
A long, hard road ahead for most:
Ad spend forecasts for 2009
As economic projections suggest consumer spending will remain depressed until
2010, Colin Macleod. WARC, examines the outlook for ad spend in the coming year

S THE GLOBAL economy lurches
into one of its most tumultuous
periods ever, history shows this will

have a major impact on ad expenditure.
In the UK, annual display ad spend has

only once fallen by more than 10% in real
terms in the past 30 years - and that was
during the 1991 recession. In the years
when the economy grew by more than
3.5%, display advertising grew on average
by 7.5% at constant prices, after adjusting
for inflation. In the years when economic
growth fell below 2.5%, display advertis-
ing spend typically fell by 0.7%.

Figure i shows what has happened
over the past nine years (including an esti-
mate for 2008) in terms of the annual per-
centage changes in UK ad spend and in
GDP. The ad spend change is at constant
prices and includes both display and all
forms of classified advertising other than
recruitment and directories. The overall
relationship is reasonably clear, as is the
effect of the dotcom collapse in 2001,
where actual ad spend is some way below
the expected level.

Since the onset of the credit crunch in
August 2007, economists have been

steadily downgrading their expectations
of growth in the world's major economies
as the global financial crisis shows few
signs of coming to an end. What began as
a localised problem in the US housing
market in the previous year spread global-
ly as 'sub-prime' loans were sold on to
other financial institutions. Looking
back, the initial expectation that the
downturn would be relatively slight and
short-lived now seems naive. Lack of trust
in the banking sector and restrictions on
loans to consumers and businesses mean
a much longer period of weak economic
growth (and recession in some countries)
now seems likely. The predicted timing of
the eventual upturn has been put back
from early 2009 to some time in 2010.

Exacerbating factors
As well as the credit crunch, three further
factors lie behind the depressed state of
most of the world's major economies: the
continuing weakness in the housing mar-
kets (particularly in the US), high energy-
prices and rising unemployment. Until
there is better news on all these
indicators, it will be difficult to call an end
to the downturn.

Oil prices peaked at $147 a barrel in
July 2008 before dropping back well
below the $100 mark as analysts factored
in the likely reduction in demand. Con-
sumer price inflation, which reached a 17-
year high in the US in the summer, should
come down as a direct result. On a global
basis, as inflationary pressures reduce, it
should become easier for central banks to
cut interest rates. This should help hous-
ing markets to recover and encourage
spending by consumers and businesses,
which will boost advertiser budget levels.

However, housing markets continued
to suffer around the world in 2008. In the
US, construction of new homes fell to a
i7-year low in September, while in the
UK, total mortgage lending in September
was 42% down year-on-year. In Spain,
which accounts for one eighth of euro-
zone GDP, activity in the construction sec-
tor is expected to have fallen by 40% in
2008, while house sales for the year to July
2008 were down by 26%. Analysts in the
UK are saying house prices could fall by

January 2009



up to 35% from their summer 2007 peak
and not recover until 2013.

Unemployment is on the rise. More
than 750,000 jobs disappeared from the
US economy in the first nine months of
2008, taking the unemployment rate
above 6% - its highest level since Decem-
ber 2003. In the UK, the number of Job-
seeker's Allowance claimants has risen
sharply. Even so, the unemployment rate
in Britain remains below US and euro-
zone levels.

Concerns over the labour markets on
both sides of the Atlantic have been a
major factor in the sharp downward trend
in consumer attitudes to the economy.
From a peak of 112 in July 2007, the Con-
ference Board's index of US consumer
confidence fell to 87 in January 2008, then
to 51 in June and to its lowest-ever level of
38 in October. Business sentiment has also
suffered. In Germany, the Ifo index - a
monthly survey of 7,000 business man-
agers - fell from 105 in May 2007 to 93 in
September 2008. The Ifo expectations
index, which covers the outlook for the
coming six months, fell even more sharp-
ly to its lowest level since early 1993.

The latest estimates suggest the US
economy grew by 1 .6% in 2008, helped by
a strong second quarter, but the Inter-
national Monetary Fund (IMF) forecasts
that this will fall to almost zero in 2009.

The German economy, Europe's larg-

est, shrank by 0.5% in the second quarter,
prompting the Organisation for Econom-
ic Co-operation & Development (OECD)
to predict that it (along with the UK and
Spain) would fall into recession in the sec-
ond half of the year. Two-thirds of Ger-
man exports go to other eurozone coun-
tries, and for the region as a whole, the
1.3% GDP increase in 2008 is expected to
drop to 0.2% in 2009, while the UK's i%
growth in 2008 will be followed by a 0.1%
decline in 2009, according to the IMF.

China, India and Russia
The Chinese economy has achieved stag-
gering growth rates over recent years and
has been partly responsible for substan-
tial rises in global raw materials prices.

Even here, however, slowing US and
European demand will result in GDP
growth in China easing from more than
11% in 2007 to around 9% in 2009. The
Indian and Russian economies continue
to grow at annual rates of around 7% to
8%, but in both countries, inflation
(approaching 15% in Russia) remains a
real problem.

The Indian banking system is, to some
extent, isolated from the financial crisis
elsewhere, but Russia's wealth remains
strongly linked to the price of oil and any
long-term decline here could inflict some
damage in spite of the country's huge for-
eign exchange reserves.

