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ABSTRACT

Discretionary firm donation is usually related toetstakeholder theory and corporate social perfocma
Although theoretical explanations for this sociahfvior are pervasive in related literature, erogirmodeling
remains underdeveloped. We developed an explanatargtural model of discretionary firm donationngs
firm and industry level indicators. Unlike previotesearch, we estimated the explanatory powereofdnstruct
we called stakeholder orientation. Our tentativelaiavas tested on a Brazilian sample of 101 pubticdded

donor firms, using data on firm donations to sogialjects and to political candidates in electaapaigns.
The main results suggest that discretionary donateems to be a strategy for managing conflictiagns in

highly stakeholder oriented firms; the charactadspf the firm are more important than industrieefs in

explaining firm donations; and large firms, showislgck resources, and with a less concentrated rahipe
structure tend to engage in discretionary donatione intensively.

Key words: stakeholder theory; discretionary firm donatiemerging markets.

Received 19 October 2007; received in revised foinseptember 2008.

Copyright © 2008 Brazilian Administration Reviewll Aights reserved, including rights for
translation. Parts of this work may be quoted withprior knowledge on the condition that
the source is identified.

* Corresponding author: Rodrigo Bandeira-de-Mello
Universidade do Vale do Itajai — UNIVALI, Rua Patoi Antonio Teixeira, 317, Jardim Carandai, Bigye&G,
88160-000, Brazil.



Rodrigo Bandeira-de-Mello, Rosilene Marcon, Anetbeiton 27¢€

INTRODUCTION

Discretionary firm donation is usually associatedtlie stakeholder theory (Adams & Hardwick,
1998; Waddock & Graves, 1997), corporate socialoperance(McGuire, Sundgren, & Schneeweis,
1988; Ullmann, 198band corporate political strategies (Lenway & Rehp&991; Roberts, 1992).
Different theoretical explanations of why and hawtensely a firm should engage in such social
behavior is pervasive in related literature; howetieey do not converge (Freeman, 1999). One can
rely on the reasoning of maximizing conventionataficial performance, as advocated by the
instrumental stakeholder theory, or on the socmddrative of maximizing all stakeholders’ gains, as
the ultimate objective of the firm, an assumptidrit@ normative stakeholder theory (Donaldson &
Preston, 1995).

Despite theoretical pervasiveness, empirical rebeam corporate donation activities is still
underdeveloped. As Harrison and Freeman (1999} jpoit) business and society is relatively young
as a discipline and, therefore, its empirical t@ulks only beginning to be developed. Some exception
are the work of Adams and Hardwick (1998), who rafited to model company-specific factors
associated to levels of discretionary firm donagjoiine study of social responsibility disclosure by
Roberts (1992), who used firms’ contributions tditmal parties and cash given to charity as
independent variables, and the longitudinal ansalysi Campbell, Moore and Metzger (2002).
“Linkages between the level of donations and comspecific characteristics, such as leverage and
firm size, could help stakeholders such as shadehsl creditors and customers to make better
informed business decisions” (Adams & Hardwick, 899. 642).

In Brazil, research into stakeholder theory andpomate social responsibility is essentially
descriptive (Almeida, Fontes, & Martins, 2000; Adye2001; Ashley, Coutinho, & Tomei, 2000;
Coelho, 2004; Coutinho & Macedo-Soares, 2002; S&rpaurneau, 2007), developed under the case
study research design (Andrade, 2000; Kreitlon &nalia, 2001; Machado & Lage, 2002; Xavier &
Souza, 2004), or with a focus on managerial pel@egGaray, 2006; Macke & Carrion, 2006; Serpa,
2006). Some studies associate corporate sociabmsgplity with firm performance using large
datasets (Alberton, 2003; Camp@§03; Souza & Marcon, 2003), but none of these exdds the
issue of firm donation behavior.

We intend to fill this gap by testing an explangtonodel of discretionary firm donations by
Brazilian firms. We argue that explanations for fiven donation phenomenon should take into
account the complexity of both industry and orgatanal settings. Previous research used regression
models with a parsimonious selection of key vagabhith low shared variance and high unique
contribution (Adams & Hardwick, 1998). Differentlpur model develops and tests what we call the
stakeholder orientation concept, a firm-level caondtthat takes into account relevant organizationa
characteristics all together. We seek to understatthe isolated effects of independent varialides,
the profile of firms more prone to engage in highels of corporate donations.

