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Abstract

Economic theories explaining participation have focused on individual preferences, private and public 
failures as explanations for participation in voluntary organizations. These theories do not look at the 
relevance of the institutions that affect public and market failures that in turn, affect participation. My essay 
considers and empirically examines the effect those different institutions and institutional forms may have on 
civic participation, as suggested by political scientists and sociologists. Using a sample of 83 countries circa 
year 2000 from the World Value Surveys, the hypotheses with respect to the importance of institutional 
variables are partially supported by the data.  
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1. Introduction 
 

The last decades have witnessed an increase in participation in voluntary 

organizations and a widening of the scope of economic activities these organizations 

engage in1. Some have suggested that participation has come to represent an “all-

purposive elixir for the ills of society” (Uslander and Dekker, 2001).  

 In this sense, voluntary organizations exist in sectors such as health, education, 

poverty reduction and contribute to the building of social capital, inherent to economic 

development2. One important aspect concerning the building of social capital is the 

extent to which individuals participate in voluntary organizations3.  

 Participation is important both at the individual level and the contextual level.  At 

the individual level, it is argued that participation in voluntary associations leads to the 

acquisition of civic and democratic skills and to the construction of a more consistent 

social network (Lichterman, 2005). Participation “makes people care more about the 

                                                 
1  The World Value Surveys show a steady increase in the number of individuals that declare to be members of  

different types of volunteer associations.  
 
2  García y Marcuello (2003). Of course, voluntary organizations are linked to policies associated to those  

sectors. 
 
3  Alesina and La Ferrara (2000) 
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wider world” (Eliasoph 1998, 11). Also, the more actively one participates, the stronger 

are the positive side effects (Putnam, 2000). At the macro level, the effects of 

participation spill over to citizens who are not members of voluntary associations: 

communities with higher rates of civic participation seem to produce wealthier, healthier, 

happier, less criminal, and more highly educated people (Putnam 2000; Halpern 2005). 

Participation is good for economic development and democracy (Sullivan, 2004).  

 Economic theories explaining participation have focused on individual 

preferences, private and public failures as the key variables that may explain why 

individuals participate in voluntary organizations. These economic theories do not look at 

the relevance of the institutions that affect public and market failures that in turn, affect 

participation. On the other hand, some sociological theories stress cultural and historical 

aspects such as the importance of norms and traditions and more or less democratic forms 

of government. Finally, political theories focus on the relevance of “security” (given by 

the size of the public budget) and on confidence in political organizations. These latter 

theories suggest some relation between institutions and institutional forms of the state and 

participation. 

 My essay considers and empirically examines the effect those different 

institutions and institutions of the state may have on civic participation as suggested by 

political scientists and sociologists. Moreover, by examining the relations between 

market and public failures, and institutional forms such as the effectiveness of 

governments and subjective measures of trust, I build hypotheses about the impact of 

institutions on participation that operates through economic variables.  
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This essay extends previous research in various ways. First, as mentioned above, 

participation in voluntary organizations is a relevant component of social and human 

capital. However, previous research has concentrated on studying the determinants of 

civic participation in more developed countries only, not including data from less 

developed countries. My essay is the first attempt to study the determinants of 

participation in voluntary organizations which includes countries with different levels of 

development. My analysis takes advantage of the availability of new data based on the 

World Value Surveys and other sources. A second innovation is to incorporate recent 

work in political science, and sociology (which suggests that the specific institutional 

forms of the state may play an important role in fostering or in discouraging civic 

participation), in economic analysis. This new approach argues for the inclusion of a 

“political variable” in which “the state provides the formal institutional framework within 

which civic participation takes place” (van de Meer et.al, 2006).  

 Third, economic research has analyzed the relevance of institutions for very 

different outcomes, such as economic growth, and inequality.  My essay contributes to 

the economic literature by examining the (indirect) effect of institutions on participation, 

through the link between institutions, private and public failures, and participation.  

 Fourth, my essay not only considers average participation across all types of 

voluntary organizations, but also differentiates the effect of institutions on participation 

according to different types of voluntary organizations. As explained below, voluntary 

organizations vary in scope and may respond different to public or market failures. 

Explaining average participation may amount to a mis-specification, since the relation of 

specific institutions to the different types of voluntary organizations is ignored, and 

Universidad ORT Uruguay



 

5 
 

relevant information on the specific kinds is missed. I classify types of voluntary 

participation according to the common relationships these may have with institutions, 

market and public failures. Using that classification, I analyze the effect of institutions on 

participation by groups.  

 The selection of the appropriate set of organizations is based on an analytical link 

between voluntary sectors and the theoretical explanations for participation. As explained 

more specifically below, my approach widens the scope of voluntary sectors beyond 

those included in previous economic studies (Weisbrod, 1975, Hansman, 1980). 

 
2. Theoretical Background 

 
Differences in civic participation across countries have been analyzed mostly at 

the country level. Moreover, these theories consider mainly those variables that affect the 

existence and relevance of market and public failures as the reasons that influence 

individuals’ decisions to participate (Schofer & Fourcade-Gourinchas, 2001). I describe 

and analyze the different theories next.  

 
2.1 The Economic Approach to Participation. 
 

Economists have attempted to explain civic participation on the basis of 

differences in people’s preferences, and on the existence of market and public failures. 

Economists4 have argued that the decision to participate in voluntary organizations may 

be influenced by personal characteristics, such as altruistic sentiments (Rose-Ackerman, 

1986). Feelings of solidarity and the need to help others, together with the need for social 

                                                 
4  See for example, García and Marcuello (2007) 

Documento de Investigación - ISSN 1688-6275 - Nº 70 - 2011 - Barrios, J. J.



 

6 
 

recognition and prestige may encourage civic participation. 

The decision to participate is also thought to be affected by the existence of public 

and market failures in the delivery of goods and services.  Public failures arise when 

governments fail to supply certain public goods (culture, education and research, health, 

welfare services, the arts) in adequate amounts and qualities as demanded by society. As 

governments supply these goods according to the preferences of the median voter 

(Weisbrod, 1975), they create unsatisfied consumers since most of these will differ from 

the median. And since private, for-profit supply of public goods is unfeasible due to lack 

of economic incentives, it follows that unsatisfied consumers will find incentives to 

participate in voluntary organizations to obtain the desired amount of public goods. 

  Public failures also arise because governments may fail to meet voters’ desires 

due to issues such as corruption. Corruption appears when governments are more prone 

to attend the preferences of lobbies and small but powerful groups rather than the general 

interest.  

The implications of these public failure arguments are that more heterogeneous 

societies or societies where governments are more willing to satisfy special interests 

rather than social concerns (i.e. corrupt governments) should show higher levels of civic 

participation than more homogeneous and less corrupt societies. Voluntary organizations 

may prove more adequate than government to identify and satisfy demand in a more 

efficient and expedient way in cases of public failure (James, 1987).  

 On the other hand, market failures due to information asymmetries may give 

voluntary organizations a competitive advantage relative to business firms in the supply 

of private goods and services. In the presence of information problems, business firms 
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may behave opportunistically and supply goods and services of lower quality, cheating 

uninformed consumers. Since voluntary organizations do not purse the distribution of 

profits, they may be trusted to deliver goods and services in appropriate conditions 

(Hansman, 1980). In the presence of information asymmetries, then, people may wish to 

participate (e.g. by donating time and or money) in voluntary organizations more.  

Finally, it has been argued that wealthier and more educated people are in a better 

position to evaluate the characteristics of the products they purchase in the market (Ben-

Ner and Van Hoomissen, 1991), minimizing information failures. Ceteris paribus, these 

factors should decrease the importance of participating in voluntary organizations 

because they reduce the likelihood of public and private failures.  

 
 2.2. The Sociological and Political Approaches.  
 

Sociologists and political scientists have developed theories about the 

mechanisms that might explain the relation between state institutions and civic 

participation, some of which may contradict the predictions of economists. One of the 

approaches put forward was the so-called “cultural approach” (Putnam 1993; Fukuyama 

1995). These authors point to cultural factors such as prior habits, traditions and norms as 

the principal explanations for the differences in civic participation observed across 

countries. To Fukuyama, “the ability to cooperate socially is dependent on prior habits, 

traditions and norms”. Accordingly, differences between societies in their participation 

rates are caused by their respective cultures. In Putnam’s analysis of Italian regions, 

different rates of civic participation are in part explained by different institutional 

structures.  On the one hand, communal and former communal republics dominated 
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Northern Italy, that is, this region showed horizontal institutional structures implying 

higher rates of participation.  On the other hand, the South was reigned by the feudal 

autocracy of the Kingdom of Sicily, where top-down or vertical institutional structures 

caused lower rates of civic participation.  

Although relevant, this approach of Fukuyama and Putnam ignores the role of 

contemporary institutional arrangements as a potential explanation for different rates of 

civic participation. In addition, although some of the studies deal with current 

institutional settings (e.g. Putnam, 2000), they focus on one specific country which 

precludes stating more general conclusions about the relation between institutions and 

civic participation.  

  Other authors have focused on the role of more contemporary institutions in 

explaining the relationship among institutions and participation.  Here, we find three 

different theoretical lines of research: a) the crowding-out theory, b) the socio-economic 

thesis, and c) the public sphere thesis.  

 The crowding out line of reasoning follows Tocqueville (2000) and others like 

Fukuyama (1995) in considering the state and the rest of society as opposites: A strong 

state can exist at the cost of a strong civil society. “Social Capital can be dissipated by the 

actions of governments much more readily than those governments can build it up again” 

(Fukuyama, 1995). In other words, when the state intervenes in civil societies, it takes 

over tasks that could be performed by voluntary associations.  

