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Abstract

Do corporate donations enhance shareholder wealth or reflect agency problems? We
address this question for a global sample of firms whereby we distinguish between
charitable and political donations, as well as between donations in cash and in kind. We
find that charitable donations are positively related to financial performance and firm
value, which is consistent with the value-enhancement hypothesis. This positive effect on
firm value is stronger for cash than in-kind donations. In contrast, political donations do
not appear to enhance shareholder value, but rather tend to reflect agency problems, as
they are higher for firms with poor internal corporate governance and strong managerial
entrenchment. We address endogeneity concerns by using peer firms’ donations as an
instrument in a two-stage least squares (2SLS) setting and by conducting a difference-
indifference analysis around a general election.
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Cor porate donations and shareholder value

ABSTRACT. Do corporate donations enhance shareholgalth or reflect agency problems? We address thi
guestion for a global sample of firms whereby waidguish between charitable and political donatj@s well

as between donations in cash and in kind. We tirad tharitable donations are positively relatedirtancial
performance and firm value, which is consistenhulite value-enhancement hypothesis. This posifieeteon
firm value is stronger for cash than in-kind dooas. In contrast, political donations do not apfgeagnhance
shareholder value, but rather tend to reflect aggmoblems, as they are higher for firms with podernal
corporate governance and strong managerial entmegrahh We address endogeneity concerns by usindipast
donations as an instrument in a two-stage leasirequ(2SLS) setting and by conducting a differénee-
difference analysis around a general election.

l. I ntroduction

More and more companies strive for a reputatiolgiving back to society” by means of donations.
A 2014 survey among 261 leading firms worldwide QFE 2014a) concludes that the amount of
corporate philanthropy totals $25 billion, with @dman of $18 million per company which is equivalen
to 1.01% of pre-tax profits, 0.13% of revenues$644 of per employee. When zooming in on the
industry level, industrial and energy companiesadrthe bottom with donations of only 0.76% of pre-
tax income, which stands in marked contrast withrbalthcare and consumer discretiohaggtors as
top contributors with 1.58% and 1.25% of pre-tagoime, respectively. The main beneficiaries are
educational organizations capturing 28% of thel tdteations, followed by health & social services
with 27% (CECP, 2014b). The amount of donationpkegowing; it has augmented by about 40% over
the past decadé.

Corporate philanthropy can be defined in many wthysmost widely accepted definition is the one
from the Financial Accounting Standards Board (399®ich defines it as “an unconditional transfer
of cash or other assets to an entity or a settlenmncancellation of its liabilities in a volungar
nonreciprocal transfer by another entity actingeothan as an owner.” Thus, as summarized by Gautie
and Pache (2015), corporate philanthropy conceolgntary donations of corporate resources to
charitable causes. As corporate philanthropy ctasispro-social behavior, it is considered as pért

corporate social responsibility (CSR) that involeelicit pro-social spending (Shapira, 2012; Liang

1The consumer discretionary sector offer goods s to consumers that are non-necessities, aialntomobiles,
high-end apparel, restaurants, and luxury goods.

2 Based on average corporate donations of our sdinpie increasing from 0.14% of sales in 2004 up.20% of sales in
2013.
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and Renneboog, 2016). We can partition donatiori@basis of the type of beneficiary: charitalrid a
political donations, but can also dissect totalrithble donations on the basis of the type of payme
cash and in-kind donations. An important mechanfemdistributing donations is the corporate
foundation/trust; a good third of corporate donagiare made via a corporate foundation (CECP, 2015)
In the remainder of this study, we will interchaably use the terms corporate philanthropy,

contributions, giving, and donations.

For society as a whole, corporate philanthropy tyield important benefits (to non-shareholders)
that can increase social welfare. However, altruitsmes at a cost because corporate giving lowers ta
revenues and some donations, for instance thossdaatrfulfilling politicians’ agendas may not bepr
social. The scope of this study, however, is liohite the implications for shareholder wealth. Asffi
sight, corporate philanthropy may seem inconsistthh maximizing shareholder wealth, because
giving money or other assets away contradicts tmngercial, profit-making purpose of a company
(Friedman, 1970). According to such rationalesugeal under the agency theory, the primary reason
why managers would still decide to donate is bee#usatisfies their personal altruistic needsieldg
other private benefits. In other words, managerses¢heir own interests at the expense of the
shareholders. In contrast, the value-enhancement argues that corporate philanthropy increases the
value of the firm. Donations could function as ackof marketing tool, indirect cost saving mechamis
community-oriented investment, or mechanisms todbemployees to the company, and as such
improve corporate financial performance. In additioorporate donations can also solve a collective
action problem as it is difficult to aggregate widual investors’ donations such that they haveang
enough impact on society. If corporate philanthra@an serve the purpose of passing through
individuals’ donations and make a bigger impactstxiety, investors may perceive it favorably,
consistent with the value-enhancement view. Althotingre has been a noteworthy body of research in
the area of corporate philanthropy, the causatetia firm value is still ambiguous. Consequenie
two contradictory theories both find support in literature (e.g. Seifert, Morris, & Bartkus, 200¢ang
& Qian, 2011; Masulis & Reza, 2015). Of coursestheiews are not necessarily mutually exclusive, as
corporate philanthropy can on the one hand fulfinagers’ self-interest, and can on the other hand
enhance financial performance due to tax savingseputation building. Which effects are more

dominant is mostly an empirical question.

We first examine the agency hypothesis by linkiogporate donations and the use of corporate
foundations to measures of internal and exterrmglarate governance that can capture the relativepo

of managers and shareholders, and of shareholpl@t&ction as regulated by law. Second, the value-



enhancement view is examined by relating corpatatetions to measures of current and future firm
value and financial performance. Given that thiatren between donations and firm value may be
endogenous since doing well may enable a firm tgatmd (e.g. Seifert, Morris & Bartkus, 2004), we

employ an instrumental variable approach by usegy firms’ donations as an IV and also conduct a

difference-in-differences analysis.

The results suggest that charitable donations ssecated with higher shareholder value for the
largest listed corporations around the world. Firkaritable donations are not strongly correlatéd
internal and external corporate governance. Chmgitdonations do not occur more in firms where
management is entrenched, nor do we see less ategaiilanthropy in firms with stronger shareholder
power. This casts doubt on the view that consideasitable donations as an agency problem. Second,
charitable giving is positively correlated with oemt and future measures of firm value and profitstb
(Tobin’s Q, ROA, and sales growth). This positiedation is stronger for charitable donations inhcas
than for in-kind donations. We use an instrumentiable approach (using peers’ donations as
instruments for the focal firm’s donations) to askl the endogeneity problem between donations and
firm value/profitability and show that the causatigoes from donations to value and not vice versa.
Third, distributing funds by means of a corporaterfdation is correlated with poor internal govegen
and strong managerial power (as measured by tlseqre of golden parachutes, M&A limitations,
larger board size, anti-takeover devices, CEO-omeairduality, and the corporate governance E-index),
and poor external governance which is here equivatethe absence of large shareholder monitoring.
While one may interpret the use of a corporate diation an agency problem, the fact that a foundatio
is positively related with current and future fifralue casts doubt on this interpretation. Our figdi
are more in line with a foundation helping to emstirat donations are spent in the best intereiteof
firm and that they are actually a solution to tgerecy problems in the firm related to donationsurfig
political donations do appear to be related to eggoroblems: they are associated with various
indicators of poor internal corporate governanad managerial entrenchment and are unrelated to firm
value and financial performance. A difference-iffediences analysis around the 2010 UK elections
does not reveal any positive effect on the firmueabf companies with political donations.

This study contributes to the literature in theldaing ways. First, it adds to the literature on
corporate philanthropy. In contrast to previousigs suggesting that corporate philanthropy reflaat
agency problem (Fich, Garcia, Robinson & Yore, 20@8sulis & Reza, 2015), this paper finds that
donations by a global sample of large public firas positively affect corporate value and financial

profitability, thereby offering a different perspgee that is more in line with the value-enhancemen



view of corporate philanthropy. Moreover, this papeds to the literature on political giving aneéagy
costs by means of a difference-in-difference apgrand sheds light on the agency aspect of pdlitica
donations. Second, to the best of our knowledge stiady is the first to dissect corporate donatiby
studying giving in cash or in-kind assets. Our fing$ suggest that this differentiation by the favm
giving is important as the positive effect of dooas on firm value is prevalent for cash giving ads

so for in-kind donations. Third, by examining daaas in their corporate governance context, we can
show the impact of internal and external corpogateernance mechanisms as well as the effect of the
regulatory framework on the relation between damsiand firm value, an important aspect that is
missing in the current literature which usually éoys a single-country setting. Our focus on an
international context helps to show how the refabetween donations and shareholder value is celate

to legal investor protection at the country level.

In the next section, we review the existing thepoa the relation between corporate donations and
value creation, whereupon the hypotheses will bmétated in the third section. The fourth section
describes the data and explains the methodologstioBefive contains the results of the empirical

analysis and section six concludes.

[I. Literature Review

The literature on corporate philanthropy stems fedonoad field of disciplines, such as management,
economics, finance, sociology, law, and ethics §foeclectic summary, see Gautier and Pache (2013))
Given that we take a shareholder value perspeatigayill focus in this subsection on the variousris
of donations predominantly addressed in the fir@rderature (2.1), and on the prevailing theories
regarding the drivers and outcomes of corporaté&apthiropy embedded in value-enhancement (2.2)

theory and agency theory (2.3).

2.1 Corporate philanthropy: different means of giving

The various forms of corporate philanthropy candiferentiated according to (i) type of assets
transferred (cash or in-kind asstgii) method of transfer, and (iii) recipient tfose assets. Yermack
(2009) studies in-kind giving by US firms, but fe@s only on stock donations. Other papers only

account for cash donations (e.g. Brown et al., 20060 not make the distinction (e.g. Masulis &Rge

3 A third potential type of transfers is forgiveneddiabilities, which is usually not included ihe definition of donations
in the existing literature and neither will be imst study, because it is negligible for firms odi#sthe financial sector.
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2015). With regard to the transfer method, firmsenaharitable donations either via a direct giving
program or a corporate foundation. A company-sp@tkprivate foundation is a separate legal entity;
it is exempt from taxes, receives funding from plaeent, and some of the parent company’s employees
or directors usually exert some degree of contrelfoundation. Giving by means of a foundation has
several advantages: corporate managers can belegditom decision making, which may facilitate a
fair and objective decision process, and firms t@@nmore stable levels of donation payouts toithar
while avoiding corporate timing of contributionsthe foundation with respect to business cycletard
purposes. The alternative to a foundation is actlgering program that has the potential advanthge
firms may not be required by international accaumtstandards to disclose all donations, the reason
being that the donations to a variety of projec@y+each individually—be small relative to the
company’s assets (Petrovits, 2006; Shapira, 20TRere may still be specific disclosure thresholds
imposed by stock exchanges or counttiés practice, foundations are common across alyggahic
regions, and most firms make use of both methodsaotfer (direct or via foundations) at the same
time (CECP, 2014)Brown et al. (2006) and Masulis & Reza (2015) arthat family foundations are
more likely to be used for cash donations that fiethe insiders personally, and foundations hagerb
shown to be associated with worse corporate gonema

2.2 Vaue-enhancement view: corporate philanthropy as value-maximizing behavior

According to the value-enhancement view, corpodatgations may increase firm value. Although
firms usually pretend to donate out of altruistimeictions, corporate philanthropy is often presdnt
and justified by managers as shareholder valuermiig For example, companies may benefit from
the goodwill generated by corporate giving, reaglin a higher employee morale and customer loyalty
and more lenient treatment by regulators or goventrofficials (Brown et al., 2006). Although these
considerable support for such a value-enhancerheorty in the literature, the empirical evidence is
largely indirect. Navarro (1988) argues that daraienhance revenues through improving the firm’s

reputation and increasing demand for the firm’sdpiats, because there is a positive relation between

4 Although donations are included in total corpomtpenditures, they are not captured by the méitgriaquirements and
consequently not itemized in financial reports.

5 For example, the NYSE requires companies to dischionations in excess of USD one million to a ithamstitution
affiliated with an independent director (Shapir@12), whereas the U.K. demands disclosure of donsiarger than GBP
200 (Brammer & Millington, 2005).

