
 

1 
www.ssijmar.in 

 

 

 

 

Advertising and Market Risk of the Firm: Evidence from India 

 
. 

 

Sangeeta D Misra* 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

*Professor, Indian Institute of Management, Prabandh Nagar, Off Sitapur Road,Lucknow 

226 013,India,E-mail: sdmisra@iiml.ac.in. 

 

 

SHIV SHAKTI 

International Journal of in Multidisciplinary and Academic Research (SSIJMAR) 
Vol. 2, No. 2, March-April (ISSN 2278 – 5973) 

ABSTRACT 

This study analyzes the relationship between firm advertising intensity and market risk using cross-

sectional data of 188 firms of the Indian consumer goods and services sector from 2004 to 2008. An inverse 

relationship between firm advertising intensity and market risk is hypothesized. The empirical results show 
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pay-out ratio (measured by equity dividend as a percentage of net profit); asset size (measured by total 
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ratio); and liquidity (current ratio) which also influence market risk, an increase in firm advertising 

intensity lowers the market risk. The control variables which have come out to be significant antecedents of 
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EVIDENCE FROM INDIA 
 

 

ABSTRACT 

This study analyzes the relationship between firm advertising intensity and market 

risk using cross-sectional data of 188 firms of the Indian consumer goods and services 

sector from 2004 to 2008. An inverse relationship between firm advertising intensity and 

market risk is hypothesized. The empirical results show that after controlling for 

accounting variables such as growth (measured by growth rate in sales); dividend pay-out 

ratio (measured by equity dividend as a percentage of net profit); asset size (measured by 

total assets of the firm); age of the firm (measured by incorporation year of the firm); 

leverage (debt by equity ratio); and liquidity (current ratio) which also influence market 

risk, an increase in firm advertising intensity lowers the market risk. The control 

variables which have come out to be significant antecedents of market risk are dividend 

pay-out ratio and leverage.  
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1. Introduction 

Much of theory in industrial economics assumes that the main objective of the 

firm is to maximise the wealth of equity shareholders. Marketing professionals, however, 

consider sales growth, customer satisfaction, repeat purchase, customer loyalty (or what 

economists classify as indices of marketing performance) as the measurement of the 

performance of the firm.  

However, improvement in these metrics of market performance may not lead to 

an increase in the wealth of equity shareholders. Modern corporations allocate huge 

amounts of money for their marketing activities. Firms can justify their marketing 

expenditures only if the benefits derived out of such investments are more than the 

amounts incurred in such expenditures. Marketing activities involve huge fixed and 

variable costs for firms. Judging marketing activities simply by an increase in sales 

growth or an increase in customer satisfaction and repeat purchase may not be sufficient 



 

3 
www.ssijmar.in 

since total marketing costs may still be exceeding benefits in terms of higher sales and 

may still not be yielding positive financial returns to the company.  

Consensus is growing that marketing professionals should focus more on 

maximising shareholders‟ wealth rather than focussing on these marketing performance 

metrics (Mc Alister, Srinivasan, and Kim, 2007). In the modern corporations, senior 

management and finance executives do not consider an improvement in these marketing 

metrics alone to be in the interest of the shareholders of the firm (Ambler, 2003). 

According to Srivastava and Reibstein (2005), marketing executives, today, receive 

encouragement to speak in the language of financial economics with their senior 

management and finance colleagues because the firm cannot acquire funds from different 

classes of investors without providing them attractive financial returns and the firm 

cannot implement its marketing programs without having an access to these funds. Thus, 

maximising shareholders‟ wealth should be the objective behind the marketing strategies 

of the firm. 

The risk that the firm possesses is one of the important antecedents of wealth of 

its shareholders. The wealth (or value) of any asset is inversely related with the risk that 

the asset possesses. Wealth (or value) of any asset is the present value of its future cash 

flows. To convert future cash flows to its present value, future cash flows are discounted 

at the minimum desired rate of return by the investor who invests in the asset. The return 

that the investor desires is directly linked with the riskiness of the asset. Lower the risk 

the asset possesses lower will be the investor‟s minimum desired rate of return and hence 

higher will be the value of the asset (Markowitz, 1952). That is, lower the risk that the 

firm possesses higher will be its shareholders‟ wealth.  

Thus, if the marketing programs of the firm help decrease the risk of the firm, an 

increase in the wealth of the shareholders of the firm will result. Thus, to better align the 

objective functions of marketing professionals and senior management along with finance 

executives, this paper analyses the impact of one of the most important elements of 

marketing strategy of a firm, that is, advertising on the market risk of the firm in the 

Indian Consumer goods and services sector. In other words, the main objective of this 

study is assessing whether the firms which advertise more in the Indian Consumer goods 
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and services sector are able to bring a larger reduction in the market risk than the firms 

which do less of advertising in the Indian Consumer goods and services sector.     

