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Abstract
Purpose – The purpose of this paper is to examine the degree of persistence of firm performance for publicly
listed firms in Indonesia. The study also explores the impact of marketing expenditure on firm’s performance.
Design/methodology/approach – The data comprise 165 listed firms operating in Indonesia over the
period 2007–2016. Dynamic panel regression estimations using Arellano and Bond (1991) and Blundell and
Bond (1998) techniques have been deployed to generate the results.
Findings – The findings show the existence of positive persistence and sub-optimal level of competition in
the performance of Indonesian firms. The results highlight that marketing intensity has a positive and
significant impact on firm performance. The positive persistence hints at creation of substantial entry and
exit barriers by the Indonesian firms and also indicate that Indonesian firms are able to create behavioral
inertia among their consumers by properly directing their marketing efforts.
Practical implications – There is a need on the part of management to strengthen the short-term profit
capabilities to nurture long-term benefits of profit maximization. On the regulators part, the authorities
should frame the policies to foster long-run competition.
Originality/value – The current study contributes to the sparse literature on persistence of firm
performance in the context of emerging economies like Indonesia. This is the first study on persistence of firm
performance for publicly listed firms in Indonesia.
Keywords Indonesia, Emerging markets, Dynamic panel, Profit persistence, Marketing intensity
Paper type Research paper

1. Introduction
Performance of firms is an important research area for both advanced and emerging markets
(Anderson and Reeb, 2003; Saeidi et al., 2015; Saini and Singhania, 2018). Many studies have
investigated varied aspects of firm performance including those related to companies’ financial
performance and organizational performance, employees’ performance and performance of
different business units (Teeratansirikool et al., 2013; Lins et al., 2017). Moreover, various
decisions of different stakeholders are influenced by the performance of firms in relation to
some of these facets (Riahi-Belkaoui, 2003; Mano, 2010). The complexity surrounding the study
of firm performance is magnified by the existence of multiple benchmarks of firm performance.
These benchmarks may pertain to accounting-based standards, market-based standards and
perception-based standards (Delaney and Huselid, 1996; Morgan et al., 2009; Susskind et al.,
2018). The existing studies on the topic generally posit that firm performance is an outcome of
the complex interplay between economy-wide and company-wide variables. However, most of
the empirical evidence supporting the theoretical foundation of these studies pertains to
advanced markets. Thus, there is significant scope to support or counter the existing theories
and literature based on evidence from emerging markets.
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The majority of economic theories concerning firm performance are based on the
underlying assumption that all organizations aim at achieving a long-term equilibrium
(Merton, 1981; Admati and Ross, 1985). However, firm-specific and industry-specific factors
can cause organizations to diverge from this equilibrium. This can cause persistence in
superior or inferior performance over an extended period. The persistence of firm
performance, an important indicator of a firm’s ability to constantly beat competitors and of
the power to generate abnormal returns, was formally introduced by Mueller (1977). Since
the work of Mueller (1977), there have been various studies that have analyzed the
persistence of firm performance for different economies and industries (Gschwandtner,
2003; Pervan et al., 2015).

There is no unanimous agreement in terms of the nature and degree of persistence in firm
performance across different markets. For instance, certain studies contend that technological
advancements and creation of patented knowledge enable firms from advanced markets to
create a higher degree of persistence in their performance (Haned et al., 2014). However, others
argue that a complex socio-economic setup and prevalence of personal ties cause persistence
to be higher in the case of firms in emerging markets (Goddard et al., 2011). The inherent
debate on the nature and degree of persistence in firm performance across developed and
emerging markets motivates the undertaking of the present work. The existing theory on
persistence of performance proposes that firms from emerging markets are characterized by
low levels of competition. Therefore, there should be more persistence in performance for
firms belonging to emerging markets (Yurtoglu, 2004; Chari and David, 2012). The empirical
evidence, however, supports the view that the degree of competition in emerging markets is as
high as that in developed markets (Glen et al., 2001; Majid et al., 2007).

In the literature on firm performance, it is generally argued that investments made in
different marketing activities have a leading impact on firm performance (Webster, 1995;
O’Sullivan et al., 2009; Jaisinghani and Kanjilal, 2019). Many authors have argued that
sustained investments in marketing efforts lead to enhanced performance in the long run
(Kotabe et al., 2002; Morgan et al., 2009; Kamboj and Rahman, 2015). It is also posited that
marketing efforts help firms in gaining a larger market share, especially in highly
competitive industries (Bowman and Gatignon, 1996; Feng et al., 2015; Becherer and Helms,
2016). Thus, there is general agreement among researchers that marketing efforts have a
positive impact on firm performance. However, it is important to check whether investments
in marketing efforts also have positive impact on persistence of superior performance. This
knowledge can be highly relevant for firms operating in emerging markets that are
continuously exposed to severe resource constraints (Sok et al., 2016).

