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WHY THE BUSH TAX CUTS ARE
NO THREAT TO PHILANTHROPY

STUART M. BUTLER, PH.D.

President George W. Bush’s proposals to reduce
marginal tax rates and eliminate the estate tax (the
death tax) have raised the concern that gifts to
charitable organizations could decline. The argu-
ment is that the value or actual “price” to the
donor of charitable gifts that currently qualify for
income tax or estate tax deductions is reduced
because of the tax saving. The higher the individ-
ual’s tax rate, the bigger the benefit of the tax break
and thus, so it is said, the greater the inducement
to give. The concern is that under the Bush plan,
tax rates would be lowered, thereby lessening the
tax savings and hence the incentive to give.

Such concerns overlook the historical relation-
ship between tax benefits and donations. Specifi-
cally:

* Changes in tax rates have a surprisingly small
effect on donations. Charitable organizations
predicted that tax rate reductions in 1981 and
1986 would reduce giving. These predictions
proved to be incorrect. According to Giving
USA 2000, an annual report on philanthropy;,
by 1984, when President Ronald Reagan’s eco-
nomic plan was fully in effect, total charitable
giving was 11.8 percent higher (accounting for
inflation) than it had been in 1980. Between
1985 and 1989, contributions in inflation-
adjusted dollars rose by 19.1 percent, slightly

above the long-term increase for similar
periods.
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variations in fed-
eral tax rates over
the past quarter-
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cent during this period, the amount that indi-
viduals donate to nonprofit organizations has
remained relatively constant at around 1.8 per-
cent of personal income.
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The critical economic factor in the level of

donations is income, not tax breaks. When the
economy is strong, donations rise. Thus, with
reductions in marginal tax rates stimulating the
economy and personal income, the most likely
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ical pattern) would be
an increase—not a
reduction—in dona-
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savings during their
own lifetimes; instead, they expect to pass
some savings on to their children, and only
what is left over after this parental bequest—
and after costs such as taxes are paid—is con-
sidered a “residual” for supporting charities.
Thus, eliminating the death tax would actually
increase the residual available for charitable
bequests since the after-cost of planned contri-
butions to heirs would be reduced.

Professor Paul Schervish, who directs the Social
Welfare Research Institute at Boston University,
once opposed repealing the estate tax but now has
changed his view. Data developed by the institute
on a sample of individuals with assets of more
than $5 million suggest that if estate taxes were
reduced, most of the savings would go to a larger
charitable contribution. As he writes in the Janu-
ary 11, 2001, issue of The Chronicle of Philanthropy:

Instead of resisting repeal, charities and
fund raisers might do better to
contemplate how to become effective in
an environment in which contributions
can flow to them through a far less
circuitous and expensive route than what
the estate tax creates.

Thus, if the philanthropic sector wants to see
tax policy that will increase donations, it would be
wiser for it to support tax changes that will boost
the long-term growth of income and savings—
such as rate reductions and the elimination of the
estate tax—rather than opposing these changes in
the Bush tax plan because of concerns that the
benefits of tax deductions would be reduced.

—Stuart M. Butler, Ph.D., is Vice President for
Domestic and Economic Policy Studies at The Heritage
Foundation.
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WHY THE BUSH TAX CUTS ARE
NO THREAT TO PHILANTHROPY

STUART M. BUTLER, PH.D."

President George W. Bush’ tax plan calls for
reductions in marginal tax rates, elimination of the
estate tax (the death tax), and reinstatement of the
“above-the-line” tax deduction for charitable dona-
tions by households who do not itemize their tax
returns and thus do not qualify for that deduction
today. These measures and various congressional
tax-cut proposals are raising the concern that gifts
to charitable organizations would decline if such
changes were implemented. The argument is that
the value or actual “price” to the donor of charita-
ble gifts that currently qualify for income tax or
estate tax deductions is reduced because of the tax
saving. The higher the individual’s tax rate, the
bigger the benefit of the tax break and thus, so it is
said, the greater the inducement to give. The con-
cern is that under the Bush plan, tax rates would
be lowered, thereby lessening the tax savings and
hence the incentive to give.