DRIVERS OF DISCRETIONARY FIRM DONATION

We draw from the stakeholder theory (Cornell & St@pL987; Hill & Jones, 1992; Roberts, 1992;
Ullmann, 1985) and related research on corporatdalsaesponsibility and corporate social
performance (Donaldson & Preston, 1995; Harrisoffrr&eman, 1999; Hillman & Keim, 2001) to
explain firm donations. Following Adams and Harda{@998), we consider “that stakeholder theory
has intuitive appeal in providing insights into wbgmpanies might make discretionary payments to
support charitable and other social activities"@#4). Before we present the research hypotheses, t
guestions within the realms of the stakeholder mhe®ed to be addressed: to whom and why make
donations.
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Drivers of Discretionary Firm Donations in Brazil 277

We focus on discretionary donations to primary altakders (Clarkson, 1995), specifically, for two
broad, aggregated groups, namely government andnooity. These two groups have notorious
salience to firm management in Brazil. The chargttes of a weak, erratic and hostile government
(Pearce, 2001) exerts a negative influence on bssifirms, forcing them to seek protection or some
form of association in order to survive and to firoAs suggested by Smith (1994), in emerging
countries, such as Brazil, Taiwan and Hungary, uiterled by social initiatives, even small, well-
conceived grant programs might have a large impadthe success of a firm. The relevance of the
government stakeholder is evident when the impléatiem of stakeholder principles depends upon
government intervention and regulatioBuchholz & Rosenthal, 2004; Freeman, 1998; Keim &
Baysinger, 1988). According to Freeman and Reed3)l9even in developed countries, the
government, as well as its regulatory agencies, Haak increasingly more power. The community
stakeholder is also important to a firm’s strataganagement (Altman, 1998; Berman, Wicks, Kotha,
& Jones, 1999; Waddock & Graves, 1997). In Bra3ithommer (2000) and Coelho (2004) used
donation to social projects as a proxy for theti@teship between the firm and the community.

Stakeholder theory provides conceptual groundsptagr why firms engage in donation activities.
According to Donaldson and Preston (1995), stakinolheory may view the firm as a nexus of
explicit and implicit contracts among multiple sthblders, similar to transaction cost economy
(Williamson & Winter, 1991) or to agency theory rf8en & Mechling, 1976). If managers are to
coordinate such contracts in ways that the firnh me@hefit from superior conventional performance in
the long run, then one may infer an instrumentakoaing for engaging in firm donations (Jones,
1995). On the order hand, according to the notioplied by the normative stakeholder theory, this
coordination effort would only succeed if the urgielg instrumental notion of opportunistic behavior
could be shifted to a more substantive view of eft@kder relationship, based on shared values of
fairness (Donaldson & Preston, 1995).

We follow the instrumental reasoning to draw hyjsik on drivers of corporate donation to salient
stakeholders. We conceptualize the level of dismmaty donations as being driven by both firm- and
industry-specific factors. As for the firm-level tanedent, we define the stakeholder orientation
construct. It reflects the extent to which the firsnoriented towards stakeholder responsiveness.
Companies with higher stakeholder orientation temdise corporate donations strategically to take
into account stakeholder claims and to profit freuperior performance. We propose the following:

H,: Stakeholder orientation drives fir m donation intensity.

We define stakeholder orientation as a firm-levahstruct. Previous empirical models took into
account unique contributions of a set of firm cletgastics to explain firm donation (Adams &
Hardwick, 1998). In our model, instead of graspimgque variances of each variable, we propose a
set of firm-level indicators to measure and to mefstakeholder orientation. We believe that the
stakeholder orientation construct explain firm dara better than a model with unique individual
firm characteristics. By composing firm profiles wee better able to take into account the complex
and interactive features of these organizationehpmena. We suggest that the following company-
specific characteristics indicate the stakehold&entation profile of a firm: slack resources, size
capital structure and ownership structure.

