1970's."
Acute crisis describes the state of many parts of the nonprofit sector today. The existence of whole areas within the
sector may be threatened.
One Commission study asserts that it is not "idle speculation
to talk of .the disappearance of the liberal arts college/' Another study says that "in the long run, if the economic trends
continue, the vast majority of nonpublic schools seem doomed,
12

the exceptions being schools enjoying the support of the wellto-do or heavy subsidies from a few remaining religious groups
with conservative theologies or strong ethnic emphasis.'* Social
service organizations have been slashing their budgets and reducing their staffs in order to stay afloat. In a number of cases,
they have gone out of business entirely. And nonprofit arts
organizations, in many, cases, are surviving only through large
infusions of! government funds.
The problems arise on both the income and expense sides of
the ledger.
Extraordinary increases in costs, many of them beyond the
control of nonprofit causes, are a major factor. Costs for many
nonprofit organizations have been going up far more rapidly
than in the economy as a whole for a number of years. Since:
1960, medical care prices have risen half again as fast as consumer prices in general. Higher education costs rose about 76
per cent between 1963-64 and 1973-74, as compared with 49
per cent for the economy-wide cost-of-living index.
The prevailing financial pattern of the nonprofit sector has
become one not only of uncommonly higher costs, but of more
resources required for old problems and new solutions, and of
more users needing greater aggregate subsidies for the nonprofit services that they consume. In addition, new and less
traditional groups, such as those oriented toward urban and
racial problems, environmental and consumer organizations,
and other politically and legally activist, groups, have been
adding their claim for pieces of the philanthropic pie. And the
pie has not been growing in terms of the real purchasing power
of private contributions.
2. Giving in America involves an immense amount of time and
money, is the ^fundamental, underpinning of the voluntary sector,
encompasses a wide diversity of relationships between donor, donations and donee, and is not keeping pace.
Most giving—79 per cent in 1974—comes from living individuals, and the main focus of the Commission's research has been
on such giving. The Commission's largest single research effort
was a Commission-sponsored sample survey of 2,917 taxpayers
•

•

•

1
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•
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conducted jointly by the University of Michigan's Survey Research Center and by the U.S. Census Bureau. Extensive questioning of respondents was conducted in 1974, covering giving
for the previous year. In 1973, according to projections based
on the respondents* answers, individuals may have given as
much as $26 billion.
In addition, nearly six billion womanhours and manhours of
volunteer work were contributed'to nonprofit organizations in
1973, the survey indicates, and the total value placed on this
contributed labor is another $26 billion. (Bequests accounted
for $2.07 billion' in 1974, foundations for $2.11 billion and
corporations for $1.25 billion in direct dollar giving.)
Estimating the sources of giving by individuals is still more
art than science, but even by conservative reckonings, $50 billion a year is the very large round-number total of the value of
contributed time and money in the mid-1970's. A disproportionate amount of giving comes from contributors with the
highest income, at least 13 per cent of individual giving from
this 1 per cent of the population. Yet at the same time'the
bulk of giving, more than half, comes from households with
incomes below $20,000.
Other Commission findings: college graduates give six times
as much on the average as do those with only high school
educations. Small town residents give more than city dwellers.
The married give more than the single, the old more than the
young. The giving of time was also found to correlate closely
with the giving of money; the contributor of one is likely to be
a contributor of the other.
Where the Giving Goes

Where does the giving go? The largest single recipient area is
religion. Studies by the In terfaith Research Committee of the
Commission indicate that religious giving may be larger than
generally estimated, and at the same time the committee found
that a sizable share of religious giving—one out of five dollarsis ultimately given in turn by religious organizations to other,
non-sacramental categories of recipient. The estimated breakdown of giving in terms of ultimate recipient, in 1973, was:
14

