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VER THE PAST TWENTY YEARS,
private donors have con-
tributed a figure somewhere
in the billions of dollars to

support public services such as educa-

tion, parks maintenance, and libraries.

As Rick Cohen has observed, there now

seems to be a charitable arm for every

federal agency—from the CDC to the

CIA.! So far, judging from some high-

profile cases like the dramatic “rescue

by foundation” of the city of Detroit from
bankruptcy, public and expert opinion
has been divided as to whether govern-
ments—and taxpayers—should welcome
this kind of philanthropy or whether we
should be concerned about it. Compli-
cating our ability—as voting citizens
and also as scholars—to understand the
impact of this public-oriented philan-
thropy is the lack of information about its
scope and its long-term implications for
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How Philanthropy

Props Up Public Services
and Why We Should Care

by Beth Gazley

Philanthropic support for public services is increasing rapidly, and we should be concerned

about the long-term implications on a number of fronts—in particular, the tendency of

private funding of such services as schools and parks to exacerbate rather than eliminate

financial and geographic inequities and to reduce public accountability and citizen access.

public service provision, tax and budget
policy, the nation’s philanthropic capac-
ity, and a host of related issues. Scholars
are still working on those questions, but
the following is what we know so far.

Charities that Support Public

Services Are Legally Unobjectionable
(Even If They Are Controversial)

An examination of the growth in these
government-supporting organizations
reminds us that the legal definition of
a “charity” via the tax code is broader
and more inclusive than most people
may realize. Among those activities
allowable under section 501(c)(3) of the
tax code are not only relief of the poor,
distressed, and underprivileged, and
advancement of religion, education, and
science, but also activities that support
public service provision. These include,
for example, erection or maintenance of

public buildings, monuments, or works;
activities that lessen the burdens of gov-
ernment; and activities that lessen neigh-
borhood tensions. Thus, on the face of it,
charities created to support government
services are hardly controversial from
a legal standpoint. Legislators have also
defended their efforts to create chari-
table foundations for public agencies
by claiming that these new entities can
bypass legal obstacles to public-private
partnerships, increasing flexibility and
minimizing red tape.

Trends in Philanthropic

Support for Public Services:

The Example of Schools

We know that philanthropic support
for public services is growing rapidly,
outpacing the growth of the charitable
sector overall. The rate of growth is seen
especially in K-12 education. My analysis
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of these organizations’ ruling dates via
990 forms suggests that, over the past
forty years, as many as one-third of all
charities filing under the National Taxon-
omy of Exempt Entities (NTEE) “educa-
tional” classification (i.e., the “B” class)
were created to support public schools.?

Private donors support public educa-
tion through several vehicles. In local
school systems, “booster clubs” don’t
Jjust support extramural activities such as
sports teams and marching bands—they
also make vital contributions to schools’
core curricula in music, technology, and
science. In addition, parent-teacher orga-
nizations and associations these days
are mainly focused on raising money for
single elementary and middle schools,
generating more than $425 million in
reported IRS revenue in 2010 alone.?
Since many of these organizations do not
file annual 990 returns, the true revenue
figure is undoubtedly much larger. One
study by the Public Policy Institute of
California suggests that as much as
$1.3 billion was donated in 2007 alone to
California public school booster clubs,
foundations, and parent-teacher organi-
zations (PTOs).*

School districts also create their own
501(c)(3) public school foundations,
known as “local education founda-
tions,” which in 2010 infused another
$300 million in reported 990 revenue into
public education.?

