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 About  

MASB 

The Marketing Accountability Standards Board began as a visionary initiative by industry 
professionals and academics who saw an opportunity to increase the contribution of the 
marketing function through the development of standards for marketing performance 
measurement and processes that link marketing activities to financial performance. 

After comprehensive review of current practices, needs and accountability initiatives 
sponsored by industry organizations, it was determined that while marketing was not 
ignoring the issues surrounding metrics and accountability, the practices and initiatives 
underway were narrow in focus, lacking integration and generally not tied to financial 
performance in predictable ways. 
 

“As it was for product quality in manufacturing (with ANSI & ISO) and financial  
accounting and reporting (FASB & IASB), marketers taking the lead in this will gain 
sustained competitive advantage.”  – Dr. Joseph Plummer, MASB Founding Director  

 

MASB is THE independent, cross-industry forum that sets the 

measurement and accountability standards that visionary 

leaders in Finance and Marketing rely on to guide investment 

decisions for enterprise value. 

 

Establishing MASB in 2007 was viewed as the seminal opportunity to approach the 
measurement foundation of accountability and continuous improvement at the highest 
level.  Membership crosses all industries and includes marketer companies, business 
schools, industry associations, media providers, media & advertising agencies, 
measurement providers and independent consultants that believe in linking marketing 
actions to financial performance. 
 

“There is one group exclusively devoted to marketing measurement…predictive of financial 
return…and all marketers who are serious about meeting the accountability mandate 
should get involved.”  – Bob Liodice, CEO, Association of National Advertisers 

 

MASB members belong to an elite, forward-thinking community of marketer companies, 
measurement providers, industry associations and business academics committed to 
linking marketing actions to financial return.   

 

Each February and August, MASB gathers top Finance and Marketing thought leaders for 
its Marketing Accountability Summit with project updates from members and guest 
speakers addressing the latest topics. For more info, visit themasb.org/masb-summits. 

 

MASB is a 501(c)(3) nonprofit organization dedicated to establishing marketing measurement and accountability 

standards across industry and domain for continuous improvement in financial performance and for the guidance 

and education of business decision-makers and users of performance and financial information.  

MASB  
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MASB  
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The authors review the current treatment of advertising expenditures for financial 
accounting and taxation.   

 

In general, expenditures that have a short-term life of less than a year are treated as 
current expenses while expenditures that have a long-term life of greater than a year are 
capitalized and amortized over the useful life.  Advertising expenditures are treated as 
short-term and expensed in the current year.  Several proposals have been made to 
change the treatment of advertising to treat all advertising as having some long-term effect 
on sales.  We examine research in economics, marketing and accounting that has 
addressed the short- and long-term effects of advertising on sales.   
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Perspective on Ad Capitalization and Taxation   

  

 

Introduction 

For tax purposes, advertising expenses are generally deductible as ordinary and necessary business 
expenses in the year in which they were paid or incurred.  Expenditures associated with the development or 
creation of an asset having a useful life beyond the current year generally must be capitalized and recovered 
over the useful life.  Over many years, there have been proposals to change this treatment of advertising 
expenditures through outright elimination of advertising deductions related to certain products or to permit 
deduction of some advertising expenditures, requiring capitalization of the balance which is amortized over a 
defined future period.  Such changes have great significance to the advertising community. This paper will 
examine the current treatment of advertising expenditures, marketing research related to this issue, and 
some very recent proposed changes. Possible strategies to counter the suggested changes will then be 
presented. 

 

Current Tax Practice 

For Federal income tax purposes, advertising and marketing expenses are generally deductible on a current 
basis as ordinary and necessary business expenses.  This treatment is prescribed because advertising 
expenditures are recurring in nature or because the benefit does not extend beyond the tax year.  Treasury 
Regulation 1.162-20(a)(2) provides, in part, that expenditures for institutional or goodwill advertising which 
keeps the taxpayer’s name before the public are generally deductible as ordinary and necessary business 
expenditures provided the expenditures are related to patronage the taxpayer might reasonably expect in the 
future.   

As to capitalizing rather than expensing, Section 263 and Section 263A of the Internal Revenue Code provide 
that no deduction is allowed for any amount paid out for permanent improvements or betterments made to 
increase the value of any property.  For example, package design costs generally have useful lives of greater 
than one year and are generally capitalized under Section 263.  The government's position is that package 
design costs more closely resemble nonrecurring promotional or advertising expenditures that result in 
benefits to the taxpayer that extend beyond the year the expense was incurred rather than institutional or 
goodwill advertising that is written off immediately.  
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Package design costs do not include coupon insets or refund offers, nor does it include costs that are 
unrelated to the package design itself, such as a change in ingredients.  On the other hand, in RJR Nabisco, 
package designs were held to be expenses since future benefits were deemed not significant beyond those 
traditionally associated with institutional goodwill advertising. In some other marketing expenditure areas – 
such as free samples, new channels of distribution and catalogs – the deductibility or capitalization decisions 
by the courts generally hinged on the question of future benefits.  Decisions were for each treatment. 

 

Current law and interpretations favor deductions rather than capitalization for advertising costs.  The decision 
in Indopco held that for capitalization, a significant long-term benefit must result from the expenditure.  In the 
case of advertising, it has been quite challenging to measure a significant long-term benefit.  In Rev. Rul. 
1992-80, the IRS stated that the Indopco decision does not affect the treatment of advertising as a business 
expense which is generally deductible under section 162 of the code.  As mentioned previously, this includes 
the expenditures for institutional or goodwill advertising that keeps the taxpayer’s name before the public. 
They are generally deductible as ordinary and necessary business expenditures provided the expenditures 
are related to patronage the taxpayer might reasonably expect in the future.  
 

The tax laws in other countries, including the UK, Germany, France, and Japan, permit the deduction of 
advertising and marketing costs.  Canada in general permits the deduction but does have restrictions on the 
deductibility of some advertising expenses for non-Canadian directed advertising.  China allows the deduction 
of advertising costs but limits the deduction to 15 or 30 percent of the percent of sales revenue, depending on 
the product being advertised, and permits a carryover to a future year of any amounts not deducted.  
 

 

The Link to Financial Accounting 

It should be noted that income subject to taxation in the United States and most other countries must be 
computed under the method of accounting on the basis of which the taxpayer regularly computes his income, 
as long as the books clearly reflect income. There are exceptions reflected in the law when the government 
attempts to encourage or discourage social, economic and behavioral or other policy objectives.  In these 
cases, financial accounting treatment of an item of income or expenditure may differ. The tax treatment of 
advertising and other marketing expenditures conforms for the most part to the required treatment under 
generally accepted accounting principles (GAAP) and coincidentally to the treatment under International 
Accounting Standards (IAS) as reflected in International Financial Reporting Standards (IFRS).  For 
accounting purposes, it is held that advertising costs incurred in anticipation of future probable economic 
benefits are usually expensed currently because the benefit period is presumed to be short, or the periods in 
which economic benefits might be received or the amount of economic benefit cannot be determined easily 
and objectively. (FASB 720-35-05-3) 

The Financial Accounting Standards Board (FASB) provides a framework for expensing or capitalizing 
advertising costs, i.e., creating an intangible asset. The framework divides advertising into two alternative 
treatments:  expense or capitalization.  The general rule is that the costs of advertising should be expensed 
either as incurred or the first time the advertising takes place.  This general rule is subject to the exception of 
direct-response advertising.  
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The costs of direct-response advertising are capitalized if two conditions are met.  First, the primary purpose 
of the advertising must be to elicit sales to customers who in the past have responded specifically to the 
advertising. In order to conclude this, there must be a means of documenting the response, including a record 
that can identify the name of the customer and the advertising that elicited the direct response.   