These concerns are misplaced. They overlook
both the reasons why people give to charitable
organizations and the historical relationship
between tax benefits and donation. Specifically:

People donate to charity for religious, civic, or
philosophical reasons besides their tax bene-
fits. In addition to
donations from
individuals,
sources for private
donations include
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for Economic Policy Studies
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other than eco-

nomic circum- H
stances influence ‘
how much indi-

viduals donate to  This paper, in its entirety, can be
charitable organi- found at: www.heritage.org/library/
zations. Various backgrounder/bg 1417 html
surveys indicate that marital status, religious
participation, and the donors age significantly
affect the percentage of income each individual
contributes.

Changes in tax rates have had a surprisingly
small effect on donations. Predictions in 1981

1. This paper includes significant text and updates information and data provided by former Heritage analyst John S. Barry in
“How a Flat Tax Would Affect Charitable Contributions,” Heritage Foundation Backgrounder No. 1093, December 16,
1996. The author gratefully acknowledges his work and contribution to this paper.
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and 1986 that large rate cuts would hurt giving
proved to be incorrect. Despite large variations
in federal tax rates over the past quarter-cen-
tury, charitable donations as a percentage of
personal income have remained remarkably
constant. Although the top marginal income
tax rate ranged from 28 percent to 70 percent
during this period, the amount that individu-
als donate to nonprofit organizations remained
relatively constant—around 1.8 percent of per-
sonal income.

* The critical economic factor in the level of
donations is income, not tax breaks. When the
economy is strong, donations rise. Thus, with
reductions in marginal tax

March 8, 2001

Although changes in the tax may alter the manner
and timing of charitable contributions, it is
unlikely that they would have any significant effect
on total giving—except possibly to increase it.

WHO RECEIVES
CHARITABLE CONTRIBUTIONS?

Religious organizations receive by far the high-
est percentage of donations; in 1999, they received
about 43 percent of total contributions. Education
groups—primarily private colleges and universi-
ties—are the second largest category, with 14.4
percent of total contributions in 1999.

& Chart1

B1417

rates stimulating the econ-
omy and personal income,
the most likely result (mir-
roring the historical pat-
tern) would be an
increase—not a reduc-
tion—in donations.

It is not new for charitable
organizations to express con-
cern about tax rate reductions.
Perhaps understandably, they
tend to assume that changes in
the after-tax “price” of contri-
butions will influence total
contributions. But the evi-
dence indicates that while
Americans may take advantage
of tax benefits in choosing
how and when to contribute,
the most important economic
influence on their contribu-
tions is their economic cir-
cumstance. Thus, charitable
organizations should be stress-
ing the importance of tax rate
reductions as a factor in eco-
nomic growth, not arguing
that taxes should be kept high
to “help” philanthropy.

Religion

Education
$27.46 (14.4%)

Finally, worries about the
impact of eliminating the

$81.78 (43.0%)

1999 Contributions: $190.16 Billion
By Type of Recipient Organization

(In Billions of Dollars)

International Affairs
$2.65 (1.4%)

Environment
$5.83 (3.1%)

Public/Society Benefit
$10.94 (5.8%)

Arts/Culture
$11.07 (5.8%)

Other
$15.11 (7.9%)

Human Services
$17.36 (9.1%)

Health
$17.95 (9.4%)

Source: Giving USA 2000.

death tax are misplaced.
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Despite the diversity of recipient orga- @G>
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nizations, most Americans tend to think
of charitable organizations only as those
whose aim is to help the disadvantaged.
But the so-called human service/welfare
nonprofits that do fit this widely held
definition received only 9.1 percent of
all charitable contributions in 1999.
Health-related organizations received
just 9.4 percent.

