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ADVERTISING MARKET STRUCTURE AND PERFORMANCE
(By William S. Comanor and Thomas A. Wilson*)

This paper presents an empirical analysis of the role of advertising in con-
sumer goods industries. The primary finding is that advertising has a statis-
tically significant and quantitatively important impact upon profit rates which
provide a measure of market performance as well as indicate the existence of
market power. This result is robust, and the estimated multivariate equations
account for half of the inter-industry variance of profit rates.

This finding has implications which are precisely the opposite of the conclu-
sions reached by Telser in a recent important article! This contradiction is a
reflection primarily of differences in the conceptual and statistical approaches
adopted rather than differences in data or sample, for with minor exceptions,
we used the same set of industries, and drew upon the same basic data for
advertising outlays.

‘We shall therefore proceed as follows. First, we shall describe the conceptual
framework used. Then we shall examine the relationships which are likely to
exist between product differentiation, advertising and entry barriers. Finally,
we shall present the empirical results which are the core of this paper.

FRAMEWORK OF ANALYSIS

The analytical approach is to examine the joint effect of various dimensions
of market structure upon profit rates. Not only do profit rates provide some
indication of market performance in terms of the normal criteria of allocative
efficiency, but also high returns signal the possible existence of market power.’
If exercise in the direction of profit maximization, market power should lead
to rates of return which exceed those in competitive industries that are
comparable in terms of risk and growth of demand.

In this framework, concentration is simply one dimension of market structure
and is not of itself a measure of monopoly or market power. Another major
dimension is the height of entry barriers, which is determined in part by tech-
nical factors such as the extent of production economies of scale relative to the
size of the market, the absolute amount of capital required to operate a plant
of minimum efficient scale, and other absolute production cost disadvantages of
new entrants.

Product differentiation, a third major dimension of market structure, plays
a dual role. Not only does it directly influence the character of competition
among established firms, but it also raises the height of entry barriers.® In this
study, however, we do not deal directly with product differentiation, but focus
instead upon adrvertising expenditures, which are both a sympton and a source
of differentiation. Not only are advertising budgets influenced by product and
market characteristics, but also they depend on the policies pursued by indi-
vidual firms. In addition, past advertising outlays appear to be important deter-
minant of the extent of product differentiation. Differences in advertising,
therefore, reflect both structural and behavioral differences between industries.

On these grounds, the empirical analysis which follows takes the form of
multi-variate regression equations which explain the inter-industry variation
in profit rates as a function of different combinations of the following variables:

Seller concentration,

The rate of growth of demand,
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