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Abstract. Previous studies have confirmed the positive effect of advertising ex-

penditure on corporate performance and the negative impact of financing con-

straints on corporate performance. However, the interaction between these two 

factors and its influence on corporate performance has not been thoroughly in-

vestigated. To address this gap, this paper examines the impact of the interaction 

between advertising expenditure and financing constraints on corporate perfor-

mance, based on data from Chinese A-share listed companies from 2010 to 2020. 

Furthermore, this study reveals that this interaction effect varies significantly 

across different levels of industry competition intensity, exhibiting notable in-

dustry heterogeneity. Under low industry competition intensity, the interaction 

acts as a “magnifier,” amplifying the positive effect of advertising expenditure 

on corporate performance. In contrast, under high industry competition intensity, 

the interaction becomes a “Resource Trap,” where increased advertising expendi-

ture leads to a decline in corporate performance. The findings of this study offer 

a new perspective that integrates marketing and finance for both academia and 

corporate managers, aiding in the optimal allocation of corporate resources to 

achieve desired performance targets. 

Keywords: advertising expenditure, financing constraints, firm performance, 

industry competition intensity. 

1 Introduction 

In today’s competitive and complexly dynamic market environment, companies need 
to continuously convey the advantages of their products or services to the market to 
gain more user attention and expand their market share. Among the myriads of strate-
gies, advertising, as the most direct marketing tool to reach users, is gaining increasing 
attention and significance from businesses. Companies boost advertising spending to 
reduce information asymmetry between companies and consumers, cultivate brand im-
ages, and enhance market competitiveness. However, a business’s advertising budget 
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is constrained by its financial resources. Companies with greater financial means typi-
cally have a broader range and higher intensity of marketing options. A large part of a 
business’s financial status depends on its financing ability, so reducing corporate fi-
nancing constraints is crucial for boosting performance. Thus, exploring the relation-
ships among advertising expenditure, financing constraints, and firm performance is 
crucial for developing sound marketing and financial strategies. 

We can also discover the complex interrelationships between advertising expenses 
and financial constraints from the operating rules of enterprises. So, what impact does 
the interaction between the two have on enterprise performance? Currently, there are 
few studies that have delved deeper into this area. On the basis of studying the interac-
tion term between the two, this article further considers whether the interaction effect 
will produce corresponding changes under different industry competition intensities. In 
highly competitive industries, companies engage in intense battles for market share. In 
such a scenario, on the one hand, the lack of adequate funds may severely constrain the 
scale and quality of advertising investments. On the other hand, a company’s advertis-
ing efforts might be drowned out by those of its industry peers. As a result, the positive 
impact of advertising on corporate performance could be diminished, and may even 
exert a detrimental impact on it.   

On the contrary, in industries with lower competition, the pressure of market com-
petition is relatively low. In these industries, the role of advertising expenditure in im-
proving performance may be more stable and sustainable. Even with high financing 
constraints, companies can still leverage carefully planned advertising investments to 
gain a favorable market position and improve performance. This is because in markets 
with less competition, entry barriers are often higher and consumers may have fewer 
choices. Therefore, effective advertising can still help companies establish a strong 
market presence and maintain market share, thereby offsetting the high financing costs 
incurred in such circumstances. 

To validate our theory, we focus on data from Chinese A - share listed companies, 
which are highly competitive, influential, and representative of their industries. In this 
specific context, we analyze the relationships among advertising expenditure, financing 
constraints, and corporate performance, with a particular emphasis on the interaction 
between advertising expenditure and financing constraints. It examines how this inter-
action influences corporate performance and how it varies under different levels of in-
dustry competition intensity. By considering the moderating role of industry competi-
tion, the study seeks to provide a more comprehensive understanding of the complex 
interplay between these factors. 

The study aims to offer theoretical support and practical insights to help businesses 
enhance resource allocation and balance marketing and financial decisions in complex 
markets. This helps companies make wiser advertising-investment strategies, making 
advertising expenditure a “Magnifier” for performance improvement rather than a “Re-
source Trap”. 
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2 Literature Review 

2.1 Advertising Expenditure 

Advertising activities, a sustained firm-consumer dialogue, greatly influence corporate 
market and financial performance. The advertising expenditure-corporate performance 
relationship is a long-studied marketing topic. Through PC and sports-goods industry 
research, Joshi & Hanssens identified a long-term positive link between advertising 
expenditure and market capitalization, suggesting advertising boosts market expecta-
tions of future profitability. [1] 

2.2 Financing Constraints 

When firms face large “financing gaps” and “financing barriers”, their cash-flow pres-
sure intensifies, hindering normal operations and investment, and thus reducing corpo-
rate performance. Priya Pragati analyzed enterprise-level data from 73 developing 
countries, revealed that factors such as corruption and financing constraints can nega-
tively impact several critical aspects of firms, including growth and productivity.[2] In 
this regard, a more comprehensive understanding of financing constraints can help 
firms improve their market performance. In their study of financial innovation and mar-
ket development, Li Ke and Xu Longbing found that easing financing constraints sig-
nificantly positively affects operating performance.[3] Jabbouri analyzed from another 
perspective and proposed that well-managed firms may use high financing constraints 
as a motive to improve management strategies, reducing dependence on external 
funds.[4] Though financing constraints carry related risks, this strategy can also en-
hance financial performance. 

