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EXECUTIVE The force and speed of the global downturn have sent most

SUMMARY companies reeling, and many senior managers have not yet
figured out exactly how to respond. That uncertainty was
apparent in a December 2008 survey by Booz & Company
of more than 800 global managers. Although more than half
said they expect their companies to emerge from the crisis
stronger, that optimism seems at odds with some of the survey’s
other findings. There is a significant lack of confidence in
senior leadership’s strategies, and in their ability to carry out
those strategies—including doubts among C-suite executives
themselves. In addition, a high percentage of companies appears
not to be following the strategic agendas that make most sense
given their situations. For instance, financially strong companies
are not all revving up their M&A engines; financially weak
companies are not all accelerating their efforts to preserve cash.

Why not? An analysis of the data suggests many companies are
misreading the environment or their position in it—maybe both.
Not that executives should be judged too harshly for this. The
transformational nature of this crisis is evident in the fact that
more than half of all senior managers think their industries will be
permanently altered by it. And it’s not just managers at financial-
services companies who say this—those in energy, industrial goods
and consumer businesses are of the same opinion.

Another casualty of the crisis, besides traditional industry
structures, will be the corporate social responsibility agenda.
At a time when many companies are fighting to stay alive,
initiatives aimed at bettering the environment and local
communities inevitably will be delayed, respondents said.
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MANAGERS’
VIEWS

ON THE
DOWNTURN

How well are top corporate execu-
tives handling the global economic
crisis? Are managements and govern-
ments collaborating effectively to
bring the turmoil to an end? What
kinds of companies will emerge

from the downturn stronger? What
actions should companies be taking?
And what impact will the crisis have
on companies’ social responsibility
agendas, including their willingness to
invest in a cleaner environment?

These questions have arisen for
many businesses since the worldwide
financial crisis erupted last fall with
the bankruptcy of Lehman Brothers
in the overleveraged U.S. invest-
ment banking sector. But most of the
debate has been led by policymakers,
academics, and journalists. What do
senior corporate leaders themselves

think about the economic crisis? And
what do their answers reveal about
their companies’ ability to survive—
and thrive in the long run?

To answer to these questions,

Booz & Company in December 2008
surveyed 828 corporate managers,
both in developed markets like the
U.S. and Germany and emerging
markets like Brazil and India (see
“About the Survey” on page 13, for
methodology and other information).
The replies offer insight into how
businesspeople worldwide view the
crisis and are responding to it.

It is not a pretty picture. Many man-
agers’ usual confidence seems to have
deserted them, with 40 percent not
being sure their senior leadership has
a credible plan and almost half not
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being sure the leadership can carry
out the plan, credible or not. A
remarkably high number of hard-hit
companies said they are not acceler-
ating their efforts to preserve cash,
which experience in former downturns
suggests is the first thing they should
be doing. Moreover, one-quarter

of financially healthy companies
surveyed are not taking advantage of
opportunities the crisis affords them.

There are several possible explana-
tions for this inaction. The speed of
the downturn may have left people
in shock—unable, for the moment,

to take the most appropriate action.
Some executives may be waiting for
additional data—hoping that the
downturn will turn out to be less
severe than their gut instincts are tell-
ing them. Leaders at stronger compa-
nies may not want to be the first to
make a bold move and run the chance
of appearing to have acted hurriedly.
But whatever the reason, the ines-
capable conclusion is that too many
companies are not taking the steps
they need to take. Those steps include
making a realistic assessment of the
business environment, identifying the
company’s position in those environ-

Omne-quarter of financially healthy
companies surveyed are not
taking advantage of opportunities
the crisis affords them.

ments, deciding on a strategy, and
then pursuing the strategy forcefully
and effectively. Not to do this is to let
value for all stakeholders slip away.

