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The information content of accruals and cash flows in an emerging 
capital market during financial crisis: the case of Turkey 

Bengü Vuran (Istanbul University, Turkey) 
Burcu Adiloğlu (Istanbul University, Turkey) 
 
 
Abstract: 

In the last two years, the global economy has experienced severe bouts 
of financial instability that have had devastating impacts on many 
countries. The last financial crisis caused Turkey to experience a 
significant downturn in real economic activity, especially in the 
industrial sector. The contraction of the economy decreased security 
returns substantially. The current turmoil in the global financial market 
made it imperative to question once again the validity and relevance of 
accounting information in stock returns. This paper investigates the 
relative and incremental information content of earnings, components of 
cash flow statement and accruals in the emerging capital market of 
Turkey. Regression analysis is conducted to examine this issue in pre-
financial and financial crisis period based on a sample of 135 industrial 
firms listed in the Istanbul Stock Exchange (ISE). The results reveal 
strong relevance of accruals and cash flow components on stock returns 
in Turkey. 

Keywords: Accruals, cash flow statement, financial crisis, emerging 
market 

 

I. Introduction 

World economies, which did well in 2007 and started 2008 with great 
hopes, began experiencing problems in the sub-prime mortgage market, 
leading to a financial crisis spreading to the financial and banking 
systems within a short time period. The financial crisis was triggered by 
a liquidity shortfall in the United States’ banking system and resulted in 
the collapse of large financial institutions, the bailout of banks by 
national governments, and downturns in stock markets around the world. 
However, because the excesses and failures were at the core of the 
banking system, the ramifications have been quickly transmitted to all 
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sectors and countries of the global economy. In the first half of 2008, the 
process deemed a financial crisis by economists turned into a true full-
fledged economic crisis in 2009. (Economic Outlook, 2009) 
 
Industrial production and merchandise trade plummeted in the fourth 
quarter of 2008 and continued to fall rapidly in early 2009 across both 
advanced and emerging economies, as purchases of capital goods and 
consumer durables such as autos and electronics were hit by credit 
disruptions. As a consequence, anxiety increased and inventories started 
to pile up rapidly. (IMF, 2009) This financial crisis originated from 
developedcountries quickly spread to emerging markets and developing 
economies. Turkey, a developing country, was also greatly affected. 
Macroeconomic figures revealed that the Turkish economy was 
experiencing a very serious slowdown and was heading into a recession. 
(Economic Outlook, 2009) 
 
Investors need accurate and reliable information to make rational 
investment, credit and similar decisions, a need which is heightened in 
times of crisis. Accounting data in financial statements include both 
accruals and cash flow components. Earnings based on accrual 
accounting generally provide better indication of companies’ present 
and continuing ability to generate cash flows than information limited to 
financial aspects of cash receipts and payments. However, some 
accountants believe that investors’ information demand is best served by 
cash flow analysis because cash portrays the ability of the enterprise to 
survive and facilitates the prediction of future dividends, credits and 
loan payments.   
 
The latest global financial crisis made it imperative to question once 
again the validity and relevance of accounting information in stock 
returns.  The aim of this study is to investigate the relative and 
incremental information content of earnings, operating cash flows and 
accruals in explaining security returns in the emerging capital market of 
Turkey. Accruals and cash flows are examined to predict stock returns 
in the financial and pre-financial crisis periods in Turkey.  The results of 
this study are expected to make a contribution to the existent literature 
on the subject. 
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The paper is organized as follows. Section II briefly summarizes the 
related literature on the relevant and incremental information content of 
accruals and cash flows on stock returns in Turkey. Section III explains 
the data and variables employed;the methodology and results are 
presented in Section IV. Finally, Section V gives the conclusion. 

 

II. Literature Review 

A large volume of research has examined the relevant and incremental 
information content of earnings and cash flows for stock returns. This 
paper seeks to extend the literature by examining the information 
content of accruals and cash flows in Turkey. 

Research by Rayburn (1986), Wilson (1986, 1987) and Bernard and 
Stober (1989) demonstrate whether unexpected cash flows and accruals 
are significant in a regression where abnormal stock returns are the 
dependent variable. The results of Rayburn and Wilson are consistent 
with both components having incremental information, while Bernard 
and Stober find little evidence of either component having incremental 
information.  
 
Ali and Pope (1995) investigate the incremental information content of 
three accounting performance measures in UK’s, British firms: earnings, 
funds flow and cash flow, incorporating time-varying parameters and 
non-linearity in response coefficients. The results show that all three 
performance measures have explanatory power for returns individually, 
and that the response coefficients on their unexpected components are 
positive. However, the response coefficients on the unexpected 
components are consistently positive across time only for earnings and 
funds flow. 

Sloan (1996) examines the nature of the information contained in the 
accrual and cash flow components of earnings and the extent to which 
this information is reflected on stock prices. The results indicate that 
earnings performance attributable to the accrual component of earnings 
exhibits lower persistence than earnings performance attributable to the 
cash flow component of earnings. The results also substantiate that stock 
prices act as if investors fixate on earnings, failing to fully distinguish 
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between the different properties of the accruals and cash flow 
components of earnings. 

Following Sloan (1996), numerous studies document that the accrual 
component of earnings is less persistent than the cash flow component 
of earnings. Disagreement exists, however, as to the explanation for this 
result. One stream of literature follows Sloan's lead in arguing that this 
result is attributable to accounting distortions (Xie 2001; Dechow and 
Dichev 2002; Richardson et al. 2005).  A second stream of literature 
argues that this result is attributable to a more general growth effect and 
that growth-related factors such as diminishing returns to new 
investment explain the lower persistence of accruals (Fairfield et al. 
2003; Cooper et al. 2005). Richardson et al. provide new evidence 
indicating that temporary accounting distortions are a significant 
contributing factor to the lower persistence of the accrual component of 
earnings. Their evidence “indicates that the lower persistence of accruals 
extends to accruals that are unrelated to sales growth and that extreme 
accruals are systematically associated with reported cases of earnings 
manipulation.” 
 
Haw, Qui and Wu (2001) investigate the relative and incremental 
information content of earnings, operating cash flows and accruals in the 
emerging capital market of China and find that earnings have both 
relative and incremental information over operating cash flows.  

Hirshleifer, Hou and Teoh (2009) examine the abilities of aggregate 
accruals and aggregate cash flows to predict aggregate stock returns. 
Their main finding is that, aggregate accruals are an economically and 
statistically highly significant positive predictor of aggregate stock 
returns. They also explore the abilities of accruals and cash flows to 
predict sector and industry returns and find that the level of accruals or 
cash flows is a significant positive return predictor for some sectors and 
industries, and a significant negative predictor for others. The magnitude 
for some of these sector- and industry-level effects is quite large. 

Trejo-Pech, Noguera, Alcántar and Weldon (2010) investigate the nature 
of the relationships among earnings, accruals, and cash flows for Latin 
American firms. They categorize firms in decile portfolios, formed by 
sorting firms each year by the magnitude of accruals. They find a 
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negative relationship between accruals and cash flow across decile 
portfolios. Also of economic importance is the fact that Latin American 
firms reporting the lowest level of earnings report the highest level of 
cash flow. More importantly, firms reporting a relative high level of 
earnings have the worst cash flow. 

 

III. Data & methodology 

The sample selection starts with the entire population of industrial firms 
listed in the Istanbul Stock Exchange, encompassing 136 firms. Due to 
the lack of financial information for one firm, 135 industrial firms are 
included in the study. 

The year-end financial statement data used in this study were retrieved 
from the Istanbul Stock Exchange    (ISE) web site from the year 2007 
to 2009. The year 2009 was chosen to test the effect of financial crisis 
on financial statements of the sampled firms and the year 2008 was 
chosen as the pre-crisis period. 