2.3 The Interaction between Advertising Expenditure and Financing 
Constraints on Corporate Performance 

Advertising, as a key means for firms to disclose information, can attract more investor 
attention, reduce information asymmetry, and thus lower debt-financing costs. Since 
financing constraints often arise from insufficient and incomplete corporate infor-
mation disclosure, firms can alleviate the impact of financial constraints and enhance 
performance by reducing information asymmetry and agency costs. Unlike the conclu-
sion that financially distressed companies may use aggressive pricing strategies to gen-
erate cash flow, thereby limiting their marketing investments, Taherdangkoo discov-
ered that in industries with high environmental reputations, firms under financing con-
straints still prioritize advertising to maintain their environmental image and market 
share.[5] From the above researches, we can initially see the close relationship between 
advertising expenditure and financial constraints. However, existing researches often 
discuss advertising expenditure and financial constraints separately, ignoring their sig-
nificant interplay. 
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2.4 The Interaction between Advertising Expenditure and Financing 
Constraints on Corporate Performance Varies under Different 
Industry Competition Intensities 

Ma Yanyang found that the relation between advertising expenditure and corporate 
economic performance varies across industries.[6] For instance, in the pharmaceutical 
manufacturing industry, a significant positive correlation exists, while in the chemical 
products manufacturing sector, the correlation is less pronounced. To elaborate, the 
higher the level of competition within an industry, the more pronounced the positive 
impact of advertising expenditure on firm performance becomes. Additionally, its role 
in long-term market value growth becomes more crucial. Meanwhile, Yang Yanlin dis-
covered through real estate industry research that greater advertising intensity lowers 
market concentration, making the market more competitive.[7] So, advertising can also 
react on industry competition structures. 

Unlike previous studies, this paper makes several key contributions as follows: 
(1)Most existing domestic and international researches have only examined the im-

pact of advertising expenditure or financial constraints on firm performance unilater-
ally. Starting from the intrinsic link between advertising expenditure and financial con-
straints, this paper explores how advertising expenditure intensity and financial con-
straints affect firm performance. And further examines the effect of their interaction on 
firm performance. This helps reveal the internal relationships and mechanisms among 
variables, providing certain references for corporate business activities and market 
competition behaviors. 

(2)Existing research in this field mainly focuses on internal corporate attributes like 
firm size and debt-to-asset ratio. While this paper draws on previous scholars’ practices 
in indicator selection, it also considers the external environment, especially industry 
competition intensity, which other studies have overlooked. Given that industries can 
be categorized into high- and low- competition groups, this study delves into how the 
interaction of advertising expenditure and financial constraints influences firm perfor-
mance across these groups. This expands our understanding of how external environ-
ments affect corporate marketing activities and offers firms essential references for 
strategy-making. 

3 Theoretical Analysis and Research Hypotheses 

In the dynamic landscape of modern business, where competition is intensifying and 
consumer needs are becoming increasingly diverse and complex, the role of advertising 
in corporate strategy has gained prominence. Early scholarly research posited that ad-
vertising serves as a powerful tool for product differentiation, creating barriers to entry 
within an industry, and ultimately enhancing firm performance. Pitelis provided valua-
ble insights by asserting that advertising boosts corporate profits through increased 
product differentiation and enhanced market power.[8] Substantial empirical evidence 
has demonstrated that advertising can generate long-term financial benefits by improv-
ing market awareness, refining product - quality perception, and strengthening brand 
image. To encapsulate, advertising influences corporate performance through three 
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primary pathways: ① establishing industry barriers; ② engaging in product differen-
tiation competition;③ boosting brand awareness. Building on this theoretical founda-
tion, this paper formulates the following hypothesis: 

H1. Advertising expenditure exerts a marked beneficial influence on corporate 
performance. 

However, the influence of advertising expenditure isn’t standalone; it’s subject to 
the impact of various factors, with financing constraints being a key one. Financing 
constraints not only restrict the accessibility of corporate funds but may also modify 
corporate decisions regarding advertising investment and the anticipated results. To be 
more specific, alleviating financing constraints can provide companies with additional 
fundraising channels, relieve cash flow pressure, and significantly enhance their oper-
ating performance. Accordingly, this paper proposes the following hypothesis: 

H2. Financing constraints have a significant negative impact on corporate per-
formance. 

Moreover, high financing constraints can restrict corporate advertising investment, 
while advertising, in turn, can somewhat alleviate such constraints. As a non-price com-
petition tool for corporate information disclosure, advertising reduces information 
asymmetry between companies and consumers. Given that financing constraints largely 
stem from information asymmetry between companies and external stakeholders, in-
cluding investors and creditors, the interaction between advertising expenditure and 
financing constraints and its underlying mechanism on corporate performance warrant 
further investigation. Drawing on prior research, this paper proposes the following hy-
pothesis: 

H3. The interaction between advertising expenditure and financial constraints ex-
erts a markedly detrimental influence on corporate performance. 

Prior studies have predominantly concentrated on the internal aspects of firms, ana-
lyzing how advertising intensity and financial constraints shape performance. However, 
the external environment, which is equally critical, has not garnered sufficient attention. 
Industries differ in firm density and product traits, resulting in varying levels of com-
petition. The hypotheses are as follows: 

H4. The interaction effect of advertising expenditure and financial constraints on 
corporate performance varies across different industry competition intensities. This in-
cludes the following specific hypotheses: 

H4a: In High_Competition industry, the interaction between advertising expendi-
ture and financial constraints has a significantly negative impact on firm perfor-
mance; that is, when firms are subject to greater financial constraints, increasing 
advertising expenditure will negatively affect firm performance. 