The lack of a systematic analysis of the interrelationship between marketing intensity
and persistence of firm performance in the context of emerging markets necessitates the
undertaking of the present study. Furthermore, the lack of research on performance
persistence in the context of emerging economies is another motivating factor for initiating
this study. Considering this research gap, the present study analyses the nature and degree
of persistence in firm performance for Indonesia. The paper aims to answer the following
research questions:

RQ1. What is the level of persistence in firm performance for the Indonesian firms, and
which factors account for the observed differences in performance persistence?

RQ2. Is performance persistence of the Indonesian firms impacted by increased
spending on marketing activities?

The study makes several contributions to the existing body of knowledge on performance
persistence. First, to the best of our knowledge, this is the first study on persistence of firm
performance of Indonesian firms. Second, the study deploys two advanced dynamic panel
methods, the techniques of Arellano and Bond (1991) and Blundell and Bond (1998), to
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estimate the degree of persistence in firm performance. Moreover, the study considers firms
from a host of industries. We consider that use of this rigorous methodology shall make
useful contributions to the “performance-persistence” literature.

The rest of the paper is organized as follows. Section 2 presents the overview of the
Indonesian economy. The theoretical framework and literature review are presented in
Section 3. The data and research methodology are described in Section 4. Results are
reported in Section 5. The final section concludes the study.

2. Overview of the Indonesian economy
Indonesia is one of the prominent emerging economies of the Asia-Pacific region. The
country plays a leading role in the trading belt of the East-Asian region and is also a
member of the G-20 nations[1]. Indonesian economy has expanded strongly over the last
three decades with 7 percent growth rate during the period 1968 to 1997. However, the
growth rate dropped sharply to 5.3 percent due to the Asian financial crisis of 1997–1998
(Hayashi, 2005). Indonesia is currently ranked as the 10th largest economy in the world in
terms of purchasing power parity[2]. Indonesia has undergone a process of industrialization
and urbanization over the past 50 years. The share of manufacturing in total GDP increased
from 8 to 27 percent, while that of agriculture fell from 51 to 16 percent over the time
period 1967 to 2009 (Elias and Noone, 2011). Figure 1 reports the annual growth rate of GDP
and per capita GDP for the period 2010 to 2016. The figure clearly highlights that Indonesia
witnessed a steady fall in the growth rates of GDP and per capita GDP over the reported
period. However, the country witnessed a slight rise in the growth rates for the year 2016.
The Indonesian economy consists of well diversified industries in all the major segments
including agriculture, manufacturing and services.
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GDP growth rate –
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Figure 2 highlights the contribution of the industrial sector to the GDP and the annual
growth rate of the industrial sector over the period 2010 to 2016. The sector contributes
more than 40 percent to the total GDP of the country. The industry value addition, however,
has been falling and stands at 4 percent for the year 2016. The key industries in Indonesia
include textiles, pharmaceuticals, processed food production, mining and construction
materials. Indonesia’s textile manufacturing industry is one of the world’s largest textile
industries with a growth rate of 3.65 percent in 2017[3]. Indonesia has the largest
pharmaceutical manufacturing industry among all the ASEAN countries[4]. Indonesia also
has a well-developed food processing industry. The country is the largest producer of palm
oil and a leading global producer of cocoa, rubber and coffee[5].

Figure 3 highlights the contribution of the services sector to the overall GDP and the
annual growth rate of the services sector over the period 2010 to 2016. The figure clearly
shows that the role of services sector in the overall Indonesian economy is continuously
increasing. Services accounted for more than 45 percent of the total GDP for the year 2016.
In addition, the services sector witnessed a growth rate of more than 6 percent for the period
2010 to 2016. The services sector in Indonesia includes major industries such as
transportation and logistics, tourism and healthcare. The transportation industry in
Indonesia is largely state owned and contributes around 5.4 percent to the country’s GDP.
Besides this, water transportation generated 5.7 percent of the total transportation sector’s
gross value added in 2017, as compared to 45 percent for road transport and 30 percent for
air transport[6]. Tourism sector is a major component of the Indonesian services sector,
contributing more than 4 percent to the country’s GDP[7].

Although the Indonesian economy is based on free market principles, there are certain
noteworthy interventions and constraints. A large informal sector, a high level of protectionist
policies, and direct and indirect subsidies, are the key sources of government intervention[8].
Although anti-monopoly measures in Indonesia are well in place, their effectiveness is
questionable due to a lack of adequate enforcement mechanisms. The state does not grant
official monopolies to entrepreneurs, as was the case earlier, but the concentration in many
business sectors is still high. In the World Competitiveness Report-2017, for the category of
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“effectiveness of anti-monopoly policies”, Indonesia dropped from 37th rank in 2015 to 51st
rank in 2017[9]. To boost economic growth, the government of Indonesia has undertaken
several crucial steps. For instance, the government introduced 16 economic policy packages in
2015. Similarly, the country liberalized FDI regulations in various segments such as food
processing and consumer goods[10]. Thus, the authorities in Indonesia are reviving economic
policies in different sectors and industries. These efforts should lead to increased competition,
and thereby should eliminate persistence in firms’ performance.

