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the utility of each donation is of crucial importance. We recognize that one problem
with utility maximization in charitable giving is the current lack of adequate mea-
sures to assess the efficacy of philanthropic organizations worldwide (World Bank,

007). What concerns us more, however, are our findings from a series of studies on
charitable donations where the subjects made systematically suboptimal allocations
despite being provided with clear diagnostic indicators of the charitable organiza-
tions’ performance.

The most pronounced deviations from the utilitarian standards included: (1)
the waste heuristic, or preoccupation with the overhead expenses that led subjects
to favor less efficient charities with low operating costs over more efficient orga-
nizations with slightly higher operating costs; (2) average cost bias, or attention
to average benefit per dollar when, in fact, the marginal benefit should guide a
decision; (3) the diversification heuristic, or a tendency to donate to many chari-
ties even in cases when contributing to only one organization would save more
lives; (4) parochialism, or support for organizations helping co-nationals even when
donating to international causes would help more people; and finally (5) a framing
effect, or preference for either a system of voluntary donations or forced charity
(i.e., taxes) depended on the type of presentation.

One idea for helping people to generate the most good with the resources they
are willing to donate is to encourage charities to disclose information about their
current state of funding by regularly updating the benefit-to-cost ratio for new
contributions (i.e., the ratio of benefit to beneficiaries over cost to a donor). Such a
single indicator of efficacy, if calculated properly, would enable donors to select the
most efficient charities at the time of contribution. A skeptic might argue that the
underperforming charities, as well as the organizations with ample funding, would
have little or no incentive to publish their benefit-to-cost ratios. A possible solution
may include educating donors about the biases that subvert the cost-effectiveness
of their decisions. We doubt whether education in and of itself would be capable
of eliminating the common biases. Nevertheless, education might awaken public
demand for access to standardized information on charities, turning a disclosure
of the benefit-to-cost indicator into a norm.

More beneficial still might be maximization of the efficacy of tax-supported
initiatives, accompanied by an increase in public support for collective action.

Sachs (2005) argues that even though “introductory economics textbooks preach
individualism and decentralized markets, our safety and prosperity depend at
least as much on collective decisions to fight disease, promote good science and
widespread education, provide critical infrastructure, and act in unison to help
the poorest of the poor.” In other words, the most efficient use of the human
capacity for caring may not be an annual charitable donation, but rather support
for a broader social movement or an engagement in social entrepreneurship.

Utilitarian Models of Altruism

The utilitarian model that we have applied, assuming a fixed willingness to sacri-
fice self-interest, is simplistic. Future research should consider extensions of this
model, or alternatives to it, even within the utilitarian framework.
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Maximize Total Utility The simplest utilitarian model for decision making
requires that all choices maximize the welfare of everyone affected by them. The
model provides a measure of the total expected goodness of consequences and
holds that more self-sacrifice is always better, as long as the individual costs of
sacrificing are less than the benefits provided to others. Such a simple utilitarian
formula is especially useful in the context of third-party decision making, in which
those who decide remain unaffected by their decisions. However, it is less helpful
in understanding and improving individual decisions, since in real life, people find
it difficult to sacrifice their self-interest.

An alternative normative model evaluates the goodness of consequences of dif-
ferent options (i.e., their utility) in terms of the decision maker’s own goals. These
goals include altruistic goals, but the welfare of other’s carries less weight than the
well-being of a decision maker.

Thus, those who want to know how rational their decisions are can get two dif-
ferent answers, depending on which model they apply—simple utilitarianism or
expected-utility based on the personal goals.

Limited Self-Sacrifice  We can think of self-sacrifice as a limited resource,
subject to an external constraint. In the simplest form of this model, each person
begins with a simple expected utility approach and then reduces personal expected
utility by some fixed limited amount, so long as this reduction leads to greater ben-
efit for others, for each unit of time.

For example, suppose that we consider only money. People work to make
money. They have some utility function for annual income; increases in income
have utility for them. Presumably this utility is marginally declining with income,
e.g., their utility in “utiles” is the square root of thousands of dollars. Then, hav-
ing made their money, they consider how much to give to charity. They are will-
ing to sacrifice, say, 1 utile, period. So, someone who makes $64,000 is willing to
sacrifice $15,000, because 1 utile is the difference between the utility of $64,000
(8 utiles) and the utility of $49,000 (7 utiles). This form of the model allows us to
consider questions of efficiency very easily. We ask, given the limitation, how we
can best maximize the utilities of others. For example, what charitable causes will
do the most good, for $15,000? This model is basically what we have applied here,
although our results are relevant to some other models too.