The year 2009 was chosen as a crisis period because the effects of the 
financial crisis were transferred heavily into the real economy towards 
the spring of 2009. The Turkish economy contracted by 4.7% in 2009 
due to the global economic slowdown and the demand for Turkish 
exports fell dramatically with serious consequences for industrial 
production. Exports fell by 23% in 2009 and industrial production by 9.6 
% compared with the year before. (Worldbank, Country Brief 2010) 

The annual stock returns are calculated by compounding the monthly 
basic returns. Table 1 exhibits the constitution of the industrial 
companies listed in the ISE.The variables used in this study are shown in 
Table 2. 
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Table 1: Constituent Companies of Industrial Companies of ISE 

Industry Group Number of Companies 

Food & Beverage 19 

Textile & Leather 16 

Forest, Paper & Press 17 

Chemical, Petroleum & Plastic 20 

Stone & Soil 26 

Main Metals 14 

Metal Products & Machinery 24 

 

Table 2: Variables used in the study 

VARIABLES ABBREVIATION 

Total Accruals TACCR 

Operating Accruals OPACC 

Other Accruals OTHRACC 

Cash Flow From Operations CFFO 

Cash Flow From Investments CFFI 

Cash Flow From Financing CFFF 

Gross Profit GP 

Operating Profit OP 

Earnings Before Tax EBT 

Net Profit After Tax NPAT 
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The accrual variables were calculated as follows: 

1. 푇퐴퐶퐶푅 =
(∆ 퐶푢푟푟푒푛푡 퐴푠푠푒푡푠 −  ∆ 퐶푎푠ℎ − ∆ 푆ℎ표푟푡 푇푒푟푚 푙푒푛푑푖푛푔)−
(∆ 퐶푢푟푟푒푛푡 퐿푖푎푏푖푙푖푡푖푒푠 − ∆ 푆ℎ표푟푡 푇푒푟푚 퐵표푟푟표푤푖푛푔 −
∆ 퐴푐푐푟푢푒푑 퐼푛푐표푚푒 푇푎푥푒푠 −
∆ 퐶푢푟푟푒푛푡 푝표푟푡푖표푛 표푓 푙표푛푔 푡푒푟푚 푑푒푏푡)−퐷푒푝푟푒푐푖푎푡푖표푛 −
퐴푚표푟푡푖푧푎푡푖표푛  
 

2. 푂푃퐴퐶퐶 = 푁푃퐴푇 − 퐶퐹퐹푂 
 
 

3. 푂푇퐻푅퐴퐶퐶 = 푁푃퐴푇 − (퐶퐹퐹푂 + ∆ 퐴푐푐표푢푛푡푠 푅푒푐푒푖푣푎푏푙푒 +
∆ 퐼푛푣푒푛푡표푟푖푒푠 − ∆ 퐴푐푐표푢푛푡푠 푃푎푦푎푏푙푒 − 퐷푒푝푟푒푐푖푎푡푖표푛),∆ =
푡 − 푡  
 

Cash flow data were obtained from cash flow statements and the 
remainder was gathered from income statement and balance sheets. 

The computation of these variables is consistent with previous studies 
(Dechow, Sloan & Sweeney 1995; Haw et al. 2001). All variables are 
deflated by the year-end total assets in order to remove the effect of 
heteroscedasticity. Additionally, per share data were computed for cash 
flow variables. 

Table 3 and Table 4 present the descriptive statistics of variables. 
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Table 3: Descriptive Statistics of the variables for the Year 2009 

Descriptive Statistics Obs. Minimum Maximum Mean Std. Deviation 

taccr_ta 135 -0.6588 0.3397 -0.0587 0.1145 

opacc_ta 135 -0.6162 0.5574 -0.0520 0.1226 

othracc_ta 135 -0.1699 0.5087 0.0114 0.0763 

cffo_ta 135 -0.2301 0.4321 0.0833 0.1172 

cffi_ta 135 -0.2891 0.1719 -0.0312 0.0658 

cfff_ta 135 -0.3788 0.2352 -0.0419 0.0985 

cffo_pershr 135 -3.7313 38.5421 1.6010 4.9268 

cffi_pershr 135 -15.5984 2.0707 -0.6599 2.2316 

cfff_pershr 135 -18.7262 7.4590 -0.4391 2.1612 

gp_ta 135 -0.0303 0.5851 0.1826 0.1235 

op_ta 135 -0.1507 0.5229 0.0500 0.0915 

ebt_ta 135 -0.2086 0.3881 0.0335 0.0922 

np_ta 135 -0.1913 0.7063 0.0314 0.0978 

 

Table 4: Descriptive Statistics of the variables for the Year 2008 

Descriptive Statistics Obs. Minimum Maximum Mean Std. Deviation 

totaccr_ta 135 -0.3527 0.3802 -0.0198 0.1102 

opacar_ta 135 -0.3604 0.8942 -0.0202 0.1396 

othacc_ta 135 -0.2712 0.9626 0.0027 0.1186 

cffo_ta 135 -0.4190 0.4670 0.0274 0.1337 

cffi_ta 135 -0.2952 0.5710 -0.0522 0.0945 

cfff_ta 135 -0.3491 0.4853 0.0272 0.1450 

cffo_pershr 135 -4.8227 5.7086 0.3333 1.4938 

cffi_pershr 135 -27.7016 1.3061 -0.9871 3.3044 

cfff_pershr 135 -20.6639 12.6856 0.1747 2.6516 

gp_ta 135 -0.3213 1.0000 0.1982 0.1447 

op_ta 135 -0.1846 0.5212 0.0552 0.1058 

ebt_ta 135 -0.3329 0.5945 0.0188 0.1423 

npat_ta 135 -0.5302 0.4752 0.0072 0.1299 
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To investigate the relative information content of accruals and cash 
flows with respect to security returns, the following regression model 
was estimated. 

5. 푅 = 훼 + 훽 푇퐴퐶퐶푅 + 훽 푂푃퐴퐶퐶 + 훽 푂푇퐻푅퐴퐶퐶 + 훽 퐶퐹퐹푂 +
훽 퐶퐹퐹퐼 + 훽 퐶퐹퐹 + 훽 퐺푃 + 훽 푂푃 + 훽 퐸퐵푇 + 훽 푁푃퐴푇 +
훽 퐶퐹퐹푂푝푒푟푠ℎ푟 + 훽 퐶퐹퐹퐼푝푒푟푠ℎ푟 + 훽 퐶퐹퐹퐹푝푒푟푠ℎ푟 + 휀  

The stepwise regression method was applied in order to eliminate 
multicollinearity between variables. 

 

IV. Empirical results 

The regression analysis was conducted for the year 2008 and 2009 
separately.  Table 5 describes the ANOVA test statistics for the year 
2009. According to the ANOVA test results it is concluded that the 
model is significant. (Sig. Level 0.0000) 

Table 5: ANOVA test statistics for the year 2009 

Model Sum of Squares df Mean Square F Sig. 

Regression 382.6156 4 95.6539 47.5769 0.0000 

Residual 263.3768 131 2.0105   

Total 645.9924 135    

 

Table 6 presents the explanatory power of the model 59.23%.   The 
Durbin –Watson statistics implies that there is no autocorrelation 
between the error terms of the model. (DW statistics for 5% are: dL: 
1.679 and dU: 1.788 ) 
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Table 6: Model Summary for the year 2009 

    Model Summary     

R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

0.7696 0.5923 0.5797 1.4234 2.0329 
 

Table 7 summarizes the variables explaining the stock returns for the 
year 2009. Cash flow from financing per share, operating accruals_ total 
assets, cash flow from operations_ total assets and cash flow financing 
per share were found to be significant. The VIF values indicate that 
there is no collinearity between the selected variables. 

 

Table 7: Regression Results for the year 2009 

  Unstandardized Standardized     Collinearity  

Coefficients  Coefficients Coefficients t Sig. Statistics   

Model B Std. Error Beta     Tolerance VIF* 

(Constant) 0.0405 0.1529  0.2647 0.7917   

cfff_pershr -0.3360 0.0612 -0.3319 -5.4917 0.0000 0.8589 1.164 

opracc_ta 14.1251 1.3624 0.7694 10.3677 0.0000 0.5694 1.756 

cffo_ta 12.4273 1.4991 0.6492 8.2897 0.0000 0.5113 1.956 

cffi_pershr 0.2195 0.0556 0.2238 3.9499 0.0001 0.9767 1.024 
*A common cutoff threshold corresponds to a VIF value of 10. (Hair,J.F., Black B,  Babib, B., 
Anderson,R., Tatham,R.L., Multivariate Data Analysis, 6th Edition, Prentice Hall, 2005,p.230) 

Using Table 7, the regression equation for the year 2009 can be written 
as follows: 

6.      푅 = 0.0405− 0.336퐶퐹퐹푝푒푟푠ℎ푟 + 14.1251푂푃푅퐴퐶퐶푝푒푟푠ℎ푟 +
12.4273퐶퐹퐹푂+ 0.2195퐶퐹퐹퐼푝푒푟푠ℎ푟 

As for the results of the regression analysis of 2008, ANOVA test 
statistics are given in Table 8. According to ANOVA results it can be 
concluded that the model is significant. (Sig. Level 0.0000) 
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Table 8: ANOVA test statistics for the year 2008 

 

 

 

 

It is exhibited in Table 9 that the model has an explanatory power of 
70.05%. The Durbin–Watson statistics implies that there is no 
autocorrelation between the error terms of the model. (DW statistics for 
5% are: dL: 1.679 and dU: 1.788) 

 

Table 9: Model Summary for the year 2008 

  Model Summary   

R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

0.8423 0.7094 0.7006 2.0503 2.0408 
 

It is demonstrated in Table 10 that Cash flow from investment per share, 
cash flow from financing per share,  operating accruals_ total assets, 
cash flow from operations per share are the significant variables 
explaining the security returns for the year 2008. The VIF values 
indicate that no collinearity exists between the selected variables. 

