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Special Session Proposal: Marketing during a Recession
Abstract

The current economic downturn continues to reach headlines around the world. Marketing
managers feel an increasing pressure to justify their expenses. However, there is little research
to guide these managers during a recession. To determine the best marketing response to a
recession, it is crucial to understand how consumers respond to a extended period of belt
tightening. In this special session we try to add to this understanding from two angles. First,
using disaggregate analyses, we look at how consumers spend their (shrinking) budgets, and
how they respond to government stimulus payments. Next, using more aggregate analyses, we
study under what conditions spending increases during a recession makes sense, and whether
advertising and price effectiveness changes over the business cycle.

Introduction

Firms are under ever increasing pressure to justify their marketing expenditures. Once
considered mere costs, these expenditures are more and more treated as investments that
should deliver shareholder value (e.g. Srivastava et al., 1999). This evolution towards greater
accountability is reinforced in times of economic contraction, as every dollar starts to matter
more. Firms facing difficult times tighten their belts, and marketing budgets are among the
first to be reconsidered (McKinsey Global Survey, 2009).

The current economic downturn is no exception to this (The Financial Times, 2008). Late
2008, Toyota Motor USA, for example, announced a cut of 10% across all marketing budgets,
while GM announced economizing up to $600 million on its advertising and promotion
budget up to 2012. By January 2009, 71% of all marketing managers had reduced their
advertising budgets, while 77% was planning to cut their media expenditures (AdAge, 2009).
These examples illustrate that as the economy cools down, managers feel even more strongly
the need to reconsider their marketing investments.

The tendency to alter marketing budgets during economic downturns has been well
documented in a growing stream of articles. During economic sour times, firms typically
economize on research & development and new product introductions (e.g. Devinney, 1990;
Axarloglou, 2003). In stark constrast, Deleersnyder et al. (2009) provide evidence of the pro-
cyclical behavior of advertising budgets at the country level, with reductions during economic
contractions and increases during economic upbeat times. Similar patterns are found at the
firm level by Frankenberger and Graham (2003) and at the brand level by Lamey et al.
(2007).

To determine the best marketing response to a recession, it is crucial to understand how
consumers respond to a extended period of belt tightening. This special session will add to
this understanding by addressing the following four research questions:

1. How do consumers allocate their consumption budget depending on their
disposable income? Understanding how income levels affect consumer expenditures
across a wide range of products and services represents a key starting point for
marketing during a recession.



2. How do consumers respond to government stimulus payments? Some
administrations, such as the ones in the USA and Australia, have handed out stimulus
payments to kick start the economy. Understanding how consumers spend these
payments and whether there are differences between segments is crucial for firms and
for governments.

3. When does marketing in a recession make sense? To design a sound marketing
strategy in response to a recession, it is paramount to identify the theoretical
conditions under which spending decreases or increases during a recession make
sense.

4. How does marketing effectiveness evolve over the business cycle? While there has
been much debate about whether or not price and advertising elasticities depend on the
economic climate, actual empirical results have been lacking - so far.

In the next sections we elaborate on these four research questions.

How do Consumers Allocate Their Consumption Budget Depending on Their Income?

Wagner Kamakura, Duke University, USA

All types of consumer expenditures ultimately vie for the same pool of limited resources - the
consumer's discretionary income. Consequently, consumers' spending in a particular industry
can be better understood in relation to their expenditures in others. Although marketers may
believe that they are operating in distinct and unrelated industries, it is important to
understand how consumers, with a given budget, make trade-offs between meeting different
consumption needs.

For example, how much would escalating gas prices affect consumer spending on food and
apparel? Which industries would gain most in terms of extra consumer spending as a result of
a tax rebate? Answers to these questions are also important from a public policy standpoint
because they provide insights into how consumer welfare would be affected as consumers
reallocate their consumption budget in response to environmental changes.

