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Abstract A firm’s strategic emphasis on value creation versus
appropriation, which is typically reflected in its resource alloca-
tion between R&D and advertising, is a central corporate deci-
sion that significantly influences financial performance.
However, the drivers of such decisions remain underexplored.
This study identifies a significant predictor of strategic empha-
sis, namely, corporate managerial hubris, and reveals some of its
boundary conditions. Leveraging a unique dataset based on text
mining of press releases issued by over 400 firms across 13
years, the authors demonstrate that high corporate managerial
hubris predicts low strategic emphasis on advertising relative to
R&D. However, this effect is mitigated significantly by firm
maturity, corporate governance, and industry-level strategic em-
phasis. The results provide novel insights into the effects of
hubris on firm spending, the situations wherein marketing deci-
sions tend to be subject to managers’ psychological bias, the
means of preventing over- or under-investment in marketing
strategy, and the recruitment and training of managers.
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Two fundamental functions play key roles in determining cor-
porate performance and growth, namely, research and devel-
opment (R&D), which creates new value for consumers, and
advertising, which communicates and helps appropriate the
value created (e.g., Mizik and Jacobson 2003; McAlister
et al. 2007; Krasnikov and Jayachandran 2008; Xiong and
Bharadwaj 2011). The proper allocation of resources to these
functions is essential to firm success (Morgan 2012).
Marketing strategy literature concurs with the crucial impor-
tance of understanding the factors that drive the decisions of
firms to invest in R&D and advertising (e.g., Joseph and
Richardson 2002; Chakravarty and Grewal 2011; Currim
et al. 2012). Moreover, firms often face trade-offs when they
distribute limited budget between advertising and R&D be-
cause they have to decide which area should receive more
investment. Prior studies have reported a significant variation
across firms in terms of their relative emphasis on advertising
versus R&D (i.e., strategic emphasis), which can significantly
influence stock returns and risks (Mizik and Jacobson 2003;
Josephson et al. 2016; Han et al. 2017). However, despite its
value relevance, antecedents to such relative emphasis remain
scarcely studied.

The marketing strategy literature argues that the motiva-
tions of managers/executives (e.g., Currim et al. 2012) and
pressures from shareholders (e.g., Chakravarty and Grewal
2011) can influence marketing spending. In line with these
existing theories, we propose and test a unique factor that
has been ignored by the marketing literature, corporate man-
agerial hubris (i.e., the collective level of managerial hubris in
the firm’s management team), as an antecedent to advertising
and R&D investments and the strategic emphasis between the
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two functions. Corporate managerial hubris can be relevant in
this case because it determines (1) the management team’s
motivations and risk preferences (e.g., Li and Tang 2010)
and (2) their tendencies to respond to or ignore the interests
or preferences of external stakeholders (Donaldson 1999;
Tang et al. 2015b).

Hubris," which refers to the exaggerated belief in one’s
own judgment and ability (Hayward and Hambrick 1997),
prominently exists among corporate executives and managers
(Hiller and Hambrick 2005; Tang et al. 2015a). Hubristic in-
dividuals possess strong self-confidence and pride, perceive
themselves as superior to their peers, and tend to overestimate
their own abilities (Harrison and Shaffer 1994; Hiller and
Hambrick 2005; Hilary and Menzly 2006). Corporate mana-
gerial hubris reflects the overall level of hubris in a firm’s
management team and is, to a large extent, determined by
the mental status of top executives (Yan 2015). Hubristic man-
agers tend to exhibit certain behaviors, such as pursuing dif-
ficult tasks (Griffin and Tversky 1992) and/or engaging in
risky endeavors (Simon and Houghton 2003). Moreover, the
“internal locus of control” engenders the tendency of hubristic
managers to undervalue or even ignore the interests of or
pressures from external stakeholders (Hayward and
Hambrick 1997; Tang et al. 2015b). For these reasons, mana-
gerial hubris has been shown to affect various firm strategies
and outcomes, including mergers and acquisitions (M&As),
product line composition (weight of new product sales relative
to total sales), and corporate social responsibility (e.g., Tang
et al. 2015a; Tang et al. 2015b; Aktas et al. 2016). We extend
this stream of literature by examining the effect of corporate
managerial hubris on marketing investments.

Conventional wisdom has assumed a positive link between
hubris and overinvestments (e.g., Varghese 2009; Laseter
2016). However, is this necessarily true? Does hubris drive
up different types of investments equally? Is the effect of
hubris on firm spending always positive, or is it conditional?
Our study attempts to theorize and empirically answer these
questions. In doing so, this work is among the first to bridge
management research on managerial hubris with marketing
research on firm resource allocation and strategic emphasis
between advertising and R&D. This study also explores the
conditions under which the effects of corporate managerial
hubris are more or less prominent. Determining the boundary

! Scholars have used the terms “hubris” and “overconfidence” interchange-
ably (Hayward et al. 2006; Malmendier and Tate 2008; Li and Tang 2010).
Another related concept is narcissism. Extant research argues that narcissistic
individuals differ from hubristic ones in their strong need for external applause
and affirmation; and hubris is a mental state, whereas narcissism is a type of
personality that remains persistent (Chatterjee and Hambrick 2007; Li and
Tang 2010; Tang et al. 2015b). Hence, measures of narcissism are largely
based on an executive’s prominence or relative compensation (e.g.,
Chatterjee and Hambrick 2007; Kashmiri et al. 2017). We focus only on hubris
in this study to develop theories and measures. Future research can compare
the roles of narcissism vs. hubris in this context.
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conditions can help marketing researchers and practitioners
understand the situations in which a firm’s marketing strategy
is less likely to be subject to the psychological bias of
managers.

We evaluate corporate managerial hubris based on the com-
puterized text mining of firms’ press releases over time, com-
bined with various sources of secondary data to create a
unique dataset. The results corroborate that corporate mana-
gerial hubris predicts a reduced emphasis on advertising rela-
tive to R&D. Moreover, we propose and test a cohesive set of
contingency factors, all of which may decrease the room for
managerial discretion, thereby mitigating the effect of corpo-
rate managerial hubris. We find that hubristic managers are
less likely to underemphasize advertising relative to R&D as
firm maturity, corporate governance, or industry strategic em-
phasis on advertising increases. The findings not only contrib-
ute to the literature but also provide novel managerial insights
into the manner in which marketing budget allocation and firm
strategic emphasis may be biased by the psychological or
mental status of managers, the prevention of over- or under-
investments in marketing, and the recruitment and training of
managers.

In the subsequent sections, we first summarize the related
literature and identify the research gaps. We develop the hy-
potheses based on theories from the marketing, psychology,
management, and finance literature. Subsequently, we discuss
the data and empirical models to test the hypotheses and pres-
ent the results. We conclude with theoretical contributions and
managerial implications.

Relevant literature and research gaps

Table 1 summarizes existing studies on the drivers of R&D
and advertising spending and the strategic emphasis between
them.

Since the focus of our study is to explain the allocation of
marketing investments/resources instead of their outcomes,
Table 1 lists only extant research on R&D spending or inten-
sity, rather than R&D success or output (e.g., patents or inno-
vation levels of new products?). Similarly, we review studies
on advertising spending or intensity, rather than its outcomes
(e.g., consumer awareness or purchases). Based on Table 1,
we can categorize the drivers of marketing investments iden-
tified by prior studies into four groups: firms’ financial well-
being (Baber et al. 1991; Joseph and Richardson 2002;
Chakravarty and Grewal 2011, 2016; Sridhar et al. 2014,
Josephson et al. 2016), corporate financing activities (Kurt

2 For example, some prior studies examined the factors that predict successful
introductions of radical new products, such as the willingness to cannibalize
(e.g., Chandy and Tellis 1998) and CEO narcissism (e.g., Kashmiri et al.
2017).
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Table 1  Literature on the drivers of marketing investments
Study Independent variable(s) Moderator(s) Dependent variable(s) Empirical context
Baber et al. (1991) Difficulty in reporting None R&D spending 438 industrial firms (SIC*
increases in net income 20-39)
Joseph and Richardson  Firm earnings (cash flows) Management Advertising spending 2763 firm-year observations
(2002) ownership by matching Compustat
and Marketbase databases
Chakravarty and Grewal Firm stock returns and Firm size; industry R&D and marketing 309 firms in high-tech
(2011) volatility in previous concentration budgets manufacturing industries
periods (SIC 357, 363, 366,
and 367)
Currim et al. (2012) Equity to bonus compensation None R&D and advertising 842 firms from ExecuComp
ratio for top executives intensity
Kurt and Hulland Initial Public Offerings None Marketing intensity (selling, 1581 IPO firms and 1200
(2013) (IPOs); Seasoned general, and administrative SEO firms from 1970
Equity Offering (SEOs) expenditures minus R&D to 2004
expenditures, divided by
total assets)
Sridhar et al. (2014) Sales; Tobin’s Q None R&D and advertising 903 firms in high-tech

Chakravarty and Grewal Analyst forecasts
(2016)

