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HO’S got time to worry about building a
stronger organisation in a downturn?
Surely executives can’t focus on internal

issues when they face so many other pressing matters.
But this is exactly the time when leaders need to ensure
their organisations are performing well, so that impor-
tant decisions get made and executed quickly and effec-
tively. Turbulence offers a rare chance to bring in new
talent and improve the way that organisations function. 

The trouble is, companies under duress often lack the
organisational capabilities to meet mounting chal-
lenges. Some make snap decisions. Others stall, unable
to decide. Other companies badly need new people to
help them overhaul dysfunctional cultures. 

Strengthening the organisation is one of the most
powerful levers any company can pull to improve its
performance in a downturn. It starts by asking a series of
questions: What are the critical decisions in this down-
turn? Do we need to adjust our organisational structure
to address them? How should our roles and processes
change? Will our most experienced people be able to
make and execute key decisions? Which aspects of our
culture reinforce decision effectiveness? 

Adopting this “decision lens” is the single most im-
portant step a company can take to improve an organi-
sation’s performance. It helps leaders to focus their ef-
forts where they will have the most impact.

Every company has its critical decisions. If your busi-
ness is in relatively good shape, those decisions may not
have changed much. Some will be the big choices, like
whether to acquire a competitor or invest in a new
product. Others may be everyday decisions.

Toyota, for example, achieved its leading position
partly through its reputation for manufacturing quality.
To maintain that quality, Toyota ensured workers in
every plant knew how to make and execute the right
quality-related decisions. These decisions are as impor-
tant now as when Toyota was growing rapidly. 

If you’re in survival mode, the critical decisions will
be different. The most important decisions bear on your
ability to stay in business, like whether to sell a stake or
overhaul the business model.

Sometimes structure is a serious obstacle to making
and executing a business’s critical decisions. In that case,
structure must change. Hewlett-Packard’s salesforce
was organised by customer while its manufacturing
units were organised by product. With stalled decisions
and people working at cross purposes, performance suf-
fered. The company responded by moving to a product-
based structure across the entire company, with ac-
countabilities for decisions clearly defined. That allowed
better decision making and execution, which in turn
generated higher profitability. 

Decision roles need to be clear. Unless people know
who’s responsible for making and executing critical de-
cisions, stress on an organisation will only increase. A
tool we call RAPID® clarifies accountabilities for each

part of these decisions. The individual or team responsi-
ble for a recommendation gathers relevant information
and proposes a course of action. People with input re-
sponsibilities help shape a recommendation so it is prac-
tical and financially feasible. An executive who must
agree is anyone who needs to sign off. Eventually, one
person will decide. This person “has the D.” Assigning
the D to one individual ensures single-point accounta-
bility. The final role in the process involves the people
who will perform or execute the decision. 

Clear decision roles are essential amid turbulence:
they can boost performance by unclogging bottlenecks
and cutting the organisation’s cycle time. In the last
downturn, the European division of a US telecommu-
nications company was always behind its competitors
in submitting bids to customers because every bid had

to be approved by US headquarters. A RAPID analysis
helped US executives see that European sales managers
could have the D for submissions, enabling the organi-
sation to operate faster.

In good times, companies focus on managing grow-
ing organisations. In a downturn, the logic changes.
Companies have to cut costs. Many do so by letting peo-
ple go. But layoffs can create problems. The people who
leave are not always the poorest performers. Those who
stay may not have the skills to make and execute deci-
sions. In a recession, no company can afford to have the
wrong people in key decision roles. At one technology
company, more than 40% of managers identified as
high performers were in non-critical positions. Mean-
while, fewer than 40% in mission-critical roles were top
performers. The senior team corrected the mismatch
and business performance immediately improved.

The key to making the best use of people is a robust,
effective performance-management system that has
real consequences. At a mining company, senior exec-
utives tightened the rating process and made the conse-
quences of ratings more explicit. For example, high per-
formers received increases in pay along with better
training opportunities and retention packages. The sys-
tem finally had teeth — and leaders could accurately
gauge the quality of the people available and put their
top talent in positions that mattered most.