As tables 1 and 2 demonstrate, even
when accounting for only the registered
and reporting tax-exempt organizations,
these K-12 educational charities are
being created at a rate 30 percent faster
than the growth of the nonprofit sector
overall (i.e., the difference between
a 260 percent rate of growth and the
charitable sector’s overall growth rate
of 196 percent in the same time period).°®
They are also raising an increasingly
larger piece of the charitable sector’s
philanthropic pie. And they are being
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employed as giving vehicles not only
by those with the most at stake—local
parents and community members—but
also by donors thousands of miles away.
Just one organization, DonorsChoose
.org, has, since 2000, raised over
$300 million nationally for classroom
needs, including $80 million in its most
recent fiscal year alone. Championed
by Oprah Winfrey and Bill Gates, this
organization has a mission of address-
ing “educational inequity” through
private philanthropy, and reports having
received teacher requests for funding
from more than half of all U.S. public
schools.”

My own research, with my col-
league Ashlyn Aiko Nelson, suggests
that DonorsChoose.org is something of
an anomaly. Most of the philanthropy
directed at public schools is local,
meaning that wealthy school districts
enjoy a philanthropic advantage and few
people are paying attention to fairness
and balance. And, indeed, we found clear
evidence that across the nation private
philanthropy for public schools exacer-
bates rather than eliminates budgetary
inequities across school districts. Spe-
cifically, although most school funding
still comes from taxpayers, we found
that wealthy school districts are able to
provide more dollars per pupil overall
through this philanthropic “bonus.”®
Simply put, DonorsChoose.org’s success-
ful efforts at raising $80 million in 2014
do not come close to balancing the ineq-
uitable impact of the other $880 million
raised in 2010 by local PTOs, school foun-
dations, and booster clubs.’

So, should we welcome efforts like
those of DonorsChoose.org to address
inequities? The answer may depend
on whom you ask. Those in favor of
these philanthropic efforts point out
that school donations are meeting real
educational needs. Parents, in particu-
lar, have energetically challenged the

implications of our research by arguing
that these philanthropic opportunities
keep wealthier parents committed to
public education and also serve as a
natural and appropriate form of com-
munity self-determination.!® However,
other observers have pointed out how
the narrow focus on school fundraising
saps community energy and possibly dis-
tracts parents from other forms of politi-
cal engagement—such as advocating for
more public spending overall on public
schools in order to end the reliance on
fundraising altogether.!

It’s no coincidence that this disagree-
ment is happening during a time of
heated political debate over school “own-
ership.” The recession reduced public
services in nearly every state, a result
of sharp declines in state tax revenues. '
Meanwhile, conservative shifts in federal
and state policy toward education have
resulted in growth in nonprofit charter
schools, shifts from local to state control
of education budgets, and controversies
over student testing and teacher senior-
ity. These political fights reflect deep
ideological divisions—even to the point
of challenging fundamental assumptions
about the public sector’s responsibility
for public education.

But it’s startling to find this discus-
sion happening at a time when truant
officers still roam communities to
enforce compulsory public education.
Why doesn’t the public’s obligation to
educate its citizens extend to full school
financing? It’s not so simple. Complex
school finance policies limit the ability
of school districts to raise their own
source revenues. In other words, these
local education charities offer a conve-
nient way to get around both strict state
policies on school funding and the politi-
cal stalemates in state capitals. As a
result, any rock-ribbed assumption that
taxes should pay for public schools is
probably on the table—or will be soon.
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Table 1. Fifteen-Year Growth in 990 Filings by

School-Supporting Charities Compared to All
U.S. Charities

Total Filing
Total Filing School-
U.S. Public Supporting
Year Charities Charities
1995 187,038 3,458
2010 366,086 9,004
Growth 196% 260%

But how much of this trend legisla-
tors and local officials will stomach is
still to be determined. In Dallas and Los
Angeles, school officials have proposed
selling off naming rights to athletic facili-
ties.’? Should we welcome the future
“Paul Revere Middle School ‘McDonald’s’
Soccer Field”?

