BLackwer, ASPR

Advancing excellonce
In puhiic service . .

Is There a Dark Side to Government Support for Nonprofits?

Author(s): Arthur C. Brooks

Source: Public Administration Review, Vol. 60, No. 3 (May - Jun., 2000), pp. 211-218
Published by: Blackwell Publishing on behalf of the American Society for Public Administration
Stable URL: http://www.jstor.org/stable/977463

Accessed: 08/12/2010 12:17

Y our use of the JSTOR archive indicates your acceptance of JISTOR's Terms and Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp. JISTOR's Terms and Conditions of Use provides, in part, that unless
you have obtained prior permission, you may not download an entire issue of ajournal or multiple copies of articles, and you
may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of thiswork. Publisher contact information may be obtained at
http://www.jstor.org/action/showPublisher?publisherCode=black.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or printed
page of such transmission.

JSTOR is anot-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in atrusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

Blackwell Publishing and American Society for Public Administration are collaborating with JSTOR to
digitize, preserve and extend access to Public Administration Review.

http://www.jstor.org


http://www.jstor.org/action/showPublisher?publisherCode=black
http://www.jstor.org/action/showPublisher?publisherCode=aspa
http://www.jstor.org/stable/977463?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/action/showPublisher?publisherCode=black

Arthur C. Brooks
Georgia State University

s There a Dark Side to Government Support

for Nonprofits?

The relationship between government social spending and private donations to the nonprofit sec-
tor is an issue that is relevant to both public administrators and nonprofit managers. Does govern-
ment funding displace philanthropy, or encourage it2 This article introduces the debate into the
public administration literature. First, | survey and interpret the empirical work performed to date
in this area by economists. Second, | retest this question across four nonprofit subsectors using
data on both federal and state/local spending. My survey of the literature shows mixed results,
although a broad pattern indicates that “crowding out” tends to dominate, particularly in the
areas of social service provision and health. My empirical results are consistent with these find-
ings, although they must be interpreted cautiously from a policy perspective: While results are
statistically significant, the degree of crowding out is generally small. On the other hand, the claim
that government funding stimulates giving seems to lack both statistical and policy significance.

A debate of increasing intensity in the public econom-
ics literature surrounds the relationship between govern-
ment subsidies and private donations to the nonprofit sec-
tor. One hypothesis is that public spending displaces or
“crowds out” private giving; competing hypotheses, how-
ever, say that subsidies leverage (“crowd in”’) philanthropy,
or alternatively that the two sources of funds are indepen-
dent. This question has practical implications for both non-
profit firms and public administrators.

If public support complements private giving to organi-
zations, nonprofit managers should know this so that the
relationship can be used strategically—to ignore it would
represent a missed opportunity. And public administrators,
armed with this information, could better target their funds
toward specific outcomes, starting a “virtuous cycle” of fund-
ing in designated sectors of the nonprofit economy. On the
other hand, if subsidies substitute for private giving, non-
profit managers might save considerable effort currently
wasted on attempts to generate funds from both sources si-
multaneously. Public administrators and policymakers would
benefit from the knowledge that their funds might not be
creating the benefits they originally envisioned.

Another reason that both nonprofit and public manag-
ers can benefit from knowing the true relationship between
the funding sources is to cut through the language surround-
ing an inevitably polemical political issue. Nobel laureate

Milton Friedman (1980) argues that “one of the greatest
costs of our present welfare system is [that it] ... poisons
the springs of private charitable activity” (123). Specifi-
cally regarding the arts, critic Richard Kostelanetz (1990)
says, “public funding of large arts institutions [has] taken
private philanthropy off its increasingly expensive hook.”
In contrast, the National Endowment for the Arts (1998)
has stated that “Each NEA dollar is ... a funding catalyst
attracting many more dollars from local and state agen-
cies, corporations, foundations, and individuals.” Some-
one here must be mistaken.

The public administration literature has had plenty to
say about the interface between the public and nonprofit
sectors, of course. Focus on the “fourth face of federal-
ism” (Kettl 1981) would be expected, since most nonprofit
service providers now receive more than half their rev-
enues from government (Lipsky and Smith 1989-90). In-
deed, the devolution of services from government to the
third sector has led to what Milward (1994) refers to as the
“hollow state.”" The perils of this interface that have been
studied in the literature include the lack of control over
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contracted nonprofits (Gates and Hill 1995), perverse in-
centives on the part of nonprofit managers (Bernstein
1991), increasing reliance on public funds by formerly in-
dependent organizations (Smith and Lipsky 1993), and the
bureaucratization of the nonprofit sector (Anheier et al.
1997). This article adds the crowding-out issue to this list
in two ways. First, I summarize the work performed in
this area to date by economists. Second, I present a new
macro-level dataset across several nonprofit subsectors and
empirically test the question. This analysis compares the
effects of state/local versus federal expenditures and tests
all subsectors the same way, on the same data. The results
not only validate the general findings of the literature, but
also provide a richer picture about how different levels of
government affect philanthropy.

