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Abstract

AN EMPIRICAL INVESTIGATION OF MAGAZINE
ADVERTISING CYCLES

by
Steven R, Malin

Adviser: Professor Ralph L. Nelson

Studies of the economics of advertising have been hampered by a lack
of detailed advertising data for individual media and vehicles. The
present study fills part of that void with the development of a seasonally
adjusted guarterly advertising series for the magazine medium. Consumer
magazines listed in audits conducted between 1965 and 1976 by Leading
National Advertisers, Inc. are reclassified into eight unique classes
distinguished by their editorial contents. Current dollar advertising
volume data for each class are used to test a number of hypotheses about
the relationship between advertising and general economic conditions.

Since the mix of products advertised in magazines differs across
classes, each class experiences a unique advertising growth trend and
cyclical pattern. Ranking the classes by their respective growth rates
reveals characteristics that distinguish relatively higher-growth classes

from relatively lower-growth classes. Magazines in relatively higher-
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growth classes generally aim at men; have narrow editortal foci and
concentrated advertising bases; and carry substantial volumes of auto-
motive advertisements. Relatively lower-growth magazine classes typically
aim at women; have broad editorial foci and diversified advertising bases;
and carry substantial volumes of food advertisements.

Cyclical analyses indicate that turning points of magazine advertising
cycles, on the average, lag GNP cycle turns by 1.8 quarters at
troughs, 0.6 quarters at peaks, and 1.2 quarters overall. Across classes,
the average lag tends to vary directly with the average long-run advertising
growth rate. A diffusion index of cycle phases shows that magazine adver-
tising volume fluctuates procyclically and tends to lag briefly at business
cycle turning points.

Prevailing economic conditions at the firm level, industry level, and
in the national marketplace influence advertising volume, regardless of
firms' individual ad-budgeting policies. Magazine advertising fluctuations
correlate closely and positively with fluctuations in GNP, industrial
production, personal consumption expenditures on goods, and department store
sales, each lagged about one guarter. The lag indicates that advertisers

do not instantaneously adjust their expenditure levels to changes in business

conditions. Econometric estimations reveal that the target ratio of magazine
advertising-to-sales and the mean adjustment lag are about 0.8 percent and
1.9 quarters, respectively.

The target ratio of advertising-to-sales and the mean adjustment lag

vary widely across magazine classes, reflecting differences in the composition
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of their respective advertising bases. On the average, the magazine
advertising-to-sales ratio tends to be higher for "search" goods and
consumer durable goods than for "experience" goods and consumer non-
durable goods, respectively. Graphical analyses indicate that fluctuations
in consumer durable goods sales are the primary factor in the cyclical
adjustment of magazine advertising; the considerably smaller and less
synchronous fluctuations in consumer non-durable goods sales contribute

to the overall advertising growth trend. The relative prﬂbortions of
consumer durable and non-durable goods in each class's advertising base
determines the target ratio of advertising-to-sales and the timing of the

adjustment mechanism.
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CHAPTER I
INTRODUCTION AND SUMMARY

Introduction

The theoretifcal and empirical examination of the level and
fluctuation of advertising activity has become increasingly
sophisticated in the postwar period. Expansion of mathematical
and computer capabilities and management information systems has
opened up new demands for better and more up-to-date information
about advertising and its effects. Economists have responded to
this demand with intensive studies of the broad interaction
between advertising volume and macroeconomic stability, industrial
concentration, product sales, and profits. A large body of
scholarly literature presents econometric and noneconometric estimates
of the impact of advertising on the distribution of disposable income
between consumption and saving; total demand for products in an
industry; the inter-industry distribution of demand; and the
distribution of sales among competing products or brands.

The specificity of studies dealing with the economics of
advertising generally has been 1imited by a Tack of government data

on advertising volume for individual media and for narrowly defined



product categories. Most studies have had to rely on government

data found in the liiternal Revenue Service Sourcebook of Statistics

of Income that show total advertising expenditures reported by
corporations classified at the four-digit SIC-code minor industry
level. Consequently, few, if any, scholarly studies have investigated
the determinants and/or effects of advertising activity in individual
media.

In the postwar period, the private sector has made great strides
in meeting the growing need for more up-to-date and accurate advertising
data collection, storage, handling, and analysis. Several private
data-gathering and disseminating services, assisted by the growth of
computer technology, have developed to monitor advertising volume,
audiences, and distribution in the various media. Using widely
divergent techniques, these syndicated services offer data on a vast
number of brands, products, industries, and media vehicles.

The primary objectives of the present study will be the development
and application of seasonally adjusted quarterly advertising revenue
data for the magazine medium. The magazine medium has particular
investigatory appeal for two reasons: (1) it is comprised of a
substantial number of diverse publications that carry advertisements
for a large number of national products and brands; and (2) the lack
of suitable government data has heretofore impeded systematic and
comprehensive analyses of the determinants and effects of magazine

advertising. In the present study, which covers the period from the



first quarter of 1965 to the fourth quarter of 1976, data will be
used to test several hypotheses about the determinants of advertising
volume over the business cycle as they apply to the magazine medium.
Probably the most fruitful source of data on magazine advertising
is the Publishers' Information Bureau, Inc., an organization that
supplies reliable information about the magazine industry to subscribers
to their syndicated service. The PIB publishes advertising .avenue
figures by product, brand, and company on a monthly basis. Although
only a small proportion of magazines (about 90 per year) choose to be
included in the PIB's data base, almost all major consumer magazines
that print advertisements for national brands are represented in their
totals. For present purposes, the availability of these data enabled
the reciassification of individual magazines into 8 unique classes
(automotive, business, general editorial, home, men's, news, sports,
and women's), each class being comprised of magazines with a common
editorial direction. (An alternative classification procedure, based
upon readership surveys, was considered and dismissed because the
surveys demonstrated gross sampling and technical errors and were
inaccessible except to paying subscribers.) Although individual
magazines within a particular class are not perfect substitutes from
the advertiser's standpoint, different magazines could be fairly
close substitutes for the purpose of conveying messages to target
audiences of prospective buyers. The advantages of reclassifying
magazines into independent classes is discussed at greater length in

Chapter 2.
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The magazines that comprise a particular class do more than simply
carry messages -- they supply an environment that determines the size
and composition of their audiences and the sales response to advertisements.
Although certain magazines and magazine classes are not suitable for
advertising certain types of products, the great diversity of magazines
permits advertisers to "fish where the fish are." The products most
heavily advertised in any magazine class could be expected, to reflect
a close association with the editorial content of its constituent
magazines and the reading interests of their audiences. Each magazine
class could be expected to attract a unique product mix of advertising;
and for each product, the magazine classes chosen for advertising are
also 1ikely to be unique. A detailed description of the product
distribution of advertising in each magazine class appears in Chapter 2.

Any attempt to match product characteristics with potential
magazine audiences must be made with particular attention to seasonal
patterns in the product market as well as in the reception of advertising
messages. Therefore, the original advertising data for each class
developed for this study were seasonally adjusted using standard options
in the Census Bureau's X-11 program. Deseasonalization of the quarterly
series was a prerequisite to the identification of trends and cycles 1in
the advertising revenue figures of each magazine class considered in
Chapter 3.

The procedures used in this study to identify and measure cycles
combine techniques developed by Arthur Burns and Wesley Mitchell with

other procedures developed by I1se Mintz. Since the standard procedures



associated with Burns and Mitchell were sometimes cumbersome or
inappropriate for the analysis undertaken fn Chapter 3, we generally
relied on Mintz's techniques for the identification and measurement
of "growth-cycles." GNP was selected as the primary reference series
for all turning point and amplitude comparisons; and the Index of
Industrial Production was used as a secondary reference series.

The cyclical analysis could have been strengthened by expressing
each seasonally adjusted data series in constant dollar terms. However,
the problem of generating appropriate price indexes for advertising
revenue data has proven difficult and has not been satisfactorily
solved. Since in this study we undertake to reclassify magazines
into homogeneous classes which differ from the categories previously
used, no published price deflators accurately match our current dollar
series. Thus, for purposes of the present study, appropriate price
deflators for each magazine class neither exist nor can they convinc-
ingly be developed.

Since 1900, a relatively small number of studies have attempted to
describe the relationship between cycles in advertising and in general
economic conditions; and only two of those studies focused on individual
media. On the whole, studfes completed before the mid-1960's attempted
to describe and/or analyze the impact of advertising on fluctuations of
a number of business conditions. In the 1970's, however, a handful of
studies expressed serious doubts that advertising fluctuations could

significantly affect general business conditions or the distribution



of demand across product categories or the level of aggregate demand
relative to aggregate saving. These more recent studies report 1ittle
evidence to support the claim that business cycle fluctuations are
affected by advertising volume fluctuations in a strong causal manner.
These conflicting positions -- between the earlier and the more recent
studies -- remain largely unresolved, and an empirical investigation
of the major issues is largely beyond the scope of the present study.
Instead, we will focus on the proximate, rather than the uitimate,
causal relationship between magazine advertising volume fluctuations
and fluctuations in business conditions indicators.

The original seasonally adjusted advertising revenue data for
the magazine classes developed here are particularly well suited to
an empirical investigation of the characteristics and determinants
of advertising revenue cycles. The data for each magazine class are
directly comparable since they are both independent and pertain to a
single medium. (In previous studies, comparative descriptions of
advertising cycles were obscured by the sharp structural and functional
differences between different media.) Because the product mix of
advertising varies sharply from magazine class to magazine class,
cyclical differences across classes are likely to be sharp. Compar-
isons of the cyclical characteristics of the eight magazine advertising
revenue series with those of two reference series -- GNP and the Index
o7 Industrial Production -- could provide new insights into the

assocfation between cycles in advertising and general econamic activity.



The jdentification of growth-cycles requires careful measurement
of the secular trend and growth rate of the eight magazine advertising
series and two reference series. In each quarter, the position of the
trend 1ine and the level of seasonally adjusted advertising revenue
determine the level as well as the direction and magnitude of change
of the growth-cycle measures (called "cyclical indexes"). Moreover,
calculations of the secular growth rates of the eight magazine classes
provide a basis for comparing the attributes of magazine caasses that
experienced different rates of advertising revenue growth. In‘addition.
these comparisons reveal the broad outlines of the determinants of
cycles in magazine advertising. Comparisons of the timing, duration,
amplitude, pattern, and diffusion of magazine advertising cycles with
the same measures of GNP cycles shed light on the relationship between
fluctuations in advertising volume and in the economy in general.
These comparisons are presented in Chapter 3.

The relationship between magazine advertising revenue cycies and
GNP cycles reflects a number of behaviorai processes, including (1)
advertisers' propensity to determine future advertising expenditures
on the basis of past sales; (2) the imability of advertisers to fully
anticipate turning points in their sales cycles, leading them to
maintain increases or decreases in advertising outlays past their
turning points; and (3) the fixed, or semf-fixed, character of most
advertising budgets and space insertions. Advertising policies vary
considerably among firms and, from time to time, within a firm,
depending on the type of product, market conditions, the company's

financial condition, profit stability, and other relevant economic



factors. Sometimes ad-budget decisions are based upon fairly simple
rules-of-thumb; at other times, combinations of factors contribute to
the budget decision.

The processes by which ad-budget levels are set may be summarized
by four distinct budget approaches: (1) competitive parity; (2) all-
you-can-afford; (3) task-and-objective; and (4) percentage-of-sales.

For a given product, the cyclical characteristics of advertising

volume fluctuation depend on the ad-budget approach used in its

promotional campaign. For example, advertising budgets set strictly on

a percentage-of-sales basis are likely to be more susceptible to business
fluctuations than budgets set under task methods which contain long-term
objectives. The impact of fluctuations in general business conditions on
advertising expenditure levels set under each of the four budget approaches
will be discussed in Chapter 4.

Economic theorists have made few attempts to model the process
by which advertising expenditure levels set as a percentage of sales
adjust to changing business conditions. Rasmussen and Dorfman and
Steiner pioneered in the development of theoretical analyses of
advertising-sales relationships. Nerlove and Arrow, Gould, Grabowski,
and Schmalensee generalized these early contributions to include
dynamic, monopolistic, and oligopolistic considerations. The applica-
tions of theory have led to the conclusion that total advertising

Tevels adjust gradually to changes in sales and with a short lag --



i.e., in the proximate sense, the direction of causality runs from
changes in sales to changes in advertising volume, and not the other
way around.

In Chapter 4, results from estimations of a partial-adjustment
mode]l will be presented which involves the advertising-to-sales ratio
and the timing of the adjustment process. This will be done for
products advertised in the magazine medium in general and in each
magazine class. To the extent that the product mix of ad;ertising
differs across magazine classes, these estimates could be expected
to vary from one magazine class to another. Each estimate will be
compared with similar estimates calculated by Schmalensee as a
separate test of the stability, over an extended time period, of
the magazine advertising-to-sales ratio and its adjustment process.

The magazine advertising-to-sales ratio is also an outgrowth
of a number of non-economic or non-quantitative attributes of the
advertised consumer goods on the one hand, and these attributes of
magazines and magazine advertisements on the other. Economic literature
provides a number of hypotheses that purport to explain how qualitative
attributes of advertising media influence the product mix of their
advertising and, ultimately, the cyclical characteristics of their
revenue streams. In Chapter 5, the results of several of these
hypotheses are presented and evaluated using our original magazine
advertising data. These results provide the background for additional
estimations of the partial adjustment model using alternative specifi-

cations of the sales variable.
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Summary of Findings

The basic empirical contribution of the present study is a
seasonally adjusted quarterly advertising revenue series for the
magazine medium as a whole and for eight magazine classes each
distinguished by its editorial content. These data were used to test
several hypotheses about the cyclical behavior of advertising during
the 1965/1 - 1976/4 period. Although magazine advertising -- in
each magazine class and in the medium as a whole -- experienced
only three cyclical peaks and three cyclical troughs (i.e., two-and-
a-half full cycles) during the study period, several broad tendencies
were revealed concerning the timing duration, amplitude, pattern, and
di ffusion of magazine advertising cycles.

Each magazine class was found to have its own unique secular
growth trend and cyclical pattern, both of which were found to reflect
the particular qualitative and quantitative attributes of the component
magazines. Magazine classes with the highest average revenue growth
rates (automotive, sports, and men's magazines) generally (1) had a
narrow editortal focus aimed at men and/or letsure time activities
outside of the home; (2) had relatively concentrated product mixes of
advertising dominated by the automotive, automoti&e accessories and
parts product category; and (3) earned a relatively small share of
total magazine medium advertising revenue. On the other hand, magazine
classes with the lowest long-run average growth rates (women's, home,

and general editorial) were characterized by (1) their broad editorial
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foci aimed primarily at women and/or home and family activ}ties;
(2} less concentrated product mixes of advertising; and (3) having
earned the predominant share of total magazine advertising revenue.

A1l comparisons of magazine advertising revenue series with
GNP and the Index of Industrial Production {1IP) suggest that magazine
advertising tends to fluctuate procyclically. With the exception of
the 1967/2 - 1969/1 GNP expansion, magazine advertising cyclical
patterns conformed strongly and positively to the two reference series.
Timing analysis indicated that turning points in magazine advertising
cycles, on the average, lTagged turning points in GNP cycles by 0.6
quarters at peaks, 1.8 quarters at troughs, and 1.2 quarters overall.
The tendency for magazine advertising cycles to Tag at GNP cyclical
turns was confirmed by the consistent tendency of turning points in
the diffusion index to lag at peaks and troughs of GNP cycles. On
the average, magazine c¢lasses with the highest long-run advertising
growth rates also tended to lag by the largest number of quarters at
GNP cycle turning points.

Since, on the average, advertising revenue cycle turning points
tend to lag at GNP troughs and to lag less at GNP peaks, the average
contraction in magazine advertising cycles tends to be longer, and the
average expansion sharter, than corresponding phases of the reference
cycles. The duration of each magazine advertising cyclical contraction,
on the average, exceeded that of all three corresponding IIP cyclical
contractions and two out of the three GNP cyclical contractions; and

the duration of each magazine advertising cyclical expansion, on the
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average, was shorter than all corresponding cyclical expansions in
both the GNP and the IIP.

The average full-cycle amplitude of magazine advertising cycles
varied considerably across the eight magazine classes. Moreover, on
the average, the amplitude of magazine advertising cycles increased
over each succeeding phase and consistently exceeded the amplitude
of the reference cycles. On a per-quarter basis as well, there was
a general tendency for increasingly sharp cyclical swingslin both the
magazine advertising and the reference series.

A strong statistical relationship appears to exist between
magazine advertising expenditures and a number of broad economic
aggregates. To supplement cyclical turning point and amplitude
comparisons, statistical correlation tests were made for variation
in magazine advertising and GNP, the IIP, corporate profits, department
store sales, and personal consumption expenditures on consumer goods.
Based upon the results of these tests, we concluded that: (1) there
has been a close, stable relationship between advertising and business
conditions indicators during the postwar period; (2) magazine adver-
tising expenditures are highly correlated with broad measures of
business conditions; and {3) fluctuations in magazine advertising
expenditures appear to lag fluctuations in most business conditions
indicators by up to 1 quarter. The final result suggests that adver-
tisers do not instantaneously adjust their expenditures to changes
in marketplace conditions.

To capture the dynamic adjustment process of magazine advertising
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expenditures to changes in sales, a partial-adjustment model
successfully employed in other studies was used. Estimates derived
from application of this model indicated that the adjustwent by
advertising to changes in sales is a distributed lag process. Over
the 1965/2 - 1976/4 period, the estimated mean adjustment lag was 1.7
quarters; the estimated target ratio of magazine advertising-to-sales
was 0.8 percent and showed no tendency to systematically increase or
decrease over the whole period or over the business cycle.

The partial-adjustment model was used to measure the mean target
ratio and timing of the adjustment process for goods advertised in
each magazine class. Results of these estimations revealed wide
variation across classes in the mean advertising-to-sales ratio and
in the characteristics of the adjustment process. These variations
were interpreted as reflecting broad differences in the distribution
of products in their respective advertising bases.

The availability of magazine advertising data for 40 product
categories anabled the comparison of magazine advertising-to-sales
ratios of products differentiated by various qualitative attributes.
These data were used to test several hypotheses about the impact of
those attributes on advertising expenditure Tevels and fluctuations.
The first series of tests focused on differences in the mean adver-
tising-to-sales ratios of “search goods" (whose advertisements transmit
direct, factual information) and "experience goods" (the acs for which seek

only to relate brand to function). The results of those tests indicated
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that the magazine advertising-to-sales ratios of search goods were
higher, on the average, than the advertising-to-sales ratios for
experience goods. Moreover, the ratios were higher than the
average advertising-to-sales ratio for search goods advertised in
all media combined.

We next undertook a comprehensive examination of the relative
jevels of advertising-to-sales ratios of consumer durable and consumer
non-durable goods. The evidence suggested that, on the aQerage. the
advertising-to-sales ratio for durable goods is higher in magazines
than in all media combined. Additional tests based on annual data
revealed that the direction and magnitude of fluctuations in magazine
advertising and consumer durable goods sales were in close conformity.
On the other hand, for consumer non-durable goods, magazine advertising
was not in close conformity with sales over their respective cycles.
These findings were confirmed by graphical and statistical analyses
that employed seasonally adjusted quarterly data.

Using the partial-adjustment model, we estimated the mean adver-
tising-to-sales ratio and characteristics of the adjustment process
of magazine advertising to changes in sales of consumer durable and
non-durable goods sales. Results of those estimations indicated that
fluctuations in magazine advertising are explained more strongly by
fluctuations in consumer durable goods sales than by fluctuations 1in
non-durable goods sales or sales of all consumer goods. The properties

of the adjustment process were again found to differ from magazine

class to magazine class, reflecting broad differences in the proportion

of durable and non-durable goods in their advertising bases.



CHAPTER 11

DEVELOPING A DATA BASE

Selecting a Data Base

The empirical examination of trends and fluctuations in advertising
activity have become increasingly sophisticated in the pogtwar period.
A substantial body of scholarly literature has focused intensively on
the broad economic interactions between advertising and sales, profits,
industrial concentration, and macroeconomic stability. The intensified
interest in the economics of advertising coincides with the substantial
growth of broadcast, print, and outdoor media as powerful marketing
tools. Expansion of mathematical and computer capabilities and manage-
ment information systems has opened new demands for better and more
up-to-date information about advertisina and its effects. To accommodate
these demands, more accurate advertising data collection, storage,

handling, and analysis have been required.

Advertising Data from Government Sources
Empirical studies of the economics of advertising generally have
been hampered by a lack of detailed government data on advertising in
individual media and for narrowly defined products. Most studies have
had to rely on government data found in the Internal Revenue Service

(IRS) Sourcebook of Statistics of Income that show total advertising

15



16

expenditures reported by corporations. These data are useful for
investigations that require an extensive data base at the 4-digit
Si1C-code minor industry level of aggregation. However, six major
characteristics of the IRS data preclude their use in some types
of economic studies:

(1) The release date of IRS data lags by several years because
of delays in data processing. Although the IRS publishes advertising
data starting with 1945, data for a current year are generally delayed
up to three years.

(2) Since the IRS data include only reported advertising expendi-
tures by corporations, they tend to understate total business expenditures
for advertising by the amounts spent by unincorporated businesses.]

{3) Because the IRS's data are constructed from consolidated tax
returns, large errors may result from the computation of industry
aggregates. In some years, large corporations may benefit by filing
consolidated tax returns that include all subsidiaries; in other years,
tax liabilities may be reduced if the subsidiaries file separate tax
returns.

(4) Each corporation designates its own industry classification,
making 1t possible for a firm that produces an unchanged product mix

to switch from one industry classification to another.

1 Shortcomings of IRS data are discussed fn Charles Y. Yang, "Input-
Output Concept is Basis for Improved Estimates of Advertising Expen-
ditures in the U.S.," Advertising Age, 29 March 1965, pp. 82-85. Also
see Jules Backman, Advertising and gom etition (New York: New York
University Press, 1 s PP. -
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(5) The IRS periodically changes its classification systems and
allowable accounting practices.

(6) Corporations are not required to report their advertising
expenditures on either a2 monthly or quarterly basfs., Most large corpo-
rations file their tax reports on a calendar-year basis.

Because of these shortcomings in the [RS data, Henry Grabowski
examined a number of alternative data sources for his stuqy of the
effects of advertising on the interindustry distribution of demand.2
First, traditional firm income statement data as reported in Securities
and Exchange Commission Form 10K and in Moody's were considered. Grabowski
found that a majority of firms do not explicitly report advertising expen-
dityres but, instead, aggregate them into more general administrative and
selling cost categories. In addition, where advertising data were
reported, they invariably were on a total firm basis, rather than by
industry or product categories. This leads to a compositional error of

the same kind that underlies the IRS data.

Advertising Data from the
Publishers' Information Bureau (PIB)}

In the last 30 years, the private sector has made great strides in
meeting the growing needs for advertising data. Several private data
gathering and disseminating services have developed to monitor advertising

volume and distribution in the various media. Syndicated services gained

Henry G. Grabowski, "The Effects of Advertising on the Interindustry
Distribution of Demand," NBER Explorations in Economic Research
3 (Winter 1976): 71,




18

widespread acceptance in the 1960's when computer technology greatly
expanded their capabilities to collect, process, and analyze data. Using
different techniques, syndicated services offer data on a vast number of
brands, products, industries, and media. These data permit the advertising
industry to monitor individual advertisers, and to monitor its own perfor-
mance, the state of competition, composition of demand, and growth patterns
on annual, quarterly, and monthly bases. )

In the absence of detailed government data on advertising in indivi-
dual magazines, the Publishers' Information Bureau publishes reliable
information about the magazine industry for use by subscribers to its
syndicated service. The PIB serves as the unofficial magazine industry
library and recordkeeper and its data are widely recognized as the
magazine industry's most reliable compilations of advertising volume
figures. These roles were earned in part through default and in part as
an outgrowth of the PIB's technical competence and its developing reputation
for unbiased data collection and presentation.

The PIB has published magazine revenue data since 1929, and, since
1945, PIB has used Leading National Advertisers, Inc. (LNA) to compile

the data. In {ts Magazine Class Totals, the PIB presents figures for

total paid advertising revenue and pages on a monthly and cumulative basis,
together with comparative previous year totals and percentage of difference.
Total paid advertising revenue consists of three components: (1) full-run;
(2) less than full-run; and (3) affilfated advertising. Full-run, or
national advertising, represents advertising carried in the entire circu-

lation., Included in this arrangement is split-run, or copy change
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advertising, in which an advertiser uses total circulation, spiitting

on either a numerical or geographical basis. Less than full-run circu-
lation, or partial circulation, has four components: (a) regfonal and
test market advertising; (b) demographic editions; (c) national adver-
tising in which an advertiser purchases only a percentage of total
circulation, but on a national circulation basis; ard (4) exclusive
newsstand or exclusive subscription circulation. Affiliated advertising
represents advertising for a product, service, or pub]icaéion of any
corporate division which is in the same parent organization as the PIB
publication.

The advertising revenue total for each magazine 1s derived from the
summation of the advertising records contained in the product sections of
the PIB's report. Data in the product sections are broken down into
seven major classifications: (1) foods and beverages; {2) transportation
and agriculture; (3) drugs and toiletries; (4) home and building; (5)
apparel; (6) business and finance; and (7) general retail. These major
¢lassifications are further subdivided into about 325 more narrowily
defined product classifications that correspond fairly closely with
personal consumption expenditure classifications in the National Income
and Product Accounts for the U.S. Department of Commerce.

The PIB publishes advertising revenue figures by product, brand, and
company on a monthly basis for each magazine it audits. Individual maga-
zines are not obliged to provide LNA or PIB with detailed data on advertising

in particular issues and editions. In their place, they voluntarily provide
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LNA with a master dummy copy of the immediately forthcoming issue or
edition of the magazine from which LNA audits and analyzes the compo-
sition of advertising. This procedure assures uniform standards and
curtails opportunities for inclusion of false or misleading information
into the published data. LNA charges fees to each publisher for auditing
its magazine and for including the audited data in the magazine reports
for the PIB. Publishers benefit from the service by obtaining inclusion
and visibility in the PIB data tabulations, widely used ag a magazine
industry reference book. Visibility in the PIB's data tabulations allows
magazines' advertising profile to be compared with competitive magazines
vying for the advertising dollar. Fur advertisers, the PIB's tabulations
reveal the advertising policies of competing companies and brands.
Despite these apparent benefits of inclusion in the PIB's data
tabulations, only a small proporticn of consumer magazines -- most of
which have a relatively large circulation -- choose to pay LNA to audit
their advertising base. According to the Magazine Publishers' Association,
at least 6,000 different magazine and periodical titles were published
each quarter between 1965/1 and 19?6/4.3 The PIB's coverage, however,
spread over only 120 different titles (an average of 93 titles per
guarter) during that period, or about 2 percent cf all magazines and
periodical titles. Of these titles, only 63 were included in the LNA
audit in every quarter between 1965/1 and 1976/4; the remaining 57 titles

3 The Magazine Publishers' Association (MPA) is the trade association of
the magazine publishing industry. The MPA conducts a 1imited amount of
research into magazine industry problems and performance and disseminates
formal and informal information to its members.
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either ceased publication, voluntarily dropped out of the audit,
published for the first time after 1965/1, or merged with other publi-
cations.

In spite of the small absclute number of magazines audited, almost
all of the major consumer magazines that contain national advertising
have gained inclusion in the PI8's totals. As Table 1 shows, the PIB's
data accounted for about 90 percent of the advertising expenditures
reported in the more comprehensive summary series deve1opéd by McCann-

Erickson, Inc. and published periodically in Advertising Age and in the

Survey of Current Business.4 The major difference between the two data

series is McCann-Erickson's broader coverage of farm, airline, and
specialized magazines aimed at narrowly defined audiences.

The PIB's data have been criticized not only for their incompieteness
but for the procedure used to calculate each magazine's advertising
revenue. Advertising revenue figures are based on rate cards published
periodically by each magazine publisher. The current one-time gross
rate for a black-and-white or four-color page (whichever applies) is
multiplied by the number of advertising pages in the issue to determine
the magazine's advertising revenue. Critics of this simple multiplicative
procedure argue that it biases reported revenue figures upward (i.e.,

actual billing charges are somewhat lower than charges reported by the

4 Advertising Age publishes data developed by Robert Coen of McCann-
Erickson, Inc. %hese data are published in varying degrees of detail
throughout the year. Data in Table 1 were taken from Robert J. Coen,
"Estimated Annual U.S. Advertising Expenditures: 1935-1976," Advertisin
Age, 18 July 1977, pp. 30-31. McCann-Erickson's data are analyzed In

avid M. Blank, "Cyclical Behavior of National Advertising,” Journal of
Business 35 (January 1962): 17-18.



TABLE 1

COMPARING PIB AND McCANN-ERICKSON MAGAZINE
ADVERTISING REVENUE COVERAGE
{in millions of dollars)

PIB as a Percent of

Year PIB McCann-Erickson McCann-Erickson
1965 $1,046 $1,161 . 90.1%
1966 1,134 1,254 90.4
1967 1,126 1,245 90.4
1968 1,157 1,283 90.2
1969 1,215 1,344 90.4
1970 1,164 1,292 90.1
1971 1,243 1,370 90.7
1972 1,309 1,440 90.9
1973 1,323 1,448 91.4
1974 1,371 1,504 91.1
1975 1,335 1,465 91.1
1976 1,625 1,789 90.8

SOURCES: Advertising Age; Publishers' Information Bureau.

22
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PIB) by fatling to account for discounts offered to advertisers.
Furthermore, revenues based on rate cards vary in their overstatement,
depending on the different discount structures offered by magazine
publishers and the special price arrangements negotiated by particular
advertisers.

To understand the rationale for the PIB's deciston to base revenue
data on undiscounted published rate cards, we must first understand the
process by which magazine space is ordered. The purchase of magazine
space usually entails two steps: (1) a space order contract followed
by (2) an insertion order. A space contract is an agreement on the rates
to be paid for whatever space is used in the coming year. It is merely
an agreement and is not a commitment for any amount of space (unless it
is noncancellable). Whenever the advertiser is ready to order space,
he needs an insertion order for the space desired. An insertion order
for a black-and-white advertisement in a monthly magazine must be placed
about 30 days before its publication date; for a four-color advertisement,
about 50 days are required.

A publisher might provide a frequency discount to reward companies
that advertise more often during a 12 month period. Thus, an advertiser
that purchases space 13 times in a particular weekly might get a § percent
discount; 26 times, a 10 percent discount; 39 times, a 12 percent discount;
and 52 times, a 16 percent discount. As an alternative to a frequency
discount based on the total number of times space is used, a publisher

might allow a discount based on the total number of pages placed in a
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year, or a bulk discount. Thus, 13 pages might earn a 5 percent
discount, 26 pages a 7 percent discount; and so on.

An advertiser's rate is finally computed at the end of the year,
based upon what he actually ran, regardless of the rate at which he
was billed during the year. Otto Kleppner cites the following example:

Suppose the advertiser starts off believing he will run
twelve times during the year ... and enters a space contract
accordingly. ... However, he decides to skip the last two
insertions that he had previously planned, and runs only ten
times. Therefore, he did not earn the higher frequency rate.

The rate he earned was the next best rate. The difference

between what's paid (e.g., $8,500) and what he should have

paid (e.g., $9,500) is the short rate ($1,000). If an adver-

tiser earns a better rate than the one to which he originally
agreed, per the space contract he signed, he gets a cash rebate.

5
Precisely because discounts are so fluid, the PIB has elected to
compute advertising revenue volume without regard to discounts. To do
otherwise would force nearly continuous adjustment and revision of
advertising volume figures as the rates paid by each advertiser adjust
with each threshold in the discount structure of each magazine. Develop-
ment of a current, up-to-date, reliable time series for each magazine
and for each advertiser would simply be intractable. In order to turn
out such a series, the PIB was forced to use one-time gross rates even
at the risk of bfasing reported figures upward. Despite this bias,
however, the PIB's data compilations may be used in cross-sectional and

time-series studies that require reliable and consistent data on adver-

tising in indfvidual magazines.

5 Otto Kleppner, Advertising Procedure (Englewood Cliffs, N.J.: Prentice-
Hall, 1973}, p. 228,
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Grouping Magazines into Differentiated Classes

In general, economists have not studied the economics of advertising
in individual media. The paucity of reliable and accessible disaggre-
gated advertising data, by medium, for narrowly defined products has
forced economists to use aggregative IRS data presented in the Sourcebook

of Statistics of Income. In the context of the government's aggregate

(total) advertising expenditures figures, every dollar spgnt on advertising
is equally weighted, regardless of the medium in which it was spent.
Measured in this way, the aggregate of total advertising expenditures
may be viewed as the summation of expenditures by advertisers to various
media for a homogeneous productive input.

From the standpoint of an advertiser, however, the various media do
not provide a homogenecus service. Advertisements in the various medifa
differ in price, provide information about different product attributes,
and differ in their sales-inducement efficiency. Thus, in many ways an
advertiser's choice of media mix is outside his control, depending as it
does on characteristics of the advertised product, buyer population, and
the technology of the media (factors that are also beyond the media's
control).5 The media mix differences among consumer goods advertisers
are obvious even to the most casual observer.

An advertiser must allocate his advertising budget not only among

competing media, but also among competing advertising outlets, or vehicles,

6 This point is discussed in greater detail in Michael J. Porter,
"Interbrand Choice, Media Mix and Market Performance,” American Economic
Association Proceedings, May 1976, p. 400.




26

within each medium. According to Leo Bogart, "varfations among vehicles
within one medium are far, far greater than the differences between
media."’ Tremendous regional, seasonal, and other kinds of variation
occur in the audiences and advertisers of many vehicles within a medium
which are not always reflected in their rate structures. These variations
play a vital role in deciding whether a particular vehicle is right for
a particular product in terms of the marketing characteristics of the
people 1t reaches or its psychological suitability as a férm of persuasion.
(Such considerations, in part, motivated the attempt of the present study
to examine the intra-medfum fluctuations in magazine advertising revenue.)

In an unpublished paper, Glen Beeson and Reuben E. Slesinger suggest
that the market definitions for magazines include only relevant sales of
advertising space by magazines whose readership and audience exposure are
reasonable substitutes in the same price/quality r'ange.8 Although
potential sellers influence the supply curves of advertising space in
individual magazines, and thus the market supply curve, the latter is
comprised only of supply curves of magazines already in the market at a
particular moment.

Analysis of market demand, on the other hand, helps us to indicate
the selection of sellers of advertising space {i.e., the individual

magazines) for inclusion in the market. Beeson and Slesinger state the

7 Leo Bogart, Strategy in Advertising (New York: Harcourt, Brace &
World, 1967), p. 262

8 Glen Beeson and Reuben E. Slesinger, "Suggested Guidelines for Defining
the Relevant Market in Antitrust Administration,” unpublished mimec, p. 9.
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following:
The suggested guidelines offer a2 product dimension or line of
commerce definition of the relevant market as products/services
which are reasonable substitutes in the same price/quality range
for a given use. Since products/services compete for a given use,
the demand schedule of buyers is based on the need of buyers to
satisfy the requirements of that use. When buyers view products
as ready and reasonable substitutes to fulfill the requirements of
that use, these products belong in the same market. ... Thus,
suggested guidelines offer a concept of the market similar to the
commonly accepted market of economic literature: a group of
sellers offering a group of products which gre close substitutes
for each other to a common group of buyers. .
Within the context of demand for advertising space, it is also
plain that the advertising strateqy and tactics of competitors influence
or even dominate the advertising plans of particular companies or brands.
In a careful empirical study, Darral G. Clarke showed that "advertising
influences not only the sales of the advertised brand but also the sales
of other brands.“10 Moreover, even if the volume of advertising messages
purchased by a firm is independent of the number nf messages purchased by
other firms, the influence or domination of competitors can directly
determine the firm's level of spending and media choice, or it can influence
its choice of vehicles within a medium. In addition, Brown, et, al. show
that information on competitors' advertising expenditures may be used
by an individual company "to determine the seasonal patterns of competitive
advertising. ... It brings into bold perspective the question of whether,

and, if so, to what extent one's own firm should follow seasonal expenditure

% Ibid., p. 13.

