
broader economic parameters, such as GDP or public sector spending
(Toepler 1998). This is borne out in table 1.1, which shows a range of
size indicators and contrasts the United States with select European
country data as presented by Anheier (2001). Anheier estimated the
total number of foundations in nineteen western European countries
and Turkey at 80,000 to 90,000, which means an average of seventeen
to nineteen foundations per 100,000 inhabitants. Density varies sig-
nificantly, with as few as one per 100,000 in France, two in Italy, three
in Belgium, and as many as 111 in Switzerland and 200 in Sweden
(table 1.1). The European average on this measure, however, is
only somewhat below the U.S. ratio of twenty-two foundations per
100,000 inhabitants. Although there are fewer foundations in Europe
in relation to total population, the question of whether there are sig-
nificantly fewer remains open to debate.

Moreover, a similar picture emerges where Anheier (2001) and col-
leagues were able to derive estimates of other ratios from European
data sources. As shown in table 1.1, U.S. foundation grants amount to
the equivalent of one quarter of 1 percent of GDP—higher than the
foundation expenditures to GDP ratio in Belgium and France, but
lower than in Spain and Germany. The share of foundation grants of

8 The Legitimacy of Philanthropic Foundations

Table 1.1 Comparative Measures, United States and Selected 
European Countries

Grants as 
Expenditures Percentage 

Foundations as of Nonprofit Assets
per Percentage Sector per 

100,000 of GDP Revenue Capita

Belgium 3 0.07 —
France 1 0.15 —
Germany 10 1.50 1.80 6354
Italy 2 — — 61,340
Netherlands 5 — 2.11
Spain 15 0.60 —
Sweden 200 — — 61,500
Switzerland 111 — — 61,389
United Kingdom 16 — 2.81 6536
European countries
average 17–19 — —

United States 22 0.24 1.49 $1,612

Sources: Authors’ compilations. Anheier (2001); CIA (2006); Foundation Center (2005).
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Figure 3.1 Reported Foundations in the United States, 1915 to 2001 
(Log Scale)

Table 3.1 Reported Charitable Foundations in the United States, 
1915 to 2000

1915 27
1926 179
1938 188
1944 505
1955 1,488
1964 6,007
1975 21,877
1985 25,639
1995 40,140
2001 61,810

Sources: Andrews (1973, 82–86, 220); The Foundation Center (2003a). Before the late 1950s, all
counts of foundations were incomplete.
Note: The Foundation Center’s 1960 Directory reported (p. ix) that it had the names of about
12,000 foundations, but listed only the 5202 whose 1959 assets exceeded $50,000 or grants had
exceeded $10,000, did not make annual appeals for public funds, were not limited by charter to
supporting one or several named institutions, and did not function as endowments for such
institutions.

growth of American foundations has brought increasing criticism of
specific abuses.5 By 2005, however, as in the 1910s and the 1930s, crit-
icism has not led to new federal restrictions. Criticism of U.S. founda-
tions has always targeted abuses, but has never seriously undermined
the legitimacy of their position.



The total assets of U.S. foundations exceeded 4.5 percent of gross
domestic product in 2001, a substantial number and probably the
highest in U.S. history. But the U.S. stock market also reached its
highest valuation in history at that point. As figure 3.3 shows, the
ratio of foundation assets to the total value of all U.S. common stocks
was higher in the mid-1960s, just before the Tax Reform Act of 1969
curtailed some of the legal advantages a foundation charter provided
to donors.

The concentration of foundation assets has been very marked;
data does not allow a rigorous test of the possibility that concentra-
tion has declined over time. In 1959, ten very large foundations held
51 percent of all assets identified by the new Foundation Center. The
same year, 129 “large” foundations—those whose assets exceeded
$10 million—accounted for over three-quarters of the assets of all
5,202 foundations. The 1959 report was much more complete than
previous reports, but certainly omitted many foundations and reported
unaudited numbers (Foundation Library Center 1960). In 1979, the
231 foundations whose assets exceeded $25 million (the CPI equiv-
alent of $10 million in 1959) accounted for two-thirds of a fuller
inventory of foundation assets (Foundation Center 1981). In 2001,
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the hundred largest U.S. foundations, each with assets greater than
$475 million, held almost 40 percent of all foundation assets
(Chronicle of Philanthropy 2002). The 2001 equivalent of $10 mil-
lion in 1959 was about $60 million, meaning that the share of foun-
dation assets held by foundations as large as that had probably not
changed much.

