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Abst rac t  

Recent reduct ions i n  government s o c i a l  welfare expenditures  have 

generated cons iderable  i n t e r e s  t i n  the r e l a t ionsh ip  be tween such expen- 

d i t u r e s  and the a b i l i t y  of the p r iva te  nonprof i t  s e c t o r  t o  provide goods 

and se rv ices  t o  the needy. Research by economists has focused on the 

l i n k  between government spending and c h a r i t a b l e  giving by 

individuals-- i .e . ,  whether government welfare expenditures  "crowd out" 

p r i v a t e  donations. And y e t  donations a r e  no t  the s o l e  source of nonpro- 

f i t  revenues, and changes i n  governmental expenditure pol icy inf luence 

t h e  nonprof i t  s e c t o r  i n  a  number of o the r  ways, a s  shown i n  t h i s  paper. 

I model s o c i a l  welfare nonprof i t  o rganiza t ions  (nonprof i t s )  a s  maxi- 

mizing an  ob jec t ive  funct ion  defined over two goods--a c h a r i t a b l e  good 

and a p r i v a t e  good--sub j e c t  t o  the c o n s t r a i n t  t h a t  the organiza t ions  

break even. Nonprofits a r e  hypothesized to p r e f e r  to produce the chari- 

t a b l e  good, financed by p r iva te  donations and purchases by government, 

b u t  they may r e s o r t  to  s e l l i n g  p r i v a t e  output  i n  order  to  cross-subsidize 

c h a r i t a b l e  production. 

Within t h i s  framework, we can see a  number of p o t e n t i a l  e f f e c t s  of 

government expenditures  on nonprof i t  organizat ions:  ( 1) a " d i r e c t  reve- 

nue" effect--a reduct ion i n  government welfare spending implies  a  d i r e c t  

l o s s  i n  revenue f o r  many organiza t ions ,  s ince  they r e ly  on government 

g r a n t s  o r  purchases of s e rv ice  f o r  support;  ( 2 )  a  "crowding-out" e f f e c t  

of government spending--private donations may increase  o r  decrease 

depending on whether government spending and nonprof i t  ou tput  a r e  subs t i -  

t u  t e s  o r  complements; (3) revenue source s u b s t i t u t i o n  e f f  ec  ts--losses i n  

revenue from p r i v a t e  donors o r  government can cause nonprof i t s  to  



i n c r e a s e  s a l e s  of t h e i r  less p re fe r r ed  p r i v a t e  output ;  and ( 4 )  fund- 

r a i s i n g  effects--changes i n  government spending w i l l  in f luence  the 

opt imal  l e v e l  of s o l i c i t a t i o n  expenditures  by nonprof i t s ,  f u r t h e r  

in f luenc ing  p r i v a t e  donations. 

U t i l i z i n g  da t a  from tax r e t u r n s  of over 11,000 s o c i a l  wel fa re  nonpro- 

f i t  o rganiza t ions  a c t i v e  between 1973 and 1976, I e s t ima te  the impact of 

changes i n  var ious  ca t egor i e s  of government wel fare  spending--cash trans- 

f  ers , vendor payments t o  p r i v a t e  agencies ,  o t h e r  state welfare  expen- 

d i t u r e s ,  and l o c a l  wel fare  spending--on seve ra l  v a r i a b l e s ,  including the 

number of nonpro f i t s ,  a s  w e l l  a s  con t r ibu t ions  and g ran t s  received,  and 

s a l e s  and s o l i c i t a t i o n  expenditures  per  nonpro f i t  organizat ion.  

The r e s u l  ts i n d i c a t e  t h a t  government spending does e x e r t  a  s i g n i f i c a n t  i n f luence  

on the  nonpro f i t  s e c t o r ,  and t h a t  each of the e f f e c t s  descr ibed above 

occurs .  Overa l l ,  however, the  nonpro f i t  s e c t o r  i s  un l ike ly  to  compensate 

f o r  reduct ions  i n  government spending. A reduct ion i n  government cash 

t r a n s f e r s  to  the poor w i l l  reduce p r i v a t e  donat ions to  nonpro f i t s ,  indi- 

c a t i n g  t h a t  nonprof i t  ou tput  and cash t r a n s f e r s  a r e  complements. Cuts i n  

cash  t r a n s f e r s  a l s o  appear t o  lead to  reduct ions  i n  nonpro f i t  s a l e s ,  

owing perhaps to  the reduced a b i l i t y  of the needy to  buy nonpro f i t  ser- 

v i c e s .  

A f a l l  i n  vendor payments from government reduces the number of 

n o n p r o f i t  o rganiza t ions  and causes the remaining agencies  to  a t  tempt t o  

r e p l a c e  the  l o s t  government revenues wi th  s a l e s  to  ind iv idua ls .  Thus, 

c u t s  i n  e i t h e r  cash t r a n s f e r s  o r  vendor payments cause the  s o c i a l  wel fa re  

n o n p r o f i t  s ec  t o r  to  sh r ink ,  no t  expand. 

The nonpro f i t  s e c t o r  compensates, however, f o r  a  s i z a b l e  po r t ion  of 

c u t s  i n  government expenditures  on s o c i a l  s e rv i ces ;  a  reduct ion  i n  such 



spending w i l l  increase donations to and s a l e s  by nonprof i ts, a1 though not 

i n  amounts that f u l l y  o f f s e t  the decrease i n  government spending. 



Government Social  Welfare Spending and the Pr iva te  Nonprofit Sector: 
Crowding Out, and More 

1. INTRODUCTION 

Recent reductions in government soc ia l  welfare expenditures have 

generated considerable i n t e r e s t  in t h e i r  e f f e c t  on the pr iva te  nonprofi t  

sec tor .  I f  nonprof i t s  can compensate fo r  much of the reduction i n  

government a c t i v i t y ,  then the n e t  impact of budget cuts  w i l l  not be 

severe. I f ,  on the other  hand, the nonprofi t  s ec to r  shrinks a s  govern- 

ment reduces i ts  ro le  i n  the provision of soc ia l  services ,  the impact of 

spending reductions on the needy is exacerbated. The l ikel ihood of con- 

tinued soc ia l  welfare spending reductions makes t h i s  i ssue  pa r t i cu la r ly  

relevant .  

Research by economists in  t h i s  area has focused on the l ink  between 

government spending and char i t ab le  giving by individuals. ' The key issue 

addressed in  t h i s  l i t e r a t u r e  is the extent  to which government expen- 

d i t u r e s ,  p a r t i c u l a r l y  t ransfers ,  "crowd out" pr iva te  donations. While 

t h i s  issue is c l e a r l y  important fo r  predict ing the response of nonprofi t  

organizat ions to s o c i a l  welfare budget cuts ,  I argue tha t  the focus of 

p a s t  s tud ies  is too narrow. Contributions a r e  not the so le  source of 

revenue fo r  nonprofits.  I n  addit ion,  changes in government spending w i l l  

inf luence nonprof i t s  i n  ways other than by a f fec t ing  these contr ibutions,  

causing organizat ions , fo r  instance, to increase s o l i c i t a t i o n s  in an 

at tempt to r a i s e  donations, inducing them to  turn to  other  revenue 

sources such as sa les ,  or causing entry in to  or e x i t  from the nonprofi t  

sec tor .  



This  research  provides a  conceptual framework wi th in  which the 

o v e r a l l  impact of changes i n  government spending on the p r i v a t e  nonprof i t  

s e c t o r  can be analyzed. Data from the tax r e tu rns  of nonprof i t  organiza- 

t i o n s  a r e  used to  es t imate  the magnitudes of the various e f f e c t s .  This  

enables  us t o  p r e d i c t  the o v e r a l l  response of the nonprof i t  s e c t o r  to 

government spending c u t s ,  and so b e t t e r  understand the impact of these 

c u t s  on the needy. I f i n d  t h a t ,  a 1  though government expenditures do 

e x e r t  a  s i g n i f i c a n t  e f f e c t  on the number and s i z e  of nonprof i t  s o c i a l  

wel fare  organiza t ions ,  they do so  i n  a  f a r  more complex way than 

suggested by the simple "crowding-out" theory. The r e s u l t s  imply t h a t  

t he  nonprof i t  s e c t o r  does n o t  compensate f o r  c u t s  i n  government programs - 
f o r  the  needy. 

Sec t ion  2 p re sen t s  the a n a l y t i c a l  framework used t o  pinpoint  the 

va r ious  ways i n  which the  nonprof i t  s e c t o r  is  influenced by government 

spending changes. Sec t ion  3 desc r ibes  the da ta  and the model spec i f  ica- 

t i on .  I n  Sec t ion  4 ,  I d i scuss  the  empir ical  methodology and present  

r e s u l t s .  

2 .  GOVERNMENT SPENDING AND THE NONPROFIT SECTOR: CONCEPTUAL FRAMEWORK 

We view the nonprof i t  wel fare  organizat ion,  o r  i t s  manager, a s  maxi- 

mizing u t i l i t y  defined over the quant i ty  and type ( o r  qua l i ty )  of output  

produced.2 Some types of output  provide g r e a t e r  u t i l i t y  to the organiza- 

t i o n  than o the r s ,  and some types may provide negat ive u t i l i t y .  The u t i l -  

i t y  funct ion  i s  maximized sub jec t  to a  c o n s t r a i n t  t h a t  revenue from a l l  

sources  must equal  the c o s t s  of production a s  well  a s  the cos t s  of 

a t t r a c t i n g  revenue ( s o l i c i t a t i o n  expenses). Nonprofits w i l l  produce 



o t h e r  than t h e i r  most p re fe r r ed  type of output  i n  order  to  r a i s e  revenue 

t o  f i nance  the  p re fe r r ed  type. The nonpro f i t ' s  choice of ou tput  mix, 

then, r ep re sen t s  a compromise of s o r t s  between i ts  own preferences and 

those  of i t s  revenue sources,  mainly government and p r i v a t e  ind iv idua ls .  

Nonprofi ts  a r e  a b l e  t o  s a t i s f y  t h e i r  own preferences,  to  some ex ten t ,  

because the nond i s t r i bu t ion  cons t r a i n t 3  they f ace  m i t i g a t e s  the  e f  f e c t  

o f  e n t r y  by new 0 r ~ a n i z a t i o n s . 4  

Suppose t h a t  a nonpro f i t  o rganiza t ion  can produce only two poss ib le  

goods--a c h a r i t a b l e ,  o r  publ ic ,  good, Q1, and a p r i v a t e  good, Q2. 

Product ion of t he  c h a r i t a b l e  good provides p o s i t i v e  u t i l i t y  t o  the 

nonpro f i t  manager, whi le  production of the p r i v a t e  good provides e i t h e r  

ze ro  o r  nega t ive  u t i l i t y .  Despi te  t h i s ,  the agency may provide some 

Q2 i n  o rde r  to  r a i s e  t he  revenue necessary to  produce Ql--i.e., i t  may 

engage i n  cross-subsidizat ion.5 

The publ ic  good produced by the nonprof i t  may be a s o c i a l  s e rv i ce ,  

such a s  job-training o r  counsel ing,  o r  i t  may simply be r e d i s t r i b u t i o n  of 

income. Note a l s o  that the p r i v a t e  good may be the  same physical  good a s  

t h e  pub l i c  one, bu t  provided t o  a d i f f e r e n t  group of c l i e n t s ,  o r  financed 

i n  a d i f f e r e n t  manner. For ins tance ,  a nonpro f i t  o rganiza t ion  may pro- 

v i d e  f r e e  counsel ing to  t he  poor, financed by c h a r i t a b l e  con t r ibu t ions ,  

and may a l s o  sel l  counsel ing t o  e i t h e r  t he  poor o r  nonpoor. The coun- 

s e l i n g  so ld  i n  t h i s  manner i s  considered p r i v a t e  output  i n  our model. 

The organiza t ion  has four  p o t e n t i a l  sources of revenue: (1 )  p r i v a t e  

donat ions to  f inance the publ ic  good, Q1; (2 )  purchases,  by ind iv idua l s ,  

o f  Q2; ( 3 )  government purchases of Q1 wi th  government a c t i n g  a s  

purchasing agent  f o r  the  needy, and ( 4 )  government g ran t s ,  which a r e  



assumed, f o r  now, t o  be uncondi t ional ,  i.e., without  " s t r i n g s  at tached.  "6 

A l l  four  of these a r e  important revenue sources  f o r  wel fa re  nonprof i ts .  

I n  1980, p r i v a t e  donations accounted f o r  30 percent  of revenue, while 

p r i v a t e  s a l e s ,  dues and o the r  r e c e i p t s  accounted f o r  36 percent ,  and 

governmental revenues (g ran t s  and purchases) f o r  the remaining 34 percent  

( s e e  Hodgkinson and Weitzman, 1984, p. 45). 

The maximization problem f o r  a  given nonprof i t  o rganiza t ion  can, 

then, be w r i t t e n  a s  

Maximize U(Q1 ,Q2) ,  sub j ec t  t o  

where D i s  p r i v a t e  donations received and S r ep re sen t s  s o l i c i t a t i o n s  

expendi tures ,  so t h a t  (D - S) represen ts  ne t  donations.  C is a  c o s t  

func t ion  f o r  producing the two goods, and P and P2 a r e  the p r i c e s  paid 1 

by government and ind iv idua l s  r e spec t ive ly  f o r  c o l l e c t i v e  and p r i v a t e  

output .  Wisconsin t o t a l  government welfare  spending and G i s  government 

grants* We assume t h a t  aulaQ 1 > 0 and a U / a Q 2  < 0, so  t h a t  the nonpro f i t  - 
p r e f e r s  t o  produce Q1. 

We can use t h i s  framework to  analyze the var ious  e f f e c t s  of govern- 

ment spending pol icy  on the nonprof i t  sec tor .  (Comparative s t a t i c  

r e s u l t s  a r e  given i n  the Appendix.) T o t a l  government wel fa re  expen- 

d i t u r e s ,  W, equal  

i i W = C G  + C P Q  + Z ,  
i i l l  

where C G~ is the sum of government g ran t s  to a l l  i nonprof i t s ,  1 P Q i 
i i l l  

i s  the sum of government purchases from the nonprof i t  s e c t o r ,  and Z is 



d i r e c t  government provision of s o c i a l  services--i.e., wel fare  spending 

n o t  channeled through the p r i v a t e  nonprof i t  sec tor .  This output  includes 

cash  t r a n s f e r s  d i r e c t l y  to the needy and w i l l  no t ,  i n  genera l ,  be a  p e r  

f e c t  s u b s t i t u t e  f o r  nonprof i t  output ,  Q1. 

We turn  now to  a  d iscuss ion  of the impact of an  o v e r a l l  reduct ion i n  

government wel fare  spending on the revenues, expenditures ,  and number of 

nonpro f i t  wel fare  organizat ions.  

A. Impact on Revenues of Nonprof i t s  

1. Di rec t  Revenue Effec t .  A reduct ion i n  government s o c i a l  welfare 

spending w i l l  genera l ly  imply d i r e c t  l o s s e s  i n  revenue f o r  nonprof i t  

o rgan iza t ions ,  s ince  many of these organiza t ions  r e l y  on government f o r  a  

s i g n i f i c a n t  proport ion of t h e i r  revenue. As government welfare spending 

f a l l s  , both government g ran t s  and government purchases per  organiza t ion  

w i l l  f a l l  (holding cons tant ,  f o r  now, the number of nonprof i t  agencies) .  

Thus, there  is  a  tendency f o r  the  nonprof i t  s e c t o r  to  shr ink  a s  govern- 

men t expenditures  a r e  cut .  