8 1n more detail, 79% of companies in the U.S. omeaafoundation, where cash donations by foundatimeount for 34%
of total US giving. In Europe, foundations are alsoy common, where 74% of the companies maintaifsindation and
42% of donations are made through foundations. Alsasia, 60% of the firms has established a fotindaand 33% of
corporate donations are attributable to foundat{@tCP, 2014).
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advertising and the donations-to-sales ratio. @hgaiment is in line with Schwartz (1968), who finds
that charitable giving is a device to shift the @ewh curve for a firm’s products outwards. Although
these studies suffer from serious endogeneity prs] more recent evidence points out that customers
are willing to pay on average 6% more for identjgadducts on Ebay when they are part of a charity
auction (Elfenbein & McManus, 2010). More directd®nce is offered by Lev et al. (2010), who employ
Granger causality tests to show that corporateaptfitopy is associated with higher future revenues,
particularly among firms that sell products dirgdib the general public. They also find a positive
relation between contributions and customer satigfa, which suggests that charitable giving iseabl

to increase customer loyalty.

Besides revenue-enhancement, corporate philantimapglso contribute to firm value by means of
cost reductions. “Profit-maximizing managers mag agrporate contributions to reduce labor, capital,
operating, or regulatory and governmental costghénlabor market, for instance, workers may be
willing to work for lower wages in communities thatovide better recreational, educational, cultural
and health-related facilities. If the costs to finms of financing such facilities are more thafset by
the wage reductions, profits are increased.” (Navd1988: 68) Moreover, corporate donations camgori
about managerial perks for executives, such asingeeith celebrities at charity events. This could
inspire employees to strive for promotion and fafar more cost-effectively method to motivate lowe
level personnel than equivalent amounts of saRajgh & Wulf, 2006). The more closely a company’s
philanthropy is linked to the firm’s competitive rdext, the greater the company’s contribution to

society will be, according to Porter and Kramerl20

Furthermore, corporate donations may have a sawiphct that individual investors’ personal
donations cannot easily achieve due to the smalesaf individual donations. To the extent that
companies are able to solve a collective actiomlpro, they can be welfare enhancing by enabling
society to move closer to its optimal level of atanle giving. Consequently, individuals and ineest
can respond favorably to corporate donations oin tiedalf.

Although there appears to be, at best, some irtdem@pirical evidence of the value-enhancement
view, the literature still lacks convincing evidenon the relation between donations and corporate
financial performance. Due to the endogenous natitiee relation, it is hard to draw any conclusion
on the causality. In a study on Chinese firms, Wand Qian (2011) show that corporate donations
enable firms to elicit positive stakeholder resmsnand gain political access, thereby improving
corporate financial performance. This relation astigularly pronounced for companies with greater

public visibility and a better past performancee®iudy also provides evidence that companies who
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are not government-owned or politically well-contegcenjoy greater benefits from corporate giving,
as gaining access to political resources is ctiiitaa Chinese context (Liang, Renneboog, and Sun,
2015). In an US event study, Patten (2008) presemte evidence that companies experience positive
5-day cumulative abnormal returns (CARS) after amotng donations to the relief effort following the

2004 tsunami in Southeast Asia, with CARs incregasiith donation amounts.

Conceptually, corporate donations could be paanodptimal contract with management, serving as
some kind of indirect, low-profile or tax-advantage compensation form. The reason that this cash-
outflow could still enhance shareholder value isdwse firms may adjust the wage of the managers
downwards for the part of the corporate donatidrag benefits the managers personally. In addition,
corporations receiving corporate philanthropy aostly tax-exempt organizations (Shapira, 2012) and
corporations making donations to qualified chatgabrganizations (which may include their own
foundations) can deduct these amounts from theitgr income as gifts (Petrovits, 200@)his implies
that the costs of donations are reduced by theimargx rate of the company (but the generatednee
will also be reduced by the marginal tax rate)reifenues induced by donations exceed the costs,
donations could be profit maximizing. Whereas Nawv#t988) does not discover a significant relation
between the federal tax rate and corporate giidzgtsman and Gupta (1996) do report a negative
relation between donations and the marginal tae, rahich they interpret as evidence that managers
want to maintain some level of minimum net prdfitaddition, tax incentives may affect both theitign
of gifts and the long-run level of donations (Peits 2006; Webb, 1994)The above tax considerations

are consistent with the value-enhancement viewogdarate philanthropy.

2.3 Agency theory: corporate philanthropy as a managerial perk

Companies are agents of their owners and as saglptbvide services on behalf of their owners as
well as other parties in society. The agency hygaithstates that corporate philanthropy is thdtregu
or reflects, an agency problem between the maraagkowners since managers (and directors) arg likel
to act in their own interests (Jensen, 2001). Marsmgngaging in private utility maximizing behavior
could reduce total firm value. The literature présevarious channels by which insiders can harvest

private benefits from corporate philanthropy. A agjhtforward motivation behind corporate

" The extent to which donations are tax deductikdg bve limited in some countries. For instanceh:W.S., donations
qualify for tax deductibility as long as they da iexceed 10% of pre-tax income in total (Shapifd,2).

8 Companies can receive a large up-front tax dedudtfter transferring money to foundations and pilegigo use it for
future donations. In some rare cases, firms eventheir advertising campaigns out of their founoiatiBy already
transferring these amounts up-front to their fodiahea this allows them in fact to expense seveearyg of advertising costs
up front (Petrovits, 2006).
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philanthropy is to do good. In accordance, the rmostmon rationale provided by managers is that thei
firms have a moral obligation to the communitieswihich they operate. If corporate donations are
genuinely made out of an altruistic motivationyll lack the expectation of a direct quid-pro-quo
(Shapira, 2012). Obviously, this may clash with ¢benmercial, profit-making aim of a company and,
therefore, corporate giving for altruistic reasamasy satisfy the personal neednsdnagers or directors
to do good but may come at the expense of sharefspldthich makes this motivation also an agency
issue. Corporate giving can enable managers aedtdis to support their own pet charities, which
means that they pursue private objectives at tiperese of the firm (Brown et al., 2006). In addition
corporate giving creates some kind of ‘warm-glovifeet for insiders, since they enhance their
reputations as individuals who care about peoptea@mmunities (Andreoni, 1990). Furthermore, it
may provide insiders with benefits, such as ticketevents and access to celebrities. Executivgs ma
be keen to expand their networks and improve their image at e.g. a charity gala or a celebrity gol
tournament (Balotti & Hanks, 1999). Thus, corpomgiteng may enable managers to further their own

objectives, boost their personal reputation, attneedia attention, and advance their careers.

The literature does provide some empirical evidehaedonations are not related to corporate value:
e.g. Fich, Garcia, Robinson and Yore et al. (2q@8int out that corporate philanthropy is related to
lower market-to-book ratios, sales margins, andketaadjusted returns. Consistently, investors place
less value on the amount of corporate cash holdmgérms that maintain high levels of corporate
giving (Masulis & Reza, 2015). Companies may adimgptations as a method of earnings management,
since some firms use corporate foundations asalffize sheet reserves (Petrovits, 2006). Similarly,
firms may use corporate philanthropy to divert puibttention away from financial results, and tgy bu
goodwill after they have been required to restaispscted earnings (Koehn & Ueng, 2010).
Furthermore, Yermack (2009) conclude that some CtEf&lulently backdate stock gifts to increase
personal income tax benefits, because those dosgti@terns are correlated with reporting delates af

a drop in stock price.

If donations reduce shareholder wealth and areetoegarded as an agency problem, one would
expect a negative relation between donations amgocate governance mechanisms that increase
monitoring of management. This is not the case darAs and Hardwick (1998) who document that
highly leveraged UK firms, which are expected toefffectively monitored by creditors, give more to
charity. In contrast, after controlling for induststate and fiduciary laws and regulation, Browiale

(2006) also show that the leverage ratio is negbtikelated to both cash giving and the establistime



of a corporate foundation. Furthermore, Seifertalet(2004) show that corporate philanthropy is

positively related with organizational slack, maasuby free cash-flow.

Along these lines, management is said to be ertieghwhen “managers gain so much power that
they are able to use the firm to further their owterests rather than the interests of sharehdlders
(Weisbach, 1988). The (widely-used) corporate gaoaece G-index (Gompers, Ishii & Metrick, 2003),
which is higher when the firm is less sharehold&erded, is positively related to corporate phitanpy
according to Fich et al. (2009), suggesting thangi who donate more also exhibit more agency
problems. They also document that corporate domaioe related to a larger board size, firm siasyb
outside directors, and a low debt ratio. MasulifR&za (2015) find a positive relation between the
corporate governance E-indexvhich also measures managerial entrenchmentcarmbrate giving
(through foundations), and conclude that theirifigd is in line with their agency hypothesis. Likegy
ownership by blockholders and institutional ownisreegatively associated with corporate donations
(Seifert, Morris & Bartkus, 2002). While some oéthbove papers suffer from endogeneity issues and
do not convincingly exclude reverse causality, €l&rrLiang, and Renneboog (2016) apply an
instrumental variable approach and conclude thgdarate social responsibility (CSR), in general and
in all its dimensions (including the social one @¥hcontains corporate philanthropy), is not an agen

problem but is adopted by well-governed firms thater less from agency concerns.

Some supporters of the agency view of argue thgiocate donations are sometimes related to
corporate political activities, which can be deflres “corporate attempts to shape government policy
in ways favorable to the firm” (Baysinger, 1984).the US, firms are not allowed to fund political
campaigns directly, but can instead establishipaliaiction committees (PACSs) to which firm diresto
employees, and their families can dorfdt®utside the US, the vast majority of political dtion data

come from the UK where few restrictions for corgerdonations to political parties and candidates

9 According to Bebchuk, Cohen & Ferrell (2009), thare only six provisions (out of the 24 in ther@ex) that really
matter in corporate governance (staggered/claddifiards; poison pills; golden parachutes; theatety which
shareholders have power to decide on significampamy transitions (such as M&As) by means of eugesmajority
requirements; whether or not supermajority requé@ets for amendments of corporate charters or bysppsy) which are
combined into the E-index. The higher the indeg, tfore powerful management is.

10The PAC is allowed to support candidates up taaimum of $5,000 per candidate per election, utes2010,
companies can also establish a super PAC (technlcgdwn as independent expenditure-only commijteglich may
raise unlimited sums of money from individuals adlvas other companies and then spend unlimiteclatedo overtly
advocate for or against political candidates. Umntiladitional PACs, super PACs are prohibited fdomating money
directly to political candidates (Center for Resgiga Politics, 2015).
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exist, although donations of more than £5,000 ¢ontiain political party offices, or of more than @10

to constituency or local party offices have to slbsed (Library of Congress, 2015).

From an economic perspective, there are two pliegariews on political donations. First, although
companies may not have a political preference, ti@ye an economic interest in various legislative
actions, regulatory decisions, or other politicatammes. Therefore, political donations represent a
investment in political capital that can generatsitive returns for the firm. Second, political g
may reflect managers’ personal political preferentieat could come at the cost for shareholders
(Aggarwal et al., 2012). A number of studies prevelidence consistent with the value-enhancement
theory, showing a negative effect on firm value whpeliticians tied to the firm lose power and aipos
effect when the connected politicians get eleckat¢io & Parsley, 2009; Jayachandran, 2006; Cooper,
Gulen & Ovtchinnikov,2010; Goldman, Rocholl, & So, 2009). Other evideiscmore in line with the
agency theory: political donations are negativalsogiated with returns (Faccio, 2010; Aggarwal.et a
2012) and political donations in the US are assediavith a free cash flow problem, worse corporate
governance, and a higher number of poor acquisitipuchin &Sosyura2012).

[11.  Hypothesis Development

We try to disentangle the two theories in relattoncorporate philanthropy, namely the value-
enhancement and agency theories. According tootineefr, corporate philanthropy improves corporate
value and financial performance, whereas the lattplies that corporate philanthropy merely enhance
managerial self-interest at the expense of shadehal There is an optimal level of corporate dameti
that can be determined via cost-benefit analysisViilliams and Siegel, 2001), although, as long as
this level is not reached, these theories are @ao¢ssarily mutually exclusive, because donation$dco
potentially contribute to firm value and at the gatime serve managers’ personal aspirations. larord
to determine which theory dominates, we relate @@ie philanthropy to internal and external corpora

governance, legal investor protection, and firnuealvhen developing our hypotheses in this section.

It is important to consider that donations arehmhogenous: political and charitable donations have
different types of recipients, and charitable daret can be made in cash or in-kind (pro-bono sesyi
products, volunteer work, shares, and the supgarsearch). Nevertheless, the latter could be more

beneficial for shareholder wealth because manyhedd in-kind contributions are related to the core

1 The other channel via which firms can engage iitippis corporate lobbying. Companies are allow@dake direct
expenditures for lobbying up to an unlimited amofititiman, Keim, and Schuler (2004); Hill, Kelly,dckhart & Van
Ness, 2013), which is beyond the scope of this pape
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business activities of a firm and the costs of imdkgiving might be lower. For instance, a
pharmaceutical company’s development of a moreeftesttive treatment for emerging economies may
lead to the establishment of a distribution netwibit the firm could use to expand its markets t@tor
and Kramer, 2012). On the other hand, cash dorsdilmo have advantages: primarily, the recipient ca
use the proceeds in the way that best suits Hieoneeds and the donation can therefore be pecteiv
by consumers and other stakeholders as a morergeomiporate gesture. Moreover, cash donations are
very transparent by nature, since it is alwaysrodaat and how much is given away, and could also
emit a signal to the market about strong futurd ¢msvs. Finally, cash donations can be transfeviad

a corporate foundation; and such a foundationust tan facilitate a fair and objective decisiorkmg
process, create timing advantages, guarantee trargparency, and mitigate to a greater extent the

probability that donations are used for privatedfgs.