Then, the size of the state should discourage participation in voluntary 

associations because its intervention makes voluntary associations redundant and less 

room is available for private voluntary action (Salamon and Sokolowski, 2001). This 
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theory postulates a negative relation between the size of the state and civic participation. 

Participation in voluntary associations in this approach is motivated mainly by the 

instrumental need for economic security (Maslow, 1970). When the state provides 

economic security (e.g. insurance against unemployment, disabilities or disease), 

individuals do not feel compelled to engage in social networks through voluntary 

associations to obtain the economic security the state is offering as a right. “Social 

expenditures and comprehensive social programs crowd out informal caring relations and 

social networks, as well as familial, communal and occupational systems of self-help and 

reciprocity” (Van Oorschot & Arts, 2005). As the state takes on welfare provision, 

voluntary associations and participation in those organizations lose their function as 

providing welfare through solidarity5.  

 A second line of research, the socio-economic security view of institutions, argues 

that higher welfare spending is associated with more participation, rather than less. Based 

on the theory of hierarchy of human needs (Maslow, 1970), some have argued that civic 

participation is associated with the satisfaction of higher-level needs, such as belonging 

and status  (Maslow, 1970) instead of being motivated by safety needs, such as in the 

crowding-out theory above.  

 

 

 

                                                 
5  The significance of the state here can be measured in different ways, for example by considering  

its total budget (relative to Gross Domestic Product) or by computing public expenditure in areas  
closely related to voluntary associations, such as health and welfare expenditures. 
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 According to this theory (the lower level ranking need of) economic safety is not a 

goal of civic participation, but a precondition for it.  The more these lower level needs are 

fulfilled, the more citizens will aim to satisfy higher needs. One way of doing this is to 

participate in voluntary organizations, social networks and/or becoming donors of money. 

In this sense, a higher level of state spending (e.g. in welfare services) allows individuals 

the opportunity to achieve those higher needs, since public expenditure assures that lower 

needs (e.g. economic security) are satisfied by that higher level of social spending. In 

other words, welfare states where social spending is higher should show higher rates of 

civic participation.  

A third argument, the public sphere theory, argues that civic participation is 

encouraged when people trust public institutions as their guarantee for freedom of 

association and of speech (Parboteeah et.al, 2004). Individuals are encouraged to 

participate and to create civic connections when institutions are such that individuals feel 

more secure with respect to achieving their objectives (Lin, 2001). In other words, 

security and trust in the state are requisites or conditions that must be met in order for 

citizens to engage in civic participation (Rose, 1994). Together, this third line of research 

suggests that in states where rights are adequately enforced and corruption is minimized 

to acceptable levels, and where individuals trust public institutions, one should observe 

higher rates of civic participation.  

To sum up, some institutional forms of the state are linked to the relative 

performance of the private and public sectors in meeting the demands of the population.  

This suggests that there may be a link between voluntary participation and institutional 
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forms of the state, which is indirect67. At the same time, some of these institutions may 

affect the confidence in public officials to formulate and enforce sound policies, 

suggesting a more direct effect of institutions on participation. 

   
3. Empirical Studies 

 
Worldwide, participation in voluntary organizations has been increasing. Using 

data from the World Value Surveys, individuals who declare to be either active or 

inactive members of voluntary organizations of different forms increased significantly 

between 1981 and 2006. 

 Among studies by economists, most of the studies of this phenomenon have 

focused on the analysis of the participatory effect of variables that affect individual 

preferences for participation, such as gender, marital status, age, education, income 

levels, inequality and religiosity. Inequality and religiosity are variables used as proxies 

for public failures as they attempt to capture the degree of heterogeneity of the 

population.   

On the other hand, education and income levels are proxies for the capacity of 

individuals to evaluate the quality of the goods and services supplied in the market to 

minimize market failures. However, these studies have not considered the type of 

institutions and institutional forms of the state as factors that may affect the importance of 

                                                 
6  For example, the capacity of governments to formulate and implement sound policies may limit 

the  extent and relevance of potential information asymmetries. In the absence of these market  
failures, buyers of goods and services should be less inclined to participate in nonprofit 
organizations.  

 
7  Government effectiveness may increase the capacity of governments to properly assess the  

demand for public goods. 
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public and market failures and the decision to participate in voluntary organizations to 

solve those failures, given a particular level of education or diversity.  

For example, García and Marcuello (2007) study which individual characteristics 

are more likely to affect involvement in voluntary organizations in different Spanish 

regions. Based on data collected from a 2002 Survey run by the Centro de 

Investigaciones Sociológicas (Center for Sociological Research), García and Marcuello 

consider different levels of income and its distribution (gini index). They also consider 

different levels of education, whether respondents are more or less active Catholics, and 

also control for age, marital status, gender, region, size of town, and whether individuals 

are employed.  

They find that higher incomes, being a more active catholic and a more educated 

individual are all associated with higher participation. They also find that greater 

diversity (measured by inequality of income) is associated with lower participation and 

commitment.  

These results contradict the theoretical conclusion of economists on the relation 

between public and market failures and participation. First, wealthier and more educated 

individuals are found to be associated with more participation, rather than less. Second, 

they find that higher inequality of income is associated with lower rates of participation. 

García and Marcuello (2007) argue that what is really driving their result is the fact that 

their variable is not measuring heterogeneity (defined as cultural, ethnic or religious) but 

income inequality. 

 Dora Costa and Matthew Khan (2002) study the relation between social 

heterogeneity and civic participation in the context of social capital formation. Their 
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paper provides a review of most of the 15 empirical articles (up to their work) dealing on 

how different forms of heterogeneity influence the level of civic engagement and the 

formation of social capital8. They define civic engagement in different ways: group 

participation, state spending and trust. Their principal conclusion is that most studies 

show that more homogeneous societies foster greater levels of social capital production, 

and consequently, civic participation.  

After reviewing the literature, Costa and Kahn (2002) perform their own 

estimation of the effects of heterogeneity on civic participation. They measure civic 

participation in different ways. First, they compute data on volunteering from the Current 

Population Surveys (CPS) of 1974 and 1989 and from the DDB Lifestyle Surveys for the 

1975-1998 period. Second, they compute membership in non-church organizations in the 

1952 and 1972 American National Election Survey (ANES), and in all organizations in 

the 1974-1994 General Social Survey (GSS).9 They also consider voter turnout as an 

additional measure of civic participation.   

 

 

                                                 
 
8  The list of the papers they review is shown in the Appendix. 
 
9  “The dependent variable in the Current Population Survey and the DDB Lifestyle Survey is a 

dummy equal to one if an individual did any volunteer work in the past 12 months. Reported  
volunteering differs across surveys. The dependent variable in the American National Election 
Survey is a dummy equal to one if the individual was a member of a nonchurch organization. The 
dependent variable in the General Social Survey for membership is a dummy equal to one if an 
individual reported membership in any organization. The dependent variable for trust is a dummy 
equal to one if an individual reported that most people can be trusted. Additional controls include 
age, sex, race, education, region of residence, and year of survey. The samples are restricted to 
individuals in identifiable metropolitan areas”. 
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The study by Costa and Khan (2002) is essentially restricted to the effects of wage 

inequality, ethnic and birthplace fragmentation on membership and volunteering, 

computing simple correlation of wage inequality and ethnic fragmentation with 

membership. They conclude: “both high income inequality and low ethnic heterogeneity 

predict low membership across some, though not all, western European countries”. This 

appears to confirm the theoretical hypothesis developed by economic theory. More 

specifically, although low ethnic heterogeneity is associated with low participation, high 

inequality is not. The authors suggest that more detailed analyses are needed to obtain 

more definite conclusions10.   

One line of empirical work related to the impact of state forms on participation 

finds evidence that voluntary associations are excluded from the decision making process 

in centralized states (Curtis et.al 1992; Schofer and Forucade-Gourinchas 2001). This 

evidence supports the crowding out theory, which suggests a negative correlation 

between size of the state and civic participation.  

Empirical support for the economic security theory of participation is found in the 

work of Knack and Keefer (1997) and Halman (2003) who find that wealthier (i.e. those 

with higher incomes) countries offer more economic means to participate and show 

higher levels of trust and reciprocity. In his work on post-Communist societies, Rose 

(1994) finds that security and trust in the state are relevant prerequisites for participation, 

suggesting that institutions and participation are directly related.  

                                                 
10 They admit: “Figure 1 poses the interesting riddle of what other factors, besides community 
heterogeneity, help to determine civic engagement. Unfortunately, we cannot do much on this question 
with our few data points and the kind of evidence we have available 
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Bian (1997) finds that the Chinese institutional setting, not supportive of civic 

autonomy, inhibits the use of ties stemming from participation. Volker and Flap  (2001) 

studying the German Democratic Republic find some support for the political argument 

on civic participation, where less confidence in the state seems to be related with less 

participation. 

 My essay extends previous empirical studies by incorporating the effects 

different institutions and institutional forms of the state may have on participation in 

voluntary organizations. This relationship may come indirectly through its effect on 

market and public failures, but also directly through the confidence individuals have on 

the state. Additionally, I will control for the variables other studies suggest to have 

significant effects, such as education, wealth, diversity (in its various forms), state 

spending, and altruistic preferences.    