CEO’s compensation,
output experience,
and throughput

spending industries

Unanticipated changes in 515 firms from SIC
R&D and advertising 3570-3695
budgets

experience; R&D and
marketing intensity

Josephson et al. Firm maturity and slack

(2016) (i.e., level of liquidity
assets)
This study Corporate managerial

hubris

Industry competitiveness

Two environmental factors
(industry strategic
emphasis; competition)
and two organizational
factors (firm maturity and

Advertising spending minus
R&D spending, divided by
total assets (i.e., strategic
emphasis)

Advertising spending minus
R&D spending, divided by
total assets (i.e., strategic
emphasis), and R&D and
advertising intensity

578 publicly listed firms
from 1999 to 2011

469 publicly listed firms
from 1993 to 2007

corporate governance)
that can influence the
tendency and focus of
firm investments

# SIC is standard industrial code

and Hulland 2013), executive compensation (Currim et al.
2012), and firm maturity (Josephson et al. 2016). The majority
of the literature, except Josephson et al. (2016), examined
R&D or advertising spending in isolation of each other and
ignored firms’ relative focus between them. Although these
studies provide valuable insights, they have ignored the po-
tential influence of managers’ psychological bias, such as hu-
bris. Our study fills this important gap in the literature.
Moreover, management literature on the effect of hubris
has not examined how hubris influences R&D and advertising
spending or the strategic emphasis of firms. Although individ-
uals routinely overestimate their abilities (e.g., Harrison and
Shaffer 1994), such hubristic tendency is even more common
among corporate managers and executives (Hiller and
Hambrick 2005; Galasso and Simcoe 2011). According to
upper echelons theory (Hambrick and Mason 1984), the strat-
egy and performance of firms can be influenced by the

psychological or mental status of top management. Based on
this notion, a growing body of recent studies on finance and
management has demonstrated the effects of managerial hu-
bris on the strategic initiatives of firms, including M&As
(Aktas et al. 2016; Yan 2015; Malmendier and Tate 2008;
Chatterjee and Hambrick 2007; Hayward and Hambrick
1997) and corporate social responsibility (Tang et al. 2015b).
However, little is known about the link between hubris and
marketing investments.

Three studies have examined the effect of managerial hu-
bris on R&D output (Simon and Houghton 2003; Li and Tang
2010; Tang et al. 2015a). These studies are fundamentally
different from our study on at least four fronts. First, they do
not directly address how hubris affects R&D input (i.e., R&D
spending). Specifically, Simon and Houghton (2003) conduct-
ed a small-scale field study and linked hubris to two types of
innovation outputs, namely, breakthrough and incremental
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innovations. Similarly, Li and Tang (2010) examined new
product innovativeness, and Tang et al. (2015a) focused on
the number of patents and new product sales as dependent
variables.” While it is meaningful to study the outputs or end
products of firms’ R&D activities, understanding the drivers
of R&D inputs/investments from a resource allocation per-
spective is also crucial. Our study is the first to take this per-
spective, which has been ignored by the literature.

Second, instead of focusing on explaining R&D spending
in isolation, our study examines the effect of corporate mana-
gerial hubris on firms’ strategic emphasis on R&D versus
advertising investments. The concept of firm strategic empha-
sis and its operationalization are deeply rooted in the market-
ing literature and reflect the relative focus of firms on value
appropriation versus value creation (e.g., Mizik and Jacobson
2003; McAlister et al. 2007; Wies and Moorman 2015). None
of the previous studies (including those listed in Table 1 and
Simon and Houghton [2003], Li and Tang [2010], and Tang
et al. [2015a]) has linked hubris with advertising investments
or examined its influence on firm strategic emphasis. In fact,
based on the literature, factors that drive firm strategic empha-
sis have not been explored because most prior studies on stra-
tegic emphasis has focused on its effects on financial returns
and risks instead of its antecedents (Josephson et al. 2016).

Third, all three management studies analyzed data from
one particular industry only*; thus, they cannot speak to the
moderating role of industry conditions. By contrast, we inves-
tigate the contingency effects of hubris on marketing invest-
ments, identify novel moderators previously ignored by the
literature, and demonstrate how the effect of hubris varies
across industry conditions.

Finally, all these studies utilized cross-sectional surveys to
obtain subjective measures of hubris reported by managers
themselves and then linked these measures with R&D out-
comes. The use of self-reported hubris measures in this
context may result in biases that we will discuss in
detail in a subsequent section. Furthermore, by using
cross-sectional data only, these studies ignored changes
in managerial hubris over time, whereas our study ana-
lyzes panel data, thereby capturing the longitudinal dy-
namics in hubris.

3 Tang et al. (2015a) specified a model in which both managerial hubris and
R&D spending influence patents/new product sales, i.e., R&D intensity is
treated as an explanatory variable instead of the dependent variable. Hence,
their model is completely different from ours, which examines the impact of
hubris on R&D spending. Furthermore, Tang et al. (2015a) reported an insig-
nificant model-free correlation between hubris and R&D intensity based on a
sample of Chinese firms, whereas we estimated a panel data model and affirm
a significant effect of hubris on R&D intensity based on publicly listed U.S.
firms.

4 Simon and Houghton (2003) examined small computer companies only,
whereas Li and Tang (2010) and Tang et al. (2015a) studied Chinese firms
in the manufacturing industry.
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Hypothesis development
Corporate managerial hubris and strategic emphasis

The resource allocation pattern of a firm or its relative com-
mitment to R&D versus advertising is a central decision that
determines how a firm competes in the marketplace (Mizik
and Jacobson 2003). Whereas R&D creates value for con-
sumers through the innovation and delivery of new products,
advertising enables firms to appropriate the value created
(because it helps impede competition by raising barriers to
imitation; Ghemawat 1991) and communicate this value to
various stakeholders (e.g., consumers and investors; Xiong
and Bharadwaj 2013). We expect that the relative focus of
firms on advertising over R&D (i.e., strategic emphasis) varies
depending on corporate managerial hubris.

R&D spending is crucial to product improvement or inno-
vation, with the goal of enhancing consumer purchases or
creating entirely new markets. Successful R&D projects can
provide firms with competitive advantages, thereby boosting
margins and firm values (Sorescu and Spanjol 2008).
However, R&D requires a significant amount of resources,
which can place a heavy financial burden on firms (Kor
2006). Moreover, the success of R&D is far from guaranteed,
and the failure rate of new product introductions is disturbing-
ly high (Min et al. 2006; Kashmiri et al. 2017). Even if the new
product eventually becomes successful in the market, the re-
covery of initial R&D spending requires a significant amount
of time (Moorman and Miner 1997), particularly for highly
innovative products, because of slow adoptions stemming
from perceived high risks (Chandy and Tellis 1998; Sorescu
and Spanjol 2008). Competitor imitation also poses a threat to
the market success of R&D as similar or even better products
by competitors can emerge before the original product brings
in sufficient revenues to compensate for the high costs of
development and launch incurred by firms (Bayus et al. 1997).

We expect that corporate managerial hubris is likely to
distort the perceptions of managers on the benefits and costs
of R&D, thereby influencing firm R&D investments. Existing
studies show that hubristic managers tend to overestimate the
resources they have (Malmendier and Tate 2008) and under-
estimate the resources required to implement their strategies
(Tang et al. 2015b), and the uncertainties of the situation (Li
and Tang 2010). They also exhibit strong self-sufficiency and
therefore are likely to believe in their own superior problem-
solving abilities and expect positive outcomes under risky
conditions (Hiller and Hambrick 2005). These characteristics
of hubristic managers make them perceive the situation they
face in a simplified and overly optimistic manner (Claxton
et al. 2015). Consequently, they tend to exhibit increased con-
fidence in the success of R&D investments and the potential
of their innovations to attract customers and overcome the
competition, thereby increasing commitment to R&D. In
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sum, corporate managerial hubris may positively affect R&D
spending.

Compared with R&D, which creates consumer value
through new products or technologies, advertising communi-
cates the value created to external stakeholders and extends
the duration of exploiting the value (Mizik and Jacobson
2003; Xiong and Bharadwaj 2013). While emphasis on
R&D is typically considered a risky and aggressive strategy
for the firm to progress constantly, advertising is often used to
“defend [a firm’s] position in the market against competition
by erecting barriers to imitation” (Mizik and Jacobson 2003,
p. 65). Advertising can enhance consumers’ perceived quality
and reduce their perceived risks, consequently increasing the
likelihood of purchase, decreasing price sensitivity, and im-
proving loyalty (Mela et al. 1997; Mehta et al. 2008).
Therefore, advertising helps improve the performance of a
firm’s existing products.

Hubristic managers tend to be confident that their products
or services are adequately superior to retain existing con-
sumers and attract new ones (Tang et al. 2015b); thus, they
are less inclined to act in defense of their market position or
restrict competitive forces through advertising. Moreover, ad-
vertising appears less challenging compared with R&D be-
cause the former typically does not require firms to develop
new technologies or apply new business methods. According
to Griffin and Tversky (1992), hubristic individuals are prone
to the “difficult effect” (i.e., they prefer difficult tasks over
easy ones). Additionally, literature has demonstrated the en-
trepreneurial qualities of hubristic managers (e.g., Miller et al.
1982; Tang et al. 2015a). Furthermore, hubristic managers pay
less attention to other stakeholders (Hayward and Hambrick
1997) and, thus, may undervalue the importance of commu-
nicating to them via advertising. Taken together, such decision
makers are likely to place less emphasis on advertising relative
to R&D. In summary, we hypothesize the following:

H1: Corporate managerial hubris is negatively associated
with the firm’s relative strategic emphasis on advertis-
ing (versus R&D).