H4b: In Low_Competition industries, the interaction between advertising expendi-
ture and financial constraints has a significantly positive impact on firm perfor-
mance; that is, even if firms are subject to greater financial constraints, increasing 
advertising expenditure can still enhance firm performance. 
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4 Method 

4.1 Sample Source and Data Processing 

This study concentrates on Chinese A-share listed firms between 2010 and 2020. The 
data originates from the Tai’an and Wind databases. To ensure the validity and relia-
bility of the data for empirical analysis, we employed STATA18.0 and Excel for rigor-
ous data processing. Here are the detailed steps we followed: (1) excluding ST, *ST 
firms and financial insurance enterprises; (2) deleting samples with missing values; (3) 
applying a 1% Winsorize to continuous variables to eliminate outliers. After the afore-
mentioned data preprocessing steps, the final dataset comprises 10,357 observations. 

4.2 Variable Measurements 

4.2.1 Explained Variable.  
The key explanatory variable in this study is corporate performance, and the accu-

racy of its measurement is crucial for the validity and reliability of our research find-
ings. Drawing on the methodologies employed in prior literature, scholars such as Li 
Ke and Xu Longbing and Chaabouni et al. have utilized ROE as a key performance 
indicator in their respective studies.[3,9] ROE, which stands for Return on Equity, is a 
widely adopted financial metric that reflects the return generated on shareholders’ eq-
uity. It serves as a direct indicator of how effectively a company utilizes its equity to 
generate profits. This measure not only captures the financial performance aspect but 
also provides insights into the firm’s profitability and internal resource-utilization effi-
ciency. Therefore, employing ROE as a proxy for corporate performance is both rea-
sonable and accurate. 

ROEit = 2 × Net_Profitit/(NA_Beginit + NA_Endit) (1) 

Where i represents firm i, and t represents the year t. Net_Profitit represents the net 
profit for the year; NA_Beginit and NA_Beginit represent the net assets at the beginning 
and end of the year, respectively. 

4.2.2 Explanatory Variable.  
(1) Advertising expenditure intensity (Adv): Advertising expenditure serves as a 

key strategic tool for firms to enhance market visibility and boost sales. However, the 
scale of advertising expenditure can be significantly influenced by firm size. Large-
scale enterprises usually have more financial resources and may allocate higher abso-
lute amounts to advertising. But simply comparing absolute advertising expenditures 
across firms of different sizes may not accurately reflect the intensity of advertising 
efforts. Therefore, to better capture the relative advertising input and its strategic em-
phasis, this study uses advertising expenditure divided by main business revenue to 
reflect advertising expenditure intensity. This approach aligns with the methodology 
proposed by numerous scholars. It provides a more comparable metric across different-
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sized firms in the analysis of the relationship between advertising and corporate perfor-
mance. 

Advi,t = Ad_Costi,t/Incomei,t (2) 

Where Ad_Costi,tand Incomei,trepresent advertising expenditure of firm i and main 
business revenue in year t, respectively. 

(2) Financing constraints (WW): Adequate financing is crucial for firms to imple-
ment their strategic plans, including advertising strategies. White and Wu introduced 
the coefficient matrix for calculating the WW index, which has gained widespread at-
tention and application in the academic community.[10] Hussain & Akbar highlighted 
that this index covers a firm’s internal and external financial factors, making it compre-
hensive in measuring financing constraints.[11] Given its comprehensiveness and ro-
bustness, and its proven applicability in studies on Chinese A - share listed companies, 
this paper adopts the WW index to measure financing constraints. The WW index is 
calculated using the method proposed by White and Wu.[10]  

WW = −0.091 × CF − 0.062 × DUMdiv + 0.021 × Lev − 0.044 × Size + 0.102 ×
Salein − 0.035 × Sale  (3) 

Where CF represents the net cash flow from operating activities divided by the total 
assets at the beginning of the period; DUMdiv is a dummy variable for whether the 
company pays cash dividends; Salein stands for the median sales revenue growth rate 
of the industry in which the company is located, and Salerepresents the company’s own 
sales revenue growth rate. 

(3) Industry competition intensity variable (HHI): In the field of industrial organ-
ization and corporate strategy research, accurately measuring industry competition in-
tensity is vital for understanding market structures and firm behaviors. The Herfindahl-
Hirschman Index (HHI), proposed by many scholars, and has been widely adopted to 
gauge industry competition intensity. This study also employs the HHI as a key meas-
ure of industry competition intensity. The HHI is calculated based on the market shares 
of all firms within an industry. A lower HHI indicates a more fragmented market with 
a larger number of competitors, signifying more intense industry competition. Con-
versely, a higher HHI suggests a more concentrated market where a few firms domi-
nate, implying less intense competition.  

In this study, to better analyze the impact of industry competition intensity on the 
relationship between advertising expenditure, financing constraints, and corporate per-
formance, we categorize samples based on the HHI. Specifically, samples with an HHI 
above the annual average are classified as low - competition - intensity samples 
(Low_Competition), while those below the average are classified as high - competition 
- intensity samples (High_Competition). 