3. Theoretical framework and literature review
The foundation of the present study lies in the competitive environment theory which states
that competition drives away any abnormal profits in the long run (Cable and Mueller, 2008).
The proponents of this theory argue that no firm can obtain “above-average” profit in the long
run. This is because any form of abnormal or above-average profit will attract heavy
competition. This increased competition will create pressure on both products and market
factors, thereby eliminating any abnormal profits (Goddard and Wilson, 1999). However, many
empirical studies have found evidence that counters the proposition of competitive environment
theory ( Jacobsen, 1988; Gschwandtner, 2005). The firms compete against one another by
introducing innovations and imitating innovations of other firms (Schumpeter, 1934).

Many researchers also contend that, with a series of innovations, the early entrants get
“first-mover advantages” and thereby earn abnormal profits (Huang, 2008). Furthermore,
the profits earned in one period inherently provide the resources to maintain profits in future
(Mueller, 1977). Studies have already taken into account various drivers of persistence such
as reputation (Roberts and Dowling, 2002), intangible resources (Villalonga, 2004), alliances
(Lazzarini et al., 2013), concentration of industry (Gschwandtner and Cuaresma, 2013) and
business group affiliation (Chacar and Vissa, 2005). It is generally contended that
investments made in marketing have a leading impact on profitability of firms (Kotabe et al.,
2002; Morgan et al., 2009; Bai and Chang, 2015). Therefore, it is vital to analyze the impact of
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marketing intensity on profit persistence, especially in the context of emerging economies.
This is because the overall institutional setup of emerging economies is significantly
different to that of advanced economies (Khanna and Palepu, 1997; Edwards, 2001). The
following sub-sections present a review of the major studies pertaining to profit persistence
and the role of marketing intensity in firm performance.

3.1 Persistence of firm performance
There has been substantial interest amongst researchers in analyzing the persistence of firm
performance (Mueller, 1977; Amidu and Harvey, 2016). Several studies have considered
different variables to measure firm performance. These variables include return on assets
(ROA), return on sales (ROS), return on equity (ROE), Tobin’s Q, market to book value and
enterprise value addition (Villalonga, 2004; Jusoh et al., 2008; Jaisinghani, 2017). Most
empirical studies have analyzed persistence of firm performance by deploying one or more
such measures (Yurtoglu, 2004; Amidu and Harvey, 2016).

In terms of earlier empirical works, Mueller (1977) analyzes the persistence of firm
performance for the US companies. The author deployed a sample of 472 firms for a long
period, of 24 years. The results reveal significant and positive persistence in firm performance
for the sample companies. Extending the research in the area, Mueller (1990) examines the
dynamics of firm performance for seven developed economies over the period of 1960s to
1980s. The results show a high degree of persistence for all the countries included in
sample. Similarly, Gschwandtner (2003) analyzes the persistence of firm performance for
187 surviving companies in the USA over the period 1950 to 1999. The author finds that the
long-run projected profit rates and speed of adjustment are significantly different from zero. In
addition, Eklund and Wiberg (2008) explore the linkages between investments in R&D and
persistence in firm performance. The authors find that R&D has a significant impact on
performance persistence.

There have been a few studies on persistence of firm performance in the context of
emerging economies (Glen et al., 2003; Chacar and Vissa, 2005; Jaisinghani, 2017). Studies
from emerging markets have looked into alternative explanations for persistence of firm
performance in these economies. These alternative explanations include factors such as
affiliation to business groups (Chacar and Vissa, 2005), and development of managerial and
political ties (Li et al., 2008). Yurtoglu (2004) analyzes the persistence in firm performance for
a sample of 172 companies operating in Turkey over the period 1985 to 1998. The study
concludes that the intensity of competition in Turkey is no less than that in developed
countries. Similarly, Jaisinghani (2017) analyzes the persistence of firm performance for
listed firms in South Africa. The author finds that there is positive persistence in the
performance of South African firms. However, the degree of performance persistence was
quite low as compared to that of developed economies. Thus, the overall literature supports
lower persistence in emerging markets as compared to that in advanced markets.