religion, $10.28 billion; education, S4.41 billion; health, $3.89
billion; social welfare, $2.07 billion; arts, humanities, civic and
public causes, $1.67 billion; and all other, $3.19 billion.
When incomes of givers and kinds of recipients are looked at
together, a pronounced pattern is evident. Lower-income contributors give even more predominantly to religion than do
Americans as a whole; higher incomes give mainly, to education, hospitals and cultural institutions.
Not Keeping Pace
While philanthropy plays a far larger role in the U.S. than
in any other country, a disturbing finding is that the purchasing power of giving did not keep pace with the growth of the
economy through the expansive years of the 1960's and early
1970*s and that in recent years it has fallen off absolutely when
discounted for inflation.
:
The American Association of Fund-Raising Counsel estimates that giving has dropped from 1.98 per cent of the gross
national product in 1969 to 1.80wper cent in 1974. A Commission-sponsored study by economist Ralph Nelson concludes
that, as a proportion of personal;income, giving by individuals
dropped by about 15 per cent between 1960 and 1972. The
relative sluggishness of giving has been even more pronounced
when looked at alongside the growth of government spending.
In 1960, private giving amounted to one ninth of expenditures
by all levels of government (not counting defense spending); in
1974, giving added up to less than one fourteenth of government spending. The Commission's studies indicate, significantly, that it is in the $10,000 to $25,000 range that giving has
fallen off the most in recent years.
The dropoff in giving is by no means uniform. Giving to
religion has declined most of all, falling from 49 to 43 per cent
of all giving between 1964 and 1974, paralleling a drop in
church attendance and in parochial school enrollments. Meantime, giving to civic and cultural causes has actually risen. And
volunteer work has gone up markedly according to government
surveys conducted in 1965 and in 1974. The success of some
causes in regularly raising large sums suggests that the spirit of
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giving may not be fading so much as shifting its focus, even if
the level of giving, of money at least, clearly has declined, by
virtually every barometer.
3. Decreasing levels of private giving, increasing costs ofnonprofit activity and broadening expectations for health, education
andiwelfare services as basic entitlements of citizenship have led to
the ^government's becoming a principal provider of programs and
revenues in many areas once dominated by private philanthropy*
And government's growing role in these areas poses fundamental
questions about the autonomy and baste functioning of private
nonprofit organizations and institutions.

As a direct supporter of nonprofit organizations and activities, government today contributes almost as much as all
sources of private philanthropy combined. In 1974, Commission studies indicate, government contributed about S23 billion
to nonprofit organizations, compared to $25 billion from private giving. In addition, government has absorbed many philanthropic functions or services, either through the spread of
public institutions and agencies that are counterparts of private organizations or through social programs that render philanthropic services and functions obsolete or redundant.
The growing role of government in what have been considered philanthropic activities is evident at every turn in the
nonprofit sector. In medical and health spending, for, example,
the federal government was spending only 15 per cent more
than private philanthropy in 1930. In 1973, it was spending
nearly seven times as much. In 1960 about two thirds of all
institutions of higher learning were private; today the proportion is closer to one half. In 1950 more than one half of all
higher-education students were enrolled in private institutions;
today the ratio is around one quarter.
The most massive change has occurred in relation to the
poor, the unemployed, the aged, the infirm—largely because of
Social Security legislation enacted in the 1930's. The impact1 of
this legislation can be seen in the fact that in 1974 more than
$90 billion was dispensed in old-age, survivors, disability and
health insurance, and various forms of welfare assistance. Pri16

