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Advertising Spending, Firm Performance and the Moderating Impact of  

CSR 

Abstract 

This paper investigates the potential of  corporate social responsibility (CSR) to influence the link 

between advertising spending and firm performance. Drawing upon the literature of  corporate 

social responsibility (CSR) we hypothesize that CSR positively moderates the relationship be-

tween advertising spending and firm performance. We focus on two types of  firm performance: 

Sales and firm value. Using two samples from both the hotel and restaurant industries, we found 

that firms with higher levels of  CSR enjoy higher returns on advertising spending than firms 

with lower levels of  CSR. We discuss the theoretical and managerial implications of these find-

ings and provide direction for future research. 

 

Introduction 

The past decade has seen an increasing need amongst managers and investors to examine the 

factors that interact with advertising in the impact on firm performance (Luo and de Jong, 2012). 

Recent studies in marketing have described “testing the value and accountability of  advertising 

spending as a major research priority in marketing” (Luo and de Jong, 2012, p605).  There is an 

increasing need to better understand the marketing-finance interface on the hospitality industry 

(Park and Kang, 2014; Leon and Arana, 2014; Mitrokostas and Apostolakis, 2013). The restau-

rant industry in the US spent over 1.55 billion in advertising in in the third quarter in 2015 while 

the corresponding figure was 1.2 billion for travel and tourism (Statista.com). Given such huge 

expenditures, hospitality companies are under increasing pressure to demonstrate how to make 

advertising spending more effective. While substantial research has demonstrated that advertising 

positively affects brand equity (Aaker 1996; Keller 1998; Frieder and Subrahmanyam 2005), cus-

tomer equity (Keller, 1998), consumer loyalty (Ali Shah and Akbar, 2008), product differentiation 

(Kirmani and Zeithaml, 1993), and increased price premiums (Ailawadi, Neslin, and Lehmann, 

2003), the bar is higher when it comes to demonstrating an effect on firm performance.  

  

Importantly, previous studies testing the relationship between advertising and firm performance 

are unable to reconcile the mixed findings (Josh and Hanssens, 2009; Han and Manry, 2004; Er-

ickson and Jacobson, 1992). As emphasized by Luo and de Jong (2012), there is a need for a con-
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tingency approach. The link between advertising spending and firm performance is not simple, 

and assuming that there are no variables interacting with this relationship is unrealistic (Assaf  et 

al., 2015). Yet, research on potential moderators is scant. In this paper, we propose that corpo-

rate social responsibility (CSR) might be a key factor in understanding the impact of  advertising 

spending on firm performance. Recent research suggests that firms can thrive as a business by 

being socially responsible (Eichholtz, Kok, and Quigley, 2010). Previous research in hospitality 

has investigated the impact of  CSR on firm value highlighting the importance of  CSR awareness 

(Rhou, SIngal and Koh, 2016) and appropriate choice of  CSR activities (Kang, Lee and Huh, 

2010).  

 

There is some evidence to suggest that poor CSR engagement may make advertising less effec-

tive (Luo and Bhattacharya, 2006). We argue that higher levels of CSR initiatives enhance con-

sumers’ attitude toward the firm and customer satisfaction. Overall, such effects should improve 

the firm’s reputation and make it less costly for the firm to attract and retain customers. Specifi-

cally, we address the following research question: Is it efficient to focus on increasing CSR initia-

tives prior to investing in advertising? Often firms commit millions of dollars to advertising 

without first assuring a strong CSR foundation. Sometimes a weak CSR reputation may even be 

the motivation to spend more on advertising. The positive impact of CSR is not only limited to 

customers. Previous literature shows that positive CSR associations can also enhance investors’ 

attitudes toward the firm (Luo and Bhattacharya, 2006; Kim, Kim and Mattila, 2016).   

 

The present study offers two important contributions to the hospitality literature on advertising 

spending and firm performance. First, we test whether CSR moderates the advertising spending-

firm performance relationship. We suggest that it is indeed important to account for this variable 

in order to provide a comprehensive assessment of  the relationship between advertising spend-

ing and firm performance. Joshi and Hanssen (2010) recently investigated the role of  profit and 

sales in the impact of  advertising on firm performance. Luo and de Jong (2012) tested the medi-

ating role of  stock analysts’ recommendations on the advertising spending - firm value relation-

ship. Here, we extend such findings by examining the moderating impact of  CSR.  