HHIi,t = ∑ �Salei,t/∑ Salei,tN
i=1 �2N

i=1  (4) 

Where HHIi,t represents the level of competitive pressure faced by firm i in industry 
during year t, and Salei,t represents firm i’s sales in year t. 
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4.2.3 Control Variables.  
Based on prior studies, this paper incorporates several control variables to ensure the 

robustness and accuracy of the empirical analysis. The natural logarithm of total assets 
(Size) is included to reflect firm size, as larger firms may have inherent advantages in 
advertising and financing due to their scale and brand influence. Firm size can affect 
market power, operational efficiency, and resource access. The debt-to-asset ratio (Lev) 
is used to represent the capital structure, which shows how a company finances its op-
erations and growth through debt and equity. A higher debt-to-asset ratio may indicate 
greater financial risk, influencing financing constraints and investment decisions, in-
cluding advertising expenditure. The natural logarithm of the company’s listing period 
(Age) is used to capture firm age, as older firms may have established brand loyalty 
and more stable customer relationships, which could moderate the effects of advertising 
expenditure on corporate performance. Tobin’s Q, calculated as the ratio of a firm’s 
market value to the replacement cost of its assets, is included to control for firm growth 
opportunities, as it can influence financing constraints and investment decisions. Indus-
try fixed effects (Ind) and year fixed effects (Year) are also incorporated to address 
industry-specific factors and time-related variations. All variable definitions are pro-
vided in Table 1.  

Based on commonly used measurement methods in historical literature and the use 
of Winsorize method to exclude industries that are insensitive to advertising, it can be 
considered that the selected variables have universal robustness in different industries. 

Table 1. Variable Definition 

Variable Type Variable Method of Calculation 
Explained Varia-
ble 

ROE Net profit for the year × 2/(The sum of net assets at the year-start 
and year-end) 

 Adv Advertising expenditure/main business income 
Explanatory Var- WW Refer to the calculation method provided by White and Wu.[10] 
iable HHI Sum of squared market shares of all companies in the industry 
 Size Natural logarithm of total assets 
 Age The natural logarithm of the company’s listing period 
Control Variable 
 

Growth Tobin’ Q = Market value of enterprise/replacement cost of enter-
prise assets 

Lev Total liabilities / Total assets 
S1 Largest shareholder’s shareholding ratio in total share capital 
Year Controls for annual factor impacts 
Ind Controls for industry factor impacts 

4.3 Model 

Based on this paper’s analysis and hypotheses, the following models are established to 
comprehensively examine the relationships among advertising expenditure, financing 
constraints, and corporate financial performance. Models 1 and Models 2 are designed 
to examine the individual impacts of advertising expenditure and financial constraints 
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on corporate financial performance, respectively. Models 3 and Models 4, building on 
this foundation, incorporate the interaction term between advertising expenditure and 
financing constraints. 

Model 1 specifically aims to assess the impact of advertising expenditure on corpo-
rate performance as proposed in H1, providing a direct test of whether advertising ex-
penditure serves as a driver of corporate financial success. 

ROEi,t = β0 + β1Advi,t + β2Sizei,t + β3Levi,t + β4Agei,t + β5Growthi,t + Indi +
Yeart + εit  (5) 

In Model 1, if the coefficient β1 of Advi,t is significantly greater than zero, it indi-
cates that advertising expenditure has a positively effect on corporate performance. 

Model 2 is designed to investigate the impact of financing constraints on corporate 
performance, examining whether financing constraints exert a significant negative ef-
fect on corporate performance, thereby testing H2. 

ROEi,t = β0 + β1WWi,t + β2Sizei,t + β3Levi,t + β4Agei,t + β5Growthi,t + Indi +
Yeart + εit  (6) 

In Model 2, if the coefficient β1of WWi,t is significantly less than zero, It suggests 
that financial constraints exert a detrimental impact on corporate financial performance. 

Model 3 is the primary model of this study. Building upon Models 1 and 2, Model 
3 incorporates the interaction term between advertising expenditure and financing con-
straints. This interaction term can captures how these two factors jointly influence cor-
porate performance, thereby testing H3, which examines whether the effect of adver-
tising expenditure on performance is moderated by the level of financial constraints. 

ROEi,t = β0 + β1Advi,t + β2WWi,t + β3Advi,t × WWi,t + β4Sizei,t + β5Levi,t +
β6Agei,t + β7Growthi,t + Indi + Yeart + εit (7) 

In Model 3, if the coefficient β3 is significantly less than zero, it suggests that high 
financial constraints significantly enhance the negative impact of advertising expendi-
ture on corporate performance. 

For H4, which examines the interactive effect of advertising expenditure and finan-
cial constraints on corporate performance under different industry competition intensi-
ties, Model 4 continues the framework of Model 3. This model involves splitting the 
full sample into two subsamples based on the HHI index: one with high competition 
intensity and another with low competition intensity. By doing so, we can analyze how 
the interaction between advertising expenditure and financial constraints affects corpo-
rate performance in different competitive environments. The analysis of these subsam-
ples using Model 4 helps to explore whether the moderating role of financing con-
straints on the advertising expenditure - performance relationship varies with industry 
competition intensity, as suggested in H4a and H4b. 

ROEi,t = β0 + β1Advi,t + β2WWi,t + β3Advi,t × WWi,t + β4Sizei,t + β5Levi,t +
β6Agei,t + β7Growthi,t + Indi + Yeart + εit (8) 
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In Model 4, if the coefficient β3 is significantly less than zero after substituting the 
high industry competition sample, it suggests that in high competition industries, the 
negative effect of advertising expenditure on corporate performance is significantly 
strengthened when firms encounter high financial constraints. Conversely, if the inter-
action term coefficient β3 of Advi,tand WWi,tis significantly greater than zero for the 
low industry competition intensity sample group, it highlights that in such industries, 
companies experiencing elevated financing constraints notice a more significant posi-
tive effect of advertising expenditure on their business performance. 

