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Abstract 

Abstract: This research uses cross-sectional data from the IRS 2005 Corporate Source 

Book to explore the determinants of corporate charitable contribution. The results 

indicate that advertising intensity, profit and firm size are positively correlated with 

contribution ratio, as suggested by earlier studies. Additionally, this research extends 

previous literature by examining the importance of industry concentration and the role 

of producer externalities in explaining the variation across industries in charitable 

contribution. Contribution ratios are found to be higher in industries that are neither 

highly competitive nor highly monopolistic and in industries with positive externality. 
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Introduction 

Corporate giving, like government grants and individual donation, is one of the major 

revenue sources for nonprofit organizations. Ever since the establishment of the 

Russell Sage Foundation in 1907, corporate philanthropy has gradually transitioned 

from sporadic actions to a strategy intended to benefit charitable causes. 

Company-sponsored foundations in the US were estimated to give about 4.4 billion 

dollars in 2007, while total corporate giving in 2007 was estimated to be 15.69 billion 

dollars, constituting 5.1 percent of total charitable giving in the U.S. (Foundation 

Center, 2008; Campbell Company, 2008). However, when expressed as a percentage 

of pre tax profit, corporate giving on average has decreased from 2% to less than 1% 

over the past decade (Boatsman and Gupta, 1996; Committee Encouraging Corporate 

Philanthropy, 2007). The outlook for corporate giving in 2009 is even bleaker, 

considering the continuation of a worldwide financial crisis and the shrinking value of 

corporate assets. In this sense, what determines the ups and downs of corporate giving 

is an empirical question of great importance. It will deepen our understanding of the 

charitable behavior of corporations and enable us to predict future contributions. 
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Existing literature has identified a myriad of factors influencing corporate donation. 

Those factors include firm size, financial performance, advertising expenditure, tax 

rate, corporate structure, culture and so on. Although consensus seems to focus on firm 

size and financial performance—bigger firms with better financial performance tend 

to give more than others—inter-industry difference in philanthropy remains 

ambiguous and hasn’t been explored extensively. Do industries differ in charitable 

contribution? If yes, why does the difference exist? 

Building on the foundation established by previous literature, this study explores the 

underlying mechanism of corporate giving from two unique dimensions: industry 

concentration and externality. It attempts to answer whether industry concentration 

predicts contribution and whether industries with significant external impacts such as 

health, safety, knowledge and pollution tend to donate more.  

This paper starts with a review of previous literature on corporate philanthropy, 

introduces the major determinants identified. It then proceeds to the introduction of the 

data used and the construction of regression models. The third section of the paper 

presents the regression results and their implications. The paper ends with a discussion 

of the contributions and limitations of the research.   
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Literature Review 

Firm Size 

The earliest research on corporate philanthropy was conducted by Johnson in 1966. He 

examined determinants to explain why business corporations contribute to charitable 

organizations, with a particular focus on firm size and industry structure. He found that 

middle-size firms have relatively higher contribution ratios than small and big firms. 

The graph comparing asset size class (x-axis) and contribution ratio (y-axis) of 

multiple years shows an inverted parabola. Later research (Seifert et al., 2003; 

Buchholtz et al., 1999; Adams and Hardwick, 1998) further examined this correlation. 

Nelson (1970) observed that the ratio of giving to corporate gross sales increases as 

corporate size increases. Useem (1988) argued “large firms contribute more money, 

regardless of profits…and they allocate their funds in a more consistent way among 

the major groupings of non-profit recipients.” Thompson et al. (1993) studied small 

businesses, those with less than 10 million annual sales and fewer than 100 employees 

in a southwestern city, and suggested small firms donate to positively impact their 

immediate neighborhood and to achieve public visibility. Amato and Amato (2007) 

used a cubic functional form for firm size to test its correlation with contribution ratio. 

They found a plus-minus-plus sign pattern for this specification, which as they 

suggested, showed small and large firms contribute more relative to middle-size firms. 

