McKinsey Global Survey Results:
Economic conditions snapshot,
November 2008

"The survey was in the field from
November 5, 2008, to November
10, 2008. It includes responses
from 1,424 executives from all
regions, industries, and functional
specialties. Forty-one percent
represent public companies, and
48 percent represent private ones
(the rest are government-owned or
not-for-profit). Fifty-one percent
have annual revenues below
$1 billion, and 43 percent have
$1 billion or more.

In a survey in the field from November 5 to November 10, executives from around the
world indicate that many companies are surviving the global economic turmoil fairly
well. And though executives are quite pessimistic about broad economic trends, some
say their companies are finding opportunities. Respondents also spell out what they
think governments should do to help.

In a survey launched the day after the US presidential election, executives from around
the world indicate that they expect 2009 to open with a global recession and continuing
high volatility in equity markets. They also believe that financial markets will remain
more stalled than liquid. And a majority expect their country’s GDP to contract next
year—most predict by 2 percent or less.

Nonetheless, many executives say their companies are holding their ground, though
some are hard hit. Half of all respondents expect their companies’ profits to stay stable
or increase this fiscal year, and some are finding opportunity in turmoil—by entering
markets where competitors have weakened, hiring talent that would otherwise not be
available, and seeking M&A opportunities. Smaller and private companies generally see
themselves in a somewhat better position than larger and public ones. Most companies
across the board have not sought external funding since mid-September because they
haven’t needed it, and, although few expect to hire in the rest of 2008, only about a
third expect to decrease their workforce.

Looking ahead, executives say that governments should take some limited, globally
coordinated steps on regulation and fiscal policy, invest in infrastructure, and support a
range of industries beyond the financial sector. Many expect governments to focus on

other actions instead.
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*This is consistent with a finding
from a survey in April 2007 asking
whether companies had more
organic investment opportunities
than they could fund internally;

63 percent said they used little or
no external funding. See “How
companies spend their money: A
McKinsey Global Survey.”

Not all companies are desperate

Though the news is filled with reports of companies unable to get the funds they need to
operate, two-thirds of respondents to this survey say their companies haven’t sought
funds from external sources since mid-September>—and 81 percent of those say the
reason is that their companies don’t need funds. The figures are fairly consistent across
regions, industries, and company size and type. Even in the financial services industry,
only a third of respondents say their companies have sought funds.

It must be noted that among the relatively small number of companies that did seek
funding, the proportion of those that couldn’t get it, 17 percent, has nearly doubled
since October, when 9 percent of respondents said they had been unable to obtain
funding they had sought in the period from July through September. In addition, 6o per-
cent of respondents who have received funding since mid-September say it cost more
than it had previously; among those who expect to seek funding during the remainder
of 2008, 41 percent expect costs to rise.

It is perhaps not surprising that financial-services firms are having the least trouble
securing the funding they seek, given many governments’ support of those firms; larger
companies—those with annual revenues of $1 billion or more—and public ones are also
slightly more able to get funds than smaller or private ones (74 percent of large companies
are also public, 77 percent of smaller companies are also private). This variability may
relate to the sources from which companies have sought funding (Exhibit 1).

Exhibit 1
Sources of funds

From which, if any, of the following external sources has
your company sought funds since mid-September?

9% of respondents who have sought external funding since

oo S i mid-September 20082 n = 288

has your company sought Total
external funding?

W Private companies with
<$1 billion in revenues

B Pyblic companies with >$1

% of respondents,' n = 1,424 billion in revenues

Existing credit lines at

Don't commercial banks
know New credit from %5 ' 4
13 commercial banks 30
Stock issuance 20 “ 3
Yes
. 4
No 67 Bond issuance 17 27
Short-term paper 12 E
25
New credit from

central banks

'Figures may not sum to 100%, because of rounding.
2Respondents who answered “don’t know” are not shown.
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Three-quarters of respondents say their company is cutting operating costs in response
to the economic turmoil, and 37 percent are cutting capital investments (Exhibit 2).
However, some are also finding opportunity—34 percent, for example, are introducing
new products or services to gain market share from weakened competitors.