  

Model Sum of Squares df Mean Square F Sig. 

Regression 1344.5389 4 336.1347 79.9608 0.0000 

Residual 550.6902 131 4.203742   

Total 1895.2292 135    
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Table 10: Regression Results for the year 2008 

 Unstandardized  Standardized   Collinearity  

Coefficients Coefficients  Coefficients   Statistics  

 B Std. Error Beta t Sig. Tolerance VIF 

(Constant) -0.0817 0.1933  -0.4228 0.6731   

cffi_pershr -0.6778 0.0552 -0.5977 -12.2875 0.0000 0.9373 1.0669 

cfff_pershr -0.5385 0.0700 -0.3811 -7.6966 0.0000 0.9046 1.1055 

opaccr_ta 8.3658 1.3296 0.3117 6.2921 0.0000 0.9040 1.1062 

cffo_pershr 0.7616 0.1302 0.3036 5.8477 0.0000 0.8227 1.2156 

 

The regression equation for the year 2008 can be written as follows: 

7.   푅 = −0.0817− 0.6778퐶퐹퐹퐼푝푒푟푠ℎ푟 − 0.5385푝푒푟푠ℎ푟 +
8.3658푂푃퐴퐶퐶푅 + 0.7616퐶퐹퐹푂푝푒푟푠ℎ푟 

The magnitude of the coefficients does not demonstrate the explanatory 
power of the variables, so a regression analysis is performed for each 
variable selected as the outcome of stepwise regression process. Table 
11 and Table 12 exhibit the relationship of the each selected variable 
with the stock returns. 

Table 11: The Explanatory Power of Each Variable for the year 
2009 

Variable R Square F-Stat t-stat Coefficient DW 

cfff_pershr 0.175 28.476 -5.336 -0.424 2.044 

   0.0000 0.0000   

opaccr_ta 0.10 14.933 3.864 5.651 0.923 

   0.0000 0.0000   

cffo_ta 0.054 7.619 2.76 4.331 2.024 

   0.007 0.007   

cfffi_pershr 0.047 6.604 2.57 0.212 1.983 

   0.011 0.011   
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Table 12: The Explanatory Power of Each Variable for the year 
2008 

Variable R^2 F-Stat t-stat Coefficient DW 

cffi_pershr 0.391 85.839 -9.67 -0.709 1.951 

   0.000 0.000   

cfff_pershr 0.28 52.21 -7.226 -748 1.900 

   0.0000 0.0000   

opaccr_ta 0.053 7.459 2.731 6.163 2.016 

   0.007 0.007   

cffo_pershr 0.042 5.929 2.435 0.516 1.997 

   0.016 0.016   
 

While the CFFF_pershr variable has the highest R2 value with 17.5% in 
2009 - revealing that in the crisis period the financing activities are of 
great importance in valuing stock returns - , CFFI_pershr has the 
highest explanatory power with 39.1 % in 2008, demonstrating that the 
investment activities are crucial in pre-crisis period. 

Although the operating accruals have the highest value of coefficient in 
the regression equations in both years, its individual explanatory power 
is not as high as expected: only 10% and 5.3% for years 2009 and 2008, 
respectively.  

While the sign of the coefficient cash flow from investment variable is 
negative in 2008, it turns out to be positive in 2009 revealing that any 
increase in investment activities is perceived as an increase in risk taken 
by the shareholders in the crisis period.  

CFFO is the least explanatory power among the variables - 5.4% for the 
crisis and 4.2% for the pre-crisis period.  Although it is suggested in 
some studies that free cash flow is the distinguished information for the 
market, their magnitude of explanatory power is found to be very low in 
this study. 
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V. Conclusions 

This paper tests the ability of accruals and cash flows to predict stock 
returns in the last financial and pre-financial crisis periods in Turkey. 
The results provide evidence that both accruals and components of cash 
flows have information content for stock returns. The explanatory power 
of cash flow components is superior to that of accruals. Among the 
components of accruals; the operational accruals have an impact on 
stock returns.  

Among the components of cash flows, cash flow from financing and 
cash flow from investment are found to have the strongest effect in 
explaining security returns in 2009 and 2008, respectively. This result 
reveals that in the pre-crisis period investors attach importance to 
investment activities.Whilst any increase in cash flow from investments 
appreciates stock returns, the reverse effect is observed in crisis periods. 
This result is also consistent with capital expenditure effect, in which the 
capital investment negatively predicts returns, which has been proposed 
by behavioral earnings fixation hypothesis and compatible with the 
findings of Polk and Sapienza ( 2009 ) and Titman, Wei and Xie   
(2004).  

Furthermore, investors add more value to the financing activities in the 
crisis period. The cash flow from financing variable has strong 
association with stock returns. Their negative relationship in both years 
implies that redemption of debt is rewarded by an increase in stock 
returns.  

Studies made in the US suggested that the market would appreciate the 
cash flows from operations variable. Multiple regression results also 
confirm that cash flow from operations is a positive predictor of stock 
returns, but it does not have as strong of an effect as expected. 

The findings of this paper confirm the importance of two of the 
significant summary financial performance measures, namely accruals 
and cash flows. These findings should be of interest to investors, in 
particular international investors interested in investing in Turkish 
stocks. The finding that both accruals and cash flows are value-relevant 
in Turkey should allow investors to incorporate this information in their 
investment decisions.  
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An interesting direction for further research is be to examine the 
information content of accruals and cash flows and the effect of 
contextual firm-specific and industrial factors on stock returns. 
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The effects of the global financial crisis on Turkish foreign trade 
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Abstract: 

The financial crisis that began in the United States in the sub-prime 
mortgage market in 2007 and that spread quickly to Europe has become 
a global crisis, affecting both financial systems across the globe and 
economic activity in virtually all countries, including developing 
economies. Even those countries that had strengthened their policies and 
built defenses to withstand a less benign global environment have not 
been spared. 

Turkey, immediately after getting dragged into the largest crisis of its 
history, has entered a process of recovering and restructuring. Due to the 
macroeconomic reforms it has enacted, Turkey has been able to grow on 
the back of its financial sector. The global economic crisis has seriously 
affected the Turkish economy in 3 basic ways, and it seems their impact 
on the economy will continue.  

This study, based on the most recent statistical data, will show how 
Turkey has been affected by foreign trade, finance and expectation 
channels from the financial crisis. 

Keywords: Global financial crisis, Turkey, foreign trade 

 

I. Introduction 

The housing market crash of mid-2007 that quickly spread to capital 
markets, soon evolved into a crisis affecting all markets, especially the 
markets of developed economies. The negative effects of the financial 
crisis on the real economic activity deepened with its contractionary 
effect on growth, trade volume and capital movements on a global scale 
(BDDK, 2008). As a consequence of the crisis stemmed from developed 
economies, many developed and developing countries went into 
recession, and the economic slowing began to gain further prominence 
globally (Berkmen et al., 2009). Despite all measures taken in both 
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developed and developing countries against the crisis, the loss of 
confidence caused by the global finance crisis slowed down economic 
activity and led growth rates to decline evidently (Yılmaz, 2009). 

The global financial crisis has led to a significant slowdown in economic 
activity in Turkey, as in other developing countries. As economic 
activity slowed down, world trade declined even further, compounding 
the situation. While recent data on economic activity indicate that the 
worst is over, problems on foreign trade are still on the rise, suggesting 
that the recovery will be slow and gradual.  

There is a great uncertainty about the duration and depth of the financial 
crisis and this uncertainty is the leading engine of the decline in world 
trade volume and world GDP. The contraction in the real economy has 
emerged in the form of rising unemployment in most countries. 