One feature of the pattern of giving
that is often overlooked by analysts,
however, is the role that religious orga-
nizations play in providing basic assis-
tance and counseling to disadvantaged
groups. A 1993 study found that over
90 percent of America’s religious congre-
gations sponsor human service/welfare
programs through the donations they
receive. These activities range from
youth groups (72.6 percent of religious
congregations engage in this activity)
and food kitchens (50.1 percent partici-
pation) to family and marriage counsel-
ing (62 percent participation).” In 1991,
religious congregations donated a total

Individuals
$143.71 (75.6%)

1999 Contributions: $190.16 Billion

By Source of Contributions
(In Billions of Dollars)

Corporations
$11.02 (5.8%)

Bequests
$15.61 (8.2%)

Foundations
$19.81 (10.4%)

Source:  Giving USA 2000.

of $28 hillion to other charitable activi-

ties, including $11 billion in volunteer time. The
$17 billion in direct expenditures represented 31
percent of the total donated to religious congrega-
tions that year. In other words, nearly one-third of
the money donated to religious congregations is
spent on charitable activities other than religious
functions. *

WHO CONTRIBUTES TO
CHARITABLE ORGANIZATIONS?

Nonprofit organizations receive operating
income from a variety of sources. A 1996 study
indicated that only 10.1 percent of revenues for a
sample of nonprofits came from tax-deductible

contributions. The other 89.9 percent came from
program service revenues (71.7 percent), govern-
ment grants (7.9 percent), and other sources (10.3
percent).” Different types of nonprofit organiza-
tions tend to receive money from different sources.
For example, hospitals and nursing homes,
although they are generally nonprofits, offer ser-
vices they can price and sell. These and other
groups rely heavily on fees and sales. Homeless
and poverty shelters, on the other hand, rely
heavily on charitable donations.

Private donations also come from a variety of
sources. There are four major donor categories:
individuals, foundations, corporations, and

2. Giving USA 2000: The Annual Report on Philanthropy for the Year 1999 (Indianapolis, Ind.: AAFRC Trust for Philanthropy,

Inc., 2000), p. 23.

3. Virginia Hodgkinson and Murray Weitzman, From Belief to Commitment: The Community Service Activities and Finances of
Religious Congregations in the United States (Washington, D.C.: Independent Sector, 1993), p. 45.

4. Ibid., pp. 78-79.
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bequests. Each has unique characteristics that
influence which charities are supported and at
what level. In 1999, as Chart 2 shows, individuals
contributed the vast majority of dollars (75.6 per-
cent), with foundations, corporations, and
bequests responsible for the remaining contribu-
tions, for a total of $190.16 billion.

Individuals. Individual donations in 1999
accounted for $143.71 billion worth of private
contributions.® By far the largest category, it
also is the most diverse. Individual donors
range from one-income households who give
change to their local churches, without any tax
relief, to rich families who donate millions of
dollars each year to universities or art muse-
ums.

Foundations. Donations from foundations
amounted to $19.81 billion in 1999. There are
more than 38,000 charitable foundations in
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Corporations. Corporations accounted for
some $11.02 billion in contributions in 1999.
There are many reasons why corporations
donate to charitable causes: general goodwill
among the corporate executives and tax con-
siderations, for example. However, public
image and profitability, the main responsibili-
ties of private firms, also are important. Sur-
veys have shown that consumers consider a
company’s public image in deciding whether to
purchase its goods or services. In addition,
many companies promote volunteer activities
among their employees because, among other
reasons, they have found that such service
improves employee morale.

