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WHAT AFIRM TAKESTO COMPETE
IN CONDITIONS OF ECONOMIC ADVERSITY

Muyanja Sseyonga

This article attempts to identify the key factors that underpin the
successof firmsin conditionsof economic distress. Such factorsencompass
astute management with the skill and experienceinavariety of competitive
movesand maneuvers; adoption of |ow-cost -low pricestrategies; moreuse
of scenario planning rather than merereplication of past company actions;
sufficient liquidity to expl oit opportunities availed by economic downturn;
and exploiting the advantages of knowledge management. Better incorpo-
ration of informati on technol ogy, proper use of currency risk management
methods, smart globalization that incor por ates both gover nment and non-
government elements, favors the formation of joint ventures with local
businessmen, and investment of ample time in the understanding the
customs, values, and traditions of local societies el evate company’s com-
petitive advantages over rivalswhich enhancesthe company’ s capacity to
deal with economic distress. It is incontrovertible, however, that the
successof firmsmust be backed by strong and appr opriate macroeconomic
management by governments with respect to fiscal, monetary and trade
policies
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I ntroduction

Today’s firms face many unprec-
edented challenges. The pace of change
driven by technological innovations has
shortened production cycles and trans-
formed production processes, which has
made decentralized operations more fea-
siblethan ever. Theimplicationisthat the
definition of competitorsany firmfacesis
ever widening as the distinction between
domestic and foreign firm blurs. Firms
have to brace themselves for stiffer com-
petition in their domestic, let alonein the
foreign market. This is coupled by an
increasingly dynamic and complex eco-
nomic environment, which has come in
the wake of financia deregulation; in-
creasingly diverseand complex consumer
demands; and theincreasing use of state of
the art marketing approaches.

In order for firmsto remain competi-
tive, they have no option but to strengthen
their core competences, which canonly be
done by carrying out strategic reappraisal
intended to re-orient the strategy in order
to match with the current state of environ-
mental contingencies. Inevitably the new
strategic orientation induces structural
transformationthat encompassesoverhauls
in management styles, production pro-
cesses, work rules, norms and values and
customs, human resources recruitment,
selection, educationandtraining, apprai sal
and evaluation; and adoption of new per-
spectivesonsuppliers, consumersandother
firmsin the same line of business.

Apparently, organizations are com-
pelledto undergo transformationsif not to
expand their market share, at least to sur-
vive. Themain objectiveof organizational
transformation is to induce new capabili-
ties, aswell asrevitalizeexistingoneswith
the objective of re-establishing thefit and
match between strategic and environmen-

tal contingencieson onehand, and organi-
zational structure, on the other, to ensure
maximum effectiveness (Kimberley and
Rottman 1987). Much hasbeenwrittenon
management of organizational change,
which has provided readers with a cata-
logue of success factors, discernable in
firmsthat able to ‘ stick their heads out of
the pack’ with renewed confidence.

Y et, the fact that not afew managers
of organizationsbothlargeand small, new
andold, inprocessing, manufacturing, and
serviceindustries, in extraction aswell as
in agriculture, fail to steer their organiza-
tionsfromthestateof ineffectivenesswhen
the organization’ s strategy, structure, and
culture are diametrically opposed to the
demands of the environment, is livelier
today than ever before, possibly thanksto
the aftereffects of the 1997 ASEAN—4
economic crisis which has been com-
pounded by ongoing economic downturn.
Thefact that many enterprises succumbed
to the crisis provides the backdrop under-
lying this study. Specifically, the main
objective of the article is to make an at-
tempt to identify some of the key factors
that distinguishestherelatively few firms
that managed to ride the tide from the
majority which were overwhelmed by the
current. By sodoingthearticlewill helpin
identifying major factors that explain the
poor performance of most, where a few
excelled, and the extent to which lessons
from the recent experience can be made
use of, in future as especialy as regards
managing organi zationsthroughcrisissitu-
ationswherever and whenever such ‘raise
their ugly heads'. Section two considers
the obstacles that stand in the way of
organizational change, whichisfollowed
by section threethat discussestheimpera-
tives for change. Section four considers
the problems that may arise in the long
termfrom policiesthat prove profitablein
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conditionsof economic adversity. Section
five presents the concluding remarks.

What FactorsInhibit Firm
Response to Environmental
Change?

One cannot comprehend the factors
underlying the success of some firms un-
der adverse economic conditions, without
at thesametimedelvingintothedynamics
of factors that hinder firms' response to
changesin the economic, social and tech-
nological environment. A number of fac-
tors are responsible for the slow adjust-
ment of thefirmto changesintheenviron-
ment.

The main obstacle to organizational
adjustment and changeironically isattrib-
uted to the characteristics of the firm that
enable it to provide sustainable, reliable
productsand services, whichtranglateinto
high predictableprofitability. Thesecome
by way of investment in equipment, spe-
cialized personnel, successful strategies
which are institutionalized into standard
operating procedures and practices that
influence firm routines, and create inter-
nal vested intereststo support them at all
costs; organizational history, which justi-
fies past action despite changes in envi-
ronmental condition, which stand in the
way of aternative strategies, limitations
oninternal information received by deci-
sionmakersasit hasto befiltered by those
with vested interest to keep things asthey
are. Those holding resourcesand power in
an organization fear change because it is
expected to render performance less reli-
able, reduce organization’s survival
chances, likely to divert resources from
operatingtore-organizing, and most likely
toreduceoperational efficiency. Thepow-
ersthat be go al the way to forestall any
attemptsthat may be envisionedto change

the status quo by preventing vital external
information on economic, socia, and le-
gal environment, from reaching key deci-
sion makers, fearing that the knowledge
there of might lead to the institutionaliza-
tion of change.

Inasimilar veinthelonger thefirmis
established the harder it isfor it to adjust
quickly enough to changes in both its
internal and external environments. This
isduetothelarger bureaucracy that evolves
over timeto run thefirm, putting in place,
asitwere, rigidimpersonal rulesandregu-
lations, hierarchical strata, development
of non hierarchical power, all of which
comeinto prominencewithincreasingsize
and age (Haveman 1992). Withtime, ‘' the-
way-we-do-things-here’ mentality
evolves, which gradually crystallizesinto
values, norms, attributes, and the core of
corporate culture. Thisisharder to change
since it underscores the very philosophi-
cal, historical, emotional and sentimental
foundation of the firm.

