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Abstract:

Marketing personnel are always under pressure to justify their marketing strategies
expenses to bank top management and shareholders. This study aims to provide some
justification for their expenses by linking it to the financial performance of the firm. Using
the data of ten Kuwaiti banks that are listed at Kuwait stock exchange (KSE) over the
period spanning from 2008 to 2018, results show that there is a statistically significant
direct relation between marketing expenditure and the financial performance of banks in
Kuwait. In addition, results show that both bank size and assets per employee also have
a direct relation with bank performance.
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1. Introduction

The need to gauge the marketing expenditure impact on bank’s financial performance
has been intensified as banks feel increasing pressure to justify their marketing
expenditures to their stakeholders (Gruca and Rego 2005; Rust et al., 2004). As a result,
growing pressure on marketing practitioners and researchers is accumulated to clarify
the linkage between marketing expenditure and bank’s financial performance. While
there were many attempts by researchers to examine the effect of marketing on the
financial performance of firms, these researches showed conflicted results.

Shah et al. (2009) evaluated the advertising effect on sales of consumer goods firms
listed in Karachi Stock Exchange of Pakistan over the period 2004 to 2007 and found that
there was a direct relation between them, and that advertisement makes valuable
contributions to the value of the firms. Aliata et al. (2012) examined the nature and
influence of bank’s promotional strategies on its performance. Using different marketing
strategies such as advertising, personal selling, sales promotion, publicity, direct
marketing and viral marketing and their effect on both sales and profit. Results showed
positive relationship between promotional strategies and performance. They also added
that bank adopting different promotional and marketing strategies lead to diverse levels
of growth. Different levels of growth may lead to banks having different financial
performance parameters based on their marketing orientation. Mullineaux and Pyles
(2010) studied the effect of U.S. banks investments in advertising and promotion on their
performance in the areas of profits and market share. Using the data for the period
expanding from 2002 to 2006, they concluded that bank profits and market share
increased significantly with increased spending on advertising and promotion. Acar and
Temiz (2017) studied the effect of marketing expenditure on the financial performance of
51 Turkish banks over the period 2007 to 2015. Results revealed that marketing
expenditure showed a direct effect on the financial performance of banks. Amoako and
Dartey- Baah (2012) examined the influence of strategic marketing on the profitability of
banks in Ghana. The research showed that strategic marketing had an impact on
profitability. Marketing is an ongoing process, according to Abdel-Khalik (1975) when
studying the effect of marketing on sales in different industries, namely, food, drug,
cosmetics, soap, cleansers, tobacco and auto, found that advertisement showed a
cumulative decay effect on sales.

On the opposite side, Upadhyay and Sivakumar (2015) studied the effect of
marketing strategies on the financial performance of banks in India. Using the data of 56
banks over the period 2004 to 2012, they did not find any significant relation between
implementing marketing strategies that included advertisements and promotions on the
financial performance of the banks. Heiens and Pleshko (2011) studied the relationship
between marketing orientation and profitability. The study found that less aggressive
and less costly approaches to market orientation and marketing strategy, actually pay off
in terms of objectively measured ROA. The study also found an inverse relationship
between aggressive market orientation and profitability. Rodriguez and Berrio (2011)
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attempted to study the impact of marketing orientation on financial performance in
Micro Small and Medium Enterprises (MSME’s). Research results showed no statistically
significant impact of marketing orientation on financial performance.
The research is set to examine the following hypotheses:
1) Ho: There is no statistically significant relation between number of ATM machines
(X1) and bank financial performance.
2) Ho: There is no statistically significant relation between number of bank branches
(X2) and bank financial performance.
3) Ho: There is no statistically significant relation between number of number of staff
(X3) and bank financial performance.
4) Ho: There is no statistically significant relation between advertisement expenditure
(X4) and bank financial performance.
5) Ho: There is no statistically significant relation between bank total assets (X5) and
bank financial performance.
6) Ho: There is no statistically significant relation between assets per employees (X6)
and bank financial performance.

2. Research Methodology

This study mainly attempts to examine marketing expenditure effect on the financial
performance of ten banks listed at Kuwait stock exchange (KSE) over the period 2008 to
2018. A panel data is used to evaluate that relation where return on assets (ROA) is set as
dependent variable and number of ATM machines, number of bank branches, number of
staff, advertisement expenses, bank’s total assets, and assets per employees are set as
independent variables. In evaluating the effect of these factors on the financial
performance of banks, panel OLS regression is used as set in formula 1.

