Philanthropy’s Commitment to the Common Good

By Alison Goldberg

Philanthropy today is responding to an
economy characterized by extreme
inequalities: 10 percent of households in
the United States own 70 percent of the
nation’s wealth;! the median net worth
for white households is ten times that of
black households;? and children born in
the poorest 20 percent of households
have only a 1 percent chance of reach-
ing the top percent of income earners.3
We urgently need to address the prob-
lem of wealth inequality in this country.
More and more households face finan-
cial insecurity amidst an extreme con-
centration of wealth at the top. Such
inequality is damaging our economy and
our society.* Private institutional philan-
thropy must take an active role in elimi-
nating these disparities. Philanthropy” is
an important tool for redistributing socie-
tal resources and effecting change.
However, when we look at the num-
bers, we see that relatively few philan-
thropic dollars go to communities that
experience economic hardship. In 2007,
only a quarter of all foundation giving
went to “economically disadvantaged
communities.”® Only 33 percent of grant
dollars benefited marginalized communi-
ties, broadly defined.” Why aren’t we, as
a sector, giving more money to communi-
ties that face the greatest needs? One of
the reasons lies in private philanthropy’s
complicated, sometimes conflicted, rela-
tionship with the common good.

THE COMMON GOOD

The “common good” embodies the
idea that shared societal resources
should be used to improve well-being
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for the greatest number of people pos-
sible. Promoting the common good is
about acting on behalf of the interests
of a wider community.

On the surface, it may seem that
all philanthropy, by definition, is for
the common good. Isn’t the purpose
of giving to help others? But private
philanthropy isn’t solely about gen-
erosity — it’s a specific institution that
was created a century ago and has its
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own policies, practices, rules and
cultural norms. And, as much as its
resources have been channeled to
worthwhile causes, private philan-
thropy also was set up to serve
wealthy families’ interests.

PHILANTHROPY FOR WEAILTHY
FAMILIES

Foundations were created as legal entities
in the 1800s, but wealthy families didn’t
begin using these vehicles for their giving
until the end of that century. Motivated by
the mounting concentration of private
wealth during the Industrial Revolution
and the introduction of the federal
income and estate taxes, a growing num-
ber of donors set up funds as mechanisms
to shelter their assets.

By creating foundations, wealthy
families received a number of benefits
beyond tax relief. Donors were able to
pay family members high salaries for
nominal participation in their funds.
They could use their foundations as
investment partners by placing their
funds’ assets in companies in which
they held a vested interest. The early
foundations played a considerable
public relations role for their donors. In
an era when 10 percent of the popula-
tion controlled 90 percent of the
wealth,8 powerful businessmen used
their foundations’ giving to recast their
role from profiteers to benefactors.
Industrialists sponsored spectacular
public works, but the social and eco-
nomic conditions their charities
addressed often were a direct result of
their own business practices.?

Summer 2009



By specifying “donor intent” in legal-
ly binding wills and trusts, donors
ensured their giving priorities would be
followed, well beyond the grave. The
early philanthropists set up institutions
that would exist in perpetuity, and until
1969 foundations weren’t even required
to give any money away. At the outset,
philanthropy was used as a tool to fur-
ther the concentration of wealth, not
eliminate it.

Why is this history relevant today?
Despite some significant changes to the
laws that regulate foundations—for
example, the Tax Reform Act of 1969,
which required foundations to spend a
minimum percentage of their assets
each year and regulated investment
practices—private philanthropy cur-
rently is operating in a surprisingly sim-
ilar way to the earliest funds.

It's typical for foundations to be
established in perpetuity when created
in the context of estate planning and
built on the desire for family legacy.
Foundation assets frequently are invest-
ed in companies that have nothing to
do with philanthropic mission, and
may even be contradictory to those
goals.'0 Foundation boards often make
giving decisions without input from the
broader public, and in the case of fam-
ily funds, pass that power on across
generations. "

We are continuing to use an institu-
tion that was set up to concentrate
wealth and power, with the result that
the resources and leverage of philan-
thropic institutions aren’t prioritizing
the common good, and aren’t getting
redistributed as broadly or effectively
as they could.!?