This article is organized in five parts. First, I present the
arguments on both sides of the debate. Then, I summarize
the public economics literature and its findings on this
question. Next, I describe the data and measurement tools
I will use, and present the results of the statistical analysis.
Finally, I present implications and conclusions.

Crowding Out or Crowding In?

Intuition is mixed on the effect that government sup-
port should have on private giving to nonprofits, if any.
Much government spending on the third sector is presum-
ably based on the assumption that this spending is not af-
fected by the behavior of private donors. This may not be
the case, however.

On one hand, there are several plausible reasons why
there may be “crowding out.” First, public will to support
a social cause might be diminished if the government takes
responsibility for its funding. A nonprofit may begin to
look like a quasi-public agency as a greater portion of its
revenues come from government sources (Friedman and
Friedman 1980), and few people contribute (voluntarily)
to government social programs. Second, subsidies to non-
profit firms may make them appear to private donors “non-
mainstream” and, hence, in need of nonmarket support.
And since many donors—particularly corporate donors—
are attracted to nonprofits that appear strong and indepen-
dent, such a perception may discourage them from giving
(Laurie 1994). Third, some private donors may continue a
financial relationship with a nonprofit only as long as they
can maintain control over the organization (Odendahl
1990), and government intervention may compromise this
control. Finally, since government support is tax-based,
higher public support might lead to lower individual dis-
posable income, discouraging private giving (Lingle 1992).
This last mechanism is not automatic, however, because
the tax deductibility of donations could actually lead to
higher donations as tax levels rise.
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On the other hand, there may be “crowding in,” espe-
cially when government provides seed money to nonprofits.
First, some government support takes place in the context
of matching funds campaigns and consequently is unavail-
able in the absence of matching private dollars. Addition-
ally, the government match to a private gift should gener-
ate greater benefits to both giver and receiver. Second, sub-
sidies might be viewed as proof of quality or reputability,
especially for organizations that are not especially well
known. Being worthy of government backing could stimu-
late the attention of private donors, who would otherwise
have ignored the organization. Third, government involve-
ment might be seen as a guarantee of due diligence on the
part of the nonprofit—public funding is generally granted
in return for a promise of a certain level of fiduciary re-
sponsibility, thus reassuring donors.’

The Evidence to Date

The evidence assembled has usually been subsector- and
region-specific. Studies have focused primarily on social
welfare provision, education, health-related organizations,
and the arts and culture. While this excludes many
subsectors, it encompasses by far the greater part of the
nonprofit sector: These four subsectors represent about 80
percent of all nonprofit expenditure (James and Rose-
Ackerman 1986, 6,14). Practically all of the studies have
focused on the United States, although some work has been
done on Canada and the United Kingdom.*

A few studies pool data across the nonprofit sector, gen-
erally finding crowding out, although (as is the case in
subsector-specific studies) it is fractional in that one dol-
lar of public funding crowds out less than one dollar in
private giving. Abrams and Schiff (1978) find that a 10
percent increase in state and local nonprofit funding led to
a 1.8 percent decrease in private giving, while a 10 per-
cent increase in federal funding led to a 2.7 percent de-
crease in giving. Lindsey and Steinberg (1990) found that
one dollar in federal money crowded out 6 cents in private
donations. On the other hand, Schiff (1985) finds that while
one dollar in local funding crowded out 66 cents in giving,
one dollar in state funding crowded in 34 cents.

Social-Human Welfare

The studies focusing specifically on social-human ser-
vice nonprofits are broadly consistent with the results just
cited. In general, with the exception of an occasional find-
ing of crowding in at the state and local levels, studies find
no significant relationship between funding sources or
crowding out.

