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ABSTRACT

According to standard theory, public goods will be under-supplied in the market place as 

a result of the free-rider problem. However, voluntary financing of public goods is an 

important empirical phenomenon, which is particularly evident in the existence of a 

substantial voluntary sector in most modem economies.

The central aims of this thesis are: (a) to attempt to quantify the extent to which 

charitable organisations may have succeeded in overcoming the free-rider problem; and 

(b) to provide an empirical analysis of the effectiveness of the different devices that have 

been developed—both by charities and the state—to counteract the free-rider tendency 

in potential philanthropists.

Chapters Two and Three set out to quantify the extent to which voluntary charitable 

donations fall short of the total willingness to pay for the services provided by charities. 

The results suggest that UK charities currently capture 50% to 70% of their full 

economic value in voluntary donations. The additional willingness to pay of £40 to £60 

per year, exceeds the current per capita government grant to the charitable sector of 

some £35 per year.

Chapter Four looks at the extent to which philanthropists are responsive to measures 

designed to reduce the price of making charitable contributions, in particular through 

fiscal incentives. The central finding is that contributions respond significantly, but 

inelastically, to the tax-price of giving. This implies that grant finance—rather than the 

provision of tax breaks—is probably a more efficient way for governments to support 

voluntary organisations.

Chapters Five and Six are concerned with the neglected role of charitable fund-raising 

activities in stimulating philanthropic gifts. The research shows that two key issues in 

determining the success of fund-raising are the choice of the contact method and the 

amount of information used to define the target group. An overall conclusion is that the 

returns available from refining fund-raising technologies are potentially very much 

larger than what might be obtained from fine-tuning fiscal incentives.
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CHAPTER ONE

ON THE VOLUNTARY FINANCING OF PUBLIC GOODS: 
INTRODUCTION AND OVERVIEW



s^ n a p ic r  w n c I f l l f  U L l U i - L l V / L

1. Introduction

This thesis consists of a portfolio of research papers, all of which in some way address 

the theme: ‘on the voluntary financing of public goods’. The charitable sector is taken 

as the central focus of the research, on the grounds that it constitutes the pre-eminent 

example of voluntary financing in the real world. Furthermore, within the voluntary 

sector, a number of the papers focus particularly on environmental organisations.

The individual chapters were originally conceived of and produced as completely 

free-standing research papers, and are consequently presented in this way. The 

implication is that each chapter contains its own detailed literature review and self- 

contained bibliography. To avoid needless repetition, this introductory chapter will 

therefore only provide a very broad-brush overview of the literature, and will 

concentrate instead on presenting brief summaries of the chapters themselves and— 

particularly—on clarifying the linkages between them.

In methodological terms, the thesis is unashamedly an empirical piece. The 

importance of sound theoretical underpinnings for applied work is wholeheartedly 

acknowledged and hopefully reflected throughout. However, the research concentrates 

primarily on the application of existing theoretical models to microeconomic data 

with a view to obtaining reliable measurements of behavioural effects. In doing this, 

some modifications to the conventional theoretical framework have been required, but 

these are only ever a means to an end.

An important justification for this approach is the fact that existing research on the 

charitable sector has tended to be weighted towards theoretical contributions (Rose- 

Ackerman, 1986), with the empirical dimension lagging behind—often for want of 

suitable data. Indeed, one of the contributions of this thesis is to generate substantive 

new survey data on preferences for philanthropic services, and to bring to light a 

number of particularly valuable existing data sources which had not previously been 

subjected to econometric analysis.
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The remainder of this introductory chapter is organised as follows. Section 2 provides 

a general overview of the thesis topic and its relationship to the wider academic 

literature. Section 3 gives a chapter-by-chapter overview of the research reported in 

the thesis, highlighting the principle issues addressed by each paper in this collection 

and identifying the contribution which each of them makes to the economic literature. 

The discussion also aims to draw out the inter-connections that exist between the 

individual papers, which might otherwise be lost in a chapter-by-chapter reading. 

Finally, Section 4 presents the overall conclusions of the research programme 

indicating their relevance to the public policy debate on the finance of the charitable 

sector.
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2. An Overview of the Literature

2.1 The scale of voluntary financing

Economists have traditionally been sceptical about the ability of voluntary 

organisations to make much of an impact on the supply of public goods (Samuelson, 

1954; Olson, 1965) owing to the corrosive effects of the free-rider problem. In brief, 

the free-rider problem states that, while it may be collectively rational for individuals 

to make voluntary contributions to financing public goods that they value, it will 

always be individually rational for people to avoid making such contributions. The 

reason being that by free-riding they are likely to benefit from the supply of the public 

good without sharing in the cost of provision. Arguments of this nature have often 

been used to justify state provision of public goods, enabling contributions to be 

secured compulsorily via taxation.

‘... despite the force of patriotism, the appeal o f the national ideology, the bond o f a common 
culture and the indispensability of the system of law and order, no major state in modem history 
has been able to support itself through voluntary dues or contributions. Philanthropic 
contributions are not even a significant source o f revenue for most countries. Taxes, compulsory 
payments by definition, are needed. Indeed, as the old saying indicates, the necessity is as 
certain as death itself.’ (Olson, 1965, p. 13)

Yet, the real world abounds with examples of large-scale voluntary initiatives, with 

perhaps the most obvious of these being philanthropic organisations. The charitable 

sector has tended to defy strict definition and accurate measurement. However, a 

recent attempt to provide a systematic mapping of voluntary activity in the United 

Kingdom, concluded that in 1990 the ‘narrow voluntary sector’ comprised over

200,000 organisations, which jointly accounted for expenditures of some £10 billion 

and employed nearly 400,000 full-time equivalent employees1.

1 Voluntary organisations are typically defined as those which exhibit the following four 
characteristics: formality, that is to say structured entities with formal rules or constitutions; 
independence of the state through self-governance; non-profit-distributing, and primarily non-business 
in nature; and voluntary, in the sense of being substantially reliant on donations o f time and money. 
From this ‘broad’ definition o f the voluntary sector the following types o f organisations—recreational 
groups, primary, secondary and tertiary education, labour unions and professional or business 
associations— are often excluded on the grounds that they do not adequately correspond to the altruistic 
understanding of charitable activity. The resulting grouping o f organisations has been described as the 
‘narrow voluntary sector’ (Kendall & Knapp, 1996).
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Figure 2.1: A breakdown of income sources for the narrow voluntary sector 1990

(a) Excluding the value of volunteer time

a  Sales of goods 
■  Government grants 
□  Voluntary contributions

(b) Including the value of volunteer time

40%

a  Sales of goods 
■  Government grants 
□  Voluntary contributions
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However, it would be a mistake to assume that these activities are entirely supported 

by voluntary contributions. Indeed, an analysis of the income of voluntary 

organisations indicates that they are principally reliant on three different sources— 

sales from goods, government grants and voluntary contributions. Indeed, as 

illustrated in Figure 2.1(a), voluntary contributions are the least important of these 

three categories, accounting for less than 25% of total income.

Nevertheless, a strong case can be made that these figures significantly under-estimate 

the importance of voluntary contributions for the charitable sector. The reason is that 

they only take into account monetary contributions, overlooking the value of some 

two billion hours of time supplied annually by volunteers (Charities Aid Foundation, 

1992). While the valuation of volunteer time remains an unresolved issue, even a 

conservative assumption that the replacement of volunteers with paid employees 

would cost charities no more than the proposed minimum wage, leads to the 

conclusion that the value of volunteer time exceeds the value of financial gifts. Taking 

an illustrative value of volunteer time of £3.50 per hour, Figure 2.1 (b) recalculates the 

income shares of the voluntary sector and finds that voluntary contributions of time 

and money become the main source pf income accounting for 40% of the total.

Furthermore, in recent years, the voluntary approach has taken root in a number of 

spheres that lie beyond traditional philanthropic activity. One example is the growing 

trend towards ethical and environmental labelling of consumer goods and investment 

products, enabling voluntary finance of public goods to occur directly through the 

market place as a result of individual purchase decisions. The other is the phenomenon 

of voluntary agreements between industry and government, which is increasingly being 

used as an alternative to traditional regulation in advancing environmental policy 

objectives. An understanding of voluntary finance is therefore potentially of wider 

interest than the charitable sector.
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2.2 Explaining the existence of charities

A number of theories have arisen to explain the existence of the charitable sector; an 

excellent review of these is provided in Rose-Ackerman (1986). Most of the 

explanations focus on the demand-side, with some stressing the nonprofit form as a 

response to government failure (Weisbrod, 1986) and others seeing it as a remedy for 

market failure (Hansmann, 1986).

The first set of theories argue that, in a representative democracy, the supply of public 

goods delivered by government will reflect the preferences of the median voter. By 

definition half of the population will consequently have the wish to increase the 

supply of public goods, and it is precisely this unsatisfied demand which provides the 

impetus for voluntary initiatives. In these models, the organisation of the charitable 

sector itself receives relatively little attention. It is regarded merely as a channel for 

collecting donations and converting them into public goods.

One problem with this theory is that it overlooks the potential dynamics of 

substitution between voluntary finance and public finance. For example, an increase in 

the supply of voluntarily financed public goods may prompt government to reduce its 

own contribution to public services (Weiss, 1986). To the extent that this is true, it is 

no longer so clear that voluntary financing is such an effective strategy for increasing 

the aggregate supply of public goods on the part of those dissatisfied with current 

levels of government provision.

Furthermore, it is interesting to note that in historical terms— for the UK at least—the 

voluntary provision of public goods precedes their supply by government. In spheres 

such as health and education, voluntary involvement can be traced back as far as 

medieval times. Whereas government participation did not take place to any 

significant degree until the middle of the twentieth century, typically as a response to 

the perceived failures of the voluntary approach, particularly in terms of deficient 

coverage.
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The second set of theories mentioned above see the nonprofit form as an answer to 

certain contracting problems that can result in the market place; particularly those 

which arise when the quality of the good is difficult to assess due to asymmetric 

information. This may be due to the inherent complexity of the service (medical 

treatment), or because of the deficient judgement of the consumer (care of children 

and the elderly), or because of a separation between the purchaser of the service and 

the beneficiary (British donors providing homes for African orphans).

In all of these situations, the absence of a profit motive may serve to provide 

consumers with the assurance that quality is not being sacrificed in the interests of 

monetary gain. Thus, just as private firms arise owing to the transactions costs of 

contracting all production processes between individual factors of production (Coase, 

1937), so the nonprofit organisation arises due to the transactions costs of contracting 

between producers and consumers. However, it is important to note that the assurance 

of quality that arises from the non-distribution constraint comes at the expense of 

diluting institutional incentives for efficiency.

2.3 Overcoming the free-rider problem

While both of the theories reviewed above provide compelling explanations as to why 

the charitable sector should exist, neither of them go very far in explaining how the 

charitable sector manages to exist in the face of the free-rider problem; the question 

posed at the outset. This question began to be addressed in the 1970s with two distinct 

empirical research programmes that aimed to measure the true extent of the free-rider 

problem.

One branch of the literature, which traces its origins to Bohm (1972), focused on 

laboratory experiments that confronted subjects with a carefully designed choice 

between making contributions with private or public payoffs. The main finding of the 

literature is that people do not free-ride to the extent predicted by theory, although
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neither do they behave in a fully co-operative manner. These results will be described 

in greater detail in Chapter Two

A second branch of the literature, which traces its origins to Abrams & Schmitz 

(1978), focuses on observed patterns of philanthropic behaviour. Specifically, it 

attempts to measure the extent of ‘crowding-out’ between voluntary contributions and 

government grants to charitable organisations. Traditional theory predicts that an 

increase in government grants should be exactly offset by a reduction in philanthropic 

gifts. However, the main finding of the empirical work is that such ‘crowding out’— 

where it can be detected at all—is comparatively modest in size. The implication is 

that voluntary and government provision of charitable services are not perfect 

substitutes.

Both of these research programmes thus provide rigorous evidence that free-riding is 

less prevalent than theory would predict. During the 1980s as these empirical findings 

became increasingly well established, the theoretical literature began to respond to the 

challenge. A number of potential explanations have been put forward for the limited 

extent of free-riding that is observed in practice.

The first explanation is one of bounded rationality: people aim to act in their own 

selfish interest but are not always fully adept at discerning where that interest lies. 

This may be part of the explanation for behaviour in complex experimental situations, 

and indeed a recent study finds that about half of cooperative behaviour in a 

laboratory setting is attributable to confusion about the incentives faced (Andreoni, 

1995). In the context of the ‘crowding-out’ phenomenon, it is conceivable that people 

may not be well-informed about the magnitude of government grants to charitable 

organisations. Nevertheless, it seems unlikely that bounded rationality could explain 

the entire existence of the charitable sector.

The second potential explanation is that human behaviour—or at least human 

behaviour beyond the narrow confines of the market—is not merely motivated by 

rational self-interest. Instead, other factors such as altruism and social norms may be
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playing a prominent role in motivating co-operation (Margolis, 1982; Sugden 1984). 

Indeed, Olson (1965) himself admits that the free-rider theory is unlikely to be fully 

applicable to the case of charitable organisations.

‘The theory is not at all sufficient where philanthropic lobbies, that is lobbies that voice concern 
about some group other than the group that supports the lobby, or religious lobbies are 
concerned. In philanthropic and religious lobbies, the relationships between the purposes and 
interests o f the individual member and the purposes and interests o f the organisation, may be so 
rich and obscure that a theory o f the sort developed here cannot provide much insight.’ (Olson, 
1965, p. 160)

The third explanation has been to argue that philanthropists do indeed gain personally 

from their apparently altruistic behaviour in ways that have been overlooked by the 

traditional model. Following Andreoni (1989), this insight has been formally 

incorporated into the standard model of public goods as a ‘warm glow’. The warm 

glow represents any private benefit that can be regarded as a byproduct of making a 

voluntary contribution to the finance of a public good. It can be shown that this simple 

modification is capable of altering the predictions of the traditional theory in the 

manner required to explain the observed empirical phenomena. Once again, it is 

interesting to note that this likely explanation had already been proposed by Olson 

nearly twenty five years before.

‘... just as the state cannot support itself by voluntary contributions, or by selling its basic 
services on the market, neither can other large organisations support themselves without 
providing some sanction or some attraction distinct from the public good itself.’ (Olson, 1965, 
pp. 15-16) (Italics have been added.)

‘An organisation that did nothing except lobby to obtain a collective good for some large group 
would not have a source o f rewards or positive selective incentives it could offer potential 
members. Only an organisation that also sold private or non-collective products, or provided 
social or recreational benefits to individual members, would have a source of positive 
inducements. Only such an organisation could make a joint offering or ‘tied sale’ o f a collective 
and non-collective good that could stimulate a rational individual in a large group to bear part of 
the cost o f obtaining a collective good.’ (Olson, 1965, pp. 133-4)

Thus, in summary, the economic literature on the voluntary financing of public goods 

begins with the theoretical prediction of free-riding. It goes on to establish empirically 

that this phenomenon turns out to be far less important than might be expected, and 

concludes by modifying the original model so as to bring theory and observation back 

into harmony. What is lacking, at the present time, is a greater empirical
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understanding of the generic ‘private benefit’—coined the ‘warm glow’—which has 

been used to salvage the traditional economic theory.



^ r i u f j i c r  \ j n c .

3. An Overview of the Thesis

Against this backdrop, the present thesis makes two important contributions. The first 

is to quantifying the overall extent of the free-rider problem as it affects charitable 

organisations. This is novel inasmuch as previous attempts have either concentrated 

on marginalist phenomena—such as ‘crowding out’—or have been limited to 

examining behaviour in laboratory games. The second is to provide some empirical 

illumination of the mechanisms that have been developed by charities and by 

governments to counteract the free-riding tendency. A particularly important finding 

is that charitable fund-raisers—which have been largely overlooked in the economic 

literature to date—play a key role in the generation of ‘warm glows’.

Accordingly, it is helpful to divide the thesis into two related halves. The first half, 

comprising Chapters Two and Three, is concerned with understanding and quantifying 

the free-rider phenomenon as it relates to charitable giving. Thus, Chapter Two 

establishes the proportion of true willingness to pay that is captured in real 

philanthropic gifts. While Chapter Three undertakes a comparison between real and 

hypothetical donations that aims to reveal which of these two measures of willingness 

to pay comes closest to capturing the true underlying value that people place on 

charitable services.

The second half of the thesis, comprising Chapters Four to Six, considers a number of 

different strategies that have been used to try and overcome the free-rider tendency 

among potential philanthropists. In particular, Chapter Four examines the extent to 

which philanthropic contributions are sensitive to reductions in the price of giving, 

while Chapters Five and Six examine the effectiveness of various fund-raising 

techniques as a means of calling forth additional philanthropic gifts.
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3.1 Chapter-by-chapter overview

3.1.1 Chapter Two: To what extent do philanthropists free-ride?

Much of the experimental literature on the voluntary financing of public goods has 

focused on estimating the contribution ratio—that is the relationship between the level 

of contributions that people choose to make voluntarily and the optimal level that 

would be required to maximise social welfare.

This chapter is thought to be the first to attempt to measure the contribution ratio 

outside of a laboratory environment. It is based on a purposely designed large scale 

household survey of the British population, which collects information about real 

philanthropic gifts and takes these to be the benchmark for voluntary contributions. 

Stated preference techniques—specifically contingent valuation and contingent 

choice—are subsequently deployed to measure the extent to which these voluntary 

gifts fall short of true willingness to pay. This is done by creating a hypothetical 

scenario in which respondents are faced with the possibility of losing the services 

provided by charitable organisations. An incentive compatible tax-based payment 

vehicle is used to elicit additional willingness to pay to avoid the loss of these 

services; that is willingness to pay over and above existing philanthropic gifts.

The results of the survey indicate that respondents, whose current real charitable gifts 

amounted to between £60 and £80 per year on average, were willing to pay an 

additional £40 to £60 per year to avoid the shutdown of charitable services. The 

resulting contribution ratios of 50% to 70% are broadly consistent with those resulting 

from one shot laboratory games—although somewhat larger than those observed after 

a series of repeated games.

A more detailed analysis of the pattern of real and hypothetical contributions reveales 

that the majority of respondents (some 70%) could be classified as weak free-riders 

inasmuch as they both gave to charities in real life and were also willing to give an 

additional amount in the stated preference survey. An estimation of parallel bid

27



Chapter Une introduction

functions for real and hypothetical gifts, indicated that the two types of gifts were 

driven by the same underlying process, both exhibiting income elasticities of the order 

of 0.65.

Only 7% of the sample were found to be strong free-riders, in the sense that they had 

not made any real philanthropic gifts but were willing to contribute in the context of 

the hypothetical scenario. Statistical analysis revealed that these strong free-riders had 

significantly lower incomes than weak free-riders, and were also more likely to be 

men.

3.1.2 Chapter Three: What is the nature of free-riding?

Given the incentives that exist to misreport preferences for the provision of public 

goods, it seems likely that neither the real donations that people actually make to 

charities nor the hypothetical donations that people might state that they were willing 

to make, would represent a close approximation to the true value that they place on 

charitable services. In a real situation, people may wish to free-ride by contributing 

less than their full valuation of the charities’ services, even to the point of not 

contributing at all. Whereas in a hypothetical situation, those who have a positive 

valuation of charities may wish to exaggerate this for strategic purposes.

Chapter Three argues that it is possible to discriminate between these two effects and 

thereby to establish whether real or hypothetical donations come closest to 

approximating true underlying values. Briefly, this is done by comparing the relative 

prevalence of zero bidding in real and hypothetical donations, as well as the relative 

magnitude of the positive donations made.

To this end, the study makes use of data on real donations to a series of recent fund

raising appeals by the Royal Society for the Protection of Birds and matches these 

with a set of recent contingent valuation studies which focus on a similar set of 

environmental commodities and make use of comparable payment vehicles.
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The key finding is that the average size of positive donations made is remarkably 

similar across the real and hypothetical situations. However, the proportion of people 

reporting zero gifts is several times higher in the context of real donations than in the 

context of hypothetical donations.

Given that there is no incentive for people with genuine zero valuations to overstate 

their willingness to pay in a hypothetical situation, this pattern of results suggests that 

the divergence between real and hypothetical donations has more to do with the 

presence of free-riding in real situations than with the presence of strategic 

overstatement in hypothetical situations. To the extent that this is true, it suggests that 

hypothetical donations may be a more accurate indicator of underlying values than the 

contributions that people actually make in practice.

3.1.3 Chapter Four: How price-responsive are British philanthropists?

A potential means of stimulating philanthropic contributions—and thereby attenuating 

the free-rider effect—is to lower the price associated with making such gifts. This 

paper argues that there are a number of concepts of price that are relevant to the study 

of charitable giving.

The most obvious, and most widely studied of these, is the ‘tax-price’. This refers to 

the fact that the tax relief on philanthropic contributions, sometimes provided by 

governments, serves to reduce the cost to the donor of giving a particular sum of 

money to a charity. Another relevant concept of price that is often overlooked in the 

literature is the ‘efficiency-price’. This relates to the administrative costs of running a 

charitable organisation, which drive a wedge between the money contributed by 

donors and the expenditure ultimately destined to the good cause. Finally, volunteers 

are also subject to a ‘time-price’, which arises when there is any divergence between 

the opportunity cost of time volunteered and the value of that time to the charitable 

organisation.

Using a previously unexploited source of cross-sectional microeconomic survey data 

on philanthropic behaviour, the paper estimates a series of selectivity models for
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charitable contributions of time and money. On the basis of these models, it is 

possible to estimate own-price and cross-price elasticities for the various different 

forms of giving. These constitute the first full set of estimates of the price elasticity of 

philanthropic activities reported for the UK.

The results show that tax-price elasticities tend to lie in the range -0.5 to -1.0, while 

the income elasticity of giving is found to be no more than 0.3. A number of important 

policy conclusions flow from these estimates. First, the fact that the price elasticity 

exceeds the income elasticity in absolute value indicates that the net impact of a tax 

increase on donations will be positive, since the stronger fiscal incentives more than 

offset the associated reduction in disposable income. Second, the fact that the tax- 

price elasticity lies below unity indicates that the additional volume of philanthropic 

giving stimulated by fiscal incentives is more than offset by the reduction in funds to 

the Exchequer as a result of the associated tax reliefs.

The study also shows that philanthropic giving is just as responsive to the other 

concepts of price defined above. Thus, the ‘efficiency-price’ elasticity of charitable 

giving is found to be comparable in magnitude to the ‘tax-price’ elasticity. 

Furthermore, the supply of volunteer hours is shown to be sensitive to the productivity 

of time in volunteering—a key component of the ‘time-price’—with an estimated 

elasticity of the order of -0.55.

Finally, a puzzling feature of British philanthropic behaviour is the fact that the same 

individuals will give both tax-efficiently (by means of government schemes which 

attract tax relief) and non-tax-efficiently (outside of the incentive structures created by 

government). This pattern suggests that non-tax-efficient giving may offer a larger 

reward in terms of ‘warm glow’. Indeed, on average, it was found that people were 

willing to incur an additional cost of £0.45 per pound donated in order to give non- 

tax-efficiently. An alternative explanation for this phenomenon is the restrictive rules 

surrounding tax-efficient giving, which serve to increase the transactions costs of this 

form of philanthropy.
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3.1.4 Chapter Five: How are ‘warm glows’ created?

The existing literature on charitable donations has tended to overlook the pervasive 

presence of the charity fund-raiser in eliciting contributions to philanthropic 

organisations; assuming instead that giving is a spontaneous decision of the utility- 

maximising consumer.

Chapter Five argues that charity fund-raisers play a key role in overcoming the free

rider problem in philanthropic finance. The central hypothesis is that the approaches 

made by charity fund-raisers serve to enhance the ‘warm glow’ associated with 

making a philanthropic gift. Two specific mechanisms are identified. First, by 

providing an opportunity to give, charity fund-raisers reduce the transaction costs of 

making a donation. Second, by placing philanthropic giving in a social context, 

charity fund-raisers reward the donor with recognition and social approval. It is 

argued that— on both of these scores— ‘direct’ fund-raising methods (that is those 

involving face-to-face contact between fund-raiser and potential donor) are likely to 

be more effective in creating ‘warm glows’ than ‘remote’ fund-raising methods (those 

which do not entail face-to-face contact).

A unique data source, containing detailed information on the ways in which people 

are approached by charity fund-raisers, is used to test the principle hypothesis that 

direct fund-raising methods are more effective than remote methods in generating 

charitable gifts. The effectiveness of fund-raising effort is measured using two 

separate indices: the proportion of approaches that are successful in eliciting a 

donation and the average size of the donations obtained. If warm glows attach merely 

to the act of making a gift—irrespective of the size of that gift—then any difference in 

performance between fund-raising methods could be expected to show-up primarily as 

a difference in the probability of obtaining a gift. On the other hand, if warm glows 

are related to the size of the contribution made, then any performance differential 

between fund-raising methods should also show-up in the size of the average gifts 

obtained.

31



Chapter une introaucnon

In order to be sure that the differences observed between fimd-raising methods are 

attributable purely to the methods themselves, it was necessary to control for a 

number of extraneous factors that might be expected to influence the relative 

performance of direct and remote fund-raising techniques. For example, statistical 

analysis reveals that direct methods are used much more intensively than remote ones. 

Furthermore, there are significant differences in the socioeconomic profile of those 

approached by direct versus remote fund-raising methods.

The results of these controlled tests provide considerable support for the hypotheses 

advanced about the role of fund-raising in charitable giving. Direct fund-raising 

methods are indeed more effective than remote methods in securing charitable 

donations. This is reflected in two different ways. The probability of obtaining a 

donation is higher from a direct fund-raising approach, moreover the size of the 

average donation is also larger when direct methods are used.

Overall, approaches by charity fund-raisers are strongly associated with 

characteristics—such as income—thought to affect a person’s disposition to give; 

suggesting that a careful targeting process is probably at work. Consequently, when a 

donation model is re-estimated conditional upon the approaches of charitable fund

raisers, many of the socioeconomic effects found in an unconditional model are 

substantially diluted. For example, the effect of income on donations was found to 

diminish in size and statistical significance once fund-raising approaches were 

included as an explanatory variable in the giving model.

This suggests that the unconditional giving models—which are the ones typically 

estimated in the existing philanthropic literature—are confounding two completely 

different effects. Namely, the effect of individual characteristics on the underlying 

disposition to give and their effect on the probability of being targeted by a charity 

fund-raiser. To the extent that it is the former effect that is of primary research 

interest, coefficient estimates from the existing literature are likely to be quite 

misleading.
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3.1.5 Chapter Six: How much targeting is optimal?

As indicated by the results of Chapter Five, charity fund-raising does not strike at 

random but rather seeks to concentrate effort in those segments of the population 

which are most likely to make a contribution. Chapter Six uses data on environmental 

group membership for the UK to estimate a series of models relating the probability of 

subscribing to these organisations with a number of readily observable socioeconomic 

characteristics which might serve as targeting criteria for charity fund-raisers. Using 

these models it is possible to simulate the revenue impact of a number of different 

fund-raising strategies.

The simulations reveal a basic trade-off. Targeting can be very effective at increasing 

the probability that any given subject will respond positively to the fund-raiser’s 

advances. Indeed, the probability of success from targeted fund-raising can be three to 

six times higher than what could be expected from indiscriminate elicitation, with the 

magnitude of these gains depending on the homogeneity of the target group. However, 

the more finely targeted the fund-raising initiative, the smaller the size of the 

population that can be targeted. Thus such increments in the probability of obtaining a 

donation come at the expense of reducing the size of the target population to less than 

1% of the total.

When fund-raising campaigns are large with respect to the size of the overall 

population, both effects will be important and will have to be traded-off one against 

the other. However, for smaller organisations with fixed fund-raising budgets, the 

reduction in the size of the target group may not represent a binding constraint so that 

the dominant concern will probably be to maximise the likelihood of a successful 

strike.

It is possible to show that the optimal degree of targeting in fund-raising decisions 

depends both on the objectives of the institution and on the basic cost and revenue 

parameters of the fund-raising technology. In general, charities which are net revenue 

maximisers will find it in their interests to do a greater amount of targeting than those
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which seek to maximise their gross revenues, since the latter are less concerned about 

the costs incurred in the fund-raising process.

Similarly, targeting becomes increasingly attractive the higher the ratio of marginal 

cost to marginal revenue in the fund-raising process. The reasoning is as follows. 

When the marginal cost of fund-raising is small relative to the marginal revenue, the 

cost of failure is correspondingly low and thus it makes sense to approach as many 

potential donors as possible. On the other hand, as the marginal cost rises with respect 

to the marginal revenue, the cost of failure increases and it becomes increasingly 

attractive to focus efforts on those who are likely to be most responsive.

Finally, although targeting offers the potential to dissipate competition between 

charities for the same pool of potential donors, this benefit was not found to be 

significant for the group of environmental charities considered in this paper. The 

reason is that the variables which have the strongest influence on the disposition to 

subscribe are those which have a common effect on all environmental charities as 

opposed to those which affect the disposition to choose one type of environmental 

group over another.

3.2 Over-arching themes

An important—though perhaps implicit—theme that runs throughout the thesis is that 

of cross-fertilisation between the fields of environmental economics and the 

economics of philanthropy. The contention is that both sub-disciplines have important 

lessons to learn from one another. After all, at a conceptual level, both are concerned 

with the same problem; namely the supply of public goods.

3.2.1 Lessons from  environmental economics

On the one hand, an important question for the economics of the voluntary sector is 

estimating the full value which society attaches to the services provided by charitable 

organisations. In the absence of information on the market price of charitable services, 

it is currently common practice to measure the value of the charitable sector in terms
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of its income and expenditure. However, there is no reason to expect that the value of 

the sector’s output is equal to the associated production cost.

This problem—which is essentially one of placing a monetary value on goods and 

services that are not traded in the market place—is already extremely familiar to 

environmental economists, who have spawned a vast literature on the subject over the 

last thirty years. In the language of environmental economics, charities can be seen as 

providing ‘use value’ to a relatively small group of beneficiaries and ‘non-use value’ 

to society at large. Non-market valuation techniques, such as contingent valuation and 

contingent ranking, provide a means of estimating how much these services are worth 

in monetary terms (Pearce et al., 1998). Chapter Two is innovative in transferring the 

use of such techniques from environmental economics into the charitable context.

3.2.2 Lessons for environmental economics

On the other hand, environmental economists have tended to overlook philanthropic 

behaviour in general—and donations towards environmental causes in particular—as 

a source of evidence on how people value public goods.

Indeed, a central tenet of environmental economics has been the following. Whereas 

the use values of environmental amenities may be reflected in market transactions— 

such as exchanges of property or travel expenditures—the non-use values of these 

resources are not manifested in any real transactions and thus can only be measured by 

survey-based methods. The existence of a thriving sector of voluntary organisations 

dedicated to the conservation of the environment, and substantively funded by 

voluntary donations, surely refutes this proposition (see Chapter Six). The implication 

is that donations to environmental causes should be regarded as concrete evidence of 

non-use value based on real market behaviour.

The study of donations behaviour should also be of interest to environmental 

economists for a rather different set of reasons. In operational terms, there are some 

close analogies between the elicitation of hypothetical willingness to pay and the 

elicitation of philanthropic gifts by charity fund-raisers. (Particularly, when charitable
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donations are actually used as payment vehicles in stated preference surveys; but even 

when they are not.) Thus, understanding how people respond to charity fund-raisers 

may provide some insight into what lies behind answers given to hypothetical 

questions. This theme is apparent both in Chapter Two, where bid functions for real 

and hypothetical contributions are compared, and in Chapter Three, where the 

differential tendencies for zero bidding in real and hypothetical contexts are 

contrasted.

However, it comes to the fore particularly in Chapter Five, which undertakes a 

comparative analysis between philanthropic behaviour in response to direct (face-to- 

face) versus remote (non-face-to-face) fund-raising methods. The results obtained in 

Chapter Five suggest that, controlling for other factors, the donations secured are 

sensitive to the contact method used. According to the theoretical framework 

advanced, the differential financial yield between direct and remote fund-raising 

methods merely reflects willingness to pay for the greater warm glow available from 

direct giving, rather than any greater willingness to pay for the public good in 

question.

There are evident analogies here with interview-based versus mail surveys in stated 

preference research, since interviews are effectively a direct elicitation method while 

mail surveys (like charity mail shots) represent a remote technique. Indeed, the results 

of Chapter Five for direct and remote fund-raising are consistent with the well-known 

finding that mail surveys tend to give much lower response rates than interview-based 

surveys. The finding that direct contact methods yield higher warm glows than remote 

contact methods suggests that stated preference values derived from direct interviews 

may contain a higher component of warm glow than values derived from mail 

surveys.

3.2.3 Common methodological problems

A striking methodological theme that runs through the entire thesis is the problem of 

potential over-reporting of charitable contributions. What is particularly interesting is 

that this problem appears to surface both in the context of stated hypothetical
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willingness to donate to charity and in the context of self-reported actual charitable 

contributions.

As discussed at some length in Chapter Three, the problem of hypothetical bias in 

statements of willingness to pay has long been known in the contingent valuation 

literature. A substantial number of experiments, comparing actual contributions with 

stated contributions in a controlled laboratory environment, have found that 

hypothetical values typically exceed real values by factors ranging from 1.5 up to 

10.0. Indeed, Chapter Three itself finds a calibration factor of around 4.0 for 

charitable donations to environmental causes.

While there is a tradition of scepticism about hypothetical statements, it is generally 

assumed that self-reports about real behaviour tend to be more accurate. This 

assumption is a critical one given that a great deal of micro-economic analysis is 

based on data collected through surveys.

Evidence presented in Chapter Six provides an interesting example of how such self- 

reported actual behaviour may be just as distorted as statements about hypothetical 

behaviour. Specifically, reported levels of environmental group membership from a 

representative national sample targeted in the British Social Attitudes Survey were 

found to be between three and six times as high as real environmental group affiliation 

based on actual membership data.

In the case of the self-reported real charitable donations, which provide the basis of 

analysis in Chapters Two, Four and Five, it is more difficult to establish whether over

reporting has been going on. The reason is that there are no hard estimates of the total 

volume of philanthropic gifts going into the voluntary sector, only occasional 

estimates which are themselves subject to estimation problems (Kendall & Knapp, 

1996). Nonetheless, the estimates produced by Kendall & Knapp which are equivalent 

to charitable donations of around £60 to £80 per adult per year for 1990 are 

substantially below the corresponding estimates from the Individual Giving Survey 

whose 95% confidence interval runs from £100 to £150.
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There are a number of potential reasons for this over-reporting effect, some of which 

relate to problems of recall (ascribing specific contributions to the wrong time period) 

or of intra-household accounting (taking credit for charitable activities undertaken by 

other members of the household). Furthermore, given the social approval that attaches 

to charitable giving, it is also possible that respondents might deliberately 

misrepresent their behaviour to the interviewer in order to appear more philanthropic 

than they really are.

Clearly, a critical question is the extent to which such proven or suspected over

statement undermines the conclusions of the analysis on which the thesis is based.

In point of fact, many of the important conclusions of the thesis are based on analysis 

of the relative disposition to give among those who face different prices (Chapter 

Four), who have been approached using different fund-raising techniques (Chapter 

Five), or who have different socioeconomic characteristics (Chapter Six). In these 

cases, as long as the tendency to over-report is randomly distributed across the 

sample, the estimates of relative philanthropic tendencies should be valid.

The one exception is Chapter Two where it is the absolute level of both real and 

hypothetical contributions that matters in terms of estimating the extent to which 

donors ffee-ride. In this case, the results may be distorted to the extent that differential 

degrees of over-reporting are found in real versus hypothetical contributions. Thus, 

if—as might be expected—hypothetical contributions are more subject to over

reporting than real ones, the extent of free-riding would be over-estimated by the 

results presented in Chapter Two.

To summarise, while charitable sector economists have tended to focus on donations 

behaviour overlooking the potential of hypothetical survey-based methods as a means 

of measuring economic value, environmental economists have tended to focus on the 

techniques of non-market valuation overlooking the potential value of evidence on 

real philanthropic contributions. Neither approach is ideal. Real data on actual
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contributions may be distorted by free-riding, while survey-based self-reporting of 

actual contributions may be subject to over-statement. The same is true of stated 

preferences, which may be contaminated with hypothetical bias. Nonetheless, both 

approaches can be useful and—indeed—may be most powerful when used in 

conjunction; this is the central thesis advanced in Chapter Three.
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4. Conclusions and Implications

What are the overall conclusions of this thesis and its wider implications for the 

charitable sector?

The free-riding phenomenon is indeed found to be present in the charitable sector, 

although not to the extent that the traditional theories of voluntary finance would 

predict. The results obtained from Chapters Two and Three suggest that of the order 

of half o f the total economic value which people place on the charitable sector is 

actually captured through voluntary philanthropic contributions. If people are only 

partially free-riding, the analysis of Chapter Five suggests that this is in large measure 

due to the efforts of charity fund-raisers since philanthropic giving is found to be 

almost always a response to a request rather than an act of spontaneous generosity.

The free-riding argument is one of the standard justifications for the allocation of 

government grants to charitable organisations; although by no means the only one. 

While government grants may be broadly motivated by a desire to remedy the free

rider problem, the fact that they are determined through the political process—rather 

than by any formal attempt to quantify the extent of free-riding—makes it difficult to 

assess whether or not they are set at an appropriate level from an economic point of 

view.

Using the estimates of free-riding obtained in Chapter Two, it is possible to undertake 

a comparison between ‘uncaptured’ social value and the allocation of government 

expenditure to the charitable sector. If government grants were found to exceed 

estimates of ‘uncaptured value’, this would suggest that the allocation of public 

resources to voluntary organisations is beyond what could be justified purely in free

rider terms. On the other hand, if government grants were found to fall short of this 

measure of ‘uncaptured value’, this would suggest that there was a case for expanding 

the flow of resources to the voluntary sector.
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According to the stated preference survey reported in Chapter Two, people were 

willing to pay on average between £40 to £60 per year over and above their actual 

donations. This is somewhat higher than the current per capita value of annual 

government grants to charities, which works out at around £35 per year (Pearce et a i, 

1998). The comparison of these two figures suggests that there is some justification 

for increasing the flow of resources into the voluntary sector. There are a number of 

different ways in which this might be done. First, charities could increase their fund

raising efforts. Second, the government could sharpen fiscal incentives for voluntary 

philanthropic contributions. Third, a greater volume of government expenditure could 

be targeted towards charitable organisations in the form of grants.

It is interesting to inquire, from a social perspective, which of these three approaches 

would be the most effective and efficient. Effectiveness can be gauged in terms of the 

ability of the method to have a substantial impact on the flow of resources towards the 

charitable sector. Efficiency can be measured in terms of the deadweight loss—or 

social cost—per pound of additional resources yielded to the charitable sector. On the 

basis of the research presented in this thesis, it is possible to present a tentative 

ranking of the three approaches against these two criteria.

In terms of effectiveness, the results reported in Chapters Four to Six suggest that 

fund-raising initiatives are likely to dominate fiscal incentives as a means of 

chanelling additional resources towards the charitable sector. Since the empirical 

results indicate that the gains available from improving fund-raising technologies are 

much more substantial than those which could be generated by sharpening fiscal 

incentives. On the one hand, given a tax-price elasticity of tax-efficient giving of the 

order of -0.5 reported in Chapter Four, the kinds of changes in the tax-price that might 

be considered feasible—such as increasing the scope of tax-efficient giving or altering 

the tax-price in the order of a few pence in the pound—could not be expected to 

stimulate tax-efficient giving by much more than about 10% to 15%. On the other 

hand, the results reported in Chapters Five and Six indicate that shifts between direct 

and remote fund-raising methods or improvements in targeting techniques can 

increase the return to fund-raising efforts several times over.
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Furthermore, the finding in Chapter Four that donations were inelastic with respect to 

the tax price, indicates that a reduction in the tax-price of giving costs more in tax 

relief than it generates in additional philanthropic contributions (Barrett, 1991). Thus, 

by reducing fiscal incentives to give and spending part of the additional tax revenue 

on government grants to the voluntary sector, both charities and the Exchequer could 

end-up better-off than might otherwise have been the case. Consequently, from the 

government’s point of view, it is more efficient to increase direct grants rather than to 

sharpen fiscal incentives.

The discussion thus far has concluded that both fund-raising and government grants 

are likely to dominate improved fiscal incentives as a means of channelling resources 

towards voluntary organisations. It remains to compare the relative merits of fund

raising and government grants. In doing so, it is important to recognise that both 

methods of financing have their associated deadweight loss. In the case of government 

grants, the raising of tax revenue to finance such grants imposes a deadweight loss on 

the economy. The quantification of this social cost is a controversial issue. However, 

estimates of the average deadweight loss per unit of revenue raised for the US 

economy range from 2.5% (Harberger, 1964) to 30% (Feldstein, 1995). While 

estimates of the marginal deadweight loss can be as high as 200% (Feldstein, 1995). 

In the case of charitable fund-raising, the information on the cost of raising funds is 

relatively sparse. One recent study suggests an average cost equal to between 20% 

and 60% of the revenue raised (Sargeant & Kaehler, 1998); however, no estimates of 

the marginal cost are available. Based on this comparison, a tentative conclusion 

would be that the social cost of raising funds is greater for the charity fund-raiser than 

for the Exchequer.

In summary, the results of the thesis suggest that—based purely on free-rider 

arguments—there is some case for increasing the flow of resources to the voluntary 

sector. The three possible methods identified for achieving this are sharpening fiscal 

incentives, increasing government grants or redoubling fund-raising efforts. Based on 

the research presented in this thesis, fiscal incentives would appear to be the least
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effective of these three options, while government grants would appear to be the most 

efficient. Redoubling the efforts of charity fund-raisers seems to be substantially more 

effective than sharpening fiscal incentives, but considerably less efficient than 

increasing government grants.
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CHAPTER TWO

TO WHAT EXTENT DO PHILANTHROPISTS FREE RIDE? 
RESULTS FROM A STATED PREFERENCE SURVEY



l  w u k j j  j /  CC-/

1. Introduction

An enduring debate in the public goods literature relates to whether people free-ride in 

practice as much as they could be expected to free-ride in theory. In the past, this 

question has been addressed almost exclusively by means of laboratory experiments 

which confront subjects with games where they must choose between private gain and 

public co-operation (Ledyard, 1995).

Charitable giving constitutes an everyday situation where people face precisely this 

same type of choice. It is a well-known fact that people give substantial amounts of 

time and money to charitable organisations. For example, the 1993 Individual Giving 

Survey estimates total annual cash donations of between £4,300 million and £6,300 

million for the United Kingdom, and total volunteering of between 1,400 million and 

2,400 million hours. This alone is enough to indicate that the population is not 

composed of out-and-out free-riders. However, what remains unknown is the extent 

to which peoples’ contributions fall short of the true value that they place on the 

services provided by charities, and thus the extent to which they may be partial free

riders.

The purpose of this chapter is to provide an empirical estimate of the relationship 

between real philanthropic contributions and the full value that people place on 

charitable services. This relationship will be termed the contribution ratio. A stated 

preference survey instrument is used to collect information about current charitable 

giving and then to elicit additional willingness to pay over and above this level using 

an incentive compatible payment vehicle.

Interestingly, the results obtained show a high degree of consistency with the 

experimental literature. The most reliable estimates suggest that between 50% to 70% 

of full valuation materialises in real charitable giving. However, from charities’ 

perspective, the cup is half empty as well as half full inasmuch as fund-raising efforts 

apparently fall short of yielding their full potential.
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The rest of this chapter is organised as follows. Section 2 briefly discusses the 

relationship of this study with the preceding literature. Section 3 describes the design 

of the stated preference survey. Section 4 provides some exploratory analysis of free 

riding based on open-ended contingent valuation (CV) estimates of willingness to pay. 

Alternative willingness to pay estimates for dichotomous choice CV and contingent 

choice (CC) elicitation methods are developed in Sections 5 and 6. Section 7 

calculates and compares a range of different contribution ratios based the results 

obtained across different elicitation methods and model specifications. While Section 

8 concludes.
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2. Relationship with Existing Literature

The neo-classical theory of public goods states that rational consumers face a clear 

incentive to free-ride on voluntary contributions, and consequently predicts that the 

voluntary supply of public goods will be substantially below its optimal level; indeed 

probably close to zero (Samuelson, 1954; Olson, 1965). In the language of game 

theory, the problem of voluntary financing of public goods can be cast as a prisoner’s 

dilemma situation where each player’s dominant strategy is to make no contribution to 

the common good (Ledyard, 1995).

During the 1970s and early 1980s, this view began to be challenged by a number of 

experimental studies. These show that in carefully controlled laboratory situations 

subjects voluntarily choose to contribute 40%-60% of the socially optimal level 

towards the financing of a public good (Bohm, 1972; Brubaker, 1982; Christainsen, 

1982; Marwell & Ames, 1981; Schneider & Pommerehne, 1981). The basic structure 

common to all of these experiments is that a group of subjects are given an 

endowment and asked to allocate it between a private fund and a public fund, both 

with pre-specified rates of return. The return to the private investment depends solely 

on the size of the individual subject’s contribution. The return to the public fund 

depends on the aggregate contributions of all the other subjects in the group. The 

payoffs are structured in such a way that it is individually rational to place the entire 

endowment in the private fund, although all subjects would stand to gain more if they 

were to co-operate in placing their entire endowment in the public fund.

These early studies were subject to a number of methodological criticisms that cast 

some doubt over the results obtained. In particular, the fact that subjects had only ever 

been presented with one shot games raised doubts as to whether the observed results 

were merely mistakes due to inexperience. Two important studies in the mid-1980s 

(Kim & Walker, 1984; Isaac et al. 1985) introduced repetition into the standard 

experimental set-up. A major conclusion of both these studies is that the extent of 

free-riding increases with the number of repetitions. Thus, Kim & Walker (1984)
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obtain first round contribution rates in the region of 50%—consistent with the earlier 

literature—but find that by the tenth repetition the rate has dropped to about 10%.

The subsequent literature has concentrated on isolating the influence of various 

factors—group size, payoff structure, prior experience, information conditions, 

communication, socio-economic and demographic characteristics and beliefs—on the 

propensity to co-operate in such situations (Ledyard, 1995). A recent study by 

Andreoni (1995) aimed to distinguish between ‘kindness and confusion’ as 

explanations of co-operative behaviour. It concluded that about half of observed co

operation is attributable to a failure to comprehend the incentive structure embodied in 

the experiment, while the other half reflects genuine altruism on the part of those who 

are fully aware of the incentive to free-ride.

The current study exhibits some important methodological differences from the earlier 

literature. In particular, respondents’ voluntary contributions (c) are not ascertained in 

an experimental context but rather reflect their actual gifts to charity during the period 

preceding the study. To the extent that there is any free riding, these voluntary 

contributions will tend to understate respondents’ true valuation of charitable goods 

and services. An incentive compatible payment vehicle is used to induce respondents 

to reveal what would be their maximum additional willingness to pay over and above 

these existing contributions. Thus, the optimal contribution (c*) is defined as the sum 

of existing voluntary contributions plus respondents self-reported maximum 

willingness to pay over and above this baseline.

Following the earlier literature, these values are used to construct an index of co

operative behaviour known as the contribution ratio (p), which is defined in equation 

[1]. The contribution ratio is calculated as the average observed contribution to the 

public good (c) over the sum of the average observed contribution plus the average 

additional willingness to pay (c*).

[ i ] c
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The use of this approach presents both advantages and disadvantages with respect to 

the experimental methodology described above. On the positive side of the balance, 

the current study uses information on actual voluntary contributions towards the 

familiar public good of charitable services. In this sense, it is concerned with free 

riding in a ‘natural setting’. This stands in contrast to the laboratory experiments, 

which present subjects with a decision devoid of any real context, but that more 

closely resembles a gambling situation than one where social co-operation might 

generally be expected to arise under normal circumstances.

The major drawback of the present approach is the difficulty of producing reliable 

measurements of both real historical contributions and additional willingness to pay 

by means of a survey instrument. Careful attention has been paid to both of these 

problems in the design of the research. Moreover, in recognition that these problems 

cannot be altogether eliminated, the approach adopted is to establish upper and lower 

bounds and undertake extensive sensitivity analysis of the ultimate conclusions.
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3. Survey Design

3.1 Basic structure

The survey instrument (which is reproduced in its entirety in Appendix 1) was 

designed exclusively for the purposes of the present study. A professional market 

research company was hired to administer the survey by means of a 30 minute face-to- 

face interview which took place in the respondent’s household during the summer of 

1997. The sample of some 570 households was randomly selected and designed to be 

representative of the UK population as a whole (for details see Appendix 2).

In the first part of the questionnaire, respondents were introduced to the charitable 

sector by means of a number of attitudinal questions and were then asked to report the 

extent of their philanthropic gifts. In order to aid recollection, respondents were asked 

to recall whether or not they had participated in a variety of different forms of giving 

before being requested to estimate the total value of cash donations during the last 

month and year1.

It seems likely that the monthly and annual measures of philanthropic giving will be 

subject to different types of biases. In the case of a relatively long period like a year, it 

is probable that respondents will have difficulty in recollecting how much they have 

given leading to potential understatement of philanthropic activity. In the case of a 

relatively short period like a month, there is the possibility of ‘telescoping effects’— 

whereby respondents erroneously ascribe donations from the more distant past to the 

survey period—leading to potential overstatement of philanthropic activity. Thus the 

true magnitude of philanthropic contributions during a one-year period probably lies 

within a range bounded from below by the reported volume of annual giving and

1 The categories used as an aide-memoire for giving were: making a donation in response to a TV, 
telephone, mail or newspaper advertisement appeal; putting money in a collection box in the street, on 
the doorstep, at work, or in a shop or pub (excluding church or school); buying goods from a charity 
shop or catalogue, or at a jumble sale, fete or bring-and-buy sale; sponsoring somebody in a fund
raising event; giving from a Charities Aid Foundation charity account; attending a charity fund-raising 
event; buying a charity raffle of lottery ticket (excluding National Lottery); using a credit card which 
benefits a charity; donating through a Deed of Covenant, Gift Aid or Payroll Giving; giving via a
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bounded from above by the reported volume of monthly giving scaled-up by a factor 

of 12 to give an annual equivalent.

The status quo captured by reports of current philanthropic contributions can be 

formally represented by equation [2]. Respondents maximise a well-behaved utility 

function (U), which depends upon their real (R) voluntary charitable contributions of 

time or money (g), consumption of private goods (equivalent to the value of income 

(y) net of charitable contributions), and the supply of philanthropic services (Z) which 

is determined by the aggregate value of all charitable contributions. The typical 

assumption of Nash conjectures means that each individual takes the charitable 

contributions of others as given in his own philanthropic decisions.

[2] U . - U f f y . - g f i z ]

In the second stage of the stated preference survey, respondents were presented with a 

hypothetical scenario in which charities are faced with complete shutdown due to a 

financial crisis. They were told that this crisis could only be averted if the government 

were to make an emergency grant to the charitable sector funded through a general tax 

increase. This tax increase—paid over and above the existing philanthropic 

contributions which people make—would allow charities to continue to operate at 

their current level. In order to test the sensitivity of the results, two different elicitation 

methods were used to obtain respondents’ maximum willingness to pay the tax 

(further details will be provided below).