3.2 Marketing intensity and firm performance
The increased level of competition in business has led to a greater need for analysis of the
role and the effectiveness of marketing efforts in determining firm performance. Although
marketing efforts have historically been related to sales, a recent body of research has
broadened the investigation to include financial accountability in marketing (Lovett and
MacDonald, 2005). The literature has shown that well planned marketing strategies help
firms to create an edge and achieve competitive advantage (Kerin et al., 1990). Marketing
competence reflects a firm’s ability to differentiate its products and services from those of
competitors. Various researchers have related the marketing actions to firm performance,
and argue that expenditure on marketing efforts has a significant bearing on the
performance of firms (Kotabe et al., 2002; Bai and Chang, 2015; Kamboj and Rahman, 2015;
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Jaisinghani and Kanjilal, 2019). Moreover, marketing efforts play an important role in
creating and sustaining shareholder value and play an equally significant role in investment
decisions (Srivastava et al., 1998; Dawar, 2014). A firm that spends money on advertising
and promoting its products can increase sales by expanding the sales of the product
category and by getting customers to switch their brands (Kotabe et al., 2002). Marketing
activities also allow a firm to create entry barriers for its competitors (Aaker and Adler,
1984). However, there is no universal consensus on the impact of marketing on firm
performance. Several studies also show that marketing investments diminish overall firm
performance (Himmelberg et al., 1999; Atuahene-Gima, 2005). This discrepancy, regarding
the marketing and performance relationship, can be largely attributed to the context of the
study and the nature of technique deployed (O’Sullivan and Abela, 2007). Besides this, the
relationship between marketing and firm performance can be more complex in the case of
emerging markets. This is because emerging markets do not have highly developed
institutions (Narayanan and Fahey, 2005; Gaur et al., 2014). Thus, the interplay between the
marketing efforts and the ability of firms to overcome the role of missing institutions can
have a significant impact on firm performance.

4. Data and methodology
4.1 Data source and filters
The data for the present study consist of observations on firm-specific variables for the
publicly listed firms in Indonesia. The source of data collection is the Emerging Markets
Information Services (EMIS) database. The time frame deployed is from 2007 to 2016. The
initial data were obtained for 315 listed companies in Indonesia. Financial and utilities sector
firms have been excluded from the sample selection as they have different financial
structures and different disclosure requirements. In addition, firms having missing data
have also been deleted. The filtering process resulted into a final sample set of 165 listed
firms yielding a balanced panel of 1,650 firm-year observations.

4.2 Variables
4.2.1 Dependent variable. In the present study, the key dependent variable is performance of
firms. ROS is often used as a measure of firms’ profitability. In the present study, ROS has
been defined as profit before depreciation expenses, interest paid, taxes and amortization,
divided by total sales. Similar measures of profitability have been used in the past studies
(Contractor et al., 2003; Dyreng and Markle, 2016).

4.2.2 Explanatory and control variables. Profit persistence and marketing intensity are
considered as the main explanatory variables in the present study. The degree of profit
persistence is measured by the coefficient of the lagged financial performance of the firms
which has been included as an explanatory variable. This has been achieved by considering
the lag values of the dependent variable (ROS) among the regressor in the dynamic panel
regression model. Marketing Intensity (MKTG) is operationalized as total marketing and
sales expenditure scaled by total sales. Besides this, a few firm-specific factors have been
introduced to control for their impact on firm performance. These variables comprise:
capital structure (CS) operationalized as long-term borrowings scaled by total assets; firm
size (SIZE) measured as the natural log of total assets; tangible assets (TANG) defined as the
total tangible assets divided by total assets; and long-term investments (INVEST)
operationalized as long-term investments in financial assets divided by total assets.

4.3 Descriptive statistics and correlation[11]
4.3.1 Descriptive statistics. Table I presents the descriptive statistics for the entire sample.
The table shows that the mean (median) return on sales for the Indonesian firms is around
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16 percent (13 percent). Similarly, the mean (median) spending on marketing expenses is
around 17.2 percent (12.6 percent) of the sales. This shows that Indonesian firms, on an
average, spend a little less than one-fifth of their total sales revenues on marketing and
selling efforts. Table I also highlights that Indonesian firms vary greatly in terms of factors
such as size, investments and tangibility of assets. Thus, the sample is considered as a good
representative of the overall Indonesian economy.

4.4 Estimation methodology
The relationship being studied in the present research is described with the help of the
following equation:

ROSit ¼ lROSit�1þb1MKTGit�1þb2CSit�1þb3INVESTit�1þb4SIZEit�1þb5TANGit�1þxit ; (1)

Equation (1) is estimated through a dynamic panel regression method. Dynamic panel
techniques are increasingly being utilized in many prominent empirical studies. This is mostly
because of the ability of these techniques to consider the lag of the dependent variable as an
explanatory variable in the model. Two different dynamic models, the Arellano and Bond
(1991) and Blundell and Bond (1998) estimation procedures, have been deployed. These two
techniques are very popular and have been deployed in many empirical studies (Vandaie and
Zaheer, 2014; Jaisinghani et al., 2015; Nadeem et al., 2017). All the explanatory variables are
considered in one period lag form in order to avoid possible issues of endogeneity and
contemporaneous correlation among the dependent and independent variables. The time
effects are controlled by considering time dummies in all the models.

