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CHAPTER I 

INTRODUCTION 

"Hardly any business practice causes economists greater 

uneasiness than advertising." Lester Telser 

Perhaps no single topic in economic thought has stirred as 

much controversy as the �xistence of advertising. Economists have 

debated its merits, demerits, and ramifications for many years; 

it has been characterized as everything from a complete waste of 

resources to one of the major determinants of economic growth. The 

purpose of this paper is to study one facet of this controversy; 

namely, whether or not l:he existence of adve_rtising signific,antly 

contributes to economic growth. The hypothesis presented in this 

paper is that the existence of advertising has no signiticant ef
.
fect 

on economic growth; it neither stimulates nor retards economic growth 

to any appreciable degree. 

While the role of advertising in the determination of economic 

growth has been debated �y economists, often at great length, little 

systematic study of this question has been attempted. This paper will 

attempt to fill this gap by providing an.empirical study of the relation-
1 ship between advertising and econo�ic growth. 

1The basic idea and format for this study is based on a study 
by James v. Koch of Illinois State University. '"Advertising and 
Economic Growth" Journal of Advertising Research1 Volume 11, Number 4, 
(August, 1971) pp. 36-39.· However, several significant changes have 
been made and are noted in the text. Much of the same terminology and 
symbolism has been borrowed from Koch's study in order to facilitate a 
comparison. 

1 
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Be cause of t he la ck of av� ilable inform at ion, difficu lt ie s  

e ncou ntere d in finding figures lim ite d t his s tu dy t o  the per iod 

1960-64. T he length of per iod is not as cr it ical as it m ight a t  

fir s t  appear , s ince e ve n  in t his s hor t  of a t ime per iod, many 

indu s t r ie s  change d e it her in clas s ificat ion or de finit ion. Be cau se 

o f  t his , it is de s ir able t o  u se a re lat ively s hor t  t ime per iod in 

or der t o  insure gre ater a ccura cy of resul t s . 

T he s tu dy is arr ange d  in. t he foll ow ing ma nner . F ir s t, a 

br ie f  s tu dy of t he l iter a ture of t he e conom ics of a dver t is ing w ill 

be u nder t ake n,.• followe d by a de s cr ip t ion of t he emp ir ical w ork 

done in t his p aper . T he co� clu s ions of t he se s tu die s  w ill t he n  be 

a nalyzed and -p lace d  w ithin t he ir proper per spect ive", b ot h  w it hin 

t he l iterature of . adver t is ing and ec onom ic t he ory in ge ner al. 

F inal ly , an -�·
t temp t w ill be. ma de t o  dr aw some c ob�lu s io.n s: a�u t t he 

role of a dver t is ing in a mo dern ec onomy • 

.. 
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CHAPTER II 

TH E . LITERATUR E  OP ADVElUIS ING 

This sectio n  o f  the pape r w il l  co ncern i tse l f  wi th s tu die s 

in the fie ld o f  adve rtis ing a nd e co nomi c  growth a nd a na lyze the 

re lative pos itio n o f  this s tu dy w ithin the framework o f  a dver tis ing 

lite ra tu re . 

A. Te lser' s Stu die s 

Le s te r  Te lse r o f  the Uni ve rsi ty o f  Chica go is o ne o f  � he 
-

p io nee rs o f  a dve rti si ng � heory. Hi s two ba s ic s tu die s  make requi re d  

re ading fo r a nyo ne se rtou s ly inte re s te d  i n  the e co nom ic e ffe cts o f  

� dve rti s ing. H is firs t s tu dy2 a na ly ze s  the e ffec ts o f  � dve� tis ing 

o n  de ma nd wi thin the indu s try. He bu ilds a theo re tica l  re la tio n-

s hip be tween the leve l o f  a dve rtisi ng a nd the cro s s-e la s tici ty o f  

p rice s among the firm s  i n  the indu s try and co nclude s tha t thi s 

re latio ns hip is inve rse--p ro du cts with a high cro s s�e la s tici ty 

e xhib it low le ve ls o f  a dve rtis ing a nd vice ve rsa. 

Tel se r the n l in� s the amount o f  adve rtis ing to the ma rke t 

s tru ctu re . He s tate s  that,  depe nding upon the chara cte ris tics o f  

the p ro du cts p ro du ce d  {p rima rily the le vel o f  cro s s-e las ticity) , 

the amou nt o f  adve rtising fo r the i ndu s try a s  a who le will  vary: 

2i.e s te r  Te lse r, "Bow Mu ch Doe s It Pay Whom to Adve rti se?", 
Ameri ca n  E co nomic Revie w , LI (May, 1961) , pp . 19 4-20 5 .  



4 

His conclusions about the effects of  advertising on economic 
' . 

growth are somewhat ambiguous . He concludes that advertising may 

have an effect upon the growth of the industry as a whole . However, 

he qualifies this statement by a llowing for the· type of  product as being 

the dominant effect . The effect of  advertising would then only be sig� 

nificant in a new industry, which must reach its potential market . In 

industries which ·have stabili�e4 theif market (all potentia l  buyers are 

informed of the existence of the product), the �ffect of promotion 

would be minimal. 

It is interesting to note Telser's reliance upon the nature 

o f  the product as a determinant of the amount of advertising and 

its potential effectiveness in stimulating economic growth . He 

never clearly establishes whether it is the advertising or the 
.· 

product itself which stimulates industrial growth . It appears, 

following his ana lysis, that industrial growth is based primarily 

upo.n the demand for a certain kind of product and that advertising 

has no significant effect on the demand for that product, except 

under certain special cases ( i . e . ,  loi cross-elasticity of  demand 

between products) . Even under these s .. pecial cases, the relevant 
. 

criterion still is the nature of  the product and the public's 

desire for it . 

Telser's second study3 involves an empirical test of various 

facets of  the effectiveness of advertising . 

3r.ester Telser, "Advertising and Competition," Journal of  
Political Economy, LXXII (December, 1964) pp . 537-62. 
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T he fir st q ue st io n  te ste d is whet her t here is a .strong 

relat io nship betwee n con ce ntrat io n  r at io s  and advert ising le vel s. 

For t he t hree ye ar s  te ste d, he fo und .a r at her poor relat io nship 

between advert ising and co nce ntr at io n  r at io s; t hat a t hree per 

ce nt incre ase o f  t he advert ising to sale s r at io is asso ciate d 

wit h  .o nly e ight o ne hundre dt hs o f  a per ce nt (.oai) change in 

co nce ntr at io n  for t he industry . T his. re sult�• al so co nfirme d  

be G�or ge St igler .4 

T he se co nd q ue st io n  t hat Tel ser st udie d  invol ve d  t he 

re lat io nship between t he le vel o f  advert ising and t he st ab il ity 

o f  market share s wit hin t he- industty . He fo und t hat advert ising 

and share st ab il ity seem to be inver sely rel ate d; t he gre ater t he 

amo unt o f  promot io n  wit hin an,· industry, t he gre ater like li hoo d o f  

changing distr ib ut io ns o f  sale s wit h.i n  t he industry . In other wor ds, 

t he ex iste nce o f  l ar ge amo unt• o f  advert ising in an·- industry te nds 

to de st ab il ize t he market . 