In fact, some companies, having accu-
rately taken stock of their prospects
and made the right strategic moves,
may yet leap past slower competitors.
This can happen only at companies
that have recognized the changing
structure of their industries and
started to position themselves with
the right capabilities—the knowledge,
processes, tools, and systems—

to succeed in those new structures.!
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INTERPRETING
THE DATA:

AN OPTIMISM
THAT

DOESN’T QUITE
COMPUTE

Despite the depth of the challenges
and difficult odds they face, many of
the business leaders responding to

the December survey described their
companies as being in an advanta-
geous position vis-a-vis their competi-
tors. Three-quarters, for instance, said
their companies are financially strong
and not in need of immediate external
financial support; only 13 percent
said their companies are not strong.
Most respondents also ranked their
companies as better than the com-
petition in the areas of cost control,
product positioning, technology
capabilities, and management.

Contrary to most recent news-

paper headlines, over half of all
respondents—CEQOs and lower-level
executives alike—believe that the
crisis will ultimately have a positive
impact on their companies’ competi-
tive positions. This sense of optimism
was even higher among managers in
emerging markets, which have seen

almost nothing but growth in recent
years. Fifty-nine percent of respon-
dents in emerging markets said they
expected their companies to emerge
stronger from the crisis, versus 53
percent in North America and 52
percent in Western Europe.

Whether those positive self-assess-
ments are realistic is another question
altogether. The crisis will certainly
create real opportunities for some
companies, and it is not surpris-

ing that many respondents chose

to see their companies as potential
beneficiaries. Given the severity of
the downturn, however, some of

this “glass-half-full” perspective will
inevitably change as the impact is felt
in more industries.

The survey shows that many business
decision makers have not yet come to
terms with the troubling reality of the
global recession. Respondents were
asked to assess both their financial

Ovwer half of all respondents

believe that the crisis will ultimately
have a positive impact on their
companies’ competitive positions.
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and competitive strengths: Financial
strength depended on their company’s
ability to carry on without immedi-
ate external financial support and
competitive strength was determined
by whether they were better or

worse than the competition on five
dimensions (costs, product/brand
positioning, technology/capabilities,
leadership/management, and ability to
influence/collaborate with regulatory
authorities). The answers made it pos-
sible to identify four clusters: Strong
companies (characterized by both
financial and competitive strength),

Exbhibit 1
Four Kinds of Companies

Stable companies (strong financially
but weak competitively), Struggling
companies (weak financially but
strong competitively), and Failing
companies (weak in both areas). For
each of the four clusters, there is a
clear and obvious course of action
(see Exhibit 1).

Unfortunately, many companies are
still not following the course that

is best for them. The disconnect
between what companies should

be doing during the crisis and what
they actually are doing came through

STABLE COMPANY

* Increase strengths with
focused capabilities investments

* Be careful with cash

FAILING COMPANY

Financial Strength

* Conserve cash to buy time
to find right buyer

* Polish company and look for exit

Low
<
<

STRONG COMPANY

* Invest in capabilities that secure
and expand strengths

* Be careful with cash

STRUGGLING COMPANY

 Conserve cash and
hold on for better times

* Consider merger with
“Strong” or “Stable” company

A

Low Competitive Advantage

High

Note: Survey respondents were asked whether their company was financially strong and not in need of
financial support, and whether they believed they outperformed their competitors. Fifty-four percent qualified
as Strong, 22 percent as Stable, 15 percent as Struggling, and 8 percent as Failing.

Source: Booz & Company Economic Crisis survey

clearly in the answers to a series of
questions about cash preservation.
One would expect both Struggling
and Failing companies, given their
lack of financial strength, to acceler-
ate their efforts to generate near-term
cash, either by disposing of assets

or securing new funding. Yet only

33 percent of Struggling companies
and 43 percent of Failing companies
are picking up the pace of their asset
disposals, and only 46 percent of
Failing companies are trying harder to
secure external funding (a relatively
small percentage for companies in this
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situation, which may reflect manage-
ments’ sense that the capital simply
wouldn’t be made available to them).

