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Abstract


The present study focuses on the effectiveness of advertising during different stages of a business cycle. The sample from the Compustat database covers 4 crises. The effect of advertising is assessed in terms of sales and profitability. Besides the advertising influence, the industry effects are investigated. I do not find any consistent differences between industries. Further variables are company’s size, availability of slack resources and previous performance. The main question is, if there are common patterns among several recessions. I find that advertising is a powerful predictor for sales, though its effectiveness does not depend on the business cycle phase. The same can be concluded from the analysis of advertising elasticity. As for the profitability of a company, the most important variable is its previous performance. And its influence changes irrespective of the recession and expansion periods. Company’s size has a smaller effect on profitability and sales, and it is negatively related. During a recession, the size of a company becomes an obstacle. The findings of the study suggest that every crisis is very specific, and there are no general trends across several recessions.
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Introduction

The world economy is nowadays in a deep crisis. The bust of financial bubble in the USA triggered a chain reaction in almost all industries worldwide. Not only banks, but also industrial companies go bankrupt, thousands of people lose their jobs which worsens the situation even further. The recession of 2008 – 2009 is reported to be the worst since the Great Depression in the ‘20s. The consumer confidence index reached the lowest level since WWII. Experts expect that consumers will reconsider their purchase behavior, and consumer society is approaching its end. The general tone coming from the media influences everyone, including companies and consumers. Affected by the world panic, consumers refrain from excess spending, and companies are trying to cut costs in all directions. According to a survey, 93% of companies name cost-cutting as their strategy during a recession, and 37% cut expenses by more than 20% (Scanlon, 2001).  

It is a natural knee-jerk reaction when times become hard. Managers find themselves under additional pressure from the stakeholders who are interested mostly in immediate results. Activities that do not provide a direct link to the performance indicators (e.g. sales) appear at the top of the list for elimination. The nature of such activities as R&D, innovation and certain functions of marketing are strategic, with the long-term focus. In the situation of a high uncertainty, it is becoming harder to justify these expenses. For some companies the marketing budget is created after all other departments, based on the principle “what is left” (Augustine and Foley, 1975). Logically, in such firms the marketing expenses are slashed in the first turn. 
Contrary to conventional wisdom, such policy shifts are not always justified. There are numerous examples when exactly the opposite strategy helped the companies to retain as well as solidify their position in the market. Tellis and Tellis (2009) did an extensive review of the research on this topic, and conclude that increasing or maintaining advertising budget during the contraction periods enhances the performance of the companies both in the short and long-term. It suggests that companies should consider recession not as the time to withdraw themselves and wait till the sky clears up, but as an opportunity to attack the competitors and attract new customers. The ability to successfully manage a business cycle represents a strong competitive advantage which ensures sustainable growth. 

However, to the best of my knowledge there is no study that researched the effectiveness of advertising on sales or profitability through several recessions. The main objective of the present study is to analyze the relationship between advertising and sales/profitability over a longer period including several crises. Apart from the advertising, I look at other factors that reflect company’s resources, capabilities and external conditions. Together they determine, if a particular strategy is reasonable for a certain company profile. I try to identify general patterns applicable to all business cycles. These conditions, among others, include industry differences. Markets ranging from commodities to highly differentiated products require a different approach. 

First, I provide an overview of the typical policy shifts of the firms during a recession. Then I proceed with the overview of the previous research on this topic. Based on the previous research, I present my theoretical framework with detailed explanation of included variables. And, finally, I describe the methodology and the obtained results.  

1 The reasons for policy shifts in marketing during crisis
Development of an economy is not smooth and steady, but cyclical, with interchanging ups and downs. Recession is an integral part of this process, although dealing with it remains to be understudied by scholars (Bromiley, Navarro and Sotille, 2008). This period can be a real challenge for a company. In these circumstances strategic managing of a business cycle is a valuable asset for a company. Recessions present a danger not only because they vary in terms of severity and duration, but also because there are no accurate predictions as to its start. Bromiley, Navarro and Sotille (2008) argue that to survive a recession, a company does not need to know the exact time frame; acting faster and more appropriate than rivals can help a company to be better off in the end.  Countercyclical behavior, against the mainstream, in various spheres of a company’s activities, including marketing, presents potential for growth despite the contraction of an economy.

The stages of a business cycle are determined on the basis of GDP. Its decrease or increase identifies recession or expansion of an economy. Table 1 presents the dates of the recessions after WWII.
Table 1. The U.S. business cycle since the Second World War.

	Dates of
contractions
	Duration
(months)
	Maximum
negative quarterly growth rate (%)
	Dates of
expansion
	Duration
(months)
	Maximum
positive quarterly growth rate (%)

	Nov. 48–Oct. 49
	11
	—5.5
	Oct .49–Jul. 53
	45
	17.6

	Jul. 53-May. 54
	10
	—6.3
	May. 54–Aug. 57
	39
	1.9

	Aug. 57–Apr. 58
	8
	—10.3
	Apr. 58–Apr. 60
	24
	0.9

	Apr. 60–Feb. 61
	10
	—5.0
	Feb. 61–Dec. 69
	06
	0.3

	Dec. 69–Nov. 70
	11
	—4.2
	Nov. 70–Nov. 73
	36
	1.6

	Nov. 73–Mar. 75
	16
	—5.0
	Mar. 75–Jan. 80
	58
	6.3

	Jan. 80–Jul. 80
	6
	—7.9
	Jul. 80—Jul. 81
	12
	8.0

	Jul. 81-Nov. 82
	16
	—6.5
	Nov. 82–Jul. 90
	92
	9.8

	Jul. 90-Mar91
	8
	—3.2
	Mar. 91–Mar. 01
	12
	7.1

	Mar. 01–Nov. 01
	8
	—1.6
	
	
	

	Sources: National Bureau of Economic Research (NBER)  and Federal Reserve Board.
	


