UNIVERSITE PARIS 1 PANTHEON-SORBONNE - UFR 02 SCIENCES

ECONOMIQUES

Master 2 Recherche Economie Théorique et Empirique

PARIS SCHOOL OF ECONOMICS

Evaluating the efficiency of the tax incentives
toward corporate philanthropy

Samuel Lordemus

Supervised by Gabrielle Fack and Thomas Piketty

2012 - 2013



Disclaimer

The University of Paris 1 Panthéon Sorbonne does not intend to give an approba-
tion nor disapprobation to the opinions expressed in this dissertation ; they must

be considered as the views of its author only



Abstract

This study aims at evaluating the efficiency of tax incentives toward
corporate philanthropy in France. I concentrate on the effects of the 2003
tax reform which permanently increases the incentives to report a gift with
the institution of a tax credit and the raise of the deduction limit. The
identification of the effects of the reform relies on the variations of the price
of giving between groups of firms with different marginal tax rate. The
firms that should, in principle, benefit the most from the reform are the
firms with the greatest price variation around the tax reform. The elasticity
of contributions with respect to tax subsidy is found very small, raising
doubt about the efficiency of the reform for the smallest firms. In a second
step, I use the before-after estimation to identify the effects of the reform
on different group of firms. I find that the responses to tax incentives tend
to vary with revenue level. Overall, my evidence is consistent with the
hypothesis that corporate giving is not motivated by a pure altruistic vision
but rather respond to a larger theme of Corporate Social Responsibility. This
suggest that the motives behind corporate philanthropy need to be better

understood.
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1 Introduction

Corporate giving is a particular form of modern philanthropy which has recently
occupied a rising part in charitable contributions. Private French enterprises do-
nated approximately €2 billion to charities in 2011 (DGFiP, Dépenses fiscales
2013, [12]). Out of the three and half million firms in France, around 25 000 re-
ported a donation in their income tax return, which is four times higher than in
2004. This increase has been even more important with respect to its neighbor,
individual contributions. While corporate donations represented in 2004 less than
18 per cent of the total amount of individual contribution, corporate giving wit-
nessed a very rapid progress and reached, in 2011 approximately 87% of individual
charitable contributions. This trend is common in most advanced countries, where
corporate philanthropy and the larger theme of Corporate Social Responsibility
(CSR) play a growing influence in corporate decisions. Among the various expla-
nations that account for this phenomenon, the change in the fiscal regime toward
higher incentives for giving firms may have a significant role. The 2003 tax re-
form consisted of a tax credit equal to 60% of the donation and paved the way
for the most generous system in the world in favor of corporate giving. These
deductions are thought to cost the state budget about €570 millions in foregone
tax revenues. Assessing the effectiveness of this reform is fundamental as it is
still not clear what part of the increase in corporate contributions account for the
tax reform. Indeed, this last decade also witnessed a growing demand from the
public and the institutions for integrating social and environmental issues in the
corporate decision. More particularly, the biggest firms generating large profits
are now requested to be socially responsible and some major environmental or so-
cial incidents generated by corporate decisions triggered a stronger public pressure
on firms to be more responsible. In 2012, the oil company BP donated $500,000
through the BP foundation to the American Red Cross in support of Hurricane
Sandy relief efforts, two years after having provoked a major incident in the same

area. Likewise, Total oil group frequently reports having the highest net profit



in France and is also the most generous donor through its foundation. One can
estimate such generosity as a way to enhance the public image of the firm: in this
case, contributions would correspond to a strategic decision aiming at promoting
the firm, regardless of any tax deductions. Hence, fiscal incentives linked to char-
itable giving may have had a positive impact on corporate philanthropy but it
is probably not the sole factor determining the level of contributions in France.
This study of the effects of the 2003 tax reform follows the article of Fack and
Landais (2010, [9]) who estimated the effects of this reform on the individuals’
contributions. They show that incentives for charitable giving are rather low but
tend to increase with the level of gifts. However, in sharp contrast to the extensive
body of literature on individual giving, few studies have analyzed the effects of
tax incentives on corporate philanthropy. If a company maximizes its profits and
uses charitable contributions to enhance its public image in a similar way as it
does with advertising, then allocation public resources for subsidies to corporate
giving might not be optimal. However, if firm’s generosity responds to an altruistic
approach where managers and shareholders increase their utility through “warm
glow” of giving, incentives toward charitable giving are likely to be determinant.
Hence, identifying the effects of these tax incentives has interesting implications as
it determines how corporate giving is controlled by firm’s decisions as well as in-
forming us about the effectiveness of this fiscal scheme. The analysis of the effects
of the 2003 tax reform leads to important implications. Some corporations may
give the same amount irrespective of tax credit. Some might only respond mildly
to the deduction. Thus, the amount of additional donations purchased with each
dollar of lost government revenue, also known as the “price-elasticity of giving,” is
an important data point in assessing the efficacy of the deduction. Hence, there
are important subsets of issues that revolve around the design of this incentive
as it would be more powerful if concentrated where responsiveness is expected to
be higher. Another important issue lies in disentangling long-run responses to

persistent changes in price and income from short-run reaction. Companies may



decide to smooth their total expenditures and adapt their contributions to fluctu-
ations in financial performance. Moreover business cycles may create variations in
taxable income which could ultimately affect the amount of gift reported by the
firm. Indeed, suppose a giving firm is taxed at the standard rate, then its price
of giving is equal to 0.66. If during a low economic activity the firm’s marginal
tax rate is reduced to 15%, then its price of giving increases to 0.85. For this
reason, the adaption of firms to these transitory changes in taxation can substan-
tially affect the contributions. However the institution in 2003 of the tax credit
for charitable giving modifies this phenomenon as the price of giving does not rely
on the marginal income tax rate. Hence, the decision of reporting contributions is
disconnected to the price variation and may be influenced by other factors that I
need to examine.

The objective of this work is to evaluate the impact of the 2003 tax reform
on corporate philanthropy and try to specify the source of response. This is of
particular interest as the impact of the French tax reform on corporate giving has
never been evaluated. More generally, it also contributes to the literature on the
responsiveness of corporate contributions as the tax reform consisted, among other
things, of a shift from a deduction of the gift from taxable income to a tax credit.
This shift is instructive since a tax credit is theoretically supposed to provide equal
incentives to firms. I address two research questions: does the dynamics and pat-
terns of corporate giving change after the 2003 tax reform and are some particular
firms more responsive to the increase in tax incentives toward charitable giving?
To answer these questions, I examine the heterogeneity in corporate giving and
analyze the intensive and extensive marginal effects of the reform. These research
questions are of particular interest since corporate philanthropy has received little
attention in the literature and has mostly focused on the particular case in the
United States. However, it is very likely that these dynamics of corporate philan-
thropy are different in France and the 2003 tax reform set up a natural framework

to examine its pattern.



I make use of panel data to address the relative tax sensitivity of charitable
giving among the normal taxed firms and reduced taxed firms. My first hypothesis
uses the variations in the price of giving for these two groups of firms to predict
that reduced taxed firms should have higher incentives to engage in corporate
philanthropy after tax reform. Yet I find no evidence of the impact of the reform
on the contributions of reduced taxed firms. The contribution level of small firms
remained mostly stable over the whole period, raising the question of the efficiency
of the reform for those firms. In a second hypothesis, I assume that corporate
philanthropy is similar to a luxury good that the richest firms decide to carry out
in order to respond to public demand for Corporate Social Responsibility (CSR).
I find evidence for this last hypothesis, where richest firms tend to engage more in
corporate philanthropy than the lowest firms after 2003 but there is no evidence
that the increase in gift is persistent. Moreover, contrary to many observations, I
find that only a minority of the small firms are constrained by the deduction limit
of the contribution (approximately 15%). However, this last hypothesis raises
concerns regarding the rationale behind the tax incentives for corporate giving if
corporate philanthropy is not guided by a pure altruistic vision. Hence there is a
need to examine the motives of enterprises for corporate giving. I leave this last

question open for further research.



Figure 1: Evolution of Government expenses on corporate giving tax credit and
number of firms asking for the tax credit
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Note: The figure reads as follows. In 2008, 0.5% of firms report a gift in their tax return leading
to government expenses equal to EUR 380 million.

Source: DGFiP, Dépenses fiscales 2013.

The remainder of the report is organized as follows. After reviewing the liter-
ature , I briefly introduce the French corporate tax system and I present the 2003
tax reform. The analytical framework is presented in section 5, followed by an ex-
amination of the effects of the reform in section 6. Section 7 contains a discussion
and presentation of the data and section 8 deals with the multivariate analysis.