 

Second, we test our hypotheses with two segments of  the hospitality industry: restaurants and 

hotels. Advertising spending in the service industry tends to be nearly twice as high as in the 

manufacturing sector (Chauvin and Hirschey, 1993; Ho, Keh and Ong, 2005). Further, as spend-
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ing on advertising in these two industries continues to rise (Assaf  et al., 2015; Hsu and Jang, 

2008), they present an interesting context in which to test our hypotheses. By focusing on these 

two industries, we also present an important contribution to the advertising literature, as studies 

testing the advertising-firm performance relationship in the hospitality industry are limited.  

 

The rest of  the paper is organized as followed. First, we present our theoretical framework and 

hypotheses. Then, we discuss the sample and data characteristics. Finally, we present the results 

and discuss the implications of  the study. 

 

 
Moderating Impact of  CSR  

 
We address the moderating impact of CSR on advertising spending within the context of two 

performance indicators: sales and firm value. The former is more related to consumer sentiments, 

while the latter is more linked to investor attitudes. Although the effect of advertising on sales is 

well established (Assaf et al., 2015; Chen and Lin, 2013; O’Neill et al., 2008; Hanssens, Parsons, 

and Schultz, 2001; Abdel-Khalik, 1975; Peles, 1970), the focus on firm value is more recent. As 

indicated by Joshi and Hanssens (2010, p20) a “business should be run to maximize the return 

on shareholders' investment, and shareholder value analysis is fast becoming a new standard for 

judging managerial action”.  

 

The impact of  advertising spending on consumers’ and investors’ decision-making processes 

mainly manifests via two mechanisms: the signaling effect and the spillover effect. According to 

the signaling theory, advertising spending can act as a signal to consumers and investors that the 

product quality is high and the risks are low (Joshi and Hanssens, 2009). It is also a reflection on 

the overall financial well-being and future earnings of the firm. Even when a firm is performing 

well on several dimensions (e.g. R&D; expansion; new projects), advertising is needed to signal 

the strong performance to various stakeholders. As highlighted by Luo and de Jong (2012), con-

sumers and investors are more receptive to firms with high brand visibility induced by advertis-

ing (Joshi and Hanssens, 2009; Pauwels et al., 2004; Mizik and Jacobson, 2003; Boyd and Schon-

feld, 1977).  

 

Advertising can also help a firm to differentiate itself from its competitors. While such “equity is 
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ostensibly directed at customers and prospects, it can spill over into investment behavior as well” 

(Joshi and Hanssens, 2010, p22). As highlighted by Aaker (1996), advertising creates strong 

brand associations with consumers and investors. It also influences customer attitudes and per-

ceptions, creating higher consumer loyalty and satisfaction (Rust et al., 2004), thus enabling firms 

to charge higher prices (Farquhar, 1989; Mela, Gupta, And Lehmann, 1997) and to attain greater 

market share (Boulding, Lee, and Staelin, 1994). Decision theory also supports the spillover ef-

fect of advertising (Heath and Tversky, 1991). Advertising leads to higher levels of familiarity 

and lower levels of uncertainty, thus having a positive impact on both consumers and investors 

(Joshi and Hanssens, 2009; Luo and de Jong, 2012).  

 

However, there is some controversy in the literature about whether advertising really affects firm 

performance. Several recent studies, for instance, rejected the hypothesis that advertising spend-

ing results in higher sales or higher firm value (e.g. Ali Shah et al., 2008). This inconsistency ex-

ists because previous studies failed to consider some underlying factors that affect the advertising 

spending - firm value link (Luo and de Jong, 2012). To that end, we examine the moderating 

impact of CSR.  

 

As the society puts increasing emphasis on CSR, firms are expected to act not only in their own 

interest, but to benefit, or at least not burden, the society as a whole (Vanhamme et al., 2012). 

Consumers and consumer-advocate groups show an increasing interest in the morality of  firms’ 

actions. In a recent study, 91% of  consumers stated that they wanted to know about the corpo-

rate social responsibility status and progress of  firms they consider dealing with (Schwartz, 2015). 

Similarly, a recent report (PWC, 2012) reveals that investors are increasingly using CSR infor-

mation in their investment strategies. CSR can be a source of  competitive advantage, thus influ-

encing shareholders’ perceptions of  the firm (Hull and Rothenberg 2001). In sum, there is con-

verging evidence to suggest that companies do well by doing good (e.g., Kang, Germann and 

Grewal, 2016). 

 

Often firms that engage in CSR are interested in its effects on the advertising spending – firm 

performance relationship (Luo and Du, 2015). When McDonalds in 2014 launched its “Our 

food, your questions” campaign, the explicit purpose was to enhance transparency of  their CSR 

initiatives and to empower customers. Nonetheless the question is whether McDonalds is merely 

communicating good deeds, or is it possible that such CSR initiatives could facilitate a higher 
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effect of  advertising spending? 