Companies with annual revenues of less than $1 billion, along with private
companies, are likelier than others to be introducing new products or
services and hiring talent that would not otherwise have been available,
perhaps reflecting a greater agility than some other companies

Exhibit 2
Responding to economic turmoil

% of respondents,! n=1,424

What steps, if any, has your company taken or does your company plan to
take in the rest of 2008 as a result of the global economic turmoil?

Total Manufacturing High tech/ Financial Professional
&' Opportunities telecom services services
Reduce operating costs 75 84 81 Al 60
Increase productivity - 44 - 44 - 49 - 39 - 42
Reduce capital 37 54 u 3 21

investments

Introduce new

products/services to gain

market share from - = - 33 - 43 . = - M
weakened competitors

Restructure 28 32 30 29 19

Seek merger or acquisition
opportunities . 2 . w . = . = I E
Hire talent that would

not have been available I 16 I 10 I 16 . 21 . 20

otherwise

Leave certain markets n 9 9 20 10
Increase hedging 5 10 3 5 2
No steps 4 2 2 4 7

"Respondents who answered “other” or “don’t know” are not shown.
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A slim majority of executives expect their companies’ workforces to remain stable
through the rest of 2008, and 13 percent expect to hire; 35 percent expect their
workforces to decrease, an increase of 6 percent from just two months ago (Exhibit 3).
There are few regional differences and, not surprising, some large industry differences.
Within the next calendar year, slightly more executives expect workforce costs to
decrease rather than increase—from 37 percent to 33 percent. In still-growing China
and India, more executives expect costs to increase.

What does all this imply for corporate profits? Not bad news, many respondents say:
38 percent expect an increase this fiscal year, and 12 percent expect profits to remain
stable. Executives at companies headquartered in Europe, and those in financial
services, are least optimistic, with 33 percent and 26 percent, respectively, expecting an

There appears to be more pressure on large and public companies
than others to reduce the size of their workforces: 46 percent of these
companies say they will do so before the end of the year, which,
given the low number of companies hiring, likely indicates higher
unemployment in the near term

Exhibit 3
A shrinking job market

% of respondents’ I Nov2008(n=1424) How do you expect the size of your company’s total
workforce to change, if at all, in the rest of 2008¢

Sep2008(n=1622) How do you expect the size of your company’s
workforce to change, if at all, over the next 6 months?

Increase No change Decrease

Total DR
By Business, legal,
industry  professional services - 13
High tech, telecom - 13
Financial services - 12

Manufacturing . 8

30

w
©
&
o
©
N
)

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




5 McKinsey Global Survey Results Economic conditions snapshot, November 2008

increase (Exhibit 4). Once again, smaller and private companies are likelier than others
to expect profits to rise.

As executives try to understand what the next few months will hold, they are looking
mostly at the availability of credit and corporate funding and at the situation of
consumers: purchasing power, debt, job losses, and overall sentiment. Yet 56 percent of
respondents say they are unable to make good sales forecasts in the current situation
and 30 percent say the same about customer preferences, indicating that some may find
it difficult to chart a clear course.

Exhibit 4
Some optimism on profits

% of respondents,' n=1,424

Houw, if at all, do you expect your company’s profit to change in
this fiscal year compared with the prior fiscal year?

Change in percentage points

W< Me-10 B 15 16-20 M 2125 M 25

Decrease Increase

Totl «HT I AT

By company headquarters

T L
B

« B
NI
ossosgowns s [N I

By ownership and size

wemet o ] -
Gereer o EEEEIE -

By industry

ovasnos o+ [EEEAECIEE BN
s o T I
it g T " NF

R - BN I

'Respondents who answered “no change” or “don’t know” are not shown.
2Asia-Pacific includes Australia, Hong Kong, Japan, New Zealand, Philippines, Singapore, South Korea, and Taiwan.
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The bigger picture isn’t pretty

Though many individual corporations are holding their ground, executives are very
gloomy about national and global economic trends. At the beginning of 2009, most
expect to see a global recession, high market volatility, and financial markets still more
stalled than liquid (Exhibit §). There are startlingly few notable differences among
executives in different regions or industries, or at companies of different sizes or types.
Two-thirds of respondents also expect to see a decrease in their industries’ growth rates,
and 54 percent expect industry consolidation, although only 7 percent expect to face
competition from new entrants in their industries.