Risk and returns play an important role in making any investment decision. One 

basic premise regarding risk and returns is that investors like returns and dislike risk. As 

explained above, people invest in riskier assets only if they expect to receive more than 

average returns. Investors govern their decisions according to decision variables and non 

decision variables. Decision variables are those on which investors can take decisions 

such as deciding what product prices to charge, making capital structure decisions, and in 

making dividend policy decisions. Non-decision variables are those on which investors 

have no control. All macroeconomic variables such as GDP growth rate, inflation rate, 

unemployment rate, direct and indirect tax rates are the non-decision variables which the 

policy makers or the macroeconomic environment imposes on the investor. However, 

through certain decision variables like advertising initiatives, the firm can reduce the 

impact of macroeconomic variables (non decision variables) on the performance of the 

firm.  

The risk of conducting business in a sector of the economy can be divided into the 

following three components: (i) market risk, (ii) sector specific risk, and (iii) firm specific 

risk. The sector specific risk and firm specific risk, to a great extent, can be eliminated 

through diversification of the portfolio. Such risk is also called unsystematic risk or 

diversifiable risk. The corporate finance literature assumes that the investor deliberately 

takes such risk which can be eliminated away and therefore should not be rewarded 

(Sharpe, 1964; Litner, 1965). Market risk, according to Sharpe (1964) and Litner (1965), 

cannot be eliminated through diversification of the portfolio and therefore deserves to be 

rewarded. Market risk refers to the risk that macroeconomic factors govern. Market risk 

is also referred to as systematic risk or non diversifiable risk. Thus, returns should only 

be linked with market risk since market risk cannot be eliminated.  

Beta, a measure of market risk, significantly influences portfolio managers and 

investment analysts. Beta of the security i is the contribution of security i to the variance 

of the market portfolio as a fraction of the total variance of the market portfolio. 

Practitioners find the capital asset pricing model (CAPM) which describes the expected 

return-beta relationship as a very familiar expression. Practitioners use beta invariably in 
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their decision making processes. The cost of equity (or discount rate) and thus market 

value of any company depends upon the beta of that company. Different models 

employed by analysts to value company depend upon the cost of equity and thus beta of 

the company. Thus, incorrect and wrong estimation of beta will lead to overvaluation or 

undervaluation of the company. Beta shows the sensitivity of a security‟s returns to the 

market returns. In other words, beta shows how the security‟s returns change with a 

change in market returns. If beta of the stock is greater than one, the stock is considered 

aggressive or the risk of that stock is more than the average market risk. If beta of the 

stock is less than one, the stock is considered defensive or the risk of that stock is less 

than the average market risk. If beta of the stock is zero, the stock is considered as risk-

free investment. Since market value of a firm varies inversely with the market risk (or 

beta) that the firm possesses, the firm should formulate its strategies in such a way so as 

to bring about a reduction in the market risk (or beta) of the firm. Firms consider 

advertising as one of the important elements of their marketing strategies. This paper 

analyzes the impact of advertising on market risk of the firms in the Indian Consumer 

goods and services sector. 

Advertising and other marketing expenditures which a firm incurs are expected to 

create a stock of goodwill which may generate profits for the firm not only in the current 

period but also in the future besides also insulating the firm from the detrimental effects 

of market downturns. Advertising is one of the most important weapons to face and deal 

with competition in the market place. Planning for advertising and other kinds of 

promotional programmes are amongst the main activities of any large corporation in 

modern society. Firms spend on advertisement and other kinds of promotional 

programmes partly to spread information about price, product quality and availability of 

their products (informative advertising) and partly to persuade consumers to purchase 

their brands as against those of rivals (persuasive advertising). Large Indian companies 

allocate huge amounts of money for their advertising budgets. Expenditures are always 

incurred in anticipation of benefits. Thus, advertising expenditure is justifiable only if the 

benefits derived out of the advertisements are more than the amount incurred in 

advertising expenditure. 



 

6 
www.ssijmar.in 

Chamberlin (1933) integrates advertising with economic theory. Chamberlin's 

model considers advertising expenditure as a selling cost, its main objective being to shift 

the demand curve for the firm's differentiated product to the right.  Chamberlin accepts 

that advertising may be informative through providing information to consumers or 

advertising may be persuasive by altering consumer wants. The objective of informative 

advertising is to provide information about prices and product features to consumers. 

Ozga (1960), Stigler (1961), Telser (1964), Nelson (1970, 1974, 1975) and Demsetz 

(1973) have further developed the informative view of advertising. However, the 

objective of persuasive advertising is to create brand loyalty in the minds of consumers. 

