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ABSTRACT

) Ve R .
The economy's resources are allocated through a wide variety of

institutional mechanisms. The decentralized profit-oriented private
market and the government are the two institutions on which the bulk of
economists' attention has focused., More recently, the importance of the

household as a locus of economic activity has received growing attention,

This paper directs attention to yet another economilc sector or institutional

mechanism: the private (or voluntary) nonprofit éector. Little is known
about its size or importance, its role in a pluralistic system of institu~
tions, or its behavior. Fconomists have only recently begun to pay atten~
tion to the role and behavior of the nonprofit organizations that the

U.S. Congress has addressed itself to for a number of years.

Pointing up the great heterogeneity of organizations that are termed

nonprofit, either in common usage or by the IRS, this paper focuses on

the degree to which an organization's activities bestow marginal social
benefits that are not captured by the organization. This "collectiveness"
variable is continuous, permitting us to give a mark to each "nonprofit"
organization--ranging from zero for a pure private-good provider to 100
percenf for a pure collective-good provider. Thus, the paper shows that:
(1) all nongovernmentél organizations can be thought of as combinations

of private and collective-good providers; (2) the typical private sector
firm is a polar case, being a pure private-good producer; (3) some

firms prévide goods with a significant collective-good component, per-

forming a role more traditionally identified with government.




By focusing attention on the degree of collectiveness, we have set
forth a dimension in which firms providing otherwise heterogeneous outputs
are comparable. Indeed, in these terms our traditional theory of the
private market sector is a speciéi case: whereas the firms in that
sector produce goods and services of enormous diversity, the firms are

homogeneous in their "degree of collectiveness"-~zero.
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The Private Nonprofit Sector: What Is It?

I. INTRODUCTION

There are a wide variety of institutional mechanisms through which
the economy's resources are allocated., The decentralized profit-oriented
private market and the government are the two Institutions on which the
bulk of economists' attention has been focused. More recently, the
importance of the household as a locus of economic acfivity has received
growing attention, This paper directs attention to yet another economic
sector or institutibnal mechanism: the private (or voluntary) nonprofit
sector., Little 1s known about its size or importance, its role in a
pluralistic system of igstitutions, or its behavior.l

Private market, gosernment, household, private nonprofit--none of
these are homogeneous insﬁitutions, utilizing a single well-defined
instrument; they use a versatile, adaptable class of instruments and
arrangements interacting wifh each other and with the ethical-cultural
svstem of the society. Government, for example, is not a single insti-
tution but a complex of legislative, administrative, regulatory, and
judiqial institutions that sometimes work cooperatively and sometimes at
cross purposes; they may correct some private market failures yet exacer-
bate others, and even intérfere with efficient allocational decisions
in the private market (Niskanen 1971; Buchanan and Tullock 1962; Downs
1957). Government includes agencies that are ostensibly designed té
handle cases of individual citizens, as well as agencies that are designed

to correct the fallures of other agencies——the ombudsman.



The private market is,.similarly, a conglomerate, It has firms
producing standardized products under competitive conditions, and dif-
ferentiated goods under not-so-competitive conditions; firms dealing
with strongly organized or weakly organized factor suppliers; firms
producing goods for which the typical consumer is a well-iﬁformed buyers
and others producing goods (such as much of medical care and legal repré—
sentation) for which the typical consumer is poorly informed--often even
after the purchase-—and needs to rely on such private institutional
mechanisms as professional ethics codes as guarantors of quality. In
short,.(l) every economic sector utilizes a versatile, adaptable class
of instruments that vary, however, among sectors; and (2) each of the
instruments-—hence, each of the jinstitutional sectors--has its strengths
and limitations as means for achieving pblicy objectives.

The private nonprofit sector is a conglomerate, as well, exhibiting
a variety of institutional forms not all behaving in the same manner (a
hypothesis to be examined below), and infirmities, while perhaps filling
a niche in a pluralistic, multi-institutional system., This paper attempts
to sharpen understanding and definitions of the private nonprofit sector
as a ;tep precedent to developing better and more general positive models,
and to determining whether nonprofit firms--in any specific forms~-merit
encouragement, discouragement, or neither. |

There are, thus, both the positive and normative bases for our focus
on the nohprofit sector (the term private will be dropped henceforth).
Whether our interest is in predicting or evaluating behavior of the firms

in the sector, or developing public policy toward them, we need to model
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their responsi§eness to v;fidus stimuli such as the tax, subsidy and other
regulatory Ilnstruments of government, and the competition of the private
for-profit and household-sébtors. This paper is primarily positive, not
normative in orientation. It is not an attempt to judge the usefulness,

in éither efficiency or~;quity terms, of the noﬁprofit férm of institutional
organizatiqn. Rather, it is an:attempt to upderstand better the essential
characteristics of a nonprofit organization's structure as one stepA |

toward constructing models of behavior.

What is the nonprofit sector and what is a nonprofit £irm? To

begin with, the perspective of this paper should be made clear: My

concern is with nonprofit organizations as potential mechanisms for cor-
recting some of the efficiency failures of other forms of institutions.
If we recognize the souﬁieé of private market failures and, simulfane—
ously, the factors that limit governmental institutions'Aabilities to
correct them—-in shart, if we realize that there are also systematic
govermmental failures (Weisbrod, forthcomiqg a)—-fhe possibility that éﬁme
other inétitufional arrangement may be capable of correcting some of the
residual failures can be explored. There is no necessary presumption
tﬁat organizations called private nonprofit have any such capability;.
our first task is to define this insfitutional form, and the second task
is to understand (model) its Eehavior in order to judge (normatively)

the likelihood that, when juxtaposed with the behavior of the for-profit,
governmental, and household sectors, it will contribute to allocative
efficiency and distributional equity goals of society.

In an earlier paper, I posited a potential role for a nonprofit

- sector in the context of collective-good problems (Weisbrod 1975):



given the allocative-efficiency failures of the private for-profit sector
resulting from the difficulty and, at least as important, the inefficiency
of ‘exclusion when the marginal cost of supplying output to an inéremental
consumér is approximateély zéro, and given the problems that governmernts
have 1In c¢correcting those failures, some other instituticrnal mechanism

may play a useful corréctive role. Whether the privateé nénprofit mechanism
is such a corrective is a matter to be determined. What is implied,

however, is that we define a subset of all nonprofit organizations (firms)

that might be termed collective-good nonptrofits, for this papetr is directed
to a clearer understanding of ‘an institutional form that is a kind 6f:
hybrid: it is a private organization but provides colleéctive goods,
generally identified with govermments. Systematic thinking by economists
about private nonprofit institutional mechanisms is in its infancy: this

paper is intended to help the infant crawl a bit forward.

2. HETEROGENEITY OF NONPROFIT FIRMS AND THE PROBLEM OF MODELING

There is an enormous vériety of firms that are nonprofit—-at least
in the legal, tax sense. ‘Were there any doubt about the fact of hetero-
geneity it should be dispelled by Table 1, which lists hundreds of
purposes, activities, operations or types of nonprofit, and tax-exempt
organizations. There are correspondingly great differences among firms
in the private for-profit sector. Economists have found, howe&er, that
despite the vast differences between a private steel producer and a

shoe producer, a retaller and a manufacturer, a vertically integrated
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Nonprofit and Tax-exempt Organizaiicne

h Activity Code Numbers of Lxempt Organizations (select up Lo three codes which best cescrise or mast accurately iaen-

tify your purposes, activities, operstions or type of arganization and enter In Part 1, line 6, page 1 of the applicaiion)

Code

Relizious Acllvnhos

001 Chutch, synagogua, elc.

002 Association or convention of churches
003 Religinus oulur

004 Church auviliary

005 Mission

006 Missionary aclivities

007 Evanaelism .
008 Religious publishing ectivities

. . Brok storo (uso 918)

. ... Genealoical aclivities (uso 094}
079 Other religious aclivitius

Sclicols, Colleges and Related Aclivities

030 Scheol, callepe, tiade school, ate.

031 Special schoni for the Wind,
hzidicanped, elc.

032 Nursery school

.. Dav cara center (use 574)

033 Facully group

034 Aluiai assacialion or gronp

035 Farent or parenl-teachers aszocialion

Q036 Fra ity or sorarity

. Kry .h'h (use 321)

037 Qther student sociely or ¢ roup

038 Scheci or = nh,gt\ athlelie assncistion

€32 Schctarchips for childien nf ennpleyees

041 Serolarahiips {other)

Ga1 Siudent Joans

042 Studs b ey activities

043 C,lhe- student aid

054 Slhuiont ex<hange with foraisn coundry

4% Shudent operated business

i=! suppoil of ssleals, colieges,

» G07)

ent prices

or aviacdz (nae

’-I (e 2“‘“

« pevearnh (sen Sciertific
renaci /\l'lvl'l(\)

.5 "f‘ croachoul celated astivilirs

;. Mistaical or Qtlier Educational

m, 7o, plarelaian, O,

(‘ ‘ h Ay ral site, recends ar
peenan tment

€2 Moagineal

L4 rsangrative evenl (geotesaial,
fazt val, pageont, etel)

055 taic

G323 Cornnniily theatrical proup

0R9 anrlr‘" ‘ccu(y or ;-rmu

!oactivities

mizes or sumes (use

o individuris fise

Tiils o)
560
[ wauciat suppoit of cullural
s patians fues 60N
187 0% ¢ opulieet ar hivlorical gedivities

pranls

Gt z- instiuction and Treining Artuities

120 Foblishing aclivitisas

12 Rad vn rt fatayininn Lruadeading

122 Poadecing filns

125 Lemcainon peoange,
ln<tures, clc,

; and 1avrarel (nan scietifin)

1258 Gevicg inlormation or apirien  (xee

3't0 ﬁ"vuca-:_v) .

