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An enduring criticism of free markets is that they
are based on self-centered greed. Commentators on
the left deride American capitalism as “You're on
your own” economics, in contrast to the social dem-
ocratic vision of “We're in this together.”*

Many observers admit that free markets create
immense wealth and high standards of living, but
also believe free markets encourage self-interest and
reward greed. Seeking to earn Bill Gatess level of
wealth can seem inherently selfish.

But the fact that the American economy rewards
individual initiative does not signify that it pro-
motes greed. In this paper, evidence is presented
that supports that the philanthropic actions of
entrepreneurs, measured by the size of their chari-
table contributions as a portion of income, are 80
percent greater than the rest of the population. This
suggests that those who benefit the most from the
free market are motivated by more than narrow self-
interest—and give the most back.

TRADITION OF PHILANTHROPIC
ENTREPRENEURS

In America, entrepreneurship and philanthropy
have always been closely linked. One prominent
example is Andrew Carnegie, who first came to
America as a poor immigrant and later earned hun-
dreds of millions of dollars in the steel industry. He
used his vast fortune to serve others, building 3,000
public libraries across the United States. By the end
of his life, he had given away almost all his fortune.
Philanthropic entrepreneurs are hardly a remnant of
the past, having always had a place in American soci-

ety and the economy. Today, Bill Gates is the classic
wealthy entrepreneur, and few of his fellow Ameri-
cans consider him greedy. The Bill and Melinda
Gates Foundation is the largest charitable founda-
tion in the world and has donated billions of dollars
to prevent AIDS, offer college scholarships to minor-
ities, and fight diseases in the developing world.

To determine whether charitable giving by entre-
preneurs is exceptional or typical, The Heritage
Foundation examined a sample of tax returns with
reported charitable deductions that the IRS dis-
closes through its Statistics of Income Division. This
allows us to compare charitable giving of entrepre-
neurs with the rest of the population.

For the purposes of this paper, entrepreneurs are
considered tax filers who report more self-employ-
ment or business income than wage and salary
income. We exclude those with negative business
income. Non-entrepreneurs are considered those
who report no self-employment or business
income. This allows for comparisons of those who
run their own businesses—a common understand-
ing of an entrepreneur—to those who remain in an
employment relationship with an already-estab-
lished business. Details of these definitions are in
the appendix.

ENTREPRENEURS GIVE
MORE TO CHARITY

Chart 1 examines entrepreneurial giving as a per-
cent of adjusted gross income by income quintile.
Entrepreneurs give substantially more of their
income to charity than do non-entrepreneurs.

1. Jared Bernstein, “Rejecting the YOYOs,” TomPaine.common sense, May 30, 2006, at http://www.tompaine.com/articles/

2006/05/30/rejecting_the_yoyos.php (August 13, 2008).
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entrepreneur gives 80 percent more
of his income than someone who
does not work for himself or does not
own his own business.

ENTREPRENEURS
GIVE TO GIVE BACK

Why do entrepreneurs give more
to charity than their peers? The typi-
cal entrepreneur is motivated to give

2.67%
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0.93% 1.00% by non-entrepreneurs. There are sev-
064% eral important factors that especially
0.11% I 0.35% motivate entrepreneurs to give. A

recent survey of high net-worth phi-
Total lanthropists showed that entrepre-
neurs are significantly more likely to
give to charity than their peers with
comparable incomes and net worth in
order to set a good example for their
peers and children, or if they believe
that nonprofits could provide a ser-
vice that the government cannot.’
Entrepreneurs are also more likely to

Interestingly, this is true at all income levels, not
just for successful entrepreneurs. Even entrepre-
neurs with low incomes give generously. Entrepre-
neurs in the bottom quintile donate 0.6 percent of
their income. This is more than six times the rate for
non-entrepreneurs in the bottom quintile. Entre-
preneurs in the middle quintile give 2.7 percent of
their income to charity, triple the 0.9 percent that
non-entrepreneurs give in the same quintile.

It is also true at the top. Entrepreneurs in the
wealthiest fifth of the population contribute 3.1
percent of their income, compared to 2.2 percent
among non-entrepreneurs. Overall, the typical
entrepreneur donates 1.8 percent of his income,
compared to 1 percent for the person not running
his own enterprise. In other words, the average

give if they believe that a charity
meets a critical need because they believe that giv-
ing is a way to give back to society, or if they think
that those with more should contribute to those
with less.”

Who are the recipients of the donations from
entrepreneurs? As Chart 2 illustrates, philanthropic
entrepreneurs appear to be strong believers in the
diversification of their charitable donations. Entre-
preneurs contribute to educational organizations
more often than to any other group; nearly 80 per-
cent of their charitable donations are given to orga-
nizations supporting art, culture, religion, or
education, or to a foundation or charitable fund.*
Similar to their peers, successful entrepreneurs
rarely give to organizations that support basic
needs, health care, or disaster relief.”> Perhaps these

2. Seventy-four percent of entrepreneurs gave to charity in order to set a good example for their children, whereas 64 per-
cent of their high net-worth peers contributed for the same reason. Likewise, 74 percent of entrepreneurs contributed to
a charity that provided a service not provided by the government, while 62 percent of the peers contributed for the same
reason. The sample analyzed here included only individuals with annual incomes above $200,000 and a net worth above
$1,000,000—a total of 1,150 households. Patrick M. Rooney and Heidi K. Fredrick, “Bank of America Study of High
Net-Worth Philanthropy: Portraits of Donors,” Indiana University, Center on Philanthropy, December 2007, p. 59.