Bequests. Donations made by bequest
accounted for $15.61 billion in charitable giv-
ing in 1999. Bequest, or willed, giving is
becoming an increasingly important source of
donations for nonprofits.

the United States, most of them small founda-
tions established by individuals. To be sure,
one reason foundations exist is to avoid paying
taxes. For example, many foundations are

FACTORS INFLUENCING DONATIONS

Several factors influence the percentage of
income an individual donates to charity and the

established to avoid paying the estate tax,
which can be as high as 55 percent of the
transfer amount. But foundations also exist for
other reasons. For example, they may be a
convenient way for many individual donors to
pool their gifts and fund projects that would
not be possible at the individual level—as is
the case with community foundations. Or
individuals may establish foundations with
specific instructions regarding the causes to
which the money will be donated upon their
death. Thus, an individual creates a legacy of
support for causes that are of importance to
him.

pattern of contribution.

Level and Stability of Income. Although there
is no constant relationship between income
and donations as a percentage of income, per-
sonal income is the most important determin-
ing factor in the level of giving. The level of
personal income also influences the type of
organization to which an individual donates.
Upper-income individuals are more likely to
give to the arts and humanities, environmental
causes, and educational institutions. Lower-
income individuals tend to give to religious
congregations and human service groups. An
individual donor earning over $60,000 per

Charles Clotfelter and Richard Schmalbeck, “The Impact of Fundamental Tax Reform on Nonprofit Organizations,” in The
Economic Effects of Fundamental Tax Reform (Washington, D.C.: The Brookings Institution, 1996), p. 214, Table 6-3. This
includes hospitals and nursing homes, which account for about 45 percent of the total nonprofit sector (measured by rev-
enues) and receive 93 percent of their income from program service revenues. However, even excluding hospitals, contri-
butions account for less than 35 percent of revenues for nonprofits. Note: these data are based on a sample of nonprofit
organizations required to file a 990 tax form, and thus do not include data from organizations not required to file such

forms.

6. Giving USA 2000, p. 22.
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year is roughly seven times more likely to con-
tribute to the arts and humanities than is a
donor who earns less than $20,000 per year.
On the other hand, those earning more than
$60,000 per year are only 1.5 times more
likely to donate to religious organizations. The
prospect of good economic times also influ-
ences giving. A 1999 survey by Independent
Sector, a national coalition of voluntary organi-
zations, foundations, and corporate giving pro-
grams, found that economic conditions are an
important factor; as households become less
worried about their economic condition, their
propensity to give increases significantly.”

Demographic Factors. Several demographic
factors influence the amount of income that
individuals donate to charity, regardless of
income level. The most important are age,
marital status, and church participation. In
general, older individuals who have been mar-
ried and who attend church regularly tend to
donate a larger percentage of their income to
charitable organizations than do young, single,
non—church-attending individuals. In addi-
tion, simply being asked to give is a major fac-
tor in contributions.

Religious Observance. There is a strong rela-
tionship between religious observance and
donations. A survey by Independent Sector
found that 84 percent of those attending reli-
gious services weekly in 1998 made household
contributions.” This compares with an average
for all households in the survey of 70.1 per-

cent. 10
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WHY CONTRIBUTIONS ARE LIKELY TO
BE STABLE DESPITE TAX CHANGES

The historical evidence strongly suggests that
future tax rate changes as such will have very little
effect on total charitable donations. But to the
extent that tax cuts stimulate the economy, the rise
in personal income will mean a rise in donations.

It is possible to draw three important conclu-
sions from the historical and economic evidence.

1. The economy is the critical factor in the
level of donations; and to the extent that
tax policy spurs economic growth,
donations will increase.

The level of charitable giving as a percentage of
income and economic output has remained rela-
tively constant for decades. But donations do tend
to track economic conditions, meaning that an
improvement in the economy tends to leverage a
more rapid increase in giving. As noted earlier,
surveys do indicate that people’ tendency to give
is quite sensitive to their view of the economy. In
the past five years, fast economic growth and high
consumer confidence have coincided with a rise in
both the volume of donations by individuals and
corporations and the percentage of income
donated.