Exhibit 5
Trending badly

Expectation on where given condition will be at the beginning of 2009, average score of respondents

Markets have stalled: cost of credit
remains high, liquidity remains limited,
asset prices remain low

Markets have rebounded: credit
and liquidity are returning and asset
prices are recovering

High market volatility continues

Market volatility has notably declined

Government regulation or activity
in the financial sector has increased
significantly

Government regulation or
activity in the financial sector
has increased slightly

A prolonged global recession
is creating widespread effects
in the real economy

A recession primarily limited to
developed economies is having little
effect on the real economy

Risk taking and/or risk
trading by companies has
declined dramatically

Risk taking and/or risk trading by
companies has declined moderately
or slightly

Many industries have undergone
significant restructuring,
including consolidation and/or
new entrants

Little industry restructuring has
taken place

There has been a 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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Two-thirds of executives expect their countries’ economies to be worse in the first
quarter of 2009 than they are now, with some interesting regional variation (Exhibit 6).
The fact that a third of North Americans think that conditions will remain the same

Executives at smaller and private companies expect an
upturn a bit sooner than others, perhaps reflecting their more
sanguine take on their own situations

Exhibit 6
Dark expectations

% of respondents,! n = 1,424

Compared with conditions today, how do you expect your
country’s economy to be in the first quarter of 2009?

Substantially/

moderately
Moderately/
better  The same substantially worse

v I R

ove e P T N
—
T

By region

"Figures may not sum to 100%, because of rounding.
2Asia-Pacific includes Australia, Hong Kong, Japan, New Zealand, Philippines, Singapore, South Korea, and Taiwan.
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there may indicate that some, at least, are seeing a bottom in the region. That is
consistent with the finding that North Americans are the likeliest among executives in
any developed region to expect an upturn sometime in 2009 (Exhibit 7).

Exhibit 7
An upturn in 2009?

% of respondents,! n =1,424

When do you expect an economic upturn to begin?

By region
Total Asia- Europe North China India Other developing
Pacific America markets
ByMar2009 |3 | 2 | 3 K | 3 K |6

Ap-June 2008 [ 10 K g j - j - R i
wews v Qo Ow Ho Es B W
wwos Wz B> Bo Hx B Hx B
ywed s e e > N o

2010 or later 46 51 52 40 47 29 44

TRespondents who answered “don’t know” are not shown.
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Regardless of when exactly they expect the economy to turn upward, 59 percent of
executives expect the GDPs of their respective countries to decline in the next calendar
year, with notable differences between developed and emerging markets in both the
proportion expecting a decline and the amount of the decline they expect (Exhibit 8).
When asked which specific indicator they’re using to indicate an upturn, the vast
majority of respondents say sales or consumer sentiment, economic growth, or
employment figures. But a few are using more idiosyncratic indicators, from how long
lines are at taxi stands to the price of luxury items such as champagne and caviar to
their own gut reactions.
Exhibit 8
Slower growth
% of respondents,' n=1,424
How much, if at all, do you think your country’s GDP
will change in 2009¢
Change in percentage points
Ha Hi2 W3 5-6
Decrease Increase
<IN N
By region
- I Y
Y
<M .
- .
TRespondents who answered “no change” or “don’t know” are not shown.
2Asia-Pacific includes Australia, Hong Kong, Japan, New Zealand, Philippines, Singapore, South Korea, and Taiwan.
Y
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What governments should do

We asked respondents what governments should do—and what they expect governments
will do—to quell the global economic turmoil. Executives around the world have some
different recommendations for what governments should do and markedly different
expectations of what they will do.

