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About This Study
UAMMI worked with NEXA Capital partners to put together this
Playbook to help Utah’s manufacturers plan for and thrive through a
recession.

A.

About the Authors

This study was conducted by Dr. Tulinda Larsen, Executive Director,
Utah Advanced Materials and Manufacturing Initiative (UAMMI) and Mr.
David Beckerman. Dr. Larsen has been a practicing economist for more than
40 years. She earned her BA and MS in Economics from The George
Washington University and her Doctorate of Management from the University
of Maryland Global Campus. Mr. Beckerman has been analyzing economic
impacts on the aerospace industry for more than 30 years. He earned his BA
from the University of Virginia and MBA from Emory University Goizueta
Business School.
Michael Dyment, founder and Managing Partner of NEXA Capital
Partners, supported this project with the development of the financial model.
NEXA’s investment banking projects have secured funding for major capital
programs including critical FAA infrastructure such as ADS-B, which replaced
standard radar technology. Further, NEXA has direct experience securing
federal loan guarantees for worthy programs. Mr. Dyment has been a senior
managing director, partner, and principal with PricewaterhouseCoopers LLP,
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with Arthur Andersen LLP, and with Booz Allen & Hamilton Inc. He was also
an officer and vice president of the Transportation Practice of A.T. Kearney,
Inc. Mr. Dyment holds a Master of Science in Aeronautics and Astronautics
from the Massachusetts Institute
Thank you to our contributing authors for providing chapters:
• I5, the developer for CONNEX provided the subsection for Chapter IV
Develop an Enterprise Risk-Management Program, Assessing Vendor
Risks
• Allianz Insurance provided the subsection for Chapter IV Develop an
Enterprise Risk-Management Program on cash-flow protection
insurance, also known as Risk Insurance

B.

About UAMMI

The Utah Advanced Materials and Manufacturing Initiative is a publicprivate partnership, non-profit in Utah with the mission to elevate the
advanced materials and advanced manufacturing industries.

C.

Limitations

This study was conducted by the Utah Advanced Materials and
Manufacturing Initiative (UAMMI). Both implicit and explicit assumptions
that underlie the analysis presented here are based on the expert opinion of
the authors. Should any of these assumptions change or prove to be false, the
conclusions of this study may be significantly impacted. This study is not
intended to be used for financial investment decisions and any such decisions
are taken at the sole risk of the party making the decisions. Questions related
to this study should be directed to:
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i.

Executive Summary

ii.

Introduction
a. What is a recession & history of recessions?

A recession is a significant decline in economic activity that lasts for months or
even years. Economists declare a recession when a nation’s economy
experiences negative gross domestic product (GDP), rising levels of
unemployment, falling retail sales, and contracting measures of income and
manufacturing for two consecutive quarters. Recessions are considered an
unavoidable part of the business cycle—or the regular cadence of expansion
and contraction that occurs in a nation’s economy but are often triggered by
specific events. The National Bureau of Economic Research (NBER) is
generally recognized as the authority that defines the starting and ending
dates of U.S. recessions.
The NBER tracks the average length of U.S. recessions. According to NBER
data, from 1945 to 2009, the average recession lasted 11 months. This is an
improvement over earlier eras: From 1854 to 1919, the average recession
lasted 21.6 months. Over the past 30 years, the U.S. has gone through four
recessions:
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• 2020 The Covid-19 Recession. The most recent recession began in
February 2020 and lasted only two months, making it the shortest U.S.
recession in history.
• 2008 The Great Recession (December 2007 to June 2009). As
mentioned, the Great Recession was caused in part by a bubble in the
real estate market. The Great Recession was not as severe as the Great
Depression, its long duration and severe effects earned it a similar
moniker. Lasting 18 months, the Great Recession was almost double the
length of recent U.S. recessions.
• 2001 The Dot Com Recession (March 2001 to November
2001). At the turn of the millennium, the U.S. was facing several major
economic problems, including fallout from the tech bubble crash and
accounting scandals at companies like Enron, capped off by the 9/11
terrorist attacks. Together these troubles drove a brief recession, from
which the economy quickly bounced back.
• 1990 The Gulf War Recession (July 1990 to March 1991). At the
start of the 1990s, the U.S. went through a short, eight-month recession,
partly caused by spiking oil prices during the First Gulf War.