Looking forward, whether or not phi-
lanthropy for schools will substitute for
taxes in any substantive way, and what
that signifies for tax policy, is something
to which policy-makers and scholars
should pay closer attention. Donations
to schools have been described as a
“minor and highly variable source of
revenue” and “. . . an ill-suited replace-
ment for broad-based tax revenue.”'*
Ten years ago that conclusion was still
accurate, when the National Center for
Education Statistics reported that less
than 3 percent of public-school revenue
came from philanthropy.'® A more recent
estimate is needed.

But, regardless of the amount raised,
any source of philanthropic support for
schools can change policy-making when
it becomes permanent. One possible
policy response is to seek more control
over the activities of these organizations.
In Tennessee, the School Support Organi-
zation Financial Accountability Act was
enacted in 2007 to require local boards of
education to adopt policies concerning
local school support groups (e.g., to regu-
late financial accountability and spend-
ing) before those groups could operate.'®
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Table 2. Percent Increase in Revenues Reported by School-Supporting Charities Compared to All

U.S. Charities (Note: Incomplete data; includes only registered and filing charities via 990 forms)

Percent Increase

Type 1995 Revenues 2010 Revenues in Revenues
PTOs $21,966,242 $137,713,636 526.9%
Local education

. $50,766,059 $296,959,231 485.0%
foundations
Boosters $31,078,895 $148,900,391 379.1%
PTAs $87,578,215 $287,860,297 228.7%
Other $2,763,032 $5,545,986 100.7%
Endowments $2,452,346 $3,146,526 28.3%
TOTAL $196,604,789 $880,126,067 347.7%
Comparison to ll fling $573,318,600,000 $1,514,153,000,000 264%
U.S. charities

The Growth of Charity property tax caps. One state parks offi-

Support for Public Parks

The field of recreation and natural
resources management offers another
instructive and often colorful view into
the role of philanthropy in public service
provision. Private donors also actively
support public parks—through direct
gifts and also by creating “Friends of the
Parks” groups. Under active encourage-
ment by all levels of government, both
numbers and revenues have increased
over time.!'” For example, using partial
data (National Center for Charitable Sta-
tistics Core Files for public charities) I
estimate that parks-supporting chari-
ties of all kinds were created at a rough
average of fewer than two per year up
into the 1980s, but since then new orga-
nizations have been created at an average
of more than twenty per year.

These long-term trends suggest that
the most active period of “Friends” group
creation was in the privatization era of
the 1990s. However, many in parks man-
agement argue that the present need
for support has never been greater. The
recent recession was rough on parks
and recreation departments, which
absorbed some of the deepest blows of
conservative fiscal policies, such as state

cial described an impact on his depart-
ment’s capacity so severe that “we’ve
gone from ‘lean and mean’ to emaciated
and violent.” 1

At the national level, the National
Park Service, custodian of four hundred
national monuments, historic sites and
battlefields, parks, trails, rivers, pre-
serves, and recreation areas situated
across 84 million acres, has a budget of
$3 billion and 22,000 staff.’ But it also
has a deferred maintenance backlog
estimated at more than $11 billion.?
So, nearly four hundred nonprofit
“Friends of the Parks” and “cooperat-
ing associations” pick up some of the
slack through fundraising, trail and
infrastructure maintenance, advocacy,
programming, visitor support, and vol-
unteer engagement. In fact, one of the
newest national park sites, the Flight 93
National Memorial in Somerset County,
Pennsylvania, would not exist without
the $40 million that the National Parks
Foundation raised in private support for
the memorial.?!

At the state level, my research sug-
gests that roughly half of all state parks
across the United States now have an
associated nonprofit “Friends of the
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Parks” group. These organizations
provide a range of services, but their
aims are quite similar on the whole.
Among the 650 charities I have ana-
lyzed to date that support public parks
at the federal, state, or local government
level, 97 percent conduct fundraising to
support parks programming, 63 percent
recruit and manage parks volunteers,
and 65 percent participate in parks
maintenance and construction activities
(e.g., trail maintenance). An additional
39 percent provide public education
and outreach, and 32 percent provide
recreational programs, while 15 percent
engage in advocacy. So, on the whole,
their principal purpose is quite clear: to
bring in dollars and volunteers.