In 2003, the most current data available, 900 grant-making foun-
dations had assets of at least $60 million. Their combined assets totaled
65.5 percent of the $476.7 billion in total assets of all 66,000+ (66,398,
to be precise) grant-making foundations in the United States. The
majority held only a few hundred thousand dollars each. Donors man-
age most foundations with the occasional assistance of their attorneys
and investment advisers; in 2001 just 3,000 foundations reported that
they employed their own staff (Foundation Center 2003b).

Clearly, by the 1940s the foundation had become an established
institutional form in the United States. Equally clearly, it did not dom-
inate American nonprofit finance. Observers often exaggerate the
financial significance of foundations. Foundation spending runs at
about 5 percent of assets. In 2001, total foundation spending averaged
under $192 per capita in the Northeast, $109 in the Midwest, $66 in
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Figure 3.3 Ratio, Reported Assets of U.S. Foundations to Total Value 
of U.S. Common Stocks, 1930 to 2001

Source: Author’s compilation.
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Figures 3.4, 3.5, and 3.6 show both that assets have become more
evenly distributed, and that foundations are still disproportionately
prominent in the Northeast.

The broad history of assets and locations suggests that a discussion
of foundation legitimacy in the United States must address several
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Figure 3.4 Regional Distribution of U.S. Foundation Assets, 1979 to 2001
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Figure 3.6 Ratio, Share of Foundation Assets to Share of 
U.S. Population, 2001

Source: U.S. Census (2001); Foundation Center (2001).
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questions. Why did they appear only at the beginning of the twen-
tieth century? How have regional variation and change affected foun-
dation efforts to gain legitimacy? How have foundations defended
their claims to legitimacy against attacks that slowed or reversed their
growth in the 1930s and again in the 1960s?

Making Foundations Legitimate by the Beginning of the
Twentieth Century

Dramatic legal, intellectual, and material transformations converged
in the last years of the nineteenth century to create an environment
that favored foundations. State legislatures began to lift traditional
legal proscriptions against general purpose charities. Northeastern
intellectual elites moved away from the religious commitments that
had long shaped nearly all charities and charitable regulations. The
new universities replaced religious denominations as the largest and
most comprehensive of charities, and a small number of railroad and
industrial leaders had to consider what do with fortunes of unprece-
dented size.
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Table 5.1 Percentage of Foundation Grants by Major Area of Funding

Year 2001 1997 1996 1995 1993 1991 1987 1977 1966 1957 1931

Arts 12 13 12 12 15 14 15 13 17 4 3
Education 27 24 25 25 24 25 18 25 42 53 26
Health 21 17 16 17 18 17 18 24 10 16 32
Human services 24 15 17 17 15 14 27 21 13 10 14
Public affairs and social benefits 11 12 12 12 11 13
Science and technology 3 5 4 5 4 6
Social science 2 3 3 2 3 1 21 15 12 14 23
Environment 6 5 5 5 5
International 2 4 3 4 4
Religion 2 2 2 2 2 2 2 2 5 3 1
Other 0 0 0 0 0 0 0 0 2 0 1

100 100 100 100 100 100 100 100 100 100 100

Source: See figure 5.1.



Table 6.1 Key Attributes of Private and Community Foundations

Attributes Private Foundations Community Foundations

Amounts deductible for donor
Publicly traded securities
Other appreciated property

Limits on contributions for donor
Cash contributions
Gifts of appreciated property

Administrative requirements
Payment of excise tax
Required payout levels
Limits on excess business holdings
Donor control
Anonymity

Other features
Primary advantages to donors

Distinctive structures

Source: Adapted from Clontz (2001).

Fair market value
Limited to cost basis

30 percent of donor’s adjusted gross income
20 percent of donor’s adjusted gross income

1 to 2 percent of investment income
5 percent of assets or more
Yes
Legal
No; must file detailed returns on grants, fees,

investments, salaries

Control, independence, family identity,
focus, employment of relatives

Single fund, may focus on designated
region(s), board has full authority

Fair market value
Fair market value

50 percent of donor’s adjusted gross income
30 percent of donor’s adjusted gross income

None
No minimum requirement
None
Advisory
Yes; donors and grants can be private; foundation

may buffer donors from grant seekers

Deductibility, flexibility, access to expertise,
permanence, no administrative duties, anonymity

Pooled funds, focus on named region, separation
of investment and allocations decisions



funders and community and public foundations are likely to have
greater turnover among key decision makers.

Funders who depend most on financial and human resources from
the external environment should be more closely attuned to external
developments and demonstrate less structural inertia than those with
few such linkages. Community and public foundations exemplify the
former pattern, family foundations the latter. Independent founda-
tions and corporate funders are intermediary, sharing one, but not
both, elements of external resource dependency (see table 6.2).