Th i s  " d i r e c t  revenue e f f e c t "  has become more important s ince  the 

beginning of the War on Poverty, a s  many of the s o c i a l  s e rv ices  funded by 

l e g i s l a t i o n  of the 1960s and 1970s have been provided by e i t h e r  g r a n t s  

t o ,  o r  government purchases from, the nonprof i t  sec tor .  Approximately 40 

percent  of f e d e r a l  and 35 percent  of s t a t e  wel fare  programs have provi- 

s i o n s  f o r  making g r a n t s  to ,  o r  purchasing se rv ices  from, p r iva te  organi- 

zat-ons.7 In  add i t ion ,  the proport ion of nonprof i t  s o c i a l  welfare 

revenue from governmental sources increased from 28 percent  i n  1974 t o  31 

percent  i n  1977 and 34 percent  i n  1980.8 



One must be c a r e f u l ,  however, i n  i n t e r p r e t i n g  t h i s  d i r e c t  e f f e c t .  A 

r educ t ion  i n  nonpro f i t  revenues due t o  t h i s  e f f e c t  does no t  imply a  l o s s  

i n  s e r v i c e s  provided t o  the needy i n  a d d i t i o n  t o  the  l o s s e s  represen ted  

by a  reduc t ion  i n  government spending. Rather  i t  r e f l e c t s  the  f a c t  t h a t  

many of the  s e r v i c e s  a r e  f inanced by government but  provided by non- 

p r o f i t s .  

2. Crowdin_g. We allow, i n  our  model, dona- 

t i o n s  t o  depend on W a s  w e l l  a s  S. Reductions i n  government wel fa re  

spending may encourage ind iv idua l s  to  i nc rease  t h e i r  donat ions t o  nonpro- 

f i t s ,  a l lowing these  o rgan iza t ions  t o  compensate f o r  the  l o s s  i n  govern- 

ment expendi tures .  This  may, a t  l e a s t  i n  p a r t ,  o f f s e t  the d i r e c t  revenue 

l o s s  by nonprof its. 

Suppose t he re  is  an exogenous reduct ion i n  government provis ion  of 

s o c i a l  s e r v i c e s ,  Z. Sch i f f  (1985) shows t h a t  t o t a l  donat ions by indivi-  

d u a l s  w i l l  n e c e s s a r i l y  rise i f  the fol lowing cond i t i ons  hold: (1)  donors 

view government ou tpu t  and the c h a r i t a b l e  ou tput  f inanced by t h e i r  dona- 

t i o n s  a s  s u b s t i t u t e s ,  and (2 )  donors view output  f inanced by t h e i r  dona- 

t i o n s  and o t h e r  i nd iv idua l s '  dona t i o n s  a s  subs ti t ~ t e s . ~  Only under very 

s p e c i a l  c i rcumstances,  however, w i l l  donat ions i nc rease  by a  d o l l a r  f o r  

each  d o l l a r  reduc t ion  i n  Z--donors have to  view government ou tput ,  char i -  

t a b l e  ou tpu t  f inanced by t h e i r  c o n t r i b u t i o n s ,  and c h a r i t a b l e  ou tput  

f inanced  by o t h e r s  a s  p e r f e c t  s u b s t i t u t e s .  Note t h a t  c o n t r i b u t i o n s  w i l l  

f i n a n c e  ou tput  o f  the c o l l e c t i v e  good, Q1, and n o t  Q2,  i n  our model 

because an i nc rease  i n  donat ions s h i f t s  ou t  the  revenue c o n s t r a i n t  f ac ing  

a n  o rgan iza t ion ,  and a l lows  i t  t o  i nc rease  ou tput  of the  p re fe r r ed  good. 

When government reduces i t s  purchases of s o c i a l  s e r v i c e s  from, o r  

g r a n t s  to ,  the  nonpro f i t  s e c t o r ,  the a n a l y s i s  of crowding ou t  is compli- 



ca ted .  The output  foregone w i l l  l i k e l y  be a  c lose ,  o r  even p e r f e c t ,  

s u b s t i t u t e  f o r  donor-f inanced output ,  bu t  p r iva t e  donations may s t i l l  

f a l l .  A s  Rose-Ackerman (1980) d iscusses ,  government support  of nonprof i t  

organizations--in the form of g ran t s  o r  purchases--may a f f e c t  not  only 

t h e  l e v e l  but  the type, o r  "ideology," of output  produced by the reci-  

p i e n t  organizat ions.  Thus, a  cu t  i n  government support  may a l t e r  the 

n a t u r e  of Q which can cause p r i v a t e  giving to  e i t h e r  r i s e  o r  f a l l .  I n  1 ' 
a d d i t i o n ,  reduced government support  may be accompanied by reduced moni- 

t o r i n g  of nonprof i t s ,  and t h i s  may decrease donations, p a r t i c u l a r l y  given 

the  very imperfect information o f t en  possessed by donors. 

Resu l t s  of a  survey of organiza t ions  i n  the Greater  New York United 

Way (Hartogs, 1978) ind ica t e s  tha t  government support  does, i n  f a c t ,  

change the  type of s e rv ices  provided. Half of the organiza t ions  

ques tioned indica ted  t h a t  t h e i r  government-funded program was "somewhat 

d i f f e r e n t "  and 10 percent  said i t  was "completely d i f f e r e n t "  from t h e i r  

non-government-funded one. A s  Gronbjerg (1982) po in t s  out ,  one change i n  

a c t i v i t y  t h a t  of ten accompanies government support is s tandardiza t ion  of 

bene f i t s .  Many p r iva te  welfare agencies  serve  c l i e n t s  who a r e  exclusi-  

ve ly  o r  predominantly of a  p a r t i c u l a r  r a c i a l  o r  e thn ic  group. This is  

gene ra l ly  no t  poss ib l e  when s e l l i n g  a  s o c i a l  s e rv ice  to the needy v i a  

government. Such a change may well reduce cont r ibut ions  from members of 

t he  e t h n i c  o r  r a c i a l  group previously served, but  increase  donations from 

o the r s .  

We assume here t h a t  corpora te  and foundation cont r ibut ions  respond to 

government spending changes i n  ways s imi l a r  to  indiv iduals .  While t h i s  

need n o t  be the case,  note  t h a t  indiv idual  cont r ibut ions  account f o r  over 



80 percent  of a l l  p r iva t e  donations received by the nonprof i t  s ec to r  

(Hodgkinson and Weitzman, 1984, p. 19). 

3. Revenue Source Subs t i tu t ion  Effects .  Changes i n  the l e v e l  of 

government welfare expenditures may a l s o  inf luence nonprof i t  organiza- 

t i ons  by inducing them to change the type of output  produced--as between 

Q1 and Q2--which w i l l  be r e f l ec t ed  i n  the composition of t h e i r  revenues. 

A reduct ion i n  government grants ,  G, or  revenues earned by nonprof i t s  

i 
from s a l e s  to government, xiPIQ1, produces an e f f e c t  on the organiza t ion  

analogous to an income e f f e c t  f o r  consumers. With i ts  budget c o n s t r a i n t  

s h i f t e d  in,  the nonprof i t  cu ts  back i ts  production of i t s  prefer red  

c o l l e c t i v e  good and, i f  production of Q2 provides negat ive u t i l i t y ,  

increases  i t s  output  of the p r iva te  good. Thus, s a l e s  of Q2 may increase  

a s  government support f a l l s  ( see  Appendix). Such s a l e s  may r e f l e c t  

increased user  charges--payment by the needy f o r  s e rv ices  provided them-- 

o r  purchases of p r iva t e  output  by the non-needy. 

To the ex ten t  t h a t  nonprof i t s  a r e  successfu l  i n  generat ing s a l e s  of 

Q2,  they w i l l  o f f s e t  the d i r e c t  revenue los ses  suffered.  However, 

because s a l e s  represent  revenues from p r i v a t e  output,  they w i l l  not ,  i n  

genera l ,  bene f i t  the needy. The more a nonprof i t  i s  a b l e  to  earn a pro- 

f i t  on i t s  s a l e s  of Q2, and then use t h a t  p r o f i t  to  cross-subsidize i ts  

production of Q1, the more the needy w i l l  benefi t .  The mere f a c t ,  

however, t h a t  welfare nonprof i t s  a r e  a b l e  to maintain t h e i r  t o t a l  reve- 

nues i n  the face of budget cu ts  need not  imply t h a t  the c l i e n t s  of these 

organiza t ions  a r e  unaffected. 

There i s ,  i n  addi t ion ,  a "once-removed" version of t h i s  revenue 

s h i f t .  Changes i n  government expenditures w i l l ,  a s  noted, inf luence the 

a b i l i t y  of the nonprof i t  to  a t t r a c t  p r iva t e  donations. This change i n  



donat ions  w i l l  a l s o  s h i f t  the  nonpro f i t ' s  revenue c o n s t r a i n t ,  causing the  

o rgan iza t ion  t o  move toward o r  away from s a l e s  of Q2. So, f o r  i n s t ance ,  

i f  an  exogenous reduct ion  i n  government g r a n t s  leads  to  an  inc rease  i n  

p r i v a t e  donat ions,  s a l e s  of p r i v a t e  output  w i l l  tend t o  f a l l .  This  w i l l  

o f f s e t ,  i n  p a r t ,  the  i n i t i a l  i nc rease  i n  s a l e s  caused by the g r a n t  reduc- 

t i on .  However, i t  w i l l  no t  completely o f f s e t  t h a t  i nc rease  a s  long a s  

t h e  r i s e  i n  p r i v a t e  g iv ing  is  l e s s  than the  l o s s  i n  g r a n t  revenue. 

Note, f i n a l l y ,  t h a t  c u t s  i n  government s o c i a l  wel fa re  spending w i l l  

make the  needy worse o f f  and so fo rce  them to  decrease t h e i r  purchases of 

nonpro f i t  output .  So, f o r  i n s t ance ,  i f  the  government decreases  cash 

t r a n s f e r s  to  the poor, we may see  s a l e s  by nonprof i t s  to  these poor f a l l .  

B. Impact on S o l i c i a t i o n s  by Nonprofits 

We have seen t h a t  exogenous changes i n  government expenditures  w i l l  

i n f luence  t h e  s i z e  of nonpro f i t  o rganiza t ions  and the  composition of 

t h e i r  output .  These changes may a l s o  inf luence  the  l e v e l  and composition 

o f  s o l i c i t a t i o n  expenditures .  Changes i n  s o l i c i t a t i o n s  inf luence  the  

amount of revenue r a i s e d ,  bu t  a l s o  reduce the  resources a v a i l a b l e  f o r  use 

by the nonpro f i t  to  s e rve  the  needy. I f ,  f o r  example, government budget 

c u t s  cause a  nonpro f i t  f i rm to  spend more on s o l i c i t i n g  f o r  p r i v a t e  

c o n t r i b u t i o n s ,  t h i s  might enable  them t o  increase  donations. However, 

only the inc rease  i n  donat ions n e t  of s o l i c i t a t i o n s  would r ep re sen t  an 

increased  a b i l i t y  to provide c h a r i t a b l e  output ,  Q 
1 ' 

S o l i c i t a t i o n s  by nonpro f i t s  may be viewed a s  providing some com- 

b i n a t i o n  of information and s o c i a l  p ressure  to  cont r ibu te .  I n  any case ,  

we would expect  t h a t  donat ions received by a  nonpro f i t  would be 

inf luenced by i t s  s o l i c i t a t i o n  expenditures .  l o  Each organiza t ion  w i l l ,  



i n  our  model, determine i t s  optimal l e v e l  of s o l i c i t a t i o n s  so a s  to  maxi- 

mize i t s  n e t  revenue--the d i f f e rence  between con t r ibu t ions  r a i sed  and 

s o l i c i t a t i o n s  expenditures--setting D' (S) = 1 .I1 Changes i n  government 

expenditure l e v e l s  may change optimal s o l i c i t a t i o n  expenditures  by 

a f f e c t i n g  the  marginal impact of a  d o l l a r  spent  on s o l i c i t a t i o n s .  This ,  

i n  turn ,  w i l l  in f luence  p r i v a t e  donat ions ra i sed .  

The d i r e c t i o n  of the e f f e c t  of government spending on s o l i c i t a t i o n s  

i s  not  c e r t a i n ,  however, s ince  i t  depends on the e f f e c t  on the marginal 

p roduc t iv i ty  of s o l i c i t a t i o n s  (MPS) . I t  appears t h a t  nonprof i t  organiza- 

t ions increased t h e i r  s o l i c i t a t i o n s  following the f i r s t  round of Reagan 

budget c u t s  ,12 ind ica t ing  t h a t  the  MPS had increased,  but  t h i s  need not  

be  the case. 

Nonprofit  o rganiza t ions  a l s o  use resources to  a t t r a c t  g r a n t s  and 

purchases of s e rv ice  by government, and these expenditures  may be 

inf luenced by government spending a s  well .  A decrease i n  the l e v e l  of 

g r a n t s  a v a i l a b l e ,  f o r  ins tance ,  may cause a  nonprof i t  agency to  expend 

more resources to  a t t r a c t  a  share  of the shrinking pool of money. One 

d i f f e r e n c e  between t h i s  case  and t h a t  of s o l i c i t i n g  f o r  p r i v a t e  donations 

i s  t h a t  while  a l l  nonprof i t s  may simultaneously increase  s o l i c i t a t i o n s  

and p r i v a t e  con t r ibu t ions ,  no t  a l l  o rganiza t ions  can be successfu l  i n  

r a i s i n g  more from t h i s  shrinking pool of grants.13 

C. Impact on Entry and E x i t  of Nonprofit  Firms 

We have assumed, u n t i l  t h i s  poin t ,  t h a t  the number of nonprof i t  

o rgan iza t ions  providing s o c i a l  s e rv ices  is f ixed ,  and have examined the 

impact of changes i n  government spending on a  typ ica l  organizat ion.  I n  

the  long run, however, changes i n  government expenditure l e v e l s  w i l l  



encourage en t ry  i n t o ,  o r  e x i t  from, the nonprof i t  sec tor .  So, f o r  

example, we p r e d i c t  above t h a t  a  reduct ion i n  government spending w i l l  

l e a d  to  a  f a l l  i n  the g r a n t  revenue received by a  typ ica l  nonprof i t  ( t h e  

d i r e c t  revenue e f f e c t ) .  I f ,  however, t h i s  f a l l  i n  government g ran t s  

caused a  s i g n i f i c a n t  number of nonprof i t  agencies t o  e x i t ,  the average 

g r a n t  revenue f o r  the  remaining nonprof i t s  could a c t u a l l y  r i s e .  

S i m i l a r l y ,  we noted t h a t  decreased government production of Z w i l l  

encourage p r i v a t e  donations. I f  t h i s  increased a b i l i t y  to a t t r a c t  

c o n t r i b u t i o n s  induced new nonprof i t  wel fare  agencies  to e n t e r ,  donations 

per  organiza t ion  could remain cons tant  o r  even decline. 

I f  the c h a r i t a b l e  output  of each nonprof i t  is  i d e n t i c a l ,  then t o t a l  

donat ions o r  revenues from government a r e  simply spread over fewer o r  

more organiza t ions  a s  e x i t  o r  en t ry  occurs. I f ,  however, nonprof i t s  pro- 

duce d i f f e r e n t i a t e d  goods, the ana lys i s  is  complicated. I n  t h a t  case,  an 

inc rease  i n  the number of nonprof i t s  w i l l  imply t h a t  the typ ica l  indivi-  

dua l  w i l l  be a b l e  t o  f ind  a n  organiza t ion  t h a t  produces output  c l o s e r ,  o r  

a t  l e a s t  a s  c lose ,  t o  h i s  o r  h e r  prefer red  type than before en t ry .  Thus 

t o t a l  con t r ibu t ions  to  the s e c t o r  may increase  a s  a r e s u l t  of en t ry ,  

a 1  though con t r ibu t ions  per organiza t ion  may s t i l l  decl ine.  When we turn  

t o  the  empir ica l  es t imat ion ,  below, we at tempt to measure the e f f e c t  of 

government spending on both the  number of organiza t ions  i n  the s e c t o r  and 

t h e  average revenues and s o l i c i t a t i o n  expenditures  per organizat ion.  

