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Market Research, Gut Feelings and Recessions

During a recession, there are seemingly strong arguments for why market
research should be first on the chopping block. Recessions force
companies to review the value derived from all expenditures and while
market research often yields interesting information, it is sometimes
difficult to tie those insights to the company’s bottom-line. For example,
companies feel they should care about customer satisfaction, yet find it
hard to connect satisfaction directly to profitability. Additionally, some
business leaders argue that their business prowess or “gut feeling” about
the market and customer is more insightful than any amount of data.
However, historical analyses of companies that fail compared with those
that thrive during and after recessions suggests market research must
augment, if not override, “gut feelings” during economic downturns.
Consider the following:

Businesses Cut Budgets, Customers Redefine Value

While businesses rightly assume they must prove value to customers,
particularly during recessions, it is oftentimes difficult to understand how
customers define or redefine “value.” John A. Quelch of Harvard Business
School explained “instead of cutting the market research budget, you need
to know more than ever how consumers are redefining value and
responding to the recession. Price elasticity curves are changing... must-
have features of yesterday are today's can-live-withouts.”’ Companies
beat-out competition during recessions by creating products or services
that target the type of value the consumer is seeking given their particular
circumstances, not necessarily by offering more product or service features
than the competition.

During the recession of the early 90’s, Merrill Lynch took an aggressive
approach to brand development. Merrill Lynch conducted extensive
market research to understand how, during a recession, diverse customer-
types defined value in financial services. Based on this work, Merrill Lynch
developed products and services valued by a broad set of investor types.
Comparatively, Bear Stearns slashed their research and marketing budget.
From 1990 to 1993, Merrill Lynch realized a 300% increase in share price,
which was reflective of investor confidence in the company and increased
market share. During this same time, Bear Stearns performed at or below
the level of the S&P 500 and never regained the market share it lost to
Merrill Lynch. An Interbrand study concluded that Merrill out-marketed
Bear Stearns by using research and marketing to identify how a broad set
of investors defined or redefined value for financial services during a
recession.”
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Valuing Time & Shifting Purchasing Behavior

Recessions also change the way people value time. During an economic- :  Market research can reveal
boom, the value (or opportunity cost) of time is high. People spend less shifts in purchasing behavior
time looking for good deals because every minute spent searching :  and effective co-branding and
diminishes the value of the “good deal.” For example, the forty minutes partnering opportunities in

spent finding a digital camera that is $20 less expensive than other similar
cameras could have been used to make $30 doing some other activity.
However, during a recession, people are willing to spend more time
searching for the “best deal” because the same forty minutes yields lower
returns.

times of recession.

Businesses must use research to understand how the diminishing value of
time resulting from recessions affects purchasing behavior. A price
decrease in a retail store may not have to be as significant as one online.
Additionally, altered purchasing behavior resulting from time-value
changes may necessitate more thoughtful co-branding and partnerships.
During times of economic duress, partnering with a company like
Abercrombie and Fitch may not be as effective, for example, as partnering
with a company like TJ Maxx (without considering branding implications).
The Wall Street Journal reported that consignment shops saw a 35%
increase in sales between January and August 2008, compared with the
same period in 2007." Effective sales channels can change dramatically as
customers alter their buying habits. Market research can reveal shifts in
purchasing behavior and effective co-branding and partnering
opportunities in times of recession.

Divorce & Customer Satisfaction

Unfortunately, divorce rates increase during recessions. Research
conducted by economist Gary Becker of the University of Chicago confirms
“couples that experience any sudden significant and unexpected change in
income — positive or negative — are more at risk of divorce.”" Historically,
recessions have directly correlated not only to increases in divorce, but
also in crime, suicide and other behaviors motivated by feelings of stress,
depression, and general unease.”

Sudden changes in income, or fears related to income, seem to affect
feelings toward every aspect of life. It follows that experiences that would
either be viewed as good or bad in normal economic times are seen as very
good or very bad during recessions. Indeed, overall customer satisfaction
declined during the first three quarters of 2008 as reported by the
University of Michigan’s American Customer Satisfaction Index.”
Significant decreases were reported in particular by retail outlets.

Reactions to such news can be mixed. Decreases in customer satisfaction Clce re
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can result from overall gloominess in markets. However, customer
satisfaction could also decrease as businesses focus on internal cost cutting
at the expense of customer needs. Market research can reveal whether
customer satisfaction is based on overall “gloominess” or product/service
deficiencies. Market research can also demonstrate customer priorities;
thus, allowing companies to optimize how they spend their money serving
their customers. Research can enable companies to know where to
decrease costs while simultaneously increasing customer satisfaction and
loyalty by investing in areas that are viewed as most important by
customers.

Businesses can thrive or die during recessions. Recessions change the way
customer define value — how they value their time and what will drive their
satisfaction. The typical “gut feeling” approach for many companies during
a recession is to increase value by offering more features, to assume
constant purchasing behavior regardless of economic conditions, or to
spend resources on improving customer satisfaction in the same way they
have previously. Yet historical analysis of past downturns suggests that
effective market research yielding actionable insights can lead to directions
very different than “gut feelings” and help companies weather, and even
succeed in, the worst economic downturns.
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About The Cicero Group:

The Cicero Group is a premier market research, economic analysis and

strategy consulting firm that provides services to some of the largest
companies in the United States. Our clients include Hewlett Packard,
Wells Fargo, Symantec, Dow Chemical, Pfizer, and DeVry Inc. along with
many others in a wide range of industries.
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