3. Ibid.
. Ibid., p. 54.
5. Ibid.
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Beneficiaries of Entrepreneurial
Good Will

Education and religion are the two main recipients of
entrepreneurial charitable giving, comprising 45 percent of
the totdl.

Education I NNEGEG_G_—_—TEE ©3.37
Religion NG O | 4%
Foundations or Funds [N 17.9%
Arts and Culture [N 15.6%
Health I 6.3%
Disaster I 4.9%
Combination Funds I 4.3%
Other I 3.1%
Basic Needs [l 2.7%

Source: Adopted from Figure | in Patrick M. Rooney and Heidi K.
Fredrick, “Bank of America Study of High Net-Worth Philanthropy:
Portraits of Donors,” Indiana University, Center on Philanthropy,
December 2007, p. 54.
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are examples of government aid obstructing private
assistance.

When compared with their peers, entrepreneurs
make substantially larger contributions to secular
charities and educational organizations. Entrepre-
neurs give, on average, about 81 percent more to
secular causes and about 121 percent more to edu-
cational organizations than do non-entrepreneurs.°

The evidence suggests that the typical entrepre-
neur tends not to believe in a “You're on your own”
society. Although policymakers do not need to cre-
ate incentives to encourage entrepreneurs to give
even more, they can encourage continued entrepre-
neurial donations by eliminating taxes that con-
strain charitable giving. In fact, of the 76 high net-
worth entrepreneurs surveyed for the “Bank of
America Study of High Net-Worth Philanthropy,”
more than 36 percent said that they would desig-
nate more to charity in their wills, while more than
19 percent said they would designate “dramatically
more” to charity, if Congress were to repeal the
death tax.”

CONCLUSION

Free markets rely on the entrepreneurial spirit,
but that urge to create, innovate, and succeed is not
grounded in self-centeredness. Entrepreneurs are
no greedier than anyone else. On the contrary, the
typical entrepreneur gives generously from the
wealth he creates. Believing that government redis-
tribution of wealth is harmful for the economy does
not signify supporting a society where “You're on
your own.” Free markets enable entrepreneurs to
become very wealthy—and they often use this
wealth to benefit others.

—Guinevere Nell is Research Programmer, James
Sherk is Bradley Fellow in Labor Policy, and Paul L.
Winfree is a Policy Analyst in the Center for Data
Analysis at The Heritage Foundation.

6.  Ibid., p. 53; and Patrick M. Rooney and Heidi K. Fredrick, “Bank of America Study of High Net-Worth Philanthropy: Ini-
tial Report,” Indiana University, Center on Philanthropy, October 2006, p. 4.

7. Ibid., p. 58.
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APPENDIX

Microdata from the Statistics of Income (SOI)8
public-use database from the years 1999 and 2002
were used to compare tax filers who reported a
greater gross income using Schedule C than as
regular income on their 1040 tax forms. Data from
1999 were statistically merged by The Heritage
Foundation with Current Population Survey (CPS)9
data from the same year.

In order to determine the generosity of the indi-
vidual giving, the percent of adjusted gross income
(AGI) given was determined in two ways. First, the
percent of AGI given by individual filers was
tracked for each type (entrepreneur versus non-
entrepreneur), and the mean of the percent given by
each income class was found. (See Table Al.) For

Percent of AGI Given to Charity

Percent of Adjusted Gross Income Given by Income
Class, in Nominal Dollars

Non-
Household Income Class Entrepreneurs  Entrepreneurs
Top quintile ($65,480+) 3.52% 2.69%
4th quintile ($37,381-$65,480) 348% 1.86%
3rd quintile ($21,661-$37,380) 3.28% l.16%
2nd quintile ($10,661-$21,660) 2.34% 0.76%
Bottom quintile ($0-$10,660) 1.43% 041%
Total Average 331% 2.12%

Note: Each difference between entrepreneurs and non-entrepre-
neurs is significant at the | percent level.

Source: Data from Internal Revenue Service, Statistics of Income
Division, 2002 Statistics of Income.

Table Al « CDA 08-07 & heritage.org

Mean AGI Given to Charity

Mean of Adjusted Gross Income Given by Income Class,
in Nominal Dollars

Non-
Household Income Class Entrepreneurs  Entrepreneurs
Top quintile ($65,480+) 323% 241%
4th quintile ($37,381-$65,480) 347% 1.83%
3rd quintile ($21,661-$37,380) 329% [.14%
2nd quintile ($10,661-$21,660) 225% 0.74%
Bottom quintile ($0-$10,660) 1.55% 0.35%
Total Average 2.53% 1.27%

Note: Each difference between entrepreneurs and non-entrepre-
neurs is significant at the | percent level.

Source: Data from Internal Revenue Service, Statistics of Income
Division, 2002 Statistics of Income.
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example, one filer gives 10 percent of his income
and another gives 14 percent. Their individual
donations would average a rate of 12 percent.

Second, we compared a mean of contributions by
filers of each type—entrepreneurs and non-entre-
preneurs—with the mean of the AGI of filers of
those types in each income quintile. (See Table A2.)
This represents the total generosity of each income
class, for each group. For example, one filer in the
middle quintile earns $35,000 and gives $4,000
to charity. Another earns $45,000 and donates
$2,000. Collectively, they gave an average of $3,000
on an average income of $40,000, for an average
donation rate of 7.5 percent.

All dollar figures are expressed in nominal dollars.

8. Internal Revenue Service, “Tax Statistics,” at http://www.irs.gov/taxstats/index.html (August 13, 2008).

9. U.S. Census Bureau, “Current Population Survey (CPS),” at http://www.census.gov/cps (August 13, 2008).





