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Prologue



As the following chapters of this book make clear, philanthropy in America and the wider civic sector that it generously supports and significantly empowers are thriving as never before in American history. In Part One, I have documented the many aspects in which philanthropy and the civic sector have significantly changed for the better since 1990, and my intention in doing so is to provide a solid context of credible specific examples that both chart the present course and suggest desirable continuing efforts to increase their present effectiveness.


I have deliberately chosen to provide that heartening context in order to help the reader view and assess my concerns—indeed my fears—about the possible consequences for America’s civic sector of the one major trend about whose wisdom I have serious doubts: the dramatic shift of donor preference away from accumulating wealth in presumably perpetual institutions—foundations that provide for America’s charitable and philanthropic needs both in the present and for the future—and instead toward spending such wealth primarily in the present. Part Three of this book focuses on those concerns in great detail.


To enable the reader to gain an understanding about how philosophers of philanthropy, government regulators of philanthropy, philanthropic practitioners, and knowledgeable observers have viewed the pros and cons of perpetual endowments, in Part Two I review the evolution of such thinking starting with 18th-and 19th-century Europe and England. I then move on to describe how this early thought manifested itself in philanthropic decision-making during 20th-century America.


This, too, provides a background for the decisions, starting in 1970s’ and 1980s’ America, that gave a strong and still growing impetus to the trend I just described: the rejection by philanthropists and foundations of employing presumably perpetual entities for deploying philanthropic wealth and the corresponding adoption of time-limited entities. This preference for time-limited philanthropy is most often referred to, in this book and elsewhere, as “giving while living” and “spending down.”


In the later sections of Part Two, I underscore how that change came to pass, what I think the dominant ideological and practical motivations were that brought it about, and why they very much concern me.


In summary, as described at much greater length later in the book, I think that a number of persons in philanthropy, animated by conservative leanings, seized on Henry Ford II’s resignation in 1976 from the Board of Trustees of the Ford Foundation and succeeded in making it an emblematic example of a major foundation’s departure from donor intent. Their focus on this story and, I would argue, their distortion of it have captured the attention of many prospective donors largely because of the prominence of the Ford Foundation. But the problem with this attempt to spin a morality tale out of a tangled bit of boardroom history is that the moral does not fit the tale, when accurately told. Put simply, it is logically impossible to have a departure from donor intent when, as in the case of the Ford Foundation, there was no concrete expression of donor intent in the first place.


Nonetheless, despite the shakiness of that example, those conservative-leaning individuals and groups proceeded to use Ford as an example of what is bound to happen to any perpetual foundation whenever a donor/founder passes from the scene. In my discussion of this sequence of events, I point out that, alongside several efforts to pin the “departure from donor intent” badge of shame on several perpetual foundations—attempts that, in my view, substantially failed in every case—those individuals and groups have also continued vigorously recommending to potential donors that they always include a clause in their foundation governing documents that permits their foundation to end its existence if the trustees decide to do so.


Why, one will ask, do these conservative-leaning individuals and groups have so strong an antipathy to perpetual foundations? Because their ideological inclinations have persuaded them that, irrespective of a founder-donor’s meticulous efforts to ensure the foundation’s fidelity to donor intent, any perpetual foundation is vulnerable to departure from that intent and, moreover, that any drift away from donor intent will be politically leftward.


The fact that many of America’s largest, most successful, most-admired foundations are not characterized by any such departures from donor intent has not seemed to deter such opponents of perpetual foundations from continuing to believe as they do nor deterred them from opposing the creation of perpetual foundations. Nor does the continuing record of important achievements by such American foundations over more than 100 years dissuade them from waging their war against philanthropic perpetuity.


To be sure, the creation of doubt about presumably perpetual vehicles for philanthropic giving, based on the claim that they are vulnerable to drift away from donor intent, is only part of the explanation for the growth in the number of donors who today are choosing to give all their wealth while they are alive or soon after their death. Many donors who choose “philanthropy today” rather than “investing in philanthropy for tomorrow” are undoubtedly doing so out of an overwhelming conviction that the urgent problems of today merit as many of the philanthropic dollars available today as possible. I believe, however, that the successful effort to discredit the presumably perpetual vehicles has operated to cause many donors to dismiss perpetuity entirely and opt instead for a default position of “philanthropy today.”


If the arguments by those who hold anti-perpetuity positions continue to dissuade prospective foundation-founders from endowing new perpetual institutions, as they appear increasingly to be doing, America will be at risk of losing its capacity to continue facilitating the birth and nurturing of the kinds of high-quality civic-sector organizations that have helped make this country the dynamic society that it has long been. It will have lost the source of financing for America’s “passing gear,” as the Ford Foundation’s pioneering urban grantmaker Paul Ylvisaker called it. That would be a terrible loss indeed—for America and for the world!













Preface




Further, there are things of which the mind understands one part, but remains ignorant of the other; and when man is able to comprehend certain things, it does not follow that he must be able to comprehend everything.


—Maimonides1




More than at any time in nearly a century, America is awash in philanthropic dollars. Today’s high-profile gifts are often given in spectacular amounts by famous, occasionally controversial donors. Now, as with the big gifts of the early 20th century, when such philanthropic notoriety occurs, criticism soon follows. Some of history’s largest charitable gifts, or publicly expressed intentions to make such gifts, such as the announcement by Mark Zuckerberg and his wife, Dr. Priscilla Chan, mentioned in the next paragraph, have recently been announced as this book goes to press. As night always follows day, the many critics of American philanthropists, both cynical and sincere, have once again emerged in great profusion, as well as often in great confusion.


Ever since 2006, when Warren Buffett surprised the world with his extraordinary $31 billion gift to the Gates Foundation, philanthropy has regularly been in the headlines. In 2010, for example, Buffett and Bill Gates announced the creation of the Giving Pledge whereby all signers commit to giving away half of their wealth. From 2012 to 2016, David Rubenstein, cofounder of The Carlyle Group and one of the signers of the Giving Pledge, donated $7.5 million to help restore the Washington Monument after an earthquake, $5.37 million to restore the US Marine Corps Iwo Jima War Memorial, $10 million to restore President James Madison’s home at Montpelier, $18.5 million to restore the Lincoln Memorial, and $50 million to the Kennedy Center for the Performing Arts. In 2016, Philip Knight, founder of Nike, donated $400 million toward a $1 billion endowment to finance 100 three-year graduate and professional fellowships at Stanford University, to be named for himself and for former Stanford president John Hennessy. And, raising the bar to its highest point ever, in December 2015, Mark Zuckerberg, the 32-year-old founder and CEO of Facebook, and his wife, Dr. Priscilla Chan, announced that they would, over their lifetimes, put the $45 billion present worth of their Facebook stock to various kinds of philanthropic use.


All of these charitable acts drew exceptional media attention, both to the respective givers and to the idea of philanthropy writ large. With public and media attention thus heightened, this is an especially opportune moment to seek to clarify the significance of American philanthropy to American society, to American culture, and especially to America’s flourishing civic sector. While American foundations, by and large, remain “The Great American Secret”—the subtitle of my first book on philanthropy2—public awareness of the existence of the wider philanthropic sector is now greater than at any time since Andrew Carnegie and John D. Rockefeller Sr. captured the attention of the public with their launch of the first great institutions of American philanthropy more than a century ago.