Culture underpins an organisation’s decisions. But
cultures change and are particularly susceptible to
change when the organisation is in crisis. In a down-
turn, leaders need to take action to keep a strong culture
from deteriorating — or to transform one that hinders
good decisions. Understanding that its culture is a com-
petitive advantage, Southwest Airlines reinforces it in
hard times. In the early stages of the current recession, it
maintained staff loyalty (through no involuntary job
cuts) and invested in upgrading customer service. The
carrier remains one of the US leaders for on-time per-
formance, something that customers care deeply about. 

A strong organisation isn’t optional, something to
worry about after the crisis. Your organisation’s strength
will greatly affect how well your company weathers the
storm. It will also strongly improve your chances for
growth once the storm passes.

(Co-authored by Marcia Blenko. Gambhir is a partner
with Bain & Company in New Delhi and leads the organisa-

tion practice in India. Blenko is a partner and leads Bain’s
Global organisation practice.)

T
HErecent plight of the global invest-
ment community is best captured by
a Russian proverb: “Ignore history
and you will lose an eye, stare at it
too long and you will lose both.”

After the global credit bubble burst dramat-
ically last autumn, catching many investors
unawares, there was a frantic rush to brush
up on economic history lessons, particularly
those dealing with the Great Depression. But
just as market participants were done posi-
tioning themselves for a long drawn out
downturn, based on all the compelling paral-
lels with the dark periods in economic histo-
ry, one of the fiercest rallies broke out in
stocks worldwide. 

Rarely have so many investors felt so much
pain at the sight of rallying markets. Over the
past three months, US equities have risen by
more than 30% — the most powerful ad-
vance since the 1930s, while emerging mar-
ket equities have surged by a staggering 60%
during the same period. Once again, the price
action shows that every significant deviation
from the long-term trend is followed by a
strong bounce back in the equity market. The
fact is stocks tend to appreciate over time; af-
ter adjusting for inflation, the trend return for
the benchmark S&P 500 index is 6.4% over
the past 150 years.

In mid-March 2009, the US market fell to a
level that can now be termed as a secular bear
market low — defined as the point from
where markets have always yielded positive
returns and investors have never lost money.
There have been seven such secular bear mar-
ket lows since 1850. In six out of those seven
instances, the extent of the deviation had
been broadly similar to what was seen in
March this year. The only time that US stocks
deviated by an even greater margin from their
long-term trend line was in the early 1930s. 

While there is a remarkable number of
similarities between the current economic
environment and that of the 1930s, the major
difference is the willpower of governments
across the world to avoid a Great Depression
redux. Since October 2008, governments
have systematically enacted steps that have
turned out to be the largest fiscal and mone-
tary stimulus in history. The stimulus meas-
ures finally started to gain traction on a glob-
al basis from March this year, as evident from
economic data that have consistently sur-
prised on the upside since then.

The developing world led by China has al-
ready returned to positive growth in the cur-
rent quarter while the US economy is also
likely to exit negative growth territory by the
third quarter of 2009. This marks a remark-
able turnaround in economic activity; even in
the first quarter of this year, the global econo-
my shrank nearly 8% on an annualised basis. 

The questions now are how much of the
improvement is already reflected in the value
of stocks and what will the nature of the eco-
nomic revival be hereon? Following the mas-
sive rally of the past three months, stocks are
no longer cheap and have reverted to their
historical trend line. As the chart shows, the
Indian equity market too is now trading right
in line with its historical average (it has re-
turned 11% per annum since 1976 in dollar

terms). Indian equities should perform close
to their historical norm over the next decade,
assuming the economy grows at an average
pace of 5.5-6% during that period. 

It then makes sense for any long-term in-
vestor to hold a majority of the financial net
worth in stocks since the asset class should de-
liver superior returns over time compared to
almost all alternatives. However, most in-
vestors don’t have the patience to view invest-
ments on a 10-year basis and are at best will-
ing to take a 1-3 year time horizon. And the is-
sue here is that the outlook for global equity
markets over the next couple of years is a lot
less clear. With stocks no longer extremely un-
dervalued, further rises in the near-term are
more likely to be determined by the economic
momentum that needs to keep improving and
possibly surprise on the upside. For one, data
out of the US will need to show that the econ-
omy is not just contracting at a reduced pace
but is actually expanding again.