 

Second, the direct-response advertising results in probable future benefits.  Demonstrating this requires 
persuasive evidence that its effects will be similar to the effects of responses to past direct-response 
advertising that resulted in future benefits.  The attributes to consider in determining whether the response is 
similar include the demographics of the audience, the method of advertising, the product, and the economic 
conditions. 

 

In the absence of a specific entity's operating history, industry statistics are not considered objective evidence 
that advertising will result in future benefits.  If the entity does not have operating histories for other new 
products or services, statistics for the other products or services may be used if it can be demonstrated that 
they are likely to be highly correlated to the statistics of the particular product or service being evaluated.  
Direct-response costs that cannot be demonstrated to result in future benefits are expensed.   

 

The costs of direct-response advertising whose primary purpose is to elicit sales to customers who respond 
specifically to the advertising, resulting in probable future benefits, should be capitalized and amortized over 
the years of probable future benefits.  The probable future benefits of direct-response advertising are net 
revenues (revenues less costs).  That future benefits exist requires persuasive evidence from historical 
patterns within the entity.  Industry statistics are not considered objective evidence.  The entity may however 
use statistics from similar products or services when the statistics for the similar product are likely to be highly 
correlated to the statistics of the product or service being evaluated. 

 

Other amounts spent for tangible assets are also capitalized and amortized.  Examples include billboards and 
blimps.  Tangible assets are not created when costs are incurred to produce film or audio tape used to 
communicate advertising.  Brochures and catalogs may be accounted for as prepaid advertising and these 
costs would be treated as advertising expense or capitalized depending on whether these are direct-response 
advertising or not.   One additional example includes advertising expenditures classified as start-up 
expenses.  Start-up expenses are those incurred prior to the beginning of normal operations.  Such 
expenditures are capitalized and amortized. 

 

In summary, both for financial accounting and taxation, current expenditures for advertising and marketing are 
generally presumed not to create assets.  An asset will be recorded on the books if it can be demonstrated 
that economic value is created.  From a pure economic perspective, current tax deductions generally have 
more value than deductions in the future. On the other hand, for financial reporting, firms might prefer to 
report higher current earning by forgoing current deductions, even if creation of assets was a possibility.  
Accounting rules generally preclude creating intangible assets unless it can be shown that future economic 
value is inherent in these expenditures.  
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Proposals for Change 

Max Geller's book, Advertising at the Crossroads, includes a brief history of advertising taxation which 
began with the 1775 stamp tax (just prior to the American Revolution) that required a payment of two shillings 
for every advertisement.  Geller points out that another attempt to tax advertising took place during the Civil 
War when Congress imposed a three-percent tax on gross receipts from newspaper and magazine ads.   
 

Geller was an active participant in the advertising debate in the early 1950s.  During this period, there was a 
focus on managing the business cycle with a proposed advertising tax, primarily to fight inflation by reducing 
advertising expenditures and hence curbing consumer demand.  Geller proposed to integrate advertising 
expenditures with national welfare by limiting their deductibility.  He advocated Congressional control over 
advertising to affect the level of consumer spending desired. These proposals never took root. In summary, in 
the 1950s, Congress debated using the deductibility of advertising costs as an economic stabilizer during a 
period of high demand and inflation in order to restrain increased consumption. 
 

There have been many additional proposals over the past 30 years to either limit or disallow the deduction of 
advertising to help achieve various social policy goals, such as targeting advertising for tobacco products, 
teenage smoking, alcoholic beverages, violent TV programming, fast food, "junk food" and prescription 
medicines.   
 

A proposal under consideration in the Tax Reform Act of 1986 to disallow 20 percent of advertising costs was 
a major threat to the immediate deductibility of all advertising costs. This was viewed primarily as a revenue 
enhancing proposal.   This proposal, however, was not part of the final legislation.   

 

A Joint Committee on Taxation report in 1987  proposed disallowing 20 percent of advertising expenditures 
and amortizing the balance over two years. This proposal was primarily to raise government revenues, 
estimated at $37.9 billion over three years. This was a major change in focus from prior proposals, which 
were for social and economic reasons rather than to raise revenue.  The proposal would also deny the 
deduction for advertising for, or promotion of, alcohol and/or tobacco products. Aside from the social policy 
goals, there were four accounting or economic arguments for these proposals and five arguments against.  

 

The four principle arguments for the proposal were as follows: 

 The benefit of amounts paid for advertising extends beyond the year of the expenditure.  Deferring some 
portion of advertising costs to a later year results in a more proper matching of expenses with the income 
generated by them. 

 Advertising expenditures do not lend to increased competitiveness; they merely shift consumer buying 
practices.  A tax subsidy for these expenditures is not justified. 

 Permitting a current deduction for advertising costs creates a preference for businesses that invest in 
advertising over businesses that invest in tangible assets or other intangible assets, the costs of which 
must be depreciated or amortized. 

 Since it is difficult to determine precisely what portion of advertising costs benefit a particular year, it is 
appropriate to provide an assumed allocation of the benefit of such costs by statute. 
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The five principle arguments against the proposal were as follows:  

 Advertising costs are costs of selling a product in the current taxable year and do not create a separate 
and distinct asset having a life that extends beyond the end of the year.  They should be fully deductible in 
the year incurred. 

 Severe definitional and administrative problems result in trying to differentiate between advertising and 
promotional expenses, on the one hand, and fully deductible selling expenses on the other hand. 

 Even if some portion of advertising costs theoretically benefits future taxable years, it’s only a de minimis 
amount.  It is impossible to verify the degree of proper allocation of the benefits to future years. 

 It is not appropriate to restrict the deductibility of advertising expenses while retaining expensing for 
similar expenditures such as research and development. 

 Advertising provides a valuable service by providing price and product quality information to help 
consumers make informed choices. 

 

In 1990, the Congressional Budget Office, in the document Reducing the Deficit, listed the deduction for 
advertising as a revenue option estimated to generate $28 billion over five years by limiting the deduction to 
80 percent of the expenditure with 20 percent amortized over four years.   
 

In 1994, a Progressive Policy Institute report, Cut-and-Invest to Compete and Win: A Budget Strategy for 
American Growth, proposed that 20 percent of advertising expenditures be capitalized as related to brand 
building.   Also in 1994, a proposal was floated by Senator Paul Wellstone (D-MN) and Representative Jim 
McDermott (D-WA), joined by 89 representatives and five senators to capitalize 20 percent of advertising 
costs to fund a proposal for single-payer health care reform.   None of these proposals gained much traction. 

 

In late 2013, the advertising industry was stunned by draft proposals to be introduced as part of tax reform 
legislation by Representative Dave Camp (R-MI), chairman of the House Ways and Means Committee, and 
Max Baucus (D-MT), chairman of the Senate Finance Committee, to limit deductions for advertising.  The 
House Ways and Means Committee provision would allow advertisers to deduct only 50 percent of all 
advertising expenses in the first year and amortize the remaining 50 percent over 10 years.  The Senate 
Finance Committee proposal allowed a business to deduct 50% of its advertising costs in the first tax year 
and amortize the remaining 50% over 5 years.  There is no empirical basis for either the capitalization-

expense allocation or the amortization life. 

