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Abstract

Government agencies that support the activities of nonprofit
organizations are increasingly turning to funding mechanisms designed to
leverage increased private support as an important component of the
government’s public policy vis-a-vis the nonprofit sector. Drawing on
numerous examples from government support of the arts and culture, this
paper describes the evolution of matching grants from cofinancing,
through challenge grants, to reverse matching grants. This evolution
raises a number of public policy issues, not the least of which is the
appropriate role of the government in funding the nonprofit sector:
Should it follow and reinforce private decisions, or should it push in other
directions in line with articulated public policy?

The paper considers the various theoretical justifications for
matching grants and then uses available research on the effectiveness of
matching grants to suggest that they have generally been less successful
than governments would like to believe. In doing so, it points out that
the concept of "new" money around which most matching grant programs
are designed has been notoriously slippery to operationalize in any

meaningful (from a public policy point of view) way.






CCVERNMENT LEVERAGE OF PRIVATE SUPPORT:
MATCHING GRANTS AND THE PROBLEM WITH "NEW" MONEY

by J. Mark Davidson Schuster

Government agencies that support the activities of nonprofit organizations
are increasingly turning to matching grants to leverage increased private
support. In an era of privatization and public/private partnerships--a trend
both across nonprofit sectors and across a wide range of countries--the notion
of combining public and private sources of support has considerable ideological
appeal. In no other nonprofit sector has the matching grant become as popular
as it has for the arts and culture. And this is just as true in other
countries, which see themselves consciously turning toward the "American model"
of arts support.

That the arts have been the first sector to experience the movement of
government intervention towards matching grants is not terribly surprising.
Charitable statistics indicate that arts have demonstrated their appeal to
private donors, particularly corporations. Matching grants try to exploit that
appeal to increase the resources provided to the arts and culture.

If my assertion is true--that matching grants are becoming an increasingly
popular mode of distributing government resources to the arts--then it will
become increasingly important to understand the dynamics of matching grants.
What are their financial implications? What are their aesthetic implications?
When have they worked well? When poorly? What issues should be accounted for
in their design?

Even though matching grants have been widely used for arts support in the
United States, we have very limited information as to their effects. Arts
funding agencies have not, for the most part, evaluated their matching grant
programs with an analytical approach that would reveal their true effects.
(Indeed, arts funding agencies have been reticent to evaluate any of their
funding programs.) In the discussion that follows I attempt to integrate the
limited research results with a more theoretical approach to the consideration
of the likely effects of matching grant programs.

THREE FORMS OF MATCHING GRANTS

In developing an analytic framework within which to consider matching
grants the first hurdle to overcome is the inadequate vocabulary we currently
have to distinguish between various forms of matching grants. The single term
"matching grant" has actually been used to characterize a family of related, yet
distinct, modes of support. I find it helpful to distinguish between three
different forms of government matching grant support, all of which arguably
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belong under the umbrella of matching grants: co-financing, challenge grants,
and reverse matching grants. Each of these forms has its own characteristics
and its own advantages and drawbacks.

CO-FINANCING

From its beginning, the National Endowment for the Arts has followed the
principle that it will not fund the total cost of any project; its enabling
legislation specified that it could only provide up to 50 percent of the cost of
any project it supported.2 Thus, co-financing became the first, albeit
implicit, matching grant; other funding sources were expected, if not formally
required, to match or complement the federal grant. Politically, the co-
financing principle was more widely acceptable than direct subsidy because of
three fears: the fear of the government control that might come with the
proposed federal involvement in the arts but that could be minimized if there
were a diversity of funding sources; the fear of public money supplanting
private money that otherwise would have been given;3 and the fear that
government involvement in the arts would lead to almost unlimited financial
demands unless its financial involvement were limited.

Most state arts agencies have followed suit and have incorporated the co-
financing principle into their funding programs. Even where government agencies
have been willing to support higher proportions of project costs, the fact that
the emphasis remains on project support rather than on ongoing operating support
means that the net result is implicit co-financing.

It is this model of government matching support that the French Ministry of
Culture and Communication seems to have had in mind when it announced its new
approach to arts funding in the fall of 1986: Le Cofinancement. Projects in
nine thematic areas that were previously eligible to go directly to the program
areas of the Ministry for support would no longer have access to those old
Ministry sources. Instead, they would have to make a proposal to the Ministry
to enter into a co-financing agreement whereby private funds would be mixed with
public funds. Within the Ministry, proposals would be approved first by one of
four commissions (performing arts, heritage and books, visual arts and museums,
and multidisciplinary arts) and then by a "Conseil Superieur du Mecenat,"
(Superior Council for Patronage). A decision as to whether the government
should enter into a partnership contract would be made and three parameters
would be determined: the minimum amount of private funds the project had to
attract to be eligible for government co-financing, the ratio of public money to
private money at which co-financing would take place, and a ceiling on the
amount of public money that would be committed to the project. The fixing of
these parameters brings this program quite close to the other forms of matching
grants, but the overall spirit of the program was to establish co-financing as a
principle where it had not been established previously (even though it had been
practiced). (The salient characteristics of the Cofinancement program, and of
the other sample matching grant programs discussed in this paper are summarized
in Appendix A.)