The larger the size and age of the
organization, al other factors remaining
constant, themoretheavailability of slack
resourceswhich preventstaking quick re-
medial actions. Moreover, largefirmshave
ingtitutional contacts, which protect them
from competitors. Thesemay includegov-
ernment regulations, trade polices, and
belonging to exclusive business associa-
tions it should thus be noted, as firms
becomereliableperformersover time, any
course of action that onceled to successis
ingtitutionalized into routines, which is
meant withstand any attempts to change.
Change is considered disruptive to old,
long established firms; hence risk of fail-
ureishigher in old firmsthanin new ones
(Amburgery et al. 1993).

Yet under conditions of substantial
change, adjustments in organizational
structures and activities are not only ben-
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eficial to short run financia performance
but areimperativefor thelongrunsurvival
chances of the firm.

I mper atives for Organizational
Change

Todelveintothedynamicsof organi-
zational change, it is imperative to con-
sider various theories, which have been
propounded on the subject by anumber of
prominent scholars. The most prominent
theoriesincludestructural-functional, con-
tingency, and strategic choice.

Structural-functional Theories

Structural-functional theories ex-
pounded by Blau and SchoerHerr (1971)
attribute the necessity for organizational
transformation to theneed to restore orga-
nizational effectivenessthrough re-estab-
lishing the state of equilibrium between
the organi zation and theenvironment, dis-
turbed by exogenous forces (Donaldson
1987). The transformational process in-
volves the adoption of a new strategic
orientation, which is the stepping-stone
for ingtituting structural change. It isthus
expected that the establishment of a new
equilibrium should restore organizational
effectiveness reflected in improvements
in performance. The emphasis here is on
the existence of a divergence between
exogenous forces (the external environ-
ment) and the organizational structure,
which leadsto organizational ineffective-
ness. One would expect most organiza-
tionsinIndonesiafor instance, to undergo
transformationinresponseto high rates of
technological innovations, which affect
product design, production process, distri-
bution and marketing; inthewake of 1988
banking deregul ation; and as an upshot of
the 1997 economiccrisis(Sadli 1998; Cole
and Slade 1998; McL eod 1998).

Contingency Theories

Lawrence and Lorsh in Donaldson
(1987) and Child (1972) explain organiza-
tional transformation as a response to the
pressure exerted on the organization by
either intra-organizational, environmen-
tal contingency forcesor both. Whileintra-
organizational forcesaremanifestedinthe
size and technology level inthe organiza-
tion, the environmental forces represent
therate of technological change prevalent
in other organizations serving the same
sector. Structure follows contingency.
Change in the contingency either from
within or outside the organization pro-
ducesadirectandimmediatechangeinthe
structure. Change does not only originate
from the external environment but also
from inside the organization. The impor-
tant element here is the existence of low
performance, which might bedueto either
incongruence between internal systems
and networks, comprising the organiza-
tional structure, and the environment. Or-
ganizational transformation, according to
contingency theory, can be influenced by
the political dynamics within the organi-
zation, rather than a mere reaction to the
dictates of the environment. Strategic
choice as expounded by Child thus, in
additiontofactorsconventionally regarded
ascrucial, considers other factors such as
values, perceptions, and political influ-
ence of organizational actorsin the deter-
mination of structure. This may explain
why for example, Bill Gatesl ||, Chairman
of Microsoft, spends US$ 30 hillion to
strengthen his company’s standing by
making the programming code as compli-
cated aspossibletodeny rivalsin software
programming to use his Windows pro-
gram platform. The dominance in operat-
ing system, withWindowsprogram|oaded
on 95 per cent of PCs sold, is extended to
“... game consoles, small business soft-
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ware, and Web services.” ThePCindustry
is thus locked in as are Microcomputer
software producers (Business Week —
Juned. 2001).

Strategic Choice Theory

Themismatch betweenstructural con-
tingencies and environmental contingen-
cies results into low performance. This
low performancein turn induces pressure
for change in to restore organizational
effectiveness. The match is restored
through the adjustment of structural vari-
ablestoenvironmental contingencies. The
adjustment of thestructural variablesdoes
not necessarily imply following the ‘dic-
tates’ of theenvironmental variables. Con-
tingency variables can be manipulated to
retain the structure preferred by the domi-
nant coalition in the organization, a view
diametrically opposed to contingency de-
terminism (Donaldson 1987).

SARFIT (Structural Adjustment to
Regain Fit) Theory

The theoretical underpinning of
SARFIT theory considers achangein the
contingency variable (size, or degree of
diversification) as causing a mismatch
between theexisting structureandthenew
value of the contingency variable
(Donaldson 1987). The match is specific
to any particular pair of contingency and
structural variables (size and specidiza-
tion, product diversificationanddivisiona-
lization). The mismatch between the con-
tingency variable and structure leadsto a
range of dysfunctional behaviorsin orga-
nizational systems that include: slow and
poor quality decision—making, miscom-
munication, and demoralization. Suchcon-
ditions in turn engender low economic
performance, loss of opportunitiesto gain
sales, low profitability, and low returnsto
shareholders. Low firm performance cre-

ates pressure on the dominant codlitionin
the organization to reorganize. With reor-
ganization in tow structural adjustment is
made, and the fit between environmental
and structural contingencies is restored,
may cause performanceto rise.

Rational School of Thought Theories

Theorganizational transformationis
attributed to the ability of management to
perceive signals of a changing environ-
ment, recognize strategic options avail-
ableand make appropriatedecisions. This
process is influenced by on one hand, by
the state of environmental conditions, and
on the other, the feedback effects from
prior performance (Ginsberg and Forbrun
1989). This stance presupposes that al
aspects of the transformation process are
under the tutelage of management. Man-
agement hasto correctly perceivethesig-
nals of a changing environment, which
should enable him to take appropriate ac-
tionstowardsinitiating and implementing
the transformation process.

Cultural School of Thought Theories

Organizational transformation is a
consequenceof changesin strategicchange
that occursbecauseof changesin strategic
formulae managers employ in their con-
struction of theenvironment. Theneedfor
change occurs when new frames of refer-
encetake placeamong managersthat indi-
cate need for realignment of the strategic
position of the organization. The focusin
thisviewpointistheeffect of thechangein
environmental contingencies and the cur-
rent state of structural contingencies on
the perception of management. What is
vital isthat changesin environmental con-
tingencies impact on the formation of the
manager’s new frame of reference. Thus
the source of transformation isthe change
inenvironmental contingenciesinrelation
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to the state of structural contingencies as
perceived and conceived by the manager.

