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Abstract

The purpose of this study is to examine the effect of investing in marketing efforts on profitabil-
ity and firm value. The scope of the study consists of public companies listed in Borsa Istanbul
Services Index (XUHIZ). The study covers 49 companies (196 firm-years) listed in XUHIZ in
the period 2016-2019. As dependent variables, the accounting-based performance indicator
"ROA" and the market-based performance indicator "Tobin’s Q ratio” were used. Investment in
marketing efforts was represented by independent variables as marketing intensity and market-
ing expenses to total operating expenses ratio. In the study, panel data analysis method, which
allows both time series and cross-section, was chosen. According to the panel data analysis find-
ings, it was determined that the increase in the ratio of investment in marketing efforts to sales
did not have a positive effect on the market value or profitability of the company. On the other
hand, it was found that the increase in the ratio of marketing expenses to total operational ex-
penses positively affected both the profitability and the market value of the company. These find-
ings indicate that marketing investments should not be considered separately from other operat-
ing expenses of the company, companies that can control other operating expenses and increase
the ratio of marketing investments in total expenses can achieve better financial performance.
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Pazarlama Cabalarina Yatirim Yapmak, Firma Degeri
ve Karliligini Etkiler mi? Panel Veri Analizi ile Bir
Uygulama

Oz

Bu ¢alismanin amaci, pazarlama ¢abalarina yatirim yapmanin kdrlilik ve firma degeri iizerindeki
etkisini incelemektir. Calismanin kapsamini Borsa Istanbul Hizmetler Endeksinde (XUHIZ)
listelenen halka agik gsirketler olusturmaktadir. Calisma, 2016-2019 arasindaki donemde
XUHIZ'de listelenen 49 sirketi (196 firma-yil) kapsamaktadir. Bagiml degiskenler olarak, mu-
hasebe temelli performans gostergesi olan "ROA” ve piyasa temelli performans gostergesi olan
"Tobin's Q orani” kullamilmigtir. Pazarlama ¢abalarina yapilan yatirim, pazarlama yogunlugu
ve pazarlama giderlerinin toplam faaliyet giderlerine oram bagimsiz degiskenleriyle temsil
edilmistir. Calismada hem zaman serilerine hem de kesitlere izin veren panel veri analizi yont-
emi kullamlmigtir. Arastirma bulgularima gore, pazarlama cabalarina yatirimn satislara
oranindaki artisin sirketin piyasa degeri veya kirlilig: iizerinde olumlu bir etkiye sahip olmadig:
tespit edilmistir. Ote yandan pazarlama giderlerinin toplam faaliyet giderlerine oranmndaki
artigin sirketin hem kdrlihgin hem de piyasa degerini olumlu etkiledigi saptanmgtir. Bu bulgu-
lar, pazarlama yatirimlarimin sirketin diger faaliyet giderlerinden ayr: diisiiniilmemesi gerek-
tigini, diger faaliyet giderlerini kontrol edebilen ve pazarlama yatirtmlarimn toplam giderler
icindeki payini artiran sirketlerin daha iyi finansal performans elde edebileceini gostermektedir.

AnahtarKelimeler: Firma Degeri, Kirlilik, Pazarlama, Yatirim, Finansal Performans.
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Introduction

As a result of the increasing competition and globalization, finance has
been at the forefront among the basic functions of the business. In addi-
tion, it is the determinant of "maximizing firm value", which is accepted
as the main purpose of the business. The hegemony of finance over other
business activities almost as a single function (Bolton, 2004) has resulted
in the association of everything with finance or financial performance.
This puts more and more pressure on practitioners to report their contri-
bution to overall firm (financial) performance (Kundu, Kulkarni, and
Murthy, 2010).

Marketing, another basic function of the business, is within the group
that feels this pressure of finance (and financial performance) most in-
tensely. This pressure is a problem in businesses where marketing and
finance work disconnected from each other. In businesses where coordi-
nation and cooperation between departments exist, finance and market-
ing are complementary elements and they act in line with the business
objectives. From a financial perspective, shareholders form the central
stakeholder group and efforts focuses on the creation of shareholder
value; from a marketing perspective, consumers represent the main con-
stituency, and the focus is based on attitudes and behaviors driving rev-
enues in the market (Madden, Fehle, and Fournier, 2006). These two ap-
proaches serve to increase the value of the firm.