Moving from what appeared to be direct government support to co-financing
was not without its critics. The press interpreted this program as a broad
policy change by the government whereby it would no longer be possible for arts
organizations to receive government support without first being successful in
attracting private support, a controversial suggestion in a country with a long
tradition of substantial central government arts support.

CHALLENGE GRANTS

More recently, the National Endowment for the Arts has used explicit
matching grants throughout its funding programs, most notably in the Challenge
Grant program in which the recipient organization receives one dollar of its
Challenge Grant for every three (or four) dollars it receives in "new"
contributions from other sources.” For the Endowment, the Challenge Grant had
two seemingly contradictory advantages: it allowed it to leverage additional
non-governmental resources at a time when its budget growth began to slow, while
it also allowed it to increase its budget in a new way, through a politically
attractive program that stressed public/private partnership even more explicitly
than co-financing had.

The Challenge Grant was designed to encourage arts institutions to think in
longer terms than their yearly budgets by providing a multi-year matching grant
to major cultural institutions for new and increased sources of continuing
income. Margaret Wyszomirski has argued that the Challenge Grant initiative is
an example of how NEA has picked up program initiatives that have been designed,
supported, and pretested by the private sector, in this case by the major
private foundations./ Whether or not this was the case, the Challenge Grant
program is now seen as one of the Endowment’s most successful innovations.

The term challenge grant is a useful one to describe this type of matching
grant because the government agency has to make an explicit decision to
challenge a particular arts organization to increase its fundraising.

Arguably, the challenge grant is the most familiar form of matching grant as
well as the most copied by state arts agencies and internationally.

Under the general title of "Incentive Funding" the Arts Council of Great
Britain is currently in the process of launching two related challenge grant
programs: the Enterprise Fund for well-established arts organizations of
national or regional importance and the Progress Fund for small scale, newly-
formed, innovative, or community oriented organizations. Just as Cofinancement
was a significant departure for the French Ministry of Culture, Incentive
Funding represents a new era for the Arts Council in which greater emphasis is
being placed on sources of revenue other than central government.

REVERSE MATCHING GRANTS

The most recent matching grant programs, however, have taken on a new form,
particularly when those matching grants have been targeted at increasing
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corporate support. These matching grants might be called reverse matching
grants in that they promise that the government will match, more or less
automatically, increases in private support of the arts. There is no government
selection of the matching grant recipient beyond the broad determination of
eligibility criteria. These grant programs reverse the logic of the traditional
matching grant; they allow the private donor to make resource allocation
decisions that are followed, rather than led, by the public sector’s match.

The recent move to reverse matching grants has ideological roots in the
turn toward private initiative as a trigger for appropriate public initiative,
and it has a practical precedent in the deductibility of charitable
contributions, which itself can be seen as a reverse matching grant. (Indeed,
the new reverse matching grants augment the financial attractiveness of these
tax-incentive-based matching grants because the donor’s matching contribution is
typically deductible.) If a government wishes as a matter of policy to mimic
and augment private local decisionmaking (as it would through an education
voucher program or through tax incentives) a reverse matching grant program in
which the public match automatically follows the private decision is
particularly attractive. It will also be attractive whenever there is an
increase in the public sector’s reticence to decide which artistic and cultural
activities are worthy or support, decisions that involve unusually vague
criteria of aesthetics and innovation and which touch on issues of censorship.

The National Endowment for the Arts has not yet used reverse matching
grants, but they have been used at the state level--the Massachusetts Regional
Corporate Challenge Program; at the provincial level in Canada--the Wintario
Challenge Grant? and the Investment in the Arts programs in Ontario and the
recently announced Fond d’Appui in Quebec; and internationally--the Business
Sponsorship Incentive Scheme in Great Britain.

This tripartite division of matching grants is critical to an analytical
understanding of their effects. The little research that has been done on the
effects of matching grants for the arts has to be understood in the context of
the form of matching grant investigated. But in order to proceed in the
formulation of an evaluative perspective it is necessary to take a step
backwards to consider why matching grants are implemented in the first place.
Once we understand the rationale(s) for matching grants we will have a base from
which to begin evaluating them.

