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This study investigates tinancial correlates of corporate philanthropy in Fortune
1000 companies using structural equation modeling. The results suggest that cash
flow (one of the most discretionary types of organizational slack) has a significant
impacton a firm’s cash donations to charitable causes, but monetary donations do
not atfect firm financial performance. These findings support the accepted view ol
corporate philanthropy as a discretionary social responsibility and the traditional
thinking about {irm giving in the business and socicty literature—that doing well
cnables doing good. Contrary to some contemporary thinking, the findings imply
no significant effect on profits from corporate generosity.
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Thousands of businesses jointly donate billions of dollars cach year o
charitable causes such as education, arts and culture, human services,
community improvement, medicine, science, environmental protection,
and others. Yet, the proportion of aggregate profits given to philan-
thropic causes cbbs and flows over time. During the 1990s, whercas
profits soared, corporate philanthropy fell from rates well over 2% of
pretax profits o levels between 1% and 1.5% (Aldrich, 2000; American
Association of Fundraising Counsel, 2002; Hunt, 2000; Langley, 1999),
Because of the considerable variation in giving among firms, rescarch-
ers have tried to identily the factors that determine how much a firm
gives. For example, prior studies have investigated CEQ attributes (c.g.,
Atkinson & Galaskiewicz, 1988; Buchholtz, Amason, & Rutherford,
1999; Galaskicwicz, 1997), firm size (c.g., Adams & Hardwick, 1998;
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Boatsman & Gupta, 1996), corporate governance (c.g., Bartkus, Morris,
& Seifert, 2002; Wang & Coffey, 1992), and industry cffects (e.g.,
Navarro, 1988; Useem, 1988), among other possible predictors. This
study investigates key financial correlates of corporate philanthropy at the
firm level. Specifically, we examined the relationship between having and
giving (i.c., is corporate philanthropy dependent on the availability of
slack resources) as well as the relationship between giving and getting
(i.c., does corporate philanthropy have an impact on the profitability of the
firm). We belicve these questions are conceptually interrelated, and we
cexamine them simultaneously using structural cquation modeling.
Because firm size has been such a dominant predictor of both corporate
philanthropy and firm financial performance, we carefully controlled for
firm size in our models.

Corporate philanthropy has long been regarded as a corporate social
responsibility and, thus, a measurc of a firm’s corporate social perfor-
mance (CSP; Carroll, 1979, 1991). The elusive link between CSP and [irm
financial performance is one of the most researched but least understood
relationships in the field of business and society (Griffin & Mahon, 1997;
Rowley & Berman, 2000; Wood & Jones, 1995). Rescarchers and theo-
rists cannot agree on whether firms do good to do weli or whether doing
well enables a firm to do good. Implicit in the argument that doing well
cnables doing good is the notion that profitability generates slack
resources that can be devoted to social responsibilities (Preston &
O’Bannon, 1997; Waddock & Graves, 1997). This represents the tradi-
tional thinking about corporate philanthropy as a form of CSP (i.c., having
leads to giving; firms are expected to give a certain percentage of profits
back to the community in the form of charitable donations). Implicit in the
argument that doing good leads to doing well is the notion that cffective
management of social responsibilitics and stakeholders improves firm
profitability (Berman, Wicks, Kotha, & Jones, 1999; Ullmann, 1985;
Waddock & Graves, 1997). This represents a more modern view ol corpo-
rate philanthropy, wherein Mescon and Tilson (1987), Smith (1994), and
others have advocated strategic philanthropy (i.c., giving with an expecta-
tion of getting in return).

The assumption that corporate philanthropy depends on the availabil-
ity of organizational slack is widely accepted in the business and society
literature, yet few empirical tests of this relationship exist, and only one
study (Buchholtz, ct al., 1999) has gone beyond accounting returns to
examine financial slack as a predictor of donations. We consider cash flow
a morc appropriate measure of slack resources than accounting returns in
this context, because cash [Tow represents the uncommitted moneys that
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are available for charitable and other discretionary purposes. Many firms
have profits but insufficient cash flow.

The concept of strategic philanthropy, corporate philanthropy that
helps both charitable causes and the firm’s bottom line, has been seen in
the business and socicty literature for more than 20 years (c.g., Fry, Keim,
& Meiners, 1982). Although the existence of strategically motivated giv-
ing is both intuitively obvious and empirically documented (Saiia,
Carroll, & Buchholtz, 2003), there is little research evidence that giving
has a positive effect on firm financial performance. We extend cxisting
research by building a causal model to test this rclationship. Morcover,
unlike most previous studies that have relied on accounting measures of
firm financial performance, we use a market measure of financial returns.
The advantage of using market-based returns is that they allow the
researcher to discover if investors capitalized expected future benefits and
costs. Particularly because strategic philanthropy may have the goal of
enhancing a firm’s image, which would likely impact several years of con-
sumer behavior, job applicant decisions, and/or regulator predispositions,
we expect that investors would recognize the advantages of corporatc gen-
crosity. There is some rescarch evidence that investors do capitalize future
profits expected from social performance (scc Jones & Murrell, 2001).
Similarly, investors would expect a generous firm to have a better public
image and thercfore greater long-term profitability.