Braithwate (1928), Robinson (1933), Kaldor (1950), Bain (1956) and Comanor and 

Wilson (1967) have further developed the persuasive view of advertising.   

The subject matter of advertising can be developed in two ways: either as an 

analysis of the antecedents or factors which explain the quantum of advertising 

expenditure in different industries and firms, or developing the framework that describes 

the impact of advertising expenditure on costs, prices, risk and profits. This study 

analyses the latter, that is, the impact of advertising expenditure on market risk. In other 

words, this study answers the question as to why firms which incur huge advertising 

expenditures have different market risk from the firms which incur relatively small 

advertising expenditures. More specifically, this study assesses whether the advertising 

intensity of firms in the Indian Consumer goods and services sector affects their market 

risk or not. 

The empirical literature in industrial organisation consists of some results as far as 

the relationship between advertising intensity and stock market performance is 

concerned. Advertising intensity is measured by the ratio of advertising expenditure to 

sales. Srivastava, Shervani, and Fahey (1998) suggest that a firm‟s advertising creates 

market-based assets such as brand equity which strengthen performance. Erickson and 

Jacobson (1992) show positive relationship between advertising intensity and firm 

performance such as sales growth, market share and profitability. Joshi and Hanssens 

(2004) and Rao, Agarwal, and Dahloff (2004) support a positive relationship between 

advertising intensity and shareholder value. According to Frieder and Subrahmanayam 

(2005), advertising increases awareness about the firm, and ceteris paribus, “investors 
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prefer holding stock with high recognition and consequently greater information 

precision”. Grullon, Kanatas and Weston (2004) find that advertising results in broader 

ownership of stock which may insulate the stock‟s return from market downturns. Few 

empirical studies test empirically the relationship between market risk and advertising 

intensity (Madden, Fehle, and Fournier, 2006; Singh, Faircloth, and Nejadmalayeri, 2005; 

McAlister, Srinivasan, and Kim, 2007; Rego, Billet, and Morgan, 2009). Singh, Faircloth, 

and Nejadmalayeri (2005) use a sample of best performing US companies from Stern-

Stewart database to test the relationship between a firm‟s advertising and its systematic 

risk. They report a significant, inverse relationship between a firm‟s advertising and its 

market risk. Madden, Fehle, and Fournier (2006) analyse the relationship between brand 

strength and market risk by comparing the performance of three stock portfolios. The first 

portfolio includes firms with strong brands, the second portfolio includes firms with weak 

brands and the third portfolio includes all firms. They report that the portfolio comprising 

of firms with strong brands show lower market risk than the other two portfolios. 

McAlister, Srinivasan, and  Kim (2007) find an inverse relationship between advertising 

intensity and market risk after controlling for other factors such as firm‟s growth, 

leverage, liquidity, asset size, dividend payout, firm age, and competitive intensity in the 

industry; factors which also influence market risk. They argue that the customer loyalty 

and the bargaining power over distribution channel partners which advertising generates, 

insulates the firm from the impact of stock market downturns, thus lowering the firm‟s 

systematic risk. Thus, all the studies as mentioned above, report an inverse relationship 

between advertising and market risk. Since stock market performance of a firm is 

influenced by market risk, the argument holds that a negative relationship between 

advertising intensity and market risk exists. 

Thus, analysing the relationship between firm advertising intensity and market 

risk in the Indian Consumer goods and services sector is the objective of this paper. A 

dearth of such studies exists in the Indian context. The present study attempts to fill this 

gap. The results of the present study will go a long way in helping firms in the Indian 

Consumer goods and services industries to gauge the impact that their advertising 

expenditures have on their market risk and hence on their shareholder wealth. 
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Following this introduction, this paper includes four sections. Section 2 describes 

the data base of the study. Section 3 discusses the empirical model of the present study. 

Section 4 describes the empirical findings of the study and the implications thereof. 

Section 5 concludes the study with summary and conclusion.  

 

2. The Data  

The basic data for the study has been collected from prowess, a corporate 

database of Centre for Monitoring Indian Economy (CMIE). CMIE data base 

disaggregates the data base to the five-digit level which is desirable due to narrower and 

thus better-defined classification of industries. The data set includes the entire Consumer 

goods and services sector of India and contains useful information on advertising 

expenditure, sales, and profits. To analyse the relationship between advertising intensity 

and market risk for the firms belonging to Consumer goods and services sectors of the 

Indian economy, a time period of five years from 2004 to 2008 has been chosen. The 

sample covers 188 firms belonging to 59 industries of the Indian Consumer goods and 

services sector. Consumer goods and services sector has been chosen for the study since 

this sector of the Indian economy spends heavily on advertising unlike the producer 

goods sector of the Indian economy. 