Industry Type 
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Besides firm size, previous researches have also discovered the importance of industry 

variety in explaining contribution differences. Nelson (1970) found a wide range of 

contribution ratios across industries measured by gifts and contribution divided by 

after-tax income: from 0.68% in the finance, insurance and real estate sector to 3.4% in 

the construction sector. Roberts (1992) concluded that “the results of prior studies have 

found significant relationships between…industry classification…and social 

responsibility activities”. Incorporating 82 major industry dummy variables into the 

model, Amato and Amato (2007) found an increase of up to 22% in R Square, which is 

a considerable increase in the ability of the model to explain the variance in 

contribution ratio.  

Some researchers have suggested that industry structure, the degree of competition 

within an industry, is a major predictor of corporate giving. In his descriptive analysis, 

Johnson (1966) determined that monopoly industries (utilities, finance and mining) 

and perfect competition industries (agriculture) consistently donated at lower rates 

than rivalry industries (manufacturing, services, trade and construction) from 1936 to 

1961. Johnson argued that the tendency of rivalry industries to be more generous was 

motivated by a striving for “competitive advantage”, that is to differentiate themselves 

from competitors through benevolent gestures. Jones and Laudadio (1991) used 
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concentration ratios to analyze the manufacturing industry in Canada, and reported a 

different finding than that of Johnson. They found that firms at both ends of the 

concentration spectrum donate more than the middle firms. 

There is also a belief that public contact or public visibility affects inter-industry 

difference in donation. Fry et al. (1982) found that firms with higher levels of public 

contact (insurance carriers, hotel and lodging, and general merchandise stores) spend 

more on contributions than firms with little public contact (total mining, construction, 

and primary metals). Seifert et al. (2003) suggested that “large firms have greater 

visibility which would attract greater public scrutiny and a higher standard of 

corporate citizenship”. Campbell and Slack (2006) used college student ratings of 

company recognition to identify companies with low and high visibility. They found 

that high-visibility companies in the sample gave at a higher rate of charity over profit 

than the low-visibility companies over the period of 1988 to 2002. But Galaskiewicz 

(1997) found that giving is not determined by a company’s reliance on household or 

consumer sales, based on a survey he conducted with company representatives.  
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While these two dimensions give somewhat conflicting results, the third dimension 

shows uniformity. Cowen et al. (1987) discussed the impetus for companies to disclose 

socially responsible information. They mentioned corporate social responsibility 

disclosure is either an attempt to counteract illegal business actions or a response to 

government pressure on environment and product safety issues. Adding the interaction 

term of giving and crime citations frequency, which serves as an indicator of negative 

social externality, Williams and Barrett (2000) found that charitable giving has a 

significant and positive impact on a company’s reputation after the commission of 

illegal behaviors. Brammer and Millington (2008) in their recent work found that firms 

in environmentally damaging industries (mining) give significantly more to charity 

than firms in newer, cleaner industry (IT and electronic equipment).  

Other controlling variables: Advertising and Profitability 

There is strong empirical evidence to support the positive correlation between 

advertising spending and charitable contribution (Fry et al., 1982; Navarro, 1988; 

Boatsman and Gupta, 1996; Galaskiewicz, 1997). For instance, Fry et al. (1982) noted 

an identical change in advertising and contribution. That is, a one unit increase in the 

percent change in advertising is correlated with 0.98 unit increase in the percent 

change in contributions. Boatsman and Gupta (1996) also included the ratio of 
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advertising expense to sales as an independent variable in their model and reported a 

significant and positive coefficient. They explained that for the purpose of improving 

public perception, firms use contributions in much the same way as advertising. 

Useem (1988) gave a similar argument that contribution is an indirect form of 

marketing. Firms tend to view advertising, customer service and philanthropy as 

components of their overall marketing strategy. Besides, as Williams and Barrett (2000) 

contended, advertisement provides information about corporations’ socially 

responsible attributes to consumers and creates favorable images for companies. In 

general, it is believed that advertising and contribution are complements, rather than 

substitutes. 