The conceptual model is shown in Figure |, where having (cash flow)
leads (o giving (corporate philanthropy) and giving leads, in turn, to get-
ting (firm financial performance). A number of factors besides slack
resources/cash flow would be expected to influence corporate philan-
thropy; similarly, a number of factors besides firm giving would be
expected to influence firm financial performance. These factors are
shown with dotted lines in the figure.

THE EFFECT OF SLACK RESOURCES
ON PHILANTHROPY

The Discretionary Nature of Corporate Philanthropy
and Osganizational Slack

Even though American companics have embraced corporate philan-
thropy ever since a Supreme Court ruling established its legality some 50
years ago (Smith, 1994), their responsibility to charitics is somewhat
ambiguous. By definition, responsibility implies obligation and account-
ability, whereas charitable donations are regarded as optional for firms
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Figure 1. Conceptual Model of the Relationship Between Slack Resources, Corporate
Philanthropy, and Firm Financial Performance (Dotted Lines Indicate Con-

trol Variables)
Note: H1 = hypothesis 1; H2 = hypothesis 2; R&D = research and development.

according (0 widely accepted models ol corporate social responsibility
(Carroll, 1979, 1991) and stakeholder salience (Mitchell, Agle, & Wood,
1997).
Carroll (1979, 1991) conceptualized a hierarchy of corporate social
responsibilities. Because firms are fundamentally cconomic institutions,
the most important corporate social responsibilities are cconomic—Iirst
and foremost, managers have an obligation to seek a just return for own-
crs. After legal responsibilities and ethical responsibilities, lastin the hier-
archy are philanthropic responsibilitics (Carroll, 1991), originally labeled
discretionary responsibilities (Carroll, 1979). Surveys (c.g., Aupperle,
Carroll, & Hatlield, 1985; O’ Neill, Saunders, & McCarthy, 1989) indicate
that corporate executives agree that corporate philanthropy is a discretion-
ary responsibility and last in the hierarchy in importance. This ranking
scems to hold across cultures (Maignan, 2001). As adiscretionary form of
corporate social responsibility, firm giving is considered voluntary rather
than obligatory.

Similarly, Mitchell etal. (1997) considered charity recipients to be dis-
cretionary stakeholders. According to their rationale, the beneficiaries of
corporate giving have legitimacy but typically lack the power and urgency
necessary to become salient to organizational decision makers. According
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to Mitchell etal. (1997), corporate executives therelore face litte pressure
to accommodate such discretionary stakeholders, although top managers
may voluntarily choose to participate in philanthropic activities if they
wish.

The discretionary nature of corporate philanthropy and charity recipi-
ents suggests that a firm’s contributions depend not only on the CEQ’s dis-
cretion in decision making but also on the availability of discretionary
resources. Discretionary resources constitute organizational slack, which
is defined as spare or uncommitted resources, a cushion of resources
beyond the minimum necessary to maintain the organizational coalition
(Cyert & March, 1963), or excess resources beyond those needed Lo pro-
duce a given level of output (Nohria & Gulati, 1996)." Scholars have con-
ceptualized numerous forms of slack resources (e.g., extra raw materials
or labor, excess work-in-process inventory or machine capacity), but the
most discretionary form is excess cash (Sharfman, Wolf, Chase, &
Tansick, 1988).

Empirical Evidence About Slack Resources and Corporate Philanthropy

This section reviews literature suggesting that (a) nonfinancial slack
resources may affect nonmonetary contributions from firms to charitable
causes, (b) the timing of monetary donations is somewhat sporadic, and
(c¢) corporate giving is related to the CEO’s perception that slack resources
are available. In addition, we explain that the link between available cash
and cash donations is largely untested.

All forms of slack resources (such as extra inventory, labor, machines,
space, or cash) can be deployed for charitable purposes, as corporate dona-
tions can be nonmonetary as well as monetary. Nonmonetary gifts include
finished-goods inventory, use of facilities, managerial expertise, services,
and employee release time for voluntecr work. Brammer and Millington
(2002) have examined corporate community involvement in the United
Kingdom and found that the availability of labor and inventory is related
to nonmonetary contributions to community programs. St. Clair and
Tschirhart (2002) contended that employer and employec perceptions of
slack in human resources can influence employee volunteer programs in
the United States. These studics lend credence (o the possibility that nonfi-
nancial sfack resources influence nonmonetary corporate philanthropy.

A common practice in the United States lends credence to the possibil-
ity thata firm’s financial stack resources influence the corporation’s mon-
etary contributions. In the United States, monetary donations may be
cither given directly to independent charities or (o a corporate-sponsored
charitable foundation (a legal entity technically separate from the firm but
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answerablc to the firm’s top management) that, in turn, gives to independ-
ent charities. According to Foundation Center statistics, the roughly 2,000
corporate-sponsored foundations account for nearly half of corporate
contributions. It is not uncommon for a firm (o make a sizable cash gift to
its foundation in one year and the foundation to make donations to the ulti-
mate charity recipients over several subsequent years (Thayer, 2003).
Instead of giving a consistent amount to their charitable foundations cvery
year, it appears that firms may give moncy when excess cash (i.c., slack) is
available.