The dynamic term λ, as presented in Equation (1), helps in identifying the degree of
short-run performance persistence. The rationale for considering short-run performance
persistence is that it is less sensitive to changes in business cycles (Amit and Livnat, 1988)
and structural changes in the economy (Park et al., 2006). The present study therefore
focuses on analyzing the short-run performance persistence of the Indonesian companies.

5. Results and discussion
5.1 Results of tests of stationarity
Stationarity of the underlying data set is a prerequisite for the results of any regression
analysis to be meaningful. In the present work, two different panel unit root tests – the Levin
Lin and Chu test (LLC) and the ADF-based fisher test (ADF-Fisher) – have been deployed to
check for the stationarity. The null hypothesis of both the tests confirms the presence of unit
root and hence renders the data to be non-stationary. Thus, for the data to be stationary, the
null hypothesis should be rejected at conventional levels. The results of the two tests are
reported in Table II. It is evident from the table that the null hypothesis for all the variables

Mean Median Maximum Minimum

ROS 0.1613 0.1290 0.9295 −0.6632
MKTG 0.1715 0.1255 0.9478 0.0046
CS 0.1037 0.0427 0.8244 0.0000
INVEST 0.0590 0.0070 0.9456 0.0000
SIZE 20.9968 20.8855 26.1872 16.9589
TANG 0.3427 0.3164 0.9261 0.0001
Notes: The table presents the descriptive statistics for the entire sample. The variables included are Return
on Sales (ROS), Marketing Intensity (MKTG), Capital Structure (CS), Long-term Investments (INVEST),
Firms’ Size (SIZE) and Assets’ Tangibility (TANG)

Table I.
Descriptive statistics
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can be easily rejected at the conventional levels. Hence, it is confirmed that the underlying
data set is stationary and is conducive for panel data analysis.

5.2 Dynamic panel results[12]
Table III presents the results of the dynamic panel regression analysis estimated using the
Arellano and Bond (1991) procedure[13]. The table shows that the coefficient of the lag value
of the dependent variable, considered as an explanatory variable, is around 0.36 and is
significant at the 1 percent level[14]. This shows that there is a moderate level of persistence in
firm performance for the Indonesian companies. The table also shows that the coefficient of
marketing intensity is positive and statistically significant. Hence, it is confirmed that
Indonesian firms are positively impacted by spending more on marketing efforts. Thus, the
empirical results lend support to both the stated hypotheses. An analysis of the control
variables reveals that size is not significant at the conventional levels. Furthermore, capital
structure, assets’ tangibility and investment intensity are positively related to firm
performance. The coefficients of these three variables are also significant at the conventional
levels. The table also shows that the J-statistics are insignificant at the conventional levels.
This indicates that the instruments considered are orthogonal, and hence provides evidence in
support of the reliability of the results. Panel B of Table III reports the results of the residual
diagnosis. The estimator obtained by the Arellano and Bond (1991) model is robust when the

Variable LLC p-value ADF-Fisher p-value

ROS −34.3550*** 0.0000 442.8740*** 0.0000
MKTG −24.5792*** 0.0000 471.6140*** 0.0000
CS −121.6690*** 0.0000 510.4630*** 0.0000
INVEST −21.0067*** 0.0000 446.2540*** 0.0000
SIZE −33.0095*** 0.0000 503.2090*** 0.0000
TANG −36.3715*** 0.0000 490.2210*** 0.0000
Notes: The table reports the results of two different unit root tests. The null hypothesis of both the tests
states that the underlying variable is non-stationary. Hence, the rejection of the null hypothesis signifies the
stationarity of the underlying variable. ***Indicates significance at the 1 percent level

Table II.
Panel stationarity

tests

Panel A: coefficient estimation
Variable Coefficient SE t-statistic p-value
ROSt−1 0.3652*** 0.0521 7.0079 0.0000
MKTGt−1 0.4327*** 0.0695 6.2289 0.0000
SIZEt−1 −0.0113 0.0172 −0.6588 0.5102
CSt−1 0.1359*** 0.0487 2.7914 0.0053
TANGt−1 0.1484** 0.0594 2.4998 0.0125
INVESTt−1 0.1312* 0.0764 1.7176 0.0861
J-Statistics 25.7367 – – 0.8732
Instrument Rank 49 – – –

Panel B: residual diagnosis
m-statistic ρ SE(ρ) p-value

AR(1) −4.7143*** −4.6863 0.9940 0.0000
AR(2) −0.5003 −0.2157 0.4311 0.6168
Notes: The table reports the dynamic panel regression results. Arellano and Bond (1991) technique has been
utilized to generate the coefficients, standard errors and p-value. Panel A of the table reports the coefficients
and Panel B reports the residual diagnosis results. *,**,***Indicate significance at 10, 5 and 1 levels,
respectively

Table III.
Dynamic panel results

(Arellano and Bond
estimation)
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errors follow an AR (1) scheme but not an AR (2) scheme. The analysis of the error terms
clearly shows that AR (1) is significant and AR (2) is insignificant. Hence, it can be concluded
that the results obtained are robust.