WHY MATCHING GRANTS?

What is the theory behind matching grants? Why do governments choose to
implement them? And why do they turn to matching grants rather than to
unencumbered grant support as the chosen instrument of government policy?

Unfortunately, governments have not been explicit about the_ reasoning that
has led them to the use of matching grants to support the arts. 1l As a result,

one is forced to infer theory from their actions, not always the most reliable
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guide. The theories that seem to underlie government matching grants fall intoc
two general groups: (1) theories that focus on why the government should
subsidize the arts at all, perhaps with some special emphasis suggesting the
appropriateness of matching grants, and (2) theories that focus on why a
matching grant ought to be chosen over other forms of government support.

While it is beyond the scope of this paper to revisit the literature on the
theoretical justification for government support of the arts,12 there are at
least two such lines of reasoning that particularly have been used in connection
with matching grants:

MOVING PRIVATE RESOURCES

If a government determines that a particular sector of the
nonprofit economy is receiving too little support, as it would be if
the marginal societal benefit of additional support of that sector is
deemed to be greater than the marginal societal benefit in other
sectors, it might design a program to move resources into the targeted
sector. It might do so by direct government support to the targeted
sector or through making the contribution of private resources to that
sector more attractive by changing the relative prices of the various
uses of those resources. To the donor, a credible matching grant can
magnify the effect of his or her donation by the matching ratio
making that particular use of money relatively more attractive.i

While this rationale is rarely made explicit, it is implicit in
the rhetoric that surrounds much of the debate on new government arts
support initiatives, particularly where increasing, large-scale,
direct subsidy is no longer politically feasible. Understandably,
though, the rhetoric mostly focuses on increasing private resources
(from the perspective of the arts) rather than on moving them around.

INTERJURISDICTIONAL SPILLOVERS

Programs that are funded entirely on the local level may be
underfunded if they involve positive externalities that are enjoyed by
individuals who are not members of the local community. Such an
argument has often been made with respect to the funding of arts
institutions. In such cases it can be argued that there ought to be
cost sharing with a higher level of government that collects its
revenues from those taxpayers who are enjoying those externalities. A
matching grant is one form that such cost sharing might take. This
rationale, of course, is more applicable to projects that are begun on
the local level and expanded by the match than to projects that are
begun on a higher level and sold to local communities.

Use of this rationale implies that the matching ratio should be a
function of the distribution of benefits from the program. If
benefits are national, then it is appropriate for the central
government to assume most if not all of the costs. If the benefits
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are highly localized then a relatively high proportion of the cost
should be picked up by local government or through contributions or
earned income from private sources.

This rationale has been evident in the programs in the
Endowment’s Office for Public Partnership in which matching grants
have been given for the creation and ongoing funding of state arts

agencies and, more recently, for the creation and increased funding of
local arts agencies.

Beyond the general arguments for government support lie several lines of
reasoning that argue that matching grants should be chosen over other forms of
government support:

MULTIPLICATION OF LIMITED RESOURCES

In an era in which public resources are believed to be limited it
becomes particularly important to multiply the effect of those
resources to maximize the impact of a public policy, and a matching
grant seems a logical mechanism to accomplish this end. A perceptible
change in the relative price of the use of private resources may not
only cause a movement of private resources from one sector to another,
as mentioned above; it may also cause an overall increase in the
amount of private resources dedicated to nonprofit activities. (The
marginal benefit of each dollar invested is greater than one dollar in
the presence of a matching grant, making the arts a more attractive
"investment" than without the match.)

A version of this argument is embodied in a concern about
government grants "crowding out," and thereby substituting for,
private grants rather than augmenting them if private donors decrease
their donations in the presence of increased government support.

Susan Rose-Ackerman has argued, for example, that if two programs with
the same tax consequences are compared, a matching grant lowers giving

less than a fixed-sum grant and may actually produce increased
giving.15

Despite their differences, the rhetoric surrounding all of the
matching grant programs mentioned above suggests that they are all
fundamentally directed at increasing the resources available to arts
institutions. It is this goal that has led to the emphasis on
matching "new" money in many matching grant programs, an emphasis to
which I return below. How effective is a matching grant at increasing
resources for the arts beyond the government’s portion of the match?
(Or, in an economist’'s terms, what is the grant's "treasury
efficiency?") Whether or not matching grants succeed at this goal is
the central evaluative question.

Because of the specification of an explicit matching ratio,
challenge grants and reverse matching grants are likely to be more
effective in this regard than co-financing. Furthermore, challenge

6