From the US to China, the most important
data to track are the Purchasing Managers In-
dices (PMI) that capture the pace of manufac-
turing activity and tend to be the earliest
available gauge of overall economic activity.
Current indications are that all the govern-
ment stimulus packages should keep the
global economy on the path to recovery in
the coming months. However, some of the
structural issues relating to the over-indebted
US consumer and the export-dependent Chi-
nese manufacturer will come back to haunt
the global economy once the economic im-
pulse from government spending plans be-
gins to wear off early next year.

As a result, both the global economy and
stocks are likely to suffer some sort of a re-
lapse in 2010. Although governments can
play a role in shoring up economic activity to
a certain extent, eventually it’s the enterprise
of the private sector that creates sustainable
growth. The structural problem is that the
private sector is still heavily indebted in the
developed world whereas it will be some time
before emerging markets can reorient their
economic model to be more domestic-led
than export dependent.

The path then for equities in the short-to
medium-term is likely to be quite jagged. The
current economic momentum inspired by
government spending will likely keep finan-
cial markets well-bid for much of this year but
the environment will be more challenging
next year as the debt-impaired private sec-

tor’s contribution to economic growth con-
tinues to remain anaemic at best. Meanwhile,
governments will not be in a position to pro-
vide any major fresh stimulus, given the poor
state of their finances.

A sampling of the world’s 30 largest
economies shows that governments are ex-
pected to run, on average, a fiscal deficit of
around 6% of GDP both in 2009 and 2010.
Bond markets are already beginning to fret
about the massive borrowing programmes
required to fund such deficits; the US 10-year
treasury yield in recent days has risen sharply
to 3.7% from 2.1%. If the yield rises to above
4% any time soon, it could undermine even
any cyclical recovery this year.

Another risk to an economic upturn materi-
alising in 2009 is a premature resurfacing of in-
flation. Some investors have been buying “hard
assets”, or commodities, in the belief that the
loose monetary policies followed by central
banks across the world will do more to reignite

inflation than revive economic growth. It is
highly unusual for commodity prices to be ral-
lying sharply — as they have been over the past
few weeks — so early in an economic expan-
sion. They tend to perform well at the late
stages of an economic cycle when growth is
overheating. The recent price action in com-
modities essentially reflects a loss of confidence
in paper money as the demand and supply fun-
damentals don’t justify the recent uptrend. If
the price of oil were to rise much beyond $70 a
barrel in the immediate future, it would defeat
all the stimulus efforts as the increase would act
as a tax hike on consumers.

Barring any such major setbacks, involving
bond yields and oil prices spinning out con-
trol, a cyclical bull market should continue to
take shape this year followed by a relapse in
2010. The implication for emerging markets
such as India is that they are likely to oscillate
in a broad trading range around the long-term
trend line over the next couple of years. Hope-
fully by 2011 enough time would have lapsed
for the private sector in the developed world
to get its leverage ratios in more decent shape
and for emerging markets to evolve their eco-
nomic models to become more robust on the
domestic demand front. Such structural
changes would allow a meaningful global eco-
nomic expansion to take hold. That in turn
would herald a truly new secular bull market.

(The author is head of emerging markets at
Morgan Stanley Investment Management)
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LETTER FROM LONDON
SUDESHNA SEN

I
T WASN’T the economic crisis, it won’t be the fact that UK public debt is out of control,
and it isn’t even the real issue that unemployment is spreading faster than the common
cold. If there’s anything that Gordon Brown’s government will be remembered for lo-

cally, it will be Parliament when the MP’s expenses scandal shook the country.
The saga has till now claimed over a dozen MPs across all parties; the Speaker has quit,

another 20-odd will stand down at the next elections, and Labour is trailing polls in third
place, behind the Tories and even the UK Independent Party, for the local and European
parliament elections next week. 