Table IV presents the results of dynamic panel regression by deploying the Blundell and
Bond (1998) procedure. Panel A of Table IV shows that the degree of persistence in firm
performance is around 0.35, which is very close to the level of persistence observed earlier.
The coefficient is also significant at the 1 percent level. Hence, it can be concluded that there is
moderate level of persistence in firm performance in Indonesia. The table also shows that the
coefficient of marketing intensity is positive and significant. Hence, it is reconfirmed that
marketing intensity is having a positive impact on the performance of Indonesian companies.
The results for other control variables are mostly similar to those obtained by deploying the
Arellano and Bond (1991) procedure. The only major difference is that the variable CS has
now changed to be insignificant at the conventional levels. Panel B of Table IV reports the
Wald statistics. The table clearly shows that the Wald statistics are significant at 1 percent
level. For this reason, it can be concluded that the results obtained are reliable.

5.3 Results of robustness tests
In order to confirm the validity of the results obtained, certain robustness tests have been
conducted. These robustness tests include interaction of the lag values of ROS with the
MKTG variable, trimming the ROS variable at the 1st and 99th percentiles, and results
without considering the lag values of the independent variable. The results with interaction
of lag of ROS with MKTG are presented in the Table AIV, which shows that the interaction
effect is negative and significant. The results with trimming of the ROS variable are
presented in the Table AV. These results are qualitatively similar to those obtained for the
main data. The results obtained without considering the lag values of the independent
variables are displayed in Table AVI. These results also show that there is positive and
significant profit persistence. Thus, the robustness results confirm that the original results
obtained are valid and can be utilized for the purpose of decision making.

6. Discussion and conclusion
The purpose of the present study is to examine the nature of persistence in firm performance
for publicly listed firms in Indonesia. The study further analyses the impact of marketing
intensity on firm performance. The empirical results indicate positive persistence of firm

Panel A: coefficient estimation
Variable Coefficient SE t-Statistic p-value
ROSt−1 0.3455*** 0.0382 9.0303 0.0000
MKTGt−1 0.2251*** 0.0493 4.5600 0.0000
SIZEt−1 −0.0043 0.0060 −0.7100 0.4780
CSt−1 0.0079 0.0349 0.2300 0.8220
TANGt−1 0.1258*** 0.0335 3.7600 0.0000
INVESTt−1 0.1267*** 0.0474 2.6700 0.0080
Constant 0.1059 0.1323 0.8000 0.4240

Panel B: residual diagnosis
Number of Instruments 50
Wald χ2 100.61***
p-value 0.0000
Notes: The table reports the dynamic panel regression results. Blundell and Bond (1998) technique has been
utilized to generate the coefficients, standard errors and p-value. Panel A of the table reports the coefficients and
Panel B reports the residual diagnosis results. ***Indicate significance at 1 level

Table IV.
Dynamic panel results
(Blundell and Bond
estimation)
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performance for the Indonesian economy. A moderate level of persistence of around 0.35 has
been observed for the selected firms. The degree of performance persistence observed is quite
similar to that found in some of the past studies. Specifically, the degree of persistence is quite
close to that observed by Bartoloni and Baussola (2009) for Italian firms, and by Goddard et al.
(2004) for several European banks. However, the degree of persistence is much lower as
compared to that obtained by Bhargava (1994) for UK firms, Crespo-Cuaresma and
Gschwandtner (2006) for US firms and Jaisinghani (2016) for Indian pharmaceuticals firms.
These overall results show positive and significant persistence in firm performance for the
firms in emerging markets. The results also counter the theory of competitive environment for
firms operating in emerging economies.

The findings of positive persistence in firm performance have certain managerial
implications for Indonesian firms. First, it is important that managers focus on converting
short-run profitability into long-run competitive advantage. This can be achieved by several
modalities including creation of entry and exit barriers (Aslan et al., 2010), generation of
behavioral inertia[15] (Madrian and Shea, 2001) and exploitation of mass-scale production
(Baumers et al., 2016). Second, managers should optimally utilize available resources in order to
overcome the initial resistance to creation of efficiency. This requires that management must
strengthen organizational capabilities to enable long-term profit maximization. This can be
achieved by linking the compensation of senior management with the long-term performance
of firms. This can also be achieved by becoming more market oriented and customer focused.
The results indicating positive impact of marketing on firm performance are in accordance
with many past studies (Paton and Williams, 1999; Morgan et al., 2009; Qureshi et al., 2017).
These results also bear various useful implications for the managers of Indonesian firms. These
managers can plan their marketing outlay in a manner that maximizes firm performance. This
can be achieved by having a synchronized marketing strategy (Luo and Bu, 2018) and by
investing in long-term marketing campaigns (Reimer et al., 2014). This can also be achieved
through a critical appraisal of marketing activities in order to eliminate the activities that are
not currently aligned to the long-term organizational strategy.

