>
accenture

High performance. Delivered,

1

Outlook 2009
Number 1

Cover Story

This article originally appeared
in the January 2009 issue of

Outlook

The journal of
high-performance business

Managing in extraordinary times

New choices for new

challenges

By Paul F. Nunes, Caroline Firstbrook and James M. Ellis r

The greatest changes in companies' relative positions within their
industries occur in times of economic turbulence, not calm. To benefit
from such seismic change, a company must quickly make the right
decisions and act on them with conviction—a core characteristic of

high-performance businesses.

The economic downturn touched off by the
implosion of global credit markets continues
to batter companies around the world. But
this is no ordinary recession. By almost any
measure—stock indexes, commodity prices,
consumer confidence, credit risk, foreign
exchange rates—what makes this crisis much
more challenging for business leaders than any
downturn since the 1930s is not just its severity
but the volatility and uncertainty that have
accompanied it. Anxiety has become global,
aggravated by electronically integrated markets
and the instantaneous flow of information.

In our research and work with clients around
the world, Accenture has seen firsthand the
struggles many companies have finding
answers in difficult economic times. Across
the spectrum of business performance, no
company, not even those in the ranks of high
performers, is insulated from the effects of
the current downturn.

Accenture research is also revealing ways
companies can orient themselves in this con-
fusing environment. We know, for example,
that high performance is the result of good
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choices—about where and when to
compete, how to be productively dis-
tinctive and how to create employee
mindsets that drive success.

Companies that have made and
acted on astute choices in the past
are likely to be better positioned
to weather the downturn and to
emerge stronger than ever. At the
same time, choices that worked
under different conditions must
be reevaluated, and executives
must make new choices that are
shaped by unprecedented economic

challenges and tailored to specific
company needs.

We believe that in the current environ-
ment, making the new choices that
will lead to high performance will
require the simultaneous application
of two broad approaches to business
management: a more focused and
disciplined use of the ordinary
levers of managing during a down-
turn combined with a more urgent
pursuit of a particular strategy based
on a company’s current strengths
and weaknesses.

Exploit the ordinary

Every company today is under intense
scrutiny—from wary investors, debt
holders, potential buyers, nervous
boards, impatient regulators, and
concerned customers and employees.
In these circumstances, management
must first demonstrate the ability to
run day-to-day operations better than
ever. For leaders to manage to maxi-
mum effect in a downturn, they must
exploit the ordinary levers at hand,
maintaining flawless operations
despite the need to tighten belts and
deal with suppliers in crisis, customers
lacking in confidence and ongoing
post-merger integration challenges.

Four operational imperatives will
be critical to manage throughout
the crisis.

Rapid and sustained cost
management

For many companies, this will be
the most important imperative—but
it must be done with a surgeon’s
dexterity. Costs, assets and invest-
ments must be scrutinized rigorously
along the entire value chain, from
R&D through the supply chain to
customer service.

The key is to balance the speed of
cost reduction and the delivery of

cash to the bottom line with the
retention of critical business capa-
bilities and future sources of value.
Indiscriminate cutting of costs or
jettisoning of assets will leave
companies unprepared to rebound
during the upturn.

Customer acquisition and retention
Companies always want to keep good
customers and sign up new ones.
But this imperative takes on even
greater meaning during a downturn.
Nervous customers may be tempted
to stay on the sidelines until the
economic outlook improves, which
means that prudent, customer-centric
investments in marketing, sales and
distribution are essential.

Companies should focus on sustaining
their customer bases; some may
even be able to take share from
weaker players in their home markets
while building new markets else-
where in the world. For example,
exchange rate fluctuations on the
order of 20 percent may provide

an opportunity for companies to
exploit a new pricing strategy, as
advantages over foreign competition
are gained overnight.

(Continued on page 4)
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(Continued from page 2)

Operational excellence

This imperative takes on added
importance in companies that are
truly global. When all aspects of an
organization—manufacturing, cus-
tomer service, sales, distribution,
management, marketing, innovation—
are spread throughout the world,
operational excellence depends on the
development and management of an
effective global operating model to
take all these activities into account.
Companies should determine what
their model is, where it is weak, and
how it can be manipulated to ensure
operational excellence.

Effective M&A

While a focus on mergers and
acquisitions may seem counterintu-
itive during an economic crisis,

it’s actually even more important
during tough times, when bargains
suddenly become available.

