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1
Introduction

1.1
Why tax incentives?

According to Schuster (1999, p. 51), indirect aid is the terrain in which many of the most interesting innovations in the funding of arts and culture are taking place. Charitable giving is becoming an important source of funds for arts and culture, not only in the United States but, to a lesser degree, also in other countries. Even though in most European countries, like the Netherlands, the government dominates the funding of arts and culture, charitable giving is becoming more important. In Japan, the business community established an association in 1990 to support arts and culture. 
Not withstanding their different social and cultural context, all these countries have tax laws with tax incentives to encourage charitable giving. Through tax incentives, governments indirectly support private and company donations to non-profit organisations (NPOs), including the arts.  The question is whether these tax incentives for charitable giving are similar in different countries. In this paper we will compare tax incentives for charitable giving to arts and culture in the USA, Japan and the Netherlands. As tax incentives for charitable giving in these three countries are part of the tax incentives for NPOs in general, we are also taking this broader perspective into account.
First, we will investigate the differences and similarities between tax laws and tax incentives for charitable giving. Secondly, we will try to find some explanations for them. What does influence the application of tax incentives and how do tax incentives work in different countries within a different social and cultural context, including a different culture of giving? 

1.2
What are the differences in charitable giving between the three countries?

Differences in charitable giving can be illustrated with the following rough comparison of charitable giving as a percentage of the GDP in the USA and Japan in 2002 and in the Netherlands in 2003:1

	Charitable Giving/GDP
	USA
	Netherlands
	Japan

	Individuals
	1.76%
	0.5%
	0.04%

	Corporations
	0.12%
	0.1%
	0.1%  


Interestingly, differences in charitable giving are larger for individuals than for companies. Another interesting comparison regards the percentage of total charitable giving for arts and culture. As shown for the Netherlands and Japan (Japan 2002, Netherlands 2003):2
	          
	Netherlands
	Japan

	Individuals
	1.4% (culture)
	5 % (culture and recreation)

	Companies
	14% (culture)
	28% (culture and recreation)


In the Netherlands most gifts by individuals go to religious purposes (50% in 2003, 39% in 2001), like in Japan (22% in 2002). Dutch companies give most to sports and recreation (34% in 2003), whereas in Japan most gifts of companies go to education and research (30%).3 For companies, in both countries, culture and recreation is the second important field to which they donate. 
1.3
The perspective of the comparison and the methodology 

What do these figures signify? Companies in different countries seem to retain more similarities with respect to the amount of giving than individuals. Can tax laws account for this? Or do we have to look for other explanations like globalisation? Perhaps the behaviour of individuals is more dependent upon their social and cultural background in their respective countries than the behaviour of companies. However, our main focus in this paper is on tax laws, not on other factors like globalization, which should be part of a further research.
In paragraph 2, we shall examine in detail differences between tax incentives for charitable giving in the USA, Japan and the Netherlands, so as to highlight substantial differences and the influence of tax laws on charitable giving. 

In paragraph 3, our approach will be institutional and historical so as to begin to understand why and how differences in tax laws and regulations originated from specific social and cultural contexts. What influenced the introduction of tax incentives for charitable giving for individuals and companies is a question we try and explain through an institutional economic approach. We will use the historical background of the Netherlands and Japan and by taking into account when and why the tax incentives were introduced. Secondly, how do tax incentives work in different national contexts? Schuster mentions in his paper (1999), that introducing a tax incentive in a context in which public initiative has been the norm and private initiative has not been developed in the pursuit of collective purposes will be less effective than in a context in which there is a tradition of private support for public purposes. As we will see in paragraph 2, Japan is a good example of the relative absence of private initiative due to strict government regulation of NPOs. In the Netherlands, the government regulations are not very strict, but direct subsidies are very important for arts and culture. We will discuss how these factors influence tax laws and their functions. This concerns the relationship between the formal and the informal institution and will be explored in paragraph 3 and further research.