The resulting equivalent variation welfare measure (W) can be defined formally 

below. As stated in equation [3], the equivalent variation is the maximum payment 

that would leave respondents indifferent with respect to the continuation of the 

services provided by charities. As shown in equation [4], the equivalent variation can 

be decomposed into two elements—the real (R) voluntary gifts (g) that people 

currently make to charities, plus the hypothetical (.H) maximum amount of additional

church or school; taking out a membership subscription to a charitable organisation; buying ‘The Big 
Issue’ and others.
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tax (t) that respondents indicate they would be willing to pay to avoid the shutdown of 

charities.

[3 3 vb,-*i\A=tAyA

[4] W = g R +t H

Thus, harking back to the earlier experimental literature, the contribution ratio (p)— 

indicative of the extent of co-operative behaviour—can be expressed as in equation

[5]. It is simply the average ratio of real charitable contributions to the estimated 

compensating variation.

3.2 Treatment of different sub-samples

As noted above there were two different versions of the survey instrument, to which 

respondents were randomly assigned. The purpose of these variations was to explore 

the robustness of the conclusions to the elicitation method, and specifically to 

compare the results obtained from double-bounded dichotomous choice contingent 

valuation (CV) with those from a contingent choice procedure (CC) (Adamowicz, 

1995; Boxall et al., 1996; Adamowicz et al.y 1998; Hanley et al., 1998).

Both versions of the questionnaire were preceded by a common preamble, which 

expounded the consequences of charity shutdown by describing the cessation of 

services in four major charitable sub-sectors—housing and homelessness, social 

services, health and medical research and a residual category comprising culture, the 

environment and overseas aid2.

2 For the purposes o f the survey, the four sub-sectors were defined as follows: housing and 
homelessness charities, which provide emergency short-term accommodation, counselling and support 
services for homeless people in hostels and night shelters; social services charities, which work to 
improve the lives o f particularly needy groups such as the elderly, the physically and mentally 
handicapped, disabled people like the blind and deaf, and children from troubled backgrounds; health 
and medical research charities, which fund scientific research into incurable diseases, as well as
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Table 3.1: Example of open-ended willingness to pay ladder3

£Jmonth (£Jyear equivalent) S o r  *

nothing (nothing)
lOp (£1.20) ✓
5 Op (£6) V

£1.00 (£12) S
£1.50 (£18) S
£2.00 (£24) S
£2.50 (£30) V
£3.00 (£36) S
£3.50 (£42)
£4.00 (£48)
£4.50 (£54)
£5.00 (£60)
£6.00 (£72) X5

£7.00 (£84) X

£8.00 (£96) X

£9.00 (£108) X

£10.00 (£120) X

£15.00 (£180) X

£20.00 (£240) X

£30.00 (£360) X

£40.00 (£420) X

£50.00 (£540) X

£75.00 (£600) X

£100.00 (£900) X

Over £100 (£1200) X

providing hospice care for the terminally ill; and a residual category comprising charities active in the 
areas of culture, environment and overseas aid. Educational and religious charities, as well as political 
parties were explicitly excluded from the survey.

3 Some tax levels have been omitted due to space constraints.
4 This symbol indicates that the respondent was sure she would pay this amount.
5 This symbol indicates that the respondent was sure he would not pay this amount.
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Table 3.2: Sample contingent choice question

Option 1 Option 2 Option 3

Housing and homelessness charities X 6 S 1 V

Social services charities X X Y

Health and medical research charities X X S

Overseas aid environment and culture charities X X ✓

Additional tax pavment each month for a vear None 20p 50p

(Corresponding annual amount) (None) £2.40 £6.00

6 This symbol means that the corresponding charitable sub-sector shuts down.
7 This symbol means that the corresponding charitable sub-sector remains open.
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The CV treatment consisted of a question in which respondents were asked whether or 

not they were willing to pay a pre-specified amount of additional tax to prevent the 

shutdown of all of these four charitable sub-sectors. The question was subsequently 

repeated, using a higher tax level for those who accepted the initial offer and a lower 

tax level for those who rejected the initial offer. A range of seven different tax levels 

was used running between £2.40 per year and £300 per year, annual and monthly 

equivalent values were always stated in parallel8.

As a follow-up question, these respondents were also asked to provide an open-ended 

valuation making use of the payment ladder reproduced in Table 3.1. When presented 

with the ladder, respondents were asked to put a tick against those amounts that they 

were ‘almost certain that they would be willing to pay’, put a cross against those 

amounts that they were ‘almost certain that they would not be willing to pay’ and 

leave a blank space over the range for which they were uncertain. The results from the 

ladder complement those obtained from the dichotomous choice questioning and, 

although correlated with the latter3, provide more detailed information about 

willingness to pay and associated uncertainty.

The CC treatment consisted of a series of three choice sets each made-up of three 

alternatives, an example is given as Table 3.2. In each choice set, the first option 

involved the shutdown of all four charitable sub-sectors but no tax increase, the 

second option involved the shutdown of one or other of the four charitable sub-sectors 

plus the payment of a specified tax increase and the final option involved the 

preservation of all four of the charitable sub-sectors plus payment of a specified tax 

increase. Respondents were asked to choose their most preferred alternative out of the 

three, and subsequently requested to indicate their second most preferred alternative 

from the reduced set of two options remaining after their most preferred alternative

8 In annual terms, the full list o f bid levels was as follows: £2.40; £6.00; £12.00; £30.00; £60.00; 
£120.00 and £180.00.

9 The correlation arises from the fact that the payment ladder question is asked after the dichotomous 
choice question which implies that the results are not independent, as would be the case if a split- 
sample format had been adopted.
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had been removed10. This meant that respondents were effectively required to provide 

a complete ranking of all the options in the choice set.

Three design features of the CC treatment were identified as critical in allowing full 

comparability with the results obtained from CV; in the sense of ensuring that the only 

difference between the two was the method by which the response was elicited. First, 

all choice sets should include an alternative which involves no additional tax payment 

but which entails the closure of all of the charities, as this is the equivalent of refusing 

the tax level offered in the CV question. Second, respondents receiving the CC 

treatment should be faced with options which avoided the closure of a single sub

sector of charitable activity—such as the housing or social services sub-sectors—and 

with options which avoided the closure of all all charities11. Finally, the same set of 

tax levels used in the two versions of the CV question should be attached to the 

corresponding alternatives in the CC sets.

The need to meet these criteria for full comparability with CV necessarily entailed a 

departure from the conventional principles of fractional factorial design12. Thus, in 

order to construct the chosen three element CC choice sets the following procedure 

was adopted. First, the six alternative patterns of charity closure of interest were 

identified—all charities shutdown, each of the four individual sectors alone are 

maintained, and all four of the individual sectors together are maintained. Second, it

10 This kind o f sequential choice protocol ensures full consistency with the statistical models that will 
be used to analyse the data, which are choice base models (Bergland, 1998).

11 Strictly speaking, the analysis presented in this chapter only requires that the choice sets include 
options which avoid the closure of all charities. However, the data were collected as part o f a wider 
research programme, and consquently other considerations— not relevant to this chapter—required that 
the choice sets also included alternatives in which only a single charitable sector was preserved.

12 Neither of the two fractional factorial designs produced by the experimental design software SPEED 
combined single sector alternatives with alternatives which entailed the closure or preservation of all 
charities. Consequently, the set o f alternatives to be presented in the questionnaire was dictated purely 
by the need to generate a sufficiently close comparator to the CV survey. In this context it is important 
to note that the purpose of fractional factorial design is to ensure that alternatives are orthogonal 
because this is an essential requirement of the traditional monotonic analysis o f variance applied to this 
kind o f experimental data. When analysis is undertaken in a logit regression framework, as in the 
present case, such orthogonality continues to be desirable but is no longer essential for the method to 
work satisfactorily.
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was established that in order for each possible pair-wise combination to be presented 

to respondents alongside the zero payment baseline, ten different triplets had to be 

presented in the survey13. Third, the bid levels used in the dichotomous choice CV 

were allocated to the options appearing in the triplets so that each bid level appeared 

at least once14. This involved some repetition of the triplets bringing the total number 

up to 18. Finally, the 18 triplets were grouped into six sets of three to be administered 

to different sub-samples of the CC survey. The series of three were constructed in 

such a way that each respondent faced a wide range of bid levels and one alternative 

involving the preservation of all of the charity sectors.

A key design issue relates to whether respondents could be expected to reveal their 

true willingness to pay for charitable services in response to the questions asked. In 

other words, whether the elicitation format is incentive compatible. Hoehn & Randall 

(1987) show that truth-telling is the individually optimal strategy under the following 

conditions. The first is that the proposed policy change will only go ahead if it 

receives majority approval. The second is that, if  the proposed policy change goes 

ahead, respondents will be required to contribute the fixed payment stated in the 

survey. Both the CV and CC elicitation formats are designed to portray this situation. 

Thus, to the extent that respondents found them credible, they could be expected to 

result in truthful preference revelation.

In contrast, the values obtained from the willingness to pay ladder may be subject to 

some downward bias. Hoehn & Randall (1987) show that in open-ended contexts, the 

provision of the good depends on aggregate willingess to pay exceeding the associated 

cost threshold. As long as respondents believe that they may be required to pay their 

stated contributions and that other people’s contributions will suffice to finance the 

public good, they will have an incentive to under-state their true willingness to pay.

13 Given the constraint that the baseline must appear in each o f the triplets, there are 5C2=10 different 
pairs that can be formed from the remaining five alternatives.

14 In practice, it was not possible to include all seven o f the bid levels for each o f the alternatives 
without leading to an unacceptable escalation in the number of triplets needing to be presented to each
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It is important to note that a key difference between the CV and CC versions is the 

way in which respondents are required to think about the charitable sector as a whole. 

In the CV format, the four charitable sub-sectors are described but then a single 

payment is elicited to avoid their universal shutdown. While in the CC format, 

respondents are required to think about the value of the whole sector with explicit 

reference to the value of its constituent sub-sectors.

The existing literature has shown that in the context of CV studies these kind of 

differences in presentation tend to produce a significant divergence in results 

(Diamond et al., 1993; Cummings et al., 1994; Diamond & Hausman, 1994; Rollins 

& Lyke, 1998). In particular, the result obtained from requesting a direct valuation of 

the whole tends to be substantially smaller than the result obtained from summing-up 

the valuations obtained for each of the constituent parts. This effect has been termed 

the ‘adding-up’ problem.

There does not appear to have been any systematic investigation to date of how the 

‘adding-up’ phenomenon impacts upon the results that are generated by the CC 

method. Given that the CC method provides respondents with simultaneous 

information about the whole good and its constituent components, a priori, it is not 

clear whether respondents to CC questions are focusing on the value of the whole or 

on the value of the parts. The survey design used in the present study permits a 

rigorous comparison between CV and CC elicitation methods in this respect. Indeed, 

this constitutes a subsidiary objective of the research.

respondent. However, the full five bid levels used in the first round o f the double-bounded CV 
questioning did appear in all cases.
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4. Results from Open-Ended Contingent Valuation

As noted above an open-ended valuation question—along the lines illustrated in Table 

3.1—was administered to the CV sub-sample. Although this elicitation format is 

subject to downward bias (Hoehn & Randall, 1987), the open-ended values have the 

advantage of providing a greater richness of information than is available from the 

two incentive compatible choice-based methods. In particular, the open-ended method 

produces exact willingness to pay measures for each individual in the sample, as 

opposed to a single mean willingness to pay estimate for the sample as a whole. This 

feature makes it possible to analyse free-riding behaviour in greater detail, by 

comparing real cash gifts with additional hypothetical willingness to pay at the level 

of individual respondents. Nonetheless, it will be important to bear in mind that— 

owing to the incentives which exist to under-state true willingness to pay—the 

resulting contribution ratios (p) will be biased upwards. The likely consequence is an 

under-estimate of the full extent of free-riding.

As a starting point, Figure 4.1 presents the percentage frequency distribution for real 

and hypothetical contributions. The two distributions are similar in overall shape. 

They both show a spike at zero donations and then show a concentration of gifts in the 

smaller size classes followed by a long tail of larger gifts. Relative to real gifts, the 

distribution for hypothetical gifts has a larger proportion of zero donors at 23.9% 

versus 16.9%.

In order to obtain a clearer idea of how the real and hypothetical gifts of particular 

individuals varied, Figure 4.2 plots the percentage distribution function for the 

difference between real and hypothetical gifts. The distribution shows a wide spread 

of values and is close to being symmetrical around zero. Although the proportion of 

the sample making larger hypothetical gifts than real gifts (at 49.6%) is somewhat 

larger than the proportion of the sample making larger real gifts than hypothetical gifts 

(at 38.4%).
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Figure 4.1: Percentage frequency distribution for real and hypothetical
annual donations
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Figure 4.2: Percentage frequency distribution for difference between real and
hypothetical annual donations
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A first question of interest that can be analysed with the open-ended data is the 

prevalence of different types of free riding behaviour distinguished in the literature. In 

this respect, it is helpful to divide the sample into three mutually exclusive categories. 

First, there are the strong free-riders defined as those who do not make any real 

philanthropic gifts but who are nonetheless willing to pay a positive amount in the 

hypothetical survey. Second, there are the weak free-riders defined as those who make 

real philanthropic gifts, but are also willing to pay an additional amount of tax in the 

hypothetical survey. Third, there are the non-free-riders defined as those who make 

real cash gifts but are not willing to pay any additional hypothetical tax15.

The results reported in Table 4.1 indicate that weak free riding is by far the most 

prevalent behavioural pattern, accounting for 69.6% of the sample. Interestingly, non

free-riders are more than twice as common as strong free-riders, at 14.8% of the 

sample versus 6.7%. The remaining 8.9% of the sample did not give either in real life 

or in the hypothetical scenario.

Table 4.1 provides a comparison of the mean value of real and hypothetical 

contributions between different types of free riding behaviour. Real gifts can be 

estimated in two different ways: either based on self-reported annual giving or on 

twelve times self-reported monthly giving; with the former constituting a lower bound 

and the latter an upper bound16. Similarly, there are two different ways of estimating

15 A final category, accounting for less than 10% o f the total sample, are those who do not give either 
in the real or hypothetical context. It is difficult to classify this group insofar as they could be non-free- 
riders (who are genuinely uninterested in charities) or they could be strong free-riders (who are not 
even prepared to express some willingness to pay in a hypothetical context). Consequently, they are 
excluded from the present consideration.

16 As a validity check, it is interesting to compare the magnitude o f the real monthly donations reported 
in this survey, with those reported from other sources. An obvious comparator is the Individual Giving 
Survey (IGS), used in Chapters Four and Five below, which uses a similar though more detailed 
method to aid individual recall o f past philanthropic gifts. The average positive monthly donation 
recorded in the IGS for the period 1990-93 is £13.65 (with a 95% confidence interval ranging from 
£12.21 to £15.10). This can be compared with an average positive monthly donation of £11.55 
obtained from the present survey conducted during 1997 (with a 95% confidence interval ranging from 
£5.93 to £17.16). Although, it is possible to reject the null hypothesis that these values are equal, the 
fact that the estimates are comparable in magnitude provides some reassurance as to the accuracy of 
the results obtained.
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additional hypothetical gifts; a lower bound based on the largest value that 

respondents were absolutely sure that they would be willing to pay, and an upper 

bound based on the smallest value that respondents were absolutely sure that they 

would not be willing to pay. Given that none of these alternatives has any claim to 

being the ‘correct’ one, all four of them are reported in the table to allow for 

sensitivity analysis. As can be seen, for real gifts, the upper bound estimate based on 

grossed-up monthly reports is nearly twice as large as the lower bound estimate based 

on self-reported annual gifts17. While in the case of additional hypothetical gifts, the 

upper bound values are only a third larger than the lower bound ones.

Comparing the relative size of real and hypothetical gifts between the different types 

of free riding behaviour reveals an interesting pattern. It appears that non-free-riders 

make larger real gifts than weak free-riders, while weak free-riders make larger 

hypothetical contributions than strong free-riders. On the assumption that these 

sample means are normally distributed, a t-test procedure was used to test the null 

hypothesis of no significant difference between these different categories of free

riders. Whichever measure of real gifts is used, it was possible to reject the null in 

favour of the alternative that non-free-riders make significantly larger real gifts than 

weak free-riders. The 95% confidence interval of the difference ranging from £35.87 

to £53.45 for annual payments, and from £176.91 to £289.47 for annualised monthly 

payments. Similarly, whichever measure of additional hypothetical contributions is 

used, it is possible to reject the null in favour of the alternative that weak free-riders 

make significantly larger hypothetical gifts than strong free-riders. The 95% 

confidence interval for the difference lies between £28.96 and £30.20 for the lower 

bound estimates, and between £37.64 and £39.64 for the upper bound estimates18.

17 It is reassuring to note that the range o f estimates for average annual cash gifts, o f £55.74 to £93.12, 
is consistent with results obtained from other larger scale surveys. Thus, the estimated annual average 
for the 1993 Individual Giving Survey was £97.78, while the equivalent value for the 1993/4 Family 
Expenditure Survey was £62.19.

18 These tests were repeated using a non-parametric procedure; the Mann Whitney test for differences 
in medians. In this case, the null hypotheses o f equality between median gifts were invariably accepted,
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Table 4.1: Summary statistics for different categories of free-riders

strong
free-riders

mean std.err.

weak
free-riders

mean std.err.

non-
free-riders

mean std.err.

overall 

mean std.err.

Proportion o f total 6.7 1.5 69.6 2.8 14.8 2.2 100.0 0.0

Real charitable gifts
(a) participation rate (%) 0.0 0.0 100.0 0.0 100.0 0.0 84.6 2.2
(b) mean payment (£)

— annual basis — — 60.2 8.1 104.9 75.3 55.7 11.3
—monthly basis — — 81.5 8.4 314.7 206.1 93.1 23.3

Additional hypothetical WTP
(a) participation rate (%) 100.0 0.0 100.0 0.0 0.0 0.0 76.3 2.6
(b) mean payment (£)

— lower bound 37.5 14.4 67.1 6.1 — — 49.2 4.7
—upper bound 50.5 17.4 89.1 7.9 — — 65.8 6.1

Contribution rates (%) 
(a) lower bound

— annual basis 0.0 0.0 42.7 1.8 100.0 0.0 47.7 2.2
—monthly basis 0.0 0.0 46.8 2.3 100.0 0.0 47.3 2.4

(b) upper bound
—annual basis 0.0 0.0 35.8 1.7 100.0 0.0 38.9 2.1
—monthly basis 0.0 0.0 40.9 2.2 100.0 0.0 39.0 2.2

Frequency 18 173 33 248
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Table 4.2: Multinomial logit model of free-riding behaviour

coefficient std.err. t-statistic

Non-free-riders
In (personal income) -0.777 0.398 -1.951
sex 1.559 0.698 2.233
age -0.050 0.026 -1.952
years of education -0.114 0.243 -0.467
north of England 0.094 0.859 0.109
Midlands 0.417 1.030 0.405
Greater London 0.700 0.902 0.776
constant 5.849 5.013 1.167

Strong free-riders
In (personal income) -0.907 0.474 -1.914
sex 2.257 0.890 2.535
age -0.061 0.031 -1.978
years of education -0.218 0.315 -0.692
north of England 0.956 1.243 0.739
Midlands 2.718 1.207 2.253
Greater London 0.530 1.532 0.346
constant 7.119 6.178 1.152

log-likelihood function -62.23
chi-squared (14 df) 36.15
observations 127
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Table 4.3: Tobit bid functions for real and hypothetical contributions

In (real annual cash gifts) 

coeff. std.err. t-stat.

In (additional hypothetical 
willingness to pay) 

coeff. std.err. t-stat.

In (personal income) 0.587 0.182 3.223 0.703 0.185 3.796
sex -0.536 0.292 -1.837 -0.078 0.297 -0.261
age 0.021 0.011 1.983 0.004 0.011 0.413
years o f education 0.096 0.093 1.037 0.055 0.094 0.580
Scotland or Wales 0.846 0.598 1.415 0.959 0.611 1.569
north o f England -0.050 0.398 -0.125 0.417 0.407 1.025
Midlands -0.564 0.468 -1.204 -0.122 0.473 -0.257
Greater London 0.440 0.441 0.998 -0.070 0.453 -0.154
constant -3.220 1.985 -1.622 -2.744 2.016 -1.361
sigma 1.621 0.111 14.603 1.655 0.115 14.391

log-likelihood 
chi-squared (8 df) 
observations

-237.83
25.19

131

-241.55
20.51

131
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The lower half of the same table reports the contribution ratios {p) for each category 

of free-rider, using both methods for estimating real donations. Overall contribution 

ratios for the whole sample are estimated to lie between 38.9% and 47.7%. It is 

interesting that these values lie towards the lower end of the range of 40%-60% 

reported for one shot games in the experimental literature (Ledyard, 1995). The 

contribution ratios turn out to be relatively insensitive to the method used for 

estimating the value of real contributions. Whereas, they are found to be about 10% 

higher when a lower bound measure of additional hypothetical gifts is used rather than 

an upper bound measure.

It is interesting to examine whether free-riding behaviour is significantly related to the 

characteristics of the respondents (Burlando & Hey, 1997). To this end, Table 4.2 

reports the results of a multinomial logit model which seeks to classify respondents 

between the different free-riding categories on the basis of exogenous variables such 

as their income, gender, age, years of education, and regional location19.

The multinomial logit model is grounded in the random utility model which postulates 

that the utility of any particular form of free-riding behaviour (/) is a linear function of 

personal attributes (X) plus a stochastic error term, as shown in equation [6 ]. 

According to this model, the probability that any given respondent chooses one form 

of free-riding behaviour (k) over another (0) is equivalent to the probability that the 

utility from alternative k exceeds the utility from alternative 0 , as stated in equation 

[7]. On the assumption that the errors are independently and identically distributed 

with an extreme value (Weibull) distribution, this probability can be expressed in 

terms of the logistic distribution (McFadden, 1973) illustrated in equation [8 ]. Using 

an indicator variable (d) to designate the choice made by each respondent, the log- 

likelihood function can then be stated as in equation [9 ].

[6] Ui j = p j X i + e ij

19 The regional dummy for residence in Scotland or Wales had to be dropped due to estimation 
problems.
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[7] P(Ulk > Ui0, VO *  k)p[(fikX, -  p 0X i ) > (ei0 -  elk )]

111
j

[9] \o g L  = Y f L d , j \ ° Z Pij
i j

It can be shown that the model as written is indeterminate, and consequently the 

utility level associated with one of the branches must be normalised. In this case, the 

utility of being a weak-free rider is set to zero. Since the parameters of the model are 

alternative-specific, the results presented in Table 4.2 provide a separate set of 

parameters for non-free-riders and strong free-riders. Overall, the regression is found 

to be significant, with a test statistic of 36.15 as against the critical value of 23.68 

from the chi-squared distribution with 14 degrees of freedom at the 95% level.

The parameters indicate which characteristics of an individual make it more probable 

that he or she will choose to be a strong free-rider (or non-free-rider) rather than a 

weak free-rider. The results indicate that, relative to weak free-riders, both other 

groups tend to have significantly lower age and income and are significantly more 

likely to be male. In addition strong free-riders are more likely to come from the 

Midlands region.

A series of hypothesis tests were conducted to examine the null hypotheses that 

overall the different types of free-riders do not differ significantly in terms of their 

observable characteristics. Only in the case of one pair—strong free-riders versus 

weak free-riders—was it possible to reject the null hypothesis that the two groups of 

respondents were not significantly different in socio-economic and demographic 

terms. In this case, the test statistic was calculated as 17.41, as against the critical 

value of 14.07 for the chi-squared distribution with seven degrees of freedom at the
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95% confidence level. However, even this does not constitute a very strong rejection, 

since the corresponding null hypothesis can be accepted at the 99% level.

The finding that strong free-riders are significantly different to weak free-riders—and 

in particular tend to have significantly lower incomes—appears plausible. What is 

more puzzling is the fact that non-free-riders also have significantly lower incomes 

than weak free-riders and indeed are statistically indistinguishable from the strong 

free-rider group.

Finally, a typical validity test for open-ended willingness to pay questions in CV 

surveys is to search for significant relationships with exogenous variables which, a 

priori, could be expected to exert an influence willingness to pay. In the present 

context, it is also of interest to ascertain whether or not real and hypothetical 

contributions bear a similar relationship to the underlying characteristics of the 

respondents.

Given the prevalence of zero gifts, both in the real and hypothetical contexts, a Tobit 

specification is used to model each category of philanthropic contributions. The Tobit 

model postulates a latent variable (c *) whose observed distribution (c) is censored at 

zero, see equations [1 0 ] to [1 1 ].

[10] c* = j3Xi + e i

[1 1 ] cf =c*  if  c* > 0

c( = 0  if  c* < 0

On the assumption that the error terms are normally distributed [12], it is possible to 

express the corresponding log-likelihood function as in equation [13]. For positive 

observations, indicated by the dummy variable dJt the contribution to the likelihood 

function is given by the normal density function. While for zero observations, 

indicated by the dummy variable d0, the contribution to the log-likelihood is expressed
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as the probability that the latent variable will be weakly negative. This is given by the 

standard normal cumulative density function (&).

[12] e, ~ iv (o ,o -2 )

[13] log  Z = £ d« exp
[ C j - P x , )  

2 <j

2 Yl
+ d;i 0 1 - 0

p X i

J )
<j J )

Table 4.3 reports the results of two Tobit regression models, estimated on the same 

sample, one for real cash gifts (annual basis) and the other for additional hypothetical 

willingness to pay (lower bound)20. The specification is logarithmic. Both regressions 

are significant overall, with test statistics in excess of 2 0 .0  as against a critical value of 

15.51 from the chi-squared distributions with eight degrees of freedom at the 95% 

level of significance. However, the significance level for the model of real gifts is 

somewhat larger than that for the hypothetical gifts21.

Both regressions produce a significant estimate for the income elasticity, which is 

found to lie in the range 0.60 to 0.70. Although a Wald test procedure indicates that 

these two estimates are not significantly different from each other. The corresponding 

test statistic is 0.03 as against a critical value of 3.84 from the chi-squared distribution 

with one degree of freedom at the 95% level. Income is the only significant variable in 

the model for hypothetical gifts, whereas sex and age also prove to be significant in 

determining real contributions.

In order to ascertain whether the underlying processes determining real and 

hypothetical gifts are significantly different, a Wald procedure is used to test the null

20 The same pair o f models were also estimated for the three other combinations o f real and 
hypothetical measures, which result from using the monthly basis for real gifts and the upper bound for 
hypothetical gifts. The results were very similar in all cases, so that none of the conclusions presented 
here were materially affected.

21 Analysis o f the raw data indicates that there is a much higher degree o f variance in the real gifts than 
in the hypothetical gifts.
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hypothesis that the entire parameter vectors for the two models are equal. The 

resulting test statistic of 0 .2 2  is well below the critical value of 15.51 for the chi- 

squared distribution with eight degrees of freedom, indicating that it is not possible to 

reject the null hypothesis of equivalence22.

In summary, the main conclusions to emerge from the analysis of the open-ended CV 

results are as follows. While there are some strong free-riders and non-free-riders 

present in the sample, the vast majority appear to be weak free-riders. Non-free-riders 

are found to make significantly higher real contributions than weak free-riders, while 

weak free-riders appear to make significantly larger hypothetical contributions than 

strong free-riders. Relative to other groups, weak free-riders were found to have 

significantly higher incomes, as well as being significantly older and more likely to be 

female. It was not possible to reject the hypothesis that real and hypothetical gifts bore 

the same relationship to underlying socio-economic and demographic characteristics.

22 This may simply be a reflection o f the fact that many o f the coefficients are not statistically 
significant.
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5. Results from Closed-Ended Contingent Valuation

This section discusses the estimation of statistical models based on the dichotomous 

choice CV survey. Since double-bounded elicitation was used, both single and 

double-bounded models can be estimated and compared. These models are 

subsequently used to provide estimates of additional willingness to pay to avoid 

charity shutdown.

5.1 Statistical models

A possible utility-theoretic approach to calculate welfare measures from referendum 

data was suggested by Hanemann (1984) and is based on the Random Utility Model23. 

According to this framework, individual i’s indirect utility function (U) can be seen as 

a sum of two components: a deterministic part V—which for simplicity might be 

regarded as a function of income (y) net of real (R) contributions (g) and of the output 

of charitable organisations (Z)—and a stochastic element e reflecting unobserved taste 

components [14].

[14] U ^ V , { y l - g f , z ) +ei

Consider a proposed increase in charitable activity from Z° to Z;, which entails a cost 

of B to respondents. Then the probability that a given respondent will accept this 

change is given by the probability that his utility level after the change is no lower 

than it was before. This is stated in [15], where e is the difference between the original 

error term in the two states, AV  the utility difference and Fe the cumulative 

distribution function of the stochastic element.

[15] P(u] > u f ) = P[Vj (yt -  g f  -  B i , Z 1) -  Vi {y i , Z ° ) > e? -  e) ] = Fs  (AV/)

23 Cameron and James (1997) and Cameron (1988) developed an alternative approach based on a 
willingness-to-pay function. McConnell (1990) showed that, under certain conditions, both approaches 
are dual to each other and can be derived from the same underlying utility-theoretic framework.
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Given that the exact distribution of the error term is unknown, the most common 

approach is to assume that e0 and e^are independently and identically distributed 

random variables with a Weibull distribution. Since the difference between two 

Weibull random variables has a logistic cumulative distribution function (McFadden, 

1973), the probabilistic model above can be analysed as a logit model and estimated 

using maximum likelihood techniques.

For the case of a linear utility model with income change as the only determinant 

variable, the log likelihood function for the single-bounded (SB) dichotomous choice 

model is given by equation [16], where B is the bid level offered to the individual, a  

and p  the parameters to be estimated, X a dummy variable that takes the value one if 

the subject accepts the bid and zero otherwise and Fe is the cumulative distribution 

function assumed by the researcher.

[16] lo g ! = f d{X, log[Ft ( a - / » , ) ]  + (1 - ^ l o g [ l - ( « - / © , ) ] }
;=i

Assuming the linear-in-income utility specification, the log-likelihood function for the 

double-bounded (DB) dichotomous choice model is shown in equation [17], where yy, 

yn , ny and nn are dummy variables corresponding to the four possible response 

pairs—yes/yes, yes/no, no/yes and no/no— and LB, IB and HB correspond to the 

lower, initial and high bid levels, respectively24.

[17] log I  = f j {yyl log [ F ,{ a -p H B ft  + yn, log[F£ (a  -  piB, ) - F s( a -  PHB,)] +
1=1

+ ny, log[Fs( a - P L B ,)-F e( a - p I B , )] + nn, log[l- F e( a - p L B , )]}

Following the recommendations of the NOAA Panel (Arrow et al, 1993), respondents 

were offered a ‘don’t know’ option, after each valuation question. This implies that 

there were three possible answers to each bid level presented: ‘yes’, ‘no’ and ‘don’t
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know’. Wang (1997) has recently shown how such answers can be incorporated into 

the choice model for the case of single-bounded dichotomous choice. In this paper, the 

two extreme cases are reported: the case where ‘don’t knows’ are treated as a rejection 

of the bid level—providing a lower bound on true willingness to pay— and the case 

where ‘don’t knows’ are treated as an acceptance of the bid level—providing an upper 

bound on true willingness to pay. The percentage of people who were uncertain about 

the amounts presented was of the order of 2 0 %.

Both the SB and DB models were applied to the data from the charities survey, using 

both upper and lower bounds with respect to uncertainty. This resulted in four 

permutations of the statistical model. The resulting estimates from the logit model are 

reported in Table 5.1. Yearly bid levels were used in the estimation. In line with prior 

intuition, the coefficients on the tax level variables are invariably negative and highly 

significant, indicating that higher tax levels reduce the probability of accepting the 

proposed offer. As expected, the DB models are estimated with a higher degree of 

efficiency indicated by the lower standard errors on the tax price variable25.

24 Only 8-14% of respondents accepted the highest bid level presented.

25 This analysis can be readily generalised in the presence o f more explanatory covariates. As such, the 
internal consistency o f the data was further assessed by adding to the basic specification described 
above a range o f regressors reflecting individual characteristics and attitudes towards charities. The 
results indicate that the models have a high explanatory power, with the number o f correct predictions 
ranging from 75% to 78%. Income level and various variables reflecting attitudes towards charities are 
the main explanatory factors. However, the statistics that are usually of interest to the researcher, the 
population (unconditional) mean or median, can be as easily estimated by the marginal methods 
described above as by a conditional approach that first estimates conditional mean WTP as a function 
of covariates and then finds its average with respect to an estimate of the density o f the covariates 
(McFadden, 1994).
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Table 5.1: Estimates of additional CV willingness to pay from logit models

(a) Single bounded

coeff.
lower bound 

std.err. t-stat. coeff.
upper bound

std.err. t-stat.

tax level -0.013 0.003 -4.767 -0.011 0.003 -4.380
constant 0.737 0.184 4.011 1.088 0.193 5.642

log-likelihood -179.86 -175.16
observations 278 278

median WTP £58.08 £96.81
95% Cl (£41.26—£77.39) (£76.31— £132.86)

(b) Double-bounded

lower bound upper bound
coeff. std.err. t-stat. coeff. std.err. t-stat.

tax level -1.803 0.132 -13.621 -1.972 0.133 -14.885
constant 0.779 0.147 5.301 1.111 0.160 6.928

log-likelihood -366.41 -408.63
observations 278 278

median WTP £43.08 £56.54
95% Cl (£31.78-£53.90) (£46.03-£66.91)
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5.2 Willingness to pay

Once the unknown parameters in equations [16] and [17] have been estimated, the 

mean willingness to pay from dichotomous choice data can be determined by applying 

the following formula.

oo 0

[18] E(WTP)= jF e(A V )d B - j [ l - F e (AV)\lB
0 -oo

Hanemann (1984) has shown that, for the linear utility model referred to above and on 

the assumption of a zero mean, symmetrically-distributed error term, equation [18] 

simplifies to a mean willingness to pay given by expression [19]. This welfare 

measure corresponds to the Hicksian equivalent variation.

[19] WTP = -
r \  a

One way of obtaining confidence intervals for this measure is to apply the procedure 

developed by Krinsky and Robb (1981)26. This technique simulates the asymptotic 

distribution of the coefficients by taking repeated random draws from the multivariate 

normal distribution defined by the coefficient estimates and their associated 

covariance matrix. These are used to generate an empirical distribution for the welfare 

measure, and the associated confidence intervals can then be computed following the 

percentile approach advocated by Efron and Tibshirani (1993). This involves sorting 

the calculated willingness to pay measures in ascending order. A (1-5) confidence 

interval can then be obtained by dropping the 5/2 and the (1-5/2) percentiles of the 

sorted distribution.

The willingness to pay results are reported in the lower half of Table 5.1. They are 

based on 1 ,0 0 0  random draws from the distributions of the parameters estimated in the 

preceding statistical models. The median additional willingness to pay to preserve the

26 A possible alternative is the delta method. However, Krinsky & Robb (1981) argue that superior 
results can be obtained by simulating the distribution o f the non-linear function of the parameters.
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charitable sector lies in most cases between £40 to £60 per year. (Only the upper 

bound case of the single-bounded model gives results that are significantly higher at 

close to £100.) As expected, the double-bounded model gives lower values than the 

single-bounded model, and generates confidence intervals which are substantially 

tighter. Furthermore, sensitivity to the treatment of uncertain responses is far greater 

in the single-bounded than the double-bounded model27.

27 It is interesting to note that the open-ended contingent valuation results reported in the preceding 
section, at around £50, lie very close to the values obtained from the dichotomous choice procedure. 
This suggests that respondents were not under-reporting their true willingness to pay on the payment 
ladder. One reason for this may be that the payment ladder question came immediately after the 
dichotomous choice question, so that the two responses are not independent.
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6. Results from Contingent Choice Data

This section discusses the estimation of statistical models based on the CC sample, 

and uses them to derive welfare measures for the preservation of the charitable sector.

6.1 Statistical models

Once again, it is the Random Utility Model which provides the basis for analysing the 

data. According to this framework, the indirect utility function for each respondent i 

can be decomposed into two parts: a deterministic element—which is a linear index of 

the attributes (X) of the j  different alternative scenarios in the choice set-—and a 

stochastic element (e)—which represents unobservable influences on individual 

choice. This specification is shown in equation [20].

[20] Uij = pX ij + eij

Thus, the probability that any particular respondent prefers option g  in the choice set 

to any alternative option /?, can be expressed as the probability that the utility 

associated with option g  exceeds that associated with all other options, as stated in 

equation [2 1 ].

[21] P[(Uig > U*)Vh * g] = P[(pXg -  PX*) > {eik -  eig)}

In order to derive an explicit expression for this probability, it is necessary to know 

the distribution of the error terms (eiy). A typical assumption is that they are 

independently and identically distributed with the extreme-value form. An important 

implication of this assumption is that the probability of any particular alternative g 

being chosen as the most preferred can be expressed in terms of the logistic 

distribution (MacFadden, 1973) stated in equation [22]. This specification, known as 

the conditional logit model makes use of data only from the first choice option28. The 

parameters can be estimated by maximising the likelihood given in equation [23].

28 It is important to clarify the distinction between the conditional logit model presented here and the 
multinomial logit model estimated in Section 4 above. Both models are based on the same basic 
random utility model and both models assume error terms that are distributed in line with the extreme
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exp(/HT )
[22] P(JJis > Uik, V h * g ) =  3 H * ’

£ e x p  (PX'j )
M

* 3 exp(pXa)
[23] log I  = £  Z  *  lost— " ]

I > pO®Q)
> 1

The results of applying this model to the CC data from the charities survey are shown 

in the first column of Table 6.1. The regressors are a series of dummy variables 

indicating whether or not a specific charitable sector had been shutdown under any 

particular option and a price variable which is given by the annual tax contribution 

associated with each alternative. The results from the conditional model indicate that 

nearly all of these variables are statistically significant and take the expected signs. A 

curious exception is the housing and homelessness sector dummy which is 

significantly negative—suggesting that the services provided by these charities are 

welfare-reducing.

The drawback of this model is that it does not fully exploit all of the information 

contained in the CC survey, which not only identified the most preferred alternative 

but also the second most preferred alternative out of the full set of three. Beggs, 

Cardell and Hausman (1981) develop an extension to the basic conditional logit model 

which is capable of using this additional information. Their specification is based on 

the repeated application of the probability expression given in equation [2 2 ] until a 

full ranking of all the alternatives has been obtained. Thus, equation [22] is initially 

used to express the probability of choosing the first best option. It is then applied to 

express the probability of choosing the second best option, which is itself the most 

preferred alternative from the reduced choice set created by discarding the first best

value (Weibull) distribution. The difference lies in the nature o f the explanatory variables. In the 
conditional logit, the explanatory variables are characteristics o f the alternative choices, whereas in the 
multinomial logit model the explanatory variables are characteristics of the individuals making those 
choices. Consequently, the conditional logit model estimates a single set o f coefficients, which explain 
how different characteristics affect the probability of a particular alternative being chosen by any given 
person. The multinomial logit on the other hand estimates a different set o f coefficients for each 
alternative (barring one), which portray how different characteristics affect the probability o f a 
particular person choosing any given alternative.
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option; and so on successively. Hence, the probability of an individual (z) ranking any 

particular alternatives first, second and third can be expressed as in equation [24]. The 

corresponding parameters are estimated by maximising the likelihood given in 

equation [25].

2 exp(/ftTv)
[24] P,(U„ > Ua > I/O) = n  [ 3 ]

Z e x p ( /a - J
k=j

" 2 exp (J3XU)
[25] log I  = £  *°S f l  [ ]

■" > ' X exP ( ^ * )
k=j

The results of estimating this rank-ordered logit model appear in the second column of 

Table 6.1. Although the broad pattern of results is the same, there are a number of 

important contrasts between the conditional and rank-ordered logit specifications. 

First, the greater amount of information embodied in the rank-ordered logit estimates 

shows-up in standard errors that are about an order of magnitude smaller than for the 

conditional logit. Second, the dummy variable for the housing and homelessness 

sector is no longer negative and significant but now positive and not significantly 

different from zero.

Both the conditional and rank-ordered logit models rely on the rather unrealistic 

assumption that choices obey the Independence from Irrelevant Alternatives (IIA) 

property. What this means is that the relative probabilities of any two options being 

selected should be unaffected by the introduction or removal of other alternatives 

from the choice set. This property of choices is a direct consequence of the 

independence of the assumed Weibull error terms across the different options 

contained in the choice set.
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Given the restrictive nature of the IIA assumption, it is important to test whether or not 

it is consistent with the choice patterns observed in the data. This can be done by 

applying a standard Hausman test. The resulting test statistics for the conditional logit 

model lie in the range 41.77 to 45.74 which can be compared with a critical value of

11.07 from the chi-squared distribution with five degrees of freedom at the 95% 

confidence level.29 This constitutes a strong rejection of the null hypothesis that the data 

are compatible with the IIA property, and consequently invalidates the use of the 

conditional logit model.

The legitimate application of the rank-ordered logit model, furthermore requires that the 

underlying process determining choices remains stable across the first choice and 

subsequent second choice. In order to establish whether or not this is the case, Ben- 

Akiva et al. (1991) propose a likelihood ratio test procedure that involves summing the 

log-likelihoods from a series of separate models. This begins with model of the first best 

option from the full choice set, followed by a model of the second best option, which is 

itself the most preferred alternative from the reduced choice set created by discarding 

the first best option; and so on successively. The sum of the log-likelihoods from these 

models are compared with the single log-likelihood that arises from estimating all of 

these models jointly through the rank-ordered logit specification. The test statistic 

resulting from this procedure takes a value of 139.83 as against the critical value of

11.07 from the chi-squared distribution with five degrees of freedom at the 95% 

confidence level. This implies a rejection of the null hypothesis of stable coefficients 

across choices, and thus invalidates the use of the rank-ordered logit model30.

An alternative specification which does not require the IIA assumption is the random 

parameters logit model, advanced by Train (1998). A further advantage of the random 

parameters specification is the possibility of estimating the model as a panel. This

29 The Hausman test procedure requires that the model be re-estimated once after each of the alternatives 
in the choice set has been deleted. In this case it did not prove possible to re-estimate the model following 
the deletion of the baseline alternative as a result o f singularity problems. However, given the magnitudes 
of the test statistics resulting from the deletion o f the second and third branches, there is no way that the 
deletion of the first branch could alter the conclusion o f the test.

30 A series of Wald tests comparing the values o f individual coefficients in the first and second choice 
models revealed that the price coefficient was not significantly different across choices. However, the 
coefficients on the dummy variables representing the different charitable sub-sectors varied substantially 
and significantly.
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framework would appear to be particularly well-suited to the current data, given that 

each individual was presented with a series of three ranking questions, and that 

consequently it is likely that there will be some correlation between the error terms of 

sets ranked by the same individual. The data is thus effectively a panel with three ‘time 

periods’ which correspond to the three ranking sets faced by each individual. The 

specifications considered thus far do not take this data into account, rather they are 

cross-sectional in nature treating each ranking response as a completely independent 

observation.

The random parameters logit model works by allowing the coefficients to vary 

randomly across individuals (6 (). Coefficients are thus broken down into a population 

mean (J3) and an unobserved individual deviation from that mean (77,). This is shown in 

equation [26], where the panel nature of the data is also reflected in the time subscripts 

of the coefficients.

[26] Uijt = biXijt + eijt = pxijt + rj.X9t + eijt

This specification of utility affords three significant advantages. First, the fact that the 

unobservable portion of utility 77, is correlated across alternatives avoids any reliance on 

the IIA property. Second, the fact that the unobservable portion of utility tj{ is correlated 

across ranking sets for a given individual explicitly takes into account the ‘panel’ nature 

of the data. Third, the random formulation of the coefficients allows heterogeneity of 

tastes across individuals to be explicitly incorporated.

It is important to note that the residual error term eijt continues to be independently and 

identically distributed according to the extreme value form, so that—conditional on 

knowing the value of bt for each specific individual—the probability of choosing any 

alternative within a particular ranking set is still given by the standard logit formula 

from equation [22]. Furthermore, the conditional probability that a specific individual 

makes a particular series o f choices from the different ranking sets is given by the 

product of the standard logit formula for each choice, as shown in [27].

8 5
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However, since the value of b is unknown this expression must be integrated over the 

full probability distribution of the coefficient. This is shown in equation [28], where 0* 

represent the parameters of the probability distribution of the 6 ,. Given that this integral 

cannot be solved analytically, simulation techniques are adopted. These work by taking 

the average value over a large number of draws of b from a particular distribution 0, 

these are used to calculate simulated probabilities for insertion into a simulated log- 

likelihood function, as in equation [29]. Conventional maximisation techniques are 

subsequently applied.

[28] />(<?•)= \s,{b)f[b/e-]ib

[29] lo g Is = X lo g [/]s (<?•)]
n

The results of estimating the random parameters logit model are reported in the final 

column of Table 6 .131. The particular specification chosen was that of random normally 

distributed coefficients for the charity sector variables and fixed coefficients for the tax- 

price variable. Both mean and standard deviation parameters for each of the random 

coefficients. Like the conditional logit on which it is based, the random parameters logit 

model only considers the first best alternative identified by the respondent from each 

choice set and ignores information on the ordering of the remaining alternatives.

Comparing the results of the random parameters logit model against the baseline 

conditional logit specification yields a number of important findings. First, there is a 

substantial increase in the value of the log-likelihood function. Indeed, the likelihood 

ratio test statistic for the exclusion of the standard deviation parameters comes to 132.00 

well in excess of the critical value of 9.49 from the chi-squared with four degrees of 

freedom at the 95% level. This result is also evident in the fact that the standard

31 Thanks are due to Kenneth Train for providing access to his computer code for this model.
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deviations of the charity parameters are almost all highly significant indicating that 

preference heterogeneity is a reality in the dataset. Second, the fact that the random 

parameters are typically much larger than the those resulting from the conditional logit 

is a reflection of the fact that the influence of the unobserved component of utility 

relative to the fixed component is comparatively large (Revelt and Train, 1998). Finally, 

the fact that the estimated parameter standard deviations are larger than the parameter 

means implies that a significant proportion of the population does not regard the 

existence of all charities as welfare-enhancing.

6.2 Willingness to pay

On the basis of the various logit models which have been estimated, the equivalent 

variation welfare measure—or willingness to pay—can be derived using the formula 

given by [30] (Parsons and Kealy, 1992) where 7? represents the outcome that the 

charitable sector is shutdown and Zl represents the outcome that it is rescued from 

shutdown. The coefficient py gives the marginal utility of income. It is straightforward 

to show that, for the case of a simple change from presence to absence of a particular 

charitable sector, the above formulae can be simplified to the ratio of coefficients given 

in [31] where p c is the coefficient on any particular charitable sector.

[30] WTP = p In
£exp[F ;.(Z0)]

[31] WTP = -
f  n \

Pc
\ r y  J

As before, the Krinsky & Robb (1981) method can be used to simulate the distribution 

of the willingness to pay variable and confidence intervals can be constructed from the 

vector of simulated values using the percentile approach developed by Efron & 

Tibshirani (1993). Calculation of willingness to pay is based on 1,000 random draws 

from the probability distribution of the parameters estimated in the preceding statistical 

models.
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The results of applying these procedures, which are reported in the lower half of Table 

6 .1 , show that there is substantial variation in the annual willingness to pay estimates 

resulting from each of the different logit specifications. The rank-ordered and random 

parameter logit models give median values which are reasonably close to each other in 

the £230 to £260 per year range. However, the conditional logit gives the much higher 

median value of £360 per year. The confidence intervals are narrowest for the ranks-data 

model reflecting the greater efficiency of that specification.

These results are clearly substantially larger than the estimates of some £50 per year, 

obtained in the preceding section from the CV elicitation format. The divergence 

suggests that subjects confronted with the CC format tended to focus their attention on 

the value of the individual sub-sectors of charitable activity rather than the value of the 

charitable sector as a whole. Thus the reported outcomes suggest that CC values do in 

fact suffer from the ‘adding-up’ hypothesis and are thus liable to overestimate the 

overall value of the good.

A more formal way of exploring the hypothesis that the two elicitation formats do not 

give equivalent valuations is to estimate the single bounded logit model on a pooled 

sample of data, using a dummy variable to indicate the methodological origins of each 

observation. Specifically, owing to the survey design, it is possible to use the CC 

responses to construct a series of simulated single-bounded dichotomous choice 

responses.
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Table 6.2: Single bounded logit models of combined CV and CC data

coeff.
lower bound 

std.err. t-stat. coeff.
upper bound 

std.err. t-stat.

tax level -0.005 0.001 -4.040 -0.005 0.001 -3.805
CC dummy 0.643 0.192 3.351 0.228 0.193 1.182
constant 0.328 0.136 2.403 0.714 0.140 5.089

log-likelihood
observations

-339.01
512

-332.77
512
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This is done by examining the relative ranking of the baseline CC option where no 

additional tax payment is made, and the option that entailed the preservation of the 

entire charitable sector. Where the baseline option is ranked more highly than the 

alternative this is taken to be equivalent to a negative response to the corresponding CV 

question and vice versa. The single bounded CV models can then be re-estimated on the 

combined sample of original CV responses and simulated responses from the CC 

dataset.

The results are presented in Table 6.2. They indicate that the CC dummy is significantly 

positive in the model where ‘don’t know’ responses are treated as negative answers. The 

implication is that there is something about the methodologies themselves which makes 

a positive response to a given bid level more likely in the CC format. Although, this 

result does not carry through to the model where ‘don’t know’ responses are treated as 

positive answers to the CV question; since in this case the coefficient is not statistically 

significant.
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7. Analysis of Contribution Ratios

Using the value of real (R) contributions (g), reported in the survey together with the 

additional hypothetical (.H) willingness to pay estimates (/) produced in the preceding 

sections, it is possible to calculate a set of contribution ratios along the lines shown in 

equation [32],

[32] p  =
g  + *'

Mean values both of real contributions and additional willingness to pay are used to 

calculate the contribution ratio. This is because the two choice-based elicitation methods 

developed above do not permit the estimation of additional willingness to pay on an 

individual basis, but rather only of mean willingness to pay for the sample as a whole. 

The distribution of the contribution ratio was simulated using the Krinsky & Robb 

(1981) procedure described above. This involved taking 1,000 random draws from the 

distribution of average real contributions and mean additional willingness to pay, each 

pair of draws was then used to calculate a value for the parameter p. The percentiles of 

the resulting vector are then used to provide estimates of the median and 95% 

confidence interval for the contribution ratio (Efron & Tibshirani, 1993)32.

Results for these calculations are reported in Table 7.1. The contribution ratios 

presented vary along two dimensions. On the one hand, two different measures of 

historical giving are used to measure the value of real contributions. Second, the two 

different valuation methods (and associated range of empirical models) generate seven 

estimates of additional willingness to pay. This gives rise to fourteen different 

combinations for the parameter p.