 

These proposals were taken as a serious threat and immediately attacked by the Association of National 
Advertisers, the American Advertising Federation and the Advertising Coalition, among others.  The 
objections warned of dire consequences to the U.S. economy.  In addition, it is noted that some in Congress 
appeared to be more concerned with raising revenue in order to reduce the corporate tax rate to 25% than 
with the dynamic impact the advertising industry has on the economy. Data from the advertising media 
community show that almost 15 percent of U.S. jobs are connected with advertising and $6 trillion of the U.S. 
economy is generated by advertising.   
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An additional development relates to the classification of items on the table for tax reform discussions.  In the 
past, revenue-raising proposals focused on tax expenditures – revenue losses due to special exclusion, 
exemption or deduction from gross income, special credits and preferential rates of tax or deferral of tax 
liability.  A new classification has now been developed for other sources of revenue which would come from 
within the current income tax structure.  

 

Non-tax expenditure base provisions (NTEBPs) are defined as provisions that reduce tax liability but do not 
represent a deviation from the normal income tax.  Examples of business NTEPBs include deductions related 
to advertising costs, employee training costs, state and local taxes, interest expense, meals and 
entertainment, and amortization of acquired intangible assets. 

 

It is proposed that NTEBPs should be examined if they do not accurately define income in the traditional 
economic sense, are subject to substantial abuse, have both business and personal components, or conflict 
with other policy goals. Most NTEBPs would not fall within this classification.  As mentioned, one business 
NTEBP is advertising costs.  Even though advertising costs are deducted currently, as if they produced only 
current-year benefits, it is assumed that some advertising builds brand value.  It is very difficult to assess 
which advertising produces long-term benefits.  One suggestion is to partially capitalize some of the 
advertising costs and amortize them over a future period (15 years, for example) and expense the rest. 

 

Additional taxation of advertising proposals has recently surfaced but not become law.  Ohio Republican Gov. 
John Kasich's proposed 2013 budget would subject sales of print, billboard, radio and TV advertising to a 5 
percent sales tax.  The hope was that this tax could lead the way to cut personal and business income taxes.  
Minnesota Democratic Gov. Mark Dayton budget proposal called for extending the state sales tax to 
advertising, among other services.  Another rumored proposal to tax advertising through a broadened sales 
tax was from Louisiana Republican Gov. Bobby Jindal in order to eliminate personal and corporate taxes. 

 

 

 

Prior Research on the Economic Life of Advertising 

Many agree that the benefits of advertising expenditures generally are limited to the period in which the 
expenditures are incurred.   The FASB certainly concurs. The principle reason for this treatment is the 
complexity and cost of such estimation of future benefits and the duration such benefits will last.  This 
treatment is supported by research that shows that in many cases advertising benefits only the current period.   

 

A recent study by John Wills and Mike Denning summarized a number of studies that dealt with the economic 
lives of brand and trademark-related intangibles, including Darral Clarke’s survey of approximately 70 
previous studies on the duration of the impact of advertising, conducted in the 1960s and 1970s.   Clarke 
found that the vast majority of studies suggested that 90 percent of the impact of advertising occurred within a 
relatively short period of time.  The median duration was approximately 20 months.  
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A subsequent analysis by Robert Leone attempted to correct a bias in the Clarke study. From annual 
observations and Leone’s revised estimates, duration intervals ran nearly a year shorter than Clark's 
numbers for the annual studies.  Leone concluded that advertising's effect on sales lasts for months, as 
generally supported, rather than for years.  Arrow and Stigler reviewed work subsequent to Clark’s and it was 
determined that much of the research they examined was flawed by data interval bias and other technical 
and conceptual problems.   After correcting the data in prior studies, they concluded that the economic life of 
marketing intangibles is often no more than one year and that advertising-related intangibles are short-lived – 
measured in months rather than years.   

 

Steve Kerho estimated the impact of advertising by media.  His study found that, depending on the media 
employed, the 90 percent duration intervals as defined by Clark suggested life estimates from three to 27 
weeks.  The U.S. Treasury Department also shared a short-term view.  In testimony before Congress, it was 
stated that “the average economic lifetime of many assets created with marketing expenditures is probably 
fairly short (a year or less). 

 

On the other hand, many hold that advertising may contribute to the generation of intangible assets that have 
a life beyond the period in which the advertising expenditure is incurred.   In some of the studies mentioned, 
the effect of some advertising expenditures carried over beyond the year of the expenditure.  Different 
products produced different effects.  Even if some of the expenditures do contribute to the generation of 
intangible assets, there is no agreement as to what the useful life might be or how to measure it.   

 

Lostumbo and Sengupta reviewed relevant literature on the economic useful life of marketing intangibles and 
critiqued prior research on this subject.  After examining studies on the short-term and long-term effects of 
advertising, they concluded that there are short-term and long-term effects of advertising on sales.  The long-

term effect is found to be approximately two times the magnitude of the short-term effect and is found 
principally in the second and third year after the advertising spend is incurred.  The authors point out that 
Wills and Denning cited studies that did not address the potential carryover effect of advertising, that is, the 
amount of incremental sales due to an increase in advertising that are seen in the first year and are still seen 
in subsequent years.  They pointed out that Wills and Denning overlooked these studies.  They also did not 
mention Dominique Hanssens’ MASB practitioner paper: "Studies conducted by Information Resources, 
Inc ... in 1995 and 2007 demonstrate that on average, the advertising-to-sales impact over three years is 
double the impact of year one, and the advertising-to-profit impact is triple the impact of year one.”  

 

This short-term/long-term line of research basically concludes that the effect of advertising lasts for up to 
three years, and that if advertising is not successful in the first year then there will be no long-term effects. 24 
Hence, in all likelihood, these lasting effects attributed to advertising are simply the result of product 
purchase and favorable usage experience in the first year leading to additional purchases in succeeding 
years.  

 

A summary of advertising and sales relationship studies found in recent literature is in Appendix A. 
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Conclusions 

Several arbitrary amounts have been proposed for the percentage of advertising expenditure capitalized, 
ranging from 20 to 50 percent with amortization periods from two to 10 years.  There is too little research to 
support these numbers.  They are driven by a view that the tax on advertising will raise revenue and not by 
the view that any changes should not distort the proper measurement of taxable income thereby putting the 
advertising community in a less competitive position than other businesses. Any arbitrary rate used to 
capitalize advertising costs or prescribe an amortization period that does not represent an economic useful life 
of such asset violates the matching principle fundamental to measurement of income.  In addition, a one-size-

fits-all approach as to a capitalization percentage and amortization period has the potential to penalize firms 
that rely on short-term advertising that has no carryover effects.   Such arbitrary percentage estimates of the 
amount of advertising that should be capitalized and the amortization period are not supported by marketing 
research that shows that there are different short-term and long-term effects of advertising on sales across 
products, firms, industries and advertising media.   

The majority of the conclusions from the studies shown in Appendix A hold that advertising has a short-term 
effect on sales and should be expensed as incurred.  Several studies show long-term sales effects of 
advertising, with a life of advertising not lasting beyond the second year.  Some research on in-market studies 
finding long-term effects of advertising concluded that the evidence was not convincing enough to recommend 
a coherent FASB capitalization policy.  Most studies conclude that much more research needs to be done to 
determine any long-term effects of advertising. And even if long-term effects of advertising-to-sales do exist, 
the sales attributable to such advertising may be too small and too costly to measure.  

We propose that it is not necessary to pass new legislation to conform tax laws to advertising practice or to 
generally accepted accounting principles (GAAP).  For tax purposes, rules for expensing (IRC section 162(a) 
ordinary and necessary business expenses) and capitalizing expenditures such as advertising (IRC 263 and 
IRC 263(A)), are already included in the Internal Revenue Code and Regulations and under judicial decisions 
previously cited. For financial accounting purposes, expenditures associated with the development or creation 
of an asset having a useful life beyond the current year generally must be capitalized and recovered over the 
useful life, provided these links are demonstrated. 

Unless more compelling evidence emerges, the Marketing Accountability Standards Board (MASB) also 
recommends that advertising expenditures continue to be treated as a current year expense. 

