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A FINANCIAL ANALYSIS INTO THE NATURE 

OF CORPORATE GIVING 

BY: JAMES EDWARD CAIN

MAJOR PROFESSOR: DUANE STOCK, Ph.D .

T h is  d i s s e r t a t i o n  d is c u s s e s  th e  p o s s ib le  m o tives f o r  

c o rp o ra te  g iv in g  and th e  consequences o f  each to  v a r io u s  

governm ent and b u s in e s s  p o l i c i e s .  F our m ajo r m o tiv es f o r  

g iv in g  a re  p re s e n te d :  th e  p r o f i t  m o tiv e , th e  s o c i a l  r e s p o n s i­

b i l i t y  m o tiv e , th e  th ro u g h - th e - f irm  consum ption  m o tiv e , and 

th e  p l u r a l i s t i c  m o tiv e . A rev iew  o f  th e  l i t e r a t u r e  i s  p ro ­

v id ed  and in c lu d e s  th e  developm ent o f  th e  t h e o r i e s  o f  g iv in g  

as in f lu e n c e d  by ta x  law s and c o u rt  d e c is io n s .

The a n a ly s i s  o f  g iv in g  i s  b a sed  on th e  r e a c t io n  o f  g iv ­

ing  to  th e  fo llo w in g  f i n a n c i a l  v a r i a b le s ;  th e  c o s t  o f  g iv in g , 

l i q u i d i t y ,  f i n a n c i a l  le v e ra g e ,  a d v e r t i s in g ,  unemployment l e v e l ,  

r e tu r n  on e q u i ty ,  d iv id e n d  pay o u t, and o f f i c e r  com pensa tion .

The d a ta  used  in  th e  a n a ly s i s  was c o l l e c t e d  from  S t a t i s t i c s  

o f  Incom e, C o rp o ra tio n  Income Tax R e tu rn s , p u b lis h e d  f o r  th e  

y e a rs  I 936 th ro u g h  1973* The e ig h t  m ajo r i n d u s t r i e s  and the  

ag g re g a te  o f  th e s e  i n d u s t r i e s  were u sed  in  a  m u lt ip le  r e g r e s ­

s io n  a n a ly s i s  o f  c o rp o ra te  g iv in g . The s t a t i s t i c a l  p roblem s 

en co u n te red  by th e  use o f  t h i s  d a ta , and th e  m ethods u sed  to



e l im in a te  p roblem s a s s o c ia te d  w ith  m u l t i c o l l i n e a r i t y ,  h e te r o -  

s c e d a s t i c i t y  and a u to c o r r e la t io n  a re  d is c u s se d .

The r e s u l t s  o f  th e  r e g r e s s io n  a n a ly s is  and th e  im p l i ­

c a t io n s  a re  p r e s e n te d .  The in t e r p r e t a t i o n s  o f  th e  r e g r e s s io n  

a n a ly s i s ,  s u p p o r tin g  th e  p r o f i t  m otive  and r e j e c t i n g  th e  

th ro u g h - th e - f irm  consum ption  m otive a re  in c lu d e d . T h is d i s ­

s e r t a t i o n  p o in ts  o u t th e  im p ro b a b il i ty  t h a t  g iv in g  w i l l  

in c re a s e  in  re sp o n se  to  th e  d e c re a se  in  governm ent e x p e n d itu re s , 

a s  a n t i c ip a te d  by th e  p r e s e n t  governm ent a d m in is t r a t io n .
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CHAPTER I  

INTRODUCTION 

G en era l

The Reagan a d m in is t r a t io n  i s  in  th e  p ro c e ss  o f  d e c re a s ­

in g  th e  r o l e  o f  th e  F e d e ra l  governm ent in  s o c i a l  program s. 

C o n se rv a tiv e s  b e l ie v e  t h a t  th e  governm ent i s  p ro v id in g  s e r ­

v i c e s  t h a t  in s te a d  sh o u ld  be p ro v id e d  by th e  p r iv a te  s e c to r .  

F u rth e rm o re , th e  a d m in is t r a t io n  i s  conv inced  t h a t  in d iv id u a l  

and c o rp o ra te  donors w i l l  f i l l  th e  v o id  c re a te d  by red u ced  

governm ent su p p o r t o f  s o c i a l  s e r v ic e s .  However, th e  l e a d e r s  

o f  many p h i la n th ro p ic  o rg a n iz a t io n s  a re  n o t  a t  a l l  c e r t a i n  

t h a t  th e  p r i v a t e  s e c to r ,  e s p e c i a l l y  c o rp o ra t io n s ,  i s  e i t h e r  

w i l l i n g  o r  a b le  to  in c re a s e  i t s  a s s i s t a n c e  to  o f f s e t  th e  

d e c re a se  in  governm ent s u p p o r t .^

Prom 1940 to  1975i c o rp o ra te  g iv in g  in c re a s e d  a t  an 

a n n u a l compound r a t e  o f  1 0 .5  p e rc e n t ,  from $38 m il l io n  to  

$1202 m i l l io n  a s  shown in  T ab le  I ,  page 2 . Over th e  same 

p e r io d ,  c o rp o ra te  p r o f i t s  in c re a s e d  a t  an a n n u a l r a t e  o f  7

C y n th ia  Saltzm an, "Com panies Doubt T h e ir  A rts  G iv ing  
Would R ise  to  O f f s e t  R eag an 's  C u ts ,"  W all S t r e e t  J o u rn a l  6I ,  
No. 89 (F eb ru a ry  26 , 198I ) : p p . 25, 31.



table I

E:(PENDITURES AND GROWTH RATES OF CORPORATE 
GIVING, CORPORATE PROFITS, GOVERNMENT 

EXPENDITURES AND NATIONAL INCOME 
From 1940 th ro u g h  1975

EXPENDITURES IN CURRENT DOLLARS
( In  B i l l i o n s  o f  D o lla rs )

YEAR
CORPORATE

GIVING
CORPORATE

PROFITS
GOVERNMENT

EXPENDITURES
NATIONAL

INCOME

1940 .038 8.7 14 .2 79 .7

1950 .252 33.7 38.5 236.2

i 960 .482 4 6 .6 100 .3 412 .0

1970 .797 67.9 218 .9 798 .4

1975 1 .2 0 2 95.5 338.4 1215.0

COMPOUND GROWTH RATES 
( In  P e rc e n ts )

1940-75 1 0 .5 7 .0 9 .0 8 .0

1950-75 6 .5 4 .0 9.0 6 .5

1960-75 6 .5 5 .0 8 .5 7 .5

1970-75 9 .0 7.0 9 .0 8 .5

SOURCES:
Revenue,

U. S . D epartm ent o f  th e  T rea su ry , Bureau 
S t a t i s t i c s  o f  Income. 1936-1975. and Lewis

o f  I n t e r n a l  
C. Solomon,

Econom ics. 3 rd  ed. (R eading . M ass .: Addison-W esley P u b lis h in g
Company, I 98O )» p . 1 .
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p e rc e n t ,  from  $ 8 .7  b i l l i o n  to  $95*5 b i l l i o n ,  and n a t io n a l  

income in c re a s e d  a t  an 8 p e rc e n t  r a t e ,  from  $79*7 b i l l i o n  to  

$1215 b i l l i o n .  However, governm ent e x p e n d itu re s  f o r  goods 

and s e r v ic e s  in c re a s e d  a t  a  9 p e rc e n t r a t e ,  from  $ 1 4 .2  b i l l i o n  

to  $338 .4  b i l l i o n .  From 1970 to  1975, c o rp o ra te  g iv in g  in ­

c re a se d  a t  a  9 .0  p e rc e n t  r a t e  w h ile  c o rp o ra te  p r o f i t s  in c re a s e d  

a t  a  7 .0  p e rc e n t  r a t e .  Government e x p e n d itu re s  in c re a s e d  a t  

a  9 .0  p e rc e n t  r a t e  and n a t io n a l  income in c re a s e d  a t  an 8 .5  

p e rc e n t r a t e .  C o rp o ra te  g iv in g  h as  grown a t  a  f a s t e r  r a t e  

th an  c o rp o ra te  p r o f i t s  and governm ent e x p e n d itu re s  have grown 

a t  a  f a s t e r  r a t e  th a n  n a t io n a l  incom e. The a c c e le r a te d  grow th 

in  c o rp o ra te  g iv in g  and governm ent e x p e n d itu re s  c an n o t con­

t in u e  i n d e f i n i t e l y .  The Reagan a d m in is t r a t io n  i s  d e l ib e r a t e ly  

t r y in g  to  c u t  governm ent e x p e n d itu re s  e x p e c tin g  th e  p r iv a te  

s e c to r  to  p ic k -u p  th e  s la c k . In  l i g h t  o f  p re v io u s  in c re a s e d  

c o s ts  f o r  s o c ia l  p rogram s, th e  g iv in g  grow th r a t e  w i l l  have 

to  in c re a s e  even f a s t e r  th an  b e fo re  to  f i l l  th e  gap  l e f t  by 

re c e n t  l e g i s l a t i o n  to  d e c re a se  governm ent sp e n d in g . To»help 

com pensate f o r  some o f  i t s  o th e r  a c t io n s  and encou rage  an 

in c re a s e  in  th e  g iv in g  grow th r a t e ,  in  1981 th e  C ongress 

r a is e d  th e  a llo w a b le  d e d u c tio n  f o r  c o rp o ra te  g i f t s  and c o n t r i -  

b u t io n s  from  5 p e rc e n t  to  10 p e rc e n t o f  p r e ta x a b le  income.

Even w ith  t h i s  in c e n t iv e ,  th e  e x te n t  to  which c o rp o ra te  g iv ­

ing  w i l l  a c tu a l ly  in c re a s e  i s  d e b a ta b le .

B in d le y  H. C la rk , J r . ,  "The B u s in e ss  o f  B u s in e ss  I s n ' t  
C h a r ity ,"  W all S t r e e t  J o u rn a l  62, No. 77 (F e b ru a ry  2, 1982): p . 25,
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An im p o rta n t f a c to r  in  p r e d ic t in g  th e  l ik e l ih o o d  o f  such

an in c re a s e  i s  th e  m otive f o r  c o rp o ra te  g iv in g ,; a  s u b je c t

which engenders s i g n i f i c a n t  c o n tro v e rs y . The c o n tro v e rsy  

c e n te r s  on wAiether such g iv in g  i s  an e x p e n d itu re  to  in c re a s e  

p r o f i t s  o r  r a t h e r  a  form o f  p h i la n th ro p y . I f  g iv in g  i s  p r o f i t -  

o r ie n te d ,  c o rp o ra t io n s  c an n o t be e x p ec te d  to  in c r e a s e  t h e i r  

g iv in g  in  re sp o n se  to  re d u c t io n s  in  F e d e ra l e x p e n d itu re s .  I f ,

on th e  o th e r  h an d , g iv in g  i s  p h i la n th ro p ic  in  n a tu r e ,  th en

c o rp o ra te  g iv in g  m igh t in c re a s e  in  re sp o n se  to  th e  in c re a s e d  

need  f o r  funds by c h a r i t a b le  o r g a n iz a t io n s .  W hile t h i s  con­

t r o v e r s y  rem ains u n re so lv e d , th e  p u rp o se  o f  t h i s  re s e a rc h  i s  

to  t r a c e  th e  developm ent o f  th e  p r e s e n t  th e o r i e s  o f  c o rp o ra te  

g iv in g  a s  w e ll a s  to  t e s t  e m p ir ic a l ly  th e  a p p ro p r ia te  v a r i ­

a b le s  which may r e v e a l  vAiether c o rp o ra te  g iv in g  i s  p r o f i t -  

m o tiv a te d  and o r  p h i la n th ro p ic  in  n a tu r e .

N a tu re  o f  th e  Problem  

C lassicsü . eco n o m ists  re g a rd e d  b o th  p r i v a t e  and c o rp o ra te  

g iv in g  a s  i r r a t i o n a l  and d i s r u p t iv e  to  economic m o tiv a tio n .- ' 

R ecently , though , th e  in c re a s in g  im portance  o f  g iv in g  a s  a form 

o f  re s o u rc e  a l l o c a t io n  h a s  i n i t i a t e d  an e f f o r t  to  u n d e rs ta n d , 

r a t h e r  th an  to  ig n o re , th e s e  t r a n s a c t io n s .^  R esearch  in to

^Orace Jo h n so n , "B u sin ess  C o rp o ra tio n s  and P h ila n th ro p y : 
A S tudy o f  liiihy C o rp o ra tio n s  G iv e ,"  Ph.D . D i s s e r t a t io n ,  Chicago 
U n iv e rs i ty ,  1966, p . 6 .

4R obert A. Schw artz , "C o rp o ra te  P h i la n th ro p ic  ,   ̂
C o n tr ib u t io n s ,"  J o u rn a l  o f  F inance  2 Î .  No. 3 (Ju n e  1968): 
p . 481.
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th e  b e h a v io r  o f  g iv in g  h a s  been  more e x te n s iv e  in  th e  a r e a  o f  

in d iv id u a l ,  in  c o n t r a s t  to  c o rp o ra te ,  g iv in g .  The c o n cep t o f  

th e  u t i l i t y  fu n c t io n  p ro v id e d  a  s a t i s f a c t o r y  and f r u i t f u l  

method f o r  a n a ly z in g  in d iv id u a l  g iv in g .  The c o rp o ra t io n ,  

how ever, i s  an a r t i f i c i a l  b e in g  e x i s t i n g  o n ly  in  th e  contem ­

p la t i o n  o f  th e  law , a  l e g a l  e n t i t y  s e p a ra te  and d i s t i n c t  from  

th e  c o rp o ra te  o w n ers .^  "S in c e  th e  th e o ry  o f  th e  f irm  does 

n o t  h y p o th e s iz e  t h a t  c o rp o ra t io n s  have  u t i l i t y  fu n c t io n s  

. . . t h i s  p r i n c i p l e  h a s  n o t  been a p p l ie d  to  th e  a n a ly s i s  

o f  c o rp o ra te  g iv in g .

M arg in a l b e n e f i t  i s  a  more p rag m a tic  l i m i t a t i o n  to  th e  

s tu d y  o f  c o rp o ra te  g iv in g .  E i th e r  th e  r e q u ir e d  d a ta  i s  un­

a v a i la b l e ,  o r  p e rh a p s  r e s e a r c h e r s  a re  u n a b le  to  re c o g n iz e  

th e  u s e fu ln e s s  o f  th e  d a ta  t h a t  i s  a v a i l a b l e .  T h is  l i m i t a ­

t io n ,  in  f a c t ,  i s  in h e r e n t  in  th e  n a tu r e  o f  c o rp o ra te  g iv in g .  

I f  i t  i s  t r u l y  a l t r u i s t i c ,  th e n  th e re  i s  no r e c ip r o c a l  b en e ­

f i t  to  be m easured . Even i f  e x p e n d itu re s  a re  made in  a n t i c i ­

p a t io n  o f  b e n e f i t s  in te n d e d  to  maximize w e a lth , th e  b e n e f i t s  

d e r iv e d  a r e  i n d i r e c t  and d i f f i c u l t  to  m easu re .

A t t i tu d e s  Towards G iv in g  

Emerson Andrews, in  h i s  s tu d ie s  and  in te rv ie w s  co n ce rn ­

in g  th e  m o tiv es  f o r  g iv in g ,  found th r e e  b a s ic  a t t i t u d e s

^W illiam  W. P y le ,  John  Arch ii/hite and  K erm it D. L arso n , 
Fundam ental A ccoun ting  P r i n c ip l e s . 8 th  ed , (Homewood, 1 1 1 .; 
R ich a rd  D. Irw in , 1 9 7 8 ): p . 493.

^Schw artz , " C o rp o ra te  P h i la n th ro p ic  C o n tr ib u t io n s ."
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e x is t in g  among c o rp o ra te  e x e c u tiv e s .^  The f i r s t  a t t i t u d e  i s  

t h a t  c o rp o ra t io n s  do n o t  have th e  r i g h t  to  g iv e .  From t h i s  

p e r s p e c t iv e ,  c o rp o ra te  g iv in g  r e p r e s e n ts  th e  m a n ip u la tio n  o f  

ow ners' p r o f i t s ,  em ployees' wages, o r  c o s ts  to  consum ers. 

However, th e s e  ow ners, em ployees, and  o r  consum ers may n o t  

w ish f o r  th e  c o rp o ra t io n  to  a c t  a s  t h e i r  in te rm e d ia ry  f o r  

g iv in g .

The second a t t i t u d e  i s  t h a t  c o rp o ra te  g iv in g  i s  a  n e c e s ­

sa ry  b u s in e s s  e x p e n d itu re  w ith  p o s i t iv e  r e t u r n s .  E x p e n d itu re s  

may ta k e  th e  form  o f  p ro v id in g  employee b e n e f i t s ,  im proving  

c o n d it io n s  in  a r e a s  vdiere th e  p ro d u c t o r  s e rv ic e  i s  s o ld , o r  

p rom oting  th e  p ro d u c t and o r  g o o d w ill o f  th e  c o rp o ra tio n
Q

th rough  a  form o f  a d v e r t i s in g .

The t h i r d  a t t i t u d e  i s  th e  p l u r a l i s t i c  v iew . A ccord ing  

to  th e  p l u r a l i s t e ,  c o rp o ra te  g iv in g  i s  n e c e s s a ry  to  l i m i t  th e  

expansion  o f  governm ent program s in to  f i e l d s  which a re  th e  

p rim ary  r e s p o n s i b i l i t y  o f  p r iv a te  c h a r i t y .  The Reagan adm in­

i s t r a t i o n  would seem to  a g re e  w ith  t h i s  v iew .

The p o l a r i z a t io n  o f  th e s e  th r e e  g e n e ra l  a t t i t u d e s  and  

t h e i r  many v a r i a t i o n s  h a s  h in d e re d  u n d e rs ta n d in g  th e  n a tu r e  

o f  c o rp o ra te  g iv in g .  The opposing  v iew s o f  th e  f i r s t  and

^Emerson F . Andrews, C o rp o ra te  G iv in g  (New York:
R u ss e ll  Sage F o u n d a tio n , 1 9 5 2 ) : p .  22.

Q
Kenneth N. D ayton, "The Case f o r  C o rp o ra te  P h ila n th ro p y ,"  

V i t a l  Speeches 56, No. 20 (A ugust 1 , 1980): pp . 619-22 and
"An O p t im is t 's  C h a llen g e  to  th e  In d ep en d en t S e c to r ,"  T ru s ts  
and E s ta t e s  119, No. 12 (December 1 980 ): pp . 19 -21 .
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second a t t i t u d e s ,  in  p a r t i c u l a r ,  a re  embodied in  m ost o f  th e  

c u r r e n t  l i t e r a t u r e  on th e  th e o ry  o f  c o rp o ra te  g iv in g .  Each 

w r i t e r  d e fen d s o r  r e j e c t s  th e s e  two p e r s p e c t iv e s  depending 

upon h i s  o r  h e r  own i n t e r p r e t a t i o n s  o f  th e  c o r p o r a t io n 's  r o le  

in  s o c ia l  r e s p o n s ib i l i t y  and p r o f i t  m ax im iz a tio n .^  An a d d i­

t io n a l  p roblem  in  th e  l i t e r a t u r e  i s  t h a t  o f  r e c o n c i l in g  th e  

d i f f e r e n t  i n t e r p r e t a t i o n s  o f  p r o f i t  m ax im ization  b ecau se  

w r i t e r s  have  n o t c l e a r l y  d i s t in g u is h e d  betw een s h o r t - r u n  and 

lo n g -ru n  p r o f i t  m axim ization .^®

The D ata

As M arion R. F reem ont-Sm ith  n o te s ,  "A ttem pts to  s tu d y  

c o rp o ra t io n  p h ila n th ro p y  in e v i t a b ly  p rove  f r u s t r a t i n g ,  f o r  i t  

i s  a  s u b je c t  su rrounded  by r h e t o r i c ,  a lm o st e n t i r e l y  devo id  

o f  h a rd  f a c t s . T h i s  la c k  o f  h a rd  f a c t s ,  though , i s  th e

^For f u r th e r  d is c u s s io n  o f  th e  d eb a te  betw een s o c ia l  
r e s p o n s i b i l i t y  and th e  p r o f i t  m otive se e : P h i l l i p  I .  B lum berg,
"C o rp o ra te  R e s p o n s ib i l i ty  and th e  S o c ia l  C r i s i s , "  B oston  
U n iv e rs i tv  Law Review 50 (1 9 7 0 ): pp . 157-210; K e ith  D avis,
"The Case F o r and A g a in s t B u s in e ss  A ssum ptions o f  Socieil 
R e s p o n s ib i l i t i e s ,"  Academy o f  Management J o u rn a l  16 , No. 2 
(June 1973 ): PP- 312-22; D ouglas D il lo n , "The R ole  o f  P r iv a te
P h ila n th ro p y  in  Modem Am erican S o c ie ty ,"  Tax P o l ic y  39, No. 1 
(Jan u a ry  1972): pp. 3 -8 ; R ich a rd  E e l l s ,  "A P h ilo so p h y  f o r
C o rp o ra te  Gly in g ,"  The C onference  B oard Record 5 , No. 1 
(Jan u ary  I 968) : pp. 14-18 ; and  P au l F . H aas, "The C o n f l ic t
Between P r iy a te  and S o c ia l  R e s p o n s ib i l i ty ,"  Akron B u sin ess  
and Economic Review 1 0  ̂ No. 2 (Summer 1979): pp . 33-36»

A rch ie  B. C a r ro l l ,  "A T hree-D im ensional C oncep tual 
Model o f  C o rp o ra te  P e rfo rm an ce ,"  Academy o f  Management Review 
4 , No. 4 (O ctober 1979): p . 497»

^^M arion R. F reem ont-S m ith , P h ila n th ro p v  and th e  B u sin ess  
C o rp o ra tio n  (New York: R u s s e l l  Sage F o u n d a tio n , 1972 ): p . 1 .
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r e s u l t  o f  a lm o s t no e m p ir ic a l  r e s e a rc h  u s in g  th e  a v a i la b le  

d a ta .  A d m itted ly , p e r  f irm  d a ta  i s  l im i te d  because  b u s in e s s ­

men have been  r e lu c ta n t  to  p u b l is h  in fo rm a tio n  on c o rp o ra te
12g iv in g  in  t h e i r  f i n a n c ia l  s ta te m e n ts .  However, s in c e  1936, 

c o rp o ra te  g iv in g  h as  been  r e p o r te d  a s  a  s p e c ia l  c a te g o ry — 

" G if t s  and C o n tr ib u t io n s " —on c o rp o ra te  ta x  r e t u r n s . The 

I n t e r n a l  Revenue S e rv ic e  c o l l e c t s  and sum m arizes th e  d a ta  by 

in d u s t r y  u s in g  th e  S ta n d a rd  E n te r p r is e  C l a s s i f i c a t i o n  (SEC), 

which i s  v e ry  s im ila r  to  th e  S ta n d a rd  I n d u s t r i a l  C l a s s i f i c a t i o n  

(SIC) .  T h is  in fo rm a tio n  i s  p u b lis h e d  in  S t a t i s t i c s  o f  Incom e. 

C o rp o ra te  Income Tax R e tu rn s  o r  in  th e  u n p u b lish ed  C o rp o ra te  

S ource Book o f  S t a t i s t i c s  o f  Incom e.

In  a d d i t io n  to  f ig u r e s  f o r  c o rp o ra te  g iv in g , o th e r  

f i n a n c ia l  s ta te m e n t ite m s  a re  in c lu d e d  in  th e  S t a t i s t i c s  o f  

Income d a ta .  T h is s tu d y , th e r e f o r e ,  w i l l  a n a ly ze  c o rp o ra te  

g iv in g  in  c o n ju n c tio n  w ith  v a r io u s  o th e r  f i n a n c ia l  s ta te m e n t 

i te m s . C om parative a n a ly s i s  o f  c o s t  o f  g iv in g , l i q u i d i t y .

12In  r e c e n t  y e a r s  th e r e  h a s  been  a  t r e n d  to w ard s s o c ia l  
r e s p o n s ib l i t y  a c c o u n tin g . S e v e ra l  a r t i c l e s  d is c u s s in g  t h i s  
to p ic  a r e :  K laus B ro c k h o ll , "A N ote on E x te rn a l  S o c ia l
R e p o rtin g  by German Com panies: A Survey o f  1973 Company
R e p o r ts ,"  A ccounting . O rg a n iz a tio n s  and S o c ie ty  4 , No. 1 /2 : 
p p . 77-85 ; M ein o lf D ie rk e s , "C o rp o ra te  S o c ia l  R e p o rtin g  in  
Germany: C oncep tual D evelopm ents and P r a c t i c a l  E x p e r ie n c e ,"
A ccoun ting . O rg a n iz a tio n s  and S o c ie tv  4 , No. 1 /2  (1 9 7 9 ): 
pp . 87-107; Denys McDonald and Anthony P ux ty , "An Indueem ent- 
C o n tr ib u t io n  Approach to  C o rp o ra te  F in a n c ia l  R e p o r tin g ,"  
A ccountijag. O rg a n iz a tio n s  a n d _ S o c ie tv  4, No. l / 2  (1 9 7 9 ): 
p p . 53-65 ; and H ein S ch reu d e r, "C o rp o ra te  S o c ia l  R e p o rtin g  
in  th e  F e d e ra l  R epub lic  o f  Germany:. An O verview ," Accounting 
O rg a n iz a tio n s  and S o c ie tv  5# No. 1 /2  (1979): pp . “
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le v e ra g e ,  a d v e r t i s in g ,  employment l e v e l ,  o f f ic e r s *  com pensa­

t io n  and p r o f i t a b i l i t y  i s  e x p e c te d  to  r e v e a l  th e  s ig n i f ic a n c e  

o f  th e  p r o f i t  and o r  p h i la n th ro p ic  m o tiv e s  f o r  c o rp o ra te  g iv ­

in g . U n d e rs tan d in g  th e  g iv in g  m otive  i s  e s s e n t i a l  to  a n t i ­

c ip a t in g  th e  consequences o f  b o th  th e  governm ent and th e  

c o rp o ra te  p o l i c i e s  a f f e c t i n g  th e  f u tu r e  fu nd ing  o f  c h a r i t a b l e  

o r g a n iz a t io n s .

S ig n if ic a n c e  o f  T h is S tudy 

As Emerson F. Andrews h a s  s t a t e d ,  " I f  th e  pu rp o se  o f  

b u s in e s s  i s  to  e a rn  p r o f i t s ,  th e n  why do th ey  g iv e  away a  

b i l l i o n  d o l l a r s  a  y e a r? "^ ^  To some p e o p le , th e  co n cep t o f  

c o rp o ra te  g iv in g  seems an u n u su a l t r a n s a c t io n  in  an  exchange 

economy in  vdiich a  good o r  s e r v ic e  i s  ex p ec ted  in  r e tu r n  f o r  

a  p r i c e .  A t f i r s t  g la n c e , g iv in g  a p p e a rs  to  be  a  o n e -s id e d  

t r a n s a c t io n  where th e  g iv e r  r e c e iv e s  no p ro d u c t o r  s e r v ic e  in  

exchange f o r  th e  d o n a tio n , and t h i s  seems an e x c e p tio n  to  

r a t i o n a l  econom ic b e h a v io r .

I r o n i c a l l y ,  w h ile  in d iv id u a l  g iv in g  h a s  a t t r a c t e d  more 

re s e a rc h  a t t e n t i o n ,  a  c l e a r  u n d e rs ta n d in g  o f  c o rp o ra te  g iv in g  

seems c r i t i c a l  to  th e  n a t i o n 's  economic and s o c ia l  f u tu r e .  

A lthough th e  in d iv id u a l  d o n a te s  h i s  own a s s e t s  from  h i s  income 

o r  w e a lth , th e  m anager o f  th e  c o rp o ra t io n  d o n a te s  a s s e t s  t h a t

^^Andrews, C o rp o ra te  G iv in g .
^^S chw artz , "C o rp o ra te  P h i la n th r o p ic ,"  p . 480 .
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b e lo n g  to  someone e ls e :  ow ners, em ployees, even c u s to m e rs .

F u rth e rm o re , th e  Reagan a d m in is t r a t io n  im p l i c i t ly  assum es 

th a t  b o th  in d iv id u a l  and c o rp o ra te  g iv in g  a re  p h i la n th ro p ic  

in  n a tu r e ,  w h ile  th e re  may in d ee d  be more dom inant—and even 

c o n tr a r y —m o tiv e s . T h e re fo re , n a t io n a l  p o l ic y  i s  b a sed  on an 

a ssu m p tio n  t h a t  i s  a s  y e t  unproved— and p o s s ib ly  f a l s e .

D onation  o f  c o rp o ra te  a s s e t s  by management h a s  a t  l e a s t  

th r e e  i n t e r e s t e d  p a r t i e s :  th e  r e c i p i e n t ,  th e  c o rp o ra te  ow ners,

and th e  m anagers . Each o f  th e s e  p a r t i e s  c o u ld  b e n e f i t  from 

a  c l e a r e r  u n d e rs ta n d in g  o f  th e  v a r i a b le s  and  p r i n c i p le s  in ­

v o lv e d  in  c o rp o ra te  g iv in g .  The o rg a n iz a t io n s  t h a t  r e c e iv e  

c o rp o ra te  d o n a tio n s  need  to  p la n  f o r  f u tu r e  o p e ra t io n s ,  and 

t h i s  p la n n in g  p ro c e s s  would im prove i f  c o rp o ra te  g iv in g  p o l i ­

c ie s  c o u ld  be  s t a t e d  in  te rm s o f  b a la n c e  s h e e t  and income 

s ta te m e n t ite m s  o r  o th e r  economic v a r i a b l e s . S h a r e h o l d e r s  

o f  th e  c o rp o ra t io n ,  to o , would be b e t t e r  p re p a re d  to  e v a lu a te  

and compare g iv in g  p o l i c i e s  t h a t  w ere e x p re sse d  in  th e  same 

v a r i a b le s  u sed  in  th e  in v e s tm e n t d e c is io n  p r o c e s s . I n  a d d i­

t io n ,  b ecau se  m anagem ent's fu n c t io n  i s  to  u se  s c a rc e  r e s o u rc e s  

in  a  m anner c o n s i s te n t  w ith  th e  d o c tr in e  o f  p r o f i t  m axim iza­

t i o n ,  management would b e n e f i t  from  a  c l e a r  s ta te m e n t o f

^^Thomas R eu sch lin g , "C o rp o ra te  P h ila n th ro p y : An
Unwanted S te p c h i ld ,"  In d u s try  Week 1?1, No. 8 (November 22,
1971 ): p . 4 1 .

^ ^ I b id .
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g iv in g  p o l i c i e s  ex p re ssed  in  term s o f  f i n a n c i a l  s ta te m e n t 

v a r i a b l e s . A  q u a n t i f ia b le  d e c is io n  r u l e  w ould a ls o  a llo w  

f o r  th e  d e le g a t io n  o f  th e  g iv in g  fu n c t io n  to  lo w er o r  m iddle  

management. E s ta b l is h e d  p ro ce d u re s  b a sed  on q u a n t i f ia b le  

v a r i a b le s  would th u s  a id  management, ow ners, and  r e c ip ie n t s  

in  r e s o lv in g  p o s s ib le  com m unication gaps in h e r e n t  in  th e  p re ­

s e n t  s u b je c t iv e  approach to  c o rp o ra te  g iv in g .  F in a l ly ,

F e d e ra l b u d g e t d e c is io n s  c o u ld  be made w ith  more a c c u ra te  

knowledge o f  th e  probable consequences to  s o c ie ty .

Summary

The n a tu r e  o f  c o rp o ra te  g iv in g  i s  n o t  c l e a r l y  u n d e rs to o d , 

b u t th e  F e d e ra l governm ent i s  p r e s e n t ly  im plem enting  p o l i c i e s  

t h a t  i m p l i c i t l y  assume c o rp o ra te  g iv in g  to  b e  p h i la n th ro p ic .

I f ,  on th e  o th e r  hand, c o rp o ra te  g iv in g  i s  a c tu a l ly  p r im a r i ly  

p r o f i t - o r i e n t e d ,  th e  consequences o f  such governm ent a c t io n s  

a re  l i k e l y  to  b e  v e ry  d i f f e r e n t  from  th o s e  a n t i c ip a te d  by th e  

Reagan a d m in is t r a t io n .  C o rp o ra te  management, sh a re h o ld e rs  and 

c h a r i t a b le  o rg a n iz a t io n s ,  a s  w e ll  a s  governm ent o f f i c i a l s ,  

th en  a r e  e x p e c te d  to  g a in  c o n s id e ra b le  i n s i g h t  and s t r a t e g i e s  

from a  c l a r i f i c a t i o n  o f  th e  m o tiv es f o r  c o rp o ra te  g iv in g .