 
II. Global financial crisis and impact channels 

The world economy faces the most severe crisis since the Great 
Depression: with this crisis, the United States, Japan and Europe are 
experiencing recession and the economies of developing countries in 
Asia and Latin America are experiencing a slower growth rate than in 
previous years. In this context, the IMF foresaw a recession between 
0.5% and 1% in the world economic activity for the year 2009 for the 
first time in 60 years (IMF, 2009).  

The global crisis originated in developed countries rapidly affected 
developing countries, with the effects heavily correlated with their 
openness to global markets. The spread of the global crisis to developing 
countries has occurred in both demand and supply side channels. 

Economics literature indicates that financial crises are reflected on the 
real economy through several channels. These channels may be 
summarized as foreign trade, finance, and expectations channels. 

Turkey’s economy felt the effect of the global crisis through all three 
channels. This is due to the fact that a major part of Turkish exports are 
towards the countries which were relatively the most effected from the 
crisis, and that its export products consist of goods sensitive to the 
cyclical movements of global economy (Graph 1). Additionally, due to 
the persistent domestic savings deficit, financed by foreign capital, 
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Turkey was particularly affected by the deterioration of the foreign 
financing conditions. Finally, it was observed that the deterioration 
occurred in the expectations of the private sector for the economy was 
felt more acutely in Turkey than in other countries. 

 

Figure 1: Impact Mechanism of Global Crisis on Turkey 

 
Source: Sungur & Saridogan, 2009, p.3 

 

As observed from Figure 1, the propagation mechanism of the global 
economic crisis has presented itself as bankruptcies and deterioration in 
terms of production and employment, as a consequence of subdued 
credit and demand. Turkey’s economy felt the effects of the crisis 
through these channels. In the global financial markets, the uncertainty 
and risk that increased in the last quarter of 2008 negatively affected 
global economic prospects, and the confidence crisis that arose 
subsequently led to a liquidity squeeze by decreasing the risk appetites 
of commercial units. The problems in the finance and credit markets 
spread to the real sector, particularly during the first quarter of 2009. 
The real sector struggled to survive between the shears of the 
deterioration of the global credit conditions on one hand, and the 
narrowing of the global demand on the other. Between those contracting 
shears, firms suffered damages based on their vulnerabilities. 
Decreasing demand led to an adjustment in supply, which generated 
unemployment. The crunch in the real economy also affected the 
financial sector due to the surge in non-performing loans. As the 
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contracting cycle between the financial and real sector fed each other, 
the magnitude of the crisis increased (Insel & Saridogan, 2009). 

 

Graph 1: Shares of Countries in World Merchandise (Exports and 
Imports), 2009 

 
Source: WTO 

 

As a consequence of the deterioration of expectations in the global 
economy and of financing conditions, as indicated in Figure 1, the 
mechanism of the Turkish economy's exposure to the global crisis and 
the deterioration of the credit facilities affected production, demand and 
employment negatively, and led to welfare losses at home.  The negative 
effects in production, employment, income and welfare, primarily in the 
export-oriented manufacturers reliant on Europe, were felt acutely in 
Turkey. (TCMB, 2010). 

As a result of the deterioration in the global financial system onto the 
real economy through the above-mentioned channels, the global growth 
rate fell sharply. Global growth - which was 5.2% in 2007 and 3% in 
2008 – decelerated to -0.8% in 2009. Developed economies were worst 
hit; growth rates reversed from 2.7% in 2007 and 0.5% in 2008 to -3.2% 
in 2009.  

Emerging markets and developing economies, which had by that time 
become increasingly intertwined with world markets, began to feel the 
crisis’ effects in late 2008. Upon the reversal of capital flows brought by 
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increased uncertainty and thedecrease of export income due falling 
foreign demand, growth in the developing countries decreased from 
8.3% in 2007 to 6.1% in 2008 and to 2.1% in 2009 (IMF, 2010). 

 

III. The effect of the global financial crisis on the Turkish economy 
and foreign trade 

At the fourth quarter of 2008, the global crisis deepened sharply and 
affected both developed and developing countries through different 
channels. Countries tried to restructure this according to their political 
views. This generating period became a political contention between 
developed and developing countries. 

During the global financial crisis, foreign trade was one of the most 
important channels affecting the economic activity negatively. World 
trade volume –which had grown 3% in 2008 – contracted 12.2% in 2009 
(Graph 2), the sharpest decline since World War II. In parallel to that 
development, Turkey’s trade volume, which had increased by 20.4% in 
2008, declined by 27.3% the following year. 

Moreover, export-oriented sectors and those heavily dependent on them 
(such as transports) were especially hit. 

 

Graph 2: World Trade Volume and World GDP 

 

Source: World Bank, 2009a: 24; World Bank, 2010: 17; WTO, 2010: 
20. 
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The effects of the crisis were significantly felt in 2009 as many 
economies entered in recession and the robustness of established 
financial institutions became a matter of concern. During this period, 
Turkey’s economy had the biggest recession in its history (Graph 3). 

 

Graph 3: Turkey’s Trade Volume and GDP 

 

Source: TURKSTAT 

Exports do not have a substantial share in Turkey’s economy. According 
to data from the International Monetary Fund (IMF) for 2008, the ratio 
of the export to the gross national product is 17%. Therefore, it is 
estimated that the effect of the foreign demand shock on Turkey's 
economy has principally occurred due to the structures of the export 
markets and the composition of the export products (Table 1) (Cinar, 
Erdogan, Gurgur, Polat, 2010). 
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Table 1: Composition of the Export Products (US$ million) 
  

Industry EXPORT IMPORT BALANCE 
CHANGE 

(%) 

  2009 2010 2009 2010 2009 2010 09/10 

1 
Textiles And 
Apparel 

4.342 5.135 1.592 2.565 2.750 2.570 18,3 

2 Motor Vehicles 2.428 3.661 1.431 2.246 997 1.415 50,8 

3 
Agricultural 
Products 

2.559 2.815 1.574 1.794 985 1.021 10 

4 Machines 1.756 2.074 3.436 4.262 
-

1.680 
-

2.188 
8,1 

5 Iron and Steel 2.071 1.709 2.277 3.365 -206 
-

1.656 
-17,5 

6 Electrical Products 1.365 1.621 2.359 3.353 -994 
-

1.732 
18,8 

7 
Petroleum and 
Petroleum 
Products 

515 1.100 6.938 8.232 
-

6.423 
-

7.132 
113,6 

8 Iron or Steel Goods 1.048 1.095 331 387 717 708 4,5 

9 
Precious Metals 
And Stones 

3.751 967 137 305 3.614 662 -74,2 

10 Plastic Products 613 788 1.283 2.094 -670 
-

1.306 
28,5 

 
Total List  20.448 20.965 21.358 28.603 -910 

-
7.638 

2,5 

 
Total 24.478 26.200 28.882 38.325 2.750 2.570 7 

Source: TURKSTAT 

Developed countries, particularly the European Union countries, have an 
important share in the total export of Turkey (Table 2). The export to 
these markets comprises nearly 50 percent of total exports. 
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Table 2: Regional Distribution of Exports (US$ million) 

 

2009 
January-May 

2009 
January-May 

2010 Change 
(%) 

Value 
Share 

(%) 
Value 

Share 
(%) 

Value 
Share 

(%) 
European Union (EU–27) 46.985 46,0 16.844 42,8 21.060 47,9 25,0 
Other European 
Countries 

11.358 11,1 5.685 14,4 4.807 9,3 -15,4 

TOTAL EUROPE 58.343 57,1 22.529 57,2 25.867 57,2 14,8 
OTHER COUNTRIES 53.187 52,1 21.807 55,4 23.664 52,0 8,5 
Africa 10.179 10,0 4.572 11,6 4.157 8,9 -9,1 
     North Africa 7.447 7,3 3.179 8,1 3.249 7,0 2,2 
     Other African 
Countries 

2.732 2,7 1.393 3,5 907 1,8 -34,9 

American 4.838 4,7 1.615 4,1 2.170 4,7 34,4 
      North America 3.564 3,5 1.271 3,2 1.600 3,5 25,9 
      Middle America and 
Caribbean 

597 0,6 163 0,4 156 0,3 -4,3 

      South America 678 0,7 180 0,5 414 0,9 130,0 
Asia 25.891 25,4 9.577 24,3 12.312 26,8 28,6 
      Near and Middle East  19.187 18,8 7.521 19,1 8.836 19,2 17,5 
      Other Asian Countries 6.705 6,6 2.056 5,2 3.475 7,6 69,0 
Australia and New 
Zealand 