 

Summary 

While currently advertising is treated as short-term and expensed in the current year, several proposals have 
been made to tax all advertising as having some long-term effect on sales. 

The research in economics, marketing and accounting that addresses short- and long-term effects of 
advertising on sales indicates that: 

 The effects of advertising are predominantly short-term, though some long-term effects are noted. 

 Notable long-term effects are attributable to experience with the product in the short-term and later repeat 
purchasing. 

Not enough evidence of any long-term effect of advertising has been demonstrated to recommend a 
new tax or financial accounting policy.  
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FOOTNOTES 

 ϭ  IRC seĐioŶ ϭϲϮ;aͿ 

 Ϯ  See Alaďaŵa CoĐa-Cola BotliŶg CoŵpaŶǇ, T,C.M. ϭϵϲϵ-ϭϮϯ 

 ϯ  ReǀeŶue RuliŶg ϲϴ-ϯϲϬ, ϭϵϲϴ-Ϯ C.B. ϭϵϳ 

 ϰ  Reǀ. Rul. ϴϵ-Ϯϯ, ϭϵϴϵ C.B. ϴϱ. 

 ϱ  RJR NaďisĐo, IŶĐ. ϳϲ TCM ϳϭ ;ϭϵϵϴͿ. 

 ϲ  Fƌee saŵples ǁeƌe eǆpeŶsed iŶ NoƌthǁesteƌŶ Yeast, ϱ BTA ϮϯϮ iŶ that the Đouƌt ǁould Ŷot alloĐate the efeĐts oŶ ĐuƌƌeŶt aŶd 
futuƌe ďusiŶess, aŶd Đapitalized iŶ Maƌko DuƌoǀiĐ, ϱϰϮ F. Ϯd ϭϯϮϴ ;ϭϵϳϲͿ uŶdeƌ the pƌesuŵpioŶ that the eǆpeŶdituƌes Đƌeated aŶ 
asset ǁith a futuƌe useful life; Ŷeǁ ĐhaŶŶels of distƌiďuioŶ ǁeƌe held to ďe eǆpeŶses iŶ BƌiaƌĐlif CaŶdǇ Coƌp, ϰϳϱ F. ϳϳϱ, CA-Ϯ 
;ϭϵϳϯͿ   Costs of Đatalogs ǁeƌe eǆpeŶses iŶ E.H. SheltoŶ & Co. Ϯϭϰ FϮd ϲϱϱ ;ϭϵϱϰͿ uŶdeƌ the pƌesuŵpioŶ that the Đatalog ǁas 
esseŶiallǇ adǀeƌisiŶg ǁithout ƌeasoŶaďle ĐeƌtaiŶtǇ of ďeŶeits iŶ futuƌe Ǉeaƌs, aŶd Đapitalized iŶ Best LoĐk Coƌp. ϯϭ T.C. ϭϮϭϳ 
;ϭϵϱϵͿ iŶ that the Taǆ Couƌt did Ŷot folloǁ the SheldoŶ Đase aŶd held that the Đatalog had a life of ŵoƌe thaŶ oŶe Ǉeaƌ.   ReǀeŶue 
RuliŶg ϲϴ-ϯϲϬ, ϭϵϲϴ-Ϯ C.B. ϭϵϳ also ƌeƋuiƌed ĐapitalizaioŶ of Đatalog Đosts as Đited pƌeǀiouslǇ.   

 ϳ  ϱϬϯ U.S. ϳϵ 

 ϴ  ϭϵϵϮ-Ϯ C.B. ϱϳ 

 ϵ   See, Maples, LaƌƌǇ aŶd Eaƌles, MelaŶie, "WheŶ Should AdǀeƌisiŶg Be Capitalized," JourŶal of AĐĐouŶtaŶĐǇ ;MaǇ ϭϵϵϵͿ. 

ϭϬ  IRC seĐioŶ ϰϰϲ 

ϭϭ FASB ϯϰϬ-Ϯϱ 

ϭϮ Gelleƌ, Maǆ A., Adverising at the Crossroads: Federal Regulaion vs. Voluntary Controls, RoŶald Pƌess Co., ϭϵϱϮ.  
ϭϯ JoiŶt Coŵŵitee oŶ TaǆaioŶ, DesĐƌipioŶ of Possiďle OpioŶs to IŶĐƌease ReǀeŶues Pƌepaƌed foƌ the Coŵŵitee oŶ WaǇs aŶd 

MeaŶs, U.S. GoǀeƌŶŵeŶt PƌiŶiŶg OiĐe, ϭϵϴϳ, pp. ϭϯϴ-ϭϯϵ  
ϭϰ GoldǁeiŶ, MaƌĐ, StoŶe, JessiĐa, aŶd RoseŶďeƌg, Adaŵ, "BeǇoŶd Taǆ EǆpeŶdituƌes," Taǆ Notes ;JulǇ ϭϱ, ϮϬϭϯͿ  
ϭϱ AŶa Radelat, "ReǀeŶue-HuŶgƌǇ States Set Sights oŶ TaǆiŶg Ads," AdǀerisiŶg Age, FeďƌuaƌǇ Ϯϱ, ϮϬϭϯ.  

ϭϲ Wills, JohŶ aŶd DeŶŶiŶg, Mike, "The EĐoŶoŵiĐ Life of AdǀeƌisiŶg: A SuƌǀeǇ of the EǀideŶĐe," Taǆ MaŶageŵeŶt TƌaŶsfeƌ PƌiĐiŶg 
Repoƌt, Ϯϭ TMTR ϭϭ/ϭϱ/ϮϬϭϮ 

ϭϳ Claƌke, Daƌƌal G., ͞EĐoŶoŵiĐ MeasuƌeŵeŶt of the DuƌaioŶ of AdǀeƌisiŶg EfeĐt oŶ Sales,͟ JourŶal of MarkeiŶg ResearĐh,͟ XIII 
;Noǀeŵďeƌ ϭϵϳϲͿ, ϯϰϱ-ϯϱϳ. 

ϭϴ LeoŶe, Roďeƌt P., ͞GeŶeƌaliziŶg What is KŶoǁŶ Aďout Teŵpoƌal AggƌegaioŶ aŶd AdǀeƌisiŶg CaƌƌǇoǀeƌ,͟ MarkeiŶg SĐieŶĐe ϭϰ 
No. ϯ ;ϭϵϵϱͿ, Gϭϰϭ-GϭϱϬ.  

ϭϵ Aƌƌoǁ, KeŶŶeth A.; Sigleƌ, Geoƌge; LaŶdes, Elizaďeth; aŶd RoseŶield, AŶdƌeǁ, EĐoŶoŵiĐ AŶalǇsis of Proposed ChaŶges to the 
Taǆ TreatŵeŶt of AdǀerisiŶg EǆpeŶditures, LeǆeĐoŶ, IŶĐ. ϭϵϵϬ.  

ϮϬ HiƌsĐheǇ, Maƌk, ͞IŶtaŶgiďle Capital AspeĐts of AdǀeƌisiŶg aŶd R&D EǆpeŶdituƌes,͟ JourŶal of IŶdustrial EĐoŶoŵiĐs Vol. XXX, No. 
ϰ, JuŶe ϭϵϴϮ, pp. ϯϳϱ-ϯϵϬ.;  HiƌsĐheǇ, Maƌk, aŶd WeǇgaŶdt, JeƌƌǇ, J., ͞AŵoƌizaioŶ PoliĐǇ foƌ AdǀeƌisiŶg aŶd ReseaƌĐh aŶd 
DeǀelopŵeŶt EǆpeŶdituƌes,͟ JourŶal of AĐĐouŶiŶg ResearĐh, Vol. Ϯϯ.ϭ, SpƌiŶg ϭϵϴϱ , pp. ϯϮϲ-ϯϯϱ.;  aŶd DeKiŵpe, MaƌŶik, aŶd 
HaŶsseŶs, DoŵiŶiƋue, ͞The PeƌsisteŶĐe of MaƌkeiŶg EfeĐts oŶ Sales,͟ MarkeiŶg SĐieŶĐe ϭϰ No. ϭ WiŶteƌ ϭϵϵϱ, pp. ϭ-Ϯϭ. 