The i s s u e  i s  d i f f i c u l t  to  r e s o lv e  b e ca u se  c o rp o ra te  

g iv in g  a p p e a rs  to  be analogous to  in d iv id u a l  g iv in g , and th e

^ ^R ich ard  Mayer, "Managements S o c ia l  R e s p o n s ib i l i ty  : 
P r o f i t  M a x im iza tio n ." S.A.M. Advanced M anagem ent_Joum aI 35, 
No. 1 (Ja n u a ry  1970); p . 55*
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a n a ly s is  o f  in d iv id u a l  g iv in g  i s  i n t u i t i v e l y  a p p e a lin g  a s  an 

e x p la n a tio n  f o r  c o rp o ra te  g iv in g .  B ut in d iv id u a ls  have  u t i l ­

i t y  f u n c t io n s ;  c o rp o ra t io n s  do n o t .  Any u t i l i t y  d e r iv e d  from  

c o rp o ra te  g iv in g  m ust go i n d i r e c t l y  to  th e  in d iv id u a ls  i n ­

v o lv ed  in  th e  c o rp o ra te  b u s in e s s .  In  a d d i t io n ,  d a ta  to  mea­

su re  e f f e c t i v e l y  th e  b e n e f i t s  r e c e iv e d  from  c o rp o ra te  g iv in g  

a re  i n s u f f i c i e n t .  The p roposed  a l t e r n a t i v e , t h e n ,  i s  to  

examine f i n a n c i a l  s ta te m e n t v a r i a b l e s .  Through such com para­

t i v e  a n a ly s i s ,  g iv in g  i s  ex p ec ted  to  e x h ib i t  p r e d ic ta b le  

r e l a t i o n s h ip s  w ith  c e r t a i n  f i n a n c i a l  s ta te m e n t v a r i a b le s ,  

r e l a t i o n s h ip s  i n d ic a t in g  th e  m o tiv e  a s  p h i la n th ro p ic  and  o r  

p r o f i t - o r i e n t e d .

C h a p te r I I  f e a tu r e s  a  rev iew  o f  th e  l i t e r a t u r e  on c o r-  

p o ra te  g iv in g .  T h is  rev iew  w i l l  h e lp  t r a c e  th e  developm ent 

o f  c o rp o ra te  g iv in g  th e o r i e s  a s  w e l l  a s  p r e d i c t  th e  r e l a t i o n ­

s h ip s  betw een g iv in g  and th e  o th e r  f i n a n c ia l  v a r i a b l e s .  

C h ap te r I I I  p ro v id e s  an e x p la n a t io n  o f  th e  model u se d  to  

de te rm ine  th e  n a tu r e  o f  c o rp o ra te  g iv in g  a s  w e ll a s  an  e x p la ­

n a t io n  o f  th e  r a t i o n a l e  f o r  g iv in g  r e l a t i v e  to  th e  f i n a n c i a l  

p o s i t io n  and o p e ra t io n  o f  th e  f i rm . The d a ta  to  be  u se d  and 

th e  method o f  a n a ly s i s  a re  a ls o  in c lu d e d  in  C h ap te r I I I .  The 

r e s u l t s  o f  th e  e m p ir ic a l  a n a ly s i s  o f  th e  d a ta  com prise  

C h ap te r IV, and  C h a p te r V p r e s e n ts  th e  c o n c lu s io n s  o f  t h i s  

r e s e a rc h  in to  th e  n a tu r e  and m o tiv e s  o f  c o rp o ra te  g iv in g .



CHAPTER I I  

CORPORATE GIVING—-AN OVERVIEW

The Developm ent o f  C o rp o ra te  G iv ing

The e ig h te e n th  and n in e te e n th  c e n tu r ie s  saw l i t t l e  need

f o r  c o rp o ra te  g iv in g .  The c i t i z e n s  o f  th e  community w ere

c o u n ted  on to  p ro v id e  th e  n e c e s s a ry  a i d .^  B u sin ess  ow ners

c o n tr ib u te d  a s  c i t i z e n s  to  th e  n eed s  o f  th e  community. As

c o rp o ra t io n s  g rew , two n o ta b le  changes in  t h i s  system  drew

a t t e n t i o n  to  th e  need  f o r  c o rp o ra te  a id  in  th e  s o lu t io n  o f
2

prob lem s in  th e  l o c a l  com m unities in  vdiich th e y  o p e ra te d .

The f i r s t  change was r e l a t e d  to  th e  grow th in  th e  

com m unity 's p o p u la t io n .  In c re a s e d  b u s in e s s  a c t i v i t y  n e c e s ­

s i t a t e d  a  l a r g e r  l a b o r  f o r c e .  The grow th in  p o p u la tio n  in  

tu r n  re q u ir e d  a d d i t i o n a l  f a c i l i t i e s  f o r  e d u c a tio n , m ed ica l 

s e r v ic e s ,  r e c r e a t io n a l  and o th e r  community s e r v ic e s .  The 

second  change was cau sed  by th e  in c r e a s e  in  a b se n te e  ow ners 

who no lo n g e r  c o n tr ib u te d  to  th e  s o lu t io n  o f  l o c a l  community 

p ro b lem s.

^Emerson P . Andrews, C o rp o ra te  G iv in g . (New York: 
R u s s e l l  Sage F o u n d a tio n , 1952): p . 22.

^ I b id .,  p .  2 3 .

13
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Growth in  C o rp o ra te  G iv in g  

C orpo ra te  g iv in g  began in  th e  l a s t  q u a r t e r  o f  th e  

n in e te e n th  c e n tu ry . ^ R a ilro a d  com panies needed  to  p ro v id e  

h o u sin g  f o r  w orkers had  to  spend tim e  a t  d i s t a n t  lo c a ­

t io n s  w h ile  w a itin g  f o r  new a ss ig n m en ts  o r  r e t u r n  t r a i n  

a ss ig n m e n ts . The Young M en's C h r is t ia n  A s s o c ia t io n  (YMCA), 

o r ig in a te d  in  N orth  Am erica i n  1851, served  th e  r a i l r o a d 's  

p u rp o se .^  YMCA b u i ld in g s  were e s t a b l i s h e d  a t  l o c a t io n s  

fa v o ra b le  to  r a i l r o a d  com pan ies ' o b je c t iv e s ,  and  th e  r a i l ­

ro a d  com panies p a id  o v e r h a l f  th e  c o s t . ^  The YMCA expanded 

i t s  s o l i c i t a t i o n  e f f o r t s  a f t e r  1900 and was s u c c e s s f u l  in  

g a in in g  th e  su p p o rt o f  o th e r  c o rp o r a t io n s .^

A s u b s ta n t i a l  in c re a s e  in  c o rp o ra te  g iv in g  o c cu rred  

d u rin g  World War I .  Emerson Andrews a s s e r t s  t h a t  1917 was 

th e  b e g in n in g  o f  c o rp o ra te  g iv in g  a s  a  s i g n i f i c a n t  f a c to r  in  

American p h i la n th ro p y .^  The n e x t su rg e  in  c o rp o ra te  g iv in g  

o c c u rre d  d u rin g  W orld War I I .  G iv ing  in  1939 was th i r ty - o n e  

m i l l io n  d o l la r s ,  b u t  by 1945, had  jumped to  two hundred  and

3 lb id .

V a r io n  R. F reem ont-S m ith , P h ila n th ro p y  and  th e  
B u sin e ss  C o rp o ra tio n . (New York: R u s s e l l  Sage F oundation ,
1972) : p p . 6 -7 .

^Ralph L . N e lso n , Economic F a c to r s  in  th e  Growth o f  
C o rp o ra tio n  G iv in g . O c ca s io n a l P aper 111 , N a tio n a l  Bureau o f  
Economic R esearch , (New York: R u ss e ll  Sage F o u n d a tio n , 1970):
p .  18 .

^F rem ont-Sm ith , P h ila n th ro p y , p . 7* "^ Ib id ., p . 8 .
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t h i r t y - s i x  m i l l io n  d o l l a r s .  S ince  W orld War I I ,  c o rp o ra te  

g iv in g  h a s  in c re a s e d  s t e a d i l y .  By 1970-75» c o rp o ra te  g iv in g
Û

su rp a sse d  th e  b i l l i o n  d o l l a r  l e v e l  a n n u a l ly .

P h ilo so p h y  o f  C o m o ra te .G iv in g  

S o c ia l  r e s p o n s i b i l i t y  o f  th e  c o rp o ra t io n  i s  su g g e s te d  

to  be th e  u se  o f  c o rp o ra te  c a p i t a l  " to  g e n e ra te  and a c t iv a t e  

th e  b a s ic  c o n d it io n s  o f  h e a l th ,  e d u c a tio n  and th e  q u a l i ty  o f  

l i f e  vAiich to g e th e r  c o n s t i t u t e  th e  c e n t r a l  g o a ls  o f  a  f r e e  

and open s o c i e t y . T h e  manner in  v ^ ic h  c o rp o ra te  management 

f u l f i l l s  t h a t  s o c i a l  r e s p o n s i b i l i t y  i s  c o n s ta n t ly  b e in g  s c r u ­

t i n i z e d  by th e  fa m ily , c h u rch , s t a t e ,  and  th e  economy. These
10g roups have  v a r io u s ,  som etim es m u tu a lly  e x c lu s iv e , i n t e r e s t s .  

S to c k h o ld e rs  a re  i n t e r e s t e d  i n  d iv id e n d s  and p r o f i t s ,  employ­

e e s  wages and  o th e r  b e n e f i t s ,  governm ent ta x e s  and consumer 

p r o te c t io n ,  cu stom ers q u a l i t y  goods and s e r v ic e s ,  s u p p l ie r s  

p u rch a se  o f  t h e i r  m a te r i a l s  and equipm ent, and n o t - f o r - d i r e c t

p r o f i t  o rg a n iz a t io n s  c o n tr ib u t io n s  o f  money and s e r v ic e s .
12C o rp o ra te  management m ust b a la n c e  o u t a l l  th e s e  c la im s .

8U. s. T re a su ry  D epartm ent, B ureau  o f  I n t e r n a l  Revenue, 
S t a t i s t i c s  o f  Income. C o rp o ra te  Income Tax R e tu rn s . 1970-75*

% om er W. T u rn e r , "The S o c ie ta l  R ole o f  th e  C o rp o ra tio n ,"  
The C onference  B oard Record 5» No. 1 (Ja n u a ry  1968)1 p . 11 .

^®Raymond M ayer, "Managements S o c ia l  R e s p o n s ib i l i ty t  
P r o f i t  M ax im iza tio n ,"  S.A.M. Advanced Management J o u rn a l  35»
No. 1 (Ja n u a ry  1970): p . 53*

^ ^ T u m er, "The S o c ie t a l  R o le ,"  p . 13* ^ ^ Ib id .
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The econom ics o f  th e  f irm  in  a  f r e e  e n te r p r i s e  system  

su g g e s ts  t h a t  t h i s  b a la n c in g  o f  c la im s  i s  to  be  d ec id ed  in  

th e  c o m p e tit iv e  m ark e t. M axim izing p r o f i t s  h a s  evo lved  as 

th e  g o a l  o f  c o rp o ra te  m a n a g e r s . I n  h i s  r o le  o f  m axim iza­

t io n ,  th e  manager a ls o  w i l l  have e f f e c t i v e l y  b a la n c e d  th e  

c la im s a g a in s t  th e  c o rp o ra t io n .^ ^

The Economic Svstem

À m ajor p rem ise  f o r  th e  d is c u s s io n  o f  th e  c o rp o ra te  

m an a g e r 's  r o le  in  th e  U n ited  S ta te s  i s  th e  f r e e  e n te r p r i s e  

economy. The economic u n i t s  in  ou r s o c ie ty  a r e  f o r  th e  most 

p a r t  c o m p e ti t iv e .  To b e t t e r  u n d e rs ta n d  and c l a r i f y  th e  r o le  

o f  management in  th e  c o rp o ra te  u n i t ,  c e r t a i n  f e a tu r e s  o f  th e  

c o m p e ti t iv e  economic m arket m ust be rev iew ed .

In  a  p u re ly  c o m p e tit iv e  m arket system , each economic 

u n i t  s t r i v e s  to  maximize i t s  own s e l f - i n t e r e s t .  Each u n i t ' s  

e f f o r t  to  maximize c o m p e ti t iv e ly  f o r c e s  a l l  u n i t s  tow ard a 

p o s i t io n  o f  m ax im ization  o f  th e  w ea lth  o f  th e  t o t a l  economy 

a s  d e te rm in ed  by th e  p la y e r s .  The p la y e r s  a r e  th o se  who have 

economic re s o u rc e s  to  s e l l .  The in n e r  w orkings o f  such a  

complex system  o f  seem ingly  unconnec ted  e v en ts  a re  amazing 

to  th e  o b s e rv e r . But in  s p i t e  o f  th e  awe in  th e  e f f ic ie n c y  

o f  th e  system  in  m axim izing th e  a l l o c a t io n  o f  r e s o u rc e s .

^^D avid N ovick, " C o s t-B e n e f i t  A n a ly s is  and S o c ia l  
R e s p o n s ib i l i ty ,” B u sin ess  H orizons 16 , No. 5 (O ctober 1973)» 
p . 6 3 .

l ^ l b i d . ,  p . 64.
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th e r e  a r e  some m ajo r c r i t i c i s m s  ab o u t how t h i s  p o s i t io n  o f  

m ax im iza tion  i s  re a c h e d .

One m ajo r c r i t i c i s m  i s  t h a t  th e  r e s u l t i n g  income d i s ­

t r i b u t i o n  i s  n o t  s a t i s f a c t o r y .^ ^  T here a re  wide income gaps 

betw een th e  v e ry  r i c h  and th e  v e ry  p o o r . Those w ith o u t 

re s o u rc e s  to  s e l l  c an n o t be  p la y e r s  in  th e  system .

A nother c r i t i c i s m  o f  th e  c o m p e ti t iv e  f r e e  e n te r p r i s e  

system  i s  t h a t  i t  som etim es c a u s e s  i n s t a b i l i t y  a s  th e  m arket 

a tte m p ts  to  a d ju s t  to  new e q u il ib r iu m  p o s i t i o n s . T h e s e  

a d ju s tm e n ts  o f te n  r e s u l t  i n  one econom ic u n i t  g e t t i n g  more 

w h ile  a n o th e r  i s  g e t t i n g  l e s s .  The movement a ls o  r e q u i r e s  

t im e , and th e  tim e can  be a  lo n g  p a in f u l  p e r io d  a s  r e s o u rc e s  

a r e  fo rc e d  from  one u se  to  a n o th e r .  T h is  tim e p e r io d  can be 

e s p e c ia l ly  p ro lo n g ed  in  th e  c a s e  o f  human r e s o u rc e s .  The 

unemployed a re  r e l u c t a n t  to  move b ecau se  o f  q u a l i t a t i v e  f a c ­

t o r s  such a s  fa m ily , f r i e n d s  and  o r  c l im a te  vdxich may have 

to  be s a c r i f i c e d  in  a  job  r e l o c a t i o n .

A t h i r d  m ajo r c r i t i c i s m  o f  th e  f r e e  e n te r p r i s e  system

i s  t h a t  th e  r e s o u rc e s  o f  th e  s o c ie ty  a r e  b e in g  u sed  by i n d i v i -
18d u a ls  to  in c r e a s e  t h e i r  own p o s i t i o n .  T h is  may r e s u l t  in

^ M ilto n  F riedm an , P r ic e  T heory . A P r o v is io n a l  Teyfc.
R ev. Ed. ,  ( Chicago ; A ld in e  P u b l is h in g  Company, 1 9 6 2 ):
p p . 6- 1 1 .

l ^ I b i d .

^^Cam pbell R. M cConnell, Econom ics. 8th  Ed. ,  (New York: 
M cGraw-Hill Book Company, 1981)1 p . 84 .

l^ ib id . ,  p. 8 3 .
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an i n e f f i c i e n t  and in e q u i ta b le  d i s t r i b u t i o n .  The s e l l e r s  o f  

s o c i e t y 's  r e s o u rc e s  may n o t  be  demanding th e  f a i r  rem unera­

t io n  t h a t  would be  r e q u i r e d  i f  th e  r e a l  owners ( s o c ie ty )  w ere 

ta k in g  p a r t  in  th e  b a rg a in in g  p ro c e s s . P erh ap s th e  owner­

sh ip  o f  n a tu r a l  r e s o u rc e s  sh o u ld  be ex ten d ed  to  in c lu d e  f u tu r e  

g e n e ra t io n s ,  vdiich m ig h t in c r e a s e  p r e s e n t  c o s t s .

The l a s t  m ajo r c r i t i c i s m  i s  t h a t  th e  f r e e  e n te r p r i s e  

system  presum es t h a t  th e  "code o f  e th ic s "  w i l l  be  e n fo rc e d  by 

p e r f e c t  knowledge in  th e  m a rk e t. To th e  e x te n t  t h a t  know­

le d g e  i s  n o t  p e r f e c t ,  s e lf -e n fo rc e m e n t i s  r e l i e d  o n .^ ^

These c r i t i c i s m s  have been  n o ted  by s o c ie ty  and v a r io u s  

g roups have  form ed to g e th e r  to  c o u n te r a c t ,  o r  to  have g o v e rn ­

ment e n a c t  r u l e s  and  r e g u la t io n s  to  p re v e n t  th e  " u n d e s ira b le "
20e f f e c t s  o f  th e  f r e e  e n te r p r i s e  system  from  o c c u r r in g . Many

f e e l  t h a t  th e s e  r u l e s  and r e g u la t io n s  a t  tim es c r e a t e  more
21problem s th a n  th ey  s o lv e .  Such r u l e s  and r e g u la t io n s  may

be r e s p o n s ib le  f o r  moving th e  economy from  a  maximum p o s i t io n

on th e  p ro d u c tio n  fu n c t io n  to  some p o in t  in s id e  th e  p roduc- 
22t i o n  f u n c t io n .

l ^ I b i d . ,  p .  85 .

2° I b i d .
21K e ith  D av is , "The Case For and A g a in s t B u s in e ss  

A ssum ptions o f  S o c ia l  R e s p o n s ib i l i t i e s , "  Academy o f  
Management J o u rn a l  16 , No. 2 (June  1973)* P- 312.

2 2 Friedm an, P r i c e  T heorv . pp. 6I - 6 5 .
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The c o rp o ra te  e x e c u tiv e  i s  e x p ec te d  to  u t i l i z e  s c a rc e

re s o u rc e s  in  o rd e r  to  s a t i s f y  th e  u n l im ite d  w an ts o f  a l l  th e

v a r io u s  g roups in  s o c i e t y . T h e  w an ts o f  th e s e  d i f f e r e n t

g ro u p s , a s  p re v io u s ly  n o te d , a re  o f te n  m u tu a lly  e x c lu s iv e
ok

and u n lim ite d . I t  i s  n o t p o s s ib le  to  s a t i s f y  everyone. 

C o rp o ra te  e x e c u tiv e s  a re  o f te n  c r i t i z e d  f o r  n o t  a c h ie v in g  th e  

i mp o s s i b l e . Some c r i t i c s  have  su g g e s te d  t h a t  i f  management 

r e j e c te d  th e  p r o f i t  m ax im ization  g o a l and  a c c e p te d  th e  doc­

t r i n e  o f  s o c ia l  r e s p o n s i b i l i t y ,  th e  im p o ss ib le  would become 

r e a l i t y .

Main s tream  p h ilo s o p h ie s  r e g a rd in g  th e  a p p ro p r ia te  

l e v e l  o f  c o rp o ra te  g iv in g  d is a g re e  p r im a r i ly  b ecau se  o f  d i f ­

f e r in g  i n t e r p r e t a t i o n s  o f  p r o f i t  m ax im iza tion  v e rs u s  s o c i a l  

r e s p o n s i b i l i t y .^ ^  A c r i t i c a l  a n a ly s i s  o f  th e  e x p re ssed  v iew s 

o f  c o rp o ra te  g iv in g  r e v e a ls  th e  in c o n s is te n c ie s  in  i n t e r p r e ­

t a t i o n .  One m ajo r d i f f e r e n c e  ap p ea rs  to  be a  la c k  o f  a g re e ­

ment a s  to  what c o s ts  a  m anager sho u ld  ab so rb  in  h i s  a tte m p t 

to  maximize p r o f i t s .

^ % a y e r , "Managements S o c ia l  R e s p o n s ib i l i ty ,"  p . 55* 

^ ^ I b id . ,  p . 5 3 .

Z^ibid.

Z ^ Ib id .,  p . 54.

A rch ie  B. C a r ro l l ,  "A T h ree-D im ensional C oncep tual 
Model o f  C o rp o ra te  P e rfo rm an ce ,"  Academy o f  Management 
Review 4 , No. 4 (O ctober 1979)* p . 497•
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P r o f i t  M axim ization  

In  an  e f f o r t  to  e x p la in  th e  m e r i ts  o f  c o rp o ra te  g iv in g  

in  te rm s o f  p r o f i t  m ax im iza tion  v e rs u s  s o c ia l  r e s p o n s i b i l i t y ,  

i t  i s  n e c e s s a ry  to  d is c u s s  th e  d i f f e r e n t  i n t e r p r e t a t i o n s  o f  

p r o f i t  m ax im iz a tio n . The d i f f e r e n t  i n t e r p r e t a t i o n s  o f  p r o f i t  

m ax im iza tion  a r e  grouped in to  th r e e  c a te g o r ie s ,  th e  ou tlaw  

firm , th e  s h o r t - r u n  m axim izer and th e  lo n g -ru n  p r o f i t  m axi­

m izer o r  th e  w e a lth  m ax im izer. S o c ia l  r e s p o n s i b i l i t y  w i l l  be 

d e f in e d  in  te rm s o f  th e s e  th r e e  c a te g o r i e s .  The v a r io u s  

p h i lo s o p h ie s  o f  c o rp o ra te  g iv in g  w i l l  b e  e v a lu a te d  in  term s o f  

p r o f i t  m ax im iza tio n  and s o c i a l  r e s p o n s i b i l i t y  a s  i t  i s  d e f in e d  

in  th e  fo llo w in g  exam ples.

Outlaw C o rp o ra tio n s  

The o u tlaw  c o rp o ra t io n  i s  d e s c r ib e d  a s  a  c o rp o ra t io n  

t h a t  c o v e rs  o n ly  th o se  c o s ts  t h a t  a re  e s s e n t i a l  to  a  l e v e l  o f  

p ro d u c tio n  f o r  a  l im i te d  p e r io d .  The s h o r t e r  th e  p e r io d  th e  

g r e a t e r  th e  p o s s i b i l i t y  o f  c u t t i n g  c o s t s .  The extrem e case  

m ight even a llo w  f o r  nonpayment f o r  raw  m a te r ia ls  p u rchased  

on c r e d i t .  The o u tlaw  f irm  v i o l a t e s  th e  "code o f  e th i c s ."

T h is  f irm  w i l l  p u rsu e  any m ethod a v a i la b le  to  in c re a s e  p ro ­

f i t s .  An exam ple o f  an o u tlaw  f irm  i s  a  used  c a r  d e a le r  vdio 

changes lo c a t io n  and b u s in e s s  name e v e ry  s ix  m onths. T his 

extrem e d e s c r ip t io n  o f  th e  p r o f i t  m axim izer i s  used  to  win 

su p p o r t f o r  c h a r i t a b l e  g iv in g  a s  a  p a y o ff  f o r  " c o rp o ra te  s in "  

a s  opposed to  th e  m e r its  o f  g iv in g .
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Short-R un M axim izers 

S h o r t- ru n  m axim izers a r e  s im i la r  to  th e  o u tlaw s ex cep t 

th e y  conform , to  some d e g re e , to  th e  r u l e s  o f  s o c ie ty  o r  th e  

"code o f  e th i c s . "  However, a t t e n t i o n  i s  c e n te re d  on th e  

p re s e n t  and n e a r  f u tu r e  in  te rm s o f  p r o f i t  m ax im iza tio n .

T h is f irm  m igh t r e j e c t  a  h ig h ly  p r o f i t a b l e  p r o j e c t  i f  i t  

r e q u ire d  h ig h  s t a r tu p  c o s ts  o r  a  lo n g  c o n s t r u c t io n  o r  d ev e lo p ­

ment p e r io d  b ecause  o f  th e  r e s u l t i n g  e f f e c t s  on th e  c u r r e n t  

p e r io d 's  incom e. An example o f  a  s h o r t - r u n  m axim izer i s  one 

t h a t  d e l i b e r t l y  lo w e rs  th e  q u a l i t y  o f  t h e i r  p ro d u c t. I f  th e  

r e d u c t io n  in  q u a l i ty  ta k e s  s e v e r a l  y e a r s  to  d e te c t ,  c u r r e n t  

p r o f i t s  w i l l  be in c re a s e d  a t  th e  expense o f  lo n g -ru n  p r o f i t s .  

Again th e  d e s c r ip t io n  o f  th e  s h o r t - ru n  p r o f i t  m axim izer empha­

s i z e s  th e  n e g a tiv e  c h a r a c t e r i s t i c s  o f  th e  c o rp o ra t io n  to  win 

su p p o rt f o r  g iv in g .  In  th e  c a s e s  o f  th e  ou tlaw  f irm  and th e  

s h o r t - ru n  m axim izer, th e  p u rp o se  o f  th e  i n t e r p r e t a t i o n  i s  to  

j u s t i f y  su p p o rt f o r  g iv in g .

Long-Run M axim izers 

The lo n g -ru n  m axim izer does n o t  s a c r i f i c e  f u tu r e  p ro ­

f i t s  f o r  c u r r e n t  p r o f i t s  i f  th e  p re s e n t  v a lu e  o f  th e  f irm  i s  

d e c re a se d . T h is ty p e  o f  c o rp o ra t io n  w i l l  n o t  c u t  c u r r e n t  

c o s ts  to  in c re a s e  c u r r e n t  p r o f i t s  i f  th e  p re s e n t  v a lu e  o f  

lo s s e s  in  f u tu r e  rev e n u es  p lu s  th e  p r e s e n t  v a lu e  in  f u tu r e

in c re a s e d  c o s t s  exceed th e  c u r r e n t  g a in .  T h is i s  in te r p r e te d  

to  be th e  "p h ilo so p h y "  o f  th e  lo n g -ru n  m axim izing c o rp o r a t io n .
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The lo n g -ru n  m axim izer i s  a  f irm  vAiose d e c is io n s  a r e  b a sed  

on p r o f i t a b i l i t y  m easured  by a  p r e s e n t  v a lu e  a p p ro a ch . The 

s u p p o r te rs  o f  t h i s  d e f i n i t i o n  o f  p r o f i t  m ax im iza tion  a re  

d iv id e d  in to  th r e e  g ro u p s .

The f i r s t  g roup  su g g e s ts  t h a t  u nder t h i s  i n t e r p r e t a t i o n , 

a  f irm  c o u ld  s t i l l  d e c id e  to  a c c e p t  a  p r o f i t a b l e  p r o j e c t ,  

even though p o t e n t i a l l y  h a rm fu l e f f e c t s  may r e s u l t  and  even 

though th e r e  i s  a  nonharm fu l a l t e r n a t i v e  a v a i l a b l e .  The harm­

f u l  p r o je c t  w i l l  be  u n d e rta k e n  i f  th e  c o s t  o f  p ay in g  c la im s 

a r i s in g  from  th e  h a rm fu l e f f e c t s  i s  l e s s  th a n  th e  o p p o r tu n ity  

c o s t  o f  th e  nonharm fu l a l t e r n a t i v e  p r o j e c t .  I t  i s  assum ed 

t h a t  th e  a c tu a l  c o s t  o f  th e  h a rm fu l e f f e c t s  i s  g r e a t e r  th an  

th e  c la im s p a id ,  c a u s in g  s o c ie ty  to  b e a r  a  p a r t  o f  th e  t o t a l  

c o s t .  T h is  f irm  would s t i l l  be  m axim izing p r o f i t s  i n  term s 

o f  p re s e n t  v a lu e .

The second  and t h i r d  g ro u p s r e j e c t  t h i s  f e a tu r e  o f  

lo n g - ru n  p r o f i t  m ax im iz a tio n . T h e ir  lo n g -ru n  p r o f i t  m axim izer 

i s  a  c o rp o ra t io n  t h a t  u se s  r e s o u rc e s  in  a  way t h a t  in c r e a s e s  

th e  w ealth  o f  s h a re h o ld e rs  to  th e  g r e a t e s t  e x te n t ,  a s  m easured 

by th e  i n t e r a c t io n  o f  th e  fo rc e s  o f  su p p ly  and demand in  a 

c o m p e tit iv e  m ark e t. The w e a lth  m axim izing c o rp o ra t io n  ab so rb s 

a l l  known c o s t s  in  th e  p ro d u c tio n  and s a le  o f  t h e i r  p ro d u c t. 

T h is  f irm  c o n t r ib u te s  a  p ro d u c t o f  g r e a t e r  v a lu e  th a n  th e  

v a lu e  o f  any a l t e r n a t i v e  p ro d u c t , in c lu d in g  th e  a l t e r n a t i v e  

o f  n o t p ro d u c in g  th e  p ro d u c t a t  a l l .  The d i f f e r e n c e  betw een
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th e  second  and t h i r d  g ro u p s a re  t h e i r  a t t i t u d e  tow ards th e  

b e n e f i t s  o f  g iv in g .  The second  group  b e l ie v e s  g iv in g  can  

in c re a s e  lo n g - ru n  p r o f i t s .  The t h i r d  group does n o t  b e l ie v e  

t h a t  g iv in g  can  in c r e a s e  lo n g -ru n  p r o f i t s .  They c o n s id e r  

c o rp o ra te  g iv in g  p h i la n th r o p ic ,  an e x p e n d itu re  t h a t  sh o u ld  

be made by s h a re h o ld e rs  n o t  management.

S o c ia l  R e s p o n s ib i l i ty

In  th e  a r e a  o f  c o rp o ra te  g iv in g , s o c ia l  r e s p o n s i b i l i t y  

h a s  been  e x p re sse d  in  te rm s  o f  p r o f i t  m ax im iza tio n . C o rp o ra te  

s o c ia l  r e s p o n s i b i l i t y  g e n e r a l ly  in c lu d e s  th e  n eed  f o r  th e  f irm  

to  d o n a te  a s  com pensa tion  f o r  th e  p ro d u c tio n  c o s t s  s o c ie ty  

h a s  a b so rb ed  t h a t  sh o u ld  have  been p a id  by th e  f i rm . S in ce  

th e  amount o f  th e s e  c o s t s  v a ry , depending  on th e  d e f i n i t i o n  

o f  p r o f i t  m ax im iza tio n  and a ls o  th e  c o s t s  a s s o c ia te d  w ith  

i n t e r n a l  and e x te r n a l  s o c i a l  r e s p o n s i b i l i t y ,  t h e r e  i s  a  la c k  

o f  any common b a s i s  f o r  u s e f u l  com m unication. S o c ia l  re sp o n ­

s i b i l i t y  in  t h i s  p a p e r  w i l l  be  d e f in e d  in  te rm s o f  th e  lo n g -  

run  m ax im izer. S o c ia l  r e s p o n s i b i l i t y  i s  th e  o b l ig a t io n  o f  

m anagers to  make e x p e n d itu re s  in  a  manner c o n s i s t e n t  w ith  th e  

g o a l o f  m axim izing  s h a re h o ld e r  .w e a lth .

The f a i l u r e  to  p ro p e r ly  d i s t in g u is h  betw een  s h o r t - r u n  

and lo n g -ru n  p r o f i t  m ax im iza tio n  and th e  common usage o f  th e  

term  s o c i a l  r e s p o n s i b i l i t y  h a s  r e s u l te d  in  d i f f e r e n t  v iew s a s  

to  b o th  th e  form  and th e  l e v e l  o f  c o rp o ra te  g iv in g  in  th e
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U n ite d  S t a t e s .  The fo llo w in g  i s  an  a tte m p t to  summarize th e  

d is c u s s io n  o f  th e s e  v iew s o f  c o rp o ra te  g iv in g .