2
Tax incentives for NPOs: differences between the USA, Japan and the Netherlands

2.1
Simon’s four rings for the USA

Simon (1987, p. 68) distinguished four principal categories (or, as he called it, subspecies) of NPOs in the Federal tax laws of the USA. Each of these categories has a separate tax treatment. He represented each category by a ring embracing a set of organisations subject to a substantially similar tax regime, distinct from the regime applicable to the adjoining rings (figure 2.1.a). He used this as a rudimentary review of the Federal tax treatment for the non-profit sector. As one moves from circle IV to circle I the rings contain increasingly larger portions of the US NPOs. 
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The full circle (rings I-IV) includes all entities exempt from Federal income tax, except for unrelated business income. Unrelated business income is income from trade or business that is not substantially related (other than through the production of funds) to the objects of the exempt organisation. These exempt NPOs share the condition of being organised on a not-for-profit base, which means that the entity is not forbidden to generate profit, but that any such profits may not be distributed to owners or other private persons (non-distribution constraint). Generally, the Internal Revenue Code does not prescribe a specific legal form for entities to qualify for tax exemption. However, partnerships and individuals do not qualify for tax exemption. The full exemption was introduced in 1913. Since 1950 the unrelated business income of NPOs has been taxed at the normal rate. 

Ring I includes the non-charitable NPOs, like social clubs and labour unions (mutual benefit organisations), which exist for the benefit of their members. Rings II-IV are the charitables, organisations set up and operated exclusively for religious, charitable, scientific, testing for public safety, literary or educational purposes, or to foster national or international amateur sports competition, or for the prevention of cruelty to children or animals. The NPO’s purposes have to be one of the above exempt purposes (organisational test).  Also the NPO’s activities must be in furtherance of such an exempt purpose. The resources must be devoted to purposes that qualify as exclusively charitable (operational test). The purpose of a charitable entity may not be illegal or violate established public policy. In 1995, there were 1,164,779 tax-exempt NPOs (Wyckoff jr. 1999, p. 784).

In the rings II-IV, NPOs are divided into public charities (ring II) and private foundations (rings III and IV). Individuals and companies can deduct their gifts to the NPOs in ring II-IV for income tax purposes and for estate and gift tax purposes. The gift deduction was introduced in 1917. For individuals, the total deductible amount of gifts to ring II, III and IV cannot exceed 50% of their income. However, the limit varies between the rings. This is not the case for gifts by companies. Companies can deduct gifts to rings II-IV NPOs as long as these do not exceed 10% of their taxable income. The gift and estate tax regimes allow unlimited (tax free) donations to charitable entities (rings II-IV NPOs). All these NPOs must conform to common law charitable criteria. 

Ring II includes publicly supported charities (also referred to as 'public charities') like churches, schools, hospitals and publicly supported organisations. These NPOs receive a substantial amount of their support from public or governmental bodies and are eligible for most tax incentives. Individual gifts to ring II NPOs are deductible up to a limit of 50% (capital gain property: 30%) of their income. 

Private foundations are subject to certain excise taxes which restrict the activities of these NPOs: excise taxes on investment income and penalty excise taxes on private foundations that engage in certain prohibited acts, like dealing with substantial donors and not meeting distribution requirements. The rationale for imposing such excise taxes solely on private foundations has been that, due to their broad public support, public charities are more responsive and more accountable to the general public, while, generally there are fewer people to whom private foundations are accountable (Wyckoff Jr. 1999, p. 777-778). To prevent abuse of private foundations, the regulations governing private foundations are therefore more stringent. 

Private foundations are divided into operating foundations (ring III) and grant-making foundations (ring IV). A ring III NPO has to spend 85 percent of its income on the active conduct of its charitable programme (as compared to grant-making). These private operating foundations generally are still subject to the tax on net investment income and to other requirements and restrictions that generally apply to private foundation activities. However, ring III NPOs are not subject to the excise tax on failure to distribute income. Also, contributions to private operating foundations are deductible up to 50% (capital gain property: 30%) of the donor’s adjusted gross income, whereas contributions to all other private foundations (ring IV) are generally limited to 30% (capital gain property: 20%) of the donor’s adjusted gross income.  