Having an effective marketing management in the firm supports the
increase of both profitability and firm value; Kotler (1997) emphasizes
the importance of analyzing, planning, implementing, and monitoring
programs designed to achieve the organizational targets of the desired
changes with target markets in marketing management. All these factors
are related to "customer equity", this equity is related to the added value
created and the benefit to the firm, naturally, financial parameters are
frequently used in measuring benefit (Sheth and Sisodia, 2002). From this
point of view, whether it is referred to as customer value or firm value,
to achieve this value, a firm have to spend financial effort that cannot be
limited by the famous 4 P's of Marketing, and allocate a budget for mar-
keting investment.
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In the traditional approach, the concept of investment is generally as-
sociated with investments made in tangible fixed assets, and investments
such as land, buildings, machinery, and equipment in production enter-
prises are considered as factors that increase the amount of the compa-
ny's products in the long term and enable the company to grow. In this
respect, service businesses - which are relatively less fixed asset invest-
ments - are incorrectly classified as businesses that generate profits with
low investment. However, it has become an indisputable fact that com-
panies (regardless of the sector) should invest not only in production-
related elements, but also in efforts to increase sales, with the right strat-
egies, in today's world where competition has increased excessively.
Since the importance of sales in commercial survival and the connection
between customers and sales is clearer, it is appropriate for organizations
to focus on the factors that may affect the consumers' decision to pur-
chase their products (Agbeja, Adelakun, and Akinyemi, 2015). In this
respect, marketing expenses can be considered as investments that create
value and increase market value (Oztiirk and Diilgeroglu, 2016).

On the other hand, marketing and advertising expenses are accepted
as a negative factor to influence the profitability in the short term (Topuz
and Aksit, 2013; Dogan and Mecek, 2015; Konak, 2015). However, mar-
keting has long been regarded as investment rather than expense in the
long term to add value for the firms (Sheth and Sisodia, 2002; Slywotzky
and Shapiro, 1993).

In this context, this study aims to determine whether the investments
of companies in their marketing efforts have an effect on the firm value
and profitability. The scope of the study consists of public companies
listed in Borsa Istanbul Services Index (XUHIZ). The most important
reason for selecting firms in this index is since it is believed that firms in
the services sector may be more sensitive to marketing investments than
other sectors. This study also aims to determine empirically whether this
belief is valid for Turkey.

The study covers 66 firms traded on the XUHIZ between 2016-2019.
The final data set of the research consists of 49 companies, covering the
4-years period (196 firm-years). In the study, panel data analysis method,
which allows both time series and cross-section, is used. The research
has two dependent variables analyzed in separate models, one of which
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is firm value and the other is profitability represented by Return on As-
sets (ROA). The main independent variable of the study is investments
in marketing efforts. Marketing intensity and the ratio of marketing ex-
penses to operating expenses are used as representatives of this.

This study differs from the studies in the literature by considering it
as marketing effort and investment, in contrast to the accounting ap-
proach that sees marketing expenditures as a factor that reduces income.
Another importance of the study is that it covers the service sector. In
studies examining the impact of marketing expenses, it has been ob-
served that the service sector is not sufficiently examined. With these
aspects, the study aims to fill this gap in the literature.

In the following section of this study, a literature review regarding
the financial performance of marketing investments is included. The next
section explains the data and methodology of the research. Descriptive
statistics, correlation analysis, unit root test, multicollinearity test, Honda
and Hausman tests and finally panel data regression results are included
in the findings section. Final section will interpret the results and con-
cludes the whole research.

Literature Review

Research in the literature reveals that awareness of the need to measure
the impact of marketing efforts on firm performance is growing. Studies
investigating the impact of marketing efforts on the financial perfor-
mance of the firm mostly include Tobin's Q, Return on Assets, Return on
Equity as financial indicators representing performance. In this section,
various studies in the literature on this subject are examined.

Qureshi (2007) investigated the relationship between marketing ex-
penditures and market performance in a study carried out over compa-
nies operating in England between 1998 and 2003. Following the re-
search using the least squares method, the author found that marketing
expenses and market performance are related in a positive and statisti-
cally significant way.

Al-Nimer, Qasem, Aladham, and Yousef (2015) studied the impact on
the profitability of companies of advertising and marketing expenses,
and determined how advertising and marketing expenses are used to
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boost companies' profitability. Data from their study were collected from
the annual audited reports between 2009 and 2013 of 68 Jordanian medi-
cal companies. Advertising and marketing expenses were used as inde-
pendent variables and companies” profitability as dependent variable. In
order to evaluate the effect of the independent variable on the dependent
variable, simple regression model was used to detect the relationship
between advertising and marketing expenses and profitability of the
firm. As a result of the study, they concluded that there was an impact
between advertising and marketing expenses and net profit on medical
companies on the Amman Stock Exchange. Similarly, Gupta (2008) ex-
amined the impact of marketing expenditures (represented by advertis-
ing expenditures) on firm performance over the firms operating in the
textile, automotive and food industries in India based on the data be-
tween 1997-2006. The author found a positive relationship between mar-
keting expenses and profitability for the automotive industry in the
study; on the other hand, a negative relationship between marketing
expenses and profitability for the textile and food sector.