360 0,4 140 0,4 152 0,4 8,6 

Other Countries 561 0,5 219 0,6 67 0,2 -69,4 
FREE ZONES IN TURKEY 1.957 1,9 736 1,9 822 1,8 11,7 
TOTAL 102.129 100,0 39.387 100,0 45.546 100,0 15,6 

Source: TURKSTAT 

 

Table 3 shows the macroeconomic effects of the global crisis on 
Turkey's economy. The Deterioration of domestic and foreign financing 
conditions and demand conditions due to the crisis negatively affected 
the supply side of the economy. Accordingly, Turkey’s GDP contracted 
5% in 2009 (at market prices). However, thanks to the reforms made in 
2001, it was among the countries that escaped the crisis faster and in a 
more solid condition, with an expectation of growth up to around 7% in 
2010 (OECD, 2010). Trying to face the current account deficit, the 
Turkish economy is particularly at risk due to a slowdown in foreign 
direct investment inflows and, as a consequence, inflation rates in 
Turkey are expected to decline mildly. 
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Table 3: Selected Macroeconomic Indicators on Turkey’s Economy 
 
(% change with 1998 prices) 2006 2007 2008 2009 2010E 2011E 
Private Consumption  4.6 5.5 –0.3 –2.3 5.7 5.8 
Public Consumption  8.4 6.5 1.7 7.8 2.1 2.8 

Gross Fixed  Capital 13.3 3.1 –6.2 –
19.2 13.2 8.1 

Total Domestic Demand  6.7 5.7 –1.0 –6.4 8.8 5.9 
Exports (goods-services)  6.6 7.3 2.7 –5.4 8.4 8.8 

Imports (goods-services)  6.9 10.7 –4.1 –
14.4 16.8 13.6 

Net Exports  –0.3 –1.3 1.7 2.8 –2.1 –1.6 
GDP  6.8 5.0 0.5 –4.9 6.8 4.5 
GDP Deflator  9.5 5.9 12.1 5.5 7.1 6.5 
CPI 9.6 8.8 10.4 6.3 9.5 6.6 
Unemployment 10.0 10.1 10.7 13.7 14.9 15.9 
Current Account / GDP  –6.1 –5.9 –5.6 –2.2 –4.5 –5.9 
Source: OECD, Economic Surveys: Turkey, p.21, E: OECD Estimate 
 

IV. Outlook for Turkey’s trade 

Turkey is in the world’s top 20 economies. Exports have become 
increasingly important to the Turkish economy, being worth over 100 
USD billion annually. Moreover, exports are expected to reach USD 500 
billion by 2020. As seen in Table 4, the numbers match Turkey’s export 
emphasis, which started in the 1980s. 

Table-4: Mid – Term Trade Targets 

 2009 2010 2011 2012 

Exports  98,5   (102,2)  107,5  118,0  130,0  

Imports  134    (140,7) 153,0  168,0  187,0  

Volume of Foreign Trade 232,5  (242,9) 260,5  286  317  

Balance of Foreign Trade -35,5   (-38,6) -45,5  -50,0  -57,0  

Export / Import (%)  73,5   (72,6) 70,3  70,2  69,5  

Source: TURKSTAT   (Realized) 
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Having shown very important developments in the 2000s within the 
framework of the export-based development model, our export occurred 
as 132 billion dollars in 2008, but this figure recessed to the level of 102 
billion dollars in 2009 with the financial crisis that affected Turkey 
towards the end of 2008. As seen in Graph 4, our export is targeted to be 
at least 200 billion dollars by the end of 2015, and 500 billion dollars in 
2003, the 100th establishment anniversary of our Republic (DTM, 
Strategic Plan, 2009–2013). 

Graph 4: 2023 Export Target; 500 Billion Dollars  

 

In order to achieve continued economic growth and stability, it is vital 
that Turkey’s exports are shielded from conjectural effects and its share 
of world exports is increased sustainably. 

 

V. Conclusion 

The 2008 financial crisis affected virtually all world countries, with its 
impact depending on countries’ connections with world markets and 
trade. 

Due to the nature of Turkish exports, Turkey’s dependence on foreign 
investment and the rapid deterioration of private sector expectations, 
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Turkey was affected more intensively through the foreign trade channel. 
Its share in both world imports and exports decreased as a result, since 
its main trade partners were significantly affected by the crisis. 

Economic theory suggests that countries that rely heavily on exports and 
have low savings are more affected from financial countries. 

During the crisis period, governments of all countries and international 
organizations, by putting into practice collaborations and measures at 
various levels, primarily monetary and finance policy, tried to alleviate 
the non-confidence and uncertainty created by the crisis, the 
deterioration in the credit mechanisms, and the negative effects on 
demand, supply and employment. While rescue packages and demand-
stimulant policies led to budget gaps, the public sector was exposed to 
important deteriorations in its own financial balance at the cost of 
recovering the balances of the private sector. On the other hand, the 
effects generated by the expanding monetary policies of the countries on 
the rates of exchange led to new problems in terms of international trade 
policies. This period was applicable to Turkey's economy in general as 
well. 
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Abstract 

The purpose of this research article was to offer recommendations to 
retailers concerning how to adapt their marketing programme 
(marketing mix strategies) to changing consumer behaviour during an 
economic downturn.  

 

This study used a qualitative research strategy and gathered empirical 
data and information from both in-depth face-to-face interviews and 
document analysis of a high-end retailer in South Africa. In this regard, 
six participants who are members of the marketing department of the 
retailer were interviewed. The article reported on a value strategy as a 
possible marketing mix strategy adaptation for comparable retailers to 
deal with an economic downturn. 

 

Keywords: Marketing programme, marketing mix, 4 Ps, global 
economic downturn, recession, marketing adaptation strategy 

 

INTRODUCTION 

Knowing how to adapt marketing elements during an economic 
downturn is critical for the survival of any organisation, including retail 
organisations. The marketing strategy guides how an organisation 
should use its strengths and capabilities to match the needs and wants of 
the market. Changing consumer needs was one of the challenges of the 
2008 global economic downturn for retailers, which was the result of an 
increase in consumer debt levels that impacted on consumer spending. 
Consumers can easily change the stores that they frequent to suit their 
changing buying patterns, hence rivalry within the retail sector will be 
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intense during an economic downturn. Therefore, retailers experienced 
competitive and cost pressures and had to rapidly adapt and streamline 
business processes (Mills, 2009). Crafting adaptive strategies are 
complex, but significant in order to remain competitive and to grow 
market share in such a market (Ferrell and Hartline, 2007). Hooley et al. 
(2008) support this view and state that “marketing strategy is supposed 
to develop effective responses to changing market environments by 
defining market segments and developing and positioning product 
offerings for those target markets”. For example, in order for the retailer 
to retain its target market, it may need to change its image from an 
expensive brand to a value-for-money brand (Schiffman and Kanuk, 
2004).  

 

It is, therefore, important to investigate not only how marketing strategy 
can be changed, but also to establish the extent of these changes, which 
were used as tools to address challenges of the global economic 
downturn. The research article considers marketing mix strategy 
adaptation of a prominent South African national retailer, which is 
perceived as a high-end store. The article offers key insights into 
marketing mix strategy adaptation that could be followed in times of 
economic downturn to minimise its negative impacts. Identification of 
marketing mix strategy adaptations, which could best be incorporated 
into marketing plans, could contribute to retaining a competitive 
advantage in a climate where consumer buying patterns are changing. 
Not only will the research benefit marketers and practitioners, but also 
academics by contributing to current and future challenges that the 
market system will inevitably face. 

 

The theoretical framework of the research study positions marketing 
strategy (including the marketing mix) and consumer buying behaviour 
during an economic downturn. This is followed by the methods that 
were used, findings, and conclusions of the case study, which was 
conducted at a national high-end retail store in South Africa that targets 
the higher income or middle to upper class income groups. 
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Marketing strategy 

A marketing strategy demonstrates how an organisation intends 
satisfying the needs and wants of the consumer. It could also involve 
other functions that are as important to the business such as maintaining 
relationships with stakeholders and other business partners. To be more 
precise, the marketing strategy is a plan of how an organisation uses its 
strengths and capabilities to match the needs and wants of the market. 