Ϯϭ Keƌho, Steǀe, ͞Hoǁ LoŶg Does AdǀeƌisiŶg Haǀe aŶ IŵpaĐt,͟ fastĐoŵpaŶǇ.Đoŵ. 

ϮϮ U.S. DepaƌtŵeŶt of the TƌeasuƌǇ, ͞Repoƌt to the CoŶgƌess oŶ AdjusiŶg the EǆĐess Passiǀe Assets Rules aŶd the Passiǀe FoƌeigŶ 
IŶǀestŵeŶt Rules to AĐĐouŶt foƌ MaƌkeiŶg IŶtaŶgiďles,͟ ϭϭ/ϮϮ/94. 

Ϯϯ Lostuŵďo, NiĐola aŶd SeŶgupta, AƌpaŶ, "The LoŶg-Teƌŵ EfeĐts of AdǀeƌisiŶg EǆpeŶdituƌes: EǆaŵiŶiŶg the EǀideŶĐe," Taǆ 
MaŶageŵeŶt TƌaŶsfeƌ PƌiĐiŶg Repoƌt, ϮϮTMR, ϭϮ/Ϭϰ/ϮϬϭϯ. 

Ϯϰ Aďƌahaŵ, Magid M. aŶd Lodish, L.M., "AdǀeƌisiŶg Woƌks: A StudǇ of AdǀeƌisiŶg EfeĐiǀeŶess aŶd ResuliŶg StƌategiĐ aŶd 
TeĐhŶiĐal IŵpliĐaioŶs," IŶforŵaioŶ ResourĐes, IŶĐ. ϭϵϴϵ.  Aďƌahaŵ, Magid M. aŶd Lodish, L.M., LuďetkiŶ, B., "A SuŵŵaƌǇ of 
FitǇ-Fiǀe IŶ-Maƌket EǆpeƌiŵeŶtal Esiŵates of the LoŶg-Teƌŵ EfeĐt of TV AdǀeƌisiŶg, MarkeiŶg SĐieŶĐe, ϭϵϵϱ.  Assŵus, J.U., 
FaƌleǇ, U. aŶd LehŵaŶŶ, D. "Hoǁ AdǀeƌisiŶg AfeĐts Sales: Meta AŶalǇsis of EĐoŶoŵetƌiĐ Results, JourŶal of MarkeiŶg 
ResearĐh, ϭϵϴϰ.  GiǀoŶ, M aŶd HoƌskǇ, D., "UŶtaŶgliŶg the EfeĐts of PuƌĐhase ReiŶfoƌĐeŵeŶt aŶd AdǀeƌisiŶg CaƌƌǇoǀeƌ," 
MarkeiŶg SĐieŶĐe, ϭϵϵϬ. 

Ϯϱ HaŶsseŶs, DoŵiŶiƋue, "What is KŶoǁŶ Aďout the LoŶg-Teƌŵ IŵpaĐt of AdǀeƌisiŶg," MASB PƌaĐiioŶeƌ Papeƌ , ϮϬϭϭ. 
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Appendix A -- Summary of Prior Research 

Author;sͿ OďjeĐtives Methodology and Data Results and ConĐlusions 

Aďdel-
Khalik 
;ϭϵϳϲͿ 

The ŵaiŶ oďjeĐtiǀes 
ǁeƌe to deƌiǀe a 
ŵeasuƌe of adǀeƌtisiŶg 
effeĐtiǀeŶess, use that 
ŵeasuƌe iŶ the 
aŵoƌtizatioŶ of 
pƌoŵotioŶal Đosts, aŶd 
shoǁ that diffeƌeŶtial 
tƌeatŵeŶt of 
adǀeƌtisiŶg is 
ǁaƌƌaŶted foƌ diffeƌeŶt 
fiƌŵs. 
  

DiffeƌeŶt aĐĐouŶtiŶg 
tƌeatŵeŶt aŶd 
pƌoŵotioŶal Đosts of 
fiƌŵs iŶ ǀaƌous 
iŶdustƌies ǁeƌe studied 
to deteƌŵiŶe ǁhetheƌ 
a siŶgle aŶd uŶifoƌŵ 
aĐĐouŶtiŶg ŵethod foƌ 
pƌoŵotioŶal Đosts is 
ĐoŶgƌueŶt ǁith the 
ďasiĐ aĐĐouŶtiŶg 
ŵodel. 

A KoǇĐk distƌiďuted lag ŵodel ǁas 
applied to data fƌoŵ AdǀertisiŶg Age 
fƌoŵ ϭϵϱϱ thƌough ϭϵϳϮ. 
Theƌe ǁeƌe fiǀe gƌoupiŶg of ĐoŵpaŶies 
iŶ food, auto, toďaĐĐo, soap & ĐleaŶseƌs, 
aŶd dƌug & ĐosŵetiĐs. 

Foƌ ĐoŵpaŶies iŶ the food 
iŶdustƌǇ aŶd dƌug aŶd ĐosŵetiĐs 
iŶdustƌǇ the iŶdiĐatioŶ ǁas that 
adǀeƌtisiŶg should ďe tƌeated as 
aŶ iŶǀestŵeŶt aŶd aŵoƌtized 
oǀeƌ ϱ.ϱ Ǉeaƌs. 
  

Foƌ ĐoŵpaŶies iŶ the soap & 
ĐleaŶseƌs, toďaĐĐo aŶd auto 
iŶdustƌies, theƌe ǁas Ŷo 
ĐaƌƌǇoǀeƌ effeĐt of adǀeƌtisiŶg 
iŶdiĐatiŶg a shoƌt-teƌŵ effeĐt 
that should ďe ǁƌitteŶ off iŶ the 
ĐuƌƌeŶt Ǉeaƌ. 
  

The authoƌ also ĐoŵŵeŶted that 
theƌe is stƌoŶg eǀideŶĐe that the 
duƌatioŶ of the effeĐtiǀeŶess of 
adǀeƌtisiŶg aŶd of pƌoŵotioŶal 
effoƌts ǀaƌǇ ĐoŶsideƌaďlǇ 
ďetǁeeŶ diffeƌeŶt fiƌŵs iŶ 
diffeƌeŶt iŶdustƌies. 

Aƌƌoǁ, 
Stigleƌ, 
LaŶdes aŶd 
RoseŶfeld 
;ϭϵϵϬͿ 

Reǀieǁ of eǆistiŶg 
liteƌatuƌe oŶ the loŶg-

teƌŵ effeĐts of 
adǀeƌtisiŶg oŶ sales. 