Results are presented in section 9 and I draw some conclusion in the last section.
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2 Literature review

Concerns about CSR and corporate giving have produced a literature with debated
issues (see Benabou and Tirole, 2010, [12]). Several theories have been developed
trying to explain why corporations engage in this form of philanthropy with respect
of profit maximization motives and altruistic concerns. The price of charitable
contributions is the proportion of the gift not returned in the form of a tax credit.
When charitable contributions are deductible from taxable income, the price of
an additional euro in contribution is (1-T) where T is the marginal income tax
rate. With a tax credit, the price of charitable giving is simply (1- t) where t
is the tax credit linked to donations. A tax incentive policy with an increase in
the tax credit is said to be efficient at increasing donation to charity if the net
impact of a 1 euro tax credit will result in charitable contribution greater than
1 euro. The price elasticity is interpreted as the percentage change in donations
that results from a 1% change in the price of giving, all else being equal. On a
theoretical ground, it is expected to be negative as an increase in price of giving
should lower the level of gift, but whether it is closer to 0 or 1 is decisive to assess
the efficiency of the tax policy. Hence many studies have tried to determine the
price elasticity of charitable giving based on a different data and period. The
results are rather mixed and econometric issues have for a long time spurred the
estimated results. Using cross-section data, the first studies generally lead to
price elasticity equal or greater than 1, but it has been shown that results also
involved a combination of permanent and transitory effects. Recent studies (Bakija
& Heim, 2008, Randolph, 1995) use panel data and found smaller permanent
price elasticity. However, the majority of researches focus on US data, where
the nonprofit sector is particularly large. Fack and Landais (2010, [9]) analyze
the effects of the 2003 tax reform in France and find rather low price elasticity
comprised between -0.2 and -0.6. On the other hand, empirical studies of corporate
giving received less attention and reveal a different pattern of giving. Underlying

the estimation of price elasticity is the motivation of corporate philanthropy. In the
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previous literature, corporate philanthropy has been modeled in two different ways,
either by profit maximization or by utility maximization. However, a recent theory
has emerged and has become the dominant theoretical framework in modeling

corporate philanthropy: the stakeholder theory.

In one of the first available studies, Schwartz (1968, [18]) employs several tests
to determine the price elasticity of corporate donations. Using data from 1931
to 1961 he finds that corporate donations are responsive to price changes, with
price elasticities ranging from -1.06 to -2.0. In a similar study, Nelson (1970,
[14]) reports elastic prices of -1.03 to -1.18. Differencing permanent and transitory
price elasticities, Clotfelter (1985, [7]) finds lower values ranging from -0.16 to -0.4.
However these studies are based on time series and may suffer from measurement
problems. Navarro (1988, [13|) overcomes these problems by using firm-level survey
data and finds no evidence of relation between tax incentives and charitable giving.
He finds that contributions “are moderately income elastic and so moderately
sensitive to economic phenomenon”. This result is in sharp with contrast with the
study of Boastman and Gupta (1996, [4]) who use a panel data of 212 firms covering
a period ranging from 1984 to 1988. They report that corporate contributions are
relatively inelastic with respect to income, which implies that it does not fluctuate
much with business cycles. Moreover, they show that tax tends to discourage
donations as they find a negative correlation between giving and tax rate. In
a more recent research Carroll and Joulfaian (2005, [6]) report a price elasticity
of -1.8, revealing that profit-maximization is not the sole motive of corporate

philanthropy.

This model involves the existence of limits to governance and bad managers’
decisions which lead to a loss of profits for the shareholders and externality on

stakeholders. In this framework, managers maximize their own utility by engaging
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their firm in corporate philanthropy, and in doing so, they increase their “warm
glow of giving”, enhance their personal reputations or provide personal benefits
(free ticket, gala invitation, etc.). Porter and Kramer (2002, [15]) argue that
“the contributions often reflect the personal beliefs and values of executives or
employees”. The utility maximization model has negative consequences on profits
as it arises conflicting goals and information asymmetry between managers and
shareholders. Boatsman and Gupta (1996, [4]) argue that excessive corporate

giving may be the result of prohibitive cost of monitoring of managers.

To account for the various changes in the environments of firms, another theory
aims at integrating the change in social pressure toward corporations with respect
to CSR. Stakeholder theory (Freeman, 1984, [10]) suggests that companies engage
in CSR activities as a strategic decision answering to the demand from consumer,
investors and employees. In this view, a company is organized for the benefit of
society at large. Post et al. (2002, [16]) argue that firms “cannot survive if they do
not take responsibility for the welfare of all its constituents and for the well-being
of the larger society with which it operates”. Hence, corporate decisions should
not only consider its shareholders in the decision making process, but also anyone
affected by business decisions.

These three main theories provide very different explanations for corporate
philanthropy. Whether corporate giving is the fruit of an altruistic decision or
whether it enters in a strategic process aiming at maximizing firm’s profit is decisive
when assessing the tax policy. For this reason, modeling corporate giving should

encompasses these different views.
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3 The French corporate tax system

The structure of the regular corporate income tax (“Impot sur les Sociétés”) in
France has been in effect since 1948 and has a progressive rate structure. In 2011,
the net revenue of corporate income tax elevates to approximately €39.1 billion
(about 17% of total budget) and represents the third most important resource
after the Value Added Tax (VAT) and individual income tax. Several fiscal in-
centives already exist aiming at enhancing French companies competitively: R&D
tax credit (€0.4 billion), zero rate tax credit (€0.2 billion).

Companies are subject to French corporate tax on profits, an annual tax that
affects all profits made in France by companies and which concerns about one
third of French companies. The tax liability is limited to companies with positive
profits. The taxable income is equal to the difference between gross profit and costs
and deductible expenses. The corporate tax rate is 33'/°% since 1993. However,
there exists a special lower rate of 15% for Small and Medium Enterprises (PME).
To be subject to this special rate, the company is required to have revenue under
€7,630,000. Additionally individuals hold at least 75 percent of the share capital.
In this case, a corporate tax rate of 15% is applied on the taxable income if the
profit is lower than 38,120 Euros. The fraction of profit above this limit is taxed
at the standard rate, 33'/3%. Note that this reduced tax rate is in effect since
January 1st, 2002. In 2000 and 2001, the special rate was equal to 25%.

Corporate taxpayers are also liable to a social contribution equal to 3.3% of
the tax assessed on their taxable income if they are taxed at the standard rate
(33.33%). Moreover, companies liable to corporate tax are also subject to an
annual tax (imposition forfaitaire annuelle, IFA) assessed on a progressive scale
according to revenue excluding VAT plus financial income. However, this tax will
be abolished in 2014. Finally, one should also note that an additional surcharge
(Contribution Additionnelle sur les Bénéfices) was applied to the standard corpo-

rate income tax between 1995 and 2005, as documented in Table 1.
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Table 1: Evolution of the Corporate tax rate

Année | 2000 | 2001 [ 2002 | 2003 | 2004 | 2005 | 2006 | 2007 |
taux théorique 37.76 | 36.43 | 35.43 | 35.43 | 35.43 [ 34.95 | 34.4 [ 34.43
dont contribution sur bénéfices 10 6 3 3 3 1.5 - -
dont contribution sociale 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3

Source: OECD database on Corporate Income tax rate

Figure 2 illustrates the level of marginal tax rate with respect to net in-
come, with the blue line corresponding to companies with a revenue lower than
€7,630,000 and the yellow line those with a higher revenue.

Figure 2: Low and standard tax rate for taxable enterprises
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4 The 2003 tax reform: presentation of the Law
on corporate philanthropy

Before the 2003 tax reform, incentives for corporate giving were coming from the
1987 Fiscal Law. Corporate could benefit a tax deduction on their income with a
ceiling deduction equal to 0.2% of taxable income. Note that if donations exceeded
the ceiling, the firm had the opportunity to report its tax deduction over the next
5 years. The 2003 tax reform established a tax credit equal to 60% of the donation

with a ceiling deduction equal to 0.5% of firm’s revenue.

Most countries decided to apply tax incentives which aims at reducing the
price of giving in order to spur charitable contributions. There are two types of
tax incentives that reduce the price of giving: tax deductions and tax credits.
Deductions reduce the amount of income taxed while credits reduce the tax due.
Deduction of the gift from the taxable income is the most widely used fiscal tool
and depends upon the corporate marginal tax rate of the firm. For example,
assume a firm taxpayer has a marginal tax rate equal to 30 percent. If the firm
makes a €100 gift, its taxable income will decline by €100. It will reduce its tax
by 30 per cent of €100, or €30. By comparison with deductions, tax credits allow
the separation of the value of the tax benefit from the donor’s marginal tax rate
and instead reduce taxes by a set percentage of total donations for each donor. In
this sense, tax credits aim at providing equal charitable incentives among donors
regardless of the taxpayer’s tax rate. However tax credits do not remove all unequal
incentives as the nontaxable donors cannot benefit from it. Table 2 depicts the
comparisons of fiscal incentives toward corporate giving among eleven advanced

countries. With a price of giving equal to 0.4, France presents the most generous
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fiscal system toward corporate philanthropy. !
Note that in practice, sufficiently high revenue companies benefit fully from
the tax credit on charitable giving while the smallest firms are more frequently

capped which reduce their level of contributions.