When the value-enhancement theory is correct, Bblters would have no reason to curb corporate
donations. However, managers reaping private bsrfefim corporate philanthropy have an incentive
to donate beyond the optimal level (from the firp&spective). In this case, shareholders wilhapte
to limit corporate giving. The extent to which shlaolders are able to limit spending on corporate
philanthropy depends on the corporate governanogctste. We distinguish between internal
governance that mainly concerns organizationalédbgmevisions, and external governance that is
related to the voting power. This enables us tmfdate the first hypothesi$otal charitable donations
(made in cash or in-kind assets), donations by means of a corporate foundation, and political
donations are positively related to greater agency problems (Hypothesis 1). Empirically, we measure
agency problems by means of the following meastinascapture high managerial power: the presence
of a staggered board, shareholder limitations toAvtEecision making, supermajority requirements to
change corporate charters and bylaws, golden pates;hpoison pills, the E-index (which aggregates
the previous aspects of corporate governancektategover devices, board size, and CEO-chairman
duality.

A negative relation between external corporate gtgce and donations is also consistent with
donations reflecting an agency problem (whereasmsignificant or positive relation would be in line
with the value-enhancement view), as formulatethénsecond hypothesifotal charitable donations
(made in cash or in-kind assets), donations by means of a corporate foundation, and political
donations are expected to be negatively related to external corporate governance, which suggest that
donations reflect agency problems and do not contribute to firm value (Hypothesis 2). External

corporate governance quality is empirically meadurg ownership concentration, ownership by the
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largest shareholder, the control wedge (cash-figims minus voting rights of the largest sharehglde
and the type of the largest shareholder (that eamflmancial institution, another company, anviaual

or family, the government).

Besides the firm specific internal and externapooate governance mechanisms discussed above,
country-level regulations can mitigate agency peaid and investor expropriation (La Porta, Lopez-de-
Silanes, Shleifer & Vishny, 2000) and may alsoetft®mrporate philanthropy. One of the most impdrtan
factors in shareholders’ legal rights are thoseresking corporate voting procedures and decision-
making. The extent to which managers are subjecsuith shareholder influence is reflected in
Spamann’s (2010) corrected Anti-Directors Rightseba (ADRI) of which a high value reflects that the
law grants shareholders a high level of protectigainst management and a low value indicates that
management is largely shielded from shareholderfertence. Thus, if corporate donations reduce
shareholder wealth, one would expect companiesumtcies with stronger shareholder protection by
law (and hence more shareholder power) to makerfdarmations, as similarly argued by Ferrell, Liang,
and Renneboog (2016) in the broader context of G8R.results in a third hypothesigotal charitable
donations (made in cash or in-kind assets), donations by means of a corporate foundation, and
political donations are expected to be negatively related to stronger investor protection, because

cor porate donations reflect agency problems (Hypothesis 3).

As mentioned above, the value-enhancement viewiesiphat donations positively affect firm
value. For example, donations can contribute toetitdder wealth via corporate reputation, revenue-
enhancement, cost reductions, and political goddév et a] 2010; Navarro, 1988; Patten, 2008;
Wang & Qian, 2011). In contrast, the agency vieggasts that managers donate primarily to enhance
their own interests, which suggests a negativeetie firm value. Potential channels for such agfar
of wealth from the firm to the manager are altinibeliefs, the manager’s reputation, and connastio
established via corporate charity, earnings managenand personal tax effects (Fich et al., 2009;
Masulis & Reza, 2015; Petrovits, 2006). Three messsaof value and corporate financial performance
are used, namely Tobin’'s Q, ROA, and sales growtmegative or insignificant relation between
donations and firm value would be consistent wikerecy theory, whereas the alternative hypothesis
predicts a positive relation and is consistent wite value-enhancement theofyotal charitable
donations (in cash or in-kind assets), donations by means of a corporate foundation, and political
donations are expected to be negatively related to firm value, in line with agency theory (Hypothesis
4).
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In contrast to charitable donations, donations dbtipal organizations may reflect managerial
agency problems. The effects of political contribas are particularly acute during political eleats,
as in that context the costs and benefits of dogat political organizations are amplified. Foaexle,
the loss of control of the incumbent political posvenay negatively affect the value of firms withosig
political ties to the forces that held power (FackiParsley, 2009; Jayachandran, 2006; Fisman,)2001
The strength of the political ties can be proxigdhe extent of political donations, since e.gdevice
from Brazil and the US shows that firms with higlippcal contributions experience higher stock ratu
after elections that bring the supported politisitmpower (Claessens et al., 2008; Cooper ,62@l0).
These studies support the value-enhancement tbépofitical donations since they may shape pdlitic
decisions that favor the company. However, politgi@ing may also reflect the personal political
preferences of managers and benefit their persamaér. Consistent with this idea, the literatinevss
that firms giving more to politics are associatdthviraudulent behavior, free cash flow problemagl b
corporate governance, and lower returns (Aggartall €2012; Duchin &osyura2012; Faccio, 2010;
Yu & Yu, 2011). We empirically test the competirgeories by means of a difference-in-differences
approach applied to the 2010 general electionsarK where virtually all political contributionsalie
to be disclosed. If donations have a positive ¢ftecfirm value, these efforts should then pay-aff,
the market is assumed to immediately incorporatiiaire benefits associated with political influwen
So, if firm value increases more in 2010 for Bhtsompanies that made larger political donatiomes, t
value-enhancement theory is not rejected, whereamsagnificant relation would fail to reject the
agency theoryThe effect of corporate political donations on firm value is expected to become (more)
positive at elections (Hypothesis 5).

IV. Dataand methodology
4.1. Sample selection

Our sample comprises publicly listed firms for whitonation data are available in the Thomson
Reuters ASSET4 database over the period 2004-2Z008} being the first year with substantial data
coverage on this issue. ASSET4 collects this infdrom from sustainability/ CSR reports, company
websites, annual reports, proxy filings, non-goweental organizations, and news from all the major
providers. We then only retain the firms for whiaformation is available in the following databases
Orbis (firm level ownership and control data), Wdsdope (firm level accounting and financial data),

and World Bank (country indices on legal issuesrugion, shareholder protection etc.). Our final
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sample has a global coverage and contains 2,086 fiith firm-year observations amounting to 1,985,
1,395, 3,226, and 8,976 for respectively cashjmokkpolitical, and total donation®.

4.2  Variabledefinitions
Corporate philanthropy

We distinguish among different types of corporat@ing: political donations comprise
expenditures for political lobbying, support of pichl candidates, and contributions to parties.
Monetary charitable giving falls undeash donationsand other corporate charitable philanthropic
expenses are categorized iaskind donations such as in-kind assets, shares, volunteer warel, a
research funded through the company’s foundatiboisl charitable donationghe sum of cash and in-
kind giving, comprise charitable contributions iengral. We scale the donation amounts, which are
provided on an aggregated annual basis, by thésfitoral sales. Data on whether or not a firm hets s
up a corporate foundation to distribute its donmeis also gathered from ASSETA4. Detailed variable

definitions are provided in Appendix A.
Corporate financial performance

Our main proxy for firm value in this paper is Tolsi Q, the market value of total assets over the
book value of total assets, which also has beed imsgrior research (e.g. Bebchuk et al., 2009h feic
al., 2009). This market-based measure is forwapétig and is assumed to reflect future profitaijlit
it is not subject to accounting manipulations andsinot fluctuate with scale. In addition, we alse
accounting measures of corporate financial perfagaauch as return on assets (ROA), return onyequit
(ROE), yearly sales growth, and five-yearly salesagh.

Corporate governance variables

The main external governance variable measuregdtiegy power held by the shareholder. Note
that the voting power reflects the degree to whiatal ownership, thus both direct and indirect
ownership, is concentrated in the hands of an atemowner. Furthermore, we collect data on therobnt
wedge between cash-flow and voting rights, defiaedcash flow rights minus voting rights of this
largest (ultimate) shareholder. We also identifg thipe of largest shareholder: other corporations,
financial institutions (mutual funds, pensions fanthsurance companies,...), individuals or families,

and state owners (government or government instrtsiy.

12 Data on community lending, financing and investtaés not included in this study, since it is ngijlie and not relevant for firms
outside of the financial sector and cannot be c@msid as donations according to the ASSET4 ESG Glatssary (2015)
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We also collect the corporate governance meashatsratter most according to Bebchuk et al.
(2009): staggered boards, majority requirementgiiarter and bylaw amendments, limitations on the
shareholder decision rights regarding takeoverslegoparachutes, and poison pills (the definitiares
given in Appendix A). These five dummy variablesamiporate governance provisions are compiled
into an index that measures managerial entrenchftienE-index) and gives equal weights to the above
variables. More than half of our firms have twonoore of these corporate governance provisions. In
addition, we collect data on board size, CEO-chairmuality, the number of anti-takeover devices, an
the dual class equity structure.

Country level variables

The country-level scores on the Anti-Directors Reggindex (ADRI) are based on Spamann’s
(2010) corrected version of the ADRI initially praged by La Porta et al. (1998). The index is tha su
of three dummy variables on shareholder votingifgoby mail, voting without blocking of shares, and
calling an extraordinary meeting) and three dummnyables on minority protection (proportional board
representation, pre-emptive rights, and judiciahedies). A higher value indicates stronger legal
investor protection against managerial discretiomecision-making. Finally, GDP per capita captures
country level effects related to the general l@felelfare, which may affect some dimensions of CSR

performance (Liang & Renneboog, 2016).
Firm level control variables

In prior research with Tobin’s Q as the dependaniable (e.g. Bebchuk et al., 2009), the following
control variables were also included: (lagged) Retun assets (ROA), firm size (total assets), Capex
(capital expenditures-to-assets, leverage, reséagvelopment (R&D) expenditures, firm age (Fich
et al., 2009), industry fixed effects (NACE rewd@le). We follow the convention and use this shatd

set of controls.

4.3  Descriptive statistics

Table 1 presents the descriptive statistics ofkayr variables. The average charitable donations
amount $28.4 million per year, which is equivalémt1.3% of earnings (before depreciation and
amortization), or 0.18% of sales. This is in linghwdonations numbers from the CECP (2014c), which

reports a median total charitable donations of $ilBon or 0.13% of sales for the firms participadi

13 Consistent with prior research, firms with a delaks equity structure are excluded from our resipes, since the
holding of superior voting rights could form a pading entrenchment mechanism that makes the gitetisions listed
above relatively irrelevant (Bebchuk et al., 2009).
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in its global survey. Charitable contributions madecash comprise 0.11% of sales in the sample,
compared to 0.24% of sales that are donated asithassets. It should be noted that data on thafgpe
form of donations are available for only a subsethe firms reporting total charitable donations.
Political donations are smaller at $294,000 per ped.003% of sales, but almost one third of firms
that make donations do so (also) to political partiThese numbers are largely consistent with those
presented in previous studies, for example, Hillet(2013) show that 15% of firms are engaged in
lobbying or political donations, and donated $188,th 2004, augmenting to $334,000 in 2011. About
42% of firms in our global sample operate a corfgofaundation for their donations.

The average sample firm has a Tobin’s Q of 1.6, ROA%, sales growth of almost 9.4%, a leverage
ratio of 18.6%, total assets of almost $63 billicapital expenditures of 5.8% of total assets,iark®
years old. Moreover, the average firm has a largeateholder owning 25.2% of the equity, is most
frequently held by another company (as ultimateedtader). The control wedge is negative (-0.6),
implying that the cash flow rights are significantéss than the voting rights. A staggered board is
present in virtually all companies and the poisdtipe least common anti-takeover mechanism (only
present in 18.8% of the companies). The averagedbmansists of 11 executive and non-executive
directors and in 36% of firms the role of CEO ahdioman is fulfilled by one person. Almost 11% of

firms have dual class shares.

Table 2 presents the country distribution of thaltdonations and its constituents. Of the western
economies, Denmark, Canada, Switzerland, and WS faippear to be much more engaged in total
corporate giving, their donations (as a % of sades)more than twice the average the U.K., Fraaue,
Germany. Political donations are particularly conicated in the U.S. and Brazil. In terms of theusialy
distribution of total corporate donations, we fiticht the most generous industries in are the human
health and social work industry, which includes pirarmaceutical sector, and the arts, entertainment
and recreation sectét.The construction, transportation and storage, @ofessional, scientific and
technical services industries are the lowest dosa#ds could be expected, industries that are most
dependent on political decisions and governmenttraots make most political donations: the

electricity/gas, construction, financial, miningydatransportation sectors.