32 In order to permit valid comparisons between the dichotomous choice CV and CC estimates and the 
earlier results obtained from the open-ended payment ladder, a similar procedure is adopted to calculate 
the contribution ratio based on mean additional willingness to pay. The distribution o f the mean open- 
ended willingness to pay is simulated using the sample mean and variance.
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Table 7.1: Comparison of contribution ratios across different measures

annual basis 
median 95% Cl

rr
median

onthly basis
95% Cl

Contingent Valuation

Single-bounded models
■ lower bound
■ upper bound

49.2%
36.5%

(37.1 %—60.1 %) 
(25.6%—45.5%)

61.6%
49.0%

(47.5%-72.6%)
(34.4%-59.1%)

Double-bounded models
■ lower bound
■ upper bound

56.7%
50.3%

(45.5%—66.7%) 
(38.7%-58.2%)

68.5%
62.6%

(54.9%-77.3%)
(48.3%-71.2%)

Contingent Choice

Cross-sectional models
■ conditional logit
■ rank-ordered logit

13.8%
20.0%

(8.6%-19.6%)
(12.6%-26.4%)

21.0%
29.3%

(12.4%-29.3%) 
(18.4%—38.5%)

Panel data models 
■ random coefficients 18.1% (11.8%-24.1%) 26.6% (17.2%-35.8%)
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Table 7.2: Approximate significance levels for tests of differences between
estimation methods

SB-LB SB-UB DB-LB DB-UB CL ROL RPL
SB-LB 0.010 0.890 0.552 0.000 0.000 0.000
SB-UB 1.000 0.998 0.000 0.001 0.000
DB-LB 0.079 0.000 0.000 0.000
DB-UB 0.000 0.000 0.000

CL 0.958 0.903
ROL 0.294
RPL

93



Chapter I wo tLXieni o j jree-riaing

The resulting contribution ratios vary substantially across cases, ranging from 13.8% to 

68.5%. The greatest variation in results is to be found across CV and CC elicitation 

methods, with the CV method producing contribution ratios in the range 36.5% to 

68.5% and the CC method producing estimates in the range 13.8% to 29.3%. The 

variation in estimates across model specifications is smaller for CC data than for CV 

data. Furthermore, within each method the use of a monthly basis for estimating real 

cash gifts tends to lift the contribution ratio by some 10% relative to the use of the 

annual basis.

However, in interpreting the results it is important to note that not all o f  these estimates 

are o f equal quality. Amongst the CV estimates, the double-bounded model must be 

regarded as superior on the grounds that it makes use of twice as much information 

about respondents’ preferences. While amongst the CC estimates, the specification tests 

performed above rejected the conditional and rank-ordered logit models in favour of the 

random parameter logit. Finally, between the CV and CC estimates, the presence of the 

‘adding-up’ effect noted above suggests that greater credibility should be attached to the 

CV results. Thus, overall the double-bounded CV models are considered to be the most 

reliable. This puts the estimated contribution ratio in the 50.3% to 68.5% range.

It is important to question to what extent the differences between these results are 

statistically significant. Poe et al. (1994) demonstrate that such conclusions cannot 

simply be drawn by means of a non-overlapping confidence interval criterion (Park, 

Loomis and Creel, 1991), as this would lead to an understatement of the associated 

confidence level. One alternative that they propose is to calculate the confidence interval 

of the difference (D) between the two random variables of interest (pA and pB), as shown 

in equation [33]. The null hypothesis of equality between the two contribution ratios can 

thus be reformulated as the null hypothesis that the difference between them is equal to 

zero.

[33] D = p A - p B = 0

94



K^napier i wu JJA'MZflt UJ Jt  C f  /

Following Poe et al. (1997), a bootstrapping approach can be used to test this null 

hypothesis. A one-sided approximate significance level is obtained by calculating the 

proportion of the values in the vector of differences with negative or positive 

signs—depending on whether the alternative hypothesis is that pA>pB or vice versa.

Table 7.2 reports the approximate significance levels for the test of a series of null 

hypotheses that the contribution ratios obtained using different estimates of additional 

willingness to pay are not significantly different. The results can be interpreted as 

follows. A value of up to 0.050 indicates that—at the 95% level—the method A 

estimates (stated in each row) are significantly larger than the method B estimates 

(stated in each column). A value of more than 0.950 indicates that the method B 

estimates are significantly larger than the method A estimates at the 95% level. Any 

value between 0.050 and 0.950 indicates that the two methods yield results that are not 

significantly different.

On this basis, the results indicate that the contribution ratios resulting from the CV 

estimates are invariably significantly larger than those obtained from the CC data. While 

there are some significant differences between models used to estimate from the CV 

data, the models applied to the CC data do not yield significantly different results. All of 

these tests were repeated for both of the different measures of real contributions. Given 

that exactly the same pattern of significance was found, separate results are not reported.

A similar set of confidence intervals was generated for the difference between 

contribution ratios based on annual or monthly estimates of real donations. Irrespective 

of which of the seven specifications was used for the hypothetical data, the contribution 

ratios based on monthly estimates for real contributions were always found to be 

significantly larger—at the 90% level—than those based on annual estimates for real 

contributions.
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8. Conclusions

This paper has presented the results of a survey designed to ascertain the extent of free 

riding among philanthropists. In terms of its research objective, the study has much in 

common with the experimental literature on the voluntary supply of public goods. 

However, the methodology used is very different. By operating in a carefully controlled 

laboratory environment, the experimental literature is able to measure voluntary 

contributions against the theoretical optimum with a high degree of accuracy. By 

focusing on actual charitable giving—which constitute a major real world example of 

voluntary provision—the current study moves away from the abstraction and artifice of 

the laboratory environment. But this gain comes at the expense of reducing the precision 

with which actual and potential contributions can be measured.

A survey instrument was used to collect information about historic contributions to 

charities, and also to elicit respondents’ additional willingness to pay over and above 

this level when faced with the threat of losing the services provided by the charitable 

sector and presented with an incentive compatible payment vehicle. In recognition of the 

uncertainty that surrounds both of these values, an extensive sensitivity analysis is 

conducted with the results.

Initial exploratory analysis, revealed that the vast majority of respondents (some 70%) 

could be described as weak free-riders, in the sense that their actual contributions do not 

reflect the full value which they place on charitable services. Non free-riders account for 

a further 15% of the sample, while strong free-riders are in a distinct minority at less 

than 7% of the total. Strong free-riders were found to be significantly poorer than weak 

free-riders and more likely to be younger, male, and resident in the Midlands region. 

Both real and hypothetical contributions were found to exhibit a similar pattern of 

correlation with respect to underlying respondent characteristics, and in particular 

income.

Both CV and CC methods were used to produce a range of alternative estimates of 

additional willingness to pay to prevent the closure of charities. The dichotomous choice 

CV method produced estimates of additional willingness to pay of about £50 per year.
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While the CC method produced substantially higher values of the order of £250 per 

year. The differences between these results suggest that CC estimates are subject to an 

cadding-up’ effect which biases the resulting estimates of willingness to pay for the 

whole obtained by summing willingness to pay for the constituent parts. As a 

consequence the CV estimates should probably be regarded as a more reliable measure 

for the value of the whole of the charitable sector.

Using these values it was possible to produce a range of estimates for the contribution 

ratio; defined as the ratio of real gifts to the sum of real gifts and additional hypothetical 

willingness to pay. For the CV estimates, the contribution ratios are found to lie in the 

range 50% to 70%. In the case of the CC data, the higher estimates of additional 

willingness to pay show-up as lower contribution ratios, of the order of 15%-25%.

The CV results are broadly consistent with contribution ratios obtained in one-shot (or 

first round multi-shot) laboratory experiments, lying towards the upper end of that 

range. The CC results, on the other hand, are more closely in line with the lower values 

observed in laboratory situations after a series of repeated games. Two principal 

conclusions can be drawn from these results.

First, this study is believed to constitute the first attempt to quantify the extent of free 

riding in a real economic activity as opposed to a laboratory game. It is therefore 

interesting to find that the results show considerable consistency with the earlier 

experimental literature. Given the wide margins of uncertainty on many of the estimates, 

a firm conclusion that laboratory findings are consistent with real behaviour must await 

further research. However, the approach developed here opens-up one promising avenue 

of exploration.

Second, the results show that while charities are managing to capture a substantial 

proportion of true willingness to pay by means of fund-raising efforts, their income still 

falls significantly short of its full potential. An examination of the range of devices 

available to charities and governments for discouraging free-riding— as well as an 

assessment of their current success and potential for improvement—form the central 

theme of Chapters Four, Five and Six below.
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Appendix 1

Stated Preference Questionnaire Used for Survey Fieldwork

The pages that follow reproduce the full version of the stated preference questionnaire 

used to collect the data upon which this chapter is based. Since the questionnaire is quite 

lengthy and complex in structure, a few introductory remarks are provided so as to give 

an overview of the structure of the questionnaire.

The questionnaire is broken down into four sections, whose contents are described in 

Table A l.l. below.

Table A l . l : Overall structure of questionnaire
I Introduction Collects basic information required to apply the quota 

controls described in Appendix 2.

II Attitudes Towards Charities Presents the charitable sector, explores respondents’ 
attitudes towards it and collects detailed information on 
existing contributions o f time and money.

III Valuation o f  Charities Presents the hypothetical scenario o f charity closure and 
elicits willingness to pay to avoid this eventuality.

IV Social and Economic Profile Collects information on the socioeconomic characteristics of 
respondents.

The first, second and fourth sections of the survey were administered in identical format 

to all respondents. However, there were three completely different versions of section 

three, which were allocated randomly across respondents at each sample point. Table 

A1.2. clarifies the differences between sections HLA, IIIB and IIIC. These essentially 

concern the elicitation method used—whether double bounded contingent valuation or 

contingent choice—and the scope of charitable activity considered—whether all 

charities or housing charities alone. It is important to note that, for the purposes of the 

research described in Chapter Two, only information collected from Sections IIIB. and 

IIIC was used. Since Section IILA was designed to address a completely separate 

research question.
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Table A1.2: Alternative versions of section III
housing charities only all charities

contingent Valuation Section IIIA Section IIIB

contingent Choice Section IIIC

In order to span the range of bid levels and choice sets required to recover 

comprehensive information on respondents’ preferences a number of different versions 

of Sections IIIA. to IIIC. were created. Specifically, there are five different versions of 

each of the contingent valuation treatments. Each of the five versions incorporate a 

different initial bid level ranging from £6 per year to £144 per year, with different 

corresponding follow-up bids depending on whether the initial bid was accepted or 

refused. Furthermore, there are six different versions of the contingent choice section 

each comprising three different choice triplets.
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Carrick James Market Research (II (21 (31 (4) (51 (61 (71 (8) (9) (10) 6
Homer Street | 1 | 3 | 8 | | | | | | | | London

| Questionnaire | Sampling | 
| No. | Point No. |

PROJECT 9738 - VALUATION OF CHARITIES

Type of Questionnaire: (OFFICE USE)
(11) ( 12) 

III A Version A .. 1 IIIB Version A .. 6 IIIC Version IIIC A ... 1
Version B .. 2 Version B .. 7 Version IIIC B ... 2
Version C .. 3 Version C .. 8 Version IIIC C ... 3
Version D .. 4 Version D .. 9 Version IIIC D ... 4
Version E .. 5 Version E .. 0 Version IIIC E ... 5

Version IIIC F ... 6

I. Introduction

Hello! My name i s  I am from Carrick James Research. We are conducting
a survey for the Charities Aid Foundation about the services that charities provide 
in the UK. In particular, we are interested in finding out how much you value the 
kind of work that is done by different types of charities. We adhere to the Code of 
Conduct of the Market Research Society, and anything you say is confidential.

Firstly, may I check some details about yourself.

Quota Controls (CHECK CLASSIFICATION DATA BELOW)
(please circle answer codes)

(SHOW CARD A) Which of these age groups do you belong to? Please read 
out code letter.

Age: Male

18-24 years (A )......  1......
25-34 years (B )......  2......
35-44 years (C )......  3......
45-54 years (D )......  4......
55-74 years (E ).......  5 .....

Socio-Economic group

(RECORD OCCUPATION OF CHIEF WAGE EARNER)
(14)

Job: _________________________________  AB -> 1
Cl - >  2

Industry:_________________________________  C2 -> 3
DE -> 4

Female
(13)
6
7
8 
9 
0
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II. Attitudes towards charities

HAND RESPONDENT LARGE A4-SIZED LOOSE SHOWCARDS 1-4.

As you probably know, there are several different types of charities in the UK, 
each with their own particular area of work. The charities we will be asking 
you to think about are arranged into 4 groups as shown on these cards.

• Housing and homelessness. [SHOWCARD 1] These charities provide 
emergency short-term accommodation, counselling and support services for 
homeless people in hostels and night shelters. Examples: Shelter; Crisis; 
Centrepoint and the Salvation Army. Purchase of The Big Issue would be 
another example within this group.

• Social services. [SHOWCARD 2] These charities work to improve the lives of 
particularly needy groups of people - such as: the elderly; the physically and 
mentally handicapped and children from troubled backgrounds and 
disabled people like the blind and the deaf. Examples: Age Concern; Dr 
Barnardo’s; National Childrens Home and the NSPCC.

• Health and medical research. [SHOWCARD 2] These charities are active in 
funding scientific research into presently incurable diseases. In addition 
local medical charities provide hospice care for the terminally ill. 
Examples: the Imperial Cancer Research Fund; the Multiple Sclerosis 
Society; the National Kidney Research Fund and the British Heart 
Foundation.

• Overseas Aid. Environment and Culture [SHOWCARD 4] This category includes 
all remaining charities, which cover a wide range of activities, but particularly 
overseas aid, the environment and culture. Examples: Oxfam; Save the
Children Fund; Friends of the Earth; The National Trust and The Royal 
Society for the Prevention of Cruelty to Animals (RSPCA).

Please note that when we talk about donation to charities or time spent helping 
charities we do not want you to include donations to political parties or giving 
to beggars in the street which do not count as charitable organisations.

[KEEP SHOWCARDS 1-4 PROMINENTLY DISPLAYED THROUGHOUT 
INTERVIEW]
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1. (SHOW CARD 5) How important a contribution do you think charities 
make to our society?

(PLEASE CIRCLE ONE ANSWER CODE)
(15)

Very important 1
Important 2
O f some importance 3
Not important at all 4
D on't know 9

2. (SHOW SHOWCARDS 1-4) Please consider the four areas of charitable 
activity just described and rank them according to how important you think 
each one of them is ?

(a) Which area do you think is most important (RING 1)

(b) Which second most (RING 2)

(c) Which third most? (RING 3)

(d) Which least? (RING 4)

Draw attention back to showcards 1-4. Please enter ranking:

Ranking

Housing and homelessness 1 2 3 4 (16)

Social services 1 2 3 4 (17)

Health and medical research 1 2 3 4 (18)

Overseas aid/environment/culture 1 2 3 4 (19)
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3. (SHOW CARD 6) (a) This card shows different ways in which people 
can give money to charitable organisations.

(i) In which of these ways have you given money in the last month?

(ii) In which have you given in the last year? (PRE-RECORD IF GIVEN 
IN LAST YEAR)

Last Last 
Month Year

(20)  (21)
Making a donation in response to a TV, telephone, mail or newspaper 

advertisement appeal.............................................................................................. 1 .............1

Putting money in a collection box in the street, on the doorstep, at work, or 
in a shop or pub(excluding church or school) ....................................................2 ................2

Buying goods from a charity shop or catalogue, or at a jumble sale, fete or 
bring-and-buy sa le ................................................................................................... 3

Sponsoring somebody in a fund-raising even t...................................................... 4 .................4

Giving from a Charities Aid Foundation charity account.

Attending a charity fund-raising even t...................................................................6

Buying a charity raffle or lottery ticket (excluding National Lottery)

By using a credit card which benefits a charity ................................................... 8

Donating through a Deed o f  Covenant, Gift Aid, Payroll G iving .....................9 ................9
Donating to charity via a church or schoool..................................................... 0 .................0

Taking out a membership subscription to a charitable organisation..............X .............  X

Buying 'The Big Issue' .........................................................................................  V .............  V
(22) (23)

Giving money to churches or schools fo r  their own use (not fo r
specific charitable organisations)......................................................................1 .............  1

Other ways o f  donating to charity ....................................................................... 2 ............  2_____
N one  3  3 ->  Q.5

IF NONE IN LAST YEAR : GO TO Q.5
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(CONTINUE IF ANY MONEY GIVEN IN LAST YEAR)

3(Cont.) Taking all of these into account, can you make an approximate
estimate of how much money—if any—you actually give to charities.
Please do not include here donations to political parties. You should not 
count anything you may have given to people asking you directly for money 
in the street, because we are only concerned with the contributions that 
you make to charitable organisations. Please do not include money given to 
schools or churches unless this goes through them for separate charitable 
organisations.

IF GIVEN ANY MONEY IN LAST MONTH : ASK Q.3(b)
IF NOT GIVEN IN LAST MONTH BUT GIVEN IN LAST YEAR: GO TO Q.3(d)

3(b) About how much have you given in last month £ |________ _ J
(IF EASIER CHECK THROUGH EACH TYPE in last month
OF CHARITY IN TURN)

3(c) Of the total amount, approximately how much went to each of the 
types of charities we have been talking about in the last month?

Draw attention to Showcards 1-4. Please record amount in money terms 
i f  possible or as percentages

Amount In 
last month

- Housing and homelessness charities £
- Social services charities £
- Health and medical research £
- Overseas aid/environment/culture £

[INTERVIEWER: CHECK THAT SUBCATEGORIES ADD-UP TO THE 
TOTAL, AND PROBE WHY IF THEY DO NOT]

3(d) About how much have you given in the last year? __________
(IF EASIER CHECK THROUGH EACH £_|_________
TYPE OF CHARITY IN TURN ) in last year

3(e) Of the total amount, approximately how much went to each of the 
types of charities we have been talking about in the last year?

Draw attention to Showcards 1-4. Please record amount in money 
terms if possible or as percentages

Total donations 
in last year

- Housing and homelessness charities £
- Social services charities £
- Health and medical research £
- Overseas aid/environment/culture £
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[INTERVIEWER: CHECK THAT SUBCATEGORIES ADD-UP TO THE 
TOTAL, AND PROBE IF THEY DO NOT]

ASK ALL

5. We would now like you to think about the reasons behind why you give 
or do not give to charity. How much do you agree or disagree with each 
of the following statements ?

(SHOW CARD 7 AND READ OUT STATEMENTS IN ROTATED ORDER 
BETWEEN RESPONDENTS) TICK STARTING POINT. PLEASE CIRCLE ONE 
ANSWER CODE FOR EACH STATEMENT:

CARD 2 (1) 2
REPEAT COLS (2)->(10)

TICK
START

Strongly
Agree

Agree Neither 
Agree Nor 
Disagree

Disagree Strongly
Disagree

(  ) I give to charities because I like the 
feeling o f  being generous. 1 2 3 4 5 (11)

( ) I don ’t plan my charitable giving 
carefully in advance.

1 2 3 4 5 (12)

( ) I give to charities because I  or my 
family may personally benefit from them 
at some stage.

1 2 3 4 5 (13)

' 1 I tend to support a particular cause with 
regular donations over a period o f  time 
(e.g. membership, covenant etc.)

1 2 3 4 5 (14)

( ) I often give ju st because I  fee l too 
embarrassed to say 'No ’ when someone 
asks me.

1 2 3 4 5 (15)

( ) I don’t tend to give to a wide range o f  
different charities.

1 2 3 4 5 (16)

( ) I give to charities because they help to 
create a better society fo r everyone by 
reducing the level o f  social problems. 1 2 3 4 5 (17)

( ) I give money spontaneously when I am 
approached by somebody. 1 2 3 4 5 (18)

( ) I give to charities because I want to 
support the good causes fo r  which they 
work.

I 2 3 4 5 (19)

(  ) I tend to give to one or two favourite 
charities or a specific area o f  charitable 
activity.

1 2 3 4 5 (20)

( ) When I give, I  don’t really mind what 
I ’m giving to as long as its some kind o f  
good cause.

1 2 3 4 5 (21)

( ) I tend to make one-off donations with no 
particular long-term commitment. 1 2 3 4 5 (22)

105



Chapter Two Extent o f  free-riding

6. (SHOW CARD 8)The following card shows the many different ways in 
which people can volunteer to help charitable organisations.

(a) In which of these ways have you helped charitable organisations in the 
last month? Again, please do not include here time helping political parties, 
unless it is working through them for a separate charitable organisation.

(b) And in which have you helped charities in the last year? (RE-RECORD 
IF HELPED IN LAST MONTH)

Taking part in a fund-raising drive.................................

Last
Month

(23)
.... 1 .....

Last
Year

(24)
1

Sitting on a charity committee......................................... ....2 ........ 2

Doing administrative or managerial work fo r  charities ...... 3 ..... .3

Organising or helping to run an activity or event 
for a charity..................................................................... . . . 4 ........ .4

Giving advice, information or counselling to users 
o f a charity........................................................................ ... 5 ........ 5

Visiting people for a charity............................................ ....6 ........ 6

Providing transport fo r a charity.................................... .... 7 ...... 7

Collecting or making things to be sold for charity........ ....8......... 8

Helping to provide services to needy people .................. ....9 ........ 9

Giving time to local schools and churches..................... .... 0 ........ 0

None .................................................................................. ,.X->(b). .. X->SECTION
III

(IF HELPED IN LAST MONTH : ASK Q.7 AND Q.8.
IF HELPED IN LAST YEAR: ASK Q.8.
IF NOT HELPED IN LAST YEAR; SKIP TO SECTION III)
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(IF HELPED IN LAST MONTH)
Q.7(a) Taking all of these into account, can you make 

an approximate estimate of how much time in
hours— if any—you have volunteered to help ______
charities during the last month ? Please do Last | | |
not include any time volunteered to help Month |____| | hours
schools or churches, or for political parties, 
unless this was working through them for a 
separate charitable organisation.

(b) Of this total number of hours, approximately how many went to each of 
the following sectors ?

DRAW ATTENTION TO SHOW CARDS 1-4. PLEASE RECORD No. OF HOURS:
Hours in 
last month

- Housing and homelessness
- Social services
- Health and medical research
- Overseas aid/environment/culture

(IF HELPED IN LAST MONTH/YEAR)
Q.8(a) Taking all of these into account, can you make 

an approximate estimate of how much time in
hours— if any—you have volunteered to help__________ ______
charities during the last year ? Please do Last | | |
nflt include any time volunteered to help Year |___ | | hours
schools or churches, or for political parties, 
unless this was working through them for a 
separate charitable organisation.

(b) Of this total number of hours, approximately how many went to each of 
the following sectors ?

DRA W ATTENTION TO SHOWCARDS 1-4. PLEASE RECORD No. OF HOURS:
Hours in 
last year

- Housing and homelessness
- Social services
- Health and medical research
- Overseas aid/environment/culture

[INTERVIEWER CHECK THAT SUBCATEGORIES ADD-UP TO THE TOTAL, 
AND PROBE IF THEY DO NOT]
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10. We would now like you to think about the reasons behind volunteering 
time to charitable organisations. How much do you agree or disagree 
with each of the following statements? (READ OUT STATEMENTS 
BELOW IN ROTATED ORDER BETWEEN RESPONDENTS. TICK 
START POINT)

SHOWCARD 7 AGAIN WITH AGREE/DISAGREE SCALE.

PLEASE CIRCLE ANSWER CODE FOR EACH STATEMENT:

TICK

Strongly
Agree

Agree Neither 
Agree Nor 
Disagree

Disagree Strongly
Disagree

( ) I  think o f it as helping my 
family and friends. 1 2 3 4 5 (50)

( ) I  think o f it as gaining 
valuable skills and 
experience.

1 2 3 4 5 (51)

( ) I  find I  enjoy 
contributing to 
a good cause

1 2 3 4 5 (52)

( ) I  find it enables me to 
meet people and make 
friends.

I 2 3 4 5 (53)

( ) Its a good way o f 
occupying my free time 1 2 3 4 5 (54)

11. If for any reason you no longer had the opportunity to volunteer time, 
what would you be most likely to do with your time instead ?

PLEASE CIRCLE ONE ANSWER CODE: (55)
Paid employment 1
Home responsibilities 2
Recreation 3
Nothing in particular 4
Other: please specify.............................. 5
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VERSION A

IIIA. Valuation of housing and homelessness charities

[INTERVIEWER REMOVE SHOWCARDS 2-4 AND FOCUS RESPONDENTS 
ATTENTION ON SHOWCARD 1]

Please imagine that, due to a financial crisis, all the charities in the country 
dealing with housing and homelessness were facing the prospect of shutting 
down for a whole year. (Don’t worry, this is definitely not going to happen ! 
But, even so, we would like you to think about how you would feel about this if 
it were to happen.)

Clearly, if these charities were to shutdown, many of the people whom they 
currently help would be left with no alternative but to sleep rough on the - 
streets.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(INTERVIEWERS - RESPONDENTS WHO PROTEST THAT THEY ARE 
NOT TAX PAYERS SHOULD BE REMINDED THAT EVEN NON-INCOME 
TAX PAYERS PAY SALES TAX THROUGH THE GOODS WHICH THEY 
PURCHASE).

A 1(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, 5Op each month throughout the coming year - which would add-up 
to £6 over the year. This would be over and above any contributions of time and 
money vou already make towards charities dealing with housing and homelessness. 
Would you be prepared to pay this extra amount to prevent these charities from 
shutting down ? Please think carefully about how much vou can really afford and 
where the additional money would come from and try to be as realistic as possible.

Please circle answer code:

(11)
Yes 1 -> GO TO QUESTION Al(b)
No 2- > GO TO QUESTION A1 (c)
Don’t know 9 -> GO TO QUESTION A1 (c)
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Al(b) What if the funding of the emergency grant would instead cost you (and
everyone else £1 each month - adding-up to £12 over the year - would you be
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

Al(c) What if  the funding of the emergency grant would instead cost you (and 
everyone else 20p each month - adding-up to £2.40 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

(SHOW SPECIAL YELLOW SHEET)
Q.A2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue the housing and homelessness charities or would I prefer to see them close 
down?’ and ‘would I pay 25p each month (that is £3 over the year)?’ and ‘would I pay 
5Op (that is £6 over the year)?’ and so on. Please think carefully about how much vou 
can really afford and where the additional money would come from, and remember that 
this is over and above anv existing donations of time and money that vou may already 
make to housing and homelessness charities.

If you are ALMOST CERTAIN that you would pay the amount to rescue the housing 
and homelessness charities, then we can put a tick against that amount. When we come 
to an amount that you are not sure whether you would pay or not, or if you are certain 
that you would not pay it, then we will stop.

(INTERVIEWER: Hand to respondent and get him/her to tick the amount they are 
almost certain they would be prepared to pay. I f  the respondent is not prepared to pay 
anything at all then go to question 4. I f  the respondent is willing to pay some positive 
amount then proceed with this question.)

OK. Now I would like you to look at the larger amounts shown at the bottom of the list, 
and ask yourself ‘would I be prepared to pay £100 per month (that is £1200 over the 
year) to rescue the housing and homelessness charities ?’ and ‘would I pay £75 per 
month (that is £900 over the year ?)’ and so on.
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VERSIONB

IIIA. Valuation of housing and homelessness charities

[INTERVIEWER REMOVE SHOWCARDS 2-4 AND FOCUS RESPONDENTS 
A TTENTION ON SHOWCARD 1]

Please imagine that, due to a financial crisis, all the charities in the country 
dealing with housing and homelessness were facing the prospect of shutting 
down for a whole year. (Don’t worry, this is definitely not going to happen ! 
But, even so, we would like you to think about how you would feel about this if 
it were to happen.)

Clearly, if these charities were to shutdown, many of the people whom they 
currently help would be left with no alternative but to sleep rough on the - 
streets.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(INTERVIEWERS - RESPONDENTS WHO PROTEST THAT THEY ARE 
NOT TAX PAYERS SHOULD BE REMINDED THAT EVEN NON-INCOME 
TAX PAYERS PAY SALES TAX THROUGH THE GOODS WHICH THEY 
PURCHASE).

A 1(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £1 each month throughout the coming year - which would add-up 
to £12 over the year. This would be over and above any contributions of time and 
money vou already make towards charities dealing with housing and homelessness. 
Would you be prepared to pay this extra amount to prevent these charities from 
shutting down ? Please think carefully about how much you can really afford and 
where the additional money would come from and try to be as realistic as possible.

Please circle answer code:

(11)
Yes 1 -> GO TO QUESTION A1 (b)
No 2- > GO TO QUESTION Al(c)
Don’t know 9 -> GO TO QUESTION Al(c)

I II
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A 1(b) What if  the funding of the emergency grant would instead cost you (and
everyone else £2.50 each month - adding-up to £30 over the year - would you be
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

A 1(c) What if the funding of the emergency grant would instead cost you (and 
everyone else 50p each month - adding-up to £6 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

(SHOW SPECIAL YELLOW SHEET)
Q.A2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue the housing and homelessness charities or would I prefer to see them close 
down?’ and ‘would I pay 25p each month (that is £3 over the year)?’ and ‘would I pay 
5Op (that is £6 over the year)?’ and so on. Please think carefully about how much vou 
can really afford and where the additional money would come from, and remember that 
this is over and above any existing donations of time and money that you mav already 
make to housing and homelessness charities.

If you are ALMOST CERTAIN that you would pay the amount to rescue the housing 
and homelessness charities, then we can put a tick against that amount. When we come 
to an amount that you are not sure whether you would pay or not, or if you are certain 
that you would not pay it, then we will stop.

(INTERVIEWER: Hand to respondent and get him/her to tick the amount they are 
almost certain they would be prepared to pay. I f  the respondent is not prepared to pay 
anything at all then go to question 4. I f  the respondent is willing to pay some positive 
amount then proceed with this question.)

OK. Now I would like you to look at the larger amounts shown at the bottom of the list, 
and ask yourself ‘would I be prepared to pay £100 per month (that is £1200 over the 
year) to rescue the housing and homelessness charities ?’ and ‘would I pay £75 per 
month (that is £900 over the year ?)’ and so on.
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VERSION C

IIIA. Valuation of housing and homelessness charities

[INTERVIEWER REMOVE SHOWCARDS 2-4 AND FOCUS RESPONDENTS 
ATTENTION ON SHOWCARD 1]

Please imagine that, due to a financial crisis, all the charities in the country 
dealing with housing and homelessness were facing the prospect of shutting 
down for a whole year. (Don’t worry, this is definitely not going to happen ! 
But, even so, we would like you to think about how you would feel about this if 
it were to happen.)

Clearly, if these charities were to shutdown, many of the people whom they 
currently help would be left with no alternative but to sleep rough on the 
streets.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(INTERVIEWERS - RESPONDENTS WHO PROTEST THAT THEY ARE 
NOT TAX PAYERS SHOULD BE REMINDED THAT EVEN NON-INCOME 
TAX PAYERS PAY SALES TAX THROUGH THE GOODS WHICH THEY 
PURCHASE).

Al(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £2.50 each month throughout the coming year - which would add- 
up to £30 over the year. This would be over and above any contributions of time 
and money you already make towards charities dealing with housing and 
homelessness. Would you be prepared to pay this extra amount to prevent these 
charities from shutting down ? Please think carefully about how much you can 
really afford and where the additional money would come from and trv to be as 
realistic as possible.

Please circle answer code:

(11)
Yes 1 -> GO TO QUESTION A1 (b)
No 2- > GO TO QUESTION A1 (c)
Don’t know 9 -> GO TO QUESTION A1 (c)
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A 1(b) What if  the funding of the emergency grant would instead cost you (and
everyone else £5 each month - adding-up to £60 over the year - would you be
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

A 1(c) What if the funding of the emergency grant would instead cost you (and 
everyone else £1 each month - adding-up to £12 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

(SHOW SPECIAL YELLOW SHEET)
Q.A2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue the housing and homelessness charities or would I prefer to see them close 
down?’ and ‘would I pay 25p each month (that is £3 over the year)?’ and ‘would I pay 
5Op (that is £6 over the year)?’ and so on. Please think carefully about how much vou 
can really afford and where the additional money would come from, and remember that 
this is over and above any existing donations of time and money that vou may already 
make to housing and homelessness charities.

If you are ALMOST CERTAIN that you would pay the amount to rescue the housing 
and homelessness charities, then we can put a tick against that amount. When we come 
to an amount that you are not sure whether you would pay or not, or if you are certain 
that you would not pay it, then we will stop.

(INTERVIEWER: Hand to respondent and get him/her to tick the amount they are 
almost certain they would be prepared to pay. I f  the respondent is not prepared to pay 
anything at all then go to question 4. I f  the respondent is willing to pay some positive 
amount then proceed with this question.)

OK. Now I would like you to look at the larger amounts shown at the bottom of the list, 
and ask yourself ‘would I be prepared to pay £100 per month (that is £1200 over the 
year) to rescue the housing and homelessness charities ?’ and ‘would I pay £75 per 
month (that is £900 over the year ?)’ and so on.
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VERSION D

IIIA. Valuation of housing and homelessness charities

[INTERVIEWER REMOVE SHOWCARDS 2-4 AND FOCUS RESPONDENTS 
ATTENTION ON SHOWCARD 1]

Please imagine that, due to a financial crisis, all the charities in the country 
dealing with housing and homelessness were facing the prospect of shutting 
down for a whole year. (Don’t worry, this is definitely not going to happen ! 
But, even so, we would like you to think about how you would feel about this if 
it were to happen.)

Clearly, if these charities were to shutdown, many of the people whom they 
currently help would be left with no alternative but to sleep rough on the 
streets.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(INTERVIEWERS - RESPONDENTS WHO PROTEST THAT THEY ARE 
NOT TAX PAYERS SHOULD BE REMINDED THAT EVEN NON-INCOME 
TAX PAYERS PAY SALES TAX THROUGH THE GOODS WHICH THEY 
PURCHASE).

A 1(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £5 each month throughout the coming year - which would add-up 
to £60 over the year. This would be over and above any contributions of time and 
money vou already make towards charities dealing with housing and homelessness. 
Would you be prepared to pay this extra amount to prevent these charities from 
shutting down ? Please think carefully about how much you can really afford and 
where the additional money would come from and try to be as realistic as possible.

Please circle answer code:

(11)
Yes 1 -> GO TO QUESTION A1 (b)
No 2- > GO TO QUESTION Al(c)
Don’t know 9 -> GO TO QUESTION Al(c)
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A 1(b) What if  the fUnding of the emergency grant would instead cost you (and
everyone else £10 each month - adding-up to £120 over the year - would you be
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

A 1(c) What if the funding of the emergency grant would instead cost you (and 
everyone else £2.50 each month - adding-up to £30 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION A2
No 2->  GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

(SHOW SPECIAL YELLOW SHEET)
Q.A2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue the housing and homelessness charities or would I prefer to see them close 
down?’ and ‘would I pay 25p each month (that is £3 over the year)?’ and ‘would I pay 
5Op (that is £6 over the year)?’ and so on. Please think carefully about how much vou 
can really afford and where the additional money would come from, and remember that 
this is over and above any existing donations of time and money that vou may already 
make to housing and homelessness charities.

If you are ALMOST CERTAIN that you would pay the amount to rescue the housing 
and homelessness charities, then we can put a tick against that amount. When we come 
to an amount that you are not sure whether you would pay or not, or if you are certain 
that you would not pay it, then we will stop.

(INTERVIEWER: Hand to respondent and get him/her to tick the amount they are 
almost certain they would be prepared to pay. I f  the respondent is not prepared to pay 
anything at all then go to question 4. I f  the respondent is willing to pay some positive 
amount then proceed with this question.)

OK. Now I would like you to look at the larger amounts shown at the bottom of the list, 
and ask yourself ‘would I be prepared to pay £100 per month (that is £1200 over the 
year) to rescue the housing and homelessness charities ?’ and ‘would I pay £75 per 
month (that is £900 over the year ?)’ and so on.
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VERSION E

IIIA. Valuation of housing and homelessness charities

[INTERVIEWER REMOVE SHOWCARDS 2-4 AND FOCUS RESPONDENTS 
ATTENTION ON SHOWCARD 1]

Please imagine that, due to a financial crisis, all the charities in the country 
dealing with housing and homelessness were facing the prospect of shutting 
down for a whole year. (Don’t worry, this is definitely not going to happen ! 
But, even so, we would like you to think about how you would feel about this if 
it were to happen.)

Clearly, if these charities were to shutdown, many of the people whom they 
currently help would be left with no alternative but to sleep rough on the 
streets.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(INTERVIEWERS - RESPONDENTS WHO PROTEST THAT THEY ARE 
NOT TAX PAYERS SHOULD BE REMINDED THAT EVEN NON-INCOME 
TAX PAYERS PAY SALES TAX THROUGH THE GOODS WHICH THEY 
PURCHASE).

A 1(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £10 each month throughout the coming year - which would add-up 
to £120 over the year. This would be over and above any contributions of time and 
money vou already make towards charities dealing with housing and homelessness. 
Would you be prepared to pay this extra amount to prevent these charities from 
shutting down ? Please think carefully about how much you can really afford and 
where the additional money would come from and try to be as realistic as possible.

Please circle answer code:

(11)
Yes 1 -> GO TO QUESTION Al(b)
No 2- > GO TO QUESTION Al(c)
Don’t know 9 -> GO TO QUESTION Al(c)
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A 1(b) What if  the funding of the emergency grant would instead cost you (and
everyone else £15 each month - adding-up to £180 over the year - would you be
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

A 1(c) What if the funding of the emergency grant would instead cost you (and 
everyone else £5 each month - adding-up to £60 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION A2
No 2 -> GO TO QUESTION A2
Don’t know 9 -> GO TO QUESTION A2

(SHOW SPECIAL YELLOW SHEET)
Q.A2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue the housing and homelessness charities or would I prefer to see them close 
down ?’ and ‘would I pay 25p each month (that is £3 over the year)?’ and ‘would I pay 
5Op (that is £6 over the year)?’ and so on. Please think carefully about how much vou 
can really afford and where the additional money would come from, and remember that 
this is over and above anv existing donations of time and money that vou may already 
make to housing and homelessness charities.

If you are ALMOST CERTAIN that you would pay the amount to rescue the housing 
and homelessness charities, then we can put a tick against that amount. When we come 
to an amount that you are not sure whether you would pay or not, or if you are certain 
that you would not pay it, then we will stop.

(INTERVIEWER: Hand to respondent and get him/her to tick the amount they are 
almost certain they would be prepared to pay. I f  the respondent is not prepared to pay 
anything at all then go to question 4. I f  the respondent is willing to pay some positive 
amount then proceed with this question.)

OK. Now I would like you to look at the larger amounts shown at the bottom of the list, 
and ask yourself ‘would I be prepared to pay £100 per month (that is £1200 over the 
year) to rescue the housing and homelessness charities ?’ and ‘would I pay £75 per 
month (that is £900 over the year ?)’ and so on.
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If you are ALMOST CERTAIN that you would NOT pay that amount to rescue the 
housing and homelessness charities, then we can put a cross against that amount. When 
we come to an amount that you are not sure whether you would pay, or that you 
definitely would pay, then we will stop.

(INTERVIEWER: Hand to respondent and get him/her to cross the amounts which 
he/she is almost certain he or she would not pay. Do not worry i f  some o f the cells in 
the table are left blank. This should represent the area in which the respondent is 
uncertain about exactly where his or her willingness to pay really lies.)

So, just to sum-up, you are sure you would pay (LAST AMOUNT TICKED), and sure 
you wouldn’t pay (LAST AMOUNT CROSSED), but are not sure whether you would 
pay the amounts in between. Is that right, or would you like to revise your answer ?

(INTERVIEWER INSTRUCTIONS: REVISE ANSWER IF RESPONDENT SO 
DESIRES. OTHERWISE PROCEED DIRECTLY TO QUESTION A3)
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IF WILLING TO PAY ANY AMOUNT : ASK Q.A3 THEN SECTION IV 
OTHERWISE : ASK Q.A4, THEN SECTION IV

Q.A3. Which one of the following statements best explains your decision to pay 
an additional amount in taxes to rescue charities ?

SHOWCARD B3. PLEASE CIRCLE ONE ANSWER CODE ONLY:

I  think that the work done by these charities is worth the extra 
contribution.

(14)

1
I  think this is a very important issue, I  am not sure i f  I  could pay this 
amount but I  wish I  could 2
I  think charities in general are a very important sector and my 
answer reflects my concern fo r  charities in general and not 
simply fo r  those working on housing and homelessness 3
Don V know 9

(ASK ONLY IF UNWILLING TO PAY ANYTHING)

A4. Which one of the following statements best explains your unwillingness to 
pay any additional amount in taxes ?

SHOWCARD B4. PLEASE CIRCLE ONE ANSWER CODE ONLY:

I  do not care that much about these charities, and would rather 
spend the money on other things that are more important to me.

(15)

1

I  could not afford any additional amount o f money which I  was 
being asked to pay. 2

I  think I  already make enough voluntary donations to charities 
as it is, and that other people ought to pay more. 3

I  think I  already pay enough tax as it is. 4

I  think people should be left to make their own contributions i f  
they want to rather than being forced to contribute through tax. 5

I  did not find the idea very convincing. 6

D on’t know 9

**GOTO SECTIONIV ***
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VERSION A

IIIB. Valuation of all charitable sectors by 
Contingent Valuation

[INTERVIEWER DRAW RESPONDENTS ATTENTION BACK TO SHOWCARDS 
1-4]

Please imagine that, due to a financial crisis, all of the different kinds of 
charities we have been thinking about throughout the whole country were 
facing the prospect of shutting down for a whole vear. (Don’t worry, this is 
definitely not going to happen ! But we would like you to think about how you 
would feel about this if it were to happen.)

Clearly, if these charities were to shutdown, the people whom they currently 
help would be forced to fend for themselves. For example:-

• The shutdown of housing and homelessness charities [SHOWCARD 1] would 
leave many homeless people with no alternative but to sleep rough on the 
streets.

• The shutdown of social service charities [SHOWCARD 2] would lead to the 
closure of many day centres and residential homes for children, the elderly, 
and help for the physically and mentally disabled.

• The shutdown of charities working on health and medical research 
[SHOWCARD 3] would slow down progress towards the discovery of cures 
for major diseases, and lead to the closure of many hospices for the 
terminally ill.

• The shutdown of the other charities, dealing mainly with overseas aid, the 
environment and culture [SHOWCARD 4/ ,  would have a wide range of 
consequences. Overseas aid charities for example would no longer be able to 
help to relieve poverty in Third World countries. Environmental charities 
would no longer be able to protect our environment, and animal charities 
would no longer be able to protect animals and wildlife. Cultural charities 
would be forced to cancel many arts events.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(Instruction to interviewers - respondents who protest that they are not tax payers
should be reminded that even non-income tax payers pay sales tax through the
goods which they puchase.)
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QBl(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, 5 Op each month throughout the coming year - which would add-up 
to £6 over the year. This would be over and above any contributions of time and 
money vou already make towards these charities. Would you be prepared to pay 
this extra amount to prevent these charities from shutting down ? Please think 
carefully about how much vou can really afford and where the additional money 
would come from and trv to be as realistic as possible.

Please circle answer code:
(11)

Yes 1 -> GO TO QUESTION B1 (b)
No 2 -> GO TO QUESTION B1 (c)
Don’t know 9 -> GO TO QUESTION Bl(c)

QBl(b) What if  the funding of the emergency grant would instead cost you (and 
everyone else) £1 each month - adding-up to £12 over the year - would you be 
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION B2
No 2->  GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

QBl(c) What if the funding of the emergency grant would instead cost you (and 
everyone else 20p each month - adding-up to £2.40 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

(SHOW CARD B2)
Q.B2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue all these charities or would I prefer to see them close down ?’ and ‘would I pay 
25p each month (that is £3 over the year)?’ and ‘would I pay 50p (that is £6 over the 
year)?’ and so on. Please think carefully about how much you can really afford and 
where the additional money would come from, and remember that this is over and above 
any existing donations of time and money that you mav already make to these charities.
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VERSION B

IIIB. Valuation of all charitable sectors by 
Contingent Valuation

[INTERVIEWER DRAW RESPONDENTS ATTENTION BACK TO SHOWCARDS 
1-4]

Please imagine that, due to a financial crisis, all of the different kinds of 
charities we have been thinking about throughout the whole country were 
facing the prospect of shutting down for a whole year. (Don’t worry, this is 
definitely not going to happen ! But we would like you to think about how you 
would feel about this if it were to happen.)

Clearly, if these charities were to shutdown, the people whom they currently 
help would be forced to fend for themselves. For example:-

• The shutdown of housing and homelessness charities [SHOWCARD I]  would 
leave many homeless people with no alternative but to sleep rough on the 
streets.

• The shutdown of social service charities [SHOWCARD 2] would lead to the 
closure of many day centres and residential homes for children, the elderly, 
and help for the physically and mentally disabled.

• The shutdown of charities working on health and medical research 
[SHOWCARD 3] would slow down progress towards the discovery of cures 
for major diseases, and lead to the closure of many hospices for the 
terminally ill.

• The shutdown of the other charities, dealing mainly with overseas aid, the 
environment and culture [SHOWCARD 4], would have a wide range of 
consequences. Overseas aid charities for example would no longer be able to 
help to relieve poverty in Third World countries. Environmental charities 
would no longer be able to protect our environment, and animal charities 
would no longer be able to protect animals and wildlife. Cultural charities 
would be forced to cancel many arts events.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(Instruction to interviewers - respondents who protest that they are not tax payers
should be reminded that even non-income tax payers pay sales tax through the
goods which they puchase.)
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QBl(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £1 each month throughout the coming year - which would add-up to 
£12 over the year. This would be over and above any contributions of time and 
money vou already make towards these charities. Would you be prepared to pay 
this extra amount to prevent these charities from shutting down ? Please think 
carefully about how much vou can really afford and where the additional money 
would come from and try to be as realistic as possible.

Please circle answer code:
(11)

Yes 1 -> GO TO QUESTION B 1 (b)
No 2 -> GO TO QUESTION B 1 (c)
Don’t know 9 -> GO TO QUESTION B 1 (c)

QBl(b) What if the funding of the emergency grant would instead cost you (and 
everyone else) £3 each month - adding-up to £36 over the year - would you be 
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

QBl(c) What if the funding of the emergency grant would instead cost you (and 
everyone else 50p each month - adding-up to £6 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

(SHOW CARD B2)
Q.B2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue all these charities or would I prefer to see them close down ?’ and ‘would I pay 
25p each month (that is £3 over the year)?’ and ‘would I pay 50p (that is £6 over the 
year)?’ and so on. Please think carefully about how much you can really afford and 
where the additional money would come from, and remember that this is over and above 
any existing donations of time and money that you mav already make to these charities.
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VERSION C

IIIB. Valuation of all charitable sectors by 
Contingent Valuation

[INTER VIEWER DRA W RESPONDENTS ATTENTION BACK TO SHOWCARDS 
1-4]

Please imagine that, due to a financial crisis, all of the different kinds of 
charities we have been thinking about throughout the whole country were 
facing the prospect of shutting down for a whole year. (Don’t worry, this is 
definitely not going to happen ! But we would like you to think about how you 
would feel about this if it were to happen.)

Clearly, if these charities were to shutdown, the people whom they currently 
help would be forced to fend for themselves. For example:-

• The shutdown of housing and homelessness charities [SHOWCARD 1] would 
leave many homeless people with no alternative but to sleep rough on the 
streets.

• The shutdown of social service charities [SHOWCARD 2] would lead to the 
closure of many day centres and residential homes for children, the elderly, 
and help for the physically and mentally disabled.

• The shutdown of charities working on health and medical research 
[SHOWCARD 3] would slow down progress towards the discovery of cures 
for major diseases, and lead to the closure of many hospices for the 
terminally ill.

• The shutdown of the other charities, dealing mainly with overseas aid, the 
environment and culture [SHOWCARD 4], would have a wide range of 
consequences. Overseas aid charities for example would no longer be able to 
help to relieve poverty in Third World countries. Environmental charities 
would no longer be able to protect our environment, and animal charities 
would no longer be able to protect animals and wildlife. Cultural charities 
would be forced to cancel many arts events.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(Instruction to interviewers - respondents who protest that they are not tax payers
should be reminded that even non-income tax payers pay sales tax through the
goods which they puchase.)
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QBl(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £3 each month throughout the coming year - which would add-up to 
£36 over the year. This would be over and above anv contributions of time and 
money vou already make towards these charities. Would you be prepared to pay 
this extra amount to prevent these charities from shutting down ? Please think 
carefully about how much you can really afford and where the additional money 
would come from and try to be as realistic as possible.

Please circle answer code:
(11)

Yes 1 -> GO TO QUESTION B 1 (b)
No 2 -> GO TO QUESTION Bl(c)
Don’t know 9 -> GO TO QUESTION B 1 (c)

QBl(b) What if the funding of the emergency grant would instead cost you (and 
everyone else) £6 each month - adding-up to £72 over the year - would you be 
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

QBl(c) What if the funding of the emergency grant would instead cost you (and 
everyone else £1 each month - adding-up to £12 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

(SHOW CARD B2)
Q.B2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue all these charities or would I prefer to see them close down ?’ and ‘would I pay 
25p each month (that is £3 over the year)?’ and ‘would I pay 50p (that is £6 over the 
year)?’ and so on. Please think carefully about how much vou can really afford and 
where the additional money would come from, and remember that this is over and above 
any existing donations of time and money that vou mav already make to these charities.

1 2 6



Chapter Two Extent o f  free-riding

VERSION D

IIIB. Valuation of all charitable sectors by 
Contingent Valuation

[INTERVIEWER DRAW RESPONDENTS ATTENTION BACK TO SHOWCARDS 
1-4]

Please imagine that, due to a financial crisis, all of the different kinds of 
charities we have been thinking about throughout the whole country were 
facing the prospect of shutting down for a whole year. (Don’t worry, this is 
definitely not going to happen ! But we would like you to think about how you 
would feel about this if it were to happen.)

Clearly, if these charities were to shutdown, the people whom they currently 
help would be forced to fend for themselves. For example:-

• The shutdown of housing and homelessness charities [SHOWCARD 1] would 
leave many homeless people with no alternative but to sleep rough on the 
streets.

• The shutdown of social service charities [SHOWCARD 2] would lead to the 
closure of many day centres and residential homes for children, the elderly, 
and help for the physically and mentally disabled.

• The shutdown of charities working on health and medical research 
[SHOWCARD 3] would slow down progress towards the discovery of cures 
for major diseases, and lead to the closure of many hospices for the 
terminally ill.

• The shutdown of the other charities, dealing mainly with overseas aid, the 
environment and culture [SHOWCARD 4], would have a wide range of 
consequences. Overseas aid charities for example would no longer be able to 
help to relieve poverty in Third World countries. Environmental charities 
would no longer be able to protect our environment, and animal charities 
would no longer be able to protect animals and wildlife. Cultural charities 
would be forced to cancel many arts events.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(Instruction to interviewers - respondents who protest that they are not tax payers
should be reminded that even non-income tax payers pay sales tax through the
goods which they puchase.)
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QBl(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £6 each month throughout the coming year - which would add-up to 
£72 over the year. This would be over and above any contributions of time and 
money vou already make towards these charities. Would you be prepared to pay 
this extra amount to prevent these charities from shutting down ? Please think 
carefully about how much you can really afford and where the additional money 
would come from and try to be as realistic as possible.