The most convineing evidence that organizational slack may affect
monetary corporate philanthropy comes from Buchholtz et al. (1999),
who found a positive relationship between perceived organizational slack
(the CEQ’s rating of the firm’s resource levels relative to other firms and
relative to needs) and philanthropic giving among medium-sized firms in
two industries.” Nevertheless, although a [ew other researchers have used
perceptual measures of organizational slack to examine the relationship
between slack resources and nonphilanthropic phenomena (c.g., Nohria
& Gulati, 1996; Sharma, 2000), most researchers have preferred measures
from publicly available financial data, as advocated by Bourgeois (1981).
Using such archival data, Navatro (1988) looked at debt to equity ratios
and changes in dividends in firms that made cash contributions to the arts.
Although he framed his research question in terms of agency costs and
corporate governance instead of organizational slack, dividends and debt/
cquity arc accepted measures of slack resources (Bourgeois, 1981;
Greenley & Oktemgil, 1998). As would be expected from the cffect of
debt on slack resources, Navarro (1988) found that higher debt deterred
giving. Contrary to what would be expected from the effect of dividends
on slack resources, Navarro (1988) found that increasing dividends were
associated with more giving.

Scveral correlational studies (e.g., McGuire, Sundgren, & Schneeweis,
1988:; Preston & O’ Bannon, 1997; Waddock & Graves, 1997) found that
firm financial performance was more positively related to subsequent
social performance than to prior social performance—results that the
authors attributed to profitable firms’ likelihood of having more slack
resources to devote to social responsibilities. Because these studies exam-
incd CSP in general, it is not ¢lear what role the corporate philanthropy
dimension of CSP played in the findings. In the case of monetary corpo-
rate philanthropy, both Adams and Hardwick (1998) and Galaskiewic.
(1997) lound that accounting returns (income over sales or income over
total asscts) predicted corporate donations—results that Adams and
Hardwick cxpected because of the slack resources flowing from profits.
Even though these results point o a positive relationship between prior
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financial performance and either CSP or corporate philanthropy, the sug-
gestion that the findings indicate a link between slack resources and
corporate philanthropy is somewhat tenuous.

In the literature on organizational slack (Sharfman et al., 1988; Singh,
1986), financial performance is a precursor of slack resources rather than
a measure of slack itsell. Moreover, Buchholtz et al. (1999) criticized the
usc of accounting returns to measure slack resources on the grounds that
income figures and profit margins do not reveal how much of a firm’s
resource pool has been committed and how much is left over for discre-
tionary usc. We agree that profits are not necessarily indicative of a firm’s
slack resources, and we propose that cash (low betler captures the notion
of resources available for discretionary purposes. Cash flow (according to
Lehn & Poulsen, 1989) consists of a firm’s operating income before
depreciation minus the expenses considered to be nondiscretionary—
interest on debt, taxes, and dividends.” Because most of the firm’s major
obligations have been paid off, cash flow represents a discretionary
resource and constitutes the funding available for charitable or other pur-
poses. We know of no prior studies to examine the relationship between
cash flow and corporate philanthropy.

We juxtapose corporate philanthropy and organizational slack in this
study. Given that charitable giving is characterized as the most discretion-
ary form of corporate social responsibility, it is rcasonable to assume that
firm donations would rise and fall with the availability of discretionary
funds. Given that organizational slack is defined as discretionary
resources and that cash is the most discretionary form of organizational
slack, itis reasonable to expect a relationship between cash flow and firm
giving. This rationale yiclded the following hypothesis:

Hypothesis 1: Corporate philanthropy (in cash) depends on the availability of
slack resources (cash flow).

THE LI1°1ECT OF PHTLANTIHHROPY
ON FINANCIAL PERFORMANCE

The Strategic Philanthropy Concept

During the 1980s, management scholars and practitioners (c.g.,
Chrisman & Carroll, 1984; Drucker, 1984) began to articulate the view
that a firm’s social and financial objectives ought to be compatible rather
than conflicting. The emerging thinking was that social responsibilities
should be carricd out in a way that enhances firm resources and profits; the
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assumption was that good employce relations would increase productiv-
ity, a reputation for safe products or protecting the natural environment
would attract customers, and so forth. At about the same time, the concept
ol strategic philanthropy was born. Mescon and Tilson (1987) described
the trend of companies using charitable donations as part of a strategic
plan for the purpose of gaining a competitive edge. A Harvard Business
Review article (Smith, 1994) claimed that strategic philanthropy could
cnhance consumer name recognition and/or employee productivity, reduce
rescarch and development (R&D) costs, help overcome regulatory obsta-
cles, and lead to similar benefits that could improve profitability. Today,
strategic philanthropy has been defined as “the synergistic use of an orga-
nization’s core competencies and resources (o address key stakeholders’
inferests to achieve both organizational and social benefits” (Thorne,
Ferrell, & Ferrell, 2003, p. 360). Stratcgic philanthropy thus has dual
objectives: charity and profitability (Porter & Kramer, 2002; Saiia ct al.,
2003). Carroll and Buchholtz, (2003) drew the distinction between the
more traditional concept of corporate philanthropy and the emerging con-
cept of strategic philanthropy. Traditional corporate philanthropy is often
described as giving back a portion ol prolits (o the community to thereby
establish or maintain the firm’s legitimacy and serve the firm’s enlight-
ened self-interest. Whereas this form of corporate philanthropy would be
expected to implicitly contribute to a firm’s long-term viability, the impact
on linancial performance could be difficult to detect. Strategic philan-
thropy is expected to more directly contribute to the [irm’s profitability.