Contingent effects of corporate managerial hubris

The effects of managers’ psychological traits on firm strate-
gies depend on the level of managerial discretion (e.g.,
Crossland and Hambrick 2011). Managerial discretion is the
latitude of actions available to managers in making and
implementing strategic decisions (Hambrick and Finkelstein
1987). The rich stream of literature on managerial discretion
suggests that when managers have more discretion, their psy-
chological traits will be more embedded in firm strategies and
thus will indirectly influence firm performance (e.g.,
Hambrick 2007; Wangrow et al. 2015). Therefore, managerial

discretion can serve as a key boundary condition in determin-
ing the influence of managers’ hubris on firm strategies (Li
and Tang 2010; Tang et al. 2015b). Consequently, we focus on
a cohesive set of contingency factors (organizational and
environmental), all of which affect the room for managerial
discretion and thus moderate the effect of corporate manage-
rial hubris on investment decisions and strategic emphasis.

Organizational factors

Managers’ actions and choices are empowered or constrained
by certain internal factors within an organization (Hambrick
and Finkelstein 1987). Prior management studies suggest that
managerial discretion can be shaped by organizational inertia,
resource availability, and power dynamics among various
stakeholders (e.g., Hambrick and Finkelstein 1987,
Hambrick and Abrahamson 1995; Hambrick et al. 2005;
Wangrow et al. 2015). Accordingly, we identify two major
organizational factors, namely, firm maturity and corporate
governance, which can moderate the hubris effect because
of their influences on managerial discretion.

Firm maturity A key determinant of managerial discretion is
organizational inertia (Hannan and Freeman 1984). In an in-
ertial culture, hubristic managers have limited discretion be-
cause they are constrained by standardized routines, formal-
ized rules, and control systems (Hannan and Freeman 1989;
Kelly and Amburgey 1991). Organizational ecology literature
suggests that a firm’s inertial culture is formed through its life
cycle, that is, a more mature firm (a firm in a later stage of its
life cycle) tends to exhibit greater inertia (Hambrick and
Finkelstein 1987; Anthony and Ramesh 1992). Accordingly,
prior research has pointed to the important role of firm matu-
rity® or life cycle stage in influencing firm strategy (e.g.,
Anthony and Ramesh 1992).

When a firm is in the early stage of its life cycle, managers
are typically empowered with greater discretions in deploying
the resources available to facilitate firm growth (Anthony and
Ramesh 1992; Bulan and Subramanian 2009). As a firm ma-
tures and moves closer to the stagnant state, ensuring the ac-
countability and reliability of what the firm provides con-
sumers becomes important (Vera and Crossan 2004).
Consequently, mature firms attempt to maintain the stability
of organizational structures (Balkin and Montemayor 2000)
and to formalize and standardize processes, thereby limiting
the room for managerial discretion (Hannan and Freeman
1984). Therefore, as a firm matures, high inertia reduces room
for hubristic managers to pursue their own agenda, thereby

5 A firm’s maturity is not solely determined by its age but reflects the extent to
which a firm is growing or being stagnant (Anthony and Ramesh 1992).
Therefore, firm maturity is measured as a composite score of various signals
(including firm age) of firm vitality. A detailed scoring system is described in
the “Data and measures” section.
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impeding their psychological bias from affecting the firm’s
investment strategies. Mature firms also tend to have a wider
and more complicated stakeholder base (Hannan and Freeman
1984), which constrains the discretion of hubristic managers
because they are pressured to coordinate and incorporate di-
verse interests from various stakeholder groups when making
strategic decisions (Hambrick and Finkelstein 1987; Shen and
Cho 2005).

In summary, mature firms tend to exhibit greater organiza-
tional inertia that chiefly determines a firms’ strategic
direction, which in turn constrains the discretionary
choices of hubristic managers (Li and Tang 2010) and
mitigates their preferences for R&D over advertising
when allocating firm resources. Therefore, we hypothe-
size the following:

H2: The negative association between corporate managerial
hubris and strategic emphasis on advertising (versus
R&D) is weakened as a firm matures.

Corporate governance Corporate governance pertains to a
firm’s mechanism for monitoring and restricting managers’
behaviors (Larcker et al. 2007). It reduces room for manage-
rial discretion and impedes managers from pursuing their own
interests at the cost of shareholder interests (Sundaramurthy
1996; Castaner and Kavadis 2013).

Strong corporate governance requires managers to justify
and explain a proposed strategic plan, for which constructive
criticisms are provided (McNulty and Pettigrew 1999). This
process prevents hubristic managers from misinterpreting the
reality of the situation and implementing unrealistically op-
timistic plans. Thus, hubristic managers may be hindered
from overinvesting in R&D. They are also forced to com-
municate better with shareholders and incorporate their feed-
back in the presence of strong corporate governance. In
contrast, managers in firms without strong corporate gover-
nance may enjoy increased discretion to pursue their own
preferences because of the lack of monitoring and control
mechanisms, thereby amplifying the effect of managerial
hubris on a firm’s strategic emphasis.

In sum, in the presence of strong corporate governance,
hubristic managers are less likely to form the distorted judg-
ment of the reality, neglect external stakeholders, and make
investment decisions solely based on their own preferences.
Thus, we expect that corporate governance can mitigate hu-
bristic managers’ tendency to allocate disproportionately high
resources to R&D relative to advertising.

H3: The negative association between corporate managerial
hubris and strategic emphasis on advertising (ver-
sus R&D) is weakened as corporate governance
strengthens.

@ Springer

Environmental factors

The task environment (e.g., industry factors) of a firm serves
as an external influence on managerial discretion (Hambrick
and Finkelstein 1987; Hambrick and Abrahamson 1995;
Hambrick et al. 2005; Wangrow et al. 2015). The room for
managerial discretion is reduced when a firm is pressured to
conform to industry norms or react to competition. Therefore,
we expect industry-level strategic emphasis and industry
competition to moderate the effect of corporate managerial
hubris on strategic emphasis.

Industry-level strategic emphasis We define industry-level
strategic emphasis as the aggregated level of relative focus (on
advertising relative to R&D) of all other firms in the same
industry as the focal firm. Similar to other decisions, how
much to invest in advertising or R&D for a firm’s success is
often unclear, and what the peers do can set a norm (March
1981). Haunschild and Miner (1997) found that firms tend to
follow practices that many other firms in the same industry
adopt. Deviation from industry norm can be considered as a
rejection of the conventional wisdom incorporated in the in-
dustry consensus (Deephouse 1999), which may harm a firm’s
reputation and legitimacy (Haunschild and Miner 1997;
Philippe and Durand 2011) and diminish its ability to acquire
resources from exchange partners (Porac et al. 1989). Thus,
Hambrick et al. (2005) suggested that isomorphism (the need
to be like other firms in the industry) reduces managerial
discretion.

For these reasons, if the industry norm is to emphasize
advertising more instead of R&D, managerial discretion to
do the opposite will be limited, leaving hubristic managers
less room to pursue their own interests. Therefore, we expect
that the negative effect of corporate managerial hubris on a
firm’s strategic emphasis on advertising becomes mitigated
when the industry-level strategic emphasis on advertising is
high.

H4: The negative association between corporate managerial
hubris and strategic emphasis on advertising (versus
R&D) is weakened when the industry-level strategic
emphasis on advertising (versus R&D) is higher.

Industry competition Industry competition strengthens as
industry concentration decreases and more competitors
emerge (Keats and Hitt 1988; Palmer and Wiseman 1999).
High competition leaves less room for discretionary choices of
hubristic managers in resource allocation and mitigates their in-
fluences on strategic emphasis for two reasons. First, in a highly
competitive market where firms can easily lose market shares to
their competitors, consumer and distributor loyalty becomes
highly crucial, such that substantial advertising campaigns are
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no longer options but requirements (e.g., Mizik and Jacobson
2003). Thus, hubristic managers may be forced to spare more
resources from areas they are most passionate about (e.g., R&D)
and instead devote increasing efforts in advertising to maintain
the firm’s market position.

Second, as competition intensifies, maintaining good rela-
tionships with various other stakeholders (such as investors
and partner firms) in addition to its consumers is also impor-
tant for a firm (e.g., Xiong and Bharadwaj 2013). This aspect
increases the complexity of corporate decision-making be-
cause managers have to consider more about the interests
and preferences of these stakeholders instead of merely satis-
fying their own desires (e.g., Tang et al. 2015b). Thus, hubris-
tic managers in a highly competitive industry have to compro-
mise their own preferences when making investment deci-
sions. Taken together, we expect that:

HS: The negative association between corporate managerial
hubris and strategic emphasis on advertising (versus
R&D) is weakened when industry competition is higher.