I n  t he co ur se o f  t his st udy, Tel ser dr aws no impl icat io ns 

about t he rel at io nship betwee n advert ising and e co nom ic gro wt h. He 

merely an aly ze s t he e ffe ct s  o f  advert ising o n  market str uctu�e and 

it s distr ib ut ive e ffe cts wit hin t he industry. 

B. M ar cus' s  St udy 

A similar st udy was do ne by M at ity ahu Mar cus o f  Rut ger s 
. 5 ' Univer sity in 1969. His re sult s te nd to co ntr adict Tel ser s 

4 Geor ge St igler, "The E co nom ie s  o f  S cale," Jo urn al o f  L aw 
and E co no mics, I (1958), pp. 63-8. 

5Kat ity ahu M a� cus, "Adverti sing and C hange s  i'n Co nce ntr at io n," 
So ut hern E co nom ic Jo urn a l ,  XXXVI (O ctober, 1969), pp. 117-121. 
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f indi ngs . H e  fQ und tha t th er e wa s a str ong c orr ela tion b etween 

a dver tisi ng i ntensity a nd cha nges in th e c onc entra tion rat io f or' 

th e in dustry . H ow ever , th er e is one cr uc ia l  diff er enc e in def inition 

between th e two studies. Marcus used a m ea sur e of ab solute level of 

a dver tis ing intensity, wh ile Telser used a n  a dver ti s
.
i ng to sa les ra ti o  

a nd, beca use of th is differ enc e- in def inition, th eir r esults disa gr ee . 

Th is r esult is ex pla ined by th e fac t  tha t th e ab solute amo unt of a dver-

tis ing w ill tend to be h igh er in h igh ly c onc entra ted industr ies, because 

it r epr esents one of th e .maj or barr ier s  to entry into th e industry • 

. H owever, th e fact tha t  a bsolute a dver tising w il l  tend to b e  h igh er· does 

n ot nec essari ly im ply a h i&h er a dver tisi ng to sa les ra tio, sinc e  th e 

varia tion of sa les i n  re la tion to grpwth is not speci fi ed. 

C .  K och' s S tudi e s  

Jame s V. Koch · of Illi nois S ta te Uni ver s fty ha s, done,. .. tw o ma j or 

stud·i es in. th e f ield c onc ern i� g a dver tising a nd ec onom ic gr owth . H is 

studies wer e used a s  a ba sic . framew ork f or th e pr esent study, a.lth ough 

som e si gnificant chan_ ges wer e made i n  th e defi niti ons. of c er ta in var i- · 

a bles a nd th e mea sur ements of industria l grow th em p� oy e d .  Ho"' ever, 

for th e mo st par t, th e r esults ar e c ompara bl e .  

·K och' s fir st s' ud�6 mea sur ed. th e
. 

effec ts of a dver ti si ng a nd 

pr oduc t diff er entia ti on upon i ndustry gr ow th .ra tes . _H is f indings 

sh owed no si gnifica nt r e la tionsh ip b etwe en a dv�r tising a nd ec onomic · 

gr ow th. He found tha t a dver tising is sta ti stica lly i nsignifican t, 

6Ja mes V. K och, "Adv er tising a nd Ec ono mic Growth/' Journa l of 
A dver tising Re search, ·x1 (A ugu st, 197 1), pp. 36-39. 

' 
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although this variable had a cons.istent negative value, indicating 

an inverse relationship between advertising and economic growth. 

Ko�h's second study7 follows the same basic t!:.'me, although 

he does incorporate some significant changes. He expands the sample 

size from 55 four-digit industries to 242 four-digit industries, also 

including dununy variables to allow �or regional markets, possible 

effects of imports on the �arket, and possible effects related to 

defense spending. 

His findings indicate that advertising intensity, represented 

by the advertising to· sales ratio, neither stimulates nor retards 

.economic growth. However, seven out of the twelve coefficients ·had 

the expected negative sign. These results reinforce the· findings 

that there is no significant relationship between advertising and 

economic growth. .· 

An interesting sidelight of this study is the strong corre-

lation found between growth rates and the extent that the industries 

were related to defense spending . This is significant because during 

the period of the study (1958-66), defense spending .was strongly 
8 

stimulated due to the increasing involvement in the Vietnam War. 

7 
James v. Koch, "The Effects of Market Structure Upon Economic 

Growth," (unpublished) , pp. 1-20. See footnote 10 . 

8For this reason, major industrial groups nineteen (ord�nance 
and related weaponry) was excluded from the sample in my study. It 
was felt that the inclusion of this industrial group would unduly bias 
the data. Although the expenditures for the Vietnam War had not yet 
experienced their sharpest rise during this period (1960-64), the 
influence of the growing involvement was unmistakeable. 
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This would represent an increase in demand for a selected type of 

product and the tesulting increase in the growth of the industries 

that are connected with the production of that product. Once again, 

it appears that changes in the relevant demand for a product provides 

the strongest stimulus for economic growth. 

D .  Comaner and Wilson's Study 

9 The Comarier and Wilson study attempted to measure the cor-

relation between advertising and profit rates among forty-one selected 

three-di�it industries. They measured the profit rate among the indus-

tries and regressed this against the advertising expenditures among 

the industries, also tak �ng into account the influence of market concen-
I 

tration, production seal� economies, the absolute amount of capital 

required to enter tne industry, and the rate of growth of demand. They 

found a strong and positive relationship between the level �f advertising 

arrd the profit rate for the industry1• 

However, it is extremely difficult to draw any'conclusions about 

growth rates from these findings. · Although high profit rates do exist 

in advertising-intensive industries, this does not necessarily imply a 

relatively higher growth rate for the industry. While h-' · :- .. ,,.: .. ;.:; ·· 

could provide a stimulus to new investment-

since the relation between adve.,..t. 

There is also a sr:::� :_ ..... 

profit rates and advertising; whether advertising causes higher profits 

or higher profits stimulate more advertising .. 

9 
William S .  Comaner and Thomas A. Wilson, "Advertising, Market 

Structure, and Performance," Review of Economics and Statistics, XLIV 

(November, 1967), pp. 423-39. 

' 
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This concludes the analysis of the various statistical studies 

concerning advertising and various determinants of market structure 

and industrial growth. These represent the primary studies in. the field. 

Unfortunately, the amount of research.done in the area of the relation 

of industry growth to advertising is scant. There still remain��nwmy:�· · 

unanswered questions. One intriguing question revolves around the 

possible effects of advertising on industrial growth after the growth 

figures have been adjusted for such factors as changes in the demand 

parameters. If these figures are adjusted for such factors as changes 

in the population, technology. and other assorted effects, advertising 

may have a significant role •. He>Wever. even if such a study was feasible, .... 

.. -
it is strongly suspected that the effect of advertising on the residua.l 

' 

economic growth would be minimal. 

.. 

;· 
. . , , 



CHAPTER Ill 

THE EMPI RICAL STUDY 

My study ex plored th e relationsh ip betw een a dvertising and 

eco nomic grow th in greater deta il th an th e studies c ited above. Th e 

nex t sec tion desc ri� es th e study and analyz es th e results obtained 

from it . 