The results in the present study also provide certain key implications for regulatory
authorities. The results of positive persistence indicate that there is sub-optimal level of
competition in the Indonesian economy. Therefore, the regulators should frame policies that
can foster long-run competition. This can be done by having anti-monopoly policies and by
promoting healthy competition. The regulators must also frame policies that can enable
optimal resource allocation among the competing entities. This will lead to greater social justice
and will foster public interest. However, the regulators should also ensure that the enhanced
regulations are not leading to misallocation of resources[16]. Moreover, progressive taxation
systems (Slemrod, 1990) and incentives to smaller firms can act as powerful tools in promoting
competition and reducing existing natural monopolies. The regulators should also focus on
creating more competition from foreign companies. This can be done by easing the foreign
direct investment norms and other regulations that limit the functioning of foreign firms.

There are some limitations of the present study. The most important limitation is that the
present research is confined to a single economy. Moreover, this study has focused on
accounting-based measures of firm performance. However, accounting-based measures of
firm performance may not give a complete view of the overall economic performance of
various organizations. In addition, the deviation of profits from the industry average could
not be considered. This is because of unavailability of segment-wise profitability data for
most of the companies that operate in multiple industries. Thus, the results mostly reflect
the overall economic scenario and may not necessarily be applicable to a specific industry.

Future work on the topic can investigate several key aspects of persistence in firm
performance. These areas include analyzing multiple economies and analyzing market-based
and perception-based measures of firm performance. Moreover, persistence literature can gain
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support by analyzing other facets pertaining to emerging markets. These facets may pertain
to persistence in performance of different industries, persistence in firms’ efficiency, and
persistence in market share of organizations.

Notes

1. G-20 Members, available at: www.g20.org.tr/about-g20/g20-members/

2. The World Bank, 2019, available at: www.worldbank.org/en/country/indonesia/overview

3. Global Business Guide Indonesia, 2017 available at: www.gbgindonesia.com/en/manufacturing/
article/2017/indonesia_s_upstream_textile_sector_on_the_rise_after_a_slump_11803.php

4. Cekindo report, available at: www.cekindo.com/sectors/pharmaceutical-indonesia

5. Global Business Guide Indonesia, 2012 available at: www.gbgindonesia.com/en/main/legal_
updates/legal_updates.php

6. EMIS Insight Industry Report, “Indonesia Transportation Sector, 2019.”

7. Indonesia-Investments, “Tourism Industry Indonesia”, available at: www.indonesia-investments.
com/business/industries-sectors/tourism/item6051

8. Editorial, The Jakarta post, April 18, 2018, “Government market intervention”, available at: www.
thejakartapost.com/academia/2018/04/18/editorial-government-market-intervention.html

9. BTI, 2018 “Indonesia Country Report”, available at: www.bti-project.org/en/reports/country-
reports/detail/itc/IDN/

10. World Bank group flagship report, “DOING BUSINESS 2019”, available at: www.doingbusiness.
org/content/dam/doingBusiness/media/Annual-Reports/English/DB2019-report_web-version.pdf

11. The analysis of coefficients of correlation among different pairs of independent variables shows
that none of the correlation is greater than 0.4. This indicates that the data set does not suffer
from the problem of severe multicollinearity. The results of the analysis of correlation are
presented in the Table AI.

12. For reference, the results of the static panel, that is, the pooled OLS results and the fixed effects
results, are reported, respectively, in Tables AII and AIII.

13. The model is estimated by considering two-way effect, that is, time dummies have also been
included in the dynamic regression model.

14. An analysis of the inclusion of more lags of the dependent variable among the regressors
indicates that only the first lag is significant. The other lags are not significant at the
conventional level and hence are not included in the final model. These results are not reported
here but are available upon request.

15. Behavioral inertia refers to being in a state of inaction and maintaining the status quo. This is
generally reflected by unwillingness on the part of customers and factor suppliers to shift to
competitors. The behavioral inertia can lead to profit persistence by reducing the level of
competition in the factor and product markets.