S o c ia l  R e s o o n s ih i l i tv  C o n tra ry  to  
P r o f i t  M axim ization

The Extreme View

C o rp o ra tio n s  sh o u ld  g iv e  to  a l l e v i a t e  th e  needs o f  th e

s o c ie ty  in  w hich th e y  o p e ra te ,  even i f  t h i s  g iv in g  i s  c o n tra ry
28to  m axim izing th e  w ea lth  o f  th e  s h a r e h o ld e r s .  C o rp o ra te  

g iv in g  shou ld  be b a sed  on th e  "needs'* o f  s o c ie ty  and th e  a b i l ­

i t y  o f  th e  c o rp o ra t io n  to  g iv e .  The a b i l i t y  o f  th e  c o rp o ra ­

t io n  to  g iv e  sh o u ld  be de te rm in ed  w ith o u t r e f e r e n c e  to  th e  

demands o f  th e  s h a re h o ld e r s .  The c o r p o r a t io n 's  p ro p e r  r o le  

i s  to  maximize th e  w ea lth  o f  th e  s o c ie ty  in  which i t  o p e r a te s .  

T h is group u se s  th e  te rm  " p r o f i t  m ax im ization" a s  i t  i s  de­

f in e d  in  th e  s h o r t - r u n .  F irm s in  t h i s  s e t t i n g  a re  e i t h e r  o u t­

law  c o rp o ra t io n s  o r  s h o r t - ru n  m ax im izers . C o rp o ra te  g iv in g

pQ
For f u r t h e r  d is c u s s io n  o f  t h i s  v iew  se e :  Emerson P.

Andrews, "On B u s in e ss  and P h i la n th ro p y ,"  B u rro u g h s_ C learin g  
House (March 1 9 7 2 ): pp . 22-23; K e ith  D av is, "The Case F o r
and A g a in s t B u s in e s s  A ssum ptions o f  S o c ia l  R e s p o n s ib i l i t i e s ,"  
Academv o f  Management J o u rn a l  l 6 . No. 2 (June  19&3): PP* 312-
22; R ich ard  E e l l s ,  "A P h ilo so p h y  f o r  C o rp o ra te  G iv in g ,"  The 
C onference  B oard  Record 5» No. 1 (Ja n u a ry  1968): pp . 14 -18 ;
A lf re d  C. N ea l, "A More R a tio n a l  B a s is  f o r  N o n -P ro f it  
A c t i v i t i e s , "  The C onference B oard R ecord 5* No. 1 (Ja n u a ry  
1968) :  pp . 5 -7 ; and M arkley R o b e r ts , "C o rp o ra te  R e s p o n s ib i l i ty
—A G oal f o r  th e  1 9 8 0 's , "  AFL-CIO Am erican F e d e r a t io n i s t  8 6 ,
No. 11 (November 1979): p p . 8 -1 1 .

^ ^ T u m er, "The S o c ie ta l  R o le ,"  p . 12.
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i s  n e c e s s a ry  to  a to n e  f o r  th e  u n d e s ir a b le  r e s u l t s  cau sed  by 

th e  "m axim izing" c o rp o ra t io n .  T h is  v iew  le a d s  to  th e  im pres­

s io n  t h a t  th e  f r e e  e n te r p r i s e  system  does n o t p ro v id e  a c c e p t­

a b le  r e s u l t s ,  li/hile t h i s  may o r  may n o t  be t r u e ,  t h i s  group 

does n o t  ad v o ca te  th e  ab o lish m en t o f  th e  f r e e  e n te r p r i s e  

sy s te m . They on ly  w ant to  in te r c e d e  in  o rd e r  to  in c re a s e  

c o rp o ra te  g iv in g .

Such an  extrem e v iew  a p p e a rs  to  be  s h o r t - s ig h te d .  Cer­

t a i n l y  to  e x t r a c t  a l l  p r o f i t  from  c o rp o ra tio n s  in  o rd e r  to  

p rom ote  th e  needs o f  s o c ie ty  w ould r e s u l t  in  s h o r t - ru n  in ­

c r e a s e s  in  c o rp o ra te  g iv in g .  B ut th e  lo n g -ru n  consequences 

in  th e  in v es tm en t s e c to r  would o f f s e t  th e  s h o r t - ru n  g a in s  and 

end th e  c o rp o ra te  form o f  b u s in e s s  e n te rp r is e .^ ®  W ith no 

p ro s p e c t  f o r  s h a re h o ld e r  p r o f i t ,  c o rp o ra te  s to c k  would become 

w o r th le s s  and e x te rn a l  in v e s tm e n t would c e a se .^ ^  For a  c o r ­

p o r a t io n  to  c o n tin u e  to  e x i s t ,  i n t e r n a l  funds have to  be  g r e a t  

enough to  r e p la c e  e x i s t in g  a s s e t s  a s  th ey  wear o u t .  W ith 

r i s i n g  rep lacem en t c o s t s  from b o th  te c h n o lo g ic a l  advancem ents 

and i n f l a t i o n ,  th e  p ro s p e c t  o f  m a in ta in in g  th e  a s s e t  b a se  

a p p e a rs  s l i g h t .  C u rre n t c o rp o ra te  ta x  law s p ro v id e  an  a d d i­

t i o n a l  c o m p lic a tio n . Revenues s e t  a s id e  to  co v er in c r e a s e s  

in  re p la ce m e n t c o s t  due to  i n f l a t i o n a r y  a f f e c t s  a re  n o t  deduc­

t i b l e  a s  a  b u s in e s s  ex p en se . Any h o ld in g  g a in s  n e c e s s a ry  fo r

^®Mayer, "Managements S o c ia l  R e s p o n s ib i l i ty ,"  p .  55* 
^ I b i d . , p . 5 6 .
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rep la ce m e n t m ust be  sh a red  w ith  th e  governm ent. T h is would 

cause  a  g ra d u a l  d e te r io r a t i o n  o f  c o rp o ra te  a s s e t s  to  a  p o in t  

vrtiere c o n tin u e d  o p e ra tio n  would c e a s e .

Tem porary r e l i e f  from  th e s e  consequences c o u ld  be 

p ro v id e d  by a c c e le r a te d  d e p re c ia t io n  methods and in v es tm en t 

c r e d i t .  Cash flo w  cou ld  in c r e a s e  due to  a llo w a b le  w r i t e - o f f s  

ex ceed ing  economic d e p re c ia t io n  in  th e  e a r ly  y e a r s  o f  th e  

a s s e t .  T h is  s h ie ld e d  cash  flow  c o u ld  be used  to  p ro v id e  a d d i­

t i o n a l  d e p re c ia b le  a s s e t s .  The new a s s e t s  p ro v id e  in v e s tm e n t 

c r e d i t  b e n e f i t s  and  a c c e le r a te d  d e p re c ia t io n  a g a in  in c r e a s e s  

cash  flow  f o r  a d d i t io n a l  in v e s tm e n t. The p e rp e tu a t io n  o f  t h i s  

p ro c e ss  depends on cash in f lo w  g e n e ra te d  by p ro d u c t s a l e s  p ro ­

duced by th e  new ly a c q u ire d  equ ipm en t. U n w illin g n e ss  o r  i n ­

a b i l i t y  o f  th e  m arke t to  a b so rb  an e v e r  in c re a s in g  q u a n t i ty  

o f  a  p ro d u c t l i m i t s  t h i s  m ethod o f  p o stp o n in g  th e  e v e n tu a l  

d e t e r io r a t i o n  o f  th e  c o rp o ra t io n .

The M o d ified  View 

An extrem e v iew  would le a d  to  n a t io n a l i z a t i o n  o f  c o r ­

p o r a t io n s  which i s  in c o n s is te n t  w ith  a  f r e e  e n te r p r i s e  s o c ie ty .  

The m o d if ie d  v iew  would have governm ent l e g i s l a t e  some minimum 

l e v e l  o f  c o rp o ra te  g iv in g . One su g g e s te d  l e v e l  i s  th e  p r e s e n t  

maximum a llo w a b le  ta x  d e d u c tio n  o f  5 p e rc e n t^ ^  o f  p r e ta x

^^The f iv e  p e rc e n t  l i m i t a t i o n  was in c re a s e d  to  te n  
p e rc e n t  in  1981 .
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I n c o m e . T h i s  m ethod would in  e sse n c e  h e  a  change in  c o r ­

p o ra te  t a x e s .  The r e s u l t i n g  new t a x  w ould p e rm it "g iv in g "  

to  th o se  c h a r i t a b l e  o rg a n iz a t io n s  ch o sen  by th e  c o rp o r a t io n .  

T h is  sim p le  approach  would be h ig h ly  b e n e f i c i a l  to  c h a r i t a b l e  

o rg a n iz a t io n s  and w ould in c re a s e  g iv in g  f i v e  f o ld .  B ut i t  

i s  u n l ik e ly  to  be a c c e p ta b le  to  th e  o t h e r  p a r t i e s  in v o lv e d . 

In c re a s e d  c o rp o ra te  g iv in g  to  c h a r i t i e s  would be a t  th e  

expense o f  some o r  a l l  th e  o th e r  g ro u p s .

L e g is la t in g  c o rp o ra te  g iv in g  h ig h e r  th an  th e  p re s e n t  

l e v e l  would have th e  same e f f e c t  a s  an  in c re a s e  in  income 

t a x e s .  In  a d d i t io n ,  s in c e  t h i s  ap p ro ach  ta x e s  o n ly  c o rp o ra ­

t i o n s ,  th e  change w ould have two im m edia te  s id e  e f f e c t s :

(1) A movement from  th e  c o rp o ra te  form  o f  b u s in e s s  and  a  

movement from  c o rp o ra te  e q u ity  s e c u r i t i e s ,  and ( 2 ) to  th e  

d eg ree  t h a t  c h a r i t a b l e  o rg a n iz a t io n s  sp en d in g  p a t t e r n s  d i f f e r ,  

th e  change in  c o rp o ra te  spend ing  b e c a u se  o f  th e  e x t r a  ta x  

would change th e  d i s t r i b u t i o n  o f  w e a lth  i n  th e  s o c ie ty .

C o rp o ra te  S o c ia l  R e s p o n s ib i l i tv _ is  to  Maximize 
P r o f i t s  Which E xcludes C o rp o ra te  G iv ing

A c o r p o r a t io n 's  s o c ia l  r e s p o n s i b i l i t y  i s  to  m axim ize 

p r o f i t s . 3^ C o rp o ra te  g iv in g  i s  assum ed to  be a l t r u i s t i c .

3 % en n e th  N. D ayton, "The Case F o r C o rpo ra te  
P h i la n th ro p y ,"  V i t a l  Speeches 56 , No. 20 (August 1 , 1980): 
p .  619.

3^Por fu r-ü ie r  d is c u s s io n  o f  t h i s  p o in t  o f  v iew , se e : 
A rch ie  B . C a r r o l l ,  "A T hree-D im ensiona l C oncep tual Model o f
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A ltru ism  in  t h i s  se n se  means t h a t  th e  c o s t  o f  g iv in g  p ro v id e s

no r e t u r n  o r  b e n e f i t .  M ilto n  Friedm an, a  le a d in g  p ro p o n en t,

e :qp lains t h i s  v iew  a s  fo llow s*

The b e s t  way c o rp o ra t io n s  can be  u sed  to  accom plish  
s o c i a l  g o a ls  i s  (a) by fo rc in g  them to  com pete so th e y  
d o n 't  have th e s e  m o n o p o lis tic  p r o f i t s  to  th row  around  
and  (b) by s e t t i n g  up r u le s  so th e y 'v e  g o t  to  pay f o r  
r e s o u rc e s  th e y  u se  and charge  f o r  th e  goods they  
d i s t r i b u t e .35

D avid Novick a ls o  a g re e s  w ith  t h i s  c o n c e p t.

The m ost e f f i c i e n t  u se  o f  c o rp o ra te  r e s o u rc e s ,  t h a t  
w hich p roduces th e  g r e a t e s t  n e t  p r o f i t  f o r  i t s  s h a re ­
h o ld e r s ,  a ls o  c r e a te s  th e  maximum b e n e f i t  f o r  a l l  o f  
s o c ie ty .  In  t h i s  v iew  th e r e f o r e ,  p r o f i t  i s  th e  m easure 
o f  th e  e x te n t  to  w hich th e  c o rp o ra t io n  i s  d isc h a rg in g  
i t s  s o c ia l  r e s p o n s i b i l i t i e s . 36

Friedm an a ls o  s t a t e s  t h a t :

In  a  f r e e  e n te r p r i s e  p r i v a t e  p ro p e r ty  sy stem , a  c o rp o ra ­
t i o n  e x e c u tiv e  i s  an  employee o f  th e  ow ners o f  th e  b u s i ­
n e s s .  He h a s  d i r e c t  r e s p o n s i b i l i t y  to  h i s  em ployers. 
T h a t r e s p o n s i b i l i t y  i s  to  conduct th e  b u s in e s s  in  
acco rd an ce  w ith  t h e i r  d e s i r e s ,  which g e n e r a l ly  w i l l  be

C o rp o ra te  P e rfo rm an ce ,"  Academy o f  Jlanagem ent Review 4 , No. 4 
(O cto b er 1979)* p p . 497-505*. J i l l  C ra b tre e , " R e ta i l in g  and 
C o rp o ra te  G iv in g ,"  S to re s  6o , No. 11 (November 1978): p p . 32-
34; S an d ra  L . Holm es, "E x e c u tiv e  P e rc e p tio n s  o f  C o rp o ra te  
S o c ia l  R e s p o n s ib i l i ty ,"  B u s in e ss  H o rizo n s  15 , No. 3 (June 
1976)* p p . 3^-40; and " I s  S o c ia l  R e s p o n s ib i l i ty  a  N ecessary  
Component o f  C o rp o ra te  P o l ic y  Making?" F o rtu n e  8 8 , No. 5 
(November 1973)* P* 56 .

^ % i l to n  Friedm an d e b a tin g  E l i  G o ld sto n , sponso red  by 
th e  Urban R esearch  C o rp o ra tio n  in  c o o p e ra tio n  w ith  CNA 
F in a n c ia l ,  Cummins E ng ine , Johnson  P ro d u c ts  and P o la ro id , and 
r e p o r te d  in  " I s  S o c ia l  R e s p o n s ib i l i ty  a  N ecessa ry  Component 
o f  C o rp o ra te  P o l ic y  Making?" F o rtu n e  8 8 , No. 5 (November 
1973)» p . 56.

^^N ovick, " C o s t-B e n e f i t  A n a ly s is ,"  p . 6 3 .
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to  make a s  much money a s  p o s s ib le  w h ile  conform ing  to  
th e  b a s ic  r u l e s  o f  s o c i e ty ,  b o th  th o se  em bodied in  law  
and th o se  embodied in  e t h i c a l  custom . . . I n  so f a r  a s  
h i s  a c t io n s  in  acco rd  w ith  h i s  " s o c i a l  r e s p o n s ib i l i t y "  
red u c e  r e tu r n s  to  s to c k h o ld e r s ,  he  i s  sp en d in g  t h e i r  
money. I n s o f a r  a s  h i s  a c t io n s  r a i s e  th e  p r i c e  to  
c u s to m e rs , he  i s  spend ing  th e  c u s to m ers ' money. In so ­
f a r  a s  h i s  a c t io n s  lo w er th e  wages o f  some em ployees, 
he i s  spend ing  t h e i r  m o n e y . 37

S o c ia l  R e s p o n s ib i l i ty  i s  to  Maximize P r o f i t s  
Which R eq u ire s  C o rp o ra te  G iv ing

The economic th e o ry  o f  th e  m an ag er 's  r o l e  in  o p e ra t in g  

th e  c o rp o ra t io n  i s  th e  same a s  th e  p re v io u s  view  w ith  one 

m ajo r e x c e p tio n . T h is  g roup b e l i e v e s  t h a t  c o rp o ra te  g iv in g  

i s  n o t  a l t r u i s t i c ,  b u t  p ro v id e s  b e n e f i t s  to  th e  c o rp o ra t io n  

g r e a t e r  th a n  th e  c o st.^®  S o c ie ty  e x p e c ts  b u s in e s s e s  to  p e r ­

form  a  v a r i e t y  o f  s o c ia l  s e r v ic e s  and th e  c o rp o ra t io n  must 

perfo rm  th e s e  s e r v ic e s  i f  i t  e x p e c ts  to  maximize p r o f i t s  in

^^M ilton  F riedm an, C a p ita l is m  and Freedom (C hicago: 
U n iv e rs i ty  o f  Chicago P re s s ,  1 9 6 3 ) : pp.  13-14; r e p r in t e d  in  
K e ith  D a v is , "The Case For and A g a in s t ,"  p .  318.

3^Por a  f u r t h e r  d is c u s s io n  o f  t h i s  p o in t  o f  v iew , se e : 
A rch ie  B . C a r r o l l ,  "A T hree-D im ensional C oncep tual Model o f  
C o rp o ra te  P e rfo rm an ce ,"  Academv o f  Management Review 4 , No.
4 (O ctober 1979)* p p . ^97-505 ; " I s  S o c ia l  R e s p o n s ib i l i ty  a  
N ecessary  Component o f  C o rp o ra te  P o lic y  Making?" F o rtu n e  88, 
No. 5 (November 1973) * P» 56,* Raymond M ayer, "Managements 
S o c ia l  R e s p o n s ib i l i ty :  P r o f i t  M ax im iza tio n ,"  S.A .M .
Advyiced Management J o u rn a l  35» No. 1 (Ja n u a ry  1 9 7 0 ): pp .
53-60; D avid N ovick, "C ost B e n e f i t  A n a ly s is  and S o c ia l  
R e s p o n s ib i l i ty ,"  B u s in e ss  H o riz o n s  16, No. 5 (O c to b er 1973)* 
pp . 63-72 ; and David P ack ard , "C o rp o ra te  S uppo rt o f  P r iv a te  
U n i v e r s i t i e s , "  F in a n c ia l  E x e c u tiv e  42, No. 3 (March 1974): 
p p . 30- 35*
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th e  l o n g - r u n . A s  a r e s u l t  o f  th e  s o c ia l  s e rv ic e s  p ro v id ed  

by th e  c o rp o ra t io n , th e  community i s  a  b e t t e r  p la c e  to  con­

d u c t b u s in e s s .  R e c ru itin g  h ig h  q u a l i ty  l a b o r  w i l l  be  e a s i e r ,  

crim e w i l l  be  reduced  r e q u i r in g  few er ta x e s  to  be sp e n t on 

law  en fo rcem en t, e tc .

T h is v iew  su g g e s ts  t h a t  " c o rp o ra te  g iv in g "  i s  in  f a c t  

an e x p e n d itu re  f o r  f a c t o r  goods which enhance p r o f i t s  above 

th e  l e v e l  t h a t  would o ccu r w ith o u t th e  e x p e n d itu re . The f a c t  

t h a t  b e n e f i t s  may be in ta n g ib le  o r  i n d i r e c t  does n o t  n e g a te  

t h e i r  e x is te n c e .  G oodw ill i s  an example o f  one b e n e f i t  t h a t  

may a r i s e  from  c o rp o ra te  g iv in g .  G oodw ill i s  d i f f i c u l t  to  

i s o l a t e  f o r  m easurem ent, and even i f  i t  i s  q u a n t i f i a b l e ,  a c ­

t io n s  o th e r  th a n  c o rp o ra te  g iv in g  may have c o n tr ib u te d  to  

i t s  v a lu e .

O ther b e n e f i t s  o f  c o rp o ra te  g iv in g  t h a t  a re  d i f f i c u l t  

to  m easure, b u t  ap p ea r to  be p r e s e n t  a r e :  (1) e d u c a tio n a l

c o n tr ib u t io n s  which make i t  p o s s ib le  f o r  em ployees to  a c q u ire  

h ig h e r  l e v e l s  o f  p r o f e s s io n a l  t r a in in g ,  (2) e d u c a tio n a l  con­

t r i b u t i o n s  u sed  fo r  re s e a rc h  t h a t  im proves c o rp o ra te  tech n o ­

lo g y , (3) c o n tr ib u t io n s  to  th e  a r t s  vrtiich p ro v id e  a  b e t t e r  

c u l t u r a l  environm ent f o r  em ployees, custom ers and o th e r s .  

T hese b e n e f i t s  a re  b e l ie v e d  to  be  g r e a te r  th a n  th e  c o s t  and 

n e c e s sa ry  in  o rd e r  f o r  th e  c o rp o ra t io n  to  maximize p r o f i t s .

^^D avis, "The Case F o r ,"  p . 313* 

^ ° I b id .
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C o rp o ra te  G iv ing  i s  N ecessary  to  P re se rv e  
a  P l u r a l i s t i c  S o c ie ty

P l i i r a l i s t s ^ ^  b e l ie v e  t h a t  a  number o f  g roups shou ld
2io

make th e  d e c is io n s  c o n ce rn in g  s o c ia l  p rob lem s. S u p p o rte rs  

f e e l  t h a t  c o n c e n tr a t io n  o f  power i s  a  t h r e a t  to  f r e e  i n s t i ­

tu t io n s  in c lu d in g  f r e e  e n te r p r i s e  i n s t i t u t i o n s . ^ ^  They assume 

t h a t  i t  i s  d e s i r a b le  to  m axim ize th e  economic freedom s o f  th e  

in d iv id u a l  members o f  s o c ie ty ,  and t h a t  economic freedom  i s  

p r e s e n t  when th e re  a r e  a l t e r n a t i v e s .  The c o rp o ra t io n  i s  

one group  a lo n g  w ith  th e  c h u rch , th e  s t a t e ,  and th e  in d iv id u a l  

w ith  b o th  th e  r e s p o n s i b i l i t y  and th e  pow er to  h e lp  so lv e  s o c i a l  

p rob lem s. I f  c o rp o ra t io n s  do n o t a c c e p t t h e i r  r e s p o n s i b i l i t y ,  

o th e r  g ro u p s w i l l  s t e p  in  to  assume th o s e  r e s p o n s i b i l i t i e s
kc

and th e  power t h a t  goes w ith  them .

F o r f u r t h e r  d is c u s s io n  o f  th e  p l u r a l i s t i c  v ie w p o in t, 
see* McGeorge Bundy, " P r iv a te  I n s t i t u t i o n s  in  th e  P u b lic  
S e rv ic e ,"  F in a n c ia l  E x ecu tiv e  42 , No. 3 (March 1974)* pp . 36-  
44; K e ith  D av is, "The Case F or and A g a in s t B u sin e ss  A ssum ptions 
o f  s o c ia l  R e s p o n s ib i l i t i e s , "  Academy o f  Management J o u rn a l  16 , 
No. 2 (Ju n e  1973)* pp . 312-22; K enneth N. Dayton, "An 
O p t im is t 's  C h a llen g e  to  th e  Ind ep en d en t S e c to r ,"  T ru s ts  and 
E s ta te s  119, No. 12 (December 1980): p p . 19-21; P a u l F . H aas ,
"The C o n f l ic t  Between P r iv a te  and S o c ia l  R e s p o n s ib i l i ty ,"
Akron B u s in e ss  and Economic Review 10, No. 2 (Summer 1979)* 
pp . 33- 3 8 ; and John  H. W atson, I I I ,  "C o rp o ra te  C o n tr ib u t io n s  
P o l ic y ,"  The C onference B oard Record 4 , No. 6 (Ju n e  I 967) :  
p p . 1 2 -1 4 ,

^ ^ E e l l s ,  "A P h ilo so p h y ,"  p .  14 .

^^Andrews, "On B u s in e s s ,"  p . 2 3 .

^ M a y e r , "Managements S o c ia l  R e s p o n s ib i l i ty ,"  p . 54

^ ^D av is , "The Case F o r ,"  p . 314.
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C o rp o ra te  c o n tr ib u t io n s  a ls o  p ro v id e  f o r  more c r e a t i v e

g iv in g .  The c o rp o ra t io n  i s  more s e n s i t i v e  to  a  change in

s o c i e t y 's  norms and r e a c t s  more q u ic k ly  to  change th a n  a

governm ent ag ency . C o rp o ra tio n ^  m eet th e  n eed s o f  s o c ie ty

w ith o u t a t t a c h in g  a l l  th e  c o n s t r a i n t s  c h a r a c t e r i s t i c  o f  g o v em -

ment a g e n c ie s .

The F i l e r  Commission r e p o r t in g  on p r i v a t e  p h i la n th ro p y

and p u b l ic  needs s t a t e d  th e  fo llo w in g :

. . .  no s in g le  i n s t i t u t i o n a l  s t r u c tu r e  sh o u ld  e x e r c is e  
a  monopoly on f i l l i n g  p u b lic  n e e d s ; t h a t  r e l i a n c e  on 
governm ent a lo n e  to  f i l l  such n eed s  n o t  o n ly  s a p s  th e  
s p i r i t  o f  in d iv id u a l  i n i t i a t i v e  b u t  r i s k s  making human 
v a lu e s  s u b s e rv ie n t  to  i n s t i t u t i o n a l  o n es , in d iv id u a l  
and  community p u rp o ses  s u b o rd in a te  to  b u re a u c r a t ic  con­
v e n ie n c e  o r  a u th o r i t a r i a n  d i c t a t e s .  Thus th e  t h i r d  
s e c t o r s '  r o l e  a s  an a d d i t io n  to  governm ents, h a s  p o s­
s i b l y  n e v e r  been  more im p o r ta n t ,  th e  b a s ic  r a t i o n a l e  
o f  th e  t h i r d  s e c to r  in  th e  p h ilo so p h y  o f  p lu r a l is m  h a s  
p o s s ib ly  n e v e r  been more p e r t i n e n t .

R e c ip ie n ts  n eed  to  h av e  more th a n  one e x te r n a l  donor to  

be t r u l y  in d ep en d en t p r iv a t e  i n s t i t u t i o n s .  D onations n eed  to  

be c o l l e c t e d  from  s e v e ra l  so u rc e s  to  remove th e  t h r e a t  o f  

d o m in a tio n  by th e  p h ilo so p h y  o f  one s p e c ia l  i n t e r e s t .  And 

funds p ro v id e d  by  governm ent b u d g e ts  v a ry  on a  t im e ta b le  t h a t  

may d i f f e r  from th e  needs o f  th e  r e c i p i e n t s .

^ ^ I b id .

^ ^ P i l e r  Commission R e p o rt, "G iv ing  in  A m erica: Toward
a  S tro n g e r  V o lu n ta ry  S e c to r ,  The R epo rt o f  th e  F i l e r  Commission 
on P r i v a t e  P h ila n th ro p y  and P u b lic  N eeds: A Summary," T ru s ts
and E s ta te s  (F eb ru ary  1976): p . 85 .

^®Bundy, " P r iv a te  I n s t i t u t i o n s , "  p . 38.
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Tax D evelopm ents

A ttem pts to  p ro v id e  f o r  c o rp o ra te  ta x  d e d u c tio n s  f o r

c o n tr ib u t io n s  w ere r e j e c te d  in  1918 and 1921 by th e  C ongress

even though d e d u c tio n s  f o r  in d iv id u a l  g iv in g  had  been  a llo w ed

by § 121(2) o f  th e  Revenue A ct o f  1 9 1 ? .^^  A d e d u c tio n  f o r

c o rp o ra te  g iv in g  was n o t  p ro v id e d  u n t i l  th e  Revenue Act o f

1935 in  § 2 3 ( r ) D e d u c t i o n s  were a llo w ed  f o r  g i f t s  to  o r

f o r  th e  u se  o f :

. . .  a  c o rp o ra t io n ,  t r u s t ,  community c h e s t ,  funds o r  
fo u n d a tio n s , c r e a te d  and  o p e ra te d  e x c lu s iv e ly  f o r  r e l i ­
g io u s , c h a r i t a b l e ,  s c i e n t i f i c ,  v e te ra n s  g ro u p s , l i t e r ­
a ry ,  o r  e d u c a tio n a l  p u rp o se s  o r  f o r  th e  p re v e n tio n  o f  
c r u e l ty  to  c h i ld r e n  i f  th e y  a re  o rg a n iz e d  u n d e r th e  law s 
o f  th e  F e d e ra l ,  S ta te  o r  U. S. T e r r i t o r i a l  governm ents, 
a re  n o n - p r o f i t  and do n o t  devo te  a  s u b s ta n t i a l  p a r t  o f  
t h e i r  a c t i v i t i e s  to  in f lu e n c in g  l e g i s l a t i o n . 51

C o n tr ib u t io n s  a re  s u b je c t  to  a  l i m i t a t i o n  o f  5 p e rc e n t

o f  n e t  incom e, com puted w ith o u t th e  b e n e f i t  o f  such  d e d u c tio n s ,

and any e x c e ss  i s  n o t  d e d u c t ib le  a s  a  b u s in e s s  expense u n le s s

i t  was in  f a c t  a  b u s in e s s  e x p e n s e . D e d u c t i o n s  a r e  g e n e r a l ly

a llo w a b le  o n ly  f o r  th e  ta x a b le  y e a r  in  which th e  c o n t r ib u t io n

i s  p a id . A ccu ra l c o rp o ra t io n s  a re  a llo w ed  to  d e d u c t any

^ R o n a ld  L . G roves, E s q . ,  C h a r i ta b le  C o n tr ib u t io n s  by 
C o rp o ra t io n s . Tax Management P o r t f o l io  No. 290 (W ashington , 
D .C .: Tax Management I n c . ,  1973)* P* A -] .

^ ® Ib id ., p . A -4.

^^ F e d e ra l  Tax C ourse . 195 5 . (Englewood C l i f f s ,  N . J . :  
P r e n t ic e - H a l l ,  I n c . ,  1 9 5 5 ) * P- 3119•

52lbid.
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c o n tr ib u t io n s  a u th o r iz e d  by th e  b o a rd  o f  d i r e c to r s  d u rin g  

th e  ta x a b le  y e a r ,  even i f  n o t  p a id  u n t i l  a f t e r  th e  end o f  

th e  acc o u n tin g  p e r io d , i f  p a id  b e fo re  th e  15 t h  day o f  th e  

t h i r d  month a f t e r  th e  c lo s e  o f  th e  a c c o u n tin g  y e a r .^ ^

In  th e  y e a rs  b e g in n in g  a f t e r  December 3I ,  19531 th e  

e x ce ss  o f  5 p e rc e n t  c o u ld  be c a r r i e d  o v e r f o r  two y e a r s ,  p ro ­

v id e d  c a r ry -o v e r  y e a r 's  d ed u c tio n  p lu s  c a r r y -o v e r  does n o t 

exceed 5 p e rc e n t  o f  n e t  income w ith o u t r e g a rd  to  o p e ra tin g  

l o s s  c a rry -b a c k  to  th e  ta x a b le  y e a r  and s p e c i a l  d ed u c tio n  f o r  

W estern  H em isphere T rade c o rp o ra t io n s .^ ^  The c a r ry -o v e r  f e a ­

tu r e  was ex ten d ed  to  f i v e  y e a rs  f o r  ta x a b le  y e a r s  b eg in n in g  

a f t e r  Ja n u a ry  1 , 1963 .^^

In  th e  enactm ent o f  th e  c h a r i t a b l e  d e d u c tio n , th e  

l e g i s l a t u r e  gave c o rp o ra t io n s  th e  r i g h t  to  ta k e  a  s p e c ia l  

d e d u c tio n  from  ta x a b le  income f o r  c e r t a i n  g i f t s  and c o n t r i ­

b u t io n s  n o t to  exceed 5 p e rc e n t o f  ta x a b le  income b e fo re  th e  

d e d u c t i o n . A l t h o u g h  th e r e  was c o n s id e ra b le  concern  o v e r 

th e  r i g h t  o f  c o rp o ra t io n s  to  make g i f t s  and c o n tr ib u t io n s  

from c o rp o ra te  fu n d s , t h i s  s p e c ia l  d e d u c tio n  ten d e d  to  su p p o rt

53lbid.
^ ^ I b id . ,  p . 3120 .

ro v e s , " C h a r i ta b le  C o n t r ib u t io n s ," p . A-11.

^^O race Jo h n so n , "C o rp o ra te  P h ila n th ro p y :  An A n a ly s is
o f  C o rp o ra te  C o n t r ib u t io n s ,"  J o u rn a l  o f  B u s in e ss  39» No. 4 
(O ctober I 966) : p .  491.



35

t h a t  r i g h t ,  and a t  th e  same tim e  im p lie d  t h a t  c o rp o ra te  g iv ­

in g  was n o t  an o rd in a ry  and n e c e s sa ry  b u s in e s s  ex p en se .