Please circle answer code:
(11)

Yes 1 -> GO TO QUESTION Bl(b)
No 2 -> GO TO QUESTION B 1 (c)
Don’t know 9 -> GO TO QUESTION B 1 (c)

QBl(b) What if the funding of the emergency grant would instead cost you (and 
everyone else) £12 each month - adding-up to £144 over the year - would you be 
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION B2
No 2->  GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

QBl(c) What if the funding of the emergency grant would instead cost you (and 
everyone else £3 each month - adding-up to £36 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

(SHOW CARD B2)
Q.B2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue all these charities or would I prefer to see them close down ?’ and ‘would I pay 
25p each month (that is £3 over the year)?’ and ‘would I pay 50p (that is £6 over the 
year)?’ and so on. Please think carefully about how much vou can really afford and 
where the additional money would come from, and remember that this is over and above 
anv existing donations of time and money that vou mav already make to these charities.
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VERSION E

IIIB. Valuation of all charitable sectors by 
Contingent Valuation

[INTERVIEWER DRAW RESPONDENTS ATTENTION BACK TO SHOWCARDS 
1-4]

Please imagine that, due to a financial crisis, all of the different kinds of 
charities we have been thinking about throughout the whole country were 
facing the prospect of shutting down for a whole year. (Don’t worry, this is 
definitely not going to happen ! But we would like you to think about how you 
would feel about this if it were to happen.)

Clearly, if these charities were to shutdown, the people whom they currently 
help would be forced to fend for themselves. For example:-

• The shutdown of housing and homelessness charities [SHOWCARD 1] would 
leave many homeless people with no alternative but to sleep rough on the 
streets.

• The shutdown of social service charities [SHOWCARD 2] would lead to the 
closure of many day centres and residential homes for children, the elderly, 
and help for the physically and mentally disabled.

• The shutdown of charities working on health and medical research 
[SHOWCARD 3] would slow down progress towards the discovery of cures 
for major diseases, and lead to the closure of many hospices for the 
terminally ill.

• The shutdown of the other charities, dealing mainly with overseas aid, the 
environment and culture [SHOWCARD 4/ ,  would have a wide range of 
consequences. Overseas aid charities for example would no longer be able to 
help to relieve poverty in Third World countries. Environmental charities 
would no longer be able to protect our environment, and animal charities 
would no longer be able to protect animals and wildlife. Cultural charities 
would be forced to cancel many arts events.

Now suppose that the government was considering making an emergency grant to 
these charities, so as to prevent them from having to shut down. The only way in 
which the government could fund this emergency grant would be by raising the 
taxes we all pay - for example, taxes on income and the sale of goods.

(Instruction to interviewers - respondents who protest that they are not tax payers
should be reminded that even non-income tax payers pay sales tax through the
goods which they puchase.)
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QBl(a) Suppose that funding the emergency grant would cost everyone, including 
you personally, £12 each month throughout the coming year - which would add-up 
to £144 over the year. This would be over and above anv contributions of time and 
money vou already make towards these charities. Would you be prepared to pay 
this extra amount to prevent these charities from shutting down ? Please think 
carefully about how much you can really afford and where the additional money 
would come from and try to be as realistic as possible.

Please circle answer code:
( 11)

Yes 1 -> GO TO QUESTION B 1 (b)
No 2 -> GO TO QUESTION B 1 (c)
Don’t know 9 -> GO TO QUESTION B 1 (c)

QBl(b) What if the funding of the emergency grant would instead cost you (and 
everyone else) £25 each month - adding-up to £300 over the year - would you be 
prepared to pay this higher amount ?

Please circle answer code:
(12)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

QBl(c) What if the funding of the emergency grant would instead cost you (and 
everyone else £6 each month - adding-up to £72 over the year - would you be 
prepared to pay this lower amount ?

Please circle answer code:
(13)

Yes 1 -> GO TO QUESTION B2
No 2 -> GO TO QUESTION B2
Don’t know 9 -> GO TO QUESTION B2

(SHOW CARD B2)
Q.B2 Now, look at this ladder which contains a list of different amounts of money 
ranging from nothing to £100 per month. Let’s start at the top and work down. Ask 
yourself, ‘would I be prepared to pay lOp each month (that is £1.20 over the year) to 
rescue all these charities or would I prefer to see them close down ?’ and ‘would I pay 
25p each month (that is £3 over the year)?’ and ‘would I pay 50p (that is £6 over the 
year)?’ and so on. Please think carefully about how much you can really afford and 
where the additional money would come from, and remember that this is over and above 
any existing donations of time and money that you mav already make to these charities.
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Chapter Two Extent o f free-riding

If you are ALMOST CERTAIN that you would pay the amount to rescue these 
charities, then we can put a tick against that amount. When we come to an amount that 
you are not sure whether you would pay or not, or if you are certain that you would not 
pay it, then we will stop.

(INTERVIEWER INSTRUCTIONS: HAND GREEN SHEET TO RESPONDENT AND 
GET HIM/HER TO TICK THE AMOUNTS WHICH THEY ARE ALMOST CERTAIN 
THEY WOULD BE PREPARED TO PAY. IF THE RESPONDENT IS NOT PREPARED 
TO PA Y ANYTHING AT ALL THEN GO TO QUESTION B5. IF THE RESPONDENT 
IS WILLING TO PAY SOME POSITIVE AMOUNT THEN PROCEED WITH THIS 
QUESTION)

OK. Now I would like you to look at the larger amounts shown at the bottom of the list, 
and ask yourself ‘would I be prepared to pay £100 per month (that is £1200 over the 
year) to rescue all charities ?* and ‘would I pay £75 per month (that is £900 over the 
year?)’ and so on.

If you are ALMOST CERTAIN that you would NOT pay that amount to rescue these 
charities, then we can put a cross against that amount. When we come to an amount that 
you are not sure whether you would pay, or that you definitely would pay, then we will 
stop.

(INTERVIEWER INSTRUCTIONS: HAND GREEN SHEET TO RESPONDENT AND 
GET HIM/HER TO CROSS THE AMOUNTS WHICH THE RESPONDENT IS ALMOST 
CERTAIN HE/SHE WOULD NOT BE PREPARED TO PAY. DON'T WORRY IF SOME 
OF THE CELLS IN  THE TABLE ARE LEFT BLANK. THIS SHOULD REPRESENT 
THE AREA IN  WHICH THE RESPONDENT IN UNCERTAIN ABOUT EXACTLY 
WHERE HIS OR HER WILLINGNESS TO PAY REALLY LIES.)

So, just to sum-up, you are sure you would pay (last amount ticked), and sure you 
wouldn’t pay (last amount crossed), but are not sure whether you would pay the 
amounts in between. If that right, or would you like to revise your answer ?

(INTERVIEWER INSTRUCTIONS: REVISE ANSWER IF RESPONDENT SO 
DESIRES. OTHERWISE PROCEED DIRECTLY TO QUESTION B3)
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SHOW CARD B2/SELF COMPLETION (GREENS Name 

(STAPLE TO BACK OF QUESTIONNAIRE) VERSION IIIB

(Equivalent/
£/month year)_______________________ or ‘x ’ ?

nothing (nothing)   01

lOp (£1.20)   02

25p (£3)   03

5 Op (£6)   04

75p (£9)   05

£1.00 (£12)   06

£1.50 (£18)   07

£2.00 (£24)   08

£2.50 (£30)   09

£3.00 (£36)   10

£3.50 (£42)   11

£4.00 (£48)   12

£4.50 (£54)   13

£5.00 (£60)   14

£6.00 (£72)   15

£7.00 (£84)   16

£8.00 (£96)   17

£9.00 (£108)   18

£10.00 (£120)   19

£12.50 (£150)   20

£15.00 (£180)   21

£17.50 (£210)   22

£20 (£240)   23

£25 (£300)   24

£30 (£360)   25

£35 (£420)   26

£40 (£480)   27

£45 (£540)   28

£50 (£600)   29

£75 (£900)   30

£100 (£1200)   31

Over £100 (Over £1200)   32

Respondent
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SHOW CARD A2/SELF COMPLETION (YELLOW) Name of Respondent

(STAPLE TO BACK OF QUESTIONNAIRE) VERSION IIIA

(Equivalent/
£/month year)_______________________or <x > ?

nothing (nothing)   01

lOp (£1.20)   02

25p (£3)   03

50p (£6)   04

75p (£9)   05

£1.00 (£12)   06

£1.50 (£18)   07

£2.00 (£24)   08

£2.50 (£30)   09

£3.00 (£36)   10

£3.50 (£42)   11

£4.00 (£48)   12

£4.50 (£54)   13

£5.00 (£60)   14

£6.00 (£72)   15

£7.00 (£84)   16

£8.00 (£96)   17

£9.00 (£108)   18

£10.00 (£120)   19

£12.50 (£150)   20

£15.00 (£180)   21

£17.50 (£210)   22

£20 (£240)   23

£25 (£300)   24

£30 (£360)   25

£35 (£420)   26

£40 (£480)   27

£45 (£540)   28

£50 (£600)   29

£75 (£900)   30

£100 (£1200)   31

Over £100 (Over £1200)   32

*
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QB3. Of every additional pound that the government collects from the tax 
increase, how many pence do you think should be given to each of the 
different types of charities ?

[INTERVIEWER, DRAW ATTENTION TO SHOWCARDS 1-4]

Please enter amount in pence:
P

Housing and homelessness (15) (16)
Social services (17) (18)
Health and medical research (19) (20)
Overseas aid/environment/culture (21) (22)
TOTAL lOOp
Don’t know (RING) V
No preference (RING) X

[INTERVIEWER PLEASE CHECK THAT THE AMOUNT SUMS TO ONE 
POUND, IF NOT PROBE RESPONDENT]

IF WILLING TO PAY ANY ADDITIONAL TAX : ASK QB4, THEN GO TO 
SECTION IV
IF UNWILLING TO PAY ANY ADDITIONAL T A X : SKIP TO QB5

QB4. Which one of the following statements best explains your decision to 
pay an additional amount in taxes to rescue charities ?

SHOWCARD B4.

Please circle one answer code only:

I  think that the work done by these charities is worth the extra 
contribution.

(23)

1

I  think this is a very important issue. I  am not sure i f  I  could 
pay this amount, but I  wish I  could. 2

D on’t know 9

** GO TO SECTIONIV  **
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(IF UNWILLING TO PAY ANY ADDITIONAL TAX)

QB5. Which one of the following statements best explains your unwillingness 
to pay any additional amount in taxes ?

SHOWCARD B5.

Please circle one answer code only:

I  do not care that much about these charities, and would rather 
spend the money on other things that are more important to me.

(24)

1

I  could not afford the additional amount o f money which I  was 
being asked to pay. 2
I  think I  already make enough voluntary donations to charities 
as it is, and that other people ought to pay more. 3

I  think I  already pay enough tax as it is. 4

I  think people should be left to make their own contributions i f  
they want to rather than being forced to contribute through tax. 5

I  did not find the idea very convincing. 6

Don't know 9

** GO TO SECTIONIV  **
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Chapter Two Extent o f  free-riding

IIIC. Valuation of all charitable sectors by 
Contingent Ranking

[INTERVIEWER DRAW RESPONDENTS ATTENTION BACK TO SHOWCARDS 
1-4]
Please imagine that, due to a financial crisis, all of the different kinds of 
charities we have been thinking about throughout the whole country were 
facing the prospect of shutting down for a whole year. (Don’t worry, this is 
definitely not going to happen ! But we would like you to think about how 
you would feel about this if it were to happen.)

Clearly, if these charities were to shutdown, the people whom they currently 
help would be forced to fend for themselves. For example:-

• The shutdown of housing and homelessness charities [SHOWCARD 1] 
would leave many homeless people with no alternative but to sleep rough 
on the streets.

• The shutdown of social service charities [SHOWCARD 2] would lead to the 
closure of many day centres and residential homes for children, the 
elderly, and help for the physically and mentally disabled.

• The shutdown of charities working on health and medical research 
[SHOWCARD 3] would slow down progress towards the discovery of cures 
for major diseases, and lead to the closure of many hospices for the 
terminally ill.

• The shutdown of the other charities, dealing mainly with overseas aid, the 
environment and culture [SHOWCARD 4/ ,  would have a wide range of 
consequences. Overseas aid charities for example would no longer be able 
to help to relieve poverty in Third World countries. Environmental 
charities would no longer be able to protect our environment, and animal 
charities would no longer be able to protect animals and wildlife. Cultural 
charities would be forced to cancel many arts events.

Now suppose that the government was considering making an emergency 
grant to these charities so as to prevent them from having to shutdown. The 
only way in which the government could fund this emergency grant would be 
by raising the taxes we all pay - for example, taxes on income and the sale of 
goods.

(INSTRUCTION TO INTERVIEWERS - RESPONDENTS WHO PROTEST 
THAT THEY ARE NOT TAX PAYERS SHOULD BE REMINDED THAT 
EVEN NON-INCOME TAX PAYERS PAY SALES TAX THROUGH THE 
GOODS WHICH THEY PURCHASE.)
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USE CARD VERSION A VERSION IIICA

The amount of additional tax that you would pay will depend on which charities 
and how many charities are rescued from shutdown. The following showcards 
list a number of different rescue options.
(INSTRUCTION TO INTERVIEWERS - SHOW CARD CR1A) AND READ OUT 
EXPLANATION OF OPTIONS)

Option 1 Is where all the 4 types of charities are shutdown and that you pay NO 
extra money to rescue any of them.

Option 2:- Is where you pay an extra £2.50 each month for a whole year (which 
would add up to £30 over the year) to rescue the social services 
charities ONLY.

Option 3 Is where you pay an extra £5 each month for a whole year 
(whichwould

add up to £60 over the year) to rescue the health and medical research 
charities ONLY.

(Show card CRla)
Option 1 Option 2 Option 3

Housing and homelessness charities X X X

Social services charities X S X

Health and medical research charities X X /
Overseas aid, environment and culture X X X

Additional pavment each month for a vear: none £2.5 Op £5

(Corresponding annual amount:
(none) (£30) (£60)

QCl(a) If you were faced with a choice between these three options, which one 
would you choose ? Please think carefully about whether you can really afford the 
extra payment, and where the additional money would come from. Remember 
that this would be over and above any contributions of time and money vou 
already make towards these charities.

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QCl(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Now consider the following three sets of options

(Show card CR2a)
Option 1 Option 2 Option 3

Housing and homelessness charities X X X

Social services charities X X X

Health and medical research charities X S X

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: 
(Corresponding annual amount:)

none
(none)

£15 (£180) £5
(£60)

QC2(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC2(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Finally, consider one last set of three options

(Show card CR3a)

Extent o f  free-riding

Option 1 Option 2 Option 3
Housing and homelessness charities X S S

Social services charities X X S

Health and medical research charities X X S

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: none 20p SOp

(Corresponding annual amount:)
(none) (£2.40) (£6)

QC3(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC3(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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USE CARD VERSION B VERSION IIICB

The amount of additional tax that you would pay will depend on which charities 
and how many charities are rescued from shutdown. The following showcards 
list a number of different rescue options.

(INSTRUCTION TO INTERVIEWERS - SHOW CARD CRIB) AND READ OUT 
EXPLANATION OF OPTIONS)

Option 1 Is where all the 4 types of charities are shutdown and that you pay NO 
extra money to rescue any of them.

Option 2:- Is where you pay an extra £5 each month for a whole year (which
would add up to £60 over the year) to rescue the housing and 
homelessness charities ONLY.

Option 3:- Is where you pay an extra £10 each month for a whole year (which
would add up to £120 over the year) to rescue the overseas aid, 
environment and culture charities ONLY.

(Show card CRlb)
Option 1 Option 2 Option 3

Housing and homelessness charities X S X

Social services charities X X X

Health and medical research charities X X X

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: none £5 £10

(Corresponding annual amount:
(none) (£60) (£120)

QCl(a) If you were faced with a choice between these three options, which one 
would you choose ? Please think carefully about whether vou can really afford the 
extra payment, and where the additional money would come from. Remember 
that this would be over and above any contributions of time and money you 
already make towards these charities.

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QCl(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Now consider the following three sets of options

(Show card CR2b)
Option 1 Option 2 Option 3

Housing and homelessness charities X X X

Social services charities X X X

Health and medical research charities X S X

Overseas aid, environment and culture X X /
Additional pavment each month for a vear: none £1 £2.50
(Corresponding annual amount:) (none) (£12) (£30)

QC2(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC2(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Finally, consider one last set of three options

(Show card CR3b)
Option I Option 2 Option 3

Housing and homelessness charities X X S

Social services charities X S /

Health and medical research charities X X S

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: none 50p £1

(Corresponding annual amount:)
(none) (£6) (£12)

QC3(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC3(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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USE CARD VERSION C VERSION IIICC

The amount of additional tax that you would pay will depend on which charities 
and how many charities are rescued from shutdown. The following showcards 
list a number of different rescue options.

(INSTRUCTION TO INTERVIEWERS - SHOW CARD CR1C) AND READ OUT 
EXPLANATION OF OPTIONS)

Option 1 Is where all the 4 types of charities are shutdown and that you pay NO 
extra money to rescue any of them.

Option 2:- Is where you pay an extra 50p each month for a whole year (which
would add up to £6 over the year) to rescue the housing and 
homelessness charities ONLY.

Option 3:- Is where you pay an extra £1 each month for a whole year (which
would add up to £12 over the year) to rescue the social services 
charities ONLY.

(Show card CRlc)
Option 1 Option 2 Option 3

Housing and homelessness charities X S X

Social services charities X X S
Health and medical research charities X X X

Overseas aid, environment and culture X X X

Additional pavment each month for a vear: none 50p £1

(Corresponding annual amount:
(none) (£6) (£12)

QCl(a) If you were faced with a choice between these three options, which one 
would you choose ? Please think carefully about whether you can really afford the 
extra payment, and where the additional money would come from. Remember 
that this would be over and above any contributions of time and money you 
already make towards these charities.

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QCl(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Now consider the following three sets of options

(Show card CR2c)
Option 1 Option 2 Option 3

Housing and homelessness charities X X X

Social services charities X S X

Health and medical research charities X X X

Overseas aid, environment and culture X X /
Additional pavment each month for a vear: none £5 50p

(Corresponding annual amount:)
(none) (£60) (£6)

QC2(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC2(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Finally, consider one last set of three options

(Show card CR3c)
Option 1 Option 2 Option 3

Housing and homelessness charities X X S

Social services charities X X S

Health and medical research charities X S S

Overseas aid, environment and culture X X /

Additional pavment each month for a vear: none £1 £3

(Corresponding annual amount:) (none) (£12) (£36)

QC3(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC3(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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USE CARD VERSION D VERSION IIICD

The amount of additional tax that you would pay will depend on which charities 
and how many charities are rescued from shutdown. The following showcards 
list a number of different rescue options.

(INSTRUCTION TO INTERVIEWERS - SHOW CARD CR1D) AND READ OUT 
EXPLANATION OF OPTIONS)

Option 1 Is where all the 4 types of charities are shutdown and that you pay NQ 
extra money to rescue any of them.

Option 2:- Is where you pay an extra £10 each month for a whole year (which
would add up to £120 over the year) to rescue the housing and 
homelessness charities ONLY.

Option 3:- Is where you pay an extra £10 each month for a whole year (which
would add up to £120 over the year) to rescue the health and medical 
services charities ONLY.

(Show card CRld)
Option I Option 2 Option 3

Housing and homelessness charities X S X

Social services charities X X X

Health and medical research charities X X /
Overseas aid, environment and culture X X X

Additional pavment each month for a vear: none £10 £10

(Corresponding q.r\nual amount:
(none) (£120) (£120)

QCl(a) If you were faced with a choice between these three options, which one 
would you choose ? Please think carefully about whether vou can really afford the 
extra payment, and where the additional money would come from. Remember 
that this would be over and above anv contributions of time and money vou 
already make towards these charities.

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QCl(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Now consider the following three sets of options

(Show card CR2d)
Option 1 Option 2 Option 3

Housing and homelessness charities X / X

Social services charities X X /

Health and medical research charities X X X

Overseas aid, environment and culture X X X

Additional pavment each month for a vear: none £1 2 Op

(Corresponding annual amount:)
(none) (£12) (£2.40)

QC2(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC2(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9

1 4 7



Chapter l  wo

Finally, consider one last set of three options

(Show card CR3d)

extent ojjree-riaing

Option 1 Option 2 Option 3
Housing and homelessness charities X X S

Social services charities X X S

Health and medical research charities X X s

Overseas aid, environment and culture X S s

Additional pavment each month for a vear: none £2.50 £6

(Corresponding annual amount:)
(none) (£30) (£72)

QC3(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC3(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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USE CARP VERSION E VERSION IIICE

The amount of additional tax that you would pay will depend on which charities 
and how many charities are rescued from shutdown. The following showcards 
list a number of different rescue options.

(INSTRUCTION TO INTERVIEWERS - SHOW CARD CR1E) AND READ OUT 
EXPLANATION OF OPTIONS)

Option 1 Is where all the 4 types of charities are shutdown and that you pay NO 
extra money to rescue any of them.

Option 2:- Is where you pay an extra 50p each month for a whole year (which
would add up to £6 over the year) to rescue the housing and 
homelessness charities ONLY.

Option 3:- Is where you pay an extra £1 each month for a whole year (which
would add up to £12 over the year) to rescue the overseas aid, 
environment and culture charities ONLY.

(Show card CRle)
Option 1 Option 2 Option 3

Housing and homelessness charities X X X

Social services charities X S X

Health and medical research charities X X X

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: none SOp £1

(Corresponding annual amount:
(none) (£6) (£12)

QCl(a) If you were faced with a choice between these three options, which one 
would you choose ? Please think carefully about whether vou can really afford the 
extra payment, and where the additional money would come from. Remember 
that this would be over and above any contributions of time and money you 
already make towards these charities.

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QCl(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Now consider the following three sets of options

(Show card CR2e)
Option I Option 2 Option 3

Housing and homelessness charities X / X

Social services charities X X X

Health and medical research charities X X /

Overseas aid, environment and culture X X X

Additional pavment each month for a vear: none 50p £2.50

(Corresponding annual amount:)
(none) ( £ 6 ) (£30)

QC2(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC2(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Finally, consider one last set of three options

(Show card CR3e)
Option 1 Option 2 Option 3

Housing and homelessness charities X / /

Social services charities X X S

Health and medical research charities X X S

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: none £5 £12

(Corresponding annual amount:)
(none) (£60) (£144)

QC3(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC3(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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USE CARD VERSION F VERSION IIICF

The amount of additional tax that you would pay will depend on which charities 
and how many charities are rescued from shutdown. The following showcards 
list a number of different rescue options.

(INSTRUCTION TO INTERVIEWERS - SHOW CARD CR1F) AND READ OUT 
EXPLANATION OF OPTIONS)

Option 1 Is where all the 4 types of charities are shutdown and that you pay NO 
extra money to rescue any of them.

Option 2:- Is where you pay an extra £2.50 each month for a whole year (which 
would add up to £6 over the year) to rescue the housing and 
homelessness charities ONLY.

Option 3 Is where you pay an extra £1 each month for a whole year (which 
would add up to £12 over the year) to rescue the overseas aid, 
environment and culture charities ONLY.

(Show card CRlf)
Option 1 Option 2 Option 3

Housing and homelessness charities X S X

Social services charities X X X

Health and medical research charities X X X

Overseas aid, environment and culture X X S
Additional pavment each month for a vear: none £2.50 £1

(Corresponding annual amount:
(none) (£30) (£12)

QCl(a) If you were faced with a choice between these three options, which one 
would you choose ? Please think carefully about whether you can really afford the 
extra payment, and where the additional money would come from. Remember 
that this would be over and above any contributions of time and money you 
already make towards these charities.

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QCl(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Now consider the following three sets of options

(Show card CR2f)
Option 1 Option 2 Option 3

Housing and homelessness charities X X X

Social services charities X S X

Health and medical research charities X X S

Overseas aid, environment and culture X X X

Additional pavment each month for a vear: none £2.50 50p

(Corresponding annual amount:) (none) (£30) (£6)

QC2(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE BELOW)

QC2(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN RANKING TABLE 
BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9
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Finally, consider one last set of three options

(Show card CR3fi
Option 1 Option 2 Option 3

Housing and homelessness charities X X S

Social services charities X / S

Health and medical research charities X X s

Overseas aid, environment and culture X X s

Additional pavment each month for a vear: 

(Corresponding annual amount:)

none

(none)

£10

(£120)

£25

(£300)

QC3(a) If you were faced with a choice between these three options, which one 
would you choose ?

(INTERVIEWERS RECORD PREFERRED OPTION IN RANKING TABLE 
BELOW)

QC3(b) If you were faced with a choice between the two remaining options, 
which one would you choose ?

(INTERVIEWERS RECORD SECOND PREFERRED OPTION IN
RANKING TABLE BELOW AND REMAINING OPTION AS LEAST PREFERRED.)

Option number
Preferred option
Second most preferred option
Least preferred option
Don’t know 9

154



K^riuf/icr 1 wu 1JJ J I C -t- I

IF WILLING TO PAY ANY ADDITIONAL TAX AT ALL : ASK QC4;
IF UNWILLING TO PAY ANY ADDITIONAL TAX AT ALL (i.e. OPTION 
1 IN Q.C1, Q.C2 AND Q.C3 SKIP TO Q.C5)

QC4. Which one of the following statements best explains your willingness to 
pay an additional tax in order to rescue charities ?

Showcard C4.

Please circle one answer code only:

I  think that the work done by these charities is worth the extra 
contribution.

(20)
1

I  think this is a very important issue. I  am not sure i f  I  could pay 
this amount, but I  wish I  could.

2

D on’t know 9

(IF UNWILLING TO PAY ANY ADDITIONAL TAX AT ALL)

QC5. Which one of the following statements best explains your preference 
not to pay any additional amount in taxes ?

Showcard C5.

Please circle one answer code only:

I  do not care that much about these charities, and would rather 
spend the money on other things that are more important to me.

(21)
1

I  could not afford any additional amount o f money which I  was 
being asked to pay.

2

I  think I  already make enough voluntary donations to charities 
as it is, and that other people ought to pay more.

3

I  think I  already pay enough tax as it is. 4

I  think people should be left to make their own contributions i f  
they want to rather than being forced to contribute through tax.

5

I  did not find the idea very convincing. 6

Don't know 9
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IV. Social and economic profile

Before finishing I would just like to ask you some general questions about 
your background.

1. What is your marital status?

Please circle one answer code: (11)
Single 1

Married/living with partner 2

Divorced/separated 3

Widow 4

2. How many children are living with you that are:

a) Under the age of 5
b) Aged 5-18

Please write in number:
Number

Under the age o f  5 (12)
Aged 5-18 (13)

(14)
At what age did you complete 1 4 .......... .......... 1 1 9 ...... 6
your full-time education ? 1 5 ....... ....... 2 2 0 ...... 7

1 6 ....... .......... 3 2 1 ......... 8
Other: (WRITE IN ) ................................. . 17 ....... .......... 4 2 2 ...... 9

1 8 .......... ....... 5 23 ....... 0
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4. At what level did you complete your education ? (IF STILL STUDYING) 
Which best describes the highest level you have obtained up until now? 
(SHOW CARD 9)

PLEASE CIRCLE ONE ANSWER CODE:

Primary

(15)

1

0  levels/GCSE/CSE/School Cert/ or equivalent 
(SCE in Scotland) (Intermediate GNVQ)

2

A levels Advanced /Vocational training 
(HNC/HND) (BTEC) or equivalent (SCE H  
Grade) (Advanced GNVQ)

3

College/University/First degree Level 4

Professional qualification o f degree level 5

Higher degree (MA, MSc, PhD etc) 6

Other (WRITE IN) ...........................

5. What is your current working status? (SHOW CARD 10)

PLEASE CIRCLE ONE ANSWER CODE:

Full-time employment (30+ hrs per 
week)

(16)

1 GO TO QUESTION 6

Part-time employment (Under 30 hrs 
per week)

2 GO TO QUESTION 6

Unemployed looking for work 3 GO TO QUESTION 7

Unemployed not looking fo r  work 4 GO TO QUESTION 7

Housewife 5 GO TO QUESTION 7

Unable to work 5 GO TO QUESTION 7

Retired 7 GO TO QUESTION 7

Student 8 GO TO QUESTION 7
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6. Looking at this card, could you tell me which letter best describes your 
own personal take-home earnings each month from employment, after 
deduction of tax ? (£/month)

(SHOWCARD 11) PLEASE CIRCLE ONE ANSWER CODE:
(18)

£250 or less (P) Per month V

£251 - £500 (D) X

£501 - £750 (N) 0

£751- £1,000 (H) 1

£1,001 - £1,500 (0) 2

£1,501 - £2,000 (V) 3

£2,001 - £2,500 (C) 4

More than £2,500 (F) 5

Don't know 6

Refused to answer 7

7. Looking at this card, could you tell me the letter which best describes your 
total household monthly income from all sources, after deduction of tax ? 
(f/month)

(SHOWCARD 12) PLEASE CIRCLE ONE ANSWER CODE

(17)
£250 or less (L) Per month V

£251 - £500 (S) X

£501 - £750 (E) 0

£751- £1,000 (M) 1

£1,001 - £1,500 (J) 2

£1,501 - £2,000 (H) 3

£2,001 - £2,500 (T) 4

More than £2,500 (K) 5

Don't know 6

Refused to answer 7
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8. Can you estimate how many hours per week you work on average at your 
job ? (WRITE IN ANSWER AND CODE OPPOSITE)

(19)

Actual no. of hours.....................................................  29 hours or less (p /t). 1
30 plus hours (f7t)......2

THIS IS THE END OF OUR INTERVIEW!!! 
Thank you very much for your time and attention

INTERVIEWER: RECORD

Nam e:___

Full Postal 
Address:

(include. Town 
& County)

Full Post Code:____________________

INTER VIEWER DECLARATION (SIGN EA CH Q ’AIRE)

This interview was conducted face to face Signed:.............................
with a respondent who is unknown to me.

Date:................................

Please print your name :,

Does Respondent Have telephone? Yes A
No B

TelephoneNo.______________________
(INCLUDE NAT. CODE)
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Appendix 2 

Selection of Survey Sample

The overall sample size for the stated preference survey was necessarily determined 

by weighing-up a number of competing considerations; in particular, the research 

objectives of the project, the technical requirements of the valuation methods and the 

stipulations of the sponsoring agency.

The sponsoring agency had requested a large-scale representative survey of the British 

population to be completed within a relatively short horizon. These considerations, 

together with the considerable complexity of the topic, pointed towards basing the 

fieldwork on face-to-face household interviews and contracting these to a professional 

market research company. The key constraint on the scale of the fieldwork was the 

resources made available by the sponsoring agency; with possible trade-offs between 

the length of the interview and the number of interviews that could be conducted 

within the overall budget. Initial estimates based on the original version of the 

questionnaire suggested that a sample size of 1,000 could be obtained. However, as 

successive additions and refinements were made to the questionnaire the affordable 

sample size reduced from 1,000 to 850.

While the main objective of the research was to measure the extent of free-riding 

among philanthropic donors, it was also considered desirable to examine both 

sensitivity to the valuation method used and sensitivity to the scope of charitable 

activities considered. The ideal survey design from this point of view would have 

been to have different sub-samples of respondents facing valuation questions: for all 

sectors via contingent choice; for all sectors via contingent valuation; and for each of 

the four individual charitable sub-sectors via contingent valuation. This would have 

resulted in as many as six different sub-samples receiving different versions of the 

valuation scenario. However, with a sample size of 850 respondents this would have 

meant fewer than 150 observations from each version of the questionnaire.
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After some consideration, and bearing in mind the technical requirements of each of 

the valuation methods, it was decided that an absolute maximum of three different 

treatments was all that could be contemplated with the affordable sample size. The 

three chosen treatments were those that have already been described in Table A 1.2 

above. The resulting sample sizes of about 280 for each of the different contingent 

valuation and contingent ranking treatments were undeniably towards the lower end of 

what is found in the published literature. However, the use of double-bounded as 

opposed to single-bounded elicitation in the contingent valuation survey served to 

improve the efficiency of the estimates obtained controlling for sample size. While the 

administration of three choice sets to each respondent in the contingent choice sub

sample served to increase the effective sample size from about 280 observations to 

around 850 observations.

Table A2.1 provides more detailed information on the outturn sample sizes for each of 

the three different versions of the valuation scenario. The achieved sample for each 

version was between 280 and 290. In the case of the contingent valuation scenarios, 

virtually all of the responses proved to be usable so that the statistical analysis is also 

based on a sample of about 280. However, in the case of the contingent choice 

version, only 80% of respondents gave complete responses that could be used for 

econometric modelling, providing a sample size of only 234 (or 702 choice sets). It is 

thought that the much greater prevalence of unusable responses in the contingent 

choice sub-sample is attributable to the greater complexity of the valuation task. For 

the two versions of section HI (B and C) used in Chapter Two above, the overall 

achieved sample was 569 and the usable sample was 512.

Table A2.1: Sample sizes for different versions of section III

section contents achieved sample usable sample
IIIA. contingent valuation o f housing charities only 282 282
IIIB. contingent valuation o f all charities 279 278
m e . contingent choice o f all charities 290 234

851 794

As well as noting the considerations which determined the overall size of the sample. 

It is also important to clarify how the the sample was constructed. In consultation with
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the authors, the market research company conducted interviews at 50 randomly 

selected sampling points stratified by Registrar General’s Standard Regions 

(excluding Northern Ireland). At each sampling point, quotas were applied to obtain a 

sample that was representative of the overall population of Great Britain. The quotas 

used were based on the age (broken down into four age bands spanning the range from 

18 to 74), sex and socioeconomic group of the chief wage earner.
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CHAPTER THREE

WHAT IS THE NATURE OF FREE RIDING? 
A NON-EXPERIMENTAL COMPARISON OF REAL AND 

HYPOTHETICAL DONATIONS1

1 This chapter has been published as the following journal article. Foster, V., Bateman, I.J. and Ftarley, D. 
(1997) Real and hypothetical willingness to pay for environmental preservation: a non-£xperimental 
comparison, Journal o f  Agricultural Economics, 48, pp. 123-138.
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1. Introduction

Contingent valuation (CV) studies are now in widespread use in the UK as a means of 

estimating the value of changes in the provision of public goods. The CV method is based 

on a hypothetical market in which respondents are not actually required to make the 

contributions they claim to be willing to pay. This feature of the methodology has 

provoked widespread criticism, and spawned a literature on experimental comparisons 

between real and hypothetical payments aimed at ascertaining whether there is any 

systematic divergence between the two.

In the case of voluntary contributions towards public goods, there is a theoretical 

expectation that neither real nor hypothetical payments should necessarily be equal to the 

true underlying Hicksian welfare measures (Samuelson, 1954). Much depends on the 

structure of incentives embodied in the payment context, which will determine the extent 

of strategic behaviour. Theoretical considerations suggest that an open-ended payment 

vehicle based on charitable donations could be expected to lead to an understatement of 

true underlying values (Bateman et al., 1995a). To the extent that the contingent scenario 

is credible, this will be true both in real and hypothetical markets. However, where the 

contingent scenario lacks credibility, respondents may be induced to strategically over

bid in the belief that they will never be required to make the stated donations (Hoehn and 

Randall, 1987).

This paper presents a non-experimental comparison of real and hypothetical donations for 

the public good of environmental preservation. The analysis is based on a set of actual 

philanthropic gifts to six recent large-scale fund-raising appeals made by The Royal 

Society for the Protection of Birds (RSPB). The hypothetical market comparison is 

provided by the results of a number of recent UK CV studies that focus on comparable 

environmental amenities and use an open-ended charitable donation as the elicitation 

mechanism. The particular value of such a comparison—relative to a controlled
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experimental one— lies in the more realistic context of the payments, which take place 

outside the somewhat artificial environment of a simulated market.

The comparisons made in the present study are based on an important distinction between 

the positive response rate (the proportion of respondents making a donation), and the 

mean positive valuation (the mean contribution among donors). The main finding of the 

study is that the divergence between real and hypothetical philanthropic behaviour is 

largely attributable to the higher positive response rate obtained in a hypothetical setting. 

The mean positive donation does not vary greatly between the two contexts. Thus, in a 

hypothetical context people are less likely to opt out of making a donation, but the 

donations made are on average not substantially larger than those that could be expected 

in a real payment context. Although a rigorous distinction cannot be supported, this 

pattern is more consistent with a reduction in the extent of free-riding in the hypothetical 

context, than with the introduction of incentives for respondents to strategically over-state 

their true valuations.

The remainder of this chapter is organised as follows. Section 2 explains the relationship 

between the present study and the existing literature, presenting a theoretical framework 

for the analysis and reviewing the results of earlier empirical research. Section 3 

introduces the data, discusses the methodological issues which arise in its interpretation, 

and presents the results of the analysis. Section 4 concludes.
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2. Relationship with Existing Literature

2.1 Theoretical framework

The potential divergence between real and hypothetical payments has sometimes been 

described by the term ‘hypothetical bias’ (Cummings et al., 1986). According to one 

school of thought, it is the very hypothetical nature of the contingent valuation context 

that causes the divergence (Bateman and Turner, 1993). In particular, it is thought that 

hypothetical payment may be subject to upward bias (Schulze et al., 1981). This could be 

expected to occur if  respondents believe that policy decisions will be based on the 

magnitude of declared willingness to pay, but that respondents will not be required to 

make the actual contributions that they claim to be willing to pay. Under these 

circumstances, it is clearly in respondents’ interests to overstate their willingness to pay.

According to a second school of thought, the hypothetical nature of contingent valuation 

scenarios merely introduces a random error, which decreases the reliability of responses 

without creating any systematic distortion (Mitchell and Carson, 1989).

The present study acknowledges, but eschews, this debate by focusing instead on 

differences in the underlying structure of incentives between real and hypothetical 

payment contexts. To begin with, it is important to acknowledge that neither real nor 

hypothetical payments will necessarily correspond to the true underlying Hicksian 

welfare measures. While the objective of any valuation exercise is to measure the latter, 

in practice it is only real or hypothetical payments that can be observed.

In the case of public goods, the relationship between observed payments and underlying 

values will depend on the incentive structure which is created by the payment context, 

and specifically the extent to which it succeeds in overcoming the free-rider problem 

(Starrett, 1988). Hoehn and Randall (1987) suggest that the incentive structure inherent in 

any particular contingent valuation scenario can be deduced from the associated provision
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and payment rules. Using a variety of assumptions to produce five models of expected 

behaviour, they show how understatement, overstatement, and true revelation can all be 

supported by different combinations of provision and payment rules.

In the equations which follow, st represents the individual’s stated valuation, dt denotes 

the donation he believes he will actually have to make as a result of stating sh and v( 

stands for his true underlying valuation.

For the charitable donations context, it is the second and fourth of the Hoehn and Randall 

models which are of greatest interest. Both of these models share the same provision 

rule—given by equation [1]— which states that the good will only be provided if 

aggregate stated valuations (S) exceed the cost of the project (C). However, they differ 

with regard to their payment mles.

[1] I p  = S > C

In Model Four, a credible payment vehicle is created and the respondent perceives that he 

will be required to make a payment equal to his stated valuation, illustrated by equation

[2]. This model corresponds to the real payment context, or to a well-designed 

hypothetical market. The effect of this perceived payment rule is to create an incentive for 

free-riding through an understatement of the true valuation as indicated in equation [3]. 

This result, which is proved formally by Hoehn and Randall in their 1987 paper, 

continues to hold even when the respondent only believes that he will be required to pay 

some proportion of his stated valuation (d{ = ks-, with k<l).

[2] d, = Sj

[3] si <vi

Intuitively, the respondent’s objective is to maximise the probability of the provision 

criterion being fulfilled, subject to the constraint of not paying any more than his true
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valuation. His stated valuation will therefore depend on his expectations as to the 

aggregate value of all other bids relative to the costs of the project (C), bearing in

mird that all other respondents face a similar set of incentives. On the one hand, if he 

perceives that the aggregate stated valuation of other respondents will be high enough to 

secure the provision of the public good, he will bid zero. On the other hand, if he 

perceives that there will be some shortfall in stated valuation, he will be prepared to bid 

the estimated amount of that shortfall up to the level of his true valuation. The zero bid 

situation, can be thought of as a case of ‘strong free-riding’ (Bateman et al. 1995). While 

the situation where the bid is merely depressed relative to the true valuation, could be 

described as ‘weak free-riding’.

In Model Two, the respondent does not believe that any payment will ultimately be 

required (equation [4]). This model corresponds to a poorly designed hypothetical 

maket. As a consequence of low credibility, there is no longer any reason to free-ride; 

insiead, an incentive to overstate the true valuation may have been introduced. As long as 

the respondent has any positive valuation of the project whatsoever, her primary concern 

will be to maximise the probability that the provision criterion is met. She can do this, at 

zer) cost to herself, by overstating her true valuation (equation [5]). However, it is 

important to note that there will be no point in strategically over-bidding if the respondent 

has a genuine zero valuation (equation [6]); only in inflating a valuation which is already 

poative. Hence, in terms of the terminology developed above, strategic over-bidding can 

onl/ take a ‘weak’ rather than a ‘strong’ form.

[4] dt = 0

[5] v,-> 0 => Si^Vf

[6] v(. = 0 => Si = vt

Ths discussion illustrates that—while there is a strong incentive for people with a 

poative valuation to pledge a zero payment under Model Four—there is no 

coresponding incentive for people with a zero valuation to pledge a positive payment
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under Model Two. This asymmetry between the two models gives rise to an empirically 

testable proposition. If the main difference between real and hypothetical payment 

contexts lies in the number of people bidding zero, then this would suggest that the 

principal effect of the hypothetical context is to eliminate the incentives for strong free

riding found in a real situation; rather than inducing people to engage in strategic over

bidding. In other words, if the primary difference between real and hypothetical 

behaviour lies in the positive response rate, this provides some indication that 

hypothetical payments rather than real payments come closest to the true underlying 

values.

However, if the main difference between the real and hypothetical contexts lies in the 

amount of money pledged by those making a donation, then a number of alternative 

explanations are possible. The first is that people were engaging in weak free-riding in 

the real situation but revealing their true willingness to pay in the hypothetical situation. 

The second is that people were revealing their true willingness to pay in the real situation 

but strategically over-bidding in the hypothetical situation. The third is that people were 

simultaneously exhibiting weak free-riding in the real situation and strategic over-bidding 

in the hypothetical situation. Clearly, there would be no empirical means of 

discriminating between these three possible explanations for a divergence in the mean 

positive valuation between real and hypothetical contexts. Therefore, it would not be 

possible on this basis to ascertain whether real or hypothetical payments come closest to 

the true underlying values.

By comparing positive response rates and mean positive valuations across comparable 

real and hypothetical contexts, the empirical analysis presented below will attempt to 

establish which of these two conclusions is best supported by the data.
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2.2 Empirical evidence

An overview of the empirical literature on comparisons between real and hypothetical 

payments is provided in Table 2.1. The table presents the principal methodological 

features of each study, and results are summarised by a ‘calibration factor’ which gives 

the ratio of the hypothetical to the real results in terms of the corresponding comparison 

variable. A fuller summary and discussion of these studies is contained in Foster et al. 

(1996).

The main points to note from the table are as follows. First, the vast majority of studies 

have been concerned with private goods (and thus by implication use values), even 

though the primary purpose of CV is to value public goods (often with significant 

components of non-use value). The most widely stated justification for this has been that 

the use of private goods—by focusing on commodities for which the experience of 

market transactions is familiar—makes it possible to control for many of the other 

problems associated with the CV of environmental amenities. Notwithstanding, the one 

study which conducts a comparison of real and hypothetical payments for public as well 

as private goods (Kealy et al., 1990), obtains similar results in both cases.
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Second, there are significant methodological differences between studies, as regards the 

type of comparison (between or within groups) and the nature of the elicitation process 

(open-ended or dichotomous choice). While there are no a priori arguments to 

recommend one methodology over another, the existence of such variety needs to be 

taken into account when comparing results between studies.

Most studies find evidence that hypothetical payments exceed real ones to a statistically 

significant degree. This result is indicated in the table by a calibration factor in excess of 

unity—where ranges are given, it is typically because the study encompassed more than 

one good, or more than one approach to making the comparison. Calibration factors for 

experiments relying on dichotomous choice elicitation fall in the range 0.3-10.5. These 

results are comparable in magnitude to the calibration factors of 1.5-10.0 typically used to 

scale down estimates of demand for new consumer goods predicted by market research 

(Diamond and Hausman, 1994). This practice has developed as a result of the repeated 

finding that such studies significantly and systematically overstate the level of demand 

these products are likely to attract when they eventually reach the marketplace. The 

comparability of these two sets of results is reassuring, in as much as both literatures are 

concerned with purchase decisions for private goods at a fixed offer price

Unlike the present study, the earlier research has tended to rely on controlled 

experimental comparisons between behaviour in hypothetical and simulated markets. The 

one exception to this pattern is the study by Samples et al. (1986), which compares the 

results of CV studies to real contributions both in the form of direct environmental 

donations and income tax exemptions. However, this work suffers from a number of 

major limitations; in particular the way in which it aggregates valuations across CV 

studies, and the absence of a particularly close real payment comparator.
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While there are obvious advantages associated with formal experiments, arguably the 

artificiality of the experimental context may engender a bias in and of itself. This is so in 

the sense that subjects are placed in a purchase situation which they would not necessarily 

have chosen for themselves. There is consequently a place for studies which undertake a 

comparison of real and hypothetical contributions to the public good of environmental 

preservation outside of the experimental context, yet in a more rigorous manner than was 

possible for Samples et al. (1986).

While non-experimental studies have the advantage of placing the subject in a more 

realistic environment, they nevertheless entail particular methodological problems of their 

own which can only be remedied by careful design of the empirical work, Bergstrom and 

Stoll (1989). Although they offer a significant improvement on the comparisons that 

could be made by Samples et al., the UK CV surveys that will be used in the present 

study were not specifically undertaken for this purpose, and thus would not conform with 

the Bergstrom and Stoll guidelines. Their use is consequently subject to a number of 

methodological caveats, which weaken the strength of the ultimate conclusions but may 

nonetheless pave the way for a more strictly matched comparative exercise in future. 

These issues are discussed in some depth in the following section.
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3. Data Analysis

3.1 Methodological considerations

The analysis in this paper is based on a set of summary statistics describing responses to 

RSPB fund-raising appeals. The RSPB is Europe’s largest voluntary nature conservation 

organisation with over 890,000 members. Funds raised through mail appeals accounted 

for 9% of the Society’s £33.9 million budget in 1994/95, or £3.1 million in absolute 

terms.

The appeals data, summarised in Table 3.1, relate to a variety of environmental resources 

and cover six out of a total of eight appeals which took place over the period November 

1992 to January 1994. The projects covered fall into one of three general 

categories—land purchase, species preservation, and habitat conservation—all of them 

with a distinctive bird focus. Half of the appeals relate to the funding of projects on 

specific sites, whereas the other half are focused on some more general environmental 

issue.

Table 3.1 provides data on each of the following aspects of the appeals: the number of 

members mailed (5); the number of those mailed responding with a donation (R+); and 

the aggregate value of the donations made (V). Using this information, it is possible to 

calculate three ratios of particular interest: the positive response rate (R+/S); the mean 

donation per respondent (V/R+); and the mean donation per mailing (V/S). Unfortunately, 

data on medians and standard deviations were not available for these appeals.
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A set of UK CV studies were identified as suitable for comparison with the RSPB mail 

appeals (CSERGE and DoE, 1994); summary details are provided in Appendix 1. The 

selection aims to be comprehensive in the sense of encompassing all the UK CV studies 

which have covered the relevant types of resources: heathland, wetland, and ancient 

woodland. The degree of comparability of these studies with the RSPB appeals data was 

assessed along two dimensions: resource comparability and methodological

comparability.

Resource comparability was evaluated by examining the degree of similarity between the 

amenities forming the subjects of the RSPB mail appeals and the CV studies. If the 

studies were concerned with precisely the same environmental goods a ‘high’ degree of 

resource comparability was awarded. Any CV studies concerned with the preservation of 

the kinds of habitat featuring prominently in the RSPB appeal, and specifically referring 

to birdlife, were accorded a ‘medium’ degree of comparability. The study of the Norfolk 

Broads was accorded only Tow’ comparability with the wetland side of Cantley Marshes, 

since the former is internationally unique while the latter is not. This in itself could lead 

to significantly different willingness to pay for the two sites.

To facilitate methodological comparability, the CV studies and RSPB appeals should use 

the same provision and payment rules, hence providing the same incentive structure. 

RSPB appeals were characterised as ‘mail surveys’, conducted ‘off-site’, using ‘open- 

ended elicitation’ involving a ‘once-off donation’ to a ‘charitable trust fund’. The CV 

studies were then compared with this characterisation to see how many of the purely 

methodological characteristics were common to each.

Only those studies fulfilling either a minimum of four criteria on methodological 

comparability and a medium degree of resource comparability (i.e. Hanley and Craig 

(1991) and Hanley and Spash (1993) and (1995)) or a minimum of three criteria on 

methodological comparability and a high degree of resource comparability (i.e. Hanley 

and Munro (1994)) are used for the purposes of comparison with the RSPB appeals. The

180



Chapter Three Nature o f  free-riding

application of these criteria reduces the number of CV studies available for the purposes 

of comparison from an initial eleven to as few as four. (The full assessment of the 

comparability of the selected CV studies can be examined in Appendix 1.) Clearly, 

reliance on such a small number of observations will render estimates of the mean effect 

of the difference between real and hypothetical payments less precise, as well as highly 

sensitive to the inclusion of additional observations.

Table 3.2 provides a summary of the response rates and donation ratios for the selected 

CV studies, expressed in a form which makes them readily comparable with the RSPB 

data. This is an issue which requires careful thought. The convention in the CV literature 

is to calculate mean willingness to pay on a basis which includes genuine zero valuations 

of the resource, but excludes protest votes (Sagoff, 1988)—this conventional value is 

shown in the WTP column of Table 3.2. However, in the RSPB appeals it is not possible 

to distinguish between different categories of non-response. The reason being that only 

those wishing to express a positive valuation will send in a donation to an RSPB appeal. 

Consequently, non-respondents to the appeal will be an indeterminate mixture of ‘protest 

bidders’ and genuine zero valuations, as well as those whose positive valuations are too 

small to offset the costs of responding to the appeal. (For example, in spite of the fact that 

RSPB members are committed environmentalists, protest bidding may arise as a result of 

so-called ‘compassion fatigue’.) This feature of the RSPB appeals is in contrast to CV 

studies where some respondents will be responding precisely to express a zero valuation 

or a protest bid.

The implication of this is that the CV WTP figures cannot be used for comparative 

purposes; instead variables analogous to V/R+ and V/S must be calculated from the CV 

data. The first of these ratios (V/R+) can be understood as the mean willingness to pay 

among those expressing a positive willingness to pay (excluding all ‘protest bidders’ and 

genuine zero valuations). The second of these ratios (V/S) can be interpreted as the mean 

willingness to pay across the entire survey sample (including all ‘protest bidders’ and
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genuine zero valuations). From this discussion, it is evident that the conventional WTP 

figure will lie in between V/S and V/R+.