The correlation between charitable contribution and profitability has been analyzed by 

many researchers. However, the results are inconclusive. Ussem (1988) argued that net 

income is the “single most important market factor underlying corporate giving” and 

that “more profitable firms give away more money”. By measuring profitability as the 

ratio of net profit before interest and tax to sales, Adams and Hardwick (1998) found 

that “all else equal, a 10 percent increase in a company’s profitability will lead to on 

average a 2.8 percent increase in discretionary donations”. This is supported by 

Galaskiewicz (1997), Roberts (1992), McGuire et al. (1988) and Ullmann (1985). 
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In other literature, researchers failed to find a significant correlation between 

charitable contribution and profitability. Amato and Amato (2007) found that the 

coefficient for return on assets is no longer significant when changing the model 

specification from a linear firm size to a cubic form. When trying to differentiate the 

financial determinants of philanthropy between big donors and small donors, Seifert et 

al. (2003) found “a weak positive relationship between cash resources available and 

cash donations…but found no significant relationship between firm giving and overall 

financial performance”. 

The mixed empirical results may be due to different quality of data sets and the 

different measurements of profitability. This research uses the most recent data of IRS 

source book and employs specification and variables that minimize the bias associated 

with the data. It also adds to current literature by testing multiple hypotheses involving 

industry concentration and externalities to investigate industry variation in charitable 

contribution. More specifically, this research intends to examine the following 

hypotheses: 

Hypothesis 1: Bigger firms contribute a higher ratio of total earnings than smaller 

firms. 



 

9 

Hypothesis 2: Firms in the middle range of industry concentration have higher 

contribution ratios than other firms. 

Hypothesis 3: Firms in industries with positive or negative externalities have higher 

contribution ratios than other firms. 

Hypothesis 4: Advertising intensity is positively correlated with contribution ratio. 

Hypothesis 5: More profitable firms contribute a higher ratio of total earnings than less 

profitable firms. 

Given the mixed empirical results in the existing literature, especially about the 

importance of industry type as a determinant of giving, this research will add value to 

the field of corporate philanthropy by bringing in examination of multiple industrial 

features. 
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Methodology and Data 

The data used in this research is from the IRS 2005 Corporate Source Book. Earlier 

versions of this data were used by Amato and Amato (2007), Fry et al. (1982), Nelson 

(1970) and Johnson (1966). Other data sources that have been used to analyze 

corporate philanthropy are surveys at the firm level (Cowen et al. 1987; Thompson, 

1993; Buchholtz et al. 1999), interview with corporate executives (Galaskiewicz, 1997) 

and the Directory of Corporate Giving (Boatsman and Gupta, 1996; Williams and 

Barrett, 2000; Seifert et al., 2003), which is a compilation of survey, annual reports, 

Form 990, and publications of contribution programs. Although these data sources 

have their own merits, the IRS source book excels in several aspects. First, it is 

extracted from the survey population consisting of tax return Form 1120 filed by active 

companies using a stratified probability sampling method. Because all corporations are 

required to submit tax return forms annually, the data represents a complete list of 

corporations in the U.S. The stratified probability sampling method also guarantees the 

representation of firms of different sizes. Second, the financial information reported on 

Form 1120 is comparatively objective and accurate compared to those reported on 

corporate publications or by corporate staff and executives. What an executive claims 

or marketing events promote does not always tell the true story of how much a 

corporation donates. Third, the source book aggregates the firm specific information 

by asset size and industry category, which is based on the North American Industry 

Classification System (NAICS). Thus, it is possible to match the source book with 
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other data that apply the same industry classification codes. 

The basic model of this research examines whether and how well firm size, profit, 

advertising, and industry type explain the contribution ratio of firms. It is adopted from 

the research by Amato and Amato (2007). 

∑ ++++= μββββ IndustryFSIZEADINPROFITGIFTRARIO 4321 )ln(  

The dependent variable GIFTRATIO is Charitable Contribution divided by Total 

Receipts. Charitable contribution is denoted as CNTRBTNS in the source book. It 

includes contributions or gifts given away by a corporation to charitable, religious, 

educational, and similar organizations that were deductible. It is noteworthy that 

although most large corporations in America establish their own corporate foundations 

and distribute money to foundations for charitable purposes, the variable CNTRBTNS 

records the total amount of money a corporate gives away annually, regardless of how 

foundations allocate them at a later time. In addition, Total Receipts is chosen as the 

denominator because it measures the total earning of firms within a year. It is the sum 

of business receipts, interest, royalties and other revenue items of a corporation. 