CMIE database does not provide the value of beta (market risk) for the different 

firms of the Indian Consumer goods and services sector. Beta for the different firms of 

the Indian Consumer goods and services sector has been computed using the following 

regression model: 

itmtiiit RR           (6) 

where 

)ln(
1




it

itit
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P

PD
R is the ex-post rate return earned by stock i during time period t. 

)ln(
1


mt

mt

mt
P

P
R is the ex-post rate return earned by BSE-sensex (broad stock market index 

of Bombay Stock Exchange) during time period t. 

i  is the intercept of the regression line of itR on mtR . 
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itP  is the closing price of stock i at the end of period t. 

1itP  is the adjusted closing price (adjusted for stock split, bonus shares, if required) of 

stock i at the end of period t-1. 

itD  is the equity dividend paid by stock i during time period t. 

mtP  is the closing value of BSE-Sensex at the end of period t. 

1mtP  is the closing value of BSE-Sensex at the end of period t-1. 

The slope of the estimated regression model (6),
^

i , is taken as the measure of 

market risk of firm i. Ordinary least squares approach has been used to estimate the 

regression model (6). The regression model has been estimated using the monthly stock 

returns and BSE-Sensex returns for each firm i covering the time period from 2004 to 

2008. A total of 60 observations on the monthly stock returns of firm i and a total of 60 

observations on the BSE-Sensex returns have been used to estimate the regression model 

(6). To avoid confusion, observations on 28 firms have been eliminated for which the 

firm‟s estimated beta came out to be negative. Further, only those firms which had 

minimum sales turnover of Rs. 5000 million in 2008 have been included in the final 

sample, since data pertaining to smaller firms was missing for many of the years under 

consideration in the present study.     

Advertising intensity has been computed as advertising expenditure expressed as 

a percentage of sales. Advertising intensity of the different firms of the Indian Consumer 

goods and services sector has been computed using the following formula: 

100x
R

AE
AI

i

i

i   

where 

iAI  : Advertising intensity of firm i. 

iAE  : Advertising expenditure of firm i. 

iR    : Sales revenue of firm i. 

The data on advertising expenditures and sales revenue from 2004 to 2008 for the 

firms belonging to the Indian Consumer goods and services sector are reported in 

Prowess, a corporate data base of CMIE. 
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To study the impact of a firm‟s advertising intensity on its market risk, six other 

variables which also influence market risk have been included as control variables in the 

proposed regression model. The six control variables included in the model are: growth 

rate in sales; dividend pay-out ratio; leverage; asset size; age of the firm; and liquidity 

(see Chiou and Su, 2007). 

Growth rate in sales of a firm has been measured as the average annual growth 

rate of the firm from 2004 to 2008. Average annual dividends from 2004 to 2008 as a 

percentage of average annual sales from 2004 to 2008 has been taken as the measure of 

firm‟s dividend pay-out ratio. The ratio of average closing debt from 2004 to 2008 to 

average closing net worth from 2004 to 2008 (debt by equity ratio) has been taken as the 

measure of firm‟s leverage. The average closing total assets value from 2004 to 2008 has 

been taken as the measure of firm‟s asset size. Age of the firm has been measured by the 

incorporation year of the firm. The ratio of average closing current assets from 2004 to 

2008 to average closing current liabilities (current ratio) has been taken as the measure of 

liquidity of the firm. 

The complete data on market risk, advertising intensity and the control variables 

are available for 188 firms belonging to the Consumer goods and services sector of the 

Indian economy and finally these 188 firms have been taken as the sample to assess the 

relationship between advertising intensity and market risk for the firms belonging to the 

Indian Consumer goods and services sector. 

      

3. Empirical Model  

This paper analyses the relationship between a firm‟s advertising intensity and its 

market risk for the firms belonging to the Indian Consumer goods and services sector 

after controlling for variables such as growth rate in sales, dividend pay-out ratio, size, 

age of the firm, leverage, and liquidity. To analyse the empirical relationship between a 

firm‟s advertising intensity and market risk, the following regression model is proposed: 

iiiiiiiii ULIQLEVAGESIZPORGRSAI  76543210    

where 
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i  : Beta of firm i estimated by regressing stock returns of firm i on BSE-Sensex returns 

using the monthly return from 2004 to 2008. Beta has been taken as the measure of 

market risk. 

iAI  : Average annual advertising intensity of firm i from 2004 to 2008. Advertising 

intensity has been computed as advertising expenditure expressed as a percentage of 

sales. 

iGRS : Average annual growth rate in sales of firm i from 2004 to 2008. Growth rate in 

sales has been taken as a control variable. 

iPOR : Average annual dividend pay-out ratio of firm i from 2004 to 2008. Dividend 

pay-out ratio has been taken as a measure of the dividend policy of the firm. Pay-out ratio 

has also been taken as a control variable. 