Table 2: International comparisons of tax incentives for charitable giving

Country Level of incentives Deduction limit
Germany Deduction from taxable income 20 % of profits or 0.4% of revenue
Belgium Deduction from taxable income 5% of net income
Spain Tax credit ranging from 35% to 40% 10% of the tax base
United States Deduction from taxable income 10% of taxable income
France Tax credit equal to 60% of total gift 0.5% of revenue
Italy Deduction from taxable income Limit fixed at national level
Luxembourg Deduction from taxable income 10% of net income
United Kingdom Deduction from taxable income No ceiling
Sweden No deduction -
Switzerland Deduction from taxable income 10% of taxable income

Note: The donation deduction for Belgium and Luxembourg cannot exceed EUR. 500,000

Source: Ministére de la Culture et de la Communication

5 Theoretical framework

In modeling corporate giving, the attention generally focuses on the profit maxi-
mization model and the utility maximization problem. Following the theoretical

framework of Joulfaian and Carroll (2005), I consider a firm production function

! The price of giving equals one minus the marginal tax rate when deduction from taxable
income is applied. No country listed below has its highest marginal tax rate equal to 60%, so

France has the lowest price of giving.
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Q (K, L,G) where K, L and G are respectively the capital input, labor input and

the contributions level. The profit II of the firm is given by :

II=[pQK,LG) —rK—-—wL—-G](1-r1)

where p is the output price, r is the marginal product of capital , w is the marginal
product of labor and 7 is the income tax rate.
Solving for the profit maximization leads to the first-order condition determin-

ing the demand for contributions in a competitive market:

0Q(K, L,G)

1=
P56 0

0Q(K, L,G)
oG

=1

The value of the marginal product is equal to the price of giving before tax. The
optimal contribution does not depend on the income tax when donations are fully
tax deductible and corporate giving is considered as an input similar to advertising
expenditures. In the case of France, this situation correspond to the period before
the 2003 tax reform. After 2003, the assumption of full deducibility is relaxed as

giving firms benefit of a tax credit.

The profit of the firm is then equal to:

II=pQ(K,LG) —rK—-wL(1-7)+G(T—0.4)

where the tax credit equal 60% of G.

Solving for the profit maximization with respect to G-

(1—7) (1 ﬂg%) —06

Hence,
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| QUK.LG) _ 06
P 15,8 C1l-7

- For firms subject to the standard tax rate (7 = 0.33):

0Q(K,L,QG)

P 50 0

- For firms subject to the reduced tax rate (7 = 0.15):

0Q(K, L,QG)

G >0

p

After the tax reform, the marginal product of the reduced tax firms becomes
higher than the one of the standard taxed firms, while it was similar for these two
groups before 2003. This shows that firms subject to the reduced tax rate should
have higher incentives to report a donation after the tax reform than the firms
subject to the standard tax rate. So when tax incentives are materialized by a
tax credit, it may impact the level of corporate giving with respect to the firm’s
marginal income tax rate. This is in stark contrast with the previous literature
which only focuses on tax deduction whence profit maximization leads to optimal
contributions independent of income tax.

A similar analysis is made with the utility maximization problem. Carroll and

Joulfaian show that if the shareholders maximize their utility given by:

U=U(IIG)

then the first-order condition leads to:

ou _ouon  ou
0G  olloG ~ 0G

0Q(K,L,Q)

OZUH(p G

—1) (1-7)+Ug
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(=)= g2+ (22D ooy

This last equation states that the price of contribution must equal the marginal
utility of donation discounted by the marginal utility of income plus the net of tax
marginal revenue. In a utility maximization model, tax income plays a significant
role for determining the level of corporate contributions.

Besides, it is instructive to compare the optimal tax incentives for corporate
philanthropy with charitable contributions reported by individuals, as this last sec-
tor received much more attention from economists. In this sense, Saez (2004, [17])
shows the optimal level of subsidies depends on several factors. First, the opti-
mal subsidy should rise with the price elasticity of the contribution. An elasticity
higher than unity in absolute value is a sign to an efficient subsidy. Moreover,
the subsidies should take into account the consequences of a crowding out effect.
They should be greater for goods for which private donations are crowded out by
public contributions. Another decisive factor in the optimal level of subsidies con-
cerns the redistribution of subsidy: the contributions at the bottom of the income
distribution should benefit from higher subsidies.

With respect to this theoretical framework, T assess in the following sections

the effects of the tax reform on corporate giving.

6 Identifying the effect of the tax reform on cor-
porate giving

In order to characterize the evolution of gift among firms, I classify firms with
respect to their revenue by creating 5 groups of revenue: 1) below EUR 5 million, 2)
ranging from EUR 5 million and EUR 10 million, 3) between EUR, 10 million and
EUR 50 million, 4) between EUR 50 million and EUR 100 million and 5) and above

EUR 100 million . This decomposition enables to highlight an instructive aspect of
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giving firms: although small firms (with the lowest revenue) represent half of the
giving firms, their contributions account for less than 10 per cent per year. On the
other hand, the largest corporates represent only 10 per cent of the giving firms
and yet they contribute for more than 60 per cent of the total corporate giving per
year. The evolution of share of bracket revenue among giving firms shows that the
smallest firms represent the majority of the giving firms. Enterprises with revenue
lower than EUR 5 million represent approximately 70 per cent of the giving firms in
the pre-reform period, while their share declines to roughly 55 per cent after 2003.
I attribute this decline to the abnormal participation rate of these firms during
2001 and 2002 due to the large decrease of giving firms among the highest revenue
bracket. Furthermore, large firms seem to have increased their participation rate
after the tax reform, but this effect is not clear in comparison to the pre-reform
period. It would have been more instructive to know the evolution of contributions
and the share of giving firms before 2000 to distinguish the possible effects of the
tax reform. One would also temper this result with the analysis of the share of
revenue bracket among all firms (see Figure 16 in the Appendix). Around 87 per
cent of the total firms are defined with revenue lower than EUR 5 million: this
share reduces by 30 per cent when only giving firms are considered. This means
that even though the smallest firms are predominant among the giving firms, they
are less likely to give to charity than the largest corporates which represent less
than 1% in the whole sample including non giving firms.

Moreover, analyzing the share of revenue bracket among total contribution
reveals that between 60% to 70% of the total gift are imputable to firms with
revenue larger than EUR 100 million. The graph shows that these firms tend to
give more to charities in the years following the reform than in 2000, before the
economic crisis. Again, these facts exclude 2001 and 2002 where corporate giving
seems deeply impacted by the effects of the economic crisis and the limited data
does not give us information on the repartition of corporate giving among the

different revenue bracket. I therefore assume that the contribution levels observed
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in 2000 are a good representation of what should be observed at the end of the
1990s. One should also note that the total contribution of the smallest firms
which are the most present among giving firms represent less than 10% of the

total corporate giving every year.

Figure 3: Share of revenue bracket among giving firms
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Source: Author’s computations using BRN files.

To identify the effect of the tax reform I start with analyzing two groups of
firms that received different incentives to give after 2003. As the reform consists
in instituting a tax credit equal to 60% of the gift for every firm, I examine the
variations in the price of giving before and after the reform for firms with different
marginal income tax rate.

Figure 5 documents the evolution of the price of giving on the period of in-
terest. Before the 2003 tax reform, corporate giving was deductible from taxable
income, so the price of giving was linked with the marginal income tax rate of
the firm. Hence, whether a firm is taxed at the reduced rate or at the standard

rate is of critical importance in the price determination. Indeed, the tax reform
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Figure 4: Share of revenue bracket among total contribution
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implies a reduction in the price of giving by 53% for reduced tax firms and 39% for
standard taxed firms. Note that a change in the reduced tax rate from 25% to 15%
was instituted after 2001 which already modified the price of giving for the firms
concerned by this reduction. Since 2003, every firm can benefit from a reduction
of 60% of the gift: the price becomes independent of the marginal income tax rate
and is equal to EUR 0.4 for all.

In the first hypothesis, I use the variation of the price of giving to identify the
effect of the tax reform.

Hypothesis (H-1): All firms are willing to give to charities but they
are constrained by the price of giving.

Firms consider corporate giving as an altruistic approach that may be facili-
tated by a reduction in the price of the gift. In this scenario, reduced taxed firms
witness the most important price reduction with a 53% decrease while standard
taxed firms have their price reduced by 39%. As a consequence, the hypothesis im-
plies that the incentives for charitable giving following the 2003 tax reform should

be higher for firms with the lowest marginal taxed rate.
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Figure 5: Evolution of the price of giving between reduced taxed firms and standard
taxed firms
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The evolution of the average gift when including non giving firms indicate an
apparent nonlinear effect of the tax reform (see Figure 6). While firms subject to
the standard tax rate significantly increase their average donation, the contribu-
tions of firms with reduced tax rate remain relatively stable. However, comparison
between these two groups makes more sense when one considers only the smallest
firms taxed at the standard rate: for this reason, I examine the evolution of the
firms with revenue lower than EUR 15 million. Note that a lower revenue would be
even more relevant to compare standard taxed firms and reduced taxed firms but
this particular revenue allows to account for approximately the same number of
firms in the two groups. Indeed, reduced taxed firms being defined with a revenue
lower than EUR 7.6 million, one can argue that those two groups may not be close
enough.

Figures 7 and 8 document respectively the evolution of the level of contributions
and the generosity ratio defined as the corporate contributions divided by the
revenue. The increase in contributions and generosity ratio of the firms taxed
at the standard rate starting from 2003 shows the positive effect of the reform.

However, an apparent paradox lies in the evolution of the generosity ratio of the
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Figure 6: Evolution of the average gift for reduced tax firms and standard taxed
firms
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Figure 7: Evolution of the average gift for reduced tax firms and standard taxed
firms whose revenue is lower than EUR 15 million
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Figure 8: Evolution of the generosity ratio for reduced tax firms and standard
taxed firms whose revenue is lower than EUR 15 million
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enterprises taxed at the reduced rate: if the incentives are high for firms taxed
at the standard level, the increase in contributions should be higher for reduced
taxed firms. Yet the evolutions of contributions and generosity for reduced taxed
firms remain remarkably stable. Taking the average of contributions in the pre-
treatment and in the post- treatment period, donations to charities increased by
approximately 35 per cent after the reform for the reduced taxed firms. On the
other hand, firms taxed at the standard rate present a net reaction following the

tax reform as their average contribution raises by 355 per cent (see Table3).