10 parral 6. Clarke, “Sales-Advertising Cross-Elasticities and Advertising
Competition,” Journal of Marketing Research 10 (August 1973): 260.
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patterns."“

For purposes of the present study, the availabflity of the PIB's data
enabled the reclassification of magazines into eight classes, each comprised
of magazines that sell advertising space to a common set of advertisers.

The magazines in each class are close substitutes for each other in terms of
the information they convey in advertisements and in their efficiency in
placing messages before potential audiences. Two different considerations
suggested themselves as criteria for determining the composition of the
magazine classes: (1)} similarity of readership; and (2} similarity of
editorial content. These alternative classification criteria could be
expected to produce similar, thouch somewhat different, classifications

of magazines.

Simitarity of Readership as the
Criterion for Grouping Magazines

The desire of manufacturers to carefully match the characteristics of
buyers in their product markets with the audiences of magazine advertising
messages has led to the development of syndicated research and data services.
Once product manufacturers secure complete profiles of the markets they wish
to reach, they turn to advertising vehicles' audience profiles to direct
their advertising dollars toward the best prospects for their products.

The syndicated services offer data on a variety of media, vehicles, and
products, usually based on a single set of interviews. These inter-media
and intra-media services provide what to a layman could easily appear to be

essentially the same information, although the services use substantially

11 Lyndon O. Brown et al., Advertising Media: Creative Planning in Media
Selection (Mew York: Ronald Press, 1957), pp. 290-291.
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different methods.

Many syndicated services have supplemented traditional audience
measurements (e.g., circulation) with a broader concept of "readership"
in order to more fully capture the extent to which magazine copy is recelived
and/or perceived. However, beyond the statistics on circulation, there is
no way to more directly audit the readers of a magazine. Thus, syndicated
services use personal interviews to collect information on the audiences
and potential audiences of magazines. Given the Tack of d;tai1ed audited
audience measures, the syndicated services provide useful adjuncts to
circulation profiles required by advertisers choosing vehicles to carry
their messages.

nfortunately, the data provided by the syndicated services are far too
imperfect to assume 3 dominant role in the media planning process. According
to William S. Blair, "what the syndicated services offer to thefr clients is
an inaccurate measure of a meaningless varfable performed with considerable
frequency at vast expense....l think it is fair to say that the syndicated
services and the numbers they have produced have not been of great value to

the magazine industry as a who]e.“12

Many advertising industry professionals
add the following criticisms of the syndicated services: (1) The syndfcated
services have not had much effect on the amount of advertising going into
magazines as a medium. They have neither helped nor have they hindered in
the competitive struggle with television and newspapers. (2} They have

not substantially affected the fortunes of any of the major magazines.

12 William S. Blair, "The Case Against Magazine Audience Measures,"
Journal of Advertising Research 14 (April 1974): 8-10.
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(3) They probably have had minor positive effects for small magazines by
the mere fact of inclusion. and (4) Their cross-section samples are exceed-
ingly inefficient ways of finding cut what 1s happening in small segments
of the total population.13 Furthermore, Blair argues the following:

Syndicated services set out to measure the total audience of

a magazine -- that is to say, the number of people who are

ever exposed to a particular issue. And exposure means looking

inside the cover....Now the first thing to understand is that this

is an enormously difficult situation to measure. This difficulty

arises precisely because even the most casual reader is included.

No matter how ingenious the technique and no matter how patient the

interviewer, we must rely on the respondent's memory. We are

asking the respondent to remember a transitory, non-salient event

that may have taken place many weeks ago...for a great many 14

magazines....The chances are good that the answers will be inaccurate.

Even when two or more syndicated services use what appear to be
identical research methods, their findings lack comparability because of
their differing field forces, sampling procedures, and interview instructions.
Needless to say, if they use different questioning techniques and timing,
the vartations in their results are apt to be even larger. Unexplained
differences in media audiences often appear from one survey period to the
next, even in the reports of the same research organization. In a widely

publicized article in Advertising Age in 1965, estimates of adult audiences

of a number of magazines were presented based on personal-interview-type

13 These criticisms were cited by a number of advertising agency account
executives and media analysts interviewed by the present author during the
Summer and Autumm of 1978.

14 Blair, “Against Magazine Audience Measures," p.%.

15 This problem is discussed in Lawrence Friedman, "Constructing a Medfa
Simulation Model," Journal of Advertising Research 10 (August 1970):
33-34,
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studies conducted by three different organizations.16 For four publi-
cations, ail three estimates were quite close; for the rest of the magazines
{seven magazines), however, the highest estimates were from almost 20 per-
cent to more than 40 percent greater than the lowest estimates. And there
were comparable differences for several magazines measured by only two of
the organizations. As Leo Bogart stated, “These variations can look
frightening to anyone who assumes that the estimates provtded by the surveys
represent reality. When we recognize not only that these estimates are
approximations subject to human error, but also that at best they mirror
phenomena which are constantly changing, we mu:t be far less willing to

take the term 'audience' at its literal meaning.“17

Similarity of Editorial Content as the
Criterion for Grouping Magazines

Because syndicated services rely upon interviews that do not provide
unequivocal audience composition reports, aiternative criteria must be
found for relating product market and advertising market activities. For
an advertiser, the media are simply means of communicating with the prospec-
tive purchasers of their product. The media's value to the advertiser does
not depend directly on the total number of people exposed to the message,

but rather on the total number of good prospects among them for the product

advertised. The media themselves determine in large measure the size and

the character of the audience exposed to advertising; that is to say, how

16 The three organizations that participated in the study were Politz, Inc.;
W. R. Simmons, Inc.; and SRDS-Data, Inc. See "Studies Yield Contrasting Data
for Magazines," Advertising Age, 16 August 1965, pp. 131-133.

17" Bogart, Strategy in Advertising, p. 229.
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many and what type of people have an opportunity to see the advertising
and, to a considerable extent, how often they are exposed to it. The
media provide an environment that is favorable, unfavorable, or neutral
for advertising copy and the products featured; in interaction with copy
and audience, they determine the overall impact of an advertising campaign --
the information communicated, the attitudes formed or changed, or the action
taken as a result of advertising.13 N

Within the magazine madium, as was shown earlier, there are also major
differences in the vehiclies carrying advertisers' messages. Some of these
differences include: (1) total number of pages per issue; (2) price paid
per copy; (3) frequency of publication; (4) editorial quality -- the ratio
of editorial pages to total pages; (5) amount and composition of advertising
and the space devoted to it; (6) availability of geographic and demographic
editions; and (7) editorial appeal or content -- choice of subject matter for
articles. These differences influence the size and make up of the audience
of the various magazines. By so deing, they also determine the composition
and distribution of advertising among the various magazines.

Even though individual magazines are not fungible from the advertisers'
standpoint, different magazines could be fairly close substitutes for the
purpose of conveying messages to target audiences of prospective buyers.

[deally, audience profiles 1ike those sought by the syndicated services

could be used to distinguish magazines whose audience characteristics are

18 Harry Deane Wolfe et al., Evaluating Media, Studies in Business Policy,
no. 121 (New York: The Conference Board, 1366), pp. 36-37.
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most similar. For purposes of the present study, however, such data
were both unavailable and unacceptable {for the reasons explained
earlier). Thus, we were forced to use an alternative means of organizing
or grouping magazines with relatively simiTar audience characteristics
into defined markets composed of competitive rivals.

The investigative approach chosen for this study categorizes magazines
into eight classes with similar editorial content.1? These classes are:
(1) automotive; {2) business; (3) general editorial; (4) home; (5) men's;
(6) news; (7) sports; and (8) women's. The editorial content of the
magazines that comprise each class is sufficiently narrow and weli-defined
to attract a unique mix of advertisers whose seasonal and cyclical patterns
are distinct. The classes are also broad enough to allow for placement of
almost all magazines covered by the PIB's data.20 The magazines that
comprise a particular class are assumed to be competitive rivals, with
roughly similar audience characteristics and thus roughly the same product
advertising mix. Classification of magazines by editorial content provides
two benefits over more aggregative approaches to media studies: (1} it
allows for isolation of magazines whose revenue fluctuations should be
most alike over the business cycle; and (2) it allows for isolation of
magazines whose revenue is determined by roughly the same set of economic

conditions. Such grouping of magazines into fairly homogeneous classes can

19 This approach was suggested in 1975 by David M. Blank, Vice-President,
Economics and Research, CBS Inc., while the present author was employed by
CBS.

20 Some fraternity and travel magazines covered by the PIB were not used
in this study because their distinctive editorial approaches precluded their
placement in any of the eight magazine classes developed for this study.
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lead to sharper statistical analyses and to an increase in the explanation
of the variance in advertising revenue of individual classes realtive to

that for the universe of magazines.z.I

The names of the classes designed for this study, and the magazine
titles included in them, match corresponding names and titles used by

Standard Rate and Data Service, Inc. (SRDS) in their Consumer Magazine

and Farm Publication Rates and Data, a prominent magazine industry

compendium of circulation, cost, and other data for hundreds of magazines.22

SRDS categorizes magazines into 51 classes according to their editorial
content. These classes were originally designed by SRDS to form a uniform
1listing format. Oesignation by SRDS to one of the 51 classes is predicated
on the publishers' own editorial statements, which describe their magazines'
editorial approach. For purposes of this study, we maintained SRDS's
designations to classes, but we merged these classes into 8 broader ones.
By merging classes, we reduced the possibility of incorrectly assigning a
magazine to a narrowly defined market area and we reduced the scope of

the study to more manageable proportions. Where assignments to particular
classes required further confirmation, the editorial descriptions found in

The Standard Periodical Directory pubiished by Oxbridge Communications, Inc.

provided sypplementary details necessary to verify those assignments.23

The magazines that comprise a particular class do more than simply carry

21 The statistical implications of grouping data are discussed in Edwin J.
Elton and Martin J. Gruber, "Improved Forecasting Through the Design of

Homogeneous Groups," Journal of Business 44 (October 1971): 432. Also see
Frank M. Bass, "Profit and the A/S Ratio," Journal of Advertising Research
14 (December 1974): 9.

22 pbiished monthly.

23 This study uses editorial descriptions found in the S5th edition, 1977.
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messages; they supply an environment that may help or hinder the effective-
ness of the advertiser's message or affect the probability that it will be
seen. It has long been understood that a product can borrow prestige from
the magazine in which it advertises, and much advertising is based on this
understanding. Certain types of editorial focus (defined as the percentage
of space devoted to subjects pertaining to advertisers' products) can
attract into the audience people who consult the publicatiPQ for expert
advice about a product before shopping for it. Similarly, other magazines
that highlight such subjects may provide a background that fosters buying
interest among readers who might otherwise have little purchase interest.
Furthermore, a high level of usage of a magazine, or magazine class, by
several competitive brands could establish the magazine, or magazine class,
in the minds of prospective purchasers as a place to Took for the Tatest
information about the product. If this is so, advertisers might want to
maintain representation in a particular magazine, or class of magazines, to
avoid any pre-emptive 1oss among current shoppers.

One recognizes intuitively that certain magazines and magazfne ciasses
are not suitable for advertising certain types of products. A seller of
religious articles, for example, would not consider including Playboy in its
media schedule even if that publicatfon had a high percentage of faithful
churchgoers among its readers.24 1In addition, just as some types of
television programs leave viewers more prone to distraction, so certain

types of magazines require less intensive reading. Text magazines are

26 Advertising strategies of 25 firms are discussed in Wolfe et al.,
Evaluating Medtia, pp. 85-100.
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read longer and kept around longer than picture books. Monthlies are

kept around longer than weeklies. A person may approach a bridal magazine
in one frame of mind and a news magazine 1in another. These differences
can affect the response to advertising in the various magazine classes,
even when the advertisements in the different magazines have the same copy.

From the standpoint of advertisers, the great diversity of magazines

allows them to "fish where the fish are." Advertisers choosg certain
magazines to maximize the purchase or repeat-purchase probability of their
brand. Recognizing that those whose tastaes are best served by a given
product or brand are most disposed to perceptioﬁ of its advertisements,
ads are dispersed so that the message will be seen by those most likely

to purchase or repeat-purchase the product or brand. An esoteric, high

priced soup, for example, gets advertised in The New Yorker, while Campbell's

soup displays its products in Good Housekeeping.25 And, if the product is

sold to a smail proportion of households, it may be less efficient to
utilize magazines that reach a broad range of households than to use more
specialized magazines that cost more per message but are subject to less
audience leakage. In light of these considerations, the product distribution
of advertising could be expected te differ from magazine class to magazine
class.

Table 2 presents the percentage distribution of advertising, by product,
in each of the eight magazine classes in 1976. The data in the table clearly

show differences in the relative proportion of advertising in each class

25 This example was presented by Phillip Nelson fn his excellent economic
analysis of media utility to advertisers and their audiences. See Phillip
Nelson, "Advertising as Information," Journal of Political Economy 82

(July/August 1974): 734.




TABLE 2
PERCENT DISTRUBUTION OF ADVERTISING REVEHUES IN E1GHT MAGAZIME

|

CLASSLS, BY PRODUCT CLASSIFICATION (1976)

General

Product Classifications Automolive Business Editorfal Howe Men's News Sparts  Women's
Apparel, Footwear, and Accessories 0.7% 0.3z 1.4% 0.9 5.9 2.3 i.n 11.42
Consumer Services 10.0 27.2 5.9 2.9 1.6 6.0 4.9 2.
Office Equipment, Stationery, and Writing

Supplies 0.0 11.4 1.t 0.1 0.5 3.2 0.3 0.
Publishing and Media 3.9 2.9 11.5 2.7 4.2 4.5 2.9 2.
Industrial Materials 0.1 1R.3 1.1 1.0 0.0 3.6 0.1 0.
Toiletries and Toilet Goods 0.7 0.1 6.1 2.0 5.8 1.6 1.7 21.6
Smuking Materials 11.0 1.5 B.2 6.0 21.1 16.0 8.3 7.7
fntertainment and Amustment 1.4 1.1 1.8 0.9 4.1 4.8 1.6 2.2
Sporting Goods and Toys 3.0 0.2 0.8 0.7 0.9 1.0 28.2 1.1
Miscellaneous General 4.1 2.8 10.8 J.0 1.6 6.3 5.6 2.9
Retail and/or Direct by Mail 6.7 0.3 ) 11.5 6.5 0.9 4.9 6.2
Household Furnishings 0.4 0.) 1.9 13.6 0.2 0.5 0.2 4.9
Household Equipment and Supplies 2.3 0.5 2.0 7.2 0.0 0.9 0.4 s
Building Materfials, Equipment, and fixtures 4.8 3.5 1.1 6.6 0.1 0.0 0.6 0.6
Foad and Food Products 0.0 0.1 4.9 16.0 0.5 0.6 0.3 17.4°
Beer, Wine, and Liquor 2.2 41 4.4 5.0 21.3 13.2 6.4 2.2
Automotive, Automotive Accessories and

Equipment 8.8 1.5 7.1 3.2 8.6 15.6 12.2 0.5
Travel, Hotels, and Resorts 0.1 3.8 1.6 7.5 2.5 5.8 8.9 1.3
Other g8 14.3 15.9 8.2 4.6 13.2 5.4 10.9

100, 0% 100,01 100,01 100.0%  100.0Y 100.0% on.

TOTAL 100, 0%

SOURCE: Publishers' Information Bureau.
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accounted for by the 18 product classifications listed. The relative
concentration of advertising among the most important products to the
advertising base of the respective magazine classes also varies distinc-
tively. In the automotive magazine class, the four products that comprised
the largest share of the advertising base accounted for 66.5 percent of
total advertising volume. For five other magazine classes, more than half
of the advertising volume was concentrated in their four [eading product
classifications: business (64.4 percent); women's (58.1 percent); sports
(57.6 percent); men's (56.9 percent); and news (51.1 percent). Home
magazines (48.6 percent) and general editorial magazines (38.9 percent)
were the only magazine classes with less than half of their respective
advertising concentrated in four product classifications. The key products
advertised in each class reflect a close association between editorial
content of the magazines and the product distribution of their respective
advertising base. With the exception of women's magazines -- which appeal
to a broad and diverse audience of women -« the concentration of advertising
tended to be greater in the more specialized magazine classes than in
magazine classes with more general appeal. This finding is consistent with
two propositions stated earlier: {1) that advertisers of specialty and
seasonal ftems prefer specialized media 1n order to avoid message leakage;
and (2) that magazines with broad, general audiences could be expected to
have a broad range of products in their advertising base.

The data fn Table 3 show the distribution of advertising, by magazine

class, for 18 product classifications. Even a cursory inspection of the



TABIE )

PERCENT DISTRUBLTION OF MAGAZINE ADVERTISING EXPENDITURES FOR
SELECTED PRODUCTS, BY MAGAZIME CLASS (1976)

General

Product Classifications Automotive Busimess  Editorial Home Hen's Hews Sports Women's Total
Apparel, Footwear, and Accessories 0.53 0.5% 6_67 1.6% §.33 12.% 1.7% 65.0% 100.02
Consumer Services 5.7 35.1 19.3 1.3 1.0 23.5 3.8 8.4 100.0
Office tquipment, Stationery, and Mriting

Supplies 0.0 459 10.7 0.5 1.0 9.2 0.6 2.1 100.0
Publishing and Media 2.8 a.7 47.2 1) 1.3 21.8 2.8 13.3 100.0
Industrial Materials a.1 52.0 B.3 2.7 0.0 30.8 0.2 5.9 100.0
Toiletries and Toflet Goods 0.3 0.1 16.4 2.1 KN | 5.2 1.1 n.s 100.0
Smoking Materials 4.0 1.3 17.4 4.8 8.7 9.9 4.1 20.0 100.0
Entertainment and Amusement b7 2.9 26.5 2.4 5.6 39.7 2.6 18.7 100.0
Sporting Goods and Toys 4.8 0.9 7.2 2.4 1.6 10.5 60.1 12.6 100.0
Miscel laneous General 2.7 4.1 11.0 4.3 1.2 28.1 5.0 13.7 100.0
Retail and/or Direct by Mail 4.7 0.4 3.5 173 5.1 4.0 4.6 30.4 100.0
Household Furnishings 0.4 0.4 13.8 37 0.3 4.2 0.4 435 100.0
Household Equipment and Supplies 3.8 1.8 18.7 25.2 0.0 9.8 0.9 39.7 100.0
Building Materials, Equipment, and Fixtures 10.0 16.0 12.9 29.6 0.3 20.7 1.6 9.0 100.0
Food and Food Products ¢.0 0.2 14.6 18.2 0.3 2.3 0.2 64.3 100.0
Beer. Wine, and Liquor 1.2 5.0 13.6 5.9 12.9 48.5 4.6 8.4 100.0
Automotive, Automotive Accessories and

Equipment 16.2 7.1 17.1 2.9 4.0 44.5 6.8 1.4 100.0
Travel, Hotels, and Resorts n.1 7.8 19,1 14.9 2.6 3.3 10.9 8.3 100.0

SOURCE: Publishers' [nformation Bureau.
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table reveals that the relative proportion of advertising in each magazine
class varies from product classification to product classification. At
least 30 percent of the advertising volume for each product classification
was concentrated in a single magazine class; at least 50 percent was
concentrated in two magazine classes (for five product classifications
this proportion exceeded 80 percent). Viewed alternatively, no magazine
class earned a substantial portion of the total magazine gdvertis1ng of
more than a few products. Only general editorial, news, and women's
magazines {all of which have broad, general audiences) earned at least

10 percent of the total magazine advertising of 10 or more product
classifications. In short, not only has the product distribution of
advertising been shown to vary from magazine class to magazine class, the
magazine class distribution of advertising has been shown to vary from
product classification to product classification.

In 1ight of these findings, we tested to determine whether the product
distribution of advertising in each class significantly affects its overal}
advertising volume. By means of two-factor analysis of variance, we tested
the null hypothesis that the product distribution of advertising has no
effect on advertising volume across magazine classes. The results of that
test led to rejection of the null hypothesis at the 5 percent level of
significance. That is to say, the probability that the product distribution
of advertising among magazine classes resulted from random chance was less
than 5 percent. This finding supports the basic behavioral assumption of
the present study, that the volume of advertising in classes of magazines
distinguished by editorial content depends on the composition of products

that comprise their respective advertising bases. (See Table 4.)



TABLE 4

Two-Factor Analysis of Variance: Advertising Volume by
Magazine Class and Product Classification

Critical F-Ratio
Year Degrees of Freedom Mean Square Variance F-Ratio (5%)

Between Between " “Between Between Between Between Between Between
Total  Rows Columns Unexplained Rows Columns Unexplained Rows Columns Rows Columns

1965 231 28 7 196 71.8 254.9 35.7 2.0* 7.1% 1.6 2.1
1971 231 28 7 196 161.1 615.5 70.0 2.3* 8.8* 1.6 2.1
1976 231 28 7 196 246 .1 833.6 113.6 2.1* 7.3* 1.6 2.1

* Significance at 5 percent.

a
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Some Concerns About the Magazine
Classes Used in this Study

The decision to divide the collection of audited magazines into eight
autonomous classes was made with the awareness that the procedure was not
unblemished. Some pitfalls of the procedure include the following: (1)
individual magazines changed editorial approach during the twelve years
covered by the study; (2) individual magazines may actually fit comfortably
into more than one class; (3) magazines may be incorrectly assigned to a
class; (4) the composition of the classes changed over time; (5) the decision
to group magazines into classes rests on the piausible, but as yet rigorously
untested assumption that editorially similar magazines attract similar
audiences and thus similar product advertising mixes; and (6) the cyclical
and/or seasonal patterns of particular magazines may be severely affected
by the fortunes of but a single, dominant magazine. As will be shown
below, however, none of these problems were found sufficiently important to
preclude a careful analysis of the available PIB data from which broad
conclusions may be drawn about differing patterns of economic fluctuations
within and across magazine classes.

While a handful of magazines have altered their editorial approach

since 1965 (e.g., Sports Illustrated sought recognition as a news magazine

rather than a sports magazine), these alterations did not markedly change the
advertising product mix of these or similar magaz1nes.26 Furthermore, the

carefully worded publishers' editorial statements found in SRDS's Consumer

26 This statement was confirmed by a statistical expert employed by
Leading Nationa) Advertisers, Inc.
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Magazine and Farm Pubiication Rates and Data and the descriptive information

found in The Standard Periodical Directory provide sufficient detail for

a reasoned, though admittedly subjective, determination of the magazine
market class appropriate for a particular magazine. The concept of classes
1s far less questionable when rationalized in the context of accepted and
acknowledged media planning practices that lead to advertisement insertion
in magazines whose audiences are most likely to see and react to them. The
varying composition of magazine classes over time 1s not, itself, a signifi-
cant flaw in a study that purports to examine the economic fortunes of an
industry in defined markets, rather than the fortunes of single firms or
magazines. t is not unreasonable to assume that since demand for adver-
tising space tends to be inelastic in the short run, new entrants (or
withdrawals) generally tend to change the relative revenue shares of
magazines in the class rather than extend {or reduce) the total dollar
volume of the magazines in the market.2’ This is especially true where
entering {or withdrawing) magazines in the market do not hold a dominant
share of the revenue in their class and where synergy is riot important.

A commcn characteristic of each of the eight magazine classes assembled
for this study is the relatively high proportion of advertising revenue
received by a small number of magazines. Table 5 indicates that in 1976
the largest magazine's share of advertising revenue ranged from 13.9 percent
for women's magazines to 53.6 percent for men's magazines; the two largest

magazines' share of advertising ranged from 27.5 percent for women's magazines

Beason and Slesinger, "Relevant Market," p. 11.



PERCENT OF CLASS REVENUE EARNED BY

TABLE S

LEADING MAGAZINES IN SELECTED YEARS

Number of

Magazine Class Magazines 1965 1971 1972 1973 1876
Automotive 1 38.3% 22.1% 20.2% 20.2% 20.6%
2 70 7 42.3 30.4 38.4 41.0

3 9.7 59.3 54.0 52.2 56.3

4 100.0 74.2 £8.2- £6.4 63.9

Business ] 54,7 51.2 47.8 49.8 50.8
2 80.0 75.4 73.3 72.9 70.9

3 87.0 89.1 87.7 86.9 85.6

4 93.2 93.7 a2.7 90.7 90.4

General Edftorial 1 37.8 30.4 32.0 43.9 46.8
. 2 56.1 54.9 59.5 72.3 70.8

3 71.4 71.9 81.1 81.3 79.2

4 79.7 84.0 87.6 87.5 85.1

Home ] 44.9 44.% 48.7 48.1 43.9
2 60.6 62.2 62.9 59.4 58.0

3 74.2 73.7 73.7 70.9 69.4

4 36.5 83.4 82.0 79.6 80.6

Men's 1 43.2 80.2 £8.6 £3.9 53.6
2 72.8 85.6 82.4 76.2 78.3

3 3.0 1.3 89.7 87.4 90.0

4 99.0 96.8 a5.3 92.5 94.5

News 1 47.8 40.1 39.4 38.6 22.3
2 69.7 66.5 65.1 64.0 59.7

3 85.0 86.6 85.9 35.9 79.2

4 99.3 97.9 37.8 97.5 90.2

Sports 1 22.2 19.7 19.7 18.3 16.7
2 43.4 37.7 38.6 36.5 32.2

3 61.7 49,2 49.7 47.6 41,2

4 75.0 £8.8 58.5 57.1 48.4

Women's 1 22.0 15.3 13.8 14.1 13.9
2 36.1 27.3 26.9 27.1 27.5

3 48.6 39.0 39.5 40.0 39.2

4 58.4 49,2 51.6 50.8 50.7

SOURCE: Publisher's Information Bureau.
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TABLE 6

NUMBER OF PIB-MAGAZINE TITLES, BY CLASS,

1965 - 1976
1965 1966 1967 1968 1969 1970
Automotive 4 5 5 7 7 8
Business 7 7 7 7 7 7
General Edftorial 18 18 18 18 - 14 15
Home 7 8 8 8 8 8
Men's 5 4 4 4 4 5
News 9 5 5 5 7 7
Sports 10 10 10 10 12 12
Women' s 20 20 20 20 19 17
TOTAL 76 77 77 79 78 79
1971 1972 1973 1974 1975 1976
Automotive 9 B 8 8 8 8
Business 7 8 g 8 8 8
General Editorial 16 15 16 16 16 15
Home 8 9 9 9 g 8
Men's 5 5 6 6 6 6
News 7 6 5 6 6 7
Sports 12 12 14 14 15 15
Womer.'s 19 19 21 23 22 22
TOTAL 83 82 87 90 90 89

SOURCE: Publisher's Information Bureau.
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to 78.3 percent for men's magazines. These relatively high proportions
reflect the relatively small number of competing magazines in each class,
2s well as the superiority of the dominant magazines in terms of circu-
lation and audience reach, Comparison of Tables 5 and 6 shows that
concentration at the one-magazine, two-magazine, three-magazine, and
four-magazine levels usually exceeds 50 percent and this figure tends to

decline as the number of magazines in a class increases.

The Special Problem Created by the Demise of Life and Look

The general editorial magazine class deserves separate mention, because
its history suggests that the fortunes of a single dominant magazine could
affect the fortunes of Other magazines in its class, and to a lesser extent,
those of magazines in other classes. As a magazine class, general editorial
magazines went through great changes during the 1965-1976 period. The most
significant changes in this magazine class were structural (i.e., important
magazines ceased publication while other magazines either expanded their
revenue base or began to publish for the first time). The most notable
magazines to leave the general editortal class were Look {in October, 1971)
and Life (in December, 1972); important new magazines to join PIB coverage

between 1965 and 1976 included Psychology Today and Smithsonian.

The demise of Look and Life were significant structural "shocks," not

only to the general editorial class of magazines, but to the entire magazine
publishing industry and to other media. These two magazines combined

accounted for over half of the total dollar volume of advertising in the
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general editorial magazine class between 1965 and 19?1.28 Life's
demise was particularly important because that publication, at its
peak, was one of the world's most influential magazines. Moreover,
from the outside looking in, Life's financial position seemed reasonably
secure, even up to its cessation of publication in December, 1972. The
magazine's subscription figures looked healthy. Fewer subscription
arrears were being carried and an increasing number of full-price sub-
scriptions were being sold. Editorial content improved with better use
of photos and copy and an innovative approach to human interest news
reporting.

Nonetheless, Life had several actual problems, some on the revenue
side and some on the cost side. In reporting the collapse of Life after

36 vears of publication, Advertising Age disclosed the following infor-

mation:

In January-October, 1972, Life pages totaled 1,653, up more than
5% from 1,570 in the comparable 1971 period. But while pages

were up slightly, ad rates were down, again creating a standoff.

In contrast, Life's ad pages in 1960 numbered 3,360. In 1959,

Life showed 3,603 pages. For 1954, Life carried 4,196 pages,

down from 4,293 in 1953. Clearly, the advent of television was
creating problems for the national weekly magazines, since editorial
content had to compete, pictorially and in every other way, with
"free" tv fare. The excitement of a dramatic black-and-white still
photo could not outweigh the appea& of the television picture
efther for news or entertainment,

Although Life instituted minimum rate plans and fast close arrange-

ments for advertisers, and while 1972 pace totals were above 1971 levels,

28 Between 1965 and 1971, Life earned, on average, 35.4 percent of

general editorial magazines advertising revenue; Look earned 17.1 percent.

2% pdvertising Age, 11 December 1972, p. 89.
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the demise of the magazine was at least partially due to spiralling
costs which the magazine could not handle. Rising costs of selling and
keeping subscriptions and rapidly increasing postal costs significantly
increased the magazine's overall expenses.

In short, Life, and Look to a lesser extent, were outmoded magaziﬁes
unable to convert to the editorial requirements of a changing print market.
These magazines could not adequately cover the wide range of news subjects
that the news-weeklies could handle and they could not coﬁform to vertical
specialization in magazines. Sensing these inherent weaknesses, many small
advertisers re-routed their media expenditures away from Life and Look.
Thus, the combination of high and rising postal rates, competition from
television, and the growing popularity of special-interest magazines
severely hurt the giant general editorial magazines.

Other general editorial magazines did not experience the severe

setbacks suffered by Life and Look. Most commonly, these magazines relied

Tess heavily on pictorial displays, had a more specialized editorial
approach, had a larger textual basis to their editorial content, or did

not construct deep discount structures to increase their competitive
strength, Cost advantages and more stable readership made these magazines
more than sufficient substitutes for the larger general editorial magazines,
especiaily for some small advertisers with limited advertising budgets.

Yet, the more secure general editorial magazines were not immune to the
economic consequences of the Life-Look demise; some advertisers whose medta
schedules suddenly excluded the giant magazines either switched to cther
general editorial magazines or transferred their advertising dollars into

other media.
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These major structural events make analysis of seasonally adjusted
cyclical behavior of the general editorfal magazine class a formidable
task. Since Life and Look held such a dominant share of advertising --
at least through 1971 -- the cyclical patterns of these two magazines
left a heavy imprint on the cyclical pattern of the whole general editorial

class. Moreover, Life and Look set the tone for the quality and quantity

of advertising attracted to the general editorial class as a whole., In
light of these considerations, Life and Look had to be exéIuded from the
analysis of general editorial magazine cyclicality that follows. Their
exclusion facilitates the discovery and analysis of the underlying trend
and cyclicality of other magazines that comprise the general editorial
class. This exclusion also eliminates a large source of bias in the

seasonal adjustment process.

Adjusting Magazine Class Advertising Revenues for Seasonality

The dynamics of advertising in magazines depend importantly on
advertisers' responses to product market purchase patterns that recur
seasonally. Advertisers recognize that messages repeated at different
intervals of time may reinforce each other with varying degrees of effect,
For products purchased evenly throughout the year, advertisers customarily
assume that if the messages are evenly spread, the likelihood that they
will hit the target audience increases the more often they are repeated at
a time close to the original purchase decision, when their effect is
presumably greatest.

The case of department store promotions during the Christmas season

offers a classic example of advertisers' response to seasonal fluctuations
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in demand. According to Julfan Simon, department stores advertisas more
heavily in busier seasons than in slack ones.30 Contrary to the general
yearly pattern, however, advertising in December 1s less than proportional
to sales relative to other months. This promotional schedule t{s consistent
with the following facts:

(1) Department stores come close enough to peak capacity in December
that the marginal production costs of additional sales increase steeply.

(2) Any given amount of advertising produces more incremental sales
in busier seasons than in slack seasons.

(3} There are diminishing sales returns to advertising scale, but
advertising budgets allocated throughout the year in such a way that marginal
returns will be the same in each period result in higher expenditures in
relatively busier seiling seasons.

(4) The lower marginal production cost of sales in slower selling
seasons raises the optimal promotion Tevel in slow seasons relative to
what they would be if production costs were the same the year round. I[n
their 1943 book on retail advertising, Edwards and Howard added the
following:

One should not waste money in icw-volume months by trying to

force business when people are not inclined to buy. It erroneously

curtails expenditures in months when business would normally be

easy to get if sufficient pubtfcity were used. Nor shoulid one go

to the opposite extremes of squandering money needlessly in high-
volume months and of pinching pennies beyond the point of discretion

kL Juifan L. Simon, Issues in the Economics of Advertising {Urbama, I11:
University of I11inois Press, 1970}, Pp. 82-83.
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in Tow-volume months. Instead, publicity money should be
spent to invite people to the store when they are naturally
inclined to buy. It follows the cours§ of least resistance
by recognizing people's buying habits. 1

Advertisers may choose between relatively fewer, large, dominant
advertisements strategically placed in a magazine (e.g., on the back
cover or in a special issue) and a relatively greater number of small
advertisements at an equivalent cost, which can be dispersed evenly at
one time or clustered in groups succeeding each other at shb;t time
intervals. C(Clustering may provide an immediate advantage by creating
immediate awareness. However, clustering also detracts from continuity
and the chance that any message will reach the maximum number of purchasers
close to the psychologically ripe moment.

The attempt to match product characteristics with potential audiences
of magazines must be made with the complete understanding of seaspnal
patterns in the product markets as well as seasonal patterns in reception
of advertising messages. For purposes of this study, product market sales
seasonality is assumed to be only marginally affected by seasonal advertising
patterns so it contributes to the explanation of seasonality in magazine
advertising. In this regard, Warren Bahr showed that "there is almost a
direct relationship between broad-appeal magazines published in September

and October, which are new car introduction months, and the physical

characteristics /or the appearance of new cars in/ car dealerships

31 Charles Mundy Edwards, Jr. and W. H. Howard, Retail Advertising and
Sales Promotion (New York: Prentice-Hall, 1943), pp. 116-117
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themse]ves."32 Bahr also points out the following:

In an advertising sense, the increasing number of ads designed

for a particular audience creates and sells a better marketplace.

People shop the ads and want to see a vartety of purchase oppor-

tunities in relation to a particular product category or a specific

buying need. However, each calendar season (e.g., Christmas,

Mother's Day) may precipitate an advertising clutter to exploit

an opportunity for brand promotion. In this regard, the audience

characteristics of the different types of magazines become vital

to agxertisers seeking brand promotion to readers receptive to their

ads.

various products appear to be locked into seasonal cycles (i.e.,
consumers associate a given season with a product). Advertisers may
attempt to change prospect tastes and desires by also making consumers
associate a season with information about a product or a feature of a
product. Since advertisement recall is always a matter of peaks and
troughs because of the rapid decay of an exposure's effect, advertisers
often seek to maximize average recall over the year. Quite often, spectal
interest magazines, whose editorial contents are related to an activity
for which there is a definable season but which publish on a year-round
basis, are utilized by advertisers during what Bahr has labelied a "season
of participation" and a "season on anticipation." In the "season of
participation," the audience actively searches for advertising information
about the seasonal products currently in use; in the "season of anticipation,”

the same audience drops ocut of the market for those products, but they

Warren A. Bahr, "Uses of Print Media," in Roger Barton, ed., Handbook
of Advertising Management (New York: McGraw-Hill, 1970), pp. 19-30Q.