American entrepreneurs, as well as those who have invested early in their ventures, have accumulated ever-greater wealth, and a steadily expanding number of them are donating increasingly larger portions of their riches to charitable causes at unprecedentedly youthful ages. Moreover, less-wealthy Americans routinely make charitable donations to the best of their ability. Together, the rich and the far more numerous less-rich continue to sustain a remarkable multipurpose civic sector that runs schools and universities, owns hospitals, provides social services to the impoverished, supports the visual and performing arts, fosters think tanks and scientific innovation, and much more. Many people, myself included, have long believed that this sector is among the key sources of America’s continuing robust dynamism.


The current philanthropic energy is reminiscent of—and more widespread than at any time since—the end of the 19th century and the early 20th, when the newly rich then began their huge giving and great foundations and universities began to be established. America’s civic sector is once again being widely recognized as one of the authentic marvels of the world, which it assuredly is. Yet since about 1990, that civic sector has been steadily changing, not only because of outsized gifts and pervasive digital communication devices but also because of the invention of new vehicles to facilitate philanthropic giving, such as donor-advised funds. These tax-advantaged structures, which allow donors to control when they get tax advantages and when they or their heirs can direct philanthropy to different causes, have become a very significant presence; at the end of 2014, they contained about $70 billion in assets destined to pass through them to nonprofit organizations over the coming several years. The average annual payout rate from these funds to recipient organizations is about 22 percent of fund assets. If that continues, their aggregate contribution will be equal to almost one quarter of the amount paid out in 2014 by all private foundations in the United States. That same year, the approximately $19 billion contributed to donor-advised funds represented 7.6 percent of all giving by individuals.


Moreover, foundations and individual philanthropists are now combining philanthropy and advocacy in ways that even a decade ago were untried and considered likely to be illegal or close to it. Crusading attorneys on both the left and the right have spent more than two decades advising foundations that the US Tax Code’s prohibition against lobbying—once thought to be a barrier against funding most direct appeals to voters and legislative bodies—actually permits a great many forms of aggressive political action. While some philanthropic structures (such as the LLCs of the Omidyar Network or the Chan Zuckerberg Initiative) will face no such constraints, traditional foundations have grown bolder in following that advice. Furthermore, foundations, corporations, individual philanthropists, and governmental agencies are working together to tackle thorny social and economic problems, and corporations are increasingly engaging in ambitious strategic nonprofit and even for-profit initiatives (such as B Corporations) to seek social transformation.


However, the single most important change that has taken place since 1990 has to do with the intentions of individuals who have great wealth and who want to deploy it philanthropically. One hundred years ago, the overwhelming majority of such people instinctively opted to create foundations that they expected would go on perhaps forever. At that time, not one of the largest foundations had a limited lifespan. Ever since 1990, however, prospective donors appear to be favoring either the creation of a time-limited foundation with a lifespan roughly concurrent with their own or the direct disposition of substantial gifts during their lifetimes without the involvement of a foundation at all. That is a seismic shift in philanthropic practice and one worth trying hard both to track and to understand.


In other words, over the past 25 years, it has become ever clearer that a fast-growing number of wealthy individuals have concluded that their preferred philanthropic option will be “giving while living,” a phrase coined by early 20th-century philanthropist Julius Rosenwald3 and popularized in the 21st century by Charles Feeney—successful businessman, entrepreneur, founder of Duty Free Shoppers, and donor/founder of The Atlantic Philanthropies.4 Like Feeney, such donors usually express a passion for deploying all or a large part of their wealth during their lifetimes to help solve or mitigate urgent social problems. This impulse is understandable. Around the globe, human beings face enormous suffering from hunger, disease, displacement, discrimination, and countless other woes. While I wholeheartedly praise the determination to act now, as will become clear in the pages that follow, I have serious concerns about whether it is wise to spend all of one’s philanthropic wealth in the short run.


My purpose in writing this book is to examine, assess, and explain the major changes in American philanthropy—beneficial, harmful, and still doubtful—over the past 25 years and to consider the significance of each of those changes for the future health and vibrancy of America’s civic sector. For this book, I have drawn on my interviews with some 50 attentive observers of the American philanthropic and nonprofit sectors, along with my own experiences as a researcher, teacher, and writer on philanthropy and the nonprofit sector for more than 40 years and as a foundation officer for 10 of those years.













Introduction: America’s Indispensable Civic Sector Dynamo



America’s civic sector is substantially unencumbered by government regulation—much freer to act without the advance approval of government officials than America’s famously vigorous and innovative for-profit sector. Moreover, America continues to be a notable exception, as many other countries have witnessed episodes of dramatic governmental intrusion on the very existence of nonprofit organizations.1


On November 30, 2015, Russia’s General Prosecutor’s Office issued a statement regarding two of the foundations created by financier George Soros, which are devoted to the promotion of free and tolerant societies with open, accountable governance: “It was found that the activity of the Open Society Foundations and the Open Society Institute Assistance Foundation represents a threat to the foundations of the constitutional system of the Russian Federation and the security of the state.”2 Between 1993 and 2012, 39 nations, including India, China, and Russia, enacted repressive legislation against some forms of non-governmental organizations (NGOs).3 In India, the recent targets of such state “regulation” have included the global environmental organization Greenpeace and the Ford Foundation. In China, it has included many Christian churches and their leaders. In April 2016, China enacted a broad new law significantly burdening the functioning of foreign nonprofits operating there.4


In Russia, according to another study in the same publication, Russian “legislation passed in 2012 requires locally operating NGOs to register with a special government body before they can receive foreign aid. Although the legislation applies only to groups that engage in ‘political activities,’ the Russian government defines that term so broadly that it encompasses virtually any effort aimed at influencing Russian state policies. NGOs that receive funding from non-Russian sources, moreover, must identify themselves as ‘foreign agents’ in their communication material—a requirement that only heightens their sense of vulnerability.”5


Protected by the US Constitution’s First Amendment guarantees of free speech, assembly, petition, and association, along with the long-celebrated freedom of the press, America’s nonprofit organizations are almost certainly the freest in the world to challenge government officials and agencies, to criticize as well as organize against powerful corporations, to call both majority and minority opinions to account, to propose innovative initiatives in every realm of public policy, to pilot new ways of solving public problems, and to propose and lobby for changes in the federal, state, or local governments.


