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Abstract

Advertising has always been a crucial element in the uplifting of profitability in firms of every
sector. The purpose of this paper is to investigate the impact of advertising expense on the
profitability of banks in Pakistan. The research study utilized primary as well as secondary sources
for data collection. This research focuses on five leading banks of Pakistan and data on their
profitability and advertising expenditure from the year 2012 till 2021 was gathered from their
financial reports for analysis. Two other instruments i.e., an online questionnaire and interview
were also made use of in order to collect primary data. A total of 500 questionnaires filled by bank
customers were included in the study to find out the impact of advertising on customers’ purchase
decisions and the Joint Director of the State Bank was also interviewed to develop a wholistic
understanding of the variables and their impact on each other in the context of banking sector. The
findings of this research indicated that advertising has a significant positive impact on the

profitability of banks.
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Introduction

Modern business tactics depend heavily on advertising, and the banking sector is no different. To
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reach new consumers, build brand awareness, and advertise their goods and services, banks spend
a lot of money on advertising. The banking industry in Pakistan has grown significantly in recent
years, and advertising has been essential to the profitability of banks. Previous studies have
demonstrated the beneficial effect of advertising on banks' profitability. For instance, Chen et al.
(2018) discovered that advertising is positively related to greater brand awareness and client
acquisition, which improves banks' profitability. Another study by Kim and Lee (2015) discovered
that banks with larger advertising expenditures are more likely to have higher revenue growth than

banks with lower expenditures.

However, there is limited research examining the impact of advertising on the profitability of banks
in Pakistan. The objective of this study is to fill this knowledge gap and investigate how advertising
affects Pakistani banks' financial success. This article will review existing literature on the topic
and present findings from the data collected to better understand the relationship between
advertising and bank profitability in the Pakistani context. The article aims to provide insights for

bank managers and marketers on how to effectively use advertising to enhance their profitability.

History of Banking

According to Richard Hildreth (2011), the first institution that can be considered a bank was the
Chamber of Loans in Venice. This institution was formed during a time of war, when there was a
shortage of funds and the government was looking for ways to make interest payments on forced
loans. The Chamber of Loans started performing the functions of a bank, earning the label Bank
of Venice. In the 15th century, Barcelona and Genoa established banks modeled after the Bank of
Venice, and in the 17th century, the Bank of Amsterdam was established in the Netherlands to
address the issue of currency depreciation. The Bank of Amsterdam later expanded to Hamburg

and other free cities of Germany.
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According to the book by Ranald Michie (2012), London became the hub of the banking industry
and the center of payments for the global economy. In Asia, the banking industry was initially
dominated by British banks, with the East India Company controlling international financial
transactions before the arrival of British banks. However, after the first world war, banks from

developing countries such as China also entered the international banking scene in Asia.

Pakistan also has a rich history when it comes to banking, with the establishment of the State Bank
of Pakistan playing a crucial role in the country's financial system. The State Bank of Pakistan was
established after independence in 1947 to address the country's weak financial system, and in the
1990s, the era of liberalization of banks in Pakistan began with favorable policies being
implemented to promote the financial sector and strengthen the autonomy of the State Bank of
Pakistan. In recent years, the number of commercial banks, microfinance banks, and Islamic banks
has grown significantly in Pakistan. The SBP has also put in place a number of initiatives to support

the banking industry, including tighter restrictions and the deployment of innovative technologies.

Research Methodology

This research aims to study the relationship of advertising expense with the profitability of banks

in Pakistan.

Problem Statement

Advertisements if designed correctly can help show the value that a person expects from their bank
like better interest rates, easy loans, and online banking which can result in the attainment of
attention of the potential customer and also complete acquisition of the customer. Even people that
already have accounts (with competitor’s bank) switch to the bank with the better services to offer.

Advertisement is said to improve or establish the reputation and image of the banks which is why
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managers of banks similar to the managers of industrial firms see advertising as a tool that builds
brand perception and shows the worth of the bank. For this very reason, effectiveness of
advertisement is placed under the microscope to see what it actually does for the organization and
in our case, for banks. This study aims to find out the relationship that advertisements have with
the financial performance of the banks in Pakistan and also the total scope of this relationship if it

actually exists.