33

Ibid.
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collect a stock of information while waiting for the return of the
season during which the products will again be used. The editorial
environments and audience demographics are the same, but the basic
reader attitude goes through a wide cycle, from participatory at one
time to anticipatory at another time.

The effects of seasonality on readership vary from magazine class to
magazine class, and from magazine to magazine. In terms of climatic
seasons, national magazines lack geographic leverage; the sequence of
seasons in the Sun Belt, for example, differs frcm that of the Northeast.
To adjust for these differences, publishers have accommodated themselves
and their advertising base with regional editions of their magazines.
Creation of a relationship between when, how, and where an advertisement
appears draws a closer involvement with the brand prospect. There is
a greater than average opportunity, for example, to gain attention 1in
hot-weather periods and areas with advertising strategies which have
hot-weather connotations, in magazines which attract a hot-weather audience.

For the purposes of this study, seasonal fluctuations are defined
as those variations in a time series which tend to recur regularly at least
every four quarters. Beside seasconal fluctuation, each time series is
a1so made up of Tonger-term movements, or a trend-cycle component, and a
short-run irregular component that reflects unexpected and significant short-
run developments and/or mistakes in measuring the series. Irregularities
reverse themselves quickly so they do not cumulate and contribute to the
trend-cycle component and, since they do not reappear each year, they are

not part of the seasonal factors.
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The seasonal adjustment brocess used 1n this study employs the X-11

Variant of Method II, the computerized seasonal adjustment program developed

by the U.S. Bureau of the Census in 1965, and widely available toc private
users.34 The X-11 program adjusts a series according to a multiplicative
modei:

0 =C *S * 1, where
0 = the original observation; C = the trend-cycle; S = Phe seasonal
factor; and I = the irreqular component.

The method underlying X-11 makes extensive use of the smoothing
technique of moving averages to separate time series into their components.
First, a five-term Henderson moving average is computed from the original
series to get a trend-cycle component. The original series is then divided
by the trend-cycle to yield a series (S-1 ratios) that contains only
seasonal and irregular components. The S-I ratio for each quarter is then
smoothed by a 3x5-term moving average (a 3-term average of a 5-term average)
to estimate final seasonal factors. The seasonal factors may change as the
S-1 ratios change.

Before the final smoothing, the S-I ratios for values differing
greatly from all the others are replaced or modified to bring them into
line with historical experience. This is done by comparing preliminary
estimates of the irregular component with its 5-year moving average.

Those irregularities falling within 1.5 standard deviations of the mean

are retained; those outside 2.5 standard deviations are replaced by values

* U.S. Department of Commerce, Bureau of the Census, The X-11 Variant of
the Census Method II Seasonal Adjustment Program, Technical Paper, no. 15
(Washington: U.S. Government Print?ng Office, 1965).
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calculated from other years; and those between 1.5 and 2.5 standard
deviations are modified according to their distance from the mean. Thus,
extreme values are prevented from having an undue impact on the seasonal
factors. Finally, after the seasonal factors are obtained, the original
series is divided by the seasonal factors to obtain seasonally adjusted
values.

Constructing Constant Dollar Measures of Magazine Advertising

The elimination of seasonai influences from the revenue data for each
magazine class left behind stil) another systematic influence on measured
advertising volume. Because the data represent seasonally adjusted current
dollar advertising revenue in each class, they are influenced not only by
the number of pages advertisers purchase, but also by the price-per-page in
each magazine. The purchase of advertising space in a magazine, 1ike the
purchase of any producers’' service, is affected by the absolute price of
the space and the relative price of similar advertisements in similar
magazines or in other media. An advertiser's choice of magazines in any
particular class, his total advertising expenditures in a class, and his
overall media mix are therefore influenced by price considerations. These
considerations become particularly important in the mid-1960s and 1970s
when inflation accelerated. Statistical series that measure economic
activity in current dollar terms are affected by these price changes to a
greater extent now than in most earlier periods. Under these circumstances,
convincing arguments can be made for replacement of current dollar series

with their price-deflated counterparts.
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Many sophisticated analyses of the cyclical behavior of economic
time series work with data expressed in constant dollar terms. However,
while desirable in principle, specific-versus-reference cycle comparisons
based on constant dollar measures are not always possible. For most
measures of economic activity, the government has been able to develop
and publish reasonably accurate defiators, particularly for the non-service
sectors. However, for advertising, the task of generating appropriate
price indexes has proven to have been very difficult, and has not been
resolved. The probiem emanates from many sources, but two particular
complications are most important: (1) there is no universally agreed
upon definition of the service offered for sale; and (2) base rates for
an advertising message are very poor measures of the prices actually paid
by individual advertisers, most of whom are offered and exploit a complex
discounting structure.35 As will be detailed below, it is for these
reasons that we have not been able to use constant dollar advertising
measures.

Advertising rates (prices) for magazine space may be considered from
two perspectives: from the persepctive of the magazine publisher and from
the perspective of the advertiser. To the magazine publisher, page rates
represent remuneration received for value given (1.e., a black-and-white

page or a four-color page)}. The value given is the page of advertising

3 In a study of the demand and supply of television advertising, Gary
Bowman suggests that the "product" offered by television networks is
"viewers to watch commercial minutes." Similar logic leads to the
conclusion that the "product" offered by magazines to advertisers is
"readers of advertising pages.” See Gary Bowman, "The Demand and Supply
?;72§two;k Television Advertising,” Bell Journal of Economics, 7 (Spring
: 258.
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copy set in type and printed at some expense to the magazine in a
particular issue. The advertiser has a different perspective. Not only

is the advertiser concerned with the size of a particular advertisement,
but an equal or greater concern rests with the number of people the
advertisement will reach, often approximated by the magazine's circulation.
(The magazine publisher sees the advertising rate as the price charged for
a page of advertising lines set, proof-readers' time, etc; the advertiser
sees it as a price per customer reached.) This is merely.another way of
saying that supply of advertising space is a function of production costs,
while demand for advertising space is determined by cost effectiveness and
readership. Final advertising rates (prices) reflect both of these factors,
as well as the degree of competition.

The most appropriate measure of price from the standpoint of the
advertiser would capture the interaction between the page rate and the
magazine's audience. The industry price standard, then, is expressed as
page cost per thousand of circulation (CPM). Media planners prefer CPM
measures to simple page rates because page rates do not capture or reflect
the price of what they perceive to be the service for sale by magazines --
potential audience for the advertising message.

There are, however, a number of serious problems with the use of
CPMs as measures of price. The primary difficulty with this measure 1s
the variability of both the numerator (page rate) and the denominator
(circulation) of the fractfon. Advertisers are unlikely to be indifferent

between the alternatives of a larger circulation for a given advertisement

and a larger advertisement brought before a given c¢irculation. A higher
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page rate may signal either a higher marginal cost to the magazine
associated with a given circulation or the greater quantity of advertising
provided to the advertiser which is associated with a higher circulation.
Since the demand for advertising is a function of circulation, and the
demand for magazine space is the demand for advertising, the real relation
must remain two-dimensional. Thus, magazine advertisement pricing tends
to be sensitive both to changes in audfence sfze and to changes in the
prices of the goods and services that the magazines themselves purchase.

In reacting to changes in audience size, the yardstick most commonly
used in setting the price of advertising is the magazine's circulation.
However, this proxy measure of magazine audience is unavoidably crude.
Ideally, the most important criterion for a valid CPM computation is an
audience unit which includes pecple potentially exposed to specific
advertising messages. However, there is no readily available and generally
accepted way to measure the number of people who are potentially exposed
to a specific printed advertisement. A print message is not delivered at
any predetermined point in time. In fact, the specific delivery of specific
print messages may take place over extended periods of time, because print
media vehicles have long 1ives. Thus, direct measurement of the number of
people potentially available to specific magazine advertisements is very
difficult, if not impossibie, to accomplish., Certainly, then, measures
of people exposed to the "average" issue of a magazine (the "gross potential
audience" figure supplied by syndicated services) do not adequately indicate
"availability to a specific advertising message" which is necessary for

audience measures used in properly constructed CPM ratios.
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The sfize of the advertising unit (i.e., the amount of magazine space
used) has an fmpact on CPM computations even if the size of the audience
does not change. By the usual methods of evaluating advertising, the
smallest unit of space almost invariably appears to have the Towest CPM,
But, the size of the effective exposure will not be doubled if advertisers
go from a single page in a magazine to a double-page spread, even though
costs will be doubled. To expect that the effective exposure would double
would assign each page equal weight and efficiency, even éhough we know
that a one-page ad will carry a weight different from one-half that of a
two-page ad. Thus, the efficiency of a magazine must be seen not only in
terms of the number of message units it delivers, but in its capacity to
reach a qualitatively, as well as a quantitatively, relevant audience. The
intensity of communication through different size space-units is normally
not reflected in CPM measures.

For purposes of this study, therefore, appropriate price deflators
for each of the magazine classes do not exist, nor can they convincingly
be developed. Moreover, since in this study we have undertaken to
reclassify magazines into conceptually meaningful classes, no published
price deflators accurately match the current-dollar serijes.

Data on magazine pages do exist, however, but as we have shown, they
do not represent the real quantity of "output" sold, which must also take
account of changes in audience size. Cost per thousand measures are
published by the Association of National Advertisers for each magazine and,

in principle, 2 composite CPM could be constructed for each magazine
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c1ass.36 However, in light of the conceptual problems surrounding CPM
measures, they do not offer precise enough insight into the price move-

ments of each class to qualify as price def1ators.37

Summary
Empirical studies of advertising composition, growth, and distribution

have been severely restricted by a lack of detailed and reliable data for
the various media. Published government data are too aggregative and in
other ways are i1ll-suited for detailed examination of advertising for
specific products, by specific advertisers, or in specific medta. A more
useful sourse of data available for such uses are collected by private
syndicated data services which have published detailed and comprehensive
data series on the volume and composition of advertising in major media.
For purposes of the present study of magazine advertising -- which
covers the period from 1965/1 to 1976/4 -- data were used which were
originally developed by Leading National Advertisers, Inc. for the
Publishers' Information Bureau. The PIB's data report total advertising
revenue for almost all of the major weekly, biweekly, and monthly magazines
based on undiscounted costs presented in their rate cards. These data,

consistent and reliable by most standards, account for about 90 percent of

36 The Assocfation of National Advertisers (ANA) provides CPMs, circulations,
and rate data for about 70 Jeading audited magazines. See ﬂg?azing Circulation
and Rate Trends, 1940-1976 (New York: Association of Nationa! Advertisers,

18777.

37 There are several possible deflators for advertising expenditures series.
These include: (1) cost per page; (2) cost per page per capita; (3)
duplicated audience; and (4) duplicated audience per capita. The latter
defl;go;7was used by Grabowski, "Interindustry Distribution of Demand,”

pp. 36-37.
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annual total magazine advertising revenue. B8y deliberately failing to
take account of publishers' discounts, these data tend to overstate
advertising revenue. However, this omission makes possible the calcu-
lation of revenue figures for each magazine, a task that would otherwise
require continuous revisions as advertisers cross thresholds in their
discount structures,

The PIB's data for individual magazines permit us to group together
magazines having a similar editorial approach. ({An alterﬁative classi-
fication procedure, based upon readership surveys, was considered and
dismissed because the surveys demonstrated gross sampling and technical
errors and were inaccessible except to paying subscribers.) Since the
magazines that comprise a particular c¢lass are assumed to be competitive
rivals, they tend to appeal to roughly similar audiences and, therefore,
to attract roughly the same product mix of advertisers.

The product mix of advertising was shown to differ markedly for each
of our eight magazine classes. The relative proportion of advertising
revenue accounted for by each of 18 selected product categories differed
from magazine class to magazine class. Furthermore, the relative concen-
tration of advertising accounted for by the leading product categories in
each advertising base varied widely among the magazine classes. The
magazine class distribution was also shown to vary from product classi-
fication to product classification., Results of a two-factor analysis of
variance led to the conclusion (with 95 percent confidence) that the
product distribution of advertising among magazine classes did not result

from random chance.
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Because the dynamics of magazine advertising depend on advertisers'
responses to product market purchase patterns that recur seasonally, the
quarterly advertising revenue data for each class were seasonally adjusted
using standard options in the Census Bureau's X-11 program. However, we
were unable to derive constant dollar measures of the seasonally adjusted
data because appropriate price deflators for each class do not exist, nor
could they convincingly be developed.

The original seasonally adjusted data developed for this study permit
a detailed analysis of the economic determinants of magazine advertising
volume. Specifically, the timing, amplitude, and duration of advertising
revenue cycles for each magazine class will be presented in Chapter 3.
Comparisons of the cyclical patterns of the eight magazine classes with
those of a reference cycle will permit inferences to be drawn concerning
the relative stability of advertising in each class. In Chapters 4 and 5,
statistical and econometric measures will be developed to explain these

relative stability characteristics.



CHAPTER I1II

SEASONAL AND CYCLICAL PATTERNS OF
MAGAZINE ADVERTISING

In 1900, Sidrey A. Sherman published what appears to have been the
first article that addressed the relationship between advertising activity
and general economic conditions. Sherman gathered data on general economic

conditions and the number of pages of advertisements in Harper's Magazine

for the period 1864 to 1900. Based upon some relatively crude observations,
the author concluded that "the effects of hard times on advertising could
have no stronger iTIustration.“]
In the present chapter, an attempt will be made to carefully describe
the relationship between the general business cycle and cycles in magazine
advertising revenues. Specifically, the cyclical characteristics of
daseasonal ized quarterly advertising revenue data will be compared with those
of a primary reference series -- Gross National Product (GNP} -- and a
secondary reference series -- the Federal Reserve [ndex of Industriail
Production (IIP). The relative timing of turning points, duration, amplitude,
and pattern of advertising revenue cycles of each of our eight magazine
classes will be compared with those of the reference series, as well as with

those of the other classes.

:GTS{dgey A. Sherman, "Advertising in the United States," 7 (December, 1900):
-162.
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These cyclical characteristics will also be examined with attention
to the secular trend and product mix of advertising of each magazine class.
By identifying the respective dates of cycle turning points for all eight
magazine classes, the results presented in this chapter facilitate a more
accurate measurement of the longer-run trend in megazine advertising and
its relationship to the product mix of advertising. The cyclical descrip-
tions presented here are thus designed to shed light on the cyclical or
counter-cyclical ad-budgeting and expenditure practices used for consumer
goods and services. The analysis of cyclical patterns in ad-budgeting

practices is then presented in Chapter 4.

Earlier Studies of Advertising Cycles and Business Cycles

The relationship between general business cycles and advertising
revenue c¢ycles has not received much attention from economists. Since
Sherman's article in 1900, only a handful of studies have attempted to
describe and analyze the business cycle - advertising cycle relationship;
and only two of those studies examined that relationship on a medium-by-

2

medium basis. In general, the studies between 1900 and the mid-1960s

attempted to determine the impact of advertising on overall business

activity. Although the data, time period covered, and analytical methods

differed from study to study, several generalizations can be distilled from

z__The two studies were written while both authors were employed by CBS,
Inc. as economists. See Charles Yang, “A Theoretical and Empirical Inves-
tigatfon of Advertising Cycles” (Ph.D. dissertation, New York University,
Graduate School! of Business Administration, 1962); also see David M. Blank,
“"Cyclical Behavior of National Advertising, Journal of Business 35

(January 1962): 14-27.
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their findings:

(1} There ts, in general, positive conformity between advertisina
revenue cycles and the general business cycle.

(2} With few exceptions, advertising volume has lagged behind
general business activity, as measured by such diverse aggregates as
GNP, [IP, sales, and profits.

(3) Amplitude comparisons suggest that advertising mildly reinforces
both economic expansions and economic contractions. ]

(4) Fluctuations in advertising expenditures for consumer durable
goods tend to be larger than those for nondurable goods.

The following brief paragraph written by Joel Dean in 1951 draws
together the general consensus of the eariier economic analyses that
examined the relatignship between the business cycle and advertising revenue
cycles:

To the extent that advertising does affect the consumption

function, aggregate advertising has in the past probably

accentuated business fluctuations rather than offset them,

since advertising cycles have corresponded closely to general

business cycles. Cyclical fluctuation of advertising expen-

diture are even more mechanically tuned to business cycles

than changes in other types of investment when they result

from budgetang practices that relate appropriations to sales

or profits.

Since the mid-1960s, however, the effect of advertising on the overall
pattern of consumer demand has been the subject of considerable speculation

and debate by economists. At one end of the spectrum, Galbraith and Weiserbs

and Taylor have argued that advertising strongly affects both the inter-

Joel Dean, "Cyclical Pelicy on the Advertising Appropriation,” Journal
of Marketina 15 (January 1951): 266.
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industry distribution of consumption expenditures and the aggregate level
of consumpticn relative to saving. On the other hand, Solow, Schmalensee,
Simon, and Grabowski argue that advertising mainly influences market shares
within a particular industry or between product classes that are close
substitutes. These authors express serious doubts about whether adver-
tising outlays can significantly influence either the distribution of
demand across broad product classes (e.g., food, clothing, beusing, auto-
mobiles) or the level of aggregate demand relative to saving. These
conflicting positions remain unresolved, but an empirical investigation of
the major issues are beyond the limited scope of the present study. In
the chapters that follow, especfally Chapter 4, we focus on the proximate,
rather than the ultimate causal relationship between advertising and sales.

While the evidence from Dean's study, and other studies, demonstrates
an apparent association between business cycles and advertising cycles, there
1s 1ittle reason to believe that advertising affects business activity in
a strong causal manner. The effectiveness of advertising in damping
recessions, for example, depends on how well it can overcome spending
timidity caused by lower incomes or slower income growth; how far it can
offset contractions in other kinds of business spending, notably outlays
for inventory and plant and equipment; and how rapidly it can cause adjust-
ments in consumers' short-run consumption functions.

Since total advertising expenditures comprise only about 2 percent of
GNP, are quantitatively only about cne-third as large as private investment
in producers' durable equipment, and are not much more cyclically volatile

than GNP, fluctuations in advertising -- after account i{s made for the
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multiplier -- can be expected to account for no more than perhaps 5
percent of the fluctuations in GNP.4 Fluctuations in other spending
categories, especially other forms of business investment, must therefore
account for the much larger proportion of cyclical swings in aggregate
economi¢ acitvity. Hence, the proposition that fluctuations in adver-
tising activity contribute in a significant way to overall business cycle
fluctuations does not have a strong a priori conceptual appeal.

A different approach to the association between adve;tising fluctua-
tions and general business cycle fluctuations may thus be called for.
Specifically, this approach should examine whether and to what extent
fluctuations in aggregate demand have a measurabie impact on the level
and fluctuation of advertising volume. for business managers who plan
advertising budgets and make strategic judgments over the course of business
cycles, consumer demand fluctuations have a significant impact on the
decision-making process. Specifically, advertisers must consider a number
of characteristics of demand for their goods and services when planning the
timing, magnitude, and medium for their promotional activities. The
following are 5 of the major product market characteristics that are
commonly considered:

(1) the degree to which consumer responsiveness to advertising changes
with cyclical adjustments in their purchasing power;

(2} the degree to which advertisers of competitive products are able

4 The impact of advertising on GNP fluctuations 1s discussed in Walter A.

Verdon, Campbell R. McConnell and Theodore W. Roesler, “Advertising Expen-

ditures as an Economic Stabilizer: 1945-64," Quarterly Review of Economics
and Business 8 (Summer 1968): 7-18.
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to increase their market share over the business cycle;

(3) the relatfonship between income elasticity for the product and
changes in the effectiveness of promotion;

(4) the proportion of total advertising that must be directed to
long-term goodwill father than to direct market expansion;

(5) the relatfonship between the firm's ad-budgeting practices, or
rules-of-thumb, and cyclically sensitive business conditions indicators,
such as sales and profits. )

The classification of the magazine medium into eight unique classes
as reported in Chapter 2 resulted in a data base uniquely well-suited to
an empirical investigation of the effects of these product market charac-
teristics on advertising revenue cycles. The advertising revenue data for
each class are independent, but since they relate to only the magazine
medium they are directly comparable. Previous studies compared advertising
cycles in different media, but they did not adjust for differences in mode
of communicaticon or the relative rigidity of space contract terms.5 More-
gver, since the product mix ot advertising varies widely across magazine
classes, we could expect to find differences in the timing, duration,
amplitude, and pattern of advertising revenue cycles of each magazine class.
Comparison of these cyclical characteristics across classes, as well as with
GNP and the IIP, serve as the foundation for the quantitatfve analysis of

the determinants of magazine advertising fluctuations presented in Chapter 4.

] Both Yang and Blank make blanket comparisons of advertising cyclicality in
different media, but they do not standardize for differences in reach and
audience perception due to mode of communication (e.g., outdoor, print, broad-
cast). Each medium has different audience characteristics and qualitative
attributes that make it more or less attractive to advertisers at different
phases of the business cycle. Moreover, space contract terms in each medium
have different lead-times and different degrees of flexibility that influence
ad-budgeting policies over the business cycle.
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Procedures for Analysis of Magazine
Advertising Cyclicality

Development of an accurate, yet economical, means of identifying and
comparing magazine advertising revenue cycles on a consistent basis proved
to be a formidable task. Standard procedures generally associated with
Arthur Burns and Wesley Mitchell of the National Bureau of Economic
Research were either toc cumbersome or inappropriate for the kind of
comparative analysis to be undertaken in the present chapter:5 In order
to compare cyclical characteristics of magazine advertising revenue across
classes, as well as with broad economic aggregates, it was necessary to
combine some of the techniques developed by Burns and Mitchell with others
cdeveloped by ll1se Mintz. This involved the development of a combined
manual and computerized svstem for the identification and quantification
of the cyclical characteristics of each data series.7

The key to the procedures developed by Burns and Mitchell for c¢yclical

analysis is the determination of cycle turning points. Burns and Mitchell's

format for cyclical analysis is described in the following two paragraphs:

-~

Burns and Mitchell wrote the classic text on the identification and
measurement of business cycles. See their Measuring Business Cycles
(New York: MNational Bureau of Economic Research, 1946}.

7 The bastc computer techniques employed in this study are described 1n
Gerhard 8ry and Charlotte Boschan, Cyclical Analysis of Time Series: Selected
Procedures and Computer Proqrams, Technica] Paper, no. 20 (New York: National
Bureau of Economic Research, 19/1). In a telephone discussion with the present
author, Charlotte Boschan recommended that various calculations be performed

manually. Whenever possible, the cyclical analysis performed here followed
Dr. Boschan's advice.
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After eliminating seasonal variations we divide the series

into segments marked off by reference troughs. Since each
segment spans an interval between successive reference troughs
we call it a 'reference cycle' for brevity. Next we compute

the average of the monthly values during each 'reference cycle'
and convert the data into percentages of this base; these
percentages are called 'reference cycle relatives'. The appli-
cation of a uniform set of dates to all series, and the reduction
of the original data expressed in diverse units to relatives of
their average values during the periods thus marked off, put

21l the materials into comparable form and enable us to see

how different processes behave during successive business cycles.

Next, we look in every series for wave-like movements whose

length is of the same order as that of business cycles. We

call the cyclical movements peculiar to a serjes its 'specific

cycles.' In most series the dates of the troughs and peaks of

the specific cycles are fairly clear, but in some series they

are obscured by erratic fluctuations. We mark off the specific

c¢ycles by the dates of their turning points as well as we can,

compute the average value or the monthly data during each cycle,

and convert the monthly data into 'specific cycle relatives'

which correspond in every way to the reference cycle relatives,

except ahey show movements during the cycles in the series

itself.

In order to standardize their procedures for application to a varjety
of types of data series, Burns and Mitchell suggested several rules that
would be followed when identifying cycles and determining the timing of
their turning points. These ruies permit the selection of specific-cycle
peaks and troughs only after the specific-cycles have been unambiguously
pinpeinted. In general, specific cycle peaks and troughs are to be placed
at the highest and lowest points of the cyclical fluctuations. Peaks and
troughs must alternate (i.e., a peak cannot succeed another peak without
there first having been an intervening trough): and in the case of equal

consecutive values, the latest value -- the value at the last time period

& Burns and Mitchell, Measuring Business Cyctes, p. 24.
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before the reversal of the cyclical phase -- is designated as the turning
point. Clearly defined cyclical swings must be longer than 5 quarters

but shorter than 48 quarters, from peak to peak or from trough to trough.
The amplitude of specific cycles must be larger, on the average, than the
amplitude of irregular fluctuations in the specific series. Finally, the
amplitude of a doubtful expansion or contraction should not be materially
smaller than that of the smallest clearly recognized cycle in the series.

For the most part, the rules established by Burns and M{tchell were
strictly enforced in the present study. However, exceptions to the rules
were required whenever a value in question was clearly extreme, isolated,
or possibly compensated for (or surrounded by) other values that deviate
in the opposite direction. The fundamental criterion for the selection of
cyclical turning points in the present study was the determination that our
set of cyclical turning point dates make better aconomic sense than any
other possible set of dates.

In several important ways the procedures adopted in the present study
differ from those prescribed by Burns and Mitchell. These differences
ralate to the sequence of cycle determination and turning point identification;
treatment of the secular trend of each series; and selection of a reference-
saries. The procedures adopted in the present study will be briefly
summarized below.

Since advertising activity and the business cycle generally avoided
alternating periods of absolute and sustained declines from World War [I
through at least the mid-1960s, traditional cyclical analysis did not seem

appropriate to capture the kinds of fluctuations experienced by our data
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series. Therefore, we adopted a number of procedures developed by Ilse
Mintz of the National Bureau of Economic Research for the identification

of growth cycles, defined as "fluctuations in aggregate economic activity,

consisting of a period of relatively high growth rates occurring at about
the same time in many economic activities (adjusted for their Tong-run
trends), followed by a period of similarly widespread low growth rates,
which merge into the high-growth phase of the next cycle."9

Because of the conceptual differences between the traéii1ona1 and the
growth cycle approaches, a change was required in the criterion by which
consecutive cycle phases were distinquished from each other. For tradi-
tional cycles, the distinguishing feature between two cyclical phases --
tentatively identified before the precise dates of turning points are

set -- is the direction of change in economic activities; for growth

cycles -- in which turning points are established before cycles are iden-

tified -~ the criterion is the relation of a given rate of change in

economic activities to a corresponding "average" or long-run trend rate.
In this latter context, growth-cycle characteristics (duration, amplitude,
and pattern) differ in meaning from thefr counterparts based on the
traditional concept; and turning points represent growth upturns and growth
downturns -- instead of troughs and peaks of economic activity.

For the present study, the growth-cycle concept offered the particulariy
attractive framework of working with trend-adjusted data. Under traditional

National Bureau procedures, the intercycle portion of the secular trend is

9 TIlse Mintz, "Dating United States Growth Cycles," NBER Explorations in
Economic Research 1 (Summer 1974): 6-7.
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is removed by separating successive cycles after having identified them.
This method inevitably leaves the intracycle portion of the secular trend
unadjusted. This procedure is not appropriate for the present study which
attempts to compare cycles whose secular trends are considerably different.

Under Mintz's growth-cycle procedure, however, the secular trend could
be removed before specific-cycles are identified. In the present study,
this procedure permitted the identification of growth-cycles in terms of
percentage deviations of the seasonally adjusted indexes from their long-
run trend values which, by definition, represent cyclical fluctuations.
(The particular trend calculation used in this study was to fit first or
second degree logarithmic trend lines to the deseasonalized data series.)
The data were then converted into “cyclizal indexes" (a measure of
cyclicality based entirely upon deviations from the long-run trend value
of each period) and analyzed according to traditional National Bureau
plr'at:f.'dur'es.]0

The most important difference between the National Bureau's methods
of cyclical analysis and those adopted here centers around the selection
of an appropriate reference series.ll Simply stated, the National Bureau's
procedures reject the definition of reference-cycles in terms of a single

economic aggregate; instead, they measure reference-cycles in terms of

10 The cyclical index of series X, for example, is defined in each time

period as 100 plus the seasonally adjusted index of X, less the long-run

trend value of X. Thus, if the seasonally adjusted index of X equals 130

?Sg its %rgnd value equals 125, the c¢yclical index of X equals 130 - 125 +
, or 108,

" rfor an excellent study of the effects of dating reference cycles by GNP
cycles, see two articles by Victor Zarnowitz, "On Dating Business Cycles,”
Journal of Business 36 (Apri) 1963) and "Cloos on Reference Dates and Leading
Indicators,” Journal of Business 36 {October 1963). For a contrary view, in
favor of the use of GNP as a reference series, see George W. Cloos, "How

Good are the National Bureau's Reference Dates," Journal of Business 36
{January 1963).
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fluctuations occurring at about the same time in a broad variety of
activities. In the present study, GNP -- a single economic aggregate --
was selected as the primary reference-series; and cycles in GNP represent
the primary reference-cycles against which magazine advertising cycles
will be compared.

The National Bureau's chronology based on the concept of an abstract
reference cycle was not chosen for the present study because it does not
provide information about the amplitude of general busines;'f1uctuat10ns;
it only identifies the timing of general business cycle turns. Moreover,
it is expected, and indeed generally is the case, that the clustering of
economic series that determines the National Bureau's reference-cycle
turning points agrees closely with turning points in the most comprehensive
measures of economic activity {such as GNP and the [IP). The cyclical
patterns of these economic aggregates provide reasonably close agreement
with chronologies cf the timing of turning points in overall economic
activity. More important, they provide a basis for comparing amplitudes
of advertising cycles.

One other minor difference between traditional National Bureau proce-
dures and those employed here concerns the application of Burns and Mitchell'’s
nine-stage breakdown of cyclical phases. Under their traditionmal procedure
for analyzing cycle patterns, stages [ and IX cover the beginning and
terminal troughs; stage Y measures the peak; stages II to IV cover the
three thirds of the expansion; and stages VI to VIII cover the three thirds
of the contraction. (When the analysis is expressad on a reference-cycle

basis, the nine-stages are determined by the dates of the peaks and troughs
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of the reference-cycle, rather than those of the specific-cycles.) The
difference between this procedure and the one adopted far the present
study relates only to the means of expression of amplitudes and values
at each stage. Under the traditional approach, the value at each stage
is expressed in seasonally adjusted dollar terms; in the present study,
the values are zxpressed tn terms of the cyclical index. A1l amplitudes
under Burns and Mitchell's format are expressed in cycle-relatives; in
the present study, amplitudes refer to first-differences in the cyclical

indexes between consecutive turning points.

Patterns and Trends of Magazine Advertising Growth

The growth-cycle concept, as employed in the present study, requires
a careful accounting of the growth rate and trend of each magazine adver-
tising revenue series. (See Chart 1.) In each quarter, the position of
the trend line and the lTevel of seasonally adjusted advertising revenue
detarmine the level and direction of change of the respective c¢yclical
indexes. The discussion that follows will focus on qualitative and
quantitative distinctions between magazine classes distinguished from one
another by their relative advertising growth rates. Because each magazine
class has a unique editorial direction and distribution of products in its
collective advertising base, the discussion will reveal the broad ocutlines
of the mjor determinants of magazine advertising revenue. (More definitive
fdentification of determinants of magazine advertising revenue awaits the
empirical analysis presented in Chapter 4.) At the same time, the discus-

sfon of relative growth rates across magazine classes will serve as an
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adjunct to the description of advertising revenue cycles in the succeeding
section.

The information presented in Tables 7 and 8 provide the basfs by which
similarities and contrasts between the eight magazine classes can be
analyzed. On the most general level, examination of Tables 7 and 8 reveals
that magazine classes whose advertising growth rates were most similar
were also apt to be alike in other ways: {1) they tend to earn similar
shares of total magazine advertising revenue; (2) the averaéﬁ deviations
of their respective guarterly advertising levels from their long-run trend
values tend to be of similar magnitudes; (3) advertising bases dominated by
roughly similar types of products tend to comprise almost equal shares of
total magazine medium advertising revenue; and (4) their editorial contents
are directed toward broadly similar types of audiences.

In the analysis that follows, therefore, we group together the
magazine classes with the highest relative advertising revenue growth
rates and contrast them with the group of magazine classes with the lowest
relative growth rates. This comparison was possible because of the fairly
wide range of magazine advertising revenue growth rates. Advertising
revenue of three of the eight magazine classes (automotive, sports, and
men's) increased at a rate higher than the average annual growth rate of
GNP (9.2 percent) during the 1965 - 1976 period -~ automotive magazine
advertising revenue increased at an average annual rate of 17.3 percent;
sports magazine advertising revenue rose an average 14.7 percent a year;
and men's magazine advertising revenue increased an average 10.0 percent
a year. For the other five magazine classes, advertising revenue growth

ranged from 5.9 percent a year in general editorial magazines to 9.0



TABLE 7

MAGAZINE CLASS SHARES OF TOTAL ADVERTISING,
REVENUE GROWTH RATES, AND DEVIATIONS FROM TREND,

1965 - 1976

Share of Total

Magazine Advertising

Compound Mean Devia-

Magazine Class evenve £ gigﬁiﬁenigguﬁ} Tr:;gny:;gzsf
Automotive 1.4% 3.7% 17.3% 9.3%
Business 7.5 8.3 8.4 - 12.0
General Editorial 24.0 20.8 5.9 8.5
Home 9.3 8.0 6.4 5.3
Men's 3.6 4.4 10.0 9.8
News 21.8 25.0 9.0 6.2
Sports 2.6 4.9 14.7 7.0
Women' s 29.8 25.0 6.7 3.1

Total 100.0% 100.0% - --

Average -- -- 9.8% 8.0%
GNP .- -~ g.2% 1.2%
[IP -- -- 3.3 3.5
a/

Foeur-quarter average magazine class advertising revenue, seascnally

adjusted, as a percentage of four-quarter average advertising revenue,
seasonally adjusted, for the aight classes combined.

revenue from its trend vaiue.

79

Based on growth from 1965 average to 1976 average advertising revenue.

Mean absoclute quarterly deviation of seasonally adjusted advertising
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TABLE 8

SHARE AND CONCENTRATION OF THE THREE

MAIN PRODUCT CATEGORIES IN THE

ADVERTISING BASE, BY MAGAZINE CLASS (1976)

Magazine Class

Product Category &/

Automotive

Business

General Cd{itorial

Home

Men's

News

Sports

Women's

Automotive, Auto Acces-
sories, et. al.

Smoking Materials

Consumer Services

Consumer Services

Industrial Materials

0ffice Equipment,
Stationery, et. al.

Publishing and Media

Miscellanecus General

Retail and/or Direct
by Mail

Food and Food Products

Household Furnishings

Retail and/or Direct
by Mail

3eer, Wine, and Liquor

Smoking Materials

Autcmotive, Auto Acces-
sories, et. al.

Smoking Materials

Automotive, Auto Acces-
sories, et. al.

Beer, Wine, and Liquor

Sporting Goods and Toys
Automotive, Auto Acces-
sories, et. al.

Travel, Hotels, and Resorts 8.

Toiletries and Toilet Goods 21.