17 Appreolicon tiaiping

! ez fuse 299

Sy indageiion and Liaining

fotures,  panals.

Feal It Servites snd Relatod Relivities

3N g pated

..-l h ek ool oy

JAN senngr e e aleeept home

I ,w- and lneang for the gy ad (s
154 Health chnia

ai 2 T

159 Fual medicad faciily
16 Ulcad bark
in/ Cocperative haspilal

or <inizalian
8 I r il CmRIPeNCY Servise
3 binglen teggister or bulean
A A T the handica; ped (see alen D31)
_l'
3

arivirn

Scirnlific esearch (diseases)
? NOther wedical rrsearch
(medical,

Headtiy

fnsiiarce demisl,
LN :

164 taun heallh plan

165 (‘u'mm.ull/ T alth planaing

166 Mental bea'th sare

167 Grotp medics! piaclice asaocialion

cully pieup practicn associalicn

163 Hospital pharacy, parking facility,
laod sefvices, elc,

Code
179 Qthar health services

Scientilic Researclt Activities
180 Centract or sponsored scientific re-
search for industry
181 Sm\nllhc rescarch for government
.. Scientific 1escarch (diseases) (use

161) .
185 Other scientific research activities

Bus'ness and Professionnt Qrganlzations

260 Businass promolion (chamber of
commeree, business league, efc.)

201 Real-ostate associalion

202 Board of trade

203 Regulating business

204 Beller Business Burcau

205 Professional association.

206 Piofessional association auxiliary

207 Induslry bade shows

?08 Convenficn displays
.. Testing products for poblic safety
(use 905)

209 Hesearch, development and lasting

210 Professional athletic league
. Altracting new industty (use 403)
Publishing activities (use 120)
Insurance or other benefils tor
members (sen Employes or Member.
ship Beuelit Qiganizations)

211 Underwriting inunicipal insutance

212 Assigned risk insurance activities

213 Taunst burcau

229 Oihar business or professionst group

l'armm[; and Relaled Activities
230 Farming
231 Farm bureas
232 Agricultural group
213 Hertienltural graup
234 Farmers' caoperalive matkting or
purchasing”
215 tinancing grop operalions
. FFA, FHA, A~ii club, ele. (uso 322)
. Fair {(use (645)
236 Dairy herd improverment associalion
237 Bieedors association
24% Other farming aid refaled achivilies

Muaiuel ()r;:anizaﬁons

250 Mulual ditch, imigation, {elephone,
electric compeny or like organizalicn

251 Ciedit Union

252 Reserve funds or insurance for
gomrslic buildineg and loan essorfa-
tion, caoporalivo hank, or mutual
saviips bank

253 Mutuzl insuiance company

254 Cotporation organized under an Act
nf Cungrcss (see also 904)

5" couperative marketicg o
puichasng (use 234)
Cooperalive hospital servics organi-
zalion (uso 1457)

29 Othier mutval orpanization

Employee or Membership Benalit

Organizations

260 Fraternal hencPeigy socinty,
or association

261 tmprovement of conditions of workers

262 Associalion of municipal empioyces

263 Assceiation of eiployees

264 Empleyee or memher welfate
association

265 Sick, accident, death, or zimilar
hencfils

266 Stiike henefils

767 Uncemployment henefils

263 Peasion or relireiment hennlits

260 Vacation henelits

200 Otheyp ~aiviees or henaiite te
oreihers ot employe

argel,

Spa:te, Athlatiz, Recreational and Sacial

Metivities

289 Gounliy elub

281 Holby club

282 Dinner club

283 Variely club

284 Dog club

285 Women's club
Garden club (use 356)

286 Hunling or fishing club

287 Swintming or tennis club

248 Other sporls club

.. Bays Club, Lillle League, elc.
(use 321)

295 Communily center

297 Community recreational tacilitins
{park, playground. ete.)

298 Inlnmg in sporls

299 Travel tours

100 Amateur athletic associatlon
Scheol or colley;e athletic associa-
tion (use 022)

Code

301 Fund saising athlelic or sporls event
317 Other sports or athlstic activitios

318 Other recteational activities

319 Other social antivities

Youth Activities

320 Boy Scouts, Girl Sconts, ete.
321 Bays Club, Little Leagus, otc,
322 FFA, THA, 4-11 club, slo.

Koy club

324 YMCA, YWCA, YMHA, etc.

325 Camp

326 Care and heusing of childrien
(orpharage, wte.)

327 Prevention of cruelty to children

328 Combat juvenile dolinquency

349 Other youll organizalion ar acliviiles

Conservation, Environmental snd

Boantification Activities

350 Preservation of ratural tesomices
(conservation)

351 Combatling ar preventing  pollution
{air, water, efc.)

352 Land acquisilion for preservalien

353 Soil or water cunservalion

354 Preservaticn of scenic heauly

... Litigation (sce Litipation smi Lngal
Aid Activilies)

. Combat communily delerioration

{usa 402)

355 Wildlife sanctuasry or efuge

356 Garden club

179 Qther censervation, cnvirnnmental or
heaulitication activities

Heusing Aclivities
380 Low fuseme heusing
361 Low and mederate incotn2 housing
382 Housing for tho aged (sco also 150
Nuising: or arvilt .| tren
{use 152)
Studenl heusing {use 042)
Urphanage (use 326)
398 Instruction and puidance ¢n lmnunr
399 Mher heusing activities

loner City or Communily Rclivities

400 Arca developmant, ru-develapnien! or
renewsl

..... Housing (see Housing Adlivities)

301 Homerwnets assorialion

402 Qther aclivily aimed at combatting
communily deterioration

403 Attracling new industry o reteining
industiy in an area

ANA Comnnnily promotion
Communily recrnalional facilily
(use 297)
Commupily center (use 206)

a5 laaps or pun'< for mino:ity

|I|l|'. f.ﬂ\lllsl’.llll,
aristange tuse Hit)
fay care crnluer (nse $74)
Clvll tiphts aclivity (see Givil Righls
Activities)
Referral service {secial apeicies)
(use BGAY .
Lepal aid to indisents (use 462)
406 Crimo pravention
A0 Volunleer fhemen’s orgacizelion n
auxiliary
. Rescuo squad (nge 15%)
408 Comnmnily service oiganization
42 Other inger city ar commupity hepefit
aclivilies

Civit Rights Arlivities
A10 Delense of human_ and civil rights
471 Elimination of prejudics and disciim.
ination (ace, vehigien, ses, national
prigin, ete)
A12 Lessnn neighbothond tapsions
Litipation {sco 1iligation anl Legal
Aid Activities)
. Legistative  and
(sea that coaption)
A4 Other civil tights aclivilies

Litigation aud Legal Aid Activities

460 Public inteicst litigation activiles
451 Other ligitation or suppat) of filigalion
462 Legal aid to indipenls

AG3 Providing bail

palilical  activities

Legislative and Political Activitiss
<481 Propose, support, or oppose lepistation

481 Voter informalion on issiies or
candidales

482 Voler education (maechanics of
registering, voting, otc.)

483 Support, oppose, or rate political
candidaies

484 Provide facililies ur services for
political campaign activilies

Cods

509 Other legislative snd politicat
activitiss

Advocacy

Alampt to |n(lurnrn nublic npmmn
concerning:

5§10 Firearms control

511 Selectiva Service System

§12 Nalional defenso policy

513 Weapans syslems

514 Government spending

815 Taxes or tax exemplion

516 Sepuration of chuich and state

517 Coyernment aid to patochial <chaals

518 U.S. foicign nalicy

519 U.S. military involvement

520 Pacitism and peace

521 Economie-palitisal syslem of U.S.

522 Anti-communisi

523 Right to work

524 Zoning or rezoning

525 Locaiion of ighviay or lranspertation
system 7

526 Righls of crimina! defendants

527 Capital punishinent

528 Stiieter law enforcement

§29 Ecelopy or conservation

530 Protection of consemer inieress

531 Mcedical carn syslom

532 Wellare sysiem

533 Uithan irinval

544 Busing studenls s
balance

535 Racial irlerralivn

536 lUse of inloxicaling bryataje

§17 Use ol shinngs o1 nareetiss

518 Use ol {ohacen

51 Prohihition of erolica

540 Sex education in pubiic schaols

541 I'opulation contyol

542 Riglh control methnis

B43 lecahized abortan

550 Ntber maltes

ack’nvn  racial

Other Activitics Direele Lo Individoats

60 %;r'\n" greede A wivices
10 n.oar

891 Gifls ur gl te
thas schiolgieliye.)
Schulaiships for ciiid-en of emrfoy.
ces (use 0D
Scholarships (othar) (use (i)
Stugent toans luse 041)

5G2 Qther lgans to inlividuals

563 Marriate counweling

564 Family plannis

€5 Crelil conny-ting: 2ad awictance

560 Joh trainirp, woreeoling, or

tance

567 Dl.l”. coupnatim

568 Vacatioral coun.cli

!m‘) Relrriol wervina fy |

572 Rebabuliiating convicls gi o> aobvic's

b3 Rnh.xlv'umh'm alechalice, dreg
ahees, mn-nul‘lvn p'"-\hl'- o, e,

G74 Day care cenler

G715 Seivises for e
and ARZ2)
Trainire of or sid ta tha hardicapred
(sen 051 and 11:0)

meney

wiher

T i’

UEFYS

agesl (ree aiv0 153

Actixiting Direcled 1o Olher Orgsnizations

600 Cammoenily Chest, Vnitad Givers
hlnll. cle.

601 Bouster club

602 Gifts, pants, or loans to other
a.gam/almns

6N3 Nai-linancial servicss ar {acilities lo
othet nrganizatinng

Qther Finpases and Acliviting

M Cenpeetery or hotial sotividies

901 Porpatual eare fumd feen ooy,
columbarium, atel)

902 Emugency ar disasler aid fund

a0 Commuaity bus! or cempancoe]

904 Grvernment vanm( ntality o1

007 V«u.dxh nchv ies

908 Faliotic aclivilics

909 Nou-exempl trask

910 Doneslic ory anizaticn wdh adlivilies
oulside U.S

911 Foreian orpanization

912 itle holding corporatien

913 Prevention of crucliy to ani'nals

914 Achicvement prizes or awands

G185 Creetion or inainienapen of pubtic
huilding er werks

916 Fulrlm.m restansant, spack L, food

917 Thiifl shor, tetaif oullel, etc,
918 Book, gilt or supply slore
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0il company and a nonintegrated printer, all have in common the pursuit
of profit., Thus, a unified theory can predict the behavior of any private
for-profit firm (once its production‘function and prices of Inputs and
outputs are known).