John Gardner, the widely admired secretary of Health, Education, and Welfare under President Lyndon Johnson and president of The Carnegie Corporation of New York from 1955 to 1965, described better than anyone else I know the essential greatness and scope of America’s nonprofit sector. One of the most creative and admired foundation CEOs, Gardner was not only a funder of nonprofits but also the founder of two well-known national nonprofit organizations: Common Cause and The Independent Sector. Here is how Gardner defined America’s nonprofit sector:




Every American knows some piece of the independent sector.… But very few people have glimpsed its extraordinary sweep and its possibilities.… At its best, it is a sector in which we are allowed to pursue truth, even if we are going in the wrong direction; allowed to experiment, even if we are bound to fail; to map unknown territory, even if we get lost. It is a sector in which we are committed to alleviate misery and redress grievances, to give reign to the mind’s curiosity and the soul’s longing… to honor the worthy and smite the rascals with everyone free to define worthiness and rascality, to find cures and to console the incurable, to deal with the ancient impulse to hate and fear the tribe in the next valley, to prepare for tomorrow’s crisis and preserve yesterday’s wisdom, and to pursue the questions others won’t pursue because they are too busy or too lazy or fearful or jaded. It is a sector for seed planting and pathfinding, for lost causes and causes that yet may win.6





But Gardner also acknowledged the nonprofit sector’s shortcomings:



The nonprofit world does have its share of oafs and rascals.… If you can’t find a nonprofit institution that you genuinely dislike, then something has gone wrong with our pluralism.7





How did America’s civic sector come to be as independent as it is?


The short answer is that, unlike in European and many other countries older than the United States, America’s nonprofit sector preexisted the establishment of the country’s governmental institutions. Remember that the first settlers in Jamestown, Virginia, and Plymouth, Massachusetts, in 1607 and 1620, respectively, came to these shores in order to escape religious persecution in England and France, and on arrival they planted their churches wherever they settled in the New World. Those religious congregations provided not only spiritual sustenance but also a wide array of social services, including secular schooling, financial support for the indigent, medical services, and housing. Note too that, unlike the governance of religious congregations under the established Anglican Church in England and the Roman Catholic Church in France, each of these congregations was an independent, self-governing body. These churches were the first nonprofit organizations established in what later became the United States, and they, along with the schools, hospitals, and indigent care institutions they founded, continued to provide social services long after governments were gradually established in their areas. Essentially, they beat the government to the punch and they, as well as the governance models that they embodied, became the foundation of and precedents for the expansive civic sector that America now has.


THE SIZE OF AMERICA’S CIVIC SECTOR


America’s civic sector is not only the freest but also the largest such sector in the world. As of mid-2015, there were approximately two million nonprofit organizations in the United States—1,059,150 public charities, 101,892 private foundations, 368,720 noncharitable nonprofits, and 315,629 nonprofit religious congregations.8 As of 2013, the total revenues reported by US public charities were $1.74 trillion and the total expenses were $1.63 trillion. In addition, public charities reported owning assets worth over $3 trillion.9


To understand how significant America’s nonprofit sector is, consider these figures: in the 2014 fiscal year, the United States had a gross domestic product (GDP) of about $17.4 trillion. In that same year, the annual expenditures of the federal government totaled $4 trillion, of which 66 percent ($2.6 trillion) was “mandatory” spending, 16 percent ($640 billion) was for national defense, 6 percent ($252 billion) was to cover interest on the national debt, and only 12 percent ($520 billion) was for “discretionary” spending. Within “mandatory spending” were $1 trillion for Medicare/health, $900 billion for social security, about $106 billion for food assistance, about $47 billion for unemployment benefits, and $500 billion for “other.” Within “discretionary” spending, $72 billion went to education, $61 billion went to housing and community development, $38 billion went to international-serving organizations, $38 billion went to energy and the environment, $26 billion went to transportation, and $284 billion was for “other.”


So, if the total of “discretionary” expenditures by the federal government was $520 billion, the amount of money spent by the nonprofit sector ($1.7 trillion) was three times the amount spent by the federal government for roughly analogous purposes. I say “roughly” because medical services are not included in the federal “discretionary” purposes, and therefore, federal “discretionary” spending does not include entitlement expenditures for health and human services. The amount received from the federal government and spent by nonprofit organizations for health services, omitting entitlement support for Medicare and Medicaid, is estimated at $82 billion in 2015 dollars.10 But even when we add $82 billion to the federal “discretionary” category to make it parallel with the full range of nonprofit domestic activities, we come to around $600 billion. Nonprofit expenditures, at $1.7 trillion, are still nearly three times larger than that adjusted federal “discretionary” figure.


The point is not substantially altered if we subtract from total nonprofit expenditures the portion that is funded by the federal government. Total federal contribution to nonprofit spending amounted to $597 billion (including Medicare and Medicaid entitlement spending), which would bring the nonprofit/nonfederal total down to about $1.1 billion. Even after that subtraction, the ratio of nonprofit expenditures to federal “discretionary” spending stands at almost two-to-one.


What are the sources of the revenues received by nonprofit organizations?


Approximately 40 percent are from income for services rendered, such as tuition paid by students to educational institutions and hospital fees paid by patients or their insurance companies. Approximately 40 percent are from federal, state, and local government contracts and grants, and about 20 percent are from charitable contributions and gifts from all sources.11


AMERICAN LARGESSE


American monetary generosity takes many forms, but what is most impressive is its consistency over the years. Charitable giving in the aggregate has been tracked by the Internal Revenue Service since 1956. Between then and 1972, donations from all sources were at or above 2 percent of the US GDP. From 1973 to 1998, charitable contributions’ percentage of the GDP was between 1.6 percent and 1.7 percent. Between 1999 and 2014 it returned once again to at or above 2 percent of the GDP, with the exception of the four years in the aftermath of the Great Recession between 2008 and 2011, when it dropped to 1.9 percent of the GDP, and slowly rebounded to 2 percent in 2013 and 2.1 percent in 2015.12 To put those figures in proper context, note that nearly the closest country for which comparable statistics are available is the United Kingdom, in which tax filers made contributions at the level of 0.84 percent of the United Kingdom’s GDP.13 In other words, over most of the past 40 years, American taxpayers gave almost two and a half times the share of GDP of the next most generous country.


Americans give huge amounts of money every year to the nation’s nonprofits. In 2015, total charitable giving from all sources was $373.25 billion. The breakdown is in Table I.1 below.


Compared with the size and growth of America’s GDP, the growth of today’s nonprofit sector and level of charitable giving, while large, is not outsized. Between 1990 and 2015, the US GDP grew, in 2014 inflation-adjusted dollars, from $10.8 trillion to $17.4 trillion. During that same period, total US charitable giving from all sources, in current dollars, more than tripled, from $98.3 billion in 1989 to $373.25 billion in 2014.14 In inflation-adjusted 2014 dollars, however, US charitable contributions grew from $178.6 billion in 1990 to $373.25 billion in 2015, slightly more than doubling.15 Moreover, if measured by personal disposable income in 2015 inflation-adjusted dollars, charitable contributions also grew only commensurately. The personal disposable income in the United States in inflation-adjusted dollars tripled from $4.254 trillion in 1990 to $13,403.2 trillion in 201516 while charitable contributions by individuals grew from $79 billion to $264.58 billion, just a bit more than tripling.18 In short, the share of Americans’ real after-tax income devoted to charitable contributions has risen only modestly since the 1990s, on average, but that growth has come atop a consistently high base. In 2015, Americans gave 2.0 percent of their personal disposable income to charity.19


I.1 Total charitable giving from all sources17




Type of Giver: Individuals during lifetime


Amount Given: $264.58 billion


Percent of Total Given: 71% of total


Type of Giver: Individuals by bequest


Amount Given: $31.76 billion


Percent of Total Given: 9% of total


Type of Giver: Foundations


Amount Given: $58.46 billion


Percent of Total Given: 16% of total


Type of Giver: Corporations


Amount Given: 18.45 billion


Percent of Total Given: 5% of total





The fact that 80 percent of the dollar value of all contributions comes from individuals is a testament to Americans’ devotion to nonprofit organizations as an important vehicle for community building. People give to express the values about which they care deeply. Thanks to their actions, many vital organizations, on the national level as well as in local communities, can regularly depend on the money (and time) of countless individuals of all income levels. This is powerful evidence of the commitment and altruism of Americans.