Literature Review

Zhuravel (2018) conducted research on the marketing aspect of profitability management in the
banking business. The aim was to identify areas in the banking industry that could be improved to
increase efficiency and profits. The study included analyzing various financial, economic and
psychological factors that could influence customers to use a specific type of financial services
offered by a bank. The research found that the advertisement strategies used by banks play an
important role in the management of profitability in the commercial banking sector. A well-
designed marketing campaign is crucial for maintaining the financial stability of commercial
banks. Another research by Wanninayake & Chovancova, 2019 studied the impact of advertising
appeals on brand loyalty in the commercial banking industry in Sri Lanka. The study used a sample
of 40 respondents selected through stratified sampling and collected data through self-administered
questionnaires. The results showed that advertising had only a partial impact on consumer loyalty

to commercial banks in Sri Lanka.

Moreover, Adrian Scutaru (2010) researched on the evaluating advertising effectiveness. The case
study of the research was on the advertising campaign of Moldovan Bank. The data was collected
through questionnaires from 500 people from different cities, and then another survey was filled

out by 500 more people from different cities. The aim of the research was to determine which three
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media of advertising were the most effective, and the results showed that informational ads had a
significant impact on consumers. Additionally, the research found that TV advertisements were
effective in spreading awareness. Similarly, Mahamudul Hasan (2012) studied the marketing
profitability metrics of first generation private commercial banks in Bangladesh. The study aimed
to define marketing profitability parameters to assess the marketing efficiency of the banks. The
research used data from the banks' annual reports and evaluated using SPSS software. The research
found a positive relationship between marketing profitability and the banks' profitability. In light
of the above discussion, we propose the following hypothesis for this study to investigate the

impact of advertising.

H: High investment on advertising results in greater profitability of Banks in Pakistan.

Advertising Expense H1 | Profitability of Banks
> - ROE
Independent Variable Dependent Variable

Figure 1: Research Model

Sampling and Research Instrument

For data collection, primary as well as secondary sources will be used. A close-ended questionnaire
with a total of 12 items measuring the impact of bank advertisement on customers will be utilized
and a total of 500 responses will be collected from bank customers with the help of convenience
sampling. The collected data will be run through SPSS to calculate their mean scores and results
will be analysed. In addition, a direct and unstructured interview of the Director of the State Bank
of Pakistan will be conducted to get key insights on the topic. Finally, this research will also utilize

secondary data for analysis. Advertising expenditure from the year 2011 till 2021 will be extracted
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from the financial reports of five banks namely, Habib Bank Limited, Meezan Bank, JS Bank,

Alfalah Bank and MCB and analyzed for any indication of impact on the profitability of banks.
Advertising Expenditure and the Profitability of Banks
Advertising expense is the head that covers the expenses related to any kind of promotion of

brand by a specific sponsor and through a media either social media, print media or digital media
(Will Keaton, 2019). Some call advertisement an expense while today a large number of business
analysts call it an investment. Advertisement has always been a major factor for influencing the
growth and performance of any organization or institution. Studies have proven that advertisement
is linked with variables representing profitability like brand awareness, customer perception, brand
loyalty and all others (Doyle, 2000). In today’s market it raises no eyebrows when we speak of
advertisement as a necessity for an enterprise in order to evolve. The banking sector also like all
other sectors is highly involved with advertising which goes to show the importance of
advertisement not only in the fast-moving goods but also in the service industry like banking. Other
industries have been put under the microscope and many researches have concluded how
advertisement contributes to the profitability of that organization in terms of increase in sales,
revenue and many other ratios that are accepted as determinants of profitability (Abdul Khalik,

1975).
Impact of the Profitability of Banks

In the context of previous authors' work, advertising is often considered as a key marketing tool
for banks to increase brand awareness and attract new customers. The impact of advertising on
bank profitability has been widely studied, with a focus on understanding the relationship between

advertising expenditure and financial performance. A study by Adekanye and Adeyemi (2017)
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found a positive relationship between advertising expenditure and profitability of banks in Nigeria,
suggesting that advertising can contribute to increased revenue. Another study by Shao et al.
(2019) examined the impact of advertising on bank customer acquisition and found that advertising

can significantly increase the number of new customers.