ROAt =a+ ﬁllnXlt + ﬁzlnXZt + ﬁglnX3t + ﬁ4lnX4‘t + ﬁslnXSt + ﬁélnX6t + &€ (1)

Where return on assets (ROA) is the proxy of financial performance, which is used as
dependent variable, X1, X2, X3, X4, X5, X6 are the natural logarithm number of ATM
machines, the natural logarithm of number of bank branches, the natural logarithm of
number of staff, the natural logarithm of advertisement expenses, the natural logarithm
of bank’s total assets, and the natural logarithm of assets per employees respectively that
are used as independent variables.

3. Data and Empirical Results

The aim of this study is to evaluate the impact of marketing expenditure on bank’s return
on assets (ROA) as a proxy of financial performance. This research is based on the
financial data of ten Kuwaiti banks over the period 2008-2018. The data for this research
were obtained from banks annual reports.
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Descriptive analysis is presented in Table 1, from the table, it can be seen that
Kuwaiti banks achieved a mean return on assets (ROA) of 0.80% over the study period.
Banks in Kuwait had an average ATM machines of 139 and 39 branches per bank. Kuwaiti
banks spend almost 1.64% worth of their total assets on marketing their products. Using
kurtosis and skewness results to identify distribution normality of the data, it can be seen
that both of them fall within the acceptable range of normal distribution since the data
fall between +3 and *10 for skewness and kurtosis respectively (Klein, 1998).

Table 1: Descriptive Analysis

ROA X1 X2 X3 X4 X5 X6
Mean 0.80% 138.78 38.79 1152.64 104.07 6346.35 4.86
Standard Error 0.11% 10.14 1.77 66.94 11.66 606.26 0.24
Median 0.97% 114.50 37.00 823.50 50.04 4109.64 4.15
Standard Deviation 1.17% 103.45 18.09 682.67 118.87 6182.61 249
Kurtosis 8.36 9.53 -1.15 -0.53 2.39 2.39 0.91
Skewness -2.16 2.46 0.09 0.91 1.84 1.73 1.13
Count 104 104 104 104 104 104 104

The panel OLS regression output is presented in table 2, from the table it can be seen that
the variables used in this study were only able to explain 17.7% of the variation in return
on assets (ROA) but never the less the model can be labeled as a “good fit” since Sig F
was less than 0.05. By looking at the explanatory variables, it can be seen that out of the
six variables under study only three showed statistically significant effect on banks
profitability. Marketing and advertisement expenditure showed statistically significant
positive relation with bank’s financial performance which supports Mullineaux and
Pyles (2010) findings. Bank’s size also showed a statistically significant positive relation
with bank’s profitability which was in line with AlAli (2019) findings. According to AlAli
(2020), having high assets per employee would lead to a higher profitability, to a certain
extent. Results from this study supports this finding by showing statistically significant
positive relation between assets per employee and bank’s profitability.

Table 2: OLS Regression output

R Square 0.2249 F Significance F
Adjusted R Square 0.1770 4.6922 0.00031
Standard Error 0.0106
Observations 104
Coefficients t Stat P-value
Intercept -0.072 -2.454** 0.016
X1 -0.005 -1.361 0.177
X2 -0.002 -0.296 0.768
X3 -0.009 -0.940 0.350
X4 0.010 2.731%** 0.008
X5 0.026 2.974*** 0.004
X6 0.002 1.263* 0.081

* ¥ % represent confidence level at 90%, 95%, and 99% confidence level.
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4. Conclusion

With increasing pressure by stakeholders on marketing personnel in banks to justify their
marketing expenses. This study was set to shed some light on the effect of marketing
expenditure on the financial performance of Kuwaiti banks. Using the data of ten Kuwaiti
banks over the period 2008 to 2018, results showed that marketing expenditure had
positive effect on the financial performance of banks in Kuwait. The results of this study
would justify the marketing expenses in banks but to a certain extent, balancing the profit
margin of marketing expenditure is a very hard task since high cost intense marketing
strategies might yield similar result as less expensive less intense strategies as concluded
by Heiens and Pleshko (2011).
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