At the federal level, Amos (1982) finds 46 cents of pri-
vate donations were crowded out by one dollar in govern-
ment support. Similarly, Payne (1998) discovers crowd-



ing out of 53 cents, while Schiff (1990) finds crowding
out of 40 cents. Steinberg (1985) finds a much smaller ef-
fect, with only 5 cents displaced. Day and Devlin (1996)
find that volunteer time is crowded out by federal subsi-
dies in Canada, in both amount and in the decision to vol-
unteer in the first place. In contrast, Reece (1979) and
Lindsey and Steinberg (1990) find that the relationship
between federal money and donations was not statistically
significant.> Khanna et al. (1995) also find insignificance
for U.K. charities.

In another U.K. study, Jones (1983) combines federal
and local funding and finds crowding out of 2 cents per
dollar of subsidies. Other studies looking at state and lo-
cal government subsidies have had mixed results. While
Schiff (1985) finds crowding out at the state level of 6
cents per dollar of subsidy, he also finds that one dollar
in local subsidies crowded in 3 cents in donations, and
one dollar in state noncash transfers crowded in 5 cents.
In addition, in a later study he (Schiff 1990) finds 13 cents
of crowding in at this level. Mixing state and local gov-
ernment support, Abrams and Schmitz (1984) find that
one dollar of subsidy crowded out 30 cents for each $1,000
of personal income.

Education

Considerably fewer studies have been conducted specifi-
cally on education than on social welfare nonprofits. The
two studies that have addressed this area present mixed re-
sults. First, Day and Devlin (1996) find that volunteer time
to educational institutions is crowded out by government
funding in Canada. Second, in a study that is more difficult
to interpret, Connolly (1997) finds a complementary rela-
tionship between internal and external research funding to
universities. To the extent that external funding is govern-

tically significant. On the other hand, Khanna et al. (1995)
find about 18 cents crowded out for each dollar of govern-
ment subsidy to British health organizations.

Arts and Culture

Studies of nonprofits devoted to arts and culture have
yielded diverse results, with a slight tendency toward
crowding out. Hughes and Luksetich (1997) find that al-
though the link between federal dollars and donations to
art museums was not significant, one dollar in state fund-
ing crowded out about 40 cents. In contrast, they find 48
cents crowded in at the federal level for history museums.
Brooks (1999) finds no significant relationship for sym-
phony orchestras. In the case of public radio, Kingma
(1989) finds 14 cents crowded out from one dollar at all
levels of government.

The results across all subsectors are summarized in
Table 1.

These findings are varied enough that broad generali-
zation is difficult. Findings of crowding out tend to domi-
nate and, in general, they are larger in magnitude than
findings of crowding in. It seems safe to say that the rela-
tionship between government subsidies and private phi-
lanthropy is highly dependent on the subsector, the level
of government involved, and the specific dataset used in
the analysis.

New Data and Measures

To add some clarity to this debate, I have assembled a
new dataset that looks at both state/local and federal spend-
ing on social and human welfare, health, and education for
the 40-year period from 1955 through 1995. I also study
federal spending on arts and culture using data from 1966

mental while internal

funding comes from pri- | Table 1
vately donated university | Results of Studies on the Effects of Government Subsidies on Private Donations to
funds (as is often the | Nonprofit Organizations
case), this might be evi- | sybsector studied Crowding in No statistically Crowding out
dence of crowding in. significant relafionship
General Schiff (1985) Abrams and Schiff (1978)
Health Scilliff ( 9ad5) X
Lindsey and Steinberg (1990)
Th 1 - Y 9
el e;e are ad§o rela- | q o iak-human welfare  Schiff (1985 Reece (1979) Amos (1982)
tively few studies spe- Schiff (1990) Lindsey and Steinberg (1990)  Jones (1983)
cifically on health-re- Khanna et al. (1995) Akar?{ns and Schmitz (1984)
Schiff (1985)
lated po,nproﬁts. Day and Steinberg (1985)
Devlin’s (1996) Cana- Schiff (1990)
. Day and Devlin {1996)
ship bet relation- | eqcation Connolly (1997) Day and Devlin (1996)
mept ween cglov?rn- Hedlth Day and Devlin (1996) Khanna et al. (1995)
nt money and vo u'n- Arts and culture Hughes and Luksetich  Brooks (1999) Kingma (1989)
teer hours was not statis- (1997) Hughes and Luksetich (1997)
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through 1997. These are compared with data from the same
period on private philanthropic giving to nonprofit organi-
zations in these subsectors. Combining this with data on
external macroeconomic forces, I will model and estimate
the effects in question across all four subsectors uniformly.
My intention is to lend greater consistency of method to
any speculation about the true nature of the relationship.

