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a b s t r a c t
This study examines the ﬁnancial attributes of corporate philanthropy derived from the agency motives for corporate giving. Further, this study assesses the value relevance of corporate giving and investigates the impact of
giving on investor perceptions and future proﬁtability and growth. Also, it investigates the association between
charitable spending and earnings manipulation. The ﬁndings indicate that the adoption of structured philanthropic initiatives and the use of in-kind contributions encourage corporate giving. Monitoring exercised by
leverage and corporate governance affects corporate giving downwards. Firms that experience a management
change are subject to more public scrutiny and tend to give more. Corporate giving is value relevant and is
negatively related to analyst forecast error and positively to analyst coverage. Charitable ﬁrms tend to engage
less in earnings manipulation. However, ﬁrms with signiﬁcant growth options may direct slack resources to
discretionary charitable causes. In-kind contributions are negatively related to managerial opportunism.
© 2015 Elsevier Inc. All rights reserved.

1. Introduction
Corporate philanthropy may be expressed as cash donations given to
charities directly by the company or indirectly through a companysponsored foundation, and/or as in-kind gifts of a company's products,
services, infrastructure, or know-how (Seifert et al, 2003). According
to Giving USA 2012, charitable giving accounted for 2% of GDP in
2010. Giving USA 2012 reports that, in 2011, 73% of charitable giving
came from individuals ($217.79 billion), 14% from foundations
($41.67 billion), 8% from bequests ($24.41 billion), and 5% from corporations ($14.55 billion). According to Giving in Numbers 2012, aggregate total giving has risen by 27% since 2009, the year in which
companies reported the most signiﬁcant retreat in corporate giving.
Since 2009, one-third of surveyed companies have increased their
giving by 25% or more.
According to Giving USA 2012, in 2011, the majority of charitable
dollars went to religion (32%), education (13%), and human services
(12%). In 2011, total (cash) giving as a percentage of pre-tax proﬁts
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amounted to 0.95% (0.75%). Among the three giving types, non-cash
was the most volatile, falling by 47% among companies giving less
from 2010–2011 and increasing by 32% among companies giving
more in that period. While cash giving and non-cash giving have both
been on the rise, the proportion of cash to non-cash giving in aggregate
has declined in recent years. Most companies cited general economic
decline as the reason for a reduction in giving. However, in 2011, 45%
of the companies that reported proﬁt reductions increased their total
giving. In 2011, 82% of corporate givers reported having a corporate
foundation. According to the Center on Wealth and Philanthropy,
foundation giving increased in 2011 to $41.67 billion, representing a
1.8% increase from 2010. According to The Chronicle of Philanthropy
(July 14, 2013), the 10 companies that gave the most cash in 2012 are
presented in Table 1.
Mescon and Tilson (1987) argue that corporate giving can be considered as a form of corporate social behavior. Boatsman and Gupta (1996)
argue that corporate giving is not just about maximizing company
proﬁts or improving certain ﬁnancial ﬁgures, for example, through speciﬁc tax beneﬁts, but it is about improving a company's social proﬁle and
picture. Corporate giving inﬂuences the social image of the company but
is voluntary (Buchholtz et al, 1999). Corporate giving may be viewed
positively by investors, market authorities, customers and the local
community. Thus, although optional, it may be strongly recommended
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Table 1
Corporate giving in 2012: top 10 givers.
Source: The Chronicle of Philanthropy (July 14, 2013). http://philanthropy.com/article/10Companies-That-Gave-the/140261/
Company

Contribution

Share of 2011
pre-tax proﬁts
donated in 2012

Wells Fargo & Company
Walmart Stores

$315,845,766 (cash)
$311,607,280 (cash)
$755,868,381 (products)
$262,430,000 (cash)
$241,278,912 (cash)
$213,374,183 (cash)
$2,433,200 (products)
$222,862,368 (cash)
$183,471,434 (cash)
$161,500,000 (cash)
$147,038,722 (cash)
$76,554,400 (products)
$137,032,650 (cash)

1.3%
4.5%

Chevron Corporation
Goldman Sachs Group
Exxon Mobil Corporation
Bank of America
JPMorgan Chase & Company
General Electric
Target Corporation
Citigroup
a

0.6%
3.9%
0.3%
N/Aa
0.7%
0.8%
5.0%
0.9%

Due to money loss in 2011, this variable could not be determined.