Just as the differences among for-profit firms have been submerged
by the siﬁilarities of objective.functions, we should look for the essen-
tial similarities among nonprofit firms. It 1s notable that, to date,
attempts to model behavior of nomprofit firms have dealt almost exclu-
sively with a single type of firm in a single industry, generally
hospitals (see note 1). In the for-profit sector we do not have a sep-
arate theory of behavior for each industry: why should there be one for
each industry in the.nonprofit sector? Why has the modeling of nonprofit
behavior been so narrow and industry oriented, in such sharp contrast with
the familiar, broad microeconomic theory of the decentralized private
market sector?

There may be a number of answers, but one is that there has been so
little attention to the similarities and differences among nonprofit or-
ganizations, that researchers have sought more homogeneous groupings,
and industry has had an obvious appeal. The cbntrast between the breadth
of our economic models of the private for-profit secﬁor and the narrowness
of our few models of nonprofit organizations reflects the corresponding
contrast in the depth of research on the two sectors.

Given the emphasis in this paper on collective-good problems, I
pursue the implications of distinguishing among nonprofit firms according

to the degree of collectiveness of their activities, This term will be

defined shortly, but for now the point is that the legally nonprofit



organizatioﬁs (as portrayed in Table 1) may cover a wide range in respect
to how collective their activities are; that i1s, how much they act like
governments, providing collective-consumption goods. If we could
measure the degree of collectiveness we might well be able to develop

a general model for all of the nonprofits that are heavily engaged in
collecti&e—goods activities, while some other model might be appropriate
for nonprofits that are engaged virtually entirely in private-goods
provision. Industry per se_(e.g., hospitals) would not be a distinguish-
ing characteristic. Even within an industry, nonprofit firms might vary
in the balance between their privéte—goods and collective—goods activi-

ties and, consequently, in their behavior. But firms engaged in a

similar relative degree of collective behavior might have much in common--

that is, might share an.objective function-~regardless of their industry,

just as conventional for-profit firms have behavioral characteristics

in common despite the differences in their particular private-goods

outputs. In sections 3, 4 and 5 a measure of the degree of collectiveness,

(or its converse, a measure of the degree of privateness) of a firm's
activities is discussed. Section 6 sketches some elements of behavioral

models of nonprofit organizations of the collective-good and private-

good types.

3. TUNTANGLING THE KNOT: NONPROFIT FIRMS, TAX-EXEMPT ORGANIZATIONS,
AND MEASUREMENT OF COLLECTIVENESS .
The degree of collective-goodness of an organization's activities
should not be confused conceptually with tax status considerations.

It is true that the income tax deductibility of contributions to some




but not to ather nonprofit organizations alters the relative prices
(costs) of giving to each.' It is also true, however, that if there
were no differences among organizations in the character of their out-
puts, there would be no reason to expect any gifts to be given to them,
regardless of tax deductibility, provided that marginal income tax
rates were less than 100%. That is, if, but only 1f, individuals per-
qgive benefits (in any form) from gifts in the absence of tax deducti-
bility, would the introduction of deductibility be expected to affect
the level of giving? It i1s noteworthy that voluntary nonprofit organ-
izations provided collective goods long before income taxation. As I
have pointed out elsewhere, such organizations provided hospitals,
schools, roads, and numerous other collective goods and services cen-
turies ago (Weisbrod 1975). In short, the nature of the firm's output
should be our focal point, not its tax status per se; although, of
course, the two need not be independent. Favorable tax treatment
might well be bestowed on firms providing particular types of outputs.
In thinking about an ideal measure of a firm's collective vis-a-vis
its private goods activity, it is useful to consider a spectrum of all
nongovernmental firms arrayed according to the degree of privateness
(or collectiveness) of their outputs. Many firms——-those that are
traditionally thought of as in the private for-profit sector--would
be at the pure-private polé of the array, as would organizations that,
while often termed nonprofit, are captives of for-profit firms and hence
essentially instrumentalities for enhancing the profits of those firms.

A business trade association, for example, may be thought of as a



mechanism through which profit-maximizing firms coope;ate in the pro-
motion of profitability. To.treat such an organization of firms as if

it were an independent firm would be similar to treating the shipping
department of a manufacturing firm as a separate organization. The ship-
ping department or the trade association may or may not produce a profif
for itself, and may or may not be termed a nonprofit organizatioh, but
each may nonetheless contribute to the profitébility of the firm or firms
with which.it is associated. Thus, we seek an ideal measure of degree
of collectiveness that treats captive nonprofit firms just like for-

profit firms. Such organizations may be termed nonprofit privates.

By contrast with nonprofit privates--nonprofit firms or organiza-
- tions that are understandable as private-goods providers, mechanisms

for maximiéing profitability of the firm or firms with which they are

associated--at the other end of the spectrum are nonprofit collectives,
pure providers of coilectivé goods, goods that enter (positively) the
utility functions of many persons simultaneously. Firms in the for-
profit sector are not likely to be found at this pole since the neces-
sity of exclusionary practices to overcome free-rider behavior serves
both to limit the private profitability of providing collective goods
and the actual collectiveness of the form in which the goods are pro-

- vided (as distinguished ffom their potential collectiveness).

If nongovernmental firms that are substantial providers of col-
lective goods exist, it is at least arguable--if not presumptively true--—
that they do not behave as profit-maximizers behave. Insofar as they
actually provide pure collective~consumption goods or, more generally,
goods from which beneficiaries are not excluded by price, they are

\
dependent on sources of revenue other than quid pro quo sales. These
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other sources are varied; they may include governmental grants, private
gifts, court—awarded fees, or other types of donations, contributions
or transfers. Whatever the precise form may be, the result is a set

of pressure, rules, restrictions, and reward structures--incentives

and constraints-~that influence the ability of the firm to earn profits
and the mechanisms by which it can seek those profits. The existence
of constraints, of course, does not necessarily preclude maximization
of profits subject to those constraints, but the point is that the
behavior of these nonprofit collective organizations is not likely to
mirror the behavior of firms in the for-profit sector..

This is true, a éortiori, if the preferences of entrepreneurs and
managers of the nonprofit collective-goods firms differ systematically
from those of their for-profit sector counterparts. If, for example,
those entrepreneurs and managers who gravitate to the nonprofit col-
lectives are more willing to trade off money income for the opportunity
to engage in such collective-goods activity, then utility maximiza-
tion will imply different behavior in the private-goods and in the
collective—goods parts of the private sector, Profit maximization
may be a far better proxy for utility maximization for private-goods
producers—-—whether nonprofit or for-profit--than it is for nonprofit
collective—goods producers.

The question next arises, can we distinguish among private firms
in the degree to which they are private or collective-goods producers?
Perhaps the baker, the shoemaker, the automobile producer are nearly
polar cases of private sector providers of private goods, but which
private firms, if any, are close to the collective-goods pole? Follow-

ing is an operational measure of ''privateness'" or "collectiveness."



To summarize, this discussion of private and collective-goods
production in the private sector has been motivated by the goal of def-
ining and understanding a nonprofit sector for.ﬁhich predictive models
and welfare analysis can be pursued. The‘assertion,is.that it would be
useful to focus attention on the role and behavior of those organizations
that, while private, provide collective goods; I term these nonprofit
collective firms, and suggest that this class of organizations is impor-
tant and merits our attention. Combining an attribute traditionally
idéntified with governmental éctivity——provision of collective goéds—-
with an attribute of private activity-—the absence of legél compulsion
to pay for benefits—-non-profit collective~goods firms may be thought
of as hybrids.

In an idealized textbook model, in which any failures of the private
(for-profit) market that can be corrected efficienﬁly by governmental

intervention are actually corrected, hybrid organizational structures

would serve no function{ In a world, however, in which governmental

failures also occur, other institutional mechanisms may evolve to fill

niches in the arsenal of devices for aéhieving society's allocative

efficiency and equity objectives.2

4. THE DEGREE OF COLLECTIVENESS OF A FIRM'S ACTIVITIES: NONPROFIT
TAX~-EXEMPT ORGANIZATIONS

Being interested in policy measures for correcting failures of

private markets and governments, I am interested in the extent to which

a firm's activities generate (external) benefits at the margin that the
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firm does not caﬁture or internalize. 'Thus, external benefits (calling

them benefits does not preclude their being negative) means those social
benefits that are not internalized. References to collective goods thus
reflect the difficulty that a producer of such goods has in internaliz-
ing the social benefits it generates and, thus, the external benefits
that would result 1f those goods were provided.

Every organization or firm may be thought of as providing some
combination of private and collective goods, ranging.potentially from
pure private to pure collective. Collective goods are simply those
goods that provide a high degree of external (uncaptured) marginal
benefits.3 There is still a lack of uniformity in economics regarding
definitions of collective goods, whether in technological or utility-
function terms, and regarding the relationship between collective goods
(however defined) and goods that provide important external benefits.