Calculating the contribution ratio is essential to leveling the playing field, to reduce the 

bias from the absolute value of contributions by large firms. 

The independent variable PROFIT measures the average profit of firms in a particular 

asset class and industry group by dividing Net Income by Total Returns. Compared to 
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return on assets, PROFIT is a more direct indicator of the financial performance of a 

firm, which allows analysis of observations with zero asset size, but large donations. 

One concern is the possible simultaneity between profit and contribution. On one hand, 

“Slack Resource Theory” (Seifert et al., 2003) suggests that the more profitable a 

corporation is, the more resources are available for charitable purposes. On the other 

hand, “Stakeholder Theory” (Waddock and Graves, 1997) argues that corporate social 

responsibility creates a good reputation for quality and reliability, encouraging more 

customers to pay for services and goods. To address the simultaneity problem, Amato 

and Amato (2007) designed an instrumental variable that is based on a predicted value 

of return on assets regressed on three market power indicators—market concentration, 

market share and capital intensity. This is a good attempt at solving the problem. 

However, since the effect of contribution on profit is indirect and occurs over the 

long-term, simultaneity is negligible for the cross-sectional data of a single year used 

in this research. 

The independent variable ADIN measures advertising expenditure as a share of Total 

Receipt. Because most prior researches found significant and positive correlations 

between advertisement and contribution, the estimated coefficient of ADIN is 

hypothesized to be positive. 
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Another independent variable FSIZE in the basic model measures asset size. It is 

calculated using the Total Asset divided by Total Returns. When the histogram of 

FSIZE is plotted, a right-tail curve emerges, indicating the presence of large outliers. 

Therefore, the natural logarithm (ln) form is used for FSIZE, to mitigate the 

compounding effect of extreme values. 

The last independent variable Industry Dummy is used to test the hypothesis that the 

ratios of corporate giving to total receipts differ across industries. There are in total 19 

distinctive 2-digit industry sector classifications in the 2005 IRS source book, 

excluding 3 aggregated or non-allocable industry groups (Wholesale and Retail Trade, 

Wholesale and Retail Trade not Allocable, and Not Allocable). In addition, the 2005 

IRS source book breaks down the 19 industry sectors into major industry groups and 

minor industry groups. This leaves room for analysis of contribution differences 

among more detailed industry groups. However, this paper will restrict examination to 

the 19 industry sectors.  
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Although the importance of industry type in explaining contribution has been 

discussed extensively, most of the classification methods for industries are based on 

subjective judgment of researchers. For instance, Roberts (1992) in his model of social 

responsibility disclosure coded industries of automobile, airline and oil industries as 

“high profile industry”. He suggested these industries tend to have consumer visibility, 

high risk and intense competition. Other examples are Fry’s classification of firms 

with high-low public contact, and Johnson’s classification of industries in terms of 

competition. Not only are the characteristics of certain industry inconsistent over time, 

but they are also relatively random. Therefore, it is necessary to explore other 

benchmarks for classification. 

A proposed model that incorporates the two dimensions of industry difference in 

contribution is the following: 

 

Concentration Ratio is from the Economic Census, calculated as the share of revenue 

of the 4 largest firms in the whole market for industries besides manufacturing. For 

manufacturing, it is calculated as the share of total value of shipments of the 4 largest 

firms in the whole market. Information for industries such as mining, construction, 

μβββ

ββββ

++++

++++=

xternalityNegatigveEternalityPositiveExionRatioConcentrat

ionRatioConcentratFSizeADINPROFITGIFTRATIO

76
2

5

4321 )ln(
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management of companies and enterprises (holding companies) and agriculture is 

unavailable. Compared to the classification method used by Johnson (1966), the 

concentration ratio is a more accurate measurement of industry structure. It is one of 

the most widely used devices of the competitiveness of an industry. It provides a 

continuous score of concentration rather than a few economic categories, such as 

“monopoly”, “pure competition” and “monopolistic competition” (Caves, 1982). In 

addition, in order to test the theory by Johnson about rivalry industries, the 

concentration ratio is presented in the quadratic functional form. A minus-plus 

regression coefficient sign would suggest higher level of contribution by highly 

competitive or monopolistic industries, while a plus-minus sign would suggest the 

opposite. 