Again, as with public education, the
research in which I have participated
finds a similar connection between a
community’s wealth and its ability to
sustain a “Friends of the Parks” group.?
At federal, state, and local levels, parks-
supporting charities are not only more
likely to be created in wealthy communi-
ties, they also raise much more money.
Chicago’s Millennium Park, for example,
was planned as a “garage with grass over
it” under the city’s original $150 million
budget. Then philanthropy stepped in.
The budget expanded to $475 million,
and the park’s amenities—fountains,
bandshells, landscaping, a theater, sculp-
tures—ballooned as well.?? In assessing
the impact of philanthropic support
for parks, Margaret Walls, research
director at Resources for the Future,
observes that—as with schools—one’s
perspective will determine whether this
philanthropy is viewed as a “stunning
success” or a moral failure. Walls notes,
for example, that an entirely donations-
based approach to parks maintenance
is likely to result in the underfunding
of public spaces over time, since some
“free-riding” citizens can still enjoy parks
without supporting them.?*
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Another similarity with schools
is that parks, too, are geographically
bound. A wealthy donor is more likely
to support the park in her neighbor-
hood than she is the pocket park across
town. So unless cities create policies to
support parks budgets equitably regard-
less of philanthropic input, as the city
of New York has attempted to do, a reli-
ance on philanthropy is bound to result
in inequitable quality.?” Since neighbor-
hoods have wealth and income dispari-
ties, so will parks and schools under a
philanthropic regime.

What Don’t We Know—and

Why Does It Matter?

Many private gifts directed toward gov-
ernment services appear to be short-term
infusions of philanthropy, not intended
to permanently replace tax-funded or
fee-based public services. For example,
private donors and foundations stepped
in with millions of dollars—but only in
the form of loans—to assure the continu-
ation of some social services during the
federal government’s shutdown in the fall
0f 2013.%6 Perhaps the lure of a short-term
commitment is also one of the reasons
why many donors prefer to fund capital
projects rather than ongoing program-
matic or maintenance needs in public
parks and spaces.

But the data suggest, overall, that
philanthropic funding for public ser-
vices is neither a temporary nor a
short-term trend. The fact that govern-
ment agencies are creating entirely new
501(c)(3) institutions as vehicles for
organizing volunteers and donors sug-
gests that the goal is a permanent fun-
draising infrastructure. I expect those
who attend the Association of Fund-
raising Professionals events are seeing
more public employees enrolling to gain
grant-writing training, as well.

But we have not yet answered some
important questions about this trend’s

impact on public-service provision—
including, as I've mentioned, some ques-
tions related to how private philanthropy
affects equitable public access to ser-
vices. As noted, my research so far sug-
gests that it does so for education and
possibly for parks, but the full scope and
impact of these inequities are challeng-
ing to measure and require much more
observation over time.

A related question should be how
private philanthropy alters the power
dynamics of public-service decisions.
Back in Chicago’s Millennium Park, it
wasn’t an independent, objective panel
of citizens or a group of elected officials
who selected the final architectural
design for the Pritzker Pavilion concert
space, but the donor herself.?” Another
story out of Chicago describes a day
when the park was closed to the public
for a donor event®—just a single day,
yet noteworthy, because it was the first
time the park had ever been closed to
its own citizens since 1836, when public
officials designated the waterfront a
space that should be “forever open,

clear and free.”?
[ ] [ ] [ ]

I have written elsewhere and in more
detail about the possible problems
this trend introduces.?® They include
a virtual Pandora’s box of potential
ripple effects, including reduced public
accountability and citizen access, less
donor transparency, more-challenging
power dynamics, and less-stable public
services. But I, like other observers,
need more information. In the mean-
time, policy-makers should allow them-
selves to be guided by more impact data
before marrying themselves to these

revenue sources.
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