The discussion thus far has laid much of the methodological foundation for the 

comparison of hypothetical CV studies with real RSPB appeals. However, there remain 

two further features of the data which weaken the analogy between an RSPB appeal and a 

CV study, and consequently serve to complicate any comparison between the two. The 

first relates to the differing natures of the target populations used in the two contexts (this 

is termed the ‘population effect’). The second relates to the different information sets 

presented to these two target populations (this is termed the ‘information’ effect).

Regarding the ‘population effect’, the RSPB appeals are targeted towards a very specific 

sub-sample of the population who have a proven interest in environmental issues, as 

evidenced both by their membership of the RSPB and their tendency to contribute 

regularly to previous appeals. This is not the case with CV surveys which are—in 

general—administered to a representative random sample of the general public. 

Consequently, one would anticipate a stronger response from the target population for an 

RSPB appeal than could be expected from sending the same literature to a sample of the 

general public. Such effects are well-known in CV surveys, where membership of an 

environmental group is often found to be a statistically significant factor in the bid 

function explaining the dispersion of willingness to pay across respondents. For example, 

Bateman et a l (1993) find an elasticity of willingness to pay with respect to 

environmental group membership of just under 30% in their open-ended survey of the 

Norfolk Broads, while Hanley and Craig (1991) obtain a somewhat lower value of 20% 

in their study of the Flow Country.

Regarding the ‘information effect’, CV studies aim to be relatively dry and objective in 

their presentation of information about the survey good, whereas the RSPB appeals 

literature is obviously designed to be persuasive in its treatment of the issues. Once again, 

the likely consequence of this is to put upward bias on the response to the RSPB appeals,
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relative to what it would have been had a more dispassionate style been adopted. As 

before, there is some empirical evidence from the CV literature regarding the order of 

magnitude of such ‘information effects’. Hanley and Spash (1993) found that supplying 

additional information as to the relative scarcity of heathlands in the south of England as 

well as photographic material covering the associated flora and fauna, was enough to 

increase mean willingness to pay towards a hypothetical trust fund by as much as 80%, 

although the effect for other payment vehicles was substantially smaller (lying in the 

range 30%-70%).

In combination, the ‘population and information effects’ are likely to inflate the value of 

the RSPB donations relative to those which could be expected from a real donation 

context which was designed to be strictly comparable to a CV survey. Although it is_not 

possible to gauge the size of these effects with any degree of precision, the evidence from 

recent CV surveys cited above (Hanley and Craig, 1991; Hanley and Spash, 1993; 

Bateman et al., 1993) suggests a potential combined inflationary effect of between 160%- 

240% depending on which of the results are used. That is to say, that if the RSPB appeals 

had been conducted in such a way as to be strictly comparable to the CV surveys, the 

resulting donations could be expected to have been 45%-65% lower than what was 

actually received. Since the donations form the denominator of the calibration factors 

between CV studies and RSPB appeals, the implication is that these will be biased 

downwards relative to what they would have been had it been possible to find a closer set 

of comparison variables. The effect of this bias on the resulting calibration factors will be 

considered below.

Finally, the context of charitable donations in which the present comparison is being 

made raises questions about the presence or absence of warm glows in the data, 

Kahneman & Knetsch (1992). This is potentially problematic if the magnitude of the 

warm glow as a proportion of the valuation differs systematically between the real and 

hypothetical contexts, as once again this would lead to a bias in the calibration factor.
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However, in the absence of any established conclusions on this matter, it is only possible 

to assume that this is not the case.

3.2 Empirical results

Bearing in mind the methodological issues discussed above, a series of calibration factors 

for specific matched pairs of studies were calculated and are reported in Table 3.3. Before 

calculating the calibration factors, the results of all the relevant CV studies and RSPB 

appeals were inflated to 1995 prices. In the case of the CV studies, the inflationary 

correction was conducted relative to the year of fieldwork, as opposed to the year of 

publication. These calibration factors form the basis of the comparison between real and 

hypothetical payments, and are the ratios of the values of each of the three summary 

variables defined above (R+/S, V/R+ and V/S) between CV studies and RSPB appeals (i.e. 

they are ratios of ratios).

Cursory inspection of Table 3.3 reveals an interesting result. The calibration factors for 

the variable V/R+ (the mean positive valuation) are much lower than those calculated for 

the variable R+/S  (the positive response rate). Specifically, while the former are always in 

the vicinity of 1.0 (ranging between 0.69-1.62) the latter are generally in excess of 3.0 

(ranging between 2.83-15.52). The overall calibration factors based on the mean 

valuation variable (V/S)—which are merely the product of the earlier two— lie in the 

range 3.64-25.32.
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Table 3.3: Summary of calibration factors from CV Studies and RSPB Appeals
(1995 prices)

CV survev 
RSPB appeal

W L cv
V/R\sPb

mail
survey?

R /Sqv 
R /Srspb

V/S.QY
WSrspb

Caledonian Pine (eeneral public) 
Caledonian Pine

12,28 =0.69 
17.83

X 0,672 = 11.02 
0.061

8.25 = 7 .56  
1.09

Caledonian Pine (students) 
Caledonian Pine

20-23 = 1.13 
17.83

X 0,785 = 12.87 
0.061

15.88 = 14.55 
1.09

Southern England Heathlands 
Southern England Heathlands

30,75 =1.62 
19.00

X 0,916 =15.52  
0.059

28.17 =25.32  
1.11

Birkham Wood 
Caledonian Pine

20,75 =1.16 
17.83

✓ 0,224 =3.67  
0.061

4.65 = 4 .26  
1.09

Flow Countrv 
Cantley Marshes

27,77 = 1.30 
21.35

V 0,195 =2.83 
0.069

5.41 = 3 .64  -  
1.48
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These results suggest a very specific conclusion about the divergence between real and 

hypothetical payments. Although the hypothetical payments are found to be substantially 

larger than the real payments made in an equivalent context, this is almost entirely 

attributable to differences in the positive valuation rate (R+/S) rather than differences in 

the mean positive valuation (V/R+). Indeed, the mean positive valuation is very similar 

across the real and hypothetical contexts, with a mean calibration factor of 1.09 and 

standard error of 0.01. What this implies is that in a hypothetical context fewer people are 

likely to opt out of making a donation; however, those donations that are made are 

generally no larger than might be expected from a real payment context.

The theoretical framework laid down above indicated that, while there is a strong 

incentive for people with a positive valuation to make a zero donation in a real payment 

context, there is no corresponding incentive for people with a zero valuation to state a 

positive willingness to pay in a hypothetical context. Consequently, this pattern of 

empirical results suggests that the difference between real and hypothetical payments is 

primarily driven by a greater prevalence of ‘strong free-riding’ in the real payments rather 

than by the presence of strategic over-bidding in the hypothetical payments.

This tentative conclusion is reinforced by considering the variation in the calibration 

factors for the positive response rate (R+/S) according to whether the CV study is based 

on a mail survey or a face-to-face interview. Specifically, when mail surveys are used the 

calibration factors are always below 5.0 (ranging between 2.83-3.67), whereas when 

interview-based surveys are used the calibration factors are invariably in excess of 10.0 

(ranging between 11.02-15.52). This reflects the substantially higher positive response 

rates which are obtained from face-to-face interviews (typically in excess of 50%) versus 

mail surveys (usually below 25%). It seems plausible to suggest that the presence of an 

interviewer would reduce the tendency for respondents to free-ride, and that it is this 

which accounts for the observed differences in the calibration factors.
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The case of the Caledonian Pine is particularly interesting because the study encompassed 

two distinct groups of respondents: a sample of the general public and a sample of 

university students. The authors of the study (Spash and Hanley, 1995) found that the 

latter had a much greater awareness of environmental issues than the former, and this was 

reflected in a higher mean stated willingness to pay (in spite of lower income levels). This 

suggests that the student population surveyed in this study had more in common with the 

RSPB membership body targeted in the mail appeals, than did the sample of the general 

public. Interestingly, the calibration factor for V/R* in the case of the general public is 

below unity (indicating that hypothetical mean willingness to pay lies below real mean 

RSPB donations), but in the case of the students is above unity (indicating the opposite). 

This provides some evidence of the ‘population effect’ described above.

More generally, it is interesting to consider how these results might be affected by 

adjusting for the ‘population and information effects’ according to the evidence from CV 

surveys described above (Hanley and Craig, 1991; Hanley and Spash, 1993; Bateman et 

al., 1993). These results suggested that adjusting for the two effects described could 

potentially lead to a halving of the RSPB donations and thus a doubling of the calibration 

factor for V/S (taking it into the range 7.28-8.52 for the mail surveys and 15.12-50.64 for 

the face-to-face surveys). What is less clear is how this adjustment would affect the 

relative magnitudes of the calibration factors for R+/S  and V/R+. An issue of particular 

interest is whether or not it would alter the striking pattern of results described above; 

namely, a calibration factor for V/R+ that is close to unity and considerably lower than 

that obtained for R+/S.

Potentially, the doubling of the V/S calibration factor could come either from a doubling 

of the calibration factor for R+/S, or a doubling of the calibration factor for V/R+, or as a 

result of both calibration factors rising to a lesser degree. That is to say that the 

‘population and information effects’ could either feed through into the response ratio 

alone, or into the mean positive valuation alone, or into both. The results for the 

Caledonian pine study suggest that the latter possibility is the more likely, with both
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calibration factors being altered by the differing populations. Notwithstanding, if one 

takes the least favourable assumption that the difference would come through entirely in 

the mean positive valuation, a doubling of the calibration factors for V/R+ does not 

altogether alter the pattern of results. Although these would rise to a value of around 2.0 

(ranging between 1.38-3.24), they would still remain substantially lower than the 

corresponding calibration factors for V/R+. To this extent, the results appear to be 

reasonably robust.

As regards comparisons with the conclusions of the earlier literature (see Table 1), the 

studies which provide the closest parallel to the present one are those by Samples et al. 

(1986) and Brown et a l (1996). Both of these relate to an open-ended elicitation process 

for the public good of environmental preservation using a charitable fund payment 

vehicle; Samples et a l (1986) undertakes a non-experimental comparison whereas Brown 

et al (1996) base their fieldwork on a mail survey. Comparisons with the work by 

Samples et a l (1986) are not very meaningful given that the study only provides very 

wide and indeterminate ranges of calibration factors. The fact that the results obtained 

here are not at odds with those reported by Samples et a l (1986) is consequently not of 

any great significance. The study by Brown et al. (1996) on the other hand obtains a 

single calibration factor of 4.11 for WTP, which can be adjusted on the basis of the 

information given in the article, to yield a calibration factor of 3.98 for the variable V/S. 

This figure lies towards the upper end of the range for the V/S calibration factor of 3.64- 

4.26 found in the present study, but lies well below the postulated adjustment for 

‘population and information effects’ which would raise the V/S calibration factor into the 

range 7.28-8.52.

To summarise, for the narrowly defined case of open-ended mail surveys based on 

charitable donations payment vehicles, this paper has provided evidence that the ratio V/S 

is likely to be at least four times larger in hypothetical data than in real data. (It is 

important to note that this result applies to V/S, as distinct from the conventional WTP.)
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The implications of this result for the interpretation and use of CV estimates, depend on 

one’s view as to whether real or hypothetical payments lie closer to true underlying 

values. On the one hand, the theoretical framework here presented indicates that 

underlying values are bounded from above by hypothetical payments, and from below by 

real payments. This view implies that the calibration factor suggested could be used to 

generate lower bound estimates from CV values (for resources where no appeals evidence 

exists), or upper bound estimates from donations data (for resources which have been the 

subject of an appeal, but for which no CV study has been carried out). On the other hand, 

the analysis has yielded some empirical evidence which suggests that the difference 

between real and hypothetical data could largely be accounted for by reductions in the 

extent of ‘strong free-riding’ present in the former, rather than by the introduction of 

strategic over-bidding in the latter. To the extent that such evidence is persuasive, it 

could be used to argue that true underlying values lie towards the upper end of the range 

defined by real and hypothetical payments. Finally, in certain circumstances one might 

wish to reject the goal of measuring true underlying values altogether, and argue that 

what really matters is whether or not a particular sum of money could actually be raised. 

In this case it is the real payments which form the relevant benchmark.

On the assumption that the hypothetical donations are close approximations to the true 

underlying values, then the calibration factors reported in Table 3.3 can be regarded as 

the reciprocal of the contribution ratios reported in Chapter Two9. (Alternatively, if 

hypothetical donations are regarded as an upper limit to true valuations, then the 

reciprocal of the calibration factors provides a lower bound estimate of the contribution 

ratio.) The corresponding estimates of the contribution ratio based on the two mail survey 

studies lie in the range 23.47% to 27.47%. These figures lie towards the lower end of the 

range of estimates obtained in Chapter Two.

9 These calibration factors are ratios of hypothetical to real donations, while the contribution ratios reported 
in Chapter Two were the ratios of real donations to true valuations. On the assumption that hypothetical 
donations are close to true valuations, the calibration factor becomes the ratio of true valuations to real 
donations, which is none other than the reciprocal o f the contribution ratio.
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4. Conclusions

This paper has undertaken a non-experimental comparison between hypothetical 

willingness to pay for environmental preservation (from a selection of recent UK CV 

surveys) and real payments (made in response to a series of recent RSPB fund-raising 

appeals). A number of features of the study are of particular interest and distinguish it 

from most of the existing literature.

First, the fact that the actual payments are made in a ‘real world’ philanthropic context as 

opposed to a more artificial experimental environment. Second, the fact that the study 

focuses on the public good of environmental preservation, whereas most of the earlier 

studies have used private goods. Third, a detailed consideration of the relationship 

between real and hypothetical payments and true underlying valuations has been made, 

by considering the nature of incentives facing respondents in each of the two contexts. 

Fourth, a framework for comparing real and hypothetical behaviour has been set-up 

which makes it possible to distinguish between the decision to opt in or out of the market 

and any alteration in the stated positive valuation.

Nonetheless, it is important to recognise that the study also suffers from a number of 

significant limitations. The most fundamental of these is that the real and hypothetical 

data used in the analysis were not designed to be strictly comparable in the way that is 

possible in an experimental context. Furthermore, the differing respondent populations 

and information conditions underpinning the two data sources were such as to create a 

clear upward bias in the real donations data and thus a downward bias in the calibration 

factors. Based on recent empirical evidence, it was estimated that the reported calibration 

factors could fall short of the true ones by as much as one half. In addition, there were 

very few CV studies that met even moderately stringent criteria for comparability, so that 

the results are subject to small numbers limitations. Finally, the study was only concerned 

with one particular subset of CV studies—namely, those relying on open-ended
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elicitation in the context of a charitable donation payment vehicle. Together these 

limitations must necessarily lend some caution to any application of the results obtained.

The evidence suggests that V/S may be at least four times as high in an open-ended CV 

mail survey as in a comparable real donations context; although neither could be expected 

to correspond to true underlying values, which can only be bounded within this range. 

These results would imply a lower bound estimate of the order of 25% for the 

contribution ratio of charitable donations towards environmental preservation. In other 

words, they suggest that real philanthropic gifts to the RSPB capture at least a quarter of 

the full value that the targeted individuals could be expected to place on the 

corresponding nature reserves.

A second important finding was the significance of distinguishing between calibration 

factors expressed in terms of positive response rates (R+/S) versus those based on mean 

positive valuations (V/R+). The former—which capture the tendency to switch in and out 

of zero responses depending on whether the context is real or hypothetical—were found 

to be comparatively large (ranging between 2.83-15.52), and significantly larger for CV 

studies based on face-to-face interviews (11.01-15.52) than for CV studies based on mail 

surveys (2.83-3.67). While the latter—which capture the tendency to deflate or inflate 

positive responses depending on whether the context is hypothetical or real—were found 

to be comparatively low (ranging between 0.69-1.62), and relatively constant across the 

two types of CV surveys. This pattern of results was found to be reasonably robust to any 

adjustments made to account for ‘population and information effects’.

While it is not possible to reach rigorous conclusions given the deficiencies of the data, 

the implication is tentatively that the primary effect of the hypothetical context may be to 

reduce the extent of ‘strong free-riding’, as opposed to creating incentives for strategic 

over-bidding. This suggests that true underlying values may lie towards the upper end of 

the range defined by real and hypothetical payments.
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ARE BRITISH PHILANTHROPISTS PRICE-SENSITIVE? 
NEW EVIDENCE FROM THE INDIVIDUAL GIVING SURVEY.



Chapter Four Price-responsiveness

Finally, if donations are found to be inelastic with respect to income, this would 

suggest that subsidising voluntary contributions may be a regressive way of achieving 

an increase in the aggregate supply of public goods.

This chapter reports estimates of price and income elasticities for both monetary 

giving and volunteering in the UK. By relying on a new and hitherto unexploited data 

source, the Individual Giving Survey, it becomes possible to circumvent many of the 

difficulties that have beset earlier empirical work. The dataset has a number of unique 

features that make it particularly well suited to this purpose, in particular: the 

existence of repeated cross-sections of data across a period of substantial variation in 

the UK tax system; the breakdown of giving across tax-efficient and non-tax-efficient 

modes; and the collection of subjective information that makes it possible to represent 

prices as they are perceived by the public thereby taking into account the problem of 

imperfect information.

The results indicate that British philanthropists show significant responses to fiscal 

incentives, although price elasticities are substantially smaller than those found in the 

US. Since tax-price elasticities are generally found to exceed income elasticities, an 

increase in the marginal rate of income tax can be expected to bring about a net 

increase in tax-efficient donations. However, the fact that donations are inelastic with 

respect to the tax-price indicates that the induced increase in donations will not be 

large enough to offset the loss of revenue to the Treasury.

The empirical analysis does not limit itself to considering conventional tax-price 

elasticities but also examines the extent to which contributions are affected by two 

additional concepts of price: the efficiency-price, or the rate at which charities absorb 

donations on ‘unproductive’ administrative expenditures; and the price of time, that is 

the productivity differential between time in employment and time in volunteering. 

These wider price effects are found to be at least as important as the tax-price in 

determining philanthropic behaviour.
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The remainder of the chapter is organised as follows. Section 2 provides a thorough 

review of the price responsiveness of giving and volunteering behaviour both in the 

UK and in North America. Section 3 develops a theoretical model which permits a 

parsimonious representation of the relevant price concepts and discusses the empirical 

specification of the giving and volunteering equations. Section 4 introduces the 

dataset on which the analysis is based, explains how it was used to construct the 

relevant price variables and presents some descriptive statistics. Section 5 reports the 

empirical results and calculates the corresponding price and income elasticities. 

Section 6 concludes.
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2. Previous Literature

2.1 Giving

The existing literature on price and income elasticities of charitable giving is 

summarised in Table 2.1.

2.1.1 US literature

The issue of charitable donations began to be studied empirically in the US from the 

late 1960s onwards (Taussig, 1967; Schwartz, 1970; Feldstein & Clotfelter, 1976; 

Feldstein & Taylor, 1976; Boskin & Feldstein, 1977). A primary objective of the US 

literature has been to gauge the effect of taxation policy on philanthropic behaviour. 

Under US tax rules, summarised in Table 2.2, ‘itemized’ charitable donations listed 

on the annual tax return are deducted from overall income prior to the assessment of 

tax liability. Thus donating a dollar to a charitable cause only costs the donor (1-0 

dollars of income.

The earliest US studies set about estimating the elasticity of donations to this ‘tax- 

price’ using time-series data from tax returns. However, it was soon noted that use of 

such data carried a number of significant drawbacks (Feldstein & Clotfelter, 1976), 

such as partial non-identifiability of donations by low and middle-income households 

(who may choose not to ‘itemize’ their deductions), possible over-reporting bias of 

donations by ‘itemizers’ (in an attempt to minimise tax liability), and limited 

availability of explanatory variables (particularly measures of permanent income and 

wealth). These problems were avoided by altering the basis of empirical work from 

tax-retums data to survey-based data (Clotfelter, 1985).
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Although early studies based on tax returns found relatively low tax-price elasticities 

(for example Taussig, 1967; Schwartz, 1970), a consensus was reached in later work 

that donations were tax-price-elastic, with most estimates lying in the range -1.0 to 

-1.5 in absolute value. Income elasticities, on the other hand, were invariably found to 

be below unity—with a typical value of 0.8. These estimates were derived for the 

most part from simple Ordinary Least Squares models of donations, often using 

logarithmic specifications.

Two important innovations to be introduced during the 1980s were the use of panel 

data (by Clotfelter in 1980) and the correction of possible endogeneity problems (by 

Reece & Zieschang in 1985). Ironically, both of these refinements had the effect of 

depressing the resulting estimates of tax-price elasticity below unity and back towards 

the much lower levels found in the earliest studies (Taussig, 1967; Schwartz, 1970).

Clotfelter (1980) stressed the advantages of using panel data in terms of providing a 

greater degree of independent variation in tax-prices and permitting the incorporation 

of dynamic adjustment processes in giving behaviour. He estimates a partial 

adjustment model which uncovers a substantial divergence between short-run and 

long-run elasticities. His long-run elasticities both for tax-price and income turn out to 

be comparable to those arising from cross-sectional data. However, the short-run 

elasticities are almost half the size, highlighting the problems of applying results from 

cross-sectional analysis to predict future behaviour in the short-run. His results 

suggest that full adjustment to a change in tax-prices would take longer than five 

years.

Reece & Zieschang (1985) are concerned with the endogeneity problem which 

potentially arises in models of charitable contributions. This is attributable to the fact 

that charitable giving can affect the donor’s marginal income tax band, with the result 

that the tax-price and after-tax income become a function of the size of the monetary 

gift and can thus no longer be regarded as exogenous variables in the donations 

equation. In the earlier literature, this issue had traditionally been circumvented by the 

use of the tax-price faced by the ‘first dollar’ of charitable contributions. This device
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avoids the exogeneity problem at the cost of introducing some error into the 

measurement of the tax-price variable. Instead, Reece & Zieschang (1985) explicitly 

modelled the non-linearity of the tax-price schedule, and used this to identify the 

utility maximum for each observation. Comparing results with those of the Tobit 

model using conventional ‘first dollar’ assumptions, the authors find that the utility 

maximising model yields tax-price elasticities that are about 25% lower (-0.11 versus 

-0.15) and income elasticities which are about 8% higher (1.43 versus 1.32).

2.1.2 UK literature

In the UK, the empirical analysis of charitable donations did not begin until the 1990s 

(Jones & Posnett, 1991a; Banks & Tanner, 1996; Pharoah & Tanner, 1997). These 

studies made use of data contained in the Family Expenditure Survey, which requires 

individuals to keep diary records of casual donations over the period of a fortnight, 

and also collects information on regular donations made by bank standing orders or 

payroll deductions. A further study by Jones & Posnett (1991b) makes use of Inland 

Revenue data on giving by covenant.

Unlike some of the earlier US work, these UK studies give explicit consideration to 

the problem of modelling zero donations. Banks & Tanner (1996) identify three 

possible interpretations of zero donations, namely: a genuine preference for not 

making donations9; infrequency of donations (leading to none being recorded during 

the survey period); or recording error (as a result of respondents failing to recall 

donations that were actually made). In the early US studies, this problem was dealt 

with by discarding zero observations or adding a small positive quantity to permit 

their inclusion within a logarithmic specification.

Both of the UK studies considered here, as well as some of the later US studies, use 

limited dependent variable specifications to permit a more sophisticated incorporation 

of the zeros. Banks & Tanner (1996) distinguish between the Tobit specification and 

the selectivity model. The former models participation and expenditure as a single

9 This category can be further subdivided between those who would choose not to give at any price and 
those who are not prepared to give at the current price, but who might give if the price were reduced.
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process and thus implicitly assumes that all zeros represent a genuine preference for 

not making donations. The latter allows participation and expenditure to be governed 

by separate processes thereby providing greater flexibility in modelling zero 

donations. Both of the UK studies indicate a preference for the selectivity 

specification.

Jones & Posnett (1991b) also try to replicate the Reece & Zeischang (1985) model 

cited above, explicitly incorporating the non-linearity of the tax schedule into the 

donation decision. However, they consistently failed to estimate this model with UK 

data. They found that this was because fewer than 1% of the households in their 

sample alter their marginal income tax band as a result of making a charitable gift, and 

therefore concluded that ‘attempts to incorporate the full constraint are unnecessary 

and inappropriate with these data’.

The estimation of tax-price elasticities has proved rather more problematic in the UK 

than in the US. This is largely a reflection of the differences in the tax treatment of 

charitable contributions between the two countries, as indicated in Table 2.2. Whereas 

in the US ‘itemizers’ are at liberty to claim tax relief on all charitable gifts, in the UK 

tax relief is confined to a number of special modes of giving. These schemes are quite 

restrictive in the sense that they require either a long-term commitment to making 

regular contributions (covenants and payroll giving), or a relatively large lump sum 

contribution (Gift Aid and Millenium Gift Aid). Perhaps as a consequence of this, tax- 

efficient giving remains a relatively small proportion of individual giving in the UK. 

For example, in 1992/3 tax-efficient giving amounted to £l,200m (Inland Revenue, 

1998) or about 24% of the estimated £5,000m total value of charitable giving for the 

corresponding year (Halfpenny and Lowe, 1994). All remaining donations, can be 

described as non-tax-efficient in the sense that they do not attract any tax advantage.

None of the UK studies summarised in Table 2.1 present estimates for price 

elasticities. Jones & Posnett (1991a,b) do in fact estimate significant price effects in 

both of their papers but express considerable scepticism about the meaning of this 

result.
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In the first case this is because the model is estimated on data from the Family 

Expenditure Survey which does not formally distinguish between tax-efficient and 

non tax-efficient gifts. Jones & Posnett (1991a) conjecture that no more than 11% of 

these donations are likely to have been tax-efficient and consequently it is puzzling 

that the tax-price variable should prove to be statistically significant. They argue that 

this may be due to collinearity between the tax-price and income variables, or 

alternatively may reflect a lower disposition towards charitable giving among non tax

payers. However, they do not present conclusive support for either of these 

hypotheses.

Turning to the second study (Jones & Posnett, 1991b), which uses tax returns data on 

giving by covenants, the authors claim that the significance of the tax-price variable is 

largely an artefact of the Inland Revenue system. They argue that because tax relief on 

covenants made by basic rate tax-payers is reclaimed directly by the charity 

concerned, only those in the higher tax band have an incentive to produce an accurate 

record of covenanted payments on their tax returns. This creates the illusion of a tax- 

price effect. In support of this view, they illustrate how the tax-price variable drops in 

significance once a dummy variable for the higher rate tax band is incorporated within 

the model10. Finally, the authors also comment that the significant price effect may be 

attributable to the absence of demographic covariates in the Inland Revenue dataset.

As regards income elasticities, the estimates presented span the range of those which 

have been obtained for the US. Banks & Tanner (1997) find—on the basis of their 

selectivity model—that while the income elasticity of participation is very low (0.1) 

the income elasticity of gifts among donors is relatively high (1.2).

10 However, this is not a particularly convincing argument since the significance o f any variable is 
liable to drop when an additional highly collinear variable is introduced into the model.
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2.2 Volunteering

The existing literature on price and income elasticities of volunteering is summarised 

in Table 2.3.

2.2.1 US literature

Largely owing to a paucity of suitable data, the empirical analysis of volunteering 

behaviour does not begin until considerably later than the research into monetary 

contributions. In the case of volunteering, the appropriate price variable is the 

opportunity cost of the time given to charity. A widely used measure for this is the net 

hourly wage rate, although strictly speaking this is only valid for those who are able to 

freely substitute time between work and leisure activities at the margin. Given the 

lumpy and restrictive nature of employment contracts, this is unlikely to be true 

except in a minority of cases.

To the extent that there is substitutability or complementarity between giving and 

volunteering, the tax-price of giving may become relevant as a cross-price variable. 

The earliest study by Dye (1980) confines its attention to estimating this cross-price 

effect, which is found to be negative and significant and thus provides evidence of 

complementarity between gifts of time and money.

A much more comprehensive treatment of the subject is provided in the seminal paper 

by Menchik & Weisbrod (1987). These authors estimate a cross-tax-price elasticity of 

-1.3, which is found to be substantially higher than the own-wage-price elasticity of - 

0.4. The negative sign of the cross-tax-price elasticity once again suggests 

complementarity between giving and volunteering behaviour. They also estimate an 

income elasticity of 0.7 for volunteering which lies in the range of results obtained for 

monetary gifts.

Subsequent studies have failed to produce such clear-cut results. For example, 

Freeman (1997) finds positive and significant coefficients on income and the net 

hourly wage in a model of volunteer participation. Freeman argues that one

208



~ -------1--------- ----- -----------  -  -  r

explanation for this result is that that hourly wage acts as a proxy for the productivity 

o f volunteer time rather than capturing the opportunity cost of hours volunteered. He 

hypothesises that the correct price variable for volunteering is not so much the net 

hourly wage, as the ratio between the net hourly wage and the productivity of time in 

volunteering; since, the lower this ratio, the more attractive it becomes to give time 

rather than money. Freeman constructs this variable on the basis of a subjective 

respondent assessment of the relative productivity of time in work and volunteering, 

and in a second set of models finds a statistically significant relationship between 

hours volunteered and this revised price variable.

2.2.2 UK literature

There has only been one UK econometric study of volunteering behaviour to date 

(Knapp et al., 1995), making use of data collected by the Social and Community 

Planning Research / Volunteer Centre UK survey (1991). Based on a selectivity 

model, the study finds that both income and the cross-tax-price of giving positively 

affect the probability of participation but do not influence the number of hours 

volunteered. The finding of a positive cross-tax-price effect indicates that giving and 

volunteering are substitutes, and is thus at odds with the findings of the US literature. 

As in the Jones & Posnett, 1991 paper, the authors of this study express some surprise 

at uncovering any statistically significant cross-tax-price coefficient given the limited 

extent of tax-efficient giving in the UK. Finally, Knapp et al. (1995) do not find any 

statistically significant effect from the own-wage-price of volunteering, although they 

suggest that this may be due to the fact that this variable was not reported in their 

dataset but rather had to be proxied by average wage rates for particular occupational 

groups.

2.3 Summary remarks

Thus, overall, the analysis of philanthropic behaviour has reached a much higher level 

of development in the case of monetary giving than in the case of volunteering. 

Moreover, the associated empirical literature is far more extensive in the US than in 

the UK. While there is a considerable body of evidence which supports the finding
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that US donations are tax-price elastic, some of the more recent and sophisticated 

studies reach the opposite conclusion (Clotfelter, 1980; Reece & Zeischang, 1985). 

By contrast, the few British studies that exist either exclude the issue of price 

responsiveness altogether (Banks & Tanner, 1997; Pharoah & Tanner, 1997) or are 

subject to data limitations which make it difficult to interpret the price effects 

obtained (Jones & Posnett, 1991a,b).
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3. Analytical Framework

3.1 Theoretical model

As a basis for subsequent empirical analysis of the price-responsiveness of 

philanthropic behaviour, a simple theoretical model is developed in this section. The 

model builds to a considerable extent on existing theory but aims to extend it in a 

number of ways. First, the traditional set of price variables based on tax rates and net 

wages is expanded to include some additional concepts of price. Second, the model 

explicitly distinguishes between tax-efficient and non-tax-efficient modes of giving in 

an attempt to explain the coexistence of these two forms of philanthropy in the British 

system.

Individuals (z) are assumed to maximise a smooth, quasi-concave utility function 

given by equation [1]. Utility depends on consumption of a composite private 

consumption good (x), leisure (s), tax-efficient charitable donations (gr), non-tax- 

efficient charitable donations (gN), hours volunteered (v), and the aggregate supply of 

charity services (Z).

[ 1 ] U ,=  u[x,, s ,, g j,, g M, v,, z]

This model is one of impure altruism (Andreoni, 1990) where individuals care both 

about the supply of the public good and about the extent of their own personal 

contribution to it. Philanthropy is thus thought to incorporate a mixture of public and 

private good elements. The latter (known as ‘warm glows’) can either be seen as 

capturing the moral satisfaction of contributing to a good cause, or alternatively 

representing some other form of personal return associated with philanthropic activity 

(for example, the benefits of belonging to an environmental group or the work 

experience obtained by volunteering as a charity administrator). In common with the 

existing theoretical literature on philanthropy (Sugden, 1982), Nash conjectures are
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assumed so that each individual takes the time and money contributions of other 

individuals as given in his own optimisation problem.

Utility is maximised subject to a number of constraints. Equation [2] gives the budget 

constraint for time and states that the sum of hours devoted to employment (/), 

volunteering (v) and leisure (5 )  must exhaust the time endowment normalised to unity. 

Equation [3] describes the money budget, and states that the sum of private 

consumption (x), tax-efficient (gr) and non-tax-efficient donations (gN) must exhaust 

the sum o f earned (mi) and unearned (m) income after tax. It is important to 

distinguish between (ju) which is the marginal income tax rate and determines the 

price of tax-efficient donations and (r) which is the total marginal tax rate (including 

benefit withdrawl) and determines the overall tax wedge on income.

Equation [4] describes the technology through which contributions of time and money 

are converted into the philanthropic service. Charitable output is a function of the 

charities total equivalent income (7), which is the sum of monetary donations (gT and 

gM) and the value of all time volunteered (v).

Time volunteered is not valued at the volunteers gross hourly wage (m) but rather at 

the gross hourly wage which the charity would have to pay if it employed somebody 

to do the work undertaken by the volunteer (u). The distinction between these two 

hourly wages is intended to reflect the reality that productivity in employment may 

differ significantly from productivity in volunteering (Freeman, 1997). An example, 

would be a barrister who volunteered to work in a soup kitchen. The parameter 0

[2] l = /( + v ,+ s ,

[3] (m, + 57,7,. Xl -  r , ) = x + (l -  fi,:)gn + Sm

212



captures non-wage labour costs (such as employer’s National Insurance contributions) 

as a percentage mark-up over wages, since these would also have to be covered in the 

event that the charity employed somebody to do the work of the volunteer.

Finally, the total value of all philanthropic gifts is scaled down by the parameter a  

which reflects the proportion of total charity income that is absorbed by 

administration and fund-raising activity and thus will not be spent directly on the 

provision of the philanthropic service.

On the basis of this theoretical framework it is possible to make some important 

observations about the price of philanthropic gifts. In very general terms, the unit 

price of a charitable contribution can be defined as the ratio of the value of what the 

donor gives-up to the value of what the charity receives. To the extent that there is any 

wedge between these two values the price of philanthropy will diverge from unity. 

The model illustrates that a number of these wedges exist.

First, as equation [4] makes clear, there is a wedge related to the inefficiency with 

which the charity converts contributions into philanthropic services (Rose-Ackerman, 

1986; Steinberg, 1986; Weisbrod & Domiguez, 1986). The size of this wedge is 

captured by the parameter (a). The corresponding ‘efficiency-price’ (PE) is inversely 

related to cr, and bounded from below by unity. As indicated by equation [5], a unit 

gift by the donor will increase philanthropic expenditure by only (1-a). All types of 

charitable contributions—whether of time or money-face such an efficiency-price11.

[5] PB «
< 1 > 

\ l ~ a u

11 Steinberg (1986) argues that donors would be wrong to base their decisions on the value of the 
average share o f fund-raising expenditures, a. For one thing, donors should be more concerned with 
the marginal fund-raising share rather than its historical average. Furthermore, even the marginal fund
raising share is misleading in the sense that it does not take into account the ‘multiplier effect’ o f  
resources devoted to fund-raising. Nonetheless, Steinberg acknowledges that his results are normative 
rather than positive and that donors may adjust their behaviour in the light o f average historical fund
raising share even though theoretically this can be shown to be irrelevant. The approach adopted in the 
present study will be to focus on donor perceptions of inefficiency and to test empirically whether or 
not these are important in determining philanthropic gifts.
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Second, tax-efficient donations are also affected by a ‘tax wedge’ related to the 

marginal income tax rate (ju). As stated in equation [6], a donor need only give-up 

(J-/u) units of income in order to increase philanthropic expenditure by one unit. This 

‘tax-price’ (.Px) is bounded from above by unity.

[6] />*=(l - / i ()

Finally, there is a ‘time-value’ wedge related to the differential between the value of 

time to the volunteer and the value of the volunteer’s time to the charity, as noted by 

Freeman (1997). By donating an hour of time, the volunteer makes a sacrifice whose 

value is typically proxied by the net hourly wage ((l-rjm )12 while the charity makes a 

gain equivalent to the cost of replacing the volunteer’s services with those of a paid 

employee ((l + 0)v) (Foster, 1997).

This ‘time-value’ wedge is partly attributable to the parameters of the tax system; 

given that the volunteer avoids the payment of the total marginal tax rate r, while the 

charity avoids the payment of the non-wage labour mark-up 6. In this sense, 

volunteering differs from giving in that it is always automatically tax-efficient (as 

noted by Long, 1977) without any need for formal tax declaration. Indeed, the tax 

incentive for volunteering will invariably be stronger than the tax incentive for giving 

inasmuch as the ratio (l-r)l(l + Q) will always be less than or equal to {1-jS) (given that 

t>ju and Q>0).

The ‘time-value’ wedge is also driven by the productivity differential which may exist 

between time spent in employment and time spent in volunteering as reflected by the 

relative values of m and u. It is conceivable that time spent in volunteering could be 

more or less productive than time spent in employment, depending on the

12 For individuals who do not participate in the labour market, this term should theoretically be 
replaced by the shadow value o f time in the next best alternative use. However, this information is 
rarely available so that the net hourly wage is used as an approximation.
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opportunities available to each individual. This differential is something that charities 

may be able to influence by providing volunteers with opportunities to perform higher 

productivity tasks.

Taking all of these factors into account, it is possible to express the time-price of 

volunteering (PT) as indicated in equation [7]. Owing to the ambiguous sign of the 

productivity differential between employment and volunteering, this time-price may 

be greater or less than unity.

[7] P» =
(l~r,R 
(! + <?>,

A second important insight that comes from the theoretical model relates to the 

parallel existence of tax-efficient and non-tax-efficient giving in the UK. At first sight, 

it is puzzling that British philanthropy continues to be dominated by non-tax-efficient 

gifts, when donors have at their disposal a cheaper means of making charitable 

contributions in the form of the various tax-efficient schemes noted in Table 2.2. The 

model provides an explanation of why this might be so.

Maximisation of equation [1] with respect to to the four choice variables {gN, gj, v, I) 

and subject to the constraints given by equations [2-4] yields a series of four first 

order conditions stated in equations [8-11]. The first three conditions state that the 

marginal cost of philanthropic contributions (whether in terms of private consumption 

or leisure foregone) must equal the associated marginal benefit (in terms of the warm 

glow and the marginal productivity of time or money in the production of the 

philanthropic good). Finally, equation [11] states the familiar condition that the 

marginal utility of leisure time must, in equilibrium, equal the marginal utility of the 

private consumption that can be purchased with the net hourly wage rate.

[8] Ux =U gN+UzZ y( \ - a , )
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[9] uA-Mi) = UsT+U2Z r( l - a i)

[10] U , = U , + U zZr{ l - a l\ l  + 0l)u,

[11] U , = U , ( l-r> ,

By combining equations [8] and [9], equation [12] reveals that these first order 

conditions can only hold if the marginal ‘warm glow’ from non-tax-efficient giving 

exceeds the marginal ‘warm glow’ from tax-efficient giving (ie. UgN>UgT). This could 

either be because of a greater pleasure associated with non-tax-efficient giving (for 

example, if it were more publicly visible thereby creating more of a favourable 

impression on other people), or because of some off-setting disutility associated with 

tax-efficient giving (for example, the need to engage in additional paperwork to 

arrange a deed of covenant).

[1 2 ] [ugN + Uz Z Y (1 -  a,  )](1 - / / , )  =  [ugT + Uz Zy  (1 -  a t )]

An alternative way to explain the coexistence of tax-efficient and non-tax-efficient 

giving is to argue that the rules associated with the various government schemes for 

tax-efficient giving (see Table 2.2) effectively impose a floor on the minimum 

contribution that can be made tax-efficiently. This is explicitly the case for Gift Aid, 

but may also be implicitly the case for Deeds of Covenant and Payroll Giving where 

individuals are required to sustain repeated contributions to particular charities over 

time.

Equation [13] captures this feature of the taxation rules as an additional constraint on 

the individual’s maximisation problem, where ^represents the effective lower bound 

on tax-efficient contributions. Re-optimising equation [1] with the incorporation of 

this additional constraint, yields a slight modification to the earlier equilibrium 

condition, stated in equation [14]. The Lagrange multiplier for the new constraint {y/)
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now appears on the the right-hand-side of the equation. Thus it need no longer be the 

case that (UgN>UgT).

[13] g„ > r

[14] [c/g„  +Uz ZY{ \ - a l) \ \ - f i l)=[usT +Uz ZY( \ - a i)+<j/\

Finally, from the first order conditions stated in equations (5-8), it is possible to derive 

the implicit demand functions for cash donations and hours volunteered as a function 

of income (m) and the price parameters developed above, and conditioned on a 

variety of demographic and socioeconomic characteristics (c). These demand 

functions form the basis of the subsequent empirical analysis.

[15] S m  ~  S n i*i> (l + ̂ )v

[16] g ji  -  g j 1*1, (l + «9)v \Ci

[17] vf. = v i*i, (l + t9)v

3.2 Empirical specification

It now remains to provide a suitable econometric specification for the demand 

equations derived in the preceding section. A key issue is how to deal with zero 

observations on time and money gifts.
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As noted during the literature review, recent research on giving and volunteering has 

focused on Tobit and selectivity specifications of the two demand functions. The 

choice between these two models essentially depends on the way in which the zero 

observations are interpreted. In the Tobit specification, both the zeros and the positive 

observations are assumed to be driven by the same underlying process and are 

consequently combined into a single equation with a single normally distributed error 

term, as illustrated in equations [18-21] (Greene, 1993).

[18] y i = x iP + ui

[19] y, = 0 i f y ] <  0

[20] y , = y ’ i f  y- > 0

[21] u,. ~  A^O.ct2]

In the selectivity model, the process determining participation in philanthropic activity 

is allowed to differ from the process determining the level of contribution. These two 

aspects of behaviour are modelled by two separate equations, with the relationship 

between them being captured by the assumption that the two error terms are joint- 

normally distributed, as shown in equations [22-26]. This specification, thus, does not 

impose the assumption that both aspects of behaviour are determined by the same 

underlying process; rather it permits an empirical test of this proposition (Greene, 

1993).

[22] z i =-wir  + ei

[23] Zj = 0 if  z* < 0

[24] z . =1 i f  z* > 0
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[25] y, = x,P  + i f  z, = 1

[26]
' e , '

\ uu
N

roY 1
2

\G'eu Ou j

In view of these considerations, the selectivity specification would appear to be the 

more appropriate empirical model for giving and volunteering behaviour. There is 

evidently an element of self-selection into giving and volunteering, implying that 

donors and volunteers will be a non-random sub-sample of the population as a whole. 

One interpretation of the selection process—although by no means the only possible 

one—is that philanthropic contributions are made out of surplus endowments of time 

and money, after all other essential household needs have been taken care of, as part 

of a sequential resource allocation process (Brown & Lankford, 1992). According to 

this interpretation, the index variable (z) represents the difference between actual 

endowments of time and money and essential claims on those endowments. Giving 

and volunteering behaviour is only observed for those individuals for whom this 

difference is positive.

A key implication of the selectivity model is that straightforward least squares 

estimation of the dependent variable, y, will be biased. The reason is that y  is only 

observed when the index variable z is positive. Given that the error terms in the two 

equations are correlated, the expectation of the random disturbance, u, conditional on 

y  being observed is non-zero (see equation [27]). An expression for the true 

conditional expectation of u can be derived from the distribution of the index variable 

(z), and is consequently a function of the parameters of that model (wf) (see equation 

[28]). Addition of this ‘selection term’, or Inverse Mills Ratio (A,), to the regression 

model for y  (see equation [29]) serves to pick-up any selectivity effects operating in 

the equation. Finally, the new error term v—by construction—has the zero conditional 

expectation required for unbiased estimation (see equation [30]).

[27] £  [y, /(z‘ > 0)] = x tfi  + E\u, l(e, > - w,y)]
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[28] E[u, /(e, > -w ,/)]  = cru = a„X(wlr)

[29] y, = jc,7? + p ffuA.{w,y) + v,

[30] £[v,/(z, >0)] = 0

The incorporation of the Inverse Mills Ratio brings two benefits. First, it purges the 

other parameter estimates (fl) of the effects of any selectivity bias. Second, it permits 

an empirical test of the hypothesis that selectivity bias is present in the equation by 

means of the parameter p, which is essentially the correlation coefficient between the 

two error terms. If it is possible to reject the null hypothesis that the estimated 

coefficient, p , is equal to zero then the presence of selectivity bias can be confirmed. 

The sign of p  would then indicate the direction in which the bias operates.

However, the parameter p  can only be identified when the matrix of variables x 

excludes at least one of the variables contained in the matrix w. In intuitive terms, the 

excluded variables are those which are thought to be responsible for the differences in 

the underlying binary and continuous processes. Without these exclusion restrictions, 

identification of p  would be relying purely on the functional form assumed, that is to 

say on the non-linearity of the Inverse Mills Ratio.

A number of other tests can be performed to evaluate the suitability of the Heckman 

selectivity model. An important assumption of the model is the normality of the error 

terms, and this can be tested by means of a ‘RESET’ procedure developed by Pagan & 

Vella 198913. To do this a number of test variables are constructed, along the lines 

indicated in equation [31]. These are essentially powers of the predicted values of the 

continuous part of the model, up to a cubic, weighted by the Inverse Mill’s Ratio.

13 As pointed out by Pagan & Vella, the RESET test only provides a test o f the normality of the 
marginal density o f the binary portion on the model (e,). A test for the normality of the marginal 
density of the continuous portion o f the model («,) is far harder to undertake (Pagan & Vella, 1989), 
given that what appears in this equation is not the underlying error term but an artificial error term (v,), 
which is— by construction—non-normal.
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These test variables are then entered into the linear equation and the model is re- 

estimated. The null hypothesis of normality is represented by the condition that the 

coefficients on all three of these parameters are equal to zero, as stated in equation 

[32], and can be evaluated by means of a likelihood ratio test.

[31] RESETJ = (x,P Y  X{w j )

[32] P r e s e t  i =  P  re se t i =  P re se ts  =  0

A final specification issue concerns the assumption of homoscedasticity which has 

been used to estimate the binary probit component of the selectivity model. The test 

procedure used here is outlined in Greene, 1993, and involves the construction of a 

test variable for each explanatory variable in the model. As shown in equation [33] 

these are simply the original explanatory variables weighted by the linear index. The 

inclusion of a full set of test variables allows for the possibility of heteroscedasticity 

in relation to any possible explanatory variable or combination of explanatory 

variables. The null hypothesis of homoscedasticity is represented by the condition, 

stated in equation [34] that the coefficients on all of the test variables should be equal 

to zero. Once again, this hypothesis can be assessed by means of a likelihood ratio 

test.

[33] HETXJ = [xiP)xi

[34] P hetx\ — P hetxn ~ 0
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4. Overview of the Dataset

4.1 Individual Giving Survey

The empiricial analysis presented in this paper makes use of a highly detailed dataset 

on philanthropic contributions of time and money made available by the Charities’ 

Aid Foundation (CAF). This data has been collected via seven consecutive annual 

surveys conducted in 1985/86, 1987, 1988/89, 1989/90, 1990/91, 1992 and 1993. 

Each of these survey samples is based on a representative cross-section of the British 

population (excluding Northern Ireland), achieved by quota sampling on demographic 

characteristics such as sex, age and size of household. Each year of data comprises 

just over 1,000 observations. No further surveys of this kind have subsequently been 

commissioned by CAF.

Although the surveys were designed to allow comparability over time, there have 

inevitably been significant changes in the format of the questionnaire across this 

period. Perhaps the most significant of these changes concerns the unit of observation 

which was altered following the 1989/90 survey from the household to the individual. 

Consequently, the first four surveys are known as Charity Household Surveys (CHS), 

while the last three are described as Individual Giving Surveys (IGS). The reason for 

this is that it was felt that one individual’s estimates of the philanthropic contributions 

of other household members could not be particularly reliable. Owing to the non

comparability of the datasets collected from these two periods, and to the higher 

degree of accuracy to be expected from a survey of individuals, this paper will only 

make use of data drawn from the three years of the IGS, spanning the period 1990-93. 

It should be noted that all of the governments schemes for tax-efficient giving, 

reported in Table 2.2, were in place by the start of this period.

It is important to stress the value of being able to rely on a repeated cross-section of 

data as opposed to a single cross-section, as has been the case with much of the 

philanthropic literature (recall Tables 2.1 and 2.3). Of particular importance for the 

identification of price effects is the fact that there were numerous modifications to the
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tax system during the period 1990 to 1993. The introduction of independent taxation 

occurs just a few months before the beginning of the study period, while the creation 

of the additional 20% income tax band took place right in the middle of the study 

period in the 1992/3 period. There were also numerous modifications to the real value 

of tax allowances, the details of which are recorded in Appendix 1. However, 

probably the most notable of these was the fall in the real value of the married couples 

allowance by more than 10% across the period. All of this means that the tax-price 

effects are not merely being identified from differences in behaviour between 

individuals at very different income levels, but also from variations in the tax-price 

faced by individuals at similar points in the income distribution.

The IGS data is collected by face-to-face interviews in the respondent’s home. These 

are conducted in twelve monthly waves to ensure representativeness across the 

seasonal cycle. Respondents are required to recall philanthropic behaviour during the 

last month (or year in the case of tax-efficient methods of donation). This can be 

contrasted with the Family Expenditure Survey (FES)— used in earlier UK empirical 

studies—which requires respondents to keep a diary of casual cash donations over a 

two week period.

The various differences that exist between these two sources of information on cash 

donations would suggest that the resulting measure of donations obtained from the 

IGS is likely to differ substantively from that obtained from the FES. This is so for a 

number of reasons. First, the IGS definition of charitable donations is broader than 

that adopted in the FES, in that it includes purchases of goods and services from 

charities in addition to pure donations. This will tend to inflate the estimate of 

donations resulting from the IGS. Second, the method of collecting donations differs. 

In the FES this is done by asking respondents to keep a diary of their donations, while 

in the IGS respondents are asked to recall their donations during a household 

interview. To the extent that respondents have trouble in remembering what 

contributions they have made this may create a downward bias in the IGS data. 

Finally, the FES collects information about donations over a two week period while 

the IGS uses a monthly period. It is possible that the use of a longer recall period may
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lead to ‘telescoping1 effects in the IGS, whereby respondents erroneously ascribe 

donations from the more distant past to the survey period. This would tend to inflate 

the donations measure obtained from the IGS and would consequently offset the 

earlier problem associated with imperfect recall.

Comparing summary statistics from the FES and IGS for 1993 it becomes possible to 

gauge the relative magnitude of these effects. The IGS records participation rates that 

are very much higher than the FES—77.5% versus 29.1%—which is probably a 

reflection of the longer survey period and also the wider definition of charitable gifts. 

However, in terms of the average weekly donations recorded the FES gives slightly 

higher values than the IGS—£4.11 per week versus £3.46 per week. Although in 

terms of the median this ranking is reversed—£1.50 per week in the IGS and £1.23 

per week in the FES.