b. Why we think there will be a recession
Recessions, because of their relatively limited duration, can often catch
the average person –even the average business by surprise. Nevertheless, the
economic tribulations of the COVID-19 pandemic and the economic responses
to it have focused attention on changes in economic output.
In fact, it was the very short duration of the COVID-19 recession and the
strong recovery that began to set the stage for an eventual recession. Quarterly
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GDP jumped from 2Q2020 to 3Q2020 by 33 %, followed by 4.5% in the fourth
quarter. Economic stimulus enabled consumers to save and when they spent,
they spent more on durable goods. As this spending eventually tapers off and
growth slows, it can set the stage for a recession if other economic factors
worsen, because, as Dan North, Senior Economist North America for Allianz,
has pointed out, recessions usually result from a confluence of events.
A decline in consumer confidence combined with such things as a spike
in oil prices has historically signaled the beginnings of a recession, and that
confluence has come together again in 2022. In fact, consumer confidence is
as low as it was just before the 2020 recession which, in turn, was the lowest
since the September 11, 2001 terrorist attacks. Although employment remains
historically strong, annual inflation for July was 8.5%, the eighth straight
month the rate was over 7.0%, mainly reflective of high energy and food
prices. many observers feel that the U.S. Federal Reserve did not respond
quickly or adequately enough to inflation signals, thereby potentially
contributing to factors that have fostered the looming recession.

c. What is different about this looming recession
The Fed’s slow response to
inflation is, in fact, rather
uncharacteristic. This chart
from The Daily Shot shows
that the Fed’s most recent
tightening commenced well
after inflation had exceeded
the target rate of 2%, far
different from the case with
6
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previous cycles. Moreover, the interest rate increases totaling 2.25% appear to
have been too incremental to have a meaningful effect.
The chart demonstrates, nonetheless, that the Fed’ previous actions also
during conditions of higher unemployment. The fact that the coming recession
will occur in a very tight labor market means that, depending on the duration
and response, there is a risk of a significant wave of job loss, although several
firms may instead opt for pay cuts to avoid having to struggle with finding new
hires when the recession ends. While a downturn in labor demand could
dampen consumer outlook, it also can have a normalizing effect on inflation,
but that assumes a relatively balanced labor market.
Labor demand in the 21st century United States seeks a highly skilled
workforce. Even “traditional” manufacturing has evolved to require
individuals that are comfortable with computer-aided machines, the training
for which is an important investment on the part of employers. Therefore, it is
unlikely that this coming recession will see as many layoffs as in previous
cycles, although there could be an abrupt change in new hiring as firms delay
projects.
Meanwhile, any such adjustments also must be made considering the
most significant difference in the world economy compared to previous
recessions: the level of global trade and its related supply chains. The ubiquity
of global trade masks the fact that its size is a relatively recent phenomenon.
In 1988, trade as a share of global GDP was 36%; twenty years later it had
risen to 61%, falling to 52% in 2020 at the height of the pandemic (The World
Bank). That fall-off, however, as we now no, was completely a result of a
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pandemic-related drop in demand, but rather to a pandemic-related
disruption of supply, which has been one of the primary drivers of inflation.
A restoration of the global supply chain was envisioned by many,
including the Fed (leading to its early assumption that inflation was
“temporary”). Such hopes were dashed by continuing waves of COVID, a
debilitating disruption in the Suez Canal, and, ultimately, the Russian invasion
of Ukraine. Container costs have risen between three and five-fold, greatly
increasing costs of imported goods. In response, firms have quickly tried to
restructure their supply chains. The Economist cites a McKinsey survey that
81% of supply-chain leaders are now sourcing raw materials from two
suppliers as opposed to one. But markets for finished goods are also changing,
particularly because of geopolitical tensions with China and Russia. This
change in global trade is the most unprecedented aspect of the pending
recession.

