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| Abstract

 Tho cifeet of advertising
exponditure on the strueture and
perfomanes of Jordan Industey

Pragarad by « Bossan Hoshead AMpal Awad

This study' aims at identifying the effect of advertising on the structure and performance
of industrial firms in Jordan . The empirical measure used to indicate advertising is the
advertising expenditure . The ratio of advertising expenditure to local sales , the so-called
adverlising intensily, is used as a proxy for advertising . To measure the industry structure ,
the commonly used concentration ratio is utilized . The profit rate is used 1o indicate the

industry performance . The study sample covers the period from 1987 to 1990,

The study begins by defining advertising , industry structure and indusn'y:performance.
Then the characteristics of advertising expenditure in the manufactwring sector in Jordan

are analyzed . The theoretical and empirical background of the study is re\newed followed
by specitying tho rosoarch methodology Thereaiter, the role of advertising i m tho struclwo

and pedo'mgnce of the Jordan industry is tested ,

|
The mdusqml actwmes m the manu!acturmg sector was classified wwto two main

classifications . The first one IS the classification of industrial products into consumer goods

ol YA



and producer goods . The second one is the classification adopted by Phillip Nelson who

classified consumer goods into search goods and experience goods . i

The study shows that advertising intensity and concentration ratio vary according to
the nature oi the good ( cansumer or producer goods , and search o expenence goods ).
Advertising mtensity in the expenence goods category exceeds that in the search goods
categorw over the four years of the siudy. The same thing applies 'for the second
ciassmcaltton; , where the difference in the average advertising intensity between the
producer’ goods and consun:.er goods categories is clear in favour _of consumer goods .

spite of fhat.E only one difference out of four was statistically significant . This is due 10 the

* great variaiidns in advertising intensity among the industrial activities in the experience and

consumer goods categories {sectors), this was proved statistically .
o

Thé stﬁdy also shows that concentration ratio in the experience goods seclor, on
average, is g’reaier than that in the seérch goods sector . The statistical test proved that the
average d!ﬁerences in concentration ratio between these two sectors are significant; three
out of fowr dlﬁerences proved 1o be statistically significant . Concerning the difference in the
average cong:entratton ratios between consumer goods and producer goods , the stafistical
test revealed that the difference between these two categaries is not statistically significant,

this is due fo the fact that the manufacturing sector in Jordan is still at the begining stages of
growth . i

The stu!_dy manifeéted the positive role of advertising in determining both the industrial

structure anriji industrial performance .The quadratic form of the behavioral relationship

; ™A



between advehising intensity and industriat concentration ratio did noti prove to be
stattsncally significant. The reason is due to the cbvious fluctuations in advertismg intensity
at high ratlos of ;ndustnai concentratlon . Based on the fact that the 'effect of high .
concentrawon ratio on adverusmg intensity is not clear, a linear relattorshtp between
advertising mtenstty and concemraucm ratio was statistically tested . The Lmear form proved
to be sxgmtacaqt however, tILe statistical significance varied according to the sector which

is being tested

Conciamiring the relationship between advertising intensity and profit rate , @ test of the
hyptnthesisI tha!it there is a positive refationship between concentration ratio and profit rate
was made . Tt{'_is is the hypothesis on which many previous studies were pased . The study
revealed that tihis relationship proved to be statistically significant for all classifications used
except for the‘ producer goods sector , in which only one parameter out of four was
sighificant . The quadratic relationship between profit rate and advertising intensity in the
producer goods sector is more significant than that of a finear relationship . In the other
remaining dassuilcauans the study shows that advertising intensity plays a posilive role in
increasing prom rate .

Lastly, the study shows that advertising is more imporiant in case of consumer goods
sector than the producer goods sector . it is also more important in case of expertenc:&

goods compare.d ta search goods .
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