Table 3: Average gift before and after the reform

‘ Before 2003 ‘ After 2003 ‘ Evolution ‘

Average contributions for reduced taxed firms 0.0046 0.0062 +35%

Average contributions for standard taxed firms 0.128 0.583 +355%
Note: the average gift includes firms that did not make a contribution, and is expressed in euro.

Hence, my investigation focuses on the reason of these specific evolutions in

corporate giving. Recall that the introduction of the higher incentives for reduced
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taxed firms was made on the ground that they faced a larger variation in the price
of giving. Behind this statement lies the fact that firms are willing to donate to
charities but are constrained by the price of giving. I introduce a new assumption:

Hypothesis (H-2): firms are not necessarily constrained by the price
of the gift, but are rather influenced by the Corporate Social Respon-
sibility (CSR)

which imposes the promoting of firms’ social behavior. In this hypothesis, cor-
porations are using the benefits of the tax reform to enhance their image while
adopting a fiscal optimization behavior. Yet, the reduced taxed firms react differ-
ently to the tax reform on corporate giving as they are already characterized with
low taxation and poor financial performances. So the probability of a profitable
social investment is far weaker and those firms may prefer to avoid the benefits
of enhancing their public image and postpone it for a time when their financial
conditions will be more stable. Indeed when analyzing the characteristics of giv-
ing firms, I find that enterprises reporting a gift are on average characterized with
better financial characteristics. This statement supports the fact that corporate
philanthropy may be an action rather reserved to firms with higher performances.
In some sense, corporate giving is seen in this hypothesis as a luxury good that is
not essential for the weakest firms and preferred by those with higher profitabil-
ity. Moreover, the richest firms, namely those indexed in the CAC40, have also a
different approach of CSR strategy. Their strong position in the market and their
reputation already force them to engage in social investment in a deeper manner
to control their public image. In this context, the 2001 NRE (Nouvelles Regula-
tions Economiques) law (and applied in 2003) increase the pressure on the CAC40
firms to report activities related to CSR. As a consequence, the 2003 reform on tax
incentives for corporate giving may have increased the opportunity for the largest
firms to engage in philanthropy. All in all, the specific context of the reduced
taxed firms may have deterred them to increase their generosity and take the full

benefits of the 2003 reform. To check this last hypothesis, I present the evolution
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of the generosity ratio (defined as donations divided by revenue) decomposed into
9 revenue brackets ranging from lower than EUR 500,000 to a revenue higher than
EUR 500 million.

Figure 9: Evolution of the generosity ratio with respect to revenue bracket
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Figure 9 seems to confirm the last hypothesis as it clearly distinguishes two
different patterns. For the firms with revenue lower than EUR10 million, the gen-
erosity ratio increases very slightly over the period and the 2003 reform seems to
have a rather light impact on corporate giving. Recall that reduced taxed rate
is applied for firms with revenue lower than EUR 7.63 million. The evolutions of
the generosity of firms in this three revenue brackets confirm that enterprises with
reduced tax rate do not seem to change substantially their charitable contributions
after 2003. However the tax reform may have ignited a structural change in the
generosity of the largest firms which are clearly more responsives. Indeed, corpo-
rations with revenue higher than EUR 10 million present a similar pattern and

have seen their generosity ratio increasing by a factor of 4 between 2000 and 2007.
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Stable in 2000 and 2001, the generosity of these firms dropped in 2002 following
the economic crisis, recovered in 2003 and considerably increased in 2004-2005
before remaining relatively stable at the end of the period. The drop in 2002 of
their generosity ratio is particularly intriguing, especially when compared to the
generosity of firms subject to reduced tax rate. In fact, firms with revenue higher
than EUR 10 million significantly cut off their giving in 2002 and this phenomenon
is even stronger for firms in the top revenue bracket (see also figures 3 and 4). This
statement is to be related to the possible relationship between corporate giving
and financial performance and contradicts the pure altruistic hypothesis of the
corporate philanthropy. Indeed if the amount of contributions of the largest firms
declines with the economic slowdown one can infer that corporate philanthropy
is not driven by the simple act of generosity, an hypothesis in line with Navarro
(1988, [13]). Yet to make sure of the existence of the relationship between corpo-
rate giving and financial performance, it would have been better to have access to
the data after 2007 so as to analyze the impact of the economic crisis on corporate

philanthropy.

Figure 10 illustrates the evolution of French GDP in value and volume. An-
alyzing the period of interest, the economic slowdown is confirmed between 2001
and 2003. Moreover, the net rebound of the French GDP in 2003 coincides with
the catching up of the generosity ratio to its level before the crisis.

Another instructive aspect concerns the post reform period where the generos-
ity of the richest firms substantially increased during 2004-2005. This particular
evolution suggest that richest firms may have been very responsive to the new tax
incentives introduced by the reform but these effects do not seem persistent. Note
also that a clear distinction appears in the generosity pattern between firms with
revenue ranging from EURI10 million to EUR 50 million and firms with higher

revenue. This could be due to a more constraining deduction limit as well as a
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Figure 10: Evolution of the French GDP in value and volume between 1999 and
2010
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sign that those firms do not present sufficiently high performance to fully engage
in social investment.

Figure 11 depicts the evolution of the generosity ratio for the specific case of
firms reporting a gift, the other firms being excluded from the analysis. Two things
are important to notice: first, figure 11 reveals a net contrast with the evolution
of the generosity ratio for all firms (including those that do not give). While
figure 9 shows that firms with higher revenue tend to be more generous after the
tax reform, the analysis restriction to the giving firms reveals that the generosity
ratio follows a similar trend for firms subject to reduced and standard tax rate.
Besides, the generosity of the giving firms seems to have increased after the tax
reform, and the deduction limit may have played a significant role in this process:
firms in every group report a gift close to the deduction limit from 2000 to 2002
and the increase of the ceiling after the tax reform seems to give to the giving firms
the opportunity to increase their average gift. Following the comparison of these
two figures, the high generosity ratio found for firms with the highest revenue is

essentially explained by a raise in participation of those firms while reduced tax
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Figure 11: Evolution of the generosity ratio among giving firms

0,6

0,5 ,

0.4 ra &
0,3 =
E ! —
0,2 5
0,1
a
2000 2001 2002 2003 2004 2005 2006 2007

—— generosity ratio for reduced taxed firms

— — generosity ratio for standard taxed firms

—k— generosity ratio for standard taxed firms with revenue<EURLS million
----- Deduction limit

Source: Author’s computations using BRN files.

firms do not witness an increase in their participation in charities after the tax
reform.

To cast further light on the effect of the reform, I seek to determine if more
enterprises decide to engage in corporate philanthropy in the post-reform period.
As indicated in figure 12, the share of giving firms among those subject to reduced
tax rate remains stable over the period while the share of giving firms among
those subject to standard tax rate and low revenue increases significantly between
2003 and 2005 after witnessing a substantial decrease in 2001 and 2002. The
participation of standard taxed firms in corporate philanthropy seems then more
responsive to the economic crisis and the new tax incentives set up by the reform
than the reduced taxed firms, a result that corroborates with the previous analysis.
Besides, the increase of the participation rate in corporate giving after 2003 for
the standard taxed firms indicates that these firms did not necessarily give more
individually after the reform. The overall increase in contribution might be due
to the fact that more standard taxed firms decided to engage in corporate giving
after the reform. I examine this point by distinguishing the intensive and extensive

marginal effect of the reform.
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Figure 12: Share of giving firms among reduced taxed firms and standard taxed
firms with revenue lower than EUR 15 million
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Intensive marginal effect

To distinguish the extensive and intensive marginal effects of the 2003 reform,
I select a sub-sample where firms report a gift at least once before and after
2003. This sub-sample will indicate the level of the intensive margin as it will
inform about enterprises that were already giving to charities. Before the reform,
3,190 firms make a contribution, which constitutes about 40% of the previous
sub-sample. Among those 3,190 firms, 815 reported a gift after the reform.
Figure 13 reveals that the 2001 crisis had a critical impact on corporate giving
as firms decided to cut off their contributions by more than 75%. The following
year, almost no firm reported a gift which indicates that the decision of giving for
that enterprises involved in corporate philanthropy on a long term basis may be
sensitive to their financial performance. From 2003 to 2007, the number of giv-

ing firms is almost stable but a distinct increase in the level of giving is observed
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Figure 13: Evolution of gift among firms that contributed at least once before and
after the 2003 reform.
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starting from 2004. This trend provides support to the positive effects the reform
might have had on the level of gift of these firms. Moreover, the examination of
this sub-sample of firms shows an instructive aspect: firms reporting a contribu-
tion both before and after the tax reform are characterized with average revenue
approximately equal to EUR 100 million. On average, these firms have 380 em-
ployees and their average profit is EUR 11 million. The analysis also reveals that
86% of these enterprises are taxed at the standard rate. Hence, it clearly demon-
strates that the major part of the firms that report a gift before and after the
reform are the richest and largest firms. There is certainly a double explanation
that accounts for this fact: these large corporations may not only be motivated by
the price of giving but they may also integrate corporate philanthropy into their
strategic decision to enhance their public image. In this case, their commitment
to corporate philanthropy on a long term basis might reflect the relative strategic
importance given to generosity actions. Another explanation infers that these rich

firms have higher potential to report a gift on a long term basis than other firms
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subject to larger income fluctuations or fewer resources.