Data and measures
Corporate managerial hubris

Measuring hubris requires capturing the degree in which a sub-
ject’s judgment is positively biased (Kahneman and Tversky
1995). Thus, prior studies have attempted to capture the extent
to which individual managers or executives predict a firm’s
prospects in a self-confident manner to measure managerial
hubris (e.g., Tang et al. 2015a). In the present study, to match
the firm-level dependent variable (corporate-wide spending on
advertising, R&D, and the relative emphasis between the two),
a firm-level managerial hubris measure (i.e., corporate manage-
rial hubris) is required. Consistent with the growing body of
literature using textual analysis to examine management atti-
tudes, we follow Loughran and McDonald (2011) and measure
corporate managerial hubris based on the tone of firm press
releases.

Press releases issued by firms are under the complete con-
trol of their management teams, whereas news releases from
other media are not. Previous studies demonstrate that execu-
tives have “very stringent guidelines for external announce-
ments and personally review all but most routine issuances”
(Chatterjee and Hambrick 2007, p. 364). Thus, the tone of
firm press releases reflects how a firm’s management inter-
prets its situations and future prospects, and may be largely
influenced by the mental status of top executives (e.g., CEOs
who are likely to be well-informed by chief finance officers
and other executives; see Tang et al. 2015a). Specifically, we
use the proportion of positive and strong modal words relative

to the total number of non-numerical words in all firm press
releases published during a year because such words reflect
the managers’ optimism and confidence (Jordan 1999;
Loughran and McDonald 2011). Tone management literature
suggests that the positivity of the tone serves as a good proxy
for the confidence and pride levels of managers (e.g., Huang
et al. 2013; Yan 2015; Lee et al. 2017). Prior research shows
that hubristic managers are strongly ego-driven and self-
aggrandizing (Tang et al. 2015a) and thus tend to use a larger
number of strong words in press releases to reflect “certainty”
(Boulton and Campbell 2016). For these reasons, we adopt the
measure based on positive and strong modal words following
previous studies (e.g., Loughran and McDonald 2011; Yan
2015; Boulton and Campbell 2016).

This measure based on textual analysis has several advantages
over survey-based measures (survey measures have their own
merits in various contexts, but they may not be the most suitable
for this study). First, we examine managerial hubris across time
for over 10 years. A retrospective survey that asks managers to
recall their hubris level in the past has low validity, whereas a
large-scale longitudinal survey is costly and difficult to imple-
ment. Second, survey respondents tend to answer questions in a
manner that is viewed positively by others (Thompson and Phua
2005). Therefore, they may be conservative in reporting certain
psychological traits to avoid being perceived as overconfident or
arrogant. Consequently, potential social desirability bias is likely
to reduce accuracy of the self-reported measures of hubris. For
the same reason, extant research has suggested the use of unob-
trusive measures instead (e.g., Chatterjee and Hambrick 2007)
because managers tend to be unwilling to reveal their true psy-
chological traits in such surveys (Cycyota and Harrison 2002;
Tang et al. 2015b). Third, a growing body of finance research
shows that the management team’s hubristic mental status is
collectively reflected by the tone in firm press releases, which
can translate into firm behaviors (Loughran and McDonald 2011,
Lee et al. 2017). By using measures based on the text mining of
such publicly available firm statements, we examine the same
data that external stakeholders also have access to. Therefore, this
research suggests an efficient approach for stakeholders to predict
firm strategic emphasis by continuously tracking corporate man-
agerial hubris without directly surveying them.

We obtained all press releases issued by firms listed in
ExecuComp, which covers Standard and Poor’s 1500 firms,
between 1993 and 2007 from the LexisNexis academic data-
base and the Wall Street Transcript Service to measure corpo-
rate managerial hubris. We then conducted textual analysis to
identify the positive and strong modal words in firm press
releases (Jordan 1999; Loughran and McDonald 2011;
Boulton and Campbell 2016). Examples of positive words
include best, brilliant, able, distinctive, efficient, strong,
superior, achieve, attain, excellence, pleasure, and upturn.
The list of strong modal words includes always, highest, must,
will, etc., as opposed to weak modal words, such as could,
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depending, might, and possibly.® We use the proportion of
these positive and strong modal words in all press releases
issued by firm i in each year # to measure corporate managerial
hubris.

Although the psychological trait measurements of managers
based on the textual analysis of press releases have been widely
adopted in the management and finance literature, as the first
study to introduce them in marketing research, we use human
raters to assure their face validity following Hill et al. (2014).
Specifically, we recruited human subjects from a third-party data
vendor to rate the perceived levels of corporate managerial hubris
after reading a press release. Each of the 170 qualified respon-
dents rated seven press releases randomized from our sample in a
10-point Likert scale.” We checked the correlation between stan-
dardized human ratings of corporate managerial hubris and our
measure based on the textual analysis (i.e., the proportion of
positive and strong modal words) and found a high correlation
(p = 0.505), thereby suggesting satisfactory face validity.

We also constructed an alternative measure based on the
positivity of the tone (i.e., the proportion of positive words
alone in firm press releases) according to Yan (2015) and
Loughran and McDonald (2011). Its correlation with the hu-
man ratings described above is also high (p = 0.404), which
confirms its face validity. We found consistent results using
this alternative operationalization of corporate managerial hu-
bris as detailed in the “Robustness check” section.

We matched data on corporate managerial hubris with data on
the other variables of interest (as detailed below) from various
sources. After eliminating missing observations,® we obtained a

6 Loughran and McDonald (2011) developed a dictionary of positive and
strong modal words (available at www3.nd.edu/~mcdonald/Word_Lists.
html) by combining the words they identified in all 10-K filings from 1994
to 2008 and those words in the Harvard Psychosociological Dictionary (avail-
able at www.wjh.harvard.edu/~inquirer/). A complete list of the positive and
strong modal words is available at www3.nd.edu/~mcdonald/Word Lists.
html.

7 We thank the review team for the suggestions on checking face validity. The
sequence of the press releases is randomized for each respondent to minimize
potential anchoring bias (i.e., a subject’s rating may be biased depending on
his/her experience of rating press releases presented earlier in the survey). In
addition, the respondents have the option to go back to review the press
releases that they have already rated and revise their ratings.

8 Not all firms listed in ExecuComp are included in the final sample because
not all firms are included in the Investor Responsibility Research Center
(IRRC) database, which provides data for corporate governance (one of the
proposed moderators). The IRRC firm list is based on S&P 500 plus the
largest corporations included in the annual lists of Forbes, Fortune, and
Businessweek. It covers a majority of the value-weighted market (IRRC
tracked over 93% of the total capitalization of NYSE, AMEX, and
NASDAQ combined in 1990 and was expanded by several hundred in
1998). We conducted t-tests for advertising, R&D, and strategic emphasis
between the two samples before and after removing the observations with
missing corporate governance data. The t-test results indicate that the
means of the key variables are not significantly different across the two
samples, and our results are unlikely to be subject to sample selection.
We also used the original sample based on ExecuComp to test HI, H2,
H4, and HS5 without including corporate governance as a moderator. We
found consistent results on these hypotheses. Therefore, our results are not
biased because of the loss of observations.
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final sample of an unbalanced panel, including 1914 firm-year
observations for 469 firms. Data shows that managerial hubris
varied not only across firms but also across time within each
firm.” Our unique data capture the variation in corporate mana-
gerial hubris across a large number of firms over a long period,
thereby allowing us to examine its effect on firm strategy at a
scale and scope beyond most extant studies on managers’ psy-
chological traits.

Strategic emphasis

We measured a firm’s strategic emphasis, i.e., the relative
emphasis on advertising versus R&D, as SE;; = (Advertising
Spending;; — R&D Spending;,)/Total Assets; . (e.g., Mizik
and Jacobson 2003; Josephson et al. 2016). The annual data
on advertising spending, R&D spending, and the total assets
were obtained from Compustat.

Contingency variables

Industry competition We employed 1 minus the Herfindahl
index (HERF = sum of squared market shares for all the firms in
an industry identified based on a two-digit SIC), which identifies
industry concentration, as an indicator of industry competition. A
high (low) value of this measure (i.c., | — HERF) indicates high
(low) market competition (Keats and Hitt 1988).

Corporate governance We adopted the corporate governance
index developed by Gompers et al. (2003) to measure the
strength of a firm’s corporate governance. We initially collected
data from publications issued by the Investor Responsibility
Research Center (IRRC) to construct the index. The IRRC lists
24 distinct corporate governance provisions based on various
public sources, which include corporate bylaws and charters,
annual reports, proxy statements, and SEC filings. Following
Gompers et al. (2003), we counted the number of provisions
for each firm i in year ¢ that limit its shareholder rights (i.e.,
enhance managers’ power) to index the weakness in corporate
governance. For easy interpretation, we subtract the weakness
score from the total number of the provisions (i.e., 24) to measure
the strength of corporate governance.

Firm maturity According to Anthony and Ramesh (1992),
we measured the firm’s maturity based on three distinct indi-
cators, namely, dividend payout, sales growth, and firm age.'°
We categorized the firms into three groups (small, medium,

° Our corporate managerial hubris has a mean of 2%, a between standard
deviation of 0.5%, and a within standard deviation of 0.3%.