Konak's (2015) study examines the effect of marketing, distribution
and sales expenses on the market value of companies and whether there
is a significant relationship between them. Data of his study were col-
lected from the audited annual reports of the 22 companies listed in the
BIST Textile, Leather Index between 2009-2013. In the research, the au-
thor used "changes in marketing expenditures" over an interval of time
as independent variable and "Tobin’s Q", "Return on Assets (ROA)" and
"Return on Equity (ROE)" as indicators for firm performance, and " Size
of Sales" and "Leverage Ratio" as control variables. Cross sectional time
series analysis technique and pooled OLS method were used to detect
the relationship between marketing expenses and the market value and
profitability of the firm. As a result of the study, he found that there was
a positive and statistically significant relationship between change in
marketing expenditures and firm performance when ROA and ROE
were considered an indicator of firm profitability. But when "Tobin’s Q"
was used as an indicator of market value, a negative relationship was
found for firm performance but not statistically significant.

Dogan and Mecek’s (2015) study investigated the impact of marketing
expenditures on firm performance, and whether there was a significant
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relationship between them. Data of the study were collected from the
audited annual reports of the 120 companies, which were listed on Borsa
Istanbul (BIST) between 2009-2012. In the research, the authors used
"concentration of marketing spending” which is the marketing expendi-
tures to total sales ratio as independent variables, and Tobin’s Q ratio,
ROA and ROE as dependent variables. Multiple regression and correla-
tion methods were used to evaluate the effect of independent variables
on dependent variables, that is, to determine the relationship between
marketing expenses and firm performance. The authors found that there
was a positive relationship between marketing expenses with the ac-
counting based (ROA and ROE) and market-based performance indica-
tors (Tobin's Q). This means that both firm profitability and firm value
increase when invested in marketing efforts.

Kundu et al. (2010) aimed to reveal the relationship between market-
ing, finance and strategy. In the study, the authors analyzed the effect of
marketing expenditures (represented by advertising expenditures) on
the profitability and value of the firm and whether there is a significant
relationship between them. The study was conducted on companies op-
erating in India. Data were collected from 172 companies between 2000-
2007. In the research, the authors used "marketing expenditures" as an
independent variable, and "Tobin's Q" and "profitability" as dependent
variables. Multiple regression, ANOVA and correlation methods were
used. As a result of the study, a statistically insignificant link between
marketing expenditures and Tobin's Q and profitability was found.

Han and Manry (2004) examined the value of “Research and Devel-
opment” (R&D) and advertising expenses of Korean firms. The study
was conducted on companies operating in Korea. Data of the study were
collected from 625 companies listed on the Korean Stock Exchange be-
tween 2012 and 2016. By using regression model tests to analyze the da-
ta, they found RandD expenditures are, in general, positively associated
with stock price. But advertising expenditures were found to be nega-
tively associated with stock price.

Whether the investments in marketing expenses have a financial ben-
efit or not is considered to vary by sector. For example, in the tourism
sector, marketing expenditures are expected to have a net contribution to
companies. In this context, the relationship between marketing expenses
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and profitability in the tourism sector has been investigated by Sercek,
Kaya, and Kalash (2018). The authors tried to reveal the relationship be-
tween marketing expenses and profitability by using the data of 2012-
2015 of 10 tourism companies whose stocks are traded in Borsa Istanbul
(BIST). The authors found that the relationship between marketing ex-
penses and profitability was statistically insignificant.

Research Methodology

Data Collection Method

The purpose of this research is to examine the effect of investing in mar-
keting efforts on the profitability and firm value. The study covers 66
firms traded on the Borsa Istanbul Services Index (XUHIZ) between
2016-2019. Data were collected from audited annual reports published on
the Public Disclosure Platform (Kamuyu Aydinlatma Platformu: KAP).
Since the data used in the study are open to the use of all investors,
stakeholders and researchers, there is no need for an ethics report.

The initial sample started with 66 firms in the XUHIZ index. 6 firms
with different accounting periods (four of them are sports clubs) and 3
firms with zero sales in some years were eliminated. 8 firms were ex-
cluded from the research because they were listed on BIST after 2016.
The total number of the sample is 196 firm years for 49 listed firms dur-
ing 2016-2019.

Research Variables

There are various alternative measures of financial performance, such as
Return on Assets (ROA) and Tobin's Q. Tobin's Q ratio is widely utilized
as a proxy for future investment opportunities in financial literature, the
Q ratio is a market value of a company divided by the cost for replace-
ment of assets of a company (Fu, Singhal, and Parkash, 2016). Tobin's Q
is a good measure for evaluating business performance in line with the
past, current, and future performance of the company. It widely used by
most researchers to measure the firm value. In addition, ROA indicates
how profitably a company is compared to its total assets. ROA gives a
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manager, investor, or analyst an idea of how efficiently a company's
management can generate profit through its assets (Mcclure, 2020),
therefore ROA and Tobin’s QQ are taken as the indicator to measure the
financial performance for firms.

The main independent variable of the study is "investment in market-
ing efforts". In this study, marketing intensity and the ratio of marketing
expenses to total operating expenses were used as independent variables
representing investment in marketing efforts. Additionally, the natural
logarithm of total assets (LNSIZE) and debt ratio (DEBT) are used as
control variables in econometric models.

