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Overview

• How heuristics in capital budgets affect lower-level managers’
expenditures?
• Lower-level managers increase advertising expenditures sharply in the last

month before budget deadlines, leading to lower sales and less efficient
advertisement (price of market penetration and price per viewer-hour).

• Lower-level managers reaching a budget constraint early in the fiscal cycle
halt further spending.

• The effects are stronger at firms with more hierarchical layers, more divisions,
and higher subordinates-to-executives ratios.

• Heuristics in capital budgets engender managerial opportunism and
investment inefficiency.
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Contribution

• Contribute to the literature on managerial heuristics in financial
decisions
• Capital budgeting for lower-level managers

• Contribute to the literature on intra-year patterns in corporate
investment
• Advertising expenditure, sales, market penetration, price per viewer-hour

• Contribute to the literature on the practice of budgeting
• Delegating capital budgeting and using simple rules

• Provide granular project-level evidence on managerial budgets
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Strength
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• Important and innovative research question
• Budgeting and variance analysis, resource allocation, capital rationing

• Novel data
• Monthly and product-level data on managerial advertising expenditures

• Comprehensive analysis
• Graphical results
• Regression analyses

• Overall advertising allocation, TV advertising allocation
• Robustness: Fiscal year changes, placebo tests, December effect
• Budget depletion, financial constraint
• Performance: sales, market penetration, price per viewer-hour
• Cross-sectional analyses on monitoring effect

• Very well-written



Incremental contribution
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• Prior evidence on expenditure spikes towards fiscal year end
• Zimmerman (1976 JAR）

• A government-funded laboratory defers expenditures until the end of the
fiscal year due to budget uncertainty.

• Balakrishnan, Soderstrom, and West (2007 JMAR）
• Hospital administrators stockpile pharmaceuticals and other supplies

toward the end of a fiscal year and reduce spending at the start of the
next year: a saving-dissaving model.

• Liebman and Mahoney (2017 AER)
• U.S. federal government agencies rush to spend in the last week of the

year, leading to lower quality year-end information technology projects.

• Underlying reason: “Use-it-or-lose-it” feature of time-limited
budget



Balakrishnan, Soderstrom, and West (2007 JMAR）
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Liebman and Mahoney (2017 AER)
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Incremental contribution
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• Advertising expenditure
• Firms increase advertising in the third month of a fiscal quarter

and in the fourth quarter to beat prior year’s earnings (Cohen,
Mashruwala, and Zach 2010 RAST).

• Soup manufacturers double the frequency and change the mix
of marketing promotions at the fiscal quarter-end to boost
earnings (Chapman and Steenburgh 2011 MS).

• Firms decrease R&D budgets but increase marketing budgets
in response to investor expectations for short-term stock
returns (Chakravarty and Grewal 2011 MS)

• Earnings management or compensation incentives



Theory development
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• Spending spikes towards year-end are due to managerial
opportunism or rational decision-making?

• Rational decision
• Uncertainty (Zimmerman 1976 JAR; Balakrishnan et al. 2007 JMAR）

• Facing economic downturn during the second half of the year, managers
may need to incur extra advertising expense to boost sales.

• Optimal decision based on cost-benefit analysis (Liebman and Mahoney
2017 AER)

• Unspent funding may represent a lost opportunity
• Unspent funding can signal a lack of need to budget-setters, decreasing

funding in future budget cycles (Laffont and Tirole 1986; Lee and Johnson
1998; Jones 2005).



Theory
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• Alternative explanation: inefficient budget-setting process
• Target ratcheting (Indjejikian and Nanda 2002; Indjejikian and
Matějka 2006; Indjejikian et al. 2014)

• Set future target based on past target

• Output-based targets: Motivate managers to withhold efforts to avoid
higher targets in the future

• Input-based targets: Incentivize managers to over-spend to avoid lower
budgets in the future



Institutional background
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• Does the effect of other expenditure budget in government and
non-profit organizations apply to advertising budget in for-profit
firms?

• More discussion about budgeting process of advertising activities
• Top-down or bottom-up?

• Are managers held responsible for advertising budget variance?

• Are major advertising campaigns determined by top managers (CMOs) or
lower-level managers?

• Are advertising contracts signed for multiple years and renewed afterwards?

• Firms sign contracts or make one-time payments towards year end?



Data and sample
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• 347 public firms’ retail stores over 2010-2019
• Monthly sales and advertising activities by products

• Examine specific settings where advertising spending
becomes very important?

• Launch a new product
• Enter into a new region
• Open a new store

• Examine different forms of advertising
• TV, web, radio, print, etc.

• Examine online sales? Subsample analysis based on product
categories?



Data and sample
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Data and sample
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Research Design
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Liebman and Mahoney (2017 AER)
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•Balakrishnan, Soderstrom, and West (2007 JMAR）
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Research Design
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• Controlled for month, fiscal year, firm, product category fixed
effects

• What types of firms/products/managers exhibit more
advertising spikes in the last month?



Empirical results
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Empirical results—Extend sales to future months?
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Empirical results
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Additional comments
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• Investment efficiency
• Overinvestment/underinvestment model (Biddle et al. 2009,

Richardson 2006)

• Year-end spikes create overinvestment/mitigate underinvestment?

• Capital rationing creates underinvestment/mitigate overinvestment?

• Capital rationing and monitoring are substitutes?
• Include them together in one regression



Summary
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• A very interesting and innovative paper!
• New granular project-level evidence on managerial budgets

• Comprehensive analyses

• Highlight the incremental contribution

• Tighten the arguments
• Managerial opportunism vs. rational decision-making

• Target setting vs. budget implementation

• More institutional background on adverting budgeting
process

• Empirical analysis: specific settings, determinants of
spending spikes, long-term effect on sales,



Thank you!
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