d. How Utah’s manufacturers did through the 2008 recession
Utah manufacturing recovered quickly and steadily from the great
recession. Output
from 2008 to 2009
grew by over 14% from
just under $14 billion
to $16 million and
kept growing through
2011. Two keys to
success were the
diversity of
manufacturing and the

Source: National Association of Manufacturers
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small size of individual manufacturers in the state. The diversity, which
includes more recession-proof industries such as medical devices and defense,
continues to be a hallmark of Utah manufacturing. According to Phil Dean of
the Kem C. Gardner Policy Institute, Utah is tied with Pennsylvania for the
fifth most diverse economy in the United States.
As for workforce size, smaller shops are often able to be more flexible in
decision-making, enabling them to adjust to economic changes quickly. Just
before the great recession, the average Utah manufacturer had fewer than fifty
employees according to the Utah Manufacturers Association (“Utah
manufacturing strong,” Deseret News, Oct. 5, 2007). The overwhelming
majority of Utah manufacturers still work at sites with less than 100
employees (jobs.utah.gov).
One move that Utah employers (including manufacturers) appear to
have made in the wake of the recession, was to become more conservative in
hiring. In fact, one of the most pronounced effects of the Great Recession in
Utah was on long-term job growth. The following chart, compiled by Phil
Dean, shows all fifty states’ job growth trends with Utah highlighted in red and
the national average in black. Prior to the Great Recession, Utah was among
the leading states for job growth four years running. This lengthy period of
growth helps explain why as the progression took hold, Utah’s job growth fell
below the national average – employers had already established the staff they
needed.
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Yet, once the economy was on its feet again – combined with growth in key
sectors, hiring began anew and Utah became the second highest ranked state
in terms of job growth and kept that position during the pandemic recession.
Historically low unemployment remains unlikely to change in the looming
recession. Although Utah manufacturers will need to be conservative in some
respects, it is unlikely they can back off on hiring if they want to remain
competitive in the eventual recovery.

iii.

Corporate Strategies
a. Be conservative
A recession can arguably be thought of as a period of uncertainty. With

that in mind, it is generally a suitable time for firms to be conservative. This of
course means different things to different industries, and to different
companies. It could refer to, among other things, workforce and salaries,
product development, mergers and acquisitions, or the corporate balance
sheet.
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As noted in the previous section, with employment in Utah still at
historically high levels, this is an area where the acquisition of talent should
remain a priority. This is especially true for industries that require extended
periods of training or have long product development cycles. Conversely,
however, the looming recession could offer some respite for large pay
increases, because for an individual employee the risks associated with leaving
a current job during a recession are higher than at other times. If, however,
the employee has an offer from another healthy firm, then the current
employer must make the decision of whether to further invest in the individual
or let them go.
Product development considerations must be considered with regard to
the nature of the recovery – where does the recovery occur in relation to the
product life cycle. For short-cycle industries – and depending on demand
elasticity – the conservative approach would dictate a slow-down in new
product release or investment.
Given that M&A decisions are part of more significant corporate
decisions, it may seem unnecessary to consider a conservative approach in this
area. It is not the recession itself that warrant caution, but the components
contributing to the recession. In the current situation, interest rates and the
supply chain are perhaps the most relevant considerations. Because it appears
interest rates will continue to rise, buyers may wish to close potential
acquisitions sooner rather than later – holding all other considerations equal.
Selling firms may also be more eager than in non-recessionary times. Yet for
manufacturing in particular, due diligence must now pay much greater
attention to supply chain considerations and be wary of mergers that are
dependent on sole suppliers.
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b. Stay flexible
Flexibility is not the opposite of conservatism. The latter is a mindset,
while the former is a capability. From a business perspective, a conservative
approach to management and opportunities should not eliminate the ability to
take advantage of situations – even those that are ostensibly negative – to
produce positive long-term results.
Consider workforce and production. With Utah employment tight, firms
cannot afford to let people go. Yet with weakening demand, it may not be
possible to maintain normal levels of production, translating into lower
worker productivity. The flexible firm will reallocate employees’ time for longterm benefit. Generally, the most efficient means of doing so is to increase
training opportunities. This reallocation can facilitate two other beneficial
pursuits.
The first is upgraded maintenance. Production lines that had been
running full-bore to meet strong consumer demand at the end of the COVID
recession could need service and repair. With workers off the factory floor and
in training, this becomes easier to carry out. Secondly, if the firm has the
means, a recessionary period can be the best time to install new equipment
and take on new technology. Again, with lower demand, it is easier to schedule
the necessary downtime and undertake the generally more intensive training
required for new equipment.
On the M&A side, flexibility means considering which acquisitions
address the otherwise challenging aspects the recession presents to the firm.
While a firm would likely want to avoid thinning its supplier network, it
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should consider undertaking mergers that grow their supply chains and
position itself to take advantage of such opportunities.

