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The Impact of the Economic Crisis

on Civil Society and Philanthropy in the United States
Some Preliminary Comments at the ISTR/OSIPP Planning Workshop

By Mark Sidel

President, ISTR

Professor of Law and Faculty Scholar, University of lowa

In the relatively short time that the economic crisis has

been underway in the United States, there is relatively
little data to measure its impact on the American
nonprofit sector. Charitable giving is one potential
impact, and the relatively little data yet available shows
a decline in charitable giving in the United States — but

not an enormous or precipitous decline.'

Between 2007 and 2008, according to statistics
compiled by the Giving USA Foundation in its Giving
USA 2009 report, charitable giving in the United
States declined 2%, from $314.07 billion from $307.65
billion. This was, as Giving USA 2009 points out, the
first decline in giving since 1987, and only the second
decline since 1956. Two thirds of American public
charities had decreases in donations in 2008. Statistics

for 2009 giving are not yet available.

Confidence in giving fell even further. The Indiana
University Center on Philanthropy Philanthropic Giving
Index (PGI) fell from 88.8 to 64.8 points between June
and December 2008, a 27% decline and the largest since
the PGI was initiated in 1998. As Giving USA points
out, the previous worst decline in this admittedly new
survey was 2001, when the PGI declined 9%. We have
some sense in the United States that giving actually falls
less than confidence does — or, to put it another way,
that the fear of reduced charitable giving is worse than
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the reality turns out to be when the real giving statistics

become available.

So while confidence in giving fell 9% in 2001,
according to the Giving USA Foundation, actual giving
fell only 2%. Similarly, according to Giving USA,
“nearly 94 percent of nonprofit fundraisers surveyed
said the economy is currently having a negative (65.3
percent) or very negative (28.5 percent) effect on
fundraising.” We shall have to wait for 2009 charitable
giving statistics to determine if actual giving is down as

far as the pessimism among fundraisers shows.

These initial charitable giving results — for 2007 to
2008, when the full impact of the crisis had just begun
to be felt — is consistent with historical experience in
the United States. According to Giving USA, giving
generally falls about 1% on average during recession
years in the U.S., and falls on average about 2.7%
(adjusted for inflation) during those years with eight
months or more of recession. From 1973 to 1975,
which was the longest U.S. recession in the twentieth
century, American charitable giving fell 9.2% (again
adjusted for inflation) and by 5.4% in 1974. The
decline in charitable giving from 2007 to 2008 was 2%.
There was virtually no change in giving’s proportion
of the gross domestic product in the United States —
2.3% in 2007 and 2.2% in 2008. As the Center on
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Philanthropy recently noted, “the fact that charitable
giving was still more than 2 percent of GDP in 2008
is a bright spot in an otherwise negative climate for
donations....”

International Environment
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and Humanities ~ o7 2% §3.71 Foundations  (naiiocated
$12.79 \ 1% /- s.:.z;.gs giving
Public-Society 4% ™ AR it
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*Foundation grants awarded to individuals
Source: Glving USA 2009

Types of receipients of contributions, 2008

Total=$307.65 billion

According to Giving USA 2009, most of the reductions
in giving have occurred in such areas as arts, culture
and humanities, education, environment and animals,
health, human services, and foundation giving (of which
I will have more to say below). Reductions have not
been as substantial in giving for religion, public/society
benefit, and international affairs. Giving USA puts it
this way:

“With the United States mired in a recession
throughout 2008, there was no doubt in anyone’
s mind that charitable giving would be down
.... However, what we find remarkable is that
individuals, corporations and foundations still
provided more than $307 billion to causes they
support, despite the economic conditions. It
would have been easy to say ‘not this year’ when
appeals came their way ... and we definitely did
see belt-tightening. This drop in giving meant
that nonprofits have had to do more with less
over the past year, but it could have been a lot
worse.” (Giving USA 2009)

Nonetheless, many questions remain about charitable
giving in the United States during the recession —
partly because we have no substantial data for 2009
yet. And in significant areas within civil society and

philanthropy, many questions remain.

What about giving for advocacy activities, and the
work of advocacy organizations? From 2002 to 2006,
according to a recent report by the Foundation Center
(Social Justice Grantmaking II), giving for advocacy
from foundations was actually rising in the United
States. But what about now, during the recession — is
grantmaking and giving for advocacy falling back, or
staying level? We do not yet know, and will not know
until 2009 and 2010 statistics come in — but significant
problems among private foundations due to the crisis,
discussed further below, may well have a dampening

influence on foundation giving for advocacy.

Although statistics are generally not yet available, other
indications show that 2009 has been a difficult year for
both giving and for nonprofits in the United States. At
the state level, sharp reductions in state budgets as a
result of reduced tax revenues have meant a reduction
in many state budgets for nonprofits to conduct service
and other activities. In some cases, the reduction in
state transfers to nonprofits has — or may have — been
temporarily ameliorated by federal stimulus spending,
but as stimulus funds run out the full impact of state
budgets on local nonprofits may just begin to be felt. As
states search for more revenue during this significant
recession, American nonprofits’ property tax exemptions
are also coming under renewed challenge from states

and local governments.

More generally, multiple and consistent reports indicate
that American nonprofits are trying to cut costs, and
in some cases are cutting staff and closing facilities.
Certainly fundraising has been more difficult in this
environment, as universities, hospitals and other
nonprofits seek to retain donors, rework and extend
pledges, and continue to raise money in a challenging
environment while retaining donor loyalty through
understanding and compromise. The crisis exposed
fraud affecting the nonprofit sector, such as the massive
fraud perpetrated by Bernard Madoff that resulted in
major losses to a significant number of philanthropists,
foundations, and nonprofits and the closure of a number

of family and private foundations.