vate philanthropy, by comparison, distributed around $2.3 billion in the whole: "social welfare" category,
Along with this change has come an ever increasing involvement of government in the finances of nonprofit organizations
themselves. The nonprofit sector has, in fact, become an increasingly mixed realm—part private, part public—in much the
same sense that the profit-making sector has; and this trend
poses a major dilemma. On the one hand, government money
is needed and may even be a matter of life or death for many
organizations as the amount of their private funding has advanced slowly or even declined. On the other hand, government money comes with strings attached, however invisible or
unintentional they may be. The more an organization depends
on government money for survival, the less "private" it is, and
the less immune to political processes and priorities.
Various methods have evolved in recent years to "buffer"
government funds from political purse-string influence. But, as
many studies made for the Commission suggest, perhaps the
most effective, and most possible, safeguard of autonomy is to
have more than one purse to draw from. The presence of a
firm core,of private support, however small, in a private organization that gets major public funding can be of crucial importance in determining whether the managers of the organizations regard themselves, and behave, as independent operators
or as civil servants.
In stressing the importance of private giving, however, the
Commission recognizes that giving itself is influenced by government through the tax system and that some of the most
debated issues concerning relations of government and the voluntary sector revolve around how the tax system is structured
and how it affects donors and donees.
4. Our society has long encouraged "charitable" nonprofit activ~
ity by excluding it from certain tax obligations. But the principal
tax encouragement of, giving to nonprofit organizations—the charitable deduction in personal income taxes—has been both challenged
J^om some quarters in recent years on grounds of equity and
eroded by expansion of the standard deduction.
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The charitable deduction has been part of the tax law since
1917, four years after the income tax itself became a.1 basic
fixture of American life. It was instituted to sustain the level of
giving in the face of hew steep tax rates and because it was
held that personal income that went to charitable purposes
should not be taxed because it did not enrich the giver. These
remain the two principal rationales of the charitable deduction, under which a contributor can subtract the amount of
yearly giving from income upon which income taxes are computed. In recent years, however, partly as a result of a growing
tendency to look'at tax immunities as forms of government
subsidy, the charitable; deduction has been criticized, along
with other personal income tax deductions, as inequitable. This
is because, under the progressive income tax, the higher the
deductor's tax bracket, the greater the tax savings he or she
receives from taking a deduction. Thus, high tax bracket contributors have a significantly greater incentive to give than
those at the other end of the income scale.
At the same time that the charitable deduction is being
challenged philosophically, it is being eroded, in very concrete
terms, by liberalizations .of the standard deduction, the income
tax provision that allows taxpayers to deduct a set amount or a
proportion of their income in lieu of taking specific, itemized
deductions. The maximum standard deduction has increased
greatly in recent years—from $1,000 for a couple in 1970 to
$2,600 in 1975. This has so diminished the advantage of taking
itemized deductions that as of 1975's returns less than one
third of all taxpayers are expected to be taking the charitable
deduction.

RECOMMENDATIONS
Such are the main dimensions, trends and issues that the
Commission's extensive research has uncovered or illuminated.
These findings provide the background for the Commission's
recommendations, among the major ones of which are those
below. They fall into three categories: proposals involving taxes
and giving; those that affect the "philanthropic process," the
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interaction between donors, donees and the public; and a proposal for a permanent commission on the nonprofit sector.
I, TAXES AND GIVING
The Commission examined the existing governmental inducement to giving and considered several proposed alternatives, including tax credits for giving and matching grant systems. In doing so, it kept these six objectives in mind:
—To increase the number of people who contribute significantly to and participate in nonprofit activities.
—To increase the amount of: giving.
—To increase the inducements to giving by those in low- and
middle-income brackets.
—To preserve private choice, In giving*
—To minimize income losses of nonprofit organizations that
depend on the current pattern of giving.
—To be as "efficient" as possible. In other words, any stimulus to giving should not cost significantly; more in foregone
government revenue than the amount of giving actually stimulated.
- A. Continuing the Deduction
In light of these criteria, the Commission believes that the
charitable deduction should be retained and added onto rather
than replaced by another form of governmental encourage-1
ment to giving. The Commission affirms the basic philosophical rationale of the deduction, that giving should not be taxed
because, unlike other uses of income, it does not enrich the
disburser. Also, the deduction is a proven mechanism familiar
to donor and donee, easy to administrate and less likely than
credits or matching grants to run afoul of constitutional prohibitions as far as donations to religious organizations are concerned.
The deduction has been shown, furthermore, to be a highly
"efficient*1 inducement. Computerized econometric analyses
based on available tax and income data were made for the
Commission and they indicate that for every dollar of taxes
uncollectcd because of the charitable deduction, more than one
19