In this paper, the essential characteristic of collective output among
nonprofit firms is the degree to which the firm provides goods that
would not be provided in optimal quantities in the private for-profit
sector because the goods benefit many consumers simultaneously. An
idealized textbook version of a conventional private sector competitive
firm provides social benefits that are fully internalized (at the margin)
in the firm's sales revenue. Such a firm would be a pure private-goods
producer, and the measure of collectiveness we seek to develop should
give such a firm ayrmeasure zero. Similarly, a nonprofit organization
of the private type should be characterized by a zero. By contrast, a
nonprofit collective organization, one that provides only pure collec-

tive goods from which many people benefit substantially without paying
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(there being no significant congestion problems and no exclusionary
actions) should be found to have the highest measure of collectiveness,
say (arbitrarily), 100. Between these limits would lie nonprofit
organizations combining various degrees of privateness and collective-
ness of outputs.

In this market failﬁre context, the propased'theoretic measure of

collectiveness~~that is, the proposed measire of the degree of collective-

*
ness of firm i——Cj, is

c;_‘ £ —d—x 100, ‘ (1)

where Ej and I, are, respective’,, ‘he external (noncaptured) and inter-

h|
nal (captured) benefits from a marginal unit of output by firm 1. Cj
ranges from zero, for a?nunprofit—private organization or a perfectly
competitive firm in equilibyium, to 100 for a pure collective-goods
provider, for which I; approaches zero.

The operatiqnal:zation of the C* index is not simple. One simpli-
f&ing assumptibn that will prove useful ié that marginal and average
ratios of extefnal to internal benefits are equal.

The confusing array of organizations thét are deemed to be non-
profit in terms of U.S. tax law was shown by Table 1, which is a list
of codes by which organizations identify their activitiés on the tax
return (Form 990). There is little doubt that the activities range

‘widely in terms of their degree of privateness and collectiveness.

Recognition of this variation seems to be reflected in the tax law. All

organizations filing Form 990 returns, for "Exempt Organizations,"
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are not treated alike. In particular, some, but actually a minority,
are permitted to accept gifts and grants that are deductible on the
federal tax return of the giver. These organizations include primarily
those listed in Section 501 (C) (3) of the Internal Revenue Code. From
an allocative-efficiency perspective we might hypothesize--and, perhaps,
hope-—-that these are the organizations that have the greatest degree

of collectiveness at the margin, the higheét C*_values. Since tax
deductibility of contributions reduces the private cost to the giver,

it encourages contributions and thereby expands output by the recipient
organizations. The presumption that certain kinds of éctivities deserve
expansion relative to others would seem to flow from a determination
that the former activities generate more external, uncaptured marginal
benefits than do the latter.

Although the tax laws encourage contributions to some organizations
relative to others, the magnitude of the encouragement should be kept in
perspective. The cost to the giver is never zero; even for a domor in
the 70% marginal tax bracket, a dollar of giving still costs 30 cents.
At the same time, an individual is not precluded from making a contri-
bution that is not deductible and, as we will see, many such contribu-
tions are given. Thus, whereas ordinary consideration of price
elasticity would suggest that contributions will be greater the lower
the cost of giving, ceteris paribus, other explanations are needed for
(1) the total absence of contributions to the vast majority of private
organizations in the economy, (2) the giving of gifts to some organiza-

tions even though the contributions are not tax deductible, and (3) the
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presence of any contributions even when gifts are tax deductible, since
there 1s some private cost and no apparent private benefit. We will
return to these questions briefly later in this paper. Now we turn to
our principal goal, development of a means for distinguishing among
organizations according to thelr degree of collectiveness.

Consider three potential sources of revenue for any private, non-
governmental firm or organization: sales of goods and services,

membership dues, and gifts. Each source of revenue may be associated

’

with a different set of characteristics of the organization's activities.

We can expect firms (honprofit and for-profit) normally identified with
the private market sector, engaged in the provision of private goods for
which exclusion is easily and efficiently practiced, to have revenue in
the form of éales. Som? organizations are engaged in provision of
goods or services that are somewhat collective, in the sense tbat

the marginal cost of permitting an additional consuﬁer is approximately
zero, at least over some range beyond which congestion costs appear,
butvexclusion is practiced easily (that is, at low cost). For such or-
ganizations (e.g., country clubs) benefits are essentially limited to
members, there are no substantial external benefits, and the principal
source of revenue is likely to be dues from the limited membership.
Other organizations, however, provide collective goods for which ex-
clusion is costly, impossible, or for whatever the reason, is not
practiced, so that benefits are not limited to members or other
financial supporters. Such organizations (e.g., in medical research or
charity) may not be able, technically, td‘restrict their output to 5
contributors, or if the technical capability exists, the organization

may not wish to exclude, perhaps because one of its objectives is to
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provide certain collective goods; that is, the organization is a non-
profit collective. The result, however, is the familiar pfoblem of
private finance for collective goods. Neither sales revenue nor dues
is a promising revenue source. The organization is likely to be de-
pendent for its survival on non quid pro qué sources of revenue——
contributions, gifts, and grants--from either private or governmental
sources.

Direct measﬁrement of the magnitude of external benefits of a firm's
activities is costly; a proxy would, therefore, be useful, even if it
were imperfect. The preceding discussion, which related the form of a
firm's revenue to the character of its output, can serve as the basis
for such a proxy measure. In the next seqtion we make use of a proxy--
admittedly imperfect--based on revenue soufce to distinguish among non-
profié organizations and thereby move closer to the point at which we
can identify and model the behavior of nonprofit private and nonprofit
collective organizations.

The distinctions among sales, dues, and gifts should not be drawn
too sharply. That is, any observed data on these three revenue sources
may not correspond precisely to the theoretic concepts presented above.
Dues, for example, may combine an element of payment for an excludible
collective good with an element of sales~—as when membérship includes
receipt of a magazine, journal, newsletter, and so forth. Similarly,
'sales (or even dues) may include an element of gift-—-as when the buyer
knowingly pays more than he or she wduld pay for the private good alone,

regarding the additional sum as a contribution to the organization.
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Despite the imperfections in revenue sources as proxies for outputs, the

usefulness of developing a measure of the degree of collectiveness of

a firm's activities suggests that such a measure be explored more fully.

In addition to the fact that reported sales revenue may include a

gift component, there is another reason for regarding sales as an imper-

fect measure of private-goods output across. firms. For some firms, sales

are also an indicator of collectiVe—goods output; for example, insofaf"
as givers of gifts are motivated by the desire to disseminétg specific
outputs, sales willvrepresent benefits to givers as well as to pur=
-chase_rs.5 The point is that while for some firms, sales are oniy
revenues from private goods, for other firms they are both revenues
from private goods and measures of benefits from collective goods.
Gifts and grants toja nonprofit economic research organization, for
example, may indeed be intended to finance activities that will bring
benefits to others, via the provision and circulation of articles and
books. Insofar as such publications are sold rather than given away;
the revenues, while reflecting priﬁate benefits to the purchasers, also
constitute a measure of benefits to the givers.

Another conceptual issue relating to the interpretation of sales

revenue as private-goods output involves the uses of any profit made

dn those sales. If a firm that is providing some collective goods (that

is, generating external benefits) was also selling private goods, then
profit on privéte-good.sales could be a source of finance for the firm's
collective gbods. Competitive forces would tend to limit such profits,
hbwever, as ény abnormal profit on the'private goods attracted competi;

tors. There are two reasons, however, for believing that economic
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profits might not be cdmpéted~away: (1) the nonprofit firm may have
some monopoly power (e.gf, in the for@ of its logo that is sold on
‘tee-shirts, umbrellas or other consumer goods), and (25 as noted above,
some consumers may be willing to pay more than a competitive market
price for a private gpgd purchased from an organization that is en—

gaged in collective-goods activities; that is, the consumer may combine,
in effect, a purchase with a gift. (Consumers in sufficiently high
income tax classes may also find it ﬁrofitable, albeit not legal, to
.take income—tax charitable deductions for gifts to exempt organizatiomns,
when the giftS;agg actually payment for private goodé. In such cases the

-Eﬁ§7§yﬁﬁiﬁw%§@§ﬂk ‘ggg;ggqyggipn,of private goods by nonprofit firms

vis-a-vis for-profit firms.)

5. AN EMPIRICAL MEASURE OF COLLECTIVENESS

This section presents and utilizes an‘operational formvof‘expres-

sion (1) presented earlier. The measure, termed an Index of Collectiveness,

C, is seen as an index, a means of ranking organizations. Those ranked
lower (closer to zero) are held to be closer to the pufe private~-goods
pole, and those ranked higher (closer to unity)vare ﬁeld to be cleser to
the pure collective-goods pole. Such an indexing is seen as a step
toward eventual modeling of the behavior of nonprofit organiéations of
the private and of the collective types. The collectiveness index
could be applied to for-profit firms, which, as pointed out earlier, :.
would generally receive a value of zero, Since the focus of this paper

is on nonprofit firms, however, only data for them will be used.
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In the earlier discussion that linked sales, dues, and gifts to
private and collective goods, a major distinction was drawn between
gifts, which were associated with the financing of goods that provide
significant external benefits, and the other forms of revenue, which
were not. Gifts were identified with the financing of goods Having the
greatest uncaptured external benefits.

The fact that an organization is a recipient of gifts does not
imply that the giver receilves no private benefits. On the contrary, the
presumption 1s that the giver, being rational, does Benefit in some
direct or indirect manner.6 Our assumption is simply that gifts are
employed to finance provision of goods that bring more external relative
to internal benefits than db other types of reveﬁue. Our operational
collectiveness index is

Giftsi

j = Total Revenue

C x 100. (2)

i
The index ranges from zero for firms receiving no gifts, to 100 for
firms receiving no revenue other than gifts.