Previous Literature has shown that advertising can have a significant impact on the profitability of
banks, but the extent of this impact depends on various factors such as targeting, medium, and

execution.
Findings and Analysis

This study looks at the records and reports of five selected banks and examines the relationship
between advertising expenses and return on equity. The data from ten years of annual reports is
analyzed to understand the influence of advertising expenses on profitability. The research aims
to determine if there is a positive, negative, or neutral relationship between advertising and
profitability. The study will also focus on each bank individually to see the impact of their

advertising expenses.
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2021 has been irregular, with Figure 2: Advertising Expense by HBL

increases and decreases in both variables. Despite the increase in advertisement expenses each

year, ROE was not consistently increasing and reached its lowest point in 2017. However, Habib
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Bank Limited was able to recover and showed an increase in ROE in subsequent years, with a
double increase in 2020 despite a decrease in advertisement expenses due to the COVID-19
pandemic. Despite reaching almost the same level of advertisement expenses as the all-time high

in 2019, the ROE s still not at the highest level observed in 2014.
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three years before switching to a Figure 3: Advertising Expense by MCB

new trend. The data also shows that the advertising expense of MCB Bank Limited increased from
2013 to 2021. When comparing the impact of advertising expense on return on equity, the data
shows a positive relationship between the two variables, but with a difference in the degree of
change. The data shows that a decline in advertising expense in 2013 resulted in a slight decline in
return on equity. In 2014, an increase in advertising expense led to an increase in return on equity.
However, from 2015 to 2018, an increase in advertising expense had a negative impact onreturn
on equity. From 2018 to 2021, although MCB Bank Limited continued to increase its advertising

expense, the return on equity started to increase, resulting in a positive relationship.
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banks in Pakistan In order to increase market share, JS Bank increased its advertising expenditure
in 2013 (as shown in Figure 4) to more than double the previous year. Despite the increase in
expenditure, the bank saw a drop in its return on equity in that year. In 2014, JS Bank continued
to increase its advertising expenditure and finally saw an improvement in its return on equity,
which reached a record high of 16%. However, the bank’s return on equity started to decline in the
following years, reaching a low of 5.84% in 2017, despite maintaining similar advertising

expenditure levels.
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expenditure, resulting in a decline in Figure 5: Advertising Expense by Bank Al Falah

return on equity. However, in 2015, the bank increased its advertisement spending, resulting in a
19.46% return on equity, close to its all-time high. Despite increasing its advertisement spending
in 2016, the bank saw a decline in return on equity. In the following years, the bank reduced its
advertising expenditure, but saw a decline in return on equity. The bank experienced its lowest
return on equity in a decade in 2020 due to the COVID-19 pandemic. In 2021, the bank's return

on equity bounced back to the consistent percentage seen before the pandemic.
Meezan Bank

Meezan Bank is the first Islamic Bank In Pakistan and has a strong brand recall and recognition.

It started operations in 2002 and has a high return on equity compared to other top five banks in
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the country. In 2012, it had a return on
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However, in the past four years, Meezan Figure 6: Advertising Expense by Meezan Bank

Bank's return on equity has been higher than other top five banks including HBL, Bank Al-Falah,

MCB and JS Bank

To conclude, the relationship between advertising expenses and return on equity of five banks in
Pakistan over a period of ten years is irregular. The COVID-19 period in 2019 to 2020 showed a
pattern where HBL & Meezan Bank dropped their advertising expenses and saw an increase in
return on equity while MCB Bank Limited and JS Banks increased their advertising expenses and
also recorded an increase in return on equity. Bank Al-Falah faced a dip in the return on equity
after decreasing their advertising expense. The relationship between the two variables is not clear
and primary data is needed for a better analysis. The banks that increased their advertising expenses
over a period of two to four years saw an increase in return on equity, but the impact is delayed

and irregular.
Opinion of Bank Customers

An online questionnaire was shared with the customer of the five selected banks. 59.2% of the
respondents were women and the remaining were men whereas majority of the respondents
belonged from the age group of 26-30 with a percentage of 39.4% In order to avoid biasness or

unequal representation in the data collected, 100 customers from each of the selected bank were
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made part of the study and a total 500 responses were obtained. The questionnaire consists of a
total of twelve items that the respondents had to mark on a Likert scale ((i.e., -2= Strongly
Disagree, -1 = Disagree, 0=Neutral, 1=Agree, 2=Strongly Agree.) which helped us to individually

look into each question by calculating their means.