Profitability ratios may indicate the presence, atirsence, of slack resources. We assume that
profitable firms are more prone to engage in staldsr related activities. However, there is no
consensus about the causal link between financ@kacial performance (Waddock & Graves, 1997).
As proposed by Ruf, Muralidhar, Brown, Janney aadlF2001), investment in social projects leads
to better financial performance. On the other hahd,greater the financial performance, the greater
the level of slack resources to be invested inadqumiojects (Adams & Hardwick, 1998; Cochran &
Wood, 1984; McGuireet al, 1988; Preston & O'Bannon, 1997; Roberts, 1998n&in, 1985). To
account for this circularity, we measured slackouveses by the firm’'s past profitability. We then
propose the following:

H,: The higher the past profitability of a firm, the higher its stakeholder orientation.
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The other three company-specific characteristias itidicate the level of stakeholder orientation of
a firm are related to structural factors. Firstadif firm size is expected to contribute to knovged
concerning its stakeholder orientation profile. deafirms are more visible to the public, receivereno
pressures from organized groups and are expectethke more donations both to the communities
where they are geographically located, and to theeigyment (Adams & Hardwick, 1998; Cowen,
Ferreri, & Parker, 1987; Roberts, 1992).

Hs: Thelarger the firm size, the higher its stakeholder orientation.

Secondly, stakeholder oriented firms tend to magpecific decisions concerning their capital
structure. The level of the firm’s debt is usuatlynsidered as a proxy for risk measure (Adams &
Hardwick, 1998; Cornell & Shapiro, 1987; McGuiee al, 1988; Roberts, 1992). A firm willing to
continue to satisfy its stakeholders’ implicit e is expected to avoid incurring financial riskela
will adopt a low leverage position. Therefore, vesipthe following:

H,4: Firmswith a strong stakeholder orientation tend to show low levels of firm lever age.

Finally, ownership concentration may be an indmatof stakeholder orientation. Firm ownership
and governance structures vary across countriesadfeetors such as the political regime, the legal
system, the capital market structure and the #talof profit rates (Demsetz & Lehn, 1985; Siffert,
1998; Thomsem & Pedersen, 1997). In Brazil, besithesket regulation, firm size and capital
structure determine the level of ownership conediain of firms (Siqueira, 1998). Larger firms tend
to diversify their ownership structure in ordeddwver risks and to reduce the cost of capital (Dems
& Lehn, 1985). The market is willing to pay a prem on stocks of firms with a less concentrated
ownership structure (Vieira & Mendes, 2004). Astexfaabove, large firms are more willing to be
oriented towards stakeholders as they are morbleisind suffer more pressure from stakeholder
groups. Therefore, it is reasonable to expect skadteholder oriented firms show less concentrated
ownership structures. The positive evaluation owhfgovernance practices by the market provide an
incentive for stakeholder oriented firms to divBrsiheir ownership structure. We then posit the
following:

Hs: Firms with a strong stakeholder orientation tend to show less concentrated ownership
structures.

Literature has also mentioned industry-related @atents of firm donations. The industry in which
the company operates influences its donation behakwidustry structure differences are an important
economic determinant of firm performance, exeruiefice on the firm's strategic actions (McGahan
& Porter, 1997; Porter, 1980) and may entail ddferes in the way incumbents relate to their
stakeholders, specifically due to differences idustry concentration (Lenway & Rehbein, 1991).
Firms that deal with a more regulated environmentdtto engage in closer relationships with the
government than their counterparts in less regdilaterironments. Samuels (2003), analyzing data on
Brazilian donations to election campaigns, found association between political donation and
industry. By the same token, firms whose activijpesse a greater risk to the community tend to
develop countermeasures to compensate for posiabhage or to form a positive image for the firm
(Boeira, 2002). Industry effects seem to play a nolfirm donations.

He: Industry effects drive firm donation intensity.

RESEARCH DESIGN

We tested firm and industry-level antecedents rof filonation using Structural Equation Modeling
[SEM]. According to our hypotheses, firm size anaistp profitability are causal, or formative,
indicators of stakeholder orientation, while firmavérage and ownership structure are effect, or
reflective, indicators. Therefore, stakeholder miagion is empirically defined as a Multiple Indica
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Multiple Causes [MIMIC] factor (Kline, 2005). Deped in Figure 1, stakeholder orientation is a
latent variable represented in an oval. Observeidbias are represented in rectangles. To idetiigy
model, we constrained the ownership concentratiadihg to -1, making it the reference item to scale
the stakeholder orientation construct. The negasign reflects the inverse relation between
ownership concentration and stakeholder orientativie allowed the cause indicators to covary.
Measurement errors for the effect indicators of3tekeholder Orientation factor also were allowed t
covary, indicating possible common causes of ngoiaged variation. Figure 1 shows only estimable
parameters. Every arrow without an explicit parametdicates a free model parameter. A total of 14
estimable parameters were free to vary.