Likewise, one would expect all
Struggling and Failing companies to
accelerate their efforts to improve
working capital positions, slash
overhead, drive process improve-
ments, and renegotiate deals with
suppliers. Surprisingly, many are not.
Between a quarter and a third of these
survey respondents said their com-
panies are pursuing such long-term
cash-generation initiatives no more
aggressively than they were before the
crisis—and in some cases are pursu-
ing them less aggressively. It may be

that the crisis has come upon them so
quickly that they haven’t yet had time
to adjust their plans. Or it may be
that they’re unclear about their own
status as Strong, Stable, Struggling,
or Failing—in which case they might
not recognize the best options open
to them.

The same disconnect between appro-
priate and actual actions was evident
in a series of questions about growth
initiatives. One would expect Stable
companies, given their relatively
strong finances and weak competitive
positions, to capitalize on the crisis by
buying companies with the opposite
characteristics (compelling products or

brands but weak finances), or by pursu-
ing other growth initiatives. Yet 21 per-
cent of Stable companies are actually
pulling back on M&A; the same per-
centage of Strong companies are doing
so. These companies may be hesitating
out of a concern that there will be no
external financing available for M&A
or that their acquisition moves, if not
absolutely rock solid, will be dispro-
portionately punished by a skittish
stock market. They may also think that
asset prices haven’t hit bottom, and
that they should wait a while longer
before making their moves.

In any event, the deceleration of M&A
activities is not the only sign of strate-

Many Struggling and Failing

companies need to move more
decisively to preserve cash.
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gic hesitancy. One in every five Stable In short, many companies simply
aren’t doing what they could, given
where they fall on the dimensions of
financial and competitive strength.
Many Strong and Stable companies
are playing things too conservatively
for the moment. And many Struggling
and Failing companies need to move
more decisively to preserve cash (see

Exhibit 2).

companies is also investing less in new
products or is slowing its moves into
emerging markets. The conclusion is
inescapable: Stable companies—and
some Strong companies as well—are
more focused on cutting costs across
the board and conserving cash than
on the opportunity they have to
strengthen their competitive positions.

Exbibit 2
Unexpected Actions

INITIATIVES COMPANIES ARE TAKING

. Accelerating Same as Before

Decelerating

Disposing assets
Strong 74% 6%
Stable 62% 10%
Struggling 58% 9%
Failing 39% 17%
SHORT-TERM
CASH GENERATION Securing sources of external funding
Strong 63% 12%
Stable 68% 10%
strugging a0 7
Failng % 7%
Expansion in emerging markets
Strong 51% 15%
Stable 48% 21%
Struggling 52% 28%
Failing 41% 33%
Investments in new products
Strong 45% 15%
Stable 44% 21%
Struggling 39% 29%
Failing 42% 35%
GROWTH
INITIATIVES Investment in people / talent
strong e
Stable 38% 32%
Struggling 36% 27%
Failing 30% 43%
Acquiring assets / companies
strong a7%
stable sa%
Struggling 40% 36%
Failing 33% 48%

Source: Booz & Company Economic Crisis survey
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DOUBTS
ABOUT
LEADERSHIP

It may be no surprise that two out of
every five respondents are skeptical
of the plans being put forth by senior
executives. Even those at the C-suite
level—who presumably created the
plans—have mixed feelings, with 34
percent expressing doubts. There

is even more skepticism about the
ability of management to carry out
those plans. And the skepticism grows
the farther down one goes in the
management chain; among managers
who don’t report directly to the CEO,
51 percent expressed some level of
doubt that their companies’ leaders
will be able to implement their crisis
plans. Although this may be due

in part to executives’ inability to
communicate the elements of their
plans, it is clear that the plans simply
don’t resonate with many of the
people who must make them happen.
This general lack of confidence also
seems at odds with the optimism
many respondents express about their
companies’ futures.

