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THE ECONOM C sl owdown may | ast | onger and nmay be nore serious than what
was originally thought. Wen the currency crisis hit the region in the
second hal f of 1997, many believed that Malaysia, with its fundamental
strengths, will be able to recover quickly. Some then thought the econony
could turn around within six to 12 nonths. However, the nood of
despondency that prevails now could lead to a prol onged downturn, |asting
between two and three years.

At the nmacro-1level, various neasures were introduced to reformthe
econony and restore investor confidence. The setting up of the Nationa
Econoni ¢ Action Council (NEAC) was one such confidence-boosting step. The
NEAC exco neets daily to nonitor the pul se of the econony and di scuss the
way towards econom c recovery. There is no doubt that the NEAC conprises
men of integrity and experience. The five exco menbers - Datuk Seri Dr
Mahat hi r Moharmad, Datuk Seri Anwar |brahim Tun Dai m Zai nuddin, Tan Sri Dr
Noor di n Sopi ee and Ch Si ew Nam - conbi ne political wi sdomwth
intellectual capacity and busi ness acunen. Wiile many are fanmliar with
the Prime M nister, Deputy Prine M nister, Econom c Adviser to the

Gover nment - cum NEAC executi ve director and chairnman/ CEO of ISIS, few

Mal aysi ans have heard of Oh Siew Nam OCh is managi ng director of Federa

Fl our (a conpany in Robert Kuok's stable) and a nenber of the board of

di rectors of Bank Negar a.

We have heard that the NEAC has cone up with various proposals to junp-
start and further |iberalise the econony. But the details of the proposals
are not known. It woul d have been better if the NEAC were to come up with
a conprehensive strategy or package of proposals, and publish it, in
accordance with the principle of transparency. Neverthel ess the gover nnent
shoul d be | auded for establishing the NEAC and its exco congratul ated for
its diligence in neeting daily.

Whil e confidence is slowy returning to the econony and the macro-
econom ¢ outl ook becones clearer and nore certain, albeit, resulting in

hi gher inflation and | ower growth, at the mcro-1level individual conpanies
are not out of the woods yet. In fact, at the mcro-level things may

wor sen over the next four to six nmonths, as higher corporate receiverships
and i ndi vi dual bankruptcies can be expected. Conpani es and entrepreneurs
face testing times as the liquidity crunch affects their cash-fl ow and
ultimately survival. There is a perception that things may get worse
before they get better as the effects of the financial crisis works its
way t hrough the real econony.

Wth retrenchnents expected to increase and with nore conpani es freezing
salary increments and bonus paynents, the npbod of consuners has been
danpened. Donestic demand has declined. This will have a spillover effect.
Al ready, the February figures for the Industrial Production Index (IPl)
show an unexpected decline. This is the first time since June 1987 when
the 1Pl recorded negative figures. In addition, the Malaysian Institute of
Econom ¢ Research in its April Quarterly Business Conditions |Index showed
growi ng pessi m smanong nanufact uri ng conpani es about their future

busi ness prospects. As such, the nacro-econom ¢ neasures intended to
restore confidence and stabilise the situation have been perceived to be
contractionary bringing up fears of a recession.

Mal aysi an conpanies will therefore face testing tinmes. The next two

years will be a period of transition and renewal. The testing tinmes calls



for | eadership, courage, vision and conmitnment. This is a period when many
entrepreneurs and managers will have to grapple with issues of survival,
managi ng change and succession. It has been said that tough times do not

| ast; only tough people do. This is therefore a testing time for

busi nessnen and nmanagers to see how tough they are and whether they can
weat her the stormand yet survive at the end of the day.

Two years ago, Professor M chael Porter of Harvard Busi ness School
remarked “that Asian conpanies don't have a strategy. They just do deals'.
The econom ¢ sl owdown has affected nmany deal s as they go sour with
declining property and stock market prices. Is Porter right or will he be
proven wong? As events unfold over the next several months, we shall see
nmore entrepreneurs, businessmen and nanagers put to a test. This is in
fact a defining noment for Ml aysian business. How well we cope with the
financial crisis will enable us to nove forward to the next millennium as
21st century players well equipped to face economic vicissitudes. O it
coul d nmake us sink into oblivion. To be global players in business, one
needs to know that good tinmes don't l|ast forever and in good tinmes we need
to have contingency plans to deal with not-so-good tinmes. One al so needs
to recogni se that just as there are rewards for business success, failures
in business could | ead to bankruptcies. One needs to accept the fact that
in business there are winners and | osers, success and failure. Sonmeone
once said that “capitalismw thout bankruptcy is like Christianity without
hel I".

The critical question then is how can Mal aysi an busi ness face the

testing times ahead? Business strategies to survive the downturn shoul d
probably be in two phases. The first is to survive the econonm ¢ downturn
whil e the second phase is to prepare for recovery and to lay the
foundations for growh and profitability. In the first phase, the primary
obj ective should be to keep the business as a going concern. To survive
the downturn, cash flowand liquidity is of paranount inportance. Short-
termstrategies should be put in place to determ ne how cash fl ow can be

i nproved. These neasures could include sale of assets, cost reduction,

i mprovenments in collections, seeking support frombankers and creditors. A
qui ck corporate diagnostic is essential to ascertain the liquidity problem
and what can be done to inprove cash flow Bold, tough neasures are needed
to survive the downturn. This first phase of critical and intensive care
will allowthe conpany to survive in the short run and be better
positioned for the turnaround.

In the second phase, reengineering and corporate restructuring will have
to be carried out. Managenent practices nmust be inproved. Efficiency and
productivity needs to be increased. Reengi neering and restructuring could
lead to slimrer and fitter businesses, better equipped to conmpete in the
21st Century. Downsi zi ng often acconpani es reengi neeri ng progranmes.

Next, the conpany and its nmanagenent has to build value or create val ue
for the restructured conpany. This requires innovation. Businessnen and
managers need to continually innovate as custoners and enpl oyees are
getting smarter all the tinme. Managers al so need to define a new focused
strategy for the restructured conpany that will enhance sharehol der val ue.
Cor porat e governance too nust be inproved within the conpany as those that
are nore transparent and adhere to business ethics will regain investor
confidence and ultimately recover faster.

The tough tinmes ahead will also test the resolve and capabilities of our
CECs. Many CECs are good at nanagi ng and | eadi ng their conpani es during
boomtines. Few CEGCs know how to manage well in declining markets. Hence,
this is also a testing tine for Ml aysi an CECs.
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