The not ion  t h a t  a n  increased a b i l i t y  to r a i s e  revenue w i l l  cause 

e n t r y  is  cons is  t e n t  wi th  the assumption t h a t  nonprof i t  managers maximize 

u t i l i t y  defined over output.  However, i t  would a l s o  be c o n s i s t e n t  wi th  a  

number of o the r  assumptions, f o r  example t h a t  nonprof i t  o rganiza t ions  

behave a s  " f o r p r o f i  ts i n  d isguise ,"  at tempting to maximize prof i t s .14  



I n  Table 1, we summarize the expected e f f e c t s  of changes i n  the 

va r ious  components of government wel fare  spending--grants to  and purcha- 

s e s  from the nonprof i t  s e c t o r ,  and government spending on i t s  own s o c i a l  

services--on revenues and s o l i c i t a t i o n s  per nonprof i t  (holding the number 

of organiza t ions  cons tant )  a s  wel l  a s  on the number of nonprofi ts .  Next 

we tu rn  t o  the da ta  wi th  which those predic t ions  a r e  tes ted .  

3. DESCRIPTION OF DATA AND MODEL 

A.  Data 

The da ta  used here c o n s i s t  of tax r e tu rns  ( I n t e r n a l  Revenue Serv ice  

Form 990) f i l e d  by each tax-exempt nonprof i t  wel fare  organiza t ion  t h a t  

was a c t i v e  (had a t  l e a s t  $5,000 i n  revenues) f o r  a t  l e a s t  one year  be- 

tween 1973 and 1976. Each organiza t ion  ind ica t e s  the na ture  of i t s  a c t i -  

v i t i e s  by repor t ing  up to  three  " a c t i v i t y  codes" which ind ica t e ,  f o r  

example, whether i t  provides a i d  t o  the handicapped (code 160),  l e g a l  a i d  

t o  indigents  (462),  e t c .  I n s t r u c t i o n s  t o  the organiza t ion  ask t h a t  i t s  

most important a c t i v i t y  be l i s t e d  f i r s t .  With t h i s  information, we can 

e s t ima te  the impact of changes i n  government spending on both the e n t i r e  

nonpro f i t  wel fare  s e c t o r  a s  well  a s  p a r t i c u l a r  subsectors ,  o r  a c t i v i t i e s .  

Considerable information is provided about each organiza t ion ' s  

a s s e t s ,  l i a b i l i t i e s ,  revenues, and expenses. Revenues a r e  disaggregated 

by form--contributions, g i f t s  and g ran t s ,  s a l e s  and o t h e r  r e c e i p t s ,  and 

dues and assessments. Expenses a r e  a l s o  disaggregated i n t o  spending on 

s o l i c i t a t i o n s  and o t h e r  ca tegor ies .  

F i n a l l y ,  we know each organiza t ion ' s  z i p  code, so t h a t  we can deter-  

mine the  s t a t e  i n  which i t  is located.  This enables  us t o  es t imate  the 



Table 1 

Expected Signs of Effects of Changes in  Government Welfare 
Spending on the Nonprofit Sector 

Grants to and Purchases Spending on Own 
from Nonprof i t s  Social Services 

Revenues 

Direct e f fec t :  

Grants 
Sales 

Crowd ing-out 

Donations 

Revenue substitution 

Grants 
Sales 
Donations 

So l i c i ta t ions  

Number of Oreanizations 



impact of d i f f e r e n c e s  i n  government spending ac ros s  s t a t e s  and l o c a l i -  

t ies,  a s  w e l l  a s  d i f f e r ences  i n  o t h e r  s t a t e  c h a r a c t e r i s t i c s ,  on the  

n o n p r o f i t  wel fa re  sec tor .  

B. Dependent Var iab les  

We es t ima te  regress ion  equat ions f o r  the following: (1 )  contribu- 

t i o n s ,  g i f t s  and g r a n t s  received,  CONTR; (2 )  s a l e s ,  dues and assessments 

and o t h e r  r e c e i p t s ,  SALES; and (3) s o l i c i t a t i o n  expendi tures ,  EXPSO. The 

u n i t  of observa t ion  is  the organiza t ion ,  so  t h a t  each dependent v a r i a b l e  

i s  expressed per  firm. I n  add i t i on ,  w e  es t imate  an equat ion i n  which the  

dependent v a r i a b l e  is  the  number of nonprof i t  o rganiza t ions  providing 

s o c i a l  s e r v i c e s  i n  each s t a t e .  The u n i t  of observa t ion  here is the  state 

and n o t  t he  ind iv idua l  organizat ion.  

Note t h a t  our  d e f i n t i o n  of the nonprof i t  wel fa re  s e c t o r  inc ludes  only 

those  nonpro f i t s  t h a t  aim s p e c i f i c a l l y  to  help the poor o r  handicapped. 

So,  f o r  example, w e  inc lude  schools  f o r  the  b l ind ,  bu t  no t  a l l  schools.  

I n  a d d i t i o n  t o  es t imat ing  the equat ions f o r  the  aggregate  wel fare  s e c t o r ,  

w e  do so  f o r  the fol lowing a c t i v i t i e s :  a i d  t o  t he  handicapped, s e rv i ces  

t o  t he  aged, supplying goods and s e r v i c e s  to  the poor, and job t r a in ing .  

R e c a l l  t h a t  the  nonprof i t  s e c t o r  has four  bas ic  revenue sources.  

Revenue, R,  is equal t o  

where PIQl i s  s a l e s  of s o c i a l  s e rv i ces  to  government, P2Q2 is s a l e s  of 

p r i v a t e  output ,  D i s  donat ions by ind iv idua l s ,  and G i s  g r a n t s  from 

government. We would, i d e a l l y ,  es t imate  a n  equat ion f o r  each of these  

revenue sources.  However, da t a  a r e  no t  a v a i l a b l e  f o r  each revenue source 



s e p a r a t e l y  . F i r s t ,  CONTR inc ludes  both con t r ibu t ions  from p r i v a t e  

s ources--largely i nd iv idua l s  , b u t  a l s o  foundat ions and corpora tions--as 

w e l l  a s  g r a n t s  from government. Tha t  i s ,  CONTR = D + G. Second, SALES 

inc ludes  both s a l e s  of p r i v a t e  ou tpu t  t o  i nd iv idua l s  and c h a r i t a b l e  out- 

p u t  t o  government, PIQl + P2Q2. 

S ince  CONTR rep re sen t s  payment only f o r  Q1 only,15 the  impact on 

CONTR of  a  change i n  government spending can be i n t e r p r e t e d  a s  the 

impact on the  a b i l i t y  of nonpro f i t s  t o  s e rve  the  needy. SALES, however, 

i nc ludes  purchases of both c h a r i t a b l e  and p r i v a t e  output.  The impact of 

government expendi tures  on SALES, then, w i l l  r e f l e c t  the  combined e f f e c t  

on s a l e s  of both types of ou tpu t ,  only one of which--sales of Q1 t o  

government--aids the  needy. Changes i n  p r i v a t e  s a l e s  w i l l  no t  d i r e c t l y  

r e f l e c t  changes i n  s e r v i c e s  provided to  t h e  needy. 

Note a l s o  t h a t  SALES inc ludes  user  charges ,  a s  when c h a r i t a b l e  ou tput  

i s  provided t o  the  needy a t  a  p r i c e  g r e a t e r  than zero ,  b u t  below c o s t ,  

w i t h  t he  d i f f e r e n c e  made up from donat ions o r  government revenues o r  pro- 

f i t s  from p r i v a t e  s a l e s .  The po r t i on  so ld  to  t he  needy, however, does 

n o t  r e p r e s e n t  cha r i t y .  Only t h a t  p o r t i o n  t h a t  is  subsidized is  con- 

s i d e r e d  a s  c h a r i t a b l e  here ,  and t h a t  i s  included i n  the  impact on CONTR. 

C .  Independent Va r i ab l e s  

1. The CONTR Equation. Reca l l  t h a t  CONTR is  composed of both pr i -  

v a t e  donat ions a s  w e l l  a s  g r a n t s  from government. It is hypothesized to  

be  a  func t ion  of the fol lowing f a c t o r s :  

1. 1. Some nonprof i t s  f i n d  i t  
e a s i e r ,  ceteris par ibus ,  to  r a i s e  c o n t r i b u t i o n s  than o t h e r s ,  
owing to r e p u t a t i o n  e f f e c t s .  These e f f e c t s  a r e  r e l a t i v e l y  impor- 
t a n t  i n  the nonpro f i t  s e c t o r ,  a s  donors of t en  f i n d  i t  c o s t l y  to  
g a i n  information about  an  o rgan iza t ion ' s  a c t i v i t i e s .  It i s  



hypothesized here t h a t  the a b i l i t y  to  r a i s e  con t r ibu t ions  
inc reases  with the age of an organizat ion,  s ince  age may be taken 
a s  a  s i g n a l  of qual i ty .16 Thus AGE i s  included a s  an  explanatory 
va r i ab le .  

I n  add i t ion ,  the  tax-deductible s t a t u s  of an organizat ion,  DEDCD, 
i s  included (equal  to  1 i f  donations t o  the organiza t ion  a r e  tax- 
deduct ib le ,  0  i f  no t ) .  Tax-deductible nonprof i t s  should have an 
e a s i e r  time a t t r a c t i n g  donations, a s  the a f t e r - t ax  p r i ce  of 
g iv ing  to  them is lower. Not a l l  nonprof i t s  t h a t  engage i n  
wel fare  a c t i v i t i e s  a r e  e l i g i b l e  f o r  tax-deductible donations. 
Some organizat ions may engage i n  s u b s t a n t i a l  amounts of lobbying, 
which would cause the l o s s  of deduct ib le  s t a t u s .  

2 .  S o l i c i t a t i o n  expenditures.  The l e v e l  of donations received w i l l  
be influenced by spending on s o l i c i t a t i o n s ,  EXPSO. We a l s o  
inc lude  an i n t e r a c t i o n  term, EXPSO*AGE to  capture the p o s s i b i l i t y  
t h a t  the payoff from s o l i c i t i n g  may depend on how well-known a 
nonpro f i t  is. We d i scuss ,  below, the s p e c i f i c a t i o n  of the EXPSO 
equat ion,  and i t s  r e l a t i o n s h i p  t o  t h i s  one. 

3. The p r i ce  of a  c h a r i t a b l e  cont r ibut ion .  The amount tha t  any 
s i n g l e  donor g ives  to  a  tax-deductible organiza t ion  w i l l  be a  
func t ion  of the tax-determined p r i ce  of giving. Because dona- 
t i o n s  a r e  tax-deductible, the p r i ce  of giving one d o l l a r  to  a  
tax-deductible nonprof i t  i s  (1-t) f o r  a  tax i temizer ,  and 1 f o r  a  
nonitemizer,  where t i s  the marginal income tax r a t e  faced by 
t h e  individual .  The p r i c e  of con t r ibu t ing  to a  nondeductible 
organiza t ion  is simply 1, whether o r  no t  the donor itemizes. 

We make the  s implifying assumption t h a t  nonprof i t s  rece ive  dona- 
t i o n s  only from wi th in  the s t a t e  i n  which they a r e  located.  
While t h i s  may not  be a  good assumption f o r  organiza t ions  wi th  a  
n a t i o n a l  cons t i tuency,  i t  may no t  be a  severe problem f o r  wel fare  
organiza t ions ,  p a r t i c u l a r l y  s ince  l o c a l  chapters  of na t iona l  
organiza t ions  f i l e  t h e i r  own tax re turns .  We examine t h i s  i s sue ,  
below, by r ees  timating our equations f o r  the 100 l a r g e s t  organi- 
za t ions .  These l a r g e  nonprof i t s  a r e  the most l i k e l y  to have 
n a t i o n a l  cons ti tuencies .  

We proxy the average p r i ce  of giving i n  the s t a t e  by DEDCD*ITEM, 
where ITEM is the proport ion of a  s t a t e ' s  taxpayers t h a t  i temize 
on  t h e i r  f e d e r a l  income tax. The g r e a t e r  is  ITEM, o t h e r  things 
equal ,  the  e a s i e r  i t  i s  f o r  a  deduct ib le  organiza t ion  to r a i s e  
donations. However, ITEM is i r r e l e v a n t  f o r  nondeductible nonpro- 
f i t s .  We expect  the c o e f f i c i e n t  on DEDCD*ITEM to be pos i t i ve ,  
s i n c e  the p r i c e  of giving f a l l s  a s  DEDCD*ITEM r i s e s .  

4.  Income of p o t e n t i a l  donors. We again  assume t h a t  a l l  p o t e n t i a l  
donors a r e  s t a t e  r e s iden t s ,  and measure INCOME by average house- 
hold income i n  the  s t a t e .  



5. S t a t e  population. INCOME and the average p r i ce  of giving w i l l  
determine donations per c a p i t a ,  but  not  t o t a l  giving. We 
inc lude  s t a t e  populat ion,  TOTPOP, i n  order  to  account f o r  t h i s .  

6 .  Urbanization. Indiv iduals  l i v i n g  i n  l a r g e  urban a r e a s  may 
c o n t r i b u t e  more to  cha r i ty .  17 Therefore,  we include the propor- 
t i o n  of the populat ion l i v i n g  i n  c i t i e s  with populations g r e a t e r  
than 250,000 (URBAN) a s  an  explanatory var iab le .  

Measures of need. A number of c h a r a c t e r i s t i c s  of the s t a t e  
wi th in  which a nonprof i t  o rganiza t ion  is loca ted  may be used a s  
proxies  f o r  "need," o r  perceived need, f o r  s o c i a l  welfare 
programs. We measure need by ( a )  the  proport ion of the popula- 
t i o n  l i v i n g  i n  poverty (POVLEV); (b)  the proport ion of the popu- 
l a t i o n  under 18 yea r s  old (POP18); and ( c )  the proport ion of 
people over 65 ( P 0 ~ 6 5 ) .  The r a t i o n a l e  f o r  the  l a t t e r  two is t h a t  
t he  young and e l d e r l y  tend t o  consume a r e l a t i v e l y  l a r g e  share  of 
s o c i a l  serv ices .  I n  the job- t r a i n i n g  equat ions ,  the s t a t e  
unemployment r a t e  (UNEMPRT) i s  included a s  well .  

8. Government expenditures.  The va r i ab le s  of g r e a t e s t  i n t e r e s t  to  
u s  a r e  those measuring government s o c i a l  wel fare  spending. Three 
v a r i a b l e s ,  represen t ing-the th ree  components of t o t a l  s & t e  
wel fare  expenditures a r e  included : l8 ( a )  VENDOR, payments from 
government t o  p r i v a t e  organiza t ions  f o r  the provision of s e rv ices  
t o  the needy; (b )  cash a s s i s t a n c e  d i r e c t l y  to the needy under 
c a t e g o r i c a l  and o t h e r  welfare programs, CASH, and ( c )  o the r  
pub l i c  wel fare  spending and spending on s t a t e  wel fare  i n s t i t u -  
t i o n s ,  WELFARE. I n  add i t ion ,  ( d )  s o c i a l  welfare spending by 
l o c a l  governments, LOCAL, i s  included. S t a t e  government trans- 
f e r s  t o  l o c a l  governments, f o r  welfare programs, a r e  included i n  
LOCAL. Note t h a t  CASH includes genera l  r e l i e f ,  which i s  wholly 
f inanced by s t a t e  and l o c a l  sources,  a s  well  a s  payments under 
c a t e g o r i c a l  programs--Old Age Assis tance,  Aid to Families with 
Dependent Children, and Aid to  the Blind and Disabled--in excess 
o f ,  o r  supplementary to ,  those financed with f e d e r a l  p a r  
t i c i p a t i o n .  VENDOR includes the f e d e r a l l y  supported Medicaid 
program . 
The c o e f f i c i e n t s  on the government expenditure va r i ab le s  w i l l  
r e f l e c t  both the  d i r e c t  revenue e f f e c t  and "crowding out." An 
inc rease  i n  VENDOR should have no d i r e c t  e f f e c t  on CONTR 
received. lg I t  w i l l ,  however, have an impact on p r i v a t e  
g iv ing ,  thus a f f e c t i n g  CONTR. One might expect  a r i s e  i n  VENDOR 
t o  reduce p r i v a t e  giving--the "crowding-out" argument--a1 though, 
a s  noted, government support  may a1  t e r  the  type of output  pro- 
duced, and t h i s  change can increase  p r i v a t e  giving. I n  add i t ion ,  
government purchases from the nonprof i t  s e c t o r  a r e  o f t en  accom- 
panied by increased monitoring by government, possibly inducing 
increased p r i v a t e  giving. 