Food and Food Products

Apparel, Footwear and Acces-

saries

3-Product
Share of Herfindah]
Magazine 61955 Index of b/
Ad Base & Concentration =
38.5%
11.0
10.0 . 173
27.2
18.3
1.4 .120
11.5
19.3
2.3 .032
16.93
13.8
11.5 .Ae7
21.3
21.1
8.5 .297
15.0G
15.6
12.2 67
28.2
12.2
9 .102
&
17.4
11.4 .090

3/ perived from Table 2.

b n
Y pefined as 2512, whera n = 3 and Sy = share of

of advertisements for product category fi.

advertising base comprised
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percent a year in news magaz'lnes.12

Automotive, sports, and men's magazines share various qualitative
and quantitative attributes in common. Editorially, the contents of all
three of these classes principally aim at an adult male audience. As
shown in Table 8, the product mix of advertising in these magazine classes
emphasizes activities and products traditionally associated with expendi-
tures by and for men between the ages of 18 and 49 years.13 Automotive,
automotive accessories and equipment ranks among the thre; largest product
categories in the respective advertising base of each of these magazine
classes. For automotive magazines, this product category comprises the
largest proportion of the advertising base; for sports and men's magazines,
it ranks second and third, respectively, in importance. The relatively
large proportion of automobile-related advertising holds particular
significance due to its extreme volatility and rapid acceleration during
the 1965 - 1976 period, both of which are reflected in the trends and
quarter-to-quarter changes in the level of total advertising revenue of
each class.

The automotive, sports, and men's magazine classes also tend to have
more concentrated advertising bases than those of the five relatively
slower-growing magazine classes. A Herfindahl index covering the share
of advertising revenue comprised of the three largest product categories

in the advertising base of each class, respectively, was calculated for

12 A1l growth rates are compound annual rates of the average annual levels
of seasonally adjusted magazine advertising revenue over the 1965 - 1976
perfod.

13 Men and women ages 18 - 49 years comprise the largest target for
advertisers, regardless of medium,
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the year 1976.1% As shown in Table 8, the levels of the Herfindahl index
for products advertised in automotive, sports, and men's magazines are
among the four highest recorded. Based on a possible range from zero to
unity the three-product Herfindahl index for the automotive magazine
advertising base is .173; for sports, the index is.102; and for men's,
the index is .097. (The advertising base of business magazines is also
relatively concentrated; its three-product Herfindahl index is .120.)

The relatively higher concentration of the leading p;oduct categories
in the advertising bases of the fastest growing magazine classes reflects
the relatively narrow editorial approach of their component magazines.
Automotive and sports magazines typically restrict their focus to one
major sport, activity, or function, rather than attempting to cover a full
range of topics of potential but not universal interest to segments of
their audiences; men's magazines cover a broader range of editorial
material, but tend to focus only toward limited segments of the adult male
popuiation. Advertisers of products purchased only by a limited number of
consumers (such as participants in a particular sport) take advantage of
the specialfzed contents of automotive and sports magazines (and men's
magazines to a lesser extent) to promote their products and services

directly to the narrowly defined readerships most 1ikely to purchase or

14 A Herfindahl {index measures relative concentration by focusing on the
distribution of shares {of a total) held by a set of n firms or components.
The index is defined by the sum of the squared shares held by the n com-
ponents. In our case, H = XSyj, where S” = the share of the 1th product

category in the advertising base of the jth magazine class. Concentrattion
could also have been measured by a simple concentration ratio, but that
measure would not capture varjation in the shares among the leading product
categorfies.
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repeat-purchase their goods. For example, advertisements for high
viscosity motor oil tend to be inserted in automobile racing magazines;
tennis sneakers promotions cluster in tennis magazines; and after-shave
lotions are advertised in men's magazines. This practice has particular
appeal to advertisers with relatively small budgets and/or specialized
products for which the minimization of audience leakage has high priority.
This is so, even though more general types of magazines typically have
lower CPMs. 15 -

The relatively specialized editorial appeal of the three magazine
classes with the highest advertising revenue growth rates means that they
appeal to a more limited audience and so, despite their rapid growth rate,
they have a Tower share of total magazine medium advertising revenue
relative to the shares held by mass-market magazine classes. In 1965,
automotive magazines earned only 1.4 percent of total magazine advertising
revenue; sports magazines earned 4.9 percent; and men's magazines earned
4.4 percent. In 1976, their respective shares were, of course, higher
(see Table 7). Another common characteristic of automotive, sports, and
men's magazines is that the three are among the four classes with the
highest quarterly average deviation of their seasonally adjusted revenue
levels from their respective long-run trend values. (The fourth class,
business magazines, is dominated by a relatively large proportion of
investment-type and goodwill advertising in its collective advertising

base, both of which tend to fluctuate strongly at all stages of the

15 For CPM calculations, by magazine, see Magazine Circulation and Rate
Trends: 1940 - 1974 (New York: Association of National Advertisers, 1976).
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business cyc'h'a.)]6

The magazine classes with the lowest relative advertising revenue
growth rates may also be identified by their common qualitative and
quantitative characteristics. General editorial magazines, home magazines,
and women's magazines all have low growth rates, respectively, 5.9 percent,
6.4 percent, and 6.7 percent per year. (See Table 7.) For the most part,
their editorial approaches -- and, indirectly, their product mix of
advertising -- tend to be addressed toward women and/or the home and
family 1iving. Similarly, for these magazine classes the product cate-
gories that comprised the largest proportion of their advertising bases
are all generally associated with consumption or use by women and/or in
the home. For two of these three classes (home magazines and women's
magazines) the food and food products category ranks among the three
largest product categories in their respective advertising bases (16.0
percent of home magazine advertising and 21.6 percent of women's magazine
advertising). In general editorial magazines, the three largest product
categories deal with entertainment (publishing and media comprised 11.5
nercent of advertising), miscellaneous general goods (10.8 percent), and
retail store promotions (8.4 percent). (See Table 8.)

General editorial, home, and women's magazines are generally designed
to be read by general or so-called "mass" audiences. The heterogeneity

of their readerships had a major impact on the composition and concentration

16 The sensitivity of investment-type advertising to business cycles is

discussed by Julfan L. Simon, Issues in the Economics of Advertisin
(Urbana, I11inois: University of I11inois Press, 1970), pp. 73-78.
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of products in their respective advertising bases. Each of these three
magazine classes rank among the four classes with the least concentrated
advertising bases. The three-product Herfindahl index for general editorial
magazines {s .032; for home magazines, .057; and for women's magazines,
.090. (For the fourth class, news magazines -- which also appeal to a
broad spectrum of readers -- the three-product Herfindahl index is .067.)

In short, the magazine classes with editorial contents designed to appeal

to widely divergent or heterogeneous audiences 211 tend to.h;ve the widest
distribution of products in their respective advertising bases.

The magazine classes that experienced the lowest relative advertising
revenue growth rates have several other characteristics in common. First,
each of the four magazine classes with the lowest relative growth rates
ranks among the five magazine ciasses with the largest shares of total
magazine medium advertising revenue. The combined share of total magazine
medium advertising revenue earned by magazines in these classes totalled
63.1 percent in 1965 and 53.8 percent in 1976. Moreover, each of these
classes ranks among the five classes with the most stable quarter-to-
guarter advertising revenue growth; the mean absolute deviation of their
respective seasonally adjusted advertising revenue levels from their trend
values ranged from 8.5 percentage points for general editorial magazines
down to 5.1 percentage points for women's magazones. Furthermore, each of
the lowest-growth magazine classes is made up of a relatively large number
of magazines, an average of 15 magazines per class in 1976. This condition
contributes to a stable growth trend by encouraging intraclass substitutions

by advertisers and by spreadfng the effects of structural changes, such as
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the demise of a major magazine, among a large number of magazines.

(See Chapter 2, Table 6, p.45.) Finally, the relatively lowest-growth
classes were typically composed of a number of "mature" magazines with
iong publication histories and established reputations and readerships.
Such magazines are neither likely to grow substantially nor to decline
substantially regardless of cyclical conditions.

In summary, by ranking the efght magazine classes according to their
respective advertising revenue growth rates, several characteristics can
be observed that distinguish relatively higher-growth classes from rela-
tively lower-growth classes. The three magazine classes with advertising
revenue growth rates higher than the growth rate of GNP hold tne following
general attributes in common:

(1) editorial contents aimed primarily at adult men;

(2) relatively narrow editorial foci and, therefore, substantially
homogeneous audiences;

(3) a relatively concentrated product mix of advertising;

(4) heavy representation of automotive, automotive accessories and
equipment products in the advertising base;

(5) editorial and advertisement emphasis on leisure-time activities
outside of the home;

(6) a small over-all share of total magazine medium advertising
revenue.

The magazine classes with the lowest average annual ayerage growth
rates also have several quantitative and qualitative similarities. These

include:
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(1) editorial contents aimed at women and/or the home and family
1{fe;

{2) broad, general editorial approaches aimed at relatively hetero-
geneous audiences;

(3) advertising bases consisting of a broad range of products and
services, with the heaviest representation from products traditionally
purchased by women for thefr personal or home consumption;

{4) substantial volumes of food and food products advertisements;

(5) relatively large dollar volumes of advertising and shares of

total magazine medium advertising revenue.

Cyclical Tendencies of Magazine Advertising Growth

The fdentification of magazine classes with similar qualitative and
quantitative characteristics enables us to undertake a more rigorous
analysis of magazine advertising revenue cycles. Cyclical patterns of
magazines with different editorial approaches have never been analyzed
before. Indeed, advertising revenue data organized by editorial class
has efther been lacking or has never been used before in a systematic
study of advertising cycles.

From 1965 to 1976, each of the eight magazine classes experienced
three cyclical peaks and three cyclical troughs in advertising revenues.}’

Measured either from peak to peak or from trough to trough, therefore,

two complete advertising revenue cycles could be identified for each

7 Statistically, a sub-cycle trough in 1974/1 was identified for women's
magazines, but we decided to disregard this finding as a statistical artifact
of Tittle consequence to women's magazine advertising cycles.
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magazine advertising revenue series.

Determination of turning points in the broad reference series of
GNP and [IP proved to be a formidable task. This was because of the
relative smalliness of the deviations of the quarterly reference-series
from their respective long-run trend values. The problem proved parti-
cularly troublesome for the years 1966 - 1969 when GNP and the IIP
experienced cyclical fluctuations too small to quaiify as bonma fide con-
tractions and expansions according to traditional National éhreau rules.
Faced with this circumstance, we decided to label 1967/2 and 1967/3 as
growth-recession troughs of the GNP and industrial production cyclical
indexes, respectively. There were two reasons for choosing these dates:
(1) Mintz identified a growth-cycle as having reached a peak in June, 1966
and a trough in October, 1967; and (2) identification of a growth-recession
trough in both GNP and IIP cyclical indexes at about the same time provided

an additional reference-cycle versus specific-cycle turning point comparisun.18

Thus, for both reference-series -- as well as all eight magazine advertising
revenue series -- we identified three cyclical peaks and three cyclical
troughs that are economically sensible and generally conform to the modified

National Bureau procedures described earlier in this chapter.

Timing of Cyclical Turning Points
The dates of the cyclical turning points of the two reference-series

chosen for the present study -- GNP and the [IP -- closely match the NBER

18 See [1se Mintz, "Growth Cycles," Table 7, p. 59.
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chronology of reference-cycle turning points -- f.e., what is generally
understood as "the" business cycle. Turning points of GNP and I[IP cycles
coincided with each other on three of the four dates officially recognized
by the National Bureau as business cycle turning points -- 1970/4 (trough),
1973/4 (peak), 1975/1 (trough).19 (At the 1969/4 business cycles peak, the
turning point of the GNP and the IIP cycles led by 3 quarters and 2 guarters,
respectively.) The turning point of the GNP cyclical index and the general
business cycle coincided at the 1966/2 growth-cycle peak i&;nt1f1ed by
Mintz; at the 1967/2 growth-cycle trough, the GNP cyclical index led by
2 quarters. The industrial production cyclical index, on the other hand,
lagged by 1 quarter at the 1966 growth-cycle peak and led by 1 gquarter at
the 1967 growth-cycle trough. The turning points in the [IP thus tended to
lag behind those in GNP, a factor to be kept in mind in later interpretations
of the timing of magazine advertising revenue cycles.

The turning point dates of the advertising revenue cyclical index of
each magazine class and both reference-series are presented in Table 9.
Table 10, which is based on Table 9, shows the number of quarters by which
turns of the magazine cyclical indexes lagged or led at corresponding GNP-
cycle turns., The data in Table 10 reveal that the eight magazine classes’
advertising revenue cycles tended to lag at the cyclical turning points of
GNP (the primary reference series), especially at GNP-cycle troughs. On

the average, specific-cycle turning points tagqged behind corresponding

3 For a complete 1isting of National Bureau turning points since 1854,
see U.S, Cepartment of Commerce, Bureau of Economic Analysis, Business
Conditions Digest 18 (June 1978): 103.




TABLE 9

TURNING POINTS IN GNP, IIP, AND
MAGAZINE ADVERTISING CYCLES, 1965 - 1976

p T p T p T
Reference Cycles
GNP 1966/2 1967/2 1969/1 1979.4 1973/4 1975/
IIP 1966/3 1967/3 1969/3 1970/4 1973/4 1975/1
Specific Cvcles
Automotive 1966/1 1968/3 1970/1 1970/4 1973/2 1975/3
Business 1966/3 1968/3 1969/3 1971/3 197474 197%/3
General Editorial 1966/4 1967/4 1968/3 1970/4 1973/4 1975/2
Home 1966/2 1968/1 1970/1  1970/4 1973,2 1975/2
Men's 1966/3 1968/1 1969/2 1970/4 197374 1975/4
News 1966/3 1968/2 1969/3 197074 1973/4 1975/2
Sports 1966/2 1967/4 1969/4 1970/3 1973/2 1975/2
Women's 1966/4 1968/1 1969/2 1970/4 1972/3 1975/3

P = Peak

T = Trough
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TABLE 10

DURATION OF LEAD (=) OR LAG (+) OF MAGAZINE
ADVERTISING CYCLICAL TURNS

AT GNP CYCLE TURNING POINTS, 1965 - 1976
(Quarters)

6-Turning
p T P T p T Points
1966/2 1967/2 1969/1 1970/4 1973/4 1975/1  Average
Automotive . +5 +4 0 -2 +2 +1.5
Business +1 +5 +2 +3 +4 +2 +2.7
General Editorial +2 +2 -2 0 0 +1 +0.5
Home 0 +3 +4 a -2 +1 +1.0
Men's +1 +3 +1 0 0 +3 +1.3
News +1 +4 +2 0 0 +1 +1.3
Sports 0 +2 +3 -1 -2 +1 +0.5
Women's +2 +3 +1 0 -5 +2 +0.5
8-Class Average +0.8 +3.4 +1.9 +0.3 -0.9 +1.6 +1.2

P = Peak

T = Trough

SQURCE: Table 9,

N
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reference-cycle turns at all three reference-cycle troughs and at two of
the three reference-cycle peaks. Of the 48 specific advertising revenue
cycle turns, 30 lagged, 7 led, and 11 were coincident with corresponding
reference-cycle turns (see Table 11).20 Over-all, specific-cycle turning
points lagged behind reference-cycle turns by an average of 1.2 quarters.
The relative timing of specific-cycle turning points across the eight
magazine classes appears to be systematically related to the relative
ranking of the classes' average annual advertising revenue ‘growth rate.
Specifically, turning points of specific-cycles of magazine classes that
had the highest average annual advertising revenue growth rates between
1965 and 1976 tended, on the average, to lag turns in the primary reference-
cycle by the largest number of quarters (see Table 12}. Three of the
four magazine classes whose cyclical turns lagged, on the average, by the
greatest number of quarters (automotive, men's, and news} were among the
four classes with the highest average annual advertising revenue growth
rates. On the other hand, three of the four classes whaose cyclical turning
points Tagged GNP-cycle turns by the fewest number of quarters (general
editorial, home, and women's) ranked among the four classes with the
lowest average annual advertising revenue growth rates. Thus, the timing
of specific-cycle turns, on the average, generaliy appears to vary directly
with the respective advertising revenue growth rates of the magazine classes.
Somewhat the same pattern of cyclical lags in magazine advertising may

be observed when the cyclical index of industrial production is employed

20 The number of (collective) advertising cycle turns was derived from
the 6 cyclical turns for each of the 8 magazine classes.



TABLE 11

THE NUMBER OF MAGAZINE
ADVERTISING CYCLICAL TURNS THAT LEAD AND
LAG AT GNP-CYCLE TURNING POINTS,
1965 - 1976

1. By Magazine Class

Mumber of GNP-Cycle Turns

at Which Magazine Average Lead (-)

Magazine Advertising: or Lag (+)

Classes Leads Coincides Lags Total (Quarters)
Automotive 2 1 3 6 +1.3
Business 0 0 6 6 +2.8
General Editorfal 1 2 3 6 +0.5
Home 1 2 3 6 +1.0
Men's 0 2 4 6 +1.3
News 0 2 4 6 +1.3
Sports 2 1 3 6 +0.5
Women's 1 1 4 b +0.5

Total 7 N 30 48
2. By Date of GNP-Cycle Turns
Average Lead (-)
or Lag (+)
Leads Coincides Lags (Quarters)

Peaks

1966/2 1 2 5 +0.8

1969/1 ] 0 7 +1.9

1973/4 4 3 1 -0.9
Troughs

1967/2 0 0 8 +3.4

1970/4 1 6 1 +0.3

1975/1 0 0 8 +1.6
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TABLE 12

MAGAZINE ADYERTISING GROWTH RATES
AND TIMING AT REFERENCE-CYCLE TURNING POINTS

Annual Average Lead (-) Average Lead (-)
Growth or Lag (+) at or Lag (+) at
Rate GNP Turning Points IIP Turning Points
(Percent) (Quarters) (Quarters)
Automotive 17.3 +]1.5 +0.7
Business 8.4 +2.7 +2.2
General Editorial 5.9 +0.5 -0.2
Home 6.4 +1.0 +0.3
Men's 10.0 +1.3 +0.7
News 9.0 +1.3 +0.7
Sports 14.7 +0.5 -0.2
Women's 6.7 +0.5 -0.2

SQURCES: Tables 7, 11, and 13,

94
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as the reference-series. (See Tables 13 and 14.) Over-all, specific-
cycle turning points lagged behind industrial production cycle turns by
an average of 0.6 quarters, one-half the average lag experienced at turns
in GNP cycles. Of the 48 specific-cycle turns, 23 Tagged, 12 led, and
13 were coincident with corresponding turns in the industrial production
index. Furthermore, on the average, specific-cycle turning points lagged
behind industrial production turns at all three IIP-cycle troughs and they
led at all three IIP-cycle peaks; and for three magazine.CTasses (general
editorial, women's, and sports) specific-cycle turning points, on the
average, led corresponding turns in industrial production reference cycles.
Thus, the tendency for specific-cycle turns to lag turns in the reference
cycle appears to be less pronounced when the IIP is the reference series.
These facts suggest that turning point dates of magazine advertising
revenue cycles, though still showing a lag, on balance, correspond some-
what more closely to the timing of industrial production turning points
than to the timing of GNP cycle turning points. According to Yang, "the
tendency for advertising cycles to have followed industrial production
more closely than GNP js understandable in view of the fact that most

national advertisers are engaged in manufacturing activity.“Z]

However,
as stated above, cycles in industrial production showed a somewhat less
close timing relationship to the business cycle than did cycles in GNP,
It seems clear, therefore, that GNP and the set of economic aggregates

used by the NBER to identify "the" business cycle measure economic

¢l see Yang, A Theoretical and Empirical Investigation of Advertising
Cycles, pp. 137 - 144,




DURATION OF LEAD (-) OR LAG (+) OF MAGAZINE
ADVERTISING CYCLICAL TURNS

TABLE 13

AT IIP TURNING POINTS, 1965 - 1976

(Quarters)
6-Turning

p T P T P T Points

1966/3 1967/3 1969/3 1970/4 1973/4 _1975/1 Average

Automotive -2 +4 +2 0 -2 +2 +0.7
Business 0 +4 0 +3 +4 +2 +2.2
General Editorial +1 +1 -4 0 0 +] -0.2
Home =1 +2 +2 0 -2 +] +0.3
Men's 0 +2 -1 0 0 +3 +0.7
News 0 +3 0 0 b} +1 +0.7
Sports -1 +] +1 -1 -2 +1 -0.2
Women's +1 +2 -1 0 -5 +2 -0.2
8-Class Average -0.3 +2.4 -0.1 +0.3 -0. +1.6 +0.6

P = Peak

T = Trough
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TABLE 14

THE NUMBER OF MAGAZINE ADVERTISING CYCLICAL TURNS THAT
LEAD AND LAG AT IIP-CYCLE TURNING POINTS,
1965 - 1976

1. By Magazine Class

Number of IIP-Cycle
Turns at Which Magazine

Advertising Revenue: Average Lead (-)

. or Lag (+)
Magazine Classes Leads Coincides Lags (Quarters)
Automotive 2 1 3 +0.7
Business 0 2 4 +2.2
General Editorial 1 2 3 -0.2
Home 2 1 3 +0.3
Men's ] 3 2 +0.7
News 0 4 2 +0.7
Sports 3 0 3 -0.2
Women's 2 ] 3 -0.2
Total 11 14 23
2. By Date of IIP-Cycle Turns
Average Lead (-)
or Lag (+)
Lead Coincide Lag (Quarters)
Peaks
1966/3 3 3 2 -0.3
1969/3 3 2 3 -0.]
1973/4 4 3 1 -0.9
Troughs
1967/3 0 0 8 2.4
1970/4 1 6 ] 0.3
1975/1 0 0 8 1.6
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activities in sectors that do not advertise heavily in consumer magazines
and whose economic conditions do not vary in any important way with
magazine advertising (e.g., government purchases of goods and services,

private services, and exports).

Length of Cyclical Expansions and Contractions

Since, on the average, advertising revenue-cycle troughs tend to lag
at reference-cycle troughs and to lag less at reference-cygle peaks, the
average advertising revenue-cycle contraction tends to be longer, and the
average expansion shorter, than those of the respective reference-series
(see Table 15). The average duration of the three reference-cycle contrac-
tions were 5.3 quarters for GiP and 4.7 quarters for industrial production;
the two (fully measured) GNP expansions lasted an average 9.5 quarters,
and industrial production expansions, on average, lasted 10.0 quarters.
For the eight magazine advertising revenue series, however, the average
contraction lasted 6.5 quarters and the average expansion lasted 8.0
quarters. In fact, the duration of each magazine advertising revenue
cycle contraction, on the average exceeded that of all three corresponding
industrial production contractions and two out of three GNP cyclical
contractions; and the duration of each magazine advertising revenue-cycle
expansion, on the average, was shorter than that of all corresponding

industrial production and GNP reference-cycie expansions,

Diffusion of Cyclical Expansions and Contractions
Over-all tendencies for the various specific-cycles to expand and

contract concurrently may also be indicated by a diffusion index. According



TABLE 15

DURATION OF PHASES GF REFERENCE-CYCLES

AND SPECIFIC-CY LES &
Quarters

Reference-Cycles Sequence of
and Specific Cycles Cyclical Phases Average:

¢4 EB1 C Es C3 3 Contractions 2 Expansions

Reference-

Cycles:
GNP 4 7 7 12 5 5.3 9.5
11P 4 8 5 12 5 4.7 10.0

Specific-

Cycles:
Automotive 10 6 3 10 9 6.0 8.0
Business 8 4 13 3 6.3 8.5
General
Editorial 4 3 9 12 6 6.3 7.5
Home 7 8 3 6 8 6.0 7.0
Men's 6 5 6 12 8 6.7 8.5
News 7 5 5 12 6 6.0 8.5
Sports 6 8 3 11 8 5.7 9.5
Women's 5 5 6 7 12 7.7 6.0
Average: 6.6 5.5 5.4 10.4 7.5 6.5 8.0

C = Contraction
E = Expansion

& Based on Table
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to Geoffrey H. Moore, "diffusion indexes tell us how widespread an
expansion or contraction is at any time, and can therefore help us to
Jjudge whether the movement is of cyclical dimensions. Moreover, if a
general contraction (or expansion) is under way, diffusion indexes show
whether it has been spreading among other activities...or whether it has
been shrinking in scope."22 Diffusion indexes take into account only the
direction of change in their component series, without regard for the
magnitude of change. Thus, diffusion indexes are designé& principally to
measure the coincidence of movement among a group of series and to provide
a means of rapid identification and confirmation of cyclical turning points
in a group of economic series.

For the present study, a weighted diffusion index was computed based
upon the quarter-to-quarter direction of change in our eight magazine
advertising cyclical indexes. Quarterly changes in each series were
recorded as increasing, stationary, or decreasing and assigned a value
of 1.0, 0.5, or 0.0, respectively. These values were then added for each
quarter and a four-quarter moving total was computed, with the values
assigned to the latest quarter. Each of the eight series received equal
weight in this total, but the guarters were given descending weights from
4 in the latest quarter to 1 in the eariiest quarter of the 4-quarter
interval. The weighted total, therefore, had a possible range from ¢ to
80, with the upper limit of the range possible only if all 8 series

increased for 4 consecutive quarters. In the final conversion to diffusion

Z Geoffrey H. Moore, ed., Business Cycle Indicators, vol. 1:
Contributions to the Analysis of Current Business Conditions (Princeton,
N.J., Princeton University Press, 1961) pp. 280 - )
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index form, the range was expanded to run from 0 to 100 by dividing the
moving totals through by a constant, 0.8.23

Interpretation of the diffusion index for the purpose of identifying
magazine advertising revenue cycle turning points depends upon a clear
understanding of values surrounding the "mid-1ine" or "50-11ine." For our
weighted diffusion index, a value of 50 denotes separation between rising
and falling cyclical phases; it does not necessarily denote an equal
number of rising and falling cyclical indexes. For example, if 4 of the
8 magazine advertising series had increased and 4 had decreased in each
of the last 4 quarters, the current diffusion index would register a value
of 50. But, because of weighting, the index would be considerably greater
than 50 (but less than 100) if all 8 series had increased in the last two
quarters after having fallen in the two previous quarters.

The mid-1ine attains economic significance only when the diffusion
index crosses it in an upward or downward direction. Thus, the first
quarter after a generally rising diffusion index crosses the mid-1ine
marks the beginning of a cyclical expansion (i.e., a cyclical trough);
and the first quarter after a generally declining diffusion index crosses
the mid-1ine marks the start of a cyclical contraction {i.e., a cyclical
peak). (See Chart 2.} In this context, the mid-line marks the separation
between rising and falling cyclical phases.

The turning point dates of the magazine advertising revenue diffusion

For a complete description of this and similar diffusion indexes, see
Leo B. Shohan, The Conference Board's New Diffusion Indexes, Technical
Paper no. 13, National Industrial Conference Board, New York, 1963. See
especially pp. 11 - 25.
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CHART 2

WEIGHTED DIFFUSICN INDEX OF MAGAZINE ADVERTISING
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TABLE 16

COMPARING THE TURNING POINTS IN THE
DIFFUSION INDEX AND REFERENCE-CYCLES
1965 ~ 1976

GNP 11P Number of Quarters Lead (-)
Diffusion Cyclical Cycliical or Lag (+) of Diffusion

Index Index [ndex Index at Turning Points of:
Turning Turning Turning GNP Cyclical iIF CycTical

Points Points Points Index Index
Paaks: 1966/4 1966/2 1966/3 +2 - +1
1970/1 1969/1 1969/3 +4 +2
1974/1 1973/4 1973/4 +1 +]
Average: +21/3 #11/3
Troughs: 1968/3 1967/2 1967/3 +5 +4
1971/2 1970/4 1970/4 +2 +2
1976/1 1975/1 1978/1 +4 +4
Average: +32/3 +31/3
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index and the two reference-series are presented in Table 16. Turning
points of the diffusion index show a consistent tendency to lag those of
the two reference-series both at reference-cycle peaks and at reference-
cycle troughs. On the average, turning points in the diffusion index
lagged GNP cyclical turning points by 2-1/3 quarters at GNP peaks and by
3-2/3 quarters at GNP troughs. Relative to industrial production c¢yclical
peaks, the diffusion index lagged by an average 1-1/3 quarters; at indus-
trial production troughs, the average lag was 3-1/3 guarters. These
findings reaffirm the strong tendency discussed earlier in this chapter
(based on specific-cycle turning points} for magazine advertising revenue
cycles to lag at reference-cycle troughs; these findings also provide
additional evidence to suggest a more mild general (though certainly not
unanimous) tendency for magazine advertising revenue to lag, as well, at

business cycle peaks.

Cyclical Amplitudes

We next turn to an examination of the relative amplitudes of magazine
advertising revenue cycles as this is revealed by the nine-stage specific-
cycle format, the interpretation of which was explained earlier in
the present chapter. As shown in Chart 3, the cyclical patterns of the
eight magazine advertising revenue series showed considerable variation
over the course of their successive cycles. This variation contrasts with
the tendency noted above for magazine classes with relatively similar
advertising revenue growth rates to exhibit similar editorial content,

advertising content, and cyclical timing characteristics. The variation
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CHART 3
SPECIFIC-CYCLE PATTERNS OF MAGAZINE ADVERTISING, GROSS NATIONAL PRODUCT, AND THE INDEX
OF INDUSTRIAL PRODUCTION, 1965-1976 (Positive Pian)
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in cyclical patterns, however, suggests that factors other than the growth
rate of advertising revenue (for example, the product mix of advertising)
determine the over-all c¢yclical characteristics of advertising revenue
volume of each magazine class. {These determinants will be analyzed
extensively in Chapters 4 and 5.

A comparison of the cyclical patterns of magazine advertising revenue
reveals important differences in their shapes and timing be;yeen the two
complete cycles identified in the 1965 - 1976 period. ODuring the first
complete cycle, the magazine advertising revenue series generally
experienced a mild, short expansion followed by a similarly short, but
somewhat sharper, contraction. The respective expansion and contraction
phases of the second complete cycle, on the whole, were longer and steeper
than comparable phases of the first complete cycle. Generally speaking,
the advertising revenue pattern of the various magazine ¢lasses during
the second complete cycle consisted of a moderate and extended expansion
followed by a relatively shorter, but much more rapid, contraction. During
both complete cycles, expansions in the magazine advertising revenue series
were generally shorter and steeper, and contractions longer and steeper,
than comparable phases of either the GNP or the [IP reference series.

A more precise description of the magnitude of cyclical swings by
each specific-series and reference-series is provided by numerfcal amplitude
measures, Table 17 lists the amplitudes of cyclical contractions, expansions,
and total cyclical fluctuations, as well as the per-quarter amplitudes
(a1l measured as first differences in the respective cyclical indexes

between successive turning points) of each magazine class. The data in



TABLE 17

REFERENCE-CYCLE AND SPECIFIC-CYCLE AMPLITUDES,
1965 - 1976 (Percentage Foints)

Specific-Cycle Per-Quartar
Dates Amplitude of: Amplitude of:
Reference-Cycles and se + T Rise +
Specific-Cycles Trough Peak  Trough Rise Fall Fall Rise Fall Fall

Reference-Cycles:

GHP 66/2 6772 - 1.4 -0.4
67/2  §9/1 7074 2.0 -4.9 6.9 0.3 -0.7 0.5
70/  73/4 7501 6.1 - 6.5 12.6 0.5 -1.3 0.7
75/1 76748/ 3.0 - 0.4
I1p 66/3  57/3 - 3.2 -0.8

§7/3  69/3  70/4 3.9 -10.2 14.} 0.8 -2.0 1.1
70/ 13/8 1500 5.3 -19.5 34.8 1.3 -3.2 2.0
75/1 76743/ 14.1 2.1

Specific-Cycles:

Automotive 8671 68/3 -10.% =11
68/3  70/1 70/4 1.5 -20.8 32.2 1.9 -6.9 1.5
79/4 7372 7573 31.3 -51.7 35.0 3.3 -5.7 4.3
75/3 76/48/ 51.4 10.3

Business 66/3 68/1 -16.6 -2.1
83/3 7173 71713 13.3 -39.7 5.9 1.5 3.9 4.3
N/3 T84 7573 41.3 -20.2 §2.3 3.2 -6.8 3.9
75/3 76743/ 37.2 7.9

General Editorial 66/4 67/4 -16.4 -1.1
67/4 6873 7074 13.8 -31.0 4.3 4.6 -3.4 3.7
70/4 7378 1572 28,7 <17.7 46.8 2.4 23,0 2.8
75/2 75743/ 4.3 5.9

Home 66/2 68/ -11,2 .11
68/1 70/1 70/4 11.6 -13.6 25.2 1.5 -4.5 2.3
70/4 7372 75/2 27.3 -38.2 65.5 2.7 4.3 3.6
75/2 76743/ 33.3 5.6

Men's 66/3 68/} -13.0 -2.2
68/1 §9/2  70/4 17.5 -20.3 27.2 1.5 -3.4 3.4
70/  73/4 . 7574 27.6 -33.%4 61.0 2.3 -4.2 3.
75/4  76/4d/ 22.5 5.6

News 86/3 68/2 -11.8 -1.6
68/2  69/3  70/4 10.8 -20.9 3.7 2.2 4.2 3.2
70/4  73/8 7572 32.7 -390 N.s 2.7 6.5 4.0
75/2 76/4%/ 23.4 3.9

Sports 66/2 67/4 - 9.5 -1.6
67/4  69/4 70/3 6.0 -10.6 26.6 2.0 -3.5 2.4
70/3 12 7572 18.0 -37.3 55.3 1.6 -4.7 2.9
75/2  76/8a/ 4.0 2.3

Women's 66/4 68/1 - 9.7 -1.9
68/1  69/2  10/4 3.6 -15.2 24.8 1.9 -2.5 2.3
70/4 7273 . 15/ 21.1 -28.6 49.7 3.0 -2.4 2.6
75/3 76/48/ 4].4 8.3

8/ Incomplete rise through the terminal date of the study.
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Table 17 confirm the finding -- based upon the nine-stage format --

that the cyclical swings (expansions and contractions) over the course

of the second full-cycle were generally larger than those experienced in

the first cycle. Measured from trough to trough, the average amplitude

of the second cycle was 62.1 percentage points, or 80 percent greater

than the 34.5 percentage points average amplitude during the first full-

cycle. More important, the average amplitude of each cyclg phase tended

to exceed the average amplitude of the phase immediately preceding it.

Thus, for example, not only was the average amplitude of the second expan-

sion greater than the amplitude of the first expansion, it was also

generally greater than the average amplitude of the first contraction,

the contraction immediately preceding it. (This tendency appears to have

continued during the respective expansions following the 1975 troughs of

gach specific-cycle; by the end of 1976, most of the cyclical indexes

had already risen to at least their 1973 peak levels, with no indication

that the over-all expansion of magazine advertising was about to abate.)
Across the eight specific cyclical indexes, the average full-cycle

amplitude varied considerably, from 37.3 percentage points (or 40.4 percent

of the average quarterly standing over the two full-cycles) for women's

magazines to 58.7 percentage points {or 67.2 percent of the average

standing) for automotive magarlnes.24 These specific-cycle amplitudes were

substantially higher than the average full-cycle amplitudes of GNP (9.8

percentage points) and of industrial production (24.5 percentage points).

cd Figures for average quarterly standings are based upon cycle-relatives.
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Each of the four magazine classes with the lowest average full-cycie
amplitude (women's, sports, home, and general editorial) also ranked
among the four ¢lasses whose cyclical turning points, on the average,
lagged the turns in the reference-cycles by the smallest number of
quarters (see Table 14). On the other hand, the four magazine classes
with the highest average full-cycle amplitude (automotive, business,
news, and men's) ranked among the four classes whose specific-cycle
turning points had the greatest average lag at reference-cyéﬁe peaks and
troughs.