· Th e industry sa� le w a s  c om posed of 54·s tanda rd lrt dustrial 

C lass ific ation (s.1.c.)· manufac turing industries a t  th e th ree- digit 

level of.c lassific ation.10 Th e full c ompl ement of 12 1 th ree- digit 

industries w as not used because of lack of information and bec ause 

ch anges in s.1.c. definitions over th e relevant t ime pe rio d , prec luded 

th e use of several industries. H ow ever, a pprox ima tely 4 5  per c ent of 

American ma nufac turing ( exc luding th e ordina nc e industry ll) is repre-

sented . 

10 • 
. T h e  S.I.C. c lassifica tion sy stem, c ompiled by th e D epartment 

of Conune rc e, c lass ifies various indu stries acc ord ing to size. F or 
example, a tw o- digit c lassific ation represents a major m anufac turing 
group ( i. e., th e tobacc o industry), whi le a th ree- digit industry 
represents a division of th e tw o-digit ma nufac turing group ( i. e., 
tobacc o c uring indus tries), w ith a four-4igi t  i ndustry representing a 
furth er subdivision ( i. e., th e c igarette industry). I n  th is ma nner 
industries are grouped· in a sy stema tic w ay in order to fac ili tat� 
analy sis. 

11 Th e  tw o· digit ma nufac turing group numbering nineteen is 
excl uded from th is study bec ause of its strong relation to war spending 
levels. A lth ough th e ex penditures f or th e Vietnam Wa r ha d not y et ex­
perienc�d th eir grea test rise during th is period, th e influenc e on th ese 
in dustries by th e va r is unm istak ably p resent . I t  wa s felt th at th is 
in fluenc e coul d h ave distorted th e

. 
da�a and th erefore, •••ia:ict uded. 

10 
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O f  t he twenty major t wo-digit ma nu factur ing grou ps, ninet een 

ar e r epr esent ed .by at l ea st o ne t hr ee-digit indu stry, a nd r epr esent: 

a wider cro ss- sect io n  t ha n  ma ny co mparab le stu dies . 12 

T he t hr ee-digit l evel o f  indu stry c la ssificat io n wa s c ho sen 

for t wo r ea so ns .  F ir st, data o n  t he a dvert ising outlay s for indu stry 

ar e only a va ilab le t hrou gh Int erna l Revenu e ·stat ist ic s . 13 T hese 

figur es ar e pr imar ily t hr ee- digit cla ssificat io ns in r ec ent y ear s a nd 

so lely o f  t hr ee- digit nature in pa st y ear s .  I f  a four- digit cla ssifi-

cat io n  is u sed ( Depart me nt o f  Commerc e figur es), it n ec ess.itat es so me 

sort o f  extra po lat io n  o f  a dvert ising a nd sal es figur e s  fro m t he t hr ee-

digit ( I. R.S.) figur es to four-digit ( Depart me nt o f  C ommerc e) figur es. 

S inc e t he ma jor empha sis o f  t his stu dy r evolves around t he effect s o f  

a dvert ising a nd a dvert ising to sa les rat io s  u po n  eco no mic gro wt h, t he 

u se o f  extra po lat io n  is o pen to some qu est io n  a s  ;·�o accuracy·· a nd/or 

va lidity . T his is, per ha ps, one o f  t he major r ea so ns t hat Koch fa ils 

to r eac h stat ist ica l sign ifica nc e for t he a dv�rt isin g  var iabl es � n  his· 

t wo stu dies • 

. A .  Descr ipt io n  o f  Var iables 

1 .  Eco no mic Growt h 

In du stry gro wt h� is r epr esent ed by t he rat io o f  indu stry si� e  

in· 1964 to indu st ry size in 1960 . Indu st ry size is r epr esent ed by 

t wo m ea sur es: size o f  a sset s  a nd size o f  r ec eipt s. C erta in 

12 S ee Koch, "Advert is ing a nd Econo mic Growt h," p.� 39 . T his 
stuay r e pr esent ed o nly 14 o f  t he 20 major two-digit ma nu factur ing 
grou ps, con sist in g o f  a pprox imat ely 13 per c ent o f  ma nu factur ing. 
Coma ner a nd Wilso n' s  stu dy,"Advert ising, Mark et Structur e, a nd 
P er formanc e," p� 439, r epr esent ed 36 per c ent o f  ma nu factur ing a nd 
co ver ed 1 5  grou ps . 

1 3unit ed Stat es Int ernal Re venu e  S erv ic e,. I nt ernal Re venu e 
S erv ic e  Sourc e Book o f  Stat ist ic s  o f  Income, 1960 a nd 1964. 
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a lternative measm::es of industry size used by othe·rs, for example, 

Koch14 (i.e ., value-added, value of shipments, employment) , were not 

used due to the necessity of extrapolation from the four-digit to. 

the three-digit level of classification . Because of incomplete listings 

of all four-digit industries in the Census o f  Manufacturers, 

this extrapolation process would be open to.considerable question as 

to its accuracy • . The measures used in this study can be computed 

directly from Internal Revenue statistics with no extrapolation . On 

this basis, the measures used by this study aould, in all probability, 

be a more accurate measure of economic growth for three-digit indus-

tries . 

A second representation of economic growth was obtained by using 

the logarithm of the industry growth ratio . Since the simple ratio 

used in the first representation would be affected by the absolute size 

of the industry, the logarithm measure is employed . This usage adjusts 

for the effect of the size of the industry on the ratio, giving a more 

accurate measure of industrial growth . This usage was employed in 

Koch's second study, 15 and is employe� here in order-to more closely 

parallel his work. The logarithm of the dependent variables was 
16 used, while the independent variables were left unchanged. 

P· 3 .  

14Koch, "Advertising and Economic Growth," pp . 36-37 . 

15Koch, "The Effects of Market Structure Upon Economic Growth," 

16The transformation is as follows: 
y = · C + ax1 + bX2 • • •  « Xn 

to 

This represents an adjustment for industry size . 

.. 
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2 .  Con cent ration in t he . In dustry 

T he va riable re pre sentin g t he de gree o f  con cent ration in t he 

in dust ry, denote d 8FCON C in t he stati sti cal t able s, i s  me a su re d  by t he 

ei ght -fi rm con cent ration ratio . It wa s obtaine d fro m  t he 1963 Cen su s  

o f  M an ufactu re rs, publi she d by t he De pa rt ment o f  Comme rce, by ext ra po-

lation fro m t he fo ur-d� git le vel o f  cla ssi fi cation · usin g a wei ghte d  

a ve ra ge o f  t he fou r- di git data. . T hi s  was. t he metho d . u se d  by Tel se r  .· 

17 in hi s o ri ginal st udy . While it may have so me.in he rent dra wb ack s, 

it appea rs to be -t he be st me asu re avail able . F urt he r in form&tion on 

t he ext ra po lation·met ho d  can be fo un d in Capital an d Rate s o f  Return 

in M an ufa ctu ring In dustrie s ,  by Geo rge Sti gle r . 18 

I f  t he re i s  a si gni fi cant rel ation ship between t he con cent ra-

tion ratio an d in dust rial gro wt h, t hen, in all probability, it woul d 

be po siti ve . Rea son s gene rally cite d  fo r t hi s  con clusi,on a;e su ch . 

facto rs as hi ghe r pro fit rate s sti m ulatin g in ve st ment an d t he ability 

to finan ce internally, amon g  ot he rs .  