But handle these opportunistic
acquisitions with care: Cheap, trou-
bled companies are likely to come
freighted with demoralized employees,
processes in disarray and balance
sheets in tatters—all of which make
integration particularly challenging.
And thorny problems such as balance
sheet integration, customer alignment,
supply chain optimization and shared
services must still be resolved deftly;
this includes mergers already in
progress. In addition, the foundation
for cultural alignment, especially

in the context of cross-border
acquisitions, must be laid carefully.

These imperatives require great
focus and discipline on the part

of management teams. No company
can fail to attend to them and expect
to make it through the current

crisis and emerge equipped to take
advantage of the upturn.

Manage the extraordinary

As leaders deal with the day-to-day
operational challenges companies
face during any downturn, they
are also obliged to move quickly
to manage the extraordinary. They
must in real time confront the
challenges and threats unique to
this crisis—and they must do so

at speeds that may initially feel
uncomfortable or even impossible
to reach and sustain. Companies
that have not invested in organiza-
tional agility and quick decision
making—creating effective top
management teams and change
processes—will find the tasks neces-
sary for managing the extraordinary
particularly daunting.

Based on an assessment of their
company’s current situation (see
sidebar, page 5), management teams
must choose from among three

core strategies, each with associated
tactics. What is extraordinary about
these strategies is not the tactics
themselves but how they must be
managed simultaneously alongside
everyday operational goals and
challenges.

The chosen strategy needs to be a
priority for management, but not so
much so that it risks overwhelming
the business. The strategy cannot
be allowed to cause significant inter-
ruptions in the current business that
would signal distress (or greater dis-
tress than already observed by the
market), and it must not be allowed
to demoralize employees—even
members of the top management
team might be affected. Employee
morale is critical to coming through

(Continued on page 6)



Where do you stand? The high-performance business analysis

Knowing what to do in a downturn requires a careful assess-
ment of your current situation. That rigorous analysis then
allows high-performance businesses to plan for and accurately
assess the effectiveness of the strategies they choose.

How well positioned a company is to respond effectively

to the downturn is a function of three things: its relative
performance as measured over recent business cycles

and management eras, its own unique circumstances, and
overarching global conditions.

To assess past performance, Accenture's unique formula for
measuring high performance, which rests on a comparison
to industry peers over time, provides a clear picture.

From our extensive research over the past six years, we
know that high performance (defined as the enduring or
sustained out-performance of peers) is not just a question
of rising share price. Our formula for judging high perfor-
mance examines company performance across a range of
characteristics that are more indicative of true competitive
strength: strong profitability balanced with strong revenue
growth and positioning for the future, all delivered consistently
and over time.

Not all high performers will be well positioned, however. Some
high performers will find themselves cash poor, for example,
perhaps because of recent strategic acquisitions. Likewise,
some low performers may be pleasantly surprised to find
themselves with the cash they need to act, even if their good
fortune is the result of an inability to identify promising
investment opportunities when the economy was strong.

Once a company has established its relative competitive stance,
it should determine where it stands today in terms of financial
health and stability.
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Accenture research following previous recessions found that
leading companies practice sound, value-based financial
management, emphasizing cash flow and strong balance
sheets during good times. This approach provides flexibility
and financial muscle during bad times. While there is no
perfect formula for downturn readiness, some elements are
clearly important: cash position, balance sheet strength and
the diversity of cash flows.

The key questions to ask about cash reserves are, "Do we

have sufficient cash to see us through the crisis?” and “Do
we have enough to make long-term investments attractive
at this moment?" For its balance sheet, a company must ask,
“Is our balance sheet sufficiently strong that we can credibly
take an aggressive stance in the market rather than a defensive
position?” And in a broader context, it must ask, “How sus-
ceptible is our current position to additional volatility and
degradation of global economic conditions?" The answers to
those questions will help companies understand their options.

The third element companies will need to consider to
determine their current competitive stance is changes in
the global context.

The shift to a multi-polar world—one characterized by
multiple centers of economic power and business activity—
creates new challenges and opportunities distinct from
those experienced in a national or regional downturn. For
example, sovereign wealth funds and national governments
become significant bargain-shopping investors as well as
sources of bailout funds. Also, large companies in a multi-polar
world are almost always part of a dense web of networks, so
it's important to assess not only your own strengths and risks
but also those of your partners, customers and suppliers. Their
fate can substantially influence yours. We recommend a formal,
360-degree risk review, with a focus on worst-case scenarios.
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a crisis in a stronger position, and
management confidence and decisive-
ness in the face of challenges bolsters
employee confidence.