dollar in giving is stimulated. The Commission's sample survey
of taxpayers also indicates that itemizers who take the charitable deduction give substantially moref at every income level,
than nonitemizers.
~' :
The deduction is seen as inviting the least amount of government involvement in influencing the direction of giving. And,
finally, eliminating the deduction or replacing it with a; tax
credit or matching grant system would significantly shift giving
away*from several current recipient areas at a time when these
areas are already undergoing severe economic strains.
B. Extending and Amplifying the Deduction
The Commission recognizes that the charitable deduction is
used by fewer and fewer taxpayers—now fewer than one third—
because of the liberalized standard deduction. So, to broaden
the reach of the charitable deduction and to increase giving,
the Commission recommends:
That all taxpayers who take the standard deduction should also
be permitted to deduct charitable contributions as an additional,
itemized deduction.
This extension of the deduction would, it is calculated, provide an inducement to give to nearly 60 million nonitemizers,
and would thereby result in increased giving, according to
econometric projections, of SI.9 billion in 1976 dollars.
This amount is still relatively modest in terms of the amount
of giving that would be needed to restore giving to its level in
1960 before its decline in relative purchasing power set in—an
increase in giving, in current dollars, of around $8 billion
would be required. Moreover, while extending the deduction to
nonitemizers would provide many millions of taxpayers with
some inducement to give, the inducement would still be tied to
the progressive rate structure of the income tax and would be
markedly lower at low- and middle-income levels than it is at
upper levels. Therefore, the Commission recommends as an
additional new incentive for low- and middle-income contributors:
That families with incomes below $15,000 a year be allowed to
20

deduct twice the amount of their giving, and those with incomes
between $15,000 and $30,000 be allowed to deduct 150 per cent of
what they contribute.

The "double deduction" and the 150 per cent deduction
would have the effect of doubling the proportion of tax savings
for charitable giving for low-income families and increasing the
proportion by one half; for, middle-income families and would
thus appreciably narrow the range in savings between these
brackets and high-income taxpayers. The amount of giving
induced and the efficiency of inducing it might, moreover, be
impressive. According to econometric projections, $9.8 billion
more in giving would be stimulated, at a cost of only $7.4
billion in tax revenue lost.
C. Increasing Corporate Giving
Corporate giving is still a relatively new element in American philanthropy; the corporate charitable deduction itself has
been in effect only for forty years. And there are those on both
the left and right who question whether corporations should be
involved in philanthropy at all. While recognizing that such
giving can only be a minor element in the corporation's role in
society, the Commission also notes that only. 20 per cent of
corporate taxpayers in 1970 reported any charitable contributions and only 6 per cent made contributions of over $500. The
record of corporate giving is an unimpressive and inadequate
one, the Commission believes. Therefore, the Commission recommends:
That corporations set as a minimum goal, to be reached no later
than 1980, the giving to charitable purposes of 2 per cent ofpretax net income, and that further studies of means to stimulate
corporate giving be pursued,

II. IMPROVING THE PHILANTHROPIC PROCESS
The social benefit that flows from giving and nonprofit activity results from a process of interaction—between donors and
donees and between both and the society at large. In order to
function properly—and to reassure a public grown skeptical of
21

its institutions—this "philanthropic process" requires considerable openness between donors and donees and the public; it
requires open minds as well as open doors. The tax-exempt
status of nonprofit organizations, moreover, entails an obligation to openness, an accountability to the public for actions
!
!
and expenditures.
Yet the Commission's research, including meetings with and
reports from representatives of donee organizations, indicates
that the process is operating imperfectly at best. So a number
of recommendations were decided upon with the aim of improving the philanthropic process; the following are among the
major ones. They fall into four categories: accountability, accessibility, personal or institutional self-benefiting, and influencing legislation.
A. Accountability
Demands for accountability that have been heard in the
business and igovernmeht worlds of late are also being sounded
in the voluntary sector, reflecting the haphazard procedures for
accountability that exist in the sector, the increasing use of
public funds by nonprofit organizations, and the perception by
some that private nonprofit organizations are too private. The
Commission agrees that, with notable individual exceptions,
the overall level of accountability in the voluntary sector is
inadequate, and the Commission!therefore recommends:
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.