It is also significant that about two-thirds of those who file US tax returns—those who do not have income sufficient to make it worthwhile to itemize their deductions—contribute to charity without benefiting from any specific tax deduction for their donations. Instead, they benefit from the “standard deduction,” which for many years was calculated at 10 percent of gross income but which now floats a bit depending on tax status and is intended to reflect all categories of otherwise deductible expenditures. They thus benefit from this provision whether they make contributions or not—meaning that their gifts earn them no financial reward.


After individual giving, the next largest percentage of civic-sector organization revenues—$58.4 billion in 2015—comes from American foundations.20 As the late Paul Ylvisaker, the much-admired, long-standing senior program officer at the Ford Foundation, put it, “foundations are America’s passing gear.” They not only provide year-after-year support for existing nonprofit organizations, which are primarily the domain of midsized and smaller foundations’ giving as well as community foundations, but they are also the “go-to” source for enterprising individuals who need start-up money for new nonprofit organizations.


For example, inspired by Rachel Carson’s Silent Spring, which was published in 1962, four young men fresh out of Yale Law School decided in 1967 to try to create a national organization that would focus on strengthening America’s capacity to conserve its natural resources and protect its environment from degradation by using their legal training. They turned to Mitchell Sviridoff, the Ford Foundation’s visionary but highly practical vice president for national affairs; they were successful in persuading him to have Ford provide significant start-up and sustaining support for what became, in 1970, the Natural Resources Defense Council. In 1968, other like-minded individuals who had in 1967 gone ahead and founded the Environmental Defense Fund, a science-based environmental organization, approached the Ford Foundation and it, too, started to receive significant Ford support that year. Today, having been primed and sustained for several years by foundations, both of these organizations have attracted broad membership support across the nation, with the Environmental Defense Fund having more than 2 million paid members and the Natural Resources Defense Council having 1.5 million. Both are widely admired for their numerous, vitally important accomplishments in the creation and enforcement of a body of national and state legislation, informed by rigorous scientific research and evidence-based economics and public policy findings. These two organizations are continuing to confer extraordinary benefits on America, a very significant return on the investment capital provided by the Ford Foundation.


Foundations are in fact the only readily available source for financing innovation in America’s civic sector. They have catalyzed, mediated, and facilitated many of the major social changes over the past century and have seeded new fields of research in universities and think tanks, such as that which led to the understanding of the human genome. They were “angel” as well as “mezzanine” investors in social change before the venture capital community as we know it today was born and invented those terms.21 The list of large and small nonprofit organizations now playing vital roles in America that were founded and/or significantly funded by foundations is mind blowing, from Human Rights Watch, Human Rights First, and the NAACP Legal Defense Fund to the Center for Science in the Public Interest, the mission of which is to protect the safety of our food and medicine, often against decisions of both government agencies and corporations.


Where, other than foundations, could the creators of these and other organizations have gone to seek the funds to realize their visions for America’s benefit? Of course, wealthy philanthropists can serve the same start-up purpose, but, unlike foundations, they are not as visible or as easily reachable. Moreover, with only a few exceptions, individuals tend not to be a fruitful source of early capital for new ventures. No matter how wealthy and philanthropically inclined, they do not readily opt to support untested ideas championed by people with whom they are not already acquainted. Because the role of piloting new ways of tackling social problems and of filling perceived niches in America’s civic sector is among foundations’ unique strengths, they often are the first and last resort of would-be social entrepreneurs.


One reason foundations have been relatively welcoming sources of support for new methods of solving social problems is that they can be patient investors, testing the waters and observing and learning over time which approaches hold promise, which ones call for more nurturing and experimentation, and which are likely to be dead ends. They can underwrite organizations whose mission must press on over long periods of time and adapt to new information and circumstances. The ability to make such judgments and to stick with them over many years is among the forms of wisdom—or, at least, of strategic judgment—that can accumulate in a secure and long-lasting institution. To be sure, not all old or perpetual foundations have shown such canny judgment or consistently managed their risks so wisely. But experience, discernment, and a willingness to persevere and learn all depend on a time frame unrushed by some fast-approaching day of reckoning. Are funders with a much shorter time horizon able to apply these long-term approaches? If the goal is to expend all of one’s charitable wealth in a few years or decades and then depart the field, is there time enough to master philanthropy’s subtler and slower arts?


It is too early in the evolution of time-limited philanthropy—whether “giving while living” donors or spend-down foundations—to know whether they, too, will be willing and able to play the same role of discerning and patient backer of new and long-range projects. In principle, both “giving while living” donors and foundations that are deliberately spending themselves down must spend larger amounts in a foreshortened period of time than would be appropriate if they instead were to create permanently endowed philanthropies. Thus the large amounts and shortened time frames put a premium on dramatic gestures over the slower, more methodical approaches that can lead, by and by, to big discoveries. But the evidence that now exists suggests that they are more interested in making novel “big bets” on complex problems than on supporting and enlarging the infrastructure of existing nonprofits and birthing new ones. It is this question that I will investigate in the pages ahead: since we are so reliant on the health and impact of our diverse weave of independent sector activities, does the recent shift to “giving while living” support or threaten the well-being of, and innovation within, our pluralistic civic sector?



TAX INCENTIVES, BENEFITS, AND EXEMPTIONS


Charitable nonprofits are exempt from many forms of federal and state taxation, including taxes on their income and, in most states and localities, on their real property; individual and corporate contributions to these organizations are also deductible, with certain limitations, against income taxes. This means that when citizens give in large amounts, as Americans do, government treasuries lose significant revenues that, but for such tax exemption and the deductibility of contributions, they would otherwise receive.22


Many persuasive reasons exist for government to provide tax incentives to individuals and corporations to encourage them to donate to civic-sector organizations. To begin with, while the loss to the US Treasury from the deductibility of contributions to nonprofit organizations is less than $50 billion annually,23 the amount donated at present to nonprofit organizations by living individuals and by bequest at death is almost $300 billion. Add in the amounts donated by corporations and foundations, and the total annual giving is above $373 billion. In other words, for every dollar the Treasury loses because of the tax deductibility of contributions only by individuals to charitable organizations, Americans give about seven dollars to charity, for a net gain to society of about $250 billion with only a very modest loss to the Treasury’s capacity to serve the public good.