 

In order to answer such questions, it is critical to consider the interaction of CSR with the adver-

tising spending – firm performance relationship. On one hand, some previous research suggests 

that CSR endeavors are simply a cost to firms. The ‘economic argument’ posits that firms should 

not allocate resources to CSR because it would be inefficient use of resources, and thus result in 

an alternative cost. This argument draws on the notions of Milton Friedman (Friedman, 2013) 

and suggests that firms must focus on what they are good at and serve their own self-interest. 

The self-interest of millions of firms and consumers will result in an optimal allocation of re-

sources, and therefore, in the highest possible wealth for society. The economic argument fur-

ther suggests that the few aspects which cannot be handled through such market mechanisms 

should be addressed by the government. As such, since firms are not meant to provide a broader 

benefit to society beyond the product they sell, allocating resources to CSR should be seen as a 

cost to the firm. Another argument for CSR being simply a cost is the “capability argument” 

suggesting that firms do not have the right resources to competently deal with societal issues, 

and may even make a bad situation worse (Whittaker, 2011). Taken together, these two lines of 

argument suggest that if firms involve themselves in CSR it is to be viewed as a mere cost. 

 

We, on the other hand, argue that CSR initiatives might enhance the effects of advertising spend-

ing on firm performance for two reasons. First, individuals have a strong preference for congru-

ent information. Information diagnosticity is higher when information from two or more sources 

is congruent (Josiassen et al., 2008). As such, consumers who have information about a company 

through its advertising will find this information more believable or diagnostic if his or her 

knowledge about the company’s CSR efforts is congruent with the advertising message. In other 

words, we argue that the congruency effect is higher for advertising campaigns that are congru-

ent with the firm’s CSR initiatives.  

 

Second, people prefer cognitive consistency. If a consumer or an investor feels positive about 

the firms’ CSR initiatives, such positive feelings are likely to spillover to the firm’s advertising. 

Inconsistency among an individual’s thoughts, feelings, and actions create discomfort. Cognitive 

dissonance theory (Festinger, 1957), a core theory in psychology, posits that such discomfort will 

be remedied by changing thoughts, feelings, or actions so that they are consistent. CSR initiatives 

can increase the firm’s public goodwill (Houston and Johnson, 2000), and its reputation (Luo 
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and Bhattacharya, 2006). In order to avoid cognitive dissonance, consumers and investors 

(Chang et al., 2016) are likely to align their attitudes towards the firm’s advertising due to its CSR 

initiatives. In other words, the positive reputation created by CSR activities, helps to maximize 

the effectiveness of advertising on sales and firm value due to more favorable attitudes toward 

the firm. This effectiveness will directly influence sales, and in turn, the value of the firm (Rob-

erts and Dowling 2002, p1079). We thus put forth the following hypotheses:      

 

 

H1a: CSR initiatives will positively moderate the effect of advertising spending on sales. 

 

H1b: CSR initiatives will positively moderate the effect of advertising spending on firm value. 

 

Methodology 

Sample and Data 

For the restaurant sample, we have a total of  232 observations covering an unbalanced sample 

of  22 publicly traded restaurants1 from 2001 to 20122. We have 82 observations for the hotel 

sample, covering an unbalanced panel of  9 publicly traded hotels from 2001 to 2012.  

 

For both samples we used the COMPUSTAT database to collect advertising spending and per-

formance data. Following previous research (Luo and De Jong, 2012), we measured advertising 

spending as the reported firm advertising expenditure in the COMPUSTAT database. For CSR 

data, we used the KLD Research and Analytics’ KLD STAT, one of the most frequently used 

databases in the strategy and management literature (Hilman and Keim, 2001; McWilliams and 

Siegel, 2001; Waddock and Graves, 1997). The KLD dataset provides information on CSR activi-

ties for publicly traded U.S. firms, either the S&P 500 or the Russell 3000 indices, and covers over 

3000 U.S firms. It covers seven major types of  CSR initiatives, including community, corporate 

governance, diversity, employee relations, environment, human rights, and products 

(www.wharton.upenn.edu/wrds/ds/kld/). For each firm, over 250 objective indicators are used 

to indicate to what extent the firm participates in socially responsible actions and builds relation-

                                           
1 We focus here on publicly traded firms as we have firm value as one of  our performance measures 
2 The financial data was not available in some years for all the restaurants included in the sample. Hence, this results 
in the unbalanced sample.  
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ships with various stakeholders (Luo et al., 2015). We measure CSR as total CSR strengths minus 

total CSR concerns in line with Rekker et al. (2014). 