Deleersnyder et al. (2008) show that the advertising expenditures develop procyclically. The elasticity of advertising to GDP is positive and equals 1.4%, i.e. advertising increases during expansions and decreases during recessions. Moreover, the change in advertising expenditures lags behind the change in sales. It is the result of how the advertising budget is created. Van der Wuff, Bakker and Picard (2008) argue that most companies decrease advertising during recessions, partially because the amount of advertising expenditures can be changed easier and faster than budgets of other spheres in a company, such as costs for staff, production, housing, or equipment. 
What is often forgotten is that along with near-term sales, marketing influences relationship and brand building. It is marketing that creates and reinforces the customer attitude to the brand. (Khermouch, 2001). Strength, favorability and uniqueness of the brand attitudes determine the brand equity. Keller (2009) argues that “the power of a brand lies in what resides in the minds of customers”. Communicating the message to a consumer should be continuous to deliver positive effect (Keller, 2009). Making a break in working on these dimensions negates efforts and investments made in the previous periods. It is nearly impossible to regain the old customers once they have adopted competitive brand (Direct Marketing, 1991). Rhodes and Stelter (2009) argue that “companies that injudiciously slash marketing spending often find that they later must spend far more than they saved in order to recover from their prolonged absence from the media landscape”.
Attempting to increase return on marketing investments, companies often restructure their marketing budget. The share of promotions increases at the cost of research, advertising etc. Although such promotional strategy increases accountability of marketing department and results into short-term benefit, it can have devastating consequences for the brand equity in the long-term. Consumers tend to associate price with the quality of the product. Often, the more consumers pay, the more value they ascribe to a purchase. Stibel and Delgrosso (2009) warn that after a price decrease consumers can have doubts about the value of the purchase. Moreover, the customers can feel themselves ripped off before. When the economy recovers, a firm can find it very hard to convince the customers to pay the full price again. This happened to Abercrombie & Fitch, which lowered prices by roughly 15% during the 2000–2002 downturn. It damaged the brand image and significantly decreased the market share. A&F managed to restore it only in 2004, after returning to higher prices. In August 2008, having learned its lesson, the company announced that it was considering another price increase, despite a decline in second-quarter proﬁts (Stibel, 2009). 

Advertising is crucial for the brand equity, as it is the main tool to create brand loyalty. Loyal customers are the most valuable asset for a company, especially during the economic downturn, when all consumers tend to reconsider their purchase behavior. They are the primary, enduring source of cash flow and organic growth (Quelch and Jocz, 2009).

Despite the mentioned arguments, most companies prefer to cut marketing budgets and perceive a recession as a challenge. There are four main reasons for such policy shifts related to consumers, competitors and stakeholders:

1. Consumers have lesser income, what inevitably causes the consumption to decrease. Since the sales go down, advertising money will be spent in vain. In fact, the real disposable income did not decline more than 2 percent since 1940 (Direct Marketing, 1991). In other words, people are affected by the general panic and tend to be more pessimistic about the situation than it actually is. However, the current recession is the most severe since the Great Depression, and the actual losses of population can be much more than this estimate.

2. Since all competitors decrease advertising, it is possible to decrease it as well (Direct Marketing, 1991). Suppose that in a stable all firms decrease advertising, then proportionally the share-of-voice of each firm will remain the same, i.e. its optimal level of advertising will decrease. Then, the best strategy for a recession is to lower advertising expenditures (Tellis and Tellis, 2009). However, there are numerous examples when companies used the recession to grow at the cost of the competitors. 

3. It is better to use the advertising money to pay dividends to the stockholders. Such short-term focus can cost a firm some missed opportunities (Direct Marketing, 1991). Due to the decreased advertising the sales will decrease as well. The losses because of missed chance to build market share during a recession can be higher than the benefits from higher investor’s confidence after paying out the dividends (Tellis and Tellis, 2009). 

4. It is better to spend money on product innovations. Tellis and Tellis (2009) argue that during a recession advertising can be more effective than introducing new products. Besides, a firm needs to count with high introduction costs, what makes this activity more suitable for the recovery. 

2 Can advertising in a recession be beneficial?

Several studies suggest that cutting marketing budget in a recession can deprive a firm of a substantial profit. Vaile (1926) analyzed the sales of 250 firms in the period between 1920 and 1924 that advertised in magazines. He finds that those firms that increased advertising enjoyed larger increase in sales than those that decreased advertising. This relationship is observed across categories with certain variations, as different industries respond differently to advertising.
Meldrum and Fewsmith (1979) arrive at the same conclusion, using the results of direct mailing survey. The sales dynamics of 143 firms is presented in the figure 2. 
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Figure 1:  Sales Indices Following 1974-75 Recession.


The histogram demonstrates a strong correlation between the advertising and sales. The firms that kept on advertising enjoyed an increase in sales for all 4 years following the recession, while the firms that cut their advertising budget had the lowest sales level among the four groups. 


Advertising positively influences not only sales, but also net income (Meldrum and Fewsmith, 1979, McGraw-Hill, 1985). Even maintaining advertising during the recession causes the index for a net income to grow in the following periods, to over 300% by the 1977 (Meldrum and Fewsmith, 1979). 


Kijewski (1982) explains the benefits of countercyclical advertising as the result of decreased media clutter. While most competitors cut back on advertising during a recession, the firm that increases advertising gains more attention from the consumers. On the other hand, increasing advertising during the recovery does not result in the same increase in market share, because most of the firms tend to restore their advertising activities. Consequently, recession provides an opportunity to make inroads into market share of the competing firms. 

The dynamics of private labels shares supports this strategy. Lamey et al. (2007) show that the market share of store brands behaves countercyclically. Such tendency is partially attributed to the increased efforts that retailers put into their private-label programs. They are inclined to increase the support of their brands at the time of crisis, whereas the manufacturers tend to cut it. Though the manufacturers themselves contribute to the long-term success of the private labels, it is unclear if the increase in marketing investments by the brand manufacturers afterwards could negate such dynamics, or if their retreat during the recession causes decline in expertise that they cannot restore afterwards. Lamey et al. (2007) concludes that proactive marketing during a recession can deter the customers from (permanently) switching to private-label offerings.


There are some firms that had the courage to increase marketing spending during crises and were rewarded for it. Camel and Chevrolet took away market share from their competitors through heavy advertising during the Depression. While Ford Motor Company decreased advertising by 14%, Chevrolet managed to increase its market share by 2% having increased its media presence (Direct Marketing, 1991). 

In 1974, Connecti​cut's Stanley Works, one of the world's largest manufacturers of hand tools, started the biggest advertis​ing campaign in its history. Its consumer department remained stable through the recession and grew two times faster than the competitors in the following years (Direct Marketing, 1991).
3 Factors moderating effectiveness of advertising
The increase or decrease in sales cannot be ascribed to advertising only. Other conditions influence the effectiveness of advertising. Some of them are connected to the company itself, others represent the environment characteristics. Their importance can change with the stages of a business cycle. It is the consequence of a radical change in a market condition. Figure 2 presents the schema with moderating factors, which are discussed in order below.

Figure 2: Factors moderating the effectiveness of advertising


3.1 Internal factors

Previous performance of a company can be a deciding factor, as to what advertising strategy a firm will choose during a recession. Conventional wisdom suggests that only companies that have better financial performance can allow themselves to increase spending during the recession. In this case the financial performance in the previous periods determines the choice of the advertising strategy. Then, only the successful firms would choose to increase advertising during the recession. Consequently, it is unclear, if the increased advertising during the recession causes the company’s success, or it is due to its previous success. To avoid such self-selection bias, several studies (Meldrum and Fewsmith, 1979, McGraw-Hill, 1985, Kamber, 2002) included the previous performance of the companies into their analyses. Kamber (2002) finds that the previous performance is the strongest predictor for sales during the recovery, whereas during the recession the best predictor is advertising expenditures. 