Moreover, I strongly believe that, in most countries but especially in America, there is much greater comparative social benefit in incentivizing individuals, corporations, and foundations to allocate discretionary dollars to public purposes than for government to reserve to itself the privilege of spending a comparable amount of money. Considering the trillions of dollars that government will spend for various purposes and the half-trillion it already spends for purposes analogous to what the civic sector itself spends, encouraging the contributions of nongovernmental actors seems like a healthy balancing of the sources of civic-sector revenues. Incentivizing citizens by means of tax benefits to make gifts to tax-exempt organizations in appropriate circumstances, therefore, seems much more conducive to the public good than is direct government spending for the same purposes authorized by elected officials and doled out by the executive branch.24 Doing so permits the diverse values of millions of individual American citizens to balance and temper the collective judgment of majorities, as well as elites, about how best to advance the public good.


As noted by countless scholars and observers, the dynamism of America’s for-profit sector is powered by the ability of individuals and groups to test out and shepherd their ideas into organizations that prosper or perish on their own motion. Aside from ministerial government approvals, entrepreneurs of business ventures are unencumbered by significant substantive restraints upon what they choose to launch. That same freedom is what has enabled America’s not-for-profit sector to thrive steadily. Innovative ideas for social problem-solving almost always originate with individuals, think tanks, civic organizations that specialize in particular problems, university researchers, activists, or others rather than from committees within government. Even when government appoints and convenes problem-oriented task forces or commissions, most of the members recruited for such groups are from outside government. They are selected because of their expertise, usually as members of an organization or as researchers in an educational institution substantially supported by the charitable contributions of individuals, corporations, or foundations.


Ideas that are critical of government policy or that aim at changing such policy almost inevitably require a test run before being found worthy of and ready for scaling with government funds. Because their goal is to alter public policy or practice, they are very unlikely candidates for being piloted initially by the federal government itself. The very same factors that have created gridlock in Congress make it extremely unlikely that that legislative body would appropriate funds for such pilots. Consider, for example, the Patient Protection and Affordable Care Act, also known as Obamacare. It was designed by a nonprofit think tank—The Urban Institute—and piloted by the State of Massachusetts before it gained enough traction to be advanced as a national program by the Obama administration. Another example is the Personal Responsibility and Work Opportunity Reconciliation Act of 1996, recommended by President Bill Clinton and enacted by a Republican Congress, which transformed public assistance from “welfare” grants to work incentives. That transformative program’s provisions had been piloted and evaluated for 20 years under the direction of the Manpower Demonstration Research Corporation, a civic-sector nonprofit organization created by the Ford Foundation and supported by other philanthropies as well as the US Department of Labor. Still another example is the Obama administration’s Race to the Top initiative in education reform. In that program, states wishing to compete for US Department of Education dollars to implement reform of their K–12 education systems received substantial planning grants from the Bill and Melinda Gates Foundation to prepare their proposals for submission to the US Department of Education.


Some of the most important public policy initiatives of the federal and state governments over the past 50 years have been developed, honed, and advocated by civil society organizations. For example, the equal housing and fair lending laws of the 1970s were substantially designed by nonprofit organizations before they were enacted, as were the Low-Income Housing Tax Credit and the New Markets Tax Credits of the 1990s. Organizations supported by the Robert Wood Johnson Foundation and other health funders played a decisive role in the development of state and federal antismoking policies in the 1990s. The environmental groups mentioned earlier created the scientific, policy, and legal staff infrastructures of the environmental conservation and protection movement. Those and other like-minded organizations have initiated, advocated, and litigated such important national legislative provisions as the Environmental Protection Act, the Clean Air Act, and the Clean Water Act, along with their updates and improvements since the 1970s and 1980s. Another example is the growing number of states that have enacted legislation to prohibit or severely constrain payday lending, for which the Center for Responsible Lending, a nonprofit organization supported by foundations and individual philanthropists and based in Durham, North Carolina, has supplied the energy and strategic direction. On the political right, the American Legislative Exchange Council, funded by conservative donors, has provided many state legislatures with draft bills on social and economic issues ready-made for them to enact into law—which they have done repeatedly.


Given the critical role that public-interest organizations play in the development of public policy, it is peculiar that the US Tax Code constrains those very organizations from many forms of communication with lawmakers and voters who would benefit from hearing their views. No such barriers bar corporate interests, of course—which leads to a strange and unhelpful imbalance in the range of messages legislators may hear and citizens may express. Corporations, both individually and collectively, have long recognized the critical role that government at all levels plays in regulating their business interests, practices, and decisions, and they have accordingly built often huge advocacy and lobbying staffs to protect their interests in Washington and in many state capitals across the United States. Corporate officials have often banded together in political action committees to make campaign contributions to candidates for public office, and they continue to do so today. Therefore, while corporations are free to lobby for their interests, with after-tax dollars, foundations, ostensibly because of their tax exemption, cannot. Foundations, however, which often find themselves on the opposite side of corporate interests with respect to many issues, have been prohibited by the Internal Revenue Code from engaging in lobbying, with four minor exceptions—one of which is where the foundation’s own existence is at stake—and of course foundations themselves cannot use their funds to support or oppose candidates for political office, which recent Supreme Court decisions permit corporations to do.


Moreover, operating charities continue to be limited in the amount of money they can spend on advocacy regarding legislation and remain prohibited from spending any organizational money on behalf of or opposed to candidates for political office. Because much of what corporations seek to do in their public policy advocacy is regarded by many as less in the public interest than in their own private interest—such as their efforts to protect themselves from tighter environmental regulation or stricter consumer protection legislation—it is all the more important that the ability of civil society organizations and foundations to engage in advocacy and lobbying be widened. No persuasive logic exists to support permitting corporations to lobby without limit while stringently prohibiting foundations and substantially limiting operating charities from doing so. The ostensible rationale for such a distinction is that charities are tax exempt and therefore should not be able to lobby at will, while corporations, even if they receive tax subsidies, are permitted to do so with after-tax dollars. Like many other scholars and tax lawyers, I am persuaded that this is another distinction without a difference.


Another arena in which tax exemption is the only way of publicly supporting an essential function in American public life is religion. The nearly half-million nonprofit organizations that are religious institutions cannot receive general operating funds from the federal government because of the constitutional separation of church and state derived from the First Amendment’s two clauses dealing with religion: the Establishment Clause and the Free Exercise Clause: “Congress shall make no law respecting an establishment of religion, or prohibiting the free exercise thereof.” If private contributions to religion were not incentivized by federal tax policy through the deductibility of such contributions against individual income taxes, a major source of funding for religion would be diminished. Religious organizations now receive about one-third of all the money contributed to charity each year by Americans; providing tax deductibility for such contributions is the only way government can constitutionally facilitate the flow of unrestricted financial resources to this wide diversity of organizations that support both spiritual and civil society. While government has been permitted by the courts to provide funds to religion-supported nonexplicitly religious secular activities, such as housing for the homeless, soup kitchens, and job training, such nonexplicitly religious service activities by religious organizations are estimated as consuming 30 percent or less of religious organization budgets.