The aforementioned theories in the
main attribute the organi zational transfor-
mation process to attempts at restoring
organizational effectiveness. The forces
that induce organizational ineffectiveness
arise from within and outside the organi-
zations. Changes in structural contingen-
cies such as size, increasing diversifica-
tion, changein management style, andlow
technology applicationsmay lead to orga-
nizational transformation. On the other
hand, exogenousforces, such asdeclining
consumer demand, falling production and
rising unempl oyment, higher ratesof tech-
nological innovation (Quinn 1995), in-
creasing competition arising from eco-
nomic deregulation (Nasution 1995), and
the economic down-turn compel some
firms to collapse while at the same time
allow the entry of new players.

The main source of firm success op-
erating under conditions of economic dis-
tress lies in controlling all costs that go
into the production, distribution, and sale
of aproduct or service, without necessar-
ily compromising essential product qual-
ity attributes. There is no better company
better at this strategy than DELL Com-
puter. The company developed alow cost
pricing strategy, which was executed
through increased efficiency in produc-
tion and marketing, which enabled it to
sell products at lower prices than rivals.
Increased revenue obtained was used to
enter into new markets by selling personal
computers at prices as low as a third of
those offered by competitorswhowent for
higher profit marginswhere DEL L sought
for higher market share. In line with the
strategy, nonessential staff was laid off,
computerization of key company func-
tions and extensive and intensive use of
the Internet took center stage.

Muchinlinewiththisstrategy, DEL L
unlike its competitors, invested little in
Research and Development, banking in-
stead on software giant and Chip producer
Microsoft and Intel, respectively, to sup-
ply the company with the latest technol-
ogy in applications software and process-
ing power (Business Week -September
24. 2001). This enabled the company to
cut the cost of production markedly com-
pared to rivals. The upshot of all thiswas
increased capacity to sell computers at
priceswhich competitors such asCompaq
could not beat, which provided DELL
with theleverageto enhanceitstheir mar-
ket share at the expense of beaten rivals.
Adopting a low cost strategy did not in-
duceDELL toshy away from brash adver-
tising, knowing well the importance of
intensive advertisingintherapidly chang-
ing informational technology industry,
especialy for late entrants (Kerin et al.
1992: 43-44). Through such advertising
campaigns against computer maker
Compaq in 1993 for example, DELL was
able to increase her market share from a
mere 4.1 percent to 18 percent between
1993 and 1999. Such measures eguipped
the company with sufficient cash by the
time economic slowdown struck, which
was used as a cushion to offset low prices
charged on personal computers and com-
puter servers during the 2001 price war.

The effectiveness of the strategy
adopted by DELL isreflected by the stag-
gering profit, whichamounted to US $361
in 2001, from $18 billion of sales, that at a
time when the industry as awhole posted
US $1.1 billion losses, increased market
share which rose from 4.1 percent to 18
percent between 1993 and 1999. In addi-
tion, as testimony to its success, DELL
became number one producer of PCs in
2001 with aworldwide market share of 13
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per cent, which is arough measure of the
extent to which the company’s no-frills,
low-cost pricing, efficiency-is-king strat-
egy brought the company immense bucks
for the bang. Indeed, “anyone can look
like agenius on the way up, a lesson that
eludedtheattention of Dotcoms, but onthe
way down, you need afix on details and
the willingness to move fast,” aptly re-
marked Seibel Systems Inc., CEO Tho-
mas M. Siebel concerning the necessary
arsenals for a company to survive eco-
nomic distress (Kerstetter 2001: 63). Ex-
plicitinSeibel’ sremark istheideathat one
of the hallmarks of firms that outsmarted
theeconomicdownturnwastheir ability to
keep track of the real demand for the
company’s product as opposed to what
was demanded by middle-men, which
under economic boom, may be distorted
by panicordering. Thereal demand by end
usersof acompany’ sproduct isimportant,
but equally so isthe consumer’ sfinancial
soundness which is reflected in deal clo-
surerates, payments, and trend of receiv-
ables.

It is aso important to identify other
factorssuchasincentives, whicharelikely
to misrepresent real demand such asprice
cuts, trade and cash discounts. Observing
forecasts on consumer confidence, and
economic output figures can give guid-
ance on the probable business trend, con-
stant scrutiny of sales closure rates and
hiring costs can give the rough picture of
the trend down the line, which equips
enables the company to rein in costs be-
forethecrisisstrikes. Siebel’ ssuccesswas
underpinned by itsmasterly at reading the
import underlying economic signals, and
rapid pacein executing the plan of action.
Siebel’s financial planners for example,
put up four contingency budgets which
enabled the company tolay off 10 percent
of itswork forcein time, postponed bonus

payments, cut travel expenses, cut recruit-
ment costs, reinforced sales staff to in-
crease closure rates, and created special
teams of executives and technical staff to
push up sales. The result of such efforts
was an increase in quarterly returns and
doubling of profitsin the year 2001, at a
time when other companies were barely
breaking even (Kerstetter 2001: 62). An-
other exampleis DELL Computer, which
increaseditsdirect contactswithretail and
corporate consumers via its more than
60,000virtual storesontheinternet, where
orders are taken directly from customers.
With orders taken directly from consum-
ers, DELL was able to enhance the reli-
ability of consumer demandforecasts, less-
ened his production cost as he did way
with distribution charges, and reduced the
necessity toborrow cashfor working capi-
tal purposesas cash had to be collected 30
days before orders were met. Such mea-
sures strengthened DELL competitive
strategy asalow cost, low price computer
producer.