Figure 1: Structural Model of Discretionary Firm Donation

1 Firm
Donation

Industry
Effects

Firm Size

Stakeholder Orientation

Past
Profitability
] Ownership
everage Concentration
1 1

Only data from publicly traded firms were considedue to their reliability. Data were gathered
from three sources: (1) the ECONOMATICA databasd.n(2) the Guia EXAME de boa cidadania
corporativa (Revista Exame, 2000, 2001, 2002); @)dofficial data on firm donation in electoral
campaigns. The ECONOMATICA database provides tlewtting and financial data of listed firms
on the main stock exchanges and were used to gddkeeon firm and industry-level variables.

The Guia EXAME reports social investments and agising on several categories. We used it to
gather data on firm donations to the community eftakder by adding up yearly firm donations to
projects involving: senior citizens, children arekmagers, the handicapped, community, culture,
health and education, environment and social veknst Official reports on firm donations for
political candidates, in the major electoral cargpadf 1998 for President, senators, governors and
representatives, provided donation data for theegowent stakeholder. Although there are criticisms
about the reliability of these measurements, Sasn{€l03) points out that Brazilian official data do
not consist of random numbers, and exploring thereals patterns of donations between firms,
sectors and candidates. Roberts (1992) used ctepplitical action committee contributions,
Balabanis, Philips and Lyall (1998) used donatitms political party, and Adams and Hardwick
(1998) used discretionary donations to politicalses.

We limited our analysis to a four-year time frarfiem 1999 to 2002. Data on yearly donations to
the community stakeholder were collected from 2060®002 (there were no comparable data in
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1999). In our proposed model, firm donations areasueed by a composition of political
(government) and social (community) firm donatiofl.other indicators were average yearly figures.
Table 1 shows operational definitions for each messvariable.

Table 1: Operational Definitions of Observed Variables

Indicators Operational Definition

This is the sum of political donations and sociahations for each firm. Firms’ politica
donations are the amounts donated from each firpotitical candidates in the 1998
election for President, governors, senators andeseptatives (US Dollars). Firm
social donations are the sum of the amounts donayedach firm in social project
divided by three (years of 2000, 2001 and 2002)urfeis are in US Dollars, consideri
the exchange rate on the last business day of gaah The natural logarithn
transformation was used to achieve a univariateabdistribution.

Past Profitability | Yearly average of firms’ profilitity (Return on Assets) for 1997 and 1998.
This is the yearly average debt-to-asset ratiosidemning the four-year time frame
Leverage (1999-2002). The natural logarithm transformatioaswused to achieve a univariate
normal distribution.
This is the average of firms’ total assets in tlamas of U.S. dollars considering the
Firm Size four-year time frame (1999-2002). The natural Idbar transformation was used o
achieve a univariate normal distribution.
Average percentage of the total number of sharat ithin possession of the mgin
shareholder, for 1999 to 2002. Since we considéredpercentage related only to the
total of voting stocks, this variable can reachvhkie of 1.
To capture industry differences on firm donatiom& used a measure of indusiry
Industry Effects | donation intensity. It is the ratio of the indusérygregate amount of firm donation to the
industry’'s average firm size. W

w..

Firm Donation

—
(QU)

Ownership
Concentration

The research sample consisted only of donatingsfiisted in 1998 the ECONOMATICA database
(n.d.). Since we did not sample non-donor firms, gapulation and generalization attempts refer only
to the population of donor firms. Our dependenialde measured the donation intensity. Therefore,
our model explained the drivers of donation intgnafter the company has decided to engage in this
social behavior.