5 Analysis 

5.1 Descriptive Analysis 

Table 2 presents the descriptive statistics for the key variables under investigation. The 
mean advertising expenditure intensity stands at 0.015, accompanied by a standard de-
viation of 0.044. This substantial standard deviation indicates that there is significant 
variation in the amount of resources companies allocate to advertising activities. When 
examining industry competition intensity, companies operating in highly competitive 
industries exhibit a higher average advertising expenditure intensity of 0.017, compared 
to 0.01 for those in less competitive industries. This disparity suggests that firms in 
more competitive environments tend to ramp up advertising spending as a strategic 
move to enhance their competitiveness and capture a larger market share. 

Within the High_Competition group, the average financing constraints amount to -
1.026, whereas in the Low_Competition group, it is -1.031, revealing a minimal dis-
crepancy.Such a finding is somewhat unexpected, as one might anticipate that financing 
constraints would differ more markedly between industries with varying levels of com-
petition. However, the data suggests that, on average, financing constraints are quite 
similar across these different settings, indicating that firms in both highly and less com-
petitive industries face comparable challenges in terms of accessing financial resources. 

Looking at firm size and age, the average firm size is 22.42 in the High_Competition 
group and 22.46 in the Low_Competition group. Similarly, the average listing period 
is 2.433 in the High_Competition group and 2.345 in the Low_Competition group. 
These minor differences indicate that there is a relatively even distribution of firm size 
and age across industries with different competition intensities. This balanced distribu-
tion is advantageous as it helps to mitigate the potential confounding effects of firm 
size and age on performance in subsequent analyses. By controlling for these variables, 
we can more accurately assess the impact of advertising expenditure and financing con-
straints on corporate performance.  

The rigor of these results will be further explored in subsequent analyses. 
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Table 2. Descriptive Statistical Analysis of Variables 

 High_Co

(N=7273) 

mpetition Low_Competition 

(N=3084) 

Full_sample 

(N=10357) 

Mean S.D. Min Max Mean S.D. Min Max Mean S.D. Min Max 

ROE 0.043 0.354 -14.19 1.839 0.043 0.392 -14.19 0.736 0.045 0.245 -5.566 1.839 

Adv 0.015 0.044 2.643e- 0.844 0.017 0.048 2.643e- 0.669 0.011 0.029 4.302e- 0.844 

08 08 08 

WW -1.028 0.200 -16.06 -0.693 -1.026 0.141 -9.884 -0.790 -1.031 0.296 -16.06 -0.693 

HHI 0.109 0.117 0.015 1.00 0.057 0.024 0.015 0.108 0.231 0.154 0.109 1.00 

Size(ln) 22.43 1.279 17.64 28.41 22.42 1.223 18.70 28.25 22.46 1.403 17.64 28.41 

Age(ln) 2.407 0.637 0.693 3.401 2.433 0.627 0.693 3.401 2.345 0.656 0.693 3.332 

Growth 2.050 2.143 0.674 4.436 2.026 1.415 0.701 4.436 2.105 3.271 0.674 3.978 

LEV 0.472 0.202 0.007 0.997 0.472 0.204 0.024 0.997 0.472 0.198 0.007 0.994 

S1 34.12 14.88 2.197 89.41 33.52 14.82 2.197 89.41 35.54 14.93 3.390 84.71 

5.2 Correlation Analysis 

As shown in Table 3, the relationship between Adv and ROE exhibits a correlation 
coefficient of 0.020, which is statistically significant at the 5% level. This positive cor-
relation implies that advertising expenditure tends to have a favorable influence on cor-
porate performance. Companies that invest more in advertising relative to their main 
business revenue are likely to achieve better financial outcomes, as measured by return 
on equity (ROE). This finding offers preliminary backing for H1, suggesting that ad-
vertising efforts can be a driver of corporate success. 

Moreover, there is a correlation coefficient of -0.059 between WW (financing con-
straints) and ROE, which is statistically significant at the 1% level. This negative cor-
relation indicates that higher financing constraints are associated with lower ROE. In 
other words, companies experiencing greater difficulty in accessing financing tend to 
have worse financial performance. This provides initial evidence in support of H2, 
highlighting the potentially substantial adverse effect of financing constraints on cor-
porate performance. 

Additionally, the correlation coefficient between HHI and Adv is -0.077, which is 
significant at the 1% level. This notable inverse association suggests that as industry 
competition intensity increases, advertising expenditure intensity tends to decrease. 
This could be due to several factors. In highly competitive markets, companies may 
face intensified cost pressures, making it difficult to allocate substantial resources to 
advertising. Alternatively, the marginal benefits of advertising might be reduced in such 
contexts, as consumers are exposed to a multitude of competing advertisements, poten-
tially diminishing the effectiveness of any single company’s advertising efforts. 

Regarding the control variables’ correlation with ROE, except for Growth, which is 
significant at the 10% level, all other control variables show a significant correlation 
with corporate performance at the 1% level. This underscores the importance of con-
trolling for these variables in the regression analysis. Factors such as firm size, capital 
structure, and firm age can independently influence corporate performance. By 
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accounting for their effects, the analysis can more accurately isolate the impact of ad-
vertising expenditure and financing constraints on ROE. This comprehensive approach 
helps to ensure that the results are robust and not confounded by other relevant factors. 

