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Abstract:

This paper attempts to approach the economics of umbrella organizations, which have increased in line with the expansion of the non–profit sector in Japan. An umbrella organization can represent non-profits of specific sectors, natures or geographical regions. On the other hand, also the parties who normally interact with non-profit organizations (donating companies, public administration, etc.) can found an umbrella organization.

Both the establishment and the operation of such a concentrating institution require financial and human resources; moreover, it creates an additional organizational layer that may complicate transaction processes. In this paper I will analyze from an economic perspective under which circumstances umbrella organizations can actually increase efficiency, deploying theories of bargaining and transaction costs.

0. Introduction

In line with the expansion of voluntary organizations in Japan during the last decade, the non-profit sector became subject to substantial academic research. Topics range from economic issues to management manuals to assessment methods of the performance of non-profit organizations. Less attention, however, has been so far dedicated to umbrella organizations. Together with the increasing number of non-profits in Japan, certain institutions were created (and their number can be expected to rise in the future), whose main purpose is to represent or support the third sector and its actors. Such umbrella organizations can represent certain types of non-profit organizations like artistic or educational ones; they can focus on the legal structure, or they might simply represent or work for all institutions that can be classified as not-for-profit organizations in the broader sense. In Japan, the majority of umbrella organizations provide counseling for small non-profits, just like the Japan NPO Center does. But in general, their activities reach from pure research and counseling to political lobbying to fundraising. Umbrella organizations can even represent the for-profit sector, as we will see in part IV of this paper. Most of them are established in order to serve non-profit organizations, strengthen the basis for the third sector or, more generally, to improve the quality of life in our society.

Inevitably, the establishment and operation of any additional institutional structure requires financial and human resources, which might require budget cuts elsewhere or which could be used alternatively. This makes it important to evaluate whether such an umbrella organization can be economically efficient.
If for example a government entity is to decide upon the establishment or promotion of an umbrella organization, its decision shall be influenced by the possible alternatives, which in turn depend on the policy goals and the interest of the public: If the goal is to support and strengthen the basis for the voluntary sector, the alternative is to support single non-profit organizations directly; if the goal is more general, such as improved life quality for citizens, the public administration may even be better off by spending the same resources on completely different projects.

If an umbrella organization is already in existence, a single non-profit or any prospective member faces the decision between joining and not joining. In order for the decision to be economically justified, the expected net benefits must be equal or higher than the costs (or forgone benefits).
I. Advantages from joining an umbrella organization
There can be many reasons for establishing an umbrella organization as well as for becoming a contributing member　of one. One important factor in Japan is the strong sense of community and communal ties that makes people and even corporations derive utility from joint activities as opposed to individual actions. Such considerations may well be included in the benefits.

Further possible benefits are described in the list below, which can be complemented arbitrarily. As non-profits as well as companies and public entities can become a member of an umbrella organization, this reasoning applies to any type and not only to non-profit organizations.
I.1. Reasons to join an umbrella organization
· The organization does not have the possibility to carry out the activities in question on its own
The reason may be lack of resources or legal constraints. In such case the costs of joining have to be compared with the costs of forgone opportunities if the organization does not join and therefore cannot carry out those activities.
The Japan Association of Charitable Organizations (JACO) is currently preparing to provide web space for its members. As it will soon be a legal requirement for most non-profits to disclose information through the Internet, non-profits that currently have no access to web space may see it vital to join JACO.

· The umbrella organization is more efficient in the activities in question than the non-profit organization
Economies of scale effects, more experience, a tighter net work or a legal structure that enables better access to funds may make it attractive to join; similarly, industrial companies often decide to outsource their entire or parts of their production if an outside supplier can produce the good more efficiently.
For example, The International Friendship Network of Japan organizes various events and conferences for small non-profit organizations that have little or no experience in doing so.

· To obtain know-how 
In this category the organization has to assess how the knowledge gained from counseling and lectures can improve its well being (e.g. through better fund raising).
Among many other umbrella organizations the Japan NPO Center provides substantial counseling service for small non-profits, which seek advice on how to found and run their organization.

However, an organization does not necessarily have to make a decision for once and for all. Many services can be obtained without being a full member, but can be paid for on individual basis. This enables to decide case by case - like a normal costumer – whether or not to purchase a product offered by an umbrella organization.

I.2. Externalities

If an umbrella organization provides types of goods or services whose benefits cannot be excluded from parties that do not contribute – thus creating positive externalities – there may be an incentive to free ride. Research results of the Japan NPO Center may spread externalities to all non-profit organizations and therefore obtain features of a public good. This may speak in favor of public subsidies to such an umbrella organization in order to prevent undersupply. But the public administration, too, faces alternatives and may come to the conclusion that the promotion of one or another umbrella organization is not consistent with its policy goals.

