McKinsey Global Survey Results:
Economic conditions snapshot:
February 2009

Executives view their economies as bad but, in a change from recent months, do not see
them getting much worse. Government actions have helped, many say. Companies are
hanging on, and many are taking long-term actions to cope with economic turmoil.

Executives’ economic expectations, though gloomy, don’t appear to have worsened
notably over the past six weeks, according to a McKinsey Quarterly survey in the field
from January 27, 2009, to February 2, 2009," during another round of significant layoffs
and falling stock prices. Many respondents say government action has made the economic
situation better than it would have been otherwise. Looking ahead, more executives

say government help should focus on fostering innovation than on helping existing
companies or industries. Most companies, respondents indicate, are still coping with the
crisis by cutting costs, and many are also making more use of long-term tactics (such as
restructuring) suggesting that they see the global economic turmoil as the new normal.

Battered but resilient economies

Three-quarters of all respondents, and more than 9o percent of those in the eurozone,

expect their nations” GDP to fall in 2009. This is an increase from November, when

59 percent of all respondents expected GDP to fall. Given that opinion, it’s not surprising
"The survey generated responses . . . X . R .
from 1,820 executives from that executives indicate that their nations’ economies are bad and that they have low
around the world and represented ey nectations for the near term. Notably, however, those views have remained fairly

a full range of industries and )
functional specialties. stable between December and January, after falling markedly between November and
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*This is the third consecutive survey
in which executives in North
America are likelier than any others
in the developed world to expect
their economies to remain stable or
improve in the near term.

i

December (Exhibit 1). This may indicate a belief that the economy has hit bottom and
that even tens of thousands of layoffs and continued steep losses in shareholder value
aren’t worsening the situation. Some 40 percent of respondents expect an upturn to
begin by the end of this year. Many executives are betting on the United States to lead
that upturn, whenever it comes; more than a third say the upturn will start in North
America, followed by 26 percent who expect it to start in several regions at once. This
global hope for North America is aligned with earlier findings—that executives in
North America have consistently been slightly more positive about their country’s near-
term economic chances than those in other regions, which continues to be true in this

survey.*

Exhibit 1
The new normal

% of respondents'

Jan 2009, n=1,820
Dec 2008, n=2,017

W Nov 2008, n=1424 How are current economic How do you expect your
conditions in your country country’s economy to be at
compared with conditions in the end of the first quarter
early September? of 2009¢

46 21
Substantially worse 41 23
I 30 . 15
45 50
Moderately worse

43 48
I o/ N 9

TRespondents who answered “the same” or “moderately/substantially better” are not shown.
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Overall, executives’ views on a series of macroeconomic trends indicate slightly less
confidence in recovery than reported in November and December (Exhibit 2). However,
when executives were asked about a set of possible future scenarios created by grouping
those trends and other factors together, more—44 percent—say they expect a battered
but resilient economy than any other outcome. This implies a recession of 18 months or
so, with a recovery driven by effective regulations and fiscal policies, safe leverage ratios,
and moderate recovery of trade and capital flows. More than half of the respondents,

55 percent, say a long freeze, characterized by a recession that lasts for more than five
years and continued tight credit, is the least likely outcome.

Exhibit 2
Gradual deterioration

At the end of the first quarter
of 2009 (asked in Jan "09)

At the end of the first quarter A At the beginning of 2009
of 2009 (asked in Dec "08) (asked in Nov *08)

Expectation on where given condition
will be, average score

Markets have stalled: cost of credit Markets have rebounded:

remains high, liquidity remains limited, LY credit and liquidity return,

asset prices remain low asset prices recover

High market volatility continues o Market volatility has notably declined
Government regulation, activity in Government regulation or

the financial sector has increased + activity in the financial sector
significantly has increased slightly

A prolonged global recession A recession primarily limited to

is creating widespread effects —k developed economies is having little

in the real economy

effect on the real economy

Risk taking and/or risk Risk taking and/or risk trading by
trading by companies has r' S companies has declined moderately
declined dramatically or slightly

Many industries have undergone

significant restructuring, including o Little industry restructuring has

consolidation and/or new
entrants

taken place

There has been strong social
or geopolitical backlash against
the free-market system

There has been little social
or geopolitical backlash against
the free-market system
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Government: The good guy?

Survey responses indicate that, as bad as things are, they might have been worse.

Overall, 43 percent of respondents say governments’ actions have helped. Furthermore,

a majority say that, compared with before the crisis, they now think governments

should be more active in business and markets at least some of the time (Exhibit 3).

Following up on questions we asked in November, just after the US presidential election,

this survey asked respondents about the actions governments should take in supporting

industries, in regulation, and in fiscal and monetary policy. Executives now indicate a

Exhibit 3
Government in action

% of respondents,’ n =1,820

Houw, if at all, have governments’
actions overall so far affected the global
economic situations

Overall, governments’ actions
have made the situation
better than it would have been
had they not acted.

43

There's about an equal balance
between government actions that
have made the situation better
and those that have made it worse.

27

Overall, governments’ actions
have made the situation worse
than it would have been had
they not acted.

Governments' actions
have had little or no effect 20
on the situation.

Compared with your views before the
economic turmoil started, how would you
characterize your views on the degree to
which governments should play an active
role in business and markets?

My views have not changed. 35

| now think governments should
be more active in extraordinary 37
circumstances.

I now think governments should be 2
more active generally.

| now think governments should

be less active in extraordinary 2
circumstances.

| now think governments should
be less active generally.

"Respondents who answered “don’t know” are not shown.
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bit more favor for long-term government support of a range of industries (Exhibit 4).