An increase  i n  CASH w i l l  a l s o  no t  provide any CONTR d i r e c t l y  to  
nonprof i t s .  I t  w i l l  crowd ou t  c h a r i t a b l e  g iv ing  i f  cash 



a s s i s t a n c e  and nonpro f i t  s e c t o r  ou tput  a r e  s u b s t i t u t e s ,  and 
i n c r e a s e  g iv ing  i f  they a r e  complements. An inc rease  i n  WELFARE 
o r  LOCAL w i l l  genera l ly  include some g ran t s  to the nonpro f i t  sec- 
t o r ,  which tend to i nc rease  CONTR. On the o t h e r  hand, p r i v a t e  
g iv ing  w i l l  be crowded o u t  i f  governmentally provided s o c i a l  ser-  
v i c e s  a r e  s u b s t i t u t e s  f o r  nonprof i t  output.  

9 .  Number of s o c i a l  wel fa re  organiza t ions ,  ORGS. The con t r ibu t ions ,  
g i f t s ,  and g r a n t s  received by any nonprof i t  agency w i l l  depend 
n o t  simply on the  determinants of t o t a l  g r a n t s  and donat ions,  
b u t  a l s o  on the  number of competi tors  the  organiza t ion  faces .  We 
desc r ibe ,  below, how ORGS is i t s e l f  determined. 

2. SALES Eauation. SALES w i l l  be a  func t ion  of the  same s e t  of 

v a r i a b l e s  t h a t  determine CONTR, a 1  though our  i n t e r p r e t a t i o n s  of t h e i r  

c o e f f i c i e n t s  w i l l  be q u i t e  d i f f e r e n t .  A s  noted, SALES includes revenue 

from governmental and p r i v a t e  sources.  I n  our model, nonprof i t s  p r e f e r  

t o  produce c h a r i t a b l e  output ,  and w i l l  s e l l  p r i v a t e  ou tpu t  only to r a i s e  

revenue f o r  t h e i r  c h a r i t a b l e  a c t i v i t i e s .  Sa l e s  t o  i nd iv idua l s ,  P2Q2, 

w i l l  then depend on both the demand of i nd iv idua l s  f o r  Q2 a s  wel l  a s  the 

wi l l i ngness  of nonprof i t s  to  supply it. Changes i n  the  independent 

v a r i a b l e s  w i l l  genera l ly  inf luence  both supply and demand. Nonprofits 

a r e  assumed, however, to  accept  a l l  donat ions and governmental revenue 

o f f e r e d ,  so t h a t  only demand ( i . e . ,  of donors and government) need be 

considered.20 I t  is  d i f f i c u l t  to  make p red ic t ions  regarding c o e f f i c i e n t  

s i g n s  i n  the  SALES equat ion,  both because SALES comprises s a l e s  of pr i -  

v a t e  and publ ic  ou tput  and because a t  l e a s t  the  p r i v a t e  po r t ion  w i l l  

depend on demand and supply cons idera t ions .  With t h i s  i n  mind, we turn  

t o  a  d i scuss ion  of the  independent va r i ab l e s .  

1. Organizat ion c h a r a c t e r i s t i c s .  We hypothesized t h a t  donors and 
government may, given the  c o s t s  of ga ther ing  information about 
c h a r i t a b l e  output ,  use the  age of a  nonprof i t  a s  an  i n d i c a t o r  of 
q u a l i t y .  The same may be t r u e  f o r  SALES. Thus, the  c o e f f i c i e n t  
on AGE w i l l  tend t o  be pos i t i ve .  



On the  o t h e r  hand, a s  a nonprof i t  welfare agency ages,  it  may 
f i n d  i t  increas ingly  easy to a t t r a c t  donations and government 
revenues, and may s h i f t  o u t  of producing and s e l l i n g  Q . The 
s i g n  of the c o e f f i c i e n t  on AGE is ,  then, uncer ta in ,  an2 the 
empi r i ca l  r e su l  ts provide in£ orma t i o n  on the r e l a t i v e  s t r eng ths  
of  the two o f f s e t t i n g  e f f e c t s .  

Deduct ible  s t a t u s  (DEDCD) may s imi l a r ly  have off s e t t i n g  e f f e c t s  
on  SALES. Tax-deductible organiza t ions  may f ind  i t  e a s i e r  t o  
make s a l e s ,  p a r t i c u l a r l y  to  government. However, the increased 
a b i l i t y  of deduct ib le  nonprof i t s  to a t t r a c t  donations may induce 
them to move away from p r i v a t e  s a l e s  of Q2. 

2. The p r i ce  of c h a r i t a b l e  output.  An increase  i n  p r i ce  due, e.g., 
t o  a tax policy change, w i l l  cause nonprof i t s  to  turn to p r i v a t e  
s a l e s ,  a s  donations become more d i f f i c u l t  to  r a i s e ,  s h i f t i n g  the  
indus t ry  supply curve f o r  Q2 to  the r i g h t .  The p r i ce  of p r i v a t e  
output  w i l l  f a l l  and the quant i ty  sold w i l l  increase.  The coef- 
f i c i e n t  on DEDCD*ITEM, then, w i l l  be pos i t i ve  i f  the nonprof i t  
indus t ry  f aces  an  e l a s t i c  demand ~ u r v e . ~ l  

3. Income. Again, both demand and supply w i l l  be inf luenced by 
changes i n  income. Demand f o r  Q2 w i l l  r i s e  with income assuming 
t h a t  Q2 i s  a normal good. However, increased income may make i t  
e a s i e r  f o r  a t yp ica l  nonprof i t  t o  r a i s e  donations, causing them 
t o  switch away from production of Q 2 ' 

4.  Population. 

5. Urbanization. Recal l  t h a t  i t  is hypothesized t h a t  the more urban 
i s  one's place of residence,  the more l i k e l y  he o r  she is to g ive  
t o  cha r i ty .  Therefore, a s  URBAN increases ,  nonprof i t s  have l e s s  
need to  r e s o r t  to  production of Q2. I f ,  however, urban r e s i d e n t s  
a l s o  have a g r e a t e r  demand f o r  Q2,  t h i s  tendency may be o f f s e t .  

6 .  Measures of need. As the "need" f o r  c h a r i t a b l e  output  increases ,  
c e t e r i s  paribus,  nonprof i t  s o c i a l  welfare agencies  should f ind  i t  
e a s i e r  t o  a t t r a c t  donations. They w i l l ,  therefore ,  switch ou t  of 
producing p r i v a t e  output  and toward producing s o c i a l  serv ices .  
The supply curve f o r  Q2 w i l l  s h i f t ,  r a i s i n g  the p r i c e  and 
lowering the quant i ty  so ld  of Q2. 

7. Government expendi tu re s  . Again, these a r e  the  c o e f f i c i e n t s  of 
g r e a t e s t  i n t e r e s t  t o  us. A change i n  government expenditure 
pol icy w i l l ,  i n  genera l ,  a f f e c t  both p r i v a t e  s a l e s  and purchases 
by government. 

A decrease i n  VENDOR implies  a l a r g e  " d i r e c t  revenue" e f f e c t  on 
s a l e s  to government, PIQ1. However, the decrease i n  government 
vendor payments w i l l  cause nonprof i ts to  switch to p r i v a t e  sa l e s .  
This  w i l l  tend to o f f s e t  the increase  i n  s a l e s  to  government. 
The n e t  impact of VENDOR o r  SALES, then, provides information 
about  the s t r eng th  of the revenue subs ti tu t i o n  e f f e c t .  



A decrease i n  CASH, w i l l ,  on the o t h e r  hand, have no d i r e c t  reve- 
nue e f f e c t .  I f  p r i v a t e  donations increase  a s  a  r e s u l t  of 
crowding ou t ,  however, nonprof i t s  w i l l  reduce s a l e s  of Q . I n  
a d d i t i o n ,  cash t r a n s f e r s  make the needy b e t t e r  a b l e  to a$ford t o  
purchase s e r v i c e s  from the nonpro f i t  s e c t o r ,  which a l s o  tends to 
inc rease  SALES. 

Inc reases  i n  WELFARE w i l l  have no d i r e c t  e f f e c t  on s a l e s ,  bu t  may 
cause  the  s u b s t i t u t i o n  of Q2 f o r  Q1, i f  crowding o u t  occurs. I n  
a d d i t i o n ,  a s  WELFARE r i s e s ,  the  poor w i l l  have l e s s  need t o  
purchase s o c i a l  s e rv i ces ,  reducing SALES. F i n a l l y ,  an inc rease  
i n  LOCAL w i l l  have both a  d i r e c t  e f f e c t ,  increas ing  s a l e s  t o  
l o c a l  governments, and a  revenue subs t i  t u t i o n  e f f e c t ,  causing 
nonpro f i t s  t o  move away from production and s a l e s  of Q2. 

8. Number of nonprof i t s ,  ORGS. We hypothesized, above, t h a t  a s  the  
number of competing nonprof i t s  i n  a  given s t a t e  increased ,  CONTR 
p e r  f i rm would tend to  f a l l .  The o v e r a l l  e f f e c t  on SALES of an 
i n c r e a s e  i n  ORGS i s ,  however, less c l e a r .  A s  ORGS r i s e s ,  and 
donat ions and g r a n t s  become more d i f f i c u l t  to  r a i s e ,  f i rms may 
t u r n  t o  s a l e s  revenue. Thus, w e  may see  a  p o s i t i v e  r e l a t i o n s h i p  
between ORGS and SALES. 

9 .  EXPSO. 

3. S o l i c i t a t i o n  Expenditures. The optimal l e v e l  of s o l i c i t a t i o n s  is 

a  func t ion  of a l l  v a r i a b l e s  t h a t  in f luence  the  marginal p roduc t iv i ty  of a  

d o l l a r  spen t  on s o l i c i t a t i o n s  (MPS). A l l  independent v a r i a b l e s  from the 

CONTR equat ion,  w i th  the except ion of EXPSO i t s e l f  a r e ,  then, included i n  

t h e  EXPSO equat ion.  

4. Number of Organizations.  I n  each of the  previous th ree  

equat ions ,  t he  dependent v a r i a b l e  i s  expressed per  firm. However, 

changes i n  government expenditures  a s  we l l  a s  i n  o t h e r  explanatory 

v a r i a b l e s  w i l l  l i k e l y  a l s o  inf luence  the  number of organiza t ions  i n  each 

state, ORGS. An inc rease  i n  government g r a n t s ,  e.g., could encourage the  

e n t r y  of new wel fare  agencies ,  but  decrease the  va lue  of g r a n t s  received 

p e r  firm. 

The number of organiza t ions  per  s t a t e  depends on how a t t r a c t i v e  the 

nonpro f i t  wel fa re  s e c t o r  i s ,  r e l a t i v e  to o t h e r  oppor tun i t i e s ,  to  po ten- 



t i a l  nonpro f i t  entrepreneurs .  While no theory of nonprof i t  en t ry  is pre- 

sen ted  here  ( s e e  S c h i f f ,  1986, f o r  such a  theory) ,  i t  seems q u i t e  

p l a u s i b l e  t h a t  t h e  number of organiza t ions  w i l l  be a  func t ion  of the  

a b i l i t y  of nonprof i ts to  a t t r a c t  revenue. 22 

S ince  ORGS is  a  s ta tewide  v a r i a b l e ,  i t  does no t  depend on the  charac- 

t e r i s t i c s  of any s i n g l e  nonprof i t ,  such a s  AGE. I t  does, however, depend 

on  the c h a r a c t e r i s t i c s  of the  s t a t e ,  which determine the  a b i l i t y  of 

nonprof i ts t o  a t t r a c t  revenue f o r  Q1--donations, g ran t s  o r  purchases by 

government. A reduct ion  i n  CASH, then, would encourage en t ry  i f  CASH and 

n o n p r o f i t  ou tpu t  a r e  s u b s t i t u t e s .  A f a l l  i n  VENDOR, however, reduces the  

a b i l i t y  of nonpro f i t s  to  produce Q1, and so  should reduce ORGS. F ina l ly ,  

t h e  n e t  r e s u l t  of WELFARE and LOCAL on the  number of nonpro f i t s  is uncer- 

t a i n .  Cuts i n  such spending encourage donat ions,  bu t  reduce g r a n t s  

rece ived  . 
D. The System of Equations 

We have descr ibed the  s p e c i f i c a t i o n  of fou r  equat ions ,  f o r  CONTR, 

SALES, EXPSO and ORGS. These can be descr ibed ,  i n  l i n e a r  terms, a s  

fo l lows  : 

(1 )  ORGS = a + a GVT + a STATE + e l ,  0  -1- -2- 

( 2 )  CONTR = BO + B GVT + B2EXPS0 + B3AGE + B,STATE + B50RGS + e2 ,  
-1- 

( 3 )  SALES = c + c GVT + C2 EXPSO + c3AGE + crSTATE + c50RGS + e3, 
0  -1- 

EXPSO = do + d GVT + d2AGE + d3STATE + d40RGS + e4 ,  -1- 



where GVT i s  a vec to r  of government expenditure  v a r i a b l e s ,  STATE is  a - 
v e c t o r  of s t a t e  c h a r a c t e r i s t i c s ,  such a s  INCOME, POVLEV, e t c . ,  and the 

o t h e r  v a r i a b l e s  a r e  a s  defined previously.  

An exogenous change i n  government expenditures  , then, af f  e c  ts the  

number of organiza t ions  i n  a s t a t e ,  a s  f i rms  e n t e r  and/or e x i t  i n  

response (equat ion  1 ) .  The change i n  - GVT w i l l ,  i n  add i t i on ,  a f f e c t  CONTR 

and SALES ( p e r  f i rm) both d i r e c t l y  and through i t s  e f f e c t  on the  number 

of competing organizat ions.  F i n a l l y ,  the change i n  - GVT may inf luence  the  

opt imal  l e v e l  of EXPSO. This  change i n  EXPSO w i l l  a f f e c t  CONTR and SALES 

a s  well .  

This  is  no t  a simultaneous equat ions model. Rather,  i t  is analoguous 

t o  a system of demand equat ions,  i n  which a l l  p r i ce s  and income e n t e r  

i n t o  the demand equat ion f o r  each good, but i n  which the quan t i t y  

purchased of any one good does n o t  appear i n  the equat ion f o r  any o ther .  

Each of these  equat ions could--ignoring the t runca t ion  problem23--be con- 

s i s  t e n t l y  e s  timated v i a  ord inary  l e a s t  squares.  We presented the  

equat ions  above a s  l i n e a r  simply to  i l l u s t r a t e  the  r e l a t i o n s h i p  between 

t h e  equat ions.  However, a c t u a l  es t imat ion  i s  nonl inear  ( s e e  below). 

The ind iv idua l  c o e f f i c i e n t  e s t ima te s  a r e  used to  cons t ruc t  composite 

c o e f f i c i e n t s ,  which incorpora te  both d i r e c t  and i n d i r e c t  e f f e c t s  of the 

independent v a r i a b l e s  on the  dependent ones. For ins tance ,  we can 

s u b s t i t u t e  f o r  ORGS and EXPSO i n  equat ion ( 2 ) ,  and ge t :  

* 
(5) CONTR = f  + f  GVT + f  2AGE + £?STATE + e , -1- 



where 

Note t h a t  the  term B5 + B2d4 reappears.  This  can be thought of a s  

t h e  t o t a l  impact of a change i n  t he  number of o rgan iza t ions  on 

CONTR--B5 measures the impact of ORGS on CONTR, holding a l l  else 

cons t an t .  However, a s  ORGS changes, so may EXPSO, f u r t h e r  i n f luenc ing  

CONTR--this is  the t e n  B2d4. An i n c r e a s e  i n  GVT of one u n i t ,  then, w i l l  - 
l e a d  t o  an i n c r e a s e  of f l  i n  CONTR, which is  composed of 

1. B1, t he  "immediate" impact, holding EXPSO and ORGS cons t an t ;  

2. B d l ,  the  impact of GVT on CONTR v i a  the  induced change i n  s o l i -  - 
c i t a t i o n s ,  and 

3 -  al(B5 + B2d4), t he  impact of - GVT on CONTR v i a  the change i n  the  
number of competing organiza t ions .  