Similar impact can be assigned to the company’s size. In general, bigger companies are more stable, have bigger market share and, consequently, their position in the market is more secure. They have more resources and capabilities than smaller companies to increase or maintain advertising during crisis. Besides, Kamber (2002) suggests that bigger companies can experience more pressure from their stakeholders. To increase the investor confidence, they may feel obliged to advertise more than the rival firms. On the other hand, the stakeholders may be interested mostly in the dividends. In this case the advertising budgets will be cut or restructured.

The availability of slack resources plays an important role. Srinivasan, Rangaswamy and Lilien (2005) argue that “slack resources can free firms from a focus on short-term cost control, and provide them the impetus to invest in offensive marketing actions to enhance their long-term competitive advantage”. It serves as a buffer, allowing a firm to take risk with a new or uncommon strategy. They find that availability of slack resources as part of proactive marketing positively influences a firm’s performance during the recession. They conclude that firms benefit not only from the long-term effect of advertising, but also enjoy better performance already during the recession due to the increased advertising.
Another moderating factor for effectiveness of advertising is the strength of the brand. Partially it is due to the fact that strong brands usually have a larger market share and belong to bigger companies (Hollis, 2008), but also because advertising has a cumulative effect, i.e. the more people are aware of the brand, the more favorable attitudes they have towards it. As a result, the consumers are more inclined to buy it (Wilson, 2009). Keller (2009) introduces the construct of consumer-based brand equity. It “occurs when the consumer has a high level of awareness and familiarity with the brand and holds some strong, favorable and unique brand associations in memory”. The way the consumers perceive the product quality largely relies on their impressions about the brand. I.e. a drink may seem to taste better, a queue may seem shorter etc. To create consumer-based brand equity, a firms needs to follow a certain pattern: first identify the brand with a product category, then create brand associations, elicit the response from the consumer and finally transform it into loyal relationship (Keller, 2009).  Each new step requires more response from the consumers. Consequently, the higher the consumer-based equity of a brand is, the higher the effect of the marketing campaign, as they become more attached to a brand.

There are other factors that can influence the effectiveness of advertising, such as entrepreneurial culture, strategic focus, and organizational structure. However, they are qualitative in nature. I focus on the quantative factors for my analysis, since I do not do a surveyб but use a database.
3.2 External factors 

Investments in advertising are more attractive during the recession because of lower media costs. Srinivasan, Rangaswamy and Lilien (2005) find that recession provides the opportunity to increase market share at a lower cost than under normal conditions. Advertising suppliers create special offers, because they experience a sharp decline in the demand. Besides, as the marketplace during a contraction is less loaded, it becomes easier to break through to the consumer. Consequently, a firm can get higher share-of-voice with less investment than during the expansion period. (Srinivasan, Rangaswamy and Lilien 2005). 

Companies need to pay attention to their customers. Consumer behavior evolves with the business cycle. Influenced by the deepness of a crisis, consumers can rethink their habitual purchases, as well as postpone a purchase of expensive items. More and more products enter the consideration set. Quelch and Jocz (2009) propose segmentation of the customers according to their emotional reactions to the economic environment. They categorize consumers into four groups: slam-on-the-brakes, pained-but-patient, comfortably well-off, and live-for-today segments. The first two categories largely decrease buying, while the last two continue to purchase almost as before. All consumers organize the purchases into the following categories dependent on the degree of necessity: essentials, treats, postponables and expendables. However, the manner, in which they sort the products, can largely vary across the segments. It is important for marketers to understand their customer profiles and their perception of the product. For example, Dell developed different messages to target consumers from all 4 segments: “Out of the box, within your means” (which will appeal to the slam-on-the-brakes segment), “Depend on Dell for simple solutions in tough times” (pained-but-patient), “The ideal laptop works anywhere, in any economy” (comfortably well-off), and “Weak economy, powerful you” (live-for-today). 
During the recession, the pained-but-patient segment expands more than any other. That is why it is advisable to shift the focus of an ad on the core values of the product. Investing in the pre-recessionary advertising program may appear not as beneficial, as adjusting it to the new conditions. Increased relevance of the brand appeals better to the consumers, and consequently increases the effectiveness of advertising. Quaker Oats, for example, advertised grain products as cheaper sources of pro​tein. The company was able to reverse a long-term decline in sales of oats, grits and cornmeal. General Foods shifted advertising from more expensive frozen food products to less expensive ones. Ziploc Food Bags emphasized the quality of the storage plastic bags for the leftovers.  Quelch and Jocz (2009) propose an ideal communication strategy, which is to sell value in recessions and style in booms. 
Kamber (2002) finds that the strength of the relationship between advertising and sales differs according to the industry. These effects were analyzed by Frankenberger and Graham (2003). The relationship is observed for B2B and consumer products companies. However, it doesn’t apply to services. This sector didn’t suffer from decrease of advertising during a recession, neither benefited from an increase in it.
Different industries comprise different mix of the customers. The analysis of the effectiveness of advertising across industries can help uncover the structure of the consumer profiles. In certain categories a segment of pained-but-patient consumers can be overwhelming, in others, their percentage would be not so significant. During the recession industries that never had a direct connection suddenly become immediate rivals. For example, an alternative to travelling would be entertainment. Going to the cinema, amusement park or restaurant can deliver emotions comparable with being on vacation. In this way hotels and entertainment can become substitutes. Managers should consider non-standard behavior from the consumers and act accordingly. In one group of industries it can be enough to maintain the advertising expenditures, whereas in others increasing advertising expenditures can bring a larger increase in sales.

The nature of the category can significantly affect the effectiveness of advertising. The purchase cycle of a product (durable/non-durable) as well as who makes a decision about a purchase (a consumer or a business expert(s) etc. are special characteristics of industries. For example, it is obvious that advertising for durable products in general does not result in an immediate short-term effect. The size of a category has an immediate impact on the potential returns. The increase of a market share by 1 percent in a large category represents a more valuable achievement than even larger increase of a market share, but in a smaller category. The expected growth during the recovery has the same impact (Hollis, 2008).
4 Data and methodology
For this research I use data from the Compustat database. It contains market information on more than 30 000 active and inactive publicly held companies in North America. It provides thousands of Income Statement, Balance Sheet, Statement of Cash Flows, and supplemental data items. This database makes it possible to observe companies in total through four recessions. I track companies one year before the start of a recession and four years after its end to see long-term effect of a chosen strategy.