iv.

Develop An Enterprise Risk-Management Program
a. Assess vendor risks – CONNEX
Enterprise risk management is important for any organization all the

time. It is particularly important during a recession as the risk of supply chain
disruptions increases due to suppliers going out of business and due to shifts
in supply and demand. There are also potential challenges with cash flow
which only represent a few of the possible challenges and disruptions. A
critical part of effective enterprise risk management is the ability to assess
supplier health and associated risks. Without the ability to see or anticipate
risks to the supply chain will ultimately bring about disruptions and even
termination of supply that can be potentially catastrophic to a business.
Viewing and addressing the risks can be the difference between survival and
extinction.
The U.S. supply chain risk has increased, which became apparent with
COVID. The country is facing supplier shortages, material shortages, and the
inability to make the equipment, parts, and tools they need. Shortages of vital
materials and products are not just disruptive but, in some cases, even a
matter of national security. Industries most affected by these challenges are
defense, pharmaceutical, semiconductors, medical supplies, and food (see
below for examples in defense and pharmaceuticals). The U.S. overdependency on foreign production in these sectors must be improved.
Overseas sourcing has contributed to large lead times due to periodic
shutdowns in overseas factories, ships getting stuck enroute, containers sitting
13
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in overwhelmed ports, lost shipments, and other geopolitical issues. The
United States' overdependence on critical goods produced offshore is no
longer an option. Products that come from adversary countries ultimately
control the future. They can cut off production, send defective or counterfeit
products, and make unwanted requests. The U.S. must act against bullying
and take the position to be more self-reliant and have more resilient supply
options from within the U.S. and from allies. Having products critical to
national defense manufactured in the U.S. puts the country back in control of
its future.
Regarding national defense, the world is at a volatile stage, and the U.S.
cannot have its military suffer because of these risks. Earlier this year, the
Department of Defense (DOD) released a response to President Biden’s
Executive Order 14017 America’s Supply Chains. In the response, the DOD
stressed the importance of securing defense-critical supply chains to improve
its capacity to defend the Nation. To deter America’s adversaries, the DOD
stressed that its armed forces need reliable access to every advantage. The
DOD has the responsibility to ensure that the Nation is prepared —with all
possible speed— to manufacture and deliver defense platforms and weapons
systems to the armed forces. The health of the defense supply chain is
underpinned by the health, resiliency, and capacity of the national industrial
base.
The report stated that “[p]ast DOD Industrial Capabilities Reports have
consistently warned that unless the U.S. defense manufacturing base
modernizes and adjusts to the world’s new geopolitical and economic realities,
America will likely face a growing national security deficit. Decisive action
must take place to combat the challenges to the U.S. manufacturing sector, to
14
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both maintain the capabilities and capacity to sustain its legacy systems and
expand and modernize manufacturing capabilities to build tomorrow’s
defense systems.” (Department of Defense Report on Strengthening DefenseCritical Supply Chains, February 2022
https://media.defense.gov/2022/Feb/24/2002944158/-1/-1/1/DOD-EO14017-REPORT-SECURING-DEFENSE-CRITICAL-SUPPLY-CHAINS.PDF).
To do this, the DOD response reported the need for data analysis and
visibility of supply chains, to identify risks and vulnerabilities, and to source
products in the U.S. or with allies. Frailty in the supply chain has long-lasting
implications for the U.S. national defense, which affects national security.
CONNEX Marketplace provides tools for all the areas identified by the DOD.
As stated in the Department of Defense Report, risk assessment of
supply chain disruptions, outsourcing, and defense critical materials must be
addressed and resolved now. Needed is a platform that addresses the current
problems and has integrated solutions to those problems. It is vital for the
safety of the country.
The national defense depends on critical materials. Rare earth minerals
are a group of seventeen metallic elements that are essential for making many
high-tech devices. These minerals are used in the Transportation, Energy,
Robotics, and Aerospace industries. These elements are used in cell phones,
computer hard drives, televisions, guidance systems, lasers, and radar
systems. The elements Praseodymium (Pr), Neodymium (Nd), Terbium (Tb),
and Dysprosium (Dy) are used to make magnets that make Electric Vehicle
(EV) motors, which are used in EV vehicles. China has 85% of all rare earth
processing. To see how critical that fact is, the U.S. F35 aircraft consists of
15
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over 930 lbs. of rare earth materials. These minerals are the fundamental
building blocks of the manufacturing economy. Not having the ability to
process these rare earth minerals in the U.S. puts the nation in an extremely
vulnerable position.
Counterfeiting remains a genuine issue. Depending on other countries