Along similar lines, consider the many other kinds of objectives on which it is technically permissible for government to spend public revenues but for which there is often little or no public or political agreement to do so. The visual and performing arts are a good example of this reluctance, and the bitter controversies over some of the grants made by the National Endowment for the Arts are reminders of how diverse Americans’ definition of art can be and how passionate Americans can be about the differences reflected in certain kinds of art. If there were no charitable deduction for fostering the artistic pursuits, and if the representatives of the public remained reluctant to appropriate funds for them, America would be impoverished culturally.


All of which is to say that providing tax exemptions for organizations and permitting tax deductibility for charitable donations to them are powerful—and, I would add, indispensable—ways of providing significant benefit to the American public as a whole, when government either cannot or will not make funds available for those purposes.


Whether the benefits conferred by America’s civic sector outweigh the revenue loss to government is clearly subject to disagreement. Many on the left of the political spectrum quarrel with the provision of generous tax benefits to organizations such as art museums, symphony orchestras and opera companies, private K–12 schools, elite private and public universities, and hospitals, some of which are patronized primarily by Americans who are well-off. Many on the right and in the center of that spectrum see such organizations as benefiting society as a whole, and therefore view their tax-exempt public support as appropriate, but may still want to use the levers of the tax code to enforce certain directions among the beneficiaries (such as arguing that university endowments should be used to lower today’s tuition rates).


Proposals have been made by countless policy wonks and various interest groups whereby more generous tax benefits could be provided to organizations and their contributors serving only America’s least well-off, with lesser benefits to organizations that do not specifically benefit that demographic. So far, however, no one has been able to figure out how to distinguish persuasively between the two kinds of organizations. The many opponents of establishing preferential tax benefits for organizations that focus on serving America’s least well-off argue that such distinctions are difficult, if not impossible, to calculate persuasively and that the very act of differentiating between them is inherently invidious when, for almost four centuries of English and American law, all nonprofit organizations have been regarded as of equal worth to society as a whole.


Making persuasive distinctions between “poor-serving” and “all-serving” nonprofits is in fact challenging analytically. For example, in most of the elite universities, as many as half of the enrolled students receive financial aid; penalizing such universities by reducing or eliminating the tax benefits extended to them or their donors would inevitably harm the least well-off students who benefit from those institutions’ financial aid programs, as well as all the other students enrolled there. The very same problem plagues calculations with respect to religious institutions and their contributors. Most of these kinds of institutions devote about one-third of their incomes to soup kitchens, charity given to the poor, mentoring programs, housing for the homeless, retraining for former criminal offenders, rehabilitation for those addicted to illegal drugs, and the like. Curtailing tax benefits to them would therefore harm those now receiving help from these places, as well as all members of their congregations, irrespective of their financial situation. A third kind of analogous problem is raised by how tax officials might characterize organizations that benefit people regardless of need—such as medical research, environmental protection, and efforts to improve governance—for purposes of being regarded as “poor-serving” versus “all-serving.”


Because of the difficulty of making persuasive distinctions of social merit between one kind of historically charitable undertaking and all others, most observers, scholars, tax policy specialists, and politicians have been opposed to giving more generous tax deductions to organizations that benefit the least well-off than to other groups.


The consequent standoff led only to proposals by President Obama—and by some Democratic representatives and senators—to cap the benefit to donors at the level prevailing for those in the 28 percent marginal tax bracket, which would diminish the value of the deduction benefit available to any taxpayers whose income is federally taxed at higher levels (now subject to rates as high as 39.6%). When such proposals have come up for review in Congress, they have been roundly defeated. They simply decrease the loss to the US Treasury but do nothing to incentivize charitable contributions to flow to a greater degree toward America’s poor rather than to institutions that benefit the American population without regard to socioeconomic status.


Many good reasons exist for Americans’ long-term commitment to empowering, as well as to supporting by generous tax breaks, the nation’s civic sector in benefiting all Americans. While America’s first nonprofit organizations—the freestanding Protestant churches in New England that delivered comprehensive services to their local community—operated independently because they preceded the establishment of government, today the role of most nonprofits is a collaborative one that includes countless partnerships with both government—federal, state, and local—as well as often with for-profit corporations along with other nonprofit organizations in implementation and in funding. It is no exaggeration to describe today’s civic sector—operating charities and the philanthropic individuals and foundations that support them—as playing a key role alongside the public and the for-profit sectors in striving to solve the many problems facing individual citizens and groups, as well as in sustaining all manner of citizens’ voluntary activities and organizations that contribute to the public good in innumerable ways. As I have proposed, it is tricky to try to impose a “control panel” on how this wide range of important causes is supported. The splendidly diverse tapestry of public-serving institutions and organizations makes big differences in all of the “in-between” spaces of our national fabric.


WHAT ABOUT ENDOWED FOUNDATIONS?


Criticisms similar to those advanced above regarding the monolithic treatment of all kinds of nonprofit organizations have been revived, around the turn of the new century, regarding the institution of endowed foundations. The reasons have been much the same, although with a different twist. The core of the criticism is an attack on the idea of endowing foundations and requiring them to pay out to operating charities only an annual specified minimum (5%) of their endowment. The critics argue that it is inherently discriminatory against the present, and perhaps especially the poor of the present, to allow warehousing of such capital assets, presumably perpetually, while enabling donors to benefit from the full value of their charitable gifts at the time the gifts are made. Thereafter, present and future society are permitted to benefit only from modest annual payments from the income on those assets.25


By describing all perpetual foundations as “restricted-spending philanthropy,” Professor Brian Galle of Georgetown Law School has attempted to load the dice at the outset. In essence, he disagrees strongly with the idea of creating perpetual foundations that preserve their “purchasing power” over the years in order to serve society’s needs at any time over the long run. He argues that public policy, by exempting foundation earnings from taxation, actually encourages foundations to spend as little as possible and that board members tend to regard the preservation of purchasing power in their endowments as an obligation of prudent management. The result, in his view, is a systematic bias in philanthropy in favor of the future at the expense of the present.


In fact, virtually all perpetual foundations are unrestricted in how much they can spend annually. During the Great Recession of 2008–2011, many foundations often paid out as much as 7 percent or 8 percent of their assets to ensure that grantees could continue their work despite the decline in the economy. Furthermore, in my interviews for this book, I often asked whether a particular foundation’s trustees would be able to spend its assets completely down if they chose to do so, and virtually all of my subjects answered yes—if the board found an initiative that would convincingly serve the mission of the foundation.


In truth, what such critics are attacking is the fact that founders of, or contributors to, foundations are able to receive a tax deduction for the value of their gifts in the year that the gifts are made, while the public will benefit only from the income earned on such gifts that is spent year by year in the future. The same criticism is now also being made against the donor-advised funds that have come to flourish since 1990, discussed at greater length in Chapter 3. Here, again, donors receive a tax deduction in the year the gifts are made to the organizations hosting the funds, whether national for-profit firms or regional community foundations, but their donations are not paid out until future years. Of greatest importance, however, is that the argument made by such critics could be applied equally to a gift that is immediately donated to an operating charity, if the recipient organization does not itself put the money to instant use. If the organization receives the money in Year 1 but spends it only in increments in Years 2, 3, and 4—or perhaps uses the money for its own endowment, spending only the income and not the principal—it would surely run into the same objection.