II. Hypothetical example: A fundraising umbrella organization
Let us create a hypothetical example and suppose that all or some non-profits get together and found an umbrella organization, whose task is to raise funds and to distribute them among the member organizations.

Even though it is questionable whether it shall be encouraged to outsource fundraising activities, such an institution is a helpful example, because its benefits are easy to quantify. And there may be indeed a few advantages:

II.1. Possible advantages of a fundraising organization
· Potential supporters can be offered a whole package of projects, which reduces their transaction costs, because they have to deal with only one institution instead of numerous non-profits. Moreover, small and less endowed companies have the possibility to better diffuse their philanthropic activities and thus make them more effective.
· Non-profit organizations themselves can reduce transaction costs (here: fundraising costs) if they do not have to address every supporter but can delegate that task to the umbrella organization. That would be comparable with a classic advantage of outsourcing. Obviously, an institution will only join such an enterprise if the raised funds minus the membership fee are higher than what it could raise alone. These net funds can be different for each non-profit organization and it is likely that smaller non-profits benefit from the membership of larger and better known ones.
II.2. Efficiency problems
Whether our umbrella organization is able to actually yield the desired outcome or not depends on its potential and the ability to fully exploit such potential. The discussion of efficient structure and operation does not differ significantly from performance assessments of non-profits in general and will be skipped in this context.
II.2.1. Bargaining about the distribution:

Problems cannot only occur while trying to achieve efficient results, but also when it comes to pass on the fruits of success to the eligible parties. How should the product, obtained resources, legal concessions or other outcomes be distributed among the members of the concentrating institution? Should it be distributed equally among members (should the fee also be equal? If not, how will it be determined?), equivalent to size or potential of each member, or completely differently, such as through auctioning?

If outcomes are paid out equally, each member will value her share differently, depending on the potential outcome without the membership. If one non-profit organization could only raise small funds on its own, it is much better off with the help of the umbrella organization, whereas one with an initially high level of fundraising cannot improve its situation by the same proportion.

A large organization might not have a very strong incentive to join, but the community might benefit from its participation if it can draw big donors or otherwise positively influence the results of the umbrella organization. In such case the latter is probably inclined to give more privileges or higher payouts to such non-profit organizations. On the other hand, non-profits, which are small but numerous and therefore also important for the communal success, may walk away if they feel treated unjustly.

It is possible to find a compromise though, as a larger non-profit organization might be interested in increased power, influence or publicity. It may consider it an additional benefit to obtain seats in the board or other influential positions, while smaller members may not even be interested in taking part in the decision process, but may be keen to just increase their financial opportunities.
The creation and operation of an umbrella organization is often filled with traps, and it may not always pay off for a group of non-profits to conjointly establish one. However, in cases of umbrella organizations that do not represent the voluntary sector, a non-profit organization cannot decide upon their establishment, but simply faces their existence and implications. Part IV shall give an example for such an umbrella organization established by the for-profit sector.

III. Case study: The Association for Corporate Support of the Arts

The Association for Corporate Support of the Arts is an example for an umbrella organization representing philanthropic for-profit companies. It was founded in 1990 by several private corporations in order to focus their support activities and make them more efficient.
III.1. Possible benefits for companies
· Increased effectiveness of art support through counseling
A company might develop a clearer idea, which organizations to select for their philanthropic activities. For the voluntary community as a whole, it makes no difference at first sight, which institution the recipient is, and therefore, it does not benefit from better-informed companies. One might counter argue that in the long run it disciplines non-profits if they face stricter assessment from companies. This argument, however, implies that companies know best what is good for society and that non-profits should adjust their behavior according to them.
· Cheaper funding through the use of tax deduction
This does not affect non-profit organizations unless companies are willing to increase their support as a result of reduced costs of giving.
· Reduction of side costs of corporate funding
The Association for Corporate Support of the Arts disseminates information about funding corporations and instructs non-profit organizations on how to approach them when fundraising. This is certainly beneficial for non-profits themselves and may increase their success rate. Moreover, corporations can save time if they are approached from fewer but better prepared organizations that give them a clearer picture about their projects. As a result, companies have to spend fewer resources on funding related positions.
· Increased publicity
Activities of the Association for Corporate Support of the Arts like awards to outstanding donors and general public relations can have a spill over effect to member companies.

Some of those benefits cannot exclusively be granted to members only, but may also effect non members, leading to the possibility and incentive to free ride (see part I.2.).