Comments on how we handled data on firm donatioasemuired. First, our decision to sum up two
different variables — social donations, based onaanual average of three years, and political
donations in a single year — would attribute monpartance to political donations than to social
donations. However, while social donations reflacB-year average, political donation reflect an
election average (four-year period), which woulstify our decision. Second, the composition of firm
donations from political and social donations canjustified by the fact that it is very difficulot
isolate their unique effects, since donations ® ¢cbmmunity could have been made to please the
stakeholder government, and political donationdccbave been motivated by the firm’s intention to
indirectly assist a specific community (Adams & Hharck, 1998).

We decided to exclude financial institutions, doetheir high leverage ratios, and firms whose
industry was labeled others in the ECONOMATICA daise. To improve sample quality, we
conducted a microscopic screening, investigatirggiibe causes for atypical data, e.g. extreme salue
of profitability like 500%, in order to decide imvor of their exclusion. To compute yearly averages
for observed variables, we considered firms haeinlgast two years of data; otherwise we assigned a
missing data. Hence missing values were generatedirms which had informed atypical,
miscalculated values, or for firms that did not éav least two years of data (either because itnogas
informed or because the firm went bankrupt, mergeaias acquired). The chi-square statistic to test
for MCAR pattern (missing completely at random) wa$7 (p<.676). We then estimated missing
values using the EM algorithm for data imputatioovided by the SPSS 13.
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The final sample consisted of 101 donating firmsli industries. Hair, Anderson, Tatham and
Black (1998) point out that at least 5 respondeatparameter are allowed, with 10 being more
acceptable, and a minimum sample size of 50 fordgtimation, but 100-200 being more appropriate.
Other suggestions are a minimum of 100 cases (KB@®5), 15 cases per measured indicator
(Stevens, 2001), 5 cases per parameter (Bentleh&uC1987), all of them considering normality
assumptions. Our original sample generated, fofitiz model, 9 cases per parameter and 16.8 cases
per indicator, very close to minimum requiremer@sily the variable past profitability rejected the
normality hypothesis, for the Kolmogorov-Smirnosgtieat 5%. After variable transformation, outliers
were not a problem to fit the model.

We directly estimated the model in Figure 1 using Bbtimation performed by AMOS 6.0. The
Bootstrapt method was used to test for robustin¥esalso compared our model with a direct effects
model, in which all observed variables pointed diyeto the dependent variable, allowing for
covariances among predictors.

RESULTS

Donating figures ranged from US$ 2,752.29 to USH@,469.71 (Vale, Mining), with an average of
US$ 575,451.89. All other variables showed largeatians. Table 2 shows the means, standard
deviations and minimum and maximum figures for eaahable, using original, not transformed
values.

Table 2: Descriptive Statistics for Observable Variables

Original Variables | Min. | Max. | Mean |  Std.Dev.
Firm donation (US$) 2,752.29 4,900,469.71  575,451.8 994,651.13
Industry Effects 0.0007 0.62 0.25 0.16
Ownership Concentration (%) 8.55 100 61.92 21.20
Past Profitability (%) -112.55 22.40 0.13 14.88
Leverage 0.16 1.68 0.57 1.46
Size (1.000 US$) 13,226.79 31,327,284.97 1,772986513,673,935.80

Table 3 shows the correlation matrix for all obserwariables. Except for Leverage, all variables
show significant correlations with Firm Donatior8ther significant correlations indicate that large
firms appear to have less ownership concentratevel$ (-.248), and slack resources, or past
profitability (.258). Firms which had experiencedog profits tend to be less leveraged in the
subsequent period (-.403).

Table 3: Pearson Correlation Matrix for Observable Variables

VARIABLES | 1 | 2 | 3 | 4 | 5
1. Firm Donation 1

2. Industry Effects 0.173 1

3. Ownership Concentration -751  -.088 1

4. Past Profitability .357 -.141 -.096 1

5. Leverage -.062 188 -168  -.403" 1
6. Firm Size 537 -084  -248 258" .015

***p< Ol **p<05 *p<lo

The initial estimation of the model in Figure 1 sisopoor fit and offending estimates. We decided
to eliminate the leverage indicator for empiricesons (modification indexes and correlation
residuals), although it was not theoretically ingbke. Indeed, we were attempting to find the best
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indicators for the concept, and this new speciicesounded reasonable. However, hypothesis H4 did
not hold.