to produce goods is a major risk practice. The U.S. is putting its trust in the
products that come from countries, even adversary countries. A major risk is
counterfeit goods. In 2020, counterfeits were estimated at $1.8 trillion or 6.8
percent of global trade.
“One out of twenty parts imported into the U.S. is counterfeit” says
Rosemary Coates, Executive Director of the Reshoring Institute, global supply
chain consultant and an expert witness for legal cases involving counterfeit
imports. “Global counterfeiters have been linked to funding terrorist’s
objectives.” Sixty-eight percent of counterfeit merchandise comes from China.
“An estimated 15% of all spare and replacement electronic parts purchased by
the Pentagon are counterfeit.” Rosemary Coates states. Which aircraft are you
willing to take a 15% chance on?
In pharmaceuticals, currently 98% of the antibiotics the U.S. uses come
from China, and 94% of all pharmaceuticals are produced in China. COVID
showed how that affects countries when critical medication was difficult to
find once China shut down its factories. At any time, China can decide to cut
the U.S. off.
Having a disconnected Supply Chain ecosystem is a persistent challenge.
The U.S. is at a critical juncture where what is not working cannot continue.
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The time is now for filling in the holes that exist in the supply chain. Looking
at the risks and gaps, it is apparent that the way sourcing works now is a huge
problem that will have a significant impact on the U.S.
There is need for a supply chain solution that allows buyers to find and
source U.S. manufacturers based on their capabilities to ensure they can
source locally first and identify supply chain gaps. This solution must also be
able to provide manufacturers with the tools they need to visualize the supply
chain and assess the risks within it. These types of solutions have historically
been cost prohibitive, particularly to small businesses.
CONNEX Marketplace, (CM) is a SaaS platform that advances national
security through supply chain innovation. The platform assesses supply chain
risk across all sectors and provides reporting on risks at all levels of the supply
chain. Developed by i5 Services, CM was created with U.S. manufacturers in
mind and specifically addresses common obstacles in the U.S. market.
CONNEX Marketplace provides tools for all the areas identified by the DOD.
CONNEX Marketplace addresses both supply chain disruptions and
visibility. The platform offers accurate, in-depth information on U.S.
manufacturers. For buyers, supplier scouting takes a large amount of time and
in the end, they still do not find what they need. CM contains data where
manufacturers and buyers see U.S. manufacturers down to the deepest
functionality. The platform contains information on a broad scale along with
detailed search functions to find specific suppliers’ production capabilities,
including equipment and processes, as well as industry certifications, material
types, industry sectors, NAICS and SIC codes, and more.
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U.S. manufacturers cannot anticipate risk in the supply chain if they do
not have the data needed or the visibility to predict future risk. They are
unable to find which of their current suppliers are marked as risks and once
identified, find other sources quickly. They do not have visualization of their
entire supply chain, suppliers below them and buyers above them, and then
make changes in the same visualization. The CONNEX platform has in-depth
data visualization tools and deny-list verification that provide this muchneeded resource.
CONNEX significantly reduces a variety of business risks, including, but
not limited to the following risk categories:
• Financial
• Export/Trade
• Single Supplier
• Relationship
All suppliers are checked against U.S. Government block lists from the
Department of State, Department of Commerce, and Department of Treasury.
When supplier risk is identified, CONNEX finds alternate suppliers whose
capabilities and certifications meet those same requirements. The platform
makes it easy to identify alternate suppliers and improve supply chain
diversity, resiliency, and strength.
For national security, America’s manufacturing and defense industrial
base must be secure, robust, resilient, and ready. Gathering manufacturers
under one platform that has the deepest functionality, and simplified supplier
scouting, CONNEX Marketplace strengthens and shortens the U.S. supply
chain, and significantly improves production time, transportation time, and
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product integrity. More goods produced in the U.S. alleviates China’s control
of products and counterfeit goods. When U.S. companies manufacture critical
materials, they reduce their reliance on foreign manufacturing. Ultimately, the
U.S. controls its future and strengthens its supply chain.
It’s a matter of pulling together to create an ecosystem that supports
growth. Having the CONNEX platform gives American manufacturers the
ability to source nationally, not just for security reasons, but to find materials
and products that are made under stricter regulations and are monitored for
quality.
The Department of Defense has warned America that unless the U.S.
manufacturing base modernizes and adjusts, it will face a growing national
security deficit. The CONNEX Marketplace platform addresses the need to
diversify sources of supply away from dependence on politically unstable
countries, provides supply chain visualization and risk assessment, and is vital
to effective enterprise risk management.