III.2. Efficiency considerations of the Arts Project Assistance Approval Program
The Association for Corporate Support of the Arts lobbies the government to enact tax statutes, which favor contributions to the arts. As a first result, it was granted a special tax-exempt status (Specific Public Interest Promoting Corporation since 1994). This makes it possible to “funnel” funds from corporations to arts institutions, which do not possess such status that makes donations to them tax deductible. The Arts Project Assistance Approval Program is aimed to benefit both companies (because of reduced donation costs) and arts institutions (because of better access to donations). A tax economist would expect donations to expand because of the tax incentive. One would further expect a potential donor to require any applicant to obtain approval from the Association for Corporate Support of the Arts (also as a first prove of the quality of the project). However, a mere ¥533 Mio
 donated this way in fiscal 2000 (not even 3% of all donations) let one conclude that the corporations’ propensity to donate may be rather low. Or, that inefficiencies or stringent regulations along the way make the program less attractive:
III.2.1. Incentives for arts institutions:
Interested arts institutions have to pass a screening following formal and artistic criteria regarding public benefits (which are quite vague). Along with the application, the applicant must also submit a written statement of a corporation's promise to support the project (at least by 10% of the total costs). In the case of approval, the Association for Corporate Support of the Arts funnels donations, which then become tax deductible (up to a legal limit); but it is still the art institution that has to seek further donors.
For artistic non-profits seeking corporate contribution this procedure means additional administrational effort: As the first step, they need a preliminary donation contract from corporations in order to even apply for the program; step two is the paperwork around the application. Finally, in case of approval, the non-profit organization still has to contact companies directly and individually ask for support as the third step. In order to make such tedious and costly procedure worthwhile, donations would have to become more generous (which is feasible because the cost of giving is reduced). Otherwise the same outcome can be achieved by skipping step one and two (resulting in lower costs to the art institution), unless donors insist on the possibility to deduct their donations from tax duty. However, in reality both pressure and reward from companies could hardly be observed, leaving an art institution with a week incentive to participate in the Arts Project Assistance Approval Program.
III.2.2. Incentives for donating companies:
One advantage for companies to join an umbrella organization, in our case the Association for Corporate Support of the Arts, is to delegate or outsource certain activities. Firms are sometimes flooded with requests from arts institutions, which makes it a costly process to screen them all. The Arts Project Assistance Approval Program can take over part of this work by providing a certain proof of quality and so could make the selection process easier and cheaper. However, because of the requirement of a preliminary donation promise, companies are forced to deal with the same art institution twice, which nullifies the approval work of the Association. In this case, the main incentive is to take advantage of tax deductions. Additionally, there is an incentive to free ride and only consider approved arts institution by leaving the preliminary donation promise to other companies.
III.2.3. Conclusion
As figures show, the Arts Project Assistance Approval Program does not play a major role in private funding. This may be partly due to its structure, which is the result of economical and practical considerations as well as of negotiations with companies and the government. It should be taken into account that the special status needs to be renewed every two years. That makes it vital for the Association for Corporate Support of the Arts to secure the success of its program in advance through the aid of companies, but such a structure weakens incentives to participate.
Besides, also to practical factors like low scale effects, cost of information, transaction costs, etc. A major factor may actually be the cost of information and evaluation. This also holds for the efficiency of the Association as a whole, which provides a number of benefits (also to non-members) that are difficult to quantify and often impossible to express in monetary terms. Nevertheless, considerations of incentives and efficiency should generally be included in a decision process.
IV. Concluding remarks
This paper meant to outline the structural framework of non-profit organizations that are established to serve other organizations or companies, which I called umbrella organizations. I introduced a few considerations that justify their foundation, but also showed various problems that can occur during the foundation and operation of an umbrella organization, which lead to inefficiencies. Unfortunately, I am not in the position to provide a valid solution, and research on this topic is scarce; thus, my paper can do no more than just scratch the surface of the issues surrounding umbrella organizations. More in-depth research and empirical evidence will be appreciated in order to further promote the goals of non-profit organizations, which shall serve as a tool for society to solve its current problems.

Bibliography

Agency for Cultural Affairs (2002), “Administration of cultural Affairs in Japan”, Japan. Ott, Steven J. (2001), “The Nature of the Nonprofit Sector”, Boulder: Westview Press.

Powell, Walter W. (ed.) (1987), “The Nonprofit sector: a research handbook”, New Haven and London: Yale University Press.
Salamon, Lester M. et al. (1999), “Global Civil Society – Dimension of the Nonprofit Sector”, Baltimore, MD: Johns Hopkins Comparative Nonprofit Sector Project.

Weisbrod, Burton A. (1988), “The Nonprofit Economy”, Cambridge, MA and London: Harvard University Press.

Yamamoto, Tadashi (1998), “The nonprofit sector in Japan”, Bolton: Manchester University Press.
� Agency for Cultural Affairs (2002), p. 26.





PAGE  
10