   

A marketing strategy creates competitive advantage, and ensures that all 
components of the strategy work together as a whole, and 
independently, to achieve optimum results. The process of creating 
strategies is a complex but significant step that organisations should 
consider to remain competitive in the market and to grow its market 
share (Ferrell and Hartline, 2007). Over the years various theories and 
models have been developed to identify the best strategies to use. Porter 
(1998), for instance, reasons that in order to reach a successful strategy, 
all focus should be on industry dynamics and characteristics. This means 
that the attractiveness of industries differs and that in order to be 
profitable, it is important to identify the driving factors that support the 
competition. Conversely, Prahalad and Hamel (1990) emphasize the 
core competencies of the organisation. According to the two authors, 
performance is mainly driven by the resources profile of the 
organisation. Hooley et al. (2008) discuss the concept of the resource-
based marketing view as being a bridge between the two discussed 
strategies. In this approach both requirements of the market and the 
organisation’s ability to serve it are taken into consideration, while the 
goal is a long-term fit between the two. It is, however, important to keep 
in mind that market requirements continuously changes, hence the 
resources of the organisation should be developed continuously in order 
to remain competitive. In addition, according to Ferrell and Hartline 
(2007), issues that should be considered include the internal 
environment such as the organisational structure, resources and the 
organisation’s performance; the consumer environment; the 
competition; economic growth; and stability and political trends. Once 
the situation is fully comprehended, the strategy should be developed, 
which is when the marketing mix is employed in order to meet 
consumers’ needs. 
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Marketing mix 

The marketing strategy includes the marketing mix elements, which 
comprise a set of tools, which enable organisations to establish their 
marketing strategies. The marketing mix elements are also called the 
4P’s. The way in which the selected retailer used the marketing mix 
elements to attract consumers and how it adapted these strategies to cope 
with the economic downturn, is the focus of this research article. The 
elements of the marketing mix are controllable variables, which should 
be managed in the correct way to meet the needs of the defined target 
group (Kotler, 2003). Product, price, place and promotional elements of 
the marketing mix are discussed below. 

 

The first ‘P’ relates to product. Retailers buy consumer goods for resale 
purposes and sell them directly to the final consumer for personal use or 
enjoyment (Kotler and Armstrong, 2010). Most organisations do not sell 
only one product, but one or several product lines. In this way they can 
spread the risks among different product lines (Ferrell and Hartline, 
2007). While organisations are selling a product, consumers are buying 
a solution or value (Kotler, 2003). It is up to the organisation not only to 
offer this solution or value to the consumer, but also to do it better than 
their competitors. The organisation can differentiate products in several 
ways: there can be physical differences, for example, in the product 
design; and there can also be a difference in the availability of products, 
in the prices, quality and branding. 

 

The secondly ‘P’ refers to price, which differs from the other three 
marketing mix elements, since it is the only marketing mix element that 
generates direct turnover and must reflect the supply and demand 
relationship (Kotler and Armstrong, 2008). Furthermore, pricing is the 
marketing variable that is the easiest to change (Ferrell and Hartline, 
2007). While the product or promotional strategy can take months to 
change, the price can be changed directly and almost immediately. 
Except from being the easiest and quickest to change, pricing is also the 
cheapest to change. While changing the promotional strategy, products, 
or distribution is usually quite costly; it does not cost much to change 
the price.  
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When setting prices, an organisation can adopt a number of pricing 
strategies. The pricing strategies are based on objectives that the 
organisation would like to achieve. These strategies include, among 
others, product line pricing, optional-product pricing, captive-product 
pricing, by-product pricing, and product bundle pricing. Nonetheless, in 
times of economic change, price-adjustment strategies become essential. 
Kotler and Armstrong (2010) differentiate between six key strategies, 
namely discount pricing (change prices to reward customers), segmented 
pricing (adjust prices to allow for differences in customers, products or 
locations), psychological pricing (pricing for psychological effects), 
promotional pricing (change in price to increase short term sales), 
geographical pricing (accounting for geographic locations), and dynamic 
pricing (continuous price adjustments to meet the characteristics and 
needs of customer segments and situation).  

 

Price is an important factor, which consumers consider, especially 
during economic downturns. During such times, organisations are forced 
to make radical changes in their price decisions in both strategy and 
adjustments (Shama, 2006). 

 

Place is the third ‘P’, which is the least likely marketing mix element to 
change and may be a possible solution to business’ ability to attract 
consumers (Kotler and Armstrong, 2008). Choosing the right location 
could be expensive, therefore, larger organisations prefer to employ 
specialists to find the best locations. Furthermore, this element includes 
activities such as distribution, transport and store keeping that 
organisations use to make their products available to consumers (Baker, 
1998). Marketing, which uses the Internet, for example, is a relatively 
simple and cost effective way to reach out to many consumers at the 
same time (Peng, 2008). This channel is currently used by different 
types of organisations globally, including those in the retail sector. 

 

Finally the forth ‘P’ refers to promotion. A successful product or service 
does not mean anything unless the benefits can be clearly communicated 
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to the target market. Consequently, when organisations choose their 
strategy, they should consider their target market and their behaviour. 
When the target market is defined, an effective message should be 
created. This message should attract consumers’ attention, interest them, 
make them believe that they want this product, and finally lead them to 
buy it (Kotler and Armstrong, 2008). An organisation’s promotional 
strategy may consist of the following: advertising, sales promotion, 
personal selling and direct mail. Media strategy refers to the way an 
organisation delivers its message and how much they are willing to 
spend doing so (Kotler, 2003). Reducing promotional spend during an 
economic downturn may be counter-productive as marketing spending is 
a long-term investment. By sustaining or even increasing the level of 
advertising, the market share, sales, and income during and especially 
after a downturn should increase (Werner, 1991). 

 

A study of the relationship between marketing strategies and 
performance in an economic crisis showed that constant communication 
with the target audience was of great significance, given that consumers, 
during the downturn, tended to change their buying preferences when it 
came to brands and products. It is important for organisations to be 
flexible in order to retain old consumers, and to see a downturn as an 
opportunity to attract new consumers (Ferrell and Hartline, 2007). 

 

During an economic crisis consumers prefer information instead of 
commercials; therefore, organisations should provide them with clear 
and concise information on the product in order to gain their trust 
(Ferrell and Hartline, 2007). Thus, media such as print becomes more 
relevant in times of a global economic downturn. This is a cost effective 
means to reach a bigger population compared to other media such as 
television advertisements, and is perceived to be more trust worthy by 
the consumer during an economic downturn. In addition, trust is a 
significant factor in marketing, particularly during a global economic 
downturn (Hawkins et al., 1995). 

 

Nonetheless, according to Ferrell and Hartline (2007), all consumers are 
attracted to sales. This demonstrates that consumers prefer a variety of 
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campaigns and frequent shops to obtain discounts; instead of changing 
to discount chains. Retailers, in particular, often offer consumers sales 
promotions in the form of, among others, coupons, rebates, loyalty 
programs, and premiums (Ferrell and Hartline, 2007). The marketing 
mix is used to satisfy consumer needs; therefore, it would be apt to 
discuss consumer buying behaviour. 

 

Consumer buying behaviour 

Consumer buying behaviour can be defined as a process by which 
consumers search for, select, and purchase a product that is aimed to 
satisfy their needs and wants. The decision making process is what 
drives marketers to develop new marketing strategies. First, marketers 
must identify the changes and understand why those decisions are made 
and then attempt to create a product or message that will address that 
particular need. The challenge is twofold: to understand and predict 
consumer behaviour and to identify the cause and effect relationships 
(Engel et al., 1995). Trying to understand the buying behaviour of 
consumers is quite a complex and difficult task for managers. However, 
owing to this process, managers gain an improved understanding of 
consumer behaviour and gain insight, which allow them to develop 
products and plans that satisfy consumers’ needs and wants (Ferrell and 
Hartline, 2007).  

 

Different stages in the consumer buying process include the following: 
first the consumer understands that he or she needs or wants something; 
during the next stage the consumer searches for information and 
evaluates different alternatives of the wanted/needed product; and, 
finally, the consumer decides to buy or not. 

 

Consumer decision making is influenced by factors such as: individual 
differences, environmental influences, and psychological processes. 
Individual differences include, for example, knowledge, attitude, 
motivation, and personal values. Environmental influences include, for 
example, culture, social class, family and the consumer’s situation. 
Finally, psychological processing refers to how consumers process new 
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information, how they learn and what attitude they have towards 
changes (Ferrell and Hartline, 2007). Companies adopt their marketing 
mix strategies in response to changing buying behaviour patterns. The 
importance of adaptation strategies in South Africa is relevant in the 
context of global economic crises.  

