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Does it pay to advertise in a recession period?

In a study of U.S. recessions, McGraw-Hili Research ana lysed 600 companies from
1980-1985. The results showed that business-to-business Firms that Maintained or

Increased their Advertising Expenditures during the 1981-1982 recession Averaged
Significantly Higher Sales growth, both during the recession and for the following
three years, than those that eliminated or decreased advertising. By 1985, sales of
companies that were ~ggressive Recession Advertisers had Risen 256% over those
that didn't keep up their advertising.

In addition, a series of six studies conducted by the research firm of Meldrum &

Fewsmith showed conclusively that Advertising Aggressively during Recessions not
only Increases Sales but Increases Profits. This fact has held true for all post-World
War II recessions studied by The American Business Press starting in 1949.

Some advertisers believe that boosting advertising during recessions provides an
added benefit in increased sales and profitability. However, evidence for this
argument has been weak, first, because it fails to address firm-based (earnings and
market value) outcomes, and second, because it has been studied primarily in non­
consumer goods industries.

In this report, Frankenberger and Graham extend the investigation of recessionary
advertising spending increases and decreases to include financial measures of
performance, and compare performance across consumer products, industrial
products, and services industries. They conduct an econometric analysis employing
cross-sectional time series regression on a sample of 2,662 firms over 16,147 firm­
years.

They analyse the economy-wide and industry-specific effects that average
advertising spending has on earnings and market value, and compare those effects
with the effects of increased and decrease dadvertising spending during
recessionary periods.

Their results indicate that advertising creates a firm asset by contributing to financial
performance for up to three years in the future. Further, increasing spending on
advertising during a recession leads to benefits that exceed the benefits of
increasing advertising during non recessionary times.