10 Anthony and Ramesh (1992) also proposed capital expenditure as an alter-
native indicator of firm maturity but found that it has relatively lower explan-
atory power. Thus, we did not use it in the main analysis. However, as a
robustness check, we used it as an alternative measure to rerun the models
and found substantially consistent results.
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and large) based on the size of each indicator and assigned a
value for each group, as specified by Anthony and Ramesh
(1992, page 207; specifically, 1 for firms with small dividend
payout, high sales growth, and young age; 3 for firms with
high dividend payout, low sales growth, and old age; and 2 for
firms with medium dividend payout, medium sales growth,
and adult age). We computed the summated scores across all
three indicators and used them as the indicator of firm matu-
rity."! Thus, a high final score corresponds to high maturity.

Industry-level strategic emphasis We calculated the values
of strategic emphasis for all the firms except for the focal firm
in an industry and used their average as industry-level strate-
gic emphasis. We excluded the focal firm when calculating the
average because we aimed to capture peer pressure from other
firms (i.e., competitors) on the focal firm in terms of marketing
budget allocation and resulting strategic emphasis.

Control variables

Based on prior research explaining firm strategic emphasis, ad-
vertising, and R&D intensity, we included a comprehensive set
of control variables, namely, firm size, financial slack, presence
of powerful Chief Marketing Officer (CMO), year dummies, and
the one-year lagged dependent variable. We measured firm size
(Firm_size) as the log of the total number of employees. Previous
studies have widely adopted this proxy for firm size to avoid
potential collinearity with other control variables associated with
sales and/or assets (e.g., Nath and Mahajan 2011)."* We mea-
sured the firm’s financial slack (Firm_slack) with working capital
available divided by the total assets according to Josephson et al.
(2016)."* The presence of a powerful CMO (CMO_Power) is a
binary variable that indicates whether firm i in year ¢ has a top-
paid CMO, under the assumption that CMO compensation re-
flects his/her power in the firm (Nath and Mahajan 2011; Kim
etal. 2016). We identified top-paid CMOs from the ExecuComp
database following Kim et al. (2016). Finally, we included one-
year lagged dependent variable to control for firm-specific

! Based on the sum, Anthony and Ramesh (1992) further grouped the firms
into five different stages of corporate life cycle, and assigned each stage a 1 to
5 score to indicate firm maturity. We found consistent results when using the 5-
stage measure to replace the original summated score. Therefore, our results
are robust to the alternative operationalization of firm maturity.

12 We also tested the models with the market capitalization log (i.e., log [total
number of shares outstanding X closing price]) as a proxy for firm size. The
results on the hypothesized variables remained consistent.

13 Josephson et al. (2016) examined a firm’s strategic slack, which is measured
as the total revenue divided by R&D spending. We did not include strategic
slack as a control variable for two reasons. First, strategic slack is the reciprocal
of R&D intensity and is not conceptually meaningful to predict R&D intensity
with its reciprocal. Second, including strategic slack reduces sample size be-
cause strategic slack becomes a missing value when R&D spending (the de-
nominator) is zero. That said, when including strategic slack as an additional
control variable in our model predicting strategic emphasis, we found consis-
tent results on the hypothesized effects.

persistence in strategic emphasis (Kang and Montoya 2014;
Josephson et al. 2016) and added year dummies to account for
the effects of macroeconomic conditions. We summarize the list
of variables in the Appendix Table 7.

Empirical analysis

We specify the empirical model with the interaction terms below.

SEit+1 = &g + o SEjt + opHubrisy + oz Hubris;
x Firm_Maturity;, + o4Hubrisi x Corporate_Governancejs
+ asHubrisy x Ind_Strategic_Emphasis;, + o¢Hubrisj
x Ind_Competition;; + o7 Firm_Maturity;
+agCorporate_Governance; + ooInd_Strategic_Emphasis;

+ otjoInd_Competitiony, + 'Controls; + 5%,

where 7 indexes a firm, k indexes an industry, # indexes a year, SE
is the firm’s strategic emphasis on advertising relative to R&D,
Hubris is the corporate managerial hubris, Firm Maturity is the
firm’s maturity score, Corporate_Governance is the firm’s corpo-
rate governance index, Ind_Strategic Emphasis is the average of
strategic emphasis for all the firms in an industry, except focal
firm 7, Ind Competition is the industry competition, Controls is
the vector of other control variables specified above (i.c.,
Firm_size, Firm slack, CMO_Power, and year dummies), and
eSEi,Hl is the error term. We use lagged independent variables
(i.e., dependent variable measured at t + 1) based on the hubris
literature (e.g., Tang et al. 2015b) because, conceptually, the cur-
rent psychological status of the managers is likely to influence
the firm’s strategies in the forthcoming period. This practice also
assures the time precedence of cause over effect, alleviating the
reverse causality concern (Kim et al. 2016; Josephson et al.
2016). The coefficients o, &3, &4, &5, and &g correspond to
the testing of H1, H2, H3, H4, and H5, respectively.

We estimate the following equations to explore the under-
lying mechanisms that drive the hypotheses (i.e., whether the
effect of executive hubris on strategic emphasis is driven by its
influence on R&D intensity, advertising intensity, or both).

R&D_Intensity; . ; = o+ B;R&D_ Intensity; + {3,Hubris;
+ PB;Hubrisy x Firm_Maturity;, + (3,Hubrisj
x Corporate_Governancej; + [35Hubris;
x Ind_Strategic_Emphasis;, + [34Hubris;
x Ind_Competition;, + 3,Firm_Maturity;, (2)
+ PgCorporate_Governance;
+ (oInd_Strategic_Emphasis;,
+ BoInd_Competition, + 1 Controls;,

RD
+ e i1, and
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ADV_Intensity; ., ; = Yo+ Y,ADV_Intensity; + v,Hubris;
+ 7v;Hubrisy x Firm_Maturity;, + v,Hubris;
x Corporate_Governance;, + ysHubris;
% Ind_Strategic. Emphasis;, + y,Hubris;
x Ind_Competition;, + y,;Firm Maturity,  (3)
+ ygCorporate_Governance;
+ YoInd_Strategic_Emphasis;,
+ vioInd_Competitiony, + X Controls;

AD
+ e i,

where R&D Intensity and ADV _Intensity are the R&D and
adverting intensities, respectively, and ¢"° i1 and AP it4] r€
the error terms.

We estimated each model using two-stage least squares
(2SLS) with an instrumental variable (IV) to account for the
potential endogeneity of corporate managerial hubris.'* We
used industry-level managerial hubris, an aggregated measure
of hubris for all the firms except for a focal firm in the indus-
try, as the IV. The selection of this instrument is consistent
with previous studies (e.g., Germann et al. 2015), which sug-
gests that peer firms’ level of the variable of interest serves as a
good instrument in related contexts.'> We also tested the sta-
tistical significance of the estimated coefficients using robust
standard errors adjusted by firm-level clustering, which incor-
porates firm-level serial correlations among error terms (e.g.,
Petersen 2009).

Results

Table 2 reports the descriptive statistics of the variables and
their bivariate correlations. The means of Hubris, SE,
R&D Intensity, and ADV_Intensity are 0.020, —0.010,
0.052, and 0.042, respectively. The model-free correlation be-
tween Hubris, and SE,, is negative and significant, as expect-
ed in H1 (p =—.057, p < .05).

The results from our 2SLS estimations are presented in
Table 3. The maximum variance inflation factor obtained after
estimating the model (Eq. 1) was 4.59 (less than 10), indicat-
ing that multicollinearity is not an issue (e.g., Kim et al. 2016).

14 Kleibergen-Paaprk LM test indicated that the model is identified.

15 We tested the qualification of the IV (i.e., peer firms’ hubris) following
Germann et al. (2015) and found that the instrument is a significant predictor
of a focal firm’s hubris in the first-stage regression based on the Cragg-Donal
Wald F-statistic (F = 108.4, p < 0.001). Moreover, we tested our model using
additional instruments to check the robustness of the results to the selection of
IVs. We added the average tenure of the executives (data obtained from
ExecuComp) and CEO’s education level (data obtained from S&P
NetAdvantage) as instruments because they may be associated with the exec-
utives’ hubris (e.g., Finkelstein and Hambrick 1990; Hayward and Hambrick
1997) but do not directly influence a firm’s relative focus on R&D versus
advertising. The inclusion of these instruments yielded consistent results.
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The main effect of Hubris on SE is negative and significant
(—.0455, p < .01), as shown in Column 1 of Table 3, and this
main effect remains consistent when various moderators are
added to the model, as shown in Column 4 of Table 3.
Therefore, we find support for H1, that is, the higher corporate
managerial hubris, the lower the emphasis on advertising rel-
ative to R&D. Based on the moderating effects shown in
Column 4 of Table 3 we find that firm maturity
(Firm_Maturity) significantly mitigates the negative effect of
Hubris on SE (.0128, p <.01), which supports H2. Therefore,
hubristic managers are less likely to overemphasize
R&D in highly mature firms. Corporate governance
(Corporate_Governance) also mitigates the negative effect of
Hubris on SE (.0026, p < .05), which supports H3. The result
suggests that firms with strong corporate governance con-
strain hubristic managers’ risk-taking preference. Based on
the moderating effects of external factors, the positive and
significant interaction effect between industry SE and Hubris
(.0149, p < .05) supports H4, which indicates that when peer
firms focus heavily on advertising or “value exploitation,”
hubristic managers are less inclined to do the opposite.
Finally, industry competition (Ind_Competition) does not ex-
hibit a significant moderating effect (.0276, p > .10). Thus, H5
is not supported. A possible explanation is that the strong
confidence of hubristic managers may drive them to underes-
timate the competition or difficulty of achieving R&D success
under high competition (Galasso and Simcoe 2011).