Figures on the government’s involvement in each
subsector were taken from the Statistical Abstract of the
United States (1998). The data on giving to nonprofits in
social and human welfare, health, arts and culture, and edu-
cation were acquired from the American Association of Fund-
Raising Counsel Trust for Philanthropy (1991, 1993, 1998).
Data on aggregate gross domestic product (GDP) were taken
from the Economic Report of the President (1998).

The regression analysis estimates the effects on this
year’s private giving to a particular subsector from last

year’s federal expenditures in that area; last year’s state
and local expenditures; last year’s private giving; the year
itself (trend); and this year’s GDP. Using the lagged val-
ues of government spending figures follows Kingma
(1990), and solves the problem of simultaneity in the model:
Last year’s government funding can affect this year’s pri-
vate giving, but not vice versa.® The intuition for this speci-
fication is that if donors react to government involvement
in a certain sector, the subsidies most observable are those
occurring in the previous period. Lagged values of the de-
pendent variable in each regression are included to cap-
ture important momentum effects seen in other studies (for
example, Brooks 1999): Donors are much more likely to
give this year if they gave last year, all else equal. GDP is
included to capture the effects of macroeconomic changes
on giving patterns.’

A perennial problem in this type of estimation (indeed,
in almost all empirical work on the

nonprofit sector) is the collection of
sufficiently detailed data. Because of

data limitations, three variables are
not included in the following mod-
els that might have been advanta-
geous. First, it could be helpful to
include the scale of operations of
each subsector among the explana-

tory variables to control for subsector
size, since we might imagine that
donations are relatively more or less

Note: Variables are measured in millions of 1995 dollars.

Table 2

Measures for Dependent and Independent Variables

Dependent variables

WEL_PRIVATE, Private contributions to nonprofit social and human welfare providers in year t.
EDU_PRIVATE, Private contributions fo nonprofit educational organizations in year t.
HEA_PRIVATE, Private contributions o nonprofit healthcare organizations in year t.
ART_PRIVATE, Private contributions o nonprofit arts and cultural organizations in year .
Independent variables

WEL_PRIVATE,,  Private contributions to nonprofit social and human welfare providers in year 1.
EDU_PRIVATE,,  Private contributions to nonprofit educational organizations in year t-1.
HEA_PRIVATE,  Private contributions to nonprofit healthcare organizations in year t-1.
ART_PRIVATE, , Private contributions fo nonprofit arts and cultural organizations in year t-1.
WEL_FED,, Federal expenditures on social and human welfare in year +-1.

EDU_FED, , Federal expenditures on education in year t-1.

HEA_FED,, Federal expenditures on health in year +1.

ART_FED, Federal expenditures on arts and culture in year +-1.

WEI._STA'I‘EH State and local expenditures on social and human welfare in year 1.
EDU_STATE, , State and local expenditures on education in year t-1.

HEA_STATE, State and local expenditures on health in year +~1.

PERIOD Trend variable, increasing as years pass in sample.

GDP, Gross domestic product in year t.

forthcoming depending on this char-
acteristic. Unfortunately, these data
have not been systematically col-
lected across the years in the sample.
Second, a clearly pertinent explana-
tory variable would be the level of
fundraising expenditures in each

subsector; these data are not included

Table 3 because aggregates across all firms in these
Descriptive Statistics of the Regression Data subsectors do not exist. I have included the
- : - - trend variable (TIME) to capture some of the
Mean S':::,‘:rd Median  Range  Minimum  Maximum effect of these omitted variables, on the as-
GDP 4,244,771 240,954 4,082,900 5,365,260 1,826,140 7,191,400 sumptioq that they hgve a tenfiency to change
EDU PRIVATE 106438 506 10220 13377 4611 " 17989 | Systematically over time. A third omltteq vari-
EDU_FED 15496 1270 19120 27504 3178  30,83| ableis the level of state and local spending on
EDU_STATE 229,897 14,815 254305 311,300 71,309 382,408 | arts and culture. These data have not been col-
HEA_PRIVATE 9,709 386 10,484 8,116 4911 13,026 | lected over most of the years in this sample;
HEA_FED 8152 638 9,01 13,620 1,342 14963 the effects of this omission will be discussed
wASE g 16 ) i 2 250
a:t_:glavm ;gggg 3,??2 ]28:410 60617 252 eogee| As would be expected, the data in this
WEL_STATE 78.435 7552 83167 176232 18522 194,754| sample exhibit clear indications of positive
ART_PRIVATE 6,840 517 6,623 8,515 2,655 11,171 first-order autocorrelation, which is adequately
ART_FED 185 16 209 316 14 331| corrected using the Cochrane—Orcutt estima-
Note: Figures are in millions of 1995 dollars. tion method.? The results presented in the next
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section are from the resulting generalized least squares
(GLS) regressions.

