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Executives are bracing for a pro-longed downturn

Global economic 

conditions

90
Worse than

Sept. 2008

70
Continue to

Worsen, 2009:Q1

50
Profits will

continue to fall

65
Cost-cutting 

is key profit lever

70Profits have fallen

Effect of economic turmoil 

on profitability

*  Survey of +1500 executives on their outlook for economic downturn

SOURCE: McKinsey Quarterly Economic Outlook Survey, December 2008



2

A wide range of potential outcomes CONCEPTUAL

Scenario 2: 
Battered, but 

resilient
Prolonged 

recession through 
mid-2010 and sub-

trend growth 
through 2012

Scenario 1: 
Relatively quick 
recovery
Policy makers 
succeed; rebound 
by end of 2009 / 
early 2010

Scenario 4: 
Long freeze

Recession lasts for 
more than five 

years “Japan-style”

Scenario 3: 
Modest recovery 
but stalled 
globalization
Moderate recession 
of one to two years 
followed by 
structurally slower 
global growth

Global credit and capital markets reopen and recover

Global credit and capital markets close down and remain volatile

Severe 
global 
recession

Very severe 
global 
recession
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The only certainty is uncertainty

Unprecedented volatility. Still unknown risks on the downside yet 

high potential opportunity on the upside

Industry transformation underway. Different market and risk 

exposures means industry players will suffer highly variable impacts.

Different scenarios, different choices. Divergent actions company 

can take—but these differ widely depending on scenarios and 
resilience.  

Understanding company resilience critical to setting strategic 
posture. Need to bound likely impacts on business performance 

and decide appropriate posture

�

�

�

�

Despite extreme uncertainty, an abundance of information 

that can better inform potential corporate  priorities
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Materials

Telecom

Utilities

Leverage Ratio*
Net Debt**/ Equity

%, 2007

Consumer
staples

Consumer
discretionary

Industrials

Debt Maturity Ratio*
Short term Debt / Total Debt
%, 2007

Widely different exposures depending on sector  

* Sector average calculated from data of Top 50 companies by market cap, analysis relies on quality of data
** Net Debt calculated as Total Short Term + Long Term Debt - Excess Cash

Source: McKinsey CPAT database, McKinsey  analysis

ESTIMATES

Low Liquidity Risk Zone

Medium Liquidity Risk Zone

High Liquidity Risk Zone

IT

Health 
care

Energy

Short-term liquidity example
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* Ranked by funds raised from 1988-2003 (Apollo, Bain Capital, Blackstone, Carlyle, Clayton Dubilier, CSFB, Forstmann Little, Goldman Sachs PE, 

GTCR, Hellman & Friedman, Hicks Muse, JP Morgan PE, KKR, Madison Dearborn, Morgan Stanley PE, Providence, TH Lee, TPG, Warburg 

Pincus, Welsh Carson

Source: PE Intelligence

Vintage year IRR for Largest 20* U.S. private equity firms
Percent

Average = 23%

Low / no GDP 
growth

Low / no GDP 
growth

Best opportunities can come in downturns

Private equity example
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Winning companies act differently

Strong balance sheet and less leverage throughout the business cycle, 

giving them flexibility to expand during the recession

Targeted cost reductions vs across-the-board cost cutting – better at 

making cost structure variable

Continual, but moderated investment in the business through the cycle

Refrain from “deal fever” – buying at a steady pace through the cycle, 

based on when attractive targets become available

Protect their best talent and attract more talent during the downturn

�

�

�

�

Research on winning companies over the last business 

cycle suggests that out-performers behave differently

�
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Proactive, not reactive approaches

Create agility
Quickly reduce costs and complexity to lower “break-even”

– and increase agility

1

Use scenario-based approaches and strategic options, 

resulting in faster moves in marketplace than competitors
Build flexibility

2

Take advantage of highly differential impacts to portfolio – by 

region, by customer segment, by vertical
Manage granularly

3

Do not abandon growth strategies or starve next generation 

businesses – downturn is likely to accelerate market evolution

Don’t abandon 

growth

4

Take the opportunity to capture critical talentHire through the 

down turn

6

Source:  McKinsey

5
Identify opportunities to shape industry structure and 

to re-define the competitive arena
Shape the industry
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Disclaimer

This document was researched and compiled by McKinsey & 
Company © 2009. These pages represent only a partial record of a 

broader conversation and do not reflect the conversation in its 
entirety. This report makes no forward looking comments about the 

state of the economy or nor does it make claims about past or 
future drivers of economic performance. No part of this document
may be circulated, quoted, or reproduced for distribution without 

prior written approval from McKinsey & Company.