These relative rankings remained the same regardless of whether the
amplitude measures were expressed as simple first differences of on a
per-quarter basis {see Table 17). However, the per-quarter amplitude
measures modify the earlier finding that successive cyclical phases of
all eight specific-series routinely experienced ever-greater amplitudes.
Thé per-quarter amplitude of the second specific-cycle expansion exceeded
that of the first expansion for only four magazine classes; the second
contraction had a higher per-quarter amplitude than that of the first
contraction for only five classes. Therefore, while the amplitude exper-
ienced during the second full-cycle was generally higher than that exper-
fenced during the first fullecycle -- for all eight specific-series and
both reference-series -- there was no systematic tendency for ever-expanding
cyclical ampiitudes among successive cyclical phases when amplitude measures
are expressed on a per-quarter basis.

The per-quarter amplitude measures also reaffirm that, for both the

reference-series and the specific-series, contractions were somewhat



M

sharper than their respective expansions {see Chart 3}. For GNP, the
per-quarter amplitude during expansions and contractions averaged 0.4
percentage points and 0.8 percentage points, respectively; for industrial
production, per-quarter amplitudes averaged 0.9 percentage points during
expansions and 1.6 percentage points during contractions. The specific-
series were more volatile than the reference-series -- especially GNP --
during both expansions and contractions. On the average, the per-quarter
specific-cycle amplitude was 2.5 percentage points {or Z.G'ﬁércent of the
average quarterly standing over the course of the two full-cycles} during
expansions and 3.7 percentage points {or 3.7 percent of the average quarterly
standing) during contractions.

Amplitudes of cyclical expansions, contractions, and total cyclical
fluctuations, as well as per-quarter amplitudes, were next measured on a

GNP reference-cycle basis (see Table 18). Measured in this way, cycles in

each magazine advertising series {with the exception on women's magazines)
experienced noticeably greater fluctuation during the second full-cycle
than during the first full-cycle. Full-cycle amplitudes ranged from

-4.5 percentage points for sports magazines to +22.7 percentage points
for business magazines during the first full-cycle; the range widened to
+12.8 percentage points for women's magazines and to +72.8 percentage
points for automotive magazines over the course of the second full-cycle.
In general, the full-cycle amplitudes of the magazine advertising series
were greater than those of the reference-series during both c¢ycles; and
amplitudes of the partial expansion in each magazine advertising series

after the 1975/1 GNP trough continued in this pattern. These general



TABLE 14

REFERENCE-CYCLE AND SPECIFIC-CYCLE AMPLITUDES
ON GNP -REFERENCE-CYCLE @ASIS (POSITIVE PLAN),
1965 - 1976 (Parcentage Points)

Specific-Cycle Per-Quartar

Dates: Amplitude of: Amplitude of:
Referance-Cycles and Rigse + Rise +
Specific-Cycles Trough Peak Trough  Rise Fall Fall Rise Fall Fall

Reference-Cycles:

aip 66/2 §7/2 -1.4 -0.1
67/2 69/1 70/4 2.0 -4.9 6.9 0.1 1.8 1.0
70/4 73/4 7%/1 6.1 =-86,5 12.6 0.6 -1.1 0.8
75/1 76/4 3.0 9.3
Specific-Cveles:
Automotive a6/2 67/2 - 2.1 Ta0.d
67/2 69/1 70/4 - 0,7 -11,4 10.3 -0.1 -1.5 n.7
70/4 7374 7641 29.2 -43.6 72.3 2.4 3.7 4.3
7€ 76/4 47.5 £.8
dusiness 662 g7:2 3.1 2.3
§7/2 89/1 70/4 - 7.7 =30.2 2.7 -1.1 <43 1.6
0/4 7374 751 25,6 - 3.9 29.5 2.7 =0.8 1.7
75/1 76/4 44,7 5.3
General fgitorial 66/2 6772 - 6.5 -1.8
: 87,2 59/} 70/4 - 5.9 -18.2 12,3 -0.,3 -2.% .9
T9/4 8 LT 2.7 -7.2 1.9 2.4 1.3 2.0
TR 7674 .o a.1
Feme 86/2 arse -2.9 -7
&7i2 €671 70/4 =12 . 2.9 7.8 =12 1.3 c.s
bt T3/4 754 11.5 -17.1 8.3 1.0 -3.5 1.7
751 8/4 23.1 1.5
ven '3 66/2 67/2 - 2.2 SON
6772 89/1 70/4 - s - 37 9.2 =3.17 1.1 3.7
7074 7374 751 27.6 =145 42 2.3 2.3 2.3
751 76/4 3.5 0.5
‘iews 66/2 687/2 - 4.3 -1.0
6772 59/1 70/4 £.1 -16.8 1.7 7.7 -2.4 .8
70/4 71/4 7541 2.7 -20.5 3.2 2.7 -4 ia
7571 76/4 1.2 0.7
Sports 66/2 67/2 -4, -1.2
6772 659/1 76/4 4.5 2.0 - 4.5 0.6 1.3 -0.3
10/4 73/4 75/1 - 1.4 -28.2 26.8 -0.1 5.6 1.6
75/1 76/4 11.6 1.7
Women's 68.2 87/2 - 0,3 -0.
§7/2 63/1 074 N.5 -12.3 13.2 2.1 1.8 1.2
0/4 73/4 78/ 7.8 -53 12.3 0.6 -1.1 2.8
78/1 76/4 n.7 4.5
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findings concur with those of our earlier analysis of full-cycle
.amplitudes measured on a specific-cycle basis.

Examination of Table 19 reveals that GNP reference-cycles and magazine
advertising revenue cycles measured on a GNP reference-cycle basis did not
uniformly experience congruent movements. For example, during the 1967/2 -

1969/1 reference-cycle expansion there was mild inverse conformity (1.e.,

mild countercyciicality) between magazine advertising cycles and the GNP
cycle. During that GNP-cycle expansion, only 3 magazine advertising
cyclical indexes increased (5 decreased} in level. 0On the whole, however,
theare was strong positive conformity (i.e., procyclicality) between GNP-
cycles and magazine advertising cycles during corresponding expansions and
contractions. At Teast 7 of the 8 magazine advertising cycles moved
procyciically during each reference-cycle phase {with the exception of

the aforementioned 1967/2 - 1969/1 GNP-cycle expansion); and during two
reference-cycle phases there was perfect positive conformity between the
reference-cycle and the magazine advertising cycles.

The generally positive conformity between cyclical phases of the
reference-series and the varifous specific-series expressed on a reference-
cycle basis can also be seen in the nine-stage cyclical patterns presented
in Chart 4. These cyclical patterns graphically reaffirm that, with the
exception of the 1967/2 - 1969/1 reference-cycle expansion, specific-
cycles generally conformed positively to GNP reference-cycles. (See Table
18.) Although sports magazine advertising revenue, and business magazine
advertising to a lesser extent, indicated some tendency toward inverse
conformity, the evidence in Table 19 and Chart 4 lead to the determination

that their fluctuations over the two-and-a-half cycles were procyclical.



TABLE 19

INDEXES OF EXPANSION, CONTRACTION,
AND FULL-CYCLE CONFORMITY

Conformity Index 3/

Reference-Cycle Phase

1966/2 - 1967/2 Contraction 75,

First Full-Cycle:

1967/2 - 1969/1 Expansion &/ -25
1969/1 - 1970/4 Contraction 5. 75
1967/2 - 1970/4 FullCycle & 75

Second Full-Cycle:

1970/4 - 1973/4 Expansion 75
1973/4 - 1975/1 Contraction 100
1970/4 -~ 1975/1 Full-Cycle 100

Ranges from +100 for perfect positive conformity to -100 for perfect
inverse conformity.

Expansion conformity index computed by counting the number of magazine
classes whose revenues increased during the reference expansion, subtracting
the number whose revenue decreased, and expressing the difference as a
percent of the total number of magazine classes (8).

Contraction conformity index computed by deducting the number of classes
with revenue increases during the reference-cycle contraction from the
number of classes whose revenue decreased and expressing this difference
as a percent of the total number of magazine classes (8).

Full-cycle conformity measures based on the difference between the average
quarterly changes during contraction and during the preceding expansion.
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CHART &

REPERENCE-CYCLE PATTERNS OF MAGAZINE ADVERTISING, GROSS NATIONAL PRODUCT, AND THE
INDEX OF INDUSTRIAL PRODUCTION, 1268-1978 (Positive Plan)
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The exceptional patterns during the 1967/2 - 1969/1 GNP-cycle expansion
can be explained by two unusual circumstances: (1) the genreal business
cycle growth-recession during which the Federal Reserve deliberately
tightened the availability of loanable funds for business investments,
including advertising; and (2) relatively large differences between the
timing of the respective reference-cycle and specific-cycle trough and

subsaquent upturn.

Sunmary
While the 1imited number of cycles covered by the present study

precludes broad generalizations about magazine advertising revenue cycles,
several tentative conclusions emerge from the above examination of cyclical
patterns. The data and descriptions presented in this chapter show that
each magazine class experienced its own unigue growth trend and cyclical
pattern. Furthermore, those unique secular and cyclical patterns were
shown to be associated with various gualitative and gquantitative attributes
of the magazines in each class. Among the attributes examined was the
¢composition and concentration of products in the advertising bases of each
magazine class, which were shown to be strongly associated with its editorial
direction. Magazine classes with the most similar editorial approaches
a1s0 tended to have the most similar advertising revenue growth rates.

All comparisons of magazine advertising revenue series with the GNP
and [IP series used to represent the general business cycle suggest that
magazine advertising revenue fluctuates procyclically. With the exception
of the cyclical growth pattern of one GNP expansion, magazine advertising

revenue cyclical patterns generally conformed strongly and positively to
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those of the two reference series. The amplitude of magazine advertising
revenue cycles, on the average, increased with each successive cyclical
phase and consistently exceeded the amplitude of the two reference series,
On a per-quarter basis as well, the general tendency for increasingly
sharp cyclical swings could be seen for all specific magazine and reference
series. Timing analysis indicated that turning points of the magazine
advertising revenue cycles tend to lag at business cycle troughs; while
the evidence was less pronounced at business cycle peaks, Ehere are
indications that, on balance, they lag at business cycle peaks as well,
The results presented here point the direction to be taken in the
detaiied analysis of the cycliical determinants of magazine advertising
spending decisions developed in Chapter 4. The degree to which the
composition of the advertising base of each magazine class influences the
level and growth of advertising revenue will be analyzed with reference
to the finding of a tendency for the turning points in specific magazine
advertising revenue cycles to lag turning points in economic activity.
Among the behavioral processes which this lag may reflect, and which will
be analyzed, are: (1) the propensity of advertisers to determine future
advertising expenditures on the basis of past sales; (2) the fixed or
semi-fixed character of advertising space insertions; and (3) the inability
of advertisers to fully anticipate turning points in their sales cycles
which cause them to maintain increases or decreases in advertising cutlays

past these turning points.



CHAPTER IV

AD-BUDGETING POLICIES AND BUSINESS CONDITIONS:
THEIR CT _ON HE ADVER NG CYCL

The Level of Advertising Expenditures

"We have no miraculous way of determining our advertising and
promotion budget," declared the merchandising vice president of a large,
well-known manufacturing company. "I believe we are guite orthodox.

Qur approach stems from historical records, from the observed efforts
of the competition, and from a decision as to how much of the sales
dollar is affordable for advertising and promotion."1

This comment sums up the thoughts of many of the 267 senior marketing
executives who responded to a 1967 Conference Board survey on organization
and promotion budget-setting. Advertising budget policies reported in the
survey showed that corporate executives are governed by a mixture of
rational and intuitive poiicies. Levels of advertising expenditure are
rarely determined on the basis of market theory or research. Several
factors are usually taken into account before advertising budgets are set.

A body of economic literature has attempted to model the advertising

budget process, but these models are valid only when rational behavior

governs business decisions. In theory, it may be argued that advertising

! David L. Hurwood, "How Companies Set Advertising Budgets,” The Conference
Board Record 5 {March 1968): 34,
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expenditures would fluctuate along with general business activity,

because (a) the price and income elasticities of demand for goods and
services are generally positive, and {b) the promotional elasticity of
advertising is, in most cases, subject to the law of diminishing returns.2
Advertisers, however, do not always behave rationally under real world
conditions of cyclical expansions and contractions complicated by a
stubborn inflation that defies the business cycle. It 15 worthwhile,
therefore, to carefully examine and analyze actuai advertising budget
practices and their probable relation to cyclical fluctuations in adver-

tising expenditures.

Advertising Budget Determination Policies

Advertisers weigh various combinations of criteria before establishing
their advertising budgets. Sometimes, their decisfons are based upon
fairly simple rules-of-thumb; at other times, combinations of factors
contribute to the budget decision. The ultimate result of the budget
process is an advertising expenditure level usually based on one or more
of the following criteria: (1) the past year's sales; (2) anticipated
sales; (3) desired advertising dollars per unit of sales; (4) the past
year's profits; (5) anticipated profits; (6) advertising expenditures
by major competitors; (7) desired appropriation per wholesale and/or
retail outlet; (8) desire to build goodwill; (9) need to achieve a stated

market objective; and (10) general economic conditions.

? See Julian L. Simon, Issues in the Economics of Advertis%gg (Urbana,
I114nois: University of 1111nois Press, 1970}, pp. 126 - |
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Of course, no one, or combination, of these factors will automatically
lead advertisers to a sound budget appropriation. Most of these criterfa
represent statistical descriptions, or accounting ratios, that relate
arithmetically to a host of market and economic conditions pertinent to a
given company. Advertising policies, then, could be expected to vary
considerably among firms and, from time to time, within a firm, depending
on the type of products, market conditions, the company's financial
condition, the stability of profits, and other relevant economic factors.
Whether an advertiser chooses to base budget decisions on one criterion
or several, none of these criteria can automatically lead the advertiser
to the "right" expenditure level.

The various criteria that determine advertising expenditures could
be summarized by four distinct budget approaches: (1) competitive parity
approach; (2) all-you-can-afford; (3) task-and-objective approach; and
(4) percentage-of-sales approach.3 Whichever of these approaches companies
favor, they generally provide themselves with room to maneuver and avoid
being locked into an inalterable budget. Companies generally adjust their
budgets -- with periodic reviews and contingency funds -- for changes in
demand, new product possibilities developing later in the budget year, and
shifting competitive pressures.

The foundations for these various budget approaches obviously depend
upon prevailing economic conditions at the firm level, industry level, and

in the national marketplace. This is not difficult to understand in view

3 These approaches were first described in detafl in Joel Dean, Managerial
Economics (Englewood Cl1iffs, N.J.: Prentice-Hall, 1951). See especially

p.
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of the common reliance on rules-of-thumb that focus on sales, profits,
and economic aggregates. The degree of advertising expenditure fluc-
tuation for a given product, however, varies with the type of advertising
policy a company adopts. For example, advertising budgets set strictly
on a percentage-of-sales basis are likely to be more susceptible to
business fluctuations than budgets set under task methods, which contain
long-term objectives. Given these distinctive traits among advertising
budget approaches, it is necessary to analyze the extentoto which business
fluctuations influence the variability of advertising outlays under the

various budgeting approaches.

Competitive-Parity

The competitive-parity approach to ad-budgeting represents a defensive
approach to the appropriation process. The advertising outlays of major
competitive rivals is the primary criterion on which advertising expendi-
ture levels are set. This approach is rationalized by the belief that
competitors' advertising intensity influences the productivity of the
firmm's own advertising. Generally, firms that employ this approach will
attempt to spend an amount set in a fixed proportion to spending of major
competitors, especially the industry leader. This practice has particular
appeal to relatively small firms that lack independence of action in the
marketplace and that cannot afford an “advertising war." For larger
companies -- those able to exert some influence on the market -- this

practice is less satisfactory than an independent budget approach.
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Since the competitive-parity approach centers around the advertising
policies of larger firms, the fulcrum of any cyclical analysis must also
center around these firms. The degree to which advertising policies of
large firms conform to over-all business cycles will determine the closeness
of smal]l firms' advertising expenditure fluctuations to fluctuations in
general economic conditions. For the 1956 - 1959 period, Charles Yang

analyzed the advertising levels of the top 30 national advertisers of 1958.4

Yang noted that the rate of increase of advertising expenditures for these
large advertisers delcined strongly in the 1958 recession year and then
rebounded sharply in the 1959 recovery year. This evidence led to the
tentative conclusion that budgets of large advertisers fluctuate with the
business cycle. Inferentially, then, the ad-spending patterns of small
firms that followed their industry leaders during this period showed

resemblance to the business cycle as well, though perhaps with a lag.

All-You=-Can-Afford

Perhaps the least structured advertising budget policy arises when
a firm spends whatever it thinks it can afford. A firm with a conserva-
tive management or with limited working capital and sources of financing
may adopt this approach, because it 1inks advertising expenditures directly
to earnings. The major delimiting factor in determining a company's adver-

tising outlay is l1ikely to be the need for satisfactory profits in the

447Charles Yang, A Theoretical and Empirical Investigation of Advertising
Cycles," (Ph.D. dissertation, New York University, Graduate School of
Busfness Administration, 1962), p. 117.
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current year (even if this denies the role of current advertising in
building future earnings).

Firms that adopt the "all-you-can-afford" approach trade off adver-
tising expenditures against one or more other activities. Taplin found
that advertising appropriations are commonly set as a "joint residuum”
with profits so that one can be increased only at the expense of the other.?
According to Taplin, the reasons for this practice range.from sheer short-
sightedness to a deliberate decision on how much to venture on an activity
whose results are deemed to be a matter of pure uncertainty. Sellers
with no faith whatsoever in the power of advertising to promote sales,
for example, commonly terminate advertising after a bad year in order to
budget for a healthier profit in the next year. (These sellers, obviously,
do not believe in the concept of advertising capital stocks.) At the
opposite extreme, sellers who believe that anything could be sold if it
is advertised heavily enough -- at the expense of current profits -- do
not accept the argument that, in certain circumstances (e.g., a recession},
increased advertising expenditures may be ineffective.

Among small firms, the "all-you-can-afford" approach can lead to a
profit-advertising spiral. A successful advertising campaign could
increase the joint residuum; this in turn could lead to further advertising
and further profits., Thus, the "all-you-can-afford" approach may be

rationalized by the belief that advertising has some effect upon sales

5 Walter Taplin, "Advertising Appropriation Policy," Economica 26
{August 1959): 235 -~ 238.
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for which no precise measurement has been possible. In such cases,
however, the probability persists that the expansion of sales in the
later stages might be achieved anyway, even without additional advertising.
The cyclical consequences of this budget method are rather clear.
Profits, which themselves vary pro-cyclically, pivotally determine
advertising expenditure levels for sellers using this approach. For firms
that adopt a joint residuum approach, profit levels and advertising levels
will fluctuate similarly. In a small minority of cases, advertisers may
spend more than is warranted by economic conditions because of their
faith in the ability of advertising to increase sales. On the whole,
however, only highly profitable companies will be able to spend liberally
on advertising when a sales decline leads them into a profit squeeze -- as
during a depression. Thus, the magnitude of advertising fluctuation under
this method is closely related to firms' earning stability (i.e., the more
unstable a company's earnings, the wider the fluctuations in advertising
outlay.) Advertising fluctuations, moreover, will 1ikely lag behind
fluctuations in general business activity, as a decline in earnings will

not be recognized by firms until some time after it has actually occurred.

Task and Objective

Advertising to fulfill a particular task is one of the two most
common approaches to the advertising appropriation question, according

to corporate executives surveyed by the Conference Board.® For product

5 David L. Hurwood, Advertising Budgets, p. 36.
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or service advertising, the objective most frequently mentioned relates
tolmarketing plans or expectations expressed in terms of volume, revenue,
support for newly introduced products, income, profits, earnings, market
shares, or otherwise. These short-run foct contrast with long-run
objectives captured in corporate, institutional, or "public relations"
advertising that center on image, reputation, or identity for a brand,
firm, or other entity. ..

For firms that use the task approach, setting appropriate objectives
is only the necessary first step. Only after objectives have been set do
these firms think about an advertising program and an aphropr1ation to
carry it out. Most firms define their advertising tasks on a product«by-
product or market-by-market basis. Considerations that frequently go into
an assessment of individual product advertising needs include: (1) market
share; {2) distribution pattern and depth; (3) customer prospect categories;
(4) scheduled trade shows and sales meetings; (5] susceptibility of the
product to successful advertising treatment; (6) general market data; and
(7) general economic conditions.

Robert S. Weinberg has developed a model of advertising appropriations

for firms whose task is to reach or hold a particular market share.’ For

firms that wish to held their market share, an optimum allocation of

advertising budgets can be attained by using the company's historic relation

7 Robert S. Weinberg, "Developing an Advertising Planning Procedure -- An
Econometric Approach,"” in Malcolm A. McNiven, ed., How Much to Spend for

Advertising?: Methods for Determining_ndvertising Expenditure Levels
{New York: Association of National Advertisers, | 939;. pp. 47-66,
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between changes in its market share and the ratio of the company's
advertising outlay to that of the rest of the industry. Once this relation-
ship is established, the company will be able to compute the exact adver-
tising appropriation size to reach any other given desired market share,
provided the volume of the total industry sales and advertising expendi-
tures of the rest of the industry are known. Necessarily, then, if
market share objectives are pursued, the firm's -- as well as the industry's --
advertising expenditures will fluctuate directly with sa1es.{evels and
indirectly with general business cycle conditions. (If, of course, a
firm and/or the rest of its industry try to increase their market shares
during a recession, advertising could vary counter-cyclically. This
scenario, however, would be uniikely.} This adjustment could take place
with a lag because of the so-called "advertising ratchet effect,"” whereby
rivals quickly match advertising increases but only hesitantly, and
incompletely, follow advertising reductions.B

Various c¢riteria are employed for deciding on the intensity of
support for a given product. One such c¢riterion is the product's share
in the company's total dollar volume. Some firms, however, have so many
products that it is not feasibie to allocate a strictly proportional share
of the advertising budget to each one. Present, or potential, profit
contribution is even more frequently cited as a criterion. Often, products
which make the greatest contribution to company profits are most favored

for advertising support. Other companies choose to strongly support

8 p, Doyle, "Advertising Expenditure and Consumer Demand," Qxford Economic
Papers 20 (November 1968): 404,
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products that have sagging volume or market share.

The introduction of new products is another short-run advertising
objective, especially in expanding industries. Since there {1s no sales
record to guide advertising appropriations for a new product, and since
competition is difficult to measure, the task method is a logical approach
to the determination of the advertising outlay. In deciding how much to
spend for promotion of a new product, advertisers must consider the poten-
tial volume to be realized and their vulnerability to compét;tive retaliation.

Promotional expenses for a new product usually run many times higher
than expenditures on established products. Indeed, W.K. Kellogg, when
asked what was necessary to get into the cornflakes business, said: "To
build production facilities, X million dollars; to get consumer acceptance,
three times as much."g Fluctuations in advertising expenditures, therefore,
are significantly influenced by the number of new products introduced into
the market. Over the business cycle, the chance of successfully marketing
a new product weakens during a recession when demand is sluggish and tight
funds discourage expensive new ventures. Thus, the introduction of new
products seems to respond to general business conditions, with expected
corresponding responses in advertising.

Other task objectives also have definite implications for the time-
path of advertising over the cycle. If sales volume levels are the foremost

ccnsideration, firms have several options. A sales quota may be set in

g Cited by Nariman K. Dhalla, "Assessing the Long-Term Value of Advertising,”
Harvard Business Review 56 (January-February 1978}: 87.
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accordance with changing business conditions ({i.e., a low sales quota
in recession years and a high one fin prosperous years), In this case,
advertising budgets will rise and fall directly with the sales gquota and,
at one step removed, with general business activity -- and perhaps at a
lag. In principle, a firm may set a sales quota independently of general
business conditions, but this practice is usually avoided to escape wide
profit fluctuations. (Promotion to achieve high sales levéls can be
very expensive, especially during recessions; this may result in unbearably
low profit margins, especially for items, such as durable goods, with a
high income elasticity of demand.)

Longer-run objectives, such as intensifying brand acceptability
or strengthening the company's image, are often as critical as short-run
objectives. However, they often can te postponed. It is, therefore,
unlikely that expenditures to reach these objectives will remain as high
in a recassion as in more prosperous times. When funds are tight, firms
often concentrate on their most immediate needs, such as preservation of
saies and profit levels. I[f long-term advertising objectives reflect the
firm's changing sales and profit levels, then total advertising expendi-
tures could be expected to fluctuate with the business cycle; if funds are
shifted to satisfy shorter-run objectives, total advertising volume could

remain the same.

Percentage-of-Sales

Several surveys of large advertisers of national brands indfcate that

the most common approach to ad-expenditure determination is the percentage-
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of-sales approach. For many companies, this method entails setting a
predetermined ceiling on advertising expenditures based upon a customary
ratio between total advertising expenditures and some measure of current,
past, or anticipated sales. Most commonly, these rule-of-thumb ratios are
simple, flexible benchmarks rather than rigid constraints. The ratios are
typically checked against industry averages as well as those of other
ccmpanies with similar marketing complexities.

Competition between similar products tends to lead té.similar per-
centages of advertising-to-sales for each of the competitors, especially
in oligopolistic markets. Advertisers in these markets fear that lower
advertising expenditures expose them to Jost sales to competitors. At
the same time, additional advertising could touch off retaliatory adver-
tising expenditures by competitors that lead to high advertising-to-sales
ratios for all competing firms. Since additional advertising generally
cannot expand total demand for mature products, firms often leave their
established expenditure percentage undisturbed and concentrate on achieving
higher sales through more efficient advertising.

Although the practice of maintaining established advertising-to-sales

(A/S) ratios appears prima facie to be illogical, there are defensible

reasons for it:

(1} Predetermined A/S ratics are helpful where advertising forms a
"large" proportion of total cost and where economies from larger scale
production are not expected. Any large increase in advertising expenditures
in this restricted environment could be made only by altering production

and distribution processes. This problem is less severe when advertising
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expenditures are decreased, but firms are reluctant to do this for fear
of losing sales.

(2) When other costs are inflexible, changes in advertising expen-
ditures could l1ikewise upset the production function.

(3) Vvariations in advertising appropriations are unlikely to break
product loyalty rooted in conservative consumption habits, and, therefore,
may have little effect on brand or product sales. For f1rp§ already in
such markets, the temptation to reduce advertising expenditures is dulled
by inertia and fear that competitors will attempt to grab larger market
shares.

In light of the prevailing rationale for using fixed A/S ratios, it
was not surprising that two-thirds of all companies surveyed in 1961
reported their advertising outlays on the basis of antfcipated sales and
the remaining companies on past or current sales. 10 However, such a
budget practice requires accurate forecasts of anticipated sales. Overly
or uncduly optimistic sales forecasts cause advertisers to continue to
expand their promotional efforts after their sales cycle has turned down-
ward, or to increase their promotional efforts before their sales cycle
has turned upward. The result of this malcalculation is a tendency for
advertising cycle turning points to lag at business cycle peaks and to
lead at business cycle troughs. Overly or unduly pessimistic sales fore-
casts, on the other hand, cause advertising cycle turning points to lead

at business cycle peaks and to lag at business cycle %troughs. Ffinally,

10 See H. Jay Bullen, "19671 Industrial Ad Budgets -- How Big, What Goes
Into Them," Industrial Marketing, January 1961, pp. 31 - 39.
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advertisers that base their promotion schedules on past sales trends are
constrained by lags in the processing and analysis of sufficient information
to recognize turning points in sales cycles. Consequently, promotion
decisions based on past sales trends result in advertising cycle turning
points that lag at both business cycle peaks and business cycle troughs.

According to a Department of Commerce survey, business executives
tend to overstate the ebullience of a prospering economy gn? the slump of
a declining economy.ll This tendency would have the effect of generating
advertising fluctuations that lag at both cyclical peaks and cyclical
troughs.

Even if specific decision variables used in determining the size of
advertising expenditures do not always directly include general business
conditions indicators, the business cycle indirectly plays a role in all
ad-budgeting. The various rule-of-thumb c¢riteria rely om past, present,
or anticipated sales or profits to comprise the denominator of the respec-
tive advertising ratios; these accounting statistics are all intimately
affectad by the business cycle. Advertisers who choose various task
approaches and the all-you-can-afford approach must keep a watchful eye
on the complementarity of their objectives or apprcach to national market-
place conditions. Even firms that follow the competitive-parity approach

must be cognizant of business conditions when predicting the advertising

1 "Manufacturers' Inventory and Sales Expectations: A Progress Report
on a New Survey," U.S. Department of Commerce Survey of Current Business
41 (August 1961): 27 - 31.
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strategies of industry leaders.

Relating Magazine Advertising to Business Conditions
While general descriptions of ad-budgeting approaches can suggest
total advertising expenditure patterns under different economic conditions,

they may not describe these patterns for individual media. Indeed, it is

likely that changing economic conditions tend to alter the qgvertising mi x
not only among media, but across advertising vehicles within a medium.

During business downturns, for example, advertisers might economize on
goodwill or "investment-type" advertising and on their bookings in marginally
effective media or vehicles. During expansions, on the other hand, adver-
tisers can more easily pursue longer-term advertising goals and gambie on
advertisements with otherwise uneconomically high proportions of leakage.
These factors become important particularly for advertisers of products

with high income elasticities of demand and for the media that typically
serve them.

This section will present empirical results that suggest a statistical
relationship between various business conditions indicators and levels of
advertising expenditures in magazines. Although a broad analysis of changes
in media shares over the business cycle would contribute to our understanding
of budgeting practices, such an analysis would go far beyond the scope af
this study. Instead, we analyze the relationship between magazine adver-
tising and general business conditions, with the implicit assumption that
media shares remain constant. This simplifying assumption facilitates

comparisons batween magazine advertising fluctuations and macro-economic
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fluctuations.

The results presented in this chapter will extend and bring up to
date earlier studies of the correlation between advertising levels and
aggregate business conditions. Economic indicators selected for compar-
isons in this study generally match comparable indicators used by Louis
C. Wagner is a simtlar study published in 1941.12 Wagner compared cyclical
fluctuations of a composite index of "total" advertising with cyclical
fluctuations of several business conditions indicators. These indicators
included: (1) Index of Income Payments; (2) Federal Reserve Index of
Industrial Production; (3} Corporation Profits; and (4} Department Store
Sales,

In the present study, cyclical fluctuations in indicators of business
conditions will be contrasted with a cyclical index of total magazine
advertising. This index was constructed in the same way as the cyclical
indexes of each of the magazine classes. {See Chapter 3, pages 69-75 )

Life and Look magazines, which were excluded from the cyclical index of

advertising in general editorial magazines, were likewise excluded from
the seasonmally adjusted and cyclical indexes of total magazine advertising
used here. (See Chapter 2, pages 46-49 for an explanation of these
exclusions.)

Wagner's study in 1941 was a fairly comprehensive attempt to relate

Louis C. Wagner, "Advertising and the Business Cycie," Journal of
Marketing 6 (October 1941): 124-125.
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fluctuatioris in total advertising to fluctuations of business conditions
indicators. Wagner concluded that "during the thirties it appears that
it was a wise policy from the short-term point of view for most companies
to follow the business cycle in determining their advertising appropriation,
increasing their efforts when sales were easy to obtain and decreasing their
efforts when sales were difficult to obtain."13

David M, Blank arrived at similar conclusions in his 1962 study.
Blank examined cy¢lical fluctuations in Gross National Product. These
comparisons led Blank to the following conclusions:

Although annual data on national advertising expenditures

do not suggest much cyclical variability, examination of

quarterly data shows that advertising is quite responsive

to swings in general business activity. For the post-war

period, in fact, conformity between business cycles and

cycles in advertising is very close.

There is a general tendency for peaks in natignal advertising

to follow business cycle peaks by several months, although “he

amount of this lag has shortened in recent years. On the other

hand, troughs in national advertising cycles seem to have

preceded troughs in business in earlier periods, but this

response has slowed somewhat in the most recent period and

is now about the same at cycle troughs and at cycle pealks.14

Based on quarterly adjusted data, Blank also determined that magazine
advertising cycles lagged behind GNP at cyclical peaks and at cyclical
troughs over three postwar cycies.

Charles Y. Yang, in his 1962 doctoral dissertation, confirmed Blank's

findings, although he employed a slightly different method for computing

I3 Ibid., p. 135. -

14 pavid M. Blank, "Cyclical Behavior of National Advertising," Jouyrnal
of Business 35 (Januray 1962}): 14.
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cyclical indexes.!S

The three studies cited above cover the period between 1930 and
1960. Over much of this period, the print media and radio were the
leading media. Even as late as 1960, television was still an “infant
industry" whose best years were still to come. Despite continued accel-
eration of the growth rate of television advertising through the 1970s
the underlying economic forces that contribute to ad-budgeting decisions
probably did not change. Therefore, we hypothesized that ;&§ert1sing
fluctuations in general, and magazine advertising fluctuations in par-
ticular, continued to follow the business cycle in the 1960s and 1970s,

though perhaps with a lag at cyclical peaks and troughs.

Magazine Advertising and the
Gross Nationa] Product

Comparisons between magazine advertising cycles and GNP cycles are
significant because of the widespread use of GNP as a comprehensive business
conditions indicator. (See the discussion of this point in Chapter 3,
pages 73-75 .) Both Blank and Yang used GNP cycles as the focal point of
their studies. Although Wagner did not have comparable GNP data when he
wrote his study (in 1941), he did use an Index of Income Payments. Thus,
it is appropriate in the present study to retrace the findings in earlier

articles and to extend these empirical results through 1976.

\L Charles Yang, "Advertising Cycles,” pp. 137 - 144,
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Wagner's analysis of advertising and income cycles in the 1930s
led him to conclude that total advertising "seems to lag behind changes

II]ﬁ

tn income payments. Two decades later, Blank determined that magazine

advertising cycles lagged behind GNP cycles by an average of 1.3 quarters
at cyclical peaks and by an average 0.3 quarters at cyclical troughs.
The length of the lag at cyclical turns in the latter two of the four
cycles between 1948 and 1960 was shorter than those in the fjrst two years.
Yang, whose study covered the same time period as Blank's study,
generally arrived at the same conclusions as Blank. With one exception,
magazine advertising cycles were found either to lag GNP cycles by a single
gquarter at cyciical turns or to coincide with them. In contradiction to
Blank, Yang found that the lag in magazine advertising cycles at his two
most recent troughs did not decrease; rather it showed a slight increase.
Cyclical comparisons constructed in the present study for the 1965 -
1976 period tend to confirm the pattern of the earlier published findings.
At three out of four turning points examined, the cyclical index of magazine
advertising lagged behind the GNP cyclical index; at one cyclical turn the
two indexes coincided. At the 1968/3 GNP cyclical peak, the magazine adver-
tising cycle Tagged behind the GNP cycle by 5 guarters; at the subsequent
peak in 1973/4, the lag was somewhat shorter, only 2 quarters. The two
cyclical indexes coincided at the 1970/4 GNP trough, but the magazine
advertising cycle lagged behind the cycle in the economic aggregate by a

single quarter at the 1975/1 GNP cyclical trough. Based upon the comparative

16 Louis C. Wagner, "Advertising and the Business Cycle," p. 129,
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cyclical timing at the four turning points, the tendency for magazine
advertising cycles to lag behind GNP cycles appears to have persisted
through the 1965 - 1976 period.

In order to statistically capture the length of the magazine adver-
tising cyclical lag, simple rank correlations were run between the
quarterly seasonally adjusted index of magazine advertising and an index
of GNP for several arbitrary lead and lag specifications. The results of
this rough test (presented below) indicate that magazine advertising cycles

tend to lag behind GNP cycles by between 0 and 1 guarters. Although all

Rank Correlation: Magazine Advertising Revenue vs.
GNP Under Selected Lead-Lag Specifications

Lead Lag
No. of
Quarters +8 +6 +4 +2 +] 0 =2 -4 -6 -8
Rank

Correlation ,965 .973 .976 .976 .977 .979 .979 .978 .971 .965 .965

of the correlations shown were high -- including those specifications in

which magazine advertising lTeads GNP -- the indication, mild though it may be,

is that magazine advertising fluctuations tend to iag slightiy behind GNP
fluctuations. This tentative finding thus tends to corroborate resuits in

earlier empirical studies.