Extensive marginal effect

Figure 14: Evolution of gift among firms that contributed at least once after the
2003 reform.
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Figure 14 depicts the evolution of the average gift and the number of giving firms
after the tax reform. These evolutions reflect the extensive marginal effects insofar
as those firms never performed a contributions between 2000 and 2003 (because
of the limited data, I can only assume they never gave to charities before 2000).
Interestingly, this sub-sample is constituted of firms with revenue around EUR 135
million and income equal to EUR 6.7 million. On average, these firms have 280
employees and 88% are taxed at the standard rate. Hence, those companies are
also characterized with high financial performances and the extensive marginal
effect of the reform concerns rather large firms. Moreover, it appears that the
reform triggered a large participation of firms in corporate philanthropy in the

year following the reform. Yet this effect has been brief and in 2005 three times

34



fewer enterprises reported a contribution. Looking at the average of gift, it in-

creases steadily over the post treatment period. Even though the participation in

corporate giving has been brief and intense in 2004, firms tend to report higher

contributions in the following years.

Analysis of corporate philanthropy by sector of activity

Table 4: Relative contributions between industrial sectors

Sector before 2003 | after 2003 | before 2003 after 2003
Participation rate Average gift by sector in k€

Agriculture 0.6 0.7 0.004 0.01
Industries alimentaires 2.9 3.3 0.09 0.45
Industrie biens de consommation 5.9 4.9 0.40 1.64
Industrie automobile 0.3 0.3 0.04 0.06
Industries biens d’équipement 4.9 3.3 0.04 0.31
Industries biens intermédiaires 7.5 6.6 0.04 0.16
Energie 0.3 0.6 0.30 39.6
Construction 8.4 7.7 0.01 0.05
Commerce 33.5 28.8 0.03 0.30
Transports 3.4 2.6 0.19 0.36
Activités financiéres 5.3 4.0 0.17 2.77
Activités immobiliéres 3.0 2.5 0.007 0.05
Services aux entreprises 15.2 17.7 0.05 0.35
Services aux particuliers 7.5 15.1 0.04 0.21
Education 1.5 1.6 0.01 0.03

Table 4 documents the relative percentage of gift among the various French indus-

trial sectors. Retail is the most represented sector in corporate philanthropy. The
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2003 reform did not change this fact as about one third of giving firms comes from
this sector. Business services sector follows with 15% of giving firms coming from
this sector before the reform; after 2003, their relative number increases by 1.5%
so as to reach 17.7%. On the other hand, consumer services is the sector that has
been the most influenced by the change in tax incentives toward charitable giving
as it doubled its rate of giving firms in corporate philanthropy. All other sectors
remained rather stable over the period. Yet in analyzing the average gift of firm
by sector (including non giving firms) I find that the energy sector is by far the
most generous with an average contribution approximately equal to EUR40,000
after 2003 while its average gift was only EUR 300 prior to the reform. To a lesser
extent, the sector of financial activities has also significantly increased its average
gift after the reform reaching the second most generous sector. These different
results are consistent with the fact that all firms do not present the same probabil-
ity to engage in corporate philanthropy (see Brammer and Millington, 2006, [5]).
Large firm size or operating in a sensitive industry can increase the corporates’
propensity to donate. Finally, an interesting feature of table 4 is that the two
least generous sectors, education and agriculture, are also the two least affected
sectors by their public image with respect to their business activities. Overall,
these statistics tend to confirm that the reform had heterogeneous effects on firms.
Those effects seem to differ with respect to firms’ financial characteristics and

industrial sector.

7 Data analysis

The data used in this study comes from the BRN (Real Normal Profits) decla-
rations from 2000 to 2007. These declarations are completed annually by firms
liable to income tax with revenue higher than EUR 763,000. In the tax files,
French firms are required to fill in a detailed balance sheet and profit statement

which makes the BRN an interesting information source: more than 150 variables
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describe the firms’ characteristics, including the amount of corporate giving. More-
over, a unique identifier (SIREN number) allows tracking the individual firms over
time in the data. I take advantage of this identifier to construct a panel data set.
Several cuts were made to create the estimation sample. All corporate taxpayers
with missing data were dropped. Besides, firms with zero employees were also
left out. To improve the data interpretation, I exclude firms with negative income
(and a zero marginal tax rate) as they financially unstable and difficult to follow
from year to year. The panel data created accounts for 417,040 firms. Among
those firms 7,919 report at least one gift during the period. Analyzing the panel
data, I find that about half of firms are present during the whole period, and if
I consider only this sub-sample, I find that approximately 80 to 90% of the total
contributions remain each year in the panel. It indicates that firms reporting con-
tributions appear more stable. Indeed, regarding the main variables, a comparison
between the panel and the original sample indicate that firms in the panel have
higher performances. On the other hand, firms getting out of the sample are as
expected characterized with very low performances. However, I do not restrain
the sample to firms that are present during the whole period, since I also want to
capture the possible effects of new firms entering into the market after 2000 and
with high financial performances and/or high generosity ratio.

One should note that there is no legal requirement for firms to disclose their
charitable contributions. Information on charitable contributions comes from the
amount reported in the tax files and corresponds to the total tax credit: it does not
report the total amount of charitable contributions made by the firm. However,
the existence of incentives for charitable giving should be sufficient information to
assume that the total amount of donations not disclosed by firms is not significant.
This assumption aims mostly at non taxable firms which cannot benefit from tax
reduction. Given their financial situation, this assumption is reasonable even if
it cannot be verified. Nonetheless, it constitutes a motive to exclude nontaxable

firms from the sample estimation. Moreover, I also assume that firms report the
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totality of the amount given to charity, which is not verifiable with the data. The
evolution of the contributions reported by the firms is shown on the graph below,
controlling for the revenue.

Descriptive statistics

Descriptive statistics organized by giving firms and non giving firms are re-
ported in table 14. The table compares average statistics for giving firms, non
giving firms and the total sample over the period 2000 to 2007. It shows that
there exists marked differences between the two groups as giving firms present
better financial performance than non giving firms for each of the variables kept
in the analysis. Besides, I find that the sample is composed by roughly 15 per
cent firms subject to reduced tax rate, even though this share fluctuates over the
period (see Figure 15 in the Appendix).

Table 12 shows the analysis of contributions per year with respect to the num-
ber of firms, the average gift and the evolution of the French GDP. For every
aspect of the examination, the post treatment analysis significantly differs from
the pre- treatment. These patterns are suggestive of the reform having an effect
on corporate giving, but of course they do not prove the existence of a causal effect
of the reform. It is plausible that exogenous shocks such as the 2004 tsunami in
Asia modified the charitable behavior of the firms so that this effect produces an
association between taking advantage of the reform and natural disaster events.
The causal relationship needs to be determined through a thorough analysis which
I attempt to demonstrate in the following sections.

Determinants

Following the literature and the previous analysis, I include in the model rev-
enue, profit, total asset, corporate tax rate, total debt and the number of employ-
ees. Income and marginal tax rate are expected to be correlated so the presence
of the two variables can avoid a potential omitted variable bias. As indicated in
the theoretical framework section, I include corporate tax rate as it is found to

impact donations in both profit maximization and utility maximization problems.
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Furthermore all the selected parameters of interest are found to be significant when

anaylising the Pearson correlation coefficients (see table 16).

8 Estimating the causal effect of the reform

The law resulting from the 2003 tax reform was passed in August and was appli-
cable to income earned in the same year. Following Fack and Landais (2009), I do
not include this year in the baseline estimation as taxpayers had the opportunity
to change their giving behavior for the 4 months remaining. I also assume that
corporations were aware of the tax change, a reasonable assumption at least for

the large firms particularly concerned with their optimal taxation behavior.

Testing for H1: All firms are willing to give to charities, but they are

constrained by the price of giving.

A tax incentive policy with an increased in tax credit is said efficient at increasing
donation to charity if the net impact of a 1 euro tax credit will result in charitable
contribution greater than 1 euro. The price elasticity is interpreted as the per-
centage change in donations that results from a 1% change in the price of giving,
all else being equal. On a theoretical ground, it is expected to be negative as an
increase in price of giving should lower the level of gift, but whether it is closer to
0 or 1 is decisive to assess the efficiency of the tax policy. As my objective is to
test the influence of tax incentives on donations, I evaluate the price elasticity of
corporate giving based on French corporate data covering the period from 2000 to
2007.

As it was shown in the first section, the total amount of contributions increased
steadily after the tax reform. However, I cannot attribute the rise in corporate

giving solely to the 2003 reform since other events may have occurred at the same
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time. Hence, I need to distinguish the policy effect from a secular change that
would affect the evolution of corporate giving. For example, the 2004 tsunami in
Asia may have triggered an impulse in generosity which should be considered as
an exogenous shock, not related to the reform. Likewise, the time of reform can
also coincide with a shift in the corporate social responsibility strategy of the firms
which could have affected the long run trend of corporate philanthropy.

