N.E. firms can get away with more after Sept. 11

by Glenn Gutmacher

(published in Boston Business Journal, Nov. 9-15, 2001)

What many anticipated would happen economically after Sept. 11 is now official:  We’re in a recession, and New England is expected to lag the rest of the nation whenever the recovery begins.

That means most companies reading this are not going to make their yearly revenue goals, let alone fourth-quarter targets.

Beyond praying for every bioterrorist to be rounded up as soon as possible, what are you doing to make sure that it won’t happen in 2002?

Cover for accelerated layoffs

Some of the many ailing area companies that had tried to avoid layoffs before Sept. 11 have since done so.  And other firms that had already begun layoffs are doing so at an even faster rate than before Sept. 11.  Why?

“The mere mention of layoffs no longer gets a company news coverage,” explains John Francis, president of ReadyAbout Interactive, a web-services and digital-media development and marketing consultancy in Boston.  “Our focus on bigger issues has, to some extent, provided ‘cover’ for firms planning layoffs--whether essential or not.

“While this is not to challenge the need for layoffs at firms threatened with economic survival,” Francis hastens to add, “it is an observation that cover exists for firms to hoard cash and lower their burn rates through layoffs that would not have been considered previously.  And there is no court of public opinion to rein in this behavior because our focus is elsewhere.”

Start delayed projects

How else can companies in Greater Boston become competitive for the future with efforts that, under other economic conditions, might be more closely scrutinized?  How about laying the foundation for the project initiatives that you know will help improve business long-term?

“No budget,” you say?  Think big picture for a moment.

If you can get the ear of your CEO, CFO, CMO or other appropriate C-level officer, approach it like this:  “You know we’re not going to make the numbers this year or quarter, but none of our competitors will, either.  So let’s recognize that and position ourselves to succeed next year.  Let’s approve that new project that everyone was gung-ho about in the second quarter prior to the softening of the economy and the Sept. 11 events.  Our bad numbers will only be slightly worse, but at least you can point our investors and shareholders to the kinds of forward-thinking initiatives that will carry us next year.”

For most firms, the rule of the day has been cut, cut, cut.  But, as the old saying goes, you can’t save your way to prosperity.

“Again, you’ve got to get the C-level buy-in to implement this kind of thinking.  A departmental manager obviously does not have the budgetary authority to make fiscal decisions that deviate from their authorized budget,” said Francis of ReadyAbout Interactive.  But if you do get buy-in, and it’s approved, you’ve planted the seeds for success and perhaps saved your job and those of your bosses.

There are precedents for this.  Consider what happens when the opposite economic conditions exist.  When good companies have excess income and want to reduce their tax hit, what do they usually do?  Invest that extra money in R&D projects or a variety of items that can be quickly expensed.  “That’s exactly what we did in 2000,” said Francis.  “As a subchapter ‘S’ corporation, we prepaid as many expenses as was practical, and, working with our accounting firm, we accelerated a number of our purchase decisions to manage down our year-end profits,” he added.

The logic of that approach is still solid, even though most companies are now in the opposite situation.  And, you’ve got the cover of a bad economy and comparative bad results across the board among competitors, so your spending is effectively hidden.  The economy and our national psyche have both taken a hit.  It may be that the most prudent thing to do is to recognize that and give your firm a running start heading into 2002.

Hopefully, no one needs to tell you that Internet-based commerce and interaction will continue to grow in an increasingly wired world.  Even if domestic air travel hadn’t dropped as a result of terrorism, global opportunities would have demanded a greater use of web-based videoconferencing technologies, which have become downright cheap thanks to companies like WebEx and Placeware and a variety of other interactive technologies.  So why not invest in them now, and profit from them later?
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