Annual reporting requirements that now apply to private
foundations would, in effect, be extended to tax-exempt organizations with annual budgets of more than $100,000—including corporate giving programs but excluding religious organizations. These reports would have to be filed with appropriate
state and federal agencies and be made readily available to
interested parties upon request. Uniform accounting measures
for comparable types of nonprofit organizations are recommended, and an accounting model is provided in the compen22

dium of Commission research, which is published separately.
That larger grant-making organizations be required to hold annual public meetings to discuss their programs, priorities and
contributions.

This requirement would apply mainly to foundations, corporations and federated fund-raising groups such as United
Ways, those with contribution budgets of $100,000 or more.
Like the above requirement it would not apply to churches or
church affiliates.
B. Accessibility
Greater accessibility by potential donees to donor institutions
has frequently been espoused as a goal in the nonprofit sector,
yet the evidence suggests that it has been a goal honored more
in preachments than in practical pursuit. The Commission believes that greater accessibility can only enrich the philanthropic process, and it is concerned that because of insufficient
accessibility, the process may not be fluid enough to respond to
new needs. So, with the aim of encouraging and facilitating
wider access to and greater venturesomeness by institutional
philanthropy, the Commission recommends:
That 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 own expenditures.

The 1969 Tax Reform Act places on foundations and their
officers "expenditure responsibility" for any grant that a foundation makes. This provision serves as a restraint on the openness and venturesomeness of foundations. It also puts foundations in a policing and surveillance role and thus undermines
the autonomy of grantees. The provision creates both an unnecessary and undesirable duplication of responsibility, and
should be repealed.
That tax-exempt organizations^ particularly funding organizations, recognize an obligation to be responsive to changing viewpoints and emerging needs and that they take steps such as broadening their boards and staffs to insure that they are responsive.
23

All exempt organizations, especially those that serve to channel funds to other nonprofit groups, have a public obligation to
beaware of and responsive to new attitudes and needs of all
segments of society, and each organization should periodically
broaden its i board and staff if need be so that a wide grange of
viewpoints is reflected in the organization's governance and
m a n a g e m e n t ; ••>
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The Commission rejects the notion that all voluntary organizations should be "representative" but observes that as more
government funds flow into or through voluntary organizations
they may have to consider inviting "public" members on their
boards as an element of public access and control.
In addition to broadening existing organizations the Commission urges the establishment of new funding organizations
and structural changes to broaden the spectrum of institutional
philanthropy in general. An example is the "People's Trust"
plan currently being explored in Atlanta; it would raise money
in modest monthly pledges for projects close to the donors'
homes.
r
C. Personal or Institutional Self-Benefiting
While tax-exempt charitable organizations are not allowed
to make profits, situations have been uncovered in which personal money-making appeared to be the main purpose of the
organization or of certain transactions made by the organization. Most notorious, perhaps, have been discoveries of instances where fund-raising and administrative costs have used
as much as four out of every five dollars raised. The -1969 tax
reform law placed stringent restrictions on self-benefiting by
foundation: personnel. The Commission believes that other taxexempt organizations may be as open to such abuses, however,
and it ; therefore favors extending the 1969 restriction to all
exempt organizations, with appropriate modifications. Other
remedies and restraints are considered desirable as well to insure public confidence that charitable nonprofit organizations
do indeed serve only charitable nonprofit causes. The Commission recommends:
That all tax-exempt organizations be required^ to maintain
"arms-length" business relationships with profit-making organiza24

tions or activities in which any principal of the exempt organization has a financial interest.
That a system of $ federal regulation be established for interstate
charitable solicitations and that intrastate: solicitations be more
effectively regulated by state governments.