 
4. New Hypotheses on the Role of  

State Institutions 
 
In this section I develop specific hypotheses of how different institutions and 

institutional forms of the state affect the likelihood of participation, either directly or 

indirectly. The institutions and institutional forms of the state that I will consider are the 

following: The effectiveness of governments; the quality of law enforcement, and the 

quality of regulations. I also consider the extent to which individuals trust others and 

have confidence in large corporations, the degree of voice and accountability individuals 

think that exists in a society, individuals’ perceptions of corruption, and economic 

freedom.  More effective governments may reduce the relationship between 
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heterogeneity and the likelihood of participation in voluntary organizations. The quality 

of public services, the quality of policy formulation and implementation and the quality 

of civil service are factors that contribute to a more accurate measurement of the 

preferences of individuals, minimizing public failures. If individuals find that their 

preferences are met, they will find fewer incentives to create and participate in voluntary 

organizations.  

A better business environment can be regarded as an institutional form of the state 

that enhances private, for profit activities. Respect for the law should increase the 

confidence of contractual parties on the commitment to follow the specifications of the 

contract.  By increasing the confidence in commitments and creating a better 

environment for commercial trades, respect for the law contributes to the reduction of 

information asymmetries and related market failures. Accordingly, individuals would 

have fewer incentives to engage in civic participation. At the same time, rule of law may 

impact the capacity or willingness of the state to adequately supply public goods, thereby 

reducing public failures.  

Another institution that induces a better business environment is the ability of the 

government to formulate and implement sound policies and regulations that permit and 

promote private sector development and reduce market failures. As an institution that 

promotes private sector development through better regulation, a better capacity to 

formulate and implement policies should lead to fewer information asymmetries and 

reduce the incentives of people to participate in voluntary organizations.  

However, while law enforcement and regulatory quality reduce incentives for 

civic participation on purely economic grounds, the public sphere theory outlined above 
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suggests the opposite: “Individuals are encouraged to participate and to create civic 

connections when institutions are such that individuals feel more secure with respect to 

achieving their objectives”. This statement suggests that security and trust in the state are 

pre-conditions for participation. On these grounds, I would expect abiding by the law and 

a better capacity to formulate policies to promote rather than reduce civic participation.  

Arising from the literature on norms and rules, trust may also affect participation. 

If individuals (e.g. consumers, donors, workers) trust other individuals more or other 

organizations more (such as multinational organizations), voluntary organizations should 

lose some of their competitive advantage over for profits, and individuals will have fewer 

incentives to participate in voluntary organizations.  Higher levels of trust then should be 

associated with less need for citizens’ participation because they potentially reduce 

market and public failures. However, trust may also be seen as a pre-condition to 

participate, according to the public sphere theory of participation. This last argument 

suggests that in countries where the sense of security and trust are higher, people will 

have more incentives to participate in voluntary organizations.  

More democratic social forms may encourage voluntary participation. If 

individuals have the possibility of expressing their desires and preferences more freely 

(i.e. they have more voice) or if they are able to participate and to elect their 

governments, as well as enjoying freedom of expression and association, they may feel 

encouraged to participate in social institutions. In this sense, more voice is associated 

with the public sphere thesis of participation, and this institutional form may be regarded 

as a condition for more participation.   

At the same time, more freedom of expression (voice) may reduce information 
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asymmetries among economic agents (thereby reducing market failures) and may also 

promote greater efficiency and efficacy on governments as suppliers of public goods, 

minimizing public failures and reducing civic participation.  

Another hypothesis is that transparency (e.g. in the form of less corruption) in 

business and public activities should provide better information and also improve public 

accountability and effectiveness in the supply of public goods.  Higher levels of 

corruption may signal that governments may favor special interests, increasing the 

likelihood of public failures and the incentives to participate in voluntary organizations, 

independently on how effective governments are in assessing peoples preferences for 

public goods.  

On the other hand, a higher frequency and/or larger bribes (i.e. less transparency) 

are an indication that information in the market place may not be as accurate as needed, 

contributing to the existence of market failures and increasing the need for participation. 

Corruption then, is an institutional form that contributes to increase market failures and 

public failures.  

However, a higher level of corruption may affect the confidence individuals have 

on the state. This, according to the public sphere theory of participation, corruption will 

reduce the likelihood of participation in voluntary organizations. Finally, both the 

crowding-out and the economic security theories stress the extent of social and welfare 

government expenditures as leading to more or less civic participation.  

I test for the potential effects of these political institutional variables have on 

participation in voluntary organizations.  I control for the effect of other variables found 

to impact participation, including those used by economists (education, wealth, 
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heterogeneity, income levels, and the use of Internet), which economists have used as a 

proxy for asymmetries of information, or market failures.   

The concepts of public effectiveness, the respect for the law and the extent of 

corruption are all concepts that refer to the more general idea of “Governance”. The 

World Bank Governance Indicators have been used by economists as proxies for each of 

those concepts (Kaufmann et.al, 2008). Indicators such as government effectiveness, 

voice and accountability, rule of law, regulatory quality and control of corruption are 

examples of those Governance Indicators.  

The above hypotheses are summarized in Table 1 below. 
 

 
Table 1  

Summary of Hypotheses 
Essay 1 

Associated Variable Expected Effect on Participation Associated Theory 

Diversity 

religious diversity Positive PF(+) 

ethnic diversity Positive PF(+) 

language Diversity Positive PF(+) 

income inequality Positive PF(+) 

information Asymmetries 

secondary Education Negative MF(-) 

income per capita Negative/Positive MF(-), CO(-), ES(+) 

internet Penetration  Negative MF(-) 

government expenses  Negative/Positive MF(-), CO(-), ES(+) 

Preferences 

Altruism Positive MF(+) 

feelings of Cooperation Positive MF(+) 
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Table 1  
Summary of Hypotheses 

Essay 1 
Associated Variable Expected Effect on Participation Associated Theory 

Institutions  

government effectiveness  Negative PF(-) 

rule of law Negative/Positive MF(-), PF(-), PS(+) 

regulatory quality Negative/Positive MF(-), PF(-), PS(+) 

trust in others Negative/Positive MF(-), PS(+) 

confidence in firms  Negative/Positive MF(-), PS(+) 

voice and accountability Negative/Positive MF(-), PF(-), PS(+) 

perception of corruption Negative/Positive MF(+), PF(+), PS(-) 

economic freedom Negative/Positive MF(-), PF(-), PS(+) 

PF: Public Failure; MF: Market Failure, CO: Crowding Out; ES: Economic Security; PS: Public Sphere. 
 
 

5. “Nonprofits Organizations, Public and Private Goods and Services  
and the Link to Public and Market Failures” 

 
Nonprofit organizations vary in nature and scope, have different goals and address 

different problems. Nonprofits are present in widely different sectors such as health, 

education, the arts, political parties, community movements, youth organizations, and 

environmental organizations. Given this, it may be incorrect to only analyze the relevance 

of institutions on a measure of participation that would gather all types of nonprofits.

 Since institutions would affect different types of participation differently, the 

general econometric model would be misspecified. I therefore classify nonprofit 

organizations into different groups according to the link they may have to public and 

market failures and the institutions related to them.     

The World Values Surveys allows people to specify participation in the following 
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types of organizations: 

  
Table 2 

Groups of Nonprofit Organizations ( World Value Surveys) 
 Social Welfare Services for elderly, handicapped or deprived people 

 Religious or church organizations 

 Education, arts, music or cultural activities 

 Labor Unions 

 Political parties or groups 

 Local community action on issues like poverty, employment, housing or racial inequality 

 Third world development on human rights 

 Conservation, environment, animal rights groups 

 Professional associations 

 Youth work 

 Sports or recreation 

 Women’s group 

 Peace movement 

 Voluntary organizations concerned with health  

 Other groups 

 
 

I begin by excluding religious organizations and political parties as not relevant to 

this analysis, as voluntary organizations that are not directly related to market and public 

failures or to political theories of participation. Religious organizations seem more 

concerned with the problem of personal identities. Individuals attend religious services 

because of the need of some personal concern or dissatisfaction and not because they are 

willing to demand public services not correctly supplied by the government of because 

they are victims of some informational problem in the market place. Nor (normally) do 
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they need religious services in order to obtain some sort of economic security.  

Similar arguments can be made regarding the reasons individuals have for 

participating in political parties. It does not seem that market and public failures are 

strong reasons explaining their participation in those organizations. Nor does the need for 

economic security represent a justification for participation.  

For the remaining types of organizations, I consider their relation with the supply of 

private and public goods. I then link participation in each type of nonprofits organization 

to the set of institutions most likely to affect participation.  

Some nonprofits organizations are more closely linked to the provision of public 

goods while other nonprofits are associated more to the supply of private goods or linked 

to more specific issues.  I classify voluntary associations accordingly. The basic criteria 

to differentiate between public or private goods are whether suppliers of the goods and 

services are in a position to collect all the net benefits derived from those goods. 

Education, health, the arts, environmental issues, and community actions are all 

sectors the provision of which goods have potential effects on third parties that is, they 

can be characterized as being public goods.  I thus include among organizations 

supplying public goods those supplying welfare services to the elderly, peace 

organizations, women’s and youth groups and groups related to third world development 

or human rights.   

Based on the same logic, I include organizations that are concerned with 

discrimination against women and the young in this group. Finally, I include labor unions 

among the organizations supplying a public good. No private entrepreneur would be 

willing to negotiate working conditions because he or she may not receive the full 
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benefits of those negotiations.  