b. Assess customer risk
Customer risk takes several forms. The ability of customers to pay is
perhaps foremost and is considered more fully later in this playbook. Beyond
creditworthiness, however, are existential considerations: is the customer at
risk of switching vendors or of closing altogether? A pre-recessionary period is
an appropriate time to consider these questions using a Strengths,
Weaknesses, Opportunities, Threats, or similar analysis from the customer’s
perspective.
The findings are likely to depend largely on the customer’s industry sector.
If it is among the more inelastic sectors, such as medical devices, there is likely
19
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to be less concern than there would be for certain consumer goods. It is
important to bear in mind what other products supply the vendor. A company
that sells a metal part to a company that retails consumer electronics or
automobiles faces the risk that the customer will halt production due to a lack
of computer chips.
The risk of vendor switching is naturally heightened in an inflationary
environment. Even if a firm has not raised prices, its customers may begin to
seek out discounts to offset unavoidable increases in other areas. This can be
an especially tricky area given that it might be difficult to raise prices again in
the future. Assessing the customers’ exposure to and ability to absorb
inflationary factors is critical for preparing for such events.
Whatever desktop analysis can be done, there is no replacement for
frequent and frank conversations with customers that appear most at risk. It is
also essential to fully evaluate the competitive landscape and evaluate what
other vendors may be able to win customers away. This should be standard
practice at any time, but for small manufacturers who might not have the
luxury of full-time competitor monitoring, the effort is critical as an economic
downturn approaches.

v.

Create Short-term Metrics to Monitor
a. Write up on the UAMMI Revenue Forecast tool
In the wake of the COVID-19 pandemic, UAMMI prepared a series of