The Internal revenue Service (IRS) publishes a Cumulative List (IRS Publication 78) of all the organisations that have been approved as tax exempt and that are entitled to receive tax-deductible contributions. The list also indicates the limit on the tax-deductible contributions for each NPO.

Although Simon in his introduction of the ring structure stresses the difference in tax incentives between the rings, he observes that the degree of regulation also varies between the rings. As one moves from circle I to circle IV (from the outside to the inside) more regulations are imposed on NPOs. Regarding tax incentives, the pattern is not so clear: going from ring I to ring II the amount of tax incentives increases, but decreases again from ring III to IV (although NPOs in ring IV still enjoy more tax incentives than ring I NPOs). As the degree of regulation seems also indicative of the type of  NPOs, we want to add a second dimension to Simon’s rings: on the upper half of the rings we indicate the amount of tax incentives (the darker the colour of the ring, the more tax incentives these NPOs enjoy), in the lower half we indicate the degree of regulation (the darker the ring, the stronger the regulation which is imposed on NPOs). The ring structure for the USA would then be as follows:
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The applicable tax incentives in the various rings can be summarised as follows:

Ring I:

exemption from Federal income tax 

Ring II:
exemption from Federal income tax



gift deduction for companies 



gift deduction for individuals (limitations: 50%/30%)

Ring III: 
exemption from Federal income tax



gift deduction for companies 



gift deduction for individuals (limitations: 50%/30%)

excise taxes apply (excluding the excise tax on failure to distribute income)

Ring IV: 
exemption from Federal income tax



gift deduction for companies 



gift deduction for individuals (limitations: 30%/20%) 


excise taxes apply

The interesting question is whether the Netherlands and Japan, two countries with a different social and cultural background, also have different types of NPOs to which different regulations and tax incentives apply. When we began our comparison, one of us (Goto) was interested in the idea of Simon’s circle, but Hemels could not really understand its importance. Later we found the reason why: the ring structure is meaningful for Japan but not for the Netherlands. This finding is a turning point for us to understand the real differences in the legislation and the real meaning of these differences from the point of view of institutional economics. Why do the rings fit Japan and not the Netherlands? In the next subparagraph, we will show why the ring structure, which includes regulations, is meaningful to understand differences. 

2.2
Japan 
The ring structure seems to fit Japanese NPOs: not only in tax law, but even more so in the Civil Code which has several types of NPOs, each with different regulations and qualifications for tax incentives. Although there are many different kinds of NPOs in Japan, four general categories can be distinguished. The broadest category of NPOs in Japan (rings I-IV) would include all types of organisations with or without legal personality, established by public-governmental or private members or funds, under the general law of the Civil Code or under specific statute (Kawabata 1999, p. 542). These organisations must all pursue activities that are related to the public interest. Such activities are interpreted to mean activities that pursue the general interest of an unspecified number of persons. There is no public interest if such activities affect only members within a certain class or group. The NPOs must also have a non-profit purpose, meaning that the NPO must not perform activities whose purpose is to distribute or reimburse any proceeds, profits and assets to its members, directors, contributors and so on. NPOs however, are not prohibited from performing profit-oriented business activities. 

Ring II includes NPOs which have the legal form of a Tokutei Hieiri Katudo Hojin (THKH). These NPOs were created with the 1998 Law on THKHs. THKHs have to perform one or more of the activities listed in the attachment to this law, which aim to promote the welfare of an unspecified large group of people (for example activities which promote culture and arts). In order to become a THKH, an organisation has to meet several requirements, but permission from the government is not needed. These NPOs just have to submit a registration form to the regional4 government. As this kind of NPO is less regulated than ‘old style’ NPOs in rings III and IV, it is quite popular. However, only one tax incentive applies to this type of NPO: the exemption of non-profit income. Business income is taxed at the normal rate.