For the revised model, stakeholder orientation baty ownership concentration as its effect
indicator. The new model was overidentified witlddgrees of freedom. ML estimation showed no
offending estimates. Table 4 presents estimateghpaters and some measures of fit.

Table4: Model Parameter Estimates for the Revised M odel

Model Parameters | Unstandardized Std. Efror p-vdeandardized

Regression Weights

Stakeholder Orientatio® Firm Donation 1.726 712 .015 .752
Industry Effects> Firm Donation .253 .083 .002 .236
Firm Size~> Stakeholder Orientation .369 .158 .019 .643
Past Profitability> Stakeholder Orientation .170 .081 .035 .334
Stakeholder Orientatioh Ownership Concentration -1.000 -.301

Covariances

Past Profitability™ Firm Size .503 201 013 .258

Disturbances and Measurement error variances

Stakeholder Orientation .208 .208 .318

Firm Donation 1.142 .636 .073

Ownership Concentration 5.718 .835 .000

Squared Multiple Correlations (R2)

Donation .621

Stakeholder Orientation .636

Chi-Square 4.237 (p<.375)

Joreskog GFI1 .983

Joreskog AGFI .937

Steiger-Lind RMSEA .024 (.000-.155)
NFI .938

AIC 26.237

Bollen-Stine bootstrap test p<.222

Our revised model reached acceptable fit. All iretexvere fairly acceptable. Only the RMSEA
index showed mixed results. While the lower bouhdso®0% confidence level was zero, indicating a
good fit of the model with the population, its uppeund was greater than the traditional cut-oftiga
of .10. However, this is likely to happen in smaamples (Kline, 2005). The Bentler-Bonett normed
fit (NFI) showed values greater than .90, indicgitsignificant improvements from the baseline model
of no correlations (the null model). We also tesfed robustness using bootstrap methods. The
Bollen-Stine bootstrap test did not reject the mylbothesis that the model is correct (p<.222). To
verify whether our model was better than the diedéécts model, we tested for competing models.
The Akaike Information Criterion [AIC] for a direeffects only model (.42) was greater than our
revised model (26.23). As Kline (2005) argues, testing competing models, the lowest AIC index
indicates the best model solution.

Looking at the squared multiple correlations in [Badh, 64% of the stakeholder orientation factor
variance was explained by its indicators, indigaten good measurement for this construct. All
indicators of this construct were significant (p5).0Therefore, these results support hypotheses H
Hs, and H., i.e., firm size (.643), past profitability (.384and ownership concentration (-.301) are
good indicators of the firm’s Stakeholder Orierdatlevel.

The model explained 62% of firm donation variatiddl. estimated regression weights in Table 4
were significant (p<.05) and showed the expectgdssi Stakeholder orientation showed a positive
impact on firm donation (.752). This supported hyyesis H. Industry effects were also found to be
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significant, even though their effects on firm perhiance were less important than the Stakeholder
Orientation influence (.236). This supported hygsib H.

Finally, we re-estimated the revised model contiglifor government ownership control, since
state-controlled firms would be more generous ikindonations as a way of implementing public
policy or a government bargaining strategy with kejitical actors. This model did not have a good
fit. In fact, data did not show any statisticalfeitnces between the donation averages of state-
controlled firms and the others (p<.630).

DISCUSSION AND LIMITATIONS

We examined drivers of discretionary firm donatifam Brazilian companies. We estimated a
structural model of firm donation using two exogesariables: a firm-level construct, stakeholder
orientation and industry effects. Five of our amtial hypotheses hold for these data. Stakeholder
orientation and industry effects were found to igaificant drivers of levels of firm donation (+hnd
H,). The concept of Stakeholder Orientation, beingsoeed by firm size (}), past profitability (H),
and ownership concentrationfHvas found to be a better predictor of firm domatintensity than if
all these indicators were taken separately. Theehqmedicted 62% of the firm donation variance.

Firm size and slack resources (past profitabiliigyed a major positive role in forming the profile
of a stakeholder oriented firm. These results caoyevevith previous literature (Adams & Hardwick,
1998; Coweret al, 1987; McGuireet al, 1988; Roberts, 1992). Lenway and Rehbein (1994yast
that large firms are more prone to engage in palitactivity because of (a) their access to ressurc
pay the fixed costs of political activity; (b) topanagers transfer their prestige to political agtivand
c) their abundant expertise. As our measurementehsaggests, large firms are subject to more
stakeholder pressures and tend to show a lessmoatesel ownership structure. This is consistent wit
Ulimann (1985), who posits that firms with less elgcalized structures are prone to deal with aglarg
number of different stakeholders.