On the other hand, nonprofits organizations such as suppliers of social welfare 

services to the elderly, professional services, sports and recreation organizations seem to 

be associated with the provision of private goods. For example, sports clubs offer sport 

services to those who are affiliates to the club, while professional associations give 

support to those who are affiliates.  

Some social welfare services, including those to the elderly and the very young 

have public and private goods characteristics. Such welfare services are both subject to 

public and market failures. 

  The association between nonprofits and public and private goods, and the 

participation in nonprofits organizations with each type of failure can be summarized in 

the Table 3:  

 
Table 3 

Participation and Public and Market Failures 
 

Participation in: 

 

Associated failure 

public failure market failure 

Social welfare services for elderly, handicapped 

and deprived individuals 
    

Education, arts, and cultural activities    

Labor Unions    

Community action on poverty, employment, 

housing, racial inequality,  
   

Third world development on human rights    

Conservation, environment and animal rights    
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Table 3 
Participation and Public and Market Failures 

 

Participation in: 

 

Associated failure 

public failure market failure 

Professional associations    

Youth work    

Sports and recreation    

Women’s groups    

Peace movements    

h\Health    

 
 

The expected direction of the effect of each institution and institutional form of 
the state on each type of failure is summarized as follows in Table 4. 
 
 

Table 4 
Relation between Institutions and Failures 

 

Associated Institution 
Associated Failure and Effect on Participation 

  
public failures 

 
market failures 

 
political theories 

government effectiveness Negative   

rule of law Negative Negative Positive 
regulatory quality Negative Negative Positive 

Trust _ Negative Positive 

confidence in firms _ Negative Positive 

voice and accountability Negative Negative Positive 

perception of corruption( 1) Positive Positive Negative 

economic freedom _ Negative Positive 

(1) a higher index represents less perception of corruption 
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The combination of the last two tables suggests links between different types of 

nonprofit organizations and different institutions. For example, nonprofits organizations 

supplying welfare services to the elderly should be affected by those institutions linked to 

market or public failures in the provision of such services. That is, the extent to which 

contracts are respected and enforced, or the extent to which governments are able and/or 

willing to supply public services characterize these organizations.  I summarize the 

hypothesized relations between nonprofits organizations and state institutions below, 

showing the expected relation (positive or negative) and a brief explanation of how they 

are linked to public and market failures.  

For convenience, I link them directly to available proxies. As mentioned above, 

some of these proxies for institutional quality arise from the World Bank Governance 

Indicators: the effectiveness of government and the quality of regulations, the extent to 

which societies respect the law, and the extent to which societies enjoy the benefits of 

free press and free elections. On the other hand, a subjective perception of corruption as 

measured by Transparency International is also considered as representing institutional 

quality: it may approximate the willingness of the state to favor special interests as 

opposed to the interests of the society. Subjective measures of trust from the World Value 

Surveys are used as proxies to represent the extent to which individuals are more willing 

to engage in social participation. Finally, more economic freedom (less regulated 

markets, less state intervention, more freedom of trade) as represented by the index of 

Economic Freedom (Fraser Institute) suggests that market (i.e. business) interactions may 

be preferred to non-market (e.g. voluntary participation) by individuals. These relations 
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are summarized in Table 5, next. 

 
Table 5 

 Institutions and Types of Nonprofit Organizations 
 

Type of Organization 

government 

effectiveness 

rule of law regulatory 

quality 

trust voice 

and 

accountability 

perception of 

corruption 

economic 

freedom 

Social welfare services for elderly, 

handicapped and deprived individuals 

Negative 

 

Government 

effectiveness 

may substitute 

for public 

provision . 

Negative 

 

Better contract 

enforcement 

reduces 

incentives to 

supply lower 

quality 

services 

Negative 

 

Better 

regulation 

reduces 

asymmetries of 

information 

between 

buyers and 

sellers 

Negative 

 

Trust on others 

and on private 

organizations 

stimulates business 

transactions 

Negative 

 

Increases 

accountability: 

reduces scope 

of public and 

market failures 

Positive 

 

Greater 

transparency in 

market 

transactions 

reduces 

asymmetries of 

information 

between 

buyers and 

sellers  

Negative 

 

Positive 

incentives to 

competition 

and reduction 

of   private 

failures 

Education, arts, and cultural activities Negative 

 

Government 

effectiveness 

increases 

public capacity 

to assess 

peoples  

preferences 

 

Negative 

 

Better contract 

enforcement 

reduces 

incentives to 

supply lower 

level quality 

products by 

school 

managers and 

teachers 

Negative 

 

Better 

regulation 

reduces 

asymmetries of 

information 

between 

parents and 

school 

managers and 

teachers 

Negative 

 

Trust on 

organizations 

reduces incentives 

for participating in 

nonprofits 

organizations 

Negative 

 

More and 

better 

information 

reduces 

incentives to 

supply lower 

quality 

services   

Positive 

 

Less 

corruption may 

increase the 

capacity of 

delivey of the 

state.  

Negative 

 

Freedom 

reduces private 

failures 

Labour unions  

 

 

Negative 

 

Better contract 

enforcement 

may reduce 

conflicts 

between 

workers and 

employers 

Negative 

 

Better 

regulation    

reduces 

information 

asymmetries 

between 

workers and 

employers 

Negative 

 

Trust between 

employees and 

employers reduces 

incentives for 

participation in 

labor unions 

Negative 

 

More and 

better public  

information  

reduces 

incentives for 

cheating on 

labor contracts 

and labor effort 

Positive 

 

Less 

corruption may 

increase 

confidence 

between 

employers and 

employees and 

public officials 

Negative/ or 

Positive 

Freedom may 

enhance 

competition 

and 

transparency of 

level of wages 

and contract 

enforcement 

Community action on poverty, employment, 

housing, racial inequality,  

Negative 

 

Community 

action may 

Negative 

 

The existence 

of appropriate 

Negative 

 

Better  

enforcement  

 Negative 

 

More 

accountable 

Positive 

 

More corrupt 

governments 
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Table 5 
 Institutions and Types of Nonprofit Organizations 

 

Type of Organization 

government 

effectiveness 

rule of law regulatory 

quality 

trust voice 

and 

accountability 

perception of 

corruption 

economic 

freedom 

feed into 

government 

assessment of 

peoples 

preferences 

 

policies may 

substitute for 

nonprofit 

organizations 

reduce the 

need for 

participation in 

nonprofits  

governments 

address these 

problems more 

effectively 

will not deliver 

the necessary 

actions to 

prevent theses 

problems  

 

 

third world development on human rights Negtive 

 

Community 

action may 

feed into 

government 

assessment of 

peoples 

preferences 

 

   Same point as 

above 

Negative 

More 

accountable 

governments 

address thiese 

problems more 

effectively  

  

Conservation, environment and animal rights Negative 

 

More 

effectiveness 

may substitute 

for  nonprofit 

provision  

Negative 

 

Existence of 

appropriate 

laws may 

prevent these 

problems  

Negative 

 

Better laww 

enforcement 

may substitute 

for private 

supply  

    

 Negative 

 

More 

accountable 

governments 

address thiese 

problems more 

effectively 

Positive 

 

More corrupt 

governments 

will not deliver 

the necessary 

actions to 

prevent theses 

problems  

 

 

 

Professional associations  Negative 

 

Existence of 

appropriate 

laws may 

prevent these 

problems  

Negative 

 

Better law 

enforcement 

may substitute 

for private 

supply  

    

 Negative 

 

More 

accountable 

governments 

address these 

problems more 

effectively 

Positive 

 

More corrupt 

governments 

will not deliver 

the necessary 

actions to 

prevent these 

problems  

 

 

 

Youth work Negative 

 

Negative 

 

Negative 

 

  Negative 
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Table 5 
 Institutions and Types of Nonprofit Organizations 

 

Type of Organization 

government 

effectiveness 

rule of law regulatory 

quality 

trust voice 

and 

accountability 

perception of 

corruption 

economic 

freedom 

Government 

Effectiveness 

on  policies 

towards the 

young reduces 

public failures  

Existence of 

appropriate 

laws may 

prevent these 

problems 

Regulation 

prevents 

discrimination 

and  exclusion 

Organizations 

with voice may 

reduce failures 

on issues such 

as 

discrimination.  

Sports and Recreation Negative 

 

Government 

effectiveness  

may reduce 

need for 

private 

nonprofit 

supply 

 

   Negative 

 

Freedom of 

expression  and 

association 

may reduce the 

need of 

participation in 

nonprofits   

  

Women’s groups Negative 

 

Government 

Effectiveness 

on  policies 

towards 

women  

reduces public 

failures  

 Negative 

 

Regulation 

prevents 

discrimination 

  Negative 

 

Organizations 

with voice may 

reduce failures 

on issues such 

as 

discrimination.  

  

Peace movements Negative 

 

Government 

Effectiveness 

on  policies 

towards 

women  

reduces public 

failures 

   ? Negative 

 

More 

accountable 

governments 

and private 

actors  shoul 

negotiate peace 

agreements.  