Thus, f l  r e p r e s e n t s  the  t o t a l  e f f e c t  of GVT on con t r ibu t ions  and g r a n t s  - 
rece ived  by a t y p i c a l  o rganiza t ion .  This  information can be combined 

w i t h  the e s t ima te  of t he  impact on the number of o rgan iza t ions  per state 

t o  provide us wi th  an e s t ima te  of the o v e r a l l  response of the  nonpro f i t  

s e c t o r .  We can  de r ive  s i m i l a r  reduced-form express ions  f o r  SALES and 

EXPSO. 



4. ECONOMETRIC METHODOLOGY AND RESULTS 

A.  Me thodology 

A s  mentioned above, the da ta  f o r  t h i s  study c o n s i s t  of IRS Form 990 

t ax  r e t u r n s  f o r  11,316 nonpro f i t  o rganiza t ions  f o r  the years  1973-1976, 

along with government expenditure and o the r  s t a t e  da ta  matched to organi- 

z a t i o n s  by z i p  code. For two reasons we were, however, unable to  take 

advantage of the panel na ture  of the data .  F i r s t ,  nonprof i t  organiza- 

t i o n s  a r e  no t  required to f i l e  a  tax r e tu rn  f o r  a  given year  by a  p a r  

t i c u l a r  date .  Therefore tax r e tu rns  from two nonprof i t  o rganiza t ions  i n  

t h e  same calendar  year  w i l l  genera l ly  encompass somewhat d i f f e r e n t  time 

periods.  Owing to t h i s  f a c t ,  we thought i t  des i r ab le  to  average a l l  da ta  

over  the four  years .  

Second, the "per firm" dependent variables--CONTR, SALES, and EXPSO-- 

a r e  truncated. That i s ,  they take on zero values f o r  a  s i g n i f i c a n t  pro- 

po r t ion  of the  observat ions.  Ordinary l e a s t  squares w i l l ,  therefore ,  

produce biased r e s u l t s .  To account f o r  the t runcat ion ,  Tobi t  es t imat ion  

i s  employed.24 Note t h a t  f  ixed-ef f e c t s  Tobi t  es t imat ion  does not  produce 

cons i s  t e n t  e s  ti mate^.^^ This ,  combined with the problem of overlapping 

t ax  years ,  led  us to  es t imate  Tobi t  equat ions f o r  the f o u r y e a r  

averages.26 I n  the  ORGS equat ion,  the u n i t s  of observat ion a r e  the 

s t a t e s .  Truncation is  no t  a  problem i n  t h i s  case,  so l e a s t  squares e s t i -  

mation was employed. 

We turn  now to a  d iscuss ion  of the r e s u l t s  of t h i s  es t imat ion  

( r e g r e s s i o n  r e s u l t s  a r e  presented i n  the  ~ ~ ~ e n d i x ~ ~ ) .  F i r s t ,  we present  

r e s u l t s  f o r  the aggregate wel fare  sec tor .  Following tha t ,  we d i scuss  the 

r e s u l t s  f o r  each of the disaggregated a c t i v i t i e s .  



B. Resu l t s  f o r  Aggregate Welfare Sec tor  

The number of nonpro f i t  o rganiza t ions  i n  a given s t a t e  appears  to  

depend most heavi ly  on the s t a t e '  s populat ion and l e v e l  and p a t t e r n  of 

government wel fare  expenditures ,  while  the revenues per  organiza t ion  a r e  

determined l a r g e l y  by the  organiza t ion '  s c h a r a c t e r i s  tics--age, deduct ib le  

s t a t u s  and s o l i c i t a t i o n  expenditures--as wel l  a s  by government expen- 

d i t u r e s .  Nei ther  "need," a s  proxied by our measures--POVLEV, POP65 and 

POP18--nor income appear to  be important determinants  of the s i z e  of the 

n o n p r o f i t  s e c t o r  ( s e e  Appendix Tables  1 and 6 ) .  

Government Spending and the Nonprofit  Welfare Sector .  Table 2 pre- 

s e n t s  e l a s t i c i t y  measures from the Tob i t  es t imat ion  of equat ions (1) 

through ( 4 )  above. Table 3 p re sen t s  the composite e l a s t i c i t i e s  f o r  the 

nonl inear  ve r s ion  of the reduced-form equat ion (5)  f o r  CONTR and s i m i l a r  

reduced-form equat ions f o r  SALES and EXPSO. (The ORGS equat ion is  

a l r e a d y  i n  reduced form, so t h a t  the  e l a s t i c i t i e s  i n  Tables  2 and 3 f o r  

t h a t  equat ion  a r e  i d e n t i c a l . )  

Our r e s u l t s  imply, i n  genera l ,  t h a t  government wel fare  expenditures  

do have a s i g n i f i c a n t  impact on the  number, s i z e ,  and revenue composition 

of  nonpro f i t  wel fa re  agencies .  The impact, however, is small  r e l a t i v e  t o  

t h e  t o t a l  government e f f o r t  i n  the s o c i a l  wel fa re  a rea .  I n  add i t i on ,  the 

d i r e c t i o n  of impact depends on the type of government wel fare  expenditure  

i n  quest ion.  Therefore,  a reduct ion i n  t o t a l  wel fa re  spending by govern- 

ment is  un l ike ly  t o  produce a s i g n i f i c a n t  expansion of the  nonprof i t  sec- 

t o r  t o  compensate f o r  such spending cu ts .  

A f a l l  i n  CASH has a nega t ive  impact on the  s i z e  of the nonpro f i t  

s e c t o r -  t he  oppos i te  r e s u l t  from t h a t  pred ic ted  by a simple 



T a b l e  2 

R e s u l t s  from T o b i t  Equations:  S e l e c t e d  E l a s  t i c i t y  Es t imates  

E l a s  t i c i t y  w i t h  Respec t  to: 
Equa t ion  CASH VENDOR WELFARE LOCAL ORGS EXPSO AGE*EXPSO 

Aggregate  

CONTR 
SALES 
EXPSO 
ORGS 

Aid t o  t h e  
Handicapped (160) 

CONTR 
SALES 
EXPSO 
ORGS 

S u p p l i e s  t o  t h e  
Poor  (560) 

CONTR 
SALES 
EXPSO 
ORGS 

S e r v i c e s  f o r  t h e  
Aged (575) 

CONTR 
SALES 
EXPSO 
ORGS 

J o b  T r a i n i n g  (566) 

CONTR 
SALES 
EXPSO 
ORGS 

Voc. Rehab. 
+1.25* 

+.68* 
.97 -. 47 

Note: See t e x t  f o r  d e f i n i t i o n s  of t h e  v a r i a b l e s .  



Table 3 

Overa l l  Impact of Government Spending on the Nonprofit  Sector :  
Composite E l a s t i c i t i e s  from Tob i t  Regressions 

Composite Elas  t i c i t y  with Respect to: 
Var iab le  CASH VENDOR WELFARE LOCAL 

Aggregate 

CONTR 
SALES 
EXPSO 
ORGS 

Aid t o  the  
Handicapped ( 1 6 0 )  

CONTR 
SALES 
EXPSO 
ORGS 

Suppl ies  t o  the 
Poor ( 5 6 0 )  

CONTR 
SALES 
EXPSO 
ORGS 

Se rv ices  f o r  the  
Aged ( 5 7 5 )  

CONTR 
SALES 
EXPSO 
ORGS 

J o b  Tra in ing  ( 5 6 6 )  

CONTR 
SALES 
EXPSO 
ORGS 

Voc. Rehab. 
+1.47 
+. 75 

+ l .  05 -. 47 



"crowding-out" model. Resu l t s  i n  Table  3 imply t h a t  a 10 pe rcen t  c u t  i n  

CASH by a l l  s t a  tes--approxima t e l y  $550 m i l l i o n  i n  t o  tal--would lead  to  

v i r t u a l l y  no change i n  the  number of o rgan iza t ions ,  bu t  would reduce 

CONTR ( p e r  organiza t ion)  by approximately $500 and SALES by about  $560. 

T h i s  impl ies  a t o t a l  l o s s  i n  nonpro f i t  revenue of about $13.5 mi l l i on .  

The impact on SALES is  n o t  unexpected. One i n t e r p r e t a t i o n  is  t h a t  a 

dec rease  i n  cash t r a n s f e r s  t o  the  needy reduces t h e i r  a b i l i t y  t o  purchase 

more nonpro f i t  s e r v i c e s ,  reducing SALES. However, w e  expected p r i v a t e  

dona t ions ,  and so CONTR, t o  i nc rease  a s  CASH f a l l s  ( r e c a l l  t he re  is  no 

d i r e c t  e f f e c t  a s soc i a t ed  wi th  CASH) a s  long a s  nonpro f i t  ou tput  is  a 

s u b s t i t u t e  f o r  CASH. I t  appears ,  then, t h a t  nonpro f i t  s e r v i c e s ,  i n  the  

aggrega te ,  a r e  complementary t o  cash t r a n s f e r s .  28 

The primary impact of a c u t  i n  VENDOR is  on the  number, r a t h e r  than 

average  s i z e ,  of o rganiza t ions .  A reduc t ion  i n  vendor payments of 10 

pe rcen t ,  by a l l  states ( a  t o t a l  reduc t ion  of $860 m i l l i o n )  , would reduce 

t he  t o t a l  number of we l f a r e  nonpro f i t s  by approximately 180. Despi te  the  

f a c t  t h a t  much of VENDOR goes d i r e c t l y  t o  nonprof i t s  a s  s a l e s  revenue, 

VENDOR has a r e l a t i v e l y  small  e f f e c t  on t o t a l  s a l e s  by the  nonpro f i t  sec- 

t o r ,  implying t h a t  p r i v a t e  s a l e s  rise to  r ep l ace  l o s t  VENDOR s a l e s .  Our 

r e s u l t s  i n d i c a t e  t h a t  a f a l l  i n  VENDOR of  $860 m i l l i o n  impl ies  a f a l l  i n  

t o t a l  SALES by the  s o c i a l  wel fa re  nonpro f i t  s e c t o r  of only approximately 

$19 mi l l i on .  Even i f  only 50 pe rcen t  of vendor payments go to  nonpro- 

f i t s ,  a s  opposed t o  f o r - p r o f i t  f i rms ,  t h i s  s t i l l  impl ies  t h a t  a f a l l  i n  

vendor payments received of over $400 m i l l i o n  causes  only an  $18 m i l l i o n  

f a l l  i n  t o t a l  s a l e s .  Government purchases f o r  the  poor a r e ,  i n  l a r g e  

p a r t ,  d i sp laced  by s a l e s  d i r e c t l y  t o  the  poor, and by increased  s a l e s  of 

o t h e r  output .  Thus, while  t o t a l  s a l e s  a r e  no t  much a f f e c t e d  by a reduc- 



t i o n  i n  VENDOR, t h e  composition of those s a l e s  changes. A s  a  r e s u l t ,  the  

poor a r e  forced to  bear  a  l a r g e r  propor t ion  of the c o s t s  of the s e r v i c e s  

provided them. Despi te  the  f a c t  t h a t  r e l a t i v e l y  l i t t l e  is  l o s t  i n  t o t a l  

revenues,  nonpro f i t s  e x i t  i n  s i g n i f i c a n t  numbers owing to  the change i n  

t h e  composition of  revenue. Grea t e r  r e l i a n c e  on sales--i .e. ,  on produc- 

t i o n  of the  d i s p r e f e r r e d  good, Q --makes the  nonpro f i t  s e c t o r  less 
2  

a  t t r a c  t i v e  t o  p o t e n t i a l  en t repreneurs .  

CONTR a l s o  f a l l s  a s  vendor payments a r e  reduced. A c u t  i n  VENDOR of 

$860 m i l l i o n  impl ies  a  f a l l  i n  CONTR of approximately $125 pe r  nonpro f i t ,  

o r  $14 m i l l i o n  i n  t o t a l  ( t ak ing  i n t o  account the  rise i n  the  number of 

o rgan iza t ions ) .  We noted t h a t  vendor payments could encourage g iv ing  i f ,  

f o r  i n s t ance ,  government support  was accompanied by monitoring. ( I t  is 

p o s s i b l e ,  i n  a d d i t i o n ,  t h a t  some vendor payments were recorded a s  g r a n t s  

by nonpro f i t s ,  thus i nc reas ing  CONTR. However, t h i s  does n o t  a l t e r  our  

b a s i c  conc lus ion  t h a t  a  f a l l  i n  VENDOR i s  l a r g e l y  made up by a  rise i n  

o  t h e r  s a l e s .  ) 

These r e s u l t s  f o r  VENDOR and CASH do n o t  make one o p t i m i s t i c  about  

t h e  a b i l i t y  of t he  nonpro f i t  s e c t o r  t o  compensate f o r  government wel fa re  

c u t s .  A s  cash  t r a n s f e r s  and vendor payments f a l l ,  t he  nonpro f i t  s e c t o r  

appears  t o  con t r ac t ,  and t o  s h i f t  from s a l e s  of s o c i a l  s e r v i c e s  t o  

government t o  s a l e s  of o t h e r  p r i v a t e  ou tput  and increased use r  charges  t o  

t h e  needy. 

A reduc t ion  i n  LOCAL a l s o  has, on n e t ,  a  nega t ive  impact on the  s i z e  

o f  t he  nonpro f i t  s ec to r .  A 10 pe rcen t  c u t  i n  l o c a l  wel fa re  expendi tures  

i n  a l l  states--$2,500 million--leads t o  a  reduc t ion  i n  t h e  number of 

n o n p r o f i t s  by 45 n a t i o n a l l y .  On the  o t h e r  hand, i t  al lows wel fa re  



n o n p r o f i t s  t o  r a i s e  v i r t u a l l y  the  same l e v e l  of CONTR while  reducing 

EXPSO by $1.7 mil l ion .  

The r e s u l t s  f o r  WELFARE a r e  q u i t e  d i f f e r e n t ,  and somewhat more sup- 

p o r t i v e  of t he  idea t h a t  the  nonpro f i t  s e c t o r  compensates, a t  l e a s t  i n  

p a r t ,  f o r  c u t s  i n  government wel fare  spending. A reduct ion  i n  WELFARE of 

10 pe rcen t  per  s t a t e ,  o r  $275 m i l l i o n  i n  t o t a l ,  would lead  t o  an inc rease  

i n  CONTR of $809 p e r  nonpro f i t ,  o r  $9.2 m i l l i o n  i n  t o t a l ,  and a  r i s e  i n  

SALES of $1218 pe r  f i rm,  o r  $13.8 m i l l i o n  i n  t o t a l .  Thus, t o t a l  nonpro- 

f i t  revenues would r i s e  by $23 mil l ion .  A t  the same time, the  f a l l  i n  

WELFARE would reduce EXPSO by approximately $1.8 m i l l i o n  ($157 p e r  f i rm) ,  

f u r t h e r  i nc reas ing  the n e t  CONTR a v a i l a b l e  t o  provide serv ices .  

Approximately 10 pe rcen t  of the c u t  i n  WELFARE, then, is  "compensated 

for . "  

The inc rease  i n  p r i v a t e  donat ions is  a s  pred ic ted  by the "crowding 

out"  hypothesis.  However, the  i nc rease  i n  SALES may r e s u l t  from the f a c t  

t h a t  the  needy, fac ing  a  reduct ion  i n  government s e r v i c e s ,  a r e  forced to  

purchase those se rv i ces  from the  nonpro f i t  s ec to r .  P a r t  of the  

"compensation" may the re fo re  be i l l u s o r y ,  coming d i r e c t l y  from the 

intended b e n e f i c i a r i e s  of the  government programs. 