The changes in the tax incentives for corporate philanthropy lead by the 2003
tax reform produce a natural experimental source of variation in the price of giving.
Indeed, low taxed firms experienced a 53% reduction in the price of giving while
standard taxed firms (33.33%) witnessed a 39% decrease?. Even though these two
groups of firms have been impacted, I start with this difference in the variation
of the price to construct a control group and a treatment group characterized by
various incentives. The rationale behind this strategy is that since the 2003 reform
involved different changes in the price of contribution depending on the marginal
income tax rate, I claim that reduced taxed firms benefited from higher incentives
for corporate giving than standard taxed firms. As a consequence, while the two
groups have been impacted by the reform, the reduced tax firms should engage
more in corporate philanthropy after 2003 if the tax reform to be efficient.

However, this strategy may also suffer from its unverified hypothesis. The
natural experiment does not give the opportunity to know how corporate giving
would have evolved without the 2003 tax reform. This implies that I need to make
strong assumptions about the evolutions of the gifts in this unverified event. As a

consequence, the obtained results will rely heavily on these assumptions.

Panel data and fixed effect model

With cross sectional time series, OLS estimator is not consistent if unobserved

firm specific characteristics have a constant impact on giving. In that case, the

2The price of giving for reduced taxed firms goes from 0.85 to 0.4 after the reform, while
standard taxed firms had a price of giving equal to 0.66 in the pre-reform period
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model is affected by an omitted variable bias but several solutions can overcome
this problem. As a consequence, I make use of panel data since it accounts for
individual heterogeneity. Two techniques are used to analyze panel data, fixed
effects and random effects. Fixed effects are suited when the interest lies in an-
alyzing the impact of variables that vary over time. In that case, I assume that
something within the individual firm may impact its decision to report a gift and
therefore I seek to control for it. Another assumption is that time-invariant char-
acteristics are unique to individual firm and should not be correlated with other

firm characteristics.

Difference-in-difference strategy

[ make the comparison between the outcomes before and after the 2003 tax reform
for the control group taxed at standard rate and the treatment group, taxed at
reduced rate. The difference-in-difference estimate is unbiased if in the case of
absent reform, the average change inside each group would have been the same
for the two groups, treatment and control. However the difference-in-difference
strategy rests upon the unverifiable assumption that absent tax reform, the evolu-
tion of gifts for the control group would have been the same as for the treatment
group. For this reason, this strategy has to be applied very carefully, choosing
a treatment group and a control group that are very similar to each other and
identifying a clear break in the trend of the treatment group at the time of the
reform. Another concern with the difference-in-difference strategy is that it uses
several years of potentially serially-correlated data leading to autocorrelation of
standard errors across time (Bertrand, Duflo and Mullainathan, 2004, [3]).

The evolution of the contributions depicted in figure 6 suggest the presence of
a response and could be converted into the effect of a change in the price of giving,
using a difference-in-difference approach with groups defined by firm’s position in

the revenue distribution and the marginal income tax rate. In spite of this, the
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estimation approach is subject to potential criticism lying in the basic assumptions.
One can argue that the treatment and the control group are not sufficiently close.
Indeed, the identification relies on the difference in the tax treatment of the two
groups but it might suffer from a heterogeneity problem. Inasmuch as the difference
in firms’ taxation rests upon their characteristics (income and revenue), it is likely
that these two groups will show strong differences. To tackle this issue, I select only
firms with revenue lower than €15 million which reduces the sample size in half.
The evolution of the generosity before the tax change in 2003 shows a more similar
pattern for the low tax group and the standard tax group with revenue lower than
€15 million, than it was with the original standard tax group, as documented
in figure 7. Note that I do not take into account the contributions level in 2002
as this year shows unusually low participation in corporate philanthropy. The
difference-in-difference strategy may be more robust in this case as the control
and treatment groups are closer to each other before the tax reform. Moreover,
the strategy consists of comparing charitable contributions with different marginal
tax rate groups and therefore, it assumes that no group permanently shift in
the revenue distribution following the reform. In order to use the difference-in-
difference strategy, I assume that all other things being equal, the treatment group
and the control group would have followed the same trend if there was no reform.

I think of 2004-07 as post-treatment years whereas 2003 is a transition year
during which the increase in tax incentives was only partially in effect. T use
only 2000 as the pre-treatment years since 2001 and 2002 were specific years for
corporate philanthropy, characterized almost solely by the gift of the smallest firms.
Moreover year 2000 is interesting as it does not capture possible anticipation in

the tax reform?.

3 Difference-in-difference between year 2004 and year 2000 consists in estimating:

No004,2000 = [E (ngoz;) - F (ngoo)] - [E (5/5%04) ) (YQ%UOH (1)

with ¥,Tand Y,“ corresponding respectively to the level of contributions for the treatment group

and the control group.
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I start with a naive estimation of the level of contribution, in which I neglect
important sources of bias such as endogeneity and censoring. The baseline speci-

fication is defined as:

In (donations;) = a; + v, + Biln(pricey) + B2 X + € (2)

- ¢ indexes firm individual and ¢ reflects time.

- In (donations; )is the logarithm of the gift plus one euro (method which ac-
counts for firms with no contributions)

- «; captures time invariant effects or firm fixed effect

- 7 represents the year fixed effect

- In(price) refers to the natural logarithm of the price of giving. The price of
giving equals one minus the marginal income tax rate before 2003, and one minus
the tax credit after 2003.

- X, corresponds to a set of observable characteristics for firm ¢ at date ¢. The
determinants are the revenue, corporate income tax, number of employees, total
assets, after-tax income and total debt.

- €;¢ 1s the error term.

The elasticity of the price of giving is captured by the estimate of3;. However
this naive estimator is likely to be biased and I start with solving the endogeneity

issue.

Computing Instrumental Variables estimates

The zero-conditional-mean assumption is likely to be violated because of en-
dogeneity problems. In this case the OLS estimate is inconsistent because the
regressor is correlated with the error term. To correct for endogeneity, I experi-
ment with two-stage least-squares (2SLS) estimation of equation (2), treating the

price of giving as endogenous. If differences in the price of giving across firms vary
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primarily because of their financial characteristics in the pre-treatment period,
then a causal link between price of giving and the level of gift is not necessary. I
introduce a dummy variable Time taking the value 1 in the post-treatment period
(corresponding to year 2003 of the tax reform) and 0 in the pre-treatment period,
as well as Treatment;; , a dummy equal to 1 if firm ¢ belongs to the treatment
group at period ¢. T instrument for price of giving using interactions between post-
treatment year dummies Time xTreatment , as well as the set of observable firm’s
characteristics, the firm’s fixed effect and the year fixed effect. T use the follow-
ing auxiliary regression to check that the instruments are well correlated with the

variable to instrument, the price of giving In (price) :

In (price),, = a;+b1 X, i+ Time+60'Treatment; + by TimexTreatment;+u;; (3)

Then T generate the instrument as the predicted value of the price of giving.

The second stage equation is defined as:

In (donations;) = o; +~yTime + Blln@e)it + B Xyt + vy (4)

—

where In (price),, is the predicted price of giving for firm ¢ at period ¢t and vy
are the residuals.

I also present the reduced form estimation where the dependent variable is
directly given by the instrument defined above. This specification which compares
the effects of the reform on the level of donations in a difference-in-difference

framework, is defined as followed:

In (donations;) = o+ X +v Time;+0Treatment,+ By Time;x Treatment,+¢; ,

(5)

where 7 indexes firm individual and t reflects time. The difference-in difference
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estimator is the OLS estimate of 55, the coefficient of interaction between Time;and
Treatment,. Note that this last specification allows us to verify that the coefficient
of the difference-in-difference estimator obtained with the reduced form estimation

corresponds to the one obtained when taking the difference in average gifts.

9 Results

Table 5 indicates the different coefficients found with the difference-in-difference
strategy when taking the mean values of corporate giving with 2000 taken as a
reference. These coefficients reveal that the reform had a low and negative impact

on the corporate giving of the reduced tax firms. In addition, from 2004 to 2007,

the effects seem to be very similar.

Table 5: Difference-in-difference in means

‘ Year 2004 ‘ before tax reform ‘ After tax reform ‘ Difference (over time) ‘
Treatment 0.04958 0.06136 0.01177248
Control 0.01763 0.01638 -0.00125649
Difference 0.03195 0.04498 -0.01303
Year 2005 | before tax reform | After tax reform | Difference (over time) ‘
Treatment 0.04958348 0.07436041 -0.02478
Control 0.01763227 0.01618093 -0.00145
Difference 0.03195 0.05818 -0.02623
Year 2006 | before tax reform | After tax reform | Difference (over time) ‘
Treatment 0.04958348 0.07764891 0.02807
Control 0.01763227 0.01661125 -0.00102
Difference 0.03195 0.06104 -0.02909
Year 2007 | before tax reform | After tax reform | Difference (over time) ‘
Treatment 0.04958348 0.08238621 0.03280
Control 0.01763227 0.01634322 -0.00129
Difference 0.03195 0.06604 -0.03409

Likewise, the elasticity of the price of giving is found positive but very low,
confirming the previous results (see Table 6). However, I need to take into account

the different characteristics of firms to improve the estimation of the tax reform.
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Table 6: Means in the Difference-in-difference for the price of giving

‘ ‘ before tax reform ‘ After tax reform ‘ Difference (over time) ‘

Treatment -0.1625 -0.9163 0.7538
Control -0.4054 -0.9163 0.5109
Difference 0.2429 0 0.2429

Note: the means of the price of giving are taken in natural logarithm.