The NPOs in ring III are the public interest corporations (for example religious, educational and social welfare institutions). The scope these NPOs’ activities is limited. The competent authorities have to give a permission to establish such a corporation. These NPOs enjoy more tax incentives: usually they are only taxable (at a lower rate) on income derived from unrelated business. Donations by companies to these NPOs are tax-deductible. However, since 1942, certain limitations apply. Company donations made to ring III and ring IV NPOs are currently deductible subject to an annual limit of one half of (0.25% of the capital plus 2.5% of their income). If a company has given the maximum amount to ring III NPOs, it may still give the same to ring IV NPOs. Gifts to ring IV NPOs are therefore not limited by gifts to ring III NPOs. 

The NPOs in ring IV are most strictly regulated. This ring includes NPOs with the legal form of Tokutei Koeki Zoshin Hojin (TKZH). These NPOs must be specified by the competent authorities as contributing to the promotion of education, science, culture, social welfare or other public interest, or political organisations fulfilling certain conditions. Only 3.5% of all 26000 public interest organisations comply with ring IV. These NPOs qualify for most tax incentives like an exemption for non-profit income, a reduced corporate income tax rate for business income and gift deduction regarding gifts of companies and individuals. The gift deduction for individuals was introduced in 1962 in Japan. The deduction is given in respect of the amount of donations in excess of ¥ 10,000 (approximately EURO 75). The maximum allowance is 30% of the aggregate of the income eligible for relief. Individuals can only deduct gifts to ring IV NPOs. Gift deduction for individuals is therefore very restricted in Japan, not because of limitations and thresholds, but because of the small number of NPOs qualifying for deductible gifts. 

The Kigyo Mecenat Kyogikai (KMK), the Association for Corporate Support of the Arts is an example of this kind of NPO.  The purpose of the KMK is to raise funds from companies and to use them to subsidise the arts and artists and, in the long term, to improve cultural infrastructure in Japan. 
Only inheritances and gifts from one individual to another are taxed with gift or inheritance tax in Japan. Corporations (including NPOs) do not pay these taxes. 

The following figure represents the NPO structure of Japan in Simon's rings:
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From ring I to ring IV, Japanese NPOs are more regulated. On the other hand, NPOs are granted more tax incentives when moving from ring I to ring IV. These incentives can be summarised as follows:

Ring I:

No tax incentives 

Ring II:
Exemption of non-profit income for corporate income tax purposes

Ring III:
Exemption of non-profit income for corporate income tax purposes



Lower tax rate for business income



Gift deduction for companies

Ring IV
Exemption of non-profit income for corporate income tax purposes



Lower tax rate for business income



Gift deduction for companies



Gift deduction for individuals

Well established and big organisations in the cultural sector, like orchestras and museums are ring III and ring IV type NPOs. Most small, experimental or start-up art NPOs and cultural NPOs are ring II type NPOs, which means that donations to such NPOs are not deductible, neither for companies, nor for individuals. One of the reasons for the fact that most cultural and art NPOs are only ring II type NPOs, is that in order to become a ring III or IV type NPO it is necessary to have a large capital and that it takes a lot of effort to obtain permission from the government. Small, experimental or individual initiatives in the cultural sector do not have the means or the people to perform all the formal obligations of the ring III and ring IV type NPOs. The KMK is therefore very important for company and private support for the arts. This organisation, which started in 1990 as a ring III type NPO, was founded by the management teams of many Japanese companies. As of 1994 it became a ring IV type NPO, which means that not only companies, but also individuals can deduct their donations to the KMK. However, contributions by companies remain the main source of funding. The KMK can support small (and large) initiatives and even individual artists. By bundling funds in the KMK, it has not only become possible to support a bigger variety of cultural initiatives, but also more tax incentives became applicable at a lower cost.
2.3
The Netherlands

Simons’ rings look very different in the Netherlands; in fact there is only one ring:
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The applicable tax incentives in the ring can be summarised as follows:

Ring I:

Exemption of non-profit income for corporate income tax purposes



Gift deduction for companies



Gift deduction for individuals

Exemption of gift and inheritance tax 

The one ring structure might be explained by the fact that there is hardly any government regulation in the Netherlands regarding NPOs. There is no regulation in the Civil Code: unlike the Japanese Civil Code, the Dutch Civil code does not contain a definition of NPO. There is some self-regulation of NPOs, but it has no juridical or tax consequences. Most institutions use the legal form of the foundation or the association, but this is not necessary. 

