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Case Study

WILL CONSUMERS CONSUME?

Experts argue about when it started, what were really the
fistsigns, who saw it coming, and who was surprised when
it got here. The signs were undeniable by the early months
‘of 2008: The U.S. economy was headed for big trouble. Bear
‘Stearns, one of the largest and oldest investment firms, put
itself up for sale. This Wall Street legend had survived the
Great Depression, but it just couldn't cope with the Great
Recession the mortgage crisi ignited. Six months later,
Lehman Brothers, a company 50 old it was established be-
fore the Civil War, prepared to leave the marketplace. Grave
‘economic news continued through the end of 2008 as the
government bailed out banks and automakers. The year
closed with the Dow Jones Industrial Average below 10,000
for the first ime in four years.

As the country rolled into 2009, few things changed.
‘The Dow continued to descend, reaching below 7,000 for
the first time in a decade. Unemployment rose to 8.5 per-
‘cent;nearly double the rate two years before, and the whole
‘nation realized that the United States, and in fact the world,
was in one of the deepest and most serious recessions most
‘people had experienced in their fetimes.

‘Consumers were confused and caught off guard; and
they reacted quickly. They made swift changes in their con-
‘sumer behavior and spending, People started staying home
‘more—eating out less and cutting back on family vacations.
Data from Nielsen research identified many product cate-
gories that were seeinga drop in sales and at the same time,
categories with increases in their sales patterns.

‘Wait, increases? What do people buy more of ina reces.-
sion? Baking staples and canning and freezing supplies be-
gan 1o pick up in sales. In addition to the expected baking
goods—flour and sugar—there were increases in sales of
jars and freezer bags. At the other extreme, Nielsen reports
that cameras experienced the biggest sales drop among
‘product categories. As people went out and traveled less, its
Hkely that photo opportunities would plummet as well
Pricey botled water was anotherloser at retai as consumers
reverted to good old (and inexpensive) tap water.

In addition to cutting back in certain categories, con-
‘sumers started to save, many for the fist time in their adult
lives. The U.S. Department of Commerce tracks the per-
sonal savings rate, a measure of the fraction of personal in-
come that people dont immediately spend. The rate
jumped from 3 percentin early 200810 4.2 percentone year
aer in February 2009.

‘We expect a drop in consumer spending n a recession.
But customers'attitudes toward big business also declined.
from a survey showing that Americans and Europeans now
‘have an intensified distrust of big business that might affect
their future spending—even when the economic picture
gets brighter, Large companies need to focus on rebuilding
relationships with consumers to help reduce buyers’ skep-
ticism toward big brands.

‘Will Americans return to their old free-spending ways
when the economy improves, or has their attitude toward.
spending versus saving changed forever? Wil hey trust big
business again? What can brands do to gain back con.
Sumer trust?

DISCUSSION QUESTIONS.

1 Howhave the changes n the economyled to changes in
the consumption process? How might these influence
the prepurchase, purchase, and postpurchase stages of
consumer decision making?

2 Explain how the wheel of consumer behavior might
help o explain the changes in consumer spending.

3 Wil consumers confinue to save? How can brands gain
‘back consumer trust?

'4 What effect might the recession have on priorities for
consumer research—and perhaps opportunities forca-
reersin this field?

‘Sources: Sean Grogory, “Inside the Cocoon” Time (2009): 5% “From
By, By to By Bye: Consumer Peychology, The Ecomomist 2009 6.
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