Columns 2, 3, 5, and 6 of Table 3 provide insights into
whether the effect of Hubris on SE occurs through its effect
on R&D Intensity, ADV_Intensity, or both. The results reveal
different mechanisms underlying the main effect and various
interaction effects. Hubris has a significant and positive main
effect on R&D _Intensity (.0681, p < .01 in Column 2) but a
significant and negative effect on ADV_Intensity (—.0063,
p < .05 in Column 3). Thus, with all else being equal, the firm
is likely to invest more in R&D with a significant decrease in
advertising investments as Hubris increases. Such dispropor-
tionate resource allocation increases the chance of over-
investing in value creation in isolation of value appropriation
(which, according to Mizik and Jacobson [2003], can signif-
icantly harm firm value).

Different contingency factors also varied in terms of how
they influence the effect of hubris: some contingency factors
have moderating effects on both R&D and advertising, where-
as others have moderating effects on R&D alone. For instance,
the interaction term between Firm Maturity and Hubris has a
significant effect not only on R&D Intensity (.0159, p < .01
in Column 5) but also on ADV_Intensity (.0022, p < .01 in
Column 6). Both effects explain their role in mitigating the
effect of Hubris on the firm’s SE. In contrast,
Corporate_Governance and Ind_Strategic Emphasis only
moderate the effect of Hubris on R&D_Intensity but not on
ADV _Intensity.
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Table 2 Summary statistics and bivariate correlations

No. Variables Mean SD. (1) 2 (3) 4) ®) ©) (7) ®) ©) (10)
(1)  SEw —0.010 0.091

(2) R&D_Intensity 0.052 0.064 -0.797"

(3) ADV_Intensityy,, 0.042 0.057 0.708* —0.141°

(4)  Hubris, 0.020 0.005 —0.057° 0.122* 0.047°

(5)  Firm Maturity, 6480 1.816 0231*° —0214° 0.126° 0.136"

(6) Corporate Governance, 10.84 2.616 —0.062* 0.120°  0.039° —0.088° —0.288°

(7) Ind Competition, 0941 0.051 —0.196° 0280° 0.005 0.061*° —0.030  0.034

(8) Ind Strategic Emphasis, —0.077 0.614  0.161* —0.167* 0.067° —0.028 0012 -0.019 —0.106

(9)  Firm_Size, 2277 1550  0.347° —0383* 0.122*  0.095° 0436 —0.162° —0.213* 0.104°

(10) Firm_Slack, 0237 0.194 —0320° 0349° —0.117° —0.086° —0.294* 0.150° 0.071° —0.117* —0.532°

(11) CMO_Power, 0249 0433 —0.163* 0.198° —0.037  0.005 -0.173* 0.134* 0036 0011 —0.308 0.222°

p<0.01,°p<0.05p<0.10

We plotted the contingency effects of Hubris based on the
results when each moderating variable is one standard devia-
tion above and below its mean.

The negative effect of Hubris on SE is stronger (i.e.,
hubristic managers are even more likely to over-
emphasize R&D) when the value for Firm Maturity is
smaller (i.e., when a firm is in an earlier stage in maturity
spectrum), as shown in Fig. 1. Similar effects can be observed
for Corporate_Governance and Ind_Strategic Emphasis.
However, Ind_Competition does not significantly alter the
effect of Hubris on SE.

Robustness check

First, we checked the robustness of the results to alternative
operationalizations of key variables. Columns 1-3 of Table 4
reported that the estimated main and interaction effects remain
largely unchanged when using the proportion of positive
words alone to measure corporate managerial hubris (i.e.,
the focal independent variable). Therefore, our results are ro-
bust to both proxies for corporate managerial hubris employed
by previous studies (Loughran and McDonald 2011; Huang
et al. 2013; Yan 2015; Lee et al. 2017). In addition, we con-
structed an alternative measure of industry-level strategic em-
phasis, which is the weighted average of strategic emphasis
for other firms in a focal firm’s industry (using their market
shares as weights). The logic is that larger firms in the industry
could have a stronger influence on the focal firm than smaller
ones. We found consistent results (Columns 4—6 of Table 4)
that support H1, H2, H3, and H4.

Second, we checked the robustness of the results to differ-
ent model specifications. We conducted additional analyses to
further account for potential endogeneity due to common un-
observables, which could drive both Hubris and
R&D_Intensity (or ADV_Intensity). In the main analysis,
we employed the aggregated hubris within a focal firm’s

industry as IV. However, one may be concerned about a pos-
sible correlation between this IV and the unobservables (e.g.,
industry hubris could co-move with unobservables such as
industry opportunities). To address this potential concern on
the exclusion restriction, we constructed an alternative IV, i.e.,
the weighted average of hubris of all the industries uncorre-
lated with a focal firm’s industry (we considered two indus-
tries as uncorrelated if the correlation between their sales
growth rates is not significant at 10% level). Within each
uncorrelated industry, we computed the weighted average of
hubris for all firms, using firms’ market shares as weights. For
each focal firm in our sample, we summated the weighted
hubris of all the uncorrelated industries and used it as the
alternative IV (alt_IV) to re-estimate our model using
2SLS.' As reported in Columns 1 in Table 5, these results
are largely similar to those reported in Table 3.

In addition, we re-estimated the model with three-stage
least squares (3SLS). This method is efficient and accounts
for the potential correlation between the errors in Egs. 1, 2,
and 3. Specifically, we estimated the system of equations
(Egs. 1, 2, and 3, plus an additional equation predicting
Hubris with the main IV and the alternative IV, respectively).
Columns 2 and 3 of Table 5 show that the results are robust to
3SLS and both I'Vs.

Finally, we estimated a random effects'” panel data model
with 2SLS based on the study of Germann et al. (2015) using
the main IV and the alternative IV, and the results remain
largely consistent, as reported in Columns 4 and 5 of Table 5.

'S We thank an anonymous reviewer and the associated editor for their sug-

gestion on the new IV.

17 We estimate the random-effects instead of fixed-effects model because
some of our focal moderators exhibit low variability across time within the
firm, making the fixed-effects model inappropriate. Unlike the fixed-effects
model, the random-effects model cannot independently account for time-
invariant firm-specific unobservables. Therefore, when estimating the
random-effects model, we corrected for the potential bias of unobservables
using 2SLS with the instrument variable.
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Fig. 1 Effects of corporate managerial hubris on strategic emphasis: contingent effects

Therefore, our results are robust to alternative measures,
estimation approaches, and I'Vs.

Discussion
Theoretical contributions

The determinants of firm marketing budget or spending have
constantly attracted the attention of marketing researchers and
managers (e.g., Chakravarty and Grewal 2011; Currim et al.
2012). The present study adds several distinct insights to this
stream of literature. First, we identify a unique driver of ad-
vertising and R&D spending, namely, corporate managerial
hubris, which has largely been ignored in the marketing liter-
ature. Second, in addition to examining the direct impact
(main effect) of managerial hubris, we demonstrate that this
effect can be magnified or mitigated by various internal and
external factors of the firm. Third, in contrast to prior research
that examines R&D spending and advertising spending inde-
pendently and separately (e.g., Baber et al. 1991; Joseph and
Richardson 2002; Chakravarty and Grewal 2011; Currim et al.
2012), we compare the effect on advertising intensity versus
R&D intensity and thus, speak to the relative strategic focus of
the firm (Josephson et al. 2016). Fourth, by analyzing a large-
scale panel data set, we empirically demonstrate the

asymmetric main effects of corporate managerial hubris on
advertising versus R&D intensity as well as the boundary
conditions.

Despite extensive marketing literature on consumer psy-
chology and its influence on consumer decision making, mar-
keting researchers have paid little attention to the psycholog-
ical attributes of managers and how they influence marketing
strategy. The present research is among the first to fill this
research gap by demonstrating managers’ psychological bias
in firm resource allocation to R&D versus advertising. A
firm’s relative strategic emphasis is an important construct in
marketing strategy (e.g., Mizik and Jacobson 2003;
Swaminathan et al. 2008; Aspara and Tikkanen 2013).
However, extant research has focused chiefly on the conse-
quences of strategic emphasis and offered minimal insights
into its antecedents. The present study adds to marketing the-
ory by unveiling a novel driver of this fundamental marketing
construct related to value creation versus appropriation or ex-
ploration versus exploitation (McAlister et al. 2007;
Josephson et al. 2016), as well as its contingency effects.