1. Survival

The management team of a company
in survival mode should focus
primarily on short-term actions to
ensure that it continues to operate
as an independent entity until
better times return.

In cases where survival is at stake,
rapid action to secure cash flow
and minimize exposure to risk can
make the difference. Avenues to
pursue include:

Reducing debt

Companies facing current or potential
shortages in cash flow should make
renegotiating debt terms a priority.
To preserve cash, it may also be
necessary to reduce or cancel dividend
payments. Divestiture of non-core
assets is another way to raise cash.
Although asset sales are not an
appealing prospect in the current
environment, the reality is that prices
could go much lower. Divestiture

of core assets, however, is a much
more dangerous proposition and one
that should be considered only as

a last resort.

Cutting costs

Another way to improve cash flow
is by reducing costs. Executive
perks should be immediately reined
in, which will not only save money
but will also send an important
signal to the rest of the company.
Greater efficiency in purchasing and
debt collection can also help reduce
costs. The costs associated with IT
networks should also be carefully
scrutinized. Tools such as Lean Six
Sigma can be extremely effective
in identifying opportunities to
reduce costs associated with busi-
ness processes.

In addition, companies should
reexamine their labor-cost options
to find an appropriate mix of off-
shoring, nearshoring (establishing
operations in nearby foreign coun-
tries), inshoring (using shared
services) and homeshoring (using
telecommuters). One advantage

of a downturn is that employees
expect change, so companies should
use this opportunity to push
through improvements that might
have met with strong resistance in
better times.

Renegotiating pension obligations
As equity markets sag, pension
crises are not far off. With liabilities
likely to rise by 50 percent to 60
percent for some companies, there
is an urgent need to protect against
future downside risk. Companies
may need to take an aggressive
stand on defined-benefit pensions by,
say, closing plans to new entrants.
Lower company contributions and
higher retirement ages may also be
necessary. Engaging with pension
trustees is critical; it is far better

to begin these conversations early,
before a crisis is under way.

2. Repositioning

Managers in companies that are

in the fortunate position of having
a strong balance sheet and healthy,
if reduced, revenues should be
looking at ways to use the downturn
to strengthen their competitive
position. Examples of repositioning
strategies include:

Embracing a global operating model
An effective global operating

model is critical in these difficult
times. Cost reductions, while impor-
tant, can be taken too far, crippling
the capabilities and flexibility needed
to respond to improving market
circumstances. To minimize the risk
of such outcomes, leadership should
begin to lay the foundation for a
new operating model by asking
these questions.
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o Where is future growth coming
from? What role will acquisitions
play, and where are we likely to
make them?

o How should the company be
organized—by product, geography,
process?

o What critical capabilities will be
needed for success? Where do
we have gaps, and what are our
options for filling them?

* Which activities can be shared
across the business?

* What do we need to do in-house?
What do we need to source
from partners?

A clear vision of the desired future
operating model should then be used
as a blueprint for evaluating potential
sources of cost reduction.

Harnessing the power of

a global economy

With economies and financial
systems in the West under stress,
the importance of properly balanc-
ing business operations and risks
across the multiple poles of the
global economy has never been
clearer. To tap into new sources
of demand, create efficiencies

and manage risk, companies must
pursue success on the five business
battlegrounds of the multi-polar
world—customers, capital, resources,
talent and innovation.

For example, they should focus on
reaching consumers in emerging
markets, where the slowdown is
likely to be less pronounced. Sover-
eign wealth funds continue to
offer large alternative sources of
capital. And companies should seek
out lower-cost sourcing opportuni-
ties, particularly as the price of
labor and raw materials rises in
Asia and Latin America.

Investing in innovation
Companies that outperform their
competition continue to invest
in refreshing their products and
services even during a downturn.

Whether a company serves consumers
or other businesses, it makes sense
to invest now to understand how
purchasing patterns are changing and
what needs are emerging. Moving
early to anticipate and serve new
needs can help to establish strong
customer loyalty and a sound base
for future growth. This is also the
ideal time to streamline the innova-
tion process—ensuring that it begins
with gaining the highest-quality
customer insight, eliminating waste
and increasing the focus on return
on investment.