I screened the database for missing years as well as outliers. Outliers are values that are very different from the data, either very large or very small. Their presence can bias the results of an analysis. That is why they were filtered out. The sample consists of 177 companies from 6 industries. It covers the periods 1972 – 1979, 1980 – 1986, 1989 – 1995 and 2000 – 2005. 
As for the dates of the beginning and the end of a recession, I use the data of the National Bureau of Economic Research (NBER). It is the largest economics research organization in the United States. Its estimations are generally accepted and widely cited in academic research.

The main purpose of this research is to analyze the change in advertising effectiveness through several recessions. Besides, the analysis includes differences between industries. It is the first analysis of advertising effectiveness across categories through several recessions. Such analysis allows to conclude, if the general trend is similar for all recessions, or each of them is unique.  

For this research I use multiple regression. Besides the influence of advertising, I take into account the impact of other factors (see Fig. 2): 

1. Previous performance of a company. There is a possibility that only better off companies increase advertising during a recession. Therefore, the choice of the strategy could be made according to the financial condition before a recession. To address the problem of a self-selection bias, I include the net profit margin from the previous period. This variable reflects the company’s profitability. I calculate it as income before extraordinary items divided by sales (Standard & Poor, 2007) 
2. Company’s size. Bigger companies are more likely to possess strong brands. And stronger brands allow for cumulative effects of advertising, both in the long and short term. Moreover, bigger companies can benefit from synergy effects from advertising. For example, if a company employs the strategy of a branded house, advertising for a corporate brand only contributes to all brands in portfolio. I use the stockholder’s equity as a measure of a company’s size and value. It contains both tangible and intangible assets, such as brand names. The last reflects the strength of the brand. The stronger it is, the higher its market value, and the higher intangible assets. 
3. Availability of slack resources. This variable determines, if a company possesses non-used reserves to engage in proactive marketing. To assess this characteristic I use the current ratio which is determined as current assets divided by current liabilities (Srinivasan, Rangaswamy and Lilien 2005). 
4. Industry effects. I use variables for industry effects that include size and nature of the category. Apart from these factors, the industry’s responsiveness to advertising is conditioned by the inclinations of the consumers. To analyze the variation of advertising effectiveness across industries, I include interaction terms between the advertising expenditures and industry dummies. The reference category is set as the B2B sector. Thus, the influence of interaction terms is interpreted as compared to this industry.

Although discussed in the theoretical framework, I do not include the influence of the media costs in the analysis. Unfortunately there is no available data as to the costs of advertising. These costs are not reported by the companies.

First I analyze the effect of advertising on sales. The model takes on the following form:

Salesi,t = β0 + β1*ΔAdspendi,t + β2*Current_ratioi,t + β3*Stockholer’s_Equity i,t + β4*Profit_margini,t-1 + β5*ΔAdspendi,t*Durables + β6* ΔAdspendi,t*Non-durables + β7*ΔAdspendi,t*Services + β8*ΔAdspendi,t*Entertainment + β9*ΔAdspendi,t*Food + β10*ΔAdspendi,t *Clothing + ε,                                                                                     (1)                                                                     
where 

β0 – constant value;

sales i,t – sales of a firm i at the year t. Sales are reported in millions of U.S. dollars (MM$);

ΔAdspendi,t - change of an index for advertising expenditures of a firm i at the year t. Advertising expenditures are expressed as decimal fraction. I calculated it using the year before the recession as a base according to the following equation: 

ΔAdspendi,t = adspendi,t/adspendi,base year – 1,

where 
adspendi,t – advertising expenditures of a firm i at the year t. Advertising expenditures are reported in millions of U.S. dollars (MM$);

base yeari,t – the year before the start of a recession.

The output from  this equation contains positive and negative values. It means that a firm either increased or decreased advertising compared to the year before a recession respectively. If it is equal to zero, than a firm maintains advertising at the same level. 
current_ratio i,t - current ratio of a firm i at the year t. I calculated it as current assets divided by current liabilities. This ratio is expressed in percent (%);

stockholer’s equity of a firm i at the year t. Stockholder’s equity is reported in millions of U.S. dollars (MM$);

profit_margini,t-1 – net profit margin of a firm i at the year t-1. reported in U.S. dollars. I calculated it as income before extraordinary items divided by sales. Net profit margin is expressed as percent (%);

ε – error term.

The model contains interaction terms of advertising expenditures of a firm with the dummy variables for an industry to which it belongs. I use business-to-business sector as a base category, because it has the largest number of companies. So, the interaction coefficient reflects the effect on sales of a certain industry compared to the business-to-business companies, which is captured by the main effect.

Besides sales, profitability is a crucial parameter to assess the effectiveness of advertising, as an increase in sales does not always lead to an increase in profits. To investigate the impact of advertising on the profitability, I use net profit margin as a dependent variable. The model is changed into the following:

Profit_margini,t = = β0 + β1*ΔAdspendi,t + β2*Current_ratioi,t + β3*Stockholer’s_Equity i,t + β4*Profit_margini,t-1 + β5*ΔAdspendi,t*Durables + β6* ΔAdspendi,t*Non-durables + β7*ΔAdspendi,t*Services + β8*ΔAdspendi,t*Entertainment + β9*ΔAdspendi,t*Food + β10*ΔAdspendi,t *Clothing + ε,                                                                                                      (2)                         
The interpretation of the variables is the same as in the previous model. 
Finally, I want to compare the advertising elasticity during and after the recession. To analyze this relationship, I calculate the logarithms of the sales and advertising expenditures. Then, the model looks like this:

Ln_salesi,t = β0 + β1*Ln_adspend,t + β2*Current_ratioi,t + β3*Stockholer’s_Equity i,t + β4*Profit_margini,t-1 + β5*ΔAdspendi,t*Durables + β6* ΔAdspendi,t*Non-durables + β7*ΔAdspendi,t*Services + β8*ΔAdspendi,t*Entertainment + β9*ΔAdspendi,t*Food + β10*ΔAdspendi,t *Clothing + ε,                                                                                                    (3)
 Since the duration of the recessions is not equal, I analyze them separately. That means that I run different regressions for each recession. Also, I do the analysis for each year separately, so it is possible to see the change in importance of variables during the contraction and expansion periods. The first analyzed recession is dated 1973 – 1975. I use the data from 1972 to calculate the index changes of advertising expenditures, as well as take the values of the net profit margin. I do the regressions in the period of 1973 – 1979 to see, if the role of advertising is different during the recovery. Analogically I use the following years for the other 3 recessions: 1980 as a base year for the recession 1981 – 1982, plus 4 years afterwards; 1989 as a base year for the recession 1990 – 1991 and 4 years after it; and 2000 as a base year for the recession 2001 with following 4 years. 

 The descriptive statistics of the variables is given in the table 2.

Table 2. Descriptive Statistics.