Magazine Advertising and the
Index of [ndustrial Production

Although the Federal Reserve Index of Industrial Production is a less

comprehensive indicator of general business conditions than is GNP, it has
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been used in various economic studies that report comparat?ve cyclical
fluctuations. (See the discussion of the strengths and weaknesses of

the Industrial Production Index as a cyclical indicator, found in Chapter

3, pages 88-89 .) As early as 1941, Wagner included comparisons of national
advertising cycles and the Industrial Production Index. Yang used the
Industrial Production Index as a secondary indication of the reference cycle
in his 1962 study.

The results of Wagner's study for the 1930 - 1939 Deri;& mark a useful
starting point for determining conformity of magazine advertising cycles
to industrial production cycles. Wagner found that fluctuations in total
national advertising tend to lag behind fluctuations in industrial production
in the timing of cyclical recoveries as well as in the timing of cyclical
downturns. Advertising cycles lagged by an average of 1.3 quarters at the
four cyclical troughs measured and by an average 0.5 quarter at the four
peaks.

Yang, in his analysis of magazine advertising, determined that their
cycles, on the whole, tend to lag very slightly behind cycles in industrial
production. In three of four industrial production cycles analyzed, the
cyclical index of magazine advertising lagged by a single quarter at
cyclical peaks; in another cycle, they coincided at the peak. At three of
the four cyclical troughs, however, the cyclical indexes coincided; at the
other trough the magazine advertising cycle was found to have lagged behind
the fndustrial production cycle. On average, then, Yang found that magazine
advertising cycles tend to lag behind industrial production cycles by an
average of less than a single quarter at both cyclical peaks and cyclical

troughs.
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Cyclical analysis of magazine advertising and industrial production
over the 1965 - 1976 period reveals that magazine advertising cycles no
longer tend to Tag behind industrial production cycles at both cyclical
troughs and cyclical peaks. The magazine advertising cyclical index reached
its cyclical troughs in 1970/4 and in 1975/2, coincident with troughs in the
industrial production cyclical index. However, the advertising series
reached cyclical peaks in 1969/2 and in 1973/2, one quarter.ahead of cyclical
peaks in industrial production. These findings, therefore contrast with
those of Wagner (for total national advertising) and Yang (for magazine adver-
tising).

In order to further verify these results, simple rank correlations
were estimated between the seasonally adjusted index of magazine advertising
and the Industrial Production Index for several alternative lead and lag

specifications. The results (presented below} indicate that variations in

Rank Correlation: Magazine Advertising Revenue vs.
Index of Industrial Production Under Selected
Lead-Lag Specifications

Lead Lag
No. of
Quarters +8 +6 +4 +2 +] Q -1 ~2 — -6 -8
Rank

Correlation .776 .817 .871 .905 .3909 .916 .908 .885 .798 .781 .764

magazine advertising are most closely correlated with variations in industrial
production of the concurrent time period. This result closely resembles our
earlier conclusion that magazine advertising tends to lag behind industrial

production cycles by less than one guarter, if at all. Tentatively, then,
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it appears that magazine advertising cycles and industrial production

cycles are roughly coincident at cyclical turning points, although minor
variations in this relationship appear from time to time. (However, any
comparison between the two series must be tempered by recognition that
fluctuations in magazine advertising are measured in current dollars and
will be affected by inflation; industrial production, on the other hand,
measures volume in physical units and is not, therefore, directly influenced

by price changes which could alter its cyclical pattern.} °~

Magazine Advertising and Corporation Profits

Past, current, and anticipated profit streams and levels play important
roies in ad-budgeting decisicns of many large and small companies. The
reliance on rule-of-thumb budgets, which set advertising as a ratio to some
measure of profits, recurrently appear in surveys of corporate decision-
makers. Other advertisers view profits as a joint residuum with advertising
expenditures so that one can be increased only at the expense of the other,

Corporate profits respond sensitively to general business conditions.
Generally, ccrporate profits are considered a leading indicator of changes
in general economic¢ conditions. Thus, if advertisers tend to base their
expenditures on past profits, the magazine advertising cycle could te
expected to lag the profits cycle by even more than it lags the GNP cycle
{roughly one quarter). If, however, the advertising ratio is dominantly set
as a percentage of future profits, magazine advertising cycles could have a
shorter lag than -~ or even lead -- the profits cycle.

Wagner compared the cyclical timing of corporation after-tax profits

and national advertising expenditures over the 1930s. National advertising
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was found to lag the profits cycle by an average of about one quarter at
¢yclical troughs and by about 0.8 quarter at cyclical peaks. Magazine
advertising cycles estimated for the current study, on the other hand,
appeared to lag behind the profits cycle by an average of about 0.5 quarter
at cyclical troughs and 2.5 guarters at cyclical peaks. These findings
suggest that past profits are more strongly associated with current magazine
advertising leveis than are anticipated profits. _

SimpTe rank correlations between magazine advertising ;nd corporate
profits did not, however, confirm this result. As shown below, seasonally
adjusted magazine advertising expenditures that lead the profits series by

8 quarters showed the highest correlation. The length of the lead time

Rank Correlation: Magazine Advertising Revenue vs.
Corporate Profits Under Selected Lead-Lag Specifications

Lead Lag
MNo. of
Quarters ~8 +6 +4 +2 +) 0 -1 -2 -4 -5 -8
Rank

Correlation .934 .913 .894 .868 .859 .866 .864 .847 757 ,689 .684

tears no a priori economic significance (i.e., it is only a statistical
artifact), but it could suggest that advertisers view advertising expenditures
in magazines fn much the same way as other investments that yield a delayed,
long-term payoff. This tentative conclusion contradicts the finding, based
on cyclical turning points, that suggested the dominance of ad-budgeting
based on past profits.

The great volatility of profits over business cycles relative to fluc-

tuations in magazine advertising, however, makes any attempt to draw firm
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conclusions based upon this evidence a very slippery art. Thus, based
upon the crude tests performed in this study, we are unable to determine
the approximate true length of the lead or the lag of magazine advertising

cycles relative to corporate profits cycles.

Magazine Advertising and Department Store Sales

The stimulation of retail sales is the overwhelming ultimate objective
of advertising in consumer magazines. For the most part, consumer magazine
advertising appeals to audiences that purchase consumer durable and non-
durable goods and, to a lesser degree, consumer services. Some industrial
advertising appears in consumer magazines, but only in seiect publications
and editfons. In light of this advertising composition, cycles in department
store sales were analyzed relative to magazine advertising cycles.

On the surface, cyclical comparisons based on department store sales
might seem to have limited significance as department store sales comprise
only a protion of total retai] sales {13 percent in 1976). Yet, a dispro-
portionate share of department store sales consist of those items most
heavily advertised in consumer magazines, namely, consumer durable goods
with national brand labels, a pattern which validates the cyclical comparison
of magazine advertising and department store sales.!’

Comparison of turning points of the two cyclical indexes between 1965
and 1976 suggests that magazine advertising lagged behind department store

sales at both cyclical peaks and cyclical troughs. At cyclical peaks,

17 Wagner's results and conclusions for department store sales are not
presented here because procedural errors render them meaningless.
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magazine advertising lagged by an average of 2 quarters; at cyclical
troughs, the average lag was 1 quarter. Simple rank correlations between
the seasonally adjusted {ndexes of magazine advertising and department
store sales confirmed this finding. Correlations for various lead and lag

specifications are presented below. The results show that the correlation

Rank Correlation: Magazine Advertising vs. .
Department Store Sales Under Selected Lead-Lag Specifications

Lead Lag
No. of
Quarters +8 +6 +4  +2 +1 0 -1 =2 -4 -6 -8
Rank

Correlation 963 .962 .964 .975 .978 .980 .930 .977 .966 .953 .950

between the two indexes is at its highest when current magazine advertising
is associated with current department store sales or department store sales
of the previous quarter. Since a great deal of department store advertising
would be effective as a sales stimulant for only a few days at most (i.e.,

it is highly perishable), the relative strength of the concurrent correlation

was the expected outcome.

Magazine Advertising and Business Conditions:
Some Tentative Conclusions

The results presented in this section support only tentative inferences.
Since they are based on crude tests, a great deal of weight should not be
attached to them, However, they do suggest several! tendencies that require
further investigation:

(1) Magazine advertising volume tends to correlate highly with
aggregated sales, profits, income, and production levels,

(2) The cyclical relationship between magazine advertising and business
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indicators has been fairly stable throughout the postwar period.

(3) Magazine advertising cycles usually tend to follow cycles in
various business conditions indicators with a brief lag.

{4) Evidence that magazine advertising tends to lag at cyclical
turning points of business indicators suggests that advertisers do not
immediately adjust their expenditure levels to changing marketplace

conditions.

Measuring the Ratfo of
Magazine Advertising-to-sales

These tentative findings point to the need for a more rigorous analysis
of the relation between magazine advertising outlays and the general business
cycle. As a first step, we will investigate the ratio of magazine adver-
tising to personal expenditures on consumer goods.18

The economic interpretation of the ratio of advertising-to-sales (A/S)
has generated interest among economists and the business community. For
gne thing, the A/S ratio describes how much of consumer spending can be
considered to be absorbed by advertising. For another, interest in the
A/S ratio emanates from the belief that firms interested in sales and/or
profit maximization strive to find the optimal A/S ratio for each of their

goods and services. Business decision-makers, who often determine their

advertising budgets as a percentage of some sales measure, obviously consider

Personal consumption expenditures (PCE) and retail sales data are
computed by different procedures. Retail sales data are based upon estab-
1ishment surveys. PCE measures movements of products into the hands of
consumers. However, retail sales and PCE data are close substitutes for
eac? other in most contexts. Thus, PCE henceforth will be referred to as
"sales."
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the A/S ratio a highly relevant statistic.

The advertising-to-sales ratio has not gained universal acceptance
as a relevant behavioral variable. Julian Simon has claimed that mis-
leading conclusions may be drawn when based upon these statistics:

Advertising ratio data alone are not competent to serve

as the basis for any general investigation of the economics
of advertising. The behavior of advertising expenditures
in the depression of the 1930's is an example of how
advertising data can be misleading. If one looks at the
proportion of net sales spent for advertising by department
(and specialty) stores from, say, 1929 to 1944, the highest
ratio occurred in 1932. This suggests that advertising
intensity rose in the depths of the depression. But if

one Tooks at the absolute amount spent for advertising by
department stores, one sees that it dropped sharply from

a2 high in 1929 to a low in 1933, and was almost as low in
1932 as in 1933. This shows that the use of ratio data
alone would almost surely lead a researcher to the wrong
conclusion, 19

Nevertheless, a number of cross-sectional and time series investi-
gations have attempted to capture the relationship between advertising
and sales.20 as early as 1931, Cover et. al. examined newspaper advertising
space and sales for Chicago department stores and uncovered seasonal and

21 In 1942, Borden showed

cyclical relations between sales and advertising.
that 54 percent of the firms he surveyed during the 1930s set advertising
appropriations as a percentage of past or current sales levels; another

16 percent were partially steered by sales levels.22 Jastram, in 1949,

9 Julian L. Simon, Issues, p. 310.

20 An excellent bibliography of studies concerned with advertising-sales
relat1onsg%ps c¢an be found in Dhalla, "Long-Term Value of Advertising,”
pp. 90 -~ 91.

21 J.M. Cover et. al. , "Department Store Sales and Advertising,” Journal of
Business 4 (July 193'1') 227 - 244, -

22 Neil H. Borden, The Economic Effects of Advertising {Chicago: R.D.
Irwin, 1942}, pp. N - 722, 734 - 736,
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reported that 75 percent of large firms he surveyed in the 1930s budgeted
their advertisements according to pre-determined advertising-to-planned
sales ratios.?23

In 1969, Melrose attempted to explain advertising outiays of the
Lydia Pinkham medicine company with sales data generated by Palda.24
In Melrose's regression equations, sales explained 80 percent of the
variation in Piknham's advertising expenditures over the 1908 - 1960
period. Schmalensee, in 1972, analyzed the same data, bué hade statistical
adjustments for the Great Depression; his equation, based solely on current
sales, found sales accounting for 87 percent of the variance in Pinkham's
advertising outlays.?5 schmalensee also found evidence of a strong causal
relationship between consumer goods sales and national advertising.26 In
a study published in 1976, Grabowski confirmed Schmalensee’s conclusion
that the direction of proximate, if not ultimate, causality runs more
strongly from sales to advertising than from advertising to sales, regardless

of the lag structure. 2’

z3 Roy W. Jastram, "Advertising Ratios Planned by Large-Scale Advertisers,"
Journal of Marketing 14 (July 1949): 13 - 21.

24 K.B. Melrose, "An Empirical Study on Optimizing Advertising Policy,"
Journal of Business 42 (July 1969): 282 - 292. Also see Kristian S. Paida,
The Measurement of Cumulative Advertising Effects (Englewood Cliffs, N.J.:
Prentice-Hall, 1964).

25 Richard Schmalensee, The Economics of Advertising (New York: American
Elsevier, 1972), pp. 48 - 08.

26 comprehensive definition and application of causality testing in
distributed lag models can be found in Peter I. Berman, Inflation and

the Money Sugg]; in the United States, 1956 - 1977 (Boston: Lexington Books,
] pp' * - » ’ 4' gn?

27 Henry G. Grabowski, "The Effects of Advertising on the Interindustry Dis-
gribution of Demand," NBER Explorations in Economic Research 3 (Winter 1976):
9 - 70.
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Theoretical Considerations on the A/S Ratio

Although the A/S ratio has earned widespread -- if not universal --
acceptance as a meaningful business statistic, few economic analyses have
attempted to model the advertising-sales relationship in terms of static
and dynamic theoretical constructs. Most of the results of economic
studfes consider the relationship a unique empirical finding rather than
an affirmation (or refutation) of hypotheses based on theory. It is not
surprising, then, that few studies have attempted to exp15?n the A/S ratio
as a rational, dynamic outgrowth of profit-maximizing behavior. Although
a marginalist approach has long existed (it states that firms will adver-
tise up to the point where the marginal value product and marginal cost
of advertising are equal) it has been unable to capture the process by
which the A/S ratio adjusts over time to changing business conditions.

In his 1976 study, Grabowski summarized the major contributions to
the theory behind the advertising-sales re]ationship.23 This excellent
summary (abridged below for simplicity) stresses the inability of economic
Titerature (through 1976) to capture all of the dynamic adjustment processes
underlying the level of the A/S ratfio at any instant.

Studies by Rasmussen and by Dorfman and Steiner pioneered in the devel-

opment of theoretical anaiyses of advertising-sales relationships.zg

b Grabowski's excellent summary of theoretical developments on the adver-
tising-sales relationship can be found in Grabowski, “Interindustry Distri-
bution of Demand,"” pp. 56 - 59.

29 Arne Rasmussen, “The Determination of Advertising Expenditures,” Journal
of Marketing 16 (April 1952): 439 - 446. Also see Robert Dorfman and Peter
Stefner, "Optimal Advertising and Optimal Quality," American Economic Review
44 (December 1954): 826 - 836.
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Rasmussen investigated optimal advertising expenditure levels for a
profit maximizing monopoly with a static model. Profits in this model
were expressed by the following equation:
(Eq. A) 4T = PQ(A,P)-C /T(A,P)] -AT,
where A = real advertising expenditures, or the number of "viewer-messages”;
T = advertising cost per viewer-message; P = product price; Q(A,P) = demand
function; and (C{Q)) = cost function. The optimality condition could assume
the following formulation if advertising expenditures and p;{ce are the
decision variables:

Eq. 8 AT -¢’!
(Eq. 8) = o€ Pog :

where &= advertising elasticity of demand; C’(Q) = marginal cost of a
unit of production; and E_&JQ:_Qll = the Lerner index of monopoly power.
Thus, the advertising-to-sales ratio %8 varies directly with the adver-
tising elasticity of demand (=) and the profit margin on marginal output
jij}_gL:ng 30 Rasmussen shows, however that the percentage-of-sales
method of ad-budgeting does not guarantee that optimum level of advertising
will take place -- that level, according to Rasmussen, must be somewhere in
the elastic portion of the advertising demand (response) curve.

Dorfman and Steiner generalized Rasmussen's simpie static monopoly

model to allow price and product quality, as well as advertising expenditures,

ke In an earlier draft of the present chapter, Professor Michael firossman
pointed out that the optimal ratio of advertising-to-sales for a monopolist
equals the ratio of the advertising expenditures elasticity-to-the price
elasticity of demand. I[f the demand function has a constant elasticity,

the advertising-to-sales would be stable over time only 1f both elasticities
are stable over time.
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to be endogenously determined. Nerlove and Arrow, Gould, Grabowski
and Schmalensee further generalized the Dorfman-Steiner analysis to
include both dynamic and oligopolistic considerations. 3!

Schmalensee analyzed the advertising-sales relationship for a
monopolist under both static and dynamic conditions. If certain demand
elasticities are constant, a constant advertising-to-sales ratioc could
not be ruled out as the optimal decision rule. In particu}Qr, Schmalensee
determined that under fully dynamic conditions the correct decision rule
involves the level of sales, not the change in sales.

More specifically, Schmalensee demonstrated that Rasmussen's formu-
lation of the advertising-to-sales ratio {Equation B) could be generalized

in a dynamic oligopolistic framework to the following condition.

!
£qg. C &l = f(f') P-C (Q_) / ]
(Eq. C) 5 2 X

/
where r = the firm's discount rate and € = the firm's net advertising

elasticity of demand (i.e., allowing for competitive reactions to its own
advertising.) This equation assumes a demand function with a general
first-order dynamic degenerative lag structure (i.e., such as a Koyck lag}.
Under static conditions, optimal advertising-to-sales ratios depend on
advertising effectiveness, price mark-up and anticipated competitive adver-
tising responses. This construct, and a Cournot-like model also developed
by Schmalensee (in which each firm's advertising expenditure 1s independent
of competitors’' expenditures} tend to support the rationality of percentage-

of-sales decision rules. However, Schmalensee was unable to completely

I See Henry Grabowski, "Interindustry Distribution of Demand," pp. 56 - 59,
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k]

establish the rationality of decision rules for oligopolists under
dynamic conditions. He observed that if certain long-run elasticities
were constant, and if oligopoly prices responded in the same way as moncpoly
prices under dynamic conditions, the optimal advertising-to-sales ratio
would be a constant.

Grabowski attempted to explain this quirk by generalizing Equation
(C) to account for interdependencies between advertising and other decision
variables, such as prices or product quality. If olicopolists are assumed
to treat prices as exogenously determined and to comcete by nonprice means,
then the optimality condition may be viewed as denoting the firm's desired

level of advertising, AT*,in any period. Rearranging terms, Equation (C) =~

the optimality condition -- becomes the following:
/

/!
(Eq. D) AT* = f(r) P-C  (Q) &S,
where S = current dollar sales by the firm. This reformulation has an
important implicaticn: if firms that use a constant %% ratio graduaily
adjust their optimal advertising Tevel, the impact of advertising on sales
can be estimated only bty a simultaneous equation model that captures the

feedback between sales and advertising.

Simultaneous Equation Bias in the
Advertisina-Sales Relationship

Since the 1930s, empirical studies have attempted to evaluate the
effect of advertising on sales at both the firm and the industry level.

The earliest studies used simple linear regression models and static
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formulations; later models progressed to a multiple regression framework
which, by the 1970s, became dynamic¢ in nature. Until about 1972, almost
a1l of these studies focused on sales determination equations for efther

a single industry of for a small group of industries.32 Estimation of
most of the sales determination equations clearly demonstrated that fluctu-
ations in advertising have a positive and significant effect on market
shares and firm sales within particular industries. For example, fn a
study of the effects of advertising on market shares in 5 industries --
cigareetes, soft drinks, cereals, beer, and gasoline -- Grabowski found

(1) that advertising significantly influences current and future market
shares in all industries except gasoline; and (2) calculated advertising-
to-sales ratios correspond closely with actual ratios in 3 of the 5
industries -- cigarettes, soft drinks, and cerea]s.33 However, the
evidence presented in all of the studies did not unanimously concur.
Schmalensee, for example, found little evidence that total cigarette
advertising has a significant effect on the total consumption of cigar-
ettes.34 However, this apparent contradiction of Grabowski's findings is
not disturbing; researchers have often used such different models, samples,

and time periods that it is difficult -~ if not impossible -- to compare or

An excellent summary of the results of studies of the immediate and
cumulative effects of advertising for various products appears in Nariman
Dhalla, "Long-Term Value of Advertising,” pp. 90 - 91.

33 see Henry G. Grabowski, "The Effects of Advertising on Intraindustry
Shifts in Demand," NBER Explorations in Economic Research 4 (Winter 1977/
Spring 1978): 675 - 701.

34 Richard Schmalensee, Economics of Advertising, p. 213.
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cheék the consistency of their findings.

Nevertheless, economists and marketing experts {n general have long
recognized that simple single-equation reduced form models that incorporate
advertising and sales variables could generate biased coefficients and

misleading estimates.35

In spite of this, most of the relevant literature
has used simple ordinary least squares methods. During the 1970s, however,
several studies tested for simultaneous equation bias in sales determination
equations that utilized an advertising variable. A critiéﬁf analysjs of
these studies, and a further extensfon of their results to guestions of

simultanefity in the effects of advertising on the intraindustry distribution

of demand, are beyond the scope of the present study. Instead, we will
briefly review the evidence from several studies that examined the impact

of advertising on the interindustry distribution of demand. These studies,

which generally used highly aggregated IRS or personal consumption expendi-
tures data, as well] as relatively less aggregated data at the 3-digit SIC-
code level, serve as tests of Galbraith's postulate that "If advertising
affects the demand between seilers of a particular product, it must also te
supposed that it affects distribution as between products."36
In 1972, Comanor and Wilson estimated inaustry demand functions that

included advertising, income, and price variables in a dynamic state, or

The problems with the use of single equation reduced form models are
discussed in Frank M, Bass, "A Simultaneous Regression Study of Advertising
gn? Sales of Cigarettes,” Journal of Marketing Research 6 {August 1969):

91 - 300.

36  Jonn K. Galbraith, The New Industrial State (Boston: Houghton Mifflin,
1967), p. 205.
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stock adjustment, rnode].37 Comanor and Wilson's estimations, for about
30 manufacturing classes at roughly the 3-digit SIC-code level, covered
the 1946 - 64 period. While the impact of the explanatory variables
differed significantly across industry classes, the astimations generally
revealed that the advertising variable outperformed the other variables
both in terms of statistical significance and explanatory power. These
results suggest that, for the most part, advertising has a far greater
impact on the level of industry demand than relative price;'and, thus,
is 1ikely to be a more important determinant of the interindustry allocation
of resources.

The results of the Comanor and Wilson study, however, have not been
unfversally accepted. For example, Grabowski has found (1) evidence
of compositional errors in their sample that bias the direction of their
results; (2) possible deficiencies in the formulation and interpretaticn
of their model; and (3) results that contradict consistent findings reported

in other stud‘ies.38

(Indeed, most empirical studies have been unable to
report evidence that advertising has a significant impact cn the inter-
industry distribution of demand.)

in his 1972 book, Richard Schmalensee tested for simultaneity in the
relationship between personal consumption expenditures on goods and national
advertising in major media. Schmalensee structured his tests around 4

standard consumptior functions in which advertising expenditures were

37 William S. Comanor and Thomas A. Wilson, Advertisina and Market Power
(Cambridge, Mass.: Harvard University Press, 13/3). See especially
pp. 64 - 109.

38 Henry G. Grabowski, "Interindustry Distribution of Demand," pp. 23 - 27.
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alternately specified as both an independent variable and as an endogenous
variable. On the basis of these tests, Schmalensee concluded that the
“findings conflict with the hypothesis that advertising has a persistent
impact on consumption spending. They suggest, rather, that aggregate
consumption influences advertising with a short lag....These conclusions
are in no way inconsistent with the private profitability of advertising.
Advertising cannot be praised for booms, damned for reces§1ons. or blamed
for keeping funds from the public treasury.“39 .
In 1974, Ronald P. Wilder used IRS data {at the three-digit SIC level)
to test Galbraith's hypothesis that advertisino affects the ccmposition of
interindustry demand.%C The test was performed with a simultaneous equation
model in which btoth advertising and sales were specified as endogenous
variables, and the sales equation included a measure of relative industry
advertising. (Wilder ruled out single-equation models that specify sales
as dependent on advertising and other variables tecause he felt they would
result in a bfased regression coefficient for the advertising variable,
especially if percentage-of-sales budgeting makes 4/S ratios statle over
time.) For 10 out of 17 industries tested with the simultaneous equatian
model, the estimated coefficient on the relative advertising varfable had
the expected positive sign, but it was positive and significant in only one

industry. Of the seven industries for which the ralative advertising

Richard Schmalensee, Economics of Advertising, op. 54, S8.

40 Ronald P. Wilder, “Advertising and Interindustry Competition," Journal
of Industrial Economics 22 (March 1974): 215 - 226.
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variable had a negative sign, it was again statistically significant

in only one industry. Wilder concluded that "These findings suggest that
total industry sales for most of the consumer goods industries studied
here are not significantly responsive either to industry advertising
relative to advertising outlays of other consumer goods industries or to
industry advertising in absoiute dollar terms, 41

Like Wilder, Henry Grabowski tested the effects of total national
advertising (measured by trade data) on the interindustry distribution
of demand.42 Grabowski used both an ordinary least squares (OLS) equation
and a simultaneous equation model that employed an industry demand
{measured by disaggregated personal consumption expenditures series)
egquation and an advertising determination equaticn. Results of careful
two-stage least squares testing led to the foilowing conclusion:

The main result emerging from the empirical analysis

performed here is the qualitatively different bhehavior

of the advertising-consumption relationship in the

determinant and demand equations. In almost all con-

sumption categories considered, sales was a strong

explanatory variable of advertising outlays. OCn the

other hand, with the exception of a few advertising

intensive categories, advertising had an insignificant

affect on consumer demand, after adjustments for external3

advertising and simultanecus equation effects were made.

When Grabowski used OLS, the estimated coefficient on the advertising

variable in the demand eguation was significant in one-third or fewer of

T Ipid., p. 220.

42 Henry G. Grabowskf, "Interindustry Distribution of Demand,"” pp. 59 - 70.

43 1pid., p. 65.
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the consumption categories measured and had a very low t-statistic
(less than 1.0), or the wrong sign, in a majority of industry classes.
For the advertising determination equation, by contrast, the estimated
coefficient on sales (PCE) was significant in 10 out of 15 consumption
categories and had a t-statistic over 1.0 ir four of the other five
categories.

The results of the studies by Schmalensee, Wilder, and Grabowski
do not support Galbraith's postulate, and Comanor and w11;oh's findings,
that (1) advertising has a significant causal impact on the interindustry
distribution of demand; or (2) that the advertising-to-sales ratio must be
estimated with a simultaneous equation model. Instead, the results of the
three studies suggest the presence of unidirectional causality from changes
in sales Jevels to changes in advertising levels, perhaps with a short lag.
This evidence lends further credibility to our earlier analyses which
similarly suggested that changes in advertising levels are most highly
correlated with cyclically sensitive business indicators {including sales)
after a brief lag. Given the popularity of rule-of-thumb advertising methods
that rely on past sales levels {whose trend often influences expectations
of future sales), these conclusions point to the great importance of the
ad-budgeting process in conditioning this important component in the
behavior of business decision-makers.

Finding the Relationship Between
Magazine Advertising and Sales
In most studies of advertising-sales relationships, the advertising

variable measures aggregate expenditures in all media combined. This



158

specification is not unreasonable, Total advertising was (is) still
generally believed to significantly affect sales. Analyses of the
ad-budgeting process focus on the size of the budget, not media mix.

Available data, such as those published in the IRS Sourcebook of Statistics

of Income, only report total advertising expenditures at the three-digit
SIC industry level. Intra-media data from trade sources are generally
difficult to obtain., Thus, advertising variables usually relate to
total spending in all media. o

There is, however, no reason to believe that advertising media are
economic clones of each other. Business conditions that affect expenditures
in one medium may not affect another medium to the same degree, if at all.
Indeed, expenditures in an individual medium may not even respond propor-
tionately to changes fn total agorecate advertising expenditures. [t is
worthwhile, then, to investigate determinants of advertising expenditures
in an individual medium -- in the present study, consumer magazines.

The empirical investigation of consumer magazine advertising draws
upon the body of seasonally adjusted magazine advertising data developed
in this study for specifically defined industry categories. (See Chapter 2,
pages 17-19.)

The measures of sales used in the advertising-sales relation reflect
the procedures used to classify the raw magazine advertising data and

are most simflar in structure to those used in the national income accounts

of personal consumption expenditures (PCE).44 Accordingly, the present

44 According to an unpublished statistic from CBS, Inc., magazine advertising
for consumer services constitutes less than 10 percent of total magazine adver-
tising volume, Therefore, the sales variable selected for the analysis in

this chapter and in Chapter 5 is defined by personal consumption expenditures
on goods only.
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study utilizes the data on PCE as the most comparable measure of sales.

For most durable and non-durable goods categories, the magazine advertising
data tend to be more narrowly defined than PCE data (except for service
categories where the advertising data are very sparse or nonexistent).

The product classifications were therefore constructed using PCE defini-
tions, with re-aggregated advertising data where the latter were available
on a comparable basis.

Comparison of the growth rates of magazine advertisin;.(MA) and
personal consumption expenditures on goods (SG) for the 1965 - 1976 period
indicates that their average growth rates were almost identical. Magazine
advertising dollar volume increased at an average rate of 2.1 percent per
quarter, while SG rose by 2.0 percent per guarter. Although magazine
advertising volume fluctuated more vigorously that did SG, both series
must be considered relatively stable over the 48 quarter period. (See
Chart 5.)

Cyclical turning points of the two series cannot easily be compared.
The cyclical index of personal consumption expenditures had very mild
cyclical fluctuation and recorded too few statistically measurable cycle
turning points to make such a comparison worthwhile, However, the raw
series suggest, albeit very tentatively, the probability of a tendency for
magazine advertising cycles to lag behind SG cycles, particulariy before
1971,

Simple rank correlations between magazine advertising levels and SG
were calculated for various lead and lag specifications to more explicitly

identify their cyclical timing relationship. The results of these estimations



CHART 5

INDEXES OF SEASONALLY ADJUSTED MAGAZINE ADVERTISING
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are presented below. . Two facts become immediately apparent: (1) the

two series are very highly correlated under a variety of lag specifications;
and (2) the highest correlation between the two series was estimated between
magazine advertising and SG of either the same quarter or leading by one

Rank Correlation: Magazine Advertising Expenditures vs.
Consumer Goods Sales Under Selected Lead-lLag

Specifications
Lead Lag
No. of
Quarters +8 +6 +4 +2 +1 g 1 2 4 -6 -8
Rank

Correlation .961 .970 .965 .974 .975 .977 .977 .976 .970 .963 .959

quarter, Stated differently, fluctuations in magazine advertising in time
period t were most closely associated with SG in either time period t or SG
in time period t-1. This evidence, though weak, suggests again that the
direction of causality in the magazine advertising-sales relationship runs
from sales to advertising. [t is worthwhile, therefore, to examine the
process by which advertisers adjust their magazine advertising expenditures

to changes in product sales.

Analysis of the Magazine Advertising-to-Sales Ratio
Using a Partial Adjustment Model4

The empirical and theoretical evidence presented above suggest that
advertisers tend to adjust their promotional expenditures toward a "target"

lavel that will maintain a stable relationship, over time, between dollar

[ Many of the ideas for this section were borrowed from Schmalensee's The
Economics of Advertising, Chapters 2 and 3. Schmalensee tested several of
the techniques used here. Credit for those tests must be directed to
Schmalensee and not to the present author.
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advertising volume and dollar sales volume (i.e., a fixed ratio of
dollar advertising expenditures per dollar of sales). This does not
mean, however, that advertisers are willing and/or able to completely and
Tnstantaneously adjust their expenditures, or that their advertising-to-
sales ratio is invariant over time. For the following reasons, advertisers
adjust their expenditure levels gradually, over extended periods of time,
toward their “target" levels: (1) advertising budgets are generally
adjusted annually and are generally inflexible within the.;ear; (2) space
contract requirements that lock-in advertisements well in advance of their
publ‘caiton date build rigidity into advertising budgets; and (3) lags in
the processing of up-to-date sales data delay the determination of the
"target” level of advertising. Thus, the advertising-to-sales ratios of
individual advertisers may differ from their "target" (desired} ratios in
the short-run.

In the analysis that follows, the adjustment process of advertising
expenditures toward their "target" levels will be estimated through the
use of a "partial adjustment" model. This type of model, which is a direc*
application of the Koyck transformation of distributed lags, has general
applicability wherever lag structures are required to explain informational,
technological, and/or institutional barriers to instantaneous adjustment
by one variable to changes in another variable. In order to simplify
estimation of the model, two assumptions were required: (1) dollar expendi-
tures for advertising space (A} adjust over time to a “target” level (A*)

that maintains a-fixed. chosen ratio of advertising-to-sales (defined by
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4= A*/9); and (2) advertising expenditures of the previous period (t-1)
are used to guide advertisers in determining the appropriate level of
expenditures in the current period (t).

Based upon these assumptions, the adjustment process may be described
by the following model:
(Eq. 1) At - At-1 = ?(A! - At-1) *+ Ut
mm@0<p£1. .

By expanding and rearranging Equation 1, and substituting for A*, the
model may be transformed as follows:
(Eq. 2) Ay =4St + (1-¢) Ag.y + Uy

If B ==QJ-and As 1-?, the following advertising determination equation
is obtained:

(Eq. 3) At = 8S¢ + Mgy + Ug

The partial adjustment model {Equatfon 1}, transformed into an
autoregressive advertising determination equation, requires analysis of
not only the level of advertising expenditures in any time period, but also
the changes in that level over time. Apparently, however, advertising expen-
diture levels of the largest advertisers are relatively stable compared to
to other investment expenditures. Julian Simon found that for 63 firms
among the 100 largest advertisers each year between 1957 and 1962, the
weighted mean percentage change in total advertising expenditures was 15.4
percent, "which certainly indicates remarkably slight variability from

year to year. And this varfability would be considerably smaller if adjusted
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for secular trend."45

The lower variability of advertising expenditures relative to, say,
capital investment, implies that an "inertia” or "habit" variable (such
as At_1) would be a good predictor of As. (For magazine advertising, the
simple rank correlation between current advertising and advertising lagged
one quarter was .982 over the 1965/2 - 1976/4 period.) 3imon justifies
the use of a "habit" variable in an advertising determinant equation by
stating the following:

It is not unlikely that in a discussion of an advertising

appropriation the decision-makers might actually utter

such words as: 'Let's increase last year's budget by 8

percent because this is going to be a good year.' If

such conversations really precede and influence a firm's

decision, then one can reasonably consider last year's

expenditure is a 'true' structural (behavioral) variable,

and not 3 proxy for other variables, or 'mere autocorre-

lation.'47
Estimation of Equation 3, therefore, can be expected to generate a signi-
ficant positive coefficient on A,_;, with some of the variation in Ay
explained by a Tinear time trend.

Despite the autoregressive specification of partial adjustment model,

"there is no reason to automatically assume the presence of autocorrelation....