The impact of the crisis has been among the most
serious for heavily endowed organizations that were

heavily invested in equities and other instruments
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that fell sharply during 2008 and early 2009 — and no

institutions illustrate this better than American private
foundations, and American universities. Foundation
and universities endowments dropped precipitously in
most institutions in 2008 and early 2009, in some cases
by 20-30% or more. We focus here on foundations,
where the decline in endowment has spurred different

responses in the foundation sector.

Some foundations have sought to protect their
grantmaking and prevent reductions in grants at a
time of increased social and human needs. Level
grantmaking at a time of 20-30% endowment drops
can only be funded by a higher level of spending out of
endowment, at least for a short time, or by reductions
in costs. And American foundations have chosen
to do both — some have raised their spending from
endowment to six percent or more, significantly higher
than the roughly five percent in “payout” incurred by
most American foundations under U.S. tax law in more
normal years. Some have chosen to reduce costs by
cutting staff, cutting operations or (in the case of the
Ford Foundation) overseas offices, or other cost cutting.
Many foundations have begun to shift investment
strategies, though in some cases the impact of those
moves can only be felt in years to come, and not

analyzed effectively now.

We are only now beginning to get a sense of the
specific impact of these developments on grantmaking
by American foundations. In the fall of 2008, some
foundations hewed to grants already promised but
reduced their amounts, while others delayed or
cancelled grants. These practices, highly differentiated
by foundation, have continued into 2009. 2009
has also brought more far-reaching decisions to cut
programs, narrow priorities, cut operations in some
countries abroad, and other more significant cost cutting

measurces.

We do not yet know what the aggregate impact of these
shifts may be. Will American foundations play less
of an international role as a result of the recession, at
least for some time? Will foundations focus on social
services and providing for human needs at a greater
rate, at least during these several years, reducing outlays

in such areas as arts and culture, the environment,

rights, and advocacy? We do not yet know the answers
to these questions, though the availability of statistics
later in 2009 and in 2010 may provide some initial

clues.

NPO W28 7 + —F LLOKRT

Governmental policies and priorities during the crisis
inevitably have some impact on the nonprofit sector as
well. For example, in order to fund health care reform
in the United States, the Obama Administration earlier
proposed reinstating higher tax rates for the highest
income households proposed permitting itemized
charitable deductions at a lowered rate for wealthier
taxpayers. Such policy changes, if enacted, could
reduce charitable giving, according to a recent study by
the Center on Philanthropy at Indiana University.

But this is not the end of the story. More important
than such changes in tax policy are the shifts in the

economy itself:

“The larger economy plays a more important
role in changes in giving than do tax rate
changes. For example ... a 100-point change in
the Standard & Poor’s 500 Index is associated
with a $1.85 billion change in giving, and a
$200 billion change in personal income is
associated with a change of $4.32 billion in
charitable itemized deductions.” (Indiana
University Center on Philanthropy March 2009)

For the Center on Philanthropy, the lesson is clear:
“Tax incentives do stimulate more giving ...

and the challenges facing the nonprofit sector

in 2009 suggest that this might be a good
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time to provide additional incentives, rather
than reduce the value of the tax deduction for
high income households, so that the donors
with the greatest capacity to give have more
reasons to do so.” (Indiana University Center
on Philanthropy March 2009)

A number of questions remain on the impact of the
economic crisis that likely to be the subject of research
over the next several years. These issues include:

*  What is the impact on giving in the United States,
especially differentiated impact on giving by
groups such as the poor and vulnerable?

e What are the differential effects on different kinds
of nonprofit organizations in the United States?

e What are the effects on foundations — how are
foundations paying for endowment decline and,
where they can do so, maintained grantmaking?
How is the crisis changing future foundation
investment strategies?

*  What are the effects on community foundations —
giving, grantmaking, investment?

What are the impacts on subnational fiscal and tax
policies, and in turn their impact on philanthropy
and nonprofits?

*  How is the crisis affecting giving overseas from
the United States?

*  How is the crisis affecting giving for advocacy,
both within the United States and abroad?

e How is the crisis affecting diaspora giving from

the United States back to countries of origin,

such as China, India, Bangladesh, Mexico, and
elsewhere?
*  Does the crisis spur, defer or have no relationship
to accelerating NP self-regulation?
(Footnotes)
' Mark Sidel, The Impact of the Economic Crisis
of Philanthropy and Nonprofits in the United States
(Presentation to the ISTR/OSIPP Planning Workshop on
the Impact of the Economic Crisis on Civil Society and
Philanthropy, July 2009). For reasons of space full citations
are not included here, but they are immediately available

from Professor Sidel at mark-sidel@uiowa.edu.

*I can be reached easily at mark-sidel@uiowa.edu

and welcome contact with all JANPORA Newsletter
readers. My visit to Osaka was funded by the Japan
Foundation, ISTR, and the University of lowa and I

acknowledge their assistance with gratitude.

Mark Sidel 2% (GEi151)

I|S|T|R

Inreanarionat Sociery ron
Tuimp-Srcron Riseancy

“Building a global

scholarly community with
an international and
comparative focus on
civil society,
the nonprofit sector and
phitanthropy”

ISTR Regional Conference in Asia

6th ISTR Asia and Pacific Regional Conference on

the Third Sector

Date: 2009/11/2-4
Place:Taipei, Taiwan

Please see more details on http://333.nccu.edu.tw

For joining ISTR, please visit

http://www.istr.org/membership/dues.htm
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