An advantage of this model is that it is compatible with a decision maker’s point
of view. Instead of asking an abstract question, “What is the most rational thing
to do?” a decision maker can ask, “How can I do the most good given the limited
self-sacrifice that I am willing to make?” The latter question assumes that the level
of self-sacrifice is constrained and not solely under the individual’s control, which
is, in fact, how many people may view it.

It is also possible to reframe the model, and instead of focusing on the limited
ability to sacrifice, take into account the generated benefits for others. For exam-
ple, people might be willing to reduce their own welfare if the gain for others is
greater by some constant multiplier, such as 10. That is, they would be following a
rule of thumb that if you can give up 1 utile in order to increase 11 people’s utility
by 1 utile each, then you would do it.
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This form corresponds to proposals for weighted utilitarianism that have often
ATt Jbeen discussed (e.g., Baron, 1993). The difference between the present approach
and the earlier proposals is that they were viewed as recommendations made to an
individual—almost a way of capturing some concept of “duty” within a utilitarian
framework. It is as if they said, “If you always sacrifice your own good when you
can do 10 times as much good for others, then you have done your duty and you
don’t need to feel guilty anymore.” The trouble with this is that it doesn’t really
answer any question. Not “what is best?” and not “what is rational?” Those are
already answered in other ways: what is best is to maximize utility for all, which
could require more self-sacrifice than most people are willing to make; and what
is rational (arguably) is to best achieve your own goals, including your goal of being
altruistic. Our idea of an external limitation on altruism is an answer to the second
question. Our normative model does not attempt to tell people how altruistic they
should be, but it simply accepts their willingness to sacrifice as it is.

A more realistic form of this model is that self-sacrifice is indeed limited but
can be “stretched.” As the amount of self-sacrifice increases (per unit time), the
benefit-to-cost ratio—the ratio of benefit to others over cost to the self—must be
higher before a self-sacrificing option is chosen. This model specifies the same
optimal behavior in our experiments as the basic model.

Limited Altruism We could extend the model further to allow altruism to
depend on the beneficiaries. In the most general case, the function implied in the
last case would depend on who benefits. That is, we would behave as if we mul-
tiplied the marginal benefit to person P by some factor (usually less than 1) that
depended both on who P is and on the marginal cost to us of providing the marginal
benefit (with lower weight for greater cost), and then did a utilitarian calculation
taking into account everyone’s utility. This is the most realistic model, because, for
example, people are much more willing to sacrifice for their children and spouses
than for others. (We could imagine that most people think of self-interest as the
interest of their immediate family.) Another example is that altruism for unrelated
others may be greater for people in one’s group, such as a nation.

In the present studies, we tried to avoid this issue by asking subject to put aside
their own feelings.

Moral Education A final model is relevant if we take the position of the moral
educator rather than the individual decision maker. Arguably, the position of the
educator is the most basic one (Baron, 1996).

If we had no moral principles, we could derive them by asking what principles
we would rationally endorse as principles for everyone to follow. With an answer to
this, we are in a position to know how to educate others. This argument is a theo-
retical device (in the spirit of the “veil of ignorance”).

Yet moral education is relevant if we consider the costs and benefits of efforts to
inculcate or encourage altruism in others, as done by Kaplow and Shavell (2007).
It might be easier to increase altruism toward distant strangers than toward fam-
ily members, because the latter would be naturally strong and not susceptible
to much further increase. Because of this natural strength, it would likewise be
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futile (that is, prohibitively costly) to try to encourage altruism toward distant
strangers at the expense of family members. An optimal moral system for the pur-
pose of public norms, norms that were generally endorsed and supported, would
thus take into account these natural constraints, wherever they come from. It is
not obvious, though, that national loyalty is one of these constraints (in contrast to
loyalty toward spouses and children, which has clear biological roots).

Implications

Of course, charities may capitalize on the above biases by, for example, suggesting
that donors allocate some money to a particular charity even if they contribute to
others, or advertising favorable statistics, even if they are not the most relevant
ones. In turn, one lesson for a donor is to be more open minded. Stretch your
imagination. See below the surface. Be aware of your own cognitive shortcuts that
can undermine your goal of helping.