The Personal Income Tax Act (PITA) provides for a definition of NPOs: religious, philosophical, charitable, cultural, scientific institutions or institutions pursuing the public interest. This definition is used for the gift deduction in the PITA and the Corporate Income Tax Act (CITA) and for the exemption in the Gift and Inheritance Tax Act (GITA). The decisive requirement for qualifying as a NPO is in all cases pursuing the public interest (as opposed to pursuing a private interest). However, a NPO is allowed to have other objectives, as long as the objectives and the actual activities of the charities consist for at least 50% in pursuing the public interest (Supreme Court 13 July 1994, nr. 29.936, BNB 1994/280). The other 50% of objectives and activities may be targeted at private objectives. A public interest does not necessarily have to be considered useful by the majority of the population. A charity may promote small interests as well, as long as those interests are not private interests. The Dutch Supreme Court decided that an institution pursues a public interest if its objectives serve the wellbeing of the population either of the Netherlands or another country and if it does not support violence. Examples of institutions that mainly pursue private interests and that therefore do not qualify as NPO are sport clubs, local scouting clubs, student societies and labour unions. Political parties and brass bands are considered charities, because they do not only pursue the interests of their members, but also those of the (local) community.

‘Institution’ is not a legal term. The NPO has to be an independent, permanent organisation with an identity of its own, separate from its founders. NPOs can ask for a registration on a voluntarily basis but to date this is not necessary to be eligible for tax incentives. If one is of the opinion that an organisation is an NPO he can claim the tax incentives. Tax authorities can challenge this claim in court. However, as of a date yet unknown (possibly 1 January 2007), only gifts to NPOs registered by tax authorities will be deductible. Currently, the list of registered NPOs is not public. According to the Ministry of Finance, currently 17.000 NPOs are registered on this internal list of the tax authorities. 

Since 1952, individuals can deduct gifts to NPOs from their taxable income if certain conditions are met. The gifts have to exceed EURO 60 and 1% of the individual’s income up to a maximum of 10% of his income. The threshold of 1% of the income probably accounts for the fact that a lot of people cannot make use of the deductibility of gifts: 53% of the 1153 respondents in the two yearly survey "Giving in the Netherlands" could not deduct their gifts, because of the threshold (Schuyt and Gouwenberg 2005, p. 47). Therefore the Dutch gift deduction at first seems less attractive than the Japanese gift deduction. However, since 1984, individuals who donate so called “periodical gifts” (also known as “annuity gifts”) have been able to fully deduct their gifts, without having to take into account the threshold or the maximum. A periodical gift is a gift based on a notarial deed which obliges the donator to donate fixed and equable payments during at least five calendar years. The payments have to stop when the donator dies. 

Another difference between periodical gifts and other gifts is that other gifts have to be proved with written documents, like receipts or bank statements. For periodical gifts, the notarial deed is sufficient. This makes periodical gifts very attractive from a tax point of view, especially for wealthy citizens. The personal income tax rate is higher in the Netherlands (maximum: 52%) than in Japan (maximum: 37%), or the USA (maximum 35%), therefore individuals with a high income profit more from the gift deduction in the Netherlands than they would do in Japan. 
The gift deduction for companies was also introduced in 1952. Gifts are deductible up to a maximum of 10% of the profit, if they exceed EURO 227. However, in most (if not all) cases, the gifts will be considered as business expenses and will therefore be fully deductible. 

NPOs which meet the definition of the PITA do not have to pay gift or inheritance tax if they receive gifts or legacies. Up to 31 December 2005, these NPOs had to pay a reduced rate of 8% if the gifts or inheritance exceeded the exemption for NPOs. The reduced rate was introduced in the Netherlands in 1921. Museums and several other NPOs were already fully exempt before 2006. 

3
Institutional economics aspects of tax incentives

3.1
What is the point of the differences?

In this paragraph, we examine tax incentives for charitable giving in the Netherlands and Japan from the point of view of institutional economics. We know through paragraph 2 that there is less regulation in the Netherlands than in the USA and Japan. Of the three countries, Dutch individuals have most possibilities to direct public funds by using tax incentives to purposes they prefer. Therefore, through their charitable giving they have more influence on the allocation of public goods.