Management scholars have recognized the role of manage-
rial hubris in influencing a firm’s R&D output (Simon and
Houghton 2003; Li and Tang 2010; Tang et al. 2015a). The
current study extends this stream of literature by explicitly
examining R&D input (i.e., R&D spending) and, also impor-
tantly, its position in firm resource allocation relative to adver-
tising spending. Moreover, we employed longitudinal data
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Table 4 Robustness check with alternative measures of corporate managerial hubris and industry-level strategic emphasis

Variables @) @) 3) @ 5) (6)

DV: SE,, DV: R&D_ DV: ADV_ DV: SE,,, DV: R&D_ DV: ADV_

Intensity, Intensity,4 Intensityy Intensity,,;

Alternative Measure for Hubris: Alternative Measure for Industry

Hubris = # of positive SE: Ind_Strategic Emphasis =

words / # of total words average of strategic emphasis

for other firms in focal firm’s
industry weighted by market share

Hubris —0.047 5% 0.0640%* —0.0066%* —0.0420%** 0.0619%* —0.0050%*

(-3.88) (4.03) (—2.48) (-3.42) (3.53) (-1.79)
Hubris x Firm_Maturity 0.0114s%%* —0.013 7% 0.0020%** 0.0104%3* —0.0136%** 0.0016%*

(3.54) (-3.51) (2.72) (3.18) (-3.12) (2.18)
Hubris x Corporate_ Governance 0.0024% —0.0029%* 0.0000 0.0022%* —0.0028%* 0.0000

(2.28) (-2.29) (0.08) 2.14) (—1.96) (0.09)
Hubris x Ind_Strategic Emphasis 0.0074%* —0.0112%:* —0.0007 0.0446%* —0.0509%* 0.0099%*

(1.78) (=2.28) (=0.68) (2.44) (=2.13) (2.44)
Hubris x Ind_Competition 0.0508 —-0.0934 -0.0122 0.0532 —-0.0815 0.0006

(0.92) (=1.45) (=0.76) (1.23) (-1.36) (0.04)
Firm_Maturity 0.0009 —0.0013* 0.0003 0.0008 -0.0012 0.0002

(1.42) (-1.74) (1.21) (1.24) (-1.44) (1.02)
Corporate_Governance —0.0002 0.0007 0.0000 —0.0002 0.0007 0.0000

(=0.54) (1.43) 0.22) (=0.44) (1.35) (0.31)
Ind_Strategic Emphasis —-0.0013 0.0004 0.0001 0.021 7% —0.0172%* 0.0058%

(=0.69) 0.24) (0.26) (2.58) (=2.05) (2.47)
Ind_Competition —0.0288* 0.056 1% 0.0004 —-0.0035 0.0354 0.0063

(-1.89) (2.99) 0.07) (-0.21) (1.64) (1.02)
Observations (# of firms) 1914 (469) 1914 (469) 1914 (469) 1914 (469) 1914 (469) 1914 (469)
Adjusted R? 0.817 0.649 0919 0.814 0.610 0919

% p < 0.01, ** p <0.05, * p <0.10. All the independent and moderator variables were measured at t and the dependent variable was measured at t + 1.
We mean centered the variables associated with the interaction terms to reduce the multicollinearity. Robust t-statistics adjusted by firm-level clustering
are reported in the parenthesis, and the coefficients for year dummies are not reported. All the control variables are included in the models, although their
coefficients are not reported in the table for brevity

over time to study the effect of hubris and how this effect
varies across firms and across industry conditions. By doing
so, our study highlights the dynamic nature of hubris and its
shifting nature across internal and external contextual situa-
tions. Thus, our study offers unique and important empirical
support for the proposed novel relationships, leading to a more
complete understanding about hubris.

Although a number of studies have explored the role of
corporate governance (e.g., Sundaramurthy 1996; McNulty
and Pettigrew 1999; Larcker et al. 2007; Pathan 2009), only
recently have researchers started to investigate its contingency
effect on firm strategy, which is important because firms
should understand the conditions under which corporate gov-
ernance is effective or ineffective. For instance, Castafier and
Kavadis (2013) identified the interaction effect between free
cash flow and corporate governance on firm financial diversi-
fication. The present study adds to this emerging literature by
showing how corporate governance interacts with managerial

@ Springer

hubris to influence firm strategic emphasis. It is also the first to
examine the effect of corporate governance on marketing
variables.

Josephson et al. (2016) called for future research to further
examine the effect of a firm’s maturity on its strategic empha-
sis by employing “a more refined measure of firm maturity.”
In response, we use a sophisticated measure of firm maturity,
which incorporates not only firm age but also various signals
that reflect corporate life cycle and vitality (e.g., sales growth
and dividend payout) (Anthony and Ramesh 1992). Our study
demonstrates a novel role of firm maturity with this measure,
i.e., it can mitigate the negative effect of corporate managerial
hubris on strategic emphasis.

Managerial implications

An article in Forbes by Varghese (2009) described the
“massive destruction” that hubris can cause to firms using
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Table 5 Robustness check with alternative estimation approaches

Variables o 2 3 “) ®)
DV: SE,, DV: SE,, DV: SE, DV: SE,, DV: SE,,
2SLS with 3SLS 3SLS with alt IV Random-effect Random-effect
alt IV! 2SLS 2SLS with alt IV
Hubris —0.03627%* —0.0607%** —0.0557*** —0.0516%** —0.0434%**
(=2.37) (—6.57) (—4.56) (-3.59) (—2.60)
Hubris x Firm_Maturity 0.0091%* 0.0068%##* 0.0084** 0.0128*** 0.0104**
(2.25) (2.83) (2.72) (3.34) (2.42)
Hubris x Corporate_Governance 0.0021** 0.0018** 0.0020%* 0.0026** 0.0022%*
(2.16) (2.38) (2.55) 2.11) (2.18)
Hubris x Ind_Strategic Emphasis 0.0113* 0.00927%#* 0.0107** 0.0149%* 0.0100*
(1.75) (2.36) (2.52) (2.02) (1.87)
Hubris x Ind_Competition 0.0191 0.0135 0.0173 0.0276 0.0173
(0.57) 0.37) (0.48) (0.60) 0.51)
Firm_Maturity 0.0008 0.0006 0.0008 0.0011 0.0002
(1.25) (1.05) (1.30) (1.44) 0.27)
Corporate_Governance —0.0001 —0.0001 —0.0001 —0.0002 —0.0002
(-0.29) (=0.30) (=0.35) (=0.41) (—0.33)
Ind_Strategic Emphasis —0.0019 —0.0022 —0.0019 —0.0023 —-0.0019
(-0.82) (—1.45) (-1.25) (=0.88) (—0.89)
Ind_Competition —0.0340%* —0.0083 —0.0339%* —0.0308* —0.0623%**
(-2.04) (-0.45) (-1.90) (-1.69) (=2.78)
Observations (# of firms) 1914 (469) 1914 (469) 1914 (469) 1914 (469) 1914 (469)
Adjusted R? 0.822 0.766 0.783 0.799 0.804

< 0.01, ** p <0.05, % p<0.10. " alt_IV is an alternative instrumental variable (i.e., the weighted sum of hubris for unrelated industries). All the
independent and moderator variables were measured at t and the dependent variable was measured at t + 1. Robust t-statistics adjusted by firm-level
clustering are reported in the parenthesis, and the coefficients for year dummies are not reported. We mean centered the variables associated with the
interaction terms to reduce the multicollinearity. All the control variables are included in the models, although their coefficients are not reported in the

table for brevity

Enron as an example. Less than four months before Enron’s
bankruptcy, its CEO made the hubristic statement, “Our per-
formance has never been stronger, our business model
has never been more robust. We have the finest organi-
zation in American business today.” Varghese
commented that managers with such inflated perceptions
of their own abilities are in great danger because they
overlook the evident risks in their businesses. Industry
Week (2007) demonstrated that hubris got in the way of
Segway’s success because their managers were “more
driven by a need to feed their ego” and set “unrealistic
and often phony targets” which were also unsustainable.
Laseter (2016) noted that the CEO suite is often
clouded by hubris.

Clearly, business practitioners have become increasingly
alerted about hubris, and anecdotal evidence supports that
hubris may damage companies as a whole. However, any
organization is a complex system that involves many business
aspects and units. It is thus necessary to take a more minute
perspective to determine which business aspects are more (or
less) likely to be affected by hubris. Such knowledge allows

firms to pin down the effects of managerial hubris, enabling
them to cope with it by enacting purposeful actions.

Our study takes a meaningful step forward in this direction
by focusing on the effect of hubris on a specific business
aspect, that is, managerial importance, i.e., firm strategic em-
phasis in making marketing investments. Our results show
that, at the most basic level, firms should be cognizant of the
level of managerial hubris and the various aspects of internal
organizational and external environmental factors that can
moderate potential psychological bias in marketing resource
allocation. More broadly, our novel and solid empirical find-
ings suggest that firms carefully evaluate investment decisions
to prevent excessive investments made to simply satisfy hu-
bristic managers’ desires. The mini cases about Monsanto and
Segway in Table 6 exemplify our findings and further high-
light the importance of systematically investigating the link
between managerial hubris and investment decisions.