The IGS is unique in the richness of the information it contains about philanthropic 

behaviour. In the case of non-tax-efficient giving, the survey records the number of 

times individuals gave to charity and the cash sum donated. For tax-efficient giving, 

the survey records whether or not a respondent is aware of the opportunity to give 

through one of the government's three schemes (Deeds of Covenant, Gift Aid and 

Payroll Giving; see Table 2), and if so how much they have given through each of 

these three methods. In the case of volunteering, the survey records the number of 

hours an individual has volunteered. This information on philanthropic behaviour is 

complemented by extensive information on individual attitudes as well as 

socioeconomic characteristics.

4.2 Construction of price variables

In order to estimate the theoretical model developed above, it is necessary to develop 

empirical analogues to the three price variables that have been identified.
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4.2.1 Efficiency-price

The efficiency-price variable presented in equation [5] above, and repeated below, is 

based on the parameter a  which represents the proportion of a charity’s income which 

is diverted into administrative expenditures. Since the IGS does not contain 

information on the precise charity to which a particular respondent contributes, it is 

not possible to ascertain the objective value of a , which would (otherwise) be 

retrievable from charity accounts.

[5’] Pe,=
1 - a ;i /

However, the IGS does collect data on the subjective value of (1-a), by explicitly 

asking respondents: “For every £1 you give to charity, how much do you think gets to 

the needy cause?” This subjective value is—in fact—more helpful for the construction 

of the corresponding price variable, than the objective value would have been. This is 

because it seems likely that many donors are uninformed as to the true value of a, 

thus their behaviour will in all probability be guided more by their perceptions of this 

price variable than by what it actually is.

Figure 4.1 illustrates the percentage frequency distribution of the efficiency-price 

variable. The modal value of the distribution lies in the 1.5 to 2.0 range, indicating 

that more than a third of respondents believe that administrative expenditures absorb 

between 25% to 50% of each pound donated. It is striking that as many as 15% of 

respondents believe that the efficiency-price is greater than 4, or in other words that 

administrative expenditures absorb more than 75% of each pound donated.

2 2 5



Lnapter fo u r frice-responsiveness

Figure 4.1: Percentage frequency distribution of efficiency-price (£)
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These subjective assessments indicate a considerable degree of scepticism about the 

efficiency of voluntary organisations. However, the reality is more favourable than 

respondents seem to imagine. During the period of the early 1990s covered by the 

survey, the largest UK charities14 were allocating on average no more than 15% to 

expenditures such as administration and fund-raising which do not contribute directly 

to the good cause.

4.2.2 Tax-price

Turning to the tax-price defined in equation [6] above, and repeated below, the 

Individual Giving Survey does not contain information about a respondent’s marginal 

income tax band (ju). However, the survey does include many of the underlying 

variables which determine an individual’s income tax position, such as personal 

income, household income, age, marital status, and single parent status. On the basis 

of these variables and guided by the tax rules for the relevant period, it is possible to 

create a simple algorithm which allocates respondents to a particular marginal income 

tax band15,16.

[6’]

An important issue in the modelling of charitable giving raised by Reece & Zieschang 

(1985) is the possibility that the tax band variable is endogenous with respect to the 

size of the cash donation. A common way of circumventing this problem in the 

literature has been to calculate the tax band either before or after the cash donation has

14 Strictly speaking, the Top 500 Fund-Raising Charities as defined by the Charities Aid Foundation.

15 The only area o f uncertainty in the application o f this algorithm surrounds the allocation o f the 
married person’s allowance between partners. The algorithm worked on the assumption that if  the 
respondent’s personal income accounted for more than half o f overall household income, then he or 
she would receive the full married person’s allowance, and vice versa.

16 The accuracy of the tax band algorithm was tested by applying it to data from the FES for the same 
period, which contained information on exact marginal income tax bands calculated by the Institute for 
Fiscal Studies (IFS) Tax and Benefit model (Giles & McCrae, 1995). The algorithm was found to have 
a 72% success rate in predicting the exact tax band for the FES data. Where the algorithm failed in 
correctly predicting the tax band, it was found to err on the side o f over-prediction. This is reflected in 
the higher mean level o f the tax band predicted by the algorithm (19.8%), relative to the mean o f the 
true tax band (14.5%). The correlation coefficient between the predicted and true tax bands was 0.66.

2 2 7



\*n u [jicr r u u r rrice-respunsi venezz

been made (known as the first-dollar and last-dollar approaches respectively). This 

approximation introduces inaccuracies to the extent that the subtraction of the 

donation alters the tax band into which the individual falls.

Given the relatively small extent of tax-efficient giving in the UK, this problem is 

unlikely to be of great significance in the present context. Notwithstanding, following 

Jones & Posnett (1991b), it was deemed prudent to individually examine each case of 

tax-efficient giving with a view to establishing whether or not the donation altered the 

individual’s tax band. Of the 189 cases examined, only in one instance did the 

subtraction of the donation lead to an alteration of the tax band. This result can be 

explained by the relatively small magnitude of tax-efficient donations combined with 

the relatively wide bands that make-up the British income tax system. Based on these 

findings, it would appear to be defensible to treat the tax band (calculated prior to the 

deduction of charitable donations) as an exogenous variable for the purposes of the 

empirical analysis.

As in the case of the efficiency-price, it is once again legitimate to raise the question 

of potential divergence between the objective tax-price ( 1 - j l i ),  and that actually 

perceived by the survey respondents. The IGS reveals that only 70% of the population 

are actually aware of the opportunity to give tax-efficiently. On these grounds, it 

would seem appropriate to use a subjective tax-price in preference to an objective one. 

This is constructed by replacing the true marginal income tax band (ju) with a value of 

zero, for those respondents who are unaware of the opportunities for tax-efficient 

giving. This adjustment raises the average tax-price in the sample from 0.83 to 0.87.

Figure 4.2 presents the percentage frequency distribution of the tax-price variable, 

which indicates that about half of the sample face a tax-price of unity and thus have 

absolutely no incentive to give tax-efficiently. The next largest group, representing 

40% of the total, face a tax-price of 0.75 corresponding to the standard income tax 

band. Fewer than 5% of the sample face the lowest tax-price of 0.6 corresponding to 

the higher rate income tax band.
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Figure 4.2: Percentage frequency distribution of tax-price (£)
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4.3.3 Time-price

The time-price variable was first defined in equation [7] above, and is repeated below. 

In order to quantify this variable it is necessary to have a measure of the net hourly 

wage rate of each respondent together with the full hourly labour cost to the charity of 

replacing the volunteer with a paid employee.

V ’] p„ =

Unfortunately, the IGS does not contain information on the net hourly wage rage. 

Consequently this variable had to be imputed from the FES, following the method of 

complementary datasets used by Arellano & Meghir (1992). The approach relies on 

the existence of a set of common explanatory variables between the FES and the IGS 

( x f e s  =  x i g s )> which can be used in a regression model to explain the net hourly wage in 

the FES (see equation [35]). From the resulting coefficients J3FES, a fitted net hourly 

wage variable can be constructed for the IGS using the common explanatory variables 

(see equation [36]).

FES

A  FES

[36] [ { X - r ^ r  = 4 GS P

A selectivity model was used to estimate the logarithm of real net wages in 

recognition of the fact that the observed distribution of wages will be biased by self

selection into the labour market (Gronau, 1974; Heckman, 1974, 1979). The choice of 

specification, was guided by the extensive literature on labour market participation 

and wage determination (Cogan, 1981; Manning et al., 1987; Mroz, 1987), subject to 

constraints on the availability of common explanatory variables between the two 

datasets. The models are identified by means of exclusion restrictions on marital 

status, single parent status, and presence of pre-school children in the household.
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Figure 4.3: Percentage frequency distribution of time-value price (£)
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These variables are thought to be important in explaining labour market participation, 

but to have no influence over the wage rate. Following usual practice, the model was 

estimated separately for males and females, using maximum likelihood techniques. A 

full account of the estimation and imputation of the net hourly wage rate is provided 

in Appendix 2 to this chapter.

The predictive power of the model was tested by examining the correlation between 

the actual and fitted wage variables in the FES. The correlation coefficients were 

found to be 0.41 for males and 0.36 for females. On average, the fitted wage variable 

tends to under-predict the true variable by £0.87 per hour for males and £0.77 per 

hour for females. As might be expected, the range of variation exhibited by the fitted 

wage is considerably narrower than that found in the original wage variable, 

illustrating the difficulty of modelling outliers in the data. Overall, this performance 

is thought to be adequate for the purposes of imputation, subject to the caveat of 

under-prediction. The fitted wages imputed for the IGS, are found to be almost 

identical on average to the fitted wages found for the FES.

Attention now turns to the estimation of the full hourly wage cost that a charity would 

face if it were to replace volunteers with employees; that is the parameter u. Here the 

IGS is helpful in providing a detailed taxonomy of volunteer activity between 12 

specific types of activities. Fortunately, it proved possible to match-up these volunteer 

activities with specific occupational categories from the New Earnings Survey (NES), 

thereby making it possible to identify the gross mean hourly wage that would have to 

be paid to an employee to perform the same tasks.

Full details of the resulting gross hourly wage estimates for males and females 

undertaking different types of volunteer activity in each of the years 1991-93 are 

provided in Appendix 3. The variation in u was found to be substantive between 

different types of volunteers, ranging from £5.00 per hour for providing transportation 

services to £14.00 pounds per hour for fund-raising and managerial activities.

232



K^nupier r v u r

A final step is to adjust these gross wage estimates for the effect of the non-wage 

labour mark-up (#). The Labour Cost Survey (Janes & Roberts, 1990), which collects 

information on the balance of wage and non-wage labour costs in a variety of different 

sectors, reports an average value of 0 of 20% for service industries at the start of the 

decade. Consequently, this value was used to apply a non-wage labour cost mark-up 

to the gross hourly wage rates derived from the NES (Department of Employment, 

1991,1992, 1993).

An important limitation of the methodology used to derive the price of time is that the 

parameter u is only observed for those who actually participated in volunteering. The 

reason being that in order to calculate u for the whole sample, it would be necessary 

to know what kinds of activities the non-volunteers would have undertaken had they 

engaged in volunteering.

Figure 4.3 summarises the percentage frequency distribution of the price of time fo r  

those who volunteer. The first point to note is that the estimates are extremely low in 

absolute value, a result that reflects the under-prediction of the imputed net hourly 

wage noted above as well as the presence of the tax wedge. However, even if the net 

hourly wage rate is multiplied by a factor of three (which is undoubtedly a gross 

overestimate of the degree of under-prediction) the average price of time among 

volunteers remains low in absolute value, rising from £0.16 per hour to £0.62 per 

hour. Moreover, the proportion of volunteers which face a time-price in excess of 

unity rises only slightly from 2.4% to a mere 12.4%.

Whatever the true absolute level of the time-price of volunteering, Figure 4.3 remains 

informative in illustrating the relative level of this price among volunteers. In 

particular, there is a noticeable skew in the distribution of the price of time towards 

the lowest values which provides some evidence that participation in volunteering 

may be price sensitive.
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4.3 Analysis of price variables

Before proceeding to estimate a full econometric model of philanthropic 

contributions, it is helpful to analyse some of the broad patterns discernible in the 

data. To this end, Table 4.1 presents percentage participation rates for different types 

of philanthropic contributions at different levels of the three price variables developed 

above. Table 4.2 does the same for the mean level of the philanthropic contributions 

in each category.

What is immediately striking about Table 4.1 is the presence of a clear negative 

mono tonic relationship between price levels and participation rates. The strongest 

relationship between price and participation is found in the case of non-tax-efficient 

giving, but the effect on volunteering is also quite strong.

This relationship, which applies to all three of the price variables for all three types of 

charitable contributions, provides prima facie evidence of price responsiveness in 

philanthropic behaviour. However, particularly in the case of the tax-price, it is also 

possible that this pattern of results may simply be picking-up an income effect rather 

than a price effect, since those in higher incomes will tend to face a higher marginal 

income tax band. Thus a firm conclusion on price responsiveness must await the 

results of multiple regression that controls for factors such as income.

Since all types of charitable contributions are subject to the efficiency-price, it is not 

so surprising that participation rates should be negatively associated with this 

variable. However, it is less clear why non-tax-efficient giving or volunteering should 

be negatively correlated with the tax-price or why either form of monetary giving 

should be negatively correlated with the price of time. One possible explanation is 

that there may be complementarity between these different types of philanthropic gifts 

which is showing-up as a negative cross-price effect (Dye, 1980; Brown & Lankford, 

1992). Another possibility, as noted above, is that the tax-price variable is closely 

correlated with other factors that drive philanthropic participation, for example 

income.
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Table 4.1: Philanthropic participation rates against different price variables (%)

non-tax-efficient giving tax-efficient giving volunteering

Efficiency-price 
■ 1.0-1.5 83.33 17.76 35.30
■ 1.5-2.0 80.22 9.84 24.94
■ 2.0-4.0 75.83 5.35 24.61
■ >4.0 69.22 7.58 21.84

Tax-price 
■ 0.60 90.70 27.27 50.00
■ 0.75 87.21 21.07 34.40
- 0.80 85.96 7.89 28.95
■ 1.00 73.13 174.81 20.12

Time-price 
■ <1 91.14 21.00 18__

- >1 72.25 7.91 ---

Overall 76.64 10.60 26.43

17 Strictly speaking there should be no participation in tax-efficient giving among those who face a tax- 
price of unity, because they correspond to the zero marginal income tax band. The fact that a small 
positive participation rate is found in this category reflects the fact that the marginal income tax band 
was not reported in the data set but rather had to be imputed by means of simulation. The simulation 
process is evidently subject to some error, and consequently it is highly probable that these people do 
not in fact face a tax-price o f unity.

18 Since the time-price variable is observed only for volunteers the participation rate for volunteering 
against the time-price cannot be calculated.
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Table 4.2: Mean philanthropic contributions against different price variables

non-tax-efficient giving 
(£/month)

tax-efficient giving 
(£/month)

volunteering
(hours/month)

Efficiency-price 
■ 1.0-1.5 14.97 13.50 16.48
■ 1.5-2.0 12.18 8.64 12.50
■ 2.0-4.0 9.17 8.90 16.86
■ >4.0 12.05 10.67 17.99

Tax-price 
■ 0.60 21.08 14.43 15.21
- 0.75 13.21 9.51 16.63
- 0.80 13.02 9.38 16.77
- 1.00 8.84 13.32 12.56

Time-price 
■ <1 19.67 12.89 16.21
■ >1 9.54 9.93 13.51

Overall 12.48 11.27 15.94
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Table 4.3: Overall price levels for different types of philanthropic contributions (£)

non-tax-efficient giving tax-efficient giving volunteering

Contributors
■ mean 3.44 2.12 0.50
■ median 2.00 1.25 0.14

N on-contributors
■ mean 5.55 3.28 19___

■ median 2.00 2.00 ---

Overall 3.89 3.12 0.50

19 Since the time-price variable is observed only for volunteers it is not possible to calculate the price of 
volunteering faced by non-contributors.
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Table 4.2 presents a parallel set of results for the mean philanthropic contribution. 

Although there is some evidence here of a negative correlation between price levels 

and the size of the philanthropic gift, particularly in the case of the time-price, the 

effect is far less clear than what was observed in the case of participation rates.

Finally, Table 4.3 compares the overall price levels for each of the three types of 

charitable giving between those who contribute and those who do not. It is important 

to clarify that these overall price levels do not correspond exactly to the efficiency, tax 

and time-price variables considered above. While the overall price for non-tax- 

efficient giving is indeed equivalent to the efficiency-price variable, the overall price 

for tax-efficient giving is the product of the efficiency-price and the tax-price, while 

the overall price for volunteering is the product of the efficiency-price and the time- 

price. The overall prices thus capture the combined effect of the three specific price 

variables on each of the philanthropic activities.

There are a number of interesting points to note. First, even subject to the caveat of 

under-prediction, volunteering appears to be substantially cheaper than either form of 

monetary giving. Second, tax-efficient giving is (unsurprisingly) substantially cheaper 

than non-tax-efficient giving. Third, for both types of monetary giving, contributors 

face price levels that are substantially lower than non-contributors.

As noted in the theoretical discussion, the coexistence of different forms of 

philanthropy with diverging prices could be explained in terms of differences in the 

size of the ‘warm glows’ that people receive from these different types of 

contributions. On the basis of these overall price variables it becomes possible to 

quantify the magnitude of this differential. For example, the mean price differential 

between tax-efficient and non-tax-efficient giving for those who undertake both 

activities is found to be as high as £0.45 per pound contributed, suggesting that the 

‘warm glow’ may account for nearly a third of the benefit received by the donor.
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An alternative explanation is that there may be certain constraints that prevent donors 

from undertaking further substitution from high cost to low cost types of 

contributions.

In the case of volunteering, restrictions on the availability of time would be one 

obvious explanation of why philanthropists do not take greater advantage of this low 

cost form of philanthropy. However, an exploration of the data provides only mixed 

support for this hypothesis. Participation in volunteering is indeed higher among part- 

time workers than full-time workers, particularly for women where the figures are 

37.5% versus 27.4%. However, participation is actually lower among those who are 

not in employment than among those who are, both for men and women. As regards 

the hours volunteered, there is evidence that men in full-time employment contribute 

fewer hours (less than 15 hours per month) than men who are not in full-time 

employment (who volunteer more than 20 hours per month). However, there is no 

such effect for women.

In the case of tax-efficient giving it may be that the transactions costs associated with 

participating in one of the government’s special schemes (see Table 2.2) are so 

substantial as to deter participation. Some support for this hypothesis comes from 

comparing the size of average monthly gifts made by each method (where average 

monthly gifts are defined as the mean of monthly giving divided by the number of 

gifts made each month). The average tax-efficient gift, at £8.06, is substantially larger 

than the average non-tax-efficient gift, which is only £2.95. This pattern suggests that 

only when donors want to make relatively large contributions does it become worth 

their while to incur the transactions costs associated with tax-efficient giving.
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5. Empirical Results

5.1 Coefficient estimates

This section presents the results of estimating the demand functions defined in 

equations [15] to [17], using the selectivity specification described above.

C15’] S n i ~ S n m i9
'  i  A

\ l ~ a i j v

t 16’] Sn ~ S t m i9
(1+ 5 )'v

;c,

[17’] v,. = v m t ,
1 "

(l + 5)u^

The demand for charitable contributions of time and money is specified as a function 

of prices20 and income, conditioned on a range of socioeconomic characteristics such 

as age, birth year, education, employment status and region. The reason for including 

age and birth year separately is to be able to distinguish between pure age effects and 

cohort effects. This is one of the advantages of having repeated cross-sections of data 

over a series of years.

Table 5.1 presents the coefficient estimates for the single selectivity model of 

volunteering under two alternative specifications. In the first case the price and 

income variables are entered as levels, while in the second case they are entered as 

logarithms. The dependent variable in both cases is the logarithm of the hours 

volunteered during the monthly period covered by the survey. A dummy variable 

capturing the presence of school-aged children in the household is used to identify the
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selectivity term. The reasoning behind this is that many voluntary activities are 

organised in and around schools, suggesting that parents of school-aged children are 

more likely to become involved.

The pattern of results is very similar across the two specifications. However, the value 

of the maximised log-likelihood function is substantially higher for the log-log 

specification.

In the participation equation, the price and income variables are statistically 

significant with the expected signs. Other variables found to be positively associated 

with volunteering are age, education and the presence of school-aged children in the 

household. The greater participation of older people, may reflect the fact that many of 

them are retired and thus have more time available. Birth year is found to be negative 

and significant indicating that younger generations are less inclined to participate in 

volunteering. It is perhaps surprising that neither full-employment status nor gender is 

found to have a significant effect on participation in volunteering.

20 The efficiency price and tax-price terms appear in both the giving and volunteering models. The time 
price terms, however, only appear in the continuous portion o f the volunteering model. The reason is 
that the replacement wage is only observed for those who actually participated in volunteering.
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In the contribution equation22, the time-price variable has been disaggregated into its 

two constituent components—the net hourly wage and the (inverse of) the 

replacement wage—so that the corresponding impacts can be separately identified. 

The only economic variable which proves to be significant in explaining the hours 

supplied by volunteers is the inverse of the replacement wage, indicating that the 

volunteer labour supply responds positively to the opportunity to participate in 

relatively high productivity tasks. As might be expected, employment status has a 

significant negative effect on the number of hours volunteered, reflecting the fact that 

those who work have fewer hours available for other activities. As well as being more 

likely to participate in volunteering, the results show that older people also tend to 

supply a larger number of volunteer hours.

Table 5.2 presents a similar set of results for aggregate monetary donations, without 

distinguishing between tax-efficient and non-tax-efficient gifts, and in this sense is 

comparable to the earlier UK literature on giving (Jones & Posnett, 1991a,b; Banks & 

Tanner, 1997). These selectivity models are identified by a variable that captures the 

importance of religion to the respondent23, since it is thought that religious beliefs are 

likely to be correlated with altruistic preferences and hence could explain participation 

in philanthropic giving (Smith et ah, 1995).

Both the efficiency and tax-price variables are found to have a significant impact on 

participation, in spite of the fact that most of the donations are non-tax-efficient. This 

is in common with earlier studies. Participation is also positively associated with 

higher income. Turning to the socioeconomic factors, giving was found to be 

significantly more likely among the highly educated and among women. Although in 

contrast to volunteering, there is a negative effect attributable to age. Combined with 

the negative coefficient on birth year, this suggests that—controlling for generation—

22 The standard errors o f the variables in the contribution equation have not been corrected for the 
presence o f a generated regressor—the net hourly wage imputed from the FES— are consequently 
subject to some inaccuracy. However, such corrections do not typically have a substantial effect on the 
magnitude o f the standard errors (Pagan, 1984).

23 Respondents were presented with the statement ‘Religion is very important in my life’ and were 
asked to what extent they agreed or disagreed with it. The answers are recorded on a five point Likert 
scale, ranging from -2  (strongly disagree) to +2 (strongly agree).

246



i^napier to u r rrice-responsiveness

people give less money as they grow older. However, older generations tend to be 

more generous than younger generations. Finally, the variable capturing religious 

beliefs is statistically significant and positively associated with participation.

Turning to the contributions equation, both income and the efficiency-price continues 

to be statistically significant with the expected signs. The positive coefficient on birth 

year indicates that, although younger generations are less inclined to give to charity, 

the gifts that they do make tend to be larger than those of older generations.

The following two Tables 5.3 and 5.4 present separate selectivity models estimated 

for tax-efficient and non-tax-efficient giving respectively. Across the board, there 

seem to be a larger number of variables that are statistically significant in explaining 

behaviour for tax-efficient giving than in explaining behaviour for non-tax-efficient 

giving. Most of the variables carry the same signs for both types of giving. However, 

it is noteworthy that participants in tax-efficient giving tend to be older and male, 

while participants in non-tax-efficient giving tend to be younger and female. Whereas 

the older generations are more likely to participate in non-tax-efficient giving, tax- 

efficient giving does not appear to exhibit any generational bias. It is not surprising to 

find a positive association between tax-efficient giving and employment status. In part 

this reflects the opportunities that exist to give tax-efficiently through the employer’s 

payroll. Although, since most of the tax-efficient gifts recorded in the dataset are 

through covenant, it may have more to do with the greater income security of the 

employed which allows them to make longer term commitments to charitable giving.

A curious result obtained for tax-efficient giving is that the coefficient on the 

efficiency-price variable becomes significantly positive in the contribution equation. 

This suggests that while perceived inefficiency deters participation, among those who 

contribute perceived inefficiency tends to lead to higher donations, perhaps as a 

means of compensation for the diversion of funds to non-philanthropic activities24.

24 However, it is important to note that while theory predicts that quantity demanded should be 
negatively related to price, it makes no such prediction for expenditure. Indeed, if  the quantity 
demanded is price inelastic, expenditure could be expected to rise when prices rise. In the case of
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However, on further reflection, this result is not as curious as it initially seems. It is 

important to note that while theory predicts that quantity demanded should be 

negatively related to price, it makes no such prediction for expenditure (Flores & 

Carson, 1995). Indeed, if the quantity demanded is price inelastic, expenditure could 

be expected to rise when prices rise. In the case of monetary gifts, there is some 

ambiguity as to whether the dependent variable refers to a quantity demanded or a 

total expenditure. In a model of pure altruism, the relevant quantity is the quantity of 

the public good supplied and in this case the donations equation is clearly an 

expenditure function. In a model of pure self-interest, where the ‘warm glow’ of 

giving is directly proportional to the sum given, then the donations equation is a 

function for quantity demanded. Thus, where impure altruism is at work, a 

combination of both effects is present.

As a general comment, it is important to note that the results of the overall giving 

model are not merely an average of those obtained for the separate models estimated 

using tax-efficient and non-tax-efficient giving alone. The reason is that these two 

different types of giving are not mutually exclusive, with a significant proportion of 

the sample participating in both types of philanthropic contributions. Consequently, 

the aggregate model is capturing the effect of the different parameters on the tendency 

tc give both tax-efficiently and non-tax-efficiently.

Ir. order to gauge the impact of using the subjective tax-price variable advocated in the 

present study—as opposed to the objective tax-price variable used in the earlier 

lherature—the above models were re-estimated using an objective tax-price. In all 

cases, the use of the objective tax-price substantially reduced the statistical 

significance of the variable but did not otherwise materially affect the pattern of 

results obtained.

monetary gifts, there is some ambiguity as to whether the dependent variable refers to a quantity 
donanded or a total expenditure. In a model of pure altruism, the relevant quantity is the quantity of 
the public good supplied and in this case the donations equation is clearly an expenditure function. In a 
rrodel of pure self-interest, where the ‘warm glow’ of giving is directly proportional to the sum given, 
then the donations equation is a function for quantity demanded. However, where impure altruism is at 
w>rk, a combination o f both effects are present.

248



\_snuyiC'/ a u u i  a

The final rows of Tables 5.1 to 5.4 provide the results of the specification tests for that 

were described in Section 3.2 above. As noted before, the null hypothesis of no 

selectivity effect is equivalent to a coefficient on the parameter ‘tanrho’ that is not 

significantly different from zero25. The results show that this coefficient is not 

significantly different from zero for the volunteering models, suggesting that there is 

no clear selectivity process at work there. However, the corresponding coefficients are 

always statistically significant for the giving models, whether at the 90% or 95% 

level. A counter-intuitive result for the giving models is that the parameter p  is always 

found to be negative for the giving models, which indicates that the contributions 

made by those who select into philanthropic activity are smaller than the contributions 

that would have been made by those who do not select into philanthropic activity. A 

possible explanation for this result is the ommission of an important variable from 

these models. This explanation will be borne out by the results presented in Chapter 

Five below, where the inclusion of a variable typically overlooked in the literature— 

that of fund-raising approaches—serves to eliminate this problem.

The results for the ‘RESET’ test of normality are also reported in the lower part of 

Tables 5.1 to 5.4. Most of the test statistics reported are well below the critical value 

of 7.8 for the chi-squared distribution with three degrees of freedom at the 95% level 

of significance, indicating that the null hypothesis of normality cannot be rejected. 

The exceptions are the two models reported for non-tax-efficient giving, where the 

hypothesis can only be accepted at the 99.5% significance level. Due to convergence 

problems it was not possible to perform the test for the models of tax-efficient giving.

Finally, the results of the tests for homoscedasticity indicate that in most cases it is not 

possible to reject this hypothsis at the 95% level of significance. The test statistics

25 The selectivity models were estimated in the package STATA (Version 3.1). The estimation routine 
in this package does not directly estimate the parameter p, but rather its transformation tan(pn/2). In a 
similar fashion, the routine does not directly estimate the parameter cr, but rather its transformation 
ln(o). These transformations extend the range o f the two parameters to infinity in both direction, thus 
avoiding boundary problems during the maximisation process. Although the actual values of p  and cr 
can be readily recovered by a process o f transformation, hypothesis tests are equivalently and more 
readily conducted on the transforms tan(pjz/2) and ln(o) for which standard errors are directly reported 
by the package.
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reported in the table are all well below the corresponding critical value for the chi- 

squared distribution with 13 degrees of freedom, which is 22.4. The two exceptions 

are the models for tax-efficient giving. In the case of the log-linear specification it is 

possible to accept the hypothesis only at the 99% level of confidence, while for the 

log-log specification the hypothesis must be rejected at any confidence level.

5.2 Elasticities

The price and income elasticities (77) implicit in the model coefficients reported above 

are calculated and presented in Table 5.5. Separate elasticities are calculated for the 

participation decision (see equation [37]) and the level of contributions (see equation 

[38]). Finally, an overall elasticity estimate takes into account the combined effect of 

price and income variables on participation and contribution (see equation [39] 

reproduced from Greene, 1991). The equations give the formulas for the log-log 

specification, which can be adapted with minor changes to the log-linear specification.

[37] rip = PPl(w ,r)

[38] Vc = Pc

[39] n0 =Pc~ PpP°u [Mwirf +

Ir. general terms, philanthropic behaviour is inelastic with respect to income and price, 

since the vast majority of the overall elasticities are well below one in absolute value. 

Although some price elasticities in excess of unity are to be found, particularly in the 

cese of tax-efficient giving.

Tie own tax-price effect for tax-efficient giving is found to be of the order o f -0.55. 

ViTiile the own price elasticity of volunteering with respect to the productivity of 

volunteer time is estimated to be of a similar size, -0.55. The cross-tax-price effect for 

volunteering is somewhat larger, lying in the range -0.5 to -0.9. The negative sign for
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this effect is indicative of complementarity between tax-efficient giving and 

volunteering. The cross tax-price effect between tax-efficient giving and non-tax- 

efficient giving is very much smaller at around -0.14, with the negative sign once 

again indicative of complementarity.

The efficiency-price elasticities are found to be very sensitive to functional form, 

yielding much higher values for the log-linear specification than for the log-log 

specification. For non-tax-efficient giving, the efficiency-price elasticity is estimated 

in the range -0.25 to -0.75, while in the aggregate giving equation the range rises 

from between -0.40 to -1.40. For the case of tax-efficient giving, the efficiency-price 

has conflicting effects on participation and contribution, with the positive effect 

dominating in the overall elasticity. Finally, it is interesting to note that the efficiency- 

price elasticities are more negative than the tax-price elasticities in the case of non- 

tax-efficient giving, but less negative in the case of volunteering and tax-efficient 

giving.

The overall income elasticity of aggregate giving is estimated at just below 0.30. The 

disaggregated models show that the income elasticity of tax-efficient giving at around

0.29 is substantially larger than the income elasticity of non-tax-efficient giving at 

around 0.14. However, the overall elasticity of volunteer labour supply with respect to 

income is found to be close to zero. Thus, in general, income elasticities are 

substantially lower than price elasticities.
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These results can be related back to the concepts of ‘treasury efficiency’ and 

‘neutrality’ developed by Barrett (1991) and defined in the introduction to this 

chapter. The finding that the tax-price elasticity of giving generally exceeds the 

income elasticity indicates that an increase in the marginal tax rate will be ‘non- 

neutral’, generating a positive net impact on donations. The reason is that the positive 

incentive arising from a lower tax-price is large enough to outweigh the reduction in 

giving that arises from a reduction in net household income. However, this same 

increase in the marginal tax rate will not be ‘treasury efficient’. This is because 

donations are inelastic with respect to the tax-price, so that the additional donations 

resulting from the lower tax-price will not be large enough to offset the resulting loss 

of revenue to the treasury. Consequently, the overall supply of public goods (those 

provided by charities plus those provided by the state) will fall.

Finally, the results obtained raise an important concern about equity. Given that the 

tax system is broadly progressive, whereas the income elasticity of voluntary 

contributions is well below unity, a switch in government policy away from direct 

grants to voluntary organisations and towards enhanced fiscal incentives for giving, 

will tend to be regressive in its distributional impact.
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6. Conclusions

This paper has identified three concepts of price which are relevant in studying the 

economic aspects of philanthropic behaviour—the efficiency-price, the tax-price, and 

the time-price. Furthermore, it was argued that these price variables should ideally be 

measured in subjective rather than objective terms, that is taking into account the 

effect of donor perceptions. The data indicated that the perceived efficiency-price of 

contributions is comparatively high, while the time-price among those who undertake 

volunteering is comparatively low.

For the first time in the UK literature, separate selectivity models were estimated for 

tax-efficient and non-tax-efficient giving, as well as for volunteering. This was done 

using a unique data source that provides the necessary breakdown of contribution 

across different modes and is made-up of repeated cross-sections of data over a period 

of significant reform to the British tax system. Another innovative feature of the 

analysis, was the ability to measure prices as they are perceived by the public, thereby 

taking into account the problem of imperfect information. As a consequence, the study 

provides some clear lessons for the tax treatment of philanthropic contributions.

First, the analysis revealed a number of reasons to believe that tax-efficient giving is 

performing well below its potential. The most basic finding was that nearly 30% of 

the sample—and more pertinently about a quarter of all tax-payers in the sample-were 

unaware of the existence of schemes for making tax-efficient charitable donations. 

Even among those that were aware of these opportunities, participation was little over 

10% of the sample, as compared with nearly 80% who gave non-tax-efficiently. 

Moreover, more than 80% of those who gave tax-efficiently continued to make non

tax-efficient gifts, at an average price premium of £0.45 per pound of contributions.

There was some evidence to suggest that this situation may be partly attributable to 

the higher transactions costs associated with making tax-efficient gifts, in asmuch as 

tax-efficient gifts are on average more than three times the size of non-tax-efficient 

gifts. Additional transactions costs are created by the relatively restrictive rules that
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govern the various schemes for tax-efficient giving. Another possible explanation was 

that non-tax-efficient giving provides donors with a greater reward in terms of ‘warm 

glows’.

These findings suggest that there is considerable scope for raising the profile and 

increasing the attractiveness of tax-efficient philanthropy. Charities might be able to 

do this by giving greater publicity to this method of giving, and perhaps greater 

recognition to those who elect to give in this way. Furthermore, it should be possible 

for the government to find ways of reducing the transactions costs of tax-efficient 

donations. An interesting example of a charity-led initiative for doing precisely that is 

the Charities Aid Foundation charity account, introduced in 1994, just after the period 

studied in this survey26.

In addition, the finding that tax-price elasticities are in general higher than income 

elasticities provides comfort to charities that fiscal incentives do indeed have a net 

positive effect on the overall volume of contributions. However, the fact that tax-price 

elasticities were found to be consistently below unity indicates that fiscal incentives 

for philanthropic giving come at the expense of reducing the overall supply of public 

goods produced in aggregate by the public and charitable sectors. This result clearly 

reduces the attractiveness of such fiscal incentives from the government’s point of 

view, and suggests that direct grants may be a more efficient means of lending public 

sector support to voluntary organisations.

The findings of the study also suggest that the other concepts of price, which fall more 

directly within the influence of charity fund-raisers, may actually be at least as 

important as the tax-price in terms of the magnitude of their impact on philanthropic 

behaviour.

26 The Charities Aid Foundation charity account works in the following way. Donors make payments 
into their account using one o f the government’s tax-efficient schemes, with the tax rebate being paid 
directly into the account. They are subsequently at liberty to distribute the resulting balance to any 
number of charities. As a result they obtain the benefits o f tax-efficient giving, without having to incur 
the associated transactions costs every time they give to charity. Furthermore the restrictions about the
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In particular, it was found that all types of philanthropic contributions are significantly 

affected by the level of charity efficiency suggests that improvements in this 

parameter will yield dividends in terms of increased donations. Given the finding that 

donors systematically tend to underestimate the efficiency with which charities 

convert monetary contributions into ‘good works’, it may be more attractive in the 

first instance for charities to concentrate on bringing donor perceptions of efficiency 

more closely into line with reality—by means of publicity campaigns—than to bring 

about genuine improvements in the underlying level of efficiency.

Furthermore, the fact that the supply of volunteer labour is positively related to the 

productivity of the activities undertaken by volunteers, suggests that it may be 

possible to increase the number of volunteer hours by paying more careful attention to 

the nature of volunteering opportunities and in particular by ensuring that these 

include a greater number of relatively high value activities.

Finally, while the Individual Giving Survey data has been helpful in overcoming some 

of the problems inherent in earlier empirical work based on the Family Expenditure 

Survey or Inland Revenue data, future survey work should aim to be more rigorous in 

collecting the information required to construct the various price variables developed 

in this chapter.

In particular, there is a need for more accurate measures of the price of time. This 

would not only entail eliciting direct information about net hourly wages, but also 

obtaining more accurate estimates of the opportunity cost of time for those 

respondents for whom paid employment is not the most relevant alternative activity. 

Finally, it would be desirable to build upon the method developed here for estimating 

the productivity of time spent in volunteering, or—more challengingly—the time that 

would have been spent in volunteering by those that did not choose to volunteer

magnitude or continuity o f tax-efficient gifts apply only to the payments originally made into the 
account, but not to the payments subsequently distributed from the account.
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Appendix 1

Summary of Changes to Tax Allowances During the Study Period (£)

1990/1 1991/2 1992/3 1993/4

overall 
nominal 

growth rate

overall 
real 

growth rate

Allowances for under 65 s
■ single person 3,005 3,295 3,445 3,445 14.6% 3.0%
■ married couple 1,720 1,720 1,720 1,720 0.0% -11.6%

Allowances for 65-74 year olds
■ single person 3,670 4,020 4,200 4,200 14.4% 2.8%
■ married couple 2,145 2,355 2,465 2,465 14.9% 3.3%
■ income limit 12,300 13,500 14,200 14,200 15.5% 3.9%

Allowances for over 74s
■ single person 3,820 4,180 4,370 4,370 14.4% 2.8%
■ married couple 2,185 2,395 2,505 2,505 14.6% 3.0%
■ income limit 12,300 13,500 14,200 14,200 15.5% 3.9%
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Appendix 2 

Imputation of the Net Hourly Wage Rate from the 
Family Expenditure Survey to the Individual Giving Survey

This appendix describes in greater detail the methodology used to impute a net hourly 

wage variable to the Individual Giving Survey based on explanatory variables held in 

common with the Family Expenditure Survey.

As noted by Arellano & Meghir, the compatibility of the two datasets to be used for 

this purpose can be assessed in terms of the similarity between the populations from 

which they are both drawn, and the ways in which the common explanatory variables 

are defined. Both the FES and the IGS are based on random samples of the British 

population—although, the FES samples on households and the IGS samples on 

individual adults (with quotas for age, occupational group, sex and region). The 

explanatory variables to be used in the wages model are for the most part 

straightforward socioeconomic and demographic variables which could readily be 

matched-up. Where the two datasets differed in the degree of detail supplied on a 

particular variable, comparable variables could readily be constructed by compressing 

the greater level of detail provided in one or other case.

The full list of explanatory variables used can be inspected in Table Al . l ,  which also 

compares the means of each variable across the two datasets. In most cases, the mean 

levels are very close, suggesting a high degree of comparability between both 

samples. The only slight exception concerns the age distribution of children.

A selectivity model was used to estimate the logarithm of real net wages in 

recognition of the fact that the observed distribution of wages will be biased by self

selection into the labour market (Gronau, 1974; Heckman, 1974, 1979). The choice of 

specification, was guided by the extensive literature on labour market participation 

and wage determination (Cogan, 1981; Manning et a i, 1987; Mroz, 1987), subject to 

constraints on the availability of common explanatory variables between the two
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datasets. The models are identified by means of exclusion restrictions on marital 

status, single parent status, and presence of pre-school children in the household, 

which serve to explain labour market participation. Following usual practice, the 

model was estimated separately for males and females, using maximum likelihood 

techniques. Full results are reported in Table A 1.2.

The choice of specification, was guided by the extensive literature on labour market 

participation and wage determination (Cogan, 1981; Manning et al., 1987; Mroz, 

1987), subject to constraints on the availability of common explanatory variables 

between the two datasets. The models are identified by means of exclusion restrictions 

on marital status, single parent status, and presence of pre-school children in the 

household, which serve to explain labour market participation. The married state is 

found to have a particularly strong (positive) influence on participation for men, while 

for women the strongest (negative) influence comes from the presence of pre-school 

children in the household. Wages themselves, for both genders, are strongly 

responsive to age and education (which enter both quadratically and interacted), with 

evidence of regional differentials—particularly in the Greater London area.

Almost all variables show a very high degree of statistical significance, in excess of 

the 99% confidence level. The selectivity variable is also highly significant, 

supporting this choice of specification. However, the parameter p  was found to be 

below zero for both males and females, which has the counter-intuitive interpretation 

that labour market participation is negatively associated with the net hourly wage. 

This perverse result, which persisted through a number of different model 

specifications, may be attributable to the ommission of an important explanatory 

variable or alternatively indicative of non-normality in the dataset.

The normality assumption underlying the Heckman selectivity model can be tested 

using a RESET procedure (Pagan & Vella, 1989)27. To do this a number of test

27 As pointed out by Pagan & Vella, the RESET test only provides a test o f the normality of the 
marginal density of the binary portion on the model (e,). A test for the normality o f the marginal 
density of the continuous portion of the model («,) is far harder to undertake (Pagan & Vella, 1989),
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variables are constructed, along the lines indicated in equation [Al]. These are 

essentially powers of the predicted values of the continuous part of the model, up to a 

cubic, weighted by the Inverse Mill’s Ratio.

[Al] RESETJ = Z(wir )

These test variables are entered into the linear equation and the model is re-estimated. 

The null hypothesis of normality is represented by the condition that the coefficients 

on all three of these parameters are equal to zero, as stated in equation [A2].

[A2] Preset\ ~ Preset7 ~ Presets ~ ^

The null hypothesis can be evaluated by means of a likelihood ratio test comparing the 

performance of the two models. The likelihood ratio test statistics were found to be of 

the order of 25 for both males and females, as against a critical value of the chi- 

squared distribution of 7.82 with three degrees of freedom. This result leads to a 

rejection of the null hypothesis. However, since failure of the RESET test can be 

caused by numerous forms of misspecification, this cannot necessarily be regarded as 

a violation of the normality assumption.

The predictive power of the model was tested by examining the correlation between 

the actual and fitted wage variables in the FES. The correlation coefficients were 

found to be 0.41 for males and 0.36 for females. On average, the fitted wage variable 

tends to under-predict the true variable by £0.87 per hour for males and £0.77 per hour 

for females. As might be expected, the range of variation exhibited by the fitted wage 

is considerably narrower than that found in the original wage variable, illustrating the 

difficulty of modelling outliers in the data. Overall, this performance is thought to be 

adequate for the purposes of imputation, subject to the caveat of under-prediction. The 

fitted wages imputed for the IGS, are found to be almost identical on average to the 

fitted wages found for the FES.

given that what appears in this equation is not the underlying error term but an artificial error term (v,), 
which is— by construction—non-normal.
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Table Al: Means and standard errors of common explanatory variables between 
the Family Expenditure Survey and Individual Giving Survey

FES IGS
mean std.err. mean std. err.

age 46.06 5xl0'4 45.17 6x10'3
age at which complete full-time education 16.01 3x10‘5 16.00 4x104
residence in Greater London (DV) 0.10 8x1 O’6 0.12 lxlO"4
residence in the South East of England (D V) 0.19 lxlO '5 0.18 lxlO-4
residence in the North o f England (D V) 0.26 lxlO ’5 0.26 lxlO-4
residence in Scotland or Wales (DV) 0.14 9x1 O'6 0.15 lx l  0'4
pre-school children (under 5) present in the household 0.12 9x1 O’6 0.16 lxlO'4
single parent status (DV) 0.07 7x10‘6 0.04 6x10’5
living with partner (married or cohabiting) (DV) 0.70 lxlO '5 0.66 2x1 O'4

number of observations 39,371 3,057

DV - dummy variable
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Table A2: Summary of Heckman selectivity models used to fit net hourly wage

coefficient
males

std.err. t-statistic coefficient
females
std.err. t-statistic

In (net wage) 
age -0.0228 0.0096 -2.382 -0.0675 0.0110 -6.139
age squared -0.0002 0.0001 -4.319 0.0003 0.0001 7.266
age x education 0.0032 0.0005 6.205 0.0033 0.0006 5.782
education -0.9514 0.2571 -3.701 -0.7258 0.2724 -2.664
education squared 0.0281 0.0076 3.716 0.0211 0.0080 2.645
Greater London 0.1985 0.0246 8.075 0.2718 0.0258 10.517
Southeast 0.1180 0.0190 6.207 0.0698 0.0206 3.391
North of England 0.0387 0.0178 2.172 0.0341 0.0191 1.790
Scotland or Wales 0.0551 0.0219 2.513 0.0512 0.0232 2.205
constant 8.8580 2.2013 4.024 7.7156 2.3406 3.296

probit
age 0.1901 0.0126 15.086 0.2077 0.0131 15.898
age squared -0.0019 0.0001 -41.442 -0.0019 0.0001 -39.551
age x education -0.0028 0.0007 -3.989 -0.0043 0.0007 -6.018
education 2.3250 0.3975 5.849 1.0340 0.3660 2.841
education squared -0.0623 0.0118 -5.265 -0.0220 0.0108 -2.028
Greater London -0.0776 0.0379 -2.049 -0.0565 0.0352 -1.607
Southeast 0.0899 0.0306 2.937 0.0598 0.0284 2.110
North of England -0.1208 0.0272 -4.439 -0.0354 0.0257 -1.378
Scotland or Wales -0.1454 0.0332 -4.381 -0.0987 0.0310 -3.186
single parent status 0.0197 0.0396 0.496 -0.4691 0.0325 -14.453
living with partner 0.3987 0.0236 16.892 -0.0376 0.0226 -1.665
pre-school children -0.0747 0.0255 -2.932 -0.4254 0.0212 -20.061
constant -23.2063 3.3582 -6.910 -12.9018 3.1116 -4.146
tanrho -4.2912 0.1962 -21.863 -4.6480 0.2253 -20.634
lnsigma -0.2566 0.0082 -31.364 -0.2436 0.0098 -24.842

rho -0.854 -0.865
sigma 0.7737 0.7838
log-likelihood -19,809.78 -19,120.78
observations 18,737 20,634
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Appendix 3

Construction of Gross Nominal Volunteer Wage-Equivalent for the Individual 
Giving Survey Using New Earnings Survey Data (£)

IGS volunteer 
activity

corresponding NES 
occupational category

1991 
males females

1992 
males females

1993 
males females

fund-raising marketing managers 
(la)

12.84 9.10 13.95 10.23 14.40 10.19

committee
service

charity officials 
(lb)

11.61 5.44 12.84 9.52 13.09 10.01

running
activities

entertainment managers 
(lb)

8.00 5.44 8.42 5.93 8.76 6.26

visiting
people

social workers 
(2d)

8.32 6.93 8.42 7.49 9.23 8.06

advisory work counsellors
(3c)

8.53 7.25 9.48 7.94 8.91 7.92

clerical work clerical occupations
(4)

5.93 5.29 6.34 5.62 6.55 5.86

transportation road transport operatives 
(8b)

4.90 4.17 5.17 4.33 5.26 4.57

other services personal service occupations 
(6b)

6.33 4.50 6.63 4.80 6.87 4.93

representing a 
charity

officials o f charities 
(lb)

11.61 5.44 12.84 9.52 13.09 10.01

producing 
sale items

craft and related occuptions 
(5c)

5.07 3.66 5.36 3.86 5.63 4.20

religious
activities

clergy
(2d)

8.32 6.93 8.71 7.49 9.23 8.06
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Chapter Five Kole of juna-raising

1. Introduction

The charity fund-raiser is a ubiquitous figure in the real world of philanthropic 

finance. Indeed, everyday experience suggests that most philanthropic gifts are made 

in response to some sort of request by a charity fund-raiser.

A number of voluntary sector statistics indicate that charitable organisations have 

developed a substantial fund-raising apparatus. To give an idea of scale, among the 

largest of the UK charities1, fund-raising accounted for 8.8% of total expenditure in 

1996/97 amounting to a total of nearly £370 million for the year (Pharoah & Smerdon, 

1998). Indeed, between professional charity fund-raisers and volunteers, fund-raising 

is estimated to occupy the equivalent of over 150,000 full-time employees.

Notwithstanding these fairly well known features of voluntary sector organisation, the 

charity fund-raiser has featured surprisingly little in economic models of philanthropic 

behaviour; most of which assume that giving is a spontaneous decision of the utility 

maximising consumer. Although there have been some notable recent attempts to 

remedy this omission (Andreoni, 1998), very little attention has been devoted to the 

question of how the actions of the charity fund-raiser affect the potential donor’s 

disposition to make a charitable contribution.

The purpose of this chapter is to incorporate the charity fund-raiser into the 

conventional model of philanthropic behaviour, and to conduct empirical tests of the 

resulting theoretical predictions exploiting a rather unique data source. The results 

provide some considerable support for the view that the role of the fund-raiser is to 

enhance the net private benefit—or warm glow—associated with philanthropic giving, 

both by reducing transaction costs and increasing social prestige. They also suggest 

that some fund-raising technologies are more successful than others in this respect. 

Finally, the incorporation of fund-raising variables into conventional donation models 

is found to significantly alter the magnitude and significance of coefficients capturing

1 Strictly speaking the Top 500 Fund-Raising Charities as defined by the Charities Aid Foundation.
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other socioeconomic and demographic effects. This has important implications for the 

interpretation of the existing empirical literature on philanthropic giving.

The remainder of this chapter is organised as follows. Section 2 puts the present 

research in the context of the existing literature on the motivation for philanthropic 

giving. Section 3 extends the conventional theoretical model to incorporate the role of 

the charity fund-raiser and uses this framework to derive a number of testable 

hypotheses. Section 4 introduces the data and conducts some preliminary hypothesis 

tests based on simple descriptive statistics. Section 5 develops an econometric model 

of donations which controls for the intensity of fund-raising activity and the 

socioeconomic characteristics of the targeted population. The predictions of this 

model are used to repeat the earlier hypothesis tests in a more reliable manner. The 

main conclusions of the analysis are drawn out in Section 6.
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2. Motivation

According to traditional theory, philanthropic giving is purely an expression of 

donors’ altruistic preferences for the supply of the associated public good (Samuelson, 

1954; Olson, 1965). As noted by Andreoni (1988, 1989, 1990), the theory of ‘pure 

altruism’ predicts that in large economies the free-riding problem becomes so acute as 

to drive charitable donations virtually to zero. This is because the incentive to ffee- 

ride increases as the effect of each individual’s contribution on the overall supply of 

the public good becomes vanishingly small. Such a conclusion is clearly contradicted 

by the existence of a substantial voluntary sector.

Furthermore, the traditional theory suggests that private philanthropy will be perfectly 

crowded out by any increase in government grants to charitable organisations, a 

prediction that has been refuted by a number of empirical studies (Abrams & Schmitz, 

1978; Menchik & Weisbrod, 1987; Brown & Lankford, 1992).

Much of the recent theoretical literature on charitable donations has in large part been 

motivated by the need to reconcile the traditional theory with observed reality 

(Sugden, 1982; Steinberg, 1987). To this end, a number of extensions have been made 

to the traditional model, and—while there remain subtle but important differences 

between them—what they all seem to have in common is the incorporation of some 

sort of private benefit which is generated as a by-product of philanthropic giving.