[Insert Tables 1 and 2 about here]

1 Table available upon request.
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44  Methodology
Our two basic models, whereefers to the firm andto years, are:

Donation variables;y = By + Bi(Governance and legal provisions;;) + B,(Firm charac.;;) +

Industry FE + Year FE + & (D

Firm performance;; = fo + [i1(Donation variables;) + p,(Firm charac.;; ) + Industry FE +
Year FE + ¢;; (2)
Donations variables stand for (i) total charitallenations, (ii) cash giving, (iii) in-kind
contributions, or (iv) political contributions, adcaled by sales, and (v) a dummy variable cagjurin
whether or not the firm donates via its corporadentiation. We represent corporate financial
value/performance by: (i) Tobin’'s Q, (ii) ROA, ardi) yearly sales growth. The findings with
dependent variables scaled by assets (rather #ilags)sand with alternative value and performance
variables will be discussed in the robustness @eckirm characteristics comprise leverage, firm,ag
size, capital expenditures, and R&D expenses. Gig2P dapita) stands for the country’s general level
of welfare. Given that donation patterns vary bgustry and over time, we also include these fixed
effects.

The various dependent variables require differestnemetric approaches. When financial
performance is the dependent variable, we use plat@regressions with cluster-robust standardserro
(and the above-mentioned fixed effects). When donat(the ratio of total, cash, in-kind, or poliic
donations over sales), which are truncated at z@soused as dependent variable, we use tobit panel
regression that address the lower limit censorirmpeo and cluster standard errors at the firmll&vuse
analysis of whether or not the firm operates a fiation is performed by means of logit models ofalhi

we report the marginal effects.

To test the first three hypotheses on donations, ¥ialue and corporate governance, we include
sets of corporate governance variables and legasior protection variables. The former set conagris
internal corporate governance variables such as pitesence of a staggered board, majority
requirements, shareholders’ limitations in M&A d®on-making, golden parachutes, poison pills,
chairman-CEO duality, as well as a managerial entmment index (E-index, constructed following the
composition of the original E-index developed byoBruk et al. (2009)), board size, and the number of

anti-takeover measurésThe governance variable set also comprises exteongorate governance as

15 Note that the first five individual anti-takeovdummies constitute the entrenchment index suchtiegtcannot be
simultaneously included in model. Similarly, we @voulticollinearity by not including the entrencknt index and the
number of anti-takeover measures in the same model.
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captured by the percentage of equity held by tigekt shareholder, total ownership concentratios, t

control wedge of the largest shareholder, and dumamables capturing the main types of ultimate
owners (manufacturing companies, financial ingbil, individuals and families, and the state)r Ou
regulation variable is the anti-director rights ighte (ADRI) that reflects the managerial

discretion/entrenchment relative to the sharehslderin other words, reflects the degree of stadsin

protection.

To estimate the fourth hypothesis (on donations famd value), we regress the donation
variables on measures of firm profitability. Asghelation between donations and firm value could
suffer from endogeneity, we resort to an instruralevariable approach using 2SLS estimation. A valid
instrument should not be related to firm perfornevalue through channels other than donations,twhic
implies that most company-specific characterigdicsot qualify. As instruments, we therefore userpe
firms’ donations: the average ratios of total, ¢catkind, and political donations of the peer canigs
by country and by year. The rationale is thatm'Brdonations may be affected by the level of diomat
by the direct industry peers, usually due to peesgure and public perception, but that these dorsat
of industry peers do not significantly affect tleedl firm’s financial performance. Prior researdesl
indeed confirm that firms in the same industry temddopt similar giving practices (Brown et aDPB),
and corporate behavior in general is strongly grficed by peers (e.g., Servaes & Tamayo, 2013; Leary
& Roberts, 2014; Hoberg, Phillips, & Prabhala, 20Educault & Fresard, 2014). Using peer firms’
policies as IVs for focal firms’ policies has beerdely used in the literature (e.g., Ferrell, Liagg
Renneboog, 2016; Lin, Ma, Malatesta, & Xuan, 2(111,2).

First stage:

Donation variables;; = By + f1(Peer donation vars.;; ) + B,(Governance and legal provisions;;) +
B3 (Firm charact.;;) + YearFE + ¢ 3
Second stage:

Firmperform.;; = By + [1(Estimated Donation vars.;; ) +

B.(Governance and legal provisions;;) + fz(Firmchar.;;) + Year FE + & 4)

To test Hypothesis 5 (measuring the effect of malitdonations on firm value in election years),
we apply a difference-in-differences (DiD) methamp} to political donations in United Kingdom. This
approach assumes that in absence of a so-calldcest, the trends in firm value would be similar f
all firms, but an exogenous shock induces a dendtiom this common trend for the ‘treated’ firms
(Angrist & Pischke, 2009). Our shock is the genelattions in the UK of 2010. This natural expemtne
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is largely exogenous, because these elections swemely held as the fixed term of five years for
parliamentary sessions had ended. In order toifgentrend, firms with missing observations in afy

the years 2008, 2009, and 2010 are excluded, sinlEast three consecutive periods (and preferably
more) are required according to Angrist & Pischk@09). Although the election result may affect the
value of all firms, it is most likely to affect thealue of companies that have made more political
donations. Companies’ donations usually peak bef@melections and this effort may be visible mfi
value as a one-off effect or a lasting one (foresalvyears), which is why we test the hypothesib ai
dummy variable for 2010 and with a post-2010 dumimat equals 1 if the year is 2010 or any
subsequent year until 2014, the end of our samPla) estimated coefficient of interest is the iatgion
term between the time dummy and political donatigreatment), which is expected to be significantly

positively related to firm value if political donahs were to have a positive effect on firm value.

Firmvalue;; = By + f1(Political donations;) + B, (Political donations;; *

Dummyyear=2010 or year=2010) + B3 (DUMMYyear=2010 or or year=2010) + Ba(Firm charac.;;) +

Industry FE + ¢ (5)

V. Results

5.1. Charitabledonations and managerial discretion

We first examine what types of firms make chargadbbnations, in cash and in kind. Are these the
firms in which management has a lot of discretiarcorporate decision making, in other words where
management is more entrenched? If this is indeeddke and if charitable donations are not relkated
firm value, then it is likely that donations may be agency problem from the perspective of
shareholders. We first turn to testing Hypothesis Table 3 where we relate total charitable dareti
to various measures of managerial entrenchmentjqatdy a set of indicators measuring the lack of
internal corporate governance mechanisms (the mresef a staggered board, (super)majority
requirements to change the acts of incorporatiahkaaws, limitations on shareholder influence on
takeover decisions, a golden parachute, and a p@dt. All models are estimated using Tobit
regressions. Model 1 shows that none of these nesiahgntrenchment mechanisms statistically affect
total charitable donations with exception of thesence of a golden parachute (but this is only yeak
statistically significant at the 10%). Aggregatihgse internal governance mechanisms into an B¢inde
confirms that managerial entrenchment has no impactharitable donations (Model 2). A related
measure is the number of anti-takeover devicesaas/ ranti-takeover devices shield management from
shareholder involvement in decision making on asssttucturing, but this dummy variable capturing
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that a firm has more than 2 anti-takeover mechasisrmlace is again not related to charitable donat
(Model 4). Models 3 and 5 point test the impacboérd size and CEO-chairman duality and find no
relation either. When we combine as many of thearagerial entrenchment variables in one model,
while avoiding multicollinearity, we can confirm g&hthere is little relation with donations (with
exception of the weak relation with golden paraebwnd larger boards, which may still proxy fomfir
size). So, these findings are not in line with gerecy view on corporate donations and hence fail to
support Hypothesis 1. The Tobit regressions of & 8kdlso point out that larger firms and those dpen
more on R&D are more prone to do corporate philamir The positive sign of the coefficient on R&D
expenditures is in line with the literature and gesjs that charitable donations may be consisteght w
value maximizing behavior (Brown et al., 2006).uimreported regressions, we dissect total charitable
donations into cash and in-kind donations, we fiady similar results in that there is no indicattbat
agency problems-riddled firms are doing more damésti

In Table 4, we examine the determinants of distiilgucharitable donations by means of a corporate
foundation. Model 2 shows that high managerialeamhment (a high E-index) is positively related to
giving through a corporate foundation. Models 1 @nddicate that shareholder limitations on takeove
decisions and golden parachutes drive this reldtels 4 and 5 confirm that firms in which agency
problems may be an issue, proxied by CEO-chairnuatitgl (whereby the CEO can wield more power
given that he is also chairman of the board ofatlines whose task it is to monitory the executivej a
high number of anti-takeover devices which inducasunity to takeover attempts, are more likely to
use a foundation. These findings are consisteriit yipothesis 1 in the sense that firms that areemor
prone to agency costs use a corporate foundatibernatively, the results are also consistent whin
notion that the use of a foundation may be a wagpddress the issue of agency problems as the
foundation structure puts the corporation managémeesome extent at arm’s-length (although there is
in most cases still some degree of control by thearation), makes it easier to maintain stablelev
of donation pay-outs to charity, and avoids corpotaning of contributions to the foundation with
respect to business cycle and tax purposes. Wearilbrm further analyses below to investigate Wwhic
hypotheses receive empirical support.

[Insert Tables 3 and 4 about here]

5.2. Charitable donations and shareholder control

Our second hypothesis concerns the impact of eateanporate governance (shareholder influence)

on charitable corporate donations and the usecoforate foundation. If donations reflect an agenc

21



problem, we would expect that strong shareholdatrobwould limit corporate philanthropy. Table 5
shows no support for Hypothesis 2 as none of vesabapturing shareholder power (the ownership
stake of the largest shareholder, whether or r@bthnership is concentrated or dispersed, the a@ontr
wedge which measures deviations from voting ant ftaw rights, the presence of a largest sharehmolde
of a specific type such as a corporation, individudamily, financial institution, the state) azerrelated
with corporate donations. We find that larger, patifle, and relatively younger companies with high
R&D expenditures are giving more money to charity this is not curbed by shareholders. When we
examine the subsamples of cash and in-kind dorstiwa also do not find a strong relation between

potential shareholder monitoring and donatiths.

When we turn to corporation foundations, we findttthe likelihood that a company donates funds
via a foundation is much lower for companies wittoisg external governance. The logit analysis of
Table 6 demonstrates that the percentage of shmlels by the largest shareholder, a proxy for
shareholder monitoring, is negatively related tmgoorate foundation. For every 10% ownership ley th
largest shareholder, the probability that the fitomates via a foundation decreases with 4%. Also, t
control wedge of the largest shareholder, reflgctite monitoring incentives for a given level oting
rights, is negatively related to a corporate fouimsha This potentially indicates that monitoring layge
shareholders reduces the need to a corporate foondislioreover, both proxies of state ownership are
negatively associated with the likelihood of a fdation. This could be related to the fact that &inm
which the state holds an important stake make fg@ebtical donations, possibly because state-owned
firms may be able to cater to expectations of stakkers (society at large, customers, supplies) in

different ways such as through their operationavaies.

So far, we have documented that the manageriaémstiment does not lead to more corporate
donations, nor do donations decrease in firms stithng shareholders. In firms with strong monitgrin

owners, there is less need to resort to corpooatedations to distribute corporate donations.

[Insert Tables 5 and 6 about here]

5.3. Pdlitical donations
We turn to the relation between political donationsnagerial entrenchment and shareholder
power. A positive relation between managerial @ison in decision making and a negative one with

shareholder equity ownership concentration woulgigest that political donations are beneficial for

16 Tables available upon request.
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managers but do not create net value for sharetso(typotheses 1 and 2). Table 7 presents some (but
not strong) evidence of agency problems of politicaations as managerial entrenchment is positivel
correlated with political donations: we report asp@e significant parameter estimate for the pnese

of a poison pill, CEO-chairman duality, and strargi-takeover devices — all of which strengthen the
power of management relative to that of sharehsldeor instance, firms with a poison pill in place
make on average political donations that are 3.Rfféen. Shareholder voting power is not significgntl
related political donations in Table 8. Intereslynghe only exception is the negative relationhwit
government equity holdings in the firm. This is noexpected as it is less critical for firms witrase
blocks held by the government to build up a refetlop with political parties by means of political
donations; presumably because there are moreegffiziays to improve or maintain their relation with

the government or political parties who may be @spnted on the firm’s board (Wang & Qian, 2011).