This study proposes a structural demand model to approximate the household budget
allocation decision, in which consumers are assumed to allocate a given budget across a full
spectrum of consumption categories to maximize an underlying utility function. The authors
illustrate the model using Consumer Expenditure Survey data from the United States,
covering 31 consumption categories over 22 years. The calibrated model makes it possible to
draw direct inferences about the tradeoffs individual households make when they face budget
constraints and how their relative preferences for different consumption categories vary across
life stages and income levels. The study also demonstrates how the proposed model can be
used in policy simulations to quantify the potential impacts on consumption patterns due to
shifts in prices or discretionary income.

The U.S. data are complemented with data from a consumption study that has been repeated
annually in Sao Paulo in the past 20 years, which will provide additional insights into
"consumption styles" of the poor and rich.



Segmenting Consumers Based on How They Spend a Tax Rebate: An Analysis of the
Australian Stimulus Payment

Harmen Oppewal, Monash University, Australia
Leonard J. Paas, VU University Amsterdam, the Netherlands
Geoffrey 1. Crouch, La Trobe University, Australia
Twan Huybers, University of New South Wales, Australia

Tax rebates are instruments for stimulating consumer spending during recessions. Previous
research assessed whether consumers use tax rebates for saving or, alternatively, purchasing
goods and services (e.g, Champbers and Spence, 2008; Shapiro and Slemrod, 2003). These
studies concentrated on aggregate estimations (with some exceptions, e.g., Dolnicar et al.,
2008). Based on the saving motive hierarchy suggested in the economic psychology literature
(Canova et al., 2005) and based on acquisition pattern analysis (Paas et al., 2007), we propose
that consumers can be segmented on the purposes for which they use a tax rebate.

We apply Latent Class Analysis (e.g., Wedel and Kamakura, 2000) to segment consumers in
Australia according to their allocation of the 2009 government rebate across a broad set of
expenditure categories. We concentrate on the AU$900 bonus that was made available to
most Australian taxpayers. Data were collected online in the weeks before the bonus payment
was released. Respondents indicated how much of the bonus they expected to allocate to each
of ten broad expenditure goals.

The analysis reveals segments with different spending patterns, including segments we have
labeled as ‘debt-payers’, ‘home improvers’, ‘investors’, ‘international travelers’, and five
other segments. Segment membership is explained using a mix of socio-demographic
variables, annual category expenditures, and two psychological factors: materialism and
consumer confidence (Lemmens et al., 2007; Richins, 2004; Van Raaij and Gianotten, 1990).

Some additional results will be reported concerning the effects of income framing (Epley et
al., 2006). We will discuss implications for policymakers and marketing.

When Marketing in a Recession Makes Sense

John Roberts, Australian National University and London Business School
and Patrick Barwise, London Business School

This paper establishes a framework for understanding the optimal changes in marketing
budgets during a recession. It first reviews popular prescriptions for advertising during a
recession, as well as evidence of practice. For example, Moss Kantor (2009) suggests
increasing marketing to replace lost sales, while Srinivasan et al. (2005) give a more
contingent prescription; suggesting that marketing should only be increased if the firm has the
slack, the skills and the stomach for it. Many authors focus on the allocation of resources
amongst elements of the marketing mix, rather than the absolute level of marketing spend
(e.g., Quelch 2008). Similarly, a number of authors have empirically studied the behaviour of
both firms (the mix of those increasing and reducing their budgets) and consumers (decreases



in aggregate demand, trading down and other phenomena) in practice (e.g., Tellis and Tellis
2009).

We have two reservations about this work. First, by and large, it is not grounded in models of
economic behaviour (and value maximization through a use of marketing mix response
functions). Secondly, most empirical studies appear somewhat ad hoc and subject to
significant threats to validity. For example, Barwise (1999) points to a potential selection
bias: firms that maintain or increase their advertising during a recession may well be those
with greater firm-specific opportunities, more far-sighted management, and so on. We
therefore cannot validly attribute all, or even a specific proportion, of their superior
subsequent performance (on average, relative to that of firms that reduce their marketing
spend) to their higher expenditures.