Thus Sugden (1984) hypothesises that individuals’ hold moral principles which 

require them to contribute ‘their fair share’ of effort to the financing of public goods; 

that is io say, they believe it is morally wrong to free-ride as long as other people are 

giving. Consequently, utility functions depend not only on the aggregate supply of the 

public good but also on the effort that each individual contributes in relation to the 

effort of his peers. In a recent empirical study, Andreoni & Scholz (1998) find some 

limited, though not overwhelming, evidence in support of this view.
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Andreoni (1989) shows how the difficulties associated with the traditional model can 

be resolved by taking into account the fact that donors experience a ‘warm glow’ from 

the act of contributing that is somehow related to the magnitude of the donation. He 

describes the resulting model as one of ‘impure altruism’, to reflect the fact that 

people care both about the supply of the public good and about the size of their own 

personal contribution to it. The exact nature of the ‘warm glow’ is not specified in the 

paper, but the concept is susceptible to a wide range of interpretations. Perhaps the 

simplest example of a ‘warm glow’ is the case where the charitable donation is tied to 

the purchase of a private good, such as charity Christmas cards or a ticket to a charity 

concert. However, the ‘warm glow’ could equally be taken to be referring to a sense 

o f  moral satisfaction which attaches to the philanthropic act, and to that extent bears 

some relationship to Sugden’s theory.

Finally, a more recent strand of the literature has postulated that donors—particularly 

those who make relatively large-scale donations—reap private benefits in the form of 

social prestige (Glazer & Konrad, 1996; Harbaugh, 1998). This theory is based on the 

observation that charities often take special care to publicise the identity of donors. 

Thus, the authors argue that charitable giving provides a signal of wealth that could be 

considered as a substitute for more conventional forms of conspicuous consumption. 

Once again, there are parallels with the ‘warm glow’, except that in this case the 

amount of prestige attaching to a particular donation will depend not only on the size 

o f the donation itself but also on the technologies available to the recipient charity for 

generating prestige2.

All of these theories implicitly assume that the decision to give is taken spontaneously 

by the utility maximising consumer. This overlooks a particularly striking and 

prevalent feature of charitable giving as it occurs in practice. Namely the fact that 

philanthropic donations are invariably made in response to some form of direct

1 Clearly, the donor herself could go about publicising her own philanthropic gifts with a view to 
inspiring the admiration o f others. However, an assumption o f this literature is that the endorsement of
;a respected and independent third party, such as a charitable organisation, is a more effective means of 
generating such prestige.
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elicitation from a charity fund-raiser—for example, being targeted in a door-to-door 

collection or through a charity mail shot.

Indeed, the voluntary sector has developed a substantial fund-raising apparatus for 

undertaking such activities. As noted above, among the largest of the UK charities3, 

fund-raising accounted for 8.8% of total expenditure in 1996/97 amounting to a total 

of nearly £370 million for the year (Pharoah & Smerdon, 1998). Moreover, the UK 

Institute of Charity Fund-Raising Managers—which covers the majority of paid 

professional fund-raisers active in the country—boasts a current membership of some

3,000 people. However, given that the bulk of fund-raising effort is provided by 

volunteers, these figures substantially understate the true scale of fund-raising activity. 

For example, during the early 1990s, fund-raising absorbed some 15.5% of time 

volunteered to charitable organisations (Halfpenny & Lowe, 1994). This is 

approximately equivalent to a further 150,000 full-time employees, or about 50 times 

the number of professional fund-raisers.

A recent paper by Andreoni (1998) goes some way towards acknowledging the 

importance of fund-raising activity by developing a model of the role of charity fund

raisers in securing ‘seed money’ for large-scale capital campaigns. The model 

explains the existence of fund-raising activities as the solution to a potential 

coordination failure that can arise when there are increasing returns to scale in the 

supply of the public good. If the public good can only be provided when aggregate 

donations exceed a certain high level threshold, donors will be unwilling to give at all 

unless they can be assured that complementary funds will be forthcoming from other 

sources. Charity fund-raisers are able to provide this assurance by initially securing a 

small number of large gifts from strategic donors. This ‘seed money’ subsequently 

serves to elicit a large numbers of small donations from the general public.

However, Andreoni’s paper does not consider how the interaction between the fund

raiser and his target influences the latter’s decision to make a contribution. This effect

3 Strictly speaking the Top 500 Fund-Raising Charities as defined by the Charities Aid Foundation.
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was found to be particularly important in Freeman’s (1997) study of volunteering in 

the US. Freeman shows that the single most important factor determining volunteer 

status is whether or not a person has been asked to volunteer. Specifically, his results 

are that 89% of those asked to volunteer during the course of the year did so, whereas 

only 29% of those who were not asked spontaneously chose to participate in voluntary 

activities.

When a dummy variable indicating whether or not a person was asked to volunteer is 

incorporated into a probit equation for participation in volunteering, the resulting 

effect is found to be much larger than that obtained from conventional socioeconomic 

and demographic factors and indeed reduces the coefficients attaching to these other 

variables. On the basis of these results, Freeman hypothesises that volunteering is a 

‘conscience good’ and concludes that ‘people have a latent demand for such a good, 

which a request brings to the fore, even if they would prefer to free-ride on the 

provision of the good’.

Building on these findings, the purpose of the present study is to develop a simple 

conceptual model of philanthropic contributions which acknowledges the central role 

of the charity fund-raiser. This model generates a number of hypotheses, which are 

subsequently subjected to empirical testing.
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3. Conceptual Framework

3.1 Theoretical model

Consider a simple modification of the theory of ‘impure altruism’ summarised by 

equations [1] to [4] below. As in the traditional framework, donor utility [1] depends

positively on the consumption of a single composite private good (x), a warm glow

(w), and the supply of the charitably provided public good (G); and is conditioned 

upon a variety of exogenous socioeconomic and demographic factors (z). The utility 

function is smooth and quasi-concave, having positive first derivatives and negative 

second derivatives with respect to all arguments.

[1] U, =U[xi ,wl ,G,z i \

The sum of expenditures on the private good (x) and on charitable gifts (g) exhausts 

the exogenous income constraint (y), as indicated by equation [2], The price of the 

composite private good has been normalised to unity, while charitable gifts can be 

made at a price of (p). This price will differ from unity in the presence of fiscal 

incentives, or to the extent that charities absorb resources on administrative 

expenditures; both issues which have already received extensive discussion in Chapter 

Four above.

[2] y i =xi + p ig i

As shown in equation [3], the overall supply of the charitably-provided public good is 

a function of the aggregate volume of donations including those supplied by the 

individual (/) and those contributed by others (/). Assuming Nash conjectures, each 

individual takes the donations of others as given.
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[3] G = G

So far everything which has been said corresponds exactly to the standard model of 

‘impure altruism’ (Andreoni, 1989, 1990). The key extension to this model comes in 

postulating that the magnitude of the warm glow depends not only on the size of the 

charitable gift (g), as typically assumed, but also on the amount of fund-raising effort 

(/) directed towards the individual, as shown in equation [4]. The size of the charitable 

gift (g) is clearly a choice variable for the individual, whereas the exposure to fund

raising effort (/) is exogenously determined by the charity fund-raiser.

[4] w i = w ( f i t g l )

The manner in which the fund-raiser’s efforts serve to enhance the warm glow of 

giving will undoubtedly vary with the nature of the fund-raising technology. 

However, in very general terms, it is possible to identify two distinct mechanisms that 

are both likely to be important in this respect. The first of these is that charitable fund

raisers may reduce the transaction costs of making a donation. This is done both by 

passing on information about charitable causes and by providing a simple procedure 

for giving (such as handing over a few coins, placing a cheque in an envelope or 

ringing a toll-free number). By reducing the private costs associated with making a 

donation, fund-raising efforts serve to increase the net private benefit of giving. The 

second reason why fund-raising efforts might enhance the warm glow of giving is that 

they often create situations where the donor’s philanthropic actions can be observed 

by others and thus attract some degree of social recognition or prestige4.

4 Moreover, this prestige mechanism could also function in reverse. That is to say that— while there 
may not be a great deal o f prestige associated with placing a few coins in a plate— a person who failed 
to do so might well meet with social disapproval. As noted by Becker (1974) ‘apparent “charitable 
behaviour” can also be motivated by a desire to avoid the scom o f others’. Thus the encounter with a 
charity fund-raiser may elicit in the potential donor a sense of shame, embarrassment or remorse about 
not making a charitable contribution. In this case, the act o f giving provides relief from the moral or 
social discomfort generated by the charity fund-raiser.
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As indicated in equation [5], the level of fimd-raising effort targeted at any given 

individual can be measured along two dimensions. The first is the number of times 

that the individual is approached by a charity fund-raiser (N) and the second is the 

quality of the fund-raising technology used (Q). This essentially describes a fund- 

raising production function, which is assumed to have positive first derivatives and 

negative second derivatives, in line with standard concavity assumptions.

[5] / , = / ( * „ & )

While it is clear that fund-raising effort relates to the number of times a person is 

approached by a charity, the meaning of quality in the context of fund-raising 

activities merits further explanation. High quality methods are defined as those that— 

other things being equal—have the greatest capacity to enhance the warm glow of 

giving, whether by reducing transaction costs or conferring prestige on the donor. It 

appears likely that any fund-raising method entailing direct face-to-face contact with 

the potential donor will be of ‘higher quality’ in this sense than a fund-raising method 

entailing only remote contact with the potential donor—such as via mail appeals, or 

newspaper or television advertisements).

There are two reasons for thinking that this might be the case. The first is that direct 

fund-raising methods are likely to represent lower transactions costs for donors than 

remote methods. This is because the former tend to involve simply handing over cash, 

whereas the latter tend to require some sort of formal financial transaction such as 

writing a cheque, which involves additional time and effort on the part of the donor.

The second reason for thinking that direct fund-raising methods may be more 

effective at generating warm glows, is that they are more likely to be witnessed by 

third parties and thus more effective in generating social recognition. At the very 

least, the charity fund-raiser will be there to observe whether or not the person gives, 

and in some cases also how much they give. Furthermore, in many cases, direct fund

raising methods exploit social situations such as the workplace, pub or church. Thus, 

the philanthropic behaviour of potential donors is observed by a wider peer group,
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whether it be fellow colleagues, drinkers or worshippers. In contrast to this, remote 

giving tends to be more of a private decision that may not be observed by anyone else.

The conclusion of all this is that a person who gives by a direct fund-raising method 

(Z)) will experience a larger warm glow, and thus a higher utility level than a person 

who gives by means of a remote fund-raising method (R), see equation [6]. This 

implies that— other things being equal—those approached by direct methods will be 

more inclined to give than those approached by remote methods.

m  u J g } > £/ {*„

The exact manifestation of this increased disposition to give will depend upon the 

functional form relating the warm glow (w) to the fund-raising effort (/) and the 

donation (g).

An interesting possibility is expressed by equation [7], where I[-J represents an index 

function that takes a value of unity as long as a gift is made (g>0) and a value of zero 

otherwise. Thus, the magnitude of the warm glow experienced when a gift is made 

depends solely on the fund-raising effort applied and not at all on the actual size of the 

donation5. A functional form of this type carries a clear implication that the choice of 

fund-raising method will only influence the probability of obtaining a gift but not the 

size of the gift obtained.

[7] wt = a ( f i )l[gi >0]

Alternatively, the warm glow may take the form expressed in equation [8]. The key 

difference between this model and the earlier one is that, for any given level of fund-

5 It is important to note that this specification of the warm glow function is capable o f accommodating 
unsolicited gifts. A possible functional form might be w, = (l+ f)I(g> 0). With this functional form it is 
possible to experience a warm glow even when f - 0 .  The effect o f f > 0  is simply to increase the 
magnitude of the warm glow experienced when a gift is made.
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raising effort (/), the size of the warm glow increases with the size of the gift (g)6. A 

functional form of this kind implies that both the probability of obtaining a gift and 

the size of the gift obtained will be sensitive to the choice of fund-raising method. 

Evidently, a great variety of intermediate cases could be constructed by combining 

both functional forms, but these represent two interesting polar cases.

[8] Wi =<*(/;• ) /? (& )

All the elements of this model can now be brought together in the first order condition 

which results from maximising the utility function [1] with respect to the single 

decision variable (g), subject to the constraints represented by equations [2] to [4]. 

The first order condition, stated in equation [9], indicates that in equilibrium the 

marginal utility of private consumption is equal to the marginal utility of giving. The 

latter is decomposed into two elements—the marginal utility of expanding the supply 

of the public good, and the marginal utility of increasing the warm glow. In situations 

where the individual’s gift makes only a negligible contribution to the overall supply 

of the public good—as is the case for the vast majority of donors who make small 

contributions to large charities—the first of these two terms could be expected to be 

vanishingly small.

dUt dG dU: dw dUi
[91  L---+ ------  = -------

dG dgt dw dgt dXj

The first order condition can be solved to produce an expression for the endogenous 

variable—charitable gifts (g)—in terms of the exogenous variables—price (p), income 

(y ), the quantity (N) and quality (Q) of fund-raising effort and a variety of 

socioeconomic and demographic factors (z). The resulting model of charitable giving 

is stated in equation [10].

6 A very simple example o f a functional form o f this kind would be w r ( l +f)gi- Once again the 
specification is compatible with unsolicited giving, since a warm glow is still experienced even when 
f= 0 .
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[io] g i  = g [ p i ,> ',,A r, , 0 / ; z , ]

3.2 Testable hypotheses

As a means of testing this theoretical framework, two null hypotheses are established. 

According to these, the choice of fund-raising method—whether direct or remote— 

will have no significant effect either on the probability of obtaining a charitable gift or 

on the size of the gift obtained.

HOI Direct fund-raising methods are no 
more successful than remote fund
raising methods in eliciting charitable 
contributions.

HA1 Direct fund-raising methods are more 
successful than remote fund-raising 
methods in eliciting charitable
contributions.

H02 There is no difference in the size o f the 
donations generated by direct and remote 
fund-raising methods.

HA2 Donations generated by direct fund
raising methods are larger than those 
generated by remote fund-raising 
methods.

Failure to reject both of these null hypotheses would contradict the overall theory that 

the choice of fund-raising method affects the magnitude of the warm glow obtained. 

Rejection of the first hypothesis, without being able to reject the second hypothesis, 

would lead to the conclusion that the choice of fund-raising method does matter, but 

that it matters only in determining the probability of participation. This outcome 

would be consistent with the functional form for the warm glow stated in equation [7]. 

Finally, rejection of both null hypotheses in favour of the corresponding alternatives, 

would lead to the conclusion that the relationship between fund-raising method and 

warm glow is akin to that expressed in equation [8]. The implication would be that the 

choice of fund-raising method influences both the probability of participation and the 

size of the resulting gift.
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4. Results; of Simple Hypothesis Tests

The hypotheses advanced in the previous section are tested making use of data on 

charitable donations contained in the Individual Giving Survey (IGS) for the period 

1990-93. The nature of the Individual Giving Survey (IGS) has already been 

described in some detail in Chapter Four above. However, to recap briefly the IGS is 

an annual repeated cross-section survey of philanthropic behaviour in the UK funded 

by the Charities Aid Foundation. It covers about 1,000 individuals each year who are 

selected so as to be representative of the UK population. A structured interview 

conducted in the respondent’s household is used to collect information about 

philanthropic activities during the month prior to the survey.

The IGS has a number of unique features that make it particularly well-suited to 

testing the hypotheses stated above; and more generally to examining the role of fund

raising in generating charitable gifts. First, the IGS distinguishes between 11 different 

fund-raising methods commonly used for eliciting philanthropic contributions. These 

are street collections, door-to-door collections, church collections, sponsoring 

schemes, shop counter collections, pub collections, work collections, advertisement 

appeals, television appeals, mail appeals and telephone appeals7. Second, for each of 

these fund-raising methods, the IGS establishes how many times the individual was 

approached, how many times he or she actually gave and the total value of the 

corresponding donations.

One limitation is that the survey does not record how much was donated on each 

giving occasion, but only the total donations for each fund-raising method. This 

creates a problem when it comes to comparing methods that are used with differing 

intensities, in that only average gifts can be compared. To the extent that the size of 

the marginal contribution is likely to decline with each successive gift, the fact that

7 The IGS also distinguishes between a number o f different methods o f obtaining charitable donations 
by means of selling conventional goods and services, such as raffles, charity events, charity shops, 
jumble sales and charity goods catalogues. However, attention is here confined to fund-raising methods 
which aim to elicit gifts for which there is no tangible private return.
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one method elicits a higher average gift than another may simply be attributable to its 

lower frequency of use rather than to any intrinsic characteristic of that method.

A second limitation of the dataset is the possibility that respondents may have had the 

incentive to overstate the extent of their philanthropic contributions in order to appear 

‘charitable’ to the interviewer. This would have the effect of biasing the survey data 

upon which this analysis is based. It is not possible to prove whether or not this effect 

is actually present in the data. However—even if it were—the resulting bias should 

only affect the absolute levels of the variables rather than their relative values across 

different fund-raising methods; and the tests reported in this chapter are concerned 

solely with relativities.

Table 4.1 provides an initial overview of the relationship between fund-raising 

approaches and giving behaviour. The first point to note is the wide reach of fund

raising activity, in the sense that 74.1% of respondents had been approached by a 

charity fund-raiser during the preceding month. Furthermore, fund-raising approaches 

seem to enjoy a very high success rate: among those who were approached at least 

once as many as 91.2% gave money at least once. On the other hand, spontaneous 

unsolicited giving is very much a minority activity; only 1.9% of those who were not 

approached by a charity fund-raiser during the preceding month had chosen to make a 

donation.
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Table 4.1: Cross-tabulation of fund-raising approaches and giving behaviour
(% of the sample)

No

Gave at least once ?

Yes

No 25.5 0.5
Approached at least once ?

Yes 6.5 67.6
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Table 4.2 provides a more detailed breakdown of philanthropic behaviour according 

to which of the 11 fund-raising methods was used. The table presents a number of 

different summary statistics for each method. The first column refers to the response 

that respondents made to an attitudinal question inquiring how likely they were to 

give when approached in each of these different ways. The results are coded on a 

Likert scale ranging between +2 (signifying ‘very likely to give’) and -2  (signifying 

‘very unlikely to give’). The second column reports the average number of times a 

respondent was approached by each method, while the third column gives the 

probability that those who were approached at least once by each method went on to 

make a charitable gift. The average size of the donation is reported in the fourth 

column, and the average revenue per approach in the fifth and final column.

The final row which reports the summary statistics for all fund-raising methods 

confirms the earlier impression that fund-raising is a ubiquitous phenomenon. On 

average, the survey respondents were approached by a fund-raiser 3.6 times during the 

course of the month, or about once every eight and a half days. About 91.2% of those 

approached made a philanthropic gift, and the average value of such gifts was £1.94. 

Overall, that implies an average return to each fund-raising approach of £1.40.

Table 4.2 groups the 11 kinds of fund-raising technologies into the two categories 

defined by the theoretical framework developed above. The first half of the table 

reports the statistics for direct fund-raising methods, that is those involving face-to- 

face contact between the charity fund-raiser and the potential donor. They comprise 

collections conducted in the street, door-to-door, and in shops, pubs, workplaces, and 

churches, as well as sponsorship schemes. The second half of the table presents the 

results for remote fund-raising methods, that is those that do not involve face-to-face 

contact between donor and fund-raiser. They comprise appeals by advertisement, 

mail, telephone or television.

Overall summary statistics for these two categories are provided in the lower section 

of Table 4.2. They testify to some striking differences in the performance of the two
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different fund-raising methods. The direct methods are characterised by relatively 

high probabilities of making a gift—in excess of 70%—and relatively low average 

cash donations—of less than £4.00. By contrast, the remote methods are characterised 

by relatively low probabilities of making a gift—less than 50%—and relatively large 

average cash donations—in excess of £7.00. Interestingly, the lower disposition to 

make a donation when approached by a remote method is reflected in the lower scores 

that these methods received on the attitudinal question where respondents were asked 

to subjectively evaluate their likelihood of making a donation. Thus, direct methods 

score an average of 0.38 while remote methods score only -0.80.

In order to test whether these differences are statistically significant, and the extent to 

which they conform with the prior theoretical framework, a series of more formal 

hypothesis tests are now conducted.

The first hypothesis stated above concerns possible variations in the probability of 

obtaining a gift using different fund-raising methods. This is tested by creating a 

variable (AP), which is defined as the difference between the probability (P) of 

obtaining a gift from the direct (D) versus the remote (R) methods. The null 

hypothesis, which is stated formally as [H01], stipulates that this difference should be 

equal to zero. While the alternative [HA1] holds that this difference should be strictly 

positive.

[H01] Ap =Pd - Pr =0  [HA1] AP =PD- PR > 0

The second hypothesis stated above concerns possible variations in the average 

donations received from different fund-raising methods. Once again, this is tested by 

creating a difference variable (Ac) for the average donations (C/N) resulting from the 

two types of fund-raising methods. In this case, the null hypothesis—stated as 

[H02]—requires that this difference be equal to zero. While the alternative hypothesis 

[HA2] holds that the difference is strictly positive.
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[H02] A c  = - ^ - - - ^ -  =  0 [HA2] A c  = — > 0
N d N r N d N r

The results of the corresponding t-tests on the difference variables are reported in 

Table 4.3. The first null hypothesis is clearly rejected in favour of the alternative; 

there is a significantly higher probability of success when direct fund-raising methods 

are used as opposed to remote methods. The mean difference in the probability of 

obtaining a gift from direct versus remote fund-raising methods is found to be 

+41.9%.

The results of the second hypothesis test also constitute a rejection of the null. There 

are significant differences in the size of the average gift obtained from direct versus 

remote fund-raising methods. However, curiously this difference does not run in the 

direction implied by the above theoretical framework. In fact, rather, the average cash 

gifts obtained from direct fund-raising methods are significantly smaller than those 

obtained from remote fund-raising methods. The average difference is -£6.76.

Further confirmation of this result comes from comparing the frequency distributions 

of the average donations obtained by the two methods. These are illustrated 

graphically in Figure 4.1. From the figure it is clear that the distribution of average 

gifts generated by direct fund-raising is heavily skewed towards smaller values, with 

the modal point occurring in the size category of gifts worth less than a pound. By 

contrast, the distribution of average gifts from remote fund-raising methods is skewed 

towards larger donations. The overall distribution is bimodal with a local mode 

occurring in the size band £2 to £3 and the overall mode occurring in the size band £5 

to £10.
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Table 4.3: Summary of results of simple hypothesis tests

Hypothesis One Hypothesis Two

type o f test t-test t-test K-S test

sample size 456 175 2178

difference (direct-remote) +41.9% -£6.76 —

degrees o f freedom oc oc 1974, 204

test statistic 17.61 -7.64 0.62

critical value at 95% level 1.96 -1 .96 0.07

result rejected rejected rejected
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To check whether these observed differences in distributions are statistically 

significant, the Kolmogorov-Smimov test (Daniel, 1990) is used to test the null 

hypothesis of equality between the two cumulative distribution functions8. The results 

of the two-sample Kolomogorov-Smimov test are once again reported in Table 4.3. It 

confirms that the cumulative distribution function for direct gifts lies significantly 

above that for remote gifts.

Thus, overall, the results of the hypotheses tests reported in Table 4.3 show strong 

support for ths general view that the choice of fund-raising method materially affects 

the disposition to give. While the higher success rate of direct fund-raising methods is 

in line with the expectations created by the theoretical framework, the fact that remote 

methods tend to generate larger gifts provides something of a puzzle. One possible 

explanation is that the larger transaction costs associated with making a remote gift 

via a formal financial transaction serve to discourage smaller donations. People rarely 

write (and institutions rarely accept) a cheque for a sum as small as fifty pence, 

whereas they often make cash purchases of this size. The frequent use of cash in direct 

giving may therefore account for the prevalence of smaller gifts by this means.

8 A key assumption o f the Kolmogorov-Smimov test is that the two distributions are drawn from 
independent sanples. To the extent that some individuals give both by direct and remote methods it is 
possible that this assumption o f independence could have been violated invalidating the test. In order 
to check whether this problem was distorting the results, the test was repeated on the sub-sample of 
respondents whc only gave by one or other of these two methods. The same conclusion was reached on 
the basis o f this sample as had been reached on the basis o f the whole sample.
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5. Results of Controlled Hypothesis Tests

5.1 Potential biases in previous results

The results presented in the preceding section are potentially misleading for a number 

of reasons. In particular—on the basis of these simple tests—it is not possible to say 

whether the differences in performance observed between the two types of fund

raising techniques are attributable to the methods themselves, or to some other 

difference which cannot be observed in the raw data but which happens to be 

correlated with the use of one or other of the two methods.

One possible reason why the earlier results may not be entirely trustworthy would be 

that the two fund-raising methods are used with differing degrees of intensity. For 

example, if people tend to be targeted more frequently by direct fund-raising methods 

than by remote fund-raising methods, it is not surprising that the average donation 

reported would be lower for direct methods than remote methods. Table 4.2 indicates 

that direct methods are indeed more intensively used than remote methods with an 

average of 3.05 approaches per month for the former and 0.48 approaches per month 

for the latter.

A second plausible explanation is that the direct methods have a higher success rate— 

not because of their superior ability to generate warm glows—but because their use 

tends to be concentrated in segments of the population that have a higher pre-existing 

disposition to give. For example, it may be that direct methods are more likely to be 

used on relatively high-income individuals and that high-income individuals are more 

likely to make charitable donations. In order to test for this effect a number of 

regression models were estimated relating the logarithm of the number of fund-raising 

approaches to a range of exogenous factors including socioeconomic characteristics of 

the targeted respondents, regional and population density factors, and seasonal 

dummies.
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The results are reported in Table 5.1, which presents separate models for direct and 

remote fund-raising methods and for both methods combined. The overall explanatory 

power of these models is comparatively low with adjusted R2 statistics ranging 

between 5% and 10%. However, the statistics for the F-test—which lie in the range 8 

to 12—indicate that the regression is statistically significant overall. Moreover, the 

presence of a number of statistically significant coefficients indicates that the 

targeting process used by charity fund-raisers is far from random.

Thus, the estimates for the combined model—displayed in the first column—indicate 

a significant positive correlation with income and education and a significant negative 

correlation with full-time employment status, residence in the north or southeast of 

England, population density and the winter season. To the extent that the disposition 

to make philanthropic contributions is significantly related to exogenous factors such 

as these, it seems likely that these differences in the targeted populations could be 

expected to lead to differences in the performance of these two different fund-raising 

methods.

A comparison of the separate models estimated for direct and remote fund-raising 

methods reveals some substantial differences in the magnitude of coefficients and in 

the pattern of significance of the explanatory variables. For example, younger 

generations are more likely to be approached by remote methods, while those in full

time employment are less likely to be approached by direct methods. Furthermore, 

there are some significant regional differences. Direct methods are less likely to be 

used in the southeast of England, whereas remote methods are less likely to be used in 

Scotland or Wales9. A Wald test for structural difference between the approach 

models for direct and remote methods confirms that these differences are indeed 

statistically significant, with a test statistic of 32.89 as against a critical value of 18.31 

at the 95% level with ten degrees of freedom.

9 These differences are o f course with respect to the baseline region used to define the series of  
regional dummies; in this case the Midlands region.
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A third possible explanation for the results reported in the previous section is that the 

use of these two different fund-raising technologies is not uniform across different 

types of charities. For example, if direct fund-raising methods tend to be used 

disproportionately by more popular charities this could provide an alternative 

explanation of why these techniques tend to meet with a higher rate of success. The 

presence of this effect is much harder to establish. The reason being that it is very 

difficult to observe and measure a subjective variable such as charity popularity, 

which may in part be related to the nature of the good cause and in part to the nature 

of the specific charitable organisation (its age, size, reputation, etc.). For all of these 

reasons, the present study will not attempt to control for the popularity of the cause in 

determining the response to different types of fund-raising approaches. This position 

draws some support from a recent study of fund-raising methods (Sargeant & Kaehler, 

1998), which finds that the performance of various different techniques does not vary 

significantly according to the nature of the charity.

5.2 Controlling for extraneous factors

In view of the issues identified above, the subsequent analysis of fund-raising 

performance will control for differences in the nature of the targeted population and 

differences in the number of fund-raising approaches. From the theoretical framework 

defined above, this can be done by estimating a donations equation—along the lines 

of that recapitulated in equation [10’]. This equation is used to isolate the effect of the 

fund-raising method (Q) on giving behaviour, while controlling for other influencing 

factors such as the number of fund-raising approaches (A), economic variables such as 

price (p) and income (y) and a range of socioeconomic and demographic factors (z).

[10’] g i = g[ p i , y i , N i ,Qt \z i ]

The quality of the fund-raising approaches directed towards each individual 

respondent is captured by an index variable defined in equation [11], which gives the 

ratio of direct (D) versus remote (R) approaches. A high value of this index (greater 

than one) indicates that the respondent was approached predominantly by means of
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direct fund-raising methods, and vice versa. The average value of the index in the 

sample population was found to be 3.39 indicating the preponderant use of direct 

fund-raising methods.

Following the econometric framework developed in Chapter Four, donations are 

modelled using a Heckman selectivity framework. To recap, the principal strength of 

this model is that it takes into account the fact that donors may be self-selecting by 

estimating separate equations for the decision to participate in philanthropic giving 

versus the decision of how much to contribute.

In the context of the Heckman selectivity model, the two hypotheses advanced above 

can be restated as hypotheses about the sign of the coefficients on the quality index 

( 0 .  In the case of the first hypothesis, the null [HOI] requires that the coefficient on 

the quality index in the participation equation be equal to zero, while the alternative 

[HA1] entails that it be strictly positive.

[HOI] pPQarticiPation = 0  [HA1] p u p a t i o n  >Q

In the case of the second hypothesis, the null [H02] requires that the coefficient on the

quality index in the contribution equation be equal to zero, while the alternative

[HA2] entails that it be strictly positive.

[H02] p c™tributim =  0 [HA2] p cQ°ntr‘b“tim  > 0

Table 5.2 reports the results of the corresponding Heckman selectivity model. The 

first point to note is that the two variables that capture the number and quality of fund- 

raising approaches are highly significant, both in the participation equation and in the
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donations equation. Moreover, in the participation equation, the coefficients for these 

two variables are substantially larger than for any of the others.

The positive coefficient on the quality index in the participation equation indicates a 

clear rejection of the null hypothesis stated as [HOI]: controlling for all other factors, 

direct fund-raising methods do appear to be more successful in eliciting charitable 

gifts. Moreover, the quality index continues to carry a positive coefficient in the 

contributions equation; a result that constitutes a clear rejection of [H02]. When all 

other factors are taken into account, the more that people are approached 

predominantly through direct fund-raising methods, the larger the gifts that they tend 

to make. This result is at variance with the conclusion drawn from the analysis of the 

raw data. It suggests that the larger average gifts observed from remote fund-raising 

methods may have been a consequence of the relatively low incidence of remote fund

raising approaches, or of differences in the generosity of the population that tends to 

be reached by means of remote methods.

There is one possible concern with the model reported in Table 5.2. Although, fund

raising effort is assumed to be exogeneous in the theoretical framework, it is possible 

that in practice fund-raising effort could be endogeneous with respect to donations. 

This is because the act of making a cash donation provides a signal of interest in the 

charitable cause that may well prompt additional approaches from charity fund

raisers. Indeed, Sargeant & Kaehler (1998) show that fund-raising efforts directed 

towards those who have previously given often yield relatively high returns to the 

charity and consequently tend to be favoured by managers.

A suitable test for endogeneity is put forward in the 1988 paper by Rivers & Vuong, 

following Smith & Blundell (1986). The test involves developing an instrumental 

variable model for the potentially endogenous variable; in this case the number of 

fund-raising approaches. The fitted residual from these instrumental variable models, 

together with the original variable itself, are entered directly into the donations model. 

A likelihood ratio procedure can then be used to test the null hypothesis that the fitted

295



Chapter Five Role oj Juna-raising

residual terms should be excluded from the model. The rejection of this null 

hypothesis constitutes a rejection of the exogeneity assumption.

In the present context, the approach model already presented in Table 5.1 was used to 

generate fitted residuals for the number of fund-raising approaches. In order to 

identify the coefficient on the fitted residual, it must be the case that some of the 

instruments are excluded from the donation model. In this case, identification is made 

possible by the fact that the approach model includes seasonal dummies and 

population density, both of which are excluded from the donations equation.

The corresponding likelihood ratio test statistic of 4.94 can be compared with a 

critical value of 5.99 drawn from the chi-squared distribution with two degrees of 

freedom at the 95% level. On this basis, it is not possible to reject the null hypothesis 

that the number of fund-raising approaches constitutes an exogenous variable in the 

donation model.

The right-hand-side of Table 5.2 reports the results of a second donation model that 

excludes the two variables relating to fund-raising approaches. This model is similar 

to those already reported in Chapter Four above and is typical of the empirical 

literature on charitable giving to date, which has ignored the role of fund-raising 

variables in explaining philanthropic behaviour.

The comparison between the results of the two models brings to light a number of 

interesting points. First, the log-likelihood function for the second model at -1930.96 

is very much lower that that for the first model at -1554.83. Clearly, the inclusion of 

the additional information about fund-raising approaches leads to a dramatic 

improvement in the explanatory power of the model. Indeed, a likelihood ratio test for 

the exclusion of the fund-raising variables yields a test statistic of 752.26, compared 

with a critical value of 9.49 for the chi-squared distribution with four degrees of 

freedom at the 95% confidence level.
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Second, the pattern of significance for the economic and demographic variables 

differs substantially between the two models. This is particularly true in the 

participation equation where a number of variables—such as income and education— 

cease to be significant in the model where fund-raising variables are included. The 

explanation for this is that people who—for example have higher incomes—are not 

intrinsically more disposed to make a donation than those with lower incomes, but are 

simply more likely to be targeted by a charity fund-raiser. (However, even after 

controlling for fund-raising effort, it remains true that the donations made by higher 

income households tend to be significantly larger. This doubtless explains why they 

are more likely to be the subject of fund-raisers’ attentions.)

This finding illustrates an important point that has major implications for the 

interpretation of the existing literature on charitable giving. Models which fail to 

control for fund-raising behaviour will be confounding two distinct effects; namely 

the likelihood of being approached by a charity fund-raiser and the underlying 

disposition to give once approached. To the extent that the ultimate research objective 

is to identify the latter, coefficient estimates from the existing literature—which do 

not take fund-raising efforts into account—are potentially misleading. In order to 

illustrate this point the price elasticities which formed the subject of Chapter Four are 

re-estimated for the two models reported in Table 5.2. The results indicate that the 

most substantial changes arise with respect to the estimated cross-tax-price elasticity 

of non-tax-efficient giving which falls in absolute value from -0.34 to -0.18 when the 

approach variables are included, a change of over 50% in magnitude.
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The third important contrast between the two models presented in Table 5.2 concerns 

the variable ‘tanrho’ which captures the selectivity effect. The coefficient for this 

variable is statistically significant in the second model, indicating that a selectivity 

process is taking effect. However, the selectivity parameter has a counter-intuitive 

negative sign, suggesting that those whose gifts are observed make smaller donations 

than those that would have been contributed by those who choose not to give. When 

the approach variables are included however, the selectivity term becomes positive 

but statistically insignificant. The implication is that the unobserved selection 

process—which is found in the former model—essentially corresponds to the process 

of being approached by a charity fund-raiser.

The donation models presented thus far take aggregate donations as their dependent 

variable. It is also of interest to examine an alternative specification where separate 

models are estimated for direct and remote donations respectively. In this case, fund

raising effort is captured simply as the number of approaches of each corresponding 

kind; that is ND and NR.

The hypothesis tests can then be recast as stated below. The first hypothesis becomes 

equivalent to saying that, under the null [HOI], the coefficients estimated on the 

approach variables in the participation equations should be equal across the two 

models. Whereas, under the alternative [HA1], the coefficient on the number of 

approaches in the participation equation for the direct giving model should be strictly 

larger than the corresponding coefficient for the remote giving model.

run 1 i R participation _  n participation ru a  n  R participation n participation
LHOij p ND -  P nr LHA1J P nd  >  P nr

The corresponding versions of the second hypothesis are given by [H02] and [HA2]. 

In this case, the null hypothesis states that the coefficient on the number of direct 

approaches in the contribution equation for direct giving should be equal to the 

corresponding coefficient in the model for remote giving.
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[H02] p contribution _  p  contribution [HA2] P contr^ution ^  pcontribution

Tables 5.3 reports the two separate models for direct and remote giving10. The results 

of the corresponding exogeneity tests are reported at the foot of each table. The model 

for direct gifts produces a test statistic of 7.68 compared with a critical value of 9.21 

for the chi-squared distribution with two degrees of freedom at the 99% level. While 

the equivalent test statistic for the model of remote gifts stands at 0.16, well below the 

critical value of 4.61 for the chi-squared distribution with two degrees of freedom at 

the 90% confidence level. Overall, these results are considered to provide support for 

the null hypothesis of exogeneity.

The approach variables are once again found to be highly significant in explaining 

donation behaviour. The one exception is the contribution equation for remote giving, 

where the approach variable—which carries a counter-intuitive negative sign—is not 

significantly different from zero.

Comparing the two models presented in Table 5.3 once again reveals there are 

interesting differences between the patterns of significance for the socioeconomic 

factors. For example, age and cohort effects are significant in determining 

participation in remote fund-raising methods, but not in direct fund-raising methods. 

Moreover, whereas none of the variables appear to be statistically significant in 

explaining the magnitude of remote donations, direct donations are found to be 

significantly related to price, income, education, age and birth cohort.

Table 5.4 presents the outcome of the hypotheses tests. The results for the single 

model and the two separate models are reported side by side. The conclusions are 

robust across specifications. In all cases, it is possible to reject both of the null 

hypotheses in favour of the corresponding alternatives. Thus, direct methods are 

found to lead both to a higher probability of obtaining a gift and to a larger size of

10 The models reported exclude cross terms; that is to say the model for direct giving considers only the 
impact o f direct approaches and similarly for remote giving. Models including both approach variables 
were also estimated, but the cross-terms were always found to be statistically insignificant and the 
overall conclusions o f the analysis remained unaltered.

301



Chapter Five Role o j Jund-raising

gift. This provides support for the specification of the warm glow given by equation

[8]—where the warm glow is a function of the size of the gift made—rather than the 

specification given by equation [7]—where the warm glow is the same for any 

positive gift.

With a view to quantifying the size of these differentials, Table 5.5 reports the 

marginal effects for fund-raising approaches for both specifications. As indicated by 

the results from the single approach model, in overall average terms, an additional 

fund-raising approach adds 12.39% to the probability of obtaining a charitable gift 

and the expected value of that gift is £0.92. Taking these two effects in combination, 

the expected return from an additional fund-raising approach is £0.81.

Separating out the marginal effects between direct and remote fund-raising methods, 

reveals that the marginal effect of a direct approach on the probability of securing a 

contribution is of the order of 20%. The corresponding value for remote approaches is 

sensitive to specification, but is in any case well below 10%. The value of the 

marginal gift is in the range £1.11 to £1.21 for direct methods. For remote methods, 

the marginal gift from the single model is considerably smaller at £0.27. The overall 

expected marginal gain of an additional approach is £0.81 in aggregate, which varies 

between £0.93 to £1.19 for direct approaches and £0.26 to £0.27 for remote 

approaches.

These marginal effects, which are reported at the sample averages, conceal some 

informative variations across the sample. In particular, from a charity perspective it is 

interesting to enquire how rapidly the marginal pay-off declines as the intensity of 

fund-raising effort is increased. To this end, Figure 5.1 plots the marginal effect on the 

probability of participation against the number of approaches of each kind that have 

already been made to the corresponding individuals.
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Table 5.4: Results of hypothesis tests on estimated models

Hypothesis One 

single model separate models

Hypothesis Two 

single model separate models

type of test t-test Wald test t-test Wald test

sample size 1110 1194,1215 1110 1194,1215

degrees o f freedom OC 1 OC 1

test statistic 8.42 67.71 2.64 4.67

critical value (95% level) 1.96 3.84 1.96 3.84

result reject reject reject reject
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Table 5.5: Estimated marginal effects of fund-raising

participation (%) contribution (£) overall (£)

Single model
(a) aggregate approaches 12.39 0.92 0.81

(0.47) (0.05) (0.05)
(b) separate approaches 
■ direct 20.11 1.11 0.93

(0.74) (0.07) (0.05)

■ remote 2.38 0.27 0.27
(0.22) (0.03) (0.04)

Separate models 
■ direct 18.82 1.21 1.19

(0.60) (0.07) (0.08)

■ remote 7.95 -1.46 0.26
(0.11) (0.15) (0.04)
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A number of interesting conclusions emerge. As might be expected, these marginal 

effects decline with additional fund-raising approaches. This is no more than to say 

that the second derivative of the donation function with respect to fund-raising effort 

is negative11. However, the nature of this decline differs markedly between direct and 

remote fund-raising technologies.

For direct methods, the probability of obtaining a gift is initially very high. It is 

estimated that nearly half of those who have not been approached by a fund-raiser in 

the preceding month would make a gift if  this were elicited directly. However, this 

disposition to give tails off dramatically as the number of approaches increases. By 

the second request, the probability of success is little over 10%, while by the fourth 

request it has tailed-off virtually to zero. The case of remote methods provides a 

strong contrast. The probability of success is initially very much lower, at around 

10%, however the rate of decline is much more gradual, so that—even by the tenth 

approach—the probability of success still falls just short of 5%.

This difference can probably be explained in the following way. Owing to the higher 

probability of making a gift by direct methods, people are very likely to have made at 

least one such gift once they have been approached a couple of times. They may 

consequently be ‘satiated’ with respect to charitable giving for that time period, and 

hence would fail to respond to any subsequent requests. Given the much lower 

probability of an immediate positive response to a remote approach, it is quite 

possible that even people who have been approached half a dozen times may not have 

made any charitable gifts. Hence, the satiation effect is far less prevalent.

11 Based on the two separate models for direct and remote donations, the second derivative o f the 
probability of giving is found to be -25.35%  in the case o f direct fund-raising and -10.48%  in the case 
of remote fund-raising.
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6. Conclusions

The current chapter began with the observation that conventional economic models of 

philanthropic behaviour have tended to overlook the pervasive presence of the charity 

fund-raiser. With a view to overcoming this deficiency, fund-raising effort was 

incorporated into the basic theoretical model of charitable giving as a new component. 

The expanded model postulates that fund-raising effort interacts with individual 

donations in the production of the ‘warm glow’—or private benefit—associated with 

philanthropic behaviour. Two ways in which fund-raising effort was thought to 

enhance the warm glow were by reducing the transaction costs of giving and 

increasing the prestige associated with making a donation.

It was argued that fund-raising effort can be measured along two dimensions: the 

number of times a person is approached by a charity and the ‘quality’ of the fund

raising technology used in that approach. Two types of technologies were 

distinguished: direct methods, which involve face-to-face contact between the fund

raiser and the potential donor, and remote methods, which do not involve face-to-face 

contact. It was hypothesised that direct methods had the greater potential for 

enhancing the warm glow of charitable giving and thus that they would be more 

successful in eliciting philanthropic gifts. Access to a unique dataset—containing very 

detailed information on exposure to fund-raising effort—provided the opportunity to 

put this hypothesis to the test.

An analysis of the raw data revealed that direct fund-raising approaches were indeed 

more likely to be successful, but that the resulting gifts were on average substantially 

smaller than those obtained from remote fund-raising drives. However, it was 

recognised that these results could be biased by a number of factors. First, there was 

the fact that direct fund-raising methods are used much more intensively than remote 

methods. Second, it was found that the two technologies were reaching significantly 

different populations, which could be expected to have different underlying 

dispositions to give.
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In order to control for these confounding influences, donations were modelled as a 

function of both the number and quality of fund-raising approaches as well as a wide 

range of other socioeconomic and demographic factors. On the basis of these models, 

direct methods were still found to be more successful in eliciting contributions, but in 

this controlled context they were also found to generate larger contributions. The 

implication is that the earlier result derived from a failure to take into account the 

effect of other influences on philanthropic behaviour. These results provide 

considerable support for the theoretical framework advanced, and in particular for the 

view that the warm glow is in some way proportional to the magnitude of the donation 

made.

A second important finding from the donation model was that the inclusion of 

variables capturing fund-raising effort substantially reduces the significance of other 

socioeconomic and demographic factors in explaining charitable gifts. The reason 

behind this is that fund-raising effort is non-randomly distributed across the 

population. Hence, donation models which fail to control for fund-raising 

approaches—that is to say the bulk of the existing literature on philanthropic giving— 

will be confounding two different effects. The first effect is the probability that a 

person of a certain type (for example, a high income individual) will be approached 

by a charity fund-raiser. The second effect is that person’s underlying disposition to 

give, that is the probability that he or she will give once having been approached.

A particularly pertinent example of the difference that this can make, comes from the 

estimate of the cross-tax-price elasticity of non-tax-efficient donations; which falls 

from -0.34 to -0.18 after the inclusion of variables which capture the intensity of 

fund-raising effort. Therefore, to the extent that it is this latter effect on underlying 

behaviour that is of primary research interest, the coefficients estimated from the 

existing literature are potentially quite misleading.
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Chapter Six Targeted fund-raising

1. Introduction

Fund-raising expenditures by charities are akin to advertising expenditures by private 

firms. Both represent an attempt to persuade individuals to part with their money; 

whether in return for consumer goods or more intangible philanthropic benefits. Both 

are typically undertaken in a competitive environment, where shifting demand from 

one ‘supplier’ to another may be as much of an issue as raising demand overall.

Anecdotal evidence suggests that, like advertising executives, charity managers pay 

great attention to where they target their persuasive efforts1. Some individuals have a 

higher predisposition than others towards purchasing certain types of goods, or 

contributing to certain types of causes. Where this predisposition is correlated with 

observable socioeconomic and demographic characteristics, an opportunity is created 

to increase the returns from fund-raising (or advertising activities) by targeting 

campaigns on particular segments of the population.

The literature on charitable fund-raising to date has focused on the question of 

whether charity managers aim to maximise gross or net revenues (Weisbrod & 

Dominguez, 1986). However, little attention has been given to the role of targeting in 

fund-raising activity, and consequently a number of interesting questions remain 

unanswered. What factors influence the choice of targeting strategy adopted by any 

particular institution? How far should targeting be taken? To what extent does 

targeting succeed in dissipating the competition for funds between rival 

organisations?

1 This remark draws upon a number o f interviews with UK charity managers who confirmed that 
targeting is an important aspect o f fund-raising appeals. A common approach is to match-up current 
donors against a variety o f national marketing databases with a view to identifying their distinguishing 
characteristics. On this basis, a group o f current non-donors with similar characteristics can be 
identified as the targets for subsequent fund-raising drives. The type of targeting variables used 
encompass a wide range o f socioeconomic and demographic variables, in addition to variables which 
caipture the lifestyle and leisure interests of the fund-raising targets.
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This paper extends the existing theoretical framework on fund-raising to incorporate 

targeting as a basic decision-making variable. Using a dataset on environmental group 

membership in the UK, a number of discrete choice models of the decision to 

subscribe to an environmental group are subsequently estimated, and then used to 

simulate alternative fund-raising strategies as well as to examine their potential 

implications for competition between charity fund-raisers.

Targeting is found to produce a dramatic improvement in the probability that a given 

fund-raising approach will be successful, but this comes at the expense of reducing the 

size of the total pool of potential fund-raising targets. The optimum balance between 

these two factors is shown to depend on the size of the environmental organisation, 

the objective function of its managers, and the basic parameters of the cost and 

revenue functions. Although there is some evidence of market segmentation among 

environmental charities, this does not appear to sufficient to succeed in softening the 

competition for potential members between different types of groups.

The discussion is organised as follows Section 2 sets out the theoretical model. 

Sections 3 and 4 provide a descriptive overview of UK environmental groups and the 

data on those groups that is available from the British Social Attitudes Survey. 

Section 5 addresses the specification of the empirical model, whose basic results are 

presented in Section 6. Section 7 discusses the application of the model to the fund

raising issue. Conclusions are provided in Section 8.
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2. Theoretical Framework

An important area of research in the economics of non-profit institutions has been to 

provide models of charitable fund-raising activity. One strand of this literature 

examines how the objective function of charity managers would impact upon their 

optimal fund-raising strategy (Steinberg, 1986; Weisbrod & Dominguez, 1986). 

Analogous to advertising expenditures for private firms, fund-raising effort generates 

costs for non-profit organisations while at the same time increasing their revenue from 

donations. Drawing upon the theory of the firm, this literature identifies two polar 

cases of managerial objectives. First, there are managers who aim to maximise the net 

revenues from fund-raising—and thus the overall level of charitable services 

provided. Second, there are managers who aim to maximise the total revenues from 

fund-raising—and thus the overall size of the charitable organisation (Baumol, 1962).

Both of these objectives would appear to be plausible depending on the type of 

charity. On the one hand, net revenue maximisation is particularly appropriate for 

charities whose primary aim is to provide direct assistance to needy groups. These 

needy groups are effectively analogous to the shareholders of a private firm in that 

they have residual claim on the services financed by the stream of net revenues 

generated by the charity managers. On the other hand, gross revenue maximisation 

may make sense for charities which are primarily concerned with campaigning and 

whose political clout may be enhanced by the ability to demonstrate a large following 

of supporters. Even charities who are primarily service providers may lean towards 

the maximisation of gross revenues if managerial objectives threaten to eclipse the 

interests of the needy groups, or ultimate ‘shareholders’.

Following Steinberg, equation [1] illustrates a generalised welfare function (W) for 

charity managers where D  represents donations income and F  represents expenditure 

on fund-raising. The welfare function is made-up of a convex combination of net 

revenues and total revenues, weighted by the parameter a. If a  takes a value of one 

the charity is a net revenue maximiser, whereas if a  takes a value of zero the charity is
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a total revenue maximiser. Values of a  in the unit interval indicate that a mixture of 

these two motives is present.

[1 ] W= a[D(F)  -  F] +  (1 -  a)D(F)

dDm  w - a

Maximising the welfare function with respect to fund-raising expenditures (F) yields 

the first order condition given by equation [2]. Thus, net revenue maximisers will 

assign resources to fund-raising up until the point where their marginal revenue 

product is equal to one, whereas total revenue maximisers will go much further 

continuing to devote resources to fund-raising up until the point where their marginal 

revenue product is driven to zero. Empirical estimates of the marginal revenue 

product of fund-raising for the US and the UK have found evidence of both strategies 

being adopted by organisations operating in different sectors of charitable activity 

(Weisbrod & Dominguez, 1986; Posnett & Sandler, 1989; Khanna et al., 1995)

It seems plausible to imagine that the costs and benefits of fund-raising will depend 

on the extent to which resources are well-targeted towards those segments of the 

population with the highest propensity to make financial contributions. Accordingly, 

equation [3] extends the standard model presented in equation [1] by explicitly 

incorporating targeting as the ultimate choice variable for charity fund-raisers.