reports on the pandemic’s effects on Utah manufacturers’ sales. It was evident
that manufacturers valued the benefit of being able to evaluate the short- to
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mid-term effects of catastrophic events. To facilitate such an evaluation,
UAMMI developed a revenue forecast tool which is free to use on the UAMMI
website at https://www.uammi.org/sales-forecast-calculator/. The calculator
is not intended to provide an exact forecast of future revenues, but instead to
provide a general estimate and an evaluation of the effects of specific
economic factors that may affect company revenues. The system is anonymous
– no identifying information is required.
The forecast is divided into two sections. In the first section, shown
below, a user selects the four-digit NAICS code for their industry. The total
sales for all Utah manufacturers with that industry code in Utah in 2020 (the
latest year available) are then displayed. The user then enters their sales for
2021 (the data entered is not saved) and the year (between 2022 and 2025) for
which they want to generate a revenue forecast. This will generate two
forecasts, one developed by Euromonitor, and the other based on estimated
changes in GDP developed by UAMMI. In general, if the Euromonitor forecast
is higher than the GDP forecast, it indicates that the industry sector is likely to
outperform the economy as whole over the forecast period. Conversely, if the
GDP forecast is higher than the Euromonitor prediction, the industry may be
expected to underperform the economy as a whole.
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The second section of the forecast calculator allows the user to evaluate
the portion of forecast revenues that are exposed to key economic factors. This
section works similarly to other online calculators, such as retirement
planners or mortgage calculators. While fairly intuitive, the user must pay
attention to their entries to ensure a meaningful output.
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The top center portion of this section provides the values for each of the
following five economic factors that UAMMI updates quarterly:
• GDP (the quarterly update means the GDP forecast will be timelier than
that which appears in the first section)
• Real Disposable Income
• Real Consumer Spending
• Residential Investment
• Exports
On the left of the screen, the user selects a weight each of these factors has
on their revenues, using either the slider or by typing in the value. A sixth
category to which a weight may be assigned is “Unaffected Sales” to capture
sales that are inelastic and that the firm believes will occur regardless of
changes in the economic environment. The numbers must add to 100% and it
is important to note that the default setting sums to 109% (to prompt the user
to make the necessary adjustments). These changes will now be reflected
graphically in the center portion of the screen, enabling the user to see the
estimated dollar effect of each economic factor on revenues.
Again, it is important to note that the information displayed is only a
guide. It does not replace the likely accuracy of a detailed revenue forecast for
which a firm can draw on years of sales history and metrics for specific
customers. As a high-level analysis, it can provide a useful comparison against
more elaborate forecasts. It is especially useful for small manufacturers who
might not have the time to conduct a detailed analysis, but still want to
understand the general effects of economic activity on their business. The
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calculator is also particularly useful to consult when major economic changes
– such as those which may indicate a potential recession – occur.

b. Other Metrics
The metrics UAMMI includes in its calculator are among the principal ones
tracked by the Conference Board. All the forward-looking numbers are
forecasts, based on an evaluation of many other factors within the economy. A
manufacturing firm is likely to benefit from examining some of the more niche
components which inform these forecasts. They do not predict a specific
economic value (such as GDP growth), but instead give an indication of
opinion.
Chief among these are the confidence metrics. Several key metrics– such as
consumer confidence and business confidence – contribute to the likelihood of
a recession when they turn negative. Consumer confidence declined three
months in a row from May through July of this year according to the
Conference Board. CEO Confidence, also compiled by the Conference Board
(and one of many available business confidence indicators) is useful in that
CEO’s tend to have a broader understanding of the economy and business
trends. Nonetheless, for the third quarter of 2022 it had reached its lowest
point since the Great Recession.
Other useful indicators for manufacturers include the Purchasing
Managers Index (PMI). Its utility has grown in the wake of supply-chain
disruptions. A related metric, though an actual historical value as opposed to a
forward index is Total Business Inventories, compiled by the St. Louis Federal
Reserve.
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Many other metrics and indices exist that can provide a snapshot of
economic confidence and performance. Sources include those mentioned
above as well as the U.S. Census Bureau at Census.gov. Specialized indices for
select industries are available from numerous economics firms, but Utah
manufacturers are also encouraged to contact the Utah-MEP Alliance which
can assist with data compiled by the National Institute for Standards and
Technology

vi.

