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Recessions are especially hard on small
businesses. Few small firms have the
resources to stay the course and wait out the
bad times. Credit is scarce, and budget cutting
difficult. In a small operation, there are not
that many places to cut.

"It's always easier to tip over a small boat,"
says W. P. Carey School Assistant Dean
Andrew Atzert, who organized the school's
Small Business Leadership Academy two years
ago. "When seas are rough, it's that much
easier."

But there are things small businesses can do to improve their odds of success,
according to the W. P. Carey School's experts in management, marketing, and
entrepreneurship. By being aware of both risks and opportunities and by
paying attention to long-term strategy, small firms can successfully navigate a
recession and sometimes emerge from the bad times stronger than before,
these experts say.

"Small businesses need to step back and decide what is the core of their
competitive advantage," says Executive Dean Amy Hillman, chair of the
Management Department. "In a bad economy, you have fires to put out every
day, and you think it's the time you can afford least to step back and look at
the big picture. I think it's the best time to do it."

Associate Professor of Management S. Trevis Certo is faculty director of the
10-week Small Business Leadership Academy, the business school's
streamlined continuing education program for small business owners and
managers. He believes that in a recession small businesses must focus on
keeping existing customers. Sometimes this means holding down prices by
cutting costs, he says, while other times it means changing their product or
services to differentiate it from the competition.

"If small businesses can survive this period, then they'll be in a good position
when the economy finally makes its turn," Certo says.

Rule number one: Don't panic

When a recession hits, small business owners and managers can have any
number of reactions, and some only make the problem worse, according to W.
P. Carey experts. One particularly unfortunate response to a downturn is to
cut everything -- budgets, inventory, personnel, and prices.

"If you just cut everything 25 percent, in some respects, that's the easy way
out," says Gary C. Naumann, a management lecturer and director of
entrepreneurial initiatives. "You haven't thought about it, and you haven't
looked at each item. You need to examine every aspect of the business to
decide what is mission critical."

Hillman agrees. "You can get into a panic mode where you're basically chasing
your own tail. You see a lot of activity and churn and turmoil," she says.

Retailers have to be judicious about trimming inventory, according to
Naumann. "If you cut your inventory to the bone, everybody will notice.
People will wonder if you're going to be around. It's like a self-fulfilling
prophecy."

Another mistake small businesses make is to stop advertising and promoting
themselves, Naumann says. "In retail, that can be a death spiral."

There are ways a small business can promote itself without a big advertising
budget, according to Naumann. He advises owners of small firms to try to get
on local radio shows or to pitch story ideas to newspapers. And he says they
should stay visible by attending community functions.

"Sometimes it's just a matter of being the number one promoter of your
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business," Naumann says.

Marketing Professor Michael Denning suggests viral marketing for small
businesses that don't have a big promotion budget. With a small initial
investment, a business can get its message out, then watch it spread widely
via social media.

"It allows you to take a few dollars and put something out into the
marketplace," Denning says. "If it's successful, it multiplies by itself, as like-
minded people start talking about it to other people."

Serving your customers

Paying attention to customers -- a key strategy for any business in a recession
-- means focusing on services, management experts say.

"Even if you're a company that sells goods -- safety gloves, fire extinguishers,
clamps, or tools or whatever -- the service that you provide along with the
product can be the key differentiator between you and your competitors,"
Atzert says.

Professor of Marketing Amy Ostrom, who teaches a course on services for the
Small Business Leadership Academy, says, "In tough times, it's critical to
provide the best services possible."

Ostrom encourages organizations to use a technique known as "services
blueprinting" to improve the experiences of customers. Developed over 20
years ago by a bank executive, services blueprinting is a group exercise in
which members of an organization gain the perspective of customers and also
learn how the roles of different players in the organization affect customers'
experiences.

"By providing the best services you can to your customers, you enhance the
likelihood you'll be able to keep them," Ostrom says.

For a small business, providing new or better services separates you from your
competitors, according to Atzert. "You're making yourself a more valuable
supplier, and often you're also producing a new income stream because you
sell the service," he says.