	 Variable
	Mean
	Standard Deviation

	Sales, (MM$*) 
	3640,02
	5216,64

	Sales, logarithm
	7,32
	1,62

	Advertising expenditures, logarithm
	3,89
	1,97

	Change in advertising expenditures, (%)
	42,60
	70,71

	Current ratio, decimal fraction
	198,40
	90,47

	Stockholders equity, (MM$)
	1056,04
	1691,39

	Net profit margin, (%)
	5,30
	7,34


* MM$ - millions of U.S. dollars

5 Results
5.1 The impact of advertising on sales

The sample for the recession of 1973 – 1975 contains 40 companies from 6 industries. There are no data points for durable products, that is why I do not include this variable. I use the equation (1) to obtain results that are given in the table 3.

 Table 3. Regression results 1973 – 1979. 

	Variable
	1973
	1974
	1975
	1976
	1977
	1978
	1979

	
	
	
	
	
	
	
	

	(Constant)
	13,63*
	15,19
	26,84*
	26,24
	25,10
	37,37
	65,04

	Change in advertising expenditures
	0,08
	0,20
	0,24
	0,27**
	0,42***
	0,47***
	0,42**

	Current ratio
	-0,01
	0,07
	-0,02
	0,00
	-0,05
	-0,05
	-0,09

	Stockholders equity
	0,00
	0,00
	0,01
	0,01
	0,01
	0,02
	0,01

	Profit margin
	-0,20
	-0,32
	0,79
	0,33
	2,70
	2,37
	3,91

	Non-durables
	0,01
	-0,03
	0,07
	0,08
	0,03
	-0,01
	-0,01

	Services
	0,03
	0,02
	-0,04
	0,07
	0,09
	0,21
	0,39

	Entertainment
	0,11*
	-0,11
	-0,09
	-0,02
	-0,02
	-0,04
	0,03

	Food
	-0,04
	,210*
	,209*
	0,13
	0,08
	-0,02
	0,02

	Clothing
	0,10
	-0,20
	-0,07
	-0,04
	0,01
	-0,03
	-0,04

	
	
	
	
	
	
	
	

	R2
	,25
	,27
	,39
	,44
	,64
	,64
	,56

	Number of observations
	40
	40
	40
	40
	40
	40
	40


Dependant variable: sales
*Signiﬁcant at the 0.05 level. **Signiﬁcant at the 0.01 level. ***Signiﬁcant at the 0.001 level
The model explains less than 40% of variation in sales during the recession years, whereas during the recovery this value rises to more than 60%. The table shows that the best predictor is advertising expenditures. The change in advertising expenditures is a highly significant variable, however only in the years after the recession. Although the relationship is positive for all years, its effect is not significant during 1973 – 1975. It means that advertising during recovery is more effective than during recession. The strongest effect of advertising on sales is observed in 1978, when increase in advertising expenditures by 1 unit caused sales to increase by MM$0,47. In the year before and after the increase in sales was a little smaller - MM$0,42.

Differences between industries are not statistically significant during the recovery, but during the contraction entertainment and food industry were more responsive to advertising. The relationship is significant at a 5%-level. Moreover, for the food industry it is observed over two periods: 1974 and 1975, with almost equivalent effect on sales. Advertising for food products was almost two times more effective than advertising for entertainment during the recession. This finding makes sense, as most consumers are lowering unnecessary spending in the years of the contraction.

In the beginning and end of the recession the baseline sales are statistically significant, i.e. if other variables do not have an influence (equal to zero), a model predicts that a firm would enjoy MM$13,63 and MM$26,84 sales in 1973 and 1975 respectively.
The next recession was in 1981 – 1982. The sample for this period covers all industries, and includes 54 companies. The results are presented in the table 4.

Table 4. Regression results 1981 – 1986. 

	Variable
	1981
	1982
	1983
	1984
	1985
	1986

	
	
	
	
	
	
	

	(Constant)
	11,47
	8,46
	18,34
	-12,99
	35,55
	39,74

	Change in advertising expenditures
	0,26***
	0,51***
	0,37*
	0,53***
	0,54***
	0,38***

	Current ratio
	-0,01
	-0,02
	-0,02
	0,12
	-0,09
	-0,17

	Stockholders equity
	-0,01*
	-0,01
	-0,01
	-0,01
	-0,02
	0,00

	Profit  margin
	-0,01
	0,65
	0,99
	1,32
	3,31
	2,02

	Durables
	0,00
	-0,10
	0,20
	0,10
	0,20
	0,16*

	Non-durables
	0,00
	-0,05
	0,06
	-0,12
	-0,09
	0,03

	Services
	-0,02
	-0,04
	0,05
	0,01
	0,11
	-0,07

	Entertainment
	-0,01
	0,07
	0,11
	0,14
	0,11
	0,18

	Food
	0,00
	-0,06
	-0,05
	-0,07
	-0,07
	-0,01

	Clothing
	-0,03
	0,04
	0,00
	-0,07
	-0,13
	0,08

	
	
	
	
	
	
	

	R2
	0,37
	0,60
	0,27
	0,68
	0,41
	0,57

	Number of observations
	54
	54
	54
	54
	54
	54


Dependant variable: sales

*Signiﬁcant at the 0.05 level. ***Signiﬁcant at the 0.001 level
Advertising expenditures are highly significant throughout all years except 1983, when they are significant with 95%-probability. Their influence on sales varies noticeably from MM$0,26 to MM$0,54, however, without a clear upward or downward tendency. These results suggest that advertising has approximately the same effectiveness during both stages of a business cycle. 

Another significant relationship is between stockholder’s equity and sales. In the beginning of the recession the size of a company negatively affected the sales. An increase in the company’s size by 1 million resulted in MM$0,01 decrease in the sales. It is possible to assume that at a certain point the size of a company lowers its flexibility/adaptability. These factors are very important in a situation of a high volatility. That is why when a fast reaction is required, bigger companies can appear in a worst position.

The only sector, for which advertising plays a different role than for the B2B, is durable products. Increasing advertising for durables by 1unit increased sales by MM$0,16 in 1986. Durable products usually belong to the purchases that are postponed till better times. Most consumers prefer to weather out hard times without buying high ticket items. That is why it can be more effective to advertise for durables during the recovery, when consumers are ready to spend again.

The predictive power of the model ranges from 27% to 68%. Though, it is unclear, if a model is more precise during the recession or recovery.
The variable for durable products is missing for the recession of 1990 – 1991. And it was excluded from the analysis. The regression results of 33 companies are presented in the table 5.

Table 5. Regression results 1990 – 1995. 