[3] W= a{D[N(zy,P(z) ] -FlN(z)]}  + ( l -a)D[N(zy ,P(z) ]

In this revised version, fund-raising expenditures (F) are modelled to depend on the 

number of people approached (A), while donations depend both on the number of 

people approached (.N) and on the probability (P) that those approached will respond 

positively with a gift. Both of these variables, N  and P, themselves depend on the 

targeting criteria (z) which guide the fund-raising campaign. For example, imagine 

that the targeting variable (z) is gross annual income. The higher the targeting
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threshold of gross annual income selected by the charity fund-raiser, the higher could 

be expected to be the probability of obtaining a positive response (dP/dz>0) but the 

smaller would be the pool of individuals who met the criterion (dN/dz<0). Clearly, 

charity fund-raisers must choose the targeting criterion z in such a way as to maximise 

their objective functions.

dD dN dDdP = dF dN 
[J dN dz dPdz  “  dN dz

Thus recasting the optimisation problem in terms of the variable z leads to a new first 

order condition given by equation [4], which states that at the optimum the marginal 

revenue product of fund-raising will be equal to its marginal cost weighted by the 

parameter a. The marginal revenue product of donations is made-up of two 

components. The first term, which is negative, takes into account the fact that as more 

stringent targeting criteria are applied the pool of potential donors will shrink. The 

second term, which is positive, captures the fact that as more stringent targeting 

criteria are applied the probability that each person targeted will respond positively 

with a donation will increase.

This simple model indicates that in order to understand the trade-offs inherent in the 

targeting process, it is necessary to be able to calibrate the two basic parameters dP/dz 

and dN/dz. In combination with data on the value of the marginal donation (dD/dP 

and dD/dN) and the marginal cost of fund-raising (dF/dN), this information can be 

used to examine the benefits of alternative targeting strategies for charitable 

organisations.

Finally, the issue of targeted fund-raising links with another important strand in the 

existing theoretical literature. This concerns the problem of ‘excessive’ fund-raising 

expenditures when charities must compete for donations from the same target 

population (Rose-Ackerman, 1982). The industrial organisation literature suggests 

that product differentiation can be used to attenuate this kind of competition (Tirole, 

1988). In the traditional models of product differentiation, consumers have
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heterogeneous tastes for product characteristics. By locating themselves at a particular 

point in characteristics space, firms can act as local monopolists breaking-up the 

overall market into a number of distinct and homogeneous segments of consumers 

(Hotelling, 1929). Successful product differentiation by non-profit organisations 

would similarly have the effect of reducing competition for donations by enabling 

charities to target their fund-raising expenditures on their respective market segments, 

thereby raising their returns from fund-raising expenditure.

In order to investigate both of these issues this paper will focus on one particular 

sector of charitable activity—namely, environmental groups2. The probability of 

joining an environmental group is modelled as a function of the socioeconomic and 

demographic characteristics (z). On this basis, it is possible to produce empirical 

estimates of the key parameters (dP/dz and dN/dz) and also to test statistically for the 

presence of market segmentation among supporters of enviromnental charities. The 

model is then used to simulate the benefits of alternative fund-raising strategies for 

competing environmental groups.

2 The only other study o f environmental fund-raising to date (Richer, 1995), focuses on estimating the 
marginal revenue product for this sector from an aggregate donations function, and finds that US 
environmental groups spend too little on fund-raising activities to be characterised as maximising 
either net or gross revenues.
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3. Environmental Groups in the UK

The charitable environmental sector in the UK grew rapidly during the 1980s and is 

now substantial in size. Recent research on the scale of voluntary sector activity in the 

sphere of environmental conservation found that there were 4,000 groups with an 

aggregate expenditure of £634m (Fenyo et al., 1993). To put this figure into context, 

the UK government estimated that non-profit organisations account for some 36%3 of 

national spending on environmental conservation4 (Ecotec, 1993). However, shares of 

total expenditure probably understate the true significance of environmental groups, 

since—to the extent that the activity of these groups focuses on campaigning—it is 

designed to bring about an increase in environmental expenditure by other bodies.

To a greater degree than other voluntary organisations, environmental groups have 

tended to organise themselves as clubs using annual membership fees as an important 

fund-raising vehicle. Fenyo et al. (1993) estimate that 20% of the income of 

environmental organisations derives from this source. Table 3.1 provides details of 

membership numbers and subscription income for some of the largest of the UK 

environmental charities, and indicates that they raise 25%-50% of their income from 

subscriptions and assign 10%-25% of their expenditure to fund-raising. All of these 

groups experienced significant growth in their membership during the 1980s. The 

most notable examples being the National Trust (NT), the Ramblers’ Association 

(RA) and the Royal Society for the Protection of Birds (RSPB) whose members 

approximately doubled over the decade, and the World Wildlife Fund (WWF) whose 

membership more than tripled over the same period.

3 In producing this estimate the Department o f the Environment (1993) uses a figure o f total non-profit 
environmental expenditure of £158m which is based only on a handful of the largest environmental 
groups. This is substantially smaller than the estimate of £634m produced by Fenyo et al. (1993) which 
explicitly takes into account information on the spending o f the very large number o f small groups 
which make-up the sector. Replacing the Department of the Environment estimate by the Fenyo et al. 
yields the result that non-profit organisations account for 69% of national expenditure on 
environmental conservation.

4 It is important to note that environmental conservation is only one sub-category o f overall 
environmental expenditure— which additionally includes pollution abatement, environmental research 
and development and management of natural resources— and only represents 3%-5% of this total.
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Table 3.1: A comparative profile of some of the UK’s 
major environmental groups5

CPRE FoE GP NT RA RSPB WWF

members (m) 0.05 0.206 0.40 2.21 0.10 0.89 0.23

budget (£m) 2.1 3.5 7.2 142.6 1.9 33.9 21.1

subscriptions (%) 24.8 n/a n/a 29 54 33 25

fund-raising7 (%) 19.5 14.0 18.8 9.5 12.6 18.0 25.0

campaigns ✓ V ✓ ✓ ✓ V

research ✓ ✓ ■/ S

land management
recreational sites ✓7
project funding ✓

5 Data compiled from the 1994/95 Annual Reports for the respective organisations: Council for the 
Protection o f Rural England (CPRE); Friends o f the Earth (FoE); Greenpeace (GP); National Trust 
(NT); Ramblers’ Association (RA); Royal Society for the Protection o f Birds (RSPB); World Wildlife 
Fund (WWF).

6 FoE only provides data on the total number o f supporters, not all o f whom are subscribers.

7 The definition may not be entirely consistent across groups due to different accounting conventions.

8 The NT and the RSPB respectively manage 239,600 and 91,000 hectares o f land.

9 The NT and the RSPB respectively operate 240 and 130 recreational sites.
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Table 3.1 also illustrates how these environmental groups differ with respect to their 

portfolio of activities and thus provides some indication of the extent to which they 

are engaging in product differentiation.

Groups suck as the Council for the Protection of Rural England (CPRE), Friends of 

the Earth (FoE) and Greenpeace (GP)—are largely concerned with campaigning 

activities aimed at promoting environmental protection, whether on a domestic or 

global level. The World Wildlife Fund (WWF) also has an important campaigning 

function relating to the specific problem of biodiversity, but differs from the other 

groups in devoting a considerable portion of its budget to funding conservation 

projects directly. At the other end of the spectrum, the National Trust (NT) 

deliberately eschews campaigning activity with a view to focusing its efforts on its 

perceived primary role of direct environmental protection via land ownership (The 

National Trust, 1994/95). By purchasing sites, the NT’s aim is to preserve them in 

perpetuity while at the same time providing a recreational resource to its members. 

The two remaining groups—the Royal Society for the Protection of Birds (RSPB) and 

the Ramblers’ Association (RA)—occupy something of an intermediate position in 

that they both supply recreational services to their members and perform some 

campaigning activities.

Following Hotelling’s model, the positioning of environmental groups described 

above can be understood in terms of the two-dimensional characteristics space 

illustrated in Figure 3.1. The two axes of the space represent the extent to which the 

focus of the group is on the domestic or global environment—on the one hand—and 

the extent to which the group is concerned with environmental recreation or protection 

oni the other10.

10 Those groups located towards the top left-hand comer of the table— global environmental 
protection— are supplying what is close to being a pure public good, while those located towards the 
botttozm right-hand comer o f the table— domestic environmental recreation— are supplying what is 
close to being a pure club good. This suggests that the former may face a more substantial free-rider 
problem than the latter. Indeed, the substantive nature of the club facilities provided by the NT and 
RSPB may go some way towards explaining their relative success in terms o f membership numbers 
and budget sizes.
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Figure 3.1: Positioning of some of the UK’s major environmental groups in
characteristics space
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The positioning of groups in the diagram provides some tentative indication of the 

extent to which these organisations may be competing with each other in fund-raising. 

Thus, for example, FoE might be expected to face much more direct competition for 

funds with GP and the WWF, than with organisations such as the NT or the CPRE 

which have a very different focus of activity.
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4. British Social Attitudes Survey

The present analysis is based on data collected as part of the British Social Attitudes 

Survey (BSAS); an annual repeated cross-sectional survey covering a wide range of 

social issues. In 1985, the BSAS started to run an occasional section focusing on 

attitudes towards the countryside, which covered—among other things—membership 

of environmental groups. The section was run for three consecutive years between 

1985-87, and was repeated again in a more extensive form in 199011, providing a total 

of 6142 observations.

The surveys required respondents to indicate whether or not they belonged to the 

National Trust (NT), the Royal Society for the Protection of Birds (RSPB), a 

recreation-oriented environmental group or a protection-oriented environmental 

group12. It is important to note that the latter two are self-assessed categories, and it is 

not inconceivable— given the composite nature of environmental group activities as 

recorded in Table 3.1 above—that two members of a given organisation might assess 

themselves in one case as belonging to a recreation-oriented group and in the other 

case as belonging to a protection-oriented group. This subjective feature of the data is 

not necessarily problematic, since what is of primary interest is the preference of 

individuals for the recreation or protection activities undertaken by such 

organisations.

11 Although there have been further countryside sections since 1990, the specific issue of 
environmental group membership has not been covered again.

12 In addition, the 1990 survey specifically asked whether or not the respondent was a member o f one 
of the following organisations— the RA, the CPRE, FoE, GP and the WWF. Given the relatively small 
numbers o f members recorded for each o f these groups (in some cases fewer than 20), and the 
desirability of pooling the dataset across the four years in order to increase the number o f observations 
of group members, the 1990 data on membership of these additional groups were merged into the four
way taxonomy used in the 1985-87 surveys. The nature of the activities undertaken by these 
organisations (as recorded in Table 1 above), made it relatively straightforward to classify the RA as a 
‘recreation-oriented’ environmental group, and the remaining organisations (CPRE, FoE, GP, WWF) 
as ‘protection-oriented’ environmental groups.
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Table 4.1: Environmental group membership patterns from BSAS13 (%)

1985 1986 1987 1990

NT
—  BSAS 5.68 7.88 8.53 8.47
—  Social Trends 2.12 2.49 2.72 3.54

RSPB
—  BSAS 3.52 5.47 4.39 4.38
—  Social Trends 0.90 0.90 0.99 1.47

Recreation-oriented group 8.19 6.60 6.55 3.92
Protection-oriented group 4.19 4.52 3.80 6.35
Multiple groups 3.28 3.58 2.91 3.96

All groups 16.81 19.40 19.17 14.78

13 All BSAS figures are adjusted by the survey weighting factor, this leads to a slight reduction in the 
proportion o f members relative to the unadjusted figures.
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The patterns of environmental group membership arising in the data are summarised 

in Table 4.1. The overall proportion of the sample claiming environmental group 

membership is relatively static across the period at between 15%-20%—rising slightly 

during the late 1980s only to fall back by 1990.

At the beginning of the period, recreation-oriented groups were the most popular, 

accounting for just over 8% of the sample. However, this category exhibited a steep 

decline in membership numbers throughout the late 1980s, so that by 1990 it had 

halved its proportion of members. For the reasons cited above, this trend need not 

necessarily be interpreted as a genuine shift in tastes away from recreation-oriented 

environmental groups. It could simply reflect a change in individuals’ perceptions of 

the environmental organisations they have always belonged to. All the other 

categories of groups experience steady growth in membership proportions across the 

period, particularly the NT which tops the membership league in 1990—with well 

over 8% of the total sample reporting an affiliation.

Finally, about 3% of the sample claim affiliation with multiple environmental groups. 

Cross-group membership patterns differ significantly between groups. The NT and the 

recreation-oriented environmental groups tended to have a higher proportion of 

exclusive membership (in excess of 60%), whereas less than half of the members of 

the RSPB and the protection-oriented environmental groups belonged exclusively to 

those organisations.

The BSAS is designed with a view to obtaining a representative cross-section of the 

UK population, with a sample frame constructed on the basis of the electoral register 

(Brook et al. 1991)14. To verify this representativeness with respect to environmental 

group membership, the sample proportions claiming affiliation with the NT and the 

RSPB are compared in Table 4.1 with the figures for the population as a whole taken

14 Since there are known to be significant omissions from the electoral register, the BSAS provides a 
weighting factor for each observation which is based on the difference between the number o f electors 
listed on the register and the number o f adults actually found at any particular address. All the results 
reported in this paper incorporate that adjustment.
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from the government publication Social Trends (Office of Population Censuses and 

Surveys, 1992)15.

The figures show that the proportions reported in the BSAS are up to three times as 

large as those found in the population for the NT, and up to six times as large for the 

RSPB. Nonetheless, it is important to note that the upward trends over time are 

broadly consistent, as are the relative membership rates for the two groups. This 

indicates that the BSAS data is more reliable when it comes to relative membership 

rates than in terms of the absolute level of membership.

There are a number of possible explanations for this upward bias in the membership 

percentages recorded in the BSAS. The first explanation relates to the low response 

rates achieved by the survey. For example, in 1990, only 64% of those households 

originally sampled actually completed the questionnaire. This overall average masks 

regional variation in participation rates of between 52%-74%. To the extent that 

participation in the survey was correlated with environmental group membership a 

selectivity bias problem could be expected to arise in the data.

The second explanation relates to ‘yea-saying’ induced by the ordering of questions 

within the survey. Since group membership questions were asked directly after a 

series of questions on environmental attitudes, it is possible that respondents who had 

expressed significant concern about the state of the environment then felt embarrassed 

to admit that they did not actually belong to an environmental group, and were thus 

lead to make false claims about membership.

Third, respondents may have answered in the affirmative if any member of their 

household (apart from themselves) held a subscription to an environmental group. For 

example, parents whose adolescent children might be more environmentally conscious 

than themselves.

15 The figures reported in Social Trends can be regarded as accurate inasmuch as they are based on the 
actual membership rosters o f the respective environmental groups. In order to obtain the reported 
percentages, these membership statistics are divided by official estimates o f the total UK adult 
population.
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Finally, it is possible that people may have responded in the affirmative if they had at 

any time in the past belonged to such an organisation, irrespective of whether or not 

they were currently paid-up members. This last point highlights a significant 

drawback of the BSAS data—namely the absence of longitudinal information from 

which to ascertain a given individual’s membership history16.

In addition to providing data on club membership, the BSAS is a rich source of 

information on the socioeconomic and demographic characteristics of respondents. 

For the purposes of the empirical model, attention will focus on six respondent 

characteristics17. These are household income18, age, newspaper preference (whether 

or not the respondent is a broadsheet reader), region (whether or not the respondent 

resides in the south of England), years of full-time education and the presence of 

children in the household.

These six variables fulfill two important criteria for inclusion in the present study. 

First, they are potentially observable (or at least could be inferred) by charity 

managers and might therefore plausibly be used as targeting variables for fund-raising 

campaigns. Second, it is thought that they jointly capture the main underlying factors 

determining preferences for environmental preservation—namely, purchasing power 

(household income), access to information about the environment (newspaper 

preference and education), opportunities for environmental recreation (age, region and 

the presence of children) and tastes (all of the above).

16 Such information would be helpful in terms o f clarifying the extent o f member commitment over 
time and making it possible to distinguish between age and cohort effects. Furthermore, lapsed 
membership is clearly an important targeting criterion used by charities. Unfortunately, the present 
analysis will necessarily have to take a static perspective on these issues.

17 The matrix o f correlation coefficients for this set o f explanatory variables revealed that they all 
displayed mutual correlations less than 0.5 in absolute value. This result implied that multi-collinearity 
would not be a problem when estimating a model based on these regressors.

18 The original dataset contained a grouped variable for annual gross household income, and this was 
converted into a continuous variable by fitting a lognormal distribution according to the procedure 
detailed in the Appendix. The values were then inflated to 1990 prices.
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5. Empirical Analysis

5.1 Model specification

The basic framework of analysis for the environmental group membership data is the 

Random Utility Model (RUM). The relevant concept of utility is the indirect utility 

function, formulated in equation [5]. This gives the maximum level of utility derived 

from belonging to a particular environmental group. The RUM breaks down the utility 

function into a deterministic component—which is a linear function of individual 

characteristics (z,)— and a stochastic component (e,)—which reflects the presence of 

unobservable influences on utility.

[5] Ui = b z ,+ e i

An individual will choose to join any particular environmental group as long as doing 

so has a positive impact on utility. In practice, utility itself is unobservable. As 

indicated in equation [6], all that can be observed is whether or not the individual 

becomes a member of the group; which is captured by the binary variable (y). The 

probability of observing membership can therefore be expressed as in equation [7].

[6] y .  = 1 if C/, > 0 

y,  =0 if  Ui  < 0

[7] P(yt = 1) = P(ei > - b z ) = [l -  F (-  bz, )]

In order to derive an explicit expression for this probability, it is necessary to know 

the distribution of the error terms. A typical assumption is that the errors follow the 

logistic distribution, which gives rise to the logit model stated in equation [8] 

(Maddala, 1983).
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(  1 ^[8] F{-bz, )= —---—l̂ + exp(te,.)J

The parameters of this model can then be estimated by maximising the likelihood 

function expressed in equation [9].

[9] log L = £  [y, log F (-b z , ) + (l -  y t ) log(l -  F (-bz i))]
I

5.2 Results

Table 5.1 summarises the coefficient estimates obtained from a series of binary logit 

models for membership of the NT, the RSPB, and recreation and protection-oriented 

environmental groups. The models incorporate the six explanatory variables described 

above plus a time trend to capture any general shift of preferences across the period.

The results show that many of the explanatory variables are statistically significant in 

affecting the disposition to become an environmental group member. The chi-squared 

statistics for the test of overall significance of the regressions are reported at the foot 

of Table 5.1. These indicate that—while all of the models have significant explanatory 

power—the model for NT membership performs significantly better than the rest with 

a test statistic that is more than double the size of any of the others.

The income variable is a highly significant determinant of group membership in all 

cases. In most cases, membership is also significantly associated with age, broadsheet 

readership, residing in the south of England and years of education. However, the 

members of recreation-oriented groups stand out as being substantially different to the 

rest. In particular, age, broadsheet readership and residing in the south of England, 

were not found to be significantly correlated with belonging to this category of 

environmental groups.
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Furthermore, recreation-oriented groups are the only category to exhibit a statistically 

significant time trend, which indicates that the disposition to join such groups was 

declining over the latter half of the 1980s. The absence of a significant positive time 

trend for the other categories of groups suggests that their growing numbers—reported 

in Table 4.1 above—may have more to do with a greater prevalence in the population 

of the underlying characteristics which predispose towards membership rather than to 

any positive shift in tastes.

A series of Wald tests were conducted in order to test the null hypothesis that there are 

no significant differences between the types of people attracted to joining each of 

these different categories of environmental groups (Greene, 1993). The form of the 

test statistic is given by equation [10].

[10] w ^ - b f v ^ v ^ - b , )

The resulting test statistics were almost all in excess of 30, well above the critical 

value of the chi-squared distribution with eight degrees of freedom, which takes a 

value of 15.51 at the 95% level. The one hypothesis that could not be rejected was that 

of equality between the coefficients estimated in the RSPB model and those from the 

model for protection-oriented environmental groups, where the corresponding test 

statistic was 11.66. This suggests that the type of people attracted to joining the RSPB 

are not significantly different from those attracted to join other kinds of protection- 

oriented environmental groups.

Table 5.2 reports a series of goodness of fit measures for each of the four models. 

Since the primary purpose of estimating the model was not to obtain coefficient 

values but rather to simulate membership decisions, the most important test of 

performance is the extent to which the fitted probabilities correspond to the 

membership patterns contained in the original data. The results show that, in all cases, 

the fitted probabilities are on average very close to the observed sample proportions.
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Correlation coefficients between the dummy variable denoting membership and the 

corresponding fitted probabilities are highest in the case of the NT with a value of 

0.36. The models for the RSPB and recreation-oriented groups perform rather poorly 

in this respect with correlation coefficients in the range 0.16-0.17.

An alternative measure of fit is the rate of successful predictions of whether or not a 

particular respondent joins the respective environmental group. These are calculated 

by assuming that those with a predicted probability in excess of 0.5 would join the 

respective group, while those with a predicted probability below this level would not. 

The predicted outcomes can then be compared with the actual outcomes and are found 

to correspond in between 92% to 96% of cases20.

The functional form of the probabilities in the logit model (see equation [8] above) 

does not permit a ready interpretation of the magnitude of the estimated effects. In 

order to provide a clearer picture of the materiality of the explanatory variables in 

affecting the decision of whether to become an environmental group member, Table 

5.3 presents the corresponding marginal effects of each variable on the probability of 

joining each group. These are calculated in accordance with the formula stated in 

equation [11] (Maddala, 1983). In the case of the income variable, elasticities rather 

than marginal effects are reported.

dP.
[ ii]

exp (bz,)
(l + exp(6z,)):

bk

The income elasticities are found to lie in the range 0.5 to 0.7, with the lowest value 

corresponding to the recreation-oriented groups. All of the reported effects are 

substantially larger for the NT model than for the others. For example, being a 

broadsheet reader adds 6% to the probability of joining the NT, but no more than 1% 

to 3% to the probability of joining any of the other groups. After broadsheet

20 However, these results are not as impressive as they may appear. Given that only about 5% o f the 
sample belongs to anyone o f these groups, a model which always predicted non-membership would be 
correct about 95% o f the time.
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readership, the largest effects come from years of education—with an extra year 

adding between 0.5% to 2.5% to the probability of becoming an environmental group 

member—and residing in the south of England—which adds from 0.5% to 3.0%.

In order to illustrate how the probability of successfully identifying a group member 

varies with different levels of the explanatory variables, Figure 5.1 plots the fitted 

probability of membership against different levels of household income, age, years of 

education and the time trend.

The fitted probability of membership is found to rise substantially with household 

income, particularly beyond the £20,000 per year threshold. Indeed, households with 

incomes in excess of £25,000 per year are between five and seven times more likely to 

join an environmental group than households with incomes below £5,000 per year. 

The effect of income on the fitted probability of membership is particularly 

pronounced in the case of the NT.

The relationship between the age variable and the probability of group membership is 

not so pronounced. There is some evidence that this probability peaks in late middle 

age (between 45 and 60), particularly in the case of the NT. An exception is the 

recreation-oriented category of environmental groups, which appear to have a much 

stronger appeal among younger adults (under 45).

A positive correlation between educational attainment and the fitted probability of 

membership is found for all groups. Specifically, those who remain in full-time 

education beyond the age of 18 are three to six times more likely to belong to 

environmental groups as those who terminate their full-time education at the age of 16 

or below. This effect is particularly striking for NT membership.
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Figure 5.1: Fitted probability of group membership against continuous
explanatory variables
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(c) Age completed full-time education
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Finally, the time trend looks somewhat different for each of the four categories of 

environmental groups. While the fitted probability of membership for the RSPB is 

relatively static across the period, it shows some increase for the NT and the 

protection-oriented groups. The recreation-oriented groups, on the other hand, show a 

clear downward trend in the fitted probability of membership.
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6. Simulation of Fund-Raising Strategies

The logit models reported above can be used to address the issues of prime interest 

identified in the earlier theoretical discussion. The first of these was the question of 

how to design an optimal targeting strategy for environmental group fund-raising. The 

second was the question of whether market segmentation succeeds in attenuating 

competition for subscriptions between different types of groups. However, before 

turning to these matters, it is important to take note of two important limitations of the 

estimated model in these particular applications.

First, the descriptive discussion of the BSAS dataset suggested that environmental 

group membership in the sample were three to six times larger than in the general 

population (see Table 4.1). This indicates that the absolute levels of the predicted 

probabilities should be calibrated, by scaling down with this inflationary factor21. 

However, the descriptive statistics showed a much closer correspondence in the 

relative values of membership probabilities both across groups and over time. This 

suggests that greater confidence can be attached to the results that relate to the 

proportionate change in probabilities of membership under different fund-raising 

strategies.

Second, what is of primary interest to the fund-raiser is the conditional probability of 

a  person taking out a subscription following the receipt of publicity material from the 

organisation. This is likely to differ, as a function of individual characteristics, from 

the unconditional probability of group membership. Results reported in Chapter Five 

indicate that the unconditional correlations between the probability of group 

membership and population characteristics will in all likelihood be confounding two 

different effects. One is the disposition of charity fund-raisers to approach people with 

those characteristics. The other is the disposition of people with those characteristics 

to respond positively to an approach by a charity fund-raiser.

211 The issue o f calibrating reported against actual donations to environmental groups is discussed at 
greater length in Chapter Two.
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iSince the BSAS does not provide information on which of the respondents had been 

asked to join an environmental group, it is not possible to separate out these two 

effects22. Consequently, the subsequent analysis is necessarily based on the somewhat 

problematic assumption that the pattern of membership observed in the population is 

an adequate guide to how individuals with particular socioeconomic characteristics 

would respond to a fund-raising approach.

These two issues, both of which suggest that the absolute level of predicted 

probabilities from the model will over-state the true conditional probabilities of 

membership, should be bome in mind when interpreting the results which follow.

6.1 Optimal fund-raising strategy

The coefficients estimated in the logit models identify segments of the population 

with a significantly greater predisposition to join particular types of environmental 

groups. A charity fund-raiser could potentially target his or her efforts using any or all 

of these variables. In order to shed light on the appropriate choice of targets, Table 6.1 

shows the effect which various different targeting strategies have both on the 

probability of a subscription (.P) and on the number of potential fund-raising targets

( N ) .

22 Essentially, the observed pattern o f fitted probabilities and exogenous characteristics reflects a 
reduced form equilibrium given the targeting choices made by the various environmental groups. 
Whereas what should ideally be estimated is the structural relationship between the probability of 
joining and the characteristics o f respondents, if the latter were to vary exogenously.
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Table 6.1: P and N against number of variables used in targeting

(a) Single variable targets

NT RSPB recreation- protection-
oriented groups oriented groups

P N P N P N P N

no targeting 0.080 3,700 0.046 3,700 0.067 3,700 0.050 3,700

targeting on
— income 0.198 519 0.102 519 0.140 519 0.114 519
— age 0.099 870 0.055 870 0.068 870 0.056 870
— newspaper 0.195 959 0.084 959 0.089 959 0.107 959
— region 0.112 1,673 0.056 1,673 0.082 1,673 0.069 1,673
— education 0.251 415 0.109 415 0.115 415 0.136 415
— children 0.092 2,348 0.047 2,348 0.058 2,348 0.052 2,348

(a) Multiple variable targets—‘AND’ basis

NT

P N

RSPB

P N

recreation- 
oriented groups 

P N

protection- 
oriented groups 

P N

no targeting 0.080 3,700 0.046 3,700 0.067 3,700 0.050 3,700

targeting on 
— best variable 0.251 415 0.109 415 0.139 519 0.136 415
— 2 best variables 0.311 293 0.154 157 0.162 157 0.163 293
— 3 best variables 0.404 125 0.169 125 0.166 125 0.209 125
— 4 best variables 0.441 80 0.175 80 0.179 80 0.235 80
— 5 best variables 0.535 19 0.203 19 0.166 19 0.255 19
— all 6 variables 0.566 15 0.209 15 0.166 15 0.265 15

(a) Multiple variable targets—‘OR’ basis

NT

P N

RSPB

P N

recreation- 
oriented groups 

P N

protection- 
oriented groups 

P N

no targeting 0.080 3,700 0.046 3,700 0.067 3,700 0.050 3,700

targeting on 
—best variable 0.251 415 0.109 415 0.140 519 0.136 415
— 2 best variables 0.185 1,081 0.095 777 0.122 111 0.103 1,081
— 3 best variables 0.166 1,314 0.079 1,314 0.094 1,314 0.095 1,314
— 4 best variables 0.114 2,293 0.059 2,293 0.080 2,293 0.069 2,293
— 5 best variables 0.080 3,700 0.046 3,700 0.067 3,700 0.050 3,700
— all 6 variables 0.080 3,700 0.046 3,700 0.067 3,700 0.050 3,700
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Clearly, there are numerous ways in which the socioeconomic variables studied in the 

model could be used to define targeting criteria for fund-raising. The targeting criteria 

presented here are taken to be illustrative rather than exhaustive. Part (a) examines the 

effect of targeting on the basis of each of the variables used in the model 

individually13. Two different strategies can be used to combine the information 

brought to light by the single variable analysis. Part (b) presents the results if an 

‘AND’ strategy is used. This means that the charity targets those people who 

simultaneously satisfy more than one of the single variable criteria. While Part (c) 

presents the results of using an ‘OR’ strategy. This means that the charity targets those 

people who satisfy either one or another of the single variable criteria.

The results for the single variable approach indicate that substantial increases in the 

probability of membership (P) can be secured by targeting, although the magnitude of 

the benefits varies considerably with the type of group. Thus, the NT can increase its 

probability of subscription by more than three times, while the other categories of 

groups do just better than doubling their probability of obtaining a subscription. These 

increases in the probability of success come at the expense of substantially reducing 

the number of potential fund-raising targets. For example, restricting the target 

population by income or educational criteria immediately reduces the size of the 

potential market to some 10% of the overall sample.

These trade-offs become even more pronounced when an ‘AND’ strategy is adopted, 

as indicated in Part (b) of Table 6.1. For example, the NT can raise its probability of 

obtaining a subscription from each targeted individual to over 0.5, but doing so 

reduces the number of potential targets to less than 1% of the sample. For all groups, 

the marginal improvements in the probability of success show a tendency to decline in 

the number of target variables applied. On the other hand, as shown in Part (c) of 

Table 7.1, use of the ‘OR’ strategy reverses the nature of the trade-off. In this case the

23 For the dummy variables, the target group is defined as the half o f the population exhibiting the 
highest propensity to join each corresponding type of environmental organisation. For the continuous 
variables, there are clearly many ways in which the target group could be defined. The analysis is 
based on defining the target group as the segment o f the population exhibiting the highest propensity to 
join on the basis o f  the banding used to construct Figure 6.1.
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size of the target population increases as more and more criteria are added, but this 

comes at the expense of lowering the level of P(z), which is at its highest when a 

single target variable is used. In this case, using more than four target variables is 

tantamount to including the entire sample.

In order to find the optimal point of balance between P(z) and N(z), it is necessary to 

make some assumptions about the cost and revenue structure of fund-raising. A 

simple parametrisation of costs and revenues is provided in equations [12-13] , where 

<p is the marginal cost of fund-raising and a  is the value of the subscription fee paid 

by those who decide to join the group. As the following discussion will elucidate, it 

turns out that the optimal targeting strategy for a charitable organisation depends 

critically on the relative value of these two parameters <p and <x

[12] D  = P(z)N(z)cr

[13] F = N(z)<p

It is straightforward to show that charities which maximise gross revenues from fund

raising, subject to a break-even constraint, will choose the targeting strategy which 

sets the probability of membership equal to the ratio ^/o24. This is stated in equation

[14]. The implication is that—for example—if the NT behaved as a gross revenue 

maximiser it would not see any gain from targeting its fund-raising efforts unless the 

marginal cost of fund-raising were to exceed 8% of the subscription fee. Since 8% is 

the average fitted probability of joining the NT from the sample as a whole, and thus 

is the expected probability of success when no targeting criteria are applied.

[14] P(z) = £
a

For a net revenue maximiser, the more complex optimality rule is given by equation

[15], which follows directly from the first order conditions for this problem. Since the

24 This result simply follows from setting the expression for net revenue equal to zero and solving for 
P(z).
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second term on the left-hand-side of equation [15] is negative (given dN/dz<0\ it 

follows that P(z) must exceed the ratio (p/cr and thus that it will invariably be in the 

interests o f  a net revenue maximiser to engage in a greater degree o f  targeting than a 

gross revenue maximiser. With a view to calibrating these qualitative theoretical 

conclusions, Figures 6.1 and 6.2 plot the relationship between the ratio (p/cr and the 

optimal number of targeting variables.

[15] P(z) +

dP
(— )N{z) 

dz_____
dN
dz

<L
<7

Figures 6.1 illustrates the case of the ‘AND’ strategy, for both gross and net revenue 

maximisation. The figures show that targeted fund-raising does not become 

worthwhile until (p/a exceeds 5%-8% for gross revenue maximisers and 4%-6% for 

net revenue maximisers. As the ratio (p/cr rises, the number of targeting variables 

needed to maximise the objective function increases at an increasing rate. For a given 

value of the parameter (p/a, the NT requires the smallest number of targeting variables 

and the recreation-oriented groups the largest number of targeting variables.

Although, it is not visually evident from inspecting the graphs, the curves for net 

revenue maximisers lie everywhere to the right of the corresponding curves for the 

gross revenue maximisers. This is an empirical reflection of the theoretical result 

obtained above, that net revenue maximisers will engage in higher levels of targeting 

at every level of the marginal cost-revenue ratio.
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Figure 6.1: Marginal cost-revenue ratio against optimal number of targeting
variables for the ‘AND’ strategy
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Figure 6.2: Marginal cost-revenue ratio against optimal number of targeting
variables for the ‘OR’ strategy
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Table 6.2: Preferred targeting strategy for different levels of the marginal cost-
revenue ratio

(p/cr
NT

gross revenue maximiser 
RSPB recreation protection NT

net revenue maximiser 
RSPB recreation protection

0.01 none none none none none none none none
0.05 none or(4) none none ° r(3) or(3) or(4) °r(3)
0.10 °r(4) and(l) « (2 ) or(2) or(2) and(3) and(l) and(l)
0.15 oi(3) and(2) and(2) and(2) and(2) and(3) and(4) and(3)
0.20 and(l) and(5) — and(3) and(2) and(6) — and(4)
0.25 and(l) — — and(5) and(3) — — and(6)
0.30 and(2) — — — and(3) — — —
0.35 and(3) — — — and(4) — — —
0.40 and(3) — — — and(4) — — —
0.45 and(5) — — — and(6) — — —
0.50 and(5) — — — and(6) — — —
0.55 and(6) — — — and(6) — — —
0.60
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For most of the groups, no amount of targeted fund-raising will enable them to 

survive financially once the marginal-cost revenue ratios reach the level of around 

20%. The exception is the NT, which can survive even when marginal fund-raising 

costs absorb more than half of the corresponding marginal fund-raising revenues. This 

is due to the fact that the relationship between socioeconomic characteristics and the 

probability of membership is particularly strong for the NT, making targeting 

particularly effective.

Turning to the ‘OR’ strategy, presented in Figure 6.2, the pattern is very different. In 

this case— once the ratio of (p/a is large enough to warrant targeting—there is a 

negative relationship between the marginal cost-revenue ratio and the optimal number 

of targeting variables. ‘OR’ strategies are less effective than ‘AND’ strategies in terms 

of ensuring financial survival when the ratio of marginal costs to revenues is high. 

Thus, even the NT is only financially viable up to a maximum value of 25% for (p/a, 

whereas the remaining groups cannot survive beyond a level of 15%.

The intuition behind both of these results essentially relates back to the basic targeting 

trade-off already identified—a growing probability of success to be set against a 

shrinking pool of potential members. When the marginal cost of fund-raising {(p) is 

small relative to the subscription fee (cr), the cost of failure is low and so it makes 

sense to approach as many potential members as possible. However, as (p rises relative 

to a, the cost of failure increases and it becomes increasingly attractive to focus 

efforts on those who are most likely to be responsive.

Figures 6.1 and 6.2 have presented the results for ‘AND’ and ‘OR’ strategies 

separately. However, it is also of interest to inquire which strategy would be the most 

successful under particular circumstances. To this end, Table 6.1 identifies the 

preferred strategy for each type of group for varying objective functions and at 

different values of the parameter <p/a: The optimal number of target variables required 

in each case is reported in brackets after the name of the strategy.
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A number of interesting points emerge from the table. First, ‘OR’ strategies are 

preferable at lower values of (p/a (between 0.05 and 0.10), while ‘AND’ strategies 

become more attractive at higher values of (p/a (from 0.15 upwards). Second, as 

illustrated in the preceding figures, the number of target variables for the ‘OR’ 

strategy decreases as (p/a rises. The opposite is true for the ‘AND’ strategy, a greater 

number of targeting variables must be used as the marginal cost-revenue ratio 

increases. Finally, targeting is essential for all groups if they are to maintain financial 

viability beyond values of (p/a above 0.1. However, some groups are likely to be more 

successful than others in this respect. The NT, in particular, can continue to register 

positive net revenues up until a point where marginal cost absorbs 55% of marginal 

revenue.

It is interesting to compare the rates of return (that is the ratio of gross revenue to 

fund-raising cost) predicted in these simulations with the real rates of return observed 

in charity fund-raising. A recent survey of charity managers (Sargeant & Kaehler, 

1998), found that fund-raising by such methods as mail shots, telemarketing and press 

advertisements yielded an average return in the range 175% to 200%. However, these 

returns rose to 560% when fund-raising efforts were targeted towards those with a 

history of giving. Taking a strategy of single variable targeting and a plausible 

marginal cost-revenue ratio of 0.05, the logit models predict rates of return in the 

range 217% to 501% depending on the environmental group. Increasing the marginal 

cost-revenue ratio to 0.1 lowers the level of returns from this form of targeted fund

raising to the range 109% to 251%.

Clearly strict comparisons between these two sets of values are not possible given that 

the Sargeant & Kaehler (1998) study does not report details of the targeting strategies 

and marginal cost-revenue ratios faced by the charity managers. Nonetheless, the fact 

that the predictions of the logit models are broadly similar in size to those found in the 

other study, provides some comfort that the simulations are not seriously overstating 

the possible outcomes.
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In order to relate the predictions of the logit models to real fund-raising situations, it is 

necessary to have the values for q> and a. Both of these parameters are clearly choice 

variables for charity fund-raisers in the long-run. However, using information on 

typical current values for (p and cr, it becomes possible to comment on the degree of 

targeting that is likely to be optimal conditional on this current choice.

A current typical annual subscription fee for an environmental group is £20. However, 

it is important to note that once a person subscribes they are likely to continue to do so 

over time and furthermore may make additional contributions to special appeals. Thus 

a  should ideally reflect the present value of all these donations, so that the £20 can 

probably be regarded as a lower bound. On the other hand, it is also important to 

recall the costs that are incurred by environmental groups in order to provide a range 

of ‘private benefits’ that are typically offered to members—including periodicals and 

access to special services. The cost of providing these private benefits would need to 

be netted out of the subscription fee in order to provide a clearer reflection of the pure 

‘untied’ revenue generated by an additional member. In this sense, the figure of £20 is 

likely to be an over-estimate of cr.

As regards the appropriate value of q> the marginal cost parameter, this is likely to 

vary substantially according to the chosen fund-raising technology. In the context of a 

mailshot, which is a fairly traditional method, <p could be expected to be particularly 

low since it would only reflect the expenditure associated with postage and additional 

printing. Consequently, in this case it is hard to imagine that the marginal cost could 

be any greater than £1, as an absolute upper bound. These boundary values would 

give a maximum ratio for <p/cro f 0.05 and thus lie in the range where targeting is still 

not an attractive option.

This illustrative calculation suggests that targeting may be of limited value in practice 

to environmental groups. However, before reaching this conclusion, it is important to 

note that the analysis presented thus far was premised on the assumption that the 

charitable organisation would exhaustively approach everybody in the identified target

350



Chapter Six Targeted fund-raising

group; including the entire population in the case of zero targeting. Whether or not 

this is a realistic assumption will depend on the size of the environmental organisation 

relative to the size of the country in which it is operating. For small groups operating 

in large countries it would appear likely that budgetary restrictions could preclude 

such an exhaustive approach to fund-raising. Indeed, evidence collected in Chapter 

Two above suggested that mailshots by the RSPB— one of the UK’s largest 

environmental charities—have historically been of the order of 200,000-400,000. 

While the WWF’s largest fund-raising campaign in recent years encompassed a target 

population of 3 million. These figures can be compared with the total number of 

households in the UK which is of the order of 20 million.

It may therefore be more realistic to consider the benefits from targeting in a context 

where the charity must maximise the revenues generated from a fixed fund-raising 

budget. This may, in fact, be true of large groups as well as small groups in the short- 

run.

The fixed-budget setting carries a number of important implications. First, the value 

of N  that the charity can afford to reach is essentially fixed by the size of the budget 

and is likely to represent only a very small fraction of the overall population. This 

means that the loss of market size associated with targeting (dN/dz<0) may no longer 

be material, and in the limit could be disregarded altogether. Second, since costs are 

fixed by the size of the budget, gross and net revenue maximising behaviour become 

equivalent and both entail maximising the probability (P(z)) that a targeted individual 

will respond with a subscription.

The combination of these factors indicates that relatively small charities operating in 

relatively large countries should adopt an ‘AND’, strategy targeting to the fullest 

possible extent on as many variables as possible25. The figures presented in Table 6.1 

indicated that—by targeting on six variables—such charities could raise their gross 

revenues by between three and six-fold depending on the type of organisation.

25 This conclusion is based on the important assumption that the marginal cost o f fund-raising does not 
rise with the number o f targeting variables used, as it might for example if  it became increasingly 
difficult to identify who the target population was.
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6.2 Competition for funds

In addition to illuminating issues of fund-raising strategy, the logit models can be 

used to identify the extent of competition for funds between these different types of 

environmental charities.

The Wald tests performed above provide evidence that environmentalists loyal to 

different groups are a segmented population comprising a number of distinct types of 

people. However, the coefficients reported in Table 5.1 indicated that the members of 

different environmental groups also had numerous characteristics in common. 

Examining the benefits of alternative targeting strategies in Table 6.1, it becomes 

clear that the characteristics which different types o f environmental group members 

have in common (namely, high income, high educational attainment and broadsheet 

readership) have a much stronger impact on their propensity to subscribe than the 

characteristics which distinguish them from each other (namely, age, residence in the 

south of England and the presence of children in the household).

The extent to which the different types of groups compete for funds will therefore 

depend on the way in which their chosen fund-raising strategies link back to these 

underlying characteristics of the population. Table 6.3 indicates the percentage 

overlap between the target populations for each pair of groups according to the 

number of targeting variables used and the chosen strategy. The higher the percentage 

overlap the greater the extent to which groups are competing for funds from the same 

segments of the population. The results indicate that there is only very limited scope 

for avoiding competition, and this only when a small number of targeting variables are 

being used. In the case of the NT and the protection-oriented groups, targeting does 

not provide any means of avoiding competition at all.
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Table 6.3: Overlap ratios for target population segments between groups

(a) Multiple variable targets— ‘AND’ basis

NT: NT: NT: RSPB: RSPB: recreation:
RSPB recreation protection recreation protection protection

no targeting 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

targeting on 
—best variable 100.0% 30.3% 100.0% 30.3% 100.0% 37.8%
—2 best variables 79.6% 79.6% 100.0% 100.0% 42.7% 42.7%
—3 best variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
— 4 best variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
— 5 best variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
— all 6 variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

(b) Multiple variable targets— ‘OR’ basis

NT: NT: NT: RSPB: RSPB: recreation:
RSPB recreation protection recreation protection protection

no targeting 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

targeting on 
—best variable 100.0% 30.3% 100.0% 30.3% 100.0% 37.8%
—2 best variables 59.1% 59.1% 100.0% 100.0% 82.3% 82.3%
—3 best variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
— 4 best variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
— 5 best variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
—all 6 variables 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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7. Conclusions

This paper has extended the existing literature on charitable fund-raising by 

examining to what extent charities can improve their performance by targeting effort 

towards specific segments of the population characterised by particular socioeconomic 

and demographic attributes. The theoretical model suggested that targeting could 

impact both positively and negatively upon fund-raising. On the one hand it could be 

expected to increase the probability that a targeted individual would make a donation. 

On the other hand, it could be expected to reduce the number of individuals who could 

potentially be targeted.

A set of logit models was estimated in order to quantify the impact of a range of 

observable characteristics on the probability of subscribing to the National Trust, the 

Royal Society for the Protection of Birds, and other recreation or protection-oriented 

environmental groups. The models were shown to perform well in predicting the 

probability of membership from the data available in the British Social Attitudes 

Survey. Using the model a variety of alternative fund-raising strategies were 

simulated. The conclusions were shown to differ depending on the size of the 

charitable organisation.

For charities that are large relative to the size of the country in which they operate, the 

optimal fund-raising strategy was found to depend both on the charity’s objective 

function (net or gross revenue maximisation) and on the ratio of marginal fund-raising 

costs to the group’s subscription fee. The higher this ratio, the greater the extent to 

which the charity should engage in targeting. Nonetheless, there is a limit in the extent 

to which targeting can overcome the handicap implied by a high marginal cost- 

revenue ratio. All the environmental groups considered ceased to be financially viable 

once this ratio exceeded a certain threshold.

For plausible values of the marginal cost-revenue ratio, little if any targeting appeared 

to be advisable. The intuition behind this result is that the shrinking size of the market 

brought about as a result of targeting more than offsets the greater probability that any
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targeted individual will subscribe, unless the costs of fund-raising are comparatively 

high. However, other things being equal, net revenue maximising charities will tend to 

undertake a greater degree of targeting than those whose objective is to maximise 

gross revenues.

For charities that are small relative to the size of the country in which they operate 

(i.e. just about all UK environmental charities), the optimal strategy— irrespective of 

the charity’s objective function and marginal cost-revenue ratio— is to engage in as 

much targeting as possible. The intuition behind this result is that small charities are 

unlikely to be constrained by the shrinking size of the market, and are thus best 

advised to maximise the probability that those whom they approach will choose to 

subscribe.

For such charities, targeting can increase their returns to fund-raising by between three 

and six-fold, although there is substantial variation in the magnitude of these gains 

across groups. Groups—such as the National Trust—who succeed in appealing to a 

sector of the population with very well-defined observable characteristics, will reap 

the benefits in terms of the greater efficacy of their fund-raising efforts.

In spite of some demonstrated degree of segmentation in the market for environmental 

charities, the model indicated that those factors with the strongest influence on the 

propensity to become a group member were in fact held in common between the 

different categories of environmental groups considered. The implication is that 

targeting does not go very far towards diluting the intensity of competition for 

members between environmental groups; as they are all obliged to recruit from a very 

similar pool.
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Appendix

Fitting a Lognormal Distribution to Grouped Income Data

The British Social Attitudes Survey collects income as a grouped variable reported in 

a number of bands. In order to permit the estimation of an income elasticity this 

information was converted into a continuous variable for the purposes of the 

econometric analysis. The procedure involved fitting a lognormal distribution to the 

data on income bands, as described below.

First, the income bands were converted into logarithmic form and the cumulative 

distribution for each income band was obtained from a tabulation of the data, as 

indicated in equation [Al]. The corresponding values of the standard normal 

distribution were obtained by applying the inverse standard normal cumulative 

distribution function to the values for the cumulative distribution found in the income 

data, see equation [A2].

[Al] />(lnOO < P) = 0.325 

[A2] z = O '1 (0.325)

Given the relationship between the standard normal distribution and the normal 

distribution of ultimate interest—see equation [A3]— each income band provides a 

condition on the parameters of the underlying distribution fi and cr. Since there are 

only two unknown parameters, and about ten different income bands (0 the system is 

overdetermined. An optimisation problem can be set-up to choose jn and cr so as to 

minimise a loss function. The loss function (L) is defined as the square of the 

difference between the cumulative probability found in the data, and the cumulative 

probability predicted by the fitted lognormal distribution, as stated in equation [A4].

[A3]
a
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[A4] L = "  <P,(ln — ~ ) ] 2

Once the parameters of the lognormal distribution have been estimated by this means, 

they can be used to estimate the conditional expectation of the income variable for 

each of the bands— that is to say the most likely value of the income variable given 

that it lies in the range defined by any particular banding of the grouped variable. 

Equation [A5] gives the formal expression for this conditional expectation where the 

parameters a  and /? define the upper and lower bounds of any particular income band. 

This integration can be made more tractable by converting to the standard normal 

distribution—as in equation [A6]— and then substituting the variable z with x—such 

that x=(-z?/2) and {dx/dz = -z)—the final version is shown in equation [A7].

[A5] £[ln(.y) / a  < ln(y) < / ? ] = {  { M g M M g l }d ln(>>)

[A6] E[z / (— —) < z < (— —)] = f - Z(j>{z)
}dz

a

[A7] E [ x l ( f— ± - ) < x < f — ^ j \  = \ 
cr cr

-1

——) -  <D(^—^)]

(t£)
Jexp {x)dx

(£=̂ )

Once the above definite integral has been evaluated for each of the income bands, the 

resulting conditional expectation can be converted back into the original normal 

distribution. This is shown in equation [A8]. Finally, the logarithm is removed to 

produce the income value which is to be fitted to each of the original bands, see 

equation [A9].

[A8] ln(y) - o z  + fj.
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[A9] y  = exp(ln(y))

Table Al summarises the values of fi and cr which were obtained for each year of the 

BSAS data. The corresponding values of the minimised loss functions reported 

alongside them indicate a good degree of fit, which is however significantly better for 

the late 1980s surveys than for that conducted in 1990. The values unadjusted for 

inflation, and thus the mean income rises particularly steeply across the period. This 

may in part be due to the fact that a number of additional higher income bands were 

introduced in the survey in 1990. A full breakdown of income bands for each year 

together with the corresponding conditional expectations of income from the 

lognormal distribution are reported in Table A2.

Table A l: Summary of fitted lognormal income distributions for BSAS data

year mean variance mimimised value o f  loss function

1985 7,525 5.34 0.0031
1986 8,487 4.77 0.0035
1987 9,039 5.27 0.0035
1990 12,418 5.36 0.0144
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Table A2: Summary of conditional expectation of income for each original band

income band
1985

conditional expectations 
1986 1987 1990

<2,000 1,399 1,473 1,440
2,000-2,99926 2,503 2,517 2,512 2,123
3000-3,999 3,490 3,499 3,497 3,507
4,000-4,999 4,485 4,491 4,491 4,498
5,000-5,999 5,484 5,488 5,488 5,494
6,000-6,999 6,483 6,486 6,486 6,492
7,000-7,999 7,483 7,485 7,486 7,491
8,000-9,999 8,935 8,941 8,944 8,961
10,000-11,999 10,938 10,941 10,946 10,959
12,000-14,999 13,370 13,374 13,384 13,410
15,000-17,99927 24,014 16,382 16,392 16,413
18,000-19,999 18,950 18,954 18,962
20,000-22,99928 29,713 31,164 21,420
23,000-25,999 24,424
26,000-28,999 27,427
29,000-31,999 30,431
>32,000 48,724

26 In 1990, the lowest income band was <3,000

27 In 1985, the highest income band was >15,000

28 In 1986-7, the highest income band was >20,000
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