In economic theory, externality is defined as the impact of an economic transaction on 

a third party that is not involved in the transaction. Because it is difficult to identify 

quantifiable indicators for externality, this research categorizes industries based on the 

common sense and the classification method of previous literature (Brammer and 

Millington, 2005; Brammer and Millington, 2008). For instance, gasoline 

manufacturing and consumption process is generally believed to cause global warming; 

the production, use and recycling of paper is proven to be environmentally unfriendly; 
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liquor and tobacco consumption causes crime and health issues; medicine 

manufacturing and distribution have positive externalities to human health; education 

and book publishing disseminate knowledge, which is generally believed to be an 

important positive externality to society. The table in appendix lists all of the industries 

included in the externality category and the corresponding NAICS codes.  

The 2005 Source Book has in total 6630 cases. Because each case in the data 

represents a group of firms of the same asset size and industry, the statistics of 

different variables such as total asset, advertising and contribution are the total amount 

of individual firms. In order to minimize the bias due to double-counting and extreme 

numbers, the three 2-digit industry groups (NAICS=41, 46, 90), table number 2 

(TAB_NUM=2), the total asset size class (AC=1) and the all industry category 

(INDY_CD=1) need to be removed. Additionally, because certain size classes do not 

exist in all industries, cases without contribution information or have empty cells are 

redundant. After filtering, the complete data set contains 2340 observations. 
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Empirical Result 

Table 1 presents definitions and descriptive statistics for firm size, average profit, 

advertising intensity, and contribution ratio.  

Table 1 Mean, median, standard deviation and definition of variables in the basic model. 

Variables Definition Mean Median S.D. 
Firm Size Total assets over total 

returns 
1.4313E6 16041.32 9.25295E6 

Average Profit Net income over total 
returns 

60150.70 1664.90 3.31647E5 

Advertising 
Intensity 

Advertising over total 
receipts 

0.107 0.006 0.014 

Contribution Ratio Charitable contribution 
over total receipts 

0.0004 0.0002 0.0009 

Source: IRS 2005 Corporate Source Book 

Table 1 indicates that the average contribution ratio is 0.04% for all firms in the sample, 

while the median value is 0.02%. The contribution ratio shown in this table is much 

smaller than the contribution ratio of pre-tax profit, the average of which is about 

0.66% in 2005. This is because the denominator—total receipt is a much broader 

concept than profit before taxation. According to this data, the firms differ 

considerably in their size and profit. The standard deviations show a great deal of 

variation in the sample. This again confirms the necessity of using a natural logarithm 

form for firm size.  
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To what extent are contributions predicted by firm size, profit and advertisement? The 

first three columns of table 2 demonstrate the regression results of the basic model 

with and without the industry effect. The F-scores of all three models indicate 

significant overall fit of the equations.  

As expected, advertising is positively related to corporate contribution. The 

un-standardized coefficient of 0.004 of advertising intensity in Basic Model 1 

indicates that holding profit and firm size constant, a one unit increase in advertising 

intensity on average is correlated with 0.004 unit increase in contribution ratio. This 

correlation is consistent across different models, but a greater magnitude (Beta=0.135) 

is shown in the proposed model. 

In regard to profitability, the statistically significant and positive coefficient of average 

profit supports the view that the more profitable a company, the more likely it is to 

contribute a higher percentage of total earnings to charitable contribution. When 

Amato and Amato (2007) and Seifert et al. (2003) failed to find a significant 

correlation between profitability and contribution, it is possible they chose an 

inaccurate measurement for profitability. Compared to the average amount of profit a 

company earns in a year, Return on assets (ROA) and other overall financial 

performance indicators do not directly measure the profitability level, and may be at a 
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higher risk of introducing bias. For instance, ROA only works for firms with greater 

than zero total assets. Therefore, as is shown in this study, the actual quantity of profit 

is a better measurement of profitability and is found to be positively related to 

contribution ratio. 