This pattern suggests that steps to stimulate eco-
nomic growth (and thus personal income
growth)—such as marginal tax rate cuts designed
to spur saving, investment, and work—are very
likely to be associated with increased giving.

Giving and Volunteering in the United States: Findings from a National Survey (Washington, D.C.: Independent Sector, 1999);
see “Economic Conditions and Charitable Behavior,” at http://www.independentsector.org/GandV/s_econ.htm (February 22,

2001).

Giving and Volunteering in the United States, “Household Giving,” at http://www.independentsector.org/GandV/s_hous.htm (Feb-

ruary 22, 2001).

Giving and Volunteering in the United States, “The Relationship Between Religious Involvement and Charitable Behavior,” at
http://www.independentsector.org/GandV/s_rela2.htm (February 22, 2001).

Giving and Volunteering in the United States, “Key Findings,” at http://www.independentsector.org/GandV/s_keyf.-htm (February

22,2001).
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most of these Source: Giving USA 2000.

changes, concerns
very similar to the
worries expressed today were raised about the
impact of the tax proposals on philanthropy. But
while tax changes may have influenced the short-
term timing of donations (such as deciding
between December or January for tax purposes),
just as other decisions can be influenced in the
short term by tax code changes, there is no indica-
tion of any significant relationship between these
tax changes and charitable giving over the long
term.

Consider these two examples:

* The 1981 rate cuts. On several occasions, ana-
lysts and organizations have predicted dire
consequences for charitable giving because of
major changes in the tax code. One such occa-
sion was in 1981, when Ronald Reagans first

economic plan sharply reducing marginal tax
rates became law. The plan included an across-
the-board reduction of 25 percent in marginal
tax rates for individuals and a reduction in the
highest individual rate from 70 percent to 50
percent. Many analysts and most directors of
nonprofit organizations feared a significant
decrease in charitable donations.

These fears were never realized. By 1984,
when the Reagan economic plan was fully in
effect, total charitable giving was actually 11.8
percent higher (accounting for inflation) than
it had been in 1980.'! The economic growth
that resulted from reducing the marginal tax
rates actually boosted the amount of charitable
donations. Moreover, total giving accounted

11. Giving USA, p. 137.
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for 1.8 percent of gross domestic product
(GDP) in 1984 compared with 1.7 percent in
1980.12 Between 1980 and 1984, the amounts
contributed by donors in every category (indi-
viduals, corporations, foundations, and
bequests) increased, as did the levels of contri-
butions received by nonprofits in every cate-
gory (from the arts to human service
organizations). And these increases occurred
despite the recession of 1981-1982.

e The 1986 tax reform. The 1986 tax bill elimi-
nated numerous deductions in the federal
income tax code and lowered the top individ-
ual marginal tax rate from 50 percent to 28
percent (certain features did result in a rate
slightly higher than 28 percent for some tax-
payers). Among other actions, the bill elimi-
nated the “above-the-line” tax deductibility of
charitable contributions that had allowed all
taxpayers, whether they itemized their returns
or not, to deduct charitable contributions from
taxable income between 1981 and 1986.

As in the early 1980s and even today, many
analysts predicted a dramatic reduction in the
amount of money donated to charitable orga-
nizations because of the lower marginal rates
on philanthropy and the elimination of the
above-the-line deduction. Philanthropy
Monthly, for example, published an article cit-
ing an Independent Sector report that charita-
ble giving would decline by $8 billion because
of the 1986 tax bill.'? But this confused short-
term effects with long-term trends. Total dona-
tions did fall by 1.3 percent between 1986 and
1987 (by $1.01 billion in current dollars), but
the 1986 total had been a sharp 16.1 percent
higher than the total in 1985. This 1986 “blip”
was most likely due to donors’ having
advanced giving originally planned for 1987 to
1986 to take account of that years larger tax
break. Donations then rose strongly again in
1988 and 1989, even though the final rate

Baci?g:“g"ﬁ"ﬁ"ﬁ“ﬂer
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reductions of the 1986 Act were being phased
in. Taken together, contributions in inflation-
adjusted dollars rose by 19.1 percent between
1985 and 1989, slightly above the historical
increase for similar periods.'* Far from the
bleak outcome predicted by analysts, charita-
ble contributions actually increased after
enactment of the 1986 tax bill—again, princi-
pally as a result of strong economic growth.

