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Many assume that the level of charitable giving in America is driven by the tax code and tax deductions, concluding that if charitable donations were not deductible, then charitable organizations could not exist.  Nothing could be further from the truth.  

After the 1986 Tax Reform Act, charitable giving increased rather than decreased, despite the lowering of marginal income and transfer tax rates.  
Charitable giving rose by $6.4 billion, or 7.6 percent, in 1987 after the top tax rate fell from 50 to 28 percent (more than doubling the tax price of giving).1  Likewise, the growth of charitable bequests was most rapid from 1980 to 1987 when estate taxes were coming down.2
The majority of charitable contributions today come from non-itemizers.

Under current income tax law, most taxpayers cannot deduct charitable contributions.  Only the one-out-of-three taxpayers who itemize may deduct their contributions.3  Thus, the incentive for giving to charitable organizations will not be diminished in any respect by the FairTax.  It will increase.  Under the FairTax, wage earners will be taking home their entire paychecks – for families of modest means, whose charitable giving is often a very high percentage of their income, this is a substantial increase in available funds.  Additionally, these contributions would also be made with pre-tax dollars.  Under the current system, the charitable deduction only offsets a portion of a taxpayer’s tax liability.  For those generally less affluent taxpayers who do not itemize, the cost of charitable giving will actually go down under the Fair Tax because they will be able to give to their churches or other charitable organizations from pre-tax dollars.


Under the FairTax, the two-out-of-three taxpayers who currently do not itemize deductions are not taxed on charitable contributions, and therefore, for the first time since 1986, the vast majority are actually encouraged to make charitable contributions.  It should be noted that percentage ceilings also limit individual contributions today – even if a taxpayer itemizes.  For example, all contributions are limited to fifty percent or less of adjusted gross income.  This percentage is ten percent for corporations.  These ceilings all disappear under the FairTax.

When do people increase their giving and when do they cut back?  It’s the economy!

Charitable giving is actually a function of the economy, not the tax code.  The common phrase, “It’s the economy, stupid!” applies here yet again.  Over the past forty years, the level of annual donations almost exactly tracks personal income growth.4,5  When the economy is up, along with personal income, Americans give.  When the economy falls off a cliff, so does charitable giving.  Americans are always generous, but the key to sustaining their giving is a booming economy.  From the earliest economic studies conducted on consumption taxes, economists have predicted a huge and sustained boom in the American economy once such taxes replace income taxation.6  This will drive charitable giving to new heights. 

When do the wealthy give?  When they want to give!

While serious wealth is only a narrow sector of charitable giving, when compared to the breadth of modest giving, it does command high visibility in the press.  Therefore, it is worthwhile addressing here.  The highest net worth benefactors, who grant large donations, are primarily and overwhelmingly influenced by their desire to contribute to a cause.7  Once they make that decision to contribute, they then tailor that contribution to maximize the contribution while minimizing taxes.8  The reciprocal is very rarely the case.  Just as the FairTax allows every American to make their business decisions solely on what is good for their customers and employers, rather than being hamstrung by tax consequences, the FairTax unfetters the wealthy from any tax considerations on their charitable giving.

What is the effect on religious donations?

While churches rely on charitable donations, they are somewhat impervious to the tax motivation, as charitable contributions are linked more to church attendance than to tax credits or incentives.  “Americans who regularly attend church services contribute 2.2% of their income, a much higher average than non-church-goers who average 1.4%.  And the churchgoers’ higher level of giving is not confined to [their] own congregations but extends to all types of non-profits . . . Active civic participation, and church attendance in particular, is more important to a healthy non-profit sector than the presence of any tax credit or deduction.”9,10

Non-religious charities such as universities and museums, for example, rely little on donative sources of giving. 

The large non-profits (whose assets account for more than three-fourths of the total assets of tax exempt charitable organizations) received only 7.8 percent of their income in 1998 from direct public contributions.  Revenues from program services and membership, on the other hand, made up 74.5 percent of total revenues.11,12  
Additional points

Several more points should be mentioned.

· A large source of income for universities, colleges, and other training institutions is tuition payments.  Under current law, tuition payments are not deductible, not creditable, and must be paid with after-tax dollars.  Under the FairTax, all payments for tuition and training are considered investments in human capital and not taxable.

· Voluntary services provided to non-profits today, under the income tax system, are discouraged because out-of-pocket expenditures are not fully deductible.  Under the FairTax, such expenditures are paid from pre-tax earnings.

· Those uncompensated services provided by a charity to that population for which the charity was founded and by which it fulfills its mission would not generate a taxable, retail-delivery event under the FairTax.  This stands in contrast to barter between commercial interests and individuals or between individuals.  Such barter would generate a taxable event.
· Charitable operations, of course, continue to be tax exempt, operating under a sales tax exemption certificate as they do today with most states.  No purchase made by an exempt charity is taxed.

· When charities provide products or services to individuals for compensation, essentially a retail transaction, that transaction is taxed.  This is comparable to the current system not allowing the deduction of that portion of a gift for which the donor received some return compensation.

· With the ending of the income tax and the termination of compliance costs, prices of the most competitive items drop by 20 to 30 percent at retail, less at wholesale.13  Thus charities’ real buying power is increased by this drop in retail prices and the fact that they continue to pay no taxes.
In summary:  The Second Golden Age of Charitable Giving starts with the FairTax.

The first golden age of charitable giving paced the Industrial Revolution boom in the American economy in the early part of the last century.  This age was ended by the passage of the income tax.  Ending that income tax initiates the Second Golden Age.  When this happens, charities' ability to meet their clients' needs increases dramatically, reducing demand for government to fill the gap.  Which in turn means that tax dollars can be spent more beneficially elsewhere, or taxes may be reduced.
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Ron Pollack has recently retired from active hedge fund management, is currently managing his own account, and is active in real estate investment/development in Clearwater, Florida.  He is a member of the Philanthropy Roundtable; he can be reached at ron@pollackhome.com or (727) 692-8624.


In the aftermath of 9/11, the Pollack Family Foundation has been very active in charities related to that tragedy.  The foundation is also active in children’s issues, education reform, drug rehabilitation, and criminal rehabilitation.
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