Table 3. Pearson Correlation Coefficients and Significance of Variables 

 ROE Adv WW HHI Size(ln) Age(ln) Growth S1 LEV 

ROE 1         

0.020** 

Adv 
(0.0423) 

1        

-0.059*** 0.008 

WW 
(0.000) (0.418) 

1       

0.0104*** -0.077*** 0.006*** 

HHI 
(0.291) (0.000) (0.035) 

1      

0.048*** -0.042*** -0.335*** -0.009*** 

Size(ln) 
(0.000) (0.000) (0.000) (0.150) 

1     

0.0296*** 0.044*** -0.099*** -0.030*** 0.368*** 

Age(ln) 
(0.002) (0.000) (0.000) (0.002) (0.000) 

1    

0.0233** 0.069*** 0.102*** 0.026*** -0.321*** -0.060*** 

Growth 
(0.017) (0.000) (0.000) (0.007) (0.000) (0.000) 

1   

0.072*** 0.020** -0.083*** 0.039*** 0.208*** -0.035*** -0.061*** 

S1 
(0.000) (0.040) (0.000) (0.000) (0.000) (0.000) (0.000) 

1  

-0.143*** -0.147*** -0.1177*** -0.016*** 0.497*** 0.334*** -0.202*** 0.093*** 

LEV 
(0.000) (0.000) (0.000) (0.087) (0.000) (0.000) (0.000) (0.000) 

1 

Note(s): P statistics in parentheses; *p < 0.1; **p < 0.05, ***p < 0.01. (2-tailed) 

5.3 Regression Analysis 

The Fixed Effects Model is a widely used methodology in the analysis of panel data, 
especially in research that incorporates industry and time fixed effects, as is the case in 
this study. This model effectively mitigates the influence of industry and time hetero-
geneity, thereby enabling a more precise assessment of how advertising expenditure 
and financing constraints affect firm performance. Considering the panel data structure 
typical of this research, we construct a Fixed Effects Model and utilize the Ordinary 
Least Squares (OLS) method for parameter estimation. This method enables us to ex-
amine the influence of explanatory variables on the dependent variable while account-
ing for individual fixed effects. 

Descriptive and correlation analyses show that firms’ operating and financial char-
acteristics vary significantly with industry competition intensity. This raises the ques-
tion: Does the moderating role of financing constraints in the relationship between ad-
vertising expenditure and corporate performance differ across industries with varying 
levels of competition intensity? 

To explore this, besides regressing on the whole sample, this paper separately re-
gresses on high- and low- competition intensity industry samples. The detailed regres-
sion results are presented in Table 4. 
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Table 4. Regression Test Results 

 Explained Variable:ROE 
 Model 1 

Full Sample 
Model2 
Full Sample 

Model 3 
Full Sample 

Model 3 
High_Compe-
tition 

Model 3 
Low_Com-
petition 

0.0037***  0.0010** 0.0031*** 0.0086*** 

(5.41) (16.53) (13.62) (6.68) 
 -0.0038*** -0.0036*** -0.0077*** -0.0035*** 

WW 
(-6.23) (-4.62) (-9.46) (-2.75) 

  -0.0027 -0.0052*** 0.0021*** 

Adv×WW 
(-0.46) (-6.94) (8.58) 

0.0166*** 0.0152*** 0.0152*** 0.0143*** 0.0137*** 

Size(ln) 
(18.94) (17.53) (17.57) (13.28) (8.60) 
0.0039*** 0.0041*** 0.0039*** 0.0049*** 0.0034* 

Age(ln) 
(5.27) (5.49) (5.26) (5.58) (2.57) 
-0.0198*** -0.0200*** -0.0196*** -0.0181*** -0.0192*** 

(-25.56) (-25.74) (-5.36) (-9.67) (-13.93) 
0.0043*** 0.0043*** 0.0043*** 0.0034*** 0.0042*** 

(6.89) (6.91) (6.80) (4.72) (3.67) 
0.0081*** 0.0082*** 0.0081*** 0.0115*** 0.0074*** 

(12.54) (12.66) (12.49) (13.25) (6.77) 
0.0512*** 0.0512*** 0.0512*** 0.0522*** 0.0491*** 

(82.97) (86.04) (8.53) (5.52) (8.80) 
Year fixed effects YES YES YES YES YES 
Industry fixed effects YES YES YES YES YES 
N 10357 10357 10357 7273 3084 
R-sq 0.312 0.313 0.315 0.354  0.306 
F 51.85 52.02 51.33 79.07  16.53 

Note: 1.* * *, * *, * represent significance levels of 1%, 5%, and 10%, respectively. 2. The t value of the coef-
ficient is in parentheses.  

The results in Table 4 show that in the regression on the full sample, the coefficient 
of Advertising Expenditure (Adv) is 0.0037. Within the High_Competition and 
Low_Competition subsamples, the coefficients are 0.0031 and 0.0086 respectively. All 
these coefficients are statistically significant at the 1% level, indicating that advertising 
expenditure has a robust positive influence on corporate performance (ROE). This find-
ing is consistent with our hypothesis that the primary motivation behind corporate ad-
vertising expenditure is to leverage the ability of advertising to expand corporate visi-
bility, enhance market position, and improve profitability, and ultimately boosting cor-
porate performance. 

Next, we examine the results of Financing Constraints in the regression analysis. In 
the full-sample regression, its coefficient is -0.0038. The negative coefficient indicates 
that financing constraints have a weakening effect on corporate performance. That is, 
the higher the level of financing constraints a firm faces, the lower its corporate perfor-
mance will be. When considering the High_Competition and Low_Competition 
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subsamples, we find that the coefficients for WW are 0.0031 and 0.0086, respectively. 
This intuitively demonstrates the negative impact of financing constraints on corporate 
performance, regardless of the level of industry competition. On the one hand, this find-
ing indicates that financing constraints have a consistent and detrimental effect on 
firms. On the other hand, it also lays the groundwork for subsequent analyses of inter-
action effects by controlling the direction of the WW variable, thus facilitating the der-
ivation of our research conclusions.  