The disturbance terms (Uy) can be expected to fulfill the condition of
mutual independence in this model."48 Ordinary least sguares estimatinn of

Equation 3 can therefore be expected to generate consistent and efficient

46 Julian L. Simon, I[ssues, p. 127.

48 . Dutta, Econometric Methods (Cincinnati, Ohfo: South-Western
Publishing Co.,, 1375), p. 133.
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estimates of and A. These estimates may then be used to calculate the
long-run “target” ratio of advertising-to-sales over the estimation period,
which is defined by A*/s = 8710 In addition, various measurements of the
timing of the process of adjustment to new “target" levels of advertising
expenditures may be calculated, including the following:

(1) the mean lag -~ the expected number of periods by which changes
in current advertising levels lag changes in the “target".Tevel of
advertising -- is defined by A/1-X;

{2) the median lag -- the number of periods required to complete
one-half of the adjustment to a new target level -- is defined by log
0.5/10gA; and

(3) the percentage of the adjustment process completed after T
quarters, equals 1-AY

Estimates of @ and A play important roles in the empirical investi-
gation of the determinants of magazine advertising expenditures that
follows. The advertising determination equation (Equation 3) was estimated
over the 1965/2 - 1976/4 period. The result of that estimation (with the

constant term suppressed) was the following:

(Eq. 4) MAp = 0.27 SGt + 0.66 MAy_7, CRC = .97
(0.08)  (0.11) OW = 1.90
3.32 5.77 SEE = 3.30

where MA = the index of magazine advertising expenditures; SG = the {ndex
of personal consumption expenditures ("sales") of goods; the statistic DW

indicates the Durbin-Watson statistic; and the statistic SEE {s the standard
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error of estimate.49 (Estimated standard errors and assocfated t-

statistics are shown directly beneath the estimated cocefficients.)

The timing of the adjustment process captured by Equation 4 is
broadly similar to the timing estimated by Schmalensee for farm and
general magazines over the 1949/3 - 1967/4 per1od.5° For the 1965/2 -
1976/4 period covered by Equation 4, the target ratio of magazine adver-
tising-to-sales was 0.8 percent, with mean and median lags of 1.9 and
1.7 quarters, respectively. Schmalensee, on the other haé&, calculated
a target ratio of 0.5 percent, with mean and median lags of 2.6 and 3.3
quarters, respectively. Thus, while the target ratio increased and the
mean and median lags shortened over time, the timing of the adjustment
process was roughly comparable between the two estimation periods (1943/3 -
1967/4 and 1965/2 - 1976/4).

Despite the high level of significance of the estimated coefficients
and the high CRZ(.97), the low level of the Durbin-Watson statistic {1.90)

5 Equation 4, and all other equations in the present chapter, was estimated
both with, and without, a constant term. In none of the equations was the
constant term found to be statistically significant. The constant term may
be interpreted structurally as the average expenditure magazine advertisers
consider their floor or minimum -- a kind of threshold. Yet, no such floor
1s Tikely to remain the same over an extended period of time. Therefore,
it is sensitive to the length of the estimation period, a characteristic of
a variable rather tharn a real parameter. Even if such a2 floor had meaning,
it would have no use in the present context because we assume no autonomous
advertising ({.e., if sales are zero in the long run, advertising will be
zero). For an excellent discussion of the meaning of a constant term in a
distributed lag estimation, see Peter I. Berman, Inflation, pp. 116 - 117.

50 schmalensee's estimated equation was:

Mip = .11SGy + . 77MAy_q; RZ = .99, DW = 1.84, SEE = 2.61.
(.03) (.07)
3.36 10.61
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casts some doubt on the strength of the estimation.®! A high CR?

resulting from estimation of this autoregressive model could be due either
to a distributed lag adjustment by the magazine advertising index to changes
in the sales index or to an instantaneous response by the magazine adver-
tising index coupled with serial correlation of the error terms (Us).
However, because the Durbin-Watson statistic is biased in the presence of

a lagged dependent variable, in this case MAy.j, this regression statistic
cannot reliably uncover serial correlation. Consequently, }he source of

the strong regression statistics is not immediately obvious without further
testing.

To test for the presence of serial correlation of the error terms,
Equation 3 was re-estimated using the method of Hildreth-Lu, which involves
searching for the value of the first-order serial correlation coefficient
that minimizes the standard error of estimate.52 The results of Hildreth-
Lu estimations of Equation 3 revealed no evidence of serial correlation,.33

These results led to the tentative conclusion that strong regression

statistics, particularly the high CR?, were not due to the combination of

]For an explanation of the interpretation of the Durbin-Watson statistic
in the estimation of a partial adjustment model, see Richard Schmailensee,
Economics of Advertising, pp. 67, 69.

2 See G. Hildreth and J. Y. Lu, Demand Relations with Autocorrelated
Disturbances, Technical Bulletin, no. 276 (East Lansing, Michigan:
Michigan State University, November 1960).

23 Every egquation in this section was estimated for first-order serfal
correlation by the Hildreth-Lu method. None of the Eildreth-Lu estimations
provided evidence of serfal correlation among error terms. Therefore, only
direct estimation results will be presented in this chapter and in Chapter 5.
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instantaneous adjustment and serially correlated error terms.

Nevertheless, the low Durbin-Hatson statistic (1.9} warrants
further investigation because it could be an indication that the advertising
determination equation amitted one or more variables that systematically
affect magazine advertising expenditures over time. To test for this
possibility, Schmalensee recommends additional estimations of the equation
(Equation 3) that include the following variables, both 1ngiv1dua11y and
in tandem: (1) TSGy, an interaction term between a simple {1near time
trend and sales of consumer goods that would pick up any tendency, over
time, for the ratio of advertising-to-sales to rise or fall; and (2)
SGtSGt/, interaction between sales in period t and the percentage change
in sales between period t-1 and period t, that would capture cyclical
differences in the distribution of advertising over phases of the product
life cycle., Variable SGtSGt/ is based on two assumptions about firm
behavior: (a) that firms introduce more new products in booms than in
recessions; and (b) when consumption increases autonomously, advertising
is more likely to influence how the additional dollars are spent than to
redistribute previous spending over products and brands.

Estimations that incorporated these variables into Equation 1 resulted
in the regression statistics shown in Table 20. None of the estimations
that included TSG¢ or SGtSGt’ improved upon the results from Equation 4.
The non-significance of TSGy is due largely to the presence of the lagged

dependent variable, which picks up much the same tendency as TSG¢ for

magazine advertising in any quarter to reflect the level of advertising

in the previous quarter (inertia). Since MAy.7 and TSG{ are, therefore,



TABLE
ESTIMATION EQUATION

20
S:

DETERMINANTS

OF TOTAL MAGAZINE ADVERTISING
(1965/1 - 1976/4)

Estimated Regression
Equation Coefficient Statistics
S6  MA,.7 TS6  ses¢’ CRZ SEE DM

3 0.27* 0.66*
4 0.22 0.66* 0.00
5 0.19 0.72*
6 0.37 0.72* 0.00

.97 4,30 1.90
97 435 1.9
0.00 97 4,24 1.96
0.00 W97 4.29 1.98

*Significant at 5 percent level.
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multicol1inear, the coefficient on each of these variables is biased;
in a stepwise regression only the first of these two variables to be
specified in the equation would be significant.

The nonsignificance of SGtSGt’ fndicates that the magazine advertising-
to-sales ratio does not vary cyclically. This result {s hardly surprising.
Since at least some portfon of advertising budgets are often set on a
percentage-of-sales basis, advertising expenditures must shpw. before all
else, a persistent proportionality to sales. Moreover, bec;use the
timing of the process of advertisement insertion in magazines is
relatively flexible, the lag time between changes in sales volume and
changes in the target level of advertising are generally brief; the result
is a stable ratio of magazine advertising expenditures-to-sales of
consumer goods over the cycle. We conclude, therefore, that the strong
regression results from estimation of the advertising determination model
indicate that the adjustment of magazine advertising toward its "target"
level is, in fact, a distributed lag process.

However, there is no reason to believe that the mean target ratio of
advertising-to-sales and the timing of the adjustment process are the same
for each individual magazine ciass. Since the product mix of advertising
di ffers from class to class, the differing sales patterns for individual
products over time and over the business cycle are likely to be manifest
in different adjustment process characteristics for each class. In order
to test this hypothesis, the partial adjustment model {as expressed by
Equation 3) was respecified to include the seasonally adjusted advertising

revenue index for each magazine class. Under this revised specification, the
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basic estimation equation was the following:

(Eq. 7) MATy = Bit SG + Aiy MATt.y,

where the subscript 1 represents the individual magazine class. A

constant term was included in a set of estimations, but it was consistently
found to be neither statistically significant nor economically sensible.

An additional set of estimations tested for trend and cyclicality in the
mean advertising-to-sales ratio, but the results of those tests were
consistently negative for each magazine class.

The results of the estimation of Equation 7 for each magazine class
are presented in Table 21. In each of those estimations, the coefficients
on the consumer goods sales variable and on the lagoed dependent variable
were significant and of the proper sign. However, the values of these
coefficients varied widely across magazine ciasses. Consequently, the
mean target ratio of advertising-to-sales, as well as the timing and lags
in the adjustment process, are substantially different for the products
advertised in each magazine class. (See Table 22.}) The mean target ratio
of advertising-to-sales, for example, ranges from 0.6 per;ent in home and
women's magazines to 1.8 percent in automotive magazines; the mean adjust-
ment lag ranges from a low of 1.2 guarters in news magazines to 10.] quarters
in men's and business magazines., Thus, given the persistent proportionality
of advertising expenditures-to-sales, the different sales growth patterns
of individual products is manifest in their different advertising expendi-
ture levels and changes and, ultimately, in the characteristics of the

adjustment process of each magazine ciass.



TABLE 21

ESTIMATION EQUATIONS: OETERMINANTS OF
MAGAZINE AOVERTISING BY CLASS, 1965/2 - 1976/4

Clas;es Redression Caoefficient on: Regression Statistics
s6_ Mol TSG  ses6 cRé  sEE DW
Automotive .59*  .68* .97 9.49 1.90
1.04 .B6* .Cé .97 9.59 1.85
2.79 78" L .97 8.96 1.88
- 12 80> .0q A1 .97 3.05 1,91
Business 2 9~ .94 §.64 1.33
- .68 .88~ Rl .94 6.64 1.85
.08 .93 .00 .93 6.66 1.04
. .71 .90 11 .00 .84 65.66 1,95
eneral cditorial 18> 80" .94 5,92 2.18
- .87 LT3 .14 .94 5.85 2.2
10 B2+ .00 .94 5.76 2.21
-1.00 .75 .15 .00 .54 5.66 2.23
Home 0" B3 .93 §5.23 1.38
- 07 .85+ .04 .95 5.2% 1.92
.10 .83 .00 .92 5.29 1.50
- .21 L85% .04 .00 .92 £.34 1.9%
Man's .37 .91 .97 £.29 1.89
2.7 .76* -.27* .97 5.77 1.36
.19 T .00 .97 5.4 1.89
2,76 71+ . 33 .03 .87 5.0 1.3¢
laws LS8 LS4 .96 7.14 2.03
1.84 81 -, 14 .96 7.1 1.38
L33 R-Ya . 0% .96 7.8 2.33
1.23 N1 L .04 .96 7.04 2.90
Sports Loy L T9e .98 5.73 2.36
.37 L5 07 .98 5.77 2.32
Jlar 78 -.02 .98 5.74 2.28
1.03 I3 -.08 -.03 .38 £.77 2.2
Aomen's L2 B9 .92 £.44 1.39
- .N i 212 .92 5.138 2.03
3 LT3 .03 .92 §.37 1.96
- .38 .75% 13 .04 .92 5.28 2.1

* Significant at

5 percent.
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TABLE 22

ESTIMATED ADJUSTMENTS OF ACTUAL TO TARGET
ADVERTISING-TO-SALES RATIOS, BY MAGAZINE CLASS,
1965/2 - 1976/4 &

Percent Percent
Adjustment Adjustment
Ratio Mean Lag Median La After 1 After 4
Class {percent) (quarters) (quarters? Quarter Quarters
Total (A11 Classes
Combined) 0.8 1.9 1.7 *33.9 81.0
Automotive 1.8 2.1 1.8 21.8 78.6
Busfness 1.4 10.1 7.4 8.6 31.4
General Editorial 0.9 4.0 3.1 20.2 59.0
Home 0.6 4.9 3.7 16.8 52.5
Men's 0.7 10.1 7.4 8.6 31.4
News 1.0 1.2 1.1 46.0 91.5
Sports 1.4 3.8 2.9 21.2 61.0
Women's 0.6 2.2 1.9 30.7 77.3
a/

= Based on the advertising determinant equation given by:
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Summar

Despite its ultimate and possibly significant role in altering
consumer demand consumers, ad-budgeting is an inexact science that
relies predominantly on a mixture of rational and intuitive decisions
by business executives. [In any year, a firm's advertising budget could
be based on one or more fixed or flexible criteria such as sales, profits,
economic conditions in the marketplace, or a stated objecgjve. Most of
these criteria represent accounting ratios -- rules-of-thumb -- that
cannot guarantee a sound budget appropriation. With these criteria at
hand, advertising budgets are set by one of the following approaches:

(1) competitive parity; (2) all-you-can-afford; {3) task and objective;
and (4) percentage of sales. It follows that the process of ad-budgeting
has a large fmpact on the level and adjustment of magazine advertising
expenditures at different phases of the business cycle.

Each approach to ad-budgeting is based on some reference value or
criterion that directly or indirectly varies with the business cycle. In
the post-war period aspecially, documented evidence shows that magazine
advertising has fluctuated in close parallel to various business conditions
indicators, though perhaps with a brief lag. This tentative conclusion
suggests that, for a proximate cause, magazine advertising fluctuations
depend on fluctuations in the economy and in the national marketplace.

According to surveys among advertising decision-makers, the most
common ad-budgeting policy follows the "percentage of sales” approach.

Under this approach, the ultimate advertising expenditure level is set as
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2 quasi-fixed percentage of some measure of (past) sales. However,

the ratio of advertising-to-sales adjusts, or changes, when marketplace
conditions warrant. For each advertiser, the adjustment mechanism differs
depending on the qualitative characteristics, income elasticity, past
sales, selling price, durability, and reputability of the product, as well
as its advertising media mix. Nerlove and Arrow, Gould, Grabowski, and
Schmalensee have developed dynamic adjustment models for c@jgopo1ists that
capture the adjustment of advertising levels to some new target level.

This study employs a technique for capturing the dynamic adjustment
of magazine advertising levels to target Jevels based upon a partial-
adjustment model having properties similar to a Koyck distributed lag
model. The basic functional form for this model specifies current period
magazine advertising as a function of some aggregate sales measure and a
lagged dependent variable. Estimations of this model reveal that total
magazine advertising expenditure levels adjust slowly to changes in the
target ratio of magazine advertising-to-sales.

The partial adjustment model may also be used to describe the
characteristics of the adjustment process, for products advertised in
each magazine class, toward a target ratio of advertising-to-sales. HNone
of the estimations for the individual magazine classes indicated a tendency
for the mean magazine advertising-to-sales ratio to systematically rise
or fall over time or over the cycle. However, the results of the estima-
tions do reveal that the mean target ratio, median and mean adjustment lags,
and the rate of adjustment vary widely across magazine classes.

The differences in the target ratios and other characteristics of

the adjustment process derive from differences in the product mix of
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advertising in each magazine class. Advertising in magazines for each
product could be expected to differ in volume and cyclical sensitivity
depending primarily on the level and cyclicality of product sales and
the desired ratio of advertising-to-sales. Thus, the product mix of
advertising in each magazine class has a direct influence on the level
and change in that class’'s mean target ratio of advertising-to-sales.

In Chapter 5, we examine in detail the relationship between the
qualftative attritutes of products and the resultant magaiihe advertising-
to-sales ratios. This is done for both total magazine advertising and
for advertising in individual magazine classes. The analysis will attempt
to show how the comparative advantage of magazines in transmitting
information about particular types of products determines the product
mix of magazine advertising and, through this, the over-all level of the

ratio of magazine advertising-to-sales relative to other media.



CHAPTER V

CHARACTERISTICS OF ADVERTISED PRODUCTS AND THE LEVEL
‘OF MAGAZINE ADVERTISING

———

A number of studies of the economics of advertising have attempted
to estimate the relationship between changes in the level of total adver-
tising expenditures for one or more products and changes in the level of
some economic aggregate, such as GNP, the IIP, profits, or sales. For the
most part, these studies have used highly aggregated advertising variables
because data for individual media were either unavailable or unreliabie.
However, there is no reason to believe that the relationship between the
general business cycle and advertising revenue volume is either the same
for each individual medium or comparable to that of the total advertising
aggregate. Because each medium tends to convey a different type of product
information to consumers and has a unique mix of products in its advertising
base, the impact of economic fluctuations on advertising volume differs from
medium to medium.

The original data developed for the present study permit us to examine
a number of economic and non-economic determinants of the level of magazine
advertising volume. [n Chapter 3 we showed that the timing, duration, and
amplitude of magazine advertising cycles are related to cyclical fluctuations

in two broad economic aggregates, GNP and the IIP. Chapter 4 presented
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evidence that changes in the level of magazine advertising are related to

the ad-budgeting practices used for consumer goods. Estimates of the mean
target ratio of advertising-to-sales for products advertised in each magazine
class were presented in Chapter 4 and shown to be stable over the 1965/2 -
1976/4 estimation period.

In the present chapter, we shall examine several qualftative character-
istics of advertised consumer goods, of magazine audiences agd‘of magazine
advertisements that influence the advertising-to-sales ratios for products
advertised in eight individual magazine classes. Several hypotheses will
be tested that purport to explain how the qualitative characteristics of
the class influence its product mix of advertising and, therefore, the
cyclical characteristics of its revenue stream. Results of these tests will
provide a basis for respecification of the partial adjustment model presented
in Chapter 4 and for improved estimates of the mean target ratio of adver-

tising-to-sales for goods advertised in each magazine class,

The Volume of Search and
Experience Goods Advertising

The advertising process is designed to reinforce and expand consumers'
stock of knowledge about various qualitative attributes of competing products
and brands {for example, their brand image, style, service availability, and
reliability). Each information source used in this process {e.g., previous
advertising messages, word-of-mouth, sales personnel, shopping trips,
experience with the product) informs the consumer about a different set of

product attributes. However, as terms of sale change, as new products
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surface and old ones disappear or change, as tastes alter or memory fades,
the stock of product information acquired by consumers becomes obsolete.
Thus, consumers willingly bear the time and pecuniary expenses of seeking
out and acquiring the stream of information supplied by advertisers. The
magnitude of these expenses varies according to the information sources
utilized by the consumer and the product attributes focused upon by the
messages. For example, reception of a magazine advertisement, which
requires complete visual attention and precludes the reader f;ém partici-
pation in other activities, may be considered to have a higher time cost
than & radio advertisement that can be received while the listener engages
in other activities. Consumers can be expected to expend more resources to
acquire information about products with relatively higher prices and
higher utility (i.e., products from which the preceived benefits of an
informed choice are high} than about relatively lower priced, lower utility
products.1
In 1974, Phillip Nelson published a study that related the information
content of advertising to what the author called "search" attributes and
"axperience" attributes of gcods and services. Nelson defined search attri-
butes as "qualities of a brand that the consumer can determine by inspection
prior to purchase of the brand." Thus, advertisements ibout search attributes

must predominantly transmit factual, detailed, and direct information, since

consumers can immediately detect differences between advertised and actuail

! This concept was developed by Phillip Nelson in "Advertising as Infor-
mation," Journal of Political Economy, Vol. 82 (July-August, 1374), pp. 729-754.
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search attributes. Experience attributes, on the other hand, are defined
as "qualities that are not determined prior to purchase.“2 Advertisements
about experience attributes focus upon brand recognition and reputability
and provide general, indirect information designed to stimulate repeat-
purchases of the brand.

Nelson summarizes the characteristics of advertisements about experience
and search attributes in the following way:

The miniscule amount of direct information from adver-
tising for experience qualities gives the consumer an
incentive to extract any conceivable indirect information
that would help. Such indirect information is available from
advertising. The consumer can learn that the brand adver-
tises. I contend that this 1s the useful information that
the consumer absorbs....These and other advertisements for
experience goods have no informational content. Their total
informational role -- beyond the relation of brand to function --
is simply contained in their existence. The consumer believes
that the more a brand advertises, the more likely it is to be
a better buy. In consequence, the more advertisements of a brand
the consumer encounters, the more likely he {1s to try the brand....

The same analysis can be used to show that advertising also
increases the reputability of brands which are dominantly search
goods. However, reputability will play a much smaller role in
the advertising of search qualities, because the consumer can
obtain so much direct information about these qualities from
advertisements and direct inspection. The possession of this
direct information reduces the payoff to both consumers and
advertisars of advertisements' increasing the reputability of
a brand.

These differences in advertising emphasis led Nelson to hypothesize
that the overall volume of advertising for products with predominantly
experience attributes ("experience goods") would be larger than for products

with predominantly search attributes (“search goods"). Nelson calculated

zggibid., p. 730.

3 Ibid., p. 732.
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the difference in the mean advertising-to-sales ratio of experience and
search goods and tested for statistical significance of that difference.

The result of that test confirmed that the mean advertising-to-sales ratio
for experience goods was indeed higher than the mean ratio for search goods,
and by a statistically significant amount. Nelson concluded, however, that
if advertising were solely concerned with distribution of direct information,
there would be more advertising for search goods than for experience goods,
simply because there is more direct information that can be conveyed about
search qualities; but the data in his study produce results contrary to

this prediction.

Nelson's data pertained to total advertising volume, in all media
combined, for experience and search goods. However, each individual adver-
tising medium attracts a different audience and has unique attributes that
make it especially conducive to the promotion of particular types of goods.
It is worthwhile, therefore, to examine the relative distribution of adver-
tising of search and experience goods not only in all media combined, but
in individual media as well. Specifically, we will focus upon the inter-
action between qualitative characteristics of magazines, magazine audiences
and magazine advertisements in determining the level of advertising for
search and experience goods and, ultimately, the level of total magazine
advertising.

The print and picture format of consumer magazines is the single most
important determinant of the quality of information supplied by advertisements

in magazines and demanded by magazine audiences. Magazine audiences -- which,
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on the whole, are generally older, better educated, and more affluent than,
say, television audiences -- are prepared to ingest certain kinds of facts
and ideas presented in an accustomed manner. Advertisements, such as those
inserted in women's fashion magazines, are part of the tota) configuration
of what magazine audiences expect to see and seek out. Although they are
designed to be read at leisure -- perhaps over and over again -- consumer
magazines require inputs (e.g., purchase of magazines, or concentration on
words or pictures) by their audiences who, having initiated these motions,
are expected to be interested in buying the products advertfsed. Especially
where advertisements can borrow prestige from the magazine itself {(as with

the proverbial "Good Housekeeping seal of approval"), magazines provide an

authoritative voice that stimulates the readers' interest in advertised
products,

The characteristics of consumer magazines listed above are particularly
conducive to search gocds advertising. The print and picture format affords

addvertisers great latitude in determining the amount of direct information

they choose to transmit for examination by their audiences. And because
magazine audiences bear greater time and pecuniary costs to acquire finfor-
mation than do audiences of other media, they demand the relatively larger
amount of direct information generally associated with search goods advertising.
This by no means implies that the advertising of experience goods is out-of-
place in consumer magazines; brand recognition and reputability can certainly
be enhanced by magazine advertisements. However, consumer magazines appear

to be especially well-suited to transmitting the kind of direct information
required for search attributes. Consequently, the mean advertising-to-sales
ratio for search goods advertised in magazines could be expected to be

higher -- in absolute terms and relative to the mean ratio for experience
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MAGAZINE ADVERTISING-TO-SALES RATIOS BY
INFORMATION CLASSIFICATION
(1965, 1971, and 1976) 2

Products by Information Magazine Advertising-to-
Classification Sales Ratios
1965 1971 1976
Experience Durable Goods:

Books 0.710 1.087 1.184
Tires 0.277 0.243 0.070
Appliances 0.342 0.158 0.213
Motor Cycles and Bicycles 0.057 *0.042 0.035
Motor Vehicles 0.647 0.181 0.284
Motor Vehicle Parts and Accessories 0.493 0.515 0.626
Communications Equipment 0.425 0.395 0.31
Weighted Average 0.422 0.374 0.389

Experience Non-Durable Goods:

Periodicals 0.164 0.176 0.190
Alcohol 0.329 0.382 0.416
Dairy Products 0.034 0.024 0.017
Bakery Products 0.067 0.057 0.031
Tobacco 0.246 0.710 0.990
Drugs 0.641 0.450 0.380
Meats 0.040 0.017 0.013
Perfume 1.231 1.502 1.181
Petroleum Refining 0.045 0.042 0.038

Weighted Average 0.311 0.373 0.362

Average: All Experience Goods 0.359 0.374 0.374

Search Goods:

Jewelry 0.211 0.220 0.240
Carpets 0.290 0.217 0.156
Men's Clothing 0.174 0.108 0.083
Women's Clothing 0.160 0.072 0.057
Furniture 0.130 0.112 0.084
Footwear 0.183 0.092 0.088
Leather Goods 0.359 0.224 0.11?7

Average 0.215 0.149 0.118

3/ Product classifications taken from Phillip Nelson.fAdvertising as
Information." '
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goods -- than the mean ratio for search goods advertised in other media.
To verify this hypothesis, three separate tests were performed for
22 of the 40 experience and search goods categorized by Nelson for which
comparable magazine advertising and sales (personal consumption expendi-
tures) data were available. For the first test, the ratio of magazine
advertising-to-sales in 1965, 1971, and 1976 was computed for each of the
22 products and the difference in the mean ratio for goods in the experience
and search categories was tested for statistical signif1caﬁ£e. (See Table 23.)
The result of that test indicates that the difference between the mean ratios
of magazine advertising-to-sales for search and experience goods was not
significant in any of the three sample years. Moreover, the mean ratio
of magazine advertising-to-sales for search goods was larger than the mean
ratio for experience goods in each sample year. (See table below.) These
findings, as anticipated, contrast with the results of Nelson's tests,
indicating that the mean ratic of advertising-to-sales for search goods is
relatively higher in magazines than in all media combined.
TABLE 24
Difference in the Mean Magazine Advertising-to-Sales

Ratio, Experience Goods and Search Goods
(1965, 1971, 1976)

Mean Magazine Advertising-to-
Sales Ratio (Percent)
Year [Experience Goods search Goods Difference in Means t-Statistics

1965 .36 .22 4 1.1
197 .37 .15 .22 1.4
1976 .37 12 .26 1.6
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The second test attempts to reinforce these findings by means of
analysts of variance for the magazine advertising-to-sales ratios of the
22 experience and search goods. As shown in the table below, the ratio of
the variances of the magazine advertising-to-sales ratios for the two cate-
gories of goods was not found to be statistically significant in any of the
three sample years. This result 1s consistent with the finding above that
the difference in the mean advertising-to-sales ratios for experience and
search goods advertised in magazines is not statistically significant.

TABLE 25
Analysis of Variance:
Magazine Advertising-to-Sales Ratios,

Experience Goods and Search Goods
(1965, 1971, 1976)

L —————————
i —— Ao

Year Degrees of Freedom Mean Saquared Variance F-Ratio Critical F-Ratio
Tota) B

etween Within Between Within 1% 2%
1965 22 1 21 10.1 8.0 1.3 8.0 4.3
1977 22 1 21 24.5 12.7 1.9 8.0 4.3
1976 22 ] 21 31.9 11.9 2.7 8.0 4.3

The third test compares the relative magnitudes of magazine and
network television advertising for search goods versus experience goods.
(See Table 26.) This comparison seems particularly worthwhile because the
qualitative characteristics of network television, unlike those of magazines,

make that medium particularly well-suited to transmission of the kind of

indirect information required for advertisements about experience goods.4

4 Relative to magazine audiences, television audiences, on the average, tend

to be younger, less educated, and less affiuent. The medium is generally seen
more as an entertainment medium than as a source of useful product information.
Advertising messages impose little, if any, direct pecuniary costs on viewers;
time costs are alleviated somewhat because audfences may listen to commercial

messages while engaging in other activities.



TABLE 26

RATIOS OF MAGAZINE ADVERTISING-TO-NETWORK
TELEVISION ADVERTISING,(?Y I?FORMATION CLASSIFICATIONS
974

Products by Information Ratio of Magazine Advertising-to-
Classification Network Television Advertising

Experience Goods:d/

Tires

Appliances

Motor Cycles and Bicycles

Motor Vehicles

Motor Vehicle Parts and Accessories
Communications Equipment
Perfodicals

Dairy Products

Bakery Products

Drugs 13
Meats 29
Perfume 28

OO0OQQOQO—-—00000
—
[

Petroleum Refining

Average: Experience Goods 0.33

Search Goods:

Jewelry 0.88
Carpets 2.93
Men's Clothing 0.93
Women's Clothing 0.76
Furniture 2.09
Footwear 0.36
Leather Goods 2.56

Average: Search Goods 1.05

LY Excludes books, which have an unusually high ratio of magazine advertising-

to-network television advertising (24.25). Also excludes alcoholic
bever:ges and tobacco, the advertisements for which are largely banned on
television.

SOURCES: Leading National Advertisers; Publishers' Information Bureau.
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Comparison of the mean ratio of magazine advertising expenditures-to-
network television expenditures in 1974 for experience and search goods,
respectively, indicates the following:

(1) On the average, magazine advertising for experfence goods is only

one-third as large as network television advertising for experience goods.

(2) On the average, magazine advertising expenditures for search goods
is 5 percent larger than network advertising expenditures éor search goods.
Thus, given the much greater base of total network television advertising
expenditures, the share of total magazine advertising volume is substantially
larger for search goods than for experience goods.5

{3) These results suggest that magazines' comparative advantage in the
transmission of direct information not only tends to increase the share of
search goods in their total advertising base, but increases in the level

of their search goods advertising volume relative to experience goods

advertising volume.

The Volume of Consumer Durable
and Non-Durable Goods Advertising

A commonly used basis for the economic classification of goods is that
which distinguishes between consumer goods broadly identified as durable and
non-durable. For present purposes, it is useful to distinguish between
durable and non-durable consumer goods for two reasons: (1) National

Income Accounts data on personal consumption expenditures, which are readily

541The difference in the ratios of magazine advertising expenditures-to-
television advertising expenditures for experience and search goods is
significant at the 1 percent level, t=3,57.
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available and widely used in economic analyses, distinguish between consumer
durable and non-durable goods; and (2) product classifications in the PIB
magazine data base have roughly the same composition as product classifi-
cations of consumer durable and non-durable goods in the National Income
Accounts.

Differences in the level and media mix of advertising for consumer
durable and non-durable goods could be expected to reflect the distinct --
and long-recognized -- differences in their economic characteristics.
Consumer durable goods typically have the following characteristics:

(1) high unit prices; (2) high income and price elasticities of demand;

(3) long product 1ife; {4) low purchase frequency; and (5) a tendency to

be purchased only after the consumer has engaged in search and planning.

For consumer durables, unconscious motivations, impressions, and brand
assoctatfons built up by advertising are not likely to be decisive in
stimulating sales. Thus, advertising in this field is generally restricted
to making the consumer aware of the existence of the product and to inducing
potential buyers to examine the product (or some attribute of it) in the
course of choosing among alternative purchases.

Consumer non-durable goods, on the other hand, are typically charac-
terized by their Tow unit price; low fncome and price elasticities of demand;
short product tife; high purchase frequency; and their tendency to be
purchased impulsively or by habit. Because the conseguences to consumers
of unsatisfactory purchases on non-durable goods usually are easily correc-
tible, advertisements for these goods transmit 1ittle direct information

beyond the association of a brand with its function. The ifmpressions built
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up by such advertising copy are likely to play an active role in consumers'
Purchase decisions.

From the above, it follows that the total volume of advertising for
consumer non-durable goods -- both in terms of its dollar level and relative
to sales -- could be expected to be larger than the total volume of adver-
tising for consumer durable goods. Indeed, this expectation is verified by
Table 27 which shows that both the simple average and weighted average
advertising-to-sales ratigs for consumer non-durable goods.are higher than
the corresponding averages for consumer durable goods.

In a classfc study published in 1949, Roy W. Jastram investigated the
planned (ex ante) ratio of advertising-to-sales as it relates to the product
classification of firms that advertise.6 Jastram selected the ex ante ratio
of {total) advertising-to-sales because "it appears to be the most acceptable
single criterion of the extent to which individual firms plan to use adver-
tising as a selling force....It is a better measure than absolute outlays
since it takes into account, firm by firm, the varying size of the revenue
stream from which the advertising expenditure is drawn.“7 8y means of
analysis of variance, Jastram examined the variation in the average adver-
tising-to-sales ratio planned by firms in his sample survey. The results
of Jastram's tests indicated that for each of the years covered by his
study (1930, 1935, and 1939}, the mean level of the planned advertising-to-

sales ratio was greater for consumer non-durable goods than for consumer

° Roy W. Jastram, "Advertising Ratios Planned by Large-Scale Advertisers,”
Journal of Marketing, Vol. 14 {July, 1949}, pp. 13-21.

7 1bid., p. 13.
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TABLE 27

TOTAL ADVERTISING-TO-SALES RATIOS BY
PRODUCT CLASSIFICATIONS (1976)

Total Nationg} Advertising-to-
Products by Product Advertising Sales &/ Sales Ratio
Classifications &/ {in § mi1lions) (in § millions) (Percent)
Consumer Non-Durable Goods:
Pork, Beef, Poultry, ‘.
and Fish $ 71.565 $46,715.0 0.153%
Eggs and Dairy 71.837 22,965.0 0.313
Fats and Qils 71.846 4,638.0 1.549
Alcoholic Beverages 338.932 26,670.0 1.27
Fruits and Vegetables 58.598 31,426.0 0.186
Bakery Products 117.038 12,006.0 0.975
Food in Purchased Meals
and Beverages 240.3%4 46,210.0 0.520
Shoes and Qther Footwear 24.013 11,261.0 0.213
Women's and Men's Clothing 204 .575 62,993.0 0.325
Newspapers and Periodicals 68.185 8,143.0 0.837
Luggage 4,945 1,327.0 0.373
Gasoline and Q4! 114,053 4,283.0 2.663
Tobacco 293.433 16,213.0 1.810
Semidurable Housefurnishings 16.975 9,183.0 0.185
Drug Preparations and Sundries 464.312 10,474.0 4.433
Toilet Articles and
Preparations 829.772 10,582.0 7.841
Stationery and Writing Supplies 16.591 3,646.0 0.455
Nondurable Toys and Sports
Equipment 209.18¢ 9,404.0 2.224
Lighting Supplies 3.654 1,205:0 9.303
Cleaning Preparations 427 .131 7,929.0 5.387
Household Paper Products 79.447 4,697.0 1.69
Weighted Average $117.452 $16,760.0 1.059%

Simple Average 1.606%



TABLE 27 -- Continued

Total Nat1ong Advertising-to-

Advertisin Sales ¢/ Sales Ratio
{in_ $ milligns) (Percent)
Consumer Durable Goods:

New Domestic Cars $290.717 $32,270.0 0.901%
New Foreign Cars 161.078 6,935.0 2,323
New and Used Trucks 44,280 7,383.0 0.600
Recreational Vehicles 4.9 1,361.0 0.365
Tires and Tubes 50.266 5,804.0 0.866
Auto Accessories and Parts 83.306 2,406.0.- 3.462
Furnfture 27.935 13,739.0 0.203
Kitchen and Other Household

Appliances 150.890 11,230.0 1.344
Glassware, Tableware, and

Utensils 11.912 6,342.0 0.188
Radios, TVs, and Musical

Instruments 198.570 16,470.0 1.206
Floor Coverings 19.019 6,875.0 0.277
Other Durable Housefurnishings 8.759 6,181.0 0.142
Hand Tools 13.508 1,824.0 0.740
Jewelry 45.260 7,0584.0 0.642
Opthalmic and Orthopedic

Appliances 12.162 1,868.0 0.651
Books and Maps 58.428 3,698.0 1.580
Wheel Goods 17.347 8,740.0 0.198
Boats 6.935 1,513.0 0.458

leighted Average $ 66.963 $ 7.872.0 0.851%
Simple Average 0.897%

Product classifications based on National Income Accounts.