Reǀieǁed aŶd ĐƌitiƋued studies ďǇ Claƌk 
;ϭϵϳϲͿ, Aďdul-Khalik ;ϭϵϳϱͿ, PiĐĐoŶi 
;ϭϵϳϳͿ, Falk aŶd Milleƌ ;ϭϵϳϳͿ, AǇaŶiaŶ 
;ϭϵϴϯͿ, BloĐh ;ϭϵϳϰͿ, HiƌsĐheǇ ;ϭϵϴϮͿ 
aŶd HiƌsĐheǇ aŶd WeǇgaŶdt ;ϭϵϴϱͿ aŶd 
Buďlitz aŶd Ettƌedge ;ϭϵϴϵͿ 

This aŶalǇsis suppoƌts Claƌk aŶd 
is ĐƌitiĐal of Aďdul-Khalik, 
HiƌsĐheǇ aŶd HiƌsĐheǇ aŶd 
WeǇgaŶdt.  The studǇ ĐoŶĐludes 
that eĐoŶoŵiĐ eǀideŶĐe does Ŷot 
suppoƌt the ǀieǁ that adǀeƌtisiŶg 
is loŶg-liǀed.  The studies 
eǆaŵiŶed aƌe deeŵed so fƌaught 
ǁith eƌƌoƌs thaŶ oŶe ĐaŶŶot ƌelǇ 
oŶ theiƌ fiŶdiŶgs. 
 

Assŵus, et 
al ;ϭϵϴϰͿ 

The authoƌs atteŵpt to 
assess ǁhat has ďeeŶ 
leaƌŶed fƌoŵ 
eĐoŶoŵetƌiĐ ŵodels 
aďout the effeĐt of 
adǀeƌtisiŶg oŶ sales. 

Shoƌt- aŶd loŶg-teƌŵ adǀeƌtisiŶg aŶd 
ŵodel fit aƌe aŶalǇzed foƌ ϭϮϴ 
eĐoŶoŵetƌiĐ ŵodels ƌepoƌted oǀeƌ ϮϮ 
studies iŶǀolǀiŶg the iŵpaĐt of 
adǀeƌtisiŶg oŶ sales.  AŶalǇsis ǁas doŶe 
oŶ estiŵated paƌaŵeteƌs ƌepoƌted iŶ ϮϮ 
studies puďlished ďefoƌe ϭϵϴϭ.  Studies 
ǁeƌe ideŶtified ďǇ ƌeǀieǁs ďǇ Claƌk 
;ϭϵϳϲͿ, Dhalia ;ϭϵϳϴͿ aŶd LeoŶe aŶd 
SĐhultz ;ϭϵϴϬͿ. 

Oǀeƌall, the studies seeŵ to 
pƌoduĐe estiŵates ǁhiĐh aƌe 
plausiďle aŶd ǁhiĐh diffeƌ 
suƌpƌisiŶglǇ little oǀeƌ pƌoduĐt 
Đlasses. 
 

The patteƌŶ of ƌesults ǁas siŵilaƌ 
to those iŶ Claƌk ;ϭϵϳϲͿ. 
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Buďlitz 
aŶd 
Ettƌedge 
;ϭϵϴϵͿ 

The authoƌs studǇ the 
duƌatioŶ of ďeŶefits 
fƌoŵ adǀeƌtisiŶg ďǇ 
usiŶg a ŵaƌket-ďased 
ƌeseaƌĐh ŵethod to 
ŵeasuƌe the loŶgeǀitǇ 
of adǀeƌtisiŶg aŶd R&D.   
 

StoĐk ƌetuƌŶs aŶd 
disaggƌegated eaƌŶiŶgs 
data ǁas used to 
addƌess the loŶgeǀitǇ 
issue. 
  

  

  

ŵaƌket-ďased ƌeseaƌĐh ŵethod 
to ŵeasuƌe the loŶgeǀitǇ of 
adǀeƌtisiŶg aŶd R&D.  StoĐk 
ƌetuƌŶs aŶd disaggƌegated 
eaƌŶiŶgs data ǁas used to 
addƌess the loŶgeǀitǇ issue. 
  

AŶŶual adǀeƌtisiŶg   aŶd R& D 
data fƌoŵ fiƌŵs ǁith a fouƌ-digit 
staŶdaƌd iŶdustƌial ĐlassifiĐatioŶ 
iŶdustƌies fƌoŵ ϮϬϬϬ thƌough 
ϯϵϵϵ.  COMPUSYAT data ǁas 
used foƌ the Ǉeaƌs ϭϵϳϯ-ϭϵϴϯ aŶd 
CRSP data foƌ ϭϵϲϵ-ϭϵϴϰ.  The 
test peƌiod ǁas ϭϵϳϰ-ϭϵϴϯ. 

Foƌ ϭϭ of the ϭϮ tests pƌeseŶted, 
adǀeƌtisiŶg is pƌeseŶted as aŶ eǆpeŶse, 
iŵplǇiŶg that adǀeƌtisiŶg iŶ these Đases 
is shoƌt-teƌŵ. 
  

The ƌesults do Ŷot suppoƌt those ƌesults 
of HiƌsĐheǇ ;ϭϵϴϮͿ oƌ HiƌsĐheǇ aŶd 
WeǇgaŶdt;ϭϵϴϱͿ. 

Claƌke 
;ϭϵϳϲͿ 

A suƌǀeǇ ǁas takeŶ of 
the eĐoŶoŵiĐ liteƌatuƌe 
to deteƌŵiŶe the 
Đuŵulatiǀe effeĐt of 
adǀeƌtisiŶg oŶ sales. 

The authoƌ eǆaŵiŶed ϳϬ 
puďlished eĐoŶoŵetƌiĐ studies of 
adǀeƌtisiŶg effeĐt.  TheǇ Đoŵpaƌe 
the 

The ĐoŶĐlusioŶ that adǀeƌtisiŶg's effeĐt 
oŶ sales lasts foƌ oŶlǇ ŵoŶths ƌatheƌ 
thaŶ Ǉeaƌs is stƌoŶglǇ suppoƌted. 
 

MoŶthlǇ, ďiŵoŶthlǇ, aŶd ƋuaƌteƌlǇ 
ƌesults shoǁ a duƌatioŶ of adǀeƌtisiŶg 
effeĐt oŶ sales of  ϯ - ϭϱ ŵoŶths. 
 

Dekiŵpe 
aŶd 
HaŶsseŶ 
;ϭϵϵϱͿ 

The papeƌ iŶtƌoduĐes 
peƌsisteŶĐe ŵodeliŶg 
to deƌiǀe loŶg-teƌŵ 
ŵaƌketiŶg effeĐtiǀeŶess 
fƌoŵ tiŵe-seƌies 
oďseƌǀatioŶs oŶ sales 
aŶd ŵaƌketiŶg 
eǆpeŶdituƌe. 
  

  

Tǁo ƌeseaƌĐh ƋuestioŶs ǁeƌe 
asked-- 

ϭ. What is the loŶg-teƌŵ effeĐt oŶ 
sales of adǀeƌtisiŶg eǆpeŶdituƌes 

  
Ϯ.  What is the effeĐt of pƌiŶt aŶd 
TV/ƌadio adǀeƌtisiŶg. 
  

Data ǁas fƌoŵ ĐhaiŶ of hoŵe-

iŵpƌoǀeŵeŶt stoƌes.  It ĐoŶsisted 
of ϳϲ ŵoŶthlǇ oďseƌǀatioŶs of 
sales, gƌoss ŵaƌgiŶ, adǀeƌtisiŶg 
ďudget, aŶd eǆpeŶdituƌe oŶ pƌiŶt 
aŶd TV/ƌadio adǀeƌtisiŶg. 
 

ϭ.  IŵpaĐt of adǀeƌtisiŶg shoĐks eǆteŶd 
ǁell ďeǇoŶd the thƌee peƌiods the 
ŵodel seleĐted.  Agƌeed that Claƌk's 
ϵϬ% of the ŵeasuƌaďle effeĐts of 
adǀeƌtisiŶg aƌe ĐoŶsuŵed ǁithiŶ a feǁ 
ŵoŶths the authoƌ's fiŶdiŶgs suggest 
that Claƌk's ĐoŶjeĐtuƌe ŵaǇ ďe ǀalid iŶ 
staďle eŶǀiƌoŶŵeŶts ďut Ŷot geŶeƌalized 
to eǀolǀiŶg ŵaƌkets. 
 