There is far more agreement, for example, that regulating existing troubled financial
products should and will be the focus of new regulation (Exhibit 9) than there is on the

Exhibit 9
The focus of new regulation:
troubled products

% of respondents,’ n = 906

Ideal vs expected focus of new regulation on financial industry:

2 |deal focus B .
Expected focus y region
Total Asia-Pacific? Europe North America Developing
markets
On regulating existing
roubed roduts,suohos NN 73 NN 75 N co [N v W 7:
credit default swaps
On coordinating [ 62 e 58 [ e e 49 [ 59
regulations globally 49 43 59 40 47

On regulating new [ 50 38 | s 53 s 53
products 44 46 41 48 46

On regulating basic K B B P 36 e o3 43
34 32 50

operations of financial 38 37
institutions

There should be no
new regulation of I 14 ‘01 |0 3 |16 \ ]
the financial industry

"Respondents who answered “other” or “don’t know” are not shown.
) N 2Asia-Pacific includes Australia, Hong Kong, Japan, New Zealand, Philippines, Singapore, South Korea, and Taiwan.
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role governments should and will play in supporting industries (Exhibit 1o). The
biggest differences show up in executives’ views on how governments should expand

Far more executives expect governments to continue to support
the financial industry that think they should do so

Exhibit 10
How governments can help

% of respondents,’ n = 906

Role governments should/will play in supporting industries

By region

5 What governments should do Total Asia-Pacific? Europe North Developing
What governments will do America markets

Extend loans/tax credits/other

financial support to industries

in addition to financial [ . I ® -2235 8 " I 5
industry but only in short term

(eg, next quarter)

5

Extend loans/tax credits/other

financial support to industries [ 21 I 32 - W/ RE I 25
in addition to financial industry 28 26 32 29 22
for as long as needed

Not extend loans/tax

credits/other financial support

to industries outside the

financial industry; should offer e o A . 2 ERE
L - 7 16 6 6

additional support to financial

industry only in short term (eg,

next quarter)

Not extend any further

loans/tax credits/ s B 3 N 2 20 s
other financial support 1 0 2 1 0

to any industry

Not extend loans/tax credits/

other financial support to

industries outside financial o W7 e M 6
industry but should continue 24 13 32 20 19
to support financial industry

as needed

"Respondents who answered “don’t know” are not shown.
2Asia-Pacific includes Australia, Hong Kong, Japan, New Zealand, Philippines, Singapore, South Korea, and Taiwan.




12 McKinsey Global Survey Results

Economic conditions snapshot, November 2008

their fiscal and monetary policy compared with how they expect governments
to act (Exhibit 11); they expect more purely financial action and less policy change
than they think is ideal.

Exhibit 11
How to manage fiscal and
monetary policy

% of respondents, n =518

Role governments/key central banks should/will play in fiscal and monetary policy

= What governments/key

central banks should do By region
e e e Asia-Pacific? Europe North Developing
central banks will do America markets

other projects to support
their economies

Make it easier for e a s Y 3 I -
22 9 22 19 &

companies to invest in
their countries

Coordinate interest s
rate changes 5

Offer tax rebates/ -
other financial support - gg - 2258 - 223 33,14 3§4

to businesses

Invest in infrastructure, s N 5 | 5 P 83 )
58 66 52 52 58

se e 52 K [ 38
34

1 53 52 55

Intervene to prevent

dramatic changes in

exchange ra'(ei:J of 3 . 3 3 7 [ 50
P 37 36 36 33 50

currencies important to

global business

Offer tax rebates/ SR B 2 ] e 28
4

other financial support 33 1 )
to consumers

Make more funds
: ; 3 W 3 M 17 716 R m 17
available to international % Y %6 % 25

lending institutions

Not become more
active in fiscal, I37 I18 I 57 l1 0 I 12

monetary policy

B 39
2 2

TRespondents who answered “don’t know” are not shown.
T Asia-Pacific includes Australia, Hong Kong, Japan, New Zealand, Philippines, Singapore, South Korea, and Taiwan.
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