 

Global economic crisis and South African economic downturn 

The global economic crisis, which began in September 2008, is defined 
as “a crisis in the financial sector and the financial markets”, whereas a 
downturn is a widespread decline in the gross domestic product, 
employment and trade sectors that last for more than six months (Mills, 
2009). Before the global economic crisis South Africa experienced an 
extended period of economic expansion, but as a consequence of the 
global economic crisis, vulnerabilities in the South African economy 
surfaced and unemployment, inequalities, poverty, and crime continued 
to affect the country. During this period household indebtedness reached 
concerning levels in a low interest rate environment, while inflationary 
pressures increased. The global economic crisis also impacted the real 
economy. House prices declined and vehicle sales decreased, 
manufacturing production slowed, the mining sector declined and 
retrenchments rose. Growth was expected to slow down, which was a 
risky proposition for Africa, as a whole. Because of this organisations 
were under constant pressure and organisational processes changed 
rapidly. Competition and cost pressures increased the need to rapidly 
adapt and streamline business processes to create new business value 
efficiencies (Mills, 2009). Companies and consumers alike operate in 
unstable markets and companies, in particular, address this uncertainty 
by means of adapting marketing strategies. 

 

The external environment is constantly changing and it is, therefore, 
important that management understands these changes and know how to 
react to them (Ferrell and Hartline, 2007). Hooley et al. (2008), in this 
regard, explain that the “marketing strategy is supposed to develop 
effective responses to changing market environments by defining market 
segments and developing and positioning product offerings for those 
target markets.” Furthermore, to be successful in the market, especially 
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in a changing market, organisations should use proactive strategies. 
Proactive marketing can be a way for organisations to turn challenges 
into opportunities. Organisations that view an economic downturn as an 
opportunity attempt to find solutions and gaps in the market. Hence they 
invest in marketing when everyone else is hesitant and continue to invest 
in trust concerning their brand. Nonetheless, the opposite is also true for 
organisations that view the downturn as a threat (Hooley et al., 2008). 

 

During a global economic crisis it is, therefore, crucial for organisations 
to develop new marketing strategies, which should adapt to the changing 
environment, fierce competition, and changing consumer buying 
patterns. A marketing strategy, which is developed in response to such 
changes, is known as an adaptation strategy. This strategy aims to 
maintain the position that the organisation has in the market and to 
gradually improve it, as the market environment improves (Nystrom, 
1979). During uncertain times, changing buying patterns can be 
assumed. But in order to act upon these changes, one should first 
understand the core patterns of consumer behaviour. 

 

RESEARCH DESIGN AND METHODS 

An exploratory research design was used for this study, which implied 
an interpretivist research philosophy with a theory building or induction 
research approach. To gain an in-depth understanding of marketing mix 
strategy adaptation in the retail sector, in response to the 2008 economic 
downturn, a research strategy in the form of a qualitative case study 
analysis was used. Two qualitative sources of data were used, namely 
in-depth interviews and document analysis. The in-depth interviews 
were conducted with managers from the retailer, while documents that 
included annual reports, newsletters, and journals that were collected 
from the retailer’s headquarters, were analysed to ascertain how and to 
what extent the retailer has adapted its marketing mix strategy.  

 

This research article involves a study where the population consists of 
employees in the marketing department of an organisation (the unit of 
analysis), which is referred to as the retailer. While Bradley (2007) 
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states that the required number of interviewees depends on the purpose 
of the study, Jacobsen (2002) states that it concerns the chosen 
participants and how relevant they are for the study. The sampling 
design that was chosen was non-probability purposive sample design. 
The names of participants were initially determined by higher 
management at the retailer through their job responsibilities, position 
and involvement in the subject that was studied. However, participants 
were also selected on the basis of the researcher’s individual judgment, 
where permitted, on the grounds that they could provide information that 
was required for the research (Cooper and Schindler, 2006).  

 

A national retailer in South Africa was selected, based on convenience, 
to investigate the research problem regarding how and to what extent 
marketing strategies were adapted to address the challenges of the 
economic downturn. In-depth interviews were conducted with 
employees of the retailer’s marketing department who were involved in 
decision making in the various marketing divisions. The interviewees 
included the heads of customer relationship management, brand 
communications and customer marketing, as well as a market research 
manager. Interviews were conducted until saturation in responses was 
reached, which yielded six interviews. Open-ended questions were used 
for the in-depth questions as the interview guide. Data analysis and 
interpretation of the research were inductively based (Haydam et al., 
2011). 

 

A semi-structured interview guide was developed comprising 36 open-
ended questions that were designed to guide the interviews, while 
affording participants an opportunity to speak freely, and to give as 
much information as possible. The interviews began with a brief 
introduction, followed by a general open-ended question about the topic. 
More specific questions about the four marketing elements followed. 

 

RESULTS AND DISCUSSION 

In-depth interviews were conducted with the retailer’s managers who 
were in a position to offer credible insight, which was also gained from 
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retailer specific document analysis in terms of understanding the 
retailer’s marketing mix adaptation strategies during the economic 
downturn. This offered insight into the retailer’s overall strategy and its 
product, price, place, and promotion strategies. These findings are 
discussed below. 

 

Overall strategy 

It was evident that the retailer, in response to the global economic 
downturn, adapted to consumers’ changing demands, which is the 
strategy suggested by Hooley et al. (2008). Document analysis of the 
retailer revealed specific premeditated marketing strategies rather than 
erratic responses to the global economic downturn. Hence, once the 
retailer had changed its objectives to accommodate the economic 
downturn, it remained steadfast in the policies that it implemented. 
Nystrom (1979) proposes an adaptation strategy that should be used 
during an economic downturn, namely to maintain the organisation’s 
position and then to improve the positioning gradually. In this regard, 
the retailer documented its targeting strategy, which was aimed at 
improving its presence and reach. Specific factors that the retailer 
concentrated on in order to ensure success during the economic 
downturn included (i) value for money; (ii) well-built product 
perceptions; (iii) marketing; and (iv) brand loyalty (Retailer 
documentation, 2009).  

 

Throughout the economic downturn, the retailer concentrated on its 
strengths, reaching its objectives and supplying consumers with a range 
of quality products at reasonable prices. The retailer based its business 
strategy on a value equation, namely cost plus quality is equal to value 
for money. A survey that the retailer commissioned to evaluate 
consumers’ purchasing trends revealed that most consumers perceived 
the retailer as a good quality store of a higher standard compared to 
competitors (Retailer documentation, 2009). This image was probably 
achieved through its consumer relationship model strategy, which has 
the following aims: 
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 Price repositioning and competitive pricing to change 
consumer perceptions; 

 Quality remaining key; and  

 The retailer did not compete directly with its competitors 
in the market; it preferred instead to pilot a new approach 
to conduct its business (Retailer documentation, 2009).  

 

The interviews proved that the retailer understood that consumers were 
essentially in control, and that meeting consumers’ demands was 
necessary to succeed during an economic downturn (Participant 1, 
2009). The retailer experienced consumers as not being brand loyal, as 
once presented with a quality product that costs less, in comparison, they 
would change brands (Retailer documentation, 2009). The concept of 
demand and supply was, therefore, amplified during the economic 
downturn, since the number of products consumed decreased 
significantly. In reaction to this, the retailer maintained the support of 
consumers by continuing to offer quality products and services at lower 
prices. This strategy was enabled by concentrating on developing 
stronger relationships with their suppliers who then bought into their 
pursuit of lower prices for key consumer goods (Participant 3, 2009). 
This created or strengthened the retailer’s competitive advantage, which 
comprises an integration of the components of competitive advantage, as 
suggested by Ferrell and Hartline (2007), Porter’s (1998) focus on 
industry dynamics, and Prahalad and Hamel’s (1990) focus on the core 
competencies of the organisation. 

 

To conclude the findings regarding the overall strategy of the retailer, it 
was learned from the retailer’s documentation that the retailer invested 
in science and technology. Investments were made in a product planning 
system, which aided volume growth, reduced wastage and markdowns 
and thereby improved overall gross margins (Retailer documentation, 
2009). The overall strategy was made tangible by the marketing mix 
elements, which are discussed below. 
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Product strategy 

The retailer increased the sizes of products to bulk options and 
introduced a larger variety of product options for consumers by 
expanding their product lines. Hence, they emphasised private labels and 
altered the packaging of most products by providing, among others, 
clearer labels on products. Also, conveniently packaged products were 
introduced, as well as an assortment of products, for example, chicken 
roast, vegetables and potatoes. In addition, the retailer continued to 
support ecological, environmentally sensitive, and sustainable products, 
which was reflected in the retailer’s unchanged marketing mix for its 
environmentally-friendly product group (Participants 1, 2, 4, and 5, 
2009).  