Communicating problems and solutions

A recession takes a toll not only on the bottom line but also on the psyche.
Business owners cannot help but be affected emotionally as they watch hard
earned gains being wiped out by forces beyond their control.

But despite these pressures, small business owners and managers need to put
up a brave front, according to management experts. Closeting yourself in your
office or walking around with your head down, will only spread the gloom to
employees and everyone else you deal with, experts say.

"You don't have to be Pollyanna," Naumann says. "You can't say, 'Every
thing's great and we have nothing to worry about.' You have to be realistic
and say, 'These are our problems. Here's how we're going to attack them.'"

It's especially important to keep communicating even when things have taken
a turn for the worse, Naumann says. Everyone -- employees, suppliers,
lenders, and customers -- wants to know what is happening.

"The expression 'no news is good news' is absolutely not true in this case,"
Naumann says.

"If people hear nothing, they assume the worst."

When being small is an advantage

While recessions are rarely good news for any business, they can present
opportunities, especially for firms that can take the long view.

"There are companies that have thrived in this downturn," Denning says. "In a
recession, there is always some panic, and businesses withdraw from markets.
People who see those openings can capitalize on them."

The niches that these opportunistic businesses occupy may be small, but
markets can grow as the economy recovers. "The customers are still there,"
Denning says. "They may not be buying as much as they were before but
they're still buying."

Another feature of recessions is layoffs. And an employee shed by one firm
can be a valuable pickup for another, according to Denning.
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"You have an opportunity to attract into your business some skills and abilities
you would not normally be able to. People are willing to work for a smaller or
more risky venture," Denning says.

Small businesses also have an important advantage over large firms.
Unburdened by large bureaucracies, they can shift strategies more quickly.

"They're definitely more flexible," Certo says. "They can shift quickly in a
changing environment."

Bigger companies typically can cut costs more steeply and more quickly than
small firms, according to Certo. "But that opens the door. As larger companies
focus on cost, smaller companies have the opportunity to differentiate what
they offer," he says.

Naumann says that small business owners who can focus on the fundamentals
and stay positive are poised for success as the economy revives. "These are
things that you can do," he says. "They are under your control."

Bottom Line:

In a recession, small businesses need to step back and assess their
long-term strategies. This often means resisting impulses to slash jobs,
inventories, and marketing.
Focusing on providing high quality services is an important strategy for
small businesses in a recession. Good services can separate a business
from its competitors and help it to retain customers.
Small business owners and managers must stay visible and positive in a
recession. Keeping communications open with employees, suppliers,
lenders, and customers builds the trust and cooperation needed to
overcome challenges.
Recessions can present opportunities for small businesses. Some firms
will vacate markets when hard times hit, and these openings can be
filled by other companies. Also, small businesses can hire talented
people who have lost their jobs at larger firms.
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#1    An additional idea

Excellent ideas in this article. I would like to add another concept -- budgeting
discipline during good times. 

Every business should set aside enough money to weather a severe downturn of
the economy. I would say enough money to operate your company for 18-24
months. I know this seems almost impossible. It probably is for a publicly held
company. But a very successful privately held company should be able to do this.

The benefits of pursuing this strategy are huge. First, the company can retain
earnings from the investment of this contingency fund (I recommend money
market or Treasuries or some vehicle that protects the principle). Second, it will
give you peace of mind. Third, it will give your company incredible advantages
over your competitors during severe economic downturns. 

For example, most businesses cut back on marketing during economic downturns.
However, in many cases, a recession is the best time to invest in marketing to
grow market share while your competition is floundering. 

Advertising Age just published an article highlighting the fact that among the Top
100 national advertisers who increased their advertising during the most recent
recession, 70% experienced sales increases! Numerous national studies dating
back to the Great Depression have come to similar conclusions. 

It takes money to make money and this is especially true during a recession.
Certainly, there are expense cuts than can be made during hard times. However,
these cuts should be related to activities that decline as sales go down. You
shouldn't be waiting until hard times strike to exercise budget discipline. Resist
the temptation to grow expenses just because you have the cash flow to cover it.
Instead, be frugal and set aside money for the next recession.
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