Total natfonal advertising in 6 media:

(1) consumer magazines;
(2) network television; (3) spot television; (4) network radio;
(5) outdoor; and (6) newspaper supplements.

Sales defined by personal consumption expenditures in National Income

Accounts.

SQURCES:

19

Leading National Advertisers; U.S. Department of Commerce.
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durable goods. These findings led Jastram to conclude that "pilans of
large-scale advertisers in the durable and non-durable consumer fields are
distinct with regard to the average ratio between total advertising outlay
and sales."®

Despite the tendency for total advertising-to-sales ratios to be
higher for non-durable goods than for durable goods, there are a rumber of
reasons to believe that the converse would be true for magazine advertising-
to-sales ratios. As explained earlier in the present chapter, magazine
advertisements have a comparative advantage over advertisements in other
media in the transmission of direct, factual information about products
and product attributes. Magazine audiences, which tend to be better educated
and more affluent than audiences of other meida, turn to magazines for
authoritative reference information when planning purchases. The print and
picture format of magazine advertisements permit their audiences to examine
and re-examine information about products and product attributes. These
characteristics of magazines, their ads, and their audiences are conducive
to .the promotion of consumer durable goods, the purchases of which tend to
be based on informed choice. Consequently, the share of magazine advertising
for durabie goods could be expected to be higher than the share for non-
durable goods or the share of durable goods advartising in other media.

Table 28 presents the magazine advertising-to-sales ratios of 18

consumer durable goods and 22 consumer non-durable goods for which comparable
magazine advertising and personal consumption expenditures (sales) data

8 Ibid., p. 15.
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TABLE 28

MAGAZINE ADVERTISING-TQ-SALES RATIOS BY
PRODUCT CLASSIFICATIONS
(1965, 1971, 1976)

Products by Product Macazine Advertising-to-
Classification Sales Ratios 3/
1965 19
Consumer Non-Durable Goods:
Pork, Beef, Poultry, and Fish 0.040% 0.017% 0.013%
Eggs and Dairy 0.034 Q.024 n.m7
Fats and 0Oils 0.136 0.128 0.103
Alcoholic Beverages 0.329 0.382 0.416
Fruits and Vegetables 0.014 0.045 0.050
8akery Products 0.067 3.057 0.031
Food in Purchased Meals and
Beverages 0.011 0.011 0.008
Shoes and Other Footwear 0.183 0.092 0.088
Women's Clothing 0.160 0.072 0.057
Men's Clothing 0.174 0.108 0.083
Luggage 0.359 0.224 0.117
Gasoline and Qii 0.045 0.042 0.038
Tobacco 0.246 0.710 8/ 0.%990 Db
Semidurable Housefurnishings 0.124 0.078 0.112
Drug Preparations and Sundries 0.641 0.450 0.380
Toilet Articles and Preparations 1.231 1.5Q2 1.181
Stationery and Writing Supplies 0.210 0.220 0.147
Nondurable Toys and Sports Equipment 0.331 0.328 0.303
Lighting Supplies 0.486 0.102 0.134
Cleaning Preparations 0.628 0.367 0.328
Household Paper Products 0.564 0.237 0.097
Newspapers and Periodicals g.164 0.178 0.190
Simple Average 0.283 0.244 0.238
Weightad Average 0.177 0.179 0.163



TABLE 28 -~ Continued

Products by Product Magazine Advertising-to-
Classification ____Sn.l.e.s_Ba.t.‘las_iL___

1965 1871 1976

—— oeme—

Consumer Durable Goods:

New Domestic Cars 0.198% £.126% 0.197%
New Foreign Cars 0.715 0.506 0.688
New and Used Trucks 0.570 0.246 0.103
Recreational Vehicles n.a. 0.151 0.194
Tires and Tubes 0.277 0.243 0.070
Auto Accessories and Parts 0.493 0.515 0.626
Furniture 0.130 0.112 0.084
Kitchen and Other Household Supplies D.342 0.158 0.213
China, Glassware, Tableware, and
Utensils 0.298 0.171 0.155
Radios, TVs, and Musical Instruments 0.425 0.395 0.31
Floor Coverings 0.290 0.217 0.156
Other Durable Housefurnishings 0.074 0.036 0.080
Hand Tools n.a. 0.130 0.162
Jewelry 0.21 0.220 0.240
Opthalmic and Orthopedic Appliances 0.145 $.180 0.234
Books and Maps 0.710 1.087 1.184
Wheel Goods 0.057 0.042 0.035
Boats 1.006 0.032 0.345
Simple Average 0.371 0.270 0.282
Weighted Average 0.273 0.219 0.232

n.a. = not available,

3/ Sales defined by personal consumption expenditures in the National
Income Accounts.

b/ Reflects increased magazine advertising after the FCC ban on
broadcast cigarette advertising that began on January 2, 1971,

194
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are available, for the years 1965, 1971, and 1976.9 As predicted, the
simple average magazine advertising-to-sales ratio was found to be larger
for consumer durable goods than for consumer non-durable goods. This
anticipated finding contrasts with evidence presented earlier (based on
Table 27) that the ratio of total advertising outlays-to-sales tends to
be smaller for consumer durable goods than for consumer non-durable goods

by a statistically significant margin.

The magazine advertising-to-sales ratios presented in Table 28 also
provide the basis for an analysis of variance exercise such as that performed
by Jastram for total advertising-to-sales ratics. However, because the
average magazine advertising-to-sales ratio for durable goods is larger than
the average ratioc for non-durable goods -- and larger than the ratio-to-
sales for durable goods advertised in all media combined -~ the results of
our analysis of variance could be expected to conflict with Jastram's results.
That is to say, the mean level of the magazine advertising-to-sales ratio
for non-durable goods could not be expected to be larger -- by a statistically
significant amount -- than the mean level of the ratio-to-sales for durable
goods.

The results of our analysis of variance exercise for the years 1965,
1977, and 1976 confirmed our expectation. As shown fn Table 29,
there was no statistically significant difference in the variation of the

magazine advertising-to-sales ratios of consumer durable and non-durable

3 In 1976, the 18 consumer durable goods accounted for 90 percent of the
total personal consumption expenditures on durable goods; the 22 consumer
non-durable goods accounted for 88 percent of total personal consumption
expenditures on non-durable goods.
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goods in any of the three sample years, This result, and the data in

Table 28, suggest that advertisements for consumer durable goods are 1ikely

TABLE 29
Analysis of Variance:
Ex Post Magazine Advertising-to-Sales Ratios,
Consumer Durable and Non-Durable Goods
(1965, 1971, 1976)

Year Degrees of Freedom Mean Squared Variance F-Ratio Critical F-Ratio
— Total B %

otal Between Within Between Within 1% 34
1965 373/ 36 7.2 7.8 0.9 °° 5.4 4.1
1971 39 1 38 0.6 8.7 0.1 5.3 4.1
1976 39 ] 38 4.0 8.9 0.4 5.3 4.1

3/ Data not availabie for hand tools and foreign automobiles categories.
to have a disproportionately larger impact on the level of total magazine

advertising than on the level of total advertising in all medfa combined.

Annual Fluctuations in Magazine
Advertising and Lonsumer GoOds sales

The timing and magnitude of advertising volume fluctuations in magazines
and in all media combined can be expected to reflect the relative distri-
bution of durable versus non-durable goods in their respective advertising
bases. 1In 1962, Charles Yang examined the relationship between advertising
fluctuations and fluctuations in consumer goods sales and found the following:

There is a clear indication that total advertising outlays
tend to accompany sales in their cyclical fluctuation for
durable and non-durable consumer goods groups. Thus, adver-
tising responded closely and positively to changes in sales
during the period under study, although the patterns of
response varied somewhat from one group to another. More
precisely, advertising conforms with sales in the direction
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of movements in seven of nine years for the consumers’

23:;g$;aglgdgogg:;p?1ﬁ out of nine for the consumers'

It was shown above, however, that the share distribution of magazine
advertising among consumer durable and non-durable goods differs from
the share distribution in all media combined. Given this difference it
is worthwhile to investigate the degree to which magazine advertising
fluctuations independently refiect fluctuations in consumer durable and
non-durable goods sales. .

Following procedures suggested by Yang, annual rates of change were
computed for magazine advertising expenditures volume and the two consumer
goods sales series. The annual rate of change over the 1965-1976 period
for each series was assumed to represent that series' average secular growth
rate. Deviations from this growth rate, measured in terms of standard
deviations, were regarded as cyclical fluctuations. These computations
provide the bases for a crude examination of the conformity and relative
magnitude of magazine advertising expenditures and consumer goods sales
fluctuations presented immediately below.

Chart 6 shows annual percentage rates of change in magazine advertising
expenditures, sales of consumer durable goods, and sales of consumer non-
durable goods. Examfnation of the chart reveals that the magazine adver-
tising expenditures series and the consumer durable goods sales series
moved in the same direction in 8 out of the 10 years for which annual

percentage changes could be calculated; the direction of movement in the

10 Charles Yang, A Theoretical and Empirical Investigation of Advertising
Cycles, Unpublished doctora! dissertation, New York University, Graduate
Scﬁoo1 of Business Administration, 1962, p. 204. '
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magazine advertising expenditures series and the consumer non-durable
goods sales series conformed in only 4 out of the 10 years. Thus, con-
trary to Yang's findings for total advertising in all media combined, the
direction of changes in magazine advertising volume over time appear to
more closely correspond with the direction of changes in consumer durable
goods sales than with changes in consumer non-durable goods sales.

We next turn to a comparison of the magnitude of cyclical fluctuations
in magazine advertising expenditures and sales of consumer &;rable and non-
durable goods, measured in terms of standard deviations from their respective
long-term growth trend values. In his analysis of total advertising expen-
ditures in all media combined, Yang made a similar comparison and found the
following:

When we compare the standard deviation for sales of each

product group with the corresponding standard deviation for

total advertising expenditures, we find evidence of a reason-

ably close relationship between them. In other words, a high

standard deviation for sales tends to produce a high standard

deviation for advertising outlays and vice versa. Thus the

consumers' durable goods group has the highest standard

deviation for sales and also the highest standard deviation

for advertising outlays, while the consumers' non-durable

goods group ranks the lowest in bot? the standard deveiation

for sales and that for advertising. 1

The results are somewhat different, however, when the standard devia-
tions for magazine advertising expenditures are compared with the standard
deviations for sales of the corresponding product group (see Table 30).

The average standard deviations of magazine advertising expenditures for

durable and non-durable goods are virtually equal (27.2 and 26.9, respec-

11
Ibid., p. 206.
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TABLE 30

MAGRITUDE OF CYCLICAL FLUCTUATIONS OF MAGAZINE
ADVERTISING AND SALES, BY PRODUCT CLASSIFICATION
(1965 - 1976}

Standard Deviation

Products by from the Mean Rate
Product Clagsification of Annual Chande
Magazine Cyclical Sensi-
Advertising Sales tivity Ratio a/
Consumer Non-Durable Goods:
Pork, Beef, Poultry, and Fish 21.44 5.28 4.06
£99s and Dairy 45,96 . n 9.76
Fats and 011s 1.47 13.33 1.04
Alcohalic Beverages 42.36 1.32 12.09
Fruits and Vegatables £2.47 5.34 g.98
Bakery Products 34.00 10.73 i
Food in Purchased Meals and
Beverages 22.11 3.79 5.98
Shoes ang Other Footwear 12.43 3.49 1.56
Women's Clothing 13.13 2. 5.68
Men's Clothing 11.38 2.1 £.18
Luggage 30.10 3.07 3.30
Gasoline and 041 29.54 6.9 4.28
Tobacco 60.9 2.21 27.69
Semidurable Housefurnishings 21.24 3.4% £.16
Orug Preparations and Sundries 15.37 2.02 7.81
Toilet Articles and Preparations 12.583 1.61 8.40
Stationery and Writing Suoplies 28.37 5.33 k.49
Nondyrable Toys and Sports
Equipment 7.39 2.15 3.4
Lighting Supplies BN 3.2¢ 11.32
Cleaning Preparations 19.22 1.66 11.82
Househoia Paper Products 25.70 2.98 B.62
Newspapers and Psriodicals 21.08 7.01 .0
Simple Average 26.92 .17 3.55
Aeighted Average 5.51 2.2 2.46
Consumer Jurable Goods:
New Domestic Cars 43,12 17.64 2.44
lew Foreign Cars 24.72 10.32 2.40
dew and Used Trucks 17.39 23.21 1,72
Recreational Vehicles 62.92 827 2.49
Tires and Tubes 30.20 1.9t 15.81
Auto Accessories and Parts 10.1% 4.99 .4
Furniture naz 2.39 10.41
Kitchen and Qther Household
Appliances 34,66 3.44 10.08
China, Glasswars, Tableware and
Utensils 12.96 2.97 4.36
Radios, TV¥s, and Musicai
Instruments 24.89 4.32 g.72
Floor Coverings 27.10 6.28 4.2
Other Durable Houssfurmishings 32.26 2.83 11.20
Hand Tools 19.20 5.45 J.52
Jewelry 19,36 .04 4.79
Cothalmic and Qrthopedic Appliances 32.16 §.47 4.97
Books and Maps 13.85 5.1¢ 2.63
Wheel Goods 29.24 5.26 5.56
Boats 24.43 21.24 1.1%
Simple Average TE 3.80 Tt
Weighted Average 15,02 8.29 1.81

SOURCES: PIB; U.S. Department of Commerce, dureau of Economic Analysfs.
3/ Column 1 divided by columm 2.
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tively} and substantially larger than the average standard deviations for
sales of durable and non-durable goods (8.6 and 4.2, respectively). The
"cyclical sensitivity ratio" -- the ratio of the standard deviations {from
their respective long-term trends) of magazine advertising expendftures-

to sales ~-- for dukab?e goods is 5.3, considerably smaller {closer to unity)
than the cycliical sensitivity ratio for non-durable goods, which equals 8.6.
This comparison suggests that, on the average, fluctuations in sales and
magazine advertising tend to be more alike in magnitude for-EEnsumer durable

goods than for consumer non-durable goods.

Quarterly Fluctuations in Magazine
Advertising and Consumer Goods Sales

When the data are expressed on a quarterly basis, characteristics of
the relationships between magazine advertising expenditures and sales of
each product group are more easiiy discernible. In Charts 7 and 8, the
ploet of the guarterly seasonally adjusted index of magazine advertising
expenditures is contrasted with the plot of the quarteriy seasonally
adjusted indexes of consumer non-durable goods sales and consumer durable
goods sales, respectively, for the period 1965/1 - 1976/4. Examination of
Chart 7 reveals that the plot of consumer non-durable goods sales traces
a fairly smooth curve, the locus of whose points resembies a free-hand trend
1ine through the plot of the magazine advertising expenditures index. The
relationship between these two plots suggests that consumer non-durable goods
sales are more l1ikely to be associated with the secular increase in the level

of magazine advertising expenditures than with their cyclical fluctuations.
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The plot of the consumer durable goods sales index, on the other hand,
moved in fairly close agreement with the plot of the magazine advertising
expenditures index, both in terms of changes in level and in terms of the
timing and magnitude of fluctuations (see Chart 8). Fluctuations in
magaiine advertising volume, therefore, seem likely to be associated with
cyclical fluctuations in consumer durable goods sales.

These relationships are further illustrated by the plots of cyclical
indexes of magazine advertising expenditures, consumer noé-durab]e goods
sales, and consumer durable goods sales, which are shown in Chart 9,
Examination of this chart reveals that the timing, magnitude, and pattern
of c¢ycles in magazine advertising expenditures bear little resemblance to
the cyclical characteristics of consumer non-durable goods sales. However,
the cyclical characteristics of magazine advertising expenditures appear
to systematically conform with the timing, amplitude, and pattern of
cyclical fluctuations in consumer durable goods sales. Furthermore, a
cursory examination of these two indexes indicates that turning points of
magazine advertising expenditure cycles tend to lag briefly behind turning
points in consumer durable goods sales cycles. These conclusions are
consistent with: (1) findings presented i{n Chapter 4 indicating that the
magazine advertising budget process adjusts spending to changes in consumer
goods sales with a brief lag; and (2) evidence presented earlier in the
present chapter showing the relatively closer relationship of fluctuations
in magazine advertising to those in consumer durable goods sales than to

those in consumer non-durable goods sales.
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Estimating Total Magazine Advertising
Using Different Sales Variables

The partial adjustment model introduced in Chapter 4 is easily
amenable to estimation of the effects of consumer durable and consumer
non-durable goods sales fluctuations on the level and adjustment of the
mean advertising-to-sales ratio for products that advertise in magazines.‘2
It may be recalled that our original estimation of the partial adjustment
model over the 1965/2 - 1976/4 period generated the following results:

(Eq. 4) MA, = 0.27 SG, + 0.66 MA, ., CRZ = .97
(0.08) * (o.m) *° DW = 1.90
3.32 5.77 SEE = 3.30

where MA ¢ = magazine advertising expenditures in period t; 5G; = sales of
consumer goods in perfod t; and MA,_; = magazine advertising expenditures

in period t-1. Evidence presented earlier in the present chapter, however,
suggests that the partial adjustment model should be respecified and re-
estimated with one or more components of consumer goods sales as explanatory
variable(s). The two components of SG -- consumer durable goods sales (SD)
and consumer non-durable goods sales (SN) -- experienced very different
secular and cyclical growth paths over the 1965 - 1976 period, both

relative to each other and relative to fluctuations in MA. Furthermore,

Tz Richard Schmalensee attempted to measure the independent impact of
consumer durable and non-durable goods sales on advertising volume, but

was unable to refute the null hypothesis that the coefficients on the two
sales variables were identical. However, since Schmalensee's study covered
only the first two postwar decades, it could not capture the effects of
television growth and the expansion of specialized magazines that increased
the share of durable goods advertising in magazines relative to non-durable
goods advertising.
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the volume of advertising for durable goods appears to have a significantly
(and disproportionately) greater itmpact on the overall level of magazine
advertising than on the overall level of advertising in all media combined.
Thus, 1t seems worthwhile to respecify the partial adjustment model with

SD and/or SN, instead of SG.

Because the level and fluctuations of magazine advertising expenditures
vary closely and positively with consumer durable goods sales -- and not
with consumer non-durabie goods sales -- the strongest advertising deter-
mination equation could be expected to include SD and to exclude SN. In
fact, the similarity of SN to a trend line fitted through MA poses a substan-
tial problem to any estimation of the partial adjustment model. The
coefficient on the autoregressive lagged dependent variable (MAt.1), already
included in the model, must itself be interpreted as an estimate of the
secular trend in magazine advertising expenditures. Thus, inclusion of SN
in the estimation equation could result in a higher CRC only at the cost of
increased instability in all other regression coefficients (in the face of
multi-collinearity). Even if the coefficient on SD turned out to be highly
significant and with the expectad (positive) sign, it is unlikely that the
coefficient on SN would be significant.

These propositions were tested by respecifying the partial adjustment
model to include the variables SD and SN instead of the variable SG. As
in a1l estimations shown in Chapter 4, the constant term was suppressed
to zero. Estimation of this respecified model over the 1965/2 - 1976/4

period generates the following results:
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(Eq. 8)  MAy = 0.41 SDy - 0.07 SN¢ + 0.56 MAg_y.  CRZ = .98

(0.08) (0.09) (0.10) DW = 2.13

4.97 -0.74 5.55 SEE = 3.65
As expected, the coefficfents on SD¢ and MAy_7 are significant and have
positive signs, while the coefficient on SNi is not significant and has
a perverse {negative) sign. Moreover, relative to Equation 4, the coef-
ficient on MA¢_y is lower (0.66 compared to 0.56), the standard error of
estimate is higher (3.30 compared to 3.65), and the CR2 increases slightly
(from 0.97 to 0.98). Thus, the inclusion of the variable SN, -- in a
model that includes MA;_ 1 -~ biases the coefficients on all the variables
and increases the estimation error of the regression fit.

An additional estimation was made using SD; as the only sales variable.

This estimation could be expected to improve upon the estimation expressed
by Equation 8, since the most probable source of misspecification -~ the
variable SNy found earlier to be collinear with the lagged dependent
variable -- would be removed from the model. Estimations of the equation
specified with SD as the sales varjabie could also be expected to be
statistically stronger than estimations, 1ike Equation 4, that include SG;,
since about two-thirds of SGy is comprised of SNy. The following are the
results of the estimation of the magazine advertising determination

equation, respecified to include only SD;y as the sales variable:

(Eq. 9)  MAy = 0.37 SDy + 0.53 MA,_; R’ = .98
(0.06) ~ (0.09) DW = 2.06
5.78 5.83 SEE = 3.63

As expected, the estimation results of Equation 9 are stronger than
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those generated by the estimation of Equation 4. The removal of the
trend-1ike influence of SNy from the sales variable (SGt) results in a
larger coefficient on SDy, relative to the coefficient on SGy, and a
smaller coefficient on MA¢.7. Moreover, the standard error is smaller,

the t -~ statistic larger, for each coefficient in Equation 9 relative

to those in Equation 4. Although the standard error of the regression

fit increases, both the CRZ and DW - statistic improve (increase) slightly.

The results of the estimation of Equation 9 also 1eadato the conclusion
that total magazine advertising adjusts more rapidly to changes in the
level of SD than to changes in the level of SG. When sales are defined
by SG, the estimated mean and median adjustment lags are 1.9 guarters and
1.7 quarters, respectively; approximately 34 percent of the adjustment is
completed after 1 quarter and 81 percent is completed by the end of 4
quarters. 0On the other hand, when sales are defined by SD, the estimated
mean and median adjustment lags are both approximately 1.1 quarters; about
47 percent of the adjustment process is completed after 1 quarter and about
92 percent is completed after 1 year. (See Table 31). The reliability of
these estimates is supported by the cyclical analysis in Chapter 3 which
found that magazine advertising cycles tend to lag cycles in broad economic
aggregates by about 1 quarter at their turning points.

Despite the differences in the timing of their adjustment processes,
however, the estimated mean target ratios of advertising-to-sales for
products that advertised in magazines are identical (0.8 percent) for both
specifications of the sales variable (SD, and SG,). This finding is
consistent with evidence presented earlier in the present chapter that

revealed no statistically significant difference between the mean ex-post



TABLE 31

CHARACTERISTICS OF THE ADJUSTMENT OF
ACTUAL TO TARGET ADVERTISING-TO-SALES
RATIOS FOR TWQO ALTERNATIVE SPEC}FICATIONS

OF THE SALES VARIABLE 2

Sales Variables

&6 s
Mean Target Ratio (percent) 0.8 0.8
Mean Adjustment Lag {quarters) 1.9 1.1
Median Adjustment Lag {quarters) 1.7 1.1
Percent Adjustment After 1 Quarter 33.9 47.1
Percent Adjustment After 4 Quarters 81.0 92.1

3/ Based on Equations 4 and 9.

211
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magazine advertising-to-sales ratios for consumer durable and non-
durable goods.

Additional estimations of the partial adjustment model were also
calculated for specifications that included: (1) TSDt, an interaction
term between a simple linear time trend and consumer durable goods sales
designed to capture any tendency for the ratio of magazine advertising-to-
durable goods sales to change over time; and (2) SDSD{ the interaction
between durabie goods sales in period t and the percentage‘ﬁhange in
durable goods sales between period t-1 and perifod t, designed to capture
cyclical differences in the distribution of advertising over phases of
the product 1ife cycle. The results of each of these estimations reveal
that the coefficients on both of these variables are unanimously non-
significant; this suggests that the ratio of magazine advertising-to-
durable goods sales is stable over time and over the course of the business

cycle.,

Estimating Magazine Class Advertising
Using Different Sales Variables

The relationship between fluctuations in magazine advertising expen-
ditures and fluctuations in sales of consumer durable and non-durable goods
has important implications for the eight individual magazine classes. Since
the relative shares of advertising volume devoted to consumer durable and
non-durable goods varies across the magazine classes, the level of the mean
target ratio of advertising-to-sales, and the timing of {ts adjustment
process, can be expected to differ across magazine classes. Furthermore,

the relative strer.gth of SG, SD, SN and MAt_1 in capturing the fluctuations
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in magazine advertising is 1ikely to vary according to the relative
shares of consumer durabie and non-durable goods in the advertising
base of each magazine class.

In order to test these propositions, magazine advertising revenues
for each magazine class were estimated using the partial adjustment model
respecified to include the SDt and SNt variables together and the SD
variable alane. Results of these estimations were then compared with
estimates for each magazine class derived from specificat{ohs of the model
that included only SGt as the sales variable. A constant term was included
in a set of estimations, but it was never found to be statistically signi-
ficant or economically sensible.

The results of these estimations, as well as the results of the esti-
mations that utilized SGt as the sales variable (originally presented in
Chapter 4} are presented in Table 32. Examination of this table reveals
that the values of the coefficient on the lagged dependent variable and
on the sales variable -- however specified -- differ from magazine class
to magazine class. These differences can te primarily atiributed to the
uniqueness of the mix of products advertised in each magazine class.
Furthermore, the value of the coefficient on the sales variable never

decreases, and the value of the coefficient on MA never increases, when

t-1
SDt is substituted for SGt as the sales variabie specified in the model.
This pattern, which is consistent with similar findings for the estimation
of total magazine advertising expenditures presented earlier, indicates a
more rapid adjustment in advertising expenditures toward the mean target
ratio of advertising-to-sales for products advertised in each magazine

class than was originally estimated with specifications using SGt as the



TABLE 32

COMPARING THE ADJUSTMENT PRQCESS OF MAGAZINE
ADVERTISING TO TARGET LEVELS FOR TWO
SPECIFICATIONS OF THE SALES VARIABLE

Characteristics of Adjustment

Process
Mean Median Percent Percent
Estimated Mean Adjust- Adjust- Adjust- Adjust-
Magazine Coefficients Target ment ment ment ment
Classes on: Ratio Lag Lag After 1 After 4
SG SD MAt.] {percent) {qtrs.) {gtrs.) Qtr. Qtrs.
Total (A11 .
Classes ;
Combined) 2 .66 0.8 1.9 1.7 33.9 81.0
.37 .53 0.8 1.1 1.1 47.1 92.1
Automotive .59 .68 1.8 2.1 1.8 32.0 78.6
.99 .42 0.2 0.7 0.7 £8.0 96.9
Business A2 91 1.4 10.1 7.4 9.0 31.4
4,90 7.4 9.0 6.6 10.0 34.4
General
Editorial .18 .80 0.9 4.0 3.1 20.0 59.0
22 .74 0.9 2.9 2.3 26.0 70.0
Home .10 .83 0.6 4.9 3.7 17.0 52.5
17 A 0.6 2.5 2.0 29.0 74 .6
Men's .07 9 0.7 10.1 7.35 9.0 31.4
12 .85 0.8 5.7 4,3 15.0 47.3
News .48 .54 1.0 1.2 1.1 46.0 91.5
.49 .53 1.0 1.1 1.1 47.0 92.1
Sports .30 .79 1.4 3.8 2.9 21.Q §1.0
.37 .73 1.4 2.7 2.2 27.0 71.6
Women's .20 .69 0.7 2.2 1.9 31.0 77.3
.27 .56 0.6 1.3 1.2 44.0 90.2

214
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sales variable. Specifically, the estimated mean and median adjustment
lags are shorter, and the percentage of the adjustment completed after
all time intervals is larger, when 50y is substituted for SG; in the
partial adjustment mode)l. As was found to be the case in estimations of
tota) magazine advertising expenditures, however, the estimated mean
target ratio of advertising-to-sales for products advertised in each
magazine class change slightly, if at all, in the revised specification
of the model. This latter finding is consistent with evidence presented
earlier in this chapter showing that the difference between the mean
magazine advertising-to-sales ratios of consumer durable and non-durable
goods -- the sales which comprise SG, -- was not statistically significant.
The substitution of SD; for SG; as the sales variable in the partial
adjustment model has its largest impact on the estimated coefficients of
the automotive magazine equation. Since automotive magazine advertising
volume generally fluctuates vigorously from quarter to quarter, 1t was
expected -- and indeed found to be the case -- that removal of the
relatively stable SNt component from SGt {thereby leaving only SDt in the
advertising determination equation) would result in stronger regression
statistics. Estimated with the revised model, the coefficient on the
sales variable increased from .59 to .99 and the coefficient on MAt-1
decreased from .68 to .42. Consequently, the speed of the adjustment
process -- as measured by the length of the mean and median lags and the
percentage of the adjustment completed by the end of each time interval --
was found to be substantially greater than originally estimated under

specifications using SGt instead of SDt . Moreover, the standard error

of estimate declines from 9.5 to 7.7 under the revised specification of



216

the model.

Before concluding, it is worthwhile to examine how the independent
impact of 5D, and SN, affect the estimation of men's magazine advertising
volume. When men's magazine advertising determination equation was
originally estimated (with SG, as the sales variable), the coefficient on
SGt was l1ow and not statistically significant; the coefficient on the
lagged dependent variable, however, was relatively high and statistically
significant. When the equation was re-estimated to 1nc1uhe the interaction
varfable TSGt, however, the coefficient on SGt increased and became statis-
tically significant; at the same time, the coefficient on TSG was negative
in sign and statistically significant.

Interpretation of the negative sign for the coefficient on TSGt
suggests a tendency for the men's magazine target ratio of advertising-to-
sales to secularly decline over time. This interpretation was conf{irmed
by the equation that includes both SD; and SNy as separate variables. In
that estimation, the coefficients on both of these sales variables are
statistically significant, but the coefficient on SNt has a negative sign.
This 1s consistent with the secular downtrend, since 1972, in the men's

magazine advertising-to-sales ratio.

Summary

The advertising process is designed to reinforce and expand consumers'
stock of knowledge about qualitative attributes of competing products and
brands. From the advertiser's viewpoint, the optimal media mix for trans-
mission of messages is determined exogenously, depending as it does on

characteristics of the products, buyer population, and technology of the
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medfa, all of which are beyond the advertiser's control. For consumers,
on the other hand, the process of acquiring product information involves
both time and pecuniary expenses that vary according to the source of
information and the product or product attributes focused upon by the
advertiser's messages. Different media, or advertising vehicles, have
different utility costs to consumers, provide different information about
products and product attributes, and differ in their cost gfficiency.

The qualitative characteristics of magazines, magazine.audiences, and
magazine advertisements are particularly well-suited to the transmission of
direct, factual information about products and product attributes. Consumers
seek out and acquire such information before choosing among competing
products and brands that are typically characterized by some, or all, of
the following characteristics: (1) high unit price; (2) high income and
price elasticities of demand; (3) infrequent and planned purchases; and
(4} attributes that can be examined by buyers prior to purchase. We
hypothesized, therefore, that the magazine advertising-to-sales ratio for
these products, on average, is higher than for other types of products,
and higher than the total (all media) advertising-to-sales ratio for these
products.

In order to test this hypothesis, we categorized products according
to Phillip Nelson's criteria for search versus experience goods and by the
more widely used classiffcations of consumer durable versus non-durable
goods. We then tested for statistical significance of the differences in
the mean and variance of the advertising-to-sales ratios for goods in each

classification and compared the results of these taests with similar results
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pertaining to advertising-to-sales ratios for similar goods advertised
in other media.

The first series of tests focused upon differences in the advertising-
to-sales ratios of search and experience goods. The results of these tests
indicated that the magazine advertising-to-sales ratios of search goods
were higher, on the average, than the ratios-to-sales for experience goods,
and higher than the average advertising-to-sales ratio for.search goods
advertised on television and in all media combined.

We next undertook a more comprehensive examination of the relative
magnitude of advertising-to-sales ratios for consumer durable and non-
durable goods. Unlike Jastram, who found that the total advertising-to-
sales ratio, on average, tends to be higher for non-durable goods than
for durable goods, we were unable to refute the hypothesis that, on
average, the magazine advertising-to-sales ratios for the two types of
goods are equal. This result suggests that magazine advertising for
consumer durable goods has a disproportionately larger impact on the over-
all level of magazine advertising than on the level of advertising in all
media combined.

Although fluctuations in magazine advertising were shown in Chapter 4
to be associated with fluctuations in sales of consumer goods in general,
additional tests revealed that the relationship between cycles in magazine
advertising and consumer durable goods sales {s especially close. Using
annual data, we showed that fluctuations in magazine advertising changed in
the same direction as fluctuations in consumer durable goods sales in 8 out
of 10 years; magazine advertising and non-durable coods sales moved in the

same direction in only 4 out of 10 years. Furthermore, the variance of
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magazine advertising expenditures between 1965 and 1976 was closer in
size to the variance of consumer durable goods sales than the variance

of consumer non-durable goods sales. Thus, compar{sons based on annual
data suggest that the direction and magnitude of fluctuations in consumer
durable goods sales have uniquely strong impacts on the level and fluc-
tuations of magazine advertising.

These tentative conclusions were confirmed in graphica] and statis-
tical analyses that employed the seasonally adjusted quarterly data
developed in this study. The plots of magazine advertising index relative
to the indexes of consumer non-durable and durable goods sales, respec-
tively, illustrated the following: (1) the plot of consumer non-durable
goods sales resembles a freehand trend line through the plot of magazine
advertising series; and (2) the plot of consumer durable goods sales is
closely and systematically related to the piot of the magazine advertising
series. These tentative findings were confirmed by the plots of the
cyclical indexes of the three series. These results suggest that fluctu-
ations in consumer durable goods sales are the primary factor in the
cyclical adjustment of magazine advertising expenditures, while the
considerably lower and less synchronous fluctuations in non-durable goods
sales simply contribute to the over-all growth trend in magazine advertising.

Using the partial adjustment model introduced in Chapter 4, we
attempted to estimate the adjustment process of magazine advertising to
changes in sales of consumer durable and non-durable goods. The consumer
goods sales variable used in the estimations presented in Chapter 4 was

replaced in a set of estimations by separate varfiables for consumer durable
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goods sales and consumer non-durable goods sales.

In each of these estimations, the coefficient on the durable
goods sales variable was significant while the coefficient on the non-
durable goods sales variable was consistently non-significant. Based
upon these results, another set of estimations were computed in which
the sales variable was defined only by durable goods sales. Most
regression results from this set of estimations were statistically
stronger than the results of estimations in which the si]es variable
was defined by total consumer goods sales or by separate variables for
consumer non-durable goods and consumer durable aoods sales.

Since the overal] properties of the adjustment mechanism depend on
both consumer durable and non-durable goods sales, the relative proportion
of each of these product types in the advertising base takes on great
significance. And since this proportion varies from magazine class to
magazine class, properties of their respective adjustment mechanisms could
be expected to differ. Tests of this hypothesis for each magazine class
confirmed this expectation. Target ratio levels tend to be stable for
given classes of goods and to vary widely from product to product. Thus,
target ratios vary widely across magazine classes, reflecting differences
in product mix in the respective advertising bases. The speed of adjust-
ment also varies from magazine class to magazine class and this, too,
reflects the product mix of the various magazine classes. Each of these
differences result in distinct cyclical patterns of advertising revenues

across magazine classes.
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APPENDIX

Table

33. Indexes of Seasonally Adjusted Magazine Advertising
Volume, By Class, 1965/1 - 1976/4 . . . . . . . . . . ... .

34. Cyclical Indexes of Magazine Advertising Volume,
By Class, 1965/1 - 1976/4 . . . . . . . « .+ « v« v o v ..
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TABLE 33 -- Continued
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£YSLICAL INDENES OF MAGAZINE ADVERTISING VOLUME,

3Y CZLASS, 1965/1 = 1976/4

Consumer Magazines, Total
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