Thus, the regression results provide strong support for H1 and H2, confirming the 
positive role of advertising expenditure and the negative impact of financing constraints 
on corporate performance. 

In the regression analysis of the entire sample, the interaction term (Adv×WW) dis-
plays a coefficient of -0.0027, with a t-value of -0.46, and it is not statistically signifi-
cant. This means that, within the scope of the full sample, the interaction between ad-
vertising expenditure and financing constraints does not significantly affect corporate 
performance. In other words, when industry competition intensity differences are not 
considered, financing constraints do not significantly moderate the relationship be-
tween advertising expenditure and corporate performance. Therefore, the regression 
results do not support Hypothesis H3. 

For H4, in the High_Competition subsample, the interaction term (Adv×WW) has a 
coefficient of -0.0052, significant at the 1% level. This indicates that in highly compet-
itive industries, increased financial constraints can weaken the positive effect of adver-
tising expenditure on corporate performance. Specifically, the coefficient of Adv in this 
subsample is 0.0031, suggesting that while advertising expenditure does have a positive 
effect on firm performance, this positive effect may not be sufficient to offset the neg-
ative impact introduced by the interaction term. In industries with high competition, 
companies face high financing constraints, limited funds, reduced risk tolerance, and 
more cautious advertising investment. Easy to miss opportunities for innovation and 
high potential advertising, limiting the improvement of brand image and market influ-
ence. Consequently, advertising expenditure may become a “resource trap” for enter-
prises. When financing constraints are high, further increases in advertising input could 
lead to resource waste and potentially negatively affect corporate performance. This 
conclusion provides support for H4a.  

In the Low_Competition subsample, the interaction term is associated with a coeffi-
cient of 0.0021 and a t-value of 8.58, both significant at the 1% level. This indicates 
that in a low-competitive environment, the interaction between advertising expenditure 
and financial constraints still exerts a positive influence on firm performance. Given 
that this interaction effect is superimposed on the positive effect of Adv, the enhance-
ment of firm performance due to advertising expenditure is even more pronounced, 
acting as a “magnifier”. Analyzing the underlying reasons, we find that when all firms 
within the same industry face high levels of financing constraints, the average adver-
tising budget across the industry tends to decrease. Consequently, the density of adver-
tising in the market drops significantly. In this scenario, advertisements placed in the 
market are less likely to be overshadowed by competitors’ advertisements. More spe-
cifically, in industries with low competition, corporate advertising investment can bet-
ter strengthen the brand, consolidate monopolies, bring stable income and profits 
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through brand influence, give it financing advantages, and reduce financing constraints. 
If our firm continues to actively allocate advertising budgets during such times, the 
visibility and marginal benefits of its advertisements in the market are much higher than 
those during periods of low financing constraints. 

This finding supports Hypothesis H4b and highlights that in less competitive envi-
ronments, firms can still leverage advertising to enhance their performance despite fi-
nancial limitations. 

5.4 Robustness Test 

Robustness examinations are conducted in three main aspects in this study: replacing 
indicators, altering data processing methods and incorporating lagged effects. (1) Re-
placing indicators: this study employs return on assets (ROA) as a replacement for re-
turn on equity (ROE) to measure corporate performance in the robustness test. (2) In 
terms of data processing, this paper first constructs the interaction term and then stand-
ardizes it. During the robustness test, after mean-centering the advertising expenditure 
intensity and financing constraint variables, the product term is constructed. (3) Con-
sidering that the effects of advertising may manifest in subsequent periods, we intro-
duce lagged effects by lagging ROE (the proxy for corporate performance) by one, two, 
and three periods following advertising expenditure. Subsequently, we employ a Dy-
namic Panel Data Model to conduct the estimation. 

The detailed results of the robustness tests are presented in Table 5. 

Table 5. Robustness Tests 

 Explained Variable:ROE 
Dynamic Panel Data Model (Full Sample) 

Explained Variable:ROA 
Model 3 

 High_HHI Low_HHI Ｔ＋１ Ｔ＋２ Ｔ＋３ 

0.0028*** 0.0089*** 0.0009** 0.0007*** 0.0005*** 

Adv 
(11.48) (7.78) (12.43) (11.62) (8.65) 
-0.0067*** -0.0055*** - -0.0059*** -0.0043*** 

WW (-10.46) (-4.75) 0.0046*** 

 

(-6.43) (-4.15) 

-0.0047*** 0.0031*** -0.0023 -0.0062*** 0.0071*** 

Adv×WW 
(-7.43) (9.52) (-0.57) (-7.04) (9.38) 

*** *** *** *** *** 0.0153 0.0149 0.0149 0.0183 0.0147
Size(ln) 

(11.38) (6.62) (14.87) (12.68) (9.63) 
0.0052*** 0.0023** 0.0048*** 0.0039*** 0.0031* 

Age(ln) 
(6.78) (3.54) (5.47) (6.82) (1.47) 
-0.0181*** -0.0192 - -0.0153*** -0.0182*** 

LEV (-11.72) (-1.33) 0.0263*** 

(-6.76) 

(-10.47) (-12.53) 

0.0031*** 0.0045*** 0.0072*** 0.0064*** 0.0049*** 

S1 
(6.22) (5.67) (6.83) (5.75) (4.20) 

Growth 0.0105*** 0.0084*** 0.0084*** 0.0105*** 0.0091*** 
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Intercept 

(10.55) 

0.0532*** 

(6.44) 

(7.27) 

0.0452*** 

(9.80) 

(11.89) 

0.0482*** 

(9.33) 

(12.35) 
0.0442*** 

(6.27) 

(5.90) 
0.0559*** 

(9.23) 
Year fixed effects YES YES YES YES YES 
Industry fixed effects YES YES YES YES YES 
N 7273 3084 9714 8630 7328 
R-sq 0.414  0.325 0.336 0.327  0.308 
F 80.17  18.43 61.34 74.02  18.13 

Note: 1.* * *, * *, * represent significance levels of 1%, 5%, and 10%, respectively. 2. The t value of the coef-
ficient is in parentheses.  