The argument for favoring the needs of the present over those of the future is arbitrary and almost certainly difficult to define and utilize practically. Moreover, if acted upon and extended to its full logical consequences, such a regulatory preference as forcing perpetual foundations to pay out more than the federally required annual amount or requiring universities to spend stipulated percentages of their endowment for particular purposes such as scholarships, would have devastating effects not only on foundations but on all nonprofit organizations whose existence depends in part on endowments. Indeed, recent years have also seen calls for taxing large university endowments or mandating that some portion of such endowments be spent to lower tuition. Such a change in America’s tax policies would in effect kill the goose that laid the golden eggs and threaten the very existence of these institutions that are indispensable to America’s continuing dynamism.


No one has made the point more forcefully or cogently than the late Nobel Prize–winner Professor James Tobin of Yale University. In mandating that endowment asset managers must not spend more annually than the endowment’s “after-inflation rate of compound return, so that investment gains are spent equally on current and future constituents of the endowed assets,”26 he wrote, “The trustees of endowed institutions are the guardians of the future against the claims of the present. Their task in managing the endowment is to preserve equity among generations.”27


The American civic sector, whatever its eccentricities and imperfections, plays a critical, if not always well understood, role in the quality of our common life. It has proven to be a durable asset but it’s not indestructible. The current ferment in early 21st-century philanthropy—much like that in the early 20th century—suggests profound changes ahead, both for the organizations that do the hard labor of serving the public interest and for the donors and foundations that furnish them with the means to do their work. Those changes may be thoughtful or reckless; they may take due note of the richness and complexity of the American public-interest landscape or proceed only to disrupt and dismantle. In the following pages, I will propose some means of recognizing and choosing among these different courses and suggest ways that American philanthropy can innovate and adapt, serving both the present and the future, without sacrificing the principles that have made it the envy of the world.















PART ONE



THE CHANGING LANDSCAPE OF AMERICAN PHILANTHROPY





The amount of change that has already taken place in America’s philanthropic sector just since 1990 is mind-boggling. Taken together, these changes have transformed philanthropy in fundamental ways, most of them for the better. In Part One, I describe the components of that transformation and hope that I’ve made clear why each of them is making a significant contribution for the better.


In the first chapter of this section, I highlight the sharpening of discipline and focus among foundations—making them, on average, more strategic and ambitious, more intent on achieving clear impact, and more attuned to measurement, including benchmarks and indicators of progress. The second chapter deals with the new ways in which individual philanthropists, foundations, and corporations are operating, including their greater willingness to collaborate and the innovative uses of their wealth beyond pure grantmaking. Chapter 3 examines the newly developed infrastructure organizations that underlie and assist charitable giving, including such giving vehicles as donor-advised funds, the creation of numerous consulting firms to advise foundations and donors, and the impact of the Internet and social media in particular on philanthropy.















chapter one



A More Disciplined Focus


A new spirit is enlivening perpetual foundations. This change is best epitomized by what the Kresge Foundation writes in its 2014 Annual Report:




Those of us invested in community—the public, private, nonprofit and philanthropic sectors—are stepping up, electing to participate beyond our traditional boundaries and areas of interest. What is emerging is a style of philanthropy that is visionary and strategic. It is unafraid to ask hard questions and fearless in the face of great challenge. Unlike our practices of the past, almost nothing is off limits today. We are willing to take risks and propose solutions commensurate with the size of the challenge at hand. This new way of working has become central to the ethos at The Kresge Foundation. We believe this approach represents the next generation of philanthropy for us and for the entire sector.… Bold is not a goal; it is a byproduct of collective effort. Bold is the urban future that awaits us.1





An example of this energy is the role that Kresge played, together with other large and small foundations, in helping the city of Detroit emerge from bankruptcy, as recounted in the same annual report:




In 2013, with $18 billion in debt, the city of Detroit entered the largest municipal bankruptcy in U.S. history. Rip Rapson, president and CEO of The Kresge Foundation, was on the front lines of efforts to bring about a speedy resolution, one that protected the pensions of city retirees and safeguarded the world-class art collection at the Detroit Institute of Arts, the city’s most valuable asset.


Rapson and 10 other philanthropic leaders, together with the state of Michigan and the Detroit Institute of Arts, created an $816 million fund, the Foundation for Detroit’s Future—what has become known as the Grand Bargain. The fund enabled the art to be sold to a nonprofit trust, with the proceeds nearly fully funding retiree pensions. Equally as important, it prevented litigation that would have delayed indefinitely the essential and imperative work of city building.2





The kind of dynamism represented by Detroit’s Grand Bargain—a willingness among foundations to depart from established practice and familiar roles and to seize opportunities to make a dramatic difference—reflects what the Kresge Foundation calls “Six Core Beliefs [that] have the power to reshape the philanthropic sector for the challenges of the 21st Century”:




• Belief #1: Philanthropy has to be prepared to cut from its safe and secure moorings to embrace a level of risk commensurate with the magnitude of the challenge at hand.


• Belief #2: Philanthropy, by shedding its territoriality, can multiply its efficacy by recognizing the potency of its undeniable interdependence.


• Belief #3: Philanthropic leaders must be willing to act; they must create space to hear and internalize the wisdom of our community’s collective voice.


• Belief #4: Philanthropy must increasingly become comfortable in engaging the vicissitudes and ambiguities of public-sector policies and practices.


• Belief #5: Philanthropy can find key acupuncture points that trigger the power of places to reflect community identity and create the map for vibrant, equitable civic life.


• Belief #6: There is a moral imperative for privately endowed philanthropies like Kresge to stitch together the other beliefs in ways that will improve outcomes for low-income people living in America’s cities.3




Other large foundations have begun to express the same aspirations. Julia Stasch, who in 2015 was elected president of the John D. and Catherine T. MacArthur Foundation, wrote an essay in her first annual report, covering the previous year, entitled “Time for Change.” The essay was posted on the foundation’s website in 2015 and includes the following:




[W]e need to change.… Be bolder and aim higher. Embrace independent, even unconventional, thinking. Act with greater urgency, even as we remain patient for the fruits of real, lasting change. Be more open, curious, and experimental, and take more risk. Set ambitious goals that are clear and practical, and seek significant, measurable progress.


In the future, we will work primarily through programs and projects that are larger in scale, time-limited in nature, or designed to reach specific objectives. We will place less emphasis on program areas with an indefinite lifespan.


While this solution-driven approach is a topic of debate in philanthropy, we believe it is right for MacArthur and the depth of impact we strive to achieve. Its application means focusing our not-unlimited resources, our leadership, and other assets in fewer areas where we believe real and lasting progress may be possible. More focus will require hard choices about some fields where we have long been active.