The t a x  r e g u la t io n s  h ad  a lre a d y  p ro v id e d  f o r  b u s in e s s e s  

to  deduct any o rd in a ry  and n e c e s s a ry  b u s in e s s  expense  in  a r r i v ­

in g  a t  t a x a b le  incom e. The o rd in a ry  and n e c e ssa ry  b u s in e s s  

expenses a r e  r e f e r r e d  to  a s  S e c tio n  162 item s and th e  s p e c ia l  

d e d u c tio n s  f o r  g i f t s  and c o n tr ib u t io n s  a re  r e f e r r e d  to  as 

S e c tio n  170 i t e m s . T h e  im p l ic a t io n s  o f  S e c tio n  162 and 170 

have c o n tr ib u te d  to  th e  c o n tro v e rsy  o v e r th e  r i g h t  o f  c o rp o r­

a t io n s  to  make g i f t s  and c o n tr ib u t io n s  w ith  c o rp o ra te  fu n d s .

P ro p o n en ts  o f  c o rp o ra te  c h a r i ty  i n t e r p r e t  S e c tio n  170 

a s  a  m andate f o r  c o rp o ra t io n s  to  g iv e . They i n t e r p r e t  th e  

f iv e  p e r c e n t  l im i t  a s  th e  s o c i a l l y  r e s p o n s ib le  amount c o rp o r­

a t io n s  sh o u ld  g ive.^®  O pponents o f  c o rp o ra te  g iv in g  i n t e r p r e t  

S e c tio n  170 to  im ply th a t  c o rp o ra te  g iv in g  i s  n o t  an  o rd in a ry  

o r  n e c e s s a ry  b u s in e s s  expense q u a l i f y in g  a s  a  S e c tio n  162 

d e d u c tio n . The f iv e  p e rc e n t  l i m i t  i s  i n t e r p r e t e d  a s  th e  

maximum e x p e n d itu re  f o r  g i f t s  and c o n tr ib u t io n s  n o t  a u th o r iz e d  

in  c o rp o ra te  c h a r t e r s .

^^G eorge B rody, "Tax E f f e c t s  on In v e n to ry  M ethods; 
C o n tr ib u t io n  o r  B u sin e ss  Expense? Tax R e s u lts  May D i f f e r ,"  
T ax a tio n  f o r  A ccoun tan ts 10 , No. 6 (June  1973)* P* 3&0.

^^D ayton , "The Case F o r ,"  p . 619.
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D evelopm ent o f  th e  L eg a l P h ilo so p h y  

In  th e  p e r io d  p r i o r  to  1915 i th e  c o u r ts  rev iew ed  c o r ­

p o r a te  g iv in g  c a se s  i n  te rm s  o f  a  l i t e r a l  i n t e r p r e t a t i o n  o f  

th e  powers e x p re sse d  in  th e  c o rp o ra te  c h a r t e r . T h i s  s ta g e  

o f  developm ent in  c o u r t  p h ilo so p h y  h as  been  la b e le d  th e  " s t r i c t  

c o n s t r u c t io n i s t "  view.^® Under th e  s t r i c t  c o n s t r u c t io n i s t  

v iew , c o rp o ra te  b e n e f i t  was i r r e l e v a n t .  I f  th e  a c t i v i t y  was 

n o t  a u th o r iz e d  by th e  c h a r t e r ,  i t  was "u l t r a  v i r e  even though 

i t  m ight be p r o f i t a b l e . "

The second  s ta g e  o f  developm ent o c c u rre d  betw een 1917

and 1932 . The l im i te d  c o rp o ra te  c h a r t e r  was re p la c e d  w ith  a
62l i b e r a l i z e d  c o rp o ra te  c h a r t e r .  S ince th e  c h a r te r  no lo n g e r  

d e ta i l e d  a  s t r i c t  p u rp o se  o f  th e  c o rp o ra t io n ,  th e  c o u r ts  

le a n e d  tow ards a  " d i r e c t  b e n e f i t  r u l e ." ^ ^  When c o rp o ra te  g iv ­

in g  was used a s  a  method to  in c r e a s e  re v e n u e s , and th e  b e n e f i t  

was re a so n a b ly  d i r e c t ,  th e  c o u r t s  upheld  m anagem ent's a c t io n  

a s  r e l a t e d  to  b u s in e s s  o p e ra t io n  a u th o r iz e d  by th e  c h a r t e r .

^ ^ P h il ip  I .  B lum berg, "C o rp o ra te  S o c ia l  R e s p o n s ib i l i ty  
and th e  S o c ia l  C r i s i s , "  B oston  U n iv e rs i ty  Law Review 50,
( 1970 ) :  p . 1 6 8 .

^ ° I b id .

6llb id .
^ ^ I b id . ,  p . 1 6 9 .
63,

^ Ib id .

'I b i d .  
64,
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A f te r  th e  I n t e r n a l  Revenue Code was amended in  1935 to  

in c lu d e  an a llo w a b le  d e d u c tio n  fo r  c o rp o ra te  g iv in g  o f  up to  

f iv e  p e rc e n t  o f  ta x a b le  i n c o m e , t h e  s t a t e s  began a d o p tin g  

e x p re sse d  s t a t u t o r y  p ro v is io n s  empowering c o rp o ra t io n s  w ith  

th e  r i g h t  to  make c h a r i t a b l e  c o n t r ib u t io n s .  The number o f  

s t a t e s  w ith  such  l e g i s l a t i o n  in c re a s e d  from  9 in  1938 to  41 

in  19 5 6 .^^  D uring  th e  app rox im ate  p e r io d ,  1936-1953, th e  

c o u r ts  began to  le a n  tow ard  a  p o l ic y  o f  u p h o ld in g  th e  r i g h t  

o f  c o rp o ra te  m anagers to  make c o n t r ib u t io n s  f o r  p u rp o ses t h a t  

a p p ea r to  p ro v id e  o n ly  i n d i r e c t  b e n e f i t s .

In  1953, th e  Supreme C ourt o f  New J e r s e y ,  in  A .P. Sm ith 

M an u fac tu rin g  Co. v .  B arlow , r e j e c t e d  th e  b e n e f i t  r u le  as 

i r r e l e v a n t  and su p p o rte d  a  $1500 d o n a tio n  to  P r in c e to n  

U n iv e r s i ty  b a s in g  t h e i r  d e c is io n  on th e  s o c i a l  r e s p o n s i b i l i t y  

o f  b u s in e s s  to  h ig h e r  e d u c a t i o n . S u p p o r t e r s  o f  c o rp o ra te

g iv in g  p ro c la im e d  th e  d e c is io n  in  th e  Sm ith c a se  a s  a  m andate

f o r  in c re a s e d  c o rp o ra te  g iv in g .  T h is  d e c is io n  marked th e
68

b e g in n in g  o f  a  w hole new p h ilo so p h y  o f  c o rp o ra te  g iv in g .

^^G roves, " C h a r i ta b le  C o n tr ib u t io n s ,"  p .  A-3 .
66Blum berg, "C o rp o ra te  R e s p o n s ib i l i ty ,"  p . I 67 .
67 I b id .

^^Norman K u rt B arn es , "R e th in k in g  C o rp o ra te  C h a r i ty ,"  
F o rtu n e  15, No. 4 (O ctober 1974): p .  17 0 .
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Manor S tu d ie s  on th e  N a tu re  
o f  C o rp o ra te  G iv in g

R. A. Schw artz

A s tu d y  o f  p e rs o n a l  and c o rp o ra te  p h ila n th ro p y  was 

p re s e n te d  by R. A. Schw artz in  1966 .^9  Schw artz  c l a s s i f i e d  

c o rp o ra te  g iv in g  m o tiv es a s  e i t h e r  e x p e n d itu re  o r ie n te d  o r  

consum ption o r ie n te d .? ^  Schw artz u sed  th e  fo llo w in g  a s  

exam ples o f  e x p e n d itu re  o r ie n te d  g iv in g ;

(1) G iv in g  to  im prove th e  image o f  th e  f irm  r e s u l t i n g  

in  an upward s h i f t  o f  th e  demand c u rv e . T h is  ty p e  o f  g iv in g  

i s  a  form  o f  a d v e r t i s in g .

(2) G iv in g  to  e d u c a tio n a l ,  h e a l th ,  o r  c u l t u r a l  i n s t i t u ­

t io n s  t h a t  i s  e x p e c te d  to  in c re a s e  th e  q u a l i t y  o f  l i f e  f o r  

em ployees and t h e i r  f a m i l i e s .  T h is  i s  assumed to  in c re a s e  

th e  p r o d u c t iv i ty  o f  th e  em ployees.

(3) G iv in g  f o r  r e s e a rc h  to  u n i v e r s i t i e s  t h a t  i s  ex p ec ted  

to  p ro v id e  te c h n o lo g ic a l  advancem ents b e n e f i c i a l  to  th e  f irm . 

E x p en d itu re  o r i e n te d  g iv in g  i s  one o f  th e  many re s o u rc e s  used  

in  p ro d u c tio n  and  i s  c o n s i s te n t  w ith  th e  p r o f i t  m o tive .

Consum ption o r ie n te d  g iv in g  was assumed to  be a  th ro u g h - 

th e - f i r m  p u rc h a se  f o r  th e  p e rs o n a l u se  o f  th e  owner. Schw artz

^R obert A. Schw artz , " P r iv a te  P h i la n th ro p ic  
C o n tr ib u t io n s —An Economic A n a ly s is ,"  Ph.D . D is s e r ta t io n ,  
Columbia U n iv e r s i ty ,  1966.

? ° I b i d . ,  p .  73.
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b e l ie v e d  th a t  t h i s  ty p e  o f  g iv in g  m igh t be t r u ly  p h i la n th ro p ic .  

Consumption o r ie n te d  funds have a l t e r n a t i v e  u se s  such a s  pay­

ment o f  d iv id e n d s , r e t e n t io n  f o r  re in v e s tm e n t o r  r e t i r e m e n t  

o f  l i a b i l i t i e s .

Schw artz t e s t e d  th e  s t r e n g th  o f  th e s e  m o tives u s in g  a  

tim e s e r i e s  r e g r e s s io n .  He u sed  d a ta  com piled from v a r io u s  

e d i t io n s  o f  S t a t i s t i c s  o f  Income. P a r t  I I . p ro v id ed  by th e  

I n t e r n a l  Revenue S e rv ic e . H is  a n a ly s i s  covered  th e  p e r io d  

1936 th rough  1961 . He u sed  d a ta  on a l l  c o rp o ra te  r e tu r n s ,  

vAiich in c lu d ed  f irm s  r e p o r t in g  lo s s e s  a s  w e ll a s  f irm s r e p o r t ­

in g  p r o f i t s .  In  h i s  a rrangem en t o f  th e  d a ta , Schw artz a v e r ­

aged n e t  income f ig u r e s  by d iv id in g  a g g re g a te  n e t  income by 

th e  number o f  r e tu r n s  f i l e d  and d e f l a te d  av erag e  income u s in g  

th e  im p l ic i t  GNP p r ic e  d e f l a t o r .

Schw artz r e p re s e n te d  th e  fu n c t io n a l  r e l a t io n s h ip  o f  

c o rp o ra te  g iv in g  a s :  CG = f ( P ,  R, A)

where: CG = C o rp o ra te  G iv ing

P = R e la tiv e  P r ic e  

R = R esource C o n s t r a in t  

A = A d v e r tis in g .

C o rp o ra te  g iv in g  was m easured by th e  amount o f  g i f t s  

and c o n tr ib u t io n s  r e p o r te d  on an n u a l t a x  r e tu r n s  o f  a l l  f i rm s . 

R e la tiv e  p r ic e  depended on th e  l e v e l  o f  income o r  l o s s .  F or 

f irm s  c o n tr ib u t in g  l e s s  th a n  5 p e rc e n t  o f  n e t  income, th e  

p r ic e  o f  g iv in g  i s  (1 -  t )  vAiere " t "  i s  th e  m arg in a l ta x  r a t e .
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F o r f irm s  g iv in g  in  ex cess  o f  th e  5 p e r c e n t ,  th e  c o s t  above 

th e  5 p e rc e n t  i s  u n i ty .  For l o s s  f i rm s ,  th e  p r i c e  o f  g iv in g  

i s  a ls o  u n i ty .  The p r ic e  i s  red u ced  by " t "  b ecau se  c o rp o ra te  

g iv in g  i s  d e d u c tib le  f o r  ta x  p u rp o ses  up to  a  l i m i t  o f  5 p e r ­

c e n t  o f  n e t  incom e.

The w eigh ted  p r i c e  u sed  in  th e  a n a ly s i s  was:

P = (1 -  t )

w here: t  = th e  a v e rag e  ta x  r a t e  o f  th e  f irm

= d o n a tio n s  o f  f irm s  w ith  incomen
= d o n a tio n s  o f  f irm s  w ith o u t incom e.

The re s o u rc e  c o n s t r a in t  was m easured  by u s in g  a l t e r n a ­

t i v e l y  n e t  income o r  cash  flo w . Cash flo w  i s  d e f in e d  a s  n e t  

income p lu s  d e p re c ia t io n ,  d e p le t io n  and  a m o r t iz a t io n .  Adver­

t i s i n g  was a ls o  c o n s id e re d  an e x p e n d itu re  o r ie n te d  v a r ia b le .  

F a c to rs  which cause  th e  f irm  to  a d v e r t i s e  more m igh t a ls o  

cause  th e  f irm  to  g iv e  m ore.

Schw artz su g g e s te d  t h a t  i f  c o rp o ra te  g iv in g  re a c te d  

p o s i t iv e l y  to  a d e c re a se  in  th e  ta x  r a t e  th en  g iv in g  was 

consum ption o r ie n te d  and th e r e f o r e  p h i la n th ro p ic  in  n a tu r e .  

He assumed t h a t  changes in  th e  ta x  r a t e  would n o t  a f f e c t  th e  

l e a s t  c o s t  com b ination  o f  f a c t o r s  o r  th e  b e s t  p r o f i t  o u tp u t 

e q u il ib r iu m  un d er a  s t a t i c  a n a ly s i s .  T h e re fo re  th e re  would

7 1 Schw artz ex c luded  th e  p re s e n t  v a lu e  e f f e c t  o f  c a r ry ­
over which exceeded  th e  f iv e  p e rc e n t  l i m i t a t i o n .
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be no change in  th e  l e v e l  o f  e x p e n d itu re  o r ie n te d  c o rp o ra te  

g iv in g  a s  a  r e s u l t  o f  a  change in  th e  t a x  r a t e .  E x p en d itu re  

o r ie n te d  d o n a tio n s  sh o u ld  be more re s p o n s iv e  to  changes in  

cash flow  th an  to  changes in  incom e. Any r e l a t i o n s h ip  b e ­

tween a d v e r t i s in g  and d o n a tio n s  meant t h a t  g iv in g  r a t e s  w ere 

a f f e c te d  by c o n s id e r a t io n s  o f  p r o f i t  m ax im iza tio n .

S chw artz  c o n c lu d ed  from  h i s  a n a ly s i s  t h a t  th e  r e a c t io n  

o f  changes in  g iv in g  to  changes in  p r i c e  su p p o rte d  g iv in g  a s  

more th a n  j u s t  e x p e n d itu re  o r ie n te d .  However, th e  s t r e n g th  

o f  th e  changes in  g iv in g  to  changes in  cash  f lo w s , a s  com­

p a re d  to  incom e, su p p o r te d  th e  e x p e n d itu re s  o r ie n te d  a p p ro a c h . 

Schw artz d e le te d  a d v e r t i s in g  because  th e  r e s u l t s  o f  th e  r e ­

g re s s io n  a n a ly s i s  in d ic a te d  th e  v a r i a b le  was i n s i g n i f i c a n t .

The main c r i t i c i s m s  o f  th e  Schw artz s tu d y , a c c o rd in g  to  

Ralph L. N elson^^ and  G race Johnson?^  concerned  h i s  in c lu s io n  

o f  lo s s  f i rm s  and h i s  a v e ra g in g  te c h n iq u e . S in c e  f irm s  can­

n o t  have n e g a t iv e  g i f t s  and c o n tr ib u t io n s ,  th e  in c lu s io n  o f  

l o s s  f irm s  lo w ers  a g g re g a te  n e t  income w h ile  n o t  lo w erin g

S chw artz , "P r iv a te  P h i la n th ro p ic  C o n t r ib u t io n s ,” p . 71 .

f^ R alp h  L . N e lso n , Economic F a c to r s  in  th e  Growth o f  
C o rp o ra te  G iv in g , O c c a s io n a l P aper 111 , N a tio n a l B ureau o f  
Economic R esearch  (New York: R u sse ll  Sage F o u n d a tio n , 1970) .

^^O race Jo h n so n , "C o rp o ra te  P h ila n th ro p y : An A n a ly s is
o f  C o rp o ra te  C o n tr ib u t io n s ,"  J o u rn a l  o f  B u sin e ss  39, No. 4 
(O ctober 1966): p p . 489-504 .
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g i f t s  and c o n t r ib u t io n s .  T h is te n d s  to  in c re a s e  v a r i a b i l i t y ,  

depend ing  on th e  amount o f  lo s s e s  r e p o r te d .

A nother c r i t i c i s m  i s  t h a t  s in c e  th e  in d ep en d en t v a r i a b le  

i s  n e t  incom e, th e  e x c lu s io n  o f  l o s s  f i rm s , where g iv in g  was 

p ro b a b ly  due to  o th e r  v a r i a b le s ,  would have a llow ed  f o r  a  

b e t t e r  a n a ly s is  o f  th e  e f f e c t s  o f  n e t  incom e. A verag ing  o f  

n e t  income and g i f t s  and c o n t r ib u t io n s ,  even w ith  th e  e x c lu ­

s io n  o f  l o s s  f i rm s , may cau se  c o n s id e ra b le  v a r i a t i o n  in  th e  

a n a ly s i s  due to  m ergers and  c o n s o l id a t io n s  r e p o r te d  on j o i n t  

r e t u r n s  o r  c o n s o l id a te d  t a x  b a s i s .  W hile n e t  income and g i f t s  

and  c o n tr ib u t io n s  may n o t  change due to  m erger, th e  number o f  

f i rm s  d e c re a s e s , th u s  a f f e c t i n g  th e  av e rag e  and r e l a t i v e  change 

in  th e  in d ep en d en t income v a r i a b le  and th e  dependent g i f t s  

and c o n tr ib u t io n s  v a r i a b l e .

N elson a ls o  c r i t i c i z e d  Schwartz* s u se  o f  th e  a v e rag e  

t a x  r a t e  a s  opposed to  th e  m a rg in a l ta x  r a t e .^ ^  W hile th e  

m a rg in a l ta x  r a t e  i s  t h e o r e t i c a l l y  s u p e r io r ,  i t  i s  d i f f i c u l t  

t o  d e f in e .  The m arg in a l ta x  r a t e  v a r i e s  depending on b e fo re  

t a x  incom e. F o r exam ple, i n  1976, th e  m a rg in a l ta x  r a t e  was 

z e ro  f o r  f irm s  h av in g  no n e t  income ; .2  f o r  f irm s  w ith  n e t  

income b e fo re  ta x  betw een zero  and 25 , 000 ; .22  f o r  f irm s  w ith  

n e t  income b e fo re  ta x  o f  25,000  to  5 0 , 000 ; and .48 f o r  f irm s  

w ith  n e t  income b e fo re  t a x  o f  50 ,000  o r  g r e a t e r .  O th e r

f^ N e lso n , Economic F a c to r s ,  p . 4 0 .
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f a c t o r s  viiiich a ls o  a f f e c t  th e  m arg in a l ta x  r a t e  a re  th e  

s u r ta x  and e x ce ss  p r o f i t s  t a x ,  ex cess  accum ulated  e a rn in g s  

p e n a l ty  ta x , and c a r ry - fo rw a rd . N elson  p o in te d  o u t t h a t  th e  

i d e a l  t a x  r a t e  would be an average  o f  th e  m arg in a l ta x  r a t e s  

o f  d i f f e r e n t  f irm s  w e ig h ted  by th e  r e l a t i v e  am ounts o f  g i f t s  

and c o n tr ib u t io n s  made a t  each m arg in a l ta x  r a t e .  However, 

th e  a v a i la b le  d a ta  i s  n o t  a rra n g e d  f o r  com pu tation  o f  th e  

id e a l  p r ic e  and an ap p ro x im atio n  i s  n e c e ssa ry  f o r  a n a ly s i s .

G race Johnson

Grace Johnson  a tte m p te d  to  d e te rm in e  th e  e f f e c t  o f  f irm  

s iz e  and in d u s t ry  s t r u c tu r e  on c o rp o ra te  d o n a tio n s  in  h i s  I 966 

s tu d y  The dependent v a r i a b le  was a  c o n tr ib u t io n  r a t i o  

d e r iv e d  by d iv id in g  g i f t s  and c o n tr ib u t io n s  by "com piled  n e t  

p r o f i t "  a s  r e p o r te d  in  ta x  r e tu r n s  f i l e d  w ith  th e  I n t e r n a l  

Revenue S e rv ic e . The d a ta  was com piled from th e  u n p u b lish ed  

e d i t io n s  o f  th e  Source Book o f  S t a t i s t i c s  o f  Income, C o rp o ra te  

Income Tax R e tu rn s  f o r  th e  y e a rs  I 936- 6I .

The Johnson  s tu d y  d e f in e d  th e  m o tives f o r  c o rp o ra te  g iv ­

in g  a s  e i t h e r  p r o f i t  m ax im ization  and o r  s o c ia l  r e s p o n s i b i l i t y .  

The p e rc e n ta g e  o f  g iv in g  to  n e t  income was d e f in e d  as th e  

c o n tr ib u t io n  r a t i o .  The c o n tr ib u t io n  r a t i o  was used  a s  th e  

dependen t v a r i a b le  u n d e r each o f  f iv e  s e p a ra te  h y p o th e s is .

? * Ib id .

T^Orace Johnson , "B u sin ess  C o rp o ra tio n s  and P h ila n th ro p y : 
A Study o f  Why C o rp o ra tio n s  G iv e ,"  Ph.D. D is s e r ta t io n ,  
U n iv e rs i ty  o f  C hicago, I 966 .
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(1) I f  c o rp o ra tio n s  were s o c i a l ly  r e s p o n s ib le ,  t h e i r  

c o n tr ib u t io n  r a t i o  would be f i v e  p e rc e n t .  The a llo w a b le  ta x  

d e d u c tio n  was in te r p r e te d  a s  th e  l e v e l  o f  s o c ia l  r e s p o n s i ­

b i l i t y  s e t  by law .

(2) The c o n tr ib u t io n  r a t i o  o f  s o c i a l ly  r e s p o n s ib le  

f irm s  sh o u ld  in c re a s e  w ith  s iz e  and i n d u s t r i a l  c o n c e n tr a t io n .  

Johnson  argued  t h a t  w ith  economic power would come added 

r e s p o n s i b i l i t y .

(3 ) S e rv ice  i n d u s t r ie s  would r e p o r t  g iv in g  a t  a  lo w er 

r a t e  th a n  p ro d u c t in d u s t r i e s  b ecause  o f  h ig h e r  n e t  c o s t .  The 

d i f f e r e n c e  in  c o s t  was b e ca u se  d o n a tio n  o f  a  p ro d u c t i s  de­

d u c t ib le  f o r  ta x  pu rp o ses w h ile  d o n a tio n  o f  a  s e rv ic e  i s  n o t  

a  ta x  d e d u c tib le  ite m . I n d u s t r i e s  p r e d ic te d  to  g iv e  more 

were t r a d e ,  m an u fac tu rin g , a g r i c u l tu r e  and c o n s t ru c t io n .

Those h av in g  n o n -d e d u c tib le  o r  u n u sab le  p ro d u c ts  w ere re g u ­

l a t e d  u t i l i t i e s ,  f in a n c e , s e r v ic e  and m in ing .

(4) H igh ly  c o m p e titiv e  and m o n o p o lis tic  i n d u s t r i e s  would 

g iv e  l e s s  th an  o l ig o p o l i s t i c  i n d u s t r i e s .  Johnson  c l a s s i f i e d  

o l ig o p o l i s t i c  f irm s  a s  r i v a l  f i rm s . R iv a l f irm s  were e x p e c te d  

to  g iv e  more a s  a  method o f  in n o v a tiv e  s t r a te g y .  C o m p etitiv e  

f irm s  c o u ld  n o t g iv e  and rem ain  in  c o m p e tit io n . The monopo­

l i s t i c  f irm  cou ld  n o t  g a in  from  g iv in g  and donated  p ro d u c ts  

would r e s u l t  in  d e c rea se d  s a l e s .  M an u fac tu rin g , s e r v ic e s ,  

t r a d e  and c o n s tru c t io n  were c l a s s i f i e d  a s  r i v a l s .  A g r ic u l­

tu r e  was more c o m p e ti t iv e . U t i l i t i e s ,  f in a n c e  and m ining
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were more m o n o p o lis t ic . S in ce  on ly  r i v a l r y  a llo w s f o r  a 

gain., th e  c o n tr ib u t io n  r a t i o  shou ld  be h ig h e r  f o r  th e  f i r s t  

fo u r  i n d u s t r i e s .

(5) I f  s i z e  co u ld  be u sed  a s  a  m easure o f  m o n o p o lis tic  

power, th e n  sm all and la r g e  f irm s  sh o u ld  g iv e  l e s s  th an  i n t e r ­

m ed ia te  s i z e  f i rm s .

In d u s try  a v e ra g e s  o v e r th e  p e r io d  I 936- 6I  were c a lc u ­

l a t e d  and compared to  th e  c o n tr ib u t io n  r a t i o s .  Johnson  con­

c luded  th e  fo llo w in g  from h i s  a n a ly s i s  :

(1) B u s in e sse s  have shown no d e s i r e  to  re a c h  th e  f iv e  

p e rc e n t l e v e l  o f  g iv in g .

(2) Power a s  m easured by c o n c e n tr a t io n  does n o t  le a d  to  

g r e a te r  s o c i a l  r e s p o n s i b i l i t y .

( 3) Two s e c to r s ,  a g r i c u l tu r e  and s e r v ic e s ,  d id  n o t  

behave a s  h y p o th e s iz e d .

(4) T e s t r e s u l t s  su p p o rte d  th e  in d u s t r y  s t r u c tu r e  

h y p o th e s is  t h a t  c o m p e titiv e  and m o n o p o lis tic  f irm s  would g iv e  

l e s s  and r i v a l  f irm s  more.

(5) The a n a ly s i s  a ls o  su p p o rte d  th e  h y p o th e s is  when

t o t a l  a s s e t s  c o u ld  be used  a s  a  m easure o f  s i z e .
78

R. A. S ch w artz ' had th r e e  m ajo r c r i t i c i s m s  o f  J o h n s o n 's  

a n a ly s i s .  F i r s t»  he f a i l e d  to  p r e s e n t  a  p r i o r i  re a so n s  f o r  

b e l ie v in g  t h a t  income e l a s t i c i t i e s  would be g r e a te r  f o r

^^R obert A Schw artz , "R e p ly ," J o u r n a l  o f  F inance  25,
(1970) :  p p . 153- 5 7 .
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medium-s iz e d  th a n  f o r  la r g e  o r  sm a ll f i r m s .  Second, he 

f a i l e d  to  d i s t in g u i s h  betw een consum ption  and e x p e n d itu re  

o r i e n te d  m o tiv e s  f o r  g iv in g . T h ird , he f a i l e d  to  r e a l i z e  

t h a t  th e  e f f e c t  o f  m arket s t r u c tu r e  on consum ption o r ie n te d  

g iv in g  i s  r e l a t i v e l y  u n p re d ic ta b le .

S chw artz  th o u g h t th e  system  o f  in d u s tiry  c l a s s i f i c a t i o n  

was a  good fram ework f o r  f u r t h e r  a n a l y s i s .  He was concerned  

a b o u t J o h n s o n 's  u se  o f  income in s t e a d  o f  cash  flow , s in c e  th e  

a n a ly s i s  was p r im a r i ly  i n t e r e s t e d  in  e x p e n d itu re  o r ie n te d  

d o n a tio n s . He a ls o  q u e s tio n e d  J o h n s o n 's  method o f  a s s ig n in g  

m ajo r in d u s t r y  g roups to  m arket s t r u c t u r e .  W hile th e  r e s u l t s  

te n d e d  to  s u p p o r t  th e  h y p o th e s is ,  " f u r th e r  d is a g g re g a tio n  may 

show t h a t  w ith  in -g ro u p  d is p e r s io n  i s  so g r e a t  t h a t  betw een- 

g roup  d i f f e r e n c e s  a re  n o t s i g n i f i c a n t . S c h w a r t z  a ls o  f e l t  

t h a t  th e  r e g r e s s io n  method o f  a n a ly s i s  was s u p e r io r  whenever

th e  r e l a t i o n s h i p  betw een v a r i a b le s  can b e  a d e q u a te ly  d e s-
80c r ib e d  by s ta n d a rd  fu n c t io n a l  e q u a t io n s .

Ralph L. N elson

The l a s t  m ajor s tu d y  o f  c o rp o ra te  g iv in g  to  be d i s -
81c u sse d  was p u b lis h e d  by Ralph L . N elson in  1970. N elson 

a ls o  u sed  I n t e r n a l  Revenue S e rv ic e  d a ta  f o r  th e  p e r io d  1936- 

1963 . He u sed  tim e s e r i e s  r e g r e s s io n s  to  t e s t  f o r  a  s c a le

f ^ l b i d . ,  p p . 155- 5 6 .

BOlbid., pp. 149 .
81N elso n , Economic F a c to r s ,
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e f f e c t ,  p r i c e  e f f e c t ,  p r o f i t a b i l i t y  e f f e c t ,  t r e n d  f a c to r ,  and 

a  v a r i a b le  f o r  m easu ring  th e  e f f e c t  o f  a n t i c i p a t i o n  o f  a  ta x  

r a t e  change . C r o s s - s e c t io n a l  a n a ly s is  was perfo rm ed  f o r  th e  

e f f e c t s  o f  c o rp o ra te  s i z e ,  p r o f i t a b i l i t y  and g iv in g ,  employ­

ment and g iv in g , and d iv id e n d s  and g iv in g .

N elson  co n clu d ed  from th e  c r o s s - s e c t io n a l  a n a ly s i s  t h a t  

l a r g e  c o rp o ra t io n s  gave n e i t h e r  more n o r  l e s s  in  p ro p o r t io n  

to  t h e i r  s i z e  th a n  do sm a ll o n e s . R e s u l ts  o f  th e  tim e s e r i e s  

a n a ly s is  su p p o rte d  ta x  d e d u c t ib i l i t y  o f  c o rp o ra te  g iv in g  a s  

a  " s i g n i f i c a n t  f a c t o r  in  th e  g iv in g  d e c i s io n ,” Both th e  

tim e s e r i e s  and th e  c r o s s - s e c t io n a l  a n a ly s i s  in d ic a te d  o n ly  a 

s l i g h t  re s p o n s iv e n e s s  o f  g iv in g  to  changes in  th e  r a t e  o f  

r e tu r n  on s h a re h o ld e r  in v e s tm e n t. The c r o s s - s e c t io n a l  a n a ly ­

s i s  found th e r e  was a  s i g n i f i c a n t  r e l a t i o n s h ip  betw een c o r ­

p o ra te  g iv in g  and la b o r  u sed  in  p ro d u c tio n . L a s t ly ,  th e  

c r o s s - s e c t io n a l  a n a ly s i s  found  a  s i g n i f i c a n t  r e l a t i o n s h ip  

betw een c o n t r ib u t io n s  and d iv id e n d  paym ents.

N elson  r e s t r i c t e d  h i s  tim e  s e r i e s  r e g r e s s io n s  to  a g g re ­

g a te  a l l - i n d u s t r y  d a ta  f o r  f irm s  r e p o r t in g  n e t  incom e. He 

assumed n o n - l in e a r  r e l a t i o n s h i p s  and t e s t e d  u s in g  a  lo g  b a se  

te n !  He d id  n o t  t e s t  th e  m ajo r i n d u s t r ie s  s e p a r a te ly  in  h i s  

tim e s e r i e s  r e g r e s s io n s .  N e lson  used  th e  h ig h e s t  m arg in a l 

t a x  r a t e  in  com puting h i s  p r i c e .  The in c lu s io n  o f  a f t e r  t a x  

income a s  a  p ro x y  f o r  income m easure i s  b ia s e d  by changes in

®^Ibid., p. 54.
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th e  income t a x  r a t e ,  which i s  a ls o  b e in g  used  to  m easure 

p r i c e .  The u se  o f  n e t  w orth  d isc o u n te d  by th e  im p l i c i t  GNP 

p r i c e  d e f l a to r  te n d s  to  u n d e rs ta te  changes in  n e t  w orth  and 

th e r e f o re  o v e r s ta te  th e  re sp o n s iv e n e ss  o f  d o n a tio n s  to  n e t  

w o rth .