The after tax average of the price is gathering year 2004 to 2007.

Estimations are realized with the sub control group of firms having revenue
lower than €15 million. The first estimations are done without any control vari-
able, so as to verify that the estimations results meet the gift averages measured
for the two groups. The OLS estimation is valid under the assumption that the
constant terms are equal across units. If this assumption is rejected, this so-called
“pooled OLS” would produce inconsistent estimates. I use the Fisher test to test
the existence of an individual specific effect: under the null hypothesis the con-
stant terms are equal across units. The F-test following the regression indicates
that there are significant individual effects, implying the OLS is inappropriate.
The choice of model between fixed (FE) and random effect (RE) is based on the
Hausman test in which the null hypothesis corresponds to a consistent RE estima-
tor. The test rejects strongly the null hypothesis so firm individual effects seem to

be correlated with the explanatory variables.
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Table 7: Results for fixed effects estimation
Dependent Variable Contribution level
All firms Just givers
Specification No Control Control No Control Control
Time treat -0.0326%**  _0.0287*** 0.767*** -0.00929
(0.00200)  (0.00219) (0.0631)  (0.0544)
Treat 0.0107*** 0.0275%** -1.132%%* 0.0162
(0.00161) (0.00353) (0.0466) (0.0452)
Year 2004 0.0352%** 0.0256*** 0.423%** 0.224***
(0.00157) (0.00163) (0.0327) (0.0269)
Year 2005 0.0447%** 0.0334%** 0.434%** 0.167***
(0.00157)  (0.00164) (0.0326)  (0.0273)
Year 2006 0.0494*** 0.0361%** 0.510%** 0.190%**
(0.00157) (0.00165) (0.0328) (0.0278)
Year 2007 0.0570***  0.0410%** 0.450%** 0.0506
(0.00158) (0.00519) (0.0335) (0.0291)
Revenue - 0.00387* - 0.414%%*
; (0.00174) - (0.0445)
After tax income - 0.00978*** . 0.0458*
; (0.00112) ; (0.0196)
Total asset - 0.0177%** - 0.616%**
- (0.000955) - (0.0509)
Total debt - -0.00620%** - -0.109%**
; (0.00144) - (0.0327)
Number of employees - 0.00577*** - -0.0634
; (0.00159) - (0.0335)
Corporate tax rate - 0.00416*** - 0.0643%**
- (0.000662) - (0.0137)
Intercept 0.0261*%**  -0.303%** 7.549%** -6.094%**
(0.00146) (0.0186) (0.0217) (0.291)
N 1685409 1674117 11479 11147
R? 0.001 0.002 0.216 0.497

Standard errors are in parentheses.

OLS estimators are calculated from clustered robust standard errors.

All variables are in logarithm and the base period is 2000.
*p<0.05,* p<0.01, *** p <0.001

Table 7 reports ordinary least squares (OLS) with fixed effect model of equation

(5). The estimations are given with and without control variables. The first two
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columns provide the estimation results when I take into account the whole sample,
including non giving firms. Then I report the results with only the giving firms in
the two last columns. All of the variables (except the dummies) are expressed as
natural logarithms (In), which means that partial derivatives can be interpreted
as elasticities, and also helps eliminate heteroskedasticity in disturbances. The
difference-in-difference estimator is the OLS estimate of “time treat”. The role
of treat is to control for the usual difference between the two groups of interest,
the tax reduced firms on one hand and the standard taxed firms on the other.
The variable t¢me captures the trend in corporate giving among the control group,
which is also assumed to be similar to the treatment group in the pre-treatment
period. Note that the estimates verify the numbers found with the difference-in-
difference method used on the average gift.

The results in table 7 suggest a weak effect of the tax reform. When considering
the estimation results for all firms, the coefficient of interest is low and negative
revealing that corporate giving slightly decrease after the reform. However, I need
to control for several factors that should enter in the determination of the corporate
giving. As can be seen in the previous graphs, I include the revenue as it clearly
seems to influence the contribution level. Following the literature, I also include
the number of employees, the total asset, the number of employees, the corporate
tax rate and the total debt. Every variable is found significant except the number
of employees in the regression with just giving firms. Besides, total asset, total
debt and the level of revenue are the most influential variables. Quite surprisingly,
revenue has little impact on the donations when all firms are included. Overall,
the results show that the evolution of charitable contributions for the firms which
had the larger decrease in a price of giving after the reform is not significantly
different from the evolution of contribution of other firms. However, there remains
econometric issues such as censoring and endogeneity that have been ignore so far
in the specification.

Table 8 and 9 report the estimates of the 2SLS regression. The elasticity of
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the price of giving is found positive and equal to 0.106 which is very weak. This
means that a decrease in the price of giving by one per cent would have entailed
a reduction of contributions by 0.106 per cent. This result is surprising as one
would have expected an opposite effect of the reform. Yet this pattern of response
is consistent with the evolution of corporate giving depicted in figures 6 to 8.
However, given the presence of censored data, the estimation still suffers from

econometric issues which one needs to take into account.

Table 8: Instrumentation of the price of giving

price of giving

Coeflicient Std
Time -0.133%** 0.000474
Time x Treatment -0.040%** 0.000673
Treatment 0.228%** 0.000647
Total asset -0.004%** 0.000273
Total debt 0.006%** 0.000339

Number of employees 0.006%** 0.000331

Corporate tax rate 0.002%** 0.000222
Revenue -0.007*** 0.000350
After-tax income 0.003*** 0.000195
Intercept -0.243%** 0.004

N 1674117

Regression includes fixed effect model.
*p<0.05,* p<0.01, *** p<0.001
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Table 9: Linear model with instrumental variables

Contributions
Coefficient Std
price of giving 0.106%** 0.00805
Time 0.0321*** 0.00333
Revenue 0.009%*** (0.00114)
After-tax income 0.0231*** (0.000506)
Total asset 0.0243%%* (0.000813)
Total debt -0.0135***  (0.000918)

Number of employees 0.0114%%* (0.00109)

Corporate tax rate -0.0011 (0.000624)
Intercept -0.403%%%  (0.00972)
N 1674117

Regression includes fixed effect model.
*p <0.05, % p<0.01,**p<0.001

Censoring and Tobit Model:

Data in the sample is censored: the dependent variable, the level of contri-
bution, is not observed on the whole sample while the explicative variables are
observed for every individual firm. In the presence of a censored regression model,
the OLS estimator is biased. To overcome this issue, one could decide to estimate
contributions only on the selected observations which contains positive gifts. With
this sub-sample, the data is truncated. The OLS estimator will be again biased
because of omitted variable problem, unless I assume that the error terms are in-
dependent. But this constitutes a strong assumption since the sample selection of
contributions is likely to be based on unobserved factors which are contained in
the error term, the selection is likely to be correlated with it. To take into account

all information on the panel data including the censored data, I fit the model with
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the Tobit estimation method, which uses maximum likelihood to combine the pro-
bit and regression components of the log-likelihood function. The coefficients in
the Tobit regression indicate the marginal effects on the conditional mean of the
dependent variable of changes in the covariates.

The model of censoring consists of a separate discrete mechanism, also known

as selection bias model:

yi =B+ u;

ys = maz {0,y }

with

y; ifyi >0
Yi =
0 otherwise

where y*is a latent variable observed for values greater than 0 and censored
otherwise. Under the Tobit model, errors u; are assume to be normally distributed.
However, a strong limit of the Tobit model lies in its underlying assumption.
In fact, normality and homoscedasticity are important parts of the Tobit model.
Testing for normality with the Jarque Bera test leads to reject the null hypothesis
of the normal distribution which will limit considerably the interpretation of the

results.
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Table 10: Results from Tobit regression

Tobit model

Marginal effect after Tobit

Time*price of giving  2.138*** 0.201%**
(0.490) (0.046)
Year 2007 3.547T7H** 0.338%**
(0.202) (0.019)
Year 2006 2.433%** 0.231%%*
(0.190) (0.018)
Year 2005 2.192%** 0.208***
(0.190) (0.018)
Year 2004 1.203*** 0.114%%*
(0.196) (0.018)
Revenue 0.047 0.004
(0.151) (0.014)
After-tax income 0.615** 0.058%**
(0.100) (0.0094)
Total asset 2.536%** 0.239%**
(0.1038) (0.010)
Total debt -1.333%** -0.125%**
(0.136) (0.012)
Number of employees 1.636%** 0.154%**
(0.126) (0.012)
Corporate tax rate -0.096 -0.009
(0.072) (0.007)
Intercept -137.75%** -
(1.5482) ]
N 1674117

Standard errors in parentheses. Censoring set a zero.
*p<0.05,* p<0.01, FF*

p < 0.001

Table 10 presents the results of the Tobit estimation. Note that few observa-

tions are near the deduction limit of 5% of revenue, so I use the lower limit Tobit
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estimates, or left censoring. The coefficient on the price of giving is 0.201 which is
slightly higher than the one obtained with the 2SLS regression. Hence, under the
H1 hypothesis, it appears that the overall effect of the reform is small and negative.
Indeed the elasticity of the price of giving is found to be low and positive which is
at odds with what could be expected.