As an initial basis for examining the variafion among nonprofit

organizations I turned to Gale's Encyclopedia of Associations (1975,

pp. v-vi), which includes listings of thousands of nonprofit organiza-
tions. I took a random sample of organizations listed in each of the

seventeen categories (Table 2 lists the categories, which I term

industxies), and the tax return for those organizations that file the

Form 990, "Exempt Organization," was requested from the Internal Revenue
Service. The collectiveness index, C, was calculated for the organiza-

tions in each category, with the expectation of finding not only varia-

tion among classes but a ranking of index values that would be positively
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Table 2

Types of Nonprofit Organizations

\

TRADE, BUSINESS AND COMMERCIAL ORGANIZATIONS

Agricultural Organizations and Commodity Exchanges
Includes agribusiness, animal breeders, conservation, forestry, fruit
and vegetable growers, livestock and poultry producers, nurseries, research

Legal, Govermmental, Public Administration and Military Organizations

Includes city, county and state administration, civil defense, employment
security, federal government, housing & redevelopment, legal & legislation,
planning, police, property rights, taxation

Scientific, Engineering and Technical Organizations

Includes aerospace, anthropology, architecture, astronomy, behavioral
sciences, biology, botany, chemistry, ecology, electronics, environmental
quality, genetics, geology, information processing, meterology, nuclear
physics, oceanography, paleontology, parapsychology, phenomena, population,
psychology, standards, water resources.

_'al Organlzations

Tncludes accreditation, administration, admissions, adult education,
alternative education, black students, business education, cooperative ed-
ucation, counseliig, currivulum, data education, drop~outs, evening students,
extension education, financial aid, foreign students, gifted children, grad-
uate schools, humanities, independent colleges and schools, industrial arts
education, integration, international exchange, junior colleges, library
education, placement, play schools, research, retired teachers, scholarship,
sex education, special education, technical schools, testing, urban schools

Cultural Organizations

Includes aesthetics, American studies, antiquities, architecture, art,
artists, arts and letters, authors, Black culture, books, broadcasting, comic
art, composers, crafts, dance, esperanto, folklore, history, human develop-
ment, Indian art and history, librarians and libraries, medieval studies,
motion pictures, museums, music, philosophy, poetry, theatre, world notables

Social Welfare Organizations

Includes abortion reform, adoption, aging, alcoholism, anti-poverty,
community action, correction, crime and delinquency, drug abuse, employment,
family life, handicapped, homosexuality, housing, migrant workers, planned
parenthood, recreation, relief, safety, selfhelp, sex information, service
clubs, social work, suicide prevention, volunteerism, youth services

Health and Medical Organizations

Includes allergles, blindness, blood disorders, cancer, child health,
deafness, dentistry, dermatology, donor programs, health insurance, hospitals,
hypnosis, mental health, nursing, obstetrics, occupational medicine, ophthal-
mology, osteopathy, pathology, pharmacy, psychiatry, public health, radiology,
rehabilitation, surgery, technology, therapy, veterinary science
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" Table 2--Continued,

Pyblic Affairs Organizations
Includes captive nations, citizenship, civil rights, community develop-

ment, consumer affairs, economics, free enterprise, human rights, international

~ relations, peace movements, political parties, refugees, special days,
United Nations, world affairs

Fraternal, Foreign Interest, Nationality and Ethnic Organizations

Religious Organizations

Includes Catholicism, ecumenism, evangelism, Judaism, missions, Protes-
tantism, religious education, religious reform, science anc religion, spirit-—
ualism

Veteran, Hereditary and Patriotic Organizations
Includes genealogical organizations

Hobby and Avocational organizations
Includes collectors and restorers, craftsmen, gardeners, gourmets,
numismatists, pet breeders, philatelists, treasure hunters

Athletic and Sports Organi7ations

Includes archery, badminton, baseball, basketba]l boating, bowling,
boxing, camping, curling, fencing, fishing, golf, hocke s, horse racing,
lacrosse, rodeo, rowing, skating, skiing, soccer, squash, surfing, swim-
ming, tennis, track trail riding, underwater exploration, volleyball,
wrestling

Labor Unions, Associations and Federations

Chambers of Commerce
National, bi-national and international

Greek Letter Societies
Includes federations and associations, Greek letter and non-Greek

letter organizations (social, professional and honorary)
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correlated with "prescientific' judgments about the collective-good
ordering of organizations engaged in different types of activities. That
is, at this stage in the research process, we‘are_simply proposingva
measure-—in effect, a definition. As such, it cannot be right or wrong;
it can only be "more useful" or "less useful." For no&, its usefulness
can be judged by whether it ranks organizations in accord with subjeéfive
judgments about thé relative public interest or external benefits com-
ponent of its activities. Ultimately its usefulness will be determined
by the insights it offers and the testable predictions that flow from |
them. The reason for seeking a measure of collectiveness for nomprofit
organizations is the hypothesis that to understand the behavior of organ-
izations that are called nonprofit, either in common parlance or in the
sense defined as "exempt organizations" by the tax code in the United
States, it is necessary first to distinguish between private and
collective nonprofit organizations. Later, distinct models of behavior
must be developed and tested. In sum, nonprofit organizations are too
heterogeneous to be examined as a single class, whether the examination
is for the purpose of predicting behavior or making normative judgments
about their contribution to social objectives. But only when behavioral
models that distinguish between private and collective nonprofit organ-—
jzations are developed will the usefulness of our collectiveness index
be resolvable. Section 6 contains some notes on the kind of models
that would appear to be useful for each polar type of profit
organization.

Table 3 presents estimates of collectiveness index values for

seventeen industries in which nonpreofit firms function, and Table 4
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Table 3
Index of Collectiveness, 1973-1975

Type of Collectiveness Sample

Organizations Index (C)1 Size
1. Cultural 90 28
2. Religious | 71 32
3. Public Affairs 47 29
4, Social Welfare 41 490
5. Agricultural | 41 50
6. Educational 34 | "33
7. Legal, Public Administration 20 50
and Military
8., Veteran, Hereditary and Patriotic 12 45
9, Athletic and Sports 11 28
10, Honor Societies A 9 51
11, Scientific, Engineering and 6 51
Technical
12, Ethnic 3 37
13, Labor Associations and Federations 3 70
14, Trade, Business and Commercial 2 58
15, Health® 2 ‘ 35
16. Hobby and Avocational » 1 | 20
17. Chambers of Commerce 0 27
Total 20 684

l .
Gifts as percentage of total revenue.

2Excludes organizations for which tax returns were incomplete and those for
which photocopies of the tax returns were illegible.

3‘Ihe collectiveness index for this group is affected in a major way by three
organizations; each of which has at least ten times the total revenue of
any other organization in the group, and each of which has a collectiveness
index of 1 or less, Excluding those three the index for the group would be
12,
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Table 4

Prequency Distribution of Collectiveness Indexes

Collectiveness Number of
Index Classes
0-10 8

11 - 20 3
21 - 30 0
31 - 40 , 1
{1 - 50 3
51 - 60 0
61 - 70 0
71 - 80 1
8L - 90 1
91 - 100 0

17
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summarizes those values. Although I believe the principal use of the
index is to rank, the index may be useful as a cardinal measure, in
which case the variation in degree of collectiveness is impressive.
The seventeen industries range from zero to 90, and nearly half (eight)
of the nonprofit industries receive collectiveness indexes of under 10.
The operational version of the collectiveness index, C, 1s a
function of monetary receipts only. By omitting in-kind receipts it
introdqces a bias, but the nature of the bias is to some extent known.
While a measure of full revenue--monetary revenue plus the market value
of nonmonetary, in-kind receipts——would surely disclose some cases of
understatements of full sales and full dues because of payments made
in-kind, the major effect would be on gifts. This is so primarily because
6f volunteer labor, whiﬁh amounts annually to billions of dollars of
donations.7 Hard information about the distribution of these in-kind
gifts among organizations is, I believe, nonexistent, but there seems
to be little doubt that volunteer labor (as well as transfers of other
resource inputs at below-market prices) is concentrated among those non-
profit organizations that engaged in activities that are commonly held
to be charitable, philanthrepic, or public interest. Rarely, if ever,
does one hear of people donating services to ordinary private sector
firms such as General Motors, Exxon or Macy's, or even tp such non-
profit organizations as chambers of commerce or country clubs. Without
additional data we might guess that in-kind donations are positively
correlated with monetary donations (gifts).

The result of limiting the collectiveness index to monetary flows

is, therefore, to understate both the numerator and the denominator of
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C, fer any given organization by the same abseclute quantity., At both the
lower and upper limits of C, where the firm receives either no monetary
gifts or all of its monetary revenue as gifts, the C index is unbiased.

Generally, however, the C index is a biased estimate of C*, If, to
consider one plausible case, in-kind gifis were assumed to be a fixed per-
centage of monetary gifts, then the absclute downward bias of C would be
maximum for organizations with C values around 50 (%), If, for example,
the full valuve of gifts tc an organization was uniformly 20% greatéer than
the value of its gifts in monetary form, then the following table shows
the relationship between the C values as calculated from mcnetary data
and the values as calculated from full-gift data (C) for hypothetical

firms having various C values:

c Y

0 0
10 12
50 55
90 92
100 160

Since the estimated C values wary systematically by industry (Table
— o
3) the omission of Jn-kind giving might conceiwzhly lead to changes in
rankings. More likely, however, the inclusicu cf fullegiving dats, 1if
available, would have virtually no affect on the index values for the low-
value and high-value industiies whrle incressing the index values for

s

the middle~value Induseriss, lesaving the ranbiopes Litvle chenged. Rut

clide fon

this will ramain conjecture until <ante

e
! Q

., . 8 )
receipte can be obtaincd. T

The

index based on monetary vaises alons.
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) In a heuristic effort to examine the validity of the proposed col~
lectiveness index, the following set of organizational vignettes is
presented. The descriptions of real organizations were prepared by the
organizations themselves. The organizations described in Table 35,
together with fheir respective collectiveness indexes, were not selected
randomly, but on the basis of the quality of the descriptions—-how easy
it is for the reader to judge the extent to which the organization is
essenfially a private or collective-good provider~-or, in some cases, on
the basis of the well—known‘character of the organization.