CHAPTER I I I  

PLANNED ANALYSIS AND DATA 

G e n era l

P re v io u s  s tu d ie s  in to  th e  n a tu re  o f  c o rp o ra te  g iv in g  

c o n c e n tra te d  on a  dichotom y betw een p r o f i t  m ax im iza tio n  and 

s o c i a l  r e s p o n s i b i l i t y .  The p o s i t io n  o f  t h i s  r e s e a r c h  p a p e r , 

a s  d is c u s s e d  in  C hap te r I I ,  i s  t h a t  th e r e  i s  no dichotom y b e ­

tw een p r o f i t  m ax im iza tion  and s o c ia l  r e s p o n s i b i l i t y .  The 

s o c i a l  r e s p o n s i b i l i t y  o f  a  c o rp o ra t io n  i s  to  m axim ize lo n g -  

ru n  p r o f i t s .  T h e re fo re , th e  v a lu e  o f  th e  p ro d u c t o r  s e rv ic e  

sh o u ld  be g r e a te r  th a n  th e  c o s t  o f  p ro d u c tio n  a s  d e te rm in ed  

by th e  m a rk e t. In  th o se  c a s e s  wdiere th e  m arket system  does 

n o t  f o rc e  payment f o r  a l l  th e  c o s ts  o f  p ro d u c tio n , r e g u la t io n  

i s  p r e f e r r e d  to  r e s t i t u t i o n  i n  th e  form o f  c o rp o ra te  g iv in g .

The Model

Two m o tives w i l l  be exam ined to  t e s t  th e  n a tu r e  o f  c o r ­

p o ra te  g iv in g ,  b o th  o f  vdiich have r e c e iv e d  c o n s id e ra b le  a t t e n ­

t i o n  in  th e  l i t e r a t u r e .  They a re  a s  fo llo w s ;

(1) th e  b u s in e s s  e x p e n d itu re  m o tiv e , vdiich i s  ex p ec ted  

to  p ro v id e  a  s a t i s f a c t o r y  r e t u r n  on th e  ou tlay»

49
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(2) th e  th ro u g h - th e - f irm  consum ption  m o tiv e , vrtiich se e k s  

to  p ro v id e  a  p ro d u c t o r  s e r v ic e  t h a t  o th e rw ise  would have h ad  

to  be p u rc h a se d  by th e  donor from  wages o r  d iv id e n d s . W ith 

t h i s  m o tiv e , b o th  th e  r e c i p i e n t  and th e  donor b e n e f i t  b e c a u se  

o f  t a x  c o n s id e r a t io n s ,  f o r  exam ple, a s  w ith  b u s in e s s  lu n c h e s  

and p h i la n th r o p ic  g iv in g .

C o rp o ra te  g iv in g  a s  a  form  o f  th ro u g h - th e - f i rm  consump­

t io n  i s  d e f in e d  a s  p h i la n th r o p ic  in  n a tu r e .  The u t i l i t y  

d e r iv e d  from  c o rp o ra te  d o n a tio n s  a c c ru e s  to  e i t h e r  management 

o r  th e  s h a r e h o ld e r s .  However, t h e r e  a re  su p p o r tin g  argum ents 

s u g g e s tin g  t h a t  management th ro u g h - th e - f i rm  consum ption  p ro ­

duces no s i g n i f i c a n t  e f f e c t  on th e  l e v e l  o f  c o rp o ra te  g iv in g .

I f  th e  b u s in e s s  e x p e n d itu re  o r  owner th ro u g h - th e - f irm  

consum ption  m otive e x i s t s ,  th e n  th e  m anager may r e c e iv e  con­

s id e r a b le  p e rs o n a l  u t i l i t y  in  h i s  r o l e  a s  a  c o rp o ra te  g i v e r .

As a  r e s u l t  o f  m anager g iv in g  to  in c r e a s e  p r o f i t s  o r  to  a c t  

a s  an a g e n t f o r  sh a re h o ld e r  g iv in g ,  th e  r e c i p i e n t  o f  th e  

d o n a tio n  w i l l  te n d  to  ig n o re  th e  d i s t i n c t i o n  betw een  th e  mana­

g e r  making th e  d e c is io n  and th e  c o rp o ra t io n .  The m anager w i l l  

be  t r e a t e d  a s  though he i s  in  f a c t  th e  donor.

G iv in g  n o t  c l a s s i f i e d  a s  b u s in e s s - o r ie n te d  o r  s h a re ­

h o ld e r  consum ption  i s  c l a s s i f i e d  a s  management consum ption  

and t h r e r f o r e  a  s u b s t i t u t e  f o r  m anagem ent's s a l a r y .  As th e r e  

a p p e a rs  to  be  no income t a x  ad v an tag e  o r  c o s t  s a v in g s  e i t h e r  

to  th e  c o rp o ra t io n  o r  to  th e  m anager, any a d d i t io n a l  re a s o n s
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f o r  g iv in g  by  management a p p ea r to  be se rv ed  more d i r e c t l y  

th ro u g h  p e r s o n a l  g iv in g . T h e re fo re , one p rem ise  o f  t h i s  

s tu d y  i s  t h a t  management th ro u g h - th e - f irm  consum ption  i s  n o t 

s i g n i f i c a n t ,  and  i t  i s  ex c lu d ed  from  th e  m odel in  th e  f i r s t  

s ta g e s  o f  t e s t i n g .

The p re c e d in g  d is c u s s io n  su g g e s ts  t h a t  c o rp o ra te  g iv in g  

i s  th e  r e s u l t  o f  a  number o f  f a c t o r s  a c t in g  a s  d e te rm in a n ts  

o f  th e  s iz e  o f  c o n t r ib u t io n s .  I n  o rd e r  to  s im p li fy  th e  d i s ­

c u s s io n  o f  th e  s t a t i s t i c a l  m ethodology, th e  assu m p tio n  ( a t  

l e a s t  p r o v is io n a l ly )  i s  t h a t  c o rp o ra te  g iv in g  i s  d e te rm in ed  

f u n c t io n a l ly  a s  fo llo w s :

CG = f(A , E, D, P, L, F, C) 

w here: CG = C o rp o ra te  G iv in g ,

A = A d v e r tis in g ,

E = Employment L e v e l,

D = D iv idend  P ay o u t,

P = P r o f i t a b i l i t y ,

1 = L iq u id i ty ,

F = F in a n c ia l  L ev erag e ,

C = C o s t.

The v a r i a b le s  s e l e c te d  have  d i f f e r in g  d e g re es  o f  power 

in  e x p la in in g  th e  n a tu re  o f  c o rp o ra te  g iv in g .  L iq u id i ty ,  

employment l e v e l ,  and d iv id e n d  p ay o u t may in d ic a t e  su p p o r t fo r  

e i t h e r  th e  b u s in e s s  e x p e n d itu re  m o tive  o r  th e  th ro u g h - th e - f irm  

consum ption m o tiv e , depending  on th e  s ig n i f ic a n c e  and  o r  th e
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d i r e c t i o n  o f  th e  r e l a t i o n s h i p .  A d v e r t is in g  and p r o f i t a b i l i t y  

may be  e x p la n a to ry  a  p r i o r i  o n ly  i f  th e  s ig n i f ic a n c e  and 

d i r e c t i o n  o f  th e  r e l a t i o n s h ip  i s  a s  p r e d ic te d .

The V a r ia b le s

The fo llo w in g  s e c t io n  p r e s e n t s  th e  v a r ia b le s  i n i t i a l l y  

t e s t e d  and e x p la in s  th e  r a t i o n a l e  f o r  t h e i r  p o s s ib le  s i g n i f i ­

cance  to  c o rp o ra te  g iv in g ,  th u s  j u s t i f y i n g  t h e i r  in c lu s io n  in  

th e  r e g r e s s io n  m odel.

The D ependent V a r ia b le  

C o rp o ra te  g iv in g  (CG) i s  th e  dependen t v a r i a b le .  The 

dependen t v a r i a b le  r e p r e s e n ts  c o rp o ra te  c o n tr ib u t io n  o f  

r e s o u rc e s  to  e d u c a tio n , h e a l th ,  w e lfa re ,  a r t s ,  and o th e r  

s o c i a l  s e r v ic e s  which may o r  may n o t  p ro v id e  a  d i r e c t  bene­

f i t  to  th e  f i rm . G i f t s  and c o n t r ib u t io n s  a s  a  c a te g o ry  r e ­

p o r te d  on F e d e ra l  t a x  r e tu r n s  i s  u se d  a s  a  s u r ro g a te  f o r  

c o rp o ra te  g iv in g .  R ep o rted  g i f t s  and c o n t r ib u t io n s ,  how ever, 

do n o t in c lu d e  th e  v a lu e  a s s o c ia te d  w ith  s e rv ic e s  re n d e re d  f o r  

c h a r i t a b l e  p u rp o ses  by em ployees on company tim e . The c o s t  

o f  a d m in is t r a t iv e  s e r v ic e s  a s s o c ia te d  w ith  c o rp o ra te  g iv in g  

a r e  a ls o  ex c lu d ed . However, th e  v a lu e  r e p o r te d  i s  b e l ie v e d  

to  rem ain  a  r e l a t i v e l y  p r o p o r t io n a te  amount o f  t o t a l  c o rp o ra te  

g iv in g  and  th u s  a d e q u a te ly  s e rv e s  a s  a  s u r ro g a te  f o r  t e s t i n g  

th e  n a tu r e  o f  c o rp o ra te  g iv in g .
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The Ind ep en d en t V a r ia b le s

A d v e r t i s in g . The p a p ers  and  t e l e v i s i o n  f r e q u e n t ly  

r e p o r t  c o rp o ra te  community invo lvem en t w ith  some s o c i a l  p ro ­

m otion  f o r  th e  advancem ent o f  h e a l th ,  e d u c a tio n , o r  a  c u l t u r a l  

p r o j e c t .  F o r example, a  s c h o la r s h ip  to  a  c o lle g e  f o r  an 

a t h l e t e 's  o u ts ta n d in g  perfo rm ance  d u rin g  a  game i s  announced 

a t  th e  end o f  th e  c o n te s t .  L a te r  th e  l o c a l  pap er r e p o r t s  th e  

c o n tr ib u t io n  in  c o n ju n c tio n  w ith  th e  l o c a l  f irm . The s c h o la r ­

sh ip  fund  th e n  i s  e s ta b l is h e d  by  th e  i n s t i t u t i o n ' s  f in a n c ia l  

a id  o f f i c e  un d er th e  name o f  th e  donor, and th e  d o n o r 's  name 

i s  p u b l ic iz e d  th rough  l i t e r a t u r e  c i r c u la t e d  by th e  f i n a n c ia l  

a id  o f f i c e .

In  a n o th e r  in s ta n c e ,  a  c o rp o ra t io n  donated  fu n d s to  

b u i ld  a  s p e c ia l  a d d it io n  a t  th e  l o c a l  h o s p i t a l ,  f o r  which th e  

c o rp o ra t io n  r e c e iv e s  p u b l i c i ty  i n  th e  v a r io u s  news m edia.

The h o s p i t a l  e v e n tu a l ly  p la c e s  s p e c ia l  p la q u e s  in  th e  new 

a d d i t io n  c i t i n g  th e  d o n o r 's  g e n e r o s i ty  a s  r e s p o n s ib le  f o r  th e  

c o n s t r u c t io n ,  and p e rh ap s  th e  f a c i l i t i e s  a re  even named a f t e r  

th e  donor. Some c o rp o ra t io n s  in c lu d e  in  t h e i r  b u d g e ts  funds 

s p e c i f i c a l l y  to  h e lp  p u b l ic iz e  t h e i r  c o n tr ib u t io n s  to  community 

p r o j e c t s .

Such c o rp o ra te  e f f o r t s  to  p u b l ic iz e  s o c ia l  invo lvem ent 

i s ,  in  e f f e c t ,  a  form o f  a d v e r t i s in g  t h a t  em phasizes th e  image 

o f  th e  c o rp o ra t io n ,  r a th e r  th a n  i t s  p ro d u c ts  o r  s e r v ic e s .



5 4

However, p ro d u c t a d v e r t i s in g  i s  a ls o  a c h ie v e d  # ie n  th e  c o r ­

p o ra t io n  d o n a te s  goods and s e r v i c e s .  An assum ption  in  t h i s  

s tu d y  i s  t h a t  g iv in g  to  im prove image and p ro d u c t a d v e r t i s in g  

a re  com plem entary in p u ts ,  an a ssu m p tio n  c o n s i s te n t  w ith  t h a t  

made by W hitehead in  h i s  c r o s s - s e c t i o n a l  m odel.^  T h is  d i r e c t  

r e l a t i o n s h i p  betw een a d v e r t i s in g  and g iv in g  would su p p o r t th e  

b u s in e s s  e x p e n d itu re  m o tiv e .

Emnlovment L e v e l . C o rp o ra te  g iv in g  began in  th e  l a s t  

q u a r te r  o f  th e  n in e te e n th  c e n tu ry  vdien th e  r a i l r o a d  com panies 

p a id  o ver h a l f  th e  c o n s t r u c t io n  c o s t  o f  YMCA b u i ld in g s  f a v o r ­

a b ly  lo c a te d  f o r  r a i l r o a d  em ployees. The p r a c t ic e  o f  g iv in g  

to  v o c a t io n a l  sch o o ls  to  t r a i n  p o t e n t i a l  em ployees i s  a  more 

r e c e n t  exam ple o f  c o rp o ra te  g iv in g  r e l a t e d  to  em ploym ent. ^

The e m p lo y ee -o rie n ted  n a tu r e  o f  c o rp o ra te  g iv in g  i s  su g g e s te d  

by Levy and S ha tto s

When b u s in e s s e s  move em ployees in to  a  d e v e lo p in g  
s e c t io n  o f  th e  c o u n ty ,  th e  in c re a s e s  in  p o p u la t io n  
s t r a i n s  e x is t in g  f a c i l i t i e s — s c h o o ls , h o s p i t a l s ,  and 
th e  l i k e .  M oreover, th e  em ployees com plain  ab o u t th e  
sh o r ta g e  o f  s e r v ic e s  and c u l t u r a l  b e n e f i t s ,  e s p e c ia l ly  
th o s e  s e rv ic e s  c u s to m a r ily  p ro v id e d  in  t h e i r  o ld  l o c a l e s .  
R ecogn iz ing  th e  c o r r e l a t i o n  betw een p r o f i t s  and a s t a b le

Jam es P . W hitehead, " Some Economic A spects o f  C o rp o ra te  
G iv in g ,” P h .D . D is s e r ta t io n ,  V i r g in ia  P o ly te c h n ic  I n s t i t u t e  
and S ta te  U n iv e rs i ty  (May 197&): P* 32.

2
C o rp o ra te  g iv in g  and a d v e r t i s in g  may a ls o  be s u b s t i ­

t u t e s .  B ut an in v e rs e  r e l a t i o n s h i p  betw een a d v e r t i s in g  and 
g iv in g  would a ls o  su p p o r t th e  b u s in e s s  e x p e n d itu re  m o tiv e .

F e r d in a n d  K. Levy and G lo r ia  M. S h a t to ,  "A Common Sense 
Approach to  C o rp o ra te  C o n t r ib u t io n s ,” F in a n c ia l  E x ec u tiv e  56, 
No. 8 (Septem ber 1978): p . 37*
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w o rk fo rc e , c o rp o ra t io n s  prom ote m usic and a r t  program s 
a s  w e ll  a s  h e a l th  and e d u c a t io n a l  f a c i l i t i e s .  By im­
p ro v in g  th e  q u a l i ty  o f  l i f e  f o r  t h e i r  em ployees, th ro u g h  
su p p o r tin g  and i n i t i a t i n g  community s e r v ic e s ,  c o rp o ra ­
t i o n s  e x h ib i t  e n lig h te n e d  s e l f - i n t e r e s t  a n c i l l a r y  to  
t h e i r  p r o f i t  m o tiv e .^

The employment m otive f o r  g iv in g  su g g e s ts  a  p o s i t iv e  

r e l a t i o n s h i p  betw een  g iv in g  and th e  number o f  in d iv id u a ls  

em ployed. The number o f  em ployees p e r  in d u s t r y ,  how ever, i s  

n o t g iv e n  in  th e , d a ta  p ro v id e d  by  th e . I n t e r n a l  Revenue S e rv ic e .  

On th e  m ajo r in d u s t r y  l e v e l ,  th e  c l a s s i f i c a t i o n  o f  b u s in e s s e s  

by th e  S ta n d a rd  I n d u s t r i a l  C l a s s i f i c a t i o n  (SIC) method i s  

b a s i c a l l y  th e  same a s  th e  S ta n d a rd  E n te r p r i s e  C l a s s i f i c a t i o n  

(SEC) m ethod. B ecause th e  SIC does g iv e  th e  number o f  em ployees 

by in d u s t r y ,  i t  was used  to  m easure th e  l e v e l  o f  employm ent.

A d i r e c t  r e l a t i o n s h i p  betw een c o rp o ra te  g iv in g  and th e  number 

o f  em ployees w ould su p p o rt th e  p r o f i t  m o tiv e .

D iv id e n d s . The d i f f e r i n g  ta x  t r e a tm e n t  o f  d iv id e n d s  

and c o rp o ra te  g iv in g  o f f e r s  a  p o t e n t i a l  advan tage  f o r  th ro u g h -  

th e - f i r m  consum ption . S h a re h o ld e rs  may d i r e c t  management to  

donate  to  a  c h a r i t y  some o f  th e  funds a v a i la b le  f o r  d iv id e n d s . 

S ince  c o rp o ra te  g iv in g  i s  a  d e d u c t ib le  e x p e n d itu re  and d i v i ­

dends a re  n o n -d e d u c tib le ,  s h a re h o ld e rs  may in c r e a s e  t h e i r  g iv ­

in g  d o l l a r s  a t  no e x t r a  p e rs o n a l  c o s t .  For exam ple, i f  th e  

c o rp o ra t io n  h a s  a  m arg in a l t a x  r a t e  o f  f i f t y  p e rc e n t ,  m anage­

ment can  do n a te  two ta x - d e d u c t ib le  d o l l a r s  to  a  c h a r i ty  w here

^ Ib id .
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i t  m ight o th e rw is e  pay ta x e s  o f  one d o l l a r  and d e c la re  th e  

o th e r  d o l la r  a  ta x a b le  d iv id e n d  to  s h a r e h o ld e r s .

I f  th e  c o rp o ra t io n  i s  to  a id  s h a re h o ld e rs  in  g iv in g , 

some d e c is io n  c r i t e r i a  sh o u ld  be a v a i la b le  f o r  d e te rm in in g  

th e  a p p ro p r ia te  l e v e l  o f  c o n t r ib u t io n s .  One b a s i s  would be 

to  d e s ig n a te  some p ro p o r t io n  o f  th e  funds a v a i la b le  f o r  d iv i ­

dends. T his would r e s u l t  in  d e te rm in in g  c o rp o ra te  g iv in g  

a c c o rd in g  to  th e  same v a r i a b le s  w hich in f lu e n c e  c o rp o ra te  

d iv id e n d s . T h e re fo re , i f  c o rp o ra te  g iv in g  i s  a  form o f  th ro u g h - 

th e - f i r m  consum ption , a  d i r e c t  r e l a t i o n s h i p  i s  ex p ec ted  betw een 

g iv in g  and d iv id e n d s .

A nother b a s i s  f o r  g iv in g  c o u ld  be t h a t ,  a f t e r  some m in i­

mum l e v e l  o f  d iv id e n d  p a y o u t, a  p ro p o r t io n  o f  th e  rem ain ing  

funds a v a i la b le  would be a l lo c a te d  f o r  g iv in g .  T h is second 

b a s i s  sh o u ld  a ls o  r e s u l t  in  a  d i r e c t  r e l a t i o n s h i p  betw een g iv ­

in g  and d iv id e n d s . A l te r n a t iv e ly ,  management may f i r s t  d e te r ­

mine th e  funds a v a i la b le  f o r  d i s t r i b u t i o n  to  th e  ow ners, and 

th e n  d iv id e  th e  a l lo c a t io n s  betw een g iv in g  and  d iv id e n d s . In  

t h i s  c a se , d iv id e n d s  and g iv in g  would be s u b s t i t u t e s ;  and an 

in v e r s e  r e l a t i o n s h i p  would e x i s t .

Up to  t h i s  p o in t ,  th e  d is c u s s io n  o f  d iv id e n d s  h as  been 

view ed from th e  c o n su m p tio n -o rie n te d  m o tiv e . However, th e  

b u s in e s s  m o tive  may a ls o  in f lu e n c e  d e c is io n s  r e l a t i n g  to  d i v i ­

dends. Management i s  u s u a l ly  r e l u c t a n t  to  re d u c e  d iv id e n d s , 

and t h i s  a t t i t u d e  r e s u l t s  in  a  s im i l a r ly  c o n s e rv a t iv e  r e lu c ta n c e  

to  in c re a s e  d iv id e n d s  u n t i l  m ain tenance  o f  th e  in c re a s e d  l e v e l
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i s  r e l a t i v e l y  a s s u re d .  To a v o id  s h a re h o ld e r s ' p re s s u re  fo r  

h ig h e r  d iv id e n d s  becau se  o f  ex cess  l i q u i d i t y ,  management may 

use  g iv in g  a s  a  means o f  te m p o ra r i ly  re d u c in g  l i q u i d i t y .  T his 

"sm oo th ing  e f f e c t "  would be j u s t i f i e d  i f  th e  g iv in g  s e rv e s  a  

b u s in e s s  m otive and would r e s u l t  in  in c re a s e d  g iv in g  d u rin g  a  

p e r io d  o f  c o n s ta n t  d iv id e n d s  and d e c re a se d  g iv in g  w ith  an 

in c r e a s e  in  d iv id e n d s . I f  g iv in g  i s  a  form o f  th ro u g h - th e -  

f irm  consum ption , th e  r e l a t i o n s h i p  to  th e  d iv id e n d  v a r ia b le  

i s  e x p e c te d  to  be  s i g n i f i c a n t — e i t h e r  d i r e c t  o r  i n d i r e c t .  An 

i n s i g n i f i c a n t  r e l a t i o n s h i p  would su g g e s t t h a t  g iv in g  i s  n o t a  

form  o f  th ro u g h - th e - f irm  consum ption and th u s  would te n d  to  

su p p o r t th e  p r o f i t  m o tiv e .

P r o f i t a b i l i t y . Schw artz  d e f in e s  n e t  income and cash  flow  

as a  m easurem ent o f  p r o f i t s  and th e r e f o r e  u sed  them to  r e p r e ­

s e n t  th e  a b i l i t y  o f  th e  c o rp o ra t io n  to  g iv e . N elson  d e f in e s  

h i s  re s o u rc e  c o n s t r a in t  a s  n e t  incom e, s t a t i n g  t h a t  n e t  income 

i s  a m easure o f  p r o f i t a b i l i t y .  Both r e s e a r c h e r s  h y p o th e s iz e d  

t h a t  i f  e i t h e r  h ig h e r  income o r  cash  flow  ( p r o f i t a b i l i t y )  

r e s u l t e d  in  p r o p o r t io n a te ly  h ig h e r  g iv in g , th e  consum ption- 

o r i e n te d  m otive was s u p p o r te d . However, n e t  income and cash  

flow  a r e  more a p p r o p r ia te ly  d e fin e d  a s  l i q u i d i t y  c o n s t r a in t s  

and w i l l  be d is c u s s e d  w ith  t h a t  v a r i a b le .

F o r th e  c o rp o ra t io n ,  p r o f i t a b i l i t y  i s  d e f in e d  as a  

r e tu r n  on in v e s tm e n t. T h is  r e tu r n  on in v es tm en t i s  d e fin e d  

as  n e t  income d iv id e d  by s to c k h o ld e r s ' e q u ity .  The e q u ity
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b a se  i s  used  because  th e  g o a ls  a r e  r e l a t e d  to  m ax im ization  

o f  sh a re h o ld e r  w e a lth .

D uring p e r io d s  o f  h ig h  p r o f i t a b i l i t y ,  th e  f irm ’ s a b i l ­

i t y  to  g iv e  w i l l  in c r e a s e .  A ccord ing  to  th e  consum ption 

m o tive , th o se  who have more w i l l  g iv e  m ore. T h e re fo re  a  d i r ­

e c t  r e l a t i o n s h ip  betw een g iv in g  and p r o f i t s  may be i n t e r p r e ­

te d  a s  su p p o r tin g  th e  th ro u g h - th e - f irm  consum ption m o tiv e .

An in v e rs e  r e l a t i o n s h i p  would in d ic a te  t h a t  g iv in g  i s  n o t  a  

form  o f  th ro u g h - th e - f irm  consum ption .

I f  g iv in g  i s  a  form  o f  a d v e r t i s in g ,  g iv in g  may in c re a s e  

d u rin g  a  p e r io d  o f  f a l l i n g  p r o f i t s  and d e c re a se  vdien p r o f i t s  

a re  up . The f i rm  w i l l  in c re a s e  a d v e r t i s in g  (g iv in g )  in  o rd e r  

to  m inim ize th e  drop in  p r o f i t s .  l/’Jhen p r o f i t s  a re  h ig h , th e r e  

i s  l e s s  need  to  push th e  p ro d u c t o r  f i r m 's  im age, r e s u l t i n g  

in  a  d e c re a se  in  a d v e r t i s in g  ( g iv in g ) . T h is  would su g g e s t 

t h a t  an in v e r s e  r e l a t i o n s h i p  betw een p r o f i t s  and g iv in g  would 

r e s u l t  i f  g iv in g  i s  a  b u s in e s s ,  o r  a d v e r t i s in g ,  e x p e n d itu re .

L iq u i d i ty . P re v io u s  s tu d ie s  have a l l  in c lu d e d  a  mea­

su re  to  d e te rm in e  th e  r e s o u rc e s  a v a i la b le  f o r  c o rp o ra te  g iv in g . 

The l e v e l  o f  income p ro v ed  to  be  a  v a lu a b le  e x p la n a to ry  v a r i ­

a b le  in  th e  s tu d y  o f  p r i v a t e  g iv in g .  Cash flo w  cou ld  a ls o  

be ex p ec ted  to  show a  s t ro n g  d i r e c t  r e l a t i o n s h i p  to  in d iv id u a l  

g iv in g . Cash flow  u s u a l ly  i s  th e  same a s  income f o r  th e  i n d i ­

vidual*, th e r e f o r e ,b o th  may se rv e  a s  a  m easure  o f  th e  a b i l i t y  

to  g iv e . I f  c o rp o ra te  g iv in g  i s  an  e x te n s io n  o f  p e rs o n a l
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g iv in g , th e  l i q u i d i t y  o f  th e  f irm  i s  e x p e c te d  to  he a  c o n t r i ­

b u t in g  f a c t o r  in  e x p la in in g  th e  n a tu re  o f  c o rp o ra te  g iv in g .

Schw artz h y p o th e s iz e d  t h a t  s in c e  th e  in d iv id u a l  gave 

more a s  income in c re a s e d ,  c o rp o ra t io n s  would a ls o  g iv e  more a s  

income in c re a s e d  i f  g iv in g  w ere c o n su m p tio n -o r ie n te d . W hile 

Schw artz i n t e r p r e t e d  income a s  a  m easure o f  p r o f i t  f o r  th e  

in d iv id u a l ,  h i s  e x te n s io n  to  th e  c o rp o ra t io n  changed th e  form  

o f  incom e. Schw artz  was r e a l l y  t e s t i n g  c o rp o ra te  g iv in g  to  

l i q u i d i t y  w hereas a  b e t t e r  m easurem ent o f  l i q u i d i t y  i s  th e  c u r ­

r e n t  r a t i o .  T h is  l a t t e r  m easurem ent h a s  th e  advan tage  o f  mea­

su r in g  l i q u i d i t y  on a  r e l a t i v e  b a s i s  vAiereas income and cash  

flow  do n o t .

I f  c o rp o ra te  g iv in g  i s  a  form o f  th ro u g h - th e - f irm  con­

sum ption , an in c r e a s e  in  l i q u i d i t y  w i l l  r e s u l t  in  an in c r e a s e  

in  g iv in g .  I f ,  on th e  o th e r  hand , c o rp o ra te  g iv in g  i s  r e l a t e d  

to  th e  p r o f i t  m o tiv e , th en  an in c re a s e  in  l i q u i d i t y  i s  n o t  

ex p ec ted  to  cau se  an  in c re a s e  i n  g iv in g .

F in a n c ia l  L e v e ra g e . As th e  l e v e l  o f  deb t in c re a s e s  f o r  

a  f irm , w ith in  a  g iv in g  in d u s t r y  and r e l a t i v e  to  s to c k h o ld e r s ’ 

e q u ity , th e  l e v e l  o f  r i s k  a ls o  in c r e a s e s .  S ince  r i s k  i s  an 

im p o rta n t f a c to r  i n  any b u s in e s s  e x p e n d itu re , c o rp o ra te  g iv in g  

i s  a ls o  e x p ec te d  to  be a f f e c te d  i f  such  g iv in g  i s  b a sed  on a  

b u s in e s s - o r ie n te d  m o tiv e .

The in c re a s e  in  r i s k  from  an in c r e a s e  i n  f i n a n c ia l  l e v e r ­

age i s  p a r t i a l l y  m easured by  th e  r e s u l t i n g  c u r r e n t  p o s i t io n
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o f  th e  f i rm  and a ls o  by  i t s  a b i l i t y  to  co v er th e  in c re a s e  in  

f ix e d  c o s t  a s s o c ia te d  w ith  d e b t .  The m anager may o f f s e t  th e  

r i s k  from  in c re a s e d  f i n a n c ia l  le v e ra g e  by  d e c re a s in g  o p e ra t in g  

le v e ra g e  and in c r e a s in g  th e  fu n d s a v a i la b le  to  c o v e r  f ix e d  

cash  c o s t s  by  re d u c in g  c o rp o ra te  g iv in g . T his r e s u l t s  in  

im proved l i q u i d i t y  and co v erag e  r a t i o s  and a  s l i g h t  improvement 

in  th e  d e b t - t o - t o t a l - a s s e t s  r a t i o ,  a s  l e s s  g iv in g  means more 

r e t a in e d  e a rn in g s . T h e re fo re , an in v e r s e  r e l a t i o n s h i p  betw een  

g iv in g  and  le v e ra g e  would su p p o r t th e  b u s in e s s  e x p n e d itu re  

m o tiv e .

C o s t . The p re v io u s  s tu d ie s  by Schw artz and  N elson de­

f in e d  th e  c o s t  o f  g iv in g  a s  (1  -  t )  vdiere " t"  was th e  m a rg in a l 

t a x  r a t e ,  and th e  t a x  t r e a tm e n t  o f  g iv in g  r e l a t i v e  to  o th e r  

v a r i a b le s  was su g g e s te d  to  be  im p o rta n t in  exam ining th e  mo­

t i v e s  f o r  g iv in g .  F o r exam ple, i f  th e  n a tu re  o f  g iv in g  i s  

p r o f i t - o r i e n t e d ,  th e n  i t  i s  com peting  f o r  funds w ith  o th e r  

e x p e n d itu re s  which a r e  d e d u c t ib le .  T h e re fo re , a  change in  th e  

t a x  r a t e  w ith o u t a  r e l a t i v e  change in  th e  r a t i o  o f  g iv in g  to  

o th e r  f a c t o r s  would su p p o r t th e  b u s in e s s  m otive f o r  g iv in g .

On th e  o th e r  h and , i f  g iv in g  i s  n o t  a  b u s in e s s  ex p en d i­

t u r e ,  th e n  i t  i s  com peting  w ith  d iv id e n d s , re in v e s tm e n t, o r  

r e d u c t io n  o f  l i a b i l i t i e s ,  vdiich a re  n o t  d e d u c tib le  f o r  t a x  

c o m p u ta tio n . T h e re fo re , a c c o rd in g  to  Schw artz , th e  c o s t  o f  

c o rp o ra te  g iv in g  would d e c re a se  w ith  an  in c re a s e  in  th e  t a x  

r a t e  r e l a t i v e  to  d iv id e n d s , re in v e s tm e n t , o r  th e  r e t i r e m e n t  o f
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c o rp o ra te  l i a b i l i t i e s . ^  He th u s  co n c lu d ed  t h a t  an in v e r s e  

r e l a t i o n s h ip  betw een g iv in g  and th e  c o s t  o f  g iv in g  su g g e s te d  

t h a t  th e  m otive f o r  g iv in g  was th ro u g h - th e - f irm  consum ption . 