0  t h e r  Resu l t s  

Revenues per  firm--both CONTR and SALES--rise wi th  the  age of the  

organiza t ion .  The r e s u l t  f o r  CONTR is  a s  pred ic ted ,  bu t  we suggested 

t h a t  t h e r e  were o f f s e t t i n g  e f f e c t s  f o r  SALES. The r e s u l t s  suggest  t h a t  

o l d e r  nonpro f i t s  do no t  move away from s a l e s  of p r i v a t e  output  enough t o  

o f f s e t  t h e i r  increased a b i l i t y  t o  s e l l  c h a r i t a b l e  output  to  government 

and,  perhaps, p r i v a t e  ou tpu t  to  ind iv idua ls .  Tax-deductible organiza- 



t ions ,  s imi lar ly ,  receive more of - both SALES and CONTR. S o l i c i t a t i o n  

expenditures s ign i f i can t ly  increase CONTR, but  decrease SALES, indicat ing 

t h a t  the more vigorously an organization pursues donations, c e t e r i s  pari- 

bus, the l e s s  l i k e l y  i t  i s  to make sales.  

INCOME, while pos i t ive  and ins ign i f i can t  i n  the CONTR equation, is  

p o s i t i v e  and s i g n i f i c a n t  f o r  SALES. Note a l s o  t h a t  an increase i n  the 

number of ORGS w i l l ,  a s  expected, reduce CONTR. I t  does not  s ign i f i -  

can t ly  a f f e c t  SALES, however. This is not  surpr is ing since,  as  noted, 

increased competition f o r  donations may lead nonprofi ts  to turn to SALES 

a s  an a 1  t e rna t ive  revenue source. 

Tax-deduc t i b l e  organizat ions spend more on s o l i c i t a t i o n s  than do non- 

deductible nonprof its. I n  addit ion,  EXPSO, unlike CONTR and SALES, a r e  

a f fec ted  by "need." EXPSO f a l l s  a s  TOTPOP, POP18, and POP65 r i s e .  

Therefore, while nonprofi ts  i n  s t a t e s  with g rea te r  need do not  have 

g r e a t e r  revenues, they can a t t r a c t  the same leve l  of revenues with l e s s  

s o l i c i t a t i o n .  Their  ne t  contr ibutions avai lable  f o r  provision of ser- 

v i c e s  w i l l  therefore be greater .  

We noted e a r l i e r  t h a t  the preceding analys is  r e s t s  on the assumption 

t h a t  nonprofi t  welfare organizations have l o c a l ,  o r  in-state,  constituen- 

c ies .  An organization with a nat ional  constituency, however, would 

l i k e l y  not  f ind  i t s  revenues determined by government spending o r  o ther  

c h a r a c t e r i s t i c s  of the s t a t e  t h a t  i t  happens to be located in ,  but may be 

a f fec ted  by changes i n  government spending nationwide. 

We examined the importance of t h i s  problem by estimating CONTR, 

SALES, and EXPSO equations f o r  the 100 l a r g e s t  welfare nonprof its--those 

most l i k e l y  to have nat ional  constituencies--and the aggregate nonprofi t  



welfare  sec to r  l e s s  those 100 l a r g e s t  organizations. Complete r e s u l t s  

a r e  presented i n  Appendix Tables 7 and 8. Here, we b r i e f l y  summarize. 

There i s  some evidence t h a t  the l a r g e s t  organizat ions behave dif-  

f e r e n t l y  from the r e s t  of the nonprof i t s ,  i n  two respects .  F i r s t ,  those 

variables--AGE and EXPSO--which were hypothesized to proxy information 

about ,  o r  reputa t ion  o f ,  an organizat ion a r e  general ly i n s i g n i f i c a n t  f o r  

the  l a r g e s t  organizations. This is reasonable; consumers (donors) 

apparently know more about big nonprofi ts ,  so s o l i c i t a t i o n s  a r e  l e s s  pro- 

duct ive ,  and age is  not  used a s  a  s igna l  by consumers. 

I n  addi t ion ,  government expenditures i n  the home s t a t e  a r e  l e s s  

important f o r  the l a r g e s t  nonprof i t s ,  which is cons i s t en t  with t h e i r  

having nat ional  const i tuencies.  For instance,  the c o e f f i c i e n t  on WELFARE 

i s  negative and s i g n i f i c a n t  f o r  the aggregate sec to r ,  but  i n s i g n i f i c a n t  

f o r  the l a r g e s t  nonprofi ts .  Thus, the "crowding out" of giving by "home" 

s t a t e  provision of services  is l e s s  important f o r  those l a r g e  organiza- 

t ions .  S imi lar ly ,  WELFARE has a s i g n i f i c a n t  negative e f f e c t  on SALES fo r  

the  aggregate sec to r ,  but not  f o r  the 100 l a r g e s t .  

The same type of r e s u l t  can be seen by comparing the aggregate 

welfare  sec to r  with tha t  sec to r  l e s s  the 100 l a r g e s t  organizations. AGE 

and EXPSO a r e  highly s i g n i f i c a n t  i n  the r e s t r i c t e d  sample f o r  both the 

CONTR and SALES equation. In  addi t ion ,  a  number of s t a t e  c h a r a c t e r i s t i c s  

no t  s i g n i f i c a n t  f o r  the e n t i r e  sec to r  a r e  s i g n i f i c a n t  f o r  the sample 

without  the l a r g e s t  nonprof i ts .  Elas t i c i t i e s  with respect  to government 

expenditure va r i ab les ,  a re ,  however, q u i t e  s imi la r  across the two 

samples. 



C. Disaggregate Findings 

R e s u l t s  f o r  the  p a r t i c u l a r  a c t i v i t i e s  examined sepa ra t e ly  were q u i t e  

s i m i l a r  t o  those f o r  the  aggregate  s ec to r .  Here, we b r i e f l y  review those 

r e s u l t s  ( s e e  Appendix Tables  2-6 f o r  complete r e s u l t s ) .  

R e s u l t s  f o r  Aid t o  t he  Handicapped. Nearly f i v e  thousand of the  

11,316 o rgan iza t ions  i n  the  s e c t o r  provided a i d  t o  t he  handicapped. The 

number of such organiza t ions  depends, a s  i n  the  aggregate ,  on populat ion 

and government expenditures ,  while  the  age and tax-deductible s t a t u s  of 

a n  o rgan iza t ion  aga in  appear  t o  be important determinants  of i t s  revenues 

and s o l i c i t a t i o n  expenditures .  Older and tax-deduc t i b l e  wel fare  nonpro- 

f i t s  r ece ive  more CONTR and SALES, and have higher  EXPSO. 

Looking more c l o s e l y  a t  the  est imated impact of government spending 

on  nonpro f i t s  a i d i n g  the handicapped (Tables  2 and 3 ) ,  we s e e  t h a t  the  

p rospec t s  of s i g n i f i c a n t  compensation f o r  reduct ions  i n  government 

spending a r e  somewhat b e t t e r  than f o r  the  nonpro f i t  s e c t o r  a s  a  whole. A 

reduct ion  i n  CASH of  10 percent  by a l l  s t a t e s  ($550 mi l l i on )  would 

i n c r e a s e  the  number of organiza t ions  a id ing  the  handicapped by an  e s t i -  

mate of 69 nationally--a s i z a b l e  increase.  However, revenues per  

o rgan iza t ion  would fall--CONTR by an  est imated $542, and SALES by $1033, 

p e r  f i rm.  To ta l  revenues of the  nonpro f i t  "aid to  t he  handicapped" sec- 

t o r ,  t he re fo re ,  would r i s e  by about $6.9 mi l l ion .  Such organiza t ions  

f a r e  b e t t e r  than the  nonpro f i t  wel fa re  s e c t o r  a s  a  whole, which l o s e s  

$13.5 m i l l i o n  ( s e e  above). 

A reduct ion  i n  WELFARE would lead  to  somewhat more s i g n i f i c a n t  com- 

pensa t ion  by the  nonpro f i t s  a i d i n g  the handicapped. A $275 m i l l i o n  

reduct ion  i n  WELFARE would lead  to  a  s i g n i f i c a n t  i nc rease  i n  SALES of 



$2806 pe r  f i rm,  o r  $13.9 m i l l i o n  i n  t o t a l ,  and a  r i s e  i n  CONTR of $904 

pe r  f i rm,  o r  $4.5 mi l l i on  t o t a l .  A t  the same time EXPSO would f a l l  by 

$1.4 mi l l i on ,  f u r t h e r  increas ing  n e t  revenues ava i lab le .  The t o t a l  ga in  

i n  n e t  revenues f o r  the subsector ,  then, would equal approximately 33 

m i l l i o n  d o l l a r s  (allowing f o r  the predicted r i s e  i n  the  number of 

nonprof i t s )  , compared with the est imated $25 mi l l i on  ga in  f o r  the aggre- 

g a t e  sec tor .  Again, these organizat ions appear to  f a r e  somewhat b e t t e r  

than average following government spending cuts .  As i n  the aggregate 

case ,  however, the  l a r g e s t  p a r t  of the increase  comes from SALES. The 

needy, who previously consumed government-provided s o c i a l  s e rv ices ,  

appear ,  a f t e r  the  c u t  i n  WELFARE, to purchase those se rv ices  from the 

nonpro f i t  sec tor .  Again, fewer se rv ices  a r e  provided to  the needy, i n  

t o t a l ,  following the c u t s ,  and the poor bear a  l a r g e r  por t ion  of the 

c o s t s  of those se rv ices  s t i l l  provided. 

A s e t  of equat ions f o r  "Aid to  the Handicapped" was a l s o  est imated 

wi th  CASH replaced by two va r i ab le s  s p e c i f i c a l l y  represent ing  cash trans- 

f e r s  aimed a t  the handicapped--SSI payments to  the bl ind (SSIBLD) and to 

t h e  d isabled  (SSIDIS). Resul ts  ( s e e  Appendix Table 9) imply t h a t  SSIBLD 

"crowds out" CONTR and SALES, but SSIDIS does not.  

Resul t s  f o r  "Supplies to  the Poor". There a r e  627 organiza t ions  i n  

ou r  sample t h a t  l i s t  "supplying money, goods and se rv ices  to  the poor" a s  

t h e i r  primary a c t i v i t y .  The number of such organizat ions i n  a  s t a t e  

appears  to  depend on population and government expenditures ,  and the  age 

of  an  organiza t ion  aga in  appears to  play an important r o l e  i n  determining 

revenues and s o l i c i t a t i o n  expenditures  per firm. CONTR r i s e s  with s o l i -  

c i t a t i o n s ,  but the  c o e f f i c i e n t  on the i n t e r a c t i o n  term, EXPSO*AGE, i s  



nega t ive  and s i g n i f i c a n t ,  i nd i ca t ing  t h a t  the marginal p roduc t iv i ty  of 

s o l i c i t a t i o n s  is  lower f o r  o l d e r  firms. 

Organiza t ions  supplying money, goods and se rv i ces  t o  the  poor appear 

t o  f i t  most c lo se ly  the  usual  concept ion of a  cha r i t y .  Thus i t  is of 

p a r t i c u l a r  i n t e r e s t  to  note  the  l i k e l y  response of such nonprof i t s  to  

government wel fare  spending reduct ions.  A reduct ion of $550 m i l l i o n  i n  

CASH (10 percent  pe r  s t a t e )  has  a  s i g n i f i c a n t  impact on con t r ibu t ions  

rece ived  by nonprof i t s  supplying the poor, reducing CONTR by 780 d o l l a r s .  

Th i s  amounts to  a  t o t a l  l o s s  i n  con t r ibu t ions  to  such organiza t ions  of 

l e s s  than ha l f  a  mi l l i on  d o l l a r s .  Organizat ions supplying money, goods, 

and s e r v i c e s  to  t he  poor do no t ,  therefore ,  compensate f o r  reduct ions  i n  

ca sh  t r a n s f e r s  and, i n  f a c t ,  they w i l l  f i nd  i t  s l i g h t l y  more d i f f i c u l t  to  

r a i s e  con t r ibu t ions .  

A reduct ion  i n  VENDOR has a  s i g n i f i c a n t  nega t ive  impact on the  number 

o f  o rgan iza t ions ,  a s  expected. A 10 percent  c u t  i n  VENDOR i n  a l l  s t a t e s  

($860 m i l l i o n ) ,  f o r  ins tance ,  w i l l  reduce the  number of organiza t ions  

supplying goods and s e r v i c e s  t o  the  poor by twenty na t iona l ly .  VENDOR 

has  a  negat ive,  a l though i n s i g n i f i c a n t ,  c o e f f i c i e n t  i n  the SALES 

equat ion.  Again, t he  d i r e c t  revenue e f f e c t  of a  f a l l  i n  VENDOR is  

l a r g e l y  o f f s e t  by a n  inc rease  i n  s a l e s  to ind iv idua ls - -e i ther  s a l e s  of 

p r i v a t e  output  o r  s a l e s  of s o c i a l  s e r v i c e s  d i r e c t l y  to  the needy. Thus, 

a  1 though t o t a l  SALES f a l l s  only s l i g h t l y  following a  reduct ion  i n  VENDOR, 

t h e  change i n  i t s  composition implies  a  reduct ion  i n  well-being of the 

needy. 

WELFARE, on the  o t h e r  hand, has the  oppos i te  e f f e c t  on the  number of 

o rgan iza t ions  supplying the  poor. A $275 m i l l i o n  reduct ion  i n  WELFARE 



w i l l  i nc rease  the  number of such nonprof i t s  by approximately 24, a s  pre- 

d i c t e d  by the "crowding-out" hypo thes is .  

Resu l t s  f o r  "Services f o r  the Aged". There were 1326 organiza t ions  

a c t i v e  between 1973 and 1976 t h a t  l i s t e d  t h e i r  primary a c t i v i t y  a s  pro- 

v id ing  se rv ices  f o r  the  aged. The number of such organiza t ions  i n  a  

s t a t e  i s  determined l a r g e l y  by s t a t e  populat ion,  government expenditures ,  

and need--as measured by the proport ion of the population over 65. Older 

o rgan iza t ions  rece ive  s i g n i f i c a n t l y  more SALES, while tax-deductible 

nonpro f i t s  a t t r a c t  more CONTR a s  wel l  a s  SALES. 

The es t imates  of the impact of government wel fare  spending on nonpro- 

f i t s  providing se rv ices  to  the aged a r e  q u a l i t a t i v e l y  s i m i l a r  t o  those 

f o r  the  o t h e r  a c t i v i t i e s .  That is ,  reduct ions i n  CASH and VENDOR reduce 

t h e  s i z e  of the  nonprof i t  subsector ,  while c u t s  i n  WELFARE increase  

nonpro f i t  revenues. 

A decrease i n  CASH of $550 mi l l i on  leads  to  a  reduct ion i n  t o t a l  

CONTR f o r  nonprof i t s  serving the needy of $850 thousand. Again, dona- 

t i o n s  do n o t  compensate f o r  c u t s  i n  governmental cash t r a n s f e r s  and, in  

f a c t ,  appear to  dec l ine  s l i g h t l y  with such cuts .  

Changes i n  VENDOR aga in  a f f e c t  the nonprof i t  s e c t o r  mainly v i a  t h e i r  

impact on the number of organizat ions.  An $850 m i l l i o n  reduct ion i n  

vendor payments to  nonprof i t s  leads  to  a  f a l l  i n  the number of nonprof i t s  

se rv ing  the e l d e r l y  of approximately 36. SALES per f i rm a r e  l e f t  l a r g e l y  

unchanged by c u t s  i n  vendor payments (al though t o t a l  s a l e s  by the s e c t o r  

r i s e ,  owing to the increase  i n  the  number of organiza t ions) ,  suggesting, 

a s  above, t h a t  nonprof i t s  switch to p r i v a t e  s a l e s  when s a l e s  to  govern- 

ment a r e  reduced. 