The semi-log functional form for firm size reveals a significant and positive 

coefficient. The un-standardized coefficient B equals 0.00005158, meaning that a one 

percent increase in total assets leads to a 0.00005158 unit increase in contribution ratio. 

This effect seems to be small at first glance, but when the variables are standardized, 

firm size actually yields the largest magnitude (Beta=0.197 in Basic Model 1). 

Therefore, firm size is the most important factor in determining contribution ratio. 

When trying to predict the contribution level of firms in a given year, we should look 

at the quantity of total assets the firm has: the larger the asset size is, the more likely it 

will contribute at a higher rate. 

Taking all three independent variables into account at the same time, we can conclude 

that larger and profitable firms with great emphasis on advertising tend to contribute 

more in proportion to their total earnings of a year. 
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Table 2 Standardized coefficients of independent variables in correlation with contribution 
ratio 

Independent 
Variable 

Basic Model 
1 

Basic Model 
2 

Basic Model 
3 

Proposed 
Model 

Advertising 
Intensity 0.061*** 0.071*** 0.120*** 0.135*** 
Average Profit 0.087*** 0.101*** 0.160*** 0.145*** 
Firm Size(log) 0.197*** 0.177*** 0.279*** 0.291*** 
Industry --- Included Included --- 
Concentration 
Ratio --- --- 0.037 0.14** 
Concentration 
Ratio2 --- --- (0.056) -0.125** 
Positive 
Externality --- --- --- 0.062*** 
Negative 
Externality --- --- --- (0.010) 
N 2527 2527 1870 1870 
R2 0.064 0.172 0.211 0.168 
F-score 58.302 25.967 27.268 55.015 

Dependent Variable: Contribution Ratio  

The presence of coefficient estimates that are significantly different from zero is 

indicated by the presence of asterisks with ** indicating 05.0<p , *** indicating 

01.0<p  
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Table 3 Standardized coefficients of industry dummies in correlation with contribution 
ratio 

Positive Negative Insignificant 
Holding Companies 
(0.298)*** 
Agriculture (0.082)*** 
Information (0.038)* 
Finance and Insurance 
(0.102)*** 
Real Estate (0.057)*** 

Wholesale Trade 
(-0.036)* 
Retail Trade (-0.047)** 
Administrative Services 
(-0.032)* 

Mining, Utilities, 
Construction, 
Transportation, 
Professional Services, 
Education, Healthcare, 
Arts, Food, Other 
Services 

Dependent Variable: Contribution Ratio  

The presence of coefficient estimates that are significantly different from zero is 

indicated by the presence of asterisks with * indicating 10.0<p , ** indicating 

05.0<p , *** indicating 01.0<p  

When including the industry dummies in the basic model, the R Square shows 

significant increase, from 0.064 to 0.172. This suggests that there is important industry 

variation in charitable contribution. Industries do differ in charitable contribution. To 

examine the industry effect more closely, Table 3 is constructed to compare the 

standardized coefficients of different industries in correlation with contribution ratio. 

Manufacturing industry serves as the base industry. Compared to manufacturing, five 

industries have significantly higher contribution ratios, while firms in industries of 

wholesale, retail and administrative services have significantly lower contribution 

ratios. The industry of holding companies is the most predictive of contribution ratio, 
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followed by the industry of finance and insurance. The standardized coefficients of 

these two industries are much larger in absolute value than those of other industries. It 

seems that more lucrative industries tend to have higher contribution ratio. But the 

industry category of holding companies could be a big outlier. Because according to 

the definition of NAICS, holding companies (code=55) are establishments that hold 

securities of companies or undertake the strategic or organizational planning role of 

the company. They generally do not provide good or services, but make important 

decisions for companies the securities of which they own. Therefore, they could be 

influential to the philanthropic actions of companies that belong to different industries, 

but they are not differentiated as such in the IRS source book. Except for holding 

companies, the other industries with significantly higher or lower contribution ratios 

than manufacturing sector show no apparent pattern. It is thus worthwhile to 

generalize the characteristics of industries contributing at a substantially high level.  