[Insert Tables 7 and 8 about here]

54  Corporate philanthropy and investor protection

Our third hypothesis states that more charitablegatons in firms with weak shareholder voting
power and weak shareholder rights (which implieselatively more entrenched management) is
congruent with donations being an agency probléchonations are mainly benefitting management to
the detriment of shareholders, one would expectestwdders who are strong because of ownership
concentration and regulation to curb corporate goliiropy. Legal investor protection against
management is represented by the anti-directotsrigidex (ADRI). In Table 9, we find that the ADRI
is negatively associated with total charitable dimme, political donations, and donating via a cogte
foundation. For charitable cash and in-kind domeithe results are insignificant, which could be
because the number of observations on these fofrdenations is smaller and stems from a few of
countries, which leads to little variation in thedwes of the ADRI and therefore reduces statispoaler
(not tabulated). We also observe that when thesrghareholder owns a large share block, there are
fewer charitable and political donations (but has effect on working with a foundation). This also
points at donations being an agency problem becshusesholder power by law or by voting rights
reduces corporate giving, and is consistent withgrediction of Hypothesis 3. The interaction term
between the ADRI and ownership of the largest s$tder is positive for total charitable donations
(Model 2) and political donations (Model 4). Thisynimply that shareholder influence by regulation
(shareholder protection) and by voting power (latgdareholder) are substitutes, and that invesjaf

rights are mainly important in the absence of gdashareholder that is monitoring management. The
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other way around, this finding could also implytteaong legal investor rights substitute the nieec
large shareholder that monitors the giving. InddedPorta et al. (1998) show that greater investor

protection is associated with lower ownership cotregion.

[Insert Table 9 about here]

55 Charitable donations and firm value

We examine the relation between corporate philapthand firm value by means of three measures
of corporate finance performance: Tobin’s Q, a regbased value and hence our main measure, and
two operational variables (ROA and sales growth)rder to address endogenous concerns regarding
donations and firm value/performance, we implen@ntinstrumental variable approach with 2SLS
estimation. As mentioned above, the instrumentabiske is the average amount of total charitable
donations made by firms in the same industry anohtyg in a given year. The first column of Table 10
and the following tables shows the first stage esgion in which the actual total charitable dometio
are regressed on the instrumental variable andalordriables in order to obtain a predicted value.
the second stage, we relate the predicted variabsnations to firm value. A negative or insigecaint
relation in the second stage regression would beistent with agency theory whereas the alternative

hypothesis predicts a positive relation and woddabnsistent with the value-enhancement theory.

Our instrument is significantly positively relatéal actual total charitable donations (Model 1 of
Table 11) and in the second stage we find that tbi@ritable donations are strongly positively teth
to (current and future) Tobin’s Q. Total charitablenations are also positively related with current
ROA, and to future sales growth. These resultsal®@ economically significant, as a 10% increase in
the ratio total charitable donations on sales s@@ated with an increase of 0.11 in Tobin’s Qorabif
0.12% in ROA and 0.1% in future sales growth. Qasuits further support Hypothesis 4 that total
charitable donations enhance firm value. When wettuthe 2SLS instrumental variable results fer th
subsample of in-kind donations, we also find afpasiand significant relation with future Tobin’s Q
ROA and sales growth (Table 11). Given that ourkedibased value is forward looking, it seems odd
that only the future value of Q is affect. Thix@sistent with the notion that donations in kinalyrbe
less value enhancing because they are not petestitites for individual donations. It may alsothat
it takes some time before the market incorporatdsrd assets donated to charity as investors ray n
immediately aware of these contributions, e.g. tudelayed reporting in annual/sustainability repor
It also seems to take some time before in-kind tlons actually improve corporate financial

performance (as reflected in future ROA and fusakes growth).
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In Table 12, the results for cash charitable domathow stronger results: both current and future
Tobin’s Q are positively affected by cash donatiassre ROA and future sales growth. Again, we find
strong support for the value-enhancement hypoth@gsle charitable donations in cash and in-kind
assets are both positively related to firm valbeés telation is stronger and more significant fasit
donations. The reason could be that cash dondtiosson as a better substitute for individual dioas
since they help solve the collective action probl@imey may also serve as a signaling mechanism of
future corporate performance because of their pamesnicy and salience, as proposed by Shapira (2012)
Moreover, the fact that cash donations can befeeaesl via a corporate foundation, which facilisate
fair and objective decision making process, colsgd aontribute to cash donations being perceiveal as

more genuine altruistic gesture.

We also study the interaction of the type of cladtie donations with using a corporate
foundation to donate and its effect on firm valuel goerformance. However, the exact amount of
donations transferred via a foundation is not add, which is a major limitation to this proxy-kmd
donations on only rarely made by means of a cotpdoaindation. We find that cash donations enhance
firm value, mainly when distributed via a foundatiphot tabulated). Of course, we acknowledge that
peer firms’ donations may not be a perfect IV, esly if lobbying activities are prominent, ancetie
may be a “reflection problem” (Manski, 1993). Nethedtess, the consistency between OLS results and
2SLS results are supportive to the value-enhancew&n rather than to the agency view.

[Insert about here Tables 10-12]

5.6 Political donations and firm value

In Table 13, when we use the same 2SLS estimatiopdlitical donations, we fail to find any
significant correlations with firm value, which e®nsistent with the agency explanation of political
donations. Therefore, financing politics does rears to pay off in general. We turn to a differeirce-
differences analysis of political donations on TodiQ in order to examine whether the political
donations lead to a change in value (Tobin’s Qhéyear of the election (the 2010 UK general eact
in our setting) and the subsequent period. The mamiables of interest are the interaction termtsctv
depict a change in the trend in firm value for Srmith high political donations compared to othens.

The insignificant interaction terms of political rtions, as shown in Table 14, reveal that politica
donations do not affect firm value in election yweand beyond, which does not support Hypothesis 5.
One possible reason for the lack of relation betwgaitical donations and firm value in the UK may

be that most political donations had gone to thieolua party, which had been in power for more than a
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decade and lost the elections in 2010. Unfortupatbé data do not enable us to partition the jgalit
donations by political party or politician. Howey@vidence on the US elections from 1979 to 2004
points out that firms with high political contribobhs experience positive stock returns as a regult
elections, even when this leads to a change in p@@oper et al., 2010). Another reason why we do
not find a relation could be the increased politicacertainty induced by a change in power as mtypa
obtained an absolute majority (which has been vamy in the UK). Still, quickly after the electiom,
became clear that the Conservatives could and waatrm a coalition government with the Liberal
Democrats, which attenuated uncertainty. Anothasea for the non-relation could be that firms tariv
better under a Labour government, but this mayaa plausible explanation because the Consersative
are generally regarded as more business friendiighmvas reflected in an FTSE 100 surge by 2.3% on

the day of the elections.

[Insert about here Tables 13 and 14]

5.7 Robustnesstests and alter native explanations

We conducted some robustness checks. First, watesp@®ur analysis with the market-to-book
value, the return on equity (ROE), and the fiverlyesales growth. The results for market-to-bookiea
and ROE were similar to those for Tobin’'s Q and R@&spectively, whereas the five yearly sales
growth did not yield any relation and appeareddarbinappropriate measure. Second, we also studied
whether the results on donations depended on #li@g¢by sales) and now used (a) total assetgl@nd
cash holdings as the denominator in the donatiaiinss: Most results appeared robust to scalingdThi
we also performed robustness checks on variousatorariables; e.g. for firm age, we also used the
year of the foundation and the year of incorporgtior firm size, we used the number of employees;
and instead of accounting performance, we inclddexicash flows. Our conclusions are upheld. Fourth
we also find that the outcomes are robust to ttiecefof potential outliers, based on tests with
winsorizing at the 5% and 95% levels, instead ofditd 99%.

An alternative explanation of our results may bBeEaver-up” story, which is consistent with the
agency argument. That is, high donation companagshra inherently malicious, in that they are adyual
the most irresponsible companies and intend toreopeheir malign nature by giving more to chastie
If responsible conduct is value-diminishing, ther#l be a positive relation between firm value of
corporate donations, not because corporate dosatoa value enhancing but because the most
irresponsible companies give the most and theyalksate highest shareholder value by not adopting a

policy of corporate social responsibility. A simpdanity check on the correlations between our
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donations data and the corporate CSR ratings tleabbtain from ASSET4 rejects this alternative
explanation: all correlations are positive and higtignificant. The correlations of overall donai#o
with the overall CSR rating, the environmentalngtiand the social rating are about 13%, 15%, and
13%, respectively. This indicates that high domatompanies are also more socially responsible, and

is inconsistent with a “cover-up” hypothesis.

VI. Conclusion

In this paper, we examine whether corporate donatare the result of agency problems or are
consistent with value-enhancement. In doing so,dvgéinguish between total charitable donations
(which comprise cash and in-kind giving) and poétidonations. To mitigate potential endogeneity
concerns, we employ an instrumental variable amproaith peer-based IVs and also conduct a
difference-in-difference analysis on political dtdoas around the 2010 UK election. Our results show
that corporate donations are very unlikely to benag problems: when management has a lot of
discretion (because they are entrenched due tla¢keof internal governance mechanisms, regulation
or monitoring), they do not make more charitableatmns. Likewise, strong external governance by
powerful shareholders does not lead to lower chlaletdonations, though investor protection by law a
the country level is negatively correlated with dboans. Charitable donations are positively reldted
measures of current and future firm value (Tobf@)sand firm performance (ROA and sales growth).
These positive relations are consistent for chialgtdonations made in cash and in-kind assetsareut

stronger for the former type of donation.

In addition, we also study the role of corporateindations in channeling donations to the
beneficiaries. A corporate foundation is used byéi which suffer from agency problems, that iss it
associated with poor internal governance, reflettgdhe presence of an M&A limitation, a golden
parachute, a larger board size, anti-takeover dsylCEO-chairman duality, and a higher E-indexealu
Moreover, corporate foundations are also more comnmo firms with poor external corporate
governance, specifically in the absence of a pawstareholder and monitoring incentives. The oloic
of corporate giving via a corporate foundation nayually be the solution to the aspects of poor
governance. This is confirmed by the fact that gianfoundation is related to higher firm value (as
reflected by Tobin’s Q and ROA). This implies thdbundation helps to ensure that donations ana spe
in the best interest of the firm, which is mosttical in case the firm suffers from severe agency

problems.
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Moreover, political donations do not contributestaareholder wealth and are positively correlated
with indicators of poor internal corporate goveroaand managerial entrenchment (namely the poison
pill, CEO-chairman duality, and anti-takeover degy This is consistent with further tests shoviireg
political donations do not enhance Tobin’s Q, arelunrelated to any measure of firm profitability.
Moreover, a difference-in-difference approach aplio the 2010 UK elections unveils a non-
significant effect of political donations on firmale for companies characterized by high political

donations.

Overall, our findings may imply that policymakersdafirms should focus on donations to charity,
preferably in cash and by means of a corporatedation in order improve the effectiveness of its
giving, in particular when they have little power ¢ontrol managers. All in all, doing well by doing
good seems possible. Of course, our research stiften some limitations induced by data availayailit
first, while we know whether or not the firm donatey means of a corporate foundation, the firmaoul
still combine a direct giving programme with dooas via its corporate foundation, and we do nothav
information on this split of the donations. Secanekind donations could not be differentiated Isget
category (donations of products in stock, reseasatutive on behalf of a specific beneficiary, shar
donations, etc.). As pointed out above, we do nowkthe recipient political parties or politicianisthe
political donations, which would enable us to diéetiate between contributions to winning and Igsin
parties and measure the potential surprise effechexpected election results. Similarly, it woulle
interesting to compare how charitable donationsertadspecific charitable organizations impact firm
value. Furthermore, the exact announcement datmmdtions would be very useful data, because it
would enable us to perform direct tests by mearenaévent study approach on how financial markets

reacts to philanthropic news.
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TABLE 1
Descriptive Statistics

Variables Obs. Mean Median St. dev. Min. Max.
Corporate philanthropy variables

Total charitable donations/sales (w.) 11,205 1.792 0.559 4.231 0 31.968
In-kind charitable donations/sales (w.) 1,572 2414 0.261 7.293 0 50.785
Cash charitable donations/sales (w.) 2,389 1.060 530. 1.623 0 10.708
Political donations/sales (w.) 3,754 0.011 0 0.042 0 0.317
Company foundation 11,831 0.418 0 0.493 0 1
Financial performance variables

Tobin's Q (w.) 11,566 1.614 1.276 0.973 0.665 6.868
ROA (%,) (w.) 11,609 7.026 5.910 7.537 -19.130 96.8
Sales growth (annual) 11,319 0.094 0.068 0.221 8.4 1.047
Internal governance variables

