DOI: 10.22059/IJAEDR.2021.285992.668791 Alotl (639liS Arug g Slasdl clinios alxe
GEY-FEY) Vo F o lass OY-Y 0,50

The optimal budget of Milk Generic advertising: an application of different
allocation methods

HABIB SHAHBAZI
Assistant Professor of Agricultural Economics, Sayyed Jamaleddin
Asadabadi University, Asadabad, Hamedan, Iran
(Received: Jul. 24, 2019- Accepted: Jan. 16, 2021)

ABSTRACT

Generic advertising is primarily aimed at creating demand (introduction) and promoting
consumption, without mentioning a specific brand. When the target product is a strategic
commodity in consumption, in addition to firms, governments invest in generic advertising for
increasing consumption. One of the essential products that is effective in growing and preserving
health is milk and its products. The main question of the present research is that what is the optimal
milk generic advertising intensity (investment in milk advertising) and how should be allocate
advertising budget. in this study, using library information and other studies, in addition to
determining the optimal budget for generic advertising of milk, we examine the method of
allocation, lump-sum, per unit levy, valorem levy, with matching subsidy funding arrangements in
two cases of open and closed economies. The results show that the optimum advertising intensity in
the closed economy in lump-sum funding arrangement, on average, was 19.42 percent, in the levy
valorem levy arrangement, on average, was 30.91 percent and in levy with government allocation a
subsidy was 54.30 per cent of sales. In an open economy, in lump-sum funding arrangement ,the
optimal advertising amount was about 10.74% and in levy's investment method, optimal
advertising intensity rates was about 20.19% of sales. What is observed in these results, besides the
investment method affects the level of advertising intensity; the level of international exchanges of
the country also influences this index.
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Extended Abstract
Objectives

Advertising is a component of production costs (from the perspective of classical economics) or
marketing costs (from the perspective of the institutional economics). Generic advertising is
primarily aimed at creating demand (introduction) and promoting consumption, without
mentioning a specific brand. Basically, companies need to have a good advertising strategy for
their specific brand for acquiring the market share from their competitors and generic advertising to
increase their initial request simultaneously. When the target product is a strategic commodity in
consumption, in addition to firms, governments invest in generic advertising for increasing
consumption. One of the essential products that is effective in growing (at an early age) and
preserving health (in high age) is milk and its products. The main question of the present research
is that what is the optimal milk generic advertising intensity (investment in milk advertising) and
how should be allocate advertising budget. Therefore, in this study, in addition to studying the
optimal budget of generic advertising of milk (investment in advertising), its various allocation
methods will be discussed.

Methods

If there is a market with supply and demand (such as milk production), then there are various
options for fund advertising expenditure. Advertising shifts the demand curve which may reduce
(or increase) the demand elasticity. The form of investment for advertising is influence on the
maximum profit of the producer because it affects the share of the cost of advertising for the
producer. In the lump-sum funding arrangement, the producer pays all advertising costs. In levy,
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for each unit, for example, the t per kilogram, the advertising costs are equal to levy times quantity.
In valorem levy at a rate t, the advertising expenditure are valorem levy times the value of sales.
Finally, when a government subsidizes (for example, a dollar per dollar of advertising-producing
investment), advertising expenditure are higher than the return on investment in advertising as levy
and valorem levy and producer costs. in this study, using library information and other studies, in
addition to determining the optimal budget for generic advertising of milk, we examine the method
of allocation, lump-sum, per unit levy, valorem levy, with matching subsidy funding arrangements
in two cases of open and closed economies.

Results

the results show that the optimum advertising intensity in the closed economy in lump-sum
funding arrangement, on average, was 19.42 percent (from 6.10 to 39.73), and in the levy and
valorem levy arrangement, on average, was 30.91 percent (from 6.59 to 77.37) of the sale. That is
if milk producer choose a lump-sum funding arrangement for investing in genetic advertising, the
less share of their sales should be paid for generic advertising. if the government allocates a
subsidy for the milk generic, the average investment in the generic advertising of milk as levy will
increase to 54.30 per cent of sales (from 7.43 to 97.37 per cent). In an open economy, it means an
international exchange economy, the price elasticity of milk demand in the export market has a
great impact on the level of optimal advertising. That is, in lump-sum funding arrangement ,the
optimal advertising amount varies from 10 to 11.37 percent. The demand for milk on the export
market is more elastic, the amount of advertising intensity is reduced. On the whole, on average,
milk enterprises should allocate about 10.74% of their sales in lump-sum funding arrangement
order to the general promotion of milk, so that their profits can be maximized. In levy's investment
method, optimal advertising intensity rates vary from 17.48 percent to 22.73. The demand for milk
on the export market is more elastic, with the optimal amount of advertising intensity reduced. On
the whole, on average, milk producer should allocate about 20.19% of their total sales to generic
advertising in lump-sum funding arrangement in order to maximize their profits. Like the closed
economy, in an open economy, the milk producers allocate less generic adverting in lump-sum
funding arrangement than levy arrangement.

Discussion

what is observed in these results, besides the investment method affects the level of advertising
intensity; the level of international exchanges of the country also influences this index. The higher
the international exchanges seem, the less the need for generic advertising on the inside. Therefore,
according to results, it is suggested that Iranian milk producers, in addition to the share of
advertising budget from sales, pay attention to the two issues of "generic advertising budget
allocation” and "the possibility of exporting their products”. The levy or valorem levy investment
method requires a larger share of sales for generic advertising. In addition, the existence of an
export market creates a smaller share of advertising expenditure from sales. also, the government
grants generic advertising subsidies (at least as much as contributions to health budgets), in
addition to stressing corporate budgets on milk generic advertising, increasing milk sales (earning
for firms) and increasing milk consumption (preserving health and social well-being for
consumers).
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