3. Reduction or repeal of the estate tax is
unlikely to have a major impact on giving.

Many analysts and organizations believe that
individuals would have a much-reduced incentive
to leave money to charities if the estate tax laws
were repealed or reduced. Current estate tax law
allows an unlimited deduction for charitable con-
tributions. Instead, the argument goes, people
would leave all of their money to their children or
other non-charitable causes rather than avoiding
tax by making a charitable donation through their
estate.

But economic analysis suggests that this would
not be the case. Economic theory suggests two
ways of looking at how households decide what to
do with their lifetime savings and bequests.

 The “life cycle hypothesis,” first advanced by
economist Franco Modigliani, maintains that
households act to accumulate an amount of
savings that they plan to exhaust in their own
lifetimes. At the end of their lives, a “residual”
sum may be left that can be willed to children,
charities, or others, depending to a degree on
the after-tax cost of leaving money to these var-
ious individuals or groups. Under this view,
reducing or eliminating the estate tax would
decrease the amount bequeathed to charities
compared with heirs.

* The “permanent income” or “overlapping gen-
erations” theory, commonly credited to econo-
mist Milton Friedman, maintains that
households do not plan to consume all of their

12. Ihid., p. 143.

13. Bruce Hopkins, “Some Fine Print in Tax Reform,” Philanthropy Monthly, June 1986, p. 15.

14. Giving USA, p. 137.
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personal savings during their own lifetimes;
instead, they expect to pass some savings on to
their children, and only what is left over after
this parental bequest is considered a “residual”
for supporting charities. Under this theory, the
current tax on bequests to family members
serves to reduce contributions to charitable
organizations because of the high after-tax cost
of leaving money to heirs. Thus, eliminating
the estate tax would increase the residual avail-
able for charitable bequests, since the after-tax
cost of planned contributions to heirs would
be reduced.

The professional economic research in recent
years has tended to support the view that the per-
manent income/overlapping generations motive
has dominated household saving and bequest
behavior in the United States.'> This implies that
any public policy that increases the amount of sav-
ings available to households—such as eliminating
estate taxes or other taxes on savings—will
increase the “residual” left to charitable organiza-
tions as well.

Although charitable organizations generally
continue to take the view that reducing or elimi-
nating the impact of the estate tax would not be in
their interests, this view is by no means universal.
Some analysts and organization officials have come
to recognize that although donors will take advan-
tage of available tax breaks when they plan or
make a gift, eliminating the estate tax could simply
alter the way a donation is made by an individual,
as well as its timing, rather than reducing the total
amount (and may lead to a net increase in the gift).

For example, Professor Paul Schervish, who
directs the Social Welfare Research Institute at Bos-
ton University, once opposed repealing the estate
tax but now maintains that the economic impact
of repeal would generate more direct charitable
donations. He also notes that research conducted

March 8, 2001

by the institute during the 1990s indicates that
charitable bequests have risen more rapidly than
the size of total estates (lending support to the per-
manent income hypothesis). Moreover, data devel-
oped by the institute on a sample of individuals
with assets of more than $5 million suggest that if
estate taxes were reduced, most of the savings
would go to a larger charitable contribution.
Writes Schervish:

Instead of resisting repeal, charities and
fund raisers might do better to
contemplate how to become effective in
an environment in which contributions
can flow to them through a far less
circuitous and expensive route than what
the estate tax creates.'®

Analysis by David Joulfaian of the Treasury
Department’s Office of Tax Analysis indicates that
tax rates, wealth, and demographic favors have a
complex relationship, making it hard to determine
the effect of a change in the estate tax. Joulfaian
notes that wealthier individuals generally prefer to
make contributions through their estates rather
than during their lifetimes (where many see their
ability to deduct contributions eroded by the alter-
native minimum tax). But since the decision to
contribute through an estate is affected by income
tax rates, estate tax rates, and the ability to accu-
mulate wealth—itself affected by income tax rates
during the donors lifetime—the net effect of
reducirf; estate taxes on total giving is difficult to

gauge.