More generally, though, donors should put charitable contributions in a broader
context that includes all their other altruistic behavior, including what they do with
their work, and their political actions. Charitable institutions might also consider
political action as an alternative to direct aid. For example, it may (or may not) be
more helpful to Africans to lobby against trade restrictions on their exports, or
in favor of medical research on tropical diseases, than to provide direct aid. Of
course, such efforts must be considered in the light of tax laws.

Efforts at donor education might be seen as parallel to investor education,
which is now carried out (to some degree, with some effectiveness) by investment
advisors and by various institutions. It might even make sense for this function to
be filled by current financial advisors, given that charitable donations are part of
people’s total financial picture. Estate lawyers will tell you how to minimize your
tax burden, but not, yet, how to maximize the benefits that you leave behind.
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"CF change
and rearranged
some of your data
to make it easier to : . : 3 . i
e o |The questions asked in each study are shown below, with an example of one item.
review carefully.

APPENDIX A

CHAR 1 AND 2

A and B both help thousands of children. In A, each contribution goes to one child. In
B, the contribution is spread out over all the children. Each child gets the same help.

How much would you allocate to A/B?
100%/0%
90%/10%
80%/20%
70%/30%
60%/40%
50%/50%
40%/60%
30%/70%
20%/80%
10%/90%
0%/100%

Which choice would give you a better feeling?
A or B: no difference
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Which choice is a more effective use of your money?
A or B: no difference

With which choice are you more sure that your contribution will do some
good (as opposed to none)?
A or B: no difference

CHAR3, PART 1

What is the right allocation between A and B, ignoring your own feelings? All to A
More to A, some to B Equally to A and B More to B, some to A All to B

Which would give you a better feeling?
Contributing to A or contributing to B: no difference
What allocation between A and B would be the most efficient use of
your money?
All to A More to A, some to B
Equally to A and B
More to B, some to A
Allto B

CHAR3, PART 2

Case A: Your employer collects individual voluntary contributions by deducting
them from paychecks. It is expected that 50% of the employees will contribute an
average of $20 each.

Case B: The employees have voted, by a margin of 55% to 45%, for a system
in which the employer deducts $10 from everyone’s paycheck, leading to the same
total contribution as in Case A.

Which Case would you favor if you had a choice?
A and B equal

Which case is more fair in allocating the cost among potential contributors?
A and B equal

Which case provides more freedom to potential contributors?
A and B equal

Which is more important in this case?
Fair cost allocation
Freedom of choice equal

Whatif Case A, the voluntary-contribution case, would raise half as much money

as Case B (rather than the same amount). Which Case would you favor?
A and B equal
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CHAR4, PART 1

A can save one life for $10,000. B can save one life for $12,500. The people helped
are from the same groups, with the same problems.

What is the right allocation between A and B, ignoring your own feelings?
Allto A
More to A, some to B
Equally to A and B
More to B, some to A
Allto B

What allocation would you feel best about making?
Allto A
More to A, some to B
Equally to A and B
More to B, some to A
Allto B

What allocation between A and B would be the most efficient use of your
money?
Allto A
More to A, some to B
Equally to A and B
More to B, some to A
Allto B

What allocation between A and B would do the most good for each $1,000
spent?
Allto A
More to A, some to B
Equally to A and B
More to B, some to A
Allto B

CHAR4, PART 2

Your country requires everyone to buy health insurance. The fee is fixed at about
$2,500 per person.

Case A: To help those who have trouble paying, the government levies a spe-
cial income tax. Families earning less than $7,500 per person pay no tax. Others
pay a fixed percentages of their income above $7,500/person.

Case B: To help those who have trouble paying, charities collect voluntary
donations. The charities distribute the funds to try to come as close as possible
to the situation described in Case A. That is, they provide a subsidy for families
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earning less than $7,500/person, they reduce the subsidy gradually as income
increases, and they solicit contributions from rich people who would pay less in
Case B than in Case A. Suppose that the charities succeeds, so that the bottom line
is the same for each family as in Case A.

Which case would you favor if you had a choice?
A and B equal

Which case is more fair in distributing the cost and benefits?
A and B equal

Which case provides more freedom of choice?
A and B equal

Which is more important in this case?
Fair distribution
Freedom of choice

Equal

Y105199_C013.indd 235 6/11/10 10:05:37 AM



Y105199_C013.indd 236 6/11/10 10:05:37 AM