 
 
Performance Variables  
 
We used two performance variables, namely sales and firm value. We measure sales as the report-

ed annual sales in the COMPUSTAT database. For firm value we use the Market Value Added 

(MVA), calculated as: 

 

MVA= market value-capital   

 

where market value reflects the equity market valuation of the firm and capital reflects the debt 

and equity invested in the firm. Hence, MVA is “simply the difference between the cash that 

both debt and equity investors have contributed to a company and the value of the cash that they 

expect to get out of it. Essentially, MVA is the stock market's estimation of net present value” 

(Hillman and Keim, 2001, p128). While different measures of firm value have been used in the 

literature, MVA has better ability to account for future value of income streams (Rappaport, 

1991; Lubatkin and Shrieves, 1986). Moreover, MVA captures the debt and equity invested in 

the firm, and unlike other measures of firm value (e.g. NPV and Tobin’s Q) is not very sensitive 

to accounting problems regarding the anticipation of future cash flows and discount rates (Hayes 

and Aberathy, 2007; Watts and Zimmerman, 1990; McGuire et al., 1988; McGuire, Schneeweis, 

and Hill, 1986; Fisher and McGowan, 1983; Bentson, 1982; Ouchi, 1980; Briloff, 1972, 1976; 

Livingstone and Salamon, 1970). For instance with Tobin’s Q (the ratio of a firm’s market value 

to a firm’s asset replacement costs), “the valuation of asset replacement costs suffers from the 

same issues identified with many accounting measures of performance-difficulty in valuing in-

tangible asset” (Hillman and Keim, 2001, p130).   

 

Control variables 

 

We also included two control variables: Firm size and financial leverage. Both of these variables 

have been frequently used in prior studies. For instance, firm size is linked to firm performance 

(Assaf et al. 2016; Assaf and Cvelbar, 2015; Canbäck, Samouel, and Price, 2006; Gelles and 

Mitchell, 1996). Similarly, several studies (Lee, Seo, and Sharma, 2013; Luo, Homburg, and 
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Wieseke, 2010) suggest that financial leverage is a fundamental factor influencing firm value. We 

measure firm size as the natural log of total assets and financial leverage as firms’ long-term book 

debt over total assets. Table 1 provides descriptive statistics by sample for all variables included 

in the estimation. 

 

Model Specification and Results 

 

For each of the two samples, we estimate two separate regressions, one for sales and the other 

for firm value. Both equations share the same independent variables: advertising, CSR, the inter-

action of advertising and CSR, firm size and financial leverage. We estimate all equations in a 

panel regression framework, using STATA.  

 

One of the first steps of panel data estimation is to decide whether to use a random effect or a 

fixed effect framework. Using the Hausman test, we confirmed that the random effect is more 

appropriate for our data. For example, for the restaurant sample, the p-value of the Hausman 

test was 0.6819 for the sales model and 0.2482 for the firm value model. One challenge we faced, 

however, was that neither the random effect nor the fixed effect converged well with the hotel 

sample- possibly due to the small number of observations. Hence, we decided to combine both 

the restaurant and hotel samples in the second dataset. In other words, we provide evidence 

from two samples, one that represents the restaurant industry alone and one that represents both 

the restaurant and hotel industries.  

 

The Hausman test for the combined sample again provided support for the random effect esti-

mation for both the sale and firm value models (p values= 0.2947 and 0.0851, respectively). In 

Tables 2 and 3 we provide the parameters estimates, along with their associated z values for both 

the restaurant and combined sample, respectively. The first part of the table presents the impact 

on firm sales while the second part presents the impact on firm value. Looking at the restaurant 

sample (Table 2), it is evident that advertising has a significant and positive impact on both res-

taurant sales and firm value. Table 3 (combined sample) also shows similar results as the impact 

of advertising is positive and significant on both sales and firm value.  

 

In H1a and H1b we hypothesized that CSR moderates the relationship between advertising and 

sales and advertising firm value, respectively. The results reported in Table 2 show that the inter-
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action between CSR and advertising has a positive and significant impact on both sales and firm 

value in the restaurant sample. The results from the combined sample (Table 3) also show that 

the interaction is positive and significant for both the “sales “and “firm value” models. Taken 

together, these results are congruent with H1a and H1b. 