We propose that this issue may be addressed in two ways. First, we develop a model of the
effect of advertising on sales, to provide a framework within which to calibrate and compare
the different effects of recessionary marketing spend. We then outline a way in which, at least
in principle, empirical evidence could be gathered to test if and when marketing budgets
should be changed in response to the business cycle.

The model starts with a simple formulation using a contemporaneous advertising response
function and progressively adds phenomena. The final model includes carry over,
competitive interference, and category expansion effects. By making response parameters a
function of economic conditions (in this case gross personal disposable income), it is possible
to compare the long term effects of advertising during a recession as opposed to a boom. This
enables an examination of the conditions under which increasing advertising during a
recession may be optimal.

Our proposed fieldwork involves longitudinal market data (including both firm inputs and
outputs), combined with market research to calibrate the firm-specific resources that may lead
to different levels of future opportunity. This enables us to make suggestions as to where
future research could most fruitfully be undertaken.

In practice, firms are unlikely to have the full range of objective market data that would be
needed to implement the theoretical model. Our aim is, instead, to provide a systematic
framework which they can use to ensure that they consider all the significant issues, using a
combination of data and judgement.

Advertising and Price Effectiveness over the Business Cycle

Maarten J. Gijsenberg, Louvain School of Management, Mons Campus, Belgium
Harald J. van Heerde, University of Waikato, New Zealand
Marnik G. Dekimpe, Tilburg University and Catholic University of Leuven, Belgium
Jan-Benedict E.M. Steenkamp, University of North Carolina at Chapel Hill, USA

While there exists a considerable body of literature on marketing mix effectiveness and
elasticities in general (see e.g. Bijmolt et al., 2005; Hanssens, 2009 for recent overviews),
previous research has not linked this to the business cycle. Does the effectiveness of
marketing mix instruments vary across the business cycle, and if so, in what direction? What
Is the magnitude of the variation?



Although the subject of an intense debate, no systematic effort has been undertaken to provide
answers to these questions. From a managerial point of view, insight into these questions
helps companies in formulating their response to economic downturns. From an academic
point of view, it is important to understand how the effectiveness of marketing mix
instruments varies systematically over the business cycle. The purpose of the current study is
to provide insights in these issues for two important marketing mix instruments, viz.
Advertising and Price.

Advertising effectiveness could gain from economic downturns, as the overall advertising
spending will be lower, thus reducing clutter and competitive interference (e.g. Danaher et al,
2008). At the same time, media rates will decline as a consequence of the simple laws of offer
and (reduced) demand (AdAge, 2009). So the same advertising dollar may have more reach
during a downturn than during an upturn. On the other hand, advertising effectiveness may
also suffer from economic downturns. Consumers tend to refrain from spending as their
disposable incomes may be lowered (Katona, 1975). Because of these opposing influences,
the net effect of economic contractions on advertising effectiveness is hard to predict.

Price sensitivity is expected to increase during economic downturns (see e.g. Block, 1979).
During economic sour times, consumers more than ever look for the best buy at the best price.
They compare more, are more price aware (Estelami et al, 2001) and appreciate price cuts
more (Quelch, 2008). However, even though we have good indications on the direction in
which price sensitivity will evolve, little is known on the extent of the increase during
contractions.

In our study we investigate how the effectiveness of advertising and price evolve over the
business cycle. To address this issue, we estimate advertising and price elasticities based on a
partial adjustment model (e.g. Hanssens et al, 2001 p.147) for 163 brands in 37 mature CPG
categories in the UK, and this for 15 years of monthly data. This models enables us to analyze
both short- and long-run effects of the included marketing mix instruments, and how these are
moderated during expansions and contractions. Our findings will help managers to set their
marketing budgets across the business cycle.

Conclusion

This special session addresses a very topical question: how to conduct marketing during a
recession? By asking different questions (at the individual consumer level and at the market
level), by using a wide variety of techniques (structural models, latent class models, sales
response models) and by using data from different parts of the world (Australia, Brazil, U.K.,
and U.S), we believe that the four presentations will jointly provide a quite comprehensive
answer to this question. We also anticipate a lively debate with other academics and
practitioners as the recession affects almost every part of society.
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