	Variable
	1990
	1991
	1992
	1993
	1994
	1995

	
	
	
	
	
	
	

	(Constant)
	9,06
	3,80
	12,53
	-32,35
	-6,88
	-62,62

	Change in advertising expenditures
	0,09
	0,91***
	0,55*
	0,54*
	0,45*
	0,62**

	Current ratio
	0,00
	0,00
	0,05
	0,23
	0,15
	0,51

	Stockholders equity
	0,00
	0,00
	0,00
	0,01
	0,01
	0,02

	Profit  margin
	-0,19
	0,07
	-0,32
	-0,47
	0,67
	-2,98

	Non-durables
	-0,01
	0,02
	0,02
	0,28*
	-0,06
	0,18

	Services
	0,00
	-0,06
	0,06
	0,19
	0,11
	0,09

	Entertainment
	0,01
	-0,09
	0,05
	0,36
	0,26
	0,51

	Food
	0,05
	0,04
	-0,06
	0,07
	-0,10
	0,08

	Clothing
	-0,09
	-0,03
	-0,10
	0,02
	-0,08
	-0,41*

	
	
	
	
	
	
	

	R2
	0,25
	0,61
	0,32
	0,45
	0,33
	0,46

	Number of observations
	33
	33
	33
	33
	33
	33


Dependant variable: sales
*Signiﬁcant at the 0.05 level. **Signiﬁcant at the 0.01 level. ***Signiﬁcant at the 0.001 level

Again, the best predictor is advertising expenditures. The relationship remains positive for all years.  In 1991 an increase in advertising by 1 unit brought the maximum return, an increase in sales by MM$0,91. During the recovery the effect is noticeably smaller. However, because the relationship is not significant in the first year of the recession, it is not possible to conclude that the effectiveness of advertising is lower during the expansion. 

Two industries show a different response to advertising. The effectiveness of advertising for non-durable products is by MM$0,28 higher than for B2B products in 1993. However, in the year 1995 advertising for the B2B was by MM$0,41 more effective than to advertise for clothes. But these results are fragmentary and do not allow to identify a consistent pattern.

The last analyzed recession happened in 2001. The data is collected from 40 companies in 6 industries. The results are given in the table 6. 
Table 6. Regression results 2001 – 2005. 

	Variable
	2001
	2002
	2003
	2004
	2005

	
	
	
	
	
	

	(Constant)
	12,65***
	5,90
	8,86
	-4,78
	16,54

	Change in advertising expenditures
	0,45**
	0,03
	0,24
	0,18
	0,22

	Current ratio
	-0,08**
	-0,05
	-0,04
	0,04
	0,02

	Stockholders equity
	0,00
	0,00
	0,00
	0,00
	0,00

	Profit  margin
	-0,10
	0,02
	-0,64
	-0,18
	-1,26

	Durables
	-0,17
	-0,49
	-1,37
	-1,20
	-2,65

	Non-durables
	0,04
	0,01
	0,12
	0,05
	0,05

	Services
	-0,05
	-0,18
	-0,25
	0,10
	-0,05

	Entertainment
	-0,01
	0,15
	0,16
	0,32*
	0,32

	Food
	-0,01
	0,13
	0,12
	0,15
	0,07

	Clothing
	0,15*
	0,28*
	0,18
	0,15
	0,12

	
	
	
	
	
	

	R2
	0,52
	0,38
	0,47
	0,42
	0,27

	Number of observations
	40
	40
	40
	40
	40


Dependant variable: sales
*Signiﬁcant at the 0.05 level. **Signiﬁcant at the 0.01 level. ***Signiﬁcant at the 0.001 level
This is the only case when the model explains more variation during the recession than afterwards. R2 value in 2001 reaches maximum, 52%.  In the following years this value becomes smaller and reaches 27% in 2005. Like in the previous years, the most significant variable is advertising expenditures. This recession is also the only example, when advertising during the recession is more effective than afterwards. An increase in advertising by 1unit in 2001 triggered the increase in sales by MM$0,45. 

The variable “current ratio” is significant at a 1%-level, and is negatively related to the sales. The increase in the slack resources by 1 unit leads to a decrease in sales by MM$0,08. However, the effect is so small (< 0,1) that it seems to be not economically significant. Its contribution to the dependent variable explains less than 1% of the total variance (Field, 2005). If all factors are kept constant, a firm would have the sales of MM$12,65 with the probability 99,9%.

The clothing industry demonstrates a higher effectiveness of advertising. However, its influence is stronger during the recovery than during the recession. In the year after the recession, the effect almost doubles (from MM$0,15 in 2001 to MM$0,28 in 2002). Entertainment products also show a higher impact on sales, but only during the recovery.

The results of several recessions provide controversial results. Although advertising expenditures are the best predictor for all regressions, their influence is not similar for all recessions. Advertising during the recession is more effective only for the last analyzed period (2001). Before that advertising during the recession does not play a role at all (1972 – 1973, 1990) or its effect is the same as during the expansion (1981 – 1986).

Other included variables, such as stockholder’s equity (in 1981) and current ratio (in 2001),  are statistically significant in one year, and then the relationship disappears, what does not allow to make conclusions about  their impact through several recessions. The same applies to the industry differences. These findings lead to the fact that each crisis represents an individual environment, without common trends between each other.

5.2 The impact of advertising on profitability


The next step is to see whether advertising has an impact on profitability. The statistically significant results of the analysis for the recession 1973 – 1975 are presented in the table 7. For this analysis I use the equation (2).

Table 7. Regression results, selected years. 

	Variable
	1974
	1975
	1976
	1977
	1978
	1979

	
	
	
	
	
	
	

	(Constant)
	
	
	
	1,37*
	
	

	Change in advertising expenditures
	
	
	
	-0,01*
	
	

	Stockholders equity
	
	0,00*
	
	
	
	0,00*

	Profit  margin
	0,79***
	0,91***
	0,90***
	0,86***
	1,06***
	1,09***

	Non-durables
	
	
	0,02*
	
	
	-0,03*

	Entertainment
	-0,17*
	
	
	
	
	

	
	
	
	
	
	
	

	R2
	0,81
	0,84
	0,88
	0,94
	0,98
	0,96

	Number of observations
	40
	40
	40
	40
	40
	40


Dependant variable: Net Profit Margin

*Signiﬁcant at the 0.05 level. ***Signiﬁcant at the 0.001 level.

The model predicts 81 – 96% of variation of the net profit margin. In other words, the changes in profitability are almost fully explained by the included variables. However, during the first year of the recession none of the variables are significant. 

The strongest predictor is the net profit margin of the previous year. It means that previous performance of the company determines its performance in the following period with probability 99,9%. The effect is very strong and ranges from MM$0,79 to MM$1,09. It is lower during the recession. The explanation could be that in a volatile environment other factors come into play. When the economy stabilizes, these external factors disappear. 

The effect of advertising is statistically significant only in one period and is negatively related to profitability, although it is positively related to sales (see table 2). The negative impact of advertising on profitability is very small, less than 1% of the variation. This fact presents grounds to conclude that the influence is economically not significant.