Reductions i n  WELFARE, however, have a pos i t i ve  impact on the number 

and average s i z e  of organiza t ions  serving the e lde r ly .  A $275 mi l l i on  

reduct ion  i n  WELFARE, f o r  ins tance ,  would induce en t ry  of approximately 

40 organiza t ions  serving the e l d e r l y  and would increase  CONTR by $824 

p e r  firm. A t  the same time, EXPSO per  f i rm would f a l l  by $296, implying 

a ga in  i n  n e t  con t r ibu t ions  per  f i rm of $1120. Thus, the nonprof i t  sub- 

s e c t o r  serv ing  the aged would f ind  i t s  n e t  cont r ibut ions  r i s i n g  by $2.6 

mi l l i on .  

A s e t  of equat ions was est imated i n  which CASH was replaced by SSI 

payments to the e l d e r l y  (SSIAGE). Resul t s  ( s e e  Appendix Table 10) indi- 

c a t e  t h a t  increases  i n  SSIAGE do crowd ou t  CONTR f o r  nonprof i t s  serving 

t h e  e l d e r l y ,  but  have no s i g n i f i c a n t  e f f e c t  on SALES. 

Resul t s  f o r  Job  Training. I n  our es t imat ion  of equat ions f o r  nonpro- 

f i t s  engaged i n  job t r a i n i n g  and vocat ional  counseling, two a d d i t i o n a l  

independent v a r i a b l e s  were included. F i r s t ,  the s t a t e  unemployment r a t e  

(UNEMPRT) was added a s  a measure of the need i n  a s t a t e  f o r  job t r a i n i n g  

o r  counseling. Second, s t a t e  and l o c a l  government expenditures  on voca- 

t i o n a l  r e h a b i l i t a t i o n  (VOCREHAB) were included. We would expect t h a t  

such spending, i n  genera l ,  includes revenue t h a t  goes d i r e c t l y  to  the 

n o n p r o f i t  sector--ei ther  a s  SALES o r  CONTR--so t h a t  i t  would induce a 

d i r e c t  revenue e f f e c t .  I n  add i t ion ,  increased VOCREHAB may crowd out  

p r i v a t e  giving and may a l s o  a f f e c t  nonprof i t  s a l e s  d i r e c t l y  to  the con- 

sumers of the serv ice .  

There were 2,015 nonprof i t s  engaged i n  job t r a in ing  and vocat ional  

counsel ing i n  the  years  1973-76. Resul t s  i nd ica t e  t h a t  the  number of 

such organiza t ions  i n  a given s t a t e  a r e  s e n s i t i v e  only to VENDOR--the 

g r e a t e r  a r e  vendor payments by government, the more nonprof i t s  engaged i n  



j o b  t r a i n i n g  w i l l  e n t e r  the market. I n  p a r t i c u l a r ,  the c o e f f i c i e n t  on 

UNEMPRT was pos i t i ve ,  bu t  no t  s i g n i f i c a n t .  

Tax-deductible organiza t ions  rece ive  more CONTR and have higher  

EXPSO. Increased s o l i c i t a t i o n  expenditures  appear to i nc rease  CONTR, but  

decrease  SALES ( a t  l e a s t  f o r  young organizations--the c o e f f i c i e n t  on 

EXPSO*AGE is  p o s i t i v e  and s i g n i f i c a n t )  . I n  add i t i on ,  CONTR f a l l s  the 

g r e a t e r  is  the number of competing organiza t ions  providing job t r a i n i n g  

o r  counseling. 

The s i z e  of a  s t a t e ' s  nonprof i t  job t r a i n i n g  indus t ry  can be seen to  

be  q u i t e  s e n s i t i v e  t o  changes i n  government expenditures ,  p a r t i c u l a r l y  i n  

VOCREHAB. A decrease  i n  CASH w i l l ,  a s  f o r  a l l  o t h e r  a c t i v i t i e s  con- 

s i d e r e d ,  decrease CONTR to  job t r a i n i n g  organiza t ions .  A $550 m i l l i o n  

c u t  i n  CASH, f o r  ins tance ,  w i l l  l ead  to  a  decrease i n  CONTR of $1207 per  

o rgan iza t ion ,  o r  $2.4 m i l l i o n  i n  t o t a l .  A reduct ion  i n  VENDOR aga in  has 

a  nega t ive  impact on the number of organiza t ions .  A c u t  of $850 m i l l i o n  

i n  vendor payments reduces the  number of nonprof i t s  engaged i n  job 

t r a i n i n g  by approximately 52. 

Local government wel fare  expenditures  can a l s o  be seen to  have a  

s i g n i f i c a n t  impact on the number of organiza t ions  here,  un l ike  the o t h e r  

cases .  A 10 percent  c u t  i n  LOCAL--$2,500 m i l l i o n  i n  total--impies a  

reduct ion  i n  t o t a l  CONTR of $5.9 mi l l i on ,  a  f a l l  i n  t o t a l  SALES of $2.6 

m i l l i o n ,  and a  cutback i n  t o t a l  EXPSO of $1.6 mi l l ion .  Thus, n e t  reve- 

nues f a l l  by approximately $7 mi l l ion .  

F i n a l l y ,  reduct ions  i n  s t a t e  and l o c a l  spending on voca t iona l  rehabi- 

l i t a t i o n  would have a  s t rong  negat ive  e f f e c t  on the  nonpro f i t  e f f o r t  i n  

t h a t  a rea .  A reduct ion i n  VOCREHAB of 10 percent  i n  a l l  s t a t e s ,  o r  $150 

m i l l i o n ,  impl ies  a  f a l l  i n  t o t a l  CONTR of $24.7 m i l l i o n  and a  reduct ion  



i n  t o t a l  SALES of $12.6  m i l l i o n ,  f o r  a t o t a l  l o s s  i n  revenue of over $37 

mi l l i on .  It appears  q u i t e  un l ike ly ,  then, t h a t  government spending 

reduct ions  i n  the a r e a  of job t r a in ing  would be compensated f o r  by the 

n o n p r o f i t  s ec to r .  

6  . CONCLUSIONS 

We have examined, both theore t i c a l l y  and empir ica l ly ,  the re la -  

t i onsh ip  between government s o c i a l  wel fa re  expenditures  of var ious  types 

and the  a c t i v i t i e s  of the nonprof i t  s ec to r .  Our model p r e d i c t s  t h a t  

changes i n  government spending w i l l  have seve ra l  e f f e c t s  on nonprof i t  

revenues and expenditures:  ( 1 )  a d i r e c t  e f f e c t  on revenues due t o  the 

f a c t  t h a t  a s i g n i f i c a n t  proport ion of government wel fare  spending goes to  

nonpro f i t s  a s  purchases of s e rv i ce  o r  g ran t s ;  ( 2 )  a crowding-out e f f e c t ,  

i nc reas ing  p r i v a t e  donations when government spending f a l l s ,  i f  govern- 

mental and nonprof i t  ou tputs  a r e  subs ti t u t e s ,  and decreasing donat ions if 

they a r e  complements, and (3) a revenue s u b s t i t u t i o n  effect--nonprofi ts  

may switch to l e s s  p re fe r r ed  sources of revenue, such a s  s a l e s  to ind iv i -  

dua l s ,  when more p re fe r r ed  revenue, such a s  government g r a n t s  o r  purcha- 

ses, becomes more d i f f i c u l t  t o  r a i s e .  

Our empir ica l  a n a l y s i s  suggests  t h a t  each of these  e f f e c t s  opera tes  

t o  some exten t .  The focus of the e a r l i e r  l i t e r a t u r e  on the 

"crowding-out" e f f e c t  has ,  therefore ,  been too narrow. We f i n d  t h a t  the 

impact of a reduct ion  i n  government expenditures  w i l l  depend on the  type 

o f  expenditure  c u t ,  bu t  t h a t  i n  any case  the nonprof i t  s e c t o r  is  very 

u n l i k e l y  t o  compensate f o r  such spending reduct ions t o  any s i g n i f i c a n t  

degree. While r e s u l t s  vary somewhat from a c t i v i t y  to  a c t i v i t y ,  s eve ra l  

conclusions emerge: 



1. Reductions i n  cash t r a n s f e r s  l ead  t o  decreases  i n  p r i v a t e  con t r i -  

bu t ions  i n  t he  aggrega te  and f o r  each a c t i v i t y  examined. This  r e s u l t  is 

t h e  oppos i t e  of t h a t  suggested by the  "crowding-out" hypothes i s ,  bu t  can 

be  explained w i t h i n  t h a t  con tex t  i f  nonpro f i t  ou tpu t  and cash  t r a n s f e r s  

by government a r e  complements. I n  most ca se s ,  c u t s  i n  cash t r a n s f e r s  

a l s o  reduce s a l e s  by nonprof i t s .  We i n t e r p r e t  t h i s  a s  r e s u l t i n g  from the 

decreased a b i l i t y  of the needy t o  purchase nonpro f i t  ou tput  a s  cash tran- 

f e r s  f a l l .  

2. Reductions i n  vendor payments s i g n i f i c a n t l y  reduce the  number of 

o rgan iza t ions  i n  t he  aggrega te  and f o r  t h r ee  of the fou r  a c t i v i t i e s  exa- 

mined. This  is  a s  expected--the decreased a v a i l a b i l i t y  of government 

revenues induces e x i t  by nonprof i ts. However, t he  est imated e f f e c t  of 

vendor payments on t o t a l  nonpro f i t  sales--to government and individuals--  

i s  q u i t e  modest, d e s p i t e  the  f a c t  t h a t  most vendor payments go d i r e c t l y  

t o  n o n p r o f i t  o rganiza t ions .  This  sugges ts  t h a t  a reduc t ion  i n  purchases 

o f  nonpro f i t  ou tpu t  by government is ,  i n  l a r g e  p a r t ,  o f f s e t  by nonpro f i t  

s a l e s  t o  ind iv idua ls .  While revenues do n o t  change s i g n i f i c a n t l y ,  such a 

change i n  composition w i l l  have adverse  e f f e c t s  on t he  needy. 

3. The impact on nonpro f i t s  of  government provis ion  of s o c i a l  s e r  

v i c e s  is  q u i t e  d i f f e r e n t  than t h a t  of cash t r a n s f e r s  o r  vendor payments, 

and somewhat more suppor t ive  of the  no t ion  t h a t  the  nonpro f i t  s e c t o r  can 

compensate f o r  s o c i a l  we l f a r e  budget cu ts .  Cuts i n  provis ion  of s o c i a l  

services have a p o s i t i v e  impact on con t r ibu t ions  i n  a l l  c a se s  

( s i g n i f i c a n t  i n  t h r ee  of f i v e ) ,  a s  the  s imple crowding-out model pre- 

d i c  ts. Thus, government provis ion  of s o c i a l  services appears  t o  subs ti- 

t u t e  f o r  nonpro f i t  ou tpu t  while  cash  t r a n s f e r s ,  a s  noted,  do not.  

Reduced provis ion  of s o c i a l  services a l s o  i nc reases  nonpro f i t  s a l e s ,  



perhaps to  the needy. Some of the reduct ion i n  government se rv ices ,  

then, is compensated f o r ,  bu t  the needy bear  a  l a r g e r  port ion of the 

cos t s .  

Our r e s u l t s  suggest  t h a t  government expenditure p o l i c i e s  do inf luence  

t h e  nonprof i t  s ec to r ,  though i n  more complex ways than genera l ly  

r ea l i zed .  P r i v a t e  nonprof i t  a c t i v i t i e s  can be a f f ec t ed  by changing not  

only the l e v e l ,  bu t  a l s o  the  mix, of government welfare spending. We 

cannot,  however, r e l y  on the  p r iva te  nonprof i t  s e c t o r  to take over a  

s i g n i f i c a n t  por t ion  of government's r o l e  a s  a  provider of s o c i a l  ser- 

v i ces .  It is  simply too small and too r e l i a n t ,  i t s e l f ,  on government f o r  

revenues. 

Note, f i n a l l y ,  t h a t  we assume throughout our ana lys i s  t h a t  changes i n  

government expenditures  a r e  exogenous. I n  the fu tu re ,  however, i t  would 

be  d e s i r a b l e  to  model government spending, donor, and nonprof i t  s e c t o r  

dec i s ions  a s  occurr ing simultaneously. It may be the case,  f o r  instance,  

t h a t  the ex is tence  of a  l a r g e  nonprof i t  s e c t o r  i n  a  s t a t e  may encourage 

t h e  use of vendor payments by t h a t  s t a t e ' s  government, o r  cause i t  to 

reduce government' s r o l e  a 1  together.  



Notes 

lsee, e.g., Abrams and Schmitz (1978, 1984),  S te inberg  (1984) and 

S c h i f f  (1985). 

2 ~ t  is p o s s i b l e  t o  add o t h e r  maximands t o  the  u t i l i t y  func t ion  

wi thou t  in f luenc ing  the  conclusions of t h i s  ana lys i s .  We could, f o r  

i n s t a n c e ,  assume t h a t  nonpro f i t  managers g e t  u t i l i t y  from ou tpu t  and from 

t h e  s i z e  of t he  su rp lus ,  o r  d i s c r e t i o n a r y  budget, of the  f i rm ( s e e  Mique 

and Belanger,  1974). The th r ee  e f f e c t s  t h a t  government is seen t o  have 

on  n o n p r o f i t  revenue would s t i l l  occur i n  t h a t  case.  

3 ~ o n p r o f  i ts may n o t  d i s  t r i b u t e  t h e i r  p r o f i t s  t o  owners. Nonprofi t  

en t r ep reneu r s  a r e  l im i t ed  t o  "reasonable  compensation." 

4 ~ h i s  set-up is  s i m i l a r  t o  t h a t  suggested by o rgan iza t ion  theory. I n  

t h a t  l i t e r a t u r e ,  t h e  behavior  of o rgan iza t ions  is  seen as determined by 

i t s  "mission"--i.e., i t s  u t i l i t y  function--as w e l l  a s  i t s  environment, o r  

t h e  c o n s t r a i n t s  imposed on the  o rgan iza t ion  ( s e e  Sosin,  1986). 

5 ~ e e  James (1983) f o r  a d i scus s ion  of c ross -subs id iza t ion  i n  the 

n o n p r o f i t  s ec to r .  My model is  s i m i l a r  t o  the  one employed there.  

Cross-subsidizat ion may be made poss ib l e  by tax  advantages granted 

n o n p r o f i t s ,  which may al low them to ea rn  p o s i t i v e  p r o f i t s  d e s p i t e  com- 

p e t i t i o n  from the  for-prof i t  sec to r .  

6 ~ s  d i scussed  below, t h i s  i s  n o t  always the case.  Grants  a r e  o f t e n  

accompanied by c o n s t r a i n t s  on t he  r e c i p i e n t  o rganiza t ion .  

7See Gronbjerg (1982),  p. 15. 

8 ~ e e  Hodgkinson and Wei tzman (1984),  p. 45. 



 here i s  a l s o  an income e f f e c t  of an increase  i n  government spending 

t h a t  w i l l  be pos i t i ve  o r  negat ive depending on whether the consumer i s  

unde r sa t i s f i ed  o r  ove r sa t i s f i ed  with the i n i t i a l  l e v e l  of spending. We 

ignore t h a t  e f f e c t  here. A s  long a s  government spending l eve l s  a r e  c lose  

t o  t h a t  prefer red  by the median voter ,  the income e f f e c t  f o r  the typ ica l  

consumer w i l l  be small. 

l0weisbrod and Dominguez (forthcoming) f ind  t h i s  to be the case f o r  a  

number of nonprof i t  indus t r ies .  

 his is cons i s t en t  with the view t h a t  organiza t ions  maximize a  

u t i l i t y  funct ion over output  provided, but may be cons i s t en t  with o the r  

u t i l i t y  funct ion  arguments a s  well. I t  is cons i s t en t ,  e.g., with the 

d i sc re t iona ry  manager view of nonprof i t  behavior i n  Mique and Belanger 

(1974). 

1 2 ~ e w  York Times, December 12, 1982, p. 48: "Charity Appeals Sharply 

on the Rise." 

1 3 ~ h e r e  a r e  a l s o  cos t s  assoc ia ted  with administer ing any grants  

received,  and survey information ind ica t e s  t h a t  they m y  be s i g n i f i c a n t  

( see  Hartogs, 1978). These cos ts  should be subt rac ted  from g ran t  reve- 

nues to determine the resources ava i l ab le  to  the nonprof i t  s ec to r  fo r  the 

provis ion  of char i ty .  I n  our empir ical  work, however, we look only a t  

the  determinants of one expenditure ca tegory--solici  t a  t i o n  expenditures.  