The resource-based view of the firm and resource dependence theory
provide the theoretical foundations for strategic philanthropy. According
Lo the resource-based view of the firm (Barney, 1991), for charitable dona-
tions to increase revenues or reduce costs (i.e., contribute to a competitive
advantage/influence the firm’s financial returns), giving would have to
cnhance a unique and valuable resource. For example, corporate philan-
thropy might raise a firm’s brand name or reputation—two important
intangible resources that are firm-specilic and relevant to competitive
advantage (Amit & Schoemaker, 1993). According to resource depend-
cnce theory (Pfeffer & Salancik, 1978), for charitable donations to
increase revenues or reduce costs, giving would have to improve the avail-
ability of critical resources from key suppliers. For example, a firm might
donate to community improvement projects in the city where its largest
plantis located in an cffort to coopt labor or local politicians. Some types
of giving illustrate an overlap between the resource-based view and the
resource dependence perspective on corporate philanthropy. For example,
top managers wishing to improve employee productivity might allow
workers to select local charity recipients and organize fund drives to cither
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enhance teamwork (a resource-based perspective) or induce worker loy-
alty and reduce turnover (a resource dependence motive). The rationale
for strategic philanthropy is that firm giving appeals to customers,
cmployees, the local community, and other stakeholders by fortifying a
firm’s resource base or mitigating its resource dependencies.

The Research Evidence About Giving and Financial Performance

A recent survey of corporate giving managers (Saiia et al., 2003) found
that the practice of corporate philanthropy in the United States is becom-
ing more strategic and less altruistic. A marketing-philanthropy connec-
tion bolsters the argument that corporate executives usc firm donations
strategically. Some scholars view corporate philanthropy as a form of
indirect marketing (e.g., Carrigan, 1997; Mescon & Tilson, 1987; Uscem,
1988), and there is considerable empirical cvidence of a positive relation-
ship between a firm’s marketing efforts and giving behavior. Studics have
found a correlation between charitable donations and advertising expen-
ditures (Fry etal., 1982; Navarro, 1988); have identificd marketing orrep-
utation motives for corporate giving (File & Prince, 1998); and have noted
that donations tend to be prominently featured in corporate publicity
(Useem, 1988), except in the United Kingdom (Carrigan, 1997).

The rescarch evidence about the relationship between corporate phi-
lanthropy and profitability is inconclusive. Even though Berman et al.
(1999) found a positive relationship between CSP and accounting mea-
sures of financial performance, their findings were basced on other forms
of CSP; corporate philanthropy played virtually no role in their conclu-
sions. Similarly, Griffin and Mahon (1997) found no correlation between
accounting-based measures of financial performance and either broadly
defined CSP or narrowly defined corporate philanthropy at scven large
chemical firms.

Economists (Boatsman & Gupta, 1996; Navarro, 1988) have argucd
that, if corporate executives viewed philanthropy as profit maximizing/
strategic, tax rates would not affect the level of giving. However, their
findings are mixed. Navarro (1988) found no rclationship between tax
rates and the giving rate, but Boatsman and Gupta (1996) found a strong
negative relationship between a firm’s marginal federal tax rate and giving
in dollars.

Because corporate contributions are likely to generate goodwill or
public relations benefits, we expected a positive relationship between [irm
giving and financial performance. These considerations provided our
second hypothesis:
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Hypothesis 2: Corporate philanthropy (in cash) has a positive impact on a
{irm’s financial performance.

METHOD

Sample

We chose the 1998 Fortune 1000 for our target sample. We selected all
firms whose corporate philanthropy data appeared in the Taft Corporate
Giving Directory for either 1997 or 1998, except for public utilitics and
banks/financial services companies (because of systematic operating and
regulatory differences in these industries that could confound the results).
This resulted in an initial sample of 191 firms. A cross-check of corporate
philanthropy from the Foundation Center’s foundation Directory prompted
us to eliminate an additional 34 {irms because of contradictory giving
data. We found complete data for 157 firms.?

Measures

Corporate philanthropy. We measured corporate philanthropy in two
ways, both of which excluded nonmonetary donations because of a lack of
comparable data across firms. We attempted to identify a firm’s monctary
donations for fiscal ycar 1998 but substituted 1997 data il necessary.
When 1997 giving data were used, all of the firm’s data were from 1997. A
firm’s cash payout was defined as the sum of its cash gifts either directly to
charities or to its charitable foundation(s). Corporate-sponsored charita-
ble foundations often receive donations from the firm in one year and con-
tribute the moneys to charities over several subsequent years. A firm’s
charity impact was defined as the sum of funds that charities received
cither directly from a firm or from its charitable foundation(s) during the
year. These two variables were divided by the firm’s annual sales as a
control for firm size.

Slack resources (cash flow). To measure cash flow, we follow the
approach of Lehn and Poulsen (1989) and Lang, Stulz, and Walking
(1991). Cash flow is equal to operating income before depreciation minus
the sum ol interest, taxes, preferred dividends, and common dividends. As
a control for firm size, we divided cash [Tow by sales to get a measure of
relative cash flow. The data source was Compustat.
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Firm financial perforimance. We measured {irm financial performance
as the total return to shareholders (percentage change in stock price during
the ycar ol a donation plus dividends per share as a percentage of the
beginning stock price). The data source was Compustat. We feel that mea-
suring firm financial performance based on total stock market returns is
particularly appropriatc when examining the cffects of corporate philan-
thropy. Stock prices are tuture oriented. Thus, the focus is on investor per-
ceptions of expected long-term returns from philanthropy. This is espe-
cially relevant because strategic philanthropy may cenhance a firm's
image, thereby influencing stakeholder pereeptions of the firm for several
years.