The Commission believes that the vast majority of charitable
solicitations are conscientiously and economically undertaken.
Nonetheless, cases of unduly costly or needless ffund raising
point to the absence of any focused mechanism for overseeing
such activity and, if need be^ applying sanctions. ^ State regulation is weak and should be, strengthened, but because; many
solicitations are spread over a number of states at once, federal
regulation is needed.
The Commission recommends fuller disclosure requirements
on solicitation costs and proposes that a special federal office
be established to oversee solicitations and to take legal actions
against improper, misleading or excessively costly fund raisings.
D. Influencing Legislation
Since 1934, organizations that are eligible to receive taxdeductible gifts have been prohibited from devoting a "substantial part" of their activities to "attempting to influence
legislation."
Yet, since 1962, any business organization has been able to
deduct costs of influencing! legislation that affects the direct
interest of the business. The anti-lobbying restriction operates
unevenly among charitable groups themselves because of the
vagueness that surrounds the 'term, "substantial part." Large
organizations can lobby amply, smaller ones risk treading over
some ill-defined line. Furthermore, constitutional questions are
raised by what can be viewed as an infringement on free
speech and on the right to jpetition government.
The Commission feels that the restriction inhibits a large
and growing role of the voluntary sector. As government has
expanded in relation to the nonprofit sector, the influencing of
government has tended to become an ever more important
function of nonprofit organizations. For many "public interest"
' 25

and "social action" groups, it is a principal means of furthering
their causes. Therefore, the Commission recommends:
TTiat nonprofit organizations, other than private foundations, be
allowed the sanie freedom 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.

III. A PERMANENT COMMISSION
The Commission's studies have, it feels, significantly advanced the state of knowledge about America's third sector
and its philanthropic underpinnings. Yet such is the immensity
and diversity of this area of American life and such has been
the scarcity of information that has faced the Commission that
it inevitably has had to leave depths unfathomed.
A new organization of recognized national stature and authority is needed, the Commission believes, to further chart
and study, and ultimately to strengthen the nonprofit sector
and the practice of private giving for public purposes. In a
time when the sector is subject to both economic strains and
political and philosophical questioning, when profound
changes are taking place in its role and relationship to government, and when philanthropy has failed to keep pace with
society, in economic and financial terms at least, the Commission believes that such an entity is necessary for the growth,
perhaps even the survival, of the sector as an effective instrument of individual initiative and social progress.
This Commission, in terminating its own work, puts forward
as one of its major recommendations:
That a permanent national commission on the nonprofit sector
be established by Congress,

Several major tasks of any new organization already await it.
Among these is examining philanthropic priorities in flight of
America's changing social perceptions, of government's growing role in traditional philanthropic areas, and of the inevitably limited resources of private giving. Also, examining and
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advancing means of insulating voluntary organizations from
the political and bureaucratic pressures that tend to accompany public funds.
Among other purposes and roles of the commission would be
continuous collection of data on the sources and uses of the
resources of the nonprofit sector; exploring and proposing ways
of strengthening private giving and nonprofit activity; providing a forum for public discussion of issues affecting, and for
commentary concerning, the nonprofit sector; studying the existing relationships between government and the nonprofit-sector and acting as an ombudsman in protecting the interests of
the sector as affected by government.
It is proposed that half the commission's membership be
named by the President, subject to senatorial confirmation, the
other half by the presidential appointees themselves. Funding
for the commission would come half from government, half
from private sources. The commission would be established as
a permanent body, subject, of course, to periodic congressional
review and the commission's demonstration of its benefit to
society.
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GIVING AND THE
"THIRD SECTOR"
Findings of the Commission

I
THE THIRD SECTOR
On the map of American society, one of the least charted
regions is variously known as the voluntary, the private nonprofit or simply the third sector. Third, that is,.'after the often
overshadowing worlds of government and business. While these
two! other realms have been and continue to be microscopically
examined and analyzed and while their boundaries are for the
most part readily identified by experts and laymen alike, the
third sector—made: up of nongovernmental, nonprofit associations and organizations—remains something of a terra incognita, barely explored in terms of its inner dynamics and motivations, and its socialj economic and political relations to the
rest of the world. As on ancient maps, its boundaries fade off
into extensions of the imagination, and a monster or two may
lurk in the surrounding seas.
i
Yet it is within this institutional domain that nearly all
philanthropic input—giving and volunteering—is transformed
into philanthropic output—goods and services for ultimate
beneficiaries. So the Commission has attempted to take the
measure of this area, both quantitatively and qualitatively, and
has examined the sector's roles and rationales, past, present
and future.
The sector as a whole is most broadly defined by what it is
not. It is not government—that is, its component organizations
do not command the full power and authority of government,
although some may exercise powerful influences over their
members and some may even perform certain functions of government. Educational accrediting organizations, for instance,
exercise aspects of the governmental power of licensing. For
that matter, political parties can be considered to be a part of
this sector although their relationship to government is pervasive and in many cases—congressional party caucuses, for instance—inextricable.
On the other hand, the third sector is not business. Its orga31