Proposed model in Table 2 displays the regression result incorporating the factor of 

industry concentration and externality. Because concentration ratio is missing for 

certain industries (including holding companies), the sample size is reduced from 2527 

to 1870.  
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This model has a significant overall fit (F=55.015) and an improvement in R Square 

compared to basic model 1(0.168 vs. 0.064). The R Square is also close to that of 

Basic Model 2(0.168 vs. 0.172), which includes the industry dummies. This indicates 

that industry concentration and externality to a large extent explain the variation in 

giving due to inter-industry difference.  

Furthermore, there are two key findings revealed by the proposed model. 

First, firms in industries with positive externalities (knowledge, health, safety, etc) 

tend to make more charitable contributions. The industry of pharmaceutical 

manufacturers, healthcare providers, book publishers and educators all fall into this 

category. This could possibly be explained by the socially beneficial nature of those 

industries. For instance, the pharmaceutical industry has always been a big contributor 

of medical and money resources and private non-for-profit hospitals have tradition in 

charity and community service, they are required to reinvest all of their earnings every 

year, instead of serving the interest of stockholders like other industries. Nevertheless, 

the estimated coefficient of negative externality is not statistically significant, and the 

negative sign contradicts hypothesis 3. Alcohol and tobacco manufacturers, gasoline 

stations, air transportation and other industries producing negative social or 

environmental impacts are coded in the negative externality category. Prior literature 

suggests that philanthropy is considered as a remedy for socially irresponsible conduct 
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and can partially compensate for negative reputation (Cowen et al., 1987; Williams 

and Barrett, 2000; Brammer and Millington, 2008). Although the insignificance of 

negative externality in the model fails to support this view, it is too early to conclude 

that firms with negative externality are indifferent in making more contribution than 

other firms. It’s possible that the negative externality category used in this model is not 

representative of all industries with significant negative externality. Future research 

can make improvement in identifying this special characteristic of industries, and test 

its correlation with charitable contribution. 

Second, concentration ratio, as an indicator of market competitiveness of an industry, 

is correlated with contribution ratio. By comparing basic model 2 and 3, it is 

noteworthy that although the estimated coefficients for concentration ratio are 

insignificant, the R Square increases by around 4%, which is likely to be attributable to 

the explanatory power of the added variables. The effect of industry concentration 

becomes more apparent in the proposed model. It is found that the coefficients of 

concentration ratio in the proposed model are statistically significant at the 0.05 level 

in a two-tailed test. Rather than a simple linear relationship, the plus-minus sign of the 

quadratic form suggests an inverted-U shape relationship. This result supports 

Johnson’s argument (1966) that firms in the rivalry industries have greater than 

average contribution ratios, while firms in highly competitive or monopolistic 

industries tend to give less. It is likely that firms in monopolistic industries are lake of 
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the incentive to contribute, because of the dominant position they have in the market 

and contribution is not a necessity; for firms in highly competitive industries, 

resources are scare and money allocated to philanthropy could be better used in the 

field of research and development or sales, which can directly generate revenue; it is 

for firms in the middle range of competitiveness that charitable contribution becomes 

crucial, either because of the competitive advantage of establishing oneself as a good 

corporate citizen or the peer pressure of committing to socially responsible causes. 

In addition, the inverted-U shape implies that as the concentration ratio gets larger and 

approaches the apex of the curve, firms are more likely to donate more relative to total 

earnings. For firms in industries of the other side of the curve, as the concentration 

ratio gets larger, the less competitive the market becomes, firms are less likely to 

donate more relative to total earnings.  