The variety of organizations that are nonprofit in both the IRS and

the Gale's Encyclopedia sense is highlighted by Table 5. A trade associ-
ation and an association of professional ﬁennis players have a collective-
ness index of zero. A érofessional fraternity that sponsors awards for
QM*E scientific achievement and has a committee concerned with the Boy Scouts
gets an index of 10. An economic research organization has an index of
32. An organization that operates a library and museum has a collective~-
ness index of'68. A Ralph Nader organization gets an index score of 86,
and an educational television station, 95. The C index does seem capable
of distinguishing among nonprqfit organizations, doing so in a manner

that appears to correlate positively with a ranking of organizations by the
degree to which they bring benefits to persons other than those who
support the organization financially. I invite the reader to decide
whether his or her subjective judgment as to the relative external-benefit
(or pubiic interest) character of these organizations would correspond to
the rankings in Table 5 (or even-the cardinal measure, if the indexes

i

were so interpreted).
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Table 5

Selected Nonprofit Organizations, Descriptions
and Collectiveness Indexes, 1973-75

Organization and Description

General Aviation Manufacturers Association
Members: 33, Manufacturers of general aviation air-
frames, engines, avionics and components. Seeks to create
a better climate for the growth of general aviation.

United States Professional Tennis Association
Members: 1900, Professional tennis instructors and
college coaches; membership also includes sporting goods
salesmen and producers and wholesalers of tennis equipment.
Seeks to improve tennis instruction in the United States.,
Maintains placement bureau,

Alpha Chi Sigma
Members: 33,500. Professional fraternity, chemistry.
Sponsors awards in chemistry, chemical engineering, and
service to the fraternity. Committees: Boy Scout Activity,

Descendants of the Signers of the Declaration of Independence
Members: 810. Lineal descendants of a signer of the
Declaration of Independence; includes seniors (627 adults
over 18 years of age) and juniors (267). Places tablets
at birthplaces, homes, and graves of signers; contribites
toward restoration and preservation of Independence Hall
and other historic monuments. Awards annual scholarship
to boy or girl descendant.

National Planning Association
"Independent, nonpolitical, nonprofit organization, to en-
courage joint economic planning and cooperation by leaders
from agriculture, business, labor, and the professions."
Committees: Agriculture; America's Goals and Resources;
British-North American (sponsored with C.D. Howe Research
Institute of Canada and British North American Research
Association); Business; Canadian—American (sponsored with
C.D. Howe Research Institute):; International; Labor.

Aerospace Education Foundation
"For the education of the public at large to a greater un—
derstanding of aerospace development, and the dissemination
of information concerning new accomplishments in the field
of aerospace development and aerospace education,"

Collectdiveness
Index_(©)

10

22

32

51
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Table 5-~Continued,

Organization and Description

George C. Marshall Research Foundation, Inc.

Operates George C. Marshall Library. The Library includes
a museum section, open to the public, that includes per-
sonal possessions of the Marshalls, photographs, cartoons,
clippings, flags, an electric map of Allied progress in
World War II, and various exhibits. The Foundation is as-
sembling, indexing, and classifying records relating to
U.S., military, political, and diplomatic history, to be
housed in the library; the collection includes more than
16,000 books and many thousands of documents, periodicals,
microfilms, and tape recordings.

Public Citizen, Inc.,

Formed by Ralph Nader to support the work of citizen advo-
cates, Requested contributions through paid advertisements
in thirteen publications., By May 31, 1972 had received
over a million dollars from more than 62,000 public citi-
zens. Contributions have been used to support projects and
for grants to citizen organizations. Projects supported by
Public Citizen (Tax Reform Research Group, Retired Profes-—
sionals Action Group, Public Citizen Litigation Group,
Health Research Group, Citizen Action Group) work to pro-
vide effective citizen advocacy on the more pressing prob-
lems at the least cost by using the services of volunteers,
keeping expenses as low as possible, and hiring dedicated
professionals who are willing to work long hours for

modest salaries,

Boscoe Pound~-American Trial Lawyers Foundation

Conducts research and educational activities and supports
those carried out by others, including work directed toward
the improvement and development of a more qualified trial
bar, the better functioning of the adversary and jury sys-

tems of trial, and, in general, making the law more viable in
meeting the needs of individual citizens in a modern, democrat-

ic society. Sponsors annual Chief Justice Earl Warren
Conference, undertaking discussions of vital social issues.
Produces and distributes law enforcement teaching films in
cooperation with the Department of Justice., Maintains
library of 8000 volumes on general law, including the
personal library of the late Boscoe Pound, former dean at
Harvard Law School.

Educational Broadcasting Corporation
Owner and licensee of WNET/Channel 13, '"the principal public

television station in New York City." Produces programs
distributed by the Public Broadcasting Service (PBS) to 223
noncommercial television stations in the U.S., Hawail, Guanm

and Puerto Rico.

Collectiveness
Index (C)

68

86

95
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The activity-code information, gleaned from the Form 990 tax returns,
permits us to classify organizations more finely than the seventeen classes
in Table 3. Each tax—exempt (nonprofit) organization was asked to "select
up to three codes which best or most accurately identif& [its] purposes,
activities, operations or type of organization. , . ." (Table 1 shows the
activity codes that could be listed on the tax return.) Some organizations
did not list any code, but a considerable majority did comply. Table 6
utilizes the activity-code information to show that many industry groupings
mask considerable variation in degree of collectiveness within industries.
For example, while the Public Affairs industry as a whole averages 47 on
the collectiveness imdex, one subsector, Instruction and Training (other
than schools and colleges) has an index of 75, and another subsector,
Advocacy, has an index‘Q£ 18. Table 6 includes all industries as defined
in Table 3, that had at least two subsectors as defined by activity codes,
containing five or more organizations. The eight industries excluded
from Table 6 were, in general, more homogeneous than the nine included.

A few additional illustrations from Table 6 highlight the differences
in degree of collectiveness within industry classes. Among agricultural
organizations we find that Breeders Associations--which, a priori, I would
characterize as adjuncts of profit-maximizing firms and would expect to
have a low collectiveness measure-—do have a C index of zero. By contrast,
Conservation, Environmental and Beautification Activities, have an index
of 49, among the higher values observed. Similarly, those honor societies
that provide scholarships have a collectiveness index of 42, while those
that do mot, and that characterize themselves as Fraternity or Sorority,

have an index of only 7.
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Table 6

Collectiveness Indexes, 1973~1975

Activity Collectiveness Sample

Organization Type Code 1 Index Size
. 1) (2) (3)
Public Affalrs : .. all 47 29
a. other instruction and ’
training activities 120-149 75 10
b. advocacy -510-559 18 5
Social Welfare . all 41 40
a. other instruction and :
training activities 120-149 58 6
b. activities directed to
other organizations 600-603 4 5
Agricultural all 41 50
a. breeders associations 237 0 12
b. business and professional :
organizations 200-229 - 36 9
c. conservation, environmental
and beautification activities 350-379 49 6
Legal, Govermmental, Public Admin-
istration and Military : all 20 50
a. business and professional
organizations 205 1 11
b, employee or membership
benefit organizations 260-279 1 7
¢, other instruction and
training activities. 120-149 20 12
Veteran, Hereditary and Patriotic2 all 12 45
a. patriotic activities 908 23 14
b. veterans activities 907 23 8
¢c. cultural, historical or
other educational activities 60~119 18 18
d. historical site, records or
reenactment A 062 12 6
Athletic and Sports : all 11 28
a. sports, athletic, recrea-
tional and social activities 280~319 12 10
b. business and professional :
organizations 200~229 0 6
Honor Societies all 9 51

. a, schools, colleges and
related activities:
fraternity or sorority 36 7 31
b. schools, colleges and
related activities: ,
scholarships ' 40 42 8
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Table 6-—Contihued.

Activity Collectiveness  Sample
Organization Type Code 1 Index Size
@) (2) 3)
Scientific, Engineering and
Technical all 6 51
a. other instruction and
training activities:
publishing activities 120 9 14
b. professional association 205 12 13
c. scientific research activities 180-199 4 19
Ethnic all 3 37
a. employee or membership benefit
organization: fraternal
beneficiary, society, order,
or associlation 260 1 12
b. cultural, historical or
other educational activities 60~119 26 5

1See Table 1.

2One large organization, The Colonial Dames of America, dominates this class.
It has a collectiveness index of 5 (%), and is not included in any of the

sub-classes because it listed no activity code.
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Industry, in the sense described in Table 3, may or may not be a
useful way of thinking about organizations, given our goal of identify-
ing organizations by their degree of collectiveness. We turn next to
the question of whether the IRS activity codes or the Gale directory have
captured more homogeneity of collectiveness in their industry classifi-
cations. Table 7 shows the index values for organizations that afe in
the same class of IRS activity codes even though they are in different

industry groupings in the Encyclopedia groupings that are used in Table 2.

Table 7 also discloses considerable variance, as did Table 3. It is not
surprising, perhaps, that "Business and Professional Organizatioms,'" for
example, should vary considerably in their collectiveness indices, depending
on the nature of-the business or profeséion.

The variance in th;’degree of collectiveness of organizations that
are nonprofit in a tax sense is shown even more sharply by Figure 1, which
shows theidistribution, by the C index, of organizations which can all
accept tax deductible gifts. (While some organizations not included in
Section 501 (C) (3) of the Internal Revenue Code can alsb accept gifts
that are deductible on the donor's federal income tax, all 501 (C) (3)
organizations are able to accept tax deductible gifts.) Nonetheless,
Figure 1 shows that more than a third (387%) of those organizations |
actually receive no gifts at all. The median organization recéives 25%

of its total revenue as gifts.