Higher ambitions also will require a greater tolerance for risk and failure. We will need to be even more flexible and innovative in our strategies and tactics in response to new circumstances, and ready to enter into alliances with unexpected partners. We will observe closely and listen carefully as we adopt an even more rigorous practice of reflection and learning.4





Other private foundations have expressed similar intentions, albeit without the trial by fire that Kresge and its Grand Bargain partners encountered in the furnace of Detroit’s financial collapse. But at this point, most of those intentions are just that—intentions—and it remains to be seen whether and how they will be translated into achievements. I quote Kresge at length because it has already demonstrated its determination to transform itself. The animating principles that emerged from and guided—indeed were shaped by—the achievements it reported in its 2014 Annual Report give its stated intentions greater credibility. The same might fairly be said about some of Kresge’s partners in the Grand Bargain, including the Ford, Knight, Mott, and Skillman Foundations and the Community Foundation of Southeast Michigan. Moreover, in Darren Walker’s first two years of leading the Ford Foundation, he has created a comparable degree of excitement and optimism about the changes taking place there, some of which are discussed in the following pages.


A NOVEL GRANTMAKING PARADIGM


For all of the 100-year-long history of American foundations, the prevailing pattern of decision-making was to choose among grant proposals that “came in over the transom,” as newspaper and magazine editors used to say about unsolicited manuscripts. Leaving aside the fact that foundation offices no longer have any doors with transoms above them through which incoming proposals could come, the analogy as well as the practice continues to dominate foundation behavior. Clearly there are exceptions, as a growing number of foundations’ websites prominently advertise “unsolicited proposals not accepted.” Whether the proposals arrive randomly or are requested by the foundation, however, the criteria by which they are considered, granted, or rejected is based on the nature and quality of the particular substantive request and how well it fits with the priorities of the foundation considering it.


However, the Edna McConnell Clark Foundation has changed that grantmaking pattern, and its initiative seems slowly to be catching on. After becoming president of that foundation in 1996 and spending four years administering programs in five different areas, Michael Bailin came to the conclusion that, if social impact was to be the measure by which a foundation should assess its success, that foundation could achieve much more by honing its decision-making model. In 2000, he persuaded the foundation’s trustees to spin off or close down four of its historic programs and concentrate on only one: Youth Development, broadly defined.5


Then, instead of doing what foundations had done for years—letting others make the initial move to send in proposals—he decided to reverse course by having the foundation itself take the initiative. By soliciting a wide range of knowledgeable informants around the country, Bailin set out to identify those organizations within the Clark Foundation’s program catchment area that were demonstrably performing well already and then to help strengthen those organizations by providing general operating support and relevant consulting advice on strategy, management, business and financial planning, evaluation, board-building, and marketing, with the goal of enabling them to serve even more people at the same if not a higher level of quality. Obviously, rigorous evaluation criteria were essential for determining whether an organization was performing well in the first place and is achieving even more once support by the Clark Foundation kicks in.6


That change—shifting the focus of foundation grantmaking from the merits of a particular substantive program to the success of a whole organization, based on its established track record of success in delivering those substantive programs—was revolutionary. It has already begun to achieve traction, not only with other foundations but also with newly emerging institutions such as the Robin Hood Foundation in New York, the Tipping Point Community in San Francisco, and A Better Chicago—antipoverty funds supported mainly by the financial sector and concentrating on particular metropolitan areas. Robin Hood was founded by hedge fund manager Paul Tudor Jones in New York in 1988, Tipping Point by philanthropist Daniel Lurie in 2005, and A Better Chicago by Liam Krehbiel, a former Bain & Company consultant, in 2010.7


Solid evidence persuades like nothing else, including eloquent rhetoric. And, as in the Goldman Sachs example below, it was the Bridgespan Group that designed the evidence-generation system for the Edna McConnell Clark initiatives.8


Another example of how evidence-based data are influencing decisions to scale initiatives is Goldman Sachs’ 10,000 Women, an innovation discussed at greater length in a later section. Under the leadership of Chairman and CEO Lloyd C. Blankfein and Managing Director of Corporate Engagement Dina Habib Powell, the company established this initiative to identify, train, and facilitate the financing of women’s businesses in developing countries. Before it was launched, Ms. Powell engaged The Bridgespan Group, America’s preeminent nonprofit management consultancy,9 to plan and execute the program’s outcomes research and evaluation. By 2015, the data generated by Bridgespan documented achievements of the participants in 10,000 Women that were so impressive that the World Bank decided to join the cause. In fact, the World Bank upped the ante by creating a $600 million Women Entrepreneurs Opportunity Facility, which is expected to raise the number of target beneficiaries from 10,000 to 100,000 women worldwide. What made such a scale increase possible was the existence of carefully designed research that produced persuasive evidence of the success of the original initiative.



A PREOCCUPATION WITH MAXIMUM IMPACT: THE DOWNSIDE


These days, it seems that “impact achievement” has become the goal of many philanthropists, especially the wealthiest ones. They seem to have become obsessed with achieving the greatest social impact, sometimes without much concern about which field or area of need benefits. Rather than striving specifically to feed the hungriest or to assuage the poor’s most pressing needs, they seek, in a variation on Jeremy Bentham and John Stuart Mill, to produce the greatest good for the greatest number. On December 23, 2015, for example, the Bloomberg.com website featured an article by Sangwon Yoon entitled “From Ackman to Musk, Charity Giving Takes on Stock-Picking Feel.”10 The article’s two subheadlines are “‘Effective altruism’ seeks to maximize returns from charity,” and “Gates and Gross fans of a data-driven approach to giving.” The author goes on to write the following:




Econometrics is the new buzzword in charity circles with a growing number of nonprofit organizations applying a more scientific methodology to lure the rich and powerful to give more. GiveWell, for example, studies academic research and data to test a given approach and applies metrics such as “cost per life saved” or “financial benefits to recipients per dollar spent by donors.”


“When the end of the year comes, people prefer not donating than donating badly,” said Alexandre Mars, a tech entrepreneur and venture capitalist-turned-philanthropist.


Which is why Mars set up Epic Foundation, where he manages a portfolio of 20 youth-focused social enterprises for donors. The idea is that high net-worth individuals may not have the time to do the homework themselves but want guarantees they are getting value for money. Mars vets the charities by analyzing their data, ranking them through an algorithm and producing reports for each based on on-site visits and interviews.


“We want to track what we’ve donated,” he said. “In the non-profit world, this doesn’t exist: You would have to wait six months or a year for a brochure or get invited to a gala you have to pay” to attend.


GiveWell, which was founded by two former analysts at Bridgewater Associates, have their top picks each year.11





In another article earlier in 2015, Bill Gross, former CEO of PIMCO, the huge fixed-income investment firm, was quoted as saying that he intends to devote his entire net worth to giving to those organizations, which appear to promise the greatest amount of social impact as measured by data, irrespective of the kind of social good the organizations are doing. Similarly, Elie Hassenfeld, a hedge fund manager and cofounder of GiveWell, sums up this attitude toward doing good by asking, “What charity will give me the biggest bang for my buck?”12
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