Advertising for entertainment during the recession is by MM$0,17 less effective than for the B2B products. The possible explanation is that during the recession the consumers are reducing non-rational spending and tend to retreat from the entertainment products. After the recession, advertising for non-durable products is by MM$0,02 more advantageous than for B2B products. It makes sense, as the consumers start spending again. However, in the last observed year advertising for B2B products is again more effective than non-durable products. 

The influence of a company’s size on profitability is controversial. During the recession it is negatively related, and during the recovery positively. As mentioned before, the reason could be that bigger companies lack speed and adaptability, which are very important in an uncertain environment.

Now I proceed to the next recession. Table 8 gives the regression results.

 Table 8. Regression results, 1981 - 1986. 

	Variable
	1981
	1982
	1983
	1984
	1985
	1986

	
	
	
	
	
	
	

	Change in advertising expenditures
	
	
	
	
	-0,01*
	

	Stockholders equity
	0,00*
	
	0,00*
	0,00*
	0,00*
	0,00*

	Profit  margin
	0,45***
	0,63***
	0,43***
	0,47***
	
	0,32*

	Entertainment
	
	
	
	
	0,02*
	

	
	
	
	
	
	
	

	R2
	0,58
	0,61
	0,49
	0,67
	0,40
	0,44

	Number of observations
	54
	54
	54
	54
	54
	54


Dependant variable: Net Profit Margin

*Signiﬁcant at the 0.05 level. ***Signiﬁcant at the 0.001 level

For these years the model is less precise than for the previous period. It predicts not more than 67% of the variation. The number of significant variables has also dropped. Again, the best predictor is previous performance except year 1985. After that follows the company’s size. This finding partially supports the results of Kamber (2002). However, obtained results do not prove his findings about the role of advertising. Moreover, advertising is negatively related to the profitability in 1985. Increasing advertising by 1 unit leads to a 0,01% decrease in the net profit margin compared to the year before the recession. Although, advertising for entertainment is effective in the same year. And the effect of advertising for entertainment is almost two times stronger than of advertising in general. It means that the entertainment industry is particularly sensitive to advertising in 1985.

Table 9. Regression results, 1990 - 1995. 

	Variable
	1990
	1991
	1992
	1993
	1994
	1995

	
	
	
	
	
	
	

	(Constant)
	7,23*
	
	
	
	
	

	Change in advertising expenditures
	
	
	
	
	
	-0,02*

	Current ratio
	
	0,02*
	
	
	0,03*
	

	Stockholders equity
	
	
	
	0,00*
	
	

	Profit  margin
	1,05***
	0,49***
	0,55*
	
	0,56*
	0,93***

	Non-durables
	
	
	
	
	
	-0,01*

	Clothing
	
	
	
	
	
	-0,04***

	
	
	
	
	
	
	

	R2
	0,62
	0,77
	0,68
	0,34
	0,82
	0,89

	Number of observations
	33
	33
	33
	33
	33
	33


Dependant variable: Net Profit Margin

*Signiﬁcant at the 0.05 level. ***Signiﬁcant at the 0.001 level
As one can see from the table 9, the previous performance of a company remains to be the most powerful predictor. However, the dynamics of its effect does not allow to determine a trend. The strength of the relationship varies irrespective of the contraction and expansion periods. The predictive power of the model also changes without a connection to the stages of the business cycle. 

The second best predictor is the availability of slack resources. It is positively related to the profitability in 1991 and 1994. Its impact is a little stronger during the recovery. 

As in the previous recovery stage, advertising negatively influences profitability. The relationship is significant with 95% probability. These are unexpected results, as the conventional wisdom suggests that during the good times advertising stimulates consumption and, consequently¸ the earnings of the companies.

 In 1995 advertising for non-durable products and clothes was less effective than for the B2B products. During the recovery companies invest more and therefore more favorable respond to the advertising.

The results of the last observed regression contain the same pattern. The previous performance is still the best predictor. The results are in the table 10.

 Table 10. Regression results, 2001 - 2005. 

	Variable
	2001
	2002
	2003
	2004
	2005

	
	
	
	
	
	

	(Constant)
	
	8,83***
	
	
	

	Change in advertising expenditures
	
	
	
	0,03*
	

	Current ratio
	
	-0,03*
	
	
	

	Stockholders equity
	
	
	
	
	0,00*

	Profit  margin
	0,41**
	0,51***
	1,21***
	0,95***
	0,44*

	Durables
	
	-0,41***
	0,54**
	0,36***
	

	Non_durables
	
	
	
	-0,02*
	

	Entertainment
	
	
	
	-0,03*
	

	Services
	-0,13*
	-0,24***
	0,17*
	
	

	Food
	0,06*
	-0,04*
	
	
	

	
	
	
	
	
	

	R2
	0,62
	0,88
	0,87
	0,93
	0,63

	Number of observations
	40
	40
	40
	40
	40



Dependant variable: Net Profit Margin

*Signiﬁcant at the 0.05 level. **Signiﬁcant at the 0.01 level. ***Signiﬁcant at the 0.001 level

The relationship between advertising and profitability is again not significant during the recession. Only during the recovery an increase in advertising by 1 unit leads to an increase in profitability by 0,03%. But the effectiveness of advertising varies across industries during both stages of the business cycle. During the recession advertising for the food products is more effective than for services. As the income of the consumers decreases, they tend to avoid “luxuries”. Many services belong to this category, whereas food belongs to the necessities. Also, right after the recession services sector is not so responsive to advertising. During the recovery people come back to their lifestyles and habits, and start using more services. It could be the reason why in 2003 advertising for services was positively related to profitability. In the year following the recession, advertising for durable products is less effective than for B2B, but in the following two years the relationship reverses. Advertising for the B2B products in 2004 is more beneficial than for non-durables by 0,02% and entertainment by 0,03%. As I suggested before, it can be connected with the growth in the business sector.

The predictive power of the model is higher than for the previous regression. Whereas the best predictor for the sales is advertising expenditures, the highest significant variable is the previous performance. Though its change also does not allow to determine a trend for several recessions. It seems to fluctuate irrespective of the stage of a business cycle. 

Company’s size and the availability of slack resources are the next most significant variables. The influence of the company’s size also provides the non-consistent results. For some recessions the company’s size is negatively related to the profitability (in 1975), and for others it has a positive significant relationship through almost all years (1981 – 1986). The availability of slack resources behaves also not similar across several recessions. For the period of 1981 – 1986 it is not statistically significant at all, whereas in other years it is negatively or positively related to sales. But again this relationship does not seem to have a connection to a particular stage of a business cycle. The industry effects have more influence compared to the previous regression, but they are not similar across several crises.

5.3 The dynamics of elasticity to advertising

The analysis of elasticity helps to assess the relative sensitivity of one variable to the other. Elasticity is the ratio of the percent change in one variable to the percent change in another variable. The effect is interpreted in percentage, irrespective of the measurement units.
The table 11 presents the results of the analysis of the recession 1973 – 1975.
 Table 11. Regression results, 1973 - 1979. 