Maintaining continuous and consis-
tent innovation in product, process, oper-
ating procedures, and businessroutinesis
necessary for ensuring the emergence of a
consistently adaptive, and learning orga-
nization. Thisisnecessary if the organiza-
tionisnot only to remain competitive but
also to lead the pack for some sustained
time, essential for acquiring substantial
market share. Thisis because innovation
yieldsnew products, new techniques, new
technologies, and new methods of opera-
tions, whichincreasethecompetitiveedge
of the firm against rivals (Starbuck et al.
1995: 393). Indynamic and complex envi-
ronments, with as many and diverse cus-
tomers as competitors, the maxim is to
constantly and consistently review prod-
uct performance, methods, and polices
used in attracting customers as well as
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outmaneuvering competitors, if the com-
pany isto stay inthelead. To achievethe
aforementioned is no easy feat, and re-
quiresanorganizationwithtime, new prod-
uct, volume-mix flexibility capabilities
(Suarezeta. 1995). Thisisprecisely what
has made Nokia Corporation to maintains
itsleadershipinthe Cell phonesector. The
company spends close to US $2 hillion
each year on research leaving rival cello
phone companies such as Ericsson,
Motorola, and Siemens, to name just a
few, mere followers in its tracks. That
explains why the performance of Nokia,
though experienced some decline in the
wake of the 2001 economic contraction,
continued to outperformitsrivalsinterms
of market share, and new product rel eases.

Flexiblefirmsarefound to have pro-
grammabletechnol ogies, productionman-
agement techniques, such asJust In Time,
which enable such firmsto have low, ma-
chine set-up times, higher worker partici-
pationin production process, handlemore
complex mix and make it easier to intro-
duce new products. Successisalso attrib-
utedtoincreased volumeflexibility, close-
ness of the relationship between the firm,
on onehand, and itssuppliersand subcon-
tractors, on the other, and use product
development process that employ design
for manufacturability principles (Suarez
etal. 1995). Thereispossibly no company
better than Toyota Corporation in thisre-
gard, the number one car producer in the
world. The company achieved such status
thanks to its to consistence in making
innovationsin production process, inven-
tory (Toyotabeing the founder of Just-In-
Time inventory management practice),
marketing, and using experienced and
skilled employeesto combine quality and
mass producti on. Enhanced efficiency was
manifestedinlower production costs, short
lead time, higher quality products, alarge

number of car models (60 in all), which
enabled the company to increaseits share
in the international car market. This feat
was achieved in both the ordinary and
luxury car market segments, to the extent
that the Toyota has been able to substan-
tially dentinto market sharesof thelikesof
Daimler-Chryder, BMW and Jaguar (Busi-
ness Week -September 24. 2001).
Companies that are able to outsmart
othersin hard times are generally led by
proficient and astute top management.
Managers of such companiesinvestinthe
future by focusing on the long-term com-
petitive position, which may be lost to
rivalsif thereislapseininvestmentinhard
economic conditions. Long term profit
margin on investment over financia cost
takes precedence over financial risk in
conditions of economic distress
(Ghemawat 1992). Such management is
awash with experience acquired over time
through using a multitude of competitive
methods in good as well asin bad times,
making management accustomed to plan-
ning and executing competitive changes.
Theinternal company environmentisalso
supportiveof quick adjustment to changes
by providing management with the requi-
siteraw materials, manpower, and money,
vital for carrying out frequent competitive
changes in adynamic and diverse market
environment. Through the conduction of
frequent competitive changes that are
driven by changes in either customers
tastes or competitors' actions or both,
management acquiresdeep knowledgeand
broad perspectives on the pertinent com-
petitive strategies on product improve-
ments, advertising, strategic aliance for-
mation, how to generate certain reactions
from rivals and customers. Management
also acquires the knowledge on the alter-
native ways of serving existing and at-
tracting new customers using arepertoire
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of the company’ s actions and reactionsin
avariety of situations acquired over time.

It is this reason that underlies the
successof long established companiessuch
as big blue IBM (International Business
Machines), DU PONT, Procter and
Gamble, andMicrosoft corporationat with-
standing hard economic conditions than
upstarts, the likes of the many Dotcom
companies that sprung up in late 1990s.
Management in theformer companieshas
been tested and tried by a variety of eco-
nomic conditions, exuberant and lethar-
gic, alike, which equipped them with the
knack, the knowledge, the vision, and the
sense of dealing with whatever situation
the company faces.

Many, a company that succeed in
economic recessions changes their top
management in time, once old manage-
ment is found to falter, procrastinate, or
not all equal to the task. Long experience
and masterly of ‘tried and proven’ strate-
gies and tactics which bring windfalsin
stableconditionsbecomeobstaclestomuch
needed regeneration in conditions of eco-
nomic meltdown. This is because crisis
situations need not only knowing well
how to maintain continuity in the organi-
zation by observing material flows, re-
ports, planning documents schedul es, and
blueprints, but equally important, if not
more so, is the ability to maintain the
morale and enthusiasm, induce new be-
liefs, goas, values and ideas among em-
ployeesintheorganization. Thisiscrucial
for carrying out successful recon-
ceptualization of the organizational envi-
ronment (Starbruck 1995).

What is likewise undeniable is the
fact that firms operating in sectors or in-
dustries that produce necessities of life
suchasfood stuffs, clothing, sanitary ware,
and house ware perform better in adverse
economic than those coined new economy

industries such as information technol-
ogy. Enterprises that deal in foodstuffs
and the related products, clothing, essen-
tial utilities such as energy, water, and
sanitation are dightly affected by eco-
nomic downturns, if at al. Agricultural-
sector-related enterprises were also post-
ing unprecedented profits. On the con-
trary, companiesinthe computer industry
encompassi ng software, chipmakers, stor-
age producers, and computer servers, and
telecommunications industry (cell phone
sector in particular) were linking their
wounds in the aftermath of the economic
crisis. Apparently, the traditional indus-
try, having beentested by timeand events,
has learnt to adjust itself well to any eco-
nomic battering, however severe. This
could be attributed to the immense and
invaluable experience managers of such
firms acquire over time, which enabled
them to devel op requisite competitive ac-
tions and reactions as situations demand.
It isincontrovertible too, that the low de-
mand elasticity of productsin sometradi-
tional industries for example foodstuffs,
explainstoagreat extent, theslight reduc-
tion in revenue posted by firms operating
insuch sectors, hencetheir ability towith-
stand adversity quite remarkably.

Such firms also show high dexterity
at diversifying away from original do-
mains by investing in only in new activi-
ties that are related to the organization's
existing corecompetences. Thisavertsthe
necessity for strong overhauls in opera-
tions and administration, which would
envisage major strategic and structural re-
orientations that would not go well with
key vested interests in the organization.
Such diversification strengthensfirms' fi-
nancial performance by enhancing econo-
mies of scope in research and develop-
ment, production, and marketing. More-
over, with diversified sources of revenue
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such companies are able to offset losses
incurred on someproductsby returnsfrom
other products, which arenot asadversely
affected by the economic situation. This
was exemplified by Dell’ sdiversification
frombuilding and selling PCsto computer
servers, storage, network, all of which are
not far removed from the core industry
(BusinessWeek -September 24. 2001 55).
The same story holds for Microsoft’s di-
versification into consoles, networking
software, and personal digital assistants.
This partly accounts for the good perfor-
mance of such companieseven under con-
ditions of dire economic doldrums.