Upgrading human capital
Significant layoffs may be necessary
for companies in survival mode.

But for those in a better position,

a downturn presents an opportunity
to upgrade human capital and tailor
it more closely to the needs of a
future operating model. Companies
should map that model’s required
skills against their current skills in
order to identify gaps, as well as
overstaffed areas. Although recruiting
must be handled sensitively when
jobs are also being cut, companies
with the resources to invest in new
skills and capabilities now will be
better positioned for the upturn.

Going green

Despite extreme pressure to cut
costs, companies shouldn’t abandon
green goals. Those that remain
focused on sustainability will become
more efficient, reduce their exposure
to volatile commodity prices, be
prepared for stricter environmental
regulation, enhance their reputations
as good corporate citizens, and take
the lead in the fast-growing markets
for green products and services.

Green supply chains, green informa-
tion technology, innovative energy-
and resource-efficiency concepts
such as smart buildings, and new
programs designed to measure sup-
pliers on sustainability metrics are
all examples of ways in which an
emphasis on sustainability can help
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reposition a company for improved
future performance.

3. Growth

The strongest companies and man-
agement teams will use the downturn
to grow. Some will build market
share through mergers, acquisitions
and international expansion. Others
will focus on adding customers and
strengthening their brands.

Inorganic growth

The underlying trends that have
been driving consolidation in many
industries have not gone away. In
fact, they have been accelerated

by the crisis, particularly in the
financial sector. The benefits of scale,
broader geographic reach and access
to scarce resources will continue to
make large acquisitions an attractive
source of future growth.

In this downturn, acquisitions are
no longer just about finding synergies.
Instead, companies may identify
unique opportunities to acquire
bargains created by dramatic share
price declines, exchange rate advan-
tages or unusual business turmoil
in a particular industry. For those
with both courage and money, the
acquisition of troubled companies
or the purchase of assets out of
liquidation offers the chance to
leapfrog the competition.

While companies will continue to
find attractive opportunities to
acquire assets in the beleaguered
Western markets, they should also
look further afield. In many industries,
organizations will find important

sources of future growth in the rapidly
growing emerging economies of the
B6 (Brazil, Russia, India, China, South
Korea and Mexico). Companies that
fail to establish their positions now
will find it much more difficult to
break in at a later point.

Organic growth

Looking outside isn’t the only way to
grow during this period of volatility
and uncertainty. Companies in a
position of relative strength can win
the intensifying battle to acquire and
retain customers, even as slower
economic growth and more expensive
credit reduces consumption across
the world’s major economies.

Given long-term trends of eroding
loyalty and declining product
advantage, an enhanced focus on
customer-centricity is necessary

to maintain top-line growth. To
place the customer at the center

of the business model, companies
must do more than pursue tradi-
tional marketing and customer
relationship management. They need
to incorporate the customer’s per-
spectives, values and actions across
their own businesses, in terms of
both strategy and operations.

New technologies, including customer
analytics, and new processes that
involve customers in the design of
products tailored to their needs, even
across a range of countries and
cultures, will be key. A critical look
at brand strategy is also important
in an environment where consumers’
real incomes are increasingly
stretched by slower wage growth
and higher prices.
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For business leaders, today’s uncertainty and anxiety are unlikely to recede
in the near term. A sure way to ensure continued pain, however, is through
inaction. Studies show the greatest changes in companies’ relative position
within their industries occur in times of economic turbulence, not calm.

As a result, simply weathering the storm is not enough. Regardless of a
company’s current position, management must take positive action—now.

As change accelerates in the business environment, a company’s ability to
make the right decisions quickly and to act on them with conviction must
increase accordingly. Essential to this ability is a top management team

that is tightly knit, highly communicative, and skilled at making rapid,
collective commitments to action. In this constantly evolving environment,
companies that rely for decisions on a CEO who in effect owns the decision-
making process will probably not be able to swiftly get the shared commit-
ments at the top necessary for responding successfully to change.

These trying times provide one more opportunity for alert companies: They
can also help them find their next generation of leaders. The downturn can
serve as a crucible, a transformational experience that makes current and
future leaders more able, confident, humble and self-aware. By that logic,
forward-thinking companies should use this time to test their rising stars.

In the poem “If,” Rudyard Kipling famously wrote about the need to “keep
your head when all about you are losing theirs.” In today’s business world,
such words have never been more relevant.
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