We did not find support for the influence of stasgler orientation on firm leverage, even though
capital structure is usually a relevant indicatbadirm’s social behavior, as we stated in hypstbie
H,. Our findings on capital structure differ from dies that were conducted abroad (Adams &
Hardwick, 1998; Cornell & Shapiro, 1987; McGueeal, 1988; Roberts, 1992), indicating possible
contextual differences in stakeholder managemexttices.

Industry characteristics do play a role in explagndonation variation, as we previously expected.
Conversely, Adams and Hardwick (1998) did not fansignificant industry effect in their British data
Possible explications are differences in the nunobanalyzed industries (four broad aggregatehen t
foreign study versus 15 Brazilian industries) aiftetences in the nature of the institutional seiti
(Luk, Yau, Chow, Tse, & Sin, 2005; Pearce, 2001).

Stakeholder orientation was found to be positivebgociated with firm donations. This implies
stakeholder management practices through corpa@nations. Stakeholder orientation was more
important than industry differences in explainifignmf donation. One may infer that it is not because
firm A is operating within industry A, in which dation is more intense, that it will donate morentha
firm B in industry B, less intensive. In fact, whgppears to motivate firms to donate more or Igss i
their level of stakeholder orientation.

Finally, unlike previous research (Adams & Hardwid®98), the stakeholder orientation concept
was found to be a better predictor of firm donatiatensity than the unique effects of its indicator
Future research should focus on developing nevcatoliis, besides past profitability, firm size and
ownership concentration. The encompassing condeptganizational orientation may better take
into account the complexity of the stakeholder ng@naent practices.
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Limitations may call for caution when analyzing thesults. First, although we reached some
minimum requirements of sample size, our small damgy have generated inconsistent parameters
and decreased power in significance tests. Howeter,model was not rejected in Bootstrapt
estimation. Second, despite the fact that datarondonations to the community were gathered from
secondary sources and consisted of aggregatedsvaildiem cash giving in projects related to seVera
categories, these areas, although significant, meayepresent the totality of a firm’'s social attes
(Coelho, 2004; Vergara & Branco, 2001). Indeed, feised only on two stakeholder groups, the
community and the government, which are intringycatterrelated (Adams & Hardwick, 1998).
Finding measures capable of capturing every agjestakeholder management remains is a challenge
to the stakeholder theory (Donaldson & Prestonbl®arrison & Freeman, 1999; Hillman & Keim,
2001).

Regarding data quality, several firm projects tste the Guia EXAME contained a ND entry, i.e.
not declared, and were assigned the value of zero. This cooldndvardly bias the value of the
dependent variable. This problem was attenuatethéyfact that these entries were collapsed into
yearly figures. Furthermore, we relied only on sperce to gather data on social donations and only
on publicly traded firms, which left out other pide social activities of sampled firms as well as
several firms that were listed in the Guia EXAMBttvere not publicly traded companies. For these
reasons, one would expect large measurement darofism donations. Since we did not expect our
data on firm donations to be fully reliable, we kbset firm donation construct reliability at Otfig
least commonly expected. However, this estimatloowed offending estimates and did not improve
goodness-of-fit indices. Nevertheless, our finabelgredicted firm donation reasonably well.

CONCLUSIONS

We can outline three conclusions from these res(gy discretionary donation seems to be a
strategy for managing stakeholder claims; (b) firalaracteristics are more important than industry
effects in explaining firm donations; and (c) lafgens with slack resources and a less concentrated
ownership structure tend to show strong stakehabdiemtation. Managers in stakeholder oriented
firms seem to cope with conflicting stakeholdeiro by using cash giving practices.

Future research should continue to enhance cohswaidity for both industry effects and
stakeholder orientation in turbulent environmeritdlowing Luk et al. (2005)'s argument that
different institutional settings should be examirfed stakeholder management differences. These
potential indicators have not been evident sodad, are still likely to be found.
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