Staggered board 10,914 0.989 1 0.106 0 1
Majority requirement 8,106 0.645 1 0.479 0 1
M&A limitation 4,455 0.284 0 0.451 0 1
Golden parachute 7,398 0.457 0 0.498 0 1
Poison pill 3,761 0.188 0 0.391 0 1
E-index 3,247 1.942 2 1.111 0 5
Board size 11,817 11.016 11 3.682 1 45
CEO-chair duality 11,831 0.363 0 0.481 0 1
Anti-takeover devices 6,573 3.017 2 2.097 1 12
Dual class shares 11,831 0.107 0 0.309 0 1
External governance variables

Largest shareholder (%) 10,456 25.181 15.045 21550 O 100
Ownership concentration 9,997 0.682 0 1.072 0 3
Control wedge 9,411 -0.599 0 4.009 -32.020 4.530
Government holdings 11,588 0.024 0 0.109 0 0.990
Ultimate owner is corporation 10,973 0.588 1 0.492 0 1
Ultimate owner is finance institution 10,973 0.221 0 0.415 0 1
Ultimate owner is individual or family 10,973 0.109 0 0.312 0 1
Ultimate owner is state 10,973 0.081 0 0.273 0 1
Firm level variables

Leverage 11,795 0.186 0.165 0.153 0 1.456
Age 10,783 52.703 34 45.066 2 362
Size (billion) 11,798 63.283 9.054 234.601 0.018 661826
Capital expenditures/total assets (w.) 11,100 5.894 4.24 6.105 0.010 42.530
R&D expenditures/sales (w.) 11,827 0.053 0 0.036 0 0.210
Country level variables

ADRI 11,447 3.659 4 1.004 2 5
GDP (In billion) 11,831 10.310 10.621 0.828 6.950 1.682
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Country distribution of corporate donations

TABLE 2

This table shows the different types of donatioea &6 of sales by country. ADRI stands for the-diméctors
rights index. The definitions are given in Appendix

Total charitable Cash charitable clhna_:(iltggle Political
Country General donations donations donations donations
(% of sales) (% of sales) (% of sales) (% of sales)

Obs. ADRI Obs. Mean Obs. Mean Obs. Mean Obs. Mean
Australia 447 4 418 0.220 111 0.088 69 0.055 143 0.001
Austria 17 4 11  0.050 1 0.174 1 0.028 9 0.001
Belgium 86 2 81 0.063 31 0.030 9 0.077 3 0.001
Brazil 262 5 261 0.404 10 0.176 7 0.069 37 0.008
Canada 557 4 516 0.291 82 0.126 55 0.168 110 0.001
Chile 44 5 44  0.068 3  0.090 0 0.000 1 0.001
Colombia 42 4 42  0.224 6 0.057 5 0.033 4 0.001
Denmark 42 4 41  0.305 7 0.1.75 0 n.a. 2 0.001
Egypt 10 4 10 0.224 0 n.a. 0 n.a. 0 n.a.
Finland 94 4 86 0.023 23 0.021 3 0.011 24  0.001
France 257 5 243 0.115 49  0.059 47  0.126 13  0.001
Germany 211 4 195 0.081 35 0.101 7 0.062 58 0.001
Greece 91 3 91 0.200 15 0.310 4 0.132 10 0.001
Hong Kong 779 4 775 0.127 53 0.078 17 0.016 9 0.001
India 274 4 271  0.125 11  0.029 3 0.025 49 0.003
Ireland 48 4 28 0.038 6 0.038 0 n.a. 40 0.001
Israel 45 3 44  0.099 9 0.070 10 0.030 6 0.001
Italy 239 2 233 0.124 40 0.068 28 0.017 31 0.002
Japan 488 5 466 0.064 108 0.067 43  0.033 2 0.001
Jordan 6 2 6 0.865 0 n.a. 0 n.a. 0 n.a.
Malaysia 64 4 62 0.195 11  0.032 4 0.119 4 0.001
Mexico 68 2 67 0.173 3 0.012 3 0.081 8 0.001
Netherlands 151 4 131 0.057 29 0.043 18 0.033 27 0.001
New Zealand 82 5 82 0.040 7 0.015 2 0.000 17 0.001
Nigeria 3 3 3 0.155 0 n.a. 0 n.a. 0 n.a.
Norway 48 4 45  0.052 3 0.015 1 0.000 8 0.001
Peru 4 4 4 0.060 0 n.a. 0 n.a. 0 n.a.
Philippines 45 4 45  0.299 2 0.319 0 na 6 0.001
Portugal 72 3 71  0.098 22 0.090 20 0.013 8 0.001
Singapore 94 4 87 0.117 12 0.013 1 0.001 4 0.001
South Africa 308 4 302 0.246 26 0.171 25 0.228 89 0.001
South Korea 355 4 351 0.256 19 0.098 6 0.004 29 0.001
Spain 256 5 238 0.164 52 0.109 52 0.054 67 0.002
Sweden 83 4 81 0.087 27 0.091 6 0.055 13 0.001
Switzerland 127 3 113 0.297 22 0.084 17 0.148 38 0.001
Taiwan 421 5 417 0.073 29 0.032 21 0.133 28 0.001
Thailand 42 3 42  0.153 7 0.051 3 0.021 3 0.001
Turkey 80 4 79 0.221 7 0.044 5 0.007 5 0.001
UK 2,837 4 2,647 0.128 684 0.093 422 0.177 2,192 0.001
USA 2,268 2 2,098 0.254 801 0.141 642 0.370 614 0.003
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TABLE 3
Total charitable donations and internal cor porate gover nance

The dependent variable is total charitable donatsmaled by sales and winsorized at 1% and 99%mné&sts are
based on a tobit regression. Standard errors awetesl in parentheses and are robust and clustérgee firm
level. Variable definitions are presented in Appgml ***, ** and * denote the statistical signifance based on

two-sided tests at the 1%, 5%, and 10% level, cinEdy.

(1) ) 3) @) (5) (6)
Total Total Total Total Total Total
charitable charitable charitable charitable charitable charitable
Variables donations donations donations donations donations donations
Staggered board 0.714 0.758
(0.542) (0.558)
Majority requirement -0.276 -0.234
(0.503) (0.495)
M&A limitation 0.249 0.167
(0.975) (0.966)
Golden parachute 0.668* 0.694*
(0.372) (0.379)
Poison pill 0.327 0.346
(0.607) (0.638)
E-index 0.233
(0.228)
Board size 0.137 1.401*
(0.299) (0.704)
Anti-takeover devices 0.055
(0.164)
CEO-chairman duality 0.188 -0.260
(0.240) (0.571)
Tobin’s Q 0.501 0.522 0.225 0.195 0.220 0.495
(0.338) (0.339) (0.150) (0.211) (0.148) (0.343)
Leverage -0.028 0.004 -0.534 -0.573 -0.518 -0.014
(0.848) (0.851) (0.544) (0.717) (0.544) (0.842)
Age -0.311 -0.299 -0.315** -0.270 -0.323** -0.327
(0.212) (0.210) (0.141) (0.168) (0.137) (0.212)
Size 0.509%** 0.530%*=* 0.332%*=* 0.291**=* 0.335%** 0.394***
(0.140) (0.142) (0.085) (0.105) (0.089) (0.136)
Capital expenditures 0.037 0.040 0.037 0.094** 0.03 0.039
(0.041) (0.041) (0.028) (0.047) (0.028) (0.041)
R&D expenditures 0.474%** 0.483*** 0.304*** 0.317* 0.302*** 0.481***
(0.130) (0.132) (0.083) (0.094) (0.083) (0.131)
R&D indicator -1.662** -1.681** -1.115%*  -1.065**  -1.119** -1.621*
(0.842) (0.842) (0.300) (0.382) (0.300) (0.839)
ROA 0.029 0.028 0.055%*=* 0.040 0.055%** 0.030
(0.046) (0.046) (0.021) (0.028) (0.021) (0.046)
Constant -8.827 -10.834 -4.176** -3.529 -3.876** 0204
(6.474) (6.885) (1.691) (3.049) (1.640) (6.656)
Industry and year FE Yes Yes Yes Yes Yes Yes
gggﬁ;gggg;ﬁg (GDP, Yes Yes Yes Yes Yes Yes
Observations 1,584 1,584 6,227 3,710 6,230 1,582
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TABLE 4
Corporate philanthropy via a corpor ate charitable foundation and internal cor por ate gover nance

The dependent variable is a dummy whether the firantains a corporate foundation. Coefficients espnt the marginal
effect of a logit estimation. Standard errors &gorted in parentheses. Variable definitions aesgmted in Appendix A. ***,

** and * denote the statistical significance basadwo-sided tests at the 1%, 5%, and 10% leespectively.

(1) 2) 3) @) (5) (6)
Corporate  Corporate  Corporate Corporate Corporate  Corporate
Variables foundation foundation foundation foundation foundation foundation
Staggered board 0.018 0.013
(0.117) (0.084)
Majority requirement 0.024 0.018
(0.020) (0.019)
M&A limitation 0.094** 0.079*
(0.047) (0.041)
Golden parachute 0.094*** 0.071***
(0.027) (0.025)
Poison pill 0.027 0.012
(0.026) (0.026)
E-index 0.04 7+
(0.013)
Board size 0.083** 0.052
(0.041) (0.044)
Anti-takeover devices 0.065***
(0.017)
CEO-chairman duality 0.101*** 0.096***
(0.021) (0.021)
ROA -0.001 -0.002 -0.001 0.001 -0.001 -0.001
(0.001) (0.002) (0.001) (0.001) (0.001) (0.001)
Tobin’s Q 0.030** 0.031*** 0.037*** 0.052%** 0.030* 0.024**
(0.013) (0.010) (0.012) (0.013) (0.012) (0.011)
Leverage -0.043 -0.048 -0.029 -0.019 -0.004 -0.047
(0.076) (0.084) (0.083) (0.077) (0.076) (0.065)
Age 0.012 0.022* 0.034 -0.001 0.027 0.001
(0.015) (0.013) (0.027) (0.020) (0.023) (0.015)
Size 0.078*** 0.084+* 0.135%** 0.135*** 0.128*** 0.064***
(0.011) (0.012) (0.012) (0.010) (0.011) (0.010)
Capital expenditures -0.003 -0.004** -0.003* -0.001 -0.003* -0.002
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
R&D expenditures 0.381 0.408* 1.478** 0.885** 176 0.258
(0.293) (0.245) (0.559) (0.441) (0.498) (0.266)
Industry and year FE Yes Yes Yes Yes Yes Yes
gg‘grir?\(/)ggﬁlgrirss). (GDP, Yes Yes Yes Yes Yes Yes
Observations 1,648 1,648 6,505 3,879 6,508 1,647
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TABLES

Total charitable donations and external cor por ate gover nance

The dependent variable is total charitable donatgmaled by sales and winsorized at 1% and 99%mné&ists are
from a tobit regression. Standard errors are redom parentheses and clustered at the firm levatiable
definitions are presented in Appendix A. ***, **nd * denote the statistical significance basedwmdided tests

at the 1%, 5%, and 10% level, respectively.

(1) ) (3) (@) (5)
Total Total Total Total Total
charitable charitable charitable charitable charitable
Variables donations donations donations donations donations
Largest shareholder 0.007
(0.005)
Ownership concentration 0.086
(0.105)
Control wedge 0.084
(0.081)
Government holdings 1.455
(0.954)
Institutional owner 0.035
(0.243)
Individual/family owner 0.359
(0.323)
State owner 0.333
(0.395)
ROA 0.057*** 0.055** 0.065*** 0.052* 0.051*
(0.022) (0.023) (0.022) (0.021) (0.022)
Tobin's Q 0.201 0.247 0.149 0.237 0.286*
(0.155) (0.161) (0.169) (0.150) (0.158)
Leverage -0.334 -0.645 -0.369 -0.457 -0.603
(0.537) (0.590) (0.560) (0.546) (0.561)
Age -0.281* -0.345** -0.298** -0.325** -0.331**
(0.145) (0.156) (0.141) (0.140) (0.146)
Size 0.329%** 0.337*** 0.340*** 0.338*** 0.341%**
(0.089) (0.086) (0.088) (0.087) (0.090)
Capital expenditures 0.020 0.044 0.029 0.037 0.035
(0.020) (0.032) (0.022) (0.028) (0.029)
R&D expenditures 0.305%*=* 0.295*** 0.304**=* 0.305* 0.315***
(0.083) (0.079) (0.086) (0.083) (0.085)
Constant -3.796** -3.868** -3.431* -4.166** -3.859
(1.682) (1.726) (1.795) (1.650) (1.785)
Industry and year FE Yes Yes Yes Yes Yes
Other control vars. (GDP,
R&D investments) ( Yes Yes Yes Yes Yes
Observations 5,651 5,600 5,169 6,200 5,893
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TABLEG6

Corporate philanthropy via a cor porate charitable foundation and external corporate

governance

The dependent variable is a dummy whether the rivmintains a corporate foundation. Coefficients espnt the
marginal effects of a logit estimation. Standardesare reported in parentheses. Variable defimtare presented
in Appendix A. ***, ** and * denote the statistitaignificance based on two-sided tests at the 3%4,and 10%

level, respectively.

