
THE ECONOMICS OF

PHILANTHROPY

James Hu

Laura Chen

Alison Low

Jinyu Tang

Katherine Wong

1



AGENDA

What is philanthropy?

Determinants

Implications
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WHAT IS PHILANTHROPY?

“Philanthropy is defined as 
benevolent behavior, usually in the 
form of charitable gifts, toward 
others in society.”
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SCOPE
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MODELS

Rational choice of donation:

then donate

U is the net utility from donating

u(d): utility from donation

u(p): utility from alternative uses of money

Large donors > $200k per year 5



U(D): WARM GLOW

Intangible, positive 
feelings derived 
from the act of 
helping others

 Influences the types 
of charities to 
donate to

 “Compassion 
collapse”
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U(D): REWARDS

Prizes and rewards

 NPR

 List (2005): 
Incentives increase 
the rate and 
average amount of 
donation
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U(D): HYPERAGENCY

Hyperagency is the ability 
to be a producer and 
creator of the 
organizational life of the 
society rather than simply 
a supporter and 
participant

Rich like having control of 
how their donations are 
utilized
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U(D): TAX POLICY

Tax subsidies heavily skewed towards 
rich

Reasons: wealthy more likely to 
itemize and reduced tax liability is 
worth more
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U(D): SIGNALING

 Signaling
 Wealth
 Compassion
 75% of donations above $50 million are 

given to hospitals, universities and the 
arts

 Category Reporting
 Prestige
 If bracket < original amount

then donate the original amount
 If Cost of giving > Benefit of prestige

then the donor will donate the 
original amount
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U(P): INCOME EFFECTS

 Self-defined level of 
financial security
 The Great Recession 

reduced total giving by 
7.0% in 2008 and by 
another 6.2% in 2009.

 Additional motives at 
play:
 Identification with the 

fate of others
 Gratitude
 Desire for Hyperagency
 Minimalizing estate 

taxes
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POLICY IMPLICATIONS

 Philanthropy is a rational choice that people 
make

 Increased visibility of donations: bumper 
stickers, community awards, category 
reporting (signalling)

 Offer prizes and rewards to attract more 
donations

 Irrational donations? Landry et al (2009) 
Beauty effect:
 Attractive solicitors generate more donations 
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AREAS FOR FURTHER RESEARCH

 International philanthropic landscape
 U.S. vs. other countries

Foreign aid and foreign policy
Non-monetary donations 

 Time, labor

Effects of technology/internet on 
donations -> social media

Moral issues
 Are donations for the wrong reasons 

sustainable?
 Quantity of donations vs. quality
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QUESTIONS?
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