nizations do not exist to make profit and those that enjoy tax
immunities are specifically prohibited from doing so, although
near the boundaries of the sector many groups do serve primarily the economic interests of, their members. Chambers of
commerce, labor unions, trade associations and the like hardly
pretend to be principally altruistic.

The World of Philanthropy
Inside these negative boundaries is a somewhat narrower
domain within which the world of philanthropy generally operates, a domain made up of private groups and institutions
that are deemed to serve the public interest rather than a
primarily self-benefiting; one, and it is this narrower area that
has been the principal focus of the Commission. This area is
legally defined by laws that determine which types of organizations should be immune from income taxes and eligible to
receive tax-deductible contributions from individuals and corporations. Under the Internal Revenue Code, twenty categories
of organizations are exempt from federal income tax, but most
of those that are eligible to receive tax-deductible gifts as well
fall in one category of the code, Section 501(c)(3). To qualify
for exemption under this section, whose "501(c)(3)" designation has become for the nonprofit world virtually synonymous
with tax deductibility, an organization must operate exclusively for one or more of these broad purposes: charitable, religious, scientific, literary, educational. Two narrower aims are
specified as well: testing for public safety and prevention of
cruelty to children or animals. The code further states that no
"substantial" part of such an organization's activities may be
devoted to attempting to influence legislation and that the
organization may not participate at all in candidates' political
campaigns.
But even these boundaries, though narrower than those set
by the nongovernment, nonprofit definition, are immensely
broad and vague. What is charitable, what educational, what
religious? In a time in which new and unconventional religious
sects are being born, it seems, almost monthly, which are genu•
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ine expressions of the religious impulse that are legitimately
protected from both taxes and governmental scrutiny? Which are
essentially secular cults, which outright frauds? The Internal
Revenue Service, for one, wishes it had an all-purpose definition
of religion to work with. When is an activity educational rather
than primarily propagandistic (and thus barred from tax-deductible gifts under, the current law)? Considerable litigation and
administrative judgement has been devoted to answering such
questions. Philosophical as well as legal arguments can be and are
raised, moreover, as to whether whole groups of organizations
within the tax-exempt categories are truly oriented to the public
interest—their justification for tax privilege—or whether they
serve primarily to further the interests of a select group.
The Commission has not attempted to establish a definition or
principle by which nonprofit, nongovernmental organizations
can be judged to be in the public interest and thus a proper
concern of and channel for philanthropy. Others have tried to
form such a definition, but none has unquestionably succeeded.
In any case, a certain flexibility is seen as desirable, both philosophically and legally, in defining the public interest. One of the
main virtues of the private nonprofit sector lies in. its very testing
and extension of any definition of the public Interest, sofit would
be counter-productive to try to establish boundaries in more than
a general, expandable sense. Similarly, although this Commission
has operated under the rubric of "public needs," no attempt has
been made to catalogue, let alone establish any priority scale of,
such needs.* Like the public interest, the closely related concept
of public needs is itself fluid and shifting. A constant and
transcendent public need by which the voluntary sector and
philanthropy may perhaps be ultimately judged is how effectively
they keep abreast of this shifting and how well they are deemed to
meet whatever new public needs are perceived.
Likewise, no attempt has been made to attach, and certainly
none has succeeded in attaching, a new, better name to the
territory under examination, even though none of the existing
names is universally admired. Here, and throughout the report,
the terms voluntary sector, private nonprofit sector (or simply
•See comment by GRACIELA OLTVAREZ, page 197.
.

.

3

3

'•

-.

' •

, •