Results and Analysis

Turning first to the results for human and social wel-
fare, we see that while federal spending does not have a
significant impact on private giving, one dollar in state
spending crowds out about 2 cents in donations (signifi-
cant at the 10 percent level). The practical implications of
this finding are summarized in Table 5. If state spending
moves down from its median level by one quartile to the
25th percentile level, private donations are predicted to
increase by about $1.2 billion. If they move up to the 75th
percentile level, private donations are predicted to decrease
by about $400 million.

The only other significant variable in this regression is
the lagged value of private donations. This “momentum”
effect of giving indicates that one dollar given last year
leads to about 80 cents in giving this year.

In the case of education, neither state nor federal spend-
ing has a statistically significant impact on private giving.
What does predict philanthropy is last year’s giving and
increases in GDP: one dollar given last year explains 88

cents of giving this year, while a $10 increase in GDP ex-
plains a 2-cent increase in donations to this sector.

As in the case of social services, giving to health
nonprofits is crowded out by state spending, but is not af-
fected (statistically significant) by federal spending. Spe-
cifically, one dollar in spending displaces about 16 cents
in private giving. Table 6 puts this into policy perspective.
If state spending moves down from its median level in the
sample a quartile to the 25th percentile level, private do-
nations are predicted to increase by about $1.3 billion. If
they move up to the 75th percentile level, private dona-
tions are predicted to decrease by about $1.1 billion. Health
nonprofits also see significant momentum and growth ef-
fects. A dollar in giving last year explains 50 cents in giv-
ing this year, while a $10 increase in GDP explains a 2-
cent increase in donations.

For the arts and culture, the regression yielded no sta-
tistically significant results. While this is broadly consis-
tent with Brooks (1999), the findings of Hughes and
Luksetich (1997)—that state funding had a significant
negative impact on giving to art museums—suggest that
the lack of data on state arts spending in this sample may
be injecting an omitted-variable bias into the results. In
other words, the omission of the state variable may be

Table 4
GLS Regression Results
Independent
variable Dependent variable
WEL_PRIVATE, EDU_PRIVATE, HEA_PRIVATE, ART_PRIVATE,
Standard  Standard Standard Standard
Coef. error Coef. error Coef. error Coef. error
WEL_PRIVATE, , 0.793*** 0.153
WEL_FED, , 0.001 0.030
WEL_STATE, , -0.024* 0.013
EDU_PRIVATE,, 0.880*** 0.104
EDU_FED,, -0.028 0.054
EDU_STATE, , -0.007 0.009
HEA_PRIVATE, | 0.500*** 0.143
HEA_FED,, 0.110 0.100
HEA_STATE,, -0.159*** 0.054
ART_PRIVATE, , 0.279 0.200
ART_FED, | 0.732 1.732
TIME -125.43 159.4 -111.67 116.3 -48.28 95.48 192.88 151.0
GDP, 0.002 0.001 0.002* 0.0009 0.002** 0.0009 0.0002 0.001
CONSTANT  |-1585.0 1818.0 -1390.4 1431.0 -483.6 1350.0 895.48 3067.0
Rz=.95 Rz=.97 R2= 97 R2=.96
F=117 F=235 F=186 F=165
N=39 N=39 N=39 N=31
Note: Standard errors in parentheses.
* Coefficient is significant at a=.10.
** Coefficient is significant at a=.05.
*** Coefficient is significant at a=.01.
in the GLS model was estimated using the Cochrane—Orcutt iferative procedure.
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distorting some of the measured coef-
ficients or their standard errors.

Table 5

Policy Significance of State Social Welfare Subsidies

Conclusions and
Implications

My survey of the empirical literature
on the crowding-out debate shows thor-

Predicted donations to
social welfare nonprofits

Note: Figures are in billions of constant 1995 dollars.

State social welfare State social welfare State social welfare

spending at the 25th spending at the spending at the 75th
percentile value median value percentile value
($31.6) ($83.2) ($100.9)
$11.7 $10.5 $10.1

oughly mixed results, making sweeping

proclamations on the subject suspect. If
a broad pattern is visible, it would not
be in the direction of crowding in, as

Table 6

Policy Significance of Health Subsidies

Table 1 illustrates. Rather, we can say
that crowding out seems to be a domi-
nant effect especially in social/human
service provisions and health services.
In education and arts and culture, the lit-

Predicted donations to
health nonprofits

Note: Figures are in billions of constant 1995 dollars.