Ϯ.  PƌiŶt adǀeƌtisiŶg is ŵoƌe effeĐtiǀe foƌ 
shoƌt-teƌŵ pƌoŵotioŶal goals. TV/ƌadio 
is ŵoƌe effeĐtiǀe foƌ loŶg-ƌuŶ sales. 

Appendix A -- Summary of Prior Research (cont.) 
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EŶg aŶd 
Keh ;ϮϬϬϳͿ 

The oďjeĐtiǀe of the 
studǇ ǁas to eǆaŵiŶe 
the effeĐts of 
adǀeƌtisiŶg aŶd ďƌaŶd 
ǀalue oŶ the fiƌŵ's 
futuƌe opeƌatiŶg aŶd 
ŵaƌket peƌfoƌŵaŶĐe. 
  

  

RegƌessioŶ ŵodel usiŶg ǀaƌiaďles 
deƌiǀed fƌoŵ FiŶaŶĐial World.  
Vaƌiaďles iŶĐluded adǀeƌtisiŶg 
eǆpeŶse, ďƌaŶd ǀalue, sales, 
adǀeƌtisiŶg eǆpeŶse/ďƌaŶd sales, 
ďƌaŶd ǀalue/total assets, ROA, 
ƌetuƌŶs, ďƌaŶd sales, ďƌaŶd- 
opeƌatiŶg iŶĐoŵe, ďƌaŶd sales 
aŶd ďƌaŶd iŶĐoŵe peƌĐeŶtage. 
  

Puďlished data fƌoŵ FW fƌoŵ 
ϭϵϵϮ thƌough ϭϵϵϲ ǁas used aŶd 
a saŵple ǁas dƌaǁŶ fƌoŵ this 
peƌiod.  OďtaiŶed ǁeƌe a total of 
ϭ,ϯϵϬ fiƌŵ-Ǉeaƌ oďseƌǀatioŶs foƌ 
ďƌaŶd ǀalue, ďƌaŶd sales aŶd 
ďƌaŶd. 

CaƌƌǇoǀeƌ effeĐts of adǀeƌtisiŶg ĐaŶ 
iŵpaĐt ROA foƌ up to fouƌ Ǉeaƌs.  This 
iŵplies a ĐaƌƌǇoǀeƌ effeĐt fƌoŵ 
adǀeƌtisiŶg. 
  

Results iŶdiĐate that adǀeƌtisiŶg aŶd 
ďƌaŶd ǀalue do Ŷot haǀe ŵuĐh iŵpaĐt 
oŶ stoĐk ƌetuƌŶs hoǁeǀeƌ 
adǀeƌtisiŶg aŶd ďƌaŶd ǀalue joiŶtlǇ haǀe 
a positiǀe iŵpaĐt oŶ stoĐk ƌetuƌŶs. 
  

IŶ geŶeƌal, these ƌesults suggest that the 
ŵaƌket does Ŷot see adǀeƌtisiŶg 
speŶdiŶg oƌ ďƌaŶd ǀalue as ĐƌeatiŶg 
gƌoǁth iŶ futuƌe fiƌŵ ǀalue. 
  

  

Falk, Haiŵ 
aŶd Milleƌ 
;ϭϵϳϳͿ 

The studǇ ƌepoƌts 
fiŶdiŶgs of aŵoƌtizatioŶ 
of adǀeƌtisiŶg 
eǆpeŶdituƌes of 
diffeƌeŶt fiƌŵs iŶ the 
saŵe iŶdustƌǇ. 
  

A lag distƌiďutioŶ ŵodel ďased oŶ 
the AlŵoŶ polǇŶoŵial ŵodel. 
  

The fiƌŵs seleĐted foƌ the 
ƌeseaƌĐh ǁeƌe the fouƌ auto 
ŵaŶufaĐtuƌeƌs iŶ the UŶited 
States aŶd the U.S. distƌiďutoƌs of 
iŵpoƌted passeŶgeƌ Đaƌs.  Theƌe 
ǁeƌe Ϯϱ fiƌŵs eǆaŵiŶed. 

Foƌ ϭϬ out of Ϯϱ fiƌŵs eǆaŵiŶed, Ŷo 
lagged effeĐt of adǀeƌtisiŶg eǆpeŶse ǁas 
deteƌŵiŶed to ďe sigŶifiĐaŶt. IŶflueŶĐe 
of adǀeƌtisiŶg did Ŷot eǆteŶd ďeǇoŶd the 
ĐuƌƌeŶt Ƌuaƌteƌ.   
 

Foƌ siǆ foƌŵs theƌe ǁas a tǁo Ƌuaƌteƌ 
lag aŶd fiǀe fiƌŵs eǆpeƌieŶĐed 
adǀeƌtisiŶg iŵpaĐt oŶ sales oŶe Ƌuaƌteƌ 
ďeǇoŶd the peƌiod iŶ ǁhiĐh the 
adǀeƌtised ŵessage ǁas ĐoŵŵuŶiĐated. 
Fouƌ fiƌŵs had effeĐtiǀeŶess of 
adǀeƌtisiŶg oŶ sales ďeǇoŶd tǁo 
Ƌuaƌteƌs aŶd tǁo had effeĐts that lasted 
uŶtil the fouƌth Ƌuaƌteƌ. 
 

The ƌesults iŶ Peles ;ϭϵϳϬͿ aŶd Aďdul-
KhaliĐ ;ϭϵϳϲͿ ǁeƌe ĐoŶsisteŶt ǁith the 
duƌatioŶ of adǀeƌtisiŶg oŶ sales, siŶĐe iŶ 
geŶeƌal the effeĐt does Ŷot last ďeǇoŶd 
fouƌ Ƌuaƌteƌs iŶ this iŶdustƌǇ. 
Also, the patteƌŶ of adǀeƌtisiŶg effeĐt oŶ 
sales is Ŷot the saŵe foƌ all fiƌŵs iŶ the 
saŵe iŶdustƌǇ. 
 

Appendix A -- Summary of Prior Research (cont.) 
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Appendix A -- Summary of Prior Research (cont.) 

GiǀoŶ aŶd 
HoƌskǇ 
;ϭϵϵϬͿ 

The ƌeseaƌĐh eǆaŵiŶes 
the dǇŶaŵiĐ effeĐts of 
fƌeƋueŶtlǇ puƌĐhased 
pƌoduĐt Đategoƌies of 
puƌĐhase 
ƌeiŶfoƌĐeŵeŶt aŶd 
adǀeƌtisiŶg ĐaƌƌǇoǀeƌ.   
 

The papeƌ atteŵpts to 
paƌĐel out the ƌelatiǀe 
effeĐts of ďoth foƌĐes 
siŵultaŶeouslǇ. 
  

Aggƌegate ŵodel of a siŶgle-

puƌĐhase-peƌiod ŵaƌket shaƌe 
aŶd ŵulti-puƌĐhase-peƌiod 
ŵaƌket shaƌe to test puƌĐhase 
ƌeiŶfoƌĐeŵeŶt aŶd adǀeƌtisiŶg 
ĐaƌƌǇoǀeƌ. 
  

Data set ǁas ϰϮ ďiŵoŶthlǇ 
oďseƌǀatioŶs of food pƌoduĐts 
aŶd Ϯϴ ŵoŶthlǇ oďseƌǀatioŶs of 
dishǁashiŶg deteƌgeŶt, ĐhoĐolate 
ďisĐuits, aŶd toothpaste. 
 