Table 1 shows the dependent, independent and control variables used
in the study. In particular, the following dependent variables have been
chosen as indicators of firm performance.

Table 1. Descriptions of Variables Used in Analysis
Dependent Variables (Tobin's Q, ROA)

Variables Definition Measurement

Tobin's Q Tobin's Q ratio (Total Debt + Market Capitaliza-
(Firm value) tion)/Total Assets

ROA Return on Assets Net Profit /Total Assets

(Profitability)
Independent Variables (MTS, MTOE)

Variables Definition Measurement
MTS Marketing Intensity Marketing, Sales and Distribution
Expenses/Total Sales

MTOE Marketing Expense-To-Total Marketing, Sales and Distribution
Operating Expenses Expenses/Total Operating Expenses

Control Variables (LNSIZE, DEBT)

Variables Definition Measurement

LNSIZE Firm size Natural Logarithm of Total Assets

DEBT Debt Ratio Total Debts/ Total Assets

Quantitative / Qualitative Analysis
Due to the time and horizontal cross-sectional dimensions of the re-

search, the panel data analysis method was preferred. In this research,
STATA 14 and EVIEWS 9 programs were used for panel data analysis.
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Research Models

As mentioned above, panel data analysis was used that considers both
time and cross-sectional dimensions to determine the relationship be-
tween investment in marketing efforts and firm performance (profitabil-
ity and firm value). In this context, the econometric models developed
for research are:

Model 1: TOBIN;; = i + By MTS;; + B, LnSIZE;, +
BB DEBTLt + Eit

Model 2: TOBIN;, = i + By MTOE,, + B, LnSIZE;; +
183 DEBTLt + Eit

Model 3: TOBIN;; = By + Sy MTS;; + B,MTOE;; +
5 LnSIZE,, + f, DEBT}, + ¢,

Model 4: ROA; = fi; + By MTS;; + fB, LnSIZE;, +
BB DEBTLt + Eit

Model 5: ROAit = ﬁit + Bl MTOElt + BZ LnSIZEit +
B3 DEBT;; + €

Model 6: ROAit = ﬁit + ﬁl MTSit + ﬁZMTOEit +

B LnSIZE;, + B, DEBT,, + &;;

Shown in Equations TOBIN and ROA are performance criteria and
the independent variables are MTS and MTOE. LNSIZE and DEBT are
the control variables. 'i' represents firms, 't' period (between 2016 and
2019).

Research Findings

Descriptive statistical results of dependent and independent variables
used in empirical analysis are shown in Table 2. The TOBIN variable
takes the lowest 0.4682, the highest 12.6035, and has an average value of
1.4095. The Return on Assets (ROA) variable, which represent the firm
profitability takes the lowest -0.2656, the highest 0.5239, and has an aver-
age value of 0.0453. A negative ROA implies that some companies can-
not effectively use its assets to generate profit. The MTS, which is the
first variable representing the marketing intensity, used to determine the
cost of marketing activities to generate sales levels in each period, and
this variable, takes the lowest O, the highest 0.4393. The second variable
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(MTOE), which shows the ratio of marketing expenses to operating ex-
penses, and this variable takes the lowest 0, the highest 0.8717 and has an
average value of 0.2454. Firm size is represented by the natural logarithm
of firms' total assets. This variable is distributed between 16.2065 and
25.7128. The last variable in descriptive statistics is DEBT ratio, which
measures the leverage of a company with an average value of 0.6180.

Table 2. Descriptive Statistics

Mean Median Maximum Minimum Std. Dev. Obs.
TOBIN 1.4095 1.1573 12.6035 0.4682 1.1114 196
ROA 0.0453 0.0401 0.5239 -0.2656 0.0936 196
MTS 0.0519 0.0127 0.4393 0.0000 0.0821 196
MTOE 0.2454 0.1139 0.8717 0.0000 0.2867 196
LNSIZE 20.4358 20.2341 25.7128 16.2065 2.1150 196
DEBT 0.6180 0.6518 1.1665 0.0086 0.2603 196

The correlation matrix of the variables included in the study is pre-
sented in Table 3. It is seen here that there is a very high correlation
(0.7551) between MTS and MTOE variables representing the marketing
efforts. This may cause multicollinearity problem. MTS and MTOE were
analyzed separately in four models but together in two models. There-
fore, Variance Inflation Factor (VIF) tests were applied for the existence
of multicollinearity problem in models where MTS and MTOE are exam-
ined together, the results given in Table 4 will be interpreted in detail
later.

Table 3. Correlation Matrix

TOBIN ROA MTS MTOE LNSIZE DEBT
TOBIN 1
ROA 0.1320 1
MTS 0.0070 -0.0883 1
MTOE 0.1346 0.0482 0.7551 1
LNSIZE -0.1939 0.1729 0.1683 0.4150 1
DEBT -0.0854 -0.0798 0.2097 0.3155 0.3796 1

As seen in Table 3, positive results were obtained between MTS and
TOBIN, between MTOE and TOBIN and between MTOE and ROA. In
other words, as the MTS and MTOE increase, the ratio of Tobin's Q also
increases. Another prominent point in the correlation matrix is the pres-
ence of an inverse relationship between MTS and ROA. Whether these
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relationships are significant or not can only be said after the panel data
analysis results, which consider the cross-section and time dimensions of
the series.