The wavering faith in senior
leadership, not surprisingly, is highest
within those clusters in which the
current actions are most at odds with
perceived needs. For instance, among
the Stable companies (a group that is
moving forward too conservatively),

It is clear that a significant number
of people have serious doubts
about their leadership’s plans and
abilities during the recession.
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only 43 percent of respondents
said their senior leaderships have
defined credible plans, and only
36 percent said management has
the ability to carry out those plans.

Exhibit 3
Executive Credibility in Question

Confidence is even lower at Failing
companies—senior leadership’s plans
seem credible to only 36 percent of
respondents. Confidence is higher at
Strong companies, where 70 percent

S A . )
T Senior Executives and

leadership managers have

has defined a  the ability to

credible plan  carry out the plan

66%
36%
Agree
£ Stable Strong
o
c
g
7}
8
o
c
«©
c
£
53%
36% 35%
Failing Struggling
H
K
Low Competitive Advantage High

Source: Booz & Company Economic Crisis survey

of managers said management has

a credible plan and 66 percent said
management has the ability to carry
out that plan. Still, those are hardly
unanimous numbers, and they would
certainly be higher in a non-crisis
environment (see Exhibit 3).

Along the same lines, a significant
percentage of respondents at Stable
companies (44 percent), Struggling
companies (also 44 percent), and
Failing companies (58 percent)
thought management was too short
term in its thinking. Senior leadership
at Strong companies got better
marks in this area; only 29 percent
of managers working for Strong
companies thought management’s
agenda was too short-term—oriented.
It is clear that a significant number
of people across all companies

have serious doubts about their
leadership’s plans and abilities during
the recession.
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BEYOND

THE COMPANY:
UNCERTAINTY
ABOUT

THE FUTURE
OF INDUSTRIES

If the responses indicate an uncharac-
teristic amount of doubt and paralysis
among managers, it may be explained
by an overarching sense that this
crisis is so big and fast-moving that
there is no way of controlling the
outcome. This concern comes through
in the fact that 53 percent of all
respondents said the structure of their
industry will change dramatically as a
result of the crisis, versus only 23 per-
cent of respondents who don’t antici-
pate major structural changes. Big
structural changes have already come
to the financial sector, of course, with
government bailouts and government-
monitored acquisitions and waves of
new regulations. So it’s not surprising
that three-quarters of respondents

at financial companies anticipate
industry changes; in finance, change
is a fait accompli. It’s more surprising
to hear a similar point of view from
managers at industrial goods makers,
healthcare/pharmaceutical firms, and
energy/utility companies (approxi-
mately half of whom see big changes
coming to their industries as a result
of the crisis). One likely form of
structural change in these areas: the
strong taking over the weak.

Financial executives were alone
among survey respondents in

saying that leaders from business,
government, and unions had worked
together effectively to stabilize their
industry. Forty-three percent of
financial-industry respondents agreed
that was the case; only 20 percent
disagreed. This may reflect the fact
that such collaboration is already
going on in the financial-services
industry, and has arguably rescued
the industry from bigger problems

if not complete failure. Meanwhile,
respondents in every other industry
expressed more skepticism than
optimism about the quality of
stakeholder collaboration so far. The
skepticism about stakeholders’ ability
to collaborate was especially high

in healthcare and pharmaceuticals
(where 56 percent of respondents
thought stakeholders weren’t
collaborating effectively, versus only
18 percent who thought they were),
transportation and communications
services (41 percent versus 16
percent), and telecommunications and
media (42 percent versus 19 percent).

Fifty-three percent of all respondents
said the structure of their industry will
change dramatically as a result of the
crisis, versus only 23 percent who don’t
anticipate major structural changes.

10
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WHAT TO DO
NEXT?

The gap between logical actions and
actual actions, and between respon-
dents’ optimism and their faltering
confidence in corporate leaders, are
all symptoms of one major problem
from which companies are suffering.
Their world view, at the moment, isn’t
always realistic.