  

Health Negative 

 

Government 

effectiveness  

increases 

public capacity 

to assess 

Negative 

 

Better contract 

enforcement 

reduces 

incentives to 

supply lower 

Negative 

 

Better 

regulation 

reduces 

asymmetries of 

information 

Negative 

 

Trust 

organizations  

reduces incentives 

for participating in 

nonprofits 

Negative 

 

More and 

better 

information 

reduces 

incentives to 

Positive 

 

Less 

corruption may 

reduce 

asymmetries of 

information 

Negative 

 

Freedom 

reduces private 

failures 
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Table 5 
 Institutions and Types of Nonprofit Organizations 

 

Type of Organization 

government 

effectiveness 

rule of law regulatory 

quality 

trust voice 

and 

accountability 

perception of 

corruption 

economic 

freedom 

peoples  

preferences 

level quality 

products by 

hospital 

managers and 

doctors 

between  users 

and hospital 

managers and 

doctors 

hospitals supply lower d 

quality 

services   

between users , 

managers and 

doctors 

 
 

6. Econometric Specification 
 
 To estimate the relationship between institutions of the state and participation, I 

use a sample of 83 countries circa year 2000. The data comes from the World Value 

Surveys. Access is open to the public at http://www.worldvaluessurvey.org/  

I consider a larger sample of countries than Onder (2006), a total of 83 (he 

considers only 30 countries) by merging the waves of 1995-1998 and 1999-2000. The 

waves of 1995-1998 and 1999-2000 ask about participation in a slightly different way.  

The former asks individuals if the belong or not to different types of organizations, while 

the latter asks individuals if they are members (active or inactive) or not of the same set 

of organizations.  

 
I estimate the following equation:  
 

i
u

z
nsinstitutio

z
altruismgovtwebincome

educationmarketsize
j

inequality
i

diversity
io

ionparticipat

um

emd
i

6
$
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211

  
The dependent variable measures participation in voluntary organizations. The 

variable computes the percent of individuals who declare that they belong to/or are 
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members of different voluntary organizations. 

The second term on the right hand side (diversity), represents the estimation of the 

impact of different measures of diversity (religious, ethnic, and language) (Alesina and 

La Ferrara, 2000).  I only use ethnic (see below). The third term estimates the impact of 

income inequality on participation. The following four terms measure the impact of the 

level of education (education), of income per capita (income), and of internet penetration 

(internet) on participation. These eight measures attempt to capture the importance of 

public and market failures on participation.  

The effect of government expenditures captures the hypothesis of the crowding 

out and economic security theories of participation while willingness to pay taxes to 

protect the environment and feelings of cooperation (altruism) estimate the impact of 

altruistic preferences on participation.  

Finally, “institution” captures the relevance of each of the eight institutions and 

institutional forms of the state described below. The subscript z=1, 2, 3, 4, 5, 6, 7, 8, 11 

represents each of the eight institutional variables, 0 is the constant and ui is the error 

term. 

Since OLS estimators may be biased in the presence of limited dependent 

variables (Kennedy, 2003), and due to other problems such as the existence of outliers 

and heteroskedaticity, I run Tobit and Robust regressions (see below). Also, to take 

account of potential problems due to small sample size, I run SUR regressions for the 

different nonprofit sectors. 

                                                 
11  The institutional variables here are grouped in one vector for expositional purposes only. I will  

consider them separately, as shown in the table below.  
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My dependent variable computes the average percentage of individuals in a 

country circa year 2000 who declare to belong or to be active or inactive members of 

different voluntary organizations.   

  I run five different regressions. First, I compute participation in all of the different 

types of voluntary organizations. Second, I run regressions for each of the different 

groups of voluntary organizations described below. One problem with using the World 

Governance Indicators, constructed by researchers at the World Bank is the high level of 

correlation among the institutional variables, as shown next: 

 
Table 6 

Correlation between Governance Indicators 
 voice and 

accountability 

government 

effectiveness 

regulatory quality rule of 

law 

voice and accountability 1.0000    

government 

effectiveness 

0.8242 1.0000   

regulatory quality 0.8660 0.8336 1.0000  

rule of law 0.8603 0.8752 0.9048 1.0000 

  

Some researchers have addressed the problem of high correlation between these 

institutional forms of the state by combing the variables using Principal Component (PC) 

analysis.  However, PC analysis produced a factor that was highly correlated with other 

institutional variables of interest in this study, including Transparency and Economic 

Freedom.  

An alternative approach to using Governance Indicators is to select one of the 
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indicators, which may show the relatively lowest correlation with other institutional 

variables. Other researchers who have analyzed the effect of institutions on different 

economic variables have followed this approach.  For example, Dollar and Kraay (2003) 

take the indicator of Rule of Law in their analysis of the effect of Institutions and Trade. 

The same indicator is used by Kaufmann and Kraay (2003) to study the links between 

institutions (governance) and growth in the long run. The problem with the latter 

procedure is that one cannot assert that the effect of the chosen indicator does not capture 

the effects of any or the other governance indicators with which it is correlated. 

With these caveats in mind, I will include the indicator of voice and accountability 

to represent quality of governance. I do this for two reasons. First, it is highly correlated 

with the other Governance indicators. Second, it is less correlated with other institutional 

variables included in the regression than any of the other governance indicators. Finally, 

conceptually, voice and Accountability represents the process by which governments are 

selected, monitored and replaced, which complements the indicators attempting to 

measure Corruption and Economic Freedom. 

Reformulating Table 6, and taking voice and Accountability as the institutional 

variable representing the Governance indicators and thus possibly capturing the effects 

on participation of the indicators left out (Government Effectiveness, Rule of Law, 

Regulatory Quality and Control of Corruption), I obtain the relations between voluntary 

organizations and institutions shown in  Table 7 below. 
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Table 7 
New Relations between Institutions and Nonprofit Organizations. 

 

Type of Organization 

voice and 

accountability 

government 

effectiveness 

regulatory quality rule of law 

Social welfare services for 

elderly, handicapped and 

deprived individuals 

Negative 

 

Government effectiveness may 

substitute for public provision . 

Better contract enforcement 

reduces incentives to supply 

lower quality services Better 

regulation reduces asymmetries 

of information between buyers 

and sellers Increases 

accountability: reduces scope 

of public and market failures 

Negative 

 

Trust on others and on private 

organizations stimulates 

business transactions 

Positive 

 

Greater transparency in market 

transactions reduces 

asymmetries of information 

between buyers and sellers  

Negative 

 

Positive incentives to 

competition and reduction of   

private failures 

Education, arts, and cultural 

activities 

Negative 

 

Government effectiveness 

increases public capacity to 

assess peoples  preferences.  

Better contract enforcement 

reduces incentives to supply 

lower level quality products by 

school managers and teachers   

Better regulation reduces 

asymmetries of information 

between parents and school 

managers and teachers More 

and better information reduces 

incentives to supply lower 

quality services   

Negative 

 

Trust on organizations reduces 

incentives for participating in 

nonprofits organizations 

Positive 

 

Less corruption may increase 

the capacity of delivery of the 

state.  

Negative 

 

Freedom reduces private 

failures 

Labor unions  

 

 

Negative 

 

Trust between employees and 

employers reduces incentives 

for participation in labor unions 

Positive 

 

Less corruption may increase 

confidence between employers 

and employees and public 

officials 

Negative/ or Positive 

Freedom may enhance 

competition and transparency 

of level of wages and contract 

enforcement 

Community action on poverty, 

Employment, housing, racial 

inequality,  

Negative 

 

Community action may feed 

into government assessment of 

peoples preferences 

The existence of appropriate 

 Positive 

 

More corrupt governments will 

not deliver the necessary 

actions to prevent these 

problems  
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Table 7 
New Relations between Institutions and Nonprofit Organizations. 

 

Type of Organization 

voice and 

accountability 

government 

effectiveness 

regulatory quality rule of law 

policies may substitute for 

nonprofit organizations Better  

enforcement  reduce the need 

for participation in nonprofits 

More accountable governments 

address these problems more 

effectively 

 

 

Third world development on 

human rights 

Negative 

 

Community action may feed 

into government assessment of 

peoples preferences 

Same point as above Negative 

More accountable governments 

address these problems more 

effectively 

   

Conservation, environment and 

animal rights Negative 

 

More effectiveness may 

substitute for  nonprofit 

provision  

 

Existence of appropriate laws 

may prevent these problems 

Better law enforcement may 

substitute for private supply  

 

 More accountable 

governments address these 

problems more effectively 

 Positive 

 

More corrupt governments will 

not deliver the necessary 

actions to prevent these 

problems  

 

 

 

Professional associations Existence of appropriate laws 

may prevent these problems 

Better law enforcement may 

substitute for private supply  

More accountable governments 

address these problems more 

effectively 

 Positive 

 

More corrupt governments will 

not deliver the necessary 

actions to prevent these 

problems  

 

 

 

Youth work Negative    
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Table 7 
New Relations between Institutions and Nonprofit Organizations. 

 

Type of Organization 

voice and 

accountability 

government 

effectiveness 

regulatory quality rule of law 

 

Government Effectiveness on  

policies towards the young 

reduces public failures 

Existence of appropriate laws 

may prevent these problems 

Regulation prevents 

discrimination and  exclusion 

Organizations with voice may 

reduce failures on issues such 

as discrimination 

Sports and Recreation Negative 

 

Government effectiveness  may 

reduce need for private 

nonprofit supply 

Freedom of expression  and 

association may reduce the 

need of participation in 

nonprofits   

   

Women’s groups Negative 

 

Government Effectiveness on  

policies towards women  

reduces public failures 

Regulation prevents 

discrimination Organizations 

with voice may reduce failures 

on issues such as 

discrimination.  

   

Peace movements Negative 

 

Government Effectiveness on  

policies towards women  

reduces public failures  

More accountable governments 

and private actors  shoul 

negotiate peace agreements. 

   

Health Negative 

 

Negative 

 

Positive 

 

Negative 
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Table 7 
New Relations between Institutions and Nonprofit Organizations. 