C o n v erse ly , th e  la c k  o f  a  re sp o n se  in  th e  l e v e l  o f  g iv in g  to  

a  change in  th e  ta x  r a t e  may su p p o rt th e  b u s in e s s  m o tiv e , a t  

l e a s t  under a  s t a t i c  a n a l y s i s .

The Manager-Owner Agency R e la tio n s h ip  

W hile t h i s  d e s c r ip t io n  o f  th e  r e s e a rc h  model h a s  th u s  

f a r  excluded  th e  f a c to r  o f  th ro u g h - th e - f irm  co n sim p tio n  by 

management, c o n s id e ra t io n  o f  th e  r o l e  p la y e d  by management in  

i t s  agency r e l a t i o n s h ip  w ith  th e  ow ners i s  im p o rta n t. Owners 

p r e f e r  to  d iv e r s i f y  t h e i r  in v e s tm e n ts  to  red u ce  r i s k  r a t h e r  

th a n  a tte m p t to  c o n c e n tra te  t h e i r  in v es tm en t f o r  c o n tr o l  p u r­

p o se s , and t h i s  'd i v e r s i f i c a t i o n  r e q u i r e s  owners to  c o n tr a c t  

f o r  an ag en t to  manage t h e i r  common i n t e r e s t s .  These a g e n ts  

a re  u l t im a te ly  re s p o n s ib le  f o r  th e  o p e ra t io n  o f  th e  f i rm .^

M anagers a re  g e n e r a l ly  n o n -e q u ity  owners who a re  se ek in g  

to  maximize t h e i r  own s e l f - i n t e r e s t .  The co n cern  i s  t h i s :  how

can th e  s h a re h o ld e rs ' s e l f - i n t e r e s t  be  p re s e rv e d  vd iile  th e  man­

a g e rs  a re  m axim izing t h e i r  own s e l f - i n t e r e s t ?  T his p o t e n t i a l  

c o n f l i c t  o f  i n t e r e s t  i s  an im p o rta n t f e a tu r e  o f  th e  w ork ings

^R obert A. Schw artz , " P r iv a te  P h i la n th ro p ic  C o n tr ib u tio n s -  
An Economic A n a ly s is ,"  Ph.D . D i s s e r t a t io n ,  Columbia U n iv e r s i ty ,
1966 , p . 7 4 .

^ a n d ,  John  H. ; L lo y d , W illiam  P . ;  and Rogow, R obert B . ,  
"Agency R e la tio n s h ip s  in  th e  C lose C o rp o ra tio n ,"  F in a n c ia l  
Management (S p rin g  1982): p . 25»
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o f  th e  m arket sy s tem . In  p a r t i c u l a r ,  t h i s  f a c t o r  i s  a p p a re n t 

in  th e  la b o r  m ark e t f o r  c o rp o ra te  m anagers. S p e c i f i c a l ly ,  th e  

m a rk e t 's  e v a lu a t io n  o f  e q u ity  s e c u r i t i e s  r e f l e c t s  th e  r e l a t i v e  

e f f i c ie n c y  o f  th e  c o rp o ra te  m anager; fu r th e rm o re , th e  e v a lu a ­

t i o n  o f  e q u ity  s e c u r i t i e s  i s  c o n s id e re d  in  th e  la b o r  m arket 

to  d e te rm in e  th e  m an ag er 's  com pensation  f o r  h i s  s e r v ic e s .

W ith in  th e  f irm , e x e c u tiv e  in c e n t iv e s  a re  p ro v id e d  
th ro u g h  th e  dependent n a tu re  o f  each i n d iv i d u a l 's  mar­
g in a l  p ro d u c t .  Each manager r e a l i z e d  t h a t  h i s  v a lu e  in  
th e  la b o r  m arket i s  d e te rm in ed , i n  p a r t ,  by  th e  p e rfo rm ­
ance  o f  th e  f irm  vdiich i s  dependen t on th e  a c t io n s  o f  
o th e r  h i r e d  m anagers. T h is  le a d s  to  an i n t e r n a l  p o l i c ­
in g  e f f o r t  t h a t  m o n ito rs  and c o n tr o l s  c o n tr a r y  e x e c u tiv e  
b e h a v io r .7

The c o rp o ra te  m an ag er 's  a c t  o f  g iv in g  sh o u ld  be r e f l e c t ­

ed in  th e  i n t e r n a l  and e x te r n a l  la b o r  m arket a s  w e ll a s  i n  th e  

s e c u r i t i e s  m a rk e t. I f  g iv in g  i s  a  form  o f  m anager th ro u g h - th e -  

f irm  consum ption , i t  w i l l  be  view ed a s  manager com pensation  by 

th e  ow ners—a  f a c t o r  r e f l e c t e d  in  th e  s e c u r i t i e s  m ark e t. I t  

w i l l  a ls o  r e s u l t  i n  low er c o n tr a c t  wages in  th e  la b o r  m a rk e t. 

Thus, i f  c o rp o ra te  g iv in g  i s  i n t e r p r e t e d  a s  a  form  o f  agency 

c o s t  o r  m anager th ro u g h - th e - f irm  consum ption , m an a g e ria l com­

p e n s a t io n  w i l l  d e c re a se  a s  c o rp o ra te  g iv in g  in c r e a s e s .

I f ,  though , c o rp o ra te  g iv in g  i s  a  form  o f  ovmer th ro u g h - 

th e - f i rm  consum ption , i t  w i l l  n o t be r e f l e c t e d  i n  a  d e c l in e  in  

s e c u r i ty  p r i c e s .  S in ce  c o rp o ra te  g iv in g  i s  d e d u c tib le  f o r

^ C l i f f o r d  B. Sow ell and W. S te w a rt M ounts, J r . ,  "The 
Economics o f  C o rp o ra te  G iv ing : Theory and E v id en ce ,"  An un­
p u b lis h e d  p a p e r  p re s e n te d  a t  th e  M idwest Economics A s so c ia t io n  
M eeting , L o u is v i l l e ,  K entucky, A p r i l  I 98I .
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c o rp o ra te  t a x  p u rp o se s , th e  g iv in g  needs o f  th e  in d iv id u a l  

co u ld  c o n se q u e n tly  in c r e a s e .  The owners c o u ld  e f f e c t i v e l y  g iv e  

more hy a llo w in g  th e  c o rp o ra te  m anager to  make t h e i r  c o n tr ib u ­

t io n s  r a t h e r  th a n  to  d i s t r i b u t e  th e  a f t e r - t a x  p r o f i t s  in  th e  

form  o f  d iv id e n d s . In  t h i s  s i t u a t i o n ,  th e  d e s i r a b i l i t y  o f 

owner th ro u g h - th e - f irm  consum ption  would be  r e f l e c t e d  fa v o ra b ly  

in  th e  s e c u r i t i e s  m arket w ith  a  c o rre sp o n d in g  fa v o ra b le  e f f e c t  

fo r  th e  m anager in  th e  l a b o r  m a rk e t. T h e re fo re , a  d i r e c t  r e l a ­

t io n s h ip  betw een  g iv in g  and o f f i c e r ' s  com pensation  may be in -  

t r e p r e te d  a s  su p p o r tin g  owner th ro u g h - th e - f i r m  consum ption .

The D ata

The m ajo r p o r t io n  o f  th e  d a ta  used  in  th e  fo llo w in g  

a n a ly s is  was c o l l e c te d  from  th e  C o rp o ra te  Source Book o f  

S t a t i s t i c s  o f  Income, a  s e t  o f  u n p u b lish e d  w orksheet t a b l e s ,  

o r  from th e  a n n u a lly  p u b lis h e d  S t a t i s t i c s  o f  Income, C o rp o ra tio n
Q

Income Tax R e tu rn s . B a lan ce  s h e e t  and s e le c te d  income s t a t e ­

ment item s a re  a v a i la b le  f o r  each  y e a r  a f t e r  1936 w ith  th e  

e x c e p tio n  o f  1962 . B ecause  o n ly  l im i te d  b a la n c e  s h e e t  d a ta  

were a v a i la b le  f o r  I 962 , t h a t  y e a r 's  d a ta  were g e n e ra te d  u s in g  

an a v erag e  p e rc e n ta g e  o f  common s iz e  s ta te m e n t item s f o r  I 96I  

and 1963» For exam ple, i n  I 962 one o f  th e  f ig u r e s  p ro v id ed  was 

t o t a l  a s s e t s .  The t o t a l  a s s e t s  f ig u r e s  f o r  I 962 and I 963 w ere

O
The l im i te d  number o f  o b s e rv a t io n s  ( 38) i s  l e s s  th an  

id e a l .  However, th e  p re v io u s  s tu d ie s  by  Schw artz and N elson  
used  o n ly  26 and 28 s e t s  o f  d a ta ,  r e s p e c t iv e ly .
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f i r s t  u se d  to  c a l c u l a t e  th e  r e s p e c t iv e  p e rc e n ta g e s  o f  c a sh , 

a cc o u n ts  r e c e iv a b le ,  e t c . ,  f o r  th o se  y e a r s .  The r e s u l t i n g  

p e rc e n ta g e s  f o r  I 96I  and I 963 w ere th e n  a v e rag e d ; t h a t  a v e rag e  

f ig u r e  was th en  m u l t ip l i e d  by  1962*s t o t a l  a s s e t  f ig u r e  to  

g e n e ra te  cash , a c c o u n ts  r e c e iv a b le ,  e t c . ,  f o r  1 9 6 2 . T h is 

method p ro v id e d  e s t im a te s  v e ry  c lo s e  to  th e  two o th e r  b a la n c e  

s h e e t  ite m s  a c t u a l l y  l i s t e d  f o r  1962 , i n v e n to r ie s  and d e p re c i ­

a b le  a s s e t s .

B a lan ce  s h e e t  and s e l e c te d  income s ta te m e n t  item s w ere 

p ro v id e d  by  each y e a r  in  one o f  two fo rm a ts :  (1 ) th e  a g g re ­

g a te s  f o r  a l l  c o rp o ra t io n s  and  a ls o  f o r  a l l  c o rp o ra t io n s  r e ­

p o r t in g  a  n e t  incom e, o r  (2) th e  a g g re g a te s  f o r  a l l  c o rp o ra ­

t io n s  r e p o r t in g  a  n e t  income and a ls o  f o r  a l l  c o rp o ra t io n s  r e ­

p o r t in g  a  n e t  l o s s .  R e g a rd le s s  o f  w hich fo rm at was u sed , th re e  

c o n s i s t e n t  s e t s  o f  d a ta  f o r  each  y e a r ,  1936 th ro u g h  1973, were 

com piled : (1) th e  a g g re g a te  f o r  a l l  c o r p o r a t io n s ,  (2) th e

a g g re g a te  f o r  a l l  c o rp o ra t io n s  w ith  a  n e t  incom e, and ( 3 ) th e  

a g g re g a te  fo r  a l l  c o rp o ra t io n s  w ith  a  n e t  l o s s .  (D ata  s e t  1 

e q u a ls  d a ta  s e t  2 p lu s  d a ta  s e t  3 .)

I n  th e  t r a d i t i o n  o f  e a r l i e r  s t u d i e s ,  d a ta  s e t  1 ( in c lu d ­

in g  a l l  f irm s) would be th e  c h o ic e  to  u se  f o r  a n a l y s i s .  How­

e v e r , a  p re l im in a ry  rev iew  in d ic a te d  t h a t  such a  g e n e ra l  ap ­

p roach  would n o t n e c e s s a r i ly  y i e l d  th e  m ost u s e f u l  r e s u l t s .

The a g g re g a te  d a ta  o f  lo s s  f i rm s  in d ic a te d  t h a t  w h ile  th e s e  

f irm s  g e n e r a l ly  gave l e s s  th a n  two p e rc e n t  o f  t o t a l  c o rp o ra te  

g iv in g , th e y  g e n e r a l ly  c o n s t i t u t e d  more th a n  t h i r t y  p e rc e n t
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o f  t o t a l  c o rp o r a t io n s .  F a i l in g  to  d i s t in g u i s h  th e  d a ta  o f  

lo s s  f irm s from  th e  o th e r  c o rp o ra te  g iv in g  d a ta  th u s  r e f l e c t s  

l a r g e  in c r e a s e s  i n  m ost o f  th e  a g g re g a te  d o l l a r  item s r e p o r te d , 

a  d e c rea se  in  a g g re g a te  n e t  incom e, and o n ly  a  s l i g h t  in c re a s e  

in  c o rp o ra te  g iv in g .

S ince  t h i s  s tu d y , how ever, i s  p r im a r i ly  concerned  w ith  

"vrtiy c o rp o ra t io n s  g iv e ,"  th e  e x c lu s io n  o f  c o rp o ra t io n s  t h a t  

do n o t g iv e  sh o u ld  c l a r i f y  th e  i n t e r p r e t a t i o n  o f  th e  r e g r e s s io n  

r e s u l t s .  T h is  d e c is io n  to  e x c lu d e  th e  l o s s  f irm s , fu r th e rm o re , 

i s  c o n s i s te n t  w ith  th e  s tu d ie s  p e rfo rm ed  by  Johnson  and N elson 

and th u s  f a c i l i t a t e s  com parison  o f  r e s u l t s  w ith  th e s e  s tu d ie s .

The a g g re g a te s  w ere d iv id e d  in to  m ajo r and m inor in d u s­

t r i e s  u s in g  th e  S ta n d a rd  E n te r p r is e  I n d u s t r i a l  C la s s i f i c a t i o n  

is s u e d  by th e  O ff ic e  o f  S t a t i s t i c a l  P o l ic y  and Management 

In fo rm a tio n  System s, O f f ic e  o f  Management and B udget, P u b l i ­

c a t io n  647.9  P u b l ic a t io n  64? p ro v id e d  a  com parison betw een 

th e  above c l a s s i f i c a t i o n  and th e  S ta n d a rd  I n d u s t r i a l  C l a s s i f i ­

c a t io n ,  and a lth o u g h  th e r e  were some d i f f e r e n c e s  betw een th e  

m inor in d u s t ry  c l a s s i f i c a t i o n s ,  th e  m ajo r in d u s try  c l a s s i f i c a ­

t io n s  were th e  same.

In  a d d i t io n  to  th e  a g g re g a te  n a tu re  o f  th e  d a ta ,  o th e r  

l im i t a t i o n s  a re  d e s c r ib e d  in  P u b l ic a t io n  64? . The l i n e  item s 

l i s t e d  in  th e  b a la n c e  s h e e t  were n o t  th e  same in  each y e a r .

^T reasu ry  D epartm ent, I n t e r n a l  Revenue S e rv ic e , 
C o rp o ra tio n  Source Book o f  S t a t i s t i c s  o f  Incom e. P u b l ic a t io n  
647 (Rev. 2 -7 8 ) .
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F or exam ple, governm ent s e c u r i t i e s  were l i s t e d  a s  one f ig u r e  

in  th e  e a r l i e r  y e a r s  and s e p a ra te d  in to  F e d e ra l  and S ta te  com­

p o n en ts  in  l a t e r  y e a r s .  The most condensed  f ig u r e  was u sed  

in  th o se  c a se s  i n  o rd e r  to  have a  c o n s i s te n t  c l a s s i f i c a t i o n  

f o r  th e  e n t i r e  tim e  span co v ered  hy th e  d a ta .

A nother l i m i t a t i o n  was r e l a t e d  to  th e  r e p o r t in g  m ethod 

o f  la r g e  com panies w ith  d i v e r s i f i e d  i n t e r e s t s .  I f  a  c o n s o l i ­

d a te d  r e tu r n  was u sed  f o r  r e p o r t in g  p u rp o se s , th e  c o m p a ra b il­

i t y  m ight be  com prom ised a s  s t a te d  in  th e  fo llo w in g :

Even though  th e  c l a s s i f i c a t i o n  system  i s  d e s ig n ed  to  
ap p ly  to  th e  company r a th e r  th a n  th e  e s ta b l is h m e n t ,  i t s  
a p p l i c a t io n  to  c o rp o ra t io n  income ta x  r e tu r n  s t a t i s t i c s  
has  l i m i t a t i o n s .  F o r c o rp o ra t io n s ,  in d u s t r y  s t a t i s t i c s  
a re  g e n e r a l ly  governed  by th e  r e tu r n s  o f  th e  l a r g e r  com­
p a n ie s .  S in ce  a  r e t u r n  i s  c l a s s i f i e d  by  in d u s t r y  b a sed  
on th e  a c t i v i t y  a c c o u n tin g  f o r  th e  l a r g e s t  p e rc e n ta g e  
o f  t o t a l  r e c e i p t s ,  t h i s  means t h a t  l a r g e  c o rp o ra t io n s  
w ith  d i v e r s i f i e d  a c t i v i t i e s  a re  in c lu d e d  in  o n ly  one 
in d u s t ry  even  though  many o f  t h e i r  b u s in e s s  o p e ra t io n s  
a re  u n r e la te d  to  th e  in d u s try  in  which th e y  a re  c l a s s i ­
f i e d  . . . S t a t i s t i c s  f o r  an in d u s t r y  may be e i t h e r  
u n d e rs ta te d  by am ounts r e p o r te d  by c o rp o ra t io n s  whose 
p r in c ip a l  a c t i v i t y  l i e s  e lsew h ere , o r  o v e r s ta te d  by  
amounts r e p o r te d  by  c o rp o ra t io n s  c l a s s i f i e d  in  th e  in d u s -  nq 
t r y  b u t  h a v in g  s u b s t a n t i a l  o p e ra t io n s  i n  o th e r  i n d u s t r i e s .

When th e  r e p o r t in g  u n i t  f i l e s  s e p a ra te  r e tu r n s  f o r  each member

o f  a group o f  r e l a t e d  com panies, th e  problem  i s  m in im ized .

The problem  becom es more c r i t i c a l  when d is a g g re g a tio n  i s

a tte m p te d  and o r  a  l a r g e  number o f  c o n s o l id a t io n s ,  m ergers

o r  s p in - o f f s  a r e  t r a n s a c te d  d u rin g  th e  r e p o r t in g  p e r io d .

S ince  t h i s  a n a ly s i s  does n o t  d is a g g re g a te  th e  d a ta  below  th e

^ ° I b i d . ,  p .  2 .
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m ajo r In d u s try  c l a s s i f i c a t i o n ,  th e  l im i t a t i o n  was assumed to  

be m in o r.

The c o s t  o f  c o rp o ra te  g iv in g  i s  r e p o r te d  in  c u r r e n t  

d o l l a r s  a s  " g i f t s  and c o n tr ib u t io n s "  on ta x  r e tu r n s  f i l e d  

w ith  th e  I n t e r n a l  Revenue S e rv ic e . The p u rc h a s in g  power o f  

g i f t s  and c o n tr ib u t io n s  a r e  a f f e c te d  by th e  changing r e a l  

v a lu e  o f  th e  d o l l a r .  A d ju s tin g  f o r  th e  changing  p u rc h a s in g  

power o f  th e  v a r i a b le s  u sed  in  t h i s  a n a ly s i s  depends on f in d ­

in g  some in d ex  to  m easure th e  change. Most in d ex es a re  based  

on a  q u a n ti t y - p r i c e  r e l a t i o n s h i p .  They can n o t s e p a ra te  changes 

in  p r i c e s  due to :  (1) q u a l i t y  changes, (2) te c h n o lo g ic a l

changes, and (3) o th e r  economic changes from  changes in  p u r­

c h a s in g  pow er. An a p p ro p r ia te  in d ex  f o r  c o rp o ra te  g iv in g  

p r e s e n ts  a n o th e r  c o m p lic a tio n  r e l a t e d  to  th e  m easuring  u n i t .

The v a r i a b le s  u sed  a re  in ta n g ib le s ,  no common u n i t  o f  m easure­

ment i s  p ro v id e d . T h is  makes th e  developm ent o f  an in d ex , 

to  a d ju s t  f o r  p u rc h a s in g  power changes o v e r tim e , d i f f i c u l t .

The t r a d i t i o n a l  s o lu t io n  i s  to  r e l y  on one o f  th e  common 

in d e x e s : (1) th e  W holesale  P r ic e  Index , (2) th e  Consumer

P r ic e  In d ex , o r  (3) th e  G ross N a tio n a l  P ro d u c t (GNP) I m p l i c i t  

P r ic e  D e f la to r .  E x p re ss in g  th e  v a r i a b le s  in  r a t i o  form  e l i ­

m in a te s  ch o sin g  which in d ex  to  u se . The la c k  o f  goods which 

dom inate th e  consum er b a s k e t  and th e  f a i l u r e  to  a c q u ire  goods 

a t  w h o le sa le  p r i c e s ,  makes i t  n e c e s sa ry  to  r e j e c t  th e  Consumer 

P r ic e  Index  and th e  W holesale P r ic e  In d ex . C o rpo ra te  g iv in g



6 8

i s  f o r  a  v a r i e t y  o f  p u rp o se s : c a p i t a l  im provem ents, h e a l th ,

e d u c a tio n , c u l t u r a l  s e r v i c e s ,  a d v e r t i s in g ,  e t c .  The d iv e r ­

s i t y  o f  th e s e  e x p e n d itu re s  makes th e  GNP I m p l i c i t  P r ic e  

D e f la to r  th e  b e s t  c h o ic e . Schw artz and N elson  a ls o  chose 

th e  GNP I m p l ic i t  P r ic e  D e f la to r  in  t h e i r  s t u d i e s .

I n t e r n a l  Revenue S e rv ic e  d a ta  i s  th e  o n ly  com prehensive 

s e t  o f  d a ta  p r e s e n t ly  a v a i la b le  f o r  an a n a ly s i s  o f  c o rp o ra te  

g iv in g .  A lthough th e  a n a ly s i s  u n d e rta k en  in  t h i s  r e s e a rc h  

p a p e r  i s  e x p ec te d  to  g r e a t l y  in c re a s e  th e  u n d e rs ta n d in g  o f  

th e  n a tu re  o f  c o rp o ra te  g iv in g ,  any i n t e r p r e t a t i o n  o f  th e  

r e s u l t s  m ust c o n s id e r  th e  l im i t a t i o n s  imposed by a g g re g a tio n  

o f  th e  d a ta .

The M ethod o f  A n a ly s is  

The a n a ly s i s  w i l l  assum e t h a t  th e  s t r u c t u r a l  form  o f  

th e  f i r m 's  d e c is io n  p ro c e s s  may be  e x p re ssed  in  term s o f  th e  

g e n e ra l  l i n e a r  model u s in g  g e n e ra l iz e d  l e a s t  sq u a re s  e s t im a ­

t i o n .  In  p a r t i c u l a r ,  l e t  th e  r e l a t io n s h ip  be a s  fo llo w s :

(1) OG = K + Bj^A  ̂ + + B^,P^ + + BgF^ +

w here: t  = 1 , 2 , 3 , . . . 38 , f o r  th e  y e a rs  1936-1973*

= 0 i f  t  i s  l e s s  th a n  18 (1953) o r

1 i f  t  i s  eq u al to  o r  g r e a t e r  th a n  18 (1953) 

= random e r r o r  te rm .
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The a n a ly s i s  o f  th e  s t a t i s t i c a l  m ethodology b e g in s  by 

assum ing  th e  s im p le s t  s t r u c t u r a l  m odel, nam ely, th e  s in g le  

e q u a t io n  m odel, e q u a tio n  (1 ) above f o r  each m ajo r in d u s t r y .  

However, w ith in  each  e q u a tio n  th e r e  a r e  s e v e ra l  s t a t i s t i c a l  

p rob lem s t h a t  m ust be a n t i c i p a t e d .  The l e a s t  sq u a re s  m ethod­

o lo g y  assum es t h a t  th e  m odel b e in g  e s t im a te d  i s  o f  f u l l  ran k  

and h en ce  a l l  c o e f f i c i e n t s  a r e  e s t im a b le .  However, th e  

m a tr ix  o f  in d ep en d en t v a r i a b le s  may be s in g u la r  o r  s u f f i c i e n ­

t l y  c lo s e  to  b e in g  s in g u la r  so t h a t  p r e c i s e  e s t im a t io n  o f  some 

o r  a l l  o f  th e  in d iv id u a l  p a ra m e te rs  may be im p o s s ib le . In  

e f f e c t ,  s t ro n g  c o r r e l a t io n  among some in d ep en d en t v a r i a b l e s ,  

such a s  le v e ra g e  and p r o f i t  im ply  t h a t  one o f  th e  v a r i a b le s  

i s  a lm o s t an e x a c t  l i n e a r  c o m b in a tio n  o f  a n o th e r  o r  s e v e r a l  

o th e r  v a r i a b le s .  Hence th e  m a tr ix  o f  r e g r e s s o r s  w i l l  be  f a r  

from  o r th o g o n a l. T h is  i s  e s p e c i a l l y  common where b a la n c e  

s h e e t  and income s ta te m e n ts  a r e  u se d , due to  th e  a c c o u n tin g  

i d e n t i t i e s .  A f a c t o r  a n a ly s i s  o f  a l l  th e  v a r i a b le s  w i l l  be 

u sed  to  t e s t  f o r  c o l l i n e a r i t y . I f  c o l l i n e a r i t y  e x i s t s ,  th e n  

one way around  t h i s  im passe i s  to  in d u ce  o r th o g o n a l i ty  b e ­

tw een some o f  th e  v a r i a b le s  by r e g r e s s in g ,  f o r  exam ple, p r o f i t  

on le v e ra g e  and u s in g  th e  r e s id u a l  betw een o b se rv ed  and p r e ­

d ic t e d  p r o f i t  a s  a  m easure o f  p r o f i t .  By v i r t u e  o f  th e  l e a s t  

s q u a re s  m ethodology, r e s i d u a l  p r o f i t  i s  known to  be o r th o g o ­

n a l  to  le v e ra g e , hence th e  c o l l i n e a r  r e l a t i o n s h i p  betw een  th e  

two v a r i a b le s  i s  b ro k en .
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T rea tm en t o f  c o l l i n e a r i t y  a lo n g  th e  l i n e s  su g g e s te d  

above a ls o  r e s o lv e s  a n o th e r  p rob lem — th e  p o te n t i a l  p re se n c e  

o f  s im u lta n eo u s  e q u a tio n  b i a s .  Looking o v e r  the  r e g r e s s o r s  

in  e q u a tio n  (1 ) ,  i t  i s  a p p a re n t t h a t  s e v e r a l  a re  n o t  s t r i c t l y  

exogenous. The in c lu s io n  o f  p r o f i t ,  a d v e r t i s in g  and  s iz e  in  

th e  same e q u a tio n  makes th e  p rob lem  a  p o t e n t i a l l y  s e r io u s  

one . P r o f i t  i s  d e f in e d  in  te rm s o f  s i z e  r e l a t i v e  to  revenue 

l e s s  some m easure o f  c o s t .  C o s ts  o r d i n a r i l y  in c lu d e  a d v er­

t i s i n g  so t h a t  th e  l a t t e r  v a r i a b le  a s  w e ll  a s  revenue  may be 

reg a rd e d  a s  l o g i c a l l y  p r i o r  to  p r o f i t ,  hence  th e  l a t t e r  i s  

c le a r ly  endogenous. In  th e  s in g l e  e q u a tio n  c o n te x t p roposed  

f o r  t h i s  s tu d y , ig n o r in g  t h i s  dependency le a d s  to  th e  p o s s ib i ­

l i t y  t h a t  s im u lta n e o u s  e q u a tio n  b ia s  w i l l  be p r e s e n t .  F o r tu ­

n a te ly ,  th e  su g g e s te d  approach  f o r  d e a l in g  w ith  m u l t i c o l l in -  

e a r i t y  p u rg e s  th e  e q u a tio n  o f  t h i s  so u rc e  o f  b i a s .  The a rg u ­

ment would fo llo w  one used  to  r a t i o n a l i z e  th e  use o f  i n s t r u ­

m en ta l v a r i a b l e s  o r  two s ta g e  l e a s t  sq u a re s  by M addala in  a 

g e n e ra l  d i s c u s s io n  o f  s im u lta n e o u s  e q u a tio n  m odels.

A no ther common s t a t i s t i c a l  p rob lem  en co u n te red  in  con­

t e x t s  s im i l a r  to  th e  p roposed  a p p l i c a t io n  i s  th e  problem  o f  

h e te r o s c e d a s t i c i ty  o r  n o n c o n s ta n t v a r ia n c e  among th e  e r r o r  

te rm s . T h is  problem  i s  l i k e l y  to  be se v e re  when th e  e ig h t  

i n d u s t r i e s  a r e  poo led  s in c e  th e  v a r ia n c e  o f  th e  e r r o r  term

11G. S . M addala, E c o n o m e tric s . (New York: M cGraw-Hill
Book Company, 1977)* pp . 220-51 .
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te n d s  to  grow w ith  some m easure o f  f irm  o r  in d u s try  s iz e  such 

a s  t o t a l  a s s e t s  o r  s a l e s .  The s t a t i s t i c a l  consequences a r e  

i d e n t i c a l  to  th o se  induced  by m u l t i c o l l i n e a r i t y ,  nam ely i n e f ­

f i c i e n t  e s t im a t io n  o f  th e  r e g r e s s io n  p a ra m e te rs  and b ia s e d  

e s t im a te s  o f  t h e i r  v a r ia n c e s  a r e  p ro d u ced . T e s ts  w i l l  be p e r ­

form ed to  a s s e s s  th e  p resen ce  o f  h e te r o s c e d a s t i c i ty  d i s t u r -
12b a n ce s , in  p a r t i c u l a r  th e  G o ld fe ld -Q u an d t m ethodology. I f  

th e s e  t e s t s  in d ic a te  th a t  th e  problem  i s  s e r io u s  enough to  

w a rra n t a d ju s tm e n t, each e q u a tio n  w i l l  be w eighted  s e p a r a te ly  

and r e - e s t im a te d  fo llo w in g  th e  c o n s t r u c t io n  o f  th e  o r th o g o n a l 

m easure o f  p r o f i t  in  o rd e r  to  a s s u re  t h a t  th e  r e s id u a l s  ex­

amined f o r  h e te r o s c e d a s t i c i ty  a re  in d ee d  u n b iased .

A no ther s t a t i s t i c a l  prob lem  t h a t  o f te n  o c cu rs  in  tim e 

s e r i e s  o f  t h i s  ty p e  i s  a u to c o r r e l a t io n .  The e f f e c t s  o f  a u to ­

c o r r e l a t io n  a re  u n b iased  b u t i n e f f i c i e n t  e s t im a te s  o f  th e  

p a ra m e te rs  w h ile  th e  v a r ia n c e s  a r e  b ia s e d .  The R a s  w e ll  a s  

th e  " t"  and "F” s t a t i s t i c s  a r e  e x a g g e ra te d . The D urbin-W atson 

D s t a t i s t i c  w i l l  be used  to  d e te c t  th e  p re sen c e  o f  a u to c o r r e ­

l a t i o n .  I f  a u to c o r r e la t io n  e x i s t s ,  a d ju s tm e n ts  w i l l  be 

accom plished  u s in g  th e  m ethodology p ro v id e d  in  th e  S .A .S . 

U s e r 's  G uide , 1979 .^^

S. M. G o ld fe ld  and R. E. Q uandt, " Some T e s ts  f o r  
H o m o s c e d a s tic i ty ,” American S t a t i s t i c a l  A sso c ia tio n  J o u rn a l  
(Septem ber 1 9 6 5 '.

^ ^S .A .S . U s e r 's  Guide 1979 E d i t io n . E d ited  by Ja n e  T. 
H elw ig and K athryn  A. C o u n c il, (R a le ig h , N orth C a ro lin a :
SAS I n s t i t u t e ,  I n c . ,  1979).
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s t r u c t u r a l  change may a ls o  have o c c u rre d  in  th e  m odel. 

R e fe r r in g  back  to  e q u a tio n  (1 ) ,  th e  c o e f f i c i e n t s  o f  w ith in  

each in d u s t ry  w i l l  b e  t e s te d .  T h is  w i l l  make i t  p o s s ib le  to  

d e te c t  any s t r u c t u r a l  change t h a t  may have r e s u l te d  from th e  

1952 c o u r t  d e c is io n  n o te d  e a r l i e r .  The v a r ia b le  w i l l  a llo w  

f o r  th e  p o s s i b i l i t y  o f  a  d i f f e r e n t  i n t e r c e p t  v a lu e  fo r  th e  

p re  and p o s t  1952 p e r io d .