A Modified Collectiveness Index

It might be argued that sales of private goods by nonprofit organiza-

tions are means by which the objectives of the organizations are financed,
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Table 7

Collectiveness Index Values for Organizations in Different Industry
Groupings but Same Activity Code Classes, 1973~1975

Number of Industry Collectiveness
Activity Code Class Organizations Group Index
Cultural, Historical or Other
Educational Activities
(Codes 060-119) 18 12 18
3 13 3
10 4 63
Business and Professional
Organizations
{Codes 200-229) 12 8 32
, 18 9 36
6 14 0
21 16 0
Employee or Membership Benefit
Organizations '
(Codes 260~279) 7 9 1
54 15 1
Sports, Athletic, Recreational
and Social Activities
(Codes 280-319) 6 13 0
10 14 12
Advocacy
{Codes 510-559) 5 5 18
5 6 4

For list of activity codes, see Table 1.

Table 2.

Calculations from U.S. tax returns, Form 990.

For list of industry groups, see
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and that those objectives are of two types: (1) the interests of members
of the group, and (2) the interests of a wider group, of which members may
be a small part. The distinction between (1) and (2) corresponds to the
difference, discussed earlier, between the uses of revenues from dues

and from gifts. If we continue to identify dues and gifts with these
internal and external benefits, but now identify sales with fund raising
to support those activities, then another measure of collectiveness is
suggested, one that regards all nonprofit organizations as devices for
supporting activities of type (1) or (2) in varying degree. One such
modified index is

Gifts .

Mi - Giftsi + Duesi x 100. (3

Gifts revenue are used again to proxy collective-goods output, and dues
revenue are used to proxy outputs that are collective only for members.
The M index would give a value of zero to an organization that collected
dues but received no gifts, and a value of 100 to an organization that
received no dues revenue but some gifts. Because the index d%sregards
sales revenue it is undefined for the limiting case of a firm--rare among
nonprofits--that has revenue only from sales, and none from either dues
or gifts. It is useful, however, in concentrating attention on the two
sources of revenue that distinguish the organizations that are convention-
ally termed nonprofit from ordinary private sector profit-oriented firms,
which have revenue only fromrsales of private-type goods.

One undesirable property of the M index is that it gives the same
collectiveness score to an organization for which private good sales con—

stitute an overwhelming proportion of the firm's total revenue, and another

organization, with the same ratio of gifts to dues, that has no sales
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revenue at all. Consider, for example, the following two hypothetical

organizations (revenues are stated in thousands):

Gifts/ Gifts/
Organization Sales Dues Gifts Total Total (C) Gifts & Dues (M)
1 $950 $ 5 $ 45 $1000 4 90
2 0 100 900 1000 90 90

The two organizations have the same M index but vastly different C indices.
Firm 1 receives 95% of its revenue from sales; firm 2 gets none from sales,
and 907 from gifts. Organizations that differ so much in their relative

dependence on sales and gifts are not likely to be describable by the

same behavioral model. This observation explains both my preference for the .

more comprehensive measure of collectiveness, C, and the difficulty that
economists are likely to'have in modeling nonprofit firm behavior until
the degree of collectiveness of the entire organization's activities is
recognized. Nonprofit hospifals, for example, now receive only some 2%
of their total revenues from gifts, while nonprofit educational orgéniza—
tions receive about 40% of their total revenues as gifts.- Corresponding
differences in behavior can be expected.

Table 8 arrays the seventeen types (industries) of nonprofits according
to the M index. The higher the score the greater the degree to which the
organization's activities are deemed to bring external benefits. It is
noteworthy that the industry rankings using the M and the g_indicesv(Tables
8 and 3) are quite similar. Indeed, the Spearman coefficient of fank cor-

relation indicates that the rankings are not statistically'different from °

one another. The only classification changing by more than three ranks is . .



38

Table 8

Modified Collectiveness Indexes, 1973-1975

Modified Collectiveress

Type of Organization — ' Ipdexl.
1. Cultural 99
2. Religious 95
3. Public Affairs 92
4, Scientific, Engineering

and Technical 74

5. Social Welfare 73
6. Educational 61
7. Agricultural 56
8. Legal, Governmental, Public

Administration and Military 37

9. Veterans, Hereditary and Patriotic 22

10. Honor Societies 18

11, Athletic and Sports 17

12. Ethnic 16

13. Health | 92

14. Hobby and Avocational 4

15. Labor Associations 4

16, Chamber of Commerce 4

17. Trade, Business and Commercial 3

1Gifts/gifts plus dues.

21f the three large and extreme 'outlier" observatiocns are excluded,

the M index for the remaining 32 orgamizations in this group would
be 28, (see also note 3 tc Table 3).



39

"Scientific, Engineering and Technical," which moved from position 11
on the C index to position 4 on the M index.

Whichever index, C or M, is used, a firm's revenue from gifts is
held to be a useful index of the external benefits generated by its
activities; that is, of its collectiwve-good output. It would be useful,
however, to go beyond the measurement of the volume of gifts, to inquire
into their source. The point is thatlgifts (grants) from governmental
sources may have a different influence on behavior than grants from private

sources, and, indeed, different sources of grants even within the overall

.governmental or private categories may well imply different incentives

and constraints, hence, different.degrees of external benefits.

Our analysis of theﬂForm 990 tax returns points up the fact that an
organization's tax statu; and either of the measures of coilective goodness
are by no means perfectly (rank) correlated. There are only two statuses
that an organization can have with respect to the income tax deductibility
of donor's gifts to it. FEither the gifts are deductible or they are not
(although there are upper limits on individual tax-~deductible gifts, and
these limits vary somewhat among types of organizations). Depending on
the type of organization, as shown in the tables above, tax étatus is
essentially dichotomous; in general, virtually all organizations in a given
industry are tax deductible (that is, gifts are deductible on the giver's
federal income tax return), or virtually all are nontax deductible.
Nonetheless, collectiveness indices show considerable variation. There

are, in short, many tax deductible organizations that receive no gifts,



40

and there are nontax deductible organizations that receive sﬁbstantial
gifts. Important examples of the latter are the Sierra Club, Common
Cause, and Ralph Nader's Public¢ Citizen, all of which are nonprofit or-
ganizations that do not have deductible status-because of their lobbying
activities; yet, each receives sizable amounts of nontax deductible gifts
to finance their collective~good activities.9

Further work is necessary to develop measures of collectiveness. The
data utilized here do appear, however, to be promising sources. As
economic research moves on to the development and testing of models of
nonprofit behavior it will be important to distinguish more carefully
tha.n has been done in the literature to date, among the wide variety of
nonprofit organizations. This paper argues that variety should be
judged by the criterioniof the degree to which the organization is
involved in provision of collective-type goods--goods bringing substantial
external benefits;lO the observation of nongovernmental organizations

providing collective goods requires further theorizing.

6. MODELING NONPROFIT FIRMS: SOME CONJECTURES

As we seek to model behavior of nonprofit f£irms, our data suggest
that we should think of those firms as hybrids of private-good and
collective~good producers. We héve found that legally-nonprofit firms
vary tremendously in their hybrid status. If, to begin with, we think of
the firm's objective function as being separable into private and collec-
tive components, then it is likely that the former can be modeled as an
ordinary profit—maximizer. The collective component is in need of further

analysis. This section contains some preliminary thoughts on the
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ingredients of useful predictive models for organizations having high
and low collectiveness indices.

It may or may not be appropriate'to regard fhe hybria's objective
function as separable; decisions on behavior of the private and the
collective~-good divisions of the firm's activities may well be inter~
dependent. For example, there may be demand interdependencies between
the private and collective goods, as when the price at which the firm
can sell private goods ié a function of the quanfity and quality of its
collective-good output. This is another way of saying that fhe purchaser
of the firm's ﬁrivate—good oufput may be making a contribution to the
firm's collective output in the form of a price greater than that which the

purchaser would be willing to pay if he were simply purchasing the private

~good alone. In additiord, there may be production interdependencies between

the private and collective outputs, as when the collective good information

(e.g., about product quality or political candidates) can be embodied
as an input to a saleable private-good, book,

As research on behavioral models of nonprofit firms proceeds, it may
be useful to begin by considering pure cases-~-the pure private-good non-
profit and the pure cﬁllective—good nonprofit, Consideration of hybrids

will wait.

Modeling Nonprofits with High Collectiveness Indices

The behavior of a private firm that provides collective goods would
seem to hinge on its struggle for finance. "Unable (or uﬁwilling) to ex~
clude consumers, as private firms normally do, and unable to compel payment,
as governmental providers of collective goods normally do, how can the

private provider of collective goods sustain itself?
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Reference to the tax subsidies that are available to some nonprofit
organizations——presumably greatest for the producers most likely to use the
subsiaies to provide collective goods--is at best a partial answer.

These subsidies, whiéh reduce costs of operating and the private cost of
donating, do not bring either type of cost down to zero, or explain why
donors give any money (or goods) at all. Why are there any such gifts,
and how is the magnitude of gifts related to the degree of collectiveness
of the firm's actual or promised activity?

The donations function for a private provider of collective goods is
analogous to the for-profit firm's demand function. What are the kéy
arguments inra donation function? Of particular importance, I hypothesize,
is information in fhe form of publicity regarding the collective-good
activities of the firm.. The speculation that publicity is an important
determinant of donations is discussed somewhat more fully elsewhere (see
Weisbrod and Komesar, forthcoming) and additional study is under way,
but the argument may be summarized briefly here by pointing to the benefits
of publicity to a pfivate provider of collective goods.