iSIZ  : Average size of firm i in terms of total investment from 2004 to 2008 which has 

also been taken as a control variable. Total assets of the firm has been taken as the 

measure of size. 

iAGE  : Age of firm i. Incorporation year of the firm has been taken as the measure of 

age of the firm. Age of the firm has also been included as a control variable. 

iLEV  : Average leverage of firm i from 2004 to 2008. Debt by equity ratio has been 

taken as the measure of leverage of the firm. Leverage of the firm has also been taken as 

a control variable. 

iLIQ  : Average liquidity enjoyed by firm i from 2004 to 2008. Current ratio has been 

taken as the measure of liquidity of the firm. Liquidity of the firm, too, has been taken as 

a control variable. 

iU  : Random disturbance term 

76543210 ,,,,,,,   : regression coefficients to be estimated 

The direction of the relationship between firm advertising intensity and market 

risk depends upon the estimated value of the coefficient 1 . A negative and significant 

value of estimated coefficient 1 would mean that firms which rigorously advertise their 

products have lower market risk than firms which have relatively low advertising 
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intensities. From the review of literature we expect a negative and significant value of 

coefficient 1 . 

The direction of the relationship between the six control variables and market risk 

depends upon the estimated values of the coefficients 765432 ,,,,,  . A negative 

and significant value of estimated coefficient 2  would indicate that firms which enjoy 

high average annual growth rate in sales have lower market risk than the firms which 

have relatively low average annual growth rate in sales.  

If the estimated coefficient 3  comes out to be negative (positive) and significant, 

this would mean that firms which pay relatively high dividends as a percentage of net 

profits have lower (higher) market risk than the firms which pay relatively low dividends 

as a percentage of net profits. 

 If the estimated coefficient 4  comes out to be negative (positive) and 

significant, this would mean that the relatively large-sized firms in terms of total 

investment have lower (higher) market risk than the relatively small sized firms. 

A negative and significant value of estimated coefficient 5  would mean that the 

relatively old-aged firms have lower market risk than the relatively new firms. 

 If the estimated coefficient 6  comes out to be positive (negative) and 

significant, this would mean that the firms which have relatively low leverage are having 

lower (higher) market risk than the firms which have relatively high leverage. 

If the estimated coefficient 7  comes out to be negative (positive) and significant, 

this would mean that the firms which enjoy relatively high liquidity have lower (higher) 

market risk than the firms which have relatively low liquidity. 

 

4. Empirical Results 

The study uses cross-sectional data of 188 firms covering 59 industries of the 

Indian Consumer goods and services sector from 2004 to 2008. The dependent variable 

used for the study is firm market risk which is measured by beta of the firm. The main 

explanatory variable included in the model is firm advertising intensity which is 

measured by the ratio of firm advertising expenditure to the sales of the firm. A few 
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control variables have been included in the model also. For example, a variable for firm 

leverage measured by debt by equity ratio has been included to judge whether leverage of 

firms affects their market risk. The other control variables included in the model are 

growth (measured by growth rate in sales); dividend pay-out ratio (measured by equity 

dividend as a percentage of net profit); asset size (measured by total assets of the firm); 

age of the firm (measured by incorporation year of the firm); and liquidity (current ratio 

of the firm). The brief statistics for all the variables included in the regression model is 

shown in Table 1. 

 

Table 1: Statistics for the Key Variables 

Variables Mean Maximum Minimum Standard 

Deviation 

Beta 1.06 1.89 0.22 0.32 

Advertising 

Intensity (%) 

6.33 24.79 

 
0 

 
5.26 

 

Growth Rate in 

Sales (%) 

29.21 

 
394.65 

 
-43.50 

 
43.56 

 

Pay-out Ratio (%) 16.95 93.10 0 45.47 

Total Assets (Rs. 

Million) 

224688.30 

 
7196472.00 

 
804.50 

 
688689.60 

 

Age (Years) 47.21 145 8 28.20 

Debt-Equity Ratio 1.39 20.47 0 2.26 

Current Ratio 1.73 4.86 0.45 0.87 

 

An  analysis of the statistics of the key variables shown in Table 1 indicate that, 

on an average, the firms of the Indian Consumer goods and services sector have beta of 

around 1.06. The results further show a large variation in market risk in the Indian 

Consumer goods and services sector. A few firms in the Indian Consumer goods and 

services sector have a beta of around 1.89 while some other firms have a beta of only 

0.22. The standard deviation of beta of firms of the Indian Consumer goods and services 

sector is 0.32. 