Industry effects on profits are so pervasive that they are taken for
granted in the ficlds of industrial organization cconomics, finance,
accounting, and strategic management. Therefore, a control for industry
was incorporated into our measure of firm financial performance from the
beginning. We used Schonfeld & Associates” industry sector classifica-
tion scheme” to categorize 225 firms from the 1998 Fortune 1000 for
which we could find corporate philanthropy data into 13 industry sectors.
We computed the average total return to sharcholders for cach industry
scctor. The dependent variable we tested in our causal models was the
industry-adjusted total return to sharcholders (defined as the firm’s total
return to shareholders minus the industry scctor average total return to
sharcholders). Notice that this variable would be positive if the [irm were
outperforming other firms in its industry sector and negative if the firm
were underperforming in its industry sector.

Control variables for corporate philanthropy. A number of factors
would be expected Lo affect corporate philanthropy besides slack resources/
cash flow. For example, large firms have greater visibility, which would
attract greater public scrutiny and a higher standard for corporate citizen-
ship. Thus, a number of studies (e.g., Adams & Hardwick, 1998;
Boatsman & Gupta, 1996; Buchholtz, et al., 1999: Galaskicwicz, 1997)
have found a positive correlation between firm size and corporate philan-
thropy. After defining our corporate philanthropy variables as a percent-
age of sales to provide one control for firm size, we included asset size,
defined as the log of total assets, to provide an additional check for firm
visibility. The data were obtained from Compustat.

Corporate philanthropy is believed to vary by industry (Buchholtz
et al,, 1999; Useem, 1988). One possible explanation is that different
product and service offerings generate different levels of business expo-
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sure (Miles, 1987). Again, we used Schonfeld & Associates” industry sec-
tor classification scheme and categorized 225 firms from the 1998 Tor-
tune 1000 for which we could find corporate philanthropy data into 13
industry scctors. For cach industry scctor, we computed the average cash
payout and average charity impact. These industry seclor averages were
used to control for the effects of industry.

Corporate philanthropy is one of many special features that companics
can offer to differentiate their products or services; moreover, {irms that
pursuc a dilferentiation strategy are likely to provide multiple differenti-
ated features (McWilliams & Siegel, 2001). As a proxy for differentiation,
we used Hambrick’s (1983) measure—sclling, general, and administra-
tive expenses as a pereentage of sales (SG&A 1o sales)—as did Berman ct
al. (1999). The data source was Compact Disclosure Securitics SEC.

The discretionary nature of corporate philanthropy implics that the CEO's
discretion in decision making would atfect firm donations. Buchholtz ct al.
(1999) found this to be the case in a survey of CEO perceptions in two indus-
tries. Several scholars have argued that ownership concentration would
curtail the discretion managers have in making charitable donations and
thus suppress corporate philanthropy. Whereas Adams and Hardwick
(1998) and Galaskicwicz (1997) found no relationship between owner-
ship concentration and firm giving, Atkinson and Galaskiewicz (1988)
and Bartkus et al. (2002) found a negative relationship. To control for
ownership concentration, we observed the number of large-block owners
(#blockholders), according to the Compact Disclosure SEC database.

Because the year of the donation was 1998 for most firms in the sample
but we had to substitute 1997 for some firms, we included a dichotomous
control Tor year (1997 = 0, 1998 = 1). This would detect any significant
change in giving behavior between ycars.

Control variables for firm financial performance. Following Waddock
and Graves (1997), we controlled for the effects of industry, company
size, and risk on firm financial performance. Controls for industry were
built into our measure of firm financial performance (industry adjusted
total return). Large size has been shown to affect profitability by providing
greater economies of scale, economics of scope, and bargaining power
versus supplicrs and buyers (Porter, 1985). As before, we used assel size
(the log of total assets) to control for company size. As a measurc of mar-
ket risk, we used beta. Waddock and Graves (1997) used long-term debt to
total assets as a proxy for management’s risk tolerance and found a nega-
tive relationship between debt and accounting returns, but the leveraging
effect of debt can increase returns. Our debt variable, fong-term debt over
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shareholders’ equity, controls for these effects. The data source for beta
and debt was Compustat.

McWilliams and Siegel (2000) argue forcefully that studies of the rela-
tionship between corporate social and financial performance should take
mto account spending on R&D because of its demonstrated effect on firm
financial performance. They found that CSP has a neutral impact on
accounting measures ot financial performance when R&D spending is
included as a control. Therefore, we included R&D intensity (spending on
R&D as a proportion of sales). The data sources were Schonfeld & Asso-
ciates” Research and Development Growth Trends and Compustat.’®

We once again included a dichotomous control for year (1997 = 0,
1998 = 1), as external factors such as general economic conditions or
stock market fluctuations could vary over time. A positive relationship
between year and financial performance would indicate that conditions
were more favorable for profits across the board in 1998, and a negative
relationship would indicate that conditions were more favorable in 1997.