At the time of the study, several major changes were underway
in the human service environment. Demographic, social and eco-
nomic trends were aggravating community needs, especially in inner
cities. Changes in public policy—welfare reform, managed care, and
devolution—brought cuts in social spending programs, changes to the
social safety net, and shifts in intergovernmental relations. UW and
corporate funders faced major corporate restructuring, and stock mar-
ket growth increased assets for family, independent, and community
foundations. In addition, human service nonprofits faced their own
operational challenges because of the trends noted above and growing
competition.

Community Needs

One of the great strengths of American philanthropy is the range of
missions and approaches that philanthropic funders pursue. But do
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Table 6.2 Types of Foundations by Grant Source and 
Governance Structure

Typical Governance
Typical Source of Grant Funding

Structure Existing Sources Newly Generated Sources

Direct donor control 
(internal)

Deputy or indirect donor 
control (external)

Source: Author’s compilations.

Family: donor and
donor’s family directly
control existing
endowment

Independent: indepen-
dent board (and staff)
controls existing
endowment

Corporate: corporate
executives directly
control allocation of
recent or current 
corporate profit

Community: commu-
nity board controls
mix of newly raised
funds and existing
endowment



tarity role reflects ready identification with the role, which is reflected
in the visions of foundations, though the language foundations use to
articulate it vary widely. However, underlying issues about the blurring
of boundaries between this and the substitution role are also prevalent
across the countries examined. These issues raise questions about the
extent to which the complementarity role guides foundations in their
actions, or whether they are guided by the government, and whether
they can sustain the role over the long term. It follows that stakehold-
ers display less awareness and more disdain for the role foundations
play in substituting the government. This is not one that foundations
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Table 8.1 Foundation Role Awareness, Acceptance, and Feasibility as 
Perceived by Foundation Leaders and Stakeholders

Acceptance 
Role Awareness by Foundation Feasibility

Complementarity

Substitution

Preservation of 
traditions and 
cultures

Redistribution

Social and 
policy change

Promotion of 
pluralism

Innovation

Source: Authors’ compilations.

High

Medium

Medium

Low

Medium

Medium

High

Yes, but what is the
role of government?

No

Specific to some
foundations engaged
as main activity

No, range of factors
motivate donors, 
among which 
redistribution is a
minor one

Potentially, but need
to address challenges

Not a guide, viewed
more as a feature of
foundations’ 
existence

Yes, but some 
inconsistency in 
interpretation
of innovation and
innovativeness

Medium, capacity of
grant-making 
foundations in
sustaining this role
an issue

Medium, capacity for
grant-making 
foundations in
sustaining this role
an issue

Foundation-specific

Low

Medium

Medium

Medium to high, if a
better understanding 
of innovation and
implementation
prevails



• an altruistic purpose (“Stiftungszweck”)

• a foundation endowment (Stiftungsvermögen)

• a foundation organization and charter (Stiftungsorganisation und
Stiftungsverfassung)

• ownership of a majority of the shares or votes in a business company

CREATION BY DONATION An industrial foundation is created when
someone (the founder) entrusts the foundation with an endowment
consisting of ownership rights to a business company. The existence
of foundations therefore presupposes a gift, a renunciation on part of
the donor or founder. This transaction is irreversible.

INDEPENDENCE The foundation is a private (nongovernment) institu-
tion. It has no owners and no members. Industrial foundations are
therefore sometimes referred to as self-owning institutions. The irre-
versibility of the decision to found a foundation is underlined by its
legal personality. The decisive factor is a clear separation between the
personal economic affairs of the founder and those of the foundation.
The separation transforms the foundation into a nonprofit entity
which as emphasized by Hansmann (1980, 1987) may earn profits
but cannot redistribute them except for charity.
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Figure 10.1 Foundation Ownership: An Example

William Demant Holding 100%

The Oticon Foundation 61% Minority Investors 39%

Oticon Hearing Aids Other Businesses

Source: Author’s compilation.



expected to be below average. Nonprofit enterprises lack a personal
profit motive to monitor managers, and their ability to attract capital
from outside investors is also limited. Altogether, agency theory would
predict that foundation-owned companies would perform badly com-
pared to investor-owned companies on criteria such as profitability,
growth, and shareholder value.

But this is inconsistent with anecdotal evidence. Some foundation-
owned companies are among the best-managed in the world. How, for
example, could foundation-owned William Demant become Euro-
pean company of the year—an award that honors a European firm
consistently producing outstanding financial and business results
among more than 6,200 others? How could foundation-owned A. P.
Moeller–Maersk be one of the leading shipping companies in the
world? And how could German SAP be the world’s leading producer
of enterprise management systems?