An analysis of the figures of advertising intensity (AI) show that, on an  average, 

the firms of the Indian Consumer goods and services sector spend 6.33% of their total 

sales on advertising. The results further show a large variation in advertising intensity in 

the Indian Consumer goods and services sector. A few firms in the Indian Consumer 
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goods and services sector spend around 24.79% of their total sales on advertising while 

some firms do not incur any expenditure on advertising. The standard deviation of 

advertising intensity of firms of the Indian Consumer goods and services sector is 5.26%. 

An analysis of the figures of growth rate in sales (GRS) show that the mean value 

of GRS is 29.21%  which indicates that, on an average, firms in the Indian Consumer 

goods and services sector have reasonably high average annual growth rate in sales. 

However, a large variation in growth rate in sales of firms in the Indian Consumer goods 

and services sector exists ranging from a high of 395% to a low of minus 44%. The 

standard deviation of GRS works out to be 43.6%. 

An analysis of the figures of pay-out ratio (POR) show that, on an  average, the 

firms of the Indian Consumer goods and services sector pay 17% of their net profits as 

dividends. A few firms in the Indian Consumer goods and services sector pay around 

93% of their total net profits as equity dividends while some firms do not pay any 

dividends indicating a large variation in this variable also. The standard deviation of pay-

out ratio of firms of the Indian Consumer goods and services sector is around 45%. 

An analysis of figures of investment size (total assets) from Table 1 also shows a 

large variation in the Indian Consumer goods and services sector as regards the same. 

The total asset size of firms belonging to the Indian consumer goods and services sector 

varies from a minimum of around Rs. 805 million to a maximum of Rs. 7196472 million, 

with the mean being Rs. 224688 million. 

An analysis of figures of age of the firms show that firms in the Indian Consumer 

goods and services sector have an average age of around 47 years. Some firms are 145 

years old while some are only 8 years old indicating a large variation in this variable also. 

An analysis of the figures of  debt by equity ratio show that the mean value of  

debt by equity ratio is 1.39 which indicates that, on an average, firms in the Indian 

Consumer goods and services sector have moderate degree of leverage. However, the 

standard deviation for this variable is 2.26. Some firms in the Indian Consumer goods and 

services sector have very high degree of leverage (debt by equity ratio of around 20:1) 

while some firms are unlevered. 

Finally, an analysis of the figures of current ratio from Table 1 show that the 

mean value of current ratio is 1.73 which indicates that, on an average, firms in the Indian 
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Consumer goods and services sector enjoy moderate level of liquidity. However, some 

firms in the Indian Consumer goods and services sector enjoy very high degree of 

liquidity (current ratio of around 5) while some firms have a very low level of liquidity 

(current ratio of 0.45 only). The standard deviation pertaining to this variable works out 

to be 0.87. 

The relationship between firm advertising intensity and market risk in the Indian 

Consumer goods and services sector is assessed as the main objective of this paper. The 

model specified in section 3 has been used to analyze the relationship between 

advertising intensity and market risk. The dependent variable used in the regression 

model is beta which has been taken as the measure of market risk. The main independent 

variable used in the model is advertising intensity which has been computed as 

advertising expenditure expressed as a percentage of sales. In addition to advertising 

intensity, six control variables which also influence risk, have also been included as 

independent variables in the regression model. These additional independent variables 

used in the regression model are growth; dividend pay-out ratio; asset size; age of the 

firm; leverage; and liquidity. The regression model has been estimated using the ordinary 

least squares approach (OLS). The estimated regression model using the ordinary least 

squares approach has been shown in Table 2. 

  

Table 2: Regression Results:  

    iiiiiiiii ULIQLEVAGESIZPORGRSAI  76543210   

Parameters Coefficient t-value P-value 

0  1.94 1.18 0.24 

1  -0.01 ** 2.33 0.02 

2  -5.5x10
-4 

0.98 0.33 

3  -8.7x10
-4

 ** 2.53 0.01 

4  4.84x10
-8
 0.14 0.89 

5  -4.7x10
-4 

0.56 0.58 

6  0.04 * 3.29 1.2x10
-3 

7  0.03 1.12 0.26 

F 4.10 *  3.3x10
-4 

Adj. R
2 0.10   

* significant at 1% level. 

    ** significant at 5% level. 
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*** significant at 10% level.   

 

 The results of the regression model from Table 2 show that the proposed model is 

significant at 1% level (F = 4.10) and the adjusted coefficient of determination for the 

proposed model is 10%.  

The results of the estimated regression model show that only three independent 

variables out of seven variables included in the model have come out to be significant at 

least at 5% level. The three variables which have come out to be significant are 

advertising intensity; dividend pay-out ratio and leverage. The coefficient of advertising 

intensity has come out to be negative and significant (at 5% level). The coefficient of 

dividend pay-out ratio has come out to be negative and significant (at 5% level) whereas 

the coefficient of degree of leverage has come out to be positive and highly significant (at 

1% level). The coefficients of growth rate in sales and age of the firm have come to 

negative but insignificant whereas the coefficients of size of the firm and liquidity have 

come out to be positive but insignificant. 