The results of H1 hypothesis seem partially implausible and I cannot conclude
on the efficiency of the tax reform. However, it clearly appears that the reform has
almost no impact on the reduced taxed firms. At first, this result is surprising as
the reform raised the deduction limit of the tax deduction and those small firms
should have been less constrained to make charitable contributions. The 53%
reduction in their price of giving should also have contributed to trigger a larger
participation of this group of firms. Hence, it appears that the interest of firms
for corporate philanthropy is not only guided by the price of giving but might also
be a combination of several elements that enter in the strategic decision of the

company.

Testing for H2: firms are not necessarily constrained by the price of
the gift, but are rather influenced by Corporate Social Responsibility

(CSR)

The results obtained with the first hypothesis indicate the reform did not gen-
erate the expected positive effect on reduced tax firms. Yet the evolution of the
contributions observed after 2003 have significantly increased. This suggests that
some firms may have changed their behavior toward corporate giving that I did not
account for so far. Indeed, when decomposing the evolution of corporate giving
into several revenue brackets, I observe that the richest firms may have been more
positively impacted by the reform. Hence I investigate the possibility that the
2003 tax reform had positive impact on the contributions of some specific groups

of firms that I did not take into account so far.
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The Before-After estimator

The most efficient method to identify the causal effect of the reform on firm’s
behavior is to compare the contribution of the firm impacted by the reform with
the same firm not impacted. However, this counterfactual is not observable in the
present case of this study. Every firm taxed at the standard rate has been similarly
impacted by the reform, so the only possible counterfactual is to compare the evo-
lution of a firm’s contributions with what it should have been if no reform. Then
I attribute the change in reported contributions to the changes in the deduction
system. However, there exists two potential defect with this estimator. First, it
attributes to the reform any trend in corporate giving due to lifecycle factors. Sec-
ond, the before — after estimator relies on the assumption that the mean outcome
in the no-treatment state in the same before and after the reform. To overcome
this problem, I forecast the pattern of the contributions in the event where no
tax reform was instituted. Then I calculate the difference in average contributions
after 2003 between the observed treatment group and the non observed group not
affected by the reform. I assume no anticipation effect and I treat 2003 as being
part of the pre-treatment period. Indeed, the previous figures documenting the
evolution of the corporate giving showed an apparent structural break starting
from 2004. As few observations are available before the reform and since 2002 was
a specific year characterized by unusually low participation in corporate giving,
this hypothesis allows to construct the virtual group not affected by the reform.
The limit of this strategy lies in the assumption that the expected outcome in the
no-intervention state is the same in the post and the pre-intervention period.

To examine the effect of the reform based on the before-after strategy, I dis-
tinguish 3 groups of revenue: 1) firms with revenue lower than EUR 5 million, 2)
firms with revenue between EUR 5 million and EUR 50 million and 3) firms with
revenue higher than EUR 50 million.

The OLS estimation with the Post dummy indicating the after tax period, is
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given by:

In(donations);; = a + b * Post x Group + ¢ x Group + dX; + 6 + jie + € (6)

where Group refers to the revenue group of the firm, Post is a dummy equal 1
in the post treatment period, and Xj; is a set of controls including year dummies,
revenue, after-tax income, number of employees, corporate tax rate, total debt and
total assets. The coefficient of interest is b which indicates the treatment effect. J;
and p capture respectively the fixed effects by year and firm.

As indicated above, the treatment and control groups are assumed to have

similar covariate distributions.

Table 11: Before-after estimation results

Contributions

Effect of the reform on the group revenue: OLS Tobit - Marginal effect
Group revenue: -0.135%** -0.315%**
lower than EUR 5 million (0.00307) (0.021)
Group revenue: 0.060*** 0.186***
between EUR 5 million and EUR 50 million (0.00321) (0.024)
Group revenue: 0.600%** 0.421%**
higher than EUR 50 million (0.00854) (0.040)

Controls

revenue, after-tax income, corporate tax rate, number of employees, debt
Type of group (3 types of revenue group)
Year dummy (from 2004 to 2007)

N 1769708 1769708

Standard errors are in parentheses.
Regression includes firm and year fixed effect.
*p <0.05, % p<0.01, ***p<0.001

Turning to the OLS estimates in Table 11, one can see that they present rather

distinctive effects of the tax reform depending on the group of firms considered.
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Consistent with the estimation results found with the H1 hypothesis, the impact of
the tax reform on the smallest firms was negative. Those firms with revenue lower
than EUR 5 million correspond to reduced tax firms. Enterprises with revenue
ranging from EUR 5 million to EUR 50 million correspond on average to firms
taxed at the standard rate with the lowest revenue. Interestingly, the effect of the
reform becomes positive even though its impact on corporate giving is very low.
On the other hand, the largest firms whose revenue is higher than EUR 50 million
have substantially and positively reacted to the 2003 reform. The most important
effect of the tax reform is attributed to this group of firms.

However, the OLS estimates are biased due to heavy censoring. The marginal
effects for the conditional mean of the observed gift obtained with Tobit regression
show lower coefficient, except for the middle group. The impact of the reform on
charitable contributions for firms with revenue between EUR 5 million and EUR
50 million is higher with the Tobit model. Likewise, the coefficient on the smallest
group of firm is found to be more negative than with OLS estimation, confirming

the decreasing generosity after 2003 for this group.

Robustness check

As stated above, the use of Tobit model might not be optimal as it rests upon
the assumption that errors are normally distributed. Testing for the normality of
the distribution, the Jarque Bera test reject this hypothesis and I should find a
better way to estimate the model. Censored Quantile regressions provide this solu-
tion as they offer a censored data treatment that is not based on strong parametric
assumptions regarding the error term. The conditional quantiles are not affected
by censoring insofar those quantiles are greater than the censored point. So it
is not necessary to make assumptions on the censored part of the distribution to
estimate the conditional quantiles. However, in the present case the high censoring

in the data implies heavy programme calculations that limit its empirical applica-
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tion. I therefore assume that the new estimates obtained with quantile regression
would not have substantially changed the results. Indeed, the examinations of the
evolution of gift among the various group of firms that I underwent in the previous

sections provide support to the conclusion obtained with the Tobit regression.

10 Conclusions

The 2003 reform on tax incentives toward charitable giving has often been her-
alded as a success story and has been credited with large increases in corporate
giving. The recent propositions of the Government to reduce the rate of the tax
credit for giving firms have been attributed to alarmist consequences by most of
the actors in the non profit sector. In this report, I analyze the efficiency of these
tax incentives by focusing on the effects of the reform on corporate giving and par-
ticipation rate. I find that the effects of the tax reform on corporate philanthropy
are nonlinear (varying with revenue level). The generosity of the largest firms
increase the most after the reform, as well as their overall participation. These
positive effects tend to diminish for firms with lower revenue but remain globally
positive and significant for all firms taxed at the standard rate. More surprisingly,
the tax reform had no impact on reduced taxed firms as they did not change their
generosity nor they participation in corporate giving after 2003, even though they
witnessed the largest reduction in the price of giving. A further analysis of the
smallest firms shows that only a small fraction of them are constrained by the de-
duction limit. I assume that one explanation comes from the fact that charitable
giving is not the best financial decision for these unstable firms that are struggling
to improve their business conditions. However, when similar firms are taxed at the
standard rate, their decision to engage in corporate philanthropy changes as cor-
porate giving becomes a way to reduce their tax while doing good. This effect does
not play such an important role for reduced taxed firms whose taxes are already

too low to provide incentives for a new tax reduction with corporate giving. The
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largest firms are the most concerned with corporate philanthropy as it answers
to public demand for Corporate Social Responsibility, it promotes a better public
image and the tax incentives give the opportunity to reduce their tax base.

Overall, the incentives of the French system remain abnormally high and there
is some evidence that a lower credit allocated to the corporate contributions would
not significantly affect the total level of corporate philanthropy. However, the
increase in the tax deduction limit defined as 0.5% of the revenue seems to have
played a substantial role on the level of giving, particularly for the small firms
willing to engage in corporate philanthropy.

A major concern related to the tax reform concerns the redistribution of sub-
sidy: the contributions at the bottom of the revenue distribution should benefit
from higher subsidies. This work also raises the question of the rationale behind
tax incentives for corporate giving if corporate philanthropy is not guided by a
pure altruistic vision. The examination of the motives of enterprises for corporate
giving should focus on governance issues or the correlation between performance
and corporate giving to solve this issue. I leave this last question open for further

research.
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Appendices

A Analysis of firms with respect to the marginal income tax rate

Figure 15: Share of reduced taxed firms and standard taxed firms in the sample
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Figure 16: Share of revenue group among all firms
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C Descriptive statistics (II): contributions analysis

Table 12: Contributions analysis

Year 2000 2001 2002 2003 2004 2005 2006 2007
Number of firms reporting giving 1,687 933 672 1,429 2,155 2,685 2,825 3,216
Mean of gift for giving firms 187 7.0 6.4 274 318 432 492 66.2
Mean of gift for all firms 0.103 0.049 0.013 0.121 0.203 0.335 0.389 0.566
Number of firms reporting a gift

larger than the deduction limit 310 202 405 152 259 301 333 368
Total contributions (€ '000,000) 427 20.6 45 58 116 160 171 248

ratio Contributions/GDP (%) 3 1.4 3 3.6

Note: T assume that firm report a gift larger than the deduction limit when it exceeds 85% of this limit.

62



D Descriptive statistics (I): giving firms vs non giving firms

E Correlation coefficients: 2000- 2007
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