Executives in North America are the likeliest—at a fifth—to say government should

extend no further financial support to any industry, while those in the developed

countries of Asia are likeliest, at 42 percent, to encourage support for all industries as

long as it is needed.

Exhibit 4
Supporting industries

% of respondents’

Role governments should play in supporting industries
in the current financial crisis:

Extend loans/tax credits/other financial support to industries in
addition to financial industry but only in short term (eg,
next quarter)

Extend loans/tax credits/other financial support to industries in
addition to financial industry for as long as needed

Not extend any further loans/tax credits/ other financial support
to any industry

Not extend loans/tax credits/other financial support to industries
outside the financial industry and should offer additional support
to financial industry only in short term (eg, next quarter)

Not extend loans/tax credits/other financial support to industries
outside financial industry, but should continue to support financial
industry as needed

14
15

21

32
29

30

Jan 2009, n=1,820
Nov 2008, n = 906

"Respondents who answered “don’t know” are not shown.
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On regulation, executives have increased their focus on banks’ basic operations, with

45 percent now saying governments should be more active in regulating banks,

compared with 37 percent in November. This increase may be related to many banks’

ongoing operational troubles.

In addition, executives’ support for infrastructure projects as a way to boost economies

has expanded markedly since November (Exhibit 5), even more than the increase in

support for tax rebates or other financial support.

Exhibit 5
Infrastructure first

% of respondents'

Role governments/key central banks should play in fiscal

and monetary policy:

Invest in infrastructure, other
projects to support their economies

Make it easier for companies
to invest in their countries

Offer tax rebates/other financial
support to businesses

Offer tax rebates/other financial
support to consumers

Coordinate interest rate changes

Intervene to prevent dramatic changes in
exchange rates of currencies important to
global business

Make more funds available to
international lending institutions

Nationalize companies
as needed

Not become more active in
fiscal, monetary policy

12
13

72
59

51
42

40
33

38
30

35
4

32
31

Jan 2009, n =1,820
Nov 2008, n = 906

TRespondents who answered “other” or “don’t know” are not shown.
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Whatever specific actions governments take, executives indicate that support for
innovation should be the overall focus of governments’ actions, rather than help for
existing industries or companies (Exhibit 6).

Ten percent of respondents favor nationalizing
companies as heeded

Exhibit 6
Innovate to improve

% of respondents,' n = 1,820

In general terms, where, if anywhere, do you think
governments should focus their actions to manage
the current global economic situation?

On fostering innovation and _ 59
potential new industries

On helping workers who _ 3

have been laid off

On helping existing _ 25

industries

On helping families/

individuals who cannot pay 14
their mortgages

On helping existing
individual companies - 8

All of the above s

Government should take no
action to manage the global I 2
economic situation

TRespondents who answered “other” or “don’t know” are not shown.
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Companies hanging on

Companies are on the whole sticking to the tactics they identified last fall as helping

them manage the global economic turmoil (Exhibit 7). A higher proportion of

companies are now taking longer-term actions such as restructuring, hiring talent, or

leaving markets altogether, perhaps indicating that more see the turmoil as creating

long-term structural changes.

Exhibit 7
Managing the crisis

% of respondents'

Only a fifth of respondents say their companies are reducing philanthropic
spending as a result of the global economic turmoil

Reduce operating costs

Increase productivity

Reduce capital investments

Restructure

Introduce new products/
services to gain market share
from weakened competitors

Hire talent that would not have
been available otherwise

Seek merger or acquisition
opportunities

Leave certain markets

Increase hedging

No steps

What steps, if any, has your company
taken or does your company plan to take as
a result of the global economic turmoil?

74
. 75

45
I 4

38
I 37

37
L

36
I 3

22
R 16

2
[ ¥

18
il

Jan 2009, n =1,820
& Nov 2008, n=1424

"Respondents who answered “other” or “don’t know” are not shown.
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More executives expect their companies to shrink than grow in 2009 in terms of profits
and workforce size; however, most have not changed prices and don’t expect to

(Exhibit 8). Just under half of all respondents say their profits fell in the second half of
2008.3 But even those who saw profits increase aren’t necessarily well placed: 49 percent
of them expect profits to rise again in the first half of 2009, but 29 percent expect

profits to fall. For those already doing poorly, the news gets worse: more than two-
thirds of those that saw profits fall in 2008 expect profits to continue dwindling in 2009.

Exhibit 8
Company expectations

% of respondents

Profit

Jobs

Prices

Expected change in first half of
2009, n =1,820"

Expected change in size of workforce!

Jan 2009, n=1,820
Sept 2008, n =1,622

Expected change in first quarter of
2009, n=1,820

Increase | 24 Increase 1 “ |nc?eoans:teknow
No change HIEEE 21 ﬁ
Decrease 47 Stay the same 3945
Decrease <5 17 4 Lower Remain
5 6-10 12 Decrease 29 the same
11-15 6
16-20 5
21-25 3
>25 5

"Respondents who answered “don’t know” are not shown.

Half of the executives who say their companies’ workforce costs will rise in
2009 expect no change in the size of their workforces—indicating
that some employees, at least, can expect increased wages or benefits

3More than two-thirds of res-
pondents in December 2008 said
the global turmoil had had
a “negative effect” on profits. In
addition to actual profit decreases,
other negative effects they
considered likely included reduced
profit growth, greater volatility,
and increased uncertainty.

The proportion of companies that have sought external funding since mid-September
has remained stable over the past six weeks, at about a quarter. The same proportion,
nearly half, were able to obtain all the funds they needed, and most of the rest were able
to obtain some. Among respondents whose companies got funding, just over half say
the cost of funds was higher than funds obtained before last September, a proportion
that has remained stable since October. ®
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