What is also likewise incontrovert-
ible is the fact that firms with long track
records on customer satisfaction prevail
under all economic conditions, adverse
and vibrant alike. Investing in customer
satisfaction is achieved through sustained
investment inquality assurancewhichwins
over customer’'s loyalty, reduces
customer’ spriceel asticity henceinsulates
them from competitive efforts. Satisfied
customers do not desert the company eas-
ily in hard times, which can be exploited
by the firm to charge higher prices under
good and adverse economic conditions
than it would. Customer satisfaction en-
ables the firm to expand its market share
and maintain the existing one, with little
costs. Profitability will therefore be en-
sured in the long haul thanks to good
quality products or service which in turn
ensured customer loyalty arising from the
cumulative satisfaction they derive prod-
uct use, and experience (Anderson et al.
1994: 55)

Companies ‘of all seasons, if one
may call them, have time tested astute
management of customersthrough the of -
fering of afull range of products, a capa-
bility knownascommaodity bundling (Law-
less 1991: 270). By bundling products or

services the company is able to lower the
cost of production and delivery, increase
itsdifferentiationleverageoverrivals, and
increases its grip on customers' loyalty.
Achieving the foregoing shores up the
firm’'s competitive advantage and heralds
market share enhancement. Through the
bundling of products and services, the
firmlocksinthecustomer, by reducing his
susceptibility to competitors advertise-
ments asaresult of anincreasein switch-
ing costs. The company is thus able to
charge higher than average prices, which
strengthens its liquidity and competitive
edge over rivals. Such customers find it
hard to switch from one firm to the other,
even in adverse economic conditions.
There is no better example of this
than Mi crosoft Corporation. Thecompany
bundles amost al software applications
onitswindowsprogram, lockinginthe PC
producer and owner to software packages
produced by the company and those with
arrangements with it. The customer who
buys a computer has little choice but to
buy windowsprogram, inwhichamost all
the application programs he needs in his
day-to-day chores are incorporated. The
company’ srevenues may slightly fall due
tofewer compute sbought yet the services
on applications aready instaled on old
computers continues to bring in returns.
Many companies take the bundling
process further through the creation of
captive demand for the product aswell as
offering the services related to it. The
rationale underlying this notion is that
whiledemand for the product may experi-
ence high and low, demands for the ser-
viceisrelatively inelastic and predictable
and therefore offers assured returnsto the
company. Itistheprovision of servicethat
‘smoothesover rough spotsbetweeninno-
vations' and enables the company to tide
over downturns as the service businessis
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inextricably linked with product use. Prod-
uct servicebusinessbringslong-term con-
tracts, which yield predictable revenues.
“Product serviceisalong-savingfall-back
when times get tough” (Weber 2001: 62).
Cell phone companies such as Ericsson
being aware of this do not only concen-
trate on cell phone development and pro-
duction, but also invest huge amountsin
cell phone accessories and network cell
phone software development, which have
relatively inelastic demand than the main
product. Ericsson isthe major cell phone
network softwareproducer, whichensures
more predictable returns than the sale of
cello phones for the company, which en-
ables it to weather the storm better than
rivals.

The nature of business planning has
an important bearing on the ability of the
company to prepare itself for either the
rainy day or for ‘windfall’ profits. Compa-
nies, whose operations are underpinned
by serious scenario planning, employ dif-
ferent perspectivesto determineall poten-
tial eventualities, which aptly preparesthe
organizations for any economic condi-
tions. Managers ‘construct’ scenarios,
which explore the joint impact of various
uncertainties, showing the possibility of
each, and how thefirm must preparefor all
the eventualities (Shoemaker 1995). Sce-
nario planning equips the firm with the
ability to identify early warning systems,
assessing robustnessof corecompetences,
generation of better strategic options,
evaluation of therisk-return of each strate-
gic option, taking consideration of uncer-
tainties, and serve as pointersfor the need
fortochange(Shoemaker 1995: 34). Small
wonder that such companies are as pre-
pared for an economic downturn as they
are for an upswing. DU PONT, the re-
nowned USbased house equipment manu-
facturer, is one such company, which en-

suresthat all likely scenarios are incorpo-
rated in the company’s plan of actions,
making it easier for the company to deal
with any economic situation as and when
it occurs. The company desistsfromusing
past gains as the basis on which to make
projections of the future plan of actions,
thefolly of many companies, but scenario
planning which is based on cautious ob-
servation of macroeconomic indicators
such as trends in consumer confidence,
energy prices, and interest rates.

Thedigital eraiswith us, which im-
plies that the company that successfully
incorporatestheinternet intoitscorebusi-
ness operations enjoys the most return on
the investment made. The benefits be-
come moreevident in an economic down-
turn. Using the internet offersamyriad of
leveragesover rivals, encompassing quick
product diffusion, capability of focusing
onnichemarketsfor companiesspecializ-
ing in niche products by increasing the
critical mass of customers; easier expan-
sion into new markets through quicker
adaptati onto customizationthroughonline
surveys, bulletinboards, trackingwebvisi-
tors, advertising measurements, and use of
customer identification systems, and email
marketing lists.

Companies use the internet to con-
solidate their core competences by en-
hancing links with suppliers, customers,
outsourcing nonessential functions, and
contract manufacturing, which enables
them to cut down on their overhead fixed
costs (Quelch and Klein 1996). In order to
achieve optimal internet effectiveness, a
good number of firms use collaboration
software technology to share information
and streamline purchasing, enables them
to cut on product design and devel opment
costs, facilitatesimultaneousdevel opment
of product designs, and helps employees
and business partners work together to
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make products faster and more cheaply.
Thisisbecausetheinternet equipsthefirm
with threeimportant network capabilities
(Quelch and Klein 1996). Using ‘one to
many’ network enables the firm to com-
municate policies and market needs to
other divisions of the company; using
‘many to one’ network enablesthefirmto
seek and acquire information from divi-
sionsaswell asindividual employees; and
using ‘many to many’ networks, the firm
is able to use real time, synchronous dis-
cussion among all the units. This reduces
machine set up time, reduces lead time,
increasesthepaceof thefirm’ sresponseto
changesin internal and external environ-
mental contingencies, featuresthat equips
it with the capability to deliver better new
products and services faster than rivals.