 

Price strategy 

The retailer’s overall pricing strategy was to increase its consumer base 
by offering a range of cost-effective standard products (Participant 5, 
2009). The pertinent question posed to participants in this regard was 
how the retailer managed to continue to provide quality products, but at 
reduced prices. The retailer achieved this with a twofold strategy: by 
increasing its stock orders via bulk buying, which essentially resulted in 
a decreased pro-rata price per item. In addition, the retailer’s strong 
relationships with suppliers, which were fostered over time, as well as 
its efficient logistics, gave it bargaining power with suppliers 
(Participant 3, 2009). As a result of this twofold strategy, discounted 
rates could be directly relayed to consumers. 

 

A further strategy of the retailer included niche pricing strategies, which 
included changing from the pricing of individual items to pricing 
combinations of products. Price reduction specials were offered 
specifically on seasonal products, which could be sold for less through 
economies of scale (Participant 4, 2009). Value was thus provided to 
consumers during the economic downturn. 
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Place strategy 

It became imperative for the retailer to make changes in order to reach 
their target market, and one of the ways that the retailer did this was to 
conveniently place new stores in high foot traffic areas for easy access 
for consumers. Some existing stores were relocated to filling stations 
and high foot traffic locations. In support of this, the retailer adapted the 
product offerings accordingly by providing high traffic stores with 
ready-made meals, which were geared towards the target market. 
Changes were also made to stores’ interiors to create an enjoyable 
shopping experience with a user-friendly layout, which reflected a 
shopping experience characterised by technological innovation. The 
branches were modernised to highlight the products that consumers 
demanded (Participants 1, 2, 5, and 6, 2009). 

 

Promotional strategy 

Because the public assumed that some of the retailer’s products were 
costly, short-term promotions were viewed as potentially unsuccessful to 
attract consumers over a longer period of time. This view contributed to 
a decline in the number of consumers who bought goods from the 
retailer during the economic downturn. To address this threat, the 
retailer continued to invest in advertising throughout the global 
economic downturn. The retailer did not decrease advertising spend, and 
hence remained true to the core values and business strategy throughout 
the economic downturn (Participant 3, 2009). The strategy of sustaining 
or even increasing advertising spend during an economic downturn is 
proposed by Werner (1991). The retailer concentrated on various types 
of media that would reach a broader potential consumers base by 
concentrating on television advertisements (Participant 1, 2009), which 
has been recommended by Hawkins et al. (1995) for use during an 
economic downturn. This differed from the retailer’s advertising 
strategies of the past, which targeted a small number of elite consumers. 
Promotions were thus used both to attract consumers and to shift their 
perceptions. Because the retailer could not depend on their high-income 
target groups alone to survive the economic downturn, the target market 
was broadened to include lower living standard measurement 
consumers. The goal of the retailer’s promotional strategy was to change 
the perception that consumers had of the retailer, namely from an 
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expensive retailer to a good quality value for money retailer. Overall, the 
messages’ intention was to change consumers’ perception that the 
retailer was an expensive store. The retailer promoted the message of 
good value-for-money and at the same time retained the same quality 
through price negotiations with suppliers. Advertising was based on 
providing more information with the aim of educating potential 
consumers about the retailer’s products (Participants 4, 5 and 6, 2009). 
Ferrell and Hartline (2007) concur that consumers prefer information 
and not advertising during an economic downturn. A summary of the 
most pertinent responses from the interviewees are included in Table 1 
below. 

 

Table 1:  Summary of participants’ responses to changing 
marketing mix elements 

 Product Price Place Promotion 

Pa
rt

ic
ip

an
t 1

 

 

Increased the 
sizes of their 
products to 
bulk options. 

Offered bulk 
purchases at 
reduced prices. 

Demand for 
convenience, 
opened more 
stores at filling 
stations and 
high foot 
traffic 
locations. 

Used several 
mediums of 
communicatio
n including 
television, 
print media 
and radio. 

Pa
rt

ic
ip

an
t 2

 

Emphasised 
private labels 
affording 
Woolworths 
an opportunity 
to alter their 
own 
packaging. 

Instead of 
changing the 
price of 
individual 
items, 
Woolworths’ 
approach was to 
offer a 
combination of 
products at a 
special price. 

Restructured 
the interior of 
stores, 
improving 
consumers’ 
shopping 
experience. 

Introduced 
television 
advertising to 
target a 
broader target 
market. 
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Pa
rt

ic
ip

an
t 3

 
Expanded 
product lines 
by including 
standard 
products to 
products 
portfolio. 

Woolworths 
offered value-
for-money 
specials by 
making use of 
the bargaining 
power of 
suppliers with 
whom they have 
built loyal 
relationships. 

Supplying 
convenient 
ready-made 
meals at 
convenient 
store 
locations. 

Did not 
change their 
marketing 
budget, and 
remained true 
to their core 
values and 
business 
strategy 
throughout the 
recession. 

Pa
rt

ic
ip

an
t 4

 

Woolworths 
continued to 
support 
ecological, 
environmental 
and 
sustainable 
products. 

Price reductions 
on specials were 
specific to 
seasonal 
products, which 
could be sold 
for less by 
economies of 
scale. 

Found areas of 
improvement 
and expanded 
by opening 
more stores in 
efficient 
locations. 

Promoted the 
message of 
good value-
for-money by 
retaining the 
same quality 
and 
negotiating 
with suppliers 
to reduce 
costs. 

Pa
rt

ic
ip

an
t 5

 

Conveniently 
packaged 
different 
products 
together, for 
example, 
chicken roast, 
vegetables and 
potatoes. 

Increased 
consumer base 
by offering cost-
effective rates 
on standard 
products. 

Shifted the 
image of 
branches in 
such a way 
that the 
shopping 
experience 
was filled with 
character and 
technological 
innovation. 

Messages 
targeted 
towards 
changing 
consumers’ 
perception 
towards 
Woolworths 
as an 
expensive 
store. 
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LIMITATIONS AND FUTURE RESEARCH 

Limited research has been reported on, which prompted this article. This 
research article concerns primary research regarding marketing mix 
adaptation strategies, which were implemented to cope with the 2008 
economic downturn. This research may be useful for comparable 
organisations that are in the same or similar situation by emphasising the 
importance of a flexible marketing strategy to be able to adapt to the 
changing environment. The findings may be used in similar case studies 
or theoretical generalisations. Future research that validates the reported 
factors of a marketing mix adaptation strategy would be beneficial. 

 

CONCLUSION 

A retailer can respond to an economic downturn by adapting its 
marketing mix strategy. The key to success, however, is that retailers 
should realise that the needs of consumers are paramount. The ability of 
organisations to identify changing consumer purchasing patterns and to 
adapt effectively to satisfy consumers, are vital. Responding to changing 
consumer needs, informed the fundamental adaptation, which was made 
by the retailer in this study. The adaptation that was applied offered 
value-added products with the same inherent quality as in the past. The 
realisation of this adaptation strategy was complicated by the fact that 
consumers become more price conscious during a recession. Therefore, 
the retailer found it difficult to alter consumer perceptions and prove to 
consumers that it was not expensive, but offered good value-for-money. 
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Introduced 
more product 
options to 
choose from. 

Innovative 
methods of 
offering value to 
the consumer 
during the 
recession set it 
apart from its 
competitors, for 
example, the 
family 
promotion. 

The branches 
were 
modernised to 
highlight 
products that 
consumers are 
demanding. 

Made use of 
more 
information 
based means 
of 
communicatio
n to educate 
the public 
about 
Woolworth’s 
products. 
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In order to achieve this, the retailer crafted and communicated a 
message of value rather than discount. A retailer can also make other 
important marketing mix strategy adjustments, as the retailer in question 
did. The retailer should remain true to its core values and business 
strategy, but may consider the following key marketing mix adaptation 
strategies: 

 Offer a value strategy; 

 Emphasise private labels; 

 Place stores in high foot traffic areas;  

 Update store interiors to improve the consumers’ shopping 
experience;  

 Increase choice and product lines; and 

 Maintain promotional spend. 

 

The findings of this research article show that it is imperative for a 
retailer to adapt its marketing mix strategy to mitigate the negative 
effects of an economic downturn. Moreover, a marketing mix adaptation 
strategy can turn an economic downturn into an opportunity for future 
growth. If this guiding philosophy is used during an economic 
downturn, the downturn can become a ‘gearing up for the upturn to 
come’. 
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