As stated above, the high correlation between MTS and MTOE may
indicate the possibility of multicollinearity problem in all models. There-
fore, Variance Inflation Factor (VIF) tests were applied to the models to
ensure that there was no multicollinearity problem (Table 4).

Table 4. Variance Inflation Factor (VIF) tests

Model 1and4

Variable Coefficient Variance VIF Result
MTS 0.967676 1.0562 VIF<5
LNSIZE 0.001629 1.1797 VIF<5
DEBT 0.109304 1.1990 VIF<5
C 0.598953 -

Model 2and5

Variable Coefficient Variance VIF

MTOE 0.088537 1.2522 VIF<5
LNSIZE 0.001711 1.3173 VIF<5
DEBT 0.103813 1.2110 VIF<5
C 0.621364 B

Model 3and6

Variable Coefficient Variance VIF

MTS 2.032229 2.4745 VIF<5
MTOE 0.197729 2.9337 VIF<5
LNSIZE 0.001731 1.3982 VIF<5
DEBT 0.099024 1.2118 VIF<5
C 0.628636 -

According to Menard (2001), VIF values less than 5 are acceptable.
When the results in Table 4 were examined, no inconsistency was found
in all models. When the results in Table 4 were examined, no incon-
sistency was found in all models. In the econometric models established;
It should be emphasized again that Model 1 and Model 4; Model 2 and
Model 5; Model 3 and Model 6 contain the same independent variables.

In time series analysis, unreal relationships may arise in regressions
with non-stationary series, causing misleading results. Stationarity is an
assumption that has to be fulfilled before regression analysis for panel
data analyses, where the cross-sectional aspect is included in the time
dimension. In the econometrics literature, various unit root tests have
been developed to determine the stationaries of panel series data. The
stationarity test developed by Levin, Lin, and Chu (2002), one of the sec-
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ond-generation unit root tests, was chosen for this study. The results of
the Levin, Lin, and Chu (LLC) unit root test presented in Table 5 show
that in a series of variables there is no unit root in all models, so that sta-
tionarity assumption is achieved.

Table 5. Unit Root Test Results

Variables Statistics Value Probability Value (p) Result

TOBIN -8.69556 0.0000*** No unit root
ROA -9.66525 0.0000*** No unit root
MTS -14.7608 0.0000%** No unit root
MTOE -20.7617 0.0000*** No unit root
LNSIZE -28.9416 0.0000*** No unit root
DEBT -14.573 0.0000%** No unit root

Levin, Lin, Chu unit root test was applied.
*, ¥ % means statistical significance at 10%, 5% and 1% levels.

The next step is to choose the appropriate panel data method. In this
context, various tests are performed on panel data models to determine
whether the models can be pooled (poolibility) or whether fixed or ran-
dom effects models are appropriate. First, the suitability of the models
with the pool model is examined with the Honda (1985) test. The Honda
test is more advanced than the Breusch and Pagan (1980) test, but both
tests yield important results regarding the poolability of the models.
Acceptance of Ho hypothesis in the Honda test application means that
random effects do not occur (Baltagi, Song, and Koh, 2003), therefore the
data cannot be pooled, and a random effect will occur if rejected. The test
results in Table 6 show that the Honda test null hypothesis is rejected
(P<0.05), and random effects can be found in every single model.

Table 6. Honda Test Results

Statistics Value Probability Value (p) Result

Model 1

Cross-section 5.1654 0.0000%** Model cannot be pooled
Time -0.2326 - Model cannot be pooled
Both 3.4880 0.0002*** Model cannot be pooled
Model 2

Cross-section 4.4868 0.0000%** Model cannot be pooled
Time -0.1396 - Model cannot be pooled
Both 3.0739 0.0011%*** Model cannot be pooled
Model 3

Cross-section 3.7949 0.0007*** Model cannot be pooled
Time -0.2326 - Model cannot be pooled
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Both 2.4145 0.0079*** Model cannot be pooled
Model 4

Cross-section 7.0344 0.0000*** Model cannot be pooled
Time -0.9866 - Model cannot be pooled
Both 4.2765 0.0000%** Model cannot be pooled
Model 5

Cross-section 6.9075 0.0000%** Model cannot be pooled
Time -0.9741 - Model cannot be pooled
Both 4.1956 0.0000%** Model cannot be pooled
Model 6

Cross-section 7.0570 0.0000%** Model cannot be pooled
Time -0.8805 - Model cannot be pooled
Both 4.3675 0.0000%** Model cannot be pooled

* ¥ means statistical significance at 10%, 5% and 1% levels.