If we measure advertising intensity on the horizontal axis (X-axis) and market risk 

(beta) on the vertical axis (Y-axis), the results of the estimated regression model show 

that an inverse relationship between firm advertising intensity and market risk exists in 

the Indian Consumer goods and services sector. That is, those firms in the Indian 

Consumer goods and services sector which engage themselves more intensively in 

advertising activity have lower market risk than the firms which believe relatively less in 

advertising competition.  

The negative and significant coefficient 3  shows that for a given level of 

advertising intensity, firms which pay relatively high equity dividend as percentage of net 

profit have lower market risk than those firms which have relatively low dividend pay-

out ratios. 

The positive and significant coefficient 6  shows that the firms which are having 

relatively low degree of leverage have lower market risk than the firms which have 

relatively high degree of leverage. 

The results further show a negative but insignificant relationship between growth 

rate in sales and market risk as also between age of the firm and market risk. The control 
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variables which have positive but insignificant impact on market risk are size of the firm 

and liquidity.  

Thus, the results of regression model show that after controlling for the 

accounting variables which influence market risk, an increase in firm advertising 

intensity lowers the firm‟s market risk. 

 

5. Conclusion 

This paper analyzes the relationship between firm advertising intensity and 

market risk in the Indian Consumer goods and services industries. A dearth of such 

studies exists in the Indian context. The present study attempts to fill this gap. The results 

of the present study will go a long way in helping firms in the Indian Consumer goods 

and services industries to optimally decide their advertising expenditures and to link their 

advertising programs with shareholder value. On the basis of review of literature, it is 

hypothesized that the market risk of a firm varies inversely with its advertising intensity. 

The relationship between advertising intensity and market risk has been 

empirically tested using cross sectional data of 188 firms belonging to 59 industries of the 

Indian Consumer goods and services sector from 2004 to 2008. The results of the 

empirical model show that if we measure advertising intensity on the horizontal axis (X-

axis) and market risk on the vertical axis (Y-axis), an inverse relationship between firm 

advertising intensity and market risk exists in the Indian Consumer goods and services 

sector after controlling for other accounting variables such as growth (measured by 

growth rate in sales); dividend pay-out ratio (measured by equity dividend as a 

percentage of net profit); asset size (measured by total assets of the firm); age of the firm 

(measured by incorporation year of the firm); leverage (debt by equity ratio); and 

liquidity (current ratio) which also influence market risk. 

 When the impact of control variables on market risk is analyzed, the results show 

that for a given level of advertising intensity, those firms which pay relatively high equity 

dividend as a percentage of their net profits have lower market risk than the firms which 

have relatively low dividend pay-out ratios. The results further show that the firms which 

have relatively low degree of leverage have lower market risk than the firms which have 

relatively high degree of leverage. The other control variables such as asset size, age of 
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the firm, growth rate in sales and liquidity are not significant antecedents of market risk 

of the firms in the Indian Consumer goods and services sector. 

Thus, after controlling for accounting variables which influence market risk, an 

increase in firm advertising intensity lowers the market risk of the firms in the Indian 

Consumer goods and services sector. 

 

 

References 

Ambler, Tim (2003), Marketing and the Bottom Line, London: Financial Times / Prentice 

 Hall. 

Bain, Joe S. (1956), Barriers to New Competition: Their Character and Consequences in 

 Manufacturing Industries, Cambridge, MA: Harvard University Press. 

Braithwaite, Dorothea (1928), „The Economic Effects of Advertisement‟, Economic 

 Journal, Vol. 38, pp. 16-37.  

Chamberlin, Edward (1933), The Theory of Monopolistic Competition, Cambridge, MA: 

 Harvard University Press. 

Chiou, Chei-Chang and Robert K. Su (2007), „On the Relation of Systematic Risk and        

 Accounting Variables‟, Managerial Finance, Vol. 33, No. 8, pp. 517-533. 

Comanor, William S., and Thomas A. Wilson (1967), „Advertising Market Structure and 

 Performance‟, Review of Economics and Statistics, Vol. 49, pp. 423–440.  

Demsetz, Harold (1973), „Industry Structure, Market Rivalry, and Public Policy‟, Journal 

 of Law and Economics, Vol. 16, pp. 1-10. 

Dorfman, Robert, and Peter O. Steiner (1954) „Optimal Advertising and Optimal 

 Quality‟, American Economic Review, Vol. 44, pp. 826–836.  