(1) ) @3) (@) (5)
Corporate Corporate Corporate Corporate Corporate
Variables foundation  foundation  foundation foundation foundation
Largest shareholder -0.004***
(0.001)
Ownership concentration -0.025
(0.015)
Control wedge -0.012%**
(0.005)
Government holdings -0.198**
(0.094)
Institutional owner 0.014
(0.036)
Individual/family owner -0.017
(0.042)
State owner -0.172%**
(0.044)
ROA -0.001 -0.001 0.000 -0.000 -0.001
(0.001) (0.001) (0.001) (0.001) (0.001)
Tobin’s Q 0.039%*** 0.044+* 0.042*** 0.035%*** 0.0Fp***
(0.011) (0.014) (0.014) (0.011) (0.012)
Leverage 0.019 0.019 0.000 -0.006 0.014
(0.088) (0.091) (0.096) (0.075) (0.076)
Age 0.022 0.012 0.020 0.026 0.009
(0.028) (0.036) (0.024) (0.025) (0.027)
Size 0.142%+* 0.166*** 0.148*** 0.143** 0.144%**
(0.014) (0.016) (0.010) (0.011) (0.011)
Capital expenditures -0.002 -0.003 -0.003* -0.003* -0.003*
(0.002) (0.002) (0.002) (0.002) (0.002)
R&D expenditures 1.250** 1.718** 1.301* 1.279%+* 1.127*
(0.493) (0.542) (0.557) (0.385) (0.438)
Industry and year FE Yes Yes Yes Yes Yes
Other control vars. (GDP,
R&D investments) Yes Yes Yes Yes Yes
Observations 5,904 5,853 5,405 6,478 6,165
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TABLE 7

Political donations and internal cor porate gover nance

The dependent variable is political donations stélg sales and winsorized at 1% and 99%. Estimaedased on a tobit
regression. Standard errors are reported in paseshand clustered at the firm level. Variablenitgdins are presented in
Appendix A. *** ** and * denote the statisticalighificance based on two-sided tests at the 1%, &f¢, 10% level,

respectively.

(1) (2) (3) (4) (5) (6)
Political Political Political Political Political Political
Variables donations donations donations donations donations donations
Staggered board -0.079 -0.086
(0.077) (0.077)
Majority requirement 0.009 0.010
(0.014) (0.015)
M&A limitation -0.005 -0.003
(0.022) (0.022)
Golden parachute -0.000 -0.005
(0.015) (0.015)
Poison pill 0.035* 0.032*
(0.018) (0.017)
E-index 0.009
(0.007)
Board size 0.002 -0.001
(0.021) (0.027)
CEO-chairman duality 0.046*** 0.022*
(0.011) (0.0112)
Anti-takeover devices 0.020**
(0.009)
Tobin’s Q 0.009 0.010 0.012* 0.012** 0.010 0.008
(0.010) (0.010) (0.006) (0.006) (0.006) (0.010)
Leverage -0.000 0.002 0.033 0.050* 0.041 0.010
(0.0412) (0.040) (0.031) (0.031) (0.031) (0.042)
Age 0.021** 0.020** 0.015** 0.016** 0.012* 0.019**
(0.009) (0.009) (0.006) (0.007) (0.006) (0.009)
Size 0.031** 0.032%** 0.038*** 0.032%** 0.035*** 0.030***
(0.005) (0.005) (0.005) (0.005) (0.004) (0.006)
Capital expenditures 0.003*** 0.004*** 0.002** 0.Q& 0.002** 0.004***
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
R&D expenditures 0.003** 0.003** 0.004*** 0.004*+*  0.004*** 0.003**
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
ROA 0.001 0.001 -0.000 -0.001 -0.001 0.000
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Constant -1.181** -1.483**  -0.808**  -0.915**  -(g732*** -1.094**
(0.521) (0.546) (0.149) (0.190) (0.130) (0.538)
Industry and year FE Yes Yes Yes Yes Yes Yes
Other control vars. (GDP,
R&D investments) Yes Yes Yes Yes Yes Yes
Observations 712 712 2,606 1,642 2,606 712
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TABLE 8
External corporate governance and political donations

The dependent variable is political donations stélg sales and winsorized at 1% and 99%. Estimatedased on a tobit
regression. Standard errors are reported in paseshand clustered at the firm level. Variablenit@dins are presented in
Appendix A. *** ** and * denote the statisticalighificance based on two-sided tests at the 1%, &ft, 10% level,

respectively.

(1) 2) 3) (4) (5) (6)
Political Political Political Political Political Political
Variables donations donations donations donations donations donations
Broad governance score 0.001***
(0.000)
Largest shareholder 0.000
(0.000)
Ownership concentration 0.008
(0.008)
Control wedge 0.009
(0.009)
Government holdings -0.410%***
(0.102)
Institutional owner -0.001
(0.016)
Individual/family owner 0.017
(0.019)
State owner -0.030
(0.033)
ROA -0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Tobin’s Q 0.010** 0.010 0.010 0.006 0.011* 0.011*
(0.005) (0.007) (0.007) (0.006) (0.006) (0.006)
Leverage 0.035 0.039 0.038 0.039 0.031 0.040
(0.021) (0.032) (0.031) (0.033) (0.031) (0.031)
Age 0.015%** 0.017* 0.014** 0.017* 0.015* 0.016*
(0.004) (0.007) (0.006) (0.007) (0.006) (0.006)
Size 0.035*** 0.039*** 0.037*** 0.037*** 0.038*** 0.038***
(0.002) (0.005) (0.004) (0.005) (0.004) (0.004)
Capital expenditures 0.002*** 0.002** 0.002** 0.082 0.002** 0.002**
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
R&D expenditures 0.004*** 0.004*** 0.004*** 0.004** 0.004*** 0.004***
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Constant -0.669***  -0.835**  -0.793**  -0.856***  -Q770**  -0.755%**
(0.070) (0.160) (0.150) (0.158) (0.141) (0.140)
Industry and year FE Yes Yes Yes Yes Yes Yes
Other control vars. (GDP,
R&D investments) Yes Yes Yes Yes Yes Yes
Observations 2,606 2,430 2,313 2,305 2,598 2,507
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Table9

Corporation donations and shar eholder protection

This table shows the relation between total cHalétaand political donations as well the use of apooate
foundation, as dependent variables, and dintietor rights and shareholder voting rights asnnexplanator
variables. Models 1-4 are tobit regressions, mo8ésare logistic regressions (for which marginal ef§ear
shown). Robust and clustered standard errors g@tesl in parenthese¥Variable definitions are presentec
Appendix A. *** ** and * denote the statisticalgnificance based on twsided tests at the 1%, 5%, and :

level, respectively.

(1) (2) 3) 4) (5) (6)
Total Total
charitable  charitable Political Political Corporate  Corporate
Variables donations donations donations donations foundation foundation
ADRI -0.313**  -0.535**  -0.032**  -0.048**  -0.260***  -0.207***
(0.111) (0.164) (0.006) (0.009) (0.050) (0.045)
ADRI x Largest 0.013%* 0.001%* -0.001**
shareholder (0.005) (0.000) (0.000)
Largest shareholder -0.042** -0.004*** 0.009
(0.018) (0.001) 0.014
ROA 0.039** 0.043** -0.001 -0.001 0.000 0.000
(0.019) (0.020) (0.001) (0.001) (0.001) (0.000)
Tobin's Q 0.216 0.174 0.006 0.004 0.013** 0.011**
(0.132) (0.140) (0.005) (0.006) (0.005) (0.004)
Leverage -0.625 -0.491 0.028 0.040 -0.024 -0.017
(0.520) (0.512) (0.028) (0.029) (0.034) (0.026)
Age -0.283** -0.265** 0.015** 0.017** 0.008 0.005
(0.129) (0.135) (0.006) (0.007) (0.008) (0.006)
Size 0.264**= 0.2347** 0.028*** 0.027**=* 0.051%*= 0.038***
(0.079) (0.083) (0.004) (0.004) (0.009) (0.007)
CapEx 0.048* 0.031 0.002%*=* 0.002** -0.001* -0.001*
(0.027) (0.021) (0.001) (0.001) (0.001) (0.001)
R&D expenditures 0.273%** 0.268*** 0.003*** 0.003** 0.125 0.115
(0.078) (0.078) (0.001) (0.001) (0.178) (0.123)
Constant -1.092 -0.140 -0.391**=* -0.333**
(1.628) (1.771) (0.132) (0.145)
Industry and year FE Yes Yes Yes Yes Yes Yes
Other control vars. (GDP,
R&D investments) Yes Yes Yes Yes Yes Yes
Observations 6,698 6,081 2,796 2,606 6,975 6,332
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TABLE 10
Total charitable donations and firm value (IV approach)

The dependent variable is either Tobin’s Q, ROAyearly sales growth, winsorized at 1% and 99%infzges are based on a 2SLS
instrumental variable regression, with the firstggt regression reported in the first column. Tistrimental variable is the year's
average total charitable donations by industry péerthe same country. Standard errors are repant@érentheses. Variable
definitions are presented in Appendix A. ***, **nd * denote the statistical significance basedvamgided tests at the 1%, 5%,
and 10% level, respectively.

(1) ) @3) @) (5) (6) )
First stage Second stage
Total Future
charitable Future Future Sales sales
Variables donations Tobin's Q Tobin's Q ROA ROA growth growth
IV: Total charitable
donations by local 0.656***
industry peers (0.124)
Predicted total charitable 0.048**  0.023**  (0.152* 0.057 -0.002 0.005**
donations (0.008)  (0.007)  (0.063)  (0.073)  (0.002)  (0.002)
ROA 0.004 0.029***  0.029***
(0.008) (0.001) (0.001)
Leverage -0.206 -0.021 -0.378*** -6.681*** -0.693 -0.028 -0.010
(0.587) (0.076) (0.077) (0.692) (0.804) (0.020) om)
Age -0.240* 0.019 -0.016 -0.191 -0.011 -0.020***-0.010**
(0.125) (0.021) (0.021) (0.176) (0.197) (0.004) OQa)
Size 0.034 -0.189*** -0.141** -0.835** -1.342%* -0.002 -0.010%***
(0.071) (0.010) (0.009) (0.083) (0.092) (0.002) o@2)
Capital expenditures 0.018 0.005*** -0.001 0.159*** -0.009 0.006***  0.004***
(0.012) (0.002) (0.002) (0.016) (0.018) (0.001) o@w)
R&D expenditures 0.153**  0.017**  0.027*** -0.061 0.010 0.001 0.000
(0.048) (0.005) (0.005) (0.039) (0.045) (0.001) o@w)
Constant 0.937 5.318**  4.977**  30.493*** 39.485** (0.597**  (0.613***
(1.538) (0.229) (0.223) (2.917) (2.171) (0.048) o0o®|L)
Industry and year FE Yes Yes Yes Yes Yes Yes Yes
Other control vars. (GDP,
R&D investments) Yes Yes Yes Yes Yes Yes Yes
Observations 6,484 6,441 6,389 8,266 6,362 7,971 43%,
Number of firms 1,548 1,539 1,514 1,867 1,513 1,854 1,525
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TABLE 11
In-kind charitable donations and firm value (I'V-appr oach)

The dependent variable is either Tobin's Q, ROAyeaarly sales growth, winsorized at 1% and 99%int&ges are based on a 2SLS
instrumental variable regression, with the firsiggt regression reported in the first column. Tis&rimental variable is the year’s
average in-kind charitable donations by industrgrpén the same country. Standard errors are egortparentheses. Variable
definitions are presented in Appendix A. ***, **nd * denote the statistical significance basedwmngided tests at the 1%, 5%, and
10% level, respectively.