There is no better example of this
breakthrough than Procter and Gamble.
The company uses collaboration technol-
ogy corporate standards system software
to manage its research and development
activities. Thisisachieved by linking far-
flung drug researchers, the 900 factories
al over the world, 17 product develop-
ment centers in 73 countries, which pro-
duce 300 brands valued at $ 39 hillion a
year. Ford Motor Company isyet another
firmthat usestheinternet to‘ complement,
rather than contradict’ its core
competences. Ford uses 900 virtual work
spaces to design cars and hold meetings,
which saves time, energy and money,
which enables it to react quickly to any
new information on product design, de-
mand, or competitors maneuvers. SCI
company uses Agile software to connect
its employees, customers, and suppliers
together initsfour factories, which enable
her to considerably slash production costs,
increase productivity, and shore up the
bottom line (Ante 2001: 95).

Dell Computer outsold her rivals by
not only lowering production costs, but
also compelling suppliers to get ‘wired
directly with his factory floors', which
meant that inventory wasmadetothelevel
of quality demanded, kept at a minimum
asit could be replenished on demand, and
reduceddemandforworking capital. More-
over, few days of inventories in stock
enabled Dell to take advantage of better
technology at lower prices, which pro-
vided a huge shot in the arm of its bare-
bone strategy. Toyota, the number onecar
producer in the world uses virtual work-
shopsto quicken designs, which enablesit
to cut margin of error to the bare mini-
mum, short lead time of under 12 months
whererival stake 24-30 months, low costs
on prototypes and enables it to produce
more than 40 models. Thus, in order for a
firm to excel, both in a boom and down-
turn, it should have the capacity to sustain
sound revenue for along span as well as
the ability to integrate information tech-
nology inall theoperations, both technical
and administrative.

Companiesthat succeedinrecessions,
slowdowns and downturns, incorporate
information technology into the compa-
nies core competences rather than con-
sidering it asseparate, detached, if incom-
patible unit. The internet for example, is
incorporated into the existing company
core competences, which enablesit to dif-
ferentiate its products or services better
than rivals. The Internet, according to
management guru, Porter, ‘should helpin
integrating service, sales, logistics, manu-
facturing and suppliers,” which facilitates
thereduction of transaction and inventory
costs, thusincreasing thecompany’ scom-
petitiveedge over therivals' . Theinternet
is also used by successful companies to
carry out joint product design among the
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company, consumers and suppliers. This
explains why companies that use the
internet to outsource almost everything
from manpower recruitment to informa-
tionsystemdevelopment, thelikesof Cisco
systems, though rein in on costs in the
short run, compromise on their core
competences, which is why they lose out
torivalsin the long run. Outsourcing key
company functions to suppliersincreases
itsvulnerability to competitors' predatory
practices by making their products and
systems more generic than differentiated
(Byrne 2001: 64; Engardio 2001: 82;
Weber 2001: 58).

Many companies, such as Rand Cor-
poration, Aerospacecorporationand A.D.
LittleManagement Consultancy and other
knowledge intensive firms do not feel the
effects of downturns and recession be-
cause they employ esoteric expertise,
which injects exceptional knowledgeinto
firm's routines, job descriptions, plans,
extraordinary strategies all of which are
crucial in the production of differentiated
productsunlikeothersinthemarket which
rivals take time to emulate, if at all
(Starbuck 1992: 716). Knowledge inten-
sive firms also have immense knowledge
embedded in capital equipment, financial
instruments, as well as in unique firm
routines and professional cultures which
encourage ‘ conflict’ and competitiveness
for thefirms' projects among the array of
experts, increasethequality, diversity, and
uniqueness of products produced by the
firm, factors that enable such firms to
develop ‘distinctive competences mir-
rored’ the circumscribing environments
peculiar needsand capabilitiesall of which
strengthen the firm's ability to adapt to
social, economic and technological
changes (Starbuck 1992: 719-721).

Rand Corporationemploysitswealth
of expertsintheanalysisof policies, draw-

ing recommendations, andin the devel op-
ment of alternativesthat are forwarded to
policy makersin USA government andthe
military. Such services are unique and
reguireextraordinary expertiseto execute,
aswell as needed al thetimeirrespective
of the ‘ state of the economy’. A.D. Little
consulting firm, in asimilar vein uses its
expertise to produce diverse products in
areas of technology, operations manage-
ment and strategi c planning, and economic
development, products with wide spread
demand, equipthefirmwiththe capability
to withstand any shocks in the economy.
Keeping constant track of macro-
economic factorsfor signals of the under-
lying trend or future prospects, is another
hallmark of firms that outperform others
in economic downturns. Thisis why the
availability of skilled manpower resources
which can read the numbers well, a pre-
condition for making informed judgment
on what should be the best plan of action,
is an absolute necessity. This partialy
underlys the success achieved by DU
PONT which made use of its wealth of
experience and skilled personnel to keep
track of oil prices, exchange rates, infla-
tion, and monetary authority policies
knowledge that enabled the company to
discern declining business activity before
it actually occurred. Quicker and better
reading of the economic signals enabled
the company to apply brakes on produc-
tion and inventory ordersjust in the knick
of time, which activitiesreduced potential
|osses preparing the company for a softer
landing than others (Weber 2001: 60).
Thereisneither enterprise nor coun-
try that can avoid the impact of interna-
tional trade and globalization. Thisis be-
cause of theadvantagesthat comewiththe
two world trends. The increasing flow of
goods and services, investments, and fac-
tors of production bring with it higher
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incomes, technological transfer and inno-
vations, higher human resourcesdevel op-
ment, higher productivity, al of which
translate into higher social welfare and
prosperity. This underscores the impor-
tance attached to smarter globalization by
enterprises, which outperformed others
despitetheadvent of thecrisis. Suchfirms
invested alot of time and energy indevel-
oping deeper understanding of local busi-
nesspractices, involved|ocal officialsand
NGOsin their activitiesright from incep-
tion, which reduced therisk of expropria-
tion and backlash. Notable also was the
nature of investments made which were
small but focused avoiding megaprojects.
Anexampleof suchprojectwasCitibank’s
Quvidha in India under which trucking
companies were persuaded to open retail
accountsfor their employeeswith Citibank
in return for saving, credit, and checking
account services. The success of such an
endeavor is seen in the increase in the
number of clientsby 200,000, whichby no
meansamean feat in an emerging market.