3 .  Re sea rch an d De velo pment 

T he re sea rch an d de ve lop ment, fi gure, denote4 RE S/DEV, re pre -· 

sent s .t he a ve ra ge n umbe r o f  wo rke rs inyolve d  in re se a rch pe r one :: . 

t hou sand wo rke rs in ·t he�in du st ry • .  T he so urce fo r t he se fi gure s wa s 

t he 1963 Cen su s  o f  M anu fa ctu re rs, publi shed by t he Dep art men t o f  . . 

Commerce . . . 

17Tel se r, o p .  cit··, p. · 544. 

. 18Geo rge C .  Stigle r, Capital an d Rate s o f  Ret urn in Manu fac­
tu ring In dust rie s ( P rin cet on , New 3e rsey: P rin ceton Uni ve rsity P re ss ,  
1963), Appendix C. 

' 
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The relationship of research and development to economic 

growth would appear to.be positive, that is; the industry that 

invests more heavily in·research would experience a higher growth 

rate due to improved products and product.ion methods being dis-

covered .1.� . .: :: .. .  
. .. . ........ 

4 .  Product Differentiatfon 

The advertising to sales ratio is included as a measure of 

the degree of  product differentiation within the industry. The con-

cept is borrowed from Koch's studies. The statistics used in computing 

this variable are found in the Internal Revenue Service Source Book of 

Statistics of Income for 1964 .20 The measure used for sales was receipts 

and the advertising variable was obtained directly from the data sheet . 

The product differentiation variable was denoted AD/SA in the statisti­

·ca l tables .21 

19 
There are some authorities who disagree with this conclusion . 

See John Jewkes, David Sawers, and Richard Stillerman, The Sources of 
Invention, (New York: S t .  Martin's Press, 1959), Chapters IV, VII, and 
IX. Also, Jacob Schmookler, Invention and Economic Growth (Cambridge: 
Harvard University Press, 1966). 

20 • 
Internal Revenue Service, .Q.Q.· cit . ,  1964 . 

21A specializat.i.on ratio for the industry was not used as a 
measure of product differentiation because differentiation can exist 
within an industry merely as a result of advertising with little or 
no actual physical differences between P.roducts (i . e . ,  brand loyalties, 
etc . )  This type of product differentiation is ·not reflected in the 
specialization ratio. Since the primary emphasis of this study. is 
concerned with differences created by advertising, the use of the 
specialization ratio would be especially unsuitable . 

A second rationale for the ekclusion of the specialization 
ratio involves the necessity for extrapolation from the four-digit to 
the three-digit level of industrial classification, since this ratio 
is found in the Census of  Manufacturers. 
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P roduct diff erentta ti on would tend to itihi bi t  economi c growth 

si nce a s  product diff er� nti ati on i ncrea ses,  pri ces ri se, tendi ng t o  

reduce sal es. Th eref ore, th e relati onshi p would, i n  a ll probability, 

b e  nega ti ve. 

5 .  Adverti si ng 

Adverti si ng as a vari able represent s th e a vera ge amo unt of 

a dverti si ng done by a representati ve fi rm i n  th e i ndustry. Th e repre- · 

· sent ative firm i s  com put ed i n  two way s .  Th e fi rst measure i s  th e 

a verage plant si ze of all plant s  i n  th e i ndustry taken a s  a proporti on 

of th e i ndustry a s  a wh ole and i s  denot ed AD Vl . 

Th e second mea sure � s  patt ern ed af ter one of Comaner and Wi lson 

i n  a 1967 work .22 It represent s th e avera ge pla nt si ze of th e largest 

pt ants representi ng fifty per cent of th e i ndust ry a s  a wh ole and i s  

denoted ADV2: The  rati onale f or · th e i nclusi on of" thi s  y a�ia.b le i s  

tha t .i t  a llows th e ex cl usi on of sma ll p lant s  whi ch may not have rea li zed 

a ll releva nt economi es of sca le .  

Th e exi ste nce of hi gh levels of a dverti si ng would be ex pected 

t o  cont ri but e. to economi c growth, si nce it would con.cei va bly i ncrea se 

th e demand f or th e product produced by th e i nd� st ry .. Th eref ore, th e 

ex pect ed relati onshi p i s  posi ti ve . . .. 

Th e i nf orma ti on used i n  com puti ng thi s va riable i s  f ound. i n  

th e Int ernal Revenue Servi ce Source B ook' of Sta tisti cs of· Income f or 

. 1964. 

22eomaner, .<1.2.. ill_. , p • 428 • 
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6. C apital R eq uir em ents 

- Th e capital r eq uir ements v ar iable mea s ur es th e av er age am ount 

of capital pos s es s ed by a r epr esentativ e  f irm. Tw o separ ate measur es 

of th is v ar iable ar e us ed: th e f ir st me a s ur e  r epr es ents th e av er age 

siz e  f irm f or th e. industr y as a whole and is denoted K REQ l, . and th e 

second m easur e  r epr es ents th e av er age siz e  of f irms in th e upper 

f if ty per cent of th e indus tr y .( th e  C oma ner and W ilson me asur e) and 

is denoted KREQ2 . 

Th e f igur es us ed in computing th is v ar� ab le ar e f ound in th e 

I ntern a l  Rev enue S erv ice S our ce B ook of S tatistics of I ncome � or 1964. 

Th e capital· r eq uir eqle nts v ar iable w ould b e  ex pected to be 

�positiv ei y corr elated to economic gr ow th, since th is is gener ally 
. . 

r elated to th e concentr ation of the, i ndµ s tr y. Of ten, capital r eq uira-e: .. t · 

ments r epr esent one of th e major b arrier s  to ent-ty i� to, t� e.b igh l� 

concentr ated industr y. 

7. P lant-Lev el Economies of S cale I 

Th e. plant- lev el economies of s cale v ar iable r epr es ents th e 

pr opor tion of total indus tr y  output accounted f or by_ a r epr esentativ e  

f irm. Tw o measur es of th is v ar iable ar e used and ar e denoted SCE C l  

and SCE C2; th eir s ub s crtpts being cons istent w ith th e pr ev ious def i-

nitions. 

I t  is ex pected. th at th� s  .v ar iab le is positiv ely r elated to 

. indus tr ial gr ow th since f irms th a t. h av e  r ealiz ed th e r elev ant eco nomies 

of s cale can pr oduce mor e at a low er pr ice, th er eb y stimu latin g  th e 

gr owth of' th eir industry. 
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The use o f  t he r epr esentat ive firm in t he fr ame work o f  

Com aner and Wil so n' s  st udy is a n  att em pt to det erm ine a firm that 

has at. lea st atta ined t he m inimum eco nom ies 'o f  scal e  inher ent f9r 

t he industry. Mor e informat io n o n  t he cal cul at io n  o f  t his var iabl e  

and t he co ncept o f  t he m inimum o pt imal scal e o f. plant can be fo und 

in " Adv ert ising, Mark et Stru ct ur e ,  a nd P er forma nce," by Will iam S. 

Coma ner and T homa s  A .  Wil so n.23 

B. The Result s o f  t he T est s 

·T he. fir st seri es o f  t est s r egr esses t he t wo me asur es o f  

industry gro wt h a ga inst t he var io us indi cator s o f  mark et str uct ur e. 