as a means of supporting and enhancing returns and future ﬁnancial
prospects (Carroll, 1991; O'Neill et al, 1989).
According to Seifert et al. (2003), corporate philanthropy may be
motivated by the following considerations. Companies may give strategically in order to reinforce their bottom line. They may also give
because of social responsibility or legitimacy reasons, which would
suggest that companies that perform well should support charitable
activities (see Marquis et al, 2007). Another motivation for corporate
philanthropy is to reinforce the CEO's proﬁle, which may be attained
easily by giving away shareholders' money. Companies may also engage
in charitable practices due to other reasons, such as political costs,
lobbying, or clientele considerations (Sanchez, 2000). Gordon and
Khumawala (1999) identify that other motives that encourage corporate giving include appreciation of the cause, company proﬁtability,
discretionary accruals, religion, and altruism.
Corporate philanthropy is signiﬁcantly explained by the stakeholder theory in the sense that it is a way for companies to display
their social responsibility to the local community and satisfy stakeholders' interests (Berman et al, 1999; Clarkson, 1995). This study
is mainly based on agency theory, which suggests that managers
gain through corporate giving, and on value enhancement theory,
which argues that corporate philanthropy increases shareholders'
wealth. The motive to ﬁnance philanthropic causes in the effort to
enhance a company's social responsibility proﬁle may be regarded
as an agency cost since the act of ‘good’ by managers may create opportunity losses for shareholders. That is why powerful shareholders
may generally be in favor of lower levels of corporate giving (Bartkus
et al, 2002). Nevertheless, strategic philanthropy (Useem, 1988)
would align the interests of those against with those in favor of corporate giving reducing any reservations or conﬂicts and leading to a
new equilibrium (Buchholtz et al, 1999).
Previous research on corporate philanthropy has concentrated on
the association between corporate giving and taxes, company earnings, government incentives and market conditions (e.g. Boatsman
& Gupta, 1996; Galaskiewicz, 1997; Seifert et al, 2003). This is the
ﬁrst study to link corporate giving to earnings manipulation and
value relevance. It examines the ﬁnancial attributes of corporate philanthropy derived from the agency motives for giving. It assesses the
value relevance of corporate giving and investigates the impact of
giving on investor perceptions and future proﬁtability and growth.
Also, it investigates the association between charitable spending
and earnings manipulation. The US, which is the focus of this study,
is shareholder/investor oriented, has strong investor protection

mechanisms and effective corporate governance structures in
place, and promotes adequate and relevant disclosures of corporate
giving.
The ﬁndings indicate that the adoption of structured philanthropic
initiatives and the use of in-kind contributions encourage corporate
giving. Monitoring exercised by leverage and corporate governance
affects corporate giving downwards. Firms that experience a management change are subject to more public scrutiny and tend to give
more. Corporate giving is value relevant and is negatively related to
analyst forecast error and positively to analyst coverage. Charitable
ﬁrms tend to engage less in earnings manipulation. However, ﬁrms
with signiﬁcant growth options may direct slack resources to discretionary charitable causes. In-kind contributions are negatively related
to managerial opportunism.
This study contributes by providing evidence that the public scrutiny to which charitable spending is subjected has reduced the scope
for earnings manipulation, even if charity givers display low liquidity
and high leverage. This study implies that stricter charitable givingrelated disclosures would be needed in order to mitigate the potential for earnings manipulation especially for ﬁrms with signiﬁcant
growth options that may be tempted to use ﬁnancial surpluses for
discretionary philanthropic causes. This study also distinguishes between in-kind and cash contributions, and indicates that, since inkind contributions do not inﬂuence liquidity levels and thus do not
generate opportunistic behaviors, they may be used as a monitoring
tool to reduce the levels of and the potential for managerial
opportunism.
The remaining sections of the study are as follows. Section 2
presents background considerations. Section 3 shows the research
hypotheses. Section 4 presents the datasets and limitations of the
study. Section 5 discusses the empirical ﬁndings, and Section 6 presents
the conclusions of the study.
2. Background considerations
2.1. Attributes of and motives for corporate giving
Higher liquidity would be positively linked to corporate giving
(Pallot, 1990; Parsons & Trussel, 2008). Higher levels of debt would reduce free cash ﬂows and limit the potential for wasting resources or
discretionarily misdirecting funds (Brown et al, 2006; Harvey et al,
2004; Zhang et al, 2010). Thus, high leverage and strict debt covenants
are likely to reduce corporate giving (Brown et al, 2006; Zhang et al,
2010). Higher debt would signify that lenders exercise greater monitoring, and thus corporate giving would be more credible. Therefore,
corporate giving would be expected to be of higher quality and to a
greater extent targeted to objective and real causes.
Higher adequacy of equity (net assets) would reﬂect companies'
ongoing ability to make donations (Trussel & Greenlee, 2004). High
growth prospects would show that companies possess certain competitive advantages and managerial skills, which may lead to positive
market values and stock returns and encourage them to give to charity.
It could also be argued of course that growth companies may give less in
order to use excessive cash for their growth potential, implying that
corporate giving is a managerial decision that is highly discretionary.
Corporate giving would also be inﬂuenced by market structure and
market conditions. For example, companies that operate in a highly
competitive market might earn lower or zero abnormal returns, which
may limit corporate giving.
Companies with diverse sources of revenue would possess a more
stable income stream, which would maintain and reinforce their corporate giving in the long-run (Greenlee & Trussel, 2000; Parsons & Trussel,
2008; Trussel & Parsons, 2008). Galaskiewicz (1997) found a positive
relationship between corporate giving and return on sales, return on
assets and return on equity. Also, income tax considerations are very
important when deciding the amount and the target of corporate giving