The next step is to investigate whether models are suitable for fixed
effects or for model random effects after it has been determined that the
panel data models cannot be pooled. The Hausman (1978) test is used for
this purpose. The Hausman test shows that acceptance of the null hy-
pothesis (Ho) indicates the suitability of the random effects model and its
rejection indicates that the fixed effects model should be applied. Ac-
cording to Hausman test results in Table 7, Ho hypotheses were ap-
proved (P> 0.05) and it was decided to use random effects method in all
models.

Table 7. Hausman Test Results
Statistics Value Probability Value (p) Result

Random effects method

Model 1 22193 0.5282 should be chosen

Random effects method

Model 2 2.1368 0.5445 should be chosen

Model 3 39516 0.5166 Random effects method
should be chosen
Random effects method

+

Model 4 7.6188 0.0546 should be chosen
Random effects method

Model 5 5.6121 01321 should be chosen

Model 6 56931 02291 Random effects method

should be chosen

*, ¥ ¥ means statistical significance at 10%, 5% and 1% levels.

The following tables present the results of the panel regression test
based on random effects model. Robust estimators were used to estimate
models. In the case of heteroscedasticity and/or autocorrelation, robust
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estimators were used to generate a prediction detected in regression
models. In this regard, estimates in the following tables have been based
on the Tatoglu (2016) recommended clustered robust standard error
method.

According to the results given in Model 1, the Wald chi?(3) value was
calculated as 6.84 (Table 8). Wald chi probability value P was determined
as 0.0773. It is seen that the variables in the model can explain the firm
value (TOBIN) by 3.82% (R? = 0.0382). When Model 1 was examined, it
was found that there is no relationship between marketing intensity
(MTS) and firm value (TOBIN) (z = 0.47, P = 0.639>0.005). Firm size
(LNSIZE), which is included as a control variable in the study, has a neg-
ative effect on firm value (TOBIN). This effect is statistically significant (z
=-2.22, P =0.027). It was found that the other control variable, debt ratio
(DEBT), did not have a statistically significant relationship with TOBIN.
(P =0.826>0.05).

Table 8. Model 1 Panel Regression Test Results
Dependent Variable: TOBIN

Coefficient Robust Std. Error  z statistics Probability Value (p)
MTS 0.3750365 0.7989334 047 0.639
LNSIZE -0.1153634 0.0520062 -2.22 0.027**
DEBT 0.0769689 0.3507153 0.22 0.826
C 3.700027 1.130133 3.27 0.001***
N (number of observations): 196, Wald chi*(3): 6.84 (Probability value: 0.0773),
R2: 0.0382

*, ¥ ¥ means statistical significance at 10%, 5% and 1% levels.

In Model 2, the dependent variable is TOBIN as in the first model.
However, in this model, the variable of MTOE is included as an inde-
pendent variable instead of MTS. According to the results given in Table
9, the model is meaningful (Wald chi?(3) value 9.09, Wald chi probability
value = 0.0281). Explanation power of the model is R? = 9.55%. The z-
statistic value of the MTOE variable expressing the marketing expendi-
tures in relation to operating expenditures is 2.09 and has a significant
and positive relationship with TOBIN (P = 0.037 <0.05). LNSIZE variable
has a negative effect on TOBIN. This effect is statistically significant (z = -
2.89, P = 0.004). The other control variable, debt ratio (DEBT), was found
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to not have a statistically significant relationship with TOBIN (P = 0.763
>0.05).

Table 9. Model 2 Panel Regression Test Results
Dependent Variable: TOBIN

Coefficient Robust Std. Error  z statistics Probability Value (p)
MTOE 1.030872 0.4929967 2.09 0.037**
LNSIZE -0.1594106 0.0551021 -2.89 0.004***
DEBT -0.1011521 0.3348617 -0.3 0.763
C 4.47667 1.175609 3.81 0.000***

N (number of observations): 196, Wald chi?(3): 9.09 (Probability value: 0.0281), R?: 0.0955
*, ¥ % means statistical significance at 10%, 5% and 1% levels.

In Model 3, the dependent variable is TOBIN as in the first and sec-
ond model. However, in this model, the variables of MTS and MTOE are
included together as independent variables. According to the results
given in Table 10, the model is completely meaningful (Wald chi*(4) val-
ue 11.14, Wald chi probability value 0.0250). Explanation power of the
model is R? = 14.17%. MTS variable negatively affects the dependent var-
iable TOBIN at the 10% significance level (z = -1.81, P = 0.070). The z-
statistic value of the MTOE variable is 2.19 and has a significant and pos-
itive relationship with TOBIN (P=0.029<0.05). LNSIZE variable has a
negative effect on TOBIN. This effect is statistically significant (z = -3.03,
P=0.002). The other control variable, debt ratio (DEBT), was also found
to not have a statistically significant relationship with TOBIN
(P=0.802>0.05)

Table 10. Model 3 Panel Regression Test Results
Dependent Variable: TOBIN

Coefficient Robust Std. Error  z statistics Probability Value (p)
MTS -4.043575 2.23216 -1.81 0.070*
MTOE 1.999089 0.9144559 219 0.029**
LNSIZE -0.1874535 0.0618127 -3.03 0.002%**
DEBT -0.0860548 0.3436554 -0.25 0.802
C 5.012468 1.282602 391 0.000***

N (number of observations): 196, Wald chi*(4): 11.14 (Probability value: 0.0250), R: 0.1417
*, %, % means statistical significance at 10%, 5% and 1% levels.