Overview of limitations in tax incentives for individual and companies

	
	Individuals
	Companies

	Netherlands
	Ring I: 10% of income in excess of EURO 60/1% of income. No limits or thresholds for annuity gifts
	Ring I: 10% of income in excess of  EURO 227

	USA
	Ring II-IV: 50%/30% of income

Ring IV: 30%/20% of income
	Ring II-IV: 10% of income

	Japan
	Ring IV: 30 % of income in excess of EURO 75 
	Ring III-IV: 0.5 x (0.25% of capital plus 2.5% of income)


If only the tax laws were taken into account, one could therefore expect the Dutch to give most. However, as we saw in paragraph 1, individual giving as a percentage of the GDP is higher in the USA than in the Netherlands. The criteria for tax deductible charitable giving are very strict in Japan. Individuals can hardly express their preferences through tax deductible donations. This means that the Japanese government has more power in deciding on the allocation of public goods. This is reflected in the fact that individual donations are not very important in Japan: only 0.04% of the GDP. Tax-deductible individual donations are even less: only 0.004% of GDP. However, the Japanese business community is very active in supporting arts and culture. 

3.2
How can we explain these differences?

A possible explanation might be found in the national contexts in which tax incentives were historically implemented in tax laws. North (1990, p. 115) states that path dependence would entail an account of the political, economic and judicial system of each society as a web of interconnected formal rules and informal constraints that together made up the institutional matrix and led the economies down different paths. He also explains that a new informal equilibrium will evolve gradually after a change in the formal rules (ibid, p. 88). Moreover, the formal rules change, but the informal constrains do not. As a consequence, ongoing tensions develop between informal constraints and new formal rules, as many are inconsistent with each other (ibid., p. 91).

We try and examine how these informal and formal rules work in the formation of tax law and the regulations in the next section by focusing on the historical aspects of tax laws.

3.3
Historical aspects of tax law and tax incentives: the case of Japan

Let us examine what affected the formation of tax incentives in Japan. Does the culture of giving directly affect law and tax incentives? Or do other informal constraints affect the formation of  law and tax incentives?

If we compare the Netherlands and the USA, we have to conclude that law and tax incentives are not the main factor which can explain the amount of charitable giving, as Dutch tax law provides for most tax incentives, but individual donation as per GDP is most in the USA. We have to focus more on the relationship between informal constrains and formal institutions. From paragraph 2, we can outline an overview for the introduction of the deduction for charitable giving:

	
	Individuals
	Companies

	USA 
	1917
	1935

	Netherlands
	1952
	1952

	Japan
	1962
	1942


Companies have priority in Japan. Interestingly, Japanese companies could fully deduct their gifts as a business cost before 1942. But during World War II, the government needed more revenue for the war. One of the ways to achieve this was to introduce a limitation in the gift deduction. Every year, Japanese companies donate money to various kinds of social purposes. Moreover, Japanese companies have established their own foundations to support public purposes. 

In 1961, the ring IV NPO was introduced to promote scientific research. The following year, the gift deduction for individuals was introduced for this kind of NPO. As we mentioned in paragraph 2, ring IV contains a very limited amount of organisations. In 1961, there was only one ring IV NPO (for scientific research). Over the years, ring IV has expanded, but it still contains only 3.5% of all 26,000 public interest organisations in ring III and ring IV. Japan uses a permission system for rings III and IV NPOs. This means that the government decides which organisations individuals can direct their deductible donations to. 
What can we conclude? It could be that in Japan there is a tradition of corporate initiative and a tradition of corporate support of public purposes. This informal constraint may have affected the formation of tax law and regulations. By contrast, individuals were not able to express their preferences as bureaucracy and regulations were strong. Private initiative had hardly emerged by 1998 when ring II NPOs were introduced.