First stage Second stage
(1) (2) 3) (4) ) (6) (7)
In-kind
charitable Future Future Sales Future sles
Variables donations Tobin's Q Tobin's Q ROA ROA growth growth
IV: In-kind charitable
donations by local 0.552%**
industry peers (0.140)
Predicted in-kind
charitable donations 0.012 0.020** -0.010 0.138* 0.002 0.003*
(0.010) (0.008) (0.078) (0.079) (0.002) (0.002)
ROA -0.058**  0.026***  0.030***
(0.027) (0.003) (0.003)
Leverage -0.203 -0.698*** -0.581** -10.815***  -3.460 0.018 0.003
(1.830) (0.206) (0.220) (1.863) (2.141) (0.049) 04®)
Age -0.393 0.033 0.059 -0.064 0.341 -0.015 -0.019**
(0.346) (0.048) (0.048) (0.400) (0.457) (0.009) 00®)
Size 0.434 -0.183*** -0.165**  -1.068*** -1.631*** -0.001 -0.012*
(0.303) (0.027) (0.025) (0.224) (0.244) (0.005) 00®)
Capital expenditures 0.050 0.008 -0.015*+*  0.311*** -0.030 0.004*** 0.007***
(0.046) (0.006) (0.006) (0.054) (0.059) (0.002) 001)
R&D expenditures 0.352**  0.020** 0.010 -0.013 0D3 -0.000 -0.001
(0.118) (0.009) (0.009) (0.079) (0.089) (0.002) 002)
Constant -7.664 5.000%** 5.827**  20.490** 34.559**  (0.297* 0.325**
(6.149) (0.763) (0.797) (6.760) (7.687) (0.163) 189)
Industry and year FE Yes Yes Yes Yes Yes Yes Yes
Other. control vars. (GDP, Yes Yes Yes Yes Yes Yes Yes
R&D investments)
Observations 1,085 1,079 1,004 1,285 997 1,235 91,00
Number of firms 333 331 317 405 318 390 320

42



TABLE 12
Cash charitable donations and firm value (I approach)

The dependent variable is either Tobin’s Q, ROAyearly sales growth, winsorized at 1% and 99%inzdes are based on a 2SLS
instrumental variable regression, with the firsiggt regression reported in the first column. Tis&rimental variable is the year’s average
cash charitable donations by industry peers insdrae country. Standard errors are reported in flegsees. Variable definitions are
presented in Appendix A. *** ** and * denote theatistical significance based on two-sided testtha 1%, 5%, and 10% level,
respectively.

First stage Second stage
(1) 2 (3) (4) (5) (6) (7)
Cash
charitable Future Future Sales  Future sales
Variables donations  Tobin's Q Tobin's Q ROA ROA growth growth
IV: Cash charitable donations () 74«
by local industry peers (0.134)
Predicted cash charitable
donations 0.075** 0.061** 1.197*** -0.016 -0.014** 0.016**
(0.032) (0.029) (0.228) (0.282) (0.007) (0.008)
ROA 0.001 0.029***  0.027***
(0.005) (0.002) (0.003)
Leverage -0.345 -0.521***  -0.678**  -8.202*** -2.5% -0.020 0.028
(0.298) (0.168) (0.181) (1.487) (1.792) (0.043) 04B)
Age -0.030 -0.006 -0.004 -0.120 -0.047 -0.013* 180
(0.072) (0.039) (0.040) (0.320) (0.378) (0.008) 00®)
Size 0.047 -0.195**  -0.169***  -0.842** -1.258*** -0.002 -0.013***
(0.045) (0.019) (0.019) (0.160) (0.183) (0.004) oQat)
Capital expenditures 0.011 0.003 -0.013**  (0.112** -0.080*  0.004*** 0.003**
(0.008) (0.005) (0.005) (0.039) (0.048) (0.001) 0Q)
R&D expenditures 0.033** 0.025**  0.018** -0.071 @5 0.002 0.001
(0.014) (0.007) (0.007) (0.060) (0.070) (0.002) 002)
Constant -0.671 5.689***  5.637** 27.414** 35578* 0.490**  (0.503***
(0.899) (0.605) (0.618) (5.041) (5.943) (0.131) 148)
Industry and year FE Yes Yes Yes Yes Yes Yes Yes

Other control vars. (GDP,

. Yes Yes Yes Yes Yes Yes Yes
R&D investments)
Observations 1,459 1,450 1,450 1,872 1,442 1,764 4601,
Number of firms 489 485 495 631 494 605 499
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TABLE 13

Palitical charitable donations and firm value (IV approach)

The dependent variable is either Tobin's Q, ROAyearly sales growth, winsorized at 1% and 99%intzges are based on
a 2SLS instrumental variable regression, with ttst $tage regression reported in the first colufiire instrumental variable
is the year's average political donations by indupeers in the same country. Standard errorsegrerted in parentheses.
Variable definitions are presented in Appendix &, **, and * denote the statistical significancaded on two-sided tests

at the 1%, 5%, and 10% level, respectively.

First stage Second stage
(1) 2) (3) (4) (5) (6) (7)
Political Future Future Sales  Future sales
Variables donations Tobin's Q Tobin's Q ROA ROA growth growth
IV: Political donations by local g.g92***
industry peers (0.086)
Predicted political donations 47.263 -9.967 198.918 -41.498 -4.756 1.995
(47.601) (11.550) (241.961) (172.611) (3.688) (2)31
ROA 0.000 0.022***  0.034***
(0.000) (0.005) (0.002)
Leverage 0.001 0.075 -0.501***  -7,298*** -0.178 038 -0.034
(0.006) (0.381) (0.132) (2.970) (1.647) (0.039) 0®|1)
Age 0.002 -0.156 0.023 -0.349 0.921 -0.002 -0.020**
(0.002) (0.196) (0.053) (1.106) (1.133) (0.015) 00®)
Size 0.001 -0.344*  -0.085**  -1.441*  -2.178** 016 -0.016*
(0.001) (0.157) (0.039) (0.651) (0.413) (0.014) 0Q®)
Capital expenditures -0.000 0.003 0.004 0.220***  01® 0.006***  0.003**
(0.000) (0.009) (0.004) (0.044) (0.041) (0.001) 0@
R&D expenditures 0.001* -0.027 0.037*** -0.263 -80 0.006 -0.001
(0.000) (0.058) (0.013) (0.224) (0.137) (0.005)  0QB)
Constant -0.030 9.644*  3.136***  35.985*  44.450** .0®7 0.611**
(0.025) (4.894) (1.0112) (20.239) (17.293) (0.352) 0.220)
Industry and year FE Yes Yes Yes Yes Yes Yes Yes
Other_ control vars. (GDP, Yes Yes Yes Yes Yes Yes Yes
R&D investments)
Observations 2,734 2,467 2,313 2,821 2,298 2,729 3242,
Number of firms 657 602 585 659 580 655 588
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TABLE 14 Diff-in-Diff:
Palitical donations around 2010 UK €elections

The dependent variable is Tobin’s Q, winsorizeti%tand 99%. Year variables are dummies that equeaifdor
the reflected years and zero otherwise. .Robustiatd errors are reported in parentheses. Varidfieitions
are presented in Appendix A. ***, ** and * dendtee statistical significance based on two-sidetstasthe 1%,

5%, and 10% level, respectively.

1) (2)
Variables Tobin's Q Tobin's Q
Political donations 0.190 -2.026
(2.135) (2.404)
Political donations * Year 2010 0.774
(1.699)
Year 2010 0.137***
(0.024)
Political donations * Year 2010 or later 0.114
(3.576)
Year 2010 or later 0.088***
(0.033)
ROA 0.012%* 0.012%*
(0.003) (0.003)
Government holdings -0.128 -0.259
(0.404) (0.455)
Leverage 0.455* 0.478*
(0.261) (0.263)
Age -0.061 -0.052
(0.057) (0.057)
Size -0.280*** -0.283***
(0.058) (0.058)
Capital expenditures 0.009** 0.010***
(0.004) (0.004)
R&D expenditures 2.279 2.257
(1.805) (1.824)
Constant -19.681*** -18.920***
(1.721) (1.701)
Industry FE Yes Yes
Other control vars. (GDP, R&D investments Yes Yes
Observations 1,761 1,761
Number of firms 318 318
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Appendix A: Variable definitions

Variables

Definitions Source

Corporate philanthropy variables

Total charitable donations

In-kind charitable donations

Cash charitable donations

Political donations

Corporate foundation

Donations to charitable (i.e. tax-exempt) orgamiret sum of  ASSET4
cash charitable donations and in-kind charitableations, scaled
by sales: log(1 + total donations / sales) X 10

In-kind donatidasharitable (i.e. tax-exempt) organizations: ASSET4
pro-bono services, products, volunteer work, suppbiresearch,
shares, and other non-cash assets. Scaled bylsglds+ in-
kind donations / sales) x 10

Cash donations totahke (i.e. tax-exempt) organizations: ASSET4

direct cash giving and cash giving via a corpofatmdation.
Scaled by sales: log(1 + cash donations / salek0j ¥

Expenditures on politicathlbying: support of political ASSET4
candidates and contributions to parties, scaleshl®s: log(1 +
political donations / sales) x 10

Equals 1 if firm has elishled a corporate foundation (separateASSET4
legal entity, that is exempt from paying taxeserees funding
from parent company, and is usually controlled bsept
company’s employees or directors (Petrovits, 2006))

Corporate financial performance variables
Market value over book value of taakets: ((total assets — bookVorldscope

Tobin’s Q
ROA
Sales growth
Internal governance variables
Staggered board
Majority requirement
M&A limitation
Golden parachute
Poison pill

E-index

Board size
CEO-chair duality
Anti-takeover devices

Dual class shares

value of common equity + market value of commonitggju
total assets)’

Net income / book value of total assets Worldscope
Yearly growth in net sales: Irésajear t / sales year t-¥) Worldscope

Equals 1 if all board members are not individuallpject to re- ASSET4
election every year because of a staggered oriftdalskoard

structure

Equals 1 if shareholders ability to amend corpocataters or ASSET4
bylaws is limited by a supermajority or qualifiedjority vote

requirement

Equals 1 if shareholder rights to vote on sigaificcompany ASSET4
transitions such as M&As are limited, e.g. by aesupajority

requirement or no rights to vote

Equals 1 if firm has a severance agreement th&iges benefits ASSET4
to management/board members in the event of fidegjotion,

or resignation following a change in control

Equals 1 if a shareholder right is triggered in¢lrent of an ASSET4
unauthorized change in control that makes the taxgmpany

financially unattractive or dilutes the voting paved acquirer

Managerial entrenchment reflected by the entrenclimeex as  Own
defined by Bebchuk et al. (2009): sum of the fiveinal

corporate governance dummy variables above

Logarithm of total number of members of the boardalors ASSET4
Equals 1 if chairman of the board is also (ex-)CEO ASSET4
Number of other anti-takeover devices (e.g. lindtabf director ASSET4
liability, people pill, customer refund program)ptace in excess

of two.

Equals 1 if company has a dual class share steuctur ASSET4

External governance variables
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Largest shareholder Percentage of ownerskipaash-flow rights) held by the direct ASSET4
shareholder with the most voting rights
Ownership concentration Degree to which dieext indirect ownership is concentrated inOrbis
hands of single shareholder. Equals O for indeparfiten: no
shareholder with < 25% of direct or total ownersliguals 1 if
minority owned: at least one shareholder with >285%irect or
total ownership; equals 2 if indirectly majority ned: one
shareholder with >50% of total ownership; equaifsd¥rectly
majority owned: one shareholder with >50% of dir@enership.

Control wedge Largest shareholder’s cash-flights minus its voting rights ASSET4

Government holdings Ownership percentage bygovent or government institutionsASSET4
holding more than 5%

Industrial owner Equals 1 if ultimate owtfes an industrial company. Orbis

Institutional owner Equals 1 if ultimate owtfes a bank, insurance company, Orbis

financial company, private equity firm, venture italist, hedge
fund, or mutual/pension fund.

Individual/family owner Equals 1 if ultimate ot is one or more named individuals orOrbis
families.

State owner Equals 1 if ultimate owtigs a public authority, state, or Orbis
government.

Firm level variables

Leverage Long-term debt / total assets Wodgsc
Age Logarithm of number of years since firmdrmoration Orbis
Size Logarithm of firm’s total assets book wa{in USD) Worldscope
Capital expenditures Capital expendituresdltassets” Worldscope
R&D expenditures R&D expenditures / sales Worldscope
Industry dummies Based on industry classifaraiby NACE Rev. 2 Orbis

Country level variables
ADRI Anti-director rights index: shareholdeg#d protection against  Spamann (2010)

management, based on Spamann’s (2010) correctsidverf
the original index by La Porta et al. (1998). Higllue is high
level of investor protection. Index is based orugndhy variables
related to shareholder voting (voting by mail, agtiwithout
blocking of shares, and calling an extraordinargtimg) and 3
variables related to minority protection (propontbboard
representation, preemptive rights, and judicialedims)

Country dummies Based on country classification Reuters Worldscope
GDP per capita Logarithm of GDP divided by nady population (in current Worldbank
USD)

W = winsorized at the 1% level to account for exteeoutliers.UO =Ultimate owner is shareholder with highest directatal % of
ownership, but at least 25%. If this highest shaldgr does not have an owner holding more than @bkis shares, the shareholder
is considered as independent and defined as tiheatdt owner of the subject company. The processpisated until the final ultimate
owner is identified (and not further ultimate owigan be identified higher up in the pyramid.
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