Statistical Procedures

We belicve that the best way to test Hypotheses | and 2 is (o view them
as part of a simultaneous set of equations as opposed to cxamining cach
hypothesis scparately. Logically, these hypotheses are connected and not
disjoint. The particular structural equation modeling package we used
was AMOS (Analysis of Moment Structures).

RESULTS

Descriptive statistics are provided in Table {. Figure 2 presents the
results from the structural equation modeling. We tested two models, one
for cach measure of corporate philanthropy: (a) cash payout, or the cash a
firm donated to charities and to its charitable foundation(s) during the

and its foundation(s) during the year. Parameter estimates and goodness-
of-fit statistics for each of the full models are provided in the appendix.
Hypothesis | predicted that corporate philanthropy would depend on
cash flow. We found support for this hypothesis regardless of how corpo-
rate philanthropy was measured. For cash payout (Figure 2, Model A), the
path parameter estimate was positive and significant, 1 =3.12, p <.01; for
charity impact (Figure 2, Model B), the path parameter cstimate was also
positive and significant, £ =2.29, p <.05. Hypothesis 2 predicted that cor-
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Model A (cash payout as measure
of corporate philanthropy)
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: Company 1 ! Year !
'osize M s
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Figure 2. Results of Structural Equation Modeling"
Note: GFI = Goodness-of-Fit Index; AGFI = Adjusted Goodness-of-Fit Index; NFI =
Normed Fit Index; RFI = Relaxed Fit Index; TLI = Tucker-Lewis Index; RMSEA = root

mean square error of approximation.

a. Path coefficients are standardized regression weights (-values in parentheses).

¥p <10, #5p:£ 05, % Fkp:< (0], ¥E*EL <001,

porate philanthropy would affect firm financial performance. We found

no support for this hypothesis.”

We controlled for the effects of five variables on corporate philan-
thropy: asset size, number of blockholders, SG&A to sales, the industry
sector average corporate philanthropy, and the year. We found no effects
for asset size or year of donation. As can be seen in Figurc 2, the path
parameter estimate for number of blockholders was consistently negative
(t=-2.47, p<.05 in the case of Model A/cash payoutand r=—1.67,p< .10
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in the case of Model B/charity impact), whercas the path paramcter esti-
mate for SG&A (o sales was consistently positive (7= 1.92, p <. 10 in the
case of Model Afcash payout and 1=2.09, p <.05 in the case of Model B/
charity impact). When corporate philanthropy was measured as charity
impact (Figure 2, Model B), the path parameter estimate for industry see-
tor average charity impact was positive and significant, r = 2.16, p <.05;
however, when giving was measured as cash payout (Model A), we found
no elfect for the industry sector average cash payout.”

We controlled for the effects of five variables on firm financial perfor-
mance: asset size, R&D intensity, beta, debt, and ycar. We found no
cffects for R&D intensity, beta, or debt. As can be seen in Figure 2, regard-
less of how corporate philanthropy was measured, the path parameter esti-
malte tor the effect of asset size on industry-adjusted total return was posi-
tive and significant, whereas the path parameter estimate [or the effect ol
year on industry-adjusted total return was negative and significant.”

DISCUSSION

‘T'he purpose of this study was to investigate the financial correlates of
corporate philanthropy at the firm level. Our research questions were:
Does having lead to giving, and does giving, in turn, lead to getting?
Whercas previous studies have examined these questions separately,
hecause the questions are conceptually interrelated, we tested them simul-
tancously using a system ol structural equations. Our findings suggest that
slack resources in the form of cash flow precipitate {irm giving. However,
we can find no cffect of giving on market-based financial performance.
The role of organizational slack in CSP has enjoyed renewed attention in
emerging rescarch (e.g., Bowen, 2000; Brammer & Millington, 2002;
Sama, 1998; St. Clair & Tschirhart, 2002). Our results suggest that organi-
zational slack plays a significant role in corporate cash donations o
charitablc causcs.

The findings with regard to cash flow and firm giving make an impor-
tant contribution to our understanding of the effects of firm size on chari-
table donations. It is well accepted in the literature that size matters—-
large firms give more in dollars (Wood & Jones, 1995). Empirical results
bear this out (c.g., Atkinson & Galaskiewicz, 1988; Boatsman & Gupta,
1996; Buchholtz et al., 1999; Galaskicwicz, 1997). We measured [irm
donations as a percent of sales and included the log of total assets as an
additional control variable. Interestingly, we found that firms with rela-
tively more slack resources (cash flow/sales) give relatively more (corpo-
rate philanthropy/sales). Although all of the firms in our sample were
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large, they ranged in size from less than $1 billion to more than $300 bil-
lion in total asscts. As can be seen in Table 1, the correlation between rela-
tive corporate philanthropy (either cash payout/sales or charity impact/
sales) and company size was not significant. Thus, the path coclficient
between company size and relative corporate philanthropy was not signif-
icant in any model we tested. As a practical matter, large firms give more
in dollars, but our results imply that firm size does not affect relative giv-
ing. Instead, we find that relative slack resources drive the giving rate.