 

 

Discussion and Implications 

 

Why do advertising initiatives lead to profits for some firms and losses for others, and what is 

the role of  corporate social responsibility on the effectiveness of  advertising? The findings in 

this study provide insight to these fundamental questions and addresses Park and Jang’s (2014) 

call for future research on the marketing-finance interface.  Previous hospitality research has 

examined the impact of  CSR on firm performance from different angles including CSR aware-

ness (Rhou et al., 2016), appropriateness of  CSR activates (Kang et al. 2010) and firm risk (Kim 

et al. 2016). We extend the literature by arguing that CSR is an important contingency variable 

explaining why the effect of  advertising on sales and firm value varies substantially among firms, 

Unlike the economic argument viewing CSR initiatives as pure costs (e.g., Whittaker, 2011), we 

suggest that CSR activities can give a boost to advertising spending due to enhanced reputation. 

Accordingly, we found that firms with higher levels of  CSR enjoy a higher return on advertising 

spending than their counterparts firms with lower levels of  CSR. Based on two datasets, our 

results show that CSR plays a significant role in the relationship between advertising spending 

and firm performance. Our findings have important implications for the hospitality industry as 

researchers and practitioners alike call for a focus on marketing accountability (Rust et al., 2004; 

Joshi and Hanssens, 2009; Kim and Morris, 2003; Reekie and Bhoyrub, 1981). This study ex-

tends research on uncovering contingencies under which advertising works or not, and it con-

tributes to literature examining the effect of  CSR on firm performance (e.g., Berens, Riel, and 

Bruggen, 2005; Luo and Donthu, 2006; Luo and Bhattacharya, 2006). Based on our findings, it is 

critical for hospitality firms to continuously monitor consumers’ and investors’ CSR perceptions. 

If  CSR perceptions fade, then spending more on advertising is unlikely to be the answer. Rather, 

it might be wiser to spend money on CSR initiatives to get to the level where advertising helps 

firm performance.  

 

The present study is subject to several limitations. The study conclusions are limited to US firms 
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given our sample. It would be interesting to validate our findings in less developed economies. 

Further, the study focused on larger firms, and we thus urge researchers to investigate our asser-

tions in samples which include smaller firms. For future research it would also be of  value to 

investigate whether a threshold can be found below which advertising spending destroys value 

and above which advertising spending creates value. Identifying such a threshold would have 

immediate practical and operational implications for hospitality firms. Further, it is likely that the 

interacting effect of  CSR on the efficiency of  advertising depends on the aim of  the advertising 

campaign. For example, if  the aim is to raise CSR perceptions amongst the target audience, then 

perhaps advertising could help achieve this goal. However, if  the goal is different (like improving 

quality perceptions) then a low level of  CSR might be a hindrance. Thus, it would be interesting 

to investigate whether the goal of  the advertising campaign plays a role in determining how CSR 

influences its effectiveness.  
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Table 1. Descriptive Statistics 
 
 

Restaurant Sample 
Variable Mean SD 

Sales 3246.68 5183.20 
MVA 2980.09 8864.25 

Advertising 106.65 186.79 
CSR 1.36 6.21

Firm Size 3.00 0.56
Financial Leverage 0.64 0.61 

Combined Sample 
Variable Mean SD 

Sales 2996.35 4656.50 
MVA 1877.33 8244.15 

Advertising 92.58 163.88 
CSR 0.80 5.88 

Firm Size 3.08 0.61 
Financial Leverage 0.67 0.55
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Table 2. Random-Effect Regression Estimates- Restaurant Sample  

Dependent Variable: Sales 

Variable Coeff Z-value p-value 

Advertising 20.38** 14.40 0.000 

CSR 50.35** 2.27 0.023 

Advertising*CSR 0.25** 3.93 0.000 

Firm Size 1.554E+3** 3.97 0.000 

Financial Leverage 72.64 0.35 0.726 

Dependent Variable: Firm Value

Variable Coeff Z-value p-value 

Advertising 23.40** 3.92 0.000 

CSR -123.63 -1.11 0.267 

Advertising*CSR 2.06** 6.27 0.000 

Firm Size -59.63 -0.03 0.974 

Financial Leverage -305.61 -0.34 0.731 

** Significant at the 5% confidence level or better 
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Table 3. Random-Effect Regression Estimates- Combined Sample  

Dependent Variable: Sales 

Variable Coeff Z-value p-value 

Advertising 19.75** 16.80 0.000 

CSR 16.64 1.02 0.306 

Advertising*CSR 0.30** 5.61 0.000 

Firm Size 1.96E+3** 7.10 0.000 

Financial Leverage 126.49 0.67 0.500 

Dependent Variable: Firm Value 

Variable Coeff Z-value p-value 

Advertising 28.05** 5.84 0.000 

CSR   -166.56** -1.99 0.046 

Advertising*CSR 2.17** 7.61 0.000 

Firm Size -2.53E+3** -2.16 0.031 

Financial Leverage -370.46 -0.44 0.659 

** Significant at the 5% confidence level or better 
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