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Abstract

The problem of non-going concern and failure of companies, followed by bankruptcy as an unfavorable financial
issue, has always been a problem worthy of consideration. The number of companies that have gone bankrupt in
different countries is not small. This issue has attracted the attention of many researchers and activists in the field
of the capital market participants to discuss it and find ways to deal with such a situation. The main purpose of
this research is to investigate the relationship between advertising expenditures and the risk of bankruptcy with
the moderator variable of managers' overconfidence during the years 2012-2021. Accordingly, using Eviews
software and panel data method, the data from 930 firm-years related to companies listed in Tehran Stock
Exchange have been analyzed based on research models The results of the research hypotheses test indicate that
all four hypotheses in the research were confirmed. In other words, the advertising expenditures, which is
measured by the two variables of advertising expenditures rate and advertising expenditures intensity,
significantly reduces the probability of bankruptcy, and the factor of managers’ overconfidence moderates this
relationship.

Keywords: Advertising Expenditures, Bankruptcy, Managers' Overconfidence.

Introduction: The advancement of technology and competition has made some companies unable to fulfill their
obligations on a timely basis and subsequently increase the probability of their bankruptcy. Therefore, financial
analysts consider bankruptcy as the most important risk imposed on investors and companies. Several factors
affect the probability of bankruptcy, including marketing activities such as advertising (through the impact on
cash flows) and manager characteristics such as managers' overconfidence (through unrealistic positive beliefs).
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Method and Data: The data of this research was collected from Codal website and Novin data-processing
software. Moreover, Excel and Eviews software and the statistical method of panel data have been used in order
to analyze data collected. The statistical population of this research is the companies listed in Tehran Stock
Exchange during the years 2012 to 2021 and the sample has been selected based on pre-determined criteria using
systematic elimination sampling method.

Findings: The findings of the research show that both of the advertising rate and intensity of advertising has an
inverse relationship with the probability of bankruptcy and Managers' overconfidence has a negative effect on
these relationships. That is, in the existence of managers’ overconfidence, the rate of advertising and the
intensity of advertising increase the probability of bankruptcy.

Conclusion and discussion: It can be generally concluded that consistent with the results of other researches,
the cost of advertising improves the company’s performance and liquidity and reduces their risk of future
bankruptcy, but with the managers’ overconfidence intervention, the cost of advertising increases the probability
of bankruptcy.
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