16. Eklund and Lappi (2018) argue that excess regulation in the product markets can lead to
misallocation of resources and can thereby increase permanent rents.
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Appendix

MKTG CS INVEST SIZE

CS −0.0466
INVEST −0.0476 0.1271
SIZE −0.1133 0.2999 0.1015
TANG 0.0101 0.3255 −0.1730 0.1748
Note: The table reports the pair-wise coefficient of correlation for all the pairs of independent variables

Table AI.
Correlation

Variable Coefficient SE t-statistic p-value

C −0.0529 0.1517 −0.3487 0.7274
MKTGt−1 −0.1896*** 0.0366 −5.1791 0.0000
SIZEt−1 0.0108 0.0072 1.4935 0.1356
CSt−1 0.0244 0.0263 0.9289 0.3531
TANGt−1 0.0478* 0.0247 1.9371 0.0529
INVESTt−1 0.0337 0.0372 0.9061 0.3651
F-statistics 21.5522*** – – 0.0000
Notes: The table reports the results of the Fixed Effect Model (FEM). *,***Indicate significance at 10 and 1
levels, respectively

Table AIII.
FEM results

Variable Coefficient SE t-statistic p-value

C −0.5575*** 0.0445 −12.5168 0.0000
MKTGt−1 0.2951*** 0.0236 12.4912 0.0000
SIZEt−1 0.0309*** 0.0021 14.4562 0.0000
CSt−1 −0.0508* 0.0268 −1.8956 0.0582
TANGt−1 0.0782*** 0.0165 4.7250 0.0000
INVESTt−1 −0.0219 0.0284 −0.7695 0.4417
Adjusted R2 0.2056 – – –
F-statistics 77.8294*** – – 0.0000
Notes: The table reports the results of the pooled regression estimate using the OLS technique.
*,***Indicate significance at 10 and 1 levels, respectively

Table AII.
Pooled OLS results
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Panel A: coefficient estimation
Variable Coefficient SE t-statistic p-value
ROSt−1 0.6109*** 0.0756 8.0760 0.0000
ROSt−1 × MKTGt−1 −2.2835*** 0.2335 −9.7794 0.0000
SIZEt−1 −0.0837*** 0.0184 −4.5587 0.0000
CSt−1 0.1211** 0.0570 2.1240 0.0339
TANGt−1 0.1984*** 0.0584 3.3984 0.0007
INVESTt−1 0.0593 0.0781 0.7598 0.4475
J-statistics 41.2289 – – 0.2167
Instrument Rank 49 – – –

Panel B: residual diagnosis
Test order m-statistic ρ SE(ρ) Prob.
AR(1) −3.7300*** −3.0142 0.8081 0.0002
AR(2) −2.0718** −1.0212 0.4929 0.0383
Notes: The table reports the dynamic panel regression results. Arellano and Bond (1991) technique
has been utilized to generate the coefficients, standard errors and p-value. Panel A of the table reports the
coefficients and Panel B reports the residual diagnosis results. **,***Indicate significance at 5 and 1
levels, respectively

Table AIV.
Dynamic panel
results – interaction
effect

Panel A: coefficient estimation
Variable Coefficient SE t-statistic p-value
ROSt−1 0.1820*** 0.0513 3.5448 0.0004
MKTGt−1 0.3704*** 0.0816 4.5353 0.0000
SIZEt−1 0.0215 0.0187 1.1513 0.2498
CSt−1 0.0840 0.0572 1.4683 0.1423
TANGt−1 0.0575 0.0693 0.8307 0.4063
INVESTt−1 −0.2470*** 0.0934 −2.6438 0.0083
J-statistics 32.4303 – – 0.5927
Instrument Rank 49 – – –

Panel B: residual diagnosis
m-statistic ρ SE(ρ) p-value

AR(1) −3.7052*** −1.8991 0.5125 0.0002
AR(2) −0.9914 −0.3231 0.3259 0.3215
Notes: The table reports the dynamic panel regression results by trimming the profitability variable (ROS) at
the 1 and 99th percentile. Arellano and Bond (1991) technique has been utilized to generate the coefficients,
standard errors and p-value. Panel A of the table reports the coefficients and Panel B reports the residual
diagnosis results. ***Indicate significance at 1 level

Table AV.
Dynamic panel
regression – trimmed
sample
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Panel A: coefficient estimation
Variable Coefficient SE t-statistic p-value
ROSt−1 0.2570*** 0.0280 9.1615 0.0000
MKTGt −0.2987*** 0.0391 −7.6299 0.0000
SIZEt 0.0323*** 0.0074 4.3244 0.0000
CSt −0.0491** 0.0230 −2.1283 0.0335
TANGt −0.0520** 0.0261 −1.9905 0.0467
INVESTt −0.1117*** 0.0262 −4.2503 0.0000
J-statistics 30.0216 – – 0.7071
Instrument Rank 49 – – –

Panel B: residual diagnosis
m-statistic ρ SE(ρ) p-value

AR(1) −4.0175*** −4.2732 1.0636 0.0001
AR(2) −0.2735 −0.0981 0.3589 0.7844
Notes:The table reports the dynamic panel regression results without considering the lag of the independent
variables. Arellano and Bond (1991) technique has been utilized to generate the coefficients, standard errors
and p-value. Panel A of the table reports the coefficients and Panel B reports the residual diagnosis results.
**,***Indicate significance at 5 and 1 levels, respectively

Table AVI.
Dynamic panel

regression – without
lagging of

independent variables
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