Our findings support the discretionary aspect of corporate philan-
thropy (see Carroll, 1979; Mitchell et al., 1997). Although scveral schol-
ars (e.g., Adams & Hardwick, 1998; McGuire et al., 1988; Preston &
O’Bannon, 1997; Waddock & Graves, 1997) inferred that good financial
performance provides adequate slack resources for firms to devote to
social and/or philanthropic activities, we felt that separating currently
available slack from past financial performance was a more rigorous test
of the discretionary nature of firm giving. As Buchholtz et al. (1999)
pointed out, profits are a crude proxy for slack resources. We believe our
measure of slack resources (operationalized as cash flow—opcrating
income before depreciation less interest, taxes, and dividends) to be a
superior means of identifying the likelihood of uncommitted resources.

We included several control variables that can provide some insights
about firm giving. First, although slack resources had the strongest effect
on corporate philanthropy, it appears that ownership concentration (i.c.,
number of blockholders) had a negative effect on donations, and differen-
tiation (proxied by SG&A to sales) had a positive cffect. The significance
of ownership concentration is consistent with previous findings of
Bartkus ct al. (2002): The presence of large-block owners tended (o sup-
press charitable giving. [t appears that both discretionary resources (in the
form of cash flow) and the manager’s discretion in decision making
(which would be limited by ownership concentration) are important.
Whereas Buchholtz ctal. (1999) found that the CEO’s perception of slack
and perception of latitude in decision making mattered, we find consistent
evidence from financial measures.

The significance of differentiation suggests that competitive position-
ing and strategy does influence giving decisions, even though we found no
evidence that corporate philanthropy enhances financial performance.
This is puzzling. Perhaps some firms arc extending fewer dollars to chari-
table recipients through their philanthropic donations, yet the public still
perceives an enhanced product image from funds spent on cause-related
marketing. Cause-related marketing is a rapidly growing phenomenon
(Barone, Miyazaki, & Taylor, 2000), where companies donate to charities
contingent upon customer purchases or jointly advertise the company’s
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products and a particular charity (Varadarajan & Mcnon, 1988). Techni-
cally, if cause-related marketing is a marketing expense, it is not philan-
thropic behavior. Thus, studies of corporate philanthropy would not
include the funds spent on causal marketing, and studies of causal market-
ing may not include funds extended to charitics with a less tightly focuscd
marketing connection.

When we defined corporate philanthropy as the donations that chari-
lies received (cither directly from a firm or from the firm’s charitable
foundation), the industry average donation was a significant predictor of
firm giving. However, this was not the case when corporate philanthropy
was defined as the cash that a firm paid (either directly to charities or to the
firm’s foundation). We found this to be particularly interesting. In terms of
charity impact—what customers, employeces, regulators, and other stake-
holders most readily see—both firm-specific differentiation and industry-
wide norms mattered. By contrast, in terms of cash payout—what stock-
holders would presumably carc most about—industry norms did not
come into play but firm-specific differentiation did. We believe this sug-
gests that executives consider the impact of philanthropy (and perhaps
their causal marketing efforts) carcfully in conjunction with their differ-
entiation strategies (competitive positioning). Industry norms appear to
pressure firms to create an image of generosity, even though firms’
stockholders may limit executive discretion in philanthropic gestures.

We believed that investors would view strategic corporate philan-
thropy in a positive light. If this were the case, logically, investors would
cxpect a generous {irm to have a better public image and therelore greater
long-term profitability. A positive change in the stock price of the firm
would indicate the expectation of greater long-term profitablity. We did
not find this cffeet. We cannot completely rule out alternative explana-
tions for this result. Perhaps, as we have already suggested, we have an
incomplete picture of corporate giving today; many firms give gencrously
through nonmonetary contributions (which are largely unobservable among
our target sample) and/or channel moncy into cause-related marketing
(which would appear in the marketing budget instead of the philanthropy
budget). Perhaps firms do not yet give strategically enough. This is the
argument of Porter and Kramer (2002), who sharply criticized most cor-
porate philanthropy—numerous small donations to disparate charitics—
as nothing more than ineffective public relations. Perhaps shareholders
prefer to give to charities on their own instead of giving through their
investments. Shareholders do not penalize firms for giving, but neither do
they reward it. Or perhaps shareholders are not adequately informed about
firm contributions for corporate philanthropy (o have an impact on stock
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prices. Testing these possible explanations is beyond the scope of this
study.

LIMITATIONS AND SUGGESTIONS
FOR FUTURE RESEARCH

This study suffers from several limitations brought about by the diffi-
culty in obtaining corporate giving data. First, we used cross-scctional
data on corporate contributions even though much could be learned from
longitudinal data. Despite the inconsistency in annual reporting that hin-
ders longitudinal studies, we urge future researchers to strive for informa-
tion about giving across several years.

Furthermore, to obtain sharcholder data, we restricted our sample to
U.S. firms. This was an unfortunate concession to practicality given
ample evidence of recent growth in international corporate philanthropy.
U.S. firms are giving more abroad (PNN Online, 2002), foreign firms arc
giving more in the United States (according to the Foundation Center’s
annual profile of the 1000 largest foundations in the United States), and
corporate philanthropy is well accepted in various parts of the world (c.g.,
Adams & Hardwick, 1998; Sanchez, 2000). Studics that compare corpo-
rate philanthropy across national boundaries are needed, particularly
because of the finding that giving has a relationship to firm ditfercntiation
and many domestic firms’ products are now in direct competition with
products from foreign firms.