 

Type of Organization 

voice and 

accountability 

government 

effectiveness 

regulatory quality rule of law 

Government effectiveness  

increases public capacity to 

assess peoples  preferences 

Better contract enforcement 

reduces incentives to supply 

lower level quality products by 

hospital managers and doctors  

Better regulation reduces 

asymmetries of information 

between  users and hospital 

managers and doctors  

More and better information 

reduces incentives to supply 

lower d 

quality services   

Trust organizations  reduces 

incentives for participating in 

nonprofits hospitals 

Less corruption may reduce 

asymmetries of information 

between users , managers and 

doctors 

Freedom reduces private 

failures 

 

Specification of the links between the type of organization and the associated 

institution allows gathering organizations in four similar groups. First, social welfare 

services to the elderly, education and arts, and health organizations are all linked to all of 

the institutions and in the same way. Since education and health are directly related to 

human capabilities, I name this group the “Human Capital Goods” because both market 

and public failures are relevant. 

 Second, Community Action, Conservation, Youth and Women’s organizations 

seem to have a closer link to those institutions that affect public failures. I gather these 

organizations in a “Community Goods” group. 

 Third, Labor and Professional organizations are more closely linked to institutions 

that deal with market (private) failures and with issues related to labor conditions. I name 

this group the “Labor Services” group. 

Universidad ORT Uruguay



 

37 
 

 Finally Peace, Sports and Third world organizations seem to be linked to 

governments and political aspects such as freedom of speech, free press, free elections,  I 

call this group the “Political Goods” group 

The econometric model is reproduced below together with the associated 

description of the variables used in the model. Sources are also provided in Table 8.  
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Table 8 
Independent Variables and Sources of Information 

Coef. Associated Variable Source 

Diversity (Public Failures) 

11  religious diversity Alesina and La Ferrara (2000)  

11  income inequality World Development Indicators 

Market failures 

22  enrolment in Secondary Education World Development Indicators 

33  levels of income per capita (categorical 

variable) 

World Development Indicators 

44  internet penetration http://www.internetworldstats.com/stats1.htm, and 

www.itu.int  

55  government expenses  World Development indicators 

Preferences 

66  feelings of cooperation  World Value Surveys and own elaboration 

77   Altruism World Value Surveys 

Documento de Investigación - ISSN 1688-6275 - Nº 70 - 2011 - Barrios, J. J.



 

38 
 

Table 8 
Independent Variables and Sources of Information 

Coef. Associated Variable Source 

Institutions12 

11  government effectiveness Governance Matters IV, World Bank 

22  rule of law Governance Matters IV, World Bank 

33  regulatory quality Governance Matters IV, World Bank 

44  Trust World Value Surveys 

55  voice and accountability Governance Matters IV, World Bank 

66  Corruption Transparency International 

77  economic freedom The Fraser Institute  

88  confidence in firms World Value Surveys 

 
 
The statistical properties of each of the variables are listed in Appendix 3. 

 
 

7. Results and Conclusions 
 

After taking account of missing values, the total number of countries in the 

sample falls from 83 to 47.  First, I comment on the results obtained when all the sectors 

are considered in the regression followed by a discussion for each of the sectors defined 

above.   

Conclusions for both types of results are based on three types of regressions. I 

first run a robust OLS regression since simple OLS may be biased due to the existence of 

outliers. Next, I also perform Tobit regressions to capture the possible effect of limited 

dependent variable. Finally, due to the relatively small size of the sample, either robust 

                                                 
12  Note that the first three institutions will merge into one indicator, voice and accountability, as  

discussed above 
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OLS or Tobit coefficients may be biased. In order to take account of this fact, when I 

compare OLS and Tobit regressions, and when I analyze the differences between the 

general case and each group of nonprofit organizations, I run SUR (Seemingly Unrelated 

Regressions). SUR regressions consist of several regression equations, each having its 

own dependent variable and potentially different sets of exogenous explanatory variables. 

In this case, the dependent variables are different (each dependent variable consists of 

observations on the percent of individuals who are members and/or belong to each type 

of nonprofit organization), but the explanatory variables are the same. SUR extends 

ordinary least squares analysis to estimate system of linear equations with correlated error 

terms. As will be observed in the results, one of the consequences of using SUR is to 

increase the size of the sample (because it takes observations of members of each group 

separately), due to the estimation of different equations. Results are shown in Table 9 

below. 

 
7.1.  Results for All Voluntary Sectors 
 

 Table 9 shows the results for Robust OLS, Tobit and SUR regressions. 

Significant results are similar in the three types of regressions.   

Table 9 
Results from Robust OLS, Tobit and SUR Regressions 

VARIABLES 
ROBUST  
OLS  TOBIT SUR 

    
Corruption 0.0043 0.00485 -0.00162 
 -0.488 -0.435 -0.766 
economic freedom 0.00095 -0.0007 0.00463 
 -0.924 -0.95 -0.527 
voice and accountability 0.04040* 0.03936** 0.03269** 
 -0.068 -0.041 -0.023 
religion 0.00004 0.00004 0.00005** 
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Table 9 
Results from Robust OLS, Tobit and SUR Regressions 

VARIABLES 
ROBUST  
OLS  TOBIT SUR 

 -0.242 -0.121 -0.037 
income  inequality 0.00049 0.0005 0.00002 
 -0.568 -0.59 -0.975 
trust 0.04627 0.03574 0.07821 
 -0.574 -0.504 -0.12 
education -0.16444** -0.17433** -0.13220** 
 -0.047 -0.038 -0.021 
Web (internet) -0.01383* -0.01296 -0.0103 
 -0.05 -0.109 -0.124 
confidence in firms 0.04276 0.04766 0.08319** 
 -0.343 -0.342 -0.04 
Altruism 0.18180*** 0.19958*** 0.16465*** 
 -0.001 0 0 
income1 0.02273 0.02413 -0.01456 
 -0.687 -0.58 -0.704 
income2 0.0147 0.0133 -0.00546 
 -0.791 -0.736 -0.866 
income3 0.01785 0.02111 -0.00069 
 -0.671 -0.535 -0.981 
income4 0.01178 0.01275 0.01073 
 -0.748 -0.622 -0.636 
income5 0   
public expenses 0.00001 0.00001 0 
 -0.585 -0.427 -0.887 
Constant 0.00681 0.0098  
 -0.957 -0.926  
Observations 47 47 51 
R-squared 0.665  0.873 
Robust pval in parentheses     *** p<0.01, ** p<0.05, * p<0.1 

 
 
The results arising from Robust OLS regression (Table 9) show some support for 

the different theories described in this essay. The hypotheses with respect to the 

importance of institutional variables are partially supported by the data. On the one hand, 

in some cases the direction of the effect does support the economic hypotheses with 
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respect to participation, but in other cases show some support for one of the political 

theories of participation. Since most of the results are common to all three regressions, I 

will comment the results in general and note for the differences when appropriate. 

 Voice and Accountability shows a significant positive effect on participation. 

Societies where individuals have more means of expressing their opinions, for example 

through free press, and where public officials are more accountable, appear to encourage 

participation of individuals in voluntary organizations. 

This significant effect runs on the opposite direction than that would be suggested 

by economic theories that point to a negative relation of voice and Accountability as a 

variable that may minimize the relevance of public and market failures, and by which 

countries where individuals have more opportunities to express their opinions and where 

public officials are more accountable should show lower rates of participation. What this 

variable is representing is not clear, though: it has been shown that voice and 

Accountability is highly correlated with the other World Governance Indicators of the 

World Bank, so I cannot distinguish among the different variables. The direction of the 

effect, however, does not support either of the arguments related to economic hypotheses.  

The effect of voice and Accountability does seem to support the public sphere 

thesis of participation. Recall that this theory argues that “Individuals are encouraged to 

participate and to create civic connections when institutions are such that individuals feel 

more secure with respect to achieving their objectives” (Lin, 2001). Again, which of the 

World Bank Governance Indicators have more influence in determining this effect cannot 

be determined.  

Subjective measures of trust receive partial support. On the one hand, trust in 
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others is not significant while confidence in companies only reaches significant and 

positive effect on the SUR regression, indicating that the size of the sample biases the 

results of the other two models. Confidence in firms supports again the political sphere 

thesis of participation and therefore rejects the economic hypotheses based on the 

existence of market failures. This positive effect appears to help create a social 

environment where individuals feel more secure about establishing social relations with 

other individuals, therefore participating through nonprofit organizations more 

 The relevance of public failures as a cause of participation stemming from 

measures of diversity with respect to the provision of public goods is supported by the 

effect of religious diversity. Here again, the size of the sample plays a role in biasing 

OLS and Tobit results. The positive significant effect of the SUR regression indicates that 

heterogeneity of preferences to create a demand for public goods that may be not met by 

public supply. Although the effect is significant, is appears not to be important in 

quantitative terms.  On the other hand, inequality in incomes does not significantly affect 

participation in voluntary organizations.  Some of the variables affecting the existence 

and relevance of market failures as causes of participation also show significant results. 

Higher enrollment rates in secondary education negatively affect participation, granting 

support to economic theories. . Education gives individuals the means to assess the 

quality of private goods supplied in the market, reducing the scope for market failures, 

supporting Hansman (1980) hypothesis.  On the other hand, the spread in 

telecommunications, a phenomenon that is predicted to negatively affect the nonprofit 

sector (Ben-Ner, 2003) confirms this hypothesis on the Robust OLS regression, but then 

the effect turns insignificantly different from zero on the other two regressions. I 
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conclude that at to this point, the internet has not had a significant effect on participation 

in voluntary organizations.   

