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A. External 

External causes of business decline and failure are typically not rooted in minor 
changes in daily business activities, but rather trace their origins to a relatively few 
trends and events that threaten the core of a company’s business. Some of these 
changes, such as population and demographic changes and trends in peacetime, 
take place slowly and reasonably predictably. Turnaround managers should plan 
for, and position their companies in anticipation of these changes. Other disruptive 
events occur suddenly and are dramatic enough to change the competitive 
landscape permanently. Failure to anticipate such events, to calculate their expected 
consequences, or to take note of such trends and their implications for one’s 
business can set the stage for failure.

As an example, one empirical study of 51 failed organizations finds that none of the 
failures was the result of unforeseeable events. In every case, a particular change 
in the external environment was foreseen and discussed—but then subsequently 
disregarded.3

Broadly speaking, there are four main types of external change that turnaround 
managers should consider, monitor and anticipate: economic change, competitive 
change, social change, and technological change.

1. Changes in economic conditions
Economic expansions often mitigate or even mask operating problems in an 
organization. But while strong economic conditions can conceal many mistakes, 
periods of economic or industrial decline can turn minor business challenges into 
major problems. Economic problems might include declining overall demand, 
revaluation of currencies, international monetary crises, interest rate increases, and 
credit squeezes. When economic activity plateaus or declines, company failures 
increase; when economic activity picks up, we see fewer failures. 

During the course of an economic cycle, good performers outperform poor 
performers by astonishing rates. One study finds good performers’ earnings per 
share grew at 33 per cent annually, while poor performers’ EPS declined 23 per 
cent annually. This same study of failure estimates only 9 per cent of all failures are 
chiefly caused by economic factors. The lesson is that good management can offset 
poor economic conditions.4

2. Changes in competitive conditions
Thirty-five per cent of all business failures are related to competitive change (6 per 
cent competition plus 29 per cent loss of market). Companies operate in a global 
marketplace of constantly shifting competition. The emergence of low-cost foreign 
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competitors, the appearance of new companies in your industry, or the merger of 
two competitors can all drastically change the competitive landscape.5

Competitive change most often takes the form of price competition; firms reduce 
prices to introduce their products to new markets. This trend is particularly 
common during downturns in the economy, as firms attempt to keep their factories 
at near-capacity production, despite declining aggregate demand.

A more sudden and less predictable type of competition can come either from 
changes in other countries or as the result of new technologies. Years of foreign 
competition in the United States have had a particularly devastating impact on 
certain industries such as clothing (shoes and textiles), consumer electronics, and 
steel. As managers monitor the external environment for competitive opportunities, 
they need to see what that environment may imply about threats, too.6

3. Changes in societal conditions
Social change can be less abrupt and less obvious than other changes. The first signs 
of changes in work attitudes, for example, have been evident for decades, but many 
companies still do not understand how changes in society like this affect them. 
Companies incur high operating costs and/or declining revenue streams when they 
do not recognize and adjust for social changes.

Countless companies have lost touch with their markets or their customers because 
they did not see or did not react to social trends such as changes in lifestyles, 
changes in composition by age or nature of a given population, or changes in 
attitudes toward the environment or customer demands. Companies that do not 
respond to such changes may even lose touch with their own employees. The costs 
of not reacting to such concerns range from lower productivity to outright rebellion. 
In either case, however, company competitiveness is adversely impacted.

The better news is that because social changes tend to occur slowly over long 
periods of time, reasonably astute managers should be able to keep up with such 
changes in most industries. They can adjust their product mix, employment 
practices, or pricing strategies to maintain their competitiveness.

4. Changes in technological conditions
The two main sources of technological change in the external environment are 
information technology and transportation technology. Global markets would not 
be what they are today if information, products, and people could not be moved as 
easily with today’s technologies.

The absolute amount of information in the world has been growing at an increasing 
rate. Between 1965 and 1980 the number of scientific articles published per day 