A ggregate Model

Two m ethods a r e  a v a i la b le  f o r  t e s t i n g  th e  model u s in g  

th e  a g g re g a te  d a ta .  The f i r s t  i s  to  sum th e  e ig h t  o b se rv a ­

t io n s  (one f o r  each in d u s try )  in  tim e p e r io d  " t ."  For 

example, f o r  th e  y e a r  1936, th e  c u r r e n t  r a t i o  f o r  th e  a g g re ­

g a te  d a ta  w i l l  be th e  sum o f  c u r r e n t  a s s e t s  o f  th e  e i ^ t  

i n d u s t r ie s  d iv id e d  by th e  sum o f  c u r r e n t  l i a b i l i t i e s  o f  th e  

e ig h t  i n d u s t r i e s .  T h is  method may be r e p re s e n te d  in  th e  same 

form a s  e q u a tio n  ( 1 ) .

The second m ethod i s  to  t r e a t  each o b s e rv a tio n  w ith in
l i i

th e  e ig h t  i n d u s t r i e s  s e p a r a te ly .  The advan tage  o f  t h i s  

method i s  t h a t  th e r e  w i l l  be 304 o b s e rv a t io n s  a s  opposed to  

th e  38 o b s e rv a t io n s  used  in  e q u a tio n  ( 1 ) .  T his method i s  

r e p re s e n te d  by e q u a tio n  (2) a s  fo llo w s ;

( 2 )  =  K q  +  ® 4 i ^ i t

® 5 i^ i t  ® 6 i^ i t  ® 8 i^ it  ® i f

^^John N e te r  and lAlilliam Wasserman, A pplied  L in e a r  
S t a t i s t i c a l  M odels. (Homewood, I l l i n o i s :  R ichard  D. I rw in ,
I n c . ,  1974) :  p . 350 .
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iiilhere; i  = 1 , 2 , 3 , . . . 8 , in d u s t r y  c l a s s i f i c a t i o n  

from  I n t e r n a l  Revenue S e rv ic e  d a ta ,  

t  = 1 , 2 , 3 , . . . 38 , f o r  th e  y e a rs  1936 to

19 7 3 .
= 0 i f  t  i s  l e s s  th an  18 (1953  o r  b e fo re )

1 i f  t  i s  e q u a l to  o r g r e a te r  th a n  18

(1953  o r  a f t e r )  

e^^ = random e r r o r  te rm .

The same s t a t i s t i c a l  p ro c e d u re s  w i l l  be used  to  t e s t  th e

a g g re g a te  d a ta  a s  was u sed  in  th e  m ajo r in d u s try  a n a ly s i s .

Namely, t e s t s  w i l l  be  ru n  to  t e s t  and c o r r e c t  f o r  m u lt i  c o l l i n ­

e a r i t y ,  h e te r o s c e d a s t i c i ty ,  s im u lta n eo u s  e q u a tio n  b i a s ,  a u to ­

c o r r e l a t io n  and s t r u c t u r a l  change.

I n te r in d u s t r y  D if fe re n c e s

There a re  a  number o f  f a c t o r s  t h a t  may cause i n t e r ­

in d u s t r y  d i f f e r e n c e s .  G race Johnson  h y p o th e s iz e d  t h a t  in d u s­

t r i e s  w ith  p ro d u c ts  would g iv e  more than  s e rv ic e  i n d u s t r i e s .  

The d i f f e r i n g  ta x  tr e a tm e n t  i s  r e s p o n s ib le  f o r  t h i s .  P ro d u c ts  

a re  d e d u c t ib le  a t  c o s t ,  b u t  d o n a tio n s  o f  s e rv ic e s  a r e  n o t  

d e d u c t ib le .  As a  r e s u l t ,  i n d u s t r i e s  t h a t  donate  t h e i r  p ro ­

d u c ts  w i l l  r e p o r t  a  h ig h e r  l e v e l  o f  g iv in g  th an  in d u s t r i e s  

t h a t  dona te  s e r v ic e s ,  a l l  o th e r  th in g s  e q u a l.

^O race Johnson , "C o rp o ra te  P h ila n th ro p y : An A n a ly s is
o f  C o rp o ra te  C o n tr ib u t io n s ,"  J o u rn a l  o f  B u sin e ss  39, No. 4 
(O c to b e r 1966) :  pp. 489-304 .
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A d d i t io n a l ly ,  th e  d o n a tio n  and u se  o f  a  p ro d u c t may 

in c r e a s e  f u tu r e  s a l e s .  An example may he  th e  d o n a tio n  o f  

com puters to  p u b l ic  s c h o o ls . S tu d e n ts  who l e a r n  on a  g iv e n  

b ran d  name com puter may be in c l in e d  to  p u rch ase  th a t  b ran d  

name in  th e  f u t u r e .

A no ther f e a tu r e  t h a t  m ight e x p la in  i n t e r in d u s t r y  d i f ­

fe r e n c e s  i s  c a p i t a l  i n t e n s i t y .  H ig h ly  c a p i t a l i z e d  i n d u s t r i e s  

may te n d  to  g iv e  l e s s  th a n  more l a b o r  in te n s iv e  i n d u s t r i e s . 

T h is w ould e s p e c i a l l y  be  t r u e  i f  g iv in g  i s  a  form o f  employee 

b e n e f i t .

Summary

The two m o tiv es  f o r  c o rp o ra te  g iv in g —b u s in e s s  e x p e n d i­

tu r e  o r  th ro u g h - th e - f irm  consum ption—w i l l  be t e s t e d  e m p ir i­

c a l l y  u s in g  I n t e r n a l  Revenue S e rv ic e  d a ta .  The r e l a t i o n s h i p  

betw een c o rp o ra te  g iv in g  and th e  v a r i a b l e s :  a d v e r t i s in g ,

employment l e v e l ,  d iv id e n d  p ay o u t, p r o f i t a b i l i t y ,  l i q u i d i t y ,  

f i n a n c i a l  le v e r a g e ,  and c o s t  w i l l  be  t e s t e d  u s in g  th e  g e n e ra l  

l i n e a r  m odel. The s t a t i s t i c a l  m ethodology w i l l  p ro ceed  a s  

fo llo w s  :

(1) A p r i n c i p l e  com ponents a n a ly s i s  w i l l  be u sed  to  

t e s t  th e  v a r i a b le s  f o r  r a u l t i c o l l i n e a r i t y .

(2) The G o ld fe ld -Q u an d t m ethodology w i l l  be u sed  to  

t e s t  f o r  h e t e r o s c e d a s t i c i t y .

L eonard  M. Apcar and M arily n  C hase, "Apple Wants A 
B ig  Tax B reak  So I t  Can G ive One Of I t s  Computers To E very  
P u b lic  S c h o o l,"  W all S t r e e t  J o u rn a l  (March 19, 1982).
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(3) The D urbin-W atson D s t a t i s t i c  w i l l  be used  to  t e s t  

f o r  a u to c o r r e la t io n .

(4) The p a ra m e te r  e s t im a te s  o f  th e  in d ep en d en t v a r i ­

a b le s  w i l l  be e v a lu a te d  to  d e te rm in e  t h e i r  s ig n i f ic a n c e  in  

e x p la in in g  th e  n a tu r e  o f  c o rp o ra te  g iv in g .



CHAPTER IV

ANALYSIS OP THE DATA ON CORPORATE GIVING

The in d ep en d en t v a r i a b le s  used  to  e x p la in  th e  n a tu re  

o f  c o rp o ra te  g iv in g  w ere p re s e n te d  in  C h ap te r I I I .  P r o f i t ,  

employment, le v e ra g e , a d v e r t i s in g ,  l i q u i d i t y ,  d iv id e n d  p o l ic y ,  

and c o s t  w ere e x p ec te d  to  be s i g n i f i c a n t  v a r i a b le s  in  e x p la in ­

in g  th e  n a tu r e  o f  c o rp o ra te  g iv in g . S e v e ra l  a l t e r n a t i v e  

s u r ro g a te s  were a v a i la b le  f o r  t e s t i n g  th e  h y p o th e s is .

The a b so lu te  v a lu e  o r  some tra n s fo rm e d  v a lu e  cou ld  be 

u se d . A b so lu te  v a lu e s  were r e j e c t e d  b e ca u se  o f  th e  growth 

in  a l l  th e  v a r i a b le s  t h a t  o c c u rre d  o v e r t im e . In  a d d it io n  

to  th e  in c re a s e  in  th e  number o f  c o rp o ra t io n s ,  th e  average  

s iz e  o f  th e  f irm s  changed . To av o id  th e  grow th f a c to r  and 

th e  h e te r o s c e d a s t i c i ty  t h a t  m igh t r e s u l t ,  th e  v a r i a b le s  were 

tra n s fo rm e d  in to  t r a d i t i o n a l  r a t i o  form  o r  common s iz e  s t a t e ­

m en ts. F or common s i z e  s ta te m e n t form , e i t h e r  t o t a l  a s s e t s  

o r  t o t a l  s a le s  were u sed  fo r  th e  t r a n s fo rm a tio n .

C o rp o ra te  g iv in g  was ex p re ssed  a s  a  p e rc e n t  o f  s a l e s .  

G iv in g  a s  a  p e rc e n t o f  n e t  income was c o n s id e re d , b u t  

r e j e c t e d  b ecause  o f  i t s  s e n s i t i v i t y  to  a l l  th e  independen t

76
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v a r i a b le s  in  th e  m odel. The i n t e r a c t i o n  o f  c o s t  and  rev en u e  

on income r e s u l t e d  in  s i g n i f i c a n t  r e l a t i o n s h i p s  which co u ld  

n o t  be c l e a r l y  i n t e r p r e t e d  in  te rm s o f  th e  h y p o th ese s  in  

C h ap te r I I I .

S e v e ra l  s u r ro g a te s  were a ls o  a v a i la b le  to  m easure th e  

in d ep en d en t v a r i a b l e s .  Cash e q u iv a le n ts ,  n e t  w orking  c a p i t a l  

a s  a  p e rc e n t  o f  a s s e t s  o r  s a l e s ,  th e  c u r r e n t  r a t i o ,  o r  th e  

a c id  t e s t  r a t i o  a l l  appeared  to  be s a t i s f a c t o r y  a s  a  s u r ro g a te  

f o r  th e  l i q u i d i t y  v a r i a b le .  I n  a  w e ll  s t r u c tu r e d  model where 

o n ly  th e  l i q u i d i t y  v a r ia b le  rem ained  to  be  s e le c te d ,  each s u r ­

ro g a te  c o u ld  be t r i e d  and th e  " b e s t"  in c lu d e d  in  th e  m odel. 

However, s in c e  each  in d ep en d en t v a r i a b le  had  seversüL s u r r o ­

g a te s ,  th e  s te p w ise  p ro ced u re  used  to  s e l e c t  th e  b e s t  com bin­

a t io n  f a i l e d .  Some v a r i a b le s  were r e p re s e n te d  w ith  s e v e ra l  

s u r ro g a te s  w h ile  o th e r s  were n o t  r e p re s e n te d  a t  a l l .  As th e  

number o f  s u r ro g a te s  fo rce d  i n to  th e  p ro ce d u re  in c re a s e d ,  th e  

g r e a te r  became th e  problem s a s s o c ia te d  w ith  m u l t i c o l l i n e a r i t y .  

G iven th e s e  p ro b lem s, s e l e c t io n  o f  th e  s u r ro g a te s  by  m achine 

d id  n o t  seem to  be an  a c c e p ta b le  r e s e a r c h  te c h n iq u e  su p p o rte d  

by s t a t i s t i c i a n s . ^  Unaware o f  a  m achine p ro c e ss  to  s e l e c t  

th e  s u r r o g a te s  to  r e p r e s e n t  th e  v a r i a b l e s ,  th e  u n u su a l p ro c e d ­

u re  o f  e x e r c is in g  th e  m en tal p ro c e s s  was u sed .

^G. S. M addala, E conom etrics (New York* M cGraw-Hill 
Book Company, 1977)* pp . 125 -27 .
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The c u r r e n t  r a t i o  was ch o sen  to  r e p r e s e n t  th e  l i q u i d i t y  

m easure  b ecau se  o f  i t s  g e n e ra l  a c c e p t a b i l i t y  i n  f i n a n c ia l  

a n a l y s i s .  A d v e r tis in g  e x p e n d itu re s  w ere ex p re ssed  a s  a  p e r ­

c e n t o f  s a l e s .  T here was o n ly  one m easurem ent f o r  a d v e r t i ­

s in g . The problem  was th e  m ethod o f  t r a n s fo rm a tio n . S a le s  

ap p ea red  to  be a  b e t t e r  c h o ic e  th an  a s s e t s  o r  n e t  income 

b ecau se  o f  th e  seem ing ly  d i r e c t  r e l a t i o n s h ip  betw een  a d v e r t i ­

s in g  and s a l e s .

The c h o ic e  o f  m easurem ent r e l a t i n g  g iv in g  to  employee 

f r in g e  b e n e f i t s  was betw een th e  n a t io n a l  unemployment l e v e l  

and th e  number o f  em ployees w ilh in  each  in d u s t r y .  The number 

o f  em ployees m easurem ent in c lu d e d  em ployees o f  n o n c o rp o ra te  

b u s in e s s e s .  S in c e  th e  l e v e l  o f  unemployment m igh t a ls o  s e rv e  

a s  an i n d ic a to r  o f  th e  n a tu r e  o f  c o rp o ra te  g iv in g  a s  m o tiv a te d  

by some p h i la n th ro p ic  r a t i o n a l e ,  i t  was chosen to  m easure th e  

employee e f f e c t  on g iv in g .

The m easurem ent o f  p r o f i t  sh o u ld  c o n s id e r  th e  l e v e l  o f  

in v e s tm e n t. The r e tu r n  on e q u i ty  was u sed  to  m easure th e  im­

p a c t  o f  p r o f i t a b i l i t y  on c o rp o ra te  g iv in g .  The t r a d i t i o n a l  

m easurem ent o f  t o t a l  l i a b i l i t i e s  o v e r t o t a l  a s s e t s  was u sed  

to  m easure  f i n a n c ia l  le v e r a g e .  O th e r m easurem ents c o n s id e re d  

were i n t e r e s t  paym ents a s  a  p e rc e n t  o f  s a le s  o r  l i a b i l i t i e s .

G iv ing  a s  a  form  o f  owner th ro u g h - th e - f irm  consum ption  

was d is c u s s e d  in  C h ap te r I I I .  The l e v e l  o f  c o rp o ra te  g iv in g  

o f  t h i s  n a tu r e  m i ^ t  be  d e te rm in e d  by management u s in g  some
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p re d e te rm in e d  p e rc e n t  o f  d iv id e n d s . D iv idends a s  a  p e rc e n t  

o f  income o r  a s  a  p e rc e n t  o f  s a l e s  w ere a l t e r n a t i v e l y  in c lu d e d  

in  th e  m odel. O th e r v a r i a b l e s  t e s t e d  w ere: s i z e  m easured a s

av e rag e  t o t a l  a s s e t s ,  c o s t  m easured  a s  th e  av e rag e  ta x  r a t e ,  

and o f f i c e r  com pensation  a s  a  p e rc e n t  o f  s a l e s .

The model was t e s t e d  u s in g  s t a t i s t i c a l  m ethods p ro v id e d  

in  th e  S t a t i s t i c a l  A n a ly s is  System  (SAS) U s e r 's  G u ide .^  The 

System R e g re ss io n  (SYSREG) p ro c e d u re  was used  to  d e te rm in e  

e s t im a te s  o f  c o e f f i c i e n t s  o f  th e  in d ep en d en t v a r i a b le s  u sed  

in  th e  m odel. T h is  p ro c e d u re  u se s  th e  o rd in a ry  l e a s t  s q u a re s  

(OLS) m ethod to  d e te rm in e  e s t im a te s  o f  th e  c o e f f i c i e n t s .  I t  

h a s  th e  a d v an tag es  o f :  (1 ) a v o id in g  s im u lta n eo u s  e q u a tio n

b ia s ,  and  (2) in c lu d in g  a  m ethod f o r  " seem ing ly  u n re la te d "  

r e g r e s s io n s  u s e f u l  f o r  a n a ly s i s  o f  th e  a g g re g a te  d a ta .  The 

a n a ly s i s  i s  composed o f  two p a r t s ,  f i r s t  th e  p r e s e n ta t io n  o f  

th e  r e s u l t s  o f  t e s t i n g  th e  in d iv id u a l  i n d u s t r i e s  and second , 

th e  r e s u l t s  o f  t e s t i n g  th e  i n d u s t r i e s  p o o led .

R e s u l ts  o f  th e  R e g re ss io n  A n a ly s is  
o f  the_M a.ior I n d u s t r i e s

SYSREG was f i r s t  u sed  to  e s t im a te  th e  c o e f f i c i e n t s  o f  

th e  in d ep e n d en t v a r i a b le s  f o r  each  o f  th e  m ajo r i n d u s t r i e s .  

O v e ra l l ,  th e  model a p p ea red  to  be  s i g n i f i c a n t  i n  e x p la in in g  

th e  v a r ia n c e  in  c o rp o ra te  g iv in g .  The m u lt ip le  c o e f f i c i e n t

SAS U s e r 's  G uide. 1979 E d i t i o n . E d ite d  by  Ja n e  T. 
H elw ig and K ath ryn  A. C o u n c il (R a le ig h , N orth C a ro lin a :  SAS 
I n s t i t u t e ,  I n c . ,  1979 ).
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o f  d e te rm in a tio n  (R ) ,  th e  F r a t i o  and th e  p r o b a b i l i ty  g r e a t e r

th a n  F a re  p re s e n te d  in  T able I I ,  page 81 f o r  each o f  th e
2

e ig h t  i n d u s t r i e s .  The R s t a t i s t i c  f o r  th e  model was h ig h ly  

s i g n i f i c a n t  i n  s i x  o f  th e  e ig h t  g roups t e s t e d .  The lo w e s t R 

was .49 i n  th e  a g r i c u l t u r e  in d u s t r y  fo llo w ed  by u t i l i t i e s  

w ith  a  .6 2 . The h ig h e s t  R was .98  in  th e  c o n s tru c t io n  in ­

d u s try  fo llo w e d  by a  .9 3  in  th e  m in ing  and s e rv ic e s  i n d u s t r i e s .  

Three i n d u s t r i e s ,  f in a n c e ,  t r a d e  and m an u fac tu rin g  had  R ' s  

o f  .8 8 , .8 6 , and . 8 5 , r e s p e c t iv e ly .  The mean R was 8 1 .8 .

The F r a t i o  ra n g e d  from 5 to  109. The mean F r a t i o  was 

40 f o r  th e  e ig h t  m ajo r in d u s try  g ro u p s . These f ig u r e s  i n d i ­

c a te  t h a t  th e  model was v e ry  s u c c e s s fu l  i n  e x p la in in g  th e  

v a r ia n c e  i n  c o rp o ra te  g iv in g  in  a t  l e a s t  6 o f  th e  8 m ajo r 

in d u s t r y  g ro u p s . A g r ic u l tu re  and  u t i l i t i e s ,  vdiere p r i c e s  a re  

s t ro n g ly  in f lu e n c e d  by  governm ent a c t io n s ,  a re  th e  two 

e x c e p tio n s .

The In d ependen t V a r ia b le s  

To a v o id  e x c e s s iv e  redundance , th e  independen t v a r i a b le s  

w i l l  be d is c u s s e d  in d iv id u a l ly  a c ro s s  th e  e ig h t  i n d u s t r i e s .  

T h e ir  o rd e r  o f  p r e s e n ta t io n  i s  b a sed  on th e  s ig n i f ic a n c e  and 

th e  c o n s is te n c y  o f  each  v a r i a b le  in  e x p la in in g  th e  n a tu re  o f  

c o rp o ra te  g iv in g .  The v a r i a b le s  w i l l  b e  d isc u sse d  in  th e  

fo llo w in g  o rd e r :  a d v e r t i s in g ,  unem ploym ent, le v e ra g e , l i q u i ­

d i ty ,  r e t u r n  on e q u i ty ,  d iv id e n d s , and c o s t .
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TABLE I I

STATISTICS FOR THE EIGHT MAJOR INDUSTRIES

In d u s t ry _ R l P R a tio
P r o b a b i l i ty  

G re a te r  Than F

A g r ic u l tu re ,  F o re s t ry ,  
and F i s h e r i e s .49 5 .001

M ining .93 4 .001

C o n s tru c tio n .98 109 .001

M an u fac tu rin g .85 35 .001

U t i l i t i e s .62 8 .001

Trade .86 35 .001

F in a n ce , In su ra n c e , 
and R eal E s ta te .88 62 .001

S e rv ic e s .93 41 .001
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A d v e r tis in g

The r e l a t i o n s h i p  betw een a d v e r t i s in g  and  g iv in g  was 

p o s i t iv e  and s i g n i f i c a n t  a t  a  f iv e  p e rc e n t  l e v e l  in  a l l  in ­

d u s t r i e s  a s  T ab le  I I I ,  page 83 r e v e a l s .  The d i r e c t  and s ig ­

n i f i c a n t  r e l a t i o n s h i p  su p p o r ts  th e  h y p o th e s is  t h a t  g iv in g  i s  

a  form o f  a d v e r t i s in g .  The d i r e c t  r e l a t i o n s h i p  in d ic a te s  

t h a t  on an a g g re g a te  b a s i s ,  w ith in  in d u s t r y ,  g iv in g  i s  a  

complement to  a d v e r t i s in g .  A n e g a t iv e  r e l a t i o n s h i p  would have 

su g g e s te d  t h a t  g iv in g  was a  s u b s t i t u t e  f o r  a d v e r t i s in g ;  how­

e v e r , s t i l l  s u p p o r t in g  th e  h y p o th e s is  t h a t  g iv in g  i s  a  form 

o f  a d v e r t i s in g .  The r e l a t i o n s h ip  betw een  g iv in g  and a d v e r t i ­

s in g  su p p o r ts  th e  p r o f i t  m o tiv e . T h is  v a r i a b le  was n o t  h y ­

p o th e s iz e d  to  p ro v id e  any in s i g h t  in to  th e  th ro u g h - th e - f irm  

consum ption m otive f o r  g iv in g .

Unemployment

C o rp o ra te  g iv in g  was h y p o th e s iz e d  to  be  a  form o f  f r in g e  

b e n e f i t  to  th e  em ployee. The p r e f e r r e d  m easure o f  t h i s  v a r i ­

a b le  was th e  number o f  c o rp o ra te  em ployees p e r  in d u s t r y .  How­

e v e r , th e  number o f  em ployees p e r  in d u s t r y  in c lu d e d  no n co r­

p o ra te  em ployees in  a d d it io n  to  c o rp o ra te  em ployees. T h is  

m easurem ent was o r i g i n a l l y  u sed  in  th e  model and th e  r e s u l t s  

were in c o n c lu s iv e .  The l e v e l  o f  unemployment was s u b s t i t u t e d  

in to  th e  m odel, in  th e  hope t h a t  t h i s  m easurem ent would p ro ­

v id e  i n s i g h t  in to  th e  th ro u g h - th e - f irm  consum ption m otive
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TABLE I I I  

ADVERTISING

P ram eter P r o b a b i l i ty
In d u s t ry E g tW te s t  R a tio G re a te r  Than t

A g r ic u l tu r e ,  e t c . .035 2 .4 .02

M ining .084 5 .7 .01

C o n s tru c tio n .050 6 .6 .01

M an u fac tu rin g .020 3.6 .01

U t i l i t i e s .060 2 .2 .03

Trade .066 2 .1 .04

F in a n c e , e t c . .155 6 .6 .01

S e rv ic e s .018 6 .2 .01
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n o t  p ro v id e d  by th e  u se  o f  th e  number o f  c o rp o ra te  em ployees. 

T ab le  IV , page 85» shows th e  r e s u l t s  o f  th e  a n a ly s i s .  The 

r e l a t i o n s h i p  was n e g a t iv e  and s i g n i f i c a n t  in  a l l  o f  th e  

g roups t e s t e d .  The r e s u l t s  i n d ic a t e  su p p o r t f o r  th e  p r o f i t  

m otive  and r e j e c t i o n  o f  th e  th ro u g h - th e - f irm  consum ption 

m o tiv e . As th e  l e v e l  o f  unemployment in c r e a s e s ,  g iv in g  de­

c re a s e s .  T h is a ls o  su g g e s ts  a  p o s s i b i l i t y  o f  em ployee r e l a t e d  

g iv in g .

The d e c re a se  i n  g iv in g  d u r in g  a  tim e o f  in c re a s e d  

unemployment i n d ic a t e s  t h a t  th e  p h i la n th ro p ic  mood o f  th e  

c o rp o ra te  g iv e r  i s  n o t  re s p o n s iv e  to  th e  p o t e n t i a l  in c re a s e  

i n  n eed . T h is m igh t be th e  r e s u l t  o f  lo w er p r o f i t s  v h ich  

t r a n s l a t e s  in to  a  l e s s e r  a b i l i t y  to  g iv e .  However, th e  i n ­

c re a s e  in  unemployment m ight a ls o  be i n t e r p r e t e d  a s  a  r e a c ­

t i o n  by m anagers to  m a in ta in  p r o f i t s  by red u c in g  la b o r  c o s t .  

The r e p o r te d  l e v e l  o f  unemployment c o u ld  be l e s s  th a n  th e  

a c tu a l  l e v e l  i f  management i s  e x h ib i t in g  a  form  o f  g iv in g  by 

r e t a in i n g  more em ployees th a n  m a rg in a l ly  p r o f i t a b l e .  The 

s i g n i f i c a n t  in v e rs e  r e l a t i o n s h i p  su p p o r ts  th e  p r o f i t  m o tiv e , 

b u t  i s  m it ig a te d  by  a  p o s s ib le  management r e a c t io n  t h a t  c an ­

n o t  be m easured from  th e  d a ta  a s  a n a ly z e d .

L everage

The s ig n  o f  th e  e s t im a te d  p a ra m e te r  f o r  th e  in d ep e n d en t 

v a r i a b le  le v e ra g e  in  each  o f  th e  e ig h t  m ajor i n d u s t r i e s  was
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TABLE IV

UNEMPLOYMENT

In d u s try
P a ram e te r
E s tim a te s t  R a tio

P r o b a b i l i ty

A g r ic u l tu re ,  e t c . - .0 006 8 -  2 ,9 .01

M ining - .0 0 0 9 3 -1 4 .1 .01

C o n s tru c tio n -.00040 -  8 .9 .01

M an u fac tu rin g - .00077 -  5*1 .01

U t i l i t i e s -.00047 -  2 .5 .02

Trade - .0 0 0 2 3 -  2.7 .01

F in a n c e , e t c . - .00198 -  2 .4 .02

S e rv ic e s -.0 0 0 4 8 -  5 .1 .01
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n e g a t iv e .  As T ab le  V, page  8? ^ o w s ,  o n ly  in  th e  u t i l i t i e s  

and m a n u fa c tu rin g  i n d u s t r i e s  was th e  e s t im a te  n o t  s i g n i f i c a n t  

a t  th e  5 p e rc e n t  l e v e l .  The h y p o th e s is  t h a t  g iv in g  i s  p r o f i t  

o r ie n te d  i s  c o n s i s te n t  w ith  th e  n e g a t iv e  r e l a t i o n s h ip  betw een 

g iv in g  and le v e r a g e .  T h is  view  i s  t h a t  g iv in g  i s  re d u c e d  a s  

le v e ra g e  in c r e a s e s  i n  o r d e r  to :  (1 ) p re s e rv e  a  b e t t e r  o p e ra ­

t i n g  le v e ra g e  p o s i t io n ,  and  (2) p re s e rv e  a  b e t t e r  l i q u i d i t y  

p o s i t io n  which w i l l  r e f l e c t  fa v o ra b ly  in  le v e ra g e  r a t i o  

a n a ly s i s .

L iq u id i ty

The r e l a t i o n d i i p  betw een g iv in g  and th e  l i q u i d i t y  

v a r i a b le  was s i g n i f i c a n t  and  d i r e c t  in  a l l  th e  g roups t e s t e d  

e x c e p t th e  u t i l i t i e s  and a g r i c u l t u r e  i n d u s t r i e s  a t  th e  5 

p e rc e n t  l e v e l .  As T ab le  V I, page 88 shows, th e  r e s u l t s  

su p p o r t th e  th ro u g h - th e - f irm  consum ption m o tiv e .

R e tu rn  on E q u ity  

In  th e  e ig h t  i n d u s t r i e s  t e s t e d ,  a l l  in d ic a te d  an in v e r s e  

r e l a t i o n s h i p  betw een g iv in g  and r e t u r n  on e q u i ty .  O nly t r a d e  

and a g r i c u l t u r e ,  se e  T ab le  V I I ,  page 89 , were n o t  s i g n i f i c a n t  

a t  th e  5 p e rc e n t l e v e l .  T h is  in v e r s e  r e l a t i o n s h ip  i s  c o n tr a ry  

to  th e  f in d in g s  o f  Schw artz  and N e lso n . They found t h a t  th e  

p r o f i t a b l e  f irm  was more s o c i a l l y  r e s p o n s ib le  o r  p h i la n th ro p ic  

th a n  th e  l e s s  p r o f i t a b l e  f irm . T h e ir  c o n c lu s io n s , how ever.
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TABLE V 

LEVERAGE

P aram e te r P r o b a b i l i ty
I n d u s t r y E s tim a te s t  R a tio G re a te r  _Tban t

A g r ic u l tu r e ,  e t c . - .0 0 1 4 - 2 .0 .05

M ining - .0 0 2 0 - 5 .5 .01

C o n s tru c tio n -  .0005 - 5 .5 .01

M a n u fac tu rin g -.0 0 1 1 - 1 .4 .16

U t i l i t i e s - .0 0 2 1 - 1 .2 .23

T rade - .0 0 0 7 - 4 .1 .01

F in a n c e , e t c . - .0 0 8 7 - 3 .9 .01

S e rv ic e s - .0 0 1 3 - 5 .8 .01
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TABLE VI 

LIQUIDITY

I n d u s t ry
P aram ete r
E s tim a te s t  R a tio

P r o b a b i l i ty  
G re a te r  Than t

A g r ic u l tu r e ,  e t c . .000084 1 .7 .09

M ining .000023 2 .3 .03

C o n s tru c tio n .000198 7 .5 .01

M an u fac tu rin g .000203 3.7 .01

U t i l i t i e s .000169 1 .9 .07

Trade .000247 4 .4 .01

F in an ce , e t c . .000063 7 .6 .01

S e rv ic e s .000031 5 .1 .01
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TABLE V II 

RETURN ON EQUITY

P a ram e te r P r o b a b i l i ty
In d u s t ry E s tim a te s  t R a tio G re a te r  Than t

A g r ic u l tu r e ,  e t c . - .0 0 2 2 —1 .8 .08

M ining -.0 0 1 9 - 5 .3 .01

C o n s tru c tio n -.0 0 1 7 - 7 .9 .01

M an u fac tu rin g - .0 0 3 1 - 2 .8 .01

U t i l i t i e s - .0 0 8 2 — 2 .8 .01

Trade —.0060 —1 .6 .11

F in a n c e , e t c . - .0 2 5 4 - 2 .7 .01

S e rv ic e s - .0 0 2 1 - 2 .3 .03
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were b a sed  on a m easure o f  p r o f i t  r e p re s e n te d  by some form  

o f  income and o r cash  flow . In  t h i s  s tu d y , p r o f i t s  d e fin e d  

a s  a  r e t u r n  on s h a re h o ld e rs ' e q u ity , su p p o rted  r e j e c t i o n  o f  

th e  th ro u g h - th e - f irm  consum ption m otive  based  on th e  a b i l i t y  

to  pay .

D iv idend , C ost and S t r u c tu r a l  Change 

The d iv id en d  and c o s t  v a r i a b le s  were i n s i g n i f i c a n t  

vAien t e s t e d  in  c o n ju n c tio n  w ith  th e  o th e r  v a r i a b le s .  The 

la c k  o f  s ig n i f ic a n c e  su p p o r ts  r e j e c t i o n  o f  th e  th ro u g h - th e -  

f irm  consum ption m o tiv e ,

The dummy v a r ia b le  u sed  to  t e s t  f o r  s t r u c tu r s i l  change 

was a ls o  i n s i g n i f i c a n t .  The c o n te n tio n  t h a t  th e  Smith v .  