From Table 5, we can see slight differences in coefficient magnitude, but these de-
viations can be attributed to the inherent characteristics of each robustness testing 
method. Replacing ROE with ROA as the proxy for firm performance shifts the focus 
of the assessment, leading to slight coefficient deviations. Mean-centering variables 
before constructing interaction terms reduces multicollinearity but also alters coeffi-
cient interpretation and model fit effects. This paper also Introduce lag effects via a 
dynamic model to account for multi-period and comprehensive impact on firm perfor-
mance. Meanwhile, the introduced lag term here also serves as an alternative method 
to control endogeneity to a certain extent.  

Despite these methodological differences, the core findings remain consistent, with 
all coefficient signs aligning with those in this study. This consistency across various 
testing methods highlights the reliability and stability of the model and conclusions 
presented in this paper.  

6 Conclusions and Discussion 

6.1 Conclusions and Strategic Implications for Managers 

Overall, this study can be summarized as “two combinations and one classification”. 
The study delves into how advertising expenditure and financial constraints affect cor-
porate performance, especially their interaction under different industry competition 
intensities. This perspective combines the marketing strategy of advertising expendi-
ture with the financial strategy of corporate financing, bridging the marketing and fi-
nancial aspects, filling a research gap and inspiring more integrated empirical analyses. 
The second integration is the combination at the enterprise and industry levels. The 
model incorporates not only the inherent attributes of the enterprise itself but also in-
dustry-level considerations. By integrating macro and micro perspectives, it can not 
only reflect the unique characteristics of each enterprise but also integrate the features 
of the industry in which it is located. “One classification”, refers to the practice of di-
viding the entire sample into two subsamples based on industry competition intensity, 
considering the role of interaction terms. These subsamples are then input into the 
model to analyze the impact of industry heterogeneity on the coefficients. Thus, it can 
be said that this study offers valuable practical insights and is both multifaceted and 
layered in its approach. 
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By analyzing Chinese A-share listed firms from 2010 to 2020, this study reveals 
some significant insights. Advertising expenditure significantly boosts financial perfor-
mance regardless of industry competition intensity. This highlights that firms investing 
in advertising can better attract consumer attention, build brand loyalty, and increase 
market share. Concurrently, financial constraints negatively impact corporate perfor-
mance, which underscores the critical importance of adequate financing for sustainable 
growth and stable business operations. Note that the coefficients of the two factors re-
main positive or negative regardless of whether the sample used is the whole sample or 
a subsample. That is to say, their directions of impact on corporate performance stay 
consistent irrespective of industry competition intensity. These conclusions set the 
stage for subsequent findings, and in turn minimizing potential impacts on the research 
outcomes. 

When examining the interaction between advertising expenditure and financing con-
straints, we find that this interaction varies across industry competition levels. In less 
competitive industries, the coefficients of Adv and the interaction term move in the 
same positive direction, creating a “magnifier” effect. This indicates that even with high 
financing constraints, managers in low competition industries can proactively plan ad-
vertising budgets. For large enterprises, they should follow industry trends and invest 
in advertising accordingly to consolidate their monopoly position. For small businesses, 
while ensuring cash flow security, they need to seize opportunities because this is the 
window for market breakthroughs. Since the density of similar ads is low and compe-
tition is minimal in such markets, the advertising expenditure can more effectively cap-
ture market value, challenge competitors’ market shares, and boost their own market 
competitiveness.  

Conversely, in highly competitive industries, high financing constraints amplify the 
negative impact of advertising expenditure. In this scenario, managers are prone to in-
discriminate advertising expansion. This not only fails to help businesses emerge vic-
torious but also squanders their limited resources. Firms in such markets must manage 
financial resources prudently to ensure advertising investments yield expected returns, 
avoiding the pitfall of turning anticipated performance gains into a “resource trap”.  It 
also indicates that managers in high competition industries often overlook the im-
portance of stable cash flows. Therefore, high financing constraints can also serve as a 
reminder for firms to manage their cash flows more effectively, improving capital effi-
ciency rather than allowing funds to be misallocated. 

The study contributes to understanding the marketing-finance nexus, offering prac-
tical recommendations for businesses. Firms should allocate advertising budgets and 
manage finances based on industry competition to maximize performance. 

6.2 Limitations 

Also, this paper has some limitations. Advertising expenditure is a decision-making 
issue faced by all enterprises around the world, external factors such as government 
policies and digital advertising trends vary across different countries and regions. In 
future research, data from other foreign listed companies can be included to make the 
conclusions more universal. Additionally, this study mainly focuses on the main effects 
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and interaction of advertising expenditure and financial constraints. Future research 
could explore more complex relationships, such as the impact of multiple factors work-
ing together on corporate performance. Moreover, this study uses a static analysis 
method. Future research could employ dynamic analysis to examine the effects of ad-
vertising expenditure and financial constraints on corporate performance over time, re-
vealing their impact mechanisms from a more dynamic perspective. 
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