IŶ all Đases theƌe ǁas little ƌeteŶtioŶ of 
adǀeƌtisiŶg oǀeƌ tiŵe.  IŶ half the Đases 
this ĐoiŶĐided ǁith zeƌo oƌ iŶsigŶifiĐaŶt 
lagged effeĐt of ĐuƌƌeŶt adǀeƌtisiŶg. 
  

 Foƌ the pƌoduĐt Đategoƌies eǆaŵiŶed 
the authoƌs fouŶd sigŶifiĐaŶt puƌĐhase 
feedďaĐk effeĐts. 

HaŶsseŶs 
;ϮϬϭϭͿ 

The authoƌ's ƌeseaƌĐh 
oďjeĐtiǀe ǁas to 
eǆaŵiŶe eǀideŶĐe that 
ŵaƌketiŶg has ďoth a 
shoƌt- aŶd loŶg-teƌŵ 
iŵpaĐt. 
  

  

The authoƌ used Đase studies, foƌ 
eǆaŵple OsĐaƌ MaǇeƌ 
LuŶĐhaďles, Staƌkist "TuŶa iŶ a 
PouĐh", Pƌego, CitƌuĐel; aŶd 
ǀaƌious studies Lodish, et al 
;ϭϵϵϱͿ aŶd Hu, et al ;ϮϬϬϳͿ 

Results—LoŶg-teƌŵ adǀeƌtisiŶg iŵpaĐt 
deǀelops as a ƌesult of siǆ ŵaiŶ faĐtoƌs. 
  

FaĐtoƌs ϭ-ϯ: iŵŵediate effeĐts, ĐaƌƌǇ-

oǀeƌ effeĐts, aŶd puƌĐhase 
ƌeiŶfoƌĐeŵeŶt ;pƌiŵaƌilǇ ƌesults of 
ĐoŶsuŵeƌ’s ƌespoŶse to adǀeƌtisiŶg aŶd 
the pƌoduĐt. 
  

FaĐtoƌs ϰ-ϲ:  FeedďaĐk effeĐt, deĐisioŶ 
ƌules aŶd Đoŵpetitiǀe ƌeaĐtioŶs. 
  

PƌoduĐtiǀe adǀeƌtisiŶg has aŶ 
iŵŵediate iŵpaĐt oŶ sales.  Without 
the shoƌt-teƌŵ iŵpaĐt, theƌe is Ŷo loŶg-

teƌŵ iŵpaĐt.  Pƌioƌ studies deŵoŶstƌate 
that oŶ the aǀeƌage, the adǀeƌtisiŶg-to-

sales iŵpaĐt iŶ Ǉeaƌs Ϯ & ϯ is douďle 
that of Ǉeaƌ ϭ.  The size aŶd duƌatioŶ of 
the loŶg-teƌŵ iŵpaĐt is deteƌŵiŶed 
pƌiŵaƌilǇ ďǇ the peƌsuasiǀeŶess of the 
ad, togetheƌ ǁith effeĐtiǀe deliǀeƌǇ aŶd 
puƌĐhase ƌeiŶfoƌĐeŵeŶt. 
  

HiƌsĐheǇ 
;ϭϵϴϮͿ 

  ValuatioŶ ŵodel to ĐoŶsideƌ the 
iŶtaŶgiďle Đapital aspeĐts of 
adǀeƌtisiŶg aŶd R&D thƌough the 
use of a ŵaƌket ǀaluatioŶ 
appƌoaĐh.  
 

Saŵple ǁas ϯϵϬ fiƌŵs fƌoŵ ϭϮ 
ŵajoƌ pƌoduĐt gƌoups of FortuŶe 
500 foƌ ϭϵϳϳ. 

ReseaƌĐh suggests that the aǀeƌage 
ǇeaƌlǇ ƌate of aŵoƌtizatioŶ of 
adǀeƌtisiŶg Đapitalized is ϯ.ϰϳ Ǉeaƌs aŶd 
foƌ teleǀisioŶ adǀeƌtisiŶg ϰ.ϳ Ǉeaƌs. 
  

Hoǁeǀeƌ, authoƌ states that ďeĐause 
the iŶtaŶgiďle Đapital effeĐts of 
adǀeƌtisiŶg ŵaǇ steŵ fƌoŵ ŵediuŵ-

assoĐiated iŶflueŶĐe of teleǀisioŶ 
adǀeƌtisiŶg, the eǆpeŶsiŶg ǀeƌsus 
ĐapitalizatioŶ is faƌ fƌoŵ Đleaƌ. 
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HiƌsĐheǇ 
aŶd 
WeǇgaŶdt 
;ϭϵϴϱͿ 

  AŶ eĐoŶoŵetƌiĐ ŵodel ǁas 
used to test ǁhetheƌ 
adǀeƌtisiŶg aŶd R&D 
eǆpeŶdituƌes haǀe a positiǀe 
effeĐt oŶ the ŵaƌket ǀalue of 
the fiƌŵ.   
 

Vaƌiaďle ǁeƌe takeŶ fƌoŵ a 
saŵple of ϯϵϬ fiƌŵs fƌoŵ ϮϬ 
ŵajoƌ pƌoduĐt gƌoups of 
FortuŶe 500 foƌ ϭϵϳϳ. 

Results suggest a oŶe- to fiǀe-Ǉeaƌ life 
foƌ adǀeƌtisiŶg aŵoƌtizatioŶ ;eĐoŶoŵiĐ 
aŵoƌtizatioŶ foƌ adǀeƌtisiŶg iŶ the ϭϬ to 
ϮϬ% ƌaŶge iŶ the ŶoŶduƌaďle goods 
seĐtoƌ aŶd ϯϬ to ϲϬ% ƌaŶge iŶ the 
duƌaďle goods seĐtoƌͿ. 
  

͞We ďelieǀe fuƌtheƌ ƌeseaƌĐh oŶ the 
faĐtoƌs affeĐtiŶg these estiŵates is 
ŶeĐessaƌǇ ďefoƌe suffiĐieŶt iŶfoƌŵatioŶ 
is aǀailaďle to deǀelop aŶ appƌopƌiate 
aĐĐouŶtiŶg poliĐǇ.͟ 

Hu, Lodish, 
Kƌegeƌ 
;ϮϬϬϳͿ 

Hu, Lodish, Kƌegeƌ 
;ϮϬϬϳͿ 

This papeƌ iŶĐludes aŶ update 
oŶ the ŵeta-aŶalǇsis studǇ ďǇ 
Lodish aŶd Đolleagues oŶ 
BSCAN aŶd also ƌepoƌts aŶd 
aŶalǇzes ƌesults fƌoŵ the MMT 
tests.  
 

The aŶalǇsis is ďased oŶ a Ŷeǁ 
set of Ϯϰϭ TV adǀeƌtisiŶg tests 
Đoŵpleted ďǇ IRI ďetǁeeŶ ϭϵϴϵ 
aŶd ϮϬϬϯ. 

This papeƌ iŶĐludes aŶ update oŶ the 
ŵeta-aŶalǇsis studǇ ďǇ Lodish aŶd 
Đolleagues oŶ BSCAN aŶd also ƌepoƌts 
aŶd aŶalǇzes ƌesults fƌoŵ the MMT 
tests.  
 

The aŶalǇsis is ďased oŶ a Ŷeǁ set of Ϯϰϭ 
TV adǀeƌtisiŶg tests Đoŵpleted ďǇ IRI 
ďetǁeeŶ ϭϵϴϵ aŶd ϮϬϬϯ. 
  

Appendix A -- Summary of Prior Research (cont.) 
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