Barlow  d e c is io n  in f lu e n c e d  an upward s h i f t  in  th e  c o rp o ra te  

g iv in g  fu n c tio n  i s  r e j e c t e d .

A n a ly s is  o f  th e  A ggregates 

A ggregates o f  t h i s  ty p e  a re  n o t  l i k e l y  to  produce mean­

in g f u l  p a ra m e te rs  a p p lic a b le  to  any s p e c i f i c  c o rp o ra t io n . 

However, th e  s ig n i f ic a n c e  and th e  s ig n  o f  th e  p a ra m e te rs  o f  

th e  in d ep en d en t v a r i a b le s  t e s t e d  u s in g  ag g re g a te  d a ta  may 

r e in f o r c e  th e  r e s u l t s  from t e s t i n g  th e  e ig h t  m ajor i n d u s t r i e s  

s e p a r a te ly .

The method o f  add ing  common independen t v a r ia b le s

a c ro s s  th e  e ig h t  i n d u s t r i e s  in  each tim e p e r io d  w i l l  be 

l a b e le d  A l l  I n d u s t r i e s  Summed a s  shown in  T able V I I I ,
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page 92 . The m ethod o f  t r e a t i n g  each in d u s t r y  a s  a  s e p a ra te  

o b s e rv a tio n  w i l l  be la b e le d  A ll  I n d u s t r i e s  P o o led  a s  shown 

in  T ab le  IX, page 93»

The r e s u l t s  o f  th e  r e g r e s s io n  a n a ly s i s  u s in g  th e  

a g g re g a te  i s  v e ry  c o n s i s te n t  w ith  th e  in d u s t r y  a n a ly s i s .  

A d v e r t is in g  i s  s i g n i f i c a n t  and  d i r e c t l y  r e l a t e d  to  g iv in g , 

su p p o r tin g  th e  b u s in e s s  e x p e n d itu re  m o tiv e . Unemployment i s  

s i g n i f i c a n t  and in v e r s e ly  r e l a t e d  to  g iv in g  s u p p o r tin g  a c c e p t­

ance o f  th e  b u s in e s s  e x p e n d itu re  m o tiv e  and r e j e c t i o n  o f  th e  

consum ption m o tiv e . R etu rn  on e q u ity  i s  s i g n i f i c a n t  and 

in v e r s e ly  r e l a t e d  to  g iv in g  su p p o r tin g  r e j e c t i o n  o f  th e  con­

sum ption m o tiv e . L iq u id i ty  i s  s i g n i f i c a n t  and p o s i t iv e  which 

su p p o rts  th e  consum ption m o tiv e .

L everage i s  s i g n i f i c a n t  and d i r e c t l y  r e l a t e d  to  g iv in g  

i n  th e  a g g re g a te , b u t  was in v e r s e ly  r e l a t e d  and g e n e ra l ly  

s i g n i f i c a n t  in  th e  m ajor in d u s t r y  a n a l y s i s .  However, th e  

o p p o s ite  r e l a t i o n s h i p  i s  n o t  i n t e r p r e t e d  to  be i n c o n s i s t e n t .  

W ith in  each  in d u s t r y ,  in c re a s e d  f i n a n c i a l  le v e ra g e  may be 

c o n s id e re d  to  be a s s o c ia te d  w ith  in c r e a s e d  r i s k .  In  th e  

a g g re g a te , how ever, more le v e ra g e  in  one in d u s t r y  than  

a n o th e r  su g g e s ts  l e s s  r i s k .  The in d u s t r y  t h a t  can  c o n s i s t e n t ly  

f in a n c e  r e l a t i v e l y  more d e b t does so b e ca u se  o f  l e s s  b u s in e s s  

r i s k .  T h e re fo re , th o se  i n d u s t r i e s  t h a t  m ust keep  f in a n c ia l  

le v e ra g e  r e l a t i v e l y  low er th a n  o th e r  i n d u s t r i e s  g iv e  l e s s .

T h is  su p p o r ts  th e  b u s in e s s  e x p e n d itu re s  m o tiv e .
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TABLE V III

ALL INDUSTRIES SUMMED

THE INDEPENDENT VARIABLES

P a ra m e te r
E s t im a te s t  R a tio

P r o b a b i l i t y  
G re a te r  Than t

I n t e r c e p t .000565 1 .8 .08

(1) A d v e r t i s in g .019908 3._7__ .01

(?) Unemployment - .0 0 0 6 3 3 - 5 .3 .01

(3) L iq u id i ty .000019 3 .3 .01

(4) L everage .001161 3 .1 .01

(5) R e tu rn  on E q u ity - .0 0 5 1 7 3 - 5 .3 .01

vJhere:

(1) A d v e r t i s in g  = T o ta l a d v e r t i s i n g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l  unem ployed d iv id e d  by c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u r re n t  r a t i o .

(4) L ev e rag e  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et incom e d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE IX 

ALL INDUSTRIES POOLED

THE INDEPENDENT VARIABLES

P a ram e te r
E s tim a te s t  R a tio

P r o b a b i l i ty  
G re a te r  Than t

I n t e r c e p t -.0 0 0 1 1 9 —0 .8 .43

(1) A d v e r t is in g .054506 9 .5 .01

(?) Unemployment - .000280 - 2 .8 .01

(3) L iq u id i ty .000060 1 2 .3 .01

(4) L everage .002399 9 .9 .01

(5) R e tu rn  on E q u ity - .0 02379 - 3 .7 .01

'/ilhere :

(1) A d v e r t is in g  = T o ta l a d v e r t i s in g  d iv id e d  by  t o t a l  s a l e s .

(2) Unemployment = T o ta l  unem ployed d iv id e d  by  c i v i l i a n  l a b o r  

f o r c e .

( 3) L iq u id i ty  = C u rre n t  r a t i o .

(4) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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O f f ic e r  Com pensation 

E a r l i e r  in  t h i s  a n a ly s i s ,  management th ro u g h - th e - f irm  

consum ption was assum ed to  be o f  l i t t l e  s ig n i f ic a n c e  in  i n f l u ­

enc ing  th e  l e v e l  o f  c o rp o ra te  g iv in g .  However, th e  l e v e l  o f  

c o rp o ra te  g iv in g  i s  u s u a l ly  a  management d e c is io n .  Owners 

may, th e r e f o r e , ,  se e  g iv in g  a s  an a d d i t io n a l  agency c o s t .  Two 

re a so n s  f o r  t h i s  may be : (1) management i s  a tte m p tin g  to

maximize t h e i r  own w e a lth , o r  (2) because  o f  th e  s e p a ra t io n  

o f  ow nership  and management, in fo rm a tio n  may be l o s t .  I f  c o r ­

p o ra te  g iv in g  i s  i n t e r p r e t e d  by th e  owners as a  form  o f  a d d i­

t i o n a l  payment to  m anagers, t h i s  a d d i t io n a l  c o s t  w i l l  be r e ­

f l e c t e d  u n fa v o ra b ly  in  th e  v a lu e  o f  c o rp o ra te  s e c u r i t i e s .

T h is  w i l l ,  i n  tu r n ,  r e s u l t  in  low er o f f i c e r s '  s a l a r i e s .  O f f i ­

c e r  com pensation  may be th o u g h t o f  a s  a  m easure o f  th e  d e s i r ­

a b i l i t y  o f  c o rp o ra te  g iv in g  to  th e  ow ners. A d i r e c t  r e l a t i o n ­

s h ip  would su p p o r t th e  a c c e p t a b i l i t y  o f  c o rp o ra te  g iv in g  by 

th e  ow ners.

To t e s t  th e  a c c e p t a b i l i t y  o f  c o rp o ra te  g iv in g  by th e  

ow ners, o f f i c e r  com pensation  was added to  th e  e q u a tio n  a s  an 

independen t v a r i a b le .  The A ll  I n d u s t r i e s  Pooled  d a ta  s e t  was 

used  to  t e s t  t h i s  r e l a t i o n s h i p  because  th e r e  were 304 o b se rv a ­

t io n s  and th e  problem  o f  m u l t i c o l l i n e a r i t y  appeared  to  be l e s s  

s i g n i f i c a n t .

The r e s u l t s  o f  t h i s  r e g r e s s io n  a n a ly s i s  a re  p re s e n te d  

in  T able  X, page 95* As in  th e  p re v io u s  A ll  I n d u s t r i e s
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. TABLE X 

ALL INDUSTRIES POOLED

THE INDEPENDENT VARIABLES

P a ra m e te r
E s t im a te s t  R atio

P r o b a b i l i ty  
G re a te r  Than t

I n t e r c e p t .000173 1 .3 .21

(1) A d v e r tis in g .048159 8 .6 .01

(?) Unemployment - .000596 -5*5 .01

( 3) L iq u id i ty .000042 8 .5 .01

(4) L everage .001426 5 .9 .01

(5) R e tu rn  on E q u ity -.002245 -3*6 .01

(6) O f f ic e r  C om pensation •01264? 1 0 .2 .01

Where:

(1) A d v e r tis in g  = T o ta l a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l  unem ployed d iv id e d  by c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u rre n t r a t i o .

(^) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et incom e d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .

(6) O f f ic e r  Com pensation = O f f i c e r  s a l a r i e s  d iv id e d  by t o t a l  

s a l e s .
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Pooled  r e g r e s s io n  a n a ly s is ?  a d v e r t i s in g ,  l i q u i d i t y ,  and 

le v e ra g e  a re  s i g n i f i c a n t  and d i r e c t l y  r e l a t e d  to  c o rp o ra te  

g iv in g .  R e tu rn  on e q u ity  and unemployment a ls o  rem ained 

s i g n i f i c a n t  and in v e r s e ly  r e l a t e d  to  g iv in g . The added in d e ­

penden t v a r i a b le ,  o f f i c e r  com pensa tion , was s i g n i f i c a n t  and 

d i r e c t l y  r e l a t e d  to  c o rp o ra te  g iv in g .  T h is d i r e c t  r e l a t i o n ­

sh ip  betw een o f f i c e r  com pensation  and c o rp o ra te  g iv in g  su g g e s ts  

t h a t  th e  owners o f  th e  f irm  i n t e r p r e t  managements* d e c is io n  

to  g iv e  f a v o ra b ly .  T h is , in  c o n ju n c tio n  w ith  th e  r e l a t i o n s h ip  

betw een g iv in g  and th e  o th e r  in d ep en d en t v a r i a b le s  su g g e s ts  

t h a t  ov/ners v iew  g iv in g  a s  c o n s i s t e n t  w ith  w e a lth  m ax im iza tio n .

Summary

The r e s u l t s  o f  th e  r e g r e s s io n  a n a ly s is  su g g e s t t h a t  th e  

le v e ra g e , a d v e r t i s in g ,  and unemployment v a r i a b le s  su p p o r t g iv ­

in g  a s  a  b u s in e s s  e x p e n d itu re . Unemployment, d iv id e n d s , c o s t ,  

and r e tu r n  on e q u ity  r e s u l t s  su g g e s t  th a t  g iv in g  was n o t  con­

sum ption o r i e n te d .  The l i q u i d i t y  v a r ia b le  was th e  o n ly  v a r i ­

a b le  t h a t  c o u ld  be i n te r p r e t e d  a s  su p p o r tin g  th e  th ro u g h - th e -  

f irm  consum ption  m o tiv e . In  a  se co n d a ry  a n a ly s i s  u s in g  o f f i c e r  

com pensation  a s  an e x p la n a to ry  v a r i a b l e ,  th e  a c c e p t a b i l i t y  o f  

c o rp o ra te  g iv in g  by th e  owners was su p p o rte d  by th e  d i r e c t  

r e l a t i o n s h ip  betw een g iv in g  and o f f i c e r  com pensa tion .



CHAPTER Y 

CONCLUSION

The pu rpose  o f  t h i s  s tu d y  was to  in v e s t ig a te  th e  n a tu re  

o f  c o rp o ra te  g iv in g . Of p a r t i c u l a r  i n t e r e s t  were th e  m o tiv es  

b e h in d  th e  d o n a tio n  o f  c o rp o ra te  fu n d s . The l i t e r a t u r e  e x te n ­

s iv e ly  d is c u s s e d  co n ce rn  o v e r  th e  r i g h t  o f  m anagers to  do n a te  

fu n d s t h a t  m igh t be th e  p r o p e r ty  o f  s h a re h o ld e rs .  M anagers, 

a s  a g e n ts  o f  th e  ow ners, a re  i n t r u s t e d  w ith  p ro p e r ty  to  be 

u sed  to  prom ote th e  w e lfa re  o f  th e  o w n ers . I f  d o n a tio n s  a re  

c o n s i s t e n t  w ith  th e  p r o f i t  m o tive  and m ax im iza tion  o f  s h a re ­

h o ld e r  w e a lth ,  th e  d e c is io n  to  g iv e  i s  a p p r o p r ia te ly  th e  fu n c ­

t i o n  o f  c o rp o ra te  m anagers . Owners may a ls o  d e le g a te  a u th o ­

r i t y  to  th e  e x e c u tiv e s  o f  th e  c o rp o ra t io n  to  make p h i la n th r o ­

p ic  d o n a tio n s  fo r  them .

T h is  a n a ly s is  a tte m p te d  an i n d i r e c t  approach  by a n a ly z ­

in g  f i n a n c i a l  v a r i a b le s  t h a t  m ig h t p ro v id e  more in s ig h t  in to  

th e  n a tu r e  o f  c o rp o ra te  g iv in g .  The v a r i a b le s  chosen  to  be 

r e g r e s s e d  on c o rp o ra te  g iv in g  w ere: l i q u i d i t y ,  le v e ra g e ,

a d v e r t i s in g ,  unemployment, d iv id e n d s , c o s t ,  and r e tu r n  on 

e q u i ty .

97



98

W hile th e  r e g re s s io n  r e s u l t s  i n d ic a t e  a  predom inance 

o f  su p p o rt f o r  th e  p r o f i t  m o tiv e , th e  consum ption m otive 

co u ld  n o t  be c l e a r l y  r e j e c t e d .  O v e ra l l ,  th e  a d v e r t i s in g ,  

unemployment, and le v e ra g e  v a r i a b le s  te n d e d  to  su g g e s t t h a t  

m anagers d o n a te  c o rp o ra te  fu n d s  on a  b a s i s  c o n s is te n t  w ith  

th e  p r o f i t  m o tiv e . R e g re ss io n s  o f  o f f i c e r  com pensation  sup ­

p o r t  th e  a c c e p t a b i l i t y  o f  c o rp o ra te  g iv in g  a s  p e rc e iv e d  by 

th e  ow ners. Only th e  l i q u i d i t y  v a r i a b le  su p p o rted  th e  con­

sum ption m o tiv e . The th ro u g h - th e - f irm  consum ption m otive was 

r e j e c te d  on th e  b a s i s  o f  th e  unem ploym ent, r e tu r n  on e q u i ty ,  

d iv id e n d s , and c o s t  v a r i a b l e s . A d v e r t is in g  was a n e u t r a l  

v a r i a b le ,  n o t  d i r e c t l y  s u p p o r tin g  o r  r e j e c t i n g  th e  consum ption  

m o tive .

The o v e r a l l  c o n c lu s io n  i s  t h a t  th e  s e c u r i t i e s  and l a b o r  

m arke ts do n o t a llo w  management to  go unchecked in  d is b u r s in g  

c o rp o ra te  fu n d s  f o r  p h i la n th ro p ic  p u rp o s e s . Such e x p e n d itu re s  

m ust be a c c e p ta b le  to  th e  s h a re h o ld e r  a s  e i t h e r  p r o f i t  o r i e n ­

te d  o r  owner th ro u g h - th e - f irm  consum ption . The r e s u l t s  o f  

t h i s  s tu d y  s t r o n g ly  su p p o rt th e  p r o f i t  m otive and g e n e ra l ly  

ten d  to  r e j e c t  th e  consum ption m o tiv e . The e x p e c ta t io n s  by 

th e  Reagan a d m in is t r a t io n  t h a t  c o rp o ra te  g iv in g  w i l l  in c r e a s e  

to  o f f s e t  th e  d e c rea se  in  governm ent e x p e n d itu re s  f o r  s o c i a l  

program s a re  u n l ik e ly  to  m a te r i a l i z e .
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A u to c o r re la t io n  

In  t im e -s e r i 'e s  d a ta  th e  su c c e s s iv e  r e s id u a ls  te n d  to  be 

h ig h ly  c o r r e l a t e d .  T h is  type  o f  c o r r e l a t io n  i s  c a l l e d  s e r i a l  

c o r r e l a t i o n  o r  a u to c o r r e l a t io n .  One common method used  to  

t e s t  f o r  a u to c o r r e la t io n  i s  th e  D urbin-W atson t e s t .  D urb in - 

Watson d e r iv e d  upper (d^) and lo w er (d^) l i m i t s  to  d e te rm in e  

th e  n a tu r e  o f  a u to c o r r e la t io n .^

The D urbin-W atson D s t a t i s t i c  was c a lc u la te d  f o r  each 

m ajo r in d u s t r y  u sin g  a  f iv e  p e rc e n t  l e v e l  o f  s ig n i f ic a n c e  and 

compared to  th e  bounds p ro v id e d  in  A pplied  L in e a r  S t a t i s t i c a l  

M odels. T ab le  A-6. At th e  f iv e  p e rc e n t l e v e l  o f  s ig n i f ic a n c e

w ith  33 o b s e rv a t io n s  and 5 in d ep en d en t v a r i a b le s ,  th e  upper
2

bound was 1 .7 9  and th e  low er bound was 1 .2 1 . The t e s t  i n d i ­

c a te d  t h a t  th e  c o n s t ru c t io n  in d u s t r y  was n o t  s e r i a l l y  c o r r e ­

l a t e d  above 1.79* U t i l i t i e s ,  t r a d e ,  s e r v ic e ,  and f in a n c e  

i n d u s t r i e s  w ere in d ic a te d  to  have  p o s i t iv e  a u to c o r r e la t io n  

l e s s  th a n  1 .2 1 .  In  th e  a g r i c u l t u r e ,  m in ing , and m an u fa c tu r­

in g  i n d u s t r i e s ,  th e  D s t a t i s t i c s  were in  th e  in d e te rm in a te  

ran g e  betw een 1 .21  and 1 .7 9 .

^G. S . M addala, E conom etrics (New York: M cGraw-Hill
Book Company, 1977): p p . 277-234 .

2
John  N e te r  and W illiam  Wasserman, A pp lied  L in e a r  

S t a t i s t i c a l  Models (Homewood, I l l i n o i s :  R ich a rd  D. I rw in ,
I n c . ,  1974): p T 5 l7 .
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To a d ju s t  f o r  a u to c o r r e l a t io n ,  th e  te c h n iq u e  p ro v id e d  

in  th e  SAS U se r’ s G uide, pages I 3I  to  I 36 was a p p l ie d .  T h is  

m ethod (A utoreg) ap p ro x im ates  l e a s t  sq u a re s  e s t im a te s  in  a  

manner s im i la r  to  C o o h r a n e - O r c u t t T h e  p a ra m e te r  e s t im a te s  

a re  g e n e r a l ly  s i m i l a r  to  o rd in a ry  l e a s t  sq u a re s  e s t im a te s ,  

b u t  th e  s ta n d a rd  e r r o r  may be v e ry  d i f f e r e n t .  The Y ule- 

W alker e q u a tio n s  a re  so lv e d  to  o b ta in  e s t im a te s  o f  th e  a u to ­

r e g r e s s iv e  p a ra m e te rs , a-ĵ  . . . a.^, and a  p re l im in a ry  e s t im a te
II

o f  sigm a sq u a re d .

The v a r i a b le s  from  th e  o r i g in a l  d a ta  a re  tra n s fo rm e d . 

U sing th e  tra n s fo rm e d  d a ta ,  th e  b e ta s  a re  r e - e s t im a te d  by an 

OLS r e g r e s s io n  w hich i s  e q u iv a le n t  to  a  g e n e ra l iz e d  l e a s t  

sq u a re s  e s t im a te  w ith  a p p ro p r ia te  w e ig h ts .

M u l t i c o l l i n e a r i ty

The v a r i a b le s  u s e d . in  t h i s  s tu d y  were s e l e c te d  from  

f i n a n c i a l  s ta te m e n ts  and te n d  to  be  i n t e r r e l a t e d .  C o r r e la t io n  

m a tr ic e s  and p r i n c i p a l  com ponents t e s t s  were employed to  

d e te rm in e  th e  e x te n t  o f  th e  c o r r e l a t i o n  betw een th e  in d ep en d ­

e n t v a r i a b l e s .  When two o f  th e  in d ep en d en t v a r i a b le s  were 

d e te rm in ed  to  be  e x c e s s iv e ly  c o r r e l a t e d ,  th e  r e s id u a l  r e s u l t i n g

% a d d a la . E co n o m etric s .

^SAS U se r’ s G uide. 1979 E d i t i o n . E d ite d  by Ja n e  T. 
H elw ig and K a th ry n  A. C ounc il (R a le ig h , N orth  C a ro lin a :  SAS
I n s t i t u t e ,  I n c . ,  1979): p . I 3I .
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from  a  r e g r e s s io n  o f  th e  two v a r i a b le s  was s u b s t i t u t e d  fo r  

one o f  th e  two r e l a t e d  in d ep e n d en t v a r i a b le s .

The u n a d ju s te d  model c o n ta in e d  th e  fo llo w in g  in d ep en d en t 

v a r i a b le s ;  l i q u i d i t y ,  unemploym ent, a d v e r t i s in g ,  le v e ra g e ,  and 

r e t u r n  on e q u i ty .  When t e s t i n g  each  o f  th e  e ig h t  m ajo r in d u s ­

t r i e s ,  i t  was n e c e s s a ry  to  s u b s t i t u t e  r e s id u a l s  f o r  some o f  

th e  in d ep en d en t v a r i a b l e s .  The a d ju s tm e n ts  f o r  m u l t i c o l l i n ­

e a r i t y  w ith in  each  s e p a ra te  in d u s t r y  were a s  fo llo w s  :

(1) Agriculture

R e s id u a l o f  Unemployment = L iq u id i ty  

R e s id u a l o f  L iq u id i ty  = L everage 

R e s id u a l o f  L everage = R e tu rn  on E q u ity .

(2) Mining

R e s id u a l o f  Unemployment = L iq u id i ty  

R e s id u a l o f  L everage = R e tu rn  on E q u ity  

R e s id u a l o f  R e tu rn  on E q u ity  = L iq u id i ty .

(3) C o n s tru c tio n

R e s id u a l o f  A d v e r t is in g  = L everage 

R e s id u a l o f  L iq u id i ty  = L ev erag e .

(4) M an u fac tu rin g

R e s id u a l o f  Unemployment = L iq u id i ty  

R e s id u a l o f  L iq u id i ty  = L everage 

R e s id u a l o f  L everage = L iq u id i ty .



117

(5) U t i l i t i e s

R e s id u a l o f  L iq u id i ty  = L everage 

R e s id u a l o f  L everage  = L iq u id i ty .

(6) T rade

R e s id u a l o f  Unemployment = A d v e r tis in g  

R e s id u a l o f  L iq u id i ty  = L everage 

R e s id u a l o f  L everage  = R e tu rn  on E q u ity .

(7) F inance

R e s id u a l o f  L everage  = R e tu rn  on E q u ity .

(8) S e rv ic e

R e s id u a l o f  A d v e r tis in g  = Unemployment 

R e s id u a l o f  L iq u id i ty  = L everage .

A ll  I n d u s t r i e s  Summed

R e s id u a l o f  A d v e r t is in g  = L ev erag e .

A ll  I n d u s t r i e s  Poo led

No ad ju s tm en t n e c e s s a ry .

R e s u lts  o f  A n a ly s is  

The r e s u l t s  o f  th e  r e g r e s s io n s  in  each  o f  th e  e ig h t  

m ajor i n d u s t r i e s  a re  p r e s e n te d  in  T ab les  I  th ro u g h  V I I I ,  

pages 118 th ro u g h  1 2 5 .
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TABLE I

AGRICULTURE, FORESTRY, AND FISHERIES 

RESULTS OF THE REGRESSION ANALYSIS OF CORPORATE GIVING

D urbin-W atson D S t a t i s t i c  1 .26  R^ .^9

P r o b a b i l i ty  G re a te r  Than F .001 F R a tio  5

THE INDEPENDENT VARIABLES

P a ram e te r
E s tim a te s t  R atio

P r o b a b i l i ty  
G reater_  Than t

I n t e r c e p t .000624 5 .9 .01

(1) A d v e r t is in g .035025 2 .4 .02

(2) Unemployment - .000681 - 2 .9 .01

(3) L iq u id i ty .000084 1 .7 .09

(4) L everage - .001434 -2 .0 .05

(5) R e tu rn  on E q u ity - .002163 —1 .8 .08

Where:

(1) A d v e r tis in g  = T o ta l a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l unemployed d iv id e d  by c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u rre n t r a t i o .

(4) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE I I  

MINING

RESULTS OP THE REGRESSION ANALYSIS OF CORPORATE GIVING

D urbin-W atson D S t a t i s t i c  1 .7 2 r 2 .93

P r o b a b i l i t y  G re a te r  Than F F R a tio  24

THE INDEPENDENT VARIABLES

P a ra m e te r
E s tim a te s t  R atio

P r o b a b i l i ty  
G re a te r  Than t

I n t e r c e p t .000417 9 .9 .01

(1) A d v e r t is in g .083673 4 .7 .01

(2) Unemployment - .000 925 -1 4 .1 .01

(3) L iq u id i ty .000023 2 .3 .03

(4) L everage - .0 0 2 0 0 7 - 5 .5 .01

(5) R e tu rn  on E q u ity - .0 0 0 8 9 8 - 5 .3 .01

Where:

(1) A d v e r t is in g  = T o ta l  a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l  unem ployed d iv id e d  by  c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u rre n t r a t i o .

(4) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE I I I  

CONSTRUCTION

RESULTS OP THE REGRESSION ANALYSIS OF CORPORATE GIVING

D urbin-W atson D S t a t i s t i c  1 .9 8  R^ .98

P r o b a b i l i t y  G re a te r  Than F .001 F R a tio  109

)EPENDENT VARIABLES

P a ram e te r
E s tim a te s t  R a tio

P r o b a b i l i ty  
G re a te r  Than t

.001082 23 .5 .01

.050110 6 .6 .01

-.000398 -  8 .9 .01

.000198 7 .5 .01

-.000519 -  5 .5 .01

- .0 01705 -  7 .9 .01

I n t e r c e p t

(1) A d v e r t is in g

(2) Unemployment

(3) L iq u id i ty

(4) L everage

(5) R e tu rn  on E q u ity

Where:

(1) A d v e r t is in g  = T o ta l a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l  unemployed d iv id e d  by c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u rre n t r a t i o .

(4) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE IV 

MANUFACTURING

RESULTS OF THE REGRESSION ANALYSIS OF CORPORATE GIVING

1.37 r 2 .85D urbin-W atson D S t a t i s t i c  R

P r o b a b i l i t y  G re a te r  Than F '00^  P R a tio  35

THE INDEPENDENT VARIABLES

P a ra m e te r  P r o b a b i l i t y
E s tim a te s  t  R a tio  G re a te r  Than t

I n t e r c e p t  .000862 6 .9  .01

(1) A d v e r t is in g  .019656 3 .6  .01

(2) Unemployment -.0 0 0 7 6 ?  - 5 '1  «01

( 3) L iq u id i ty  .000203____  3i7__  «01

(4) L everage  - .0 0 1 1 6 9  • - 1 .4  »16

(5) R e tu rn  on E q u ity  ~ «003123 - 2 .8  «01

Where:

(1) A d v e r t is in g  = T o ta l  a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l  unemployed d iv id e d  by c i v i l i a n  l a b o r  

f o r c e .

(3) L iq u id i ty  = C u rre n t  r a t i o .

(4) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE V 

UTILITIES

RESULTS OP THE REGRESSION ANALYSIS OF CORPORATE GIVING 

D urbin-W atson D S t a t i s t i c  "91

P r o b a b i l i t y  G re a te r  Than F «001 F R a tio  Q

THE INDEPENDENT VARIABLES

P a ram e te r
E s tim a te s t  R atio

P r o b a b i l i ty  
G re a te r  Than t

I n t e r c e p t .000964 5 .4 .01

(1) A d v e r t is in g .060399 2 .2 .03

(2) Unemployment - .000 474 - 2 .5 .02

(3) L iq u id i ty .000169 ■ 1 .9 .07

(4) L everage - ,002105 - 1 .2 .23

(5) R e tu rn  on E q u ity -.008247 - 2 .8 .01

Where:

(1) A d v e r tis in g  = T o ta l a d v e r t i s in g  d iv id e d  by  t o t a l  s a l e s .

(2) Unemployment = T o ta l  unemployed d iv id e d  by  c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u rren t r a t i o .

(4) L everage  = T o ta l l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = N et income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE VI 

TRADE

RESULTS OF THE REGRESSION ANALYSIS OF CORPORATE GIVING

D urbin-W atson D S t a t i s t i c  «80 R^ «86

P r o b a b i l i ty  G re a te r  Than F «001 F R a tio  35

THE INDEPENDENT VARIABLES

P a ram e te r P r o b a b i l i ty
E s tim a te s  t  R a tio  G re a te r  Than t

I n t e r c e p t   .000404 7 « 6  .01

(1) A d v e r t is in g

(2) Unemployment

(3) L iq u id i ty

(4) L everage

(5) R e tu rn  on E q u ity

.065662 2 .1 .04

-.000226 - 2.7 .01

.00024? 4 .4 .01

- .000677 - 4 .1 .01

- .006031 —1 .6 .11

Where:

(1) A d v e r t is in g  = T o ta l a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l unemployed d iv id e d  by c i v i l i a n  la b o r  

f o r c e .

(3) L iq u id i ty  = C u rren t r a t i o .

(4) L ev erag e  = T o ta l l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = Net income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE VII 

FINANCE, INSURANCE, AND REAL ESTATE 

RESULTS OF THE REGRESSION ANALYSIS OF CORPORATE GIVING

D urbin-W atson D S t a t i s t i c  1 .1 5  R^ .88

P r o b a b i l i t y  G r e a te r  Than F .001 F R a tio  62

I n t e r c e p t

(1) A d v e r t is in g

(2) Unemployment

(3) L iq u id i ty

(4) L everage

(5) R e tu rn  on E q u ity

)EPENDENT VARIABLES

P aram e te r
E s tim a te s t  R atio

P r o b a b i l i t y  
G re a te r  Than t

.003005 3.1 .01

.154824 6 .6 .01

- .001976 - 2 .4 .02

.000063 7 .6 .01

- ,008676 - 3.9 .01

- .025429 - 2 .7 .01

Where:

(1) A d v e r t is in g  = T o ta l a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l unemployed d iv id e d  by c i v i l i a n  l a b o r  

f o r c e .

(3) L iq u id i ty  = C u rren t r a t i o .

(4) L everage  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = Net income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .
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TABLE V I I I ..........

SERVICES

RESULTS OF THE REGRESSION ANALYSIS OP CORPORATE GIVING

.90 r2 .93D urbin-W atson D S t a t i s t i c    R

P r o b a b i l i t y  G re a te r  Than F '001  F R a tio  ^1

THE INDEPENDENT VARIABLES

P a ra m e te r  P r o b a b i l i ty
E s tim a te s  t  R atio  G re a te r  Than t

I n t e r c e p t  .001937 21 .1  .01

(1) A d v e r t is in g

(2) Unemployment

( 3) L iq u id i ty

(4) L everage

(5) R e tu rn  on E q u ity

.018241 6 .2 .01

-.000477 “ 5 .1 .01

.000031 5 .1 .01

- .001 338 —5 .8 .01

- .00206 5 - 2 .3 .03

Where:

(1) A d v e r t i s in g  = T o ta l a d v e r t i s in g  d iv id e d  by t o t a l  s a l e s .

(2) Unemployment = T o ta l unemployed d iv id e d  by c i v i l i a n  l a b o r  

f o r c e .

(3) L iq u id i ty  = C u rre n t r a t i o .

(4) L ev erag e  = T o ta l  l i a b i l i t i e s  d iv id e d  by t o t a l  a s s e t s .

(5) R e tu rn  on E q u ity  = Net income d iv id e d  by s to c k h o ld e r s ' 

e q u i ty .