State health spending  State health spending  State health spending
at the 25th percentile  at the median value  at the 75th percentile
value ($4.2) ($12.2) value ($19.3)
$10.9 $9.6 $8.5

erature is simply inconclusive. The tests

I have undertaken here are consistent with these findings.
In the cases of education and arts and culture, I found no
statistically significant relationship between government
support and private philanthropy. In social-human services
and health, on the other hand, I found a small but signifi-
cant level of crowding out. In no case was there any sig-
nificant evidence of crowding in.

What accounts for these intersectoral differences? This
question is a topic of research in and of itself, which one
might begin to address by asking whether government
money tends to displace private giving more for necessi-
ties than “luxuries.” If this is the case—if funding for ser-
vices such as the arts and higher education (which are gen-
erally demand-inelastic and hence termed “luxuries” by
economists) is relatively insensitive to changes in govern-
ment funding due to specific donor characteristics—we
might expect the patterns witnessed. One such character-
istic might be that some of those who give to these
subsectors do so more for social motives than for reasons
of need (and hence the main argument for crowding out is
effectively neutralized). In the case of the arts, this expla-
nation is consistent with research on donor behavior (for
example, Brooks 1997, Ostrower 1995).

My findings of crowding out must be interpreted cau-
tiously from a practical perspective. A common weakness
in much of the empirical policy literature is confusion of
statistical significance and policy significance, and the re-
sults in both the general crowding-out literature and in my
findings demonstrate the important differences between
these concepts. For example, while state spending on so-
cial services is indeed significant (at the 10 percent level)
in crowding out donations, the magnitude of that effect is
probably not considerable enough to affect policy. Table 5
shows that using these regression results, an increase in
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state spending of $50 billion (moving from the 25th per-
centile in the sample to the median, a plausible change)
would displace just $1.2 billion in philanthropy. The policy
significance of crowding out in health is greater, but still
potentially judged to be small: an $8 billion increase (again,
the 25th percentile to the median in the sample) in state
spending crowds out $1.3 billion private giving.

While the crowding-out hypothesis is the more com-
pelling of the two from an econometric perspective, then,
public administration decisions will likely need to enrich
this result by answering the following questions:

* Is the witnessed level of crowding out great enough to sac-
rifice government funding for the subsector in question?

* Are there noneconomic reasons for continued public-
sector involvement in the subsector?

* On the other hand, are there nonpecuniary social costs
to crowding out even small amounts of voluntary par-
ticipation?

While the crowding-out results may have limited policy
significance, the “dual” result in this study might not. Spe-
cifically, a fairly convincing picture emerges that crowd-
ing-in arguments have no strong empirical basis: the claim
that government funding stimulates giving is generally
devoid of both statistical and policy significance. This re-
sult should discourage claims to the contrary from admin-
istrators and improve the accuracy of views on the subject
in the public sector.
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Notes

1. Some writers dispute whether the nonprofit sector is capable
of actually hollowing out the state to any meaningful degree
(Hall and Reed 1998).

2. This is a variant on arguments about the crowding out of pri-
vate expenditures by government provision of goods and ser-
vices in general. See, for example, Friedman (1962), Feldstein
(1974), and West (1975).

3. All three of these arguments are evident in the literature of the
National Endowment for the Arts (1998), which states that
“the National Endowment for the Arts provides a stamp of
excellence that leverages private support. NEA grants confer
national prestige that cannot be duplicated on a state or local
level. Each NEA dollar is matched by at least 1:1 and is a
funding catalyst attracting many more dollars from local and
state agencies, corporations, foundations, and individuals.”

4. This is due largely to the relatively undeveloped third sector

in most of Western Europe.

5. For all of the results reported in this section, significance is
at the 5 percent level.

6. Models containing the current year’s government spending
generally show an insignificant relationship between the vari-
ables, indicating that the model specification used here is
sufficient to capture all potential crowding out or crowding
in effects.

7. An implicit assumption made here is that federal spending is
independent of state and local spending. This is necessary to
avoid bias in the individual coefficients. A fuller explanation
of this and other technical issues in this estimation is pro-
vided in Steinberg (1993).

8. Autocorrelation was ascertained using Durbin’s A-statistic,
due to the presence of the lagged value of the dependent
variable.
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