14see Schi f f  (1986) fo r  a  discussion of en t ry  and e x i t  by nonprof i t s  

wi th  var ious  ob jec t ive  functions. I n  some cases,  it is shown t h a t  an 

inc rease  i n  demand f o r  nonprof i t  s ec to r  output  w i l l  cause en t ry  by new 

nonprof i t s ,  with no change i n  average f i rm s ize .  - 



1 5 ~ h i s  ignores  the  p o s s i b i l i t y  t h a t  nonpro f i t s  may chea t  donors with 

imperfec t  information and i l l e g a l l y  app ropr i a t e  the  donations a s  p r o f i t s .  

16weisbrod and Dominguez (forthcoming) f i n d  t h i s  to  be the case. 

17sos in  (1986) argues t h a t  t h i s  is the  case. 

8 ~ a  t a  were obtained from S t a t e  Government Finances (U. S. Department 

o f  Commerce, Bureau of the  Census) f o r  the  yea r s  1973-76. 

1 9 ~ ~ ~ ~ ~ ~  i s  defined a s  payments made d i r e c t l y  to  p r i v a t e  purveyors 

f o r  s e r v i c e s  provided under wel fare  programs. We expect  t h a t  vendor 

payments received a r e  recorded a s  s a l e s  by the r e c i p i e n t  organiza t ion .  

I t  is  poss ib le ,  however, t h a t  some of VENDOR is  included a s  g r a n t s ,  thus 

appearing i n  CONTR. There may, then, be a small  d i r e c t  revenue e f f e c t .  

2 0 ~ h i s  i s  t r u e  only of donat ions and government revenues no t  accom- 

panied by c o n s t r a i n t s .  

2 1 ~ h e  nonpro f i t  s e c t o r  l i k e l y  f aces  a n  e l a s  t i c  demand f o r  Q2 s i n c e  i t  

must compete wi th  for-prof i t s  producing s i m i l a r  output .  

2 2 ~ r o m  1971 t o  1976, e.g., the  number of tax-deductible nonpro f i t  

we l f a re  o rgan iza t ions  increased by 60 percent ,  while government suppor t  

o f  t he  nonpro f i t  s e c t o r  was growing r ap id ly  a s  wel l  (Weisbrod and S c h i f f ,  

1982). 

231.e., t he  dependent v a r i a b l e s  take on values of zero a l a r g e  

propor t ion  of t he  time. We dea l  with t h i s  i n  the  s e c t i o n  on econometric 

methodology. 

2 4 ~ e e  Tobin (1958) f o r  a d e s c r i p t i o n  of t h i s  e s t ima t ion  technique. 

2 5 ~ e e  Heckman and Macurdy (1980) f o r  a d i scuss ion  of t h i s  problem. 

2 6 ~ o r  t he  four-year averages,  CONTR takes on a zero  va lue  38 pe rcen t  

o f  t he  time, SALES 29 percent ,  and EXPSO 77 percent  f o r  t he  aggrega te  

we l f a re  s ec to r .  



2 6 ~ o r  the four-year averages, CONTR takes on a zero value 38 percent  

o f  the time, SALES 29 percent,  and EXPSO 77 percent f o r  the aggregate 

welfare sector .  

2 7 0 ~ ~  regressions were a l s o  run. Results were qua l i t a t ive ly  s imi la r ,  

although estimated e l a s t i c i t i e s  with respect  to the government expen- 

d i t u r e  var iables  were consis tent ly  l a rge r  i n  the OLS case. 

2 8 ~ s  Rose-Ackerman (1980) notes,  Family Services of America is  an 

example of a nonprofi t  which seemingly has positioned i t s e l f  a s  a comple- 

ment to government welfare programs. A s  the r o l e  of government i n  the 

s o c i a l  welfare area  grew h i s t o r i c a l l y ,  FSA switched from d i r e c t  provision 

of  goods and services  to advocacy, representing the needy i n  t h e i r  

dealings with the government. 



APPENDIX 

Der iva t ion  of Resul t s  : Government Spending and Nonprof i t Output 

The n o n p r o f i t ' s  maximization problem is to choose Q1, Q2 and S to  

maximize 

U(Q1, Q2) s u b j e c t  to 

where U > 0, U2 6 0. W is government welfare  spending, 0 i s  donations, 1 

G is government g ran t s ,  S is s o l i c i t a t i o n  expenditures ,  and C is a c o s t  

funct ion.  

F i r s t -o rde r  condi t ions  are:  

We can see, then, t h a t  s ince  U1 > 0, Q1 i s  produced beyond i ts  

profit-maximizing point--i.e., beyond the poin t  a t  which P1 = C1. 

Q2 w i l l  be produced a t  i ts  profit-maximizing poin t  i f  U2 = 0, and below 

t h a t  po in t  i f  U2 < 0. Note a l s o  t h a t  s o l i c i t a t i o n s  a r e  made to the poin t  

a t  which the last d o l l a r  spent  r a i s e s  j u s t  a d o l l a r  (DS = 1) .  

We a r e  p a r t i c u l a r l y  i n t e r e s t e d  in  the impact of government welfare  

spending, W, on output  of c o l l e c t i v e  and p r i v a t e  output ,  Q1 and Q 
2 ' 

We can w r i t e  those e f f e c t s  a s  



a G  a > 0, so tha t  when government We have assumed tha t  - > 0 and - a w a w 
increases i ts  welfare spending, it increases both grants  to nonprof i t s  

and prices paid to nonprof i t s  f o r  Q1. I n  addit ion,  we s t a ted  conditions 

under which aD/aW < 0, i.e., under which "crowding out" takes place. 

Final ly ,  we know that  the sign of aS/aW is indeterminate. We are 

p a r t i c u l a r l y  in teres ted  here i n  the signs of a Q l / a G ,  a Q l  / a D ,  a Q l  lapl ,  

a ~ , / a ~ ,  aq2/ap1 and a ~ ~ / a ~ .  

D i f fe ren t i a t ing  (1)-(4) and s e t t i n g  other changes to zero, we can 

derive the following expression fo r  a Q l / a G  (see James, 1983): 

We know tha t  I A 1 > 0 by second-order conditions, so a Q 1 / a ~  has the sign 



We assume t h a t  U22 < 0 and C22 > 0. I f  there  a r e  no "inter-good" 

effects--i .e. ,  U12 = C12 = 0-then a Q l / a G  has the s ign  of 

(U22 - XC22)(P1 - Cl), o r  of - (P1 - C1). We know that, s ince  U1 > 0, 

then (P1 - C1) < 0 i n  equi l ibr ium, and a Q l / a G  > 0. The ana lys i s  is the 

same f o r  Q2, except  t h a t  U2 < 0. I f  U2 = 0, then a Q 2 / a G  = 0, SO t h a t  the 

f i r m  cont inues to produce the prof it-maximizing l e v e l  of Q2. I f  U2 < 0, 

then a Q 2 / a G  < 0. So, following a r i s e  i n  G, s a l e s  of Q2 may wel l  f a l l .  

aQ1 and a Q 2 / a  D a r e  i d e n t i c a l  t o  those above. The expressions f o r  - 
a D  

Suppose, now, t h a t  P1 increases  a s  a r e s u l t  of a r i s e  i n  W. I n  t h a t  

case ,  i f  there a r e  no inter-good e f f e c t s ,  

The f i r s t  term i n  the numerator, which is a s u b s t i t u t i o n  e f f e c t ,  is 

always non-negative. The second term is an income effect-- the impact of 

t he  nonpro f i t ' s  re laxed budget c o n s t r a i n t  on Q This  e f f e c t  w i l l  be 
1 ' 

p o s i t i v e  if U1 > 0. So, a Q l  /aPl must be pos i t ive .  Note, however, that 
I I 

aQ2 f o r  the l e s s  prefer red  good, the  income e f f e c t  is negat ive,  so - can be 
a P., 

L 

l e s s  than zero. 

aQ2,  can be w r i t t e n  a s  F i n a l l y ,  the cross-price e f f e c t ,  - 
a P1 

The f i r s t  term i n  the numerator is always pos i t ive .  However, the second 

term is negat ive  i f  U < 0. Thus, the s ign  of aQ2/aPl is uncertain.  
2 

However, we know that aQl/aP2 > 0. 



Appedix Table 1 

Tobit Regression Results: Aggregate Welfare Sector 

Equation: 
03N1R SALES - - -  

Variable Coefficient Std. b r  Coefficient Std. b r  Coefficient Std. Error 

AGE .233iQW . 6 W 3  

URBAN .288HX)3 .48WX)3 

CASH . 1 W 3  .58&002 

0W;S -. 265t003 .13WX)3 

W A R E  -.63WX)3 . 2 4 W 3  

Estimate of 
( l/SIGMA) .154-005 

Standard Error 
of ( l/SIGMA) .131-007 

Nunber of 
Observations 11,316 



Apperdix Table 2 

Tobit Regression Results: Aid t~ the Handicapped 

Equation: 
CX>NLR SALES m o  

Variable Coefficient Std. Error Coefficient Std. Error Coefficient Std. Error 

AGE 

MPSO 

AGEwXEo 

D m  

DEDITEM 

INaCME 

m P  

URBAN 

POCTLFN 

POP18 

PCP65 

CASH 

VENWR 

LOCAL 

om 

W A R E  

cclNmw 

Estimate of 
( 1 1 s m )  

S tardard Emr 
of  (11SICMA) 

Nuher of 
Observations 



Apperdix Table 3 

Tobit Regression Results: Supplying Money Goods and S d c e s  to the Poor 

Equatim: 
a3nR SALES MPSO 

Variable Coefficient Sid. Error Coefficient Sid. Error Coefficient Std. Error 

AGE 

URBAN 

E'wL,Ev 

CASH 

LOCAL 

WELFARE 

E s t i m a t e  of 
(1ISICEIA) 

Standard E r r o r  
of ( l/SI@lA) 

Nunber of 
observations 



Apperdix Table 4 

Tobit Regression Results: Services t~ the Aged 

Variable 

Equation: 
OOm SAIS EXPSO 

Coefficient Std. Ftmr Coefficient Std. Error Coefficient Std. Error 

AGE 

URBAN 

CASH 

VENDOR 

W A R E  

Estimate of 
(11SICEIA) 

Standard Error 
of (11SICMA) 



Appenaix Table 5 

Tobit Ekgression Results: Job Training and Caunseling 

Equation: 
OONIR SAUs E2mo 

Variable Coefficient Std. Ermr Coefficient Std. Ermr Coefficient Std. Ermr 

AGE 

MPSO 

AG@MPSO 

D m  

DEDITEM 

INa3ME 

TOIPOP 

URBAN 

P r n  

PCP18 

POP65 -.36&KX)4 .28WX)5 

CASH .50W303 . B W 3  

VENDx .257+003 . 1 W 3  

LOCAZ, .277+003 .11oroO3 

UNDmT . 9 2 W  .271+005 

WELFARE -. 122lQO4 .119KX)4 

0W;S -.150K>04 .658+003 

VOCRMAB .214+005 .11W5 

c€lwwr -.409KX)6 .15WX)7 

Estimate of (l/SIW) .114-005 

Stmhrd Error 
of  SIGMA) .266-007 

N u n b e r o f  Observations 2,015 





Appendix Table 7 

Tobit Regression Results : 100 Largest Organizations 

CONTR SALES EXPSO 
Variable Coefficient S t d .  Error Coefficient S t d .  Error Coefficient S t d .  Error 

AGE .536+004 .4 13+005 

EXPSO .107+001 .110+001 

AGE*EXPSO -. 525-001 .105+000 

DEDCD .266+008 .994+007 

DEDITEM -. 527+006 .248+006 

INCOME .789+006 .165+007 

TOTPOP -. 881+006 .899+006 

URBAN .973+005 -67 1+005 

POVLEV .195+006 .3 19+006 

POP18 .3 52+006 -97 1+006 

POP65 .659+006 .888+006 

CASH .141+005 .441+004 

VENDOR .118+005 .506+004 

LOCAL .6 13+004 .258+004 

ORGS -. 101+005 .157+005 

WELFARE -. 102+005 .200+005 

CONSTANT -. 393+008 .416+008 

Estimate of (1 /SIGMA) -215-006 

Standard Error 
of (l/SIGMA) .162-007 

Number of Observations 100 



Appendix Table  8 

T o b i t  Regress  i o n  R e s u l t s  : Aggregate Less 100 L a r g e s t  Organ iza t ions  

CONTR SALES EXPSO 
V a r i a b l e  C o e f f i c i e n t  S td. E r r o r  C o e f f i c i e n t  S td. E r r o r  C o e f f i c i e n t  S td. E r r o r  

AGE .492+003 .133+003 

EXPSO .116+001 .350-001 

AGE*EXPSO .978-002 .286-002 

DEDCD .156+006 .140+005 

DEDITEM -. 110+004 .413+003 

INCOME .248+004 .304+004 

TOTPOP .409+004 .162+004 

URBAN .701+001 .105+003 

POVLEV .141+004 .732+003 

POP18 -. 451+004 .153+004 

POP65 -. 116+004 .12 9+004 

CASH .442+002 .126+002 

VENDOR .149+002 .960+001 

LOCAL .532+001 .499+001 

ORGS -. 786+002 .293+002 

WELFARE -. 178+003 .541+002 

CONSTANT .39 8+004 .69 2+005 

E s t i m a t e  of (11SIGMA) .710-005 

Standard  E r r o r  
o f  (11SIGMA) .620-007 

Number of Observa t ions  11,216 



Appendix T a b l e  9 

T o b i t  R e s u l t s :  Aid to the Handicapped, w i t h  SSIBLD and SSIDIS Rep lac ing  CASH 

CONTR SALES EXPSO 
V a r i a b l e  C o e f f i c i e n t  S td. E r r o r  C o e f f i c i e n t  S td.  E r r o r  C o e f f i c i e n t  S td .  E r r o r  

AGE 

EXPSO 

AGE*EXPSO 

DEDCD 

DEDITEM 

INCOME 

TOTPOP 

URBAN 

POVLEV 

POP 18 -. 960+005 .12 1+006 

POP65 .302+005 .912+005 

VENDOR .319+004 .141+004 

LOCAL -. 166+003 .682+003 

ORGS -. 142+004 .196+004 

WELFARE -.449+004 .301+004 

SSIBLD -. 208+006 .876+005 

SSIDIS .398+004 .67 6+004 

CONSTANT -. 128+007 .597+007 

E s t i m a t e  of T SIGMA) .157-006 

S t a n d a r d  E r r o r  
o f   SIGMA) .183-008 

Number of O b s e r v a t i o n s  4,938 



Appendix Table  10 

T o b i t  Regress ion  R e s u l t s :  S e r v i c e s  t o  the  Aged, w i t h  SSIAGE Replacing CASH 

CONTR SALES EXPSO 
V a r i a b l e  C o e f f i c i e n t  S  td.  E r r o r  C o e f f i c i e n t  Std.  E r r o r  C o e f f i c i e n t  S  td. E r r o r  

AGE .534+003 .497+003 

EXPSO .173+001 .603-001 

AGE*EXPSO .318-002 .948-002 

DEDCD .580+005 .270+005 

DEDITEM .465+003 .806+003 

INCOME .3 11+003 .630+004 

TOTPOP .269+004 .259+004 

URBAN .258+002 .199+003 

POVLEV .197+004 .164+004 

POP 18 -.451+004 .282+004 

POP65 -. 229+003 .258+004 

VENDOR .543+002 .325+002 

LOCAL .233+001 .116+002 

WELFARE -. 137+003 .108+003 

SSIAGE -. 185+003 .113+003 

ACT575 -.436+003 .354+003 

CONSTANT .594+005 .133+006 

E s t i m a t e  of (l/SIGMA) .loo-004 

S tandard  E r r o r  
o f   SIGMA) .255-006 

Number of Observa t ions  1,326 
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