Finally, we had to ignore nonmonetary (or in-kind) giving, as we could
obtain pertinent information for only 26 of the 157 firms in our sample.
Giving of products or cmployee release time for volunteer work scems
particularly relevant to strategic philanthropy, as itis easy to see how such
donations might cut costs or enhance revenues. Nonmonetary philan-
thropy can be used to dispose of excess inventory (e.g., perishable food
given away to food banks, soon-to-be-obsolete computer hardware given
away for educational purposcs); (o create goodwill (for example, a bever-
age company’s distribution of free drinking water to hurricane victims, a
pharmaceutical company’s donation of low-cost AIDS drugs in Africa);
and/or to motivate cmployees. Unfortunately, nonmonetary giving among
U.S. firms is very difficult to cxamine empirically, as few {irms report it,
and comparison among firms is complicated by the lack of accounting
standards for assigning a cash value to the many types of nonmonctary
gifts.
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CONCLUSION

In sum, this study extends previous work on corporate philanthropy in
the United States by employing a more rigorous methodology (structural
cquation modeling) and a more precise measure of slack resources (cash
flow as a percent of sales) than have been used in prior studies. Whereas
previous research has found firm size to be the major determinant of giv-
ing in dollars, we find that relative giving (corporate philanthropy/sales)
depends on the availability of slack resources. Our results serve to bolster
the traditional thinking that doing well enables doing good, but they nei-
ther support nor contradict the emerging view of strategic philanthropy
(doing good to do well). Although we cannot document corporate giving
that provides both social and corporate benefits, it appears that society
benelits while firm owners do not fose when firms contribute to charitable

CAUsCs.
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NOTES

1. Organization theorists (Bourgeois, 1981; Cyert & March, 1963: Sharfman et al., 1988)
posit that slack resources are essential to cope with internal pressures (i.c., resources as
inducements and for conflict resolution) and environmental change (i.c., resources forexper-
imentation and adaptation). Although slack resources connote inefficiency from the perspec-
tive of ncoclassical economics, organization theorists argue that the benefits of slack
resources outweigh the costs up to some optimal level, beyond which additional slack
resources would damage the financial performance of the firm.

2. This refationship was mediated by the CEQ’s latitude in decision making and partially
mediated by the CEO’s values.

3. Although one could argue that dividends should be considered discretionary, CEOs
have found it dilficult to wean sharcholders off of the dividends they have become accus-
tomed to receiving.

4. The average size of the sample firms was $15 billion in total assets, with a range of
$783 million to $304 billion, and the average net sales was $12 billion (range $934 million to
$159 billion). On average, firms donated $3.58 million direetly to charities (range $0 to $47
million). The average gilt 1o corporate-sponsored charitable foundations was $3.35 million
(range $0 to $100 million), whereas the average donation from a corporate-sponsored foun-
dation to charitics was $4.4 1 million (range $0 to $37 million). Sample firms were in oil, gas,
and chemicals (1 = 27); consumer products (1 = 26): natural resources and materials (n = 25);
industrial equipment and furnishings (1 = 19); health care (1 = 14); transportation and travel
(1= 13); electronics and scientific instrurments (7 = 10); and computers and software (n = 10)
with two to four firms in cach of the following industries: communication products and scr-
vices, retailing, construction and real estate, wholesale distribution, and services other than
finance or health care.

5. Schonfeld & Associates, Inc., systemaltically collects annual advertising, research and
development (R&D), workforce, and other data for thousands of companies. They classify
companies based on their four-digit Standard Industrial Classification codes into 15 industry
scctors: natural resources and materials; oil, gas, and chemicals; consumer products; health
care; public utilities; retailing; {inancial services; clectronics and scientific instruments:
computers and soltware; industrial cquipment and furnishings; transportation and travel; ser-
vices except health care; construction and real estate; communication products and services:
and wholesale distribution. The public utilitics and financial services sectors were not
relevant to our study.

6. The availability of data on R&D spending is a constraining lactor in this type of
research. Although we could find charitable giving data for 248 firms in the 1998 Fortune
1000. we could find R&D data for only 157 of these firms,

7. To provide a thorough test of Hypothesis 2, we ereated two additional models based on
an accounting measure of financial performance: return on assets (ROA; delined as income
before extraordinary items divided by total assets). We defined the relevant time period for
ROA as the year alter a charitable donation—the time lag used by Preston and O'Bannon
(1997) and Waddock and Graves (1997). Controlling for industry as we had done with total
return to sharcholders, we created the industry-adjusted ROA (the firm’s ROA minus the
industry sector average ROA). With the possible exception of R&1D intensity, the path coctti-
cients for the models using industry-adjusted ROA as the measure of firm linancial perfor-
mance were very similar (0 the path cocefticients for the models shown in Figure 2. However,
no madels using industry-adjusted ROA achieved a sufficiently good chi-square to explore
{urther.
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8. A variation of these models was run by using industry-adjusted charity impact (the
firm’s charity impact minus the industry sector average) or industry-adjusted cash payout
(the firm’s cash payout minus the industry sector average) as the dependent variable and then
climinating industry scctor average charity impact or industry scetor average cash payout as
one of the control variables. We did this to climinate any possible concern over the inclusion
ol a variable with only 13 different values. The significant paths remained the same when
these substitutions were made.

9. The negative path parameter estimate for year indicates that the overall stock market
experienced higher performance in 1997 than in 1998,
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