Like the eurozone, but in contrast to
the US, the Japanese economy weakened
in the second quarter of 2008 and, on the
surface, appears to be in some difficulty.
However, unlike the US and the UK,
Japanese household debt as a percentage
of GDP has fallen since 2000 and corporate
debt has also been reduced, suggesting
that any downturn in the economy may
not be too serious. Japan's GDP per head
has grown faster than in either the US or
the eurozone area over recent years, and
the expectation for 2009 is that this will
continue. Nevertheless, like other major
industrialised nations, it has been hit by
high energy prices and slowing demand
for its exports. Latest forecasts see the
Japanese economy growing by 0.5% in
2009 following a 0.7% increase in 2008.

Demand for commodities, particularly
from China, has created a mining boom in
Australia. Economic growth has been rel-
atively robust at 2.5% in 2008 and will be
followed by a 2.2% increase in 2009,
according to the latest IMF forecast, but
even here the global downturn is having
an impact with reduced demand for the
country's raw materials.

Ad spend prospects
The last major drop in US ad spend was in
2001, at the time of the dotcom collapse
and the 9/11 terrorist attacks. In that year,
expenditure fell by 12% at constant
prices, and the relatively modest growth it
has seen since then has meant that total
ad spend (again, at constant prices) was
still below its 2000 level in 2007.

On a per capita basis, US real spend fell
by 13% over this seven-year period as the
population rose. European countries also
saw ad spend declines in 2001: Germany
by 10%, France and the UK by 7% and
Italy by 6%. In each of these cases, con-
stant price ad spend in 2007 was below the
2000 level.

As well as not keeping pace with infla-
tion, ad spend has recently fallen behind
economic growth. In the UK in 2000, total
advertising expenditure (excluding re-
cruitment advertising) was equivalent to
1.32% of GDP. By 2007, the ratio had fallen
to 1.19%, while the latest estimate for
2008 is 1.13%. For 2009, a figure of just
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1.09% is forecast by the World Advertis-
ing Research Center.

A number of theories have been put
forward to explain this reduction. One is
that advertisers have been steadily mov-
ing their budgets out of conventional
media and into other marketing com-
munication channels. Another is that the
growth of the internet (especially in the
UK) has created a more competitive
media marketplace and tended to push
prices downwards. Rather than just buy
more media space and time, advertisers
are putting the savings towards their bot-
tom line. With advertising in mature mar-
kets failing to grow substantially in
healthier economic times, the prospects
for 2009 are not good.

In the first half of 2008, total US ad
spend fell by 1.4%, according to Nielsen

Monitor Plus, but this excludes online
paid search and video advertising. Local
newspapers and 626 magazines were
badly hit by advertiser cutbacks - particu-
larly in the automotive sector. Another
monitoring organisation, TNS Media
Intelligence, put the fall at 1.6%, with the
second quarter alone being 3.7% down -
the steepest year-on-year drop since 2001.

Disappointing final quarter
The second half of the year should have
benefited by around $4bn as a result of
both the Beijing Olympics and the presi-
dential election, and normally the fourth
quarter is particularly strong for news-
papers and radio. But in 2008, with con-
sumers tightening their belts and retailers
suffering, the final three months are
expected to have been fairly grim.

The turmoil in the financial markets
has certainly dragged down spending by
the major banks and other financial insti-
tutions in the second half of 2008 - and
2009 budgets are expected to suffer as
well. If consumer confidence generally re-
mains low, a wide range of product cate-
gories are likely to experience ad spend
cuts over the coming year.

The latest estimate for the eurozone 12-
country region is that ad spend grew by
0.7% at current prices in 2008 - compared
with more than 4% in the previous year.
As the economic climate has worsened,
budgets have been trimmed and the
major media sectors have all been affect-
ed. Newspaper ad spend grew by 2.7% in
2007, according to WARC's European and
Advertising Media Forecast, but fell by
2.0% in 2008. A further, but much smaller,
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drop is forecast for 2009. Advertising
expenditure on the internet has been
growing at a phenomenal rate - but while
its share of total ad spend has now passed
10% across the region as a whole, it still
remains a relatively minor medium in
some markets. In Germany, for example,
its share was only 6% in 2008.

The exponential growth of the Chinese
economy over recent years has been assoc-
iated with strong growth in advertising
expenditure. Between 2000 and 2007, this
increased at an annual average rate of
28% (excluding the internet) at current
prices - fuelled particularly by strong
demand for TV advertising. The print
media have grown more slowly, with
newspaper ad spend increases averaging
15% over this period. Overall growth for
established media slowed to 12% in 2007
and the expectation for 2009 is that, post-
Qlympics, this will drop further.

Total Indian ad spend grew at an annu-
al average rate of almost r6% between
2000 and 2007 but, unlike China, growth
has accelerated in recent years. News-
papers account for more than 40% of total
ad spend in India (a much higher propor-
tion than in China) and should continue
to benefit from still-buoyant expenditure
levels, Russian advertising spend has
grown by around 26% over each of the
last five years (equivalent to around 14%
after allowing for inflation) but ad spend
per capita is still low by European stan-
dards. At just US$6i in 2007, it compares
with US$294 in Germany and US$492 in
the UK, so the potential for further
growth is substantial.

Tables i and 2 show forecast advertis-
ing expenditure growth rates for 2009 at
both current and inflation-adjusted con-
stant prices for 12 major advertising econ-
omies. The strong growth in India, Russia,

and to a lesser extent, China, is in marked
contrast to the weak performances ex-
pected in the US and Europe.

Summary
The combination of a global financial cris-
is and a severe economic downturn in
most of the major advertising markets
will have a substantial impact on adver-
tising expenditure levels in 2009. Among
the 12 countries covered here, five are
expected to see real falls in ad spend in
2009, and where growth is still occurring
it will be at a significantly lower rate than
in 2008. Year-on-year increases in internet
ad spend will still be substantial and, in
some cases, will be the sole driver of over-
all ad spend growth.
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