So what’s all the palaver about? Well, for Indians, where politicians and MPs casually
and routinely using official perks for personal use and fudging expense accounts is consid-
ered an exercise in ingenuity and not corruption, the whole affair can seem a bit strange.
Corruption, like everything else, seems to have its own standards in different cultures. 

The story so far. A former SAS officer leaked the details of parliamentarians’ expense ac-
count claims to a national daily. He says for patriotic reasons, the jury is still out on whether
he was paid or not. Some MPs have been caught ‘flipping’ their government paid-for sec-
ond homes, and claiming on both. Others have been running minor diddles, renting from
family members, or allowing kids to stay in official homes.

It has almost decimated UK’s Parliament —  across all parties, with delicious details trick-
ling out daily. Public outrage, fuelled by a maddened media, has peaked. If MPs keep falling
at this rate, the House of Commons may have to recruit passing tourists to fill up. 

The rest of the world, including the Americans, think the British are tap-tap-tap crazy.
Not to mention that it’s silly to paralyse and distract a government over who bought how
many biscuits and coffee mugs, at a time when the government has far more important
things to do. Like getting the country out of the worst recession in decades.

Many here think so too, including the Archbishop of Canterbury who’s always willing
to wade into national debates. He said humiliating MPs is endangering Britain’s democra-
cy. One estimate says the whole MP expense thing costs the British taxpayer about 20
pence a year — I won’t even try to estimate what RBS and gang are swallowing out of my
tax pounds. Given the absolutely colossal amounts of waste and inefficiency in other gov-
ernment sectors, like big civic projects, public health, education, transport, et al, why
should anyone care about the odd pound for a bath plug or an accountant?

Consider the details that are being leaked. The names are irrelevant, but one claimed for
dredging his moat in his country house, others claimed for hiring a tax advisor, for renting
homes from their relatives and friends, for hiring drivers, and even for garden improve-
ments that included a duck pond. Anti-posh Britain is horrified. I suppose it would be okay
to claim for being out with the lads at rugby, but not for duck ponds. 

Gordon Brown, himself, is accused of paying a few thousand quid for sharing a cleaner
with his brother. Umm, nobody even knew he had a brother. 

The amounts are, given the trillions lost in the banking system, trivial —  nothing more
than paltry thousands, even hundreds. In a recent crackdown Mr Brown reduced the up-
per limit for rent an MP can pay for a second home to £1,250 from £ 2,400 a month. It may
be possible to get a property within cycling distance of Westminster on that budget, but
then it’s also possible there’s water on Mars. 

By the way, none of this is illegal — MPs are allowed to maintain their second homes for par-
liament work on government money, and have followed the rulebook in almost every case.

It’s true that the British don’t normally react with such ferocity. This time, though, what
should be minor mischief in Westminster has turned into a burning national issue. The reasons
should be obvious. First, of course, the intense and unrelenting pressure of the media, led by
the Daily Telegraph, which is known for its anti-Labour policies. Next, the politicians themselves
have misjudged the mood of the public —  MP after MP reacted with outraged innocence, and
then had to be quietly cut down to size by their leaders, Gordon Brown or David Cameron.

Usually, the British public never complains, however badly it’s treated. But there’s al-
ways that ‘last straw’ when they go ballistic, usually over something weird. Outsiders can
never predict what that hair trigger will be; but elected representatives ought to. 

A nation brought to its knees by the incomprehensible machinations of an arcane fi-
nancial system is looking for someone to get angry with. In terms they can understand. For
the average tabloid and Briton, things like home improvement, dry rot, gardens, office sta-
tionery, and mortgages, they understand. It’s familiar. 

They want to vent at something in the local pub, and credit default swaps don’t exactly
fit the bill. Bankers are too complex as villains. The local MP claiming for hiring a chauf-
feur-driven car, that’s outrageous.

There’s one silver lining to the MP witch hunt, though.
As long everyone — including the media — is focused on this, they’ve temporarily stopped

looking for other scapegoats. Like foreigners, and immigrants, and even bankers. Those of us
who’ve been given a reprieve are heaving sighs of relief. Maybe we won’t have more knee
jerk anti-foreigner legislation, or more money thrown at banks either. For as long as it lasts.
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