Finally, if individuals are more willing to give some of their incomes to protect 

the environment, showing some sort of altruistic preferences, the effect is to significantly 

increase participation in voluntary organizations. This effect seems to support the 

argument of the positive relation between altruism and participation. This argument 

is not supported when we look at the other measure of altruism, which relates to how 

individuals regard certain negative social activities such as illegally claiming government 

benefits, accepting or giving bribes and avoiding paying taxes (see Table 9a below).. 

Although individuals view these activities as unacceptable and leading to higher rates of 

participation, the effect is not statistically significant. One could argue about which 

of these variables effectively measures altruistic preferences. To my knowledge, there is 

no evidence that supports the selection of either as a true measure of altruism. If I define 

altruism as the “quality of unselfish concern for the welfare of others”13, then the relation 

between the measures presented in this essay with the definition of altruism is not so 

evident. For example, does the fact that I am willing to give part of my income to protect 

the environment mean that I care for others, or that I am simply thinking on my personal 

situation? For the same reasons, to be against giving bribes or illegally claiming public 

benefits does not necessarily means that I “unselfishness care for the welfare of others”. 

More research is needed to establish an appropriate measure that may represent altruistic 

preferences.  

 
                                                 
13   wordnetweb.princeton.edu/perl/webwn 
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Table 9a 
Results from Robust OLS, Tobit and SUR Regressions. Including Feelings of Cooperation 

VARIABLES ROBUST OLS  TOBIT SUR 
    
Corruption 0.00432 0.00489 0.00464 
 (0.481) (0.428) (0.434) 
economic freedom 0.00125 -0.00039 -0.00153 
 (0.905) (0.972) (0.869) 
voice and accountability 0.04129* 0.04037** 0.04315** 
 (0.069) (0.036) (0.015) 
Religion 0.00004 0.00004 0.00004 
 (0.264) (0.143) (0.137) 
income inequality 0.00045 0.00044 0.00056 
 (0.610) (0.631) (0.519) 
Trust 0.03198 0.01916 0.03793 
 (0.708) (0.735) (0.477) 
Education -0.13881 -0.14546 -0.17111*** 
 (0.140) (0.105) (0.004) 
Web -0.01481** -0.01406* -0.01356* 
 (0.035) (0.086) (0.067) 
confidence in firms 0.03950 0.04393 0.03564 
 (0.406) (0.380) (0.455) 
Altruism 0.18217*** 0.20024*** 0.18047*** 
 (0.001) (0.000) (0.000) 
feelings_of_cooperation 0.00216 0.00247 0.00100 
 (0.579) (0.406) (0.590) 
income1 0.02516 0.02698 0.01885 
 (0.663) (0.535) (0.641) 
income2 0.01655 0.01544 0.00963 
 (0.770) (0.694) (0.788) 
income3 0.01936 0.02286 0.01407 
 (0.649) (0.500) (0.653) 
income4 0.01231 0.01337 0.00891 
 (0.744) (0.603) (0.712) 
income5 0.00000   
 (.)   
public expenses 0.00000 0.00001 0.00000 
 (0.602) (0.442) (0.549) 
Constant -0.08466 -0.09415  
 (0.732) (0.565)  
    
Observations 47 47 47 
R-squared 0.669  0.891 
Robust pval in parentheses  
*** p<0.01, ** p<0.05, * p<0.1  
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7.1.1. Summary 
 

When participation is considered across all voluntary sectors, results show that 

institutions matter:  more voice and accountability appears to significantly affect 

participation directly and seems to support the political sphere theory of participation. On 

the other hand, higher levels of confidence in firms are associated with more 

participation, again supporting the direct (political) channel for participation in 

opposition to the economic hypothesis.  The indirect effects of institutions through their 

influence on the existence of market and public failures fail to be significant.  

On the other hand, there is some evidence that religious heterogeneity is 

associated with more participation in voluntary organizations, supporting the argument 

that governments do not supply public goods as demanded. One can think of goods and 

services with public goods characteristics, such as elderly care and other social services 

to the poor, and education, for example. 

Market failures are the cause of more participation less educated societies The 

effect of altruistic preferences is positive, although the available definitions may not be 

representing true altruistic feelings.     

 
7.2 Results across Voluntary Sectors 
 

For expositional convenience, Table 10 below summarizes the results when SUR 

regressions are run for each of the voluntary sectors and compared to the general (all 

sectors) results. Due to the smaller number of observations that would be obtained in 

Robust OLS and TOBIT regressions, I run SUR regressions only, and compared the 

results of each nonprofit sector with the general case.  
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Table 10 

Comparison  between Nonprofit sectors (SUR  Regressions) 

VARIABLES 
ALL 
SECTORS 

COMMUN
ITY 

HUMAN 
CAPITAL 

LABOR 
SERVICES 

POLITICAL 
GOODS 

      
corruption -0.00162 -0.0011 -0.00755 0.00631 -0.00262 
 -0.766 -0.806 -0.258 -0.434 -0.723 
economic freedom 0.00463 0.00592 0.01539 -0.03012* 0.01561 
 -0.527 -0.327 -0.244 -0.059 -0.286 
voice_and_accountability 0.03269** 0.02653** 0.04994** 0.04163* 0.02587 
 -0.023 -0.025 -0.011 -0.08 -0.235 
Religion 0.00005** 0.00005** 0.00007** -0.00001 0.00009*** 
 -0.037 -0.015 -0.013 -0.836 -0.009 
income_inequality 0.00002 -0.0001 0.00077 -0.00075 0.00021 
 -0.975 -0.877 -0.452 -0.545 -0.852 
Trust 0.07821 -0.0052 0.13176** 0.10891 0.12754* 
 -0.12 -0.9 -0.029 -0.136 -0.057 
education -0.13220** -0.12160** -0.18877** -0.0639 -0.167 
 -0.021 -0.01 -0.049 -0.581 -0.116 
web (internet) -0.0103 -0.01029* -0.01387* -0.00944 -0.00785 
 -0.124 -0.063 -0.096 -0.348 -0.394 
confidence in firms 0.08319** 0.07659** 0.06439 0.08777 0.08207 
 -0.04 -0.022 -0.229 -0.175 -0.166 
Altruism 0.16465*** 0.13545*** 0.21829*** 0.19160*** 0.15261*** 
 0 0 0 0 -0.002 
income1 -0.01456 0.00338 -0.02431 -0.08571 0.01309 
 -0.704 -0.915 -0.621 -0.15 -0.81 
income2 -0.00546 0.00131 -0.01268 -0.07739 0.03758 
 -0.866 -0.961 -0.775 -0.149 -0.445 
income3 -0.00069 0.00275 -0.01629 -0.04566 0.03299 
 -0.981 -0.909 -0.672 -0.326 -0.439 
income4 0.01073 0.01093 0.0079 -0.05706 0.05677* 
 -0.636 -0.559 -0.791 -0.113 -0.085 
income 5 0 0 0 -0.00001 0.00001 
public expenses -0.887 -0.915 -0.826 -0.21 -0.296 
   -0.04599 0.25192 -0.1018 
Constant   -0.721 -0.105 -0.475 
      
Observations 51 51 51 51 51 
R-squared 0.873 0.845 0.678 0.512 0.557 
pval in parentheses*** p<0.01, ** p<0.05, * p<0.1 
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Inspection of Table 10 indicates some differences on the effect of institutions 

across sectors. First, economic freedom has a negative impact on participation in the 

labor services group. Participation in professional organizations and labor unions appears 

to diminish with more economic freedom, that is, with less regulated markets (including 

labor markets). The effect is statistically significant and is also intuitively reasonable, 

since fewer regulations, more privatization and less government intervention may imply 

that employers have increased their relative bargaining power over unions leading to a 

decrease in unionization rates. On the other hand, if no regulations exist, then the relative 

power of unions to act in defense of those regulations is hurt, and their effectiveness 

diminished.  Moreover, the direction of the effect on this group is the same as the effect 

on all groups, indicating the negative impact of deregulation is more important in terms 

of participation in labor groups than in community, human capital and political groups. 

Second, although the effect of trust in others is not significant on average, trusting 

others more does significantly increase participation in human capital and political 

groups organizations. Human capital organizations include those involved in areas like 

social security, education and health, which are organizations that work with the elderly 

and the young, in general. In this sense, a more trustable environment appears to help to 

interact more with these individuals through participating in nonprofit organizations 

more. On the other hand, participation in third world, sports and peace organizations also 

seems to be encouraged by increasing levels of trust in others. In both cases, then, the 

public sphere theory of participation is supported by the data.  

Third, confidence in firms is does not significantly contribute to explain 
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participation in human capital, labor services and political groups organizations, although 

it makes a positive contribution in community services organizations. The reasons that 

confidence has no significant effects are not clear. For example, participation in labor 

organizations such as Unions of workers should be affected by whether workers trust or 

do not trust companies. Also, political participation should be encouraged too. The 

conclusion is that more research is needed on this topic.  

 The significant effects of religious of heterogeneity on participation rates are 

similar across sectors. All the effects are positive: more heterogeneity leads to higher 

participation rates with the exception of labor services organizations. Here the effect is 

not negative but not significant. We can say that in general, religious fractionalization 

increases participation in all groups. This conclusion suggests that although sectors are 

different in nature and produce different kinds of goods and services which are consumed 

by different agents (e.g. the elderly, formal workers), the decision to participate is not 

affected by the characteristics of the type of voluntary organization.  