T he dependent var ia bl es wer e t est ed a gai nst two set s  o f  independent 

. var ia bl es., T he fir st set o f  var ia bles, subscr ipt ed o ne (1), r epr esent s  

t he small er m ea sur e o f  m inimum o ptimal scale, as defined pr evio usly . 

T he formul aa tak e t he follo wing form: 

1) gro wt h  i n  a sset s  (Y) • C + a ( 8FCON C) + b(RE S/DEv.) :.+: c(A D.l S A)) 
+ d(ADVl) + e (KR EQl) + f ( S C E Cl) 

2) gro wt h  in sal es . (Y) • C + a ( 8FCON C) + b(RE S/ DE V) + c(AD/ S A) 
+ d(ADVl) + e (KREql) + f ( S C ECl) 

T he seco nd set o f  variabl es, subscr ipt ed t wo (2), r epr esent ed 

t he l ar ger m ea sur e o f  m inimum o ptima l scal e for t he r epr esentat ive firm . 

T his was t he mea sur e sug gst ed by Coma ner a nd Wil so n.24 T he fornrul as ar e 

a s  fol lo ws: 

l) gro wt h  in a sset s  (Y) • C + a ( 8FCONC) + b(RE S/ DE V) + c(AD/ SA) 
+ d(ADV2) + e (KREQ2) + f ( S CE C2) 

2) gro wt h  in sal es (Y) • C + a ( 8FCONC) + b(RES/ DEV) + c(AD/SA) 
+ d(ADV2)·+ e (KREQ2) + f ( S CE C2) 

23coma ner a nd Wilso n, pp. 428-29 . 
24tb id� 
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The labels for the independent variables are the same as those 

employed by Koch . Any differences in their derivations are noted above. 

This was done to allow greater comparability between the various studies . 

The resu.lts of the tests are sununarized as follows: 

TABLE 1 

TEST SERIES. 1 

c 8FCONC RES/DEV AD/SA ADVl KREQl SCECl 
growth 

assets-1 .236 . 0029 - . 0059 3 . 442 - .0028 . . 0060 -11. 985 .08 
( .  96) a (1.43) ( .81) (1 . 23) (.54) ( . 60) 

growth 
sales- 1 . 233 .0027 -.0008 1 . 066 - .0022 .0041 - 8 . 650 .04 

(. 7 3) ( .23) ( .28) ( .  92) ( .  36) ( .42) 

c 8FCONC RES/DEY AD/SA ADV2 KREQ2 SCEC2 R2 
growth 

assets-1 . 252 .0024 -.0049 2 . 998 - . 00009 - . 00003 .1191 .07 

growth 
sales- 1 . 266 

( .88) ( 1 . 40) ( .  75) (1 .13) ( .13) ( .43) 
. .  

.0012 - . 0007 1 .  7 37 - . 00008 .00006 . 2020 .04 
( .43) ( .  21) ( .43), (1 . 00) ( .  25) ( .  71) 

.. aThe value in parentheses represents' the t-statistic 
for the coefficient . 

No correlation was found between the growth in assets or sales 

over the time period with any of the independent variables derived under 

definition number one . However, it is interesting to note that the vari­

ables RES/DEV and ADVl ·�nd ADV2 take on a consistently negative value . 

The variable denoting plant-level economies of scale takes on a 

rather unexpected negative value under definition number one . This is 

probably due to the much smaller measure of plant-level economies of 

scale which allows smaller, less efficient plants to be included in the 

sample . The low level of  the t-statistic associated with these coeffi-

cients casts serious doubts over its validity, even as to sign . It is 
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noted that under the larger measure of sc.ale economies (definit,ion 

number two), these variables take on the expected positive value. 

This is probably caused by the elimination of the least efficient 

f inns from the sample under the requirements of definit·ion number 

two. However, the variable is not significant at even the ten per 

cent level. 

The set of tests involving varia�les as defined under defi-

nit ion· number two fa iled to reach statistical s'ignificance . It  is 

noted that the advertising variable is not significant, although the 

sign was of consistent negative value. 

The negative signs on the research and development variables 

when regressed against growth in assets and receipts is 'consistent 

with the set of tests under the first definition . The negative value 

of the capital requirements variable when regres'sed against.-·growth in 

assets is of such a low value that it merits no serious consideration, 

eveU.:.�s s to sign . - �..,. . .. . 

The second series of tests involved regressing the value of 

the lotharithm of the dependent variables. This procedure was suggested 

by Koch in his second study . 
25 • 

25 Koch, "The Effects of Market Structure Upon Economic Growth," 
(unpublished), p .  3 .  
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The formulas take the following form: 

1) log growth in assets (Y) • C + a (8FCONC) + b (RES/DEV) + c(AD/SA) 
+ d(ADVl) + e (KREQl) + f (SCECl) 

2) log growth in sales (Y) = C + a (8FCONC) + b (RES/DEV) + c (AD/SA) 
+ �(ADVl) + e (KREQl) + f (SCECl) 

3) log growth in assets (Y) =· C + a (8FCONC) + b (RES/DEV) ·+ c(AD/SA) 
+ d (ADV2) + e(KREQ2) + f (SCEC2) 

4) log growth in sales (Y) = C + a (8FCONC) + b (RES/DEV) + c (AD/SA) 
+ d (ADV2) + e(KREQ2) + f (SCEC2) 

The results are summarized below: 

TABLE 2 

TEST SERIES 2 

c 8FGONC AD/SA RES/DEV ADVl KREQl SCECl R2 
. log 
growth a assets .. .0843 . 0009. 1.353 -.0021 - .0010 .0029 -6.321 .08 
log 
growth 

sales .0765· 

c 
log 
grqwth 

assets .0974 
log 
growth 

sales .0957 

( .88) ( 1 . 10) ( 1.80) b ( 1. 30) ( .  79) ( .  95) 

.0010 . 8619 - . 0009 -.0008 . 0024 -6.375 .04 
( .  90) ( .63) ( .65) (. 98) ( .57) ( .87) 

8FCONC AD/SA RES/DEY ADV2 KREQ2 SCEC2 R2 

.0004 1 . 292 - .0021 - . 00003 c . 0618 . 07 
( .48) ( 1.04) (1 . 78)b. (1 .5) ( .  73) 

. 0001 1.009 - .0008 - . 00002 .00002 .0958 .04 
( . 1 3) ( .69) ( .62) ( . 67) ( .25) ( .  93) 

. 

. . a The value in parentheses represents· the t-statistic 
for the coefficient . 

- .bThis value was stati;stically significant at the .10 
level . 

.. :.cThe £-level was too low for computation. 
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The only value whic h  gain ed st at ist ic al sign ific anc e was t he 

r ea earc h  an d develo pm ent var iable when r egr essed ag ain st t he lo gar it hm 

o f  growt h  in asset s. Un der bot h  defin it ion s, it sho wed a val ue o f  

-.0021 wit h  a t- value sign ific ant at t he t en per c ent level; t his 

wo ul d suggest a n egat ive r elat ion ship bet ween r esearch an d develo pment 

an d gro wt h  in asset s, altho ugh o bvio usly a r at her m inor in fluenc e .  

T her e  have been sever al st udies whic h  wo uld t en d  to con firm t his 
26 r esult . 

T he ex planat ion for t his r esult is t wo fo ld .  F ir st, added 

ex pen dit ur es for r esearc h r epr esent incr eased co st s  for t he in du str y. 