Moreover, empirical studies—three studies on Danish data over the
period from 1982 to 1999 (Thomsen 1996, 1999; Thomsen and Rose
2004) and a study on German data (Herrmann and Franke 2002)—
found the economic performance of foundation-owned companies to
be no worse or even slightly better than that of companies with more
common ownership structures—measured on accounting profitabil-
ity, growth, and even stock market returns. Table 10.1 summarizes
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Table 10.1 Corporate Ownership and Performance of the Largest 
Danish Companies

Investor Family Foundation

Return on equity percentage
1982 to 1992 10.9 11.3 11.4
1995 to 2002 9.1 12.4 14.5

Growth (sales) percentage
1982 to 1992 8.9 11.6 10.2
1995 to 2002 7 2.1 9.3

Survival frequency percentage
1982 to 1992 71 76 77
1992 to 1999 66 84 87

Equity/assets ratio percentage
1982 to 1992 36 38 47
1995 to 2002 50 56 54

Number of companies
1982 to 1992 47 62 48
1995 to 2002 58 63 50

Source: Author’s compilations.



ences are robust to controls for size and industry effects. As in the Dan-
ish data, foundation-owned companies are generally more labor inten-
sive than the control group because they have more employees per DM
of turnover. They also pay lower salaries. Both board income and per-
sonnel expenses are lower per individual than in other companies.

Altogether, the German and Danish evidence on this issue points in
the same direction: foundation-owned companies appear to be slightly
more efficient than other companies in terms of the available perfor-
mance measures. Their good performance is something of a paradox
to standard economic theories of the firm, which tend to emphasize
the advantages of profit-based incentives and diversification of risk.

Cognitive Legitimacy: Explaining the Performance 
of Foundation-Owned Firms

Foundation ownership is found mainly in northern Europe—
Denmark, Germany, Sweden, Norway, the Netherlands, and Switzer-
land. Examples include world-class companies such as Ikea from
Sweden, Carlsberg from Denmark, or Krupp, Carl Zeiss, and Robert
Bosch from Germany. There are a few examples from the United States
and the United Kingdom (Hershey Foods, the Welcome Foundation
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Table 10.2 Foundation Ownership and Performance 
of German Companies

Foundation- Other 
Owned Firms Corporations

Return on equity percentage (before taxes)
1990 16.7 15.9
1991 15.9 11.2
1992 10.2 4.5

Equity/assets (percentage)
1990 30.3 32.8
1991 30.1 31.7
1992 28.7 31.1

Pay out ratio percentage (dividends/earnings)
1990 42.7 56.5
1991 38.6 52.2
1992 36.5 59.0

Number of firms 178 846

Source: Herrmann and Franke (2002).



By 2004, fifty-seven had been formed—thirty-seven fully established
and another twenty at varying stages of development—with total
endowment at more than £90 million, and more than £52 million in
grants dispersed (see http://www.communityfoundation.org.uk).

Building Roles and Establishing Legitimacy: 
Drivers and Facilitating Factors

Development of community foundations in the United Kingdom falls
into two broad phases. In the first, from the early 1980s to the mid- to
late 1990s, understanding of and trust in the roles and potential capac-
ities of community foundations was slowly, and painfully, developed.
Community foundations remained few in number and generally small
in size. In the second phase, from the late 1990s onward, understand-
ing and trust increased and the numbers and size of community foun-
dations grew more quickly. Was this simply a function of the time it
takes to establish understanding of roles and build legitimacy of a new
institution? Or were there other factors at work providing a more con-
ducive environment for acceptance of community foundation roles
and legitimacy?

Fundamental to the first phase was the U.S. example. To gain sup-
port, community foundations had to effectively demonstrate their
potential role in action to be seen as viable and effective vehicles. A
selective picture of the growth and roles of community foundations in
the United States—the American Dream—provided that credibility.
The strategic use of international visitors to publicize, advocate, and
gain access to government circles ensured that this was communi-
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Table 11.1 Average Endowment and Grant Making, 1992 to 2000

Year Number of CFs Average Assets Average Grant Making (£)

1992 to 1993 15 865,636 90,251
1993 to 1994 15 1,122,200 109,254
1994 to 1995 15 1,295,262 146,012
1995 to 1996 17 1,819,388 220,537
1996 to 1997 18 1,993,598 544,638
1997 to 1998 22 2,962,361 580,854
1998 to 1999 24 3,052,044 790,250
1999 to 2000 29 3,165,600 758,161

Source: Community Foundation Network (2001).


	Table 1.1
	Fig 3.1
	Fig 3.2
	Fig 3.3
	Fig 3.4
	Fig 3.5
	Fig 3.6
	Table 3.1
	Fig 5.1
	Table 5.1
	Table 6.1
	Table 6.2
	Table 8.1
	Fig 10.1
	Table 10.1
	Table 10.2
	Table 11.1