Craig Wruck, chairman of the government rela-
tions committee of the National Committee on
Planned Giving, notes that estate tax repeal pro-
posals also tend to have other features that would
stimulate giving, such as alterations in the rules
affecting charitable remainder trusts.*® Others
note that today’s estate tax can have a very per-

15. Laurence J. Kotlikoff and Lawrence H. Summers, “The Role of Intergenerational Transfers in Aggregate Capital Accumula-
tion,” Journal of Political Economy, Vol. 89, No. 41 (1981), pp. 706-732. See also Angus Deaton, “Understanding Consump-
tion,” Clarendon Lectures at Oxford University (New York, N.Y.: Oxford University Press, 1992), p. 217.

16. Paul G. Schervish, “Philanthropy Can Thrive Without an Estate Tax,” The Chronicle of Philanthropy, January 11, 2001, p. 47.

17. David Joulfaian, “Charitable Giving in Life and at Death,” July 2000, unpublished paper prepared for the Brookings Insti-
tution/University of Michigan Conference on “Rethinking Estate and Gift Taxation,” May 4-5, 2000.
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verse effect on charitable contributions, and elimi-
nation could lead to little change or an increase in
contributions. Jean Hocker of the Land Trust Alli-
ance, an umbrella group of 1,200 land-conserva-
tion groups, believes that elimination of the tax
“could be a plus and a minus.” While some owners
may conserve land today to take advantage of the
estate tax’s charitable deduction, she notes, family
members in other cases are forced to sell land for
development to pay a huge estate tax bill.!

A recent survey of wealthy individuals, reported
in The Chronicle of Philanthropy, also suggests that
reducing or eliminating the estate tax would have
little impact on contributions. According to the
Chronicle, “[e]liminating the federal estate tax
would not cause most people, including the
wealthiest Americans, to change their charitable-
giving habits. ..."%°

CONCLUSION

Although a marginal tax rate reduction stimu-
lates work and savings, by reducing the value of
tax deductions, it raises questions about the
impact it will have on charitable donations. On its
the face, a rate reduction makes a donation less
economically attractive and so threatens to reduce
contributions—a concern routinely expressed by
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philanthropic organizations when rate cuts are
proposed.

To be sure, a tax change may change the year in
which a contribution is made to enable the donor
to obtain the largest tax benefit. In this regard,
contributions are subject to the same temporary
end-of-tax-year effects as any tax-advantaged
spending. Moreover, whether a gift is given during
a persons lifetime or through an estate is influ-
enced by the relative incidence of estate and
income taxes (including the alternative minimum
tax). But empirical evidence gives little indication
that there is any long-term effect from tax rate
changes other than to increase total giving because
of increases in income and wealth caused by faster
economic growth.

If the philanthropic sector wants to see tax pol-
icy that will increase donations, it would be wiser
to support tax changes that will boost the long-
term growth of income and savings—such as rate
reductions and the elimination of the estate tax—
rather than opposing these changes in the Bush tax
plan because of concerns that the benefits of tax
deductions are reduced.
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Foundation.

18. Thomas J. Billitteri, “A Taxing Dilemma,” The Chronicle of Philanthropy, July 27, 2000, p. 18.

19. Ibid.

20. “New Poll Shows How Wealthy View Estate Tax, Other Giving Issues,” The Chronicle of Philanthropy, January 25, 2001,

p- 23.