T his wo uld t en d  to decrease t he· amo unt o f  fun ds availab le for acc um u-

lat ion o f  var io us. asset s. � econdly, as po int ed o ut in t he Jewk es an d 

Sc hmook ler st udies , m uc h  co� por at e  r esearc h·co st s  far mor e t han t he 

ben efit s  der ived from n ew disco ver ies. Bot h o f  t hese {acto' s com bin e 

__.--------- to c ause a n et lo ss in gro wt h o f  asset s  for an in dust ry whic h in dulges 

in heavy ex pen dit ur es for r esearc h an d d evelo pm ent . 

·The un iver sally n egat ive value for t he r esearc h vari able, while 

on ly gaining st at ist i� a l  sign ific anc e in t he s econ d. ser ies o f  t est s, 

ma y  be con sider ed an in dic at ion o f  a con sist ent r elat ion . T he ro le o f  

r esearc h an d develo pm ent in in dustr ial growt h is a factor whic h m er it s  

mor e st udy by econom ist s in or der to learn it s tru e sign ific anc e to 

econom ic growt h .  

26 Jewk es ,  C hapt er s  I V, VII an d IX. See also Sc hmook ler. 
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The rest of the independent variables failed to achieve 

s ignificance, as in the first series of tests� Once again, it is  

interesting to note the consistent negative value of the advertising 

variable, which reinforces the data from the first series of tests. 

The negative value for the scale economies of plant variable 

under the first set of ·tests is  probably due to definitional problems, 

as explained above. It is noted that when the more s tringent defini-

tion of scale economies is  used, the variables take on the expected 

positive value. 

On the basis of these tests, it can be concluded that for the 

group of industries s tudied, there .appears to be no significant rela-
. 

tion between advertising expenditures and industrial growth. It is  

also suggested, but not confirmed, by· the tests that if such a relation 

existed, i t  should be of a negative nature; the existence: or··advertising 

would tend to inhibit the growth of an industry as a whole. Advertising 

appears to be, at best, use'iess in affecting economic growth and, at 

worst, .a hindrance ·to the growth . of an industry. 

However, i t  is  important to note that 'these .results state nothing 

about the distributive effects of advertising within an industry. Adver-

tising probably has a s�rong effect on the distribution of market shares 

within an industry, but this s tudy only draws conclusions about . the 
. . 

effect of advertising on the size of the market) not on the division of 

shares within it. 

However, it can be noted that distributive effects can only take 

place at the expense of another firm. in the industry. Total economic 

growth for the industry will not be significantly affected. Clearly, 

advertising plays no s ignificant role in economic growth in the aggregate. 



��· · . . . 
_ _ · . 

\ . . . CHAPTER I V  

A DVERT ISING I N  PERSPECT IVE 

Wh at then is t he tru e ro le of advert isin g  in a mo dern economy? 

· A study of adver tisin g  in mo dern soc iety wo uld be in or der to attem pt 

to assess the ro le an d the po ss' ible costs an d ben ef its of adver tisin g. 

In 1965, adver tisin g  acco un ted for 3.54 per c en t  of per son a l  

con sum ption ex pen ditur es in the Un ited States. I t  r epr esen ted 3.25 

per c en t  of the ex penditur es of dispo sable per son al incom e or appr ox i� 

m ately 2.24 per c en t  of the gro ss n ation al pro duc t .27 O ver the time 

per io d of 1935 to-1965, th e: r elative . im por tanc e of adver tisin g  as a 

perc en tage of gro ss n ation al pro duc t has dec lin ea. Ho wever,- it is 

diff ic ult to asc er tain if this dec l in e  is an acc ur a te m easur e  of the 

impor tanc e of adver tisin g ,  sinc e go vernm en t perc en tages of gro ss 

n a tion al pro duc t have r isen dr am at ic ally o ver the sam e  tim e  per io d. 
. 28 

. 
T his m ay have the eff ec t of distor tin g  the data. .C lear ly ,  ho wever, 

adver tisin g  do es r epr esen t  an impor tan t  var iable in the econom y. 

Despite the sigu if ic an t pro por tion of r eso urc es devo ted to 

adver tisin g ,  . it has been lar gely ignored b.y econom ists. Par t of t his 

seem s  to be a puzz lem en t amon g econom ists abo ut the tr ue ro le of 

27J ul es B ackman , A dver tising an d Comp eti tion, (New York: 
Ne• York Un iver s ity Pr ess , 1967) , p. 173. 

2 1L 
. 

�Backman, p. 173-174 • 

. 23 
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a dvert ising in th e ec onomy. B ec ause a nalysis of a dvert ising ea sily 

involves .such fact ors as soc iology and psych ology, ec onom ist s  t end 

t o  be w ary of st udying it or att em pt ing t o  a nalyze it s effect s. 

Jul ia n  S imo n  point s out anoth er possibilit y  as t o  wh y adver-

t ising is oft en exc luded from ec onom ic analysis. ij e  st at es: 

• . •  th e reason is, I th ink, th at promotion req uires 
exch ange. A dverti si ng c an spe ed and inc rease ex­
ch ange of a good, but it c annot begin th e p roc ess 
of exch ange . . • •  B ut promot ion c annot ex ist with out 
exch ange. B ec ause promot ion is not c ausal in th e 
c rudest sense, a nd bec ause prom oti on h as not been 
im port ant h ist oric ally, it h as been reasonable t o  

· neglect promot ion wh en c onsideri ng th e struct ure 
of developm ent of ec onom ies. It is only wh en one 
foc uses on th e finer det ai l of ec onom ic.d evelop­

m ent • • • • .  th at one sees th at prom ot io.n m ight ·b e  . im port ant j ust as are oth er ch anges in c onm erc ial 
pract ic e, bec ause .it is such "disc ont inuous";:;cha�ges 

.. in th e struct ure it self, each of wh ich m ight b e  sma l l, 
but wh ich bu lk l��ge in th e aggregat e, wh ich effect 
ec onom ic growth. .., 

, 

Wh at ever th e reason, th e effect s· of advert ising h ave usually been 

a ssume d  away, ign ored, or m inim iz ed in th e lit erat ure of ec onom ic s. 

Wh at rol e does ad vert ising play. in an ec onom y7 Th e mo st 

· ob vious role is dissem inat ion of inform at ion about product s, pric es, 

-----------q ua lit y, and any oth er· factors wh ich m ight a ffect t rans· act ions with in 

th e ec onom ic syst em, St igler, in The O rganiz at ion of I ndust ry, m akes 

a det ailed analysis of th e role of advert ising in th e ma rk�t. He n ote s 

th at th e effect .of advert ising is t o  imne nsely reduc e th e c ost of search 

for th e pot ent ial buyer and seller.30 

29 . 
Julian L. S im0 n, I ssu es in th e Ec onom ic s of A dvert is in� 

( Urbana: U niversit y  of I llinois Press, 1970), p .  172. 
30 . 

Ge orge c. St igler, Th e O rg aniz at ion of I ndu stry (Home wood, 
I ll inois: Rich ard Irw in and C om pany, 1969), p. 176. 
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It also serves to distribute price information over a wider 

area, increasing the size of the potential market. He points out that 

this has a decisive effect on the dispersion of prices. Price differ-

entials among products of similar or identical types tend to diminish 

. . 31 or disappear. In this way, the potential market where the consumer 

buys is increased at very little cost to him. 