Descriptive Statistics
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advertisements as they would Figure 7: Descriptive Statistics

prefer a bank that advertises more frequently. Similarly, the mean of score of the ninth and eleventh
items are 0.8960 and 0.9020 which means majority of the customers trust the brands that are
advertised more and advertisements also increased their preference towards the advertised bank.
On the contrary, the fifth and eighth items of the questionnaire achieved the lowest mean scores of
-1.6 and -1.0 respectively which shows that advertisements alone are not enough for customersto
make them refer the brand to others and the respondents also feel that advertisements of banks do
not usually follow the same theme which results in a confused image of the advertised brand inthe

mind of the customers. The combined mean as shown in Figure 8 is 0.5525 which shows that



Journal of Marketing and Management, 14 (2), 30-44, November 2 -023 41

advertising have a moderate to strong impact on . L
Descriptive Statistics

profitability of banks. This means that that most of M Mean

Average Mean 12 AR25
Yalid M (listwize) 12

the customers agree that bank advertisements have

a positive impact of their purchase decision which Figure 8: Combined Descriptive Statistics

eventually can result in increased profitability of banks. In light of the results of this data, we
accept our hypothesis which states that high investment of advertisements can result in greater

profitability of banks in Pakistan.

Opinion of Joint Director of SBP

An online interview was conducted of Mr. Naveed Ahmed who is the Joint Director of The State
Bank of Pakistan to help understand our variables and their impact in a more prolific and wholistic
way. A total of five questions were asked regarding the topic. Being the Joint Director of a
regulatory body that is the State Bank of Pakistan, Mr. Naveed Ahmed clearly understands the
operations of banks as well as the factors that the consumers find most relevant and attractive when

it comes to the deposit of their most valued asset that is money.

The thought behind the structuring of the questions was to get a particular view on the variables
we have chosen as well as a wholistic view to identify the limitations and the prospects that future
researches can pull out from the interviewee’s opinion. First, we got to know very clearly that
advertisements do have an impact and are beneficial for the banks of Pakistan but the means or the
mediums used can vary from bank to bank and model to model. It was also found out that the way
advertising expense reflects on the selected variable of profitability varies and some profitability
measures might have an early response to this expense and some might see a response even later

than ROE which is the one that our study focuses on. But the main element that is to be extracted



Journal of Marketing and Management, 14 (2), 30-44, November 2 -023 42

here is that investment on advertisements does reflect on all variables of profitability no matter the

time it takes.

As per the interviewee, no one size fits all organizations and for advertisement to be successful, a
careful study on the banking institute is of paramount importance. Advisement will impact none
the less but whether this impact will be a positive, negative or neutral may dependon the

advertising mediums, frequency, target audience and many more other factors of the market.

Conclusion

The research aimed to investigate the relationship between advertising expenses and the
profitability of banks in Pakistan. To gather data, both primary and secondary sources were
utilized. The analysis of secondary data indicated a correlation between advertising expenses and
profitability, but the pattern was found to be random. On the other hand, the primary data collected
through questionnaire and interviews showed that advertising expenses had a positive impact on
the profitability of banks. Moreover, the Joint Director of SBP also suggested during the interview
that variables such as Net Income Margin and Total Deposits will be more suitable variables of

bank performance and profitability if advertising impact is to be studied.

Limitations and Recommendations

In light of the results of our study, banks are advised to spend on advertising as it has a positive
impact on profitability. However, selection of the right channel and medium for advertising is
important to effectively reach the target audience and support the overall business goals. Secondly,
banks should also explore digital channels, as these are increasingly becoming a preferred means

of communication for consumers.
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Despite positive results, this research was subjected to a number of barriers which must have
impacted the findings and results of this study. Time was one of the main constraints as data of
only five banks could be extracted in the given time. Similarly, only 500 responses from bank
customers were received and involved in the study. If data was collected from more banks or
respondents, the number of observations would have increased which might have improved the
accuracy of the results. The research also lacks diversity in terms of banks as Islamic banks and
other micro finance banks were not included which future researchers can explore to further

expand the scope of the study.
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Appendix: Interview Questions

Q1. How do you think advertisement has impacted the banking industry of Pakistan in the past

decade?

Q2. Do you think that banking being a serious industry should be using humor in their ads or will

it backfire?

Q3. Which variable do you think other than advertisement expense impacts a bank’s profitability

and why?

Q4. We have taken ROA as the representative of profitability for this study do you think that it is
the best variable to be the representative of profitability? If not which according to you is the best

representative of profitability?

Q5. If we ask you the list such factors that might have been more crucial and we missed so that we
can identify the limitation that comes from our choice of the variables and a future study might

benefit from keeping those aspects in to account. What would those factors be?