	Variable
	1973
	1974
	1975
	1976
	1977
	1978
	1979

	
	
	
	
	
	
	
	

	Advertising expenditures, logarithm
	0,59***
	0,33*
	0,32*
	0,30*
	0,31*
	0,34**
	0,33*

	
	
	
	
	
	
	
	

	R2
	0,73
	0,79
	0,81
	0,80
	0,85
	0,82
	0,84

	 Number of observations
	40
	40
	40
	40
	40
	40
	40


Dependant variable: Sales, logarithm

*Signiﬁcant at the 0.05 level. **Signiﬁcant at the 0.01 level. ***Signiﬁcant at the 0.001 level

In 1973 advertising has the strongest relationship to sales. It is significant at the 99%-level. Moreover, it has the biggest effect on sales in this year. In the next two years the impact of advertising is smaller, but still stronger than in the two years right after the recession. These figures suggest that advertising during the recession is at least as effective as during the recovery. The relationship of advertising to sales is always positive. 


During the next recession of 1981 – 1982 the relationship between advertising and sales is significant at the 99%-level (see table 12).

Table 12. Regression results, 1981 - 1986. 

	Variable
	1981
	1982
	1983
	1984
	1985
	1986

	
	
	
	
	
	
	

	Advertising expenditures, logarithm
	0,45***
	0,47***
	0,45***
	0,39***
	0,43***
	0,52***

	
	
	
	
	
	
	

	R2
	0,85
	0,84
	0,83
	0,78
	0,80
	0,83

	Number of observations
	54
	54
	54
	54
	54
	54


Dependant variable: Sales, logarithm

***Signiﬁcant at the 0.001 level

The effect of advertising on sales during the recession is relatively strong (0,45% and 0,47%), however it is the strongest during the recovery (0,52%).

The model explains more variation during the contraction. In 1981 85% of variance in log(sales) depends on the variance in log(adspend). This value is not much higher than in 1986, when it is 83%. 


In 1993 the value of R square is the highest among all regressions. The model predicts almost 90% of the variance of the dependant variable, which is very high. The results of the recession 1991 – 1992 are given in the table 13.

Table 13. Regression results, 1990 - 1995. 

	Variable
	1990
	1991
	1992
	1993
	1994
	1995

	
	
	
	
	
	
	

	Advertising expenditures, logarithm
	0,84***
	0,72***
	0,73***
	0,37*
	0,69***
	0,80***

	
	
	
	
	
	
	

	R2
	0,86
	0,88
	0,86
	0,90
	0,80
	0,86

	Number of observations
	33
	33
	33
	33
	33
	33


Dependant variable: Sales, logarithm

*Signiﬁcant at the 0.05 level. ***Signiﬁcant at the 0.001 level

The relationship between sales and advertising is highly significant except in 1993, when it is significant only at the 95%-level. As in the recession 1973 – 1975, advertising has the highest impact on sales in the first year of the recession. Similarly to the previous recession, the second highest effect is observed in the last year of the recovery.  The fluctuations in the coefficient values do not demonstrate a clear trend.


The regression coefficients for the last recession are presented in the table 14.

Table 14. Regression results, 2001 - 2005. 

	Variable
	2001
	2002
	2003
	2004
	2005

	
	
	
	
	
	

	Advertising expenditures, logarithm
	0,56***
	0,69***
	0,60***
	0,64***
	0,65***

	
	
	
	
	
	

	R2
	0,83
	0,81
	0,84
	0,84
	0,84

	Number of observations
	40
	40
	40
	40
	40


Dependant variable: Sales, logarithm

***Signiﬁcant at the 0.001 level

Like in the previous periods, the relationship between advertising and sales is statistically significant with the probability of 99%. And the elasticity to advertising during the recession is lower than during the recovery. The model predicts over 80% of fluctuations in the dependent variable. 

The predictive power of the model is the highest compared to the previous two regressions. It predicts more than 73% of variation. The relationship of advertising to sales is highly significant in the most analyzed years. Once again, the effectiveness of advertising changes regardless the contraction or expansion periods. During the recession 2001 the response of sales to advertising was lower than during the expansion. During other periods there is no general pattern as to the dynamics of advertising effectiveness.

6 Conclusion

The present study analyzes the effectiveness of advertising through several recessions, as well its variation across industries. I assessed the effectiveness of advertising on sales, profitability and the elasticity of sales to advertising. Besides advertising, different factors contribute to the increase in sales or profitability. These analyses provide non-consistent results and indicate that the study is limited in generalization. I find that advertising expenditures has a large impact on sales. However, I do not find enough evidence that its effectiveness is higher during the recession. For the three out of four analyzed recessions advertising is more effective during the expansion period. 

The relationship between advertising and profitability is mostly non-significant. The most important factor for the profitability is the company’s performance in the previous period. Previous performance has a large impact on the profitability, whereas it has no effect on sales. Its influence varies irrespective of the business cycle stage. 
The company’s size is the second important factor for the profitability. However, its contribution is very small. An interesting finding is that during the recession it is negatively related to profitability. The same applies to sales. This result can be explained by the fact that bigger companies become too bureaucratic and slowly. They lose significantly to smaller companies in terms of flexibility and speed of reaction. This leads to the relationship that bigger companies have smaller profitability and sales during the recession. During the recovery the size of a company becomes an advantage. 

As for the differences between industries, I do not find systematic patterns across several recessions. It is not possible to determine any industry, for which advertising plays a different role during several recession. The reasoning behind could be that every recession is unique in its nature, the way it starts and what industries it affects the most. Consequently, each crisis strikes the most different branches, e.g. the crisis of 2008 created panic first of all in the bank world. Therefore, it is not possible to make general recommendations as to optimal strategy for any industry during the recession. The initial idea is not supported. 

The analysis of elasticity shows that despite a positive strong relationship, its dynamics is specific to every recession. It leads to the fact that each recession is unique. It could be that advertising is more effective during one recession, but not significant during the other. The companies need to assess their strategies on an individual basis. 
Another option could be that there are other unrecorded factors. Future research can include other important variables, such as market value of the brands, probable competitive response, and the average period of top manager’s presence in a company. Also, it is interesting to look at the performance of the company through several crises. Do firms that successfully increased advertising in one recession, repeat it in the next one? And if they fail, do they still employ the same strategy again? If the company’s competitor successfully increased advertising during crisis, will it do the same during the next one? This topic contains a lot of questions worth attention. Answering them can largely contribute to the academics and practitioners in marketing.

The limitation of the present study lies in the small sample size. Because of this it is not possible to generalize the results. The future researchers can use a larger database not only in terms of number of the companies, but also including more recessions. Maybe it is possible to group the recessions according to their response to advertising. 
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