It is also indisputable that firms that
outperform competitorsduring downturns
or recessions make use of local leverage
through the use of existing distribution
networks and underutilized factories,
which makeit easier and cheaper to estab-
lishtheir presencein new marketswithout
exposing themselves to higher economic
risk. A good case in point is Kodak’'s
Expresses in China, involving the coop-
eration between Kodak and local banks
under which the latter extends credit to
film developers, while the former leases
film devel opment equipment to small en-
trepreneurs. Through such small ventures
Kodak was able to increase its market
shareto morethan 60 percent. Thiswasat
atimewhenthe now defunct ENRON was
getting her fingers burnt in India with its

US $ 4 hillion mega power project hitting
stony wall.

On many occasions, smarter glo-
balizes work jointly with local business-
men taking advantage of the wedth of
experience, knowledgeand customsof the
local businessenvironment thelatter have.
Involvement in global production and sell
of products brings immense rewards in
terms of larger market share, opportunity
to diversify products and spreading of
country risk, and wider access to skilled
manpower from many countries available
at wages lower than in the domestic
economy. Glaobalizationenrichescompany
technology by incorporating local tech-
nologiesin product devel opment, produc-
tion process, and product designs, and
marketing. It al so providesawider source
of financing asdecentralization of produc-
tionto variouscountriesand reduceslocal
subsidiary’s demand on the parent
company’ sfinancial resourcesbeing able
to raise funds from local sources.

Theincreasing pace of globalization
and international trade however, imply
that active currency risk management
should be part and parcel of acompany’s
obligatory plan of actionsif the company
is to maintain its grip on its clientele as
well as make inroads in new territories.
Flexible exchangerateregimesreducethe
cost borne by the monetary authority in
terms of huge amount of money in inter-
ventions to ensure the exchange rate sta-
bility under fixed and managed floating
regimes, however it exposes to transac-
tion, trandation, accounting, as well as
economic risk. Thus, firms haveto putin
place mechanisms that protect their earn-
ings from exchange rate volatility, which
has increased over the past decade as a
consequence of decisions by almost all
countriesto float their currencies.
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It no small wonder that companies
that ride the tide of economic doldrums,
more often than not, are actively involved
in exchangerrate risk management, adopt-
ing various methods to protect their earn-
ingsfromvarioussourcesof exchangerate
variability. The most often used physical
products, which have an actual cash flow,
include: forwards, forwards-forwards,
spots, short-term and long term physical
swaps; while derivatives, which have a
notional rather than an actual cash flow,
include options, currency swaps, caps,
collars, and floors (Batten et al. 1993).
Such methods protect the company’s as-
sets and liabilities, which enable them to
stem the tide of the downturn, as well as
takeadvantage of an economic boom. The
mishap of not adopting active currency
risk management underlay the dramatic
upsurge in enterprise and banking institu-
tion insolvency that hit Indonesia in the
wake of the 1997 economic crisis. Asthe
local currency hitrecordlowsof Rp13,000
per USDollarin1998liabilitiesinform of
offshoreloans denominated in dollars be-
came millstonesaround firms' necks, and
that at atime when assets denominated in
local currency lost much of their real value
asinflation got out of control (Sadli 1998;
Cole and Slade 1998).

If theimportance of skilled and flex-
ible personnel is vital for the success of
companies under normal conditions, they
are an absolute necessity for firms under
economic distress. It is such manpower
that provides the necessary reliable de-
mand estimates based not merely on past
trends but through scrutiny of macro-
economicindicators, customers payments,
closure rates, competitors activities, as
well as using the knack acquired during
long spanson their jobsto know thetastes
and preferencesof customers. Skilled per-
sonnel have the flexibility that eases re-

training which is necessary for adopting
new technologies. Moreover, it is skilled
personnel that provides the firm with the
capacity to out competerivalsby carrying
out innovations in process, production,
operating procedures, product research,
design and development, as well as in
marketing (BusinessWeek -September 24.
2001: 54 and 63; Kerstetter 2001: 63).
Possession of skilled manpower by the
company is the linchpin to successful in-
volvement in global trade. If confers on
the company the capability to attract part-
ners in international trade and strategic
alianceswhichisinfluenced by the level
of organizational skillsrequisitefor coor-
dinating raw-material procurement, pro-
duction process, distribution network,
marketing, and after sales service spread
in many countries.

Perhaps the best example is Procter
and Gamble (P& G) whose production fa-
cilitiesare spread in 900 factoriesand 17-
product development centersin 73 coun-
tries. Making useof her skilled manpower,
simultaneous development of designs is
madeinseveral devel opment centerswhich
givesher theedgeover rivalsinlead time,
prolific release of products, and in speed
of response to both local and global de-
mand changes. Thealliancebetween Sony
and Ericsson in cell phone production
which was motivated by the necessity felt
by both companies to control Nokia's
dominanceinthe sector, wasunderpinned
by Ericsson’s superiority in cell phone
network software and Sony’ s Multimedia
capabilities, the combination of which
wouldincreasetheir leverageinthird gen-
eration cell phone technology. Doubtless,
thebuilding of such capabilitiesissquared
attributable to skilled and experienced
manpower found in both companies.

If cost reduction is critical to the
success of the firm in economic down-
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turns, so isthe company’sliquidity level.
It can even be argued that the underlying
reason for adopting a cost reduction strat-
egy under recession is to ensure that the
firm has sufficient cash resources at its
disposal at such hard times. The boon of
having ample cash resources under ad-
verse economic conditions includes the
ability tobuy off solvent butilliquid firms
(the acquisition of Compaq by Hewlett-
Packard recently isacasein point), invest
in brash advertising to increase the
company’s market share at a time when
other firms are rolling back expenses on
such activities, and repay commitments at
discounted ratesascreditor companiestry
to mobilize all the available resources to
survive the downturn. Thus, companies
awash with cash tend to outperform those
with meager cash resources in conditions
of economic hardship.