The inter-industry variation in contribution as has been discussed is partially due to the 

market competitiveness of different industries and the socially beneficial nature of the 

business. 
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Conclusion and limitations 

Research on corporate charitable contribution is valuable to both philanthropy scholars 

and grant-making organizations. The complexity of its determinants intrigues many, 

but the results have been inconclusive. This research attempts to disentangle the 

complexity with special attention paid to the difference in corporate giving across 

industries. The basic model confirms previous findings that: first, profit is positively 

correlated with contribution ratio, firms earning higher profit tend to donate more; 

second, firms placing emphasis on advertising also value charitable contribution, 

advertising and philanthropy are complements; third, firm size is the most important 

factor determining corporate giving, bigger firms have higher tendency to donate at a 

higher rate.  

This research takes into account of industry structure by including concentration ratio 

in the corporate giving model. It gives more reliable results than the classification 

method used by Johnson and other researchers. Through this research, it is revealed 

that firms in rivalry industries or industries with the middle range concentration ratios 

have higher contribution ratios than firms in highly competitive or monopolistic 

industries.  
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Finally, externality is another factor influencing philanthropic behavior. The dummy 

variable of externality is meant to represent the nature of the industry—whether a 

corporation is in an industry with significant external impact or not. The results 

confirm that firms in an industry with positive externality, such as pharmaceutical 

manufacturers or book publishers, are more likely to possess a larger contribution ratio. 

However, firms in an industry with negative externality do not show a significant 

difference in contribution than other industries. 

Although this research provides new perspectives to corporate giving, it leaves room 

for future improvement. First of all, the overall fit of the proposed model (R Square 

equals 0.168) shows there are other factors driving philanthropic behavior. These 

potential factors could be corporate culture, personal beliefs of executives and 

stakeholders, tax policy or social perception of corporate philanthropy that have not 

yet been revealed. Secondly, the classification of externality needs further refinement. 

In this research, an industry is classified as producing significant externalities based on 

common sense and prior classification methods. Future research would benefit from 

the development of a proxy that can measure the extent of external impact caused by 

certain industries. Thirdly, the data used in this research is not optimal. Panel data 

which show the change in corporate contribution over time would give a more 
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systematic picture of the trend in giving. Moreover, data of the decision making 

process and financial performance of individual firms would be beneficial.  

Corporate philanthropy is a fascinating field to study, especially in gloomy economic 

times when government expenditures are downsized and society awaits solutions for 

its emerging issues. This research offers some new perspectives to analyze the drivers 

of corporate charitable contribution. Hopefully, it will lead to more robust researches 

or conversations in the same field. 
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Appendix 

NAICS codes and Externality Classification 

Positive Externality Negative Externality 

61 Educational Services 312 Beverage and Tobacco Product 

Manufacturing 

62 Health Care and Social Assistance  312120 Breweries 

621 Offices of Health Practitioners and 

Outpatient Care Centers 

312135 Wineries and Distilleries 

621115 Offices of Physicians 312200 Tobacco Manufacturing 

621210 Offices of Dentists 322 Paper Manufacturing 

621315 Offices of Other Health Practitioners 322100 Pulp, Paper, and Paperboard Mills 

621415 Outpatient Care Centers 322200 Converted Paper Product  

625 Misc. Health Care and Social Assistance 325 Chemical Manufacturing  

626 Hospitals, Nursing, and Residential Care 

Facilities 

325100 Basic Chemical  

813 Religious, Grantmaking, Civic, 

Professional, and Similar Organizations 

325200 Resin, Synthetic Rubber, and Artificial 

Synthetic Fibers and Filaments 

511130 Book Publishers 325500 Paint, Coating, and Adhesive  

446 Health and Personal Care Stores 325600 Soap, Cleaning Compound, and Toilet 

Preparation  

424210 Drugs and Druggists' Sundries  325905 Other Chemical Product and 

Preparation  

339110 Medical Equipment and Supplies   424700 Petroleum and Petroleum Products  

325410 Pharmaceutical and Medicine  424800 Beer, Wine, and Distilled Alcoholic 

Beverage  

    445310 Beer, Wine, and Liquor Stores 

    447 Gasoline Stations  

    481000 Air Transportation 

Source: IRS 2005 Corporate Source Book-Flat File documentation 
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