This function of advertising is clearly one of the most·bene-

ficial roles. By providing a means of rapidly distributing information, 

it moves the economy much closer to one·with perfect knowledge, a desir-

able trait in any economy. However, this expansion is not without cost. 

Advertising on any major scale represents expenses to the firm. These 

.expenses can be reflected in many ways, but most often in price increases 

(depending upon the elasticity of demand, among other things). The 

rise in price is probably less than the cost of search .over.-the same 

market would have been to the consumer through the action of some sort 

of pooli�g effect or a form of economy of scale of advertising, but 

this type of cost is extremely hard to measure. 

Obviously, much advertising goes far beyond·the mere dissemina-

tion of information. Whether or not the increases in price that are 

experienced in order to·finance the advertising are less than the 

potential cost of search is a debatable question. Casual inspection 

of the relation of profit rates to the amount of advertising may 

suggest that the benefits derived �rom more per.feet information may be 

outweighed by th� higher product costs. To the extent that these higher 
, 

31 . 
Stigler, . . The Organiza·tion of Industry, p. ·178. 

----------
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prices restrict output or consumption may represent a net hindrance 

to the economy reaching its full potential. Many of the benefits of 

this new distribution of resources depends upon the use to which the 

increased profits are placed. Until these uses are analy�ed and the 

flow of resources ascertained, no definitive statement can be made 

about the influence of advertising iq the dynamic sense. 

A possible benefit of advertising alleged by some writers is 

that it serves as a stimulaus to research and development of new tech-

nology. For example, David M. Blank makes this statement: 

" .... advertising, by acquainting the consumer with 
the values of new products, widens the market for 
these products, pushes· forward their acceptance by 
the consumer and encourages the investment and 
entrepeneurship necessary for innovation. Adver­
tising, in short, holds out .the promise of a greater· 
and speedier return than would occur without such 
methods, thus stimulating investment, .. growth, and 
diversity.32 · 

. � 

Former Secretary of Commerce Luther Hodges has stated that advertising 
... 

stimulates research and development by providing a quick expansion of 

the market for a new good. He notes: 

" .... Without advertising's ability to stimulate the 
constantly expanding demand for goods and services, 
our gross national product would noj have more than 
doubled in the past twenty years." 3 

My study found no .justification for this position. No significant 

correlation was found between advertising �xpenditures and expenditures 

32navid M. Blank, "Some Comments on the Role of Advertising in 
the American Economy--A Plea for Revaluation," in Reflections on Progress 
in Marketing, edited by George Smith, Northern Illinois University, 1964 
Educators Conference, American Marketing Association, Chicago, Illinois, 
1964, p. 151. 

33House Committee on Interstate and Foreign Commerce, Hearings 
on Fair Pac kaging and Labeling, Part 2f 89th Congress, 2nd Session, 
Washington, D.C., 1966, p.1094. 
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on research and deveiopment. The· existence of advert�sing throughout 

__ the economy may have some effect on the amount of research and devel­
------

opment, but there is no direct correlation between advertising and re-

search and development on an industry to industry basis. 

However, as has been pointed out before, research and develop-

ment programs have little to do with 'the growth of an industry over 

time. My study found the relationship between research and development 

and· :i.ndustria� growth was insignificant in six out of eight tests.34 

Advertising probably plays a significant role in new and devel-

oping industries by prov�ding information about new products, but in an 

already established industry, it makes no significant contribution to 

industrial growth. 

However, it should be emphasized that this argument says nothing 
-· 

' 

about possible new industries which are created as a result of research 

and development in established industries. No definitive study has been 

made of the distributLon of research and development projects as to 

whether or not they are incorporated within· or without the industry. 

Perhaps in this very indirect manner, advertising does play a role and 

yeilds a net bene!it to society. However, until more definitive evi­

dence is produced, one ca� only hypothsize that this effect is probably 

rather weak. Most certainly, it is not as strong as has been hypothe-

sized by these and some other writers. 

34When the results. were significant (two of the· eight tests), 
the· sign of the coefficients was neg·ative, indicating that increasing 
amounts of money spent on research can actually inhibit the growth of 
an industry. 
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One final point to be ·made about corporate advertising lies 

in the political. effect it exerts in  society. As has been pointed 

out by William Domhoff , mos t newspapers and periodica ls depend heavily 

on advertising as their main source of revenue. The threat of dis -

continuance of advertising by certain corporations can have a decided 
35 

effect upon the editorial policies of these periodicals. Through 

the use of certain kinds of financial pressure, the views of corporate 

big bus iness can be felt throughout society as a whole. Whether or not 

this represents a net detriment to society depends upon one' s personal 

views regarding the virtues or vices of big business. However, in all 

probability, the effect is significant. 

This lengthy digress ion on th� possible benefits aad dra wbacks 

of advertising has- left us, as a whole, in roughly the same qua ndary 

that we originally began. While there are some definite drawbacks , it 

remains the· task of the economist to further s tudy the role of a dver-

tising in relation to the economy and s ociety as a whole. 

35 G. William Domhoff,· Who Rules America? , (Englewood Cliffs, 
New Jersey: Prentice-Hall, Incorpora ted� 1967 ), p.· 81 • 

.. 



CHAPTE R V 

F lNAL ·CONCLUSIONS AND SUMMARY 

The thesis was tested by use of a multi-variate regression 

a nalysis. Two separate measures ·of industry growth were used, a s  

well a s  the loga rithm of these mea sure�. These values were regressed 

against va rious indica tors of market structure a nd a dvertising. The 

i ndependent varia bles represented industry concentration, research 

a nd development, a dvertising-induced barriers to entry, product 

differentiation, capital requirements, a nd releva nt economie� of scale. 

As a result of the tests, the thesis wa s confirmed. The values 
. . · . 

for the coefficient.a involving a dvertising, a dvertising-indu·ced barriers 

to entry, and product differentia tion were. found to be insignifica nt�a t  

even the ten per cent level o f  significa nce. ·It is noted. tha t  the 

coefficients for the a dvertising variable and the research and develop-

ment variable were consistently negative. The research a nd development 

variable did gain statistical significance in two cases. 

These figures indic a te that  a dvertising did not significantly 

contribute to the economic growth of J;:he industries studied. I.t can be 

further hypothesized tha t ,  due to the consistent negative value of the 

coeffecients, that if a· statisticallY: significant relation existed, 

it would probably serve to inhibit the growth of the industry • 
• 

29 
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The results of this study coincide with major studies· of  this 

· nature in the f ield of  advertising theory . · While there may be signifi-

cant relationships between such factors as changes in concentra�ion , 

research and development, and profit rates, there is no significant 

relationship between advertising and economic growth . 

The true role of advertisi�g appears to lie in the area of  

stimulating new industries to reach the fuli extent of  their market. 

In the role of distributor of information about buyers, sellers, prices, 

and products, the existence of advertising serves a valuable function . 