By demonstrating the moderating effects of both external
and internal factors, we help firms better understand when
they should be extra-cautious about potentially biased invest-
ment decisions and how to constrain hubristic managers’
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Table 6 Examples of corporate managerial hubris and its potential
consequences

Example 1: Monsanto

The American company, Monsanto, had long been focusing on R&D and
produced the first genetically modified crop in the world. In an
interview with The Independent (Wright 2015), the chief executive
Hugh Grant admitted that the company’s hubris had led to an
over-emphasis on R&D and ignorance of advertising and promotion to
educate the consumers, resulting in consumer backlash against
Monsanto’s products and business failure. The public became con-
cerned that food from Monsanto might be more harmful than conven-
tionally grown food, although no compelling evidence suggested so.
However, Monsanto made “the wrong call” when it failed to leverage
marketing tools to rebrand itself and address public concerns after its
bungled launch of GM in Europe. Reflecting on the inadequate effort
in marketing and educating the consumers, Grant stated: “we were so
far removed from that supermarket shelf, that was never something we
gave a lot of thought to.” He acknowledged that the reason was
“Hubris and naivety. They are sort of opposite sides of the same coin.
We did really cool science and we worked within global regulatory
requirements. From where we were the conversation with consumers
was an abstract.”

Example 2: Segway

Segway is the inventor and manufacturer of self-balancing two-wheel
scooters, which riders operate while standing. As commented by
IndustryWeek (2007), Segway’s managers were “more driven by a
need to feed their ego rather than by true pride in doing great work”
and became “vulnerable when they get too full of themselves.” They
invested heavily in product development and built a 75,000 square foot
facility that aimed to produce 40,000 units per month, because the
management optimistically estimated that the brand could capture
0.1% of all population of the world (6 billion people) and sell 6 million
Segway scooters per year. There was a “narcotic-like effect” when the
executives became preoccupied with the unrealistic targets and tended
to inflate positive feedback and discount negative feedback. Plus, most
feedback was “vague, weak and untimely,” which could neither mo-
tivate nor pressure them to take relevant actions. The exaggerated
belief in the potential of the project also led to the negligence of
marketing, which could have helped exploit the market and understand
and cater to consumer needs. Segway sold only 23,500 scooters over
five years since its launch and, unfortunately, had to recall its entire
installed base of the 23,500 scooters.

behaviors. These insights are useful because business practi-
tioners currently have limited knowledge on the exact effects
of hubris on various types of investments and how to cope
with these effects (e.g., Laseter 2016).

Conventional wisdom suggests that hubristic managers
tend to invest more in general (Varghese 2009). However,
our findings proffer a refined understanding of this issue by
showing that hubris has unequal influences on different types
of investments. Specifically, hubristic managers tend to invest
more in R&D but not in advertising. In other words, when
managerial hubris is strong, it can become more difficult to
obtain sufficient budget in the forthcoming period for value
communication/appropriation to complement the increased
value creation investments, especially for firms in earlier life
stages according to our finding on the moderating effect of
firm maturity. Such disproportionate strategic emphasis on

@ Springer

R&D can hurt firm value as documented by prior research
(Mizik and Jacobson 2003; Josephson et al. 2016). The illu-
sion that firm success can be ensured solely by developing
superior new products has prompted many firms to overlook
the importance of tempering competition imitation and to in-
vest insufficiently in advertising (Teece 1986). A firm that
over-focuses on R&D relative to advertising is unlikely to
acquire sustained competitive advantage or to capture the eco-
nomic surplus from the innovation (Mizik and Jacobson
2003)."® Therefore, consistent with a top priority raised by
the Marketing Science Institute, when hubris among top ex-
ecutives is strong, it becomes even more critical for marketing
managers to effectively communicate and justify the value of
certain marketing investments (e.g., advertising) to the C-
suite. However, marketing managers may fail to do so without
sufficient power or incentives (Nath and Mahajan 2011; Kim
etal. 2016). Marketing managers can utilize our findings com-
bined with previous studies on the financial effects of strategic
emphasis (e.g., Mizik and Jacobson 2003; Josephson et al.
2016) to argue for increased power and financial discretion
to prevent value-decreasing decisions by hubristic executives
(Kim et al. 2016). Firms can also implement strong corporate
governance to mitigate the hubris.

Evidence supporting the use of psychological assessment
in personnel selection processes is scarce (Goodstein and
Lanyon 1999; Laseter 2016). Our empirical findings on the
significant impact of managerial hubris on firm strategic focus
indicate that, when recruiting executives or managers, firms
should assess their psychological traits, particularly about self-
sufficiency, pride, and overconfidence. Such test results
should be considered in combination with all other criteria to
optimize recruitment decisions. They can serve as an effective
strategy to prevent over-investments in risky business areas
when used properly. On the other hand, as commented in a
recent business press, “Having an overconfident CEO could
be very beneficial in some contexts... It’s not that they’re
always harmful all the time” (Knowledge@ Wharton 2015).
For instance, there can be times when a strong R&D focus is
required for firm growth or survival but managers are highly
risk-averse; thus, they would be reluctant to invest in R&D
(Jensen and Meckling 1976). Under such situations, the re-
cruitment or promotion of managers or executives who exhibit
increased hubristic tendency may serve as a possible means of
boosting innovation. However, firms should be alerted to the
potential tendency of such executives to over-invest in R&D
and may consider proper management coaching (as explained
below) to avert negative consequences.

1% We acknowledge that R&D and product innovation are vital for firm sur-
vival and growth. However, excessive focus on R&D and value creation,
particularly without complementary value appropriation efforts, can have an
adverse effect on a firm’s performance.
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Our findings guide firms on how and when they should
offer management/executive training. According to Garman
et al. (2000), firms neither universally nor regularly recognize
the importance of psychological training in management
coaching practices. Our findings suggest that it is unwise to
ignore the psychological elements, especially those related to
hubris, when coaching managers. The mental status of man-
agers can change over time (Tang et al. 2015a); hence, firms
should consider mandatory executive coaching in a timely
manner when the corporate governing body detects a hubristic
tendency among management. Licensed psychologists with
expertise in psychological dynamics and assessment may be
ideal candidates for coaches. Appropriate psychological train-
ing can be especially important for younger firms, for which
hubris has a stronger effect on marketing resource allocation
according to our results.

Limitations and directions for future research

In this study, we tracked corporate managerial hubris for a
large number of firms over 10 years by text mining their press
releases (Loughran and McDonald 2011; Huang et al. 2013;
Yan 2015; Lee et al. 2017). Although our approach is consis-
tent with prior studies, future researchers could identify and
develop nuanced measures of the other factors that may be
aligned with hubris, such as narcissism and risk-seeking, and
formally differentiate them from one another using discrimi-
nant validity checks. Because of the large number and wide
range of firms/industries/press releases in this study, we were
unable to directly account for the specific purpose of each
press release. Although we mitigated the potential bias caused
by such unobservables using the IV approach following the
literature (e.g., Germann et al. 2015), future research can con-
sider explicitly controlling for the uniqueness of each press
release (doing so may require extensive human coding and
validation and/or sophisticated computerized tools).

Our study takes the first step to link managerial hubris with
marketing strategy by examining its effects on advertising and
firm strategic emphasis. Future research can examine the ef-
fects of managerial hubris on other aspects of marketing strat-
egy, such as promotion, branding strategy, new product suc-
cess, and channels. More broadly, the link between managers’
psychological traits and a firm’s marketing actions is under-
explored and presents numerous research opportunities, such
as comparing the effects of different types of psychological
traits on various marketing activities.
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Appendix

Table 7  Variable operationalization

Variable name Definition Measure
Hubris Corporate Proportion of positive and
managerial strong modal words,
hubris identified based on
Loughran and McDonald
(2011)‘s dictionary, to
total number of words
used in all the press
releases for a firm
in a year
aHubris Corporate managerial Proportion of positive
hubris (an words, identified based
alternative measure) on Loughran and
McDonald (2011)‘s
dictionary, to total
number of words used
in all the press releases
for a firm in a year
Firm_Maturity Composite score Refer to Table 1 in
of firm maturity Anthony and Ramesh
based on firm age, (1992, p. 207)
sales growth, and
dividend payout
Corporate Corporate governance 24 minus IRRC’s index
Governance index from the on the weakness of

Ind Competition

Ind_Strategic

Investor
Responsibility
Research Center
(IRRC)

Industry competition

Industry’s strategic

corporate governance

1 minus Herfindahl
index, which is the
sum of the squares
of each firm’s
market share in
an industry

Industry average of

Emphasis emphasis between strategic emphasis
advertising and for all the firms
R&D excluding a focal firm
Firm_Size Firm size Log of total number
of employees
Firm_Slack Firm financial Working capital divided
slack by total assets
CMO_Power Presence of A dummy on whether a
powerful CMO firm has at least
one top-paid CMO
in its top
management team
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