3.4
Pillars may affect the regulation: the case of the Netherlands

We found that of the three countries the Netherlands currently has less regulation We can try to explain this by taking into account the history of the Dutch ‘pillar society’. In 1917, the liberal parties lost their majority in Parliament. The denominational parties found themselves at the hub of political power. The pillars came into being around this time. If we see the history of cultural policy, we can see the influence of the pillars during 1918-1940. By the mid twenties, each Dutch pillar had its organs and organisations, newspapers, magazines, publishers, leisure clubs, libraries, choirs, musical associations, and later on broadcasting associations.5 Within these closed networks they propagated their own values. The government hardly regulated the pillars which had their own values and closed networks. Each organisation of pillars had to be treated equal and the government did not want to intervene. The pillars started to collapse in the 1960s, but this informal structure of society may still affect the regulation of NPOs. 

In the Netherlands, the gift deduction was introduced in 1952 in order to give an incentive to donate to NPOs in order to relieve the financial troubles of NPOs. This is an incentive for gifts for the public benefit. Therefore the reason to introduce the tax incentives is not so different from the reason to introduce the gift deduction for individuals in Japan. 

In the 1960s, after the pillars lost their influence, the government took over. Direct subsidies became very important in the Netherlands especially for art and culture. This might explain why the Dutch give less than the Americans although their tax law is more generous towards charitable giving. 
Roughly, we can see that company initiatives for public purposes are most important in Japan and that the pillar initiative and later government initiative for public purposes is most important in the Netherlands.  Private initiative for public purposes is dominant in the USA. These informal structures of the society affect the formation of the institutions. The informal constraints together with the institution, make a institutional matrix (tax law, tax incentive, regulations, in addition to direct subsidies) for decision making of individuals and companies.
But the informal rule can change and the formal rule can be formed independently from the informal rule. Therefore the relationship is not so simple. We would like to explore and continue this analysis in future research.

4
Conclusion: so what?
We examined the differences between tax laws and tax incentives regarding charitable giving in the three countries. The first conclusion is that tax incentives for charitable giving are very similar (tax exemption, gift deduction for companies and individuals, exemption of gift and inheritance tax for NPOs). The big difference is in the definition of qualifying NPOs. An important conclusion of our research is that not only tax incentives but also regulations defining NPOs and the applicability of tax incentives are important. Another conclusion is that tax incentives cannot fully account for the difference in the amount individuals and companies donate. Although Dutch individuals have most possibilities to donate tax deductible gifts, American individuals are more generous. However, in Japan where the deduction of individual gifts is very limited because of the narrow definition of qualifying NPOs, (the regulations regarding the) tax incentives are probably a more important factor to explain the relatively small amount of individual giving.

We explored the reasons for these differences, focusing on some historical and institutional economic aspects and gave a first insight on how informal constrains and formal institutions can affect the formation of tax laws and tax incentives regarding charitable giving. In this way we can help to understand how differences are rooted in the social and cultural context of a country and how they evolve.

Charitable giving for arts and culture develops and works in these institutional matrixes. We can understand the relatively little amount of individual giving to arts and culture in Japan. We can understand why it is important for Japanese experimental and start-up activities in the artistic and cultural sector that the KMK uses the status and tax incentives of ring IV. Also, we are able to conclude that tax incentives on their own are not the reason why charitable giving in the Netherlands is less important than in the USA. Interestingly, the national context seems more important for charitable giving of individuals than for companies. This paper therefore brings up many questions regarding tax incentives for charitable giving which have to be part of future research. The important finding of this paper is that this research should not focus on tax laws themselves, but on the underlying institutions and social, historical and cultural factors.  
Endnotes


 Yamauchi, Matsunaga and Mastuoka 2004 (Japan and USA) and Schuyt 2005 (the Netherlands).
2 Ibid.

3 This percentage does not include gifts to political parties. 

4 If the activity of the NPO addresses several prefectures, the NPO has to register with the Cabinet.

5  Dutch Ministry of Education, Science and Culture 2002.
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Figure 2.1a: Simon's four NPO rings (USA)





Figure 2.1b: Adapted four NPO rings (USA)





Figure 2.1.2: NPO rings: Japan





Figure 2.1.3: NPO rings; The Netherlands
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