In Model 4, the dependent variable is Return on Assets (ROA). Ac-
cording to the results given in Table 11, the Wald chi*(3) value is 14.2 and
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Wald chi probability value is 0.0027. Explanation power of the model is
R? = 5.91%. When Model 4 was examined, it was found that there is no
relationship between marketing intensity (MTS) and firm profitability
(ROA) (z =-1.61, P = 0.107>0.05). In other words, the marketing expenses
of the companies do not contribute to the increase in profitability of the
firms. In this model, it was found that the firm size (LNSIZE) has a posi-
tive effect on firm profitability (ROA). This effect is statistically signifi-
cant (z = 2.83, P = 0.005). The other control variable, DEBT was found,
negatively affects the dependent variable ROA at the 10% significance
level (z=-1.68, P =0.093).

Table 11. Model 4 Panel Regression Test Results
Dependent Variable: ROA

Coefficient Robust Std. Error  z statistics Probability Value (p)
MTS -0.2150495 0.1334376 -1.61 0.107
LNSIZE 0.0129287 0.0045724 2.83 0.005***
DEBT -0.0870619 0.0517525 -1.68 0.093*
C -0.153907 0.1068057 -1.44 0.150

N (number of observations): 196, Wald chi*(3): 14.2 (Probability value: 0.0027), R* 0.0591
* ¥ means statistical significance at 10%, 5% and 1% levels.

In Model 5, the dependent variable is ROA as in the fourth model.
However, in this model, the variable of MTOE is included as an inde-
pendent variable instead of MTS. According to the results given in Table
12, the Wald chi*(3) value is 12.62 and the Wald chi? probability value is
0.0055. Explanation power of the model is R? = 5.11%. When Model 5 was
examined, it was found that there is no relationship between MTOE and
ROA (z =-0.29, P = 0.774>0.05). LNSIZE variable has a positive effect on
ROA. This effect is statistically significant (z = 2.57, P=0.010). The other
control variable, debt ratio (DEBT) was found, negatively affects the de-
pendent variable ROA at the 10% significance level (z =-1.76, P = 0.078).

Table 12. Model 5 Panel Regression Test Results
Dependent Variable: ROA

Coefficient Robust Std. Error  z statistics Probability Value (p)
MTOE -0.0114717 0.0399528 -0.29 0.774
LNSIZE 0.0126756 0.0049272 2.57 0.010**
DEBT -0.0945179 0.0536758 -1.76 0.078*
C -0.1524631 0.1133855 -1.34 0.179
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N (number of observations): 196, Wald chi?(3): 12.62 (Probability value: 0.0055), R?: 0.0511

*, ¥ means statistical significance at 10%, 5% and 1% levels.

In Model 6, the dependent variable is ROA as in the fourth and fifth
model. However, in this model, the variables of MTS and MTOE are in-
cluded together as independent variables. According to the results given
in Table 13, the Wald chi?(4) value is 14.8 and Wald chi probability value
is 0.0051. Explanation power of the model is R? = 7.39%. The MTS varia-
ble has a significant and negative relationship with ROA (z = -2.29,
P=0.022). The MTOE variable, positively affects the dependent variable
ROA at the 10% significance level (z = 1.7, P = 0.088). LNSIZE variable
also has a positive effect on ROA. This effect is statistically significant (z
= 1.98, P = 0.048). The other control variable, debt ratio (DEBT) was
found, negatively affects the dependent variable ROA at the 10% signifi-
cance level (z=-1.75, P =0.081).

Table 13. Model 6 Panel Regression Test Results
Dependent Variable: ROA

Coefficient Robust Std. Error  z statistics Probability Value (p)
MTS -0.379468 0.1660619 -2.29 0.022**
MTOE 0.0796552 0.0467431 1.70 0.088*
LNSIZE 0.0098585 0.004982 1.98 0.048**
DEBT -0.0907655 0.051981 -1.75 0.081*
C -0.0999004 01169485 -0.85 0.393
N (number of observations): 196, Wald chi*(4): 14.80 (Probability value: 0.0051), R?: 0.0739

*, ¥ means statistical significance at 10%, 5% and 1% levels.

As discussed above, in any of the models established in this research,
there is no evidence that increasing the ratio of marketing, sales and dis-
tribution expenses to sales will increase the market value of the firm.
This is not surprising, because it is not possible for investors to be re-
warded in the market for investments related to the company, except for
"institutional investors". What is interesting is that the MTS variable does
not have a positive effect on profitability.

