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6Weisbrod has posi ted tha t the "location" of an organization's ou tpu t

on the spec trum from pure priva te to pure collec tive can be measured by

its "collec tiveness index"-- the propor tion of to tal revenue coming from

"contributions, gifts, and grants." This ranges from zero, the polar

private-good case, to unity, the polar collective-good case (Weisbrod,

1980).

7Cer tain types of information may, of course, have the opposi te

effects, and these will presumably not be provided by the firms involved,

although they may be provided by competitors, if the latter possess the

adverse information.

8The covariance matrix of the residual error term is

M

where T is the number of time periods in the panel, and IT is a column

vector of ones of length T. See Balestra and Nerlove (1966), Maddala

(1971), or Mundlak (1978) for estimation details.

9See Scheffe (1959) and Balestra and Nerlove (1966). This approach

uses the information on the variance of the firm effec t to optimally com-

bine the wi thin- and be tween-group variation when the da ta consis t of a

time series of cross-sections. The presence of unobservable differences

among firms in the

a 1 are distributed

level of quali ty is modeled by assuming tha t the

as a N(O,s 2) random variable and are independent
a

across firms. Ano ther possible approach has been to specify a con-

ditional distribution (conditional on the regressors) for the

a i (Mundlak, 1978), or to use the fixed-effec ts formulation (Maddala,

1971) •
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lOSee Clotfelter and Steuerle (1981). All the works they examine use

this definition of price, sometimes with minor modifications.

11The belief by a nonprofit organization that donors care about the

extent to which donations are used for fund-raising, and that they prefer

a lower to a higher level, is suggested by a recent advertisement of the

National Foundation for Cancer Research, September 1978: "The cost of

solicitation and administration is expected to be 31% of the gross amount

collected. For each $1.00 donated, it is estimated that the amount

devoted to research will be $.69."

l2A preferable concept of price in nonprofit markets is the after-tax

amount the individual must pay for a unit of output. PRICE, in this

case, is (1 - T) • MC/(l - (A + F», where MC is the marginal cost of

production. We did not employ this concept of price because of the prac­

tical difficulties of determining quality of output, and hence MC, across

organizations.

l30wing to the nature of the estimation technique, only organizations

which filed a completed Form 990 in each of the sample years (1973-1976)

could be included. In some cases this requirement reduced the sample

available for analysis quite significantly. In the case of "School,

College, or Trade School," for which only a 20 percent sample was

available, a significant portion of firms did not submit a 990 form in at

least one year during the sample period; this raises the possibility of

selection bias.
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