So this is step number one for senior
leaders who want to restructure their
companies during the crisis: Get an
accurate read on the environment and
your position in it. Without an accurate
self-diagnosis, the cycle of inappropri-
ate actions will inevitably continue.

Having arrived at a more realistic
sense of their positions in the world
(the clusters they fit into), executives
must take step number two: pick from
the actions available to them. There
are many different ways to strengthen
the balance sheet or to reduce costs,
some for the short term and some

for the long term. Similarly, many
companies have options for pursuing
growth, such as developing new prod-
ucts, expanding into new markets,

or building a stronger talent pool.
The key, however, is to avoid trying
to do too much. There is much to be

said—especially during a crisis, when
time is short and resources may be
diminished—for identifying a limited
set of straightforward initiatives that
have the potential to make a differ-
ence quickly. Needless to say, these
actions must fit with capabilities that
exist in-house or that are available
externally.

Step number three is to communicate
and execute. This is vital to regain-
ing the confidence of all stakeholders,
from skeptical managers to risk-
averse shareholders.

These three steps of crisis restruc-
turing are the subject of a separate
article, “Restructuring in 2009:
Understanding and Responding to
the Crisis,” forthcoming from

Booz & Company in February
2009. They will work best at those
companies that have avoided the
misconceptions described in this
study—misconceptions that may
keep some companies from position-
ing themselves to survive whatever is
around the corner—or from making
the most of the opportunities that
the crisis will provide. In all of these
efforts, there’s no time to waste.

Booz & Company
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Collateral Damage? “Green” Agendas Will Be Delayed

One likely casualty of the economic crisis: The corporate social responsibility
(CSR) agenda. Forty percent of respondents said their industries won'’t be able
to accomplish as much as they had expected with respect to energy efficiency,
the environment, and community service (see Exhibit A). The pullbacks will be
especially pronounced among transportation and energy companies, with, re-
spectively, 51 percent and 47 percent of respondents in those industries saying
CSR agendas will be delayed.

That is troubling because those are two of the industries in which broad environ-
mental or community-oriented initiatives were expected to have the biggest im-

pact. Moreover, there is little correlation between financial strength and optimism
about CSR agendas; 28 percent of respondents at financially strong companies
said CSR agendas in their industries will be affected by the economic downturn.

Exhibit A
Good Works Will Have to Wait

THE ECONOMIC CRISIS WILL DELAY PROGRESS
IN MY INDUSTRY OF THE SOCIAL RESPONSIBILITY AGENDA
(ENERGY, ENVIRONMENT, COMMUNITY, ETC.)

‘ Agree 40%

38%
30% —
32% —

Neither 31%

Disagree 29%

Industrial Goods

Agree 51%
Neither 19% — Transportation
Disagree 30% —

47%
27% —
25% —

47%
21% — Financial
32% —

Energy and Utilities

40%
31% —

29% — Consumer

Professional Services

27%
34% —
39%

27% —.
36% —

38%

35%
32% —
33% —

Telecom and Media

Healthcare and Pharma

Source: Booz & Company Economic Crisis survey
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Endnotes

' For more on decisive approaches to the
downturn, see “Rethink Your Strategy:

An Urgent Memo to the CEO,” published
December 11, 2008, by Booz & Com-
pany’s Paul Branstad, Bill Jackson, and
Shumeet Baneriji, at /www.booz.com/
global/home/what we _think/reports_and
white papers/article/43229221.

About the Survey

Booz & Company’s Economic Crisis survey was fielded in December 2008; we
received responses from 828 managers. The respondents represented many
major industries, from financial services to healthcare to energy to consumer
goods. Thirty-seven percent of the respondents were CEQOs or people who re-
ported directly to CEOs; another 24 percent were only two levels below the CEO;
the remaining 39 percent worked at other levels in the hierarchy. Geographically,
the survey captured responses from managers in 65 countries. Western Europe
was the most highly represented, accounting for 38 percent of the sample, fol-
lowed by North America with 30 percent and emerging markets with 28 percent.
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