First, unless the collective good is in a form that individual donors
can easily (costlessly) detect——which is generally not the caée——the
prospective donor will be discouraged from giving to finance an activity
that may or may not actually be provided in the intended fashion. In
the private-good case this is not a problem, but it can be when collective
goods are involved. If, for example, a firm claims to be a provider of
income transférs in cash or in subsidies (e.g., to the indigent for legal

assistance or in educational scholarship aid), prospective donors,
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whether ordinary consumers or wealthy foundations, may welcome evidence
that donations to the organization are actually used that way. Pﬁblicity
can provide that evidence.

Second, publicity for the firm's collective-good activities may
have the effecf of shifting its production function outward, permitting
it to increase its output with the same inputs. This would be the case if,
for example, the firm was in the business of providing a stronger volce for
iﬁterests that are underrepresented because of group-organizational costs;
the effectiveness of Ralph Nader--and any funds given to him--is doubtless
enhanced by his being widely known. Such publicity-induced productivity
enhancement can be expected to strengthen efforts at fund raising.

Third, publicity identifies the managers of the nonprofit firm as
being productive, and tﬁis will tend to increase the managers' market-
ability if they should contemplate switching jobs (as the publicity from
publishing does for an academic scholar). /

The hypothesized importance of publicity as an argument in the ob-
jective function of a collective nonprofit may also be related to a demand
lby consumers for trust, for dealing with a seller in whom they can be
more confident of being treated honestly. Such a demand is important
for a subset of commodities for which the consumer is ill-equipped to judge
for himself or hefself the quality of what is being purchased. Charity
and research are but two illustrations of activities of this sort that non-
profit organizations engage in. In general, the role of the collective
nonpfofit firm as an agent providing trust when information is costly to

obtain is worthy of further attention.
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Thus, a firm having a high index of collectiveness is, I believe,
not a private-goods producer that chooses a higher or lower rate of
output than would maximize profit, thereby eliminating profits; rather,
it is a collective~goods producer that sells the collective good at a
price less than average cost (or gives it away), financing the privately
unprofitable sales out of gifts., The gifts may be in the form of an
explicit gift in cash or in-kind, or in the form of a sales or dues pay-
ment that is above~market in the sense that the payment exceeds what
the consumer would Be willing to pay were i1t not for the desire to
contribute to the organization's collective-good activities, The
ability of the firm to6 obtain gifts may be a function of the collective
benefits of the organization's activities, presumably at the margin, and
of the information that the organization can convey regarding the collective
benefits. A collective nonprofit, thus, may be thought of as confronting
a market demand that is a function of both ordinary demands by consumers
of its outputs, and donation-demands, willingness of donors to pay for
the provision of particular collective goods, the bulk of benefits from
which would accrue to third parties.

One other element in a collective nonprofit's behavioral model
appears to be the preferences of its manager—-entrepreneurs to accept
lower—than-market returns in exchange for the utility from engaging
personally in public interest, external-benefit generating activities,
In effect, the manager-entrepreneurs of collective nonprofits may be

giving in-kind gifts.ll
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Modeling Nonprofits with Low Collectiveness Indices

Nonprofit organizations with low collectiveness index values,
posited to be providers of essentially pure private goods, would appear
to be one of the following two types: (1) adjuncts or captives of
profit-maximizing firms, or (2) profit maximizers in disguise. In the
case of types 1, illustrated by trade associations of for-profit firms,
my presumption is that the nonp;ofit firm behaves precisely as a profit
maximizer, spending funds obtained (from its members, the demanders of
its output) up to the point where the members' profits are maximized.
These captives may thus appear to be different from the standard
profit-maximizing firms: the captive maximizes not its own profits
but the profits of its ''captors." There is another way, however, to
view the behavior of the captive firm, It may be thought of as maxi-
mizing its own profits (as well as its captors') or, in this case,
minimizing its own losses. The captive may be seen as undertaking
activities that produce profits for its captors, up to the point at which
the marginal loss to the captive is eduated with the marginal profit to
the captors; the resulting loss for the captive is then made up by
contfibutions (gifts, grants, subsidies, etc.) from the captor, so that
the captive breaks even., Thus, its profit is maximized at zero after
the owners (captors) earn at least a normal profit on their investment
(including subsidy) in the captive., Subsidies from the captors are,
in effect, variables in the firm's donation-demand function.

in the case of type 2, observed profits would be zero only by virtue
of the organization's paying above-market prices to the factor suppliers

who own it--managers or partners, suppliers of capital, suppliers of
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land, etc. The above-market rewards they obtaln are simply profits

pald out as wages, land rents, and so forth.

7. CONCLUSION

Interest in the nonprofit sector has grown as 1ts importance has
come to be recognized and, although little firm evidence over time
exists, as its importance has inereased., Special tax treatment of non-
profit erganizations has ralsed questions about the efficiency of those
organizations as mechanisms for achieving social goals. Economists have
only recently begun to pay attention to the role and behavior of the non-
prgfit organizations that the U.S. Congress has addressed itself to for
a number of years.

Fundamental to any-normative assessment of the nonprofit form of
institution is the development of a positive theory of its behavior;
armed with such a theory it would be possible to predict the responses of
the firms in this sector to a given stimulus (set of incentives) with
given constralnts. But a satisfactory positive theory of behavior by
nonprofit firms is not enough,

Equally fundamental to a normative assessment is a theory of what
society would regard as desirable behavior. This requires a more
general theory of institutional failures than we now have., If the
private nonprofit mechanism has even a potentially useful role to play
in the economic system, it must be because it is superior in a benefit-
cost analytic sense to the other institutional mechanisms with which
it competes. These include the private for-profit sector, the government

sector, and the household sector,

-
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The present paper has set out to sharpen thinking about precisely
what organizations we should have 1n mind when we think about the non-
profit sector from either a positive or a normative perspective, It has
noted that the handful of attempts to model the behavior of nonprofit
firms have each examined a particular, rather specific type of firm; thus,
we have models of nonprofit hospital behavior and of nonprofit college
behavior. These output—specific models are in sharp contrast with our
model of the profit-maximizing private market economy, which eﬁbraces
the steel industry and the baking industry, the retailer and the manu-
facturer, the farmer and the industrialist, the importer and the exporter.

The development of a comprehensive behavioral theory of the non-
profit firm and sector does require the drawing of distinctions among
the wide variety of organizations that have come to be termed nonprofit,
éﬁt the useful distinctions do not seem to be based on industry. This
paper has suggested that (1) all nongovernmental organilzations can be
thought of as combinations of private and collective—good providers;

(2) the typical private sector firm is a polar case, being a pure private~
good producer; and (3) some firms provide goods with a significant
collective-good component, performing a role more traditionally didentified
with government. |

The paper has proceeded to present and apply an operational measure
of the degree of.collectiveness of any firm's activities, ranging from
zero for a pure private-good producer, to 100 for a pure collective-
good producer. An underlying axiom is that the direction required for
research is to model the behavior of the private producer of collective
goods. Such firms do exist--in varying degree--and they are, presump-

tively, not describable as profit maximizers. By focusing attention on
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the degree of collectiveness, we have set forth a dimension in which
firms providing otherwise heterogeneous outputs are comparable. Indeed,
in these terms our traditional theory of the private market sector is a
special case: whereas the firms in that sector produce goods and

services of enormous diversity, the firms are homogeneous in their

degree of collectiveness--zero.



NOTES

1For information on hospital behavior see Pauly and Redisch (1973);
Lee (1971); and Newhouse (1970). For information on the university see
Levy (1968); and James (1976a)., For information on the nonprofit
sector in general, see James (1976b); Weisbrod (1975); and Niskanen

(1971, especially ch. 9).

2For an elaboration of this theme, see Weisbrod (forthcoming b).

3An alternative to the term collective goods might be corrective

goods, The latter term, while unconventional, would highlight the degree
to which a firm's activities served to correct failures of the profit-
maximizing and governmental sectors. The failures that might potentially
be corrected would incléde those resulting from collective-consumption
goods but aiso from other sources, such as monopoly. A profit-maximizing
nondiscriminating monoéolist,would be in equilibrium when the firm
captured only part of the marginal social benefit of its output; that

is, the monopolist provides marginal benefits that it does not capture
(in the amount of the difference between price and marginal revenue).

The efficiency case for subsidizing or otherwise bringing the monopoly to
expand output is in essence the same as the efficiency case for subsi~
dizing private providers of collective goods—the difference between
private and social benefits (costs). I use the term collective goods

in this paper because my main interest is in the role of nonprofit organ-
izations as providers of collective-type goods, not in their potential

or actual role in correcting other sources of allocative efficiency

failures.
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4It is interesting to note that a profit-maximizing monopolist

seller of pure private goods would have a C* index greater than zero,
by virtge of the deviation between marginal fevenue{(internal marginal
benefits) and demand price. Ihe difference would represent marginal
external benefits. In short, the C* index may be thought of as a market

failure index,

5
I am indebted to Kenneth Wolpin for a stimulating conversation in

which this point evolved.

6The benefits may, for example, have been derivative of the benefits

to the eventual recipient; see Hochman and Rogers (1969).

7For g summary of recent estimates of the magnitude of volunteer

labor, see Weisbrod and ‘Long.

8The number of hours worked by volunteers, classified by subsector,

has been estimated by the U.S. Department of Labor (1969) for 1965,

9'I'heir C index values are
Sierra Club 19
Common Cause 31

PuBlic Citizen 86
However, most of Common Cause's national revenue is from its affiliates,
and this revenue is shown as dues (actually, "gross dues and assessments,
from members and affiliates™); to some extent such dues are actually

gifts,

0
It is clear that to some pecple the activities of these groups
are collective bads; that is, the activities enter negatively into the

individuale' utility functions.
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11This theme is being developed in another paper by the author, now

in preparation. Data for lawyers in private practice and in collective
nonprofit public interest law show strongly that this is the case, see

Weisbrod and Komesar (forthcoming).
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