On the other hand, the increase in the ratio of Marketing Expense-To-
Total Operating Expenses (MTOE) positively affects both the profitabil-
ity and the market value of the company. Especially the findings ob-
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tained in Model 3 and Model 6, in which MTS and MTOE take place to-
gether, strongly support this result.

Conclusion

The purpose of this study is to examine the effect of investing in market-
ing efforts on the profitability and firm value. The scope of the study is
the listed companies in the Borsa Istanbul Services Index (XUHIZ). The
final data set of the study consists of 196 firm-years data from 49 compa-
nies covering the 4-years period between 2016-2019. Accounting based
performance indicator "ROA" as a firm profitability and market-based
performance indicator "Tobin's Q ratio" were used as dependent varia-
bles. Investment in marketing efforts was represented by marketing in-
tensity (MTS) and marketing expenditures to total operating expendi-
tures ratio (MTOE). The effects of marketing investments on firm profit-
ability and firm value were investigated using six econometric models.
Various control variables were added to the models.

Since panel data analysis was chosen as a method, various tests were
performed on variables and models before proceeding with analysis. The
time series of all variables were checked by testing whether they contain
unit root or not. Moreover, VIF (Variance Inflation Factor) multicolline-
arity tests were performed on each of the six models. In this respect, the
study provided assurance against the problem of high correlation be-
tween independent variables in the same model and against spurious
regressions.

However, after these assumptions were met, panel data analysis was
initiated. Unlike many other studies, the Honda test was used to select
the panel data model in this study, and Honda test results clearly
showed that 6 models could not be pooled. Then, the most suitable panel
data analysis method was determined with the Hausman test, which was
used in many studies in the econometrics literature.

According to the results of the research, it was determined that the ra-
tio of marketing expenses to total sales (MTS), which is the first inde-
pendent variable representing marketing investments, does not have a
positive effect on Tobin’s Q. While no significant relationship was found
in Model 1, a significant but negative relationship was found in Model 3.
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On the other hand, MTOE, another independent variable, was found to
have a statistically significant positive effect on Tobin’s Q in Model 2 and
Model 3.

In the remaining three models, the accounting-based performance ra-
tio is used as the ROA dependent variable. Similar to the first three mod-
els, there is no statistical evidence that MTS increases financial perfor-
mance in any way. In the econometric model (Model 6) where MTOE,
the other independent variable, is included with MTS, it has been found
that it significantly affects profitability.

While the results found in Model 1 and Model 3 established with
Tobin's Q are inconsistent with the results of Dogan and Mecek (2015),
they support the results of Kundu et al. (2010) and Konak (2015). In the
models established with ROA (Model 4 and Model 6) the findings are in
the same direction as Sergek et al. (2018).

When the research findings are discussed as a whole, it can be con-
cluded firstly that the increase in the ratio of investment in marketing
efforts to sales does not have a positive effect on the market value or
profitability of the company. In fact, this result should not be surprising,
because marketing efforts may not have the same impact on profitability
even if it is possible to reflect on sales in the short term.

Another important inference that can be drawn from the research is
that the increase in the ratio of marketing expenses to total operational
expenses positively affects both the profitability and the market value of
the company. (Considering Model 3 and Model 6, where two independ-
ent variables are in the same model). This finding indicates that market-
ing investments should not be considered separate from other operation-
al expenses (such as general administrative expenses) of the firm, com-
panies that can control other operational expenses and increase their
allocation to marketing expenses can achieve better financial perfor-
mance. In this respect, the study reveals important results not only in the
context of finance or marketing, but also in the field of management. In
the light of these findings, it can be said that the study will make signifi-
cant contributions to companies, stakeholders, and researchers.

The issue of whether firms' marketing efforts work has always been
an important and interesting issue for researchers. Not only researchers,
but companies themselves are eager to know and learn about this, and
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they spend billions of dollars each year just for it. Of course, they want
the product and the advertisement to be liked by the customer, but it is
even more important to get the investment in financial terms. From a
financial perspective, it is hoped that the advertisements, the premiums
to the sales personnel, the expenditures for the huge marketing build-
ings, in short, the marketing investments will increase the sales, profits
and cash flow. However, research findings show that increasing the ratio
of marketing investments to sales does not increase the financial perfor-
mance of the firm in the short term. In this context, it is recommended
for companies operating in the service sector to consider their marketing
investments together with financial and managerial factors (including
controlling other operational expenses).

Despite the fact that this study appears to be about the relationship
between marketing and finance, it actually differs from other studies in
the field in that it emphasizes the importance of management in public
companies. Another feature of the study is that it uses panel data analy-
sis. In this respect, it includes both time and cross-section dimensions,
reduces the risk of extraordinary factors affecting the results of the study
in a single year and minimizes biased results.

This research includes only Turkey that is the most important limita-
tion. For future research, it is recommended to conduct studies that cov-
er more countries and have a wider time dimension, following the meth-
odology in this research.
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