Erickson, Gary and Robert Jacobson (1992), „Gaining Competitive Advantage Through 

 Discretionary Expenditures: The Returns to R&D and Advertising‟, Management 

 Science, Vol. 39, No. 9, pp. 1264-79. 

Frieder, Laura and Avanidhar Subrahmanyam (2005), „Brand Perceptions and the Market 

 for Common Stock‟, Journal of Financial  & Quantitative Analysis, Vol. 40, No. 1, 

 pp. 57-85. 



 

19 
www.ssijmar.in 

Grullon, Gustavo, George Kanatas, and James P. Weston (2004), „Advertising, Breadth 

 of Ownership and Liquidity‟, The Review of Financial Studies, Vol.17, No.2, pp. 

 439-61. 

Joshi, Amit and Dominique M. Hanssens (2004), „Advertising Spending and Market 

 Capitalisation‟, Working Paper No. 388, Marketing Studies Centre, Anderson 

 School of Management, University of California, Los Angeles. 

Kaldor, Nocolas V. (1950), „The Economic Aspects of Advertising‟, Review of Economic 

 Studies, Vol. 18, pp. 1-27.  

Lee, Chang-Yang. (2002) „Adverting, Its Determinants and Market Structure‟, Review of 

 Industrial Organization, Vol. 21, pp. 89-101. 

Litner, J. (1965), „The Valuation of Risk Assets and the Selection of Risky Investments 

 in Stock Portfolios and Capital Budgets‟, Review of Economics and Statistics, 

 Vol. 47, No. 1, pp. 13-37. 

Madden, Thomas J., Frank Fehle, and Susan Fournier (2006), „Brands Matter: An 

 Empirical Demonstration of the Creation of Shareholder Value Through 

 Branding‟, Journal of the Academy of Marketing Science, Vol. 34, No. 2, pp. 224-

 35. 

Markowitz, H.  (1952), „Portfolio Selection‟, Journal   of   Finance, Vol. 7, pp. 77 - 

91. 

McAlister, Leigh, Raji Srinivasan, and MinChung Kim (2007), „Advertising, Research 

 and Development, and Systematic Risk of the Firm‟, Journal of Marketing, Vol. 

 71 (January), pp. 35-48.  

Nelson, Phillip (1970), „Information and Consumer Behaviour‟, Journal of Political 

 Economy, Vol. 78, pp. 311-29. 

Nelson, Phillip (1974), „Advertising and Information‟, Journal of Political Economy, 

 Vol. 82, pp. 729-54. 

Nelson, Phillip (1975), „The Economic Consequences of Advertising‟, Journal of 

 Business, Vol. 48, pp. 213-41. 

Ozga, S.A. (1960), Imperfect Market Through Lack of Knowledge, Quarterly Journal of 

 Economics, Vol. 74, pp. 29-52.  

Rao, Vithala R., Manoj K. Agarwal, and Denise Dahlhoff (2004), „How is Manifest 



 

20 
www.ssijmar.in 

 Branding Strategy Related to the Intangible Value of a Corporation?‟ Journal of 

 Marketing, Vol. 68 (October), pp. 126-41. 

Rego, Lopo L., Matthew T. Billet, and Neil A. Morgan (2009), „Consumer-Based Brand 

 Equity and Firm Risk‟, Journal of Marketing, Vol.73 (November), pp. 47-60. 

Robinson Joan (1933),    Economics   of   Imperfect   Competition,   London:  

 Macmillan. 

Stigler, George J. (1961), „The Economics of Information‟, Journal of Political 

 Economy, Vol. 69, pp. 213-225. 

Sharpe, W.F. (1964), „Capital Asset Prices: A Theory of Market Equilibrium under 

 Conditions of Risk‟, Journal of Finance, Vol. 19, No. 3, pp. 425-442. 

Singh, Manohar, Sheri Faircloth, and Ali Nejadmalayeri (2005), „Capital Market Impact 

 of Product Marketing Strategy: Evidence from the Relationship Between 

 Advertising Expenses and Cost of Capital‟, Journal of the Academy of Marketing 

 Science, Vol. 33, No. 4, pp. 432-44. 

Srivastava, Rajendra K. and David Reibstein (2005), „Metrics for Linking Marketing to 

 Financial Performance‟, Report No. 05-200e, Marketing Science Institute. 

Srivastava, Rajendra K., Tasadduq A. Shervani, and Liam Fahey (1998), „Market Based 

 Assets and Shareholder Value: A Framework for Analysis‟, Journal of Marketing, 

 Vol. 62 (January), pp. 2-18. 

Telser, Lester G. (1964), „Advertising and Competition‟, Journal of Political Economy, 

 Vol 72, pp. 537–562. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

21 
www.ssijmar.in 

 

 

 