There are differences between sectors with respect to the effect of education and 

the spread of the internet. In labor services and political group organizations, education is 

no longer significant and does not contribute to explain participation. Possibly, 

participation in unions and other associations, sports and third world organizations does 

not require having educational skills. On the other hand, participation in health, 

education, and community action may require some special skills.  Again, a more 

thorough explanation calls for further investigation.   

Internet helps explain participation in community and human capital groups. 

Again, it appears that voluntary organizations dealing with educational and health issues 
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should be intensive in the use of telecommunications and special software (e.g. 

programmed medical equipment).  

 
8. Conclusions 

 
This essay innovates on the analysis of the determinants of participation in 

voluntary organizations by considering the effect of different institutions and institutional 

forms of the state. The results confirm the hypothesis that institutions may have direct 

and indirect impacts on participation. 

 The data shows that voice and accountability is an institutional form that appears 

to have a direct impact on participation. One of the problems with this indicator is that it 

is highly correlated with the other indicators that belong to the set different Governance 

Indicators developed at the World Bank. This high correlations makes it impossible to 

determine whether the positive effect is due to more voice, or because Governments are 

more effective or because of regulatory quality effects.  The same arguments can be made 

with respect to other institutional indicators, such as the index of Economic Freedom, 

which is a composite index of several categories, the use of which does not shed too 

much light on what institutional feature we are really measuring. Further work needs to 

improve on the concept and measures of Institutions to obtain relevant theoretical and 

robust empirical results.  

Other direct institutional impact is related to the effect of confidence in firms. 

Confidence in firms shows a positive effect on average but also shows many 

idiosyncratic characteristics within the nonprofit sector. Confidence in firms is measured 

taking into account the responses of individuals all around the world to a question asked 
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in the context of the World Value Surveys. As such, this indicator is subjective. Although 

is important and relevant to collect the direct opinions of individuals with respect to 

different issues, subjective measures should be complemented with objective data to 

better assess the impact of confidence, in this case.  

 Indirect impacts effects on participation through their effect on market and public 

failures have found some support on the effect of religious fractionalization and 

education. Religious fractionalization should increase the difficulties of governments to 

supply public goods because of lack of capacity to determine preferences in a 

heterogeneous context of because government officials are not willing to supply those but 

to the powerful. Education operates through the information asymmetry channel of 

market failures: more education allows me to have more possibilities to assess the 

potential market failures and to minimize them, having lees need for participation in 

order to obtain my objectives.  Theses indirect channels assume the existence of public 

and market failure, which may be difficult to prove.   

 Heterogeneity across sectors needs to be taken into account. My essay shows that 

the average effect can be misleading in terms of the actual realities of the specific sectors 

which are included in the category of voluntary organizations. Future work should 

attempt to move away from the average and delve into the relevant characteristics of each 

group. This can be done in many ways, for example, obtaining additional and more 

accurate measure of institutions appears to be one avenue of important future 

development. Complementing the subjective information of surveys with objective data 

is another way of improving our understanding of why individuals participate in 

voluntary organizations.   
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 In this essay, I have considered a sample of countries to perform the empirical 

tests. The same caveats with respect to particular idiosyncratic characteristics of sectors 

apply to countries. In the future, besides cross-country analysis like the one in this essay, 

it would be helpful to have more specific country research, An example of that is essay 3 

of this dissertation. 

 All in all, the attempt to introduce specific institutional forms in the analysis of 

the voluntary sector has proved insightful. I hope to have laid down the ground for future 

and useful research on such important topic. 
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  APPENDIX 1 
 

LIST OF COUNTRIES 
 
 

Table A.1.1. List of Countries  
Albania El Salvador Kyrgyztan Saudi Arabia 

Algeria Estonia Lithuania Singapore 

Argentina Finland Luxembourg Serbia Montenegro 

Armenia France Latvia Slovakia 

Australia Georgia Morocco Slovenia 

Austria Germany Moldova South Africa 

Azerbaijan Ghana México Spain 

Bangladesh Greece Macedonia Sweden 

Belarus Croatia Malta Switzerland 

Belgium Hungary Nigeria Taiwan 

Bosnia Indonesia Netherlands Tanzania 

Brazil India Norway Turkey 

Bulgaria Ireland New Zealand Uganda 

Canada Irak Pakistan U.K. 

Chile Iran Peru Ukraine 

China Iceland Philippines Uruguay 

Colombia Israel Poland United States 

Czech Republic Italy Portugal Venezuela 

Denmark Jordan Puerto Rico Vietnam 

Dominican Republic Japan Romania Zimbabwe 

Egypt Korea Russia  
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Table A.1.2. List of final sample of countries  
 Country Code Country Name  Country Code Country Name 

1 100 Albania 25 540 Lithuania 

2 120 Argentina 26 580 Mexico 

3 140 Australia 27 620 New Zealand 

4 150 Austria 28 640 Norway 

5 170 Bangladesh 29 660 Peru 

6 210 Brazil 30 670 Philippines 

7 220 Bulgaria 31 680 Poland 

8 230 Canada 32 710 Romania 

9 240 Chile 33 720 Russia 

10 250 China 34 750 Singapore 

11 260 Colombia 35 760 Slovakia 

12 270 Croatia 36 770 Slovenia 

13 280 Chez Rep. 37 780 South Africa 

14 300 Dominica Rep. 38 790 Spain 

15 330 Estonia 39 800 Sweden 

16 340 Finland 40 810 Switzerland 

17 350 France 41 830 Tanzania 

18 370 Germany 42 850 Uganda 

19 390 Greece 43 860 Ukraine 

20 400 Hungary 44 870 United Kingdom 

21 420 India 45 880 United States 

22 480 Italy 46 890 Uruguay 

23 490 Japan 47 920 Zimbabwe 

24 530 Latvia    
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APPENDIX 2 

CIVIC ENGAGEMENT AND HETEROGENEITY:  
ECONOMICS LITERATURE REVIEW 

 

Table A.2.1 Civic Engagement and Heterogeneity 
Contemporary US 

Alesina, Baqir, Easterly (1999) 

 

Entire US 

 

Public goods expenditure inversely related to area’s 

ethnic fragmentation 

Alesina and La Ferrara (2000) 

 

Entire US 

 

Group participation lower when ethnic, racial, and 

income fragmentation higher 

Alesina and La Ferrara 

(forthcoming) 

Entire US 

 

Trust lower when racial and income fragmentation 

higher 

Costa and Kahn (forthcoming, b) 

 

Entire US 

 

Group participation lower when ethnic, racial, and 

especially income fragmentation higher 

Glaeser, Laibson, Scheinkman, 

and Soutter (2000) 

Harvard 

undergraduates 

Trust higher when race and nationality same 

Harris, Evans, Schwab (2001) 

 

Entire US 

 

State spending on education lower when share of 

elderly rising 

Luttmer (2001) 

 

Entire US 

 

Support for welfare spending higher if greater share 

of welfare recipients from own racial group 
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Poterba (1997) 

 

Entire US 

 

State spending on education lower when share of 

elderly rising and from different racial group than 

school children 

Vigdor (2001) 

 

Entire US 

 

Census response rate lower in counties where 

higher ethnic fragmentation 

International 

Karlan (2002) 

 

Peru 

 

Cultural similarity reduces NGO loan default rates 

La Ferrara (2000) Tanzania 

 

 

Income inequality reduces group membership 

Lindert (1996) 

 

OECD 

 

Income inequality reduces expenditures on social 

programs 

Miguel and Gugerty (2002) 

 

Kenya 

 

Lower school funding and quality and poor 

water well maintenance in more ethnically diverse 

communities 

Historical US 

Costa and Kahn (forthcoming, a) 

 

Union Army (Civil 

War) 

 

Desertion higher when age and occupational 

diversity in company greater 

Goldin and Katz (1999) 

 

Entire US 

 

High school expansion greater when income, 

ethnic, and religious homogeneity higher 

Universidad ORT Uruguay



 

61  

APPENDIX 3 
 

STATISTICS OF SELECTED VARIABLES  
 

Table A.3. 1 Summary Statistics for Selected Variables 
Variable Obs. Units of 

Measure 

Means Standard 

Deviations 

Minimum 

Value 

Maximum 

Value 

corruption 47 0(high)-10(low) 5.155319 2.539155 0.4 10 

economic freedom 47 0(low)-10(high) 6.629787 1.086861 4.5 8.6 

Voice 47 -2.5(poor)-2.5 0.5968085 0.8078423 -1.38 1.67 

religion 47 100-900(high) 467.666 206.454 147.8 860.3 

gini income 47 Gini 37.45319 10.40284 24.4 59.3 

Trust 47 Percent 0.2719574 0.1426415 0.028 0.653 

education 47 Percent 0.8831915 0.122636 0.39 0.99 

internet 47 Number of lines 

(logs) 

1.739666 1.755134 -2.70805 3.861071 

altruism 47 Percent willing 

to give income 

0.5113617 0.1426713 0.175 0.842 

income 1 47 constant $ (low) 0.212766 0.4136881 0 1 

income 2 47 Middle low 0.3191489 0.4711864 0 1 

income 3 47 Middle 0.0851064 0.2820567 0 1 

income 4 47 Middle high 0.0851064 0.2820567 0 1 

income 5 47 High 0.2978723 0.4622673 0 1 

public expenditures 47 Cons. $per 

person 

2448.229 2205.932 21 7276.28 

feelings of coop. 47 30(low)-40  34.73777 2.098783 30.08 39.248 
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