It should be noted that effective en-
terprise management could only succeed
in conditions of good macroeconomic
management. This is why the nature of
policiesadopted by thegovernment andits
agencies bear greatly on the success
achieved by enterprises. Thestatedoesnot
merely serve as a back-up of whatever
firmsdo, but also putsin place proper and
prudent regulation and supervision of the
private sector activitiesto avert thedanger
of bad decisions, which by and large im-
pact on the entire economy. It isno small
wonder that some countries such as Aus-
tralia have gone as far as obliging the
monetary authority to maintain constant
contactswith key firmsintheeconomy on
matters concerning the direction of inter-
est and exchange rate, as well as offering
guidance on foreign activities firms are
engagedin (Battenetal. 1993). Thisthere-
fore underscores the need for enhancing
the capabilities not only of the enterprises

to meet the challenges of theincreasingly
global environment, but also those of the
state to ensure better macroeconomic sta-
bility, transparency and accountability, the
pre-requisites for sustained growth and
prosperity (Hakimian 1998: 25-28).

Therole of the state in today’ s busi-
ness world can no longer be relegated to
the place prescribed by the likes of Adam
Smith, for contrary to expectations, the
invisible hand, cannot steer the modern
economy, unaided, to prosperity, under
the best of economic conditions. Thisis
even|essso under economic conditions of
economiccrisis. Good enterprisemanage-
ment can be jeopardized by poor
macroeconomic management, and the re-
verse is aso true. Companies with good
strategiesfail to survivehard timesif gov-
ernments adopt unfeasible wage policies
for example, high real minimum wagesin
times when prices are controlled which
erodes firms competitiveness (Osband
1992) and adopting expansionary fiscal
policies without appropriate measures to
developthefinancial sector, whichcrowds
out privateinvestment. The statemay also
by firm management when it adopts strin-
gent banking regulation policies ostensi-
bly meant to reduce financial system vul-
nerability which ends up making it more
fragile as monetary authorities are pro-
scribed to lend to failing financial institu-
tions preferring liquidation instead, high
capital adequacy ratios that reduce the
attractivenessof deposits, underminingthe
credit creation capacity; asset evaluation
techniques which downgrade bank asset
values, all of which hamper bank capacity
to extend credit to firms. Credit availabil-
ity to firms, especially small ones, de-
clines, at a time when it is most needed
(Brimmer 1992: 378; Anabtawi and Smith
1994).
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L eaving the private sector to operate
with the minimum state intervention may
prove as disastrous as excessive state in-
tervention, however. That is if the eco-
nomic crisisthat flustered ASEAN-4 (In-
donesia, Thailand, Philippines, and Ma
laysia) is anything to go by (Macloud
1998; Hakimian 1998). Little state moni-
toring of actionsand operationsconducted
by the private sector do not only have
deleterious consequences for the enter-
prises, but can destabilize entire econo-
mies. Proper supervision of firms private
and state owned, compliancewith pruden-
tial requirements as regards trading ar-
rangements especially those transactions
denominated in foreign currencies, debt
contracting, personnel management; and
adherenceto proper accounting principles
toavoidindulgencein creativeaccounting
practices can be done by discrete, propor-
tional state intervention (Sheehey 1993).
The state of course has to provide the
infrastructure to begin with. This encom-
passes an efficient legal system with
streamlined rulesand guidelinesand laws
on patents and copyrights, independent
judiciary to handlebankruptcy cases, con-
ducive investment climate under conviv-
ial political atmosphere, and supportive
fiscal and monetary policies (Hakimian
1998: 24-25).

The Jinx in Winning Strategies
Adopted Under Recession

Companieswithamplecashresources
may be ableto increasetheir market share
in the long term, enabling them to charge
higher prices to recoup losses incurred
during the market penetration process.

Having the capability to survive in
economic downturn, equips the firm with
the capacity to perform even better under
normal conditions. Management of firms

that outperform othersin economic slow-
downs acquires the diversity of perspec-
tivesandknowledgevital for competingin
hard times; providestheground for devel-
oping and practicing competitive moves
and maneuvers requisite to beat rivals;
offers the opportunity to managers for
improving their ability to manage the fi-
nancial resources of the companies they
lead, crucial for keeping their jobs and
survival of companies; provides an in-
valuable addition to the company’ sreper-
toire of actions, and reactions necessary,
to maintain the firm's edge over rivals,
which can be referred to time and again.

A caveat isin order here, nonethe-
less. Relentless pursuit of the efficiency-
is-king philosophy has the potential dan-
ger of delaying, evenderailing theinnova
tion process, with the consequence of re-
ducingthevery foundationof theindustry’ s
core competences; the products and ser-
vices. Pursuing cutthroat competition un-
remittingly, may eventually lead to the
demiseof theentireindustry ascompanies
make cutbacks on all sources of fixed
overhead costsincluding research and de-
velopment expenses, recruitment, man-
power training and devel opment, the key
pillarsthat sustain firm survival, let alone
competitiveness. Outsourcinginformation
technology may reduce short-term costs,
and thus shoresup quarterly earnings, and
isdarling of executivesin hard times, yet
it carries the danger of eroding the core
competenceinherentinoperatingin-house
information systemsinthelongrun(Lacity
and Hierschein 1993: 76).

Some practices, though profitable,
may violate fair trade practices, and thus
may embroil the company in costly litiga-
tion, gobbling up much needed cash. The
most vivid example is bundling of ser-
vices, whichthough enhancesfirms' com-
petitive advantage and enables firms to
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sail over hard and good economic condi-
tions alike, may be regarded as a mo-
nopoly practice, which may bring dire
consequences to the firm. So is the dis-
posa of companies products at lower
than cost of productioninforeign markets,
which may invoke anti-dumping litiga-
tion. Environmental concerns may ham-
per economically feasible options. Thus,
masterly of the situation is as good as
keeping at the manager’s finger tips, the
legal, social, cultural and environmental
implications of actions taken, in an eco-
nomic boom and bust aike.

Concluding Remarks

If thereisany lessonto belearnt from
factors underlying the success of firmsin
conditions of economic contraction, it is
the diversity of such factors. Success in
downturns for one firm in one industry
may be the harbingers of disaster for an-
other firm in another industry. That is not
to say, there are no common denomina-
tors. Successin arecession requiresastute
management with the skill and experience
in a variety of competitive moves and
maneuvers, adoption of low-cost -low price
strategies; use of scenario planning rather
than basing company actions on past but
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