PHILANTHROPY FOR THE COMMON
GOOD

So, how do we realign this institution
so that it's more capable of challenging
inequality? One starting point is to
embrace the idea that the resources
foundations steward are in part public
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in nature. Because a donor receives tax
deductions in exchange for a contribu-
tion to a foundation or fund, that insti-
tution then is legally required to distrib-
ute money for charitable purposes.
Understood in these terms, private phi-
lanthropy is bound to serve the com-
mon good.

As many have noted, the public
actually makes a financial contribution
to foundations in the form of tax
relief.!3 Effectively, one-third to one-
half of charitable contributions are
“matched” by taxpayers in the form of
forgone revenue to the U.S. Treasury. In
2005, this “taxpayer match” was about
$50 billion. Especially at a time like
now, when our country urgently needs
revenue for education, health care, and
other critical services, the only justifi-
cation for providing a tax benefit to
foundations and their funders is if that
money can be used to further the com-
mon good. Private philanthropy must
play some redistributive role and be
accountable to a wider community of
taxpayers. Otherwise, it explicitly is
serving wealthy families’ interests at a
cost to everyone else.

Moreover, the accumulation of pri-

vate wealth relies on public invest-
ments, whether in infrastructure, tech-
nology, science or ecological protec-
tion. Wealthy families and the funds
they create benefit disproportionately
from public resources, and have a cor-
responding responsibility to reinvest in
the common good.

What would it look like if we built
our funds’ operating practices based on
a commitment to the greater good? The
National Committee for Responsive
Philanthropy paints a hopeful picture
in Criteria for Philanthropy at Its Best.
Our boards would become far more
diverse. Grantmaking priorities would
shift, and funding would expand to
communities that experience inequali-
ty and discrimination. Philanthropic
mission would be the starting point for
any decisions about investment and
payout. Each of our funds would exam-
ine where the money goes, how it gets
there, who decides, and who benefits.
Regardless of our funding priorities,
we'd strive to make grants that chal-
lenge inequality.

As long as private philanthropy
exists, it's likely there will be a need to
accommodate the interests of donors
and their descendents and strike a bal-
ance between personal priorities and
the common good. But right now, that
balance is skewed in the wrong direc-
tion. All of us who are involved in pri-
vate philanthropy can work to reshape
this institution to more effectively
address inequality, and Criteria offers
an essential guide.

WEALTH FOR THE COMMON GOOD
Taking these steps in philanthropy is
critical, but we shouldn’t stop there.
Those who are involved in private phi-
lanthropy also should look at the larger
framework of federal tax policy since it
has an important influence on just
about everything we do.

For one, tax policy has the ability to
increase the dollars available in private
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funds, since the higher the taxes for high-
income and wealthy families, the more
money that is given to philanthropic
foundations.  According to  the
Congressional Budget Office, the federal
estate tax provides a tremendous incen-
tive for charitable giving. Abolishing the
tax or substantially reducing it would
result in a decline in charitable giving of
$13-$25 billion a year.'* More progres-
sive tax rates increase the resources
available to the nonprofit sector.

More critically, our government
relies on revenue from income and
other taxes to invest in vital programs
like food stamps, unemployment bene-
fits and job training. Philanthropy can’t
be a substitute for what the public sec-
tor can provide. In order to be redistrib-
utive—to truly challenge inequality—
tax policy must raise the most
resources from those with the most
capacity to pay.

While it appears as though our tax
system is progressive, in 2006, the 400
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highest-earning taxpayers paid an effec-
tive rate of only 17 percent, a rate far
below the 51 percent effective rate they
paid in 1955. Under current policy, the
federal estate tax is a flat rate that applies
to only 0.05 percent of all estates.
Because of a series of tax cuts for the
wealthy during the past 30 years, the tax
burden has shifted to wage earners."
Many people view philanthropy as
an alternative to taxes, but we need all
of the tools available to address the
kinds of challenges we're up against.
Several efforts are underway to consid-
er how tax policy can be more in align-
ment with the common good, includ-
ing an emerging network of wealthy
individuals who advocate paying their
fair share by promoting progressive tax
reform.16 NCRP and others have pro-
moted foundations’ support of advoca-
cy as an important strategy for econom-
ic justice since nonprofit organizations
have a vital role to play in helping
shape legislative and budgetary priori-

ties. Another way to deepen philan-
thropy’s commitment to the common
good is for funders, including founda-
tion donors, to be a part of efforts that
realign our tax code.

We not only need to assess our
internal practices in philanthropy, but
determine how we can reshape poli-
cies affecting wealth for the common
good. W
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