The net benefits of advertising to established industries which 

have well-defined markets is less clear . Definitely, the benefits that 

the existence of advertising and promotion yield in such a setting are 

less �han those in the setting of a new expanding industry.  However, 

the need for further study into the nature and role of .advertising still 

remains . 
' 

The solution to the problem does not appear to lie in the analy-

sis of  market structure or related factors such as advertising.  In the 

final analysis, other factors appear r to play the crucial role in indus-

trial and economic growth . When these factors are specified and studied 

in some sort of  comprehensive fashion , then perhaps the true value of  

advertising can be ascertained . 
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APPENDIX A 

Sill-l11ARY OF INDUSTRIES BY S . I . C. CLASSIFICATION 

Description 

1 .  Meat Products 

2 .  Dairy Products 

3 .  Canned and Frozen Foods 

4 .  Grain Mill Products 

5 .  ·Bakery Products 

6 .  Sugar 

7 .  Confectionary and Related Produc t s  

8 .  Cigarettes 

9 �  Broadwoven Fabric Mills and Finishing : 
Wool 

10 . Textile Mill Produc t s :  
Knitting Mills 

1 1 .  Carpets and Rugs 

1 2 .  Men ' s  and Boy s '  Clothing 

1 3 .  Yarn and Thread Mills 

--- -----·14. Women ' s ,  Children ' s ,  and Infant ' s  Clothing 

15. Miscellaneous Apparal and Accessories 

1 6 .  Logging, Lumber, and· Basic .Wood Products 

17 . Millwork, Veneer s ,  Plywood s ,  and Prefab­
ricated Structures 

1 8 .  Household Furniture 

19 . . · Furniture and Fixtures ,  except House­
hold · Furniture 

20. Paperboard Containers 

32 

Classificat ion 

201 

202 

203 

204 

205 

206 

207 

4 1 1  

2 2 2  

2 2 5  

227 

231 

228 

233 

238 

241 

243 

251 

259 

2 6 5  



21. Bookbinding and Printing Trade Services 

2 2 .  Drugs 

23. Paints and A l l ied Products 

24. Fertilizers and O�her Agricultural Products 

25 . Tires and Inner Tubes 

2 6 .  Footwear ,  except Rubber 

27. Glass and Glass Products 

2. 8 .  ·C emen t ,  Hydraul i� 

29. S tructural' Clay Products 

30. Pottery and Related �roducts 

3 1 . Concrete, Gypsum, and Plaster Products 

3·2 .  Blast Furnaces , Steel Work, Foundries , and 
Forgings 

33. Smelting , Refining , etc . ,  of Nonferrous 
Metals 

34 . Meta 1 Cans 

3 5 . Cutlery, Hand Tools and Gene ral Hardware 

3 6 . Heating Apparatus (except electrical) 
and Plumbing Fixtures 

37. Fabricated Structural Metal Products 

38. Screw Machine Products 

39. Engines and Turbines 

40. Farm Machines and Equipment 

41 . Construction , Mining , and Material Handling 
Machinery and Equipment 

42. Meta lworking Machinery and Equipment 

33 

278 

283 

285 

286 

3 0 1  

3 1 4 "  

3 2 1  

324 

325 

' 326 

327 

331 

. 3 3-3 

341 

342 

343 

344 

345 

351 

352 

353 

354 



4 3 .  Special Industry Machinery and Equipment 355 

44 . General Industry Machinery and Equipment 356 

45. Office, Computing, and Accounting Machines 357 

4 6 .  Service Industry Machines 358 

47. Household Appliances 363 

48. Radio and Television Sets , except Communication 365 

49 . Ship and Boatbuilding and Repair 373 

50. Optical, Medical, and Opthalmic Goods 383 

5 1 .  Photographic Equipment and Supplifus 386 

52. Watches and Clocks 387 

53. Jewelry and Silverware 391 

54. Toys and Sporting Goods 392 

. . 

Note : This appendix lists the industries used in this study,�as well 
as the S . I . C. class ification .number of each industry. For an explan­
a tion of the S . I . C .  system, see footnote 10. 
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APPENDIX B 

DISPERSION OF THE THREE DIGIT INDUSTRIES AMONG THE TWO-DIGIT 
MANUFACTURING GROUPS 

Two-Digit Manufacturing Number of Three-Digi t Indus tries 
Group 

20 7 

2 1  1 

22 4 

23 3 

24 2 

25 2 

26 l 

2 7  i 

28 3 

29 a 

30 l 

3 1  1 

3 2  5 

33 2 

34 5 

35 8 

36 2 

37 1 

38 3 

39 .2 
. 

Note : This appendix shows the dis tribution of the three-digit industries 
throughout the two-digit manufacturing group s ,  according to S . I. C .  classi­
fication. For explanation of this classification system, see footnote 10. 
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1. As sets 

2 .  log Assets 

3. Sales 

4 .  log Sales 

5 .  8FCONC 

6 .  RES/DEV . 

7 .  AD/SA 

8. ADVl 

9 .  ADV'2 

10. KREQl 

1 1 .  KR.EQ2 

1 2 .  SCECl 

APPENDIX C 

EXPLANATION OF NOTATION OF VARIABLES 

represents growth in the industry ' s  assets 

represents the logarithm of the growth in 
the industry ' s  a s sets 

I 
represents growth in the industry ' s  sales 

represents the . logarithm of the growth in 
the· ind us try' s sales 

represents concentration in ·the industry 

represents the amoun t  of research and devel- . 
opment 

represents the amoun t of produc t dif feren­
tiation in the industry 

represents the amount of advertising present 
in the industry under definition number one l 

represents the amount of advertising presen � 
in· the industry under definition number two 

represents the amount of capital requirements 
in the indu stry under def inition number one 3 

represents the amount of capital re quiremen�s 
in the industry under definition number two 

represents the relevant ec onomies of sea� for 
the indus try under definition number one 

1 3 .  SCEC2 rep r�sents the relevant ec onomie s of sca\r for 
the industry under definition number two 

note : detailed explanations of . the derivation of the se 
variables are found within the main body of the paper 

1see page 15. 2 
3see page 15. 

4see page 16 . 

5see page 1 6 .  
6see page 16. 

see page 16. 
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Variable 

1. Assets 

2 .  Sales 

3 .  8FCONC 

4 .  RES/DEV 

5 .  AD/SA 

6 .  ADVl 

7 .  ADV2 

8 .  KREQl 

9 .  KREQ2 

10.  SCECl 

11.  SCEC2 

APPENDIX D 

DESCRIPTION OF THE VARIABLES 

Mean S .  D� d S . E .  Range 

1 .  3351 . 3395 . 0462 2 . 4403 

1 .  3471 . 3385 . 0461 2 . 2523 

49 . 8109 2 2 . 7963 3 . 1021 86. 6000 

10. 1944 14. 0803 1 . 9 161 59. 1420 

. 0172 . 0157 . 0023 . 1037 

13. 0948 3 5 . 3915 4 . 8162 236 . 9311 

522 . 4683 9 52 . 2844 129 . 5895 5072. 8750 

4 . 9851 7 . 8537 1. 0688 3 7 . 0917 

217. 0719 327. 7966 44.6075 1286. 144 

. 0027 . 0036 . 0005 .· . 0162 

. 1420 . 2246 . 0306 1 .  2476 

a .  figures shown iri tens of thousands 
b.  figures shown in hundreds of  thousands 

a 

a 

b 

b 

; 

c .  represents the s tandard deviat ion of  the variable 
d. represents the s tandard error 

40 
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