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MAIN IDEA

When the strategic actions of 180 companies and their senior management teams were analyzed over a five-year study either side of
the 2001 recession, it was shown very few firms even attempted to use the ebbs and flows of the general economy to achieve and
then sustain a competitive advantage. Understanding the business cycle and then using it to maximum advantage is an unexploited
area of business management expertise.

This is unusual because the business cycle itself is a known quantity. It is also one of the major determinants of corporate profitability
and stock price performance. Therefore, it makes good sense to use the cycle to gain a competitive advantage over your rivals. In
practical terms, there are six areas of corporate activity which can and should be timed to the general business cycle:

#1 — Capital Expenditures & Finance #2 — Acquisitions & Divestitures

» Cut expenditures in anticipation of recession » Time key transactions to the market cycles
* Increase expenditure before a recovery * Use the patterns of sector rotation
» Modernize facilities during a slowdown * Avoid over-pricing acquisitions

#6 — Risk Management #3 — Human Resources Management

» Diversify, outsource or offshore to hedge risk Economic * Protect and grow talent pool in recession
* Use options, future and swaps Cycle » Have a practical “no layoffs” policy
» Develop new products and markets to grow * Avoid negotiating labor contracts in a boom

#5 — Marketing & Pricing #4 — Production & Inventory Control

 Use counter cyclical advertising effectively » Manage production levels astutely
» Match your product mix to the cycle * Avoid internal gaming in forecasting demand
* Raise or lower prices as required to benefit » Manage inventory so you produce-to-order

In a majority of these applications, the smart thing to do is to make counter cyclical moves —to zig when everyone else is zagging. This
will only pay off if you get your timing right but doing so will allow you to achieve superior performance while all your competitors are
hemorrhaging cash and other resources. If you time your moves to the upcoming phase of the business cycle, you position your
enterprise to be in an advantageous position when the forecasted market conditions eventuate.

“Our five-year quest yielded many insights, a number of them surprising and quite contrary to conventional wisdom, but one giant
conclusion stands above the others: We believe that almost any organization can substantially improve its stature and performance,
perhaps even become great, if it conscientiously applies the framework of ideas we’ve uncovered.”

— Peter Navarro

“The essence of strategy is to achieve a long-term advantage over the firm’s competitors.”
— Professor Arnoldo Hax, Sloan School of Management
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* A set of leading economic indicators Economic

» Some more complex forecasting models —> Cycle

» Awareness of external economic events —

To make astute counter cyclical strategic moves in business, you need to have a sense of where the
business cycle is heading. There is no single absolutely infallible leading economic indicator you can use
to gauge this with certainty. Instead, you have to use a basket of indicators and forecasting models to
decide where the turning points will be in a timely manner.
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