Shift Your Focus to The Balance Sheet
a. From P&L

“Always keep an eye on the bottom line” is core business advice. The
problem is that this is a short-term consideration – keeping an eye on
expenses to make sure they do not harm profits in the given period. The profit
and loss statement is of limited value in evaluating the firm’s long-term
financial footing which is why if the company is not focused on the balanced
sheet, it should shift its attention there to better manage the looking recession.
This is not to say that P&L is not important – it is an important guide to
financial health – but as creditors, suppliers, and even customers evaluate a
firm’s stability in a recessionary environment, they will concentrate on the
balance sheet.
In a downturn, the balance sheet’s key asset figures, such as cash and cash
equivalents, will be where most observers turn. The key ratios available from
the balance sheet also take prime importance:
• Current ratio (total assets/total liabilities) – This simply provides an
overall estimation of the firm’s ability to meet debt obligations in
both the short- and long-term.
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• Debt ratio (total liabilities/total assets) – Especially valuable for
evaluating financial flexibility, the ratio indicates how much leverage
the company has
• Debt to equity ratio (total liabilities/shareholder equity) – Generally
used for evaluation of publicly traded firms (though not exclusively),
the ratio shows how much debt is used to finance corporate assets
• Days Sales Outstanding Ratio (accounts receivable/(annual
sales/365) – Also addressed in the section on creditworthiness, it
measures how long it takes for customers to pay.
These ratios can be strengthened through several means, including the
sale of unproductive assets or unnecessary assets. Nevertheless, selling in a
recession means that the resulting value may be lower than previously
estimated.
Another area to be watchful of are inventories. For much of the period
since 1990, firms have sought to keep inventories at a minimum, reducing
the risk of obsolescence and inventory loss, and diminishing the costs
associated with inventory storage. Close attention was paid to inventory
turnover (net sales or cost of goods sold/average inventory), a metric that
varies significantly by industry. In the wake of the recent supply chain
crisis, firms have made the strategic decision to increase inventories,
lowering turnover. Most observers understand this strategy and have not
necessarily appraised such inventory control measures as indicative of a
“weak” balance sheet.
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Examination of the balance sheet can help identify means to conserve
cash, as we address in the next section.

vii.

Conserve cash
a. How to conserve cash
The cash management function is to firm health what diet and exercise

are to personal health: it requires attention and consistency along with
occasional tweaks to be effective. As a company evaluates an oncoming
recession, the tweaks it makes should aim to diminish cash outlays. This may
mean increased use of loans or credit extensions in some cases. In the
meantime, to ensure that cash inflows are protected, tightening receivables
with timely collection is recommended. Still, trade credit may be necessary for
specific customer groups that may have temporary cash restrictions of their
own, but that form a cornerstone of the firm’s post-recession success.

b. Finance New Equipment and Software
This playbook suggests that a slowdown in production can be a suitable
time to add equipment and technology to take advantage of the necessary
training and associated integration into production. But such investments are
not free. Therefore, if the firm can act before rates increase and has the
available leverage, it should finance such investments. More advantageous
terms may exist for larger equipment, sometimes directly from the
manufacturer.

c. How Trade Credit Affects Cash Flow
Cash flow is a central operational deriver for a business. Thanks to this
indicator, it is possible to efficiently manage daily operations, like wages and
invoices, as well as investments in future growth. Granting a client trade credit
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has advantages but also creates an account receivable that weighs on working
capital. It is cash that is not collected on the date of invoicing, so it creates a
cash flow gap. In the U.S., nearly one third of small business owners claim that
they wait more than 30 days for payments (Source: Forbes 2019).
Above all, this exposes the business to credit risk such as delinquent
payment or non-payment. The trade receivable then becomes a bad debt,
which is equivalent to a temporary or permanent loss of cash with respect to
the firm’s financial projections.
Such bad debt is potentially difficult to recover, especially in the event of
the client’s bankruptcy. Therefore, it is best to be prepared to deal with
delinquent payments and invest in efficient payment monitoring and recovery
processes, if necessary, through a debt collection agency.
Nevertheless, internal debt collection involves significant costs in terms
of human and technological resources – costs that a small-to-medium
enterprise may not be able to afford.

d. Implementing a Wise Cash Flow Management Policy
Luckily, there are some essential best practices a firm can follow to manage
its trade credit risk:
• Know the customers that it deals with. Make sure the creditworthiness
of new customers has been evaluated
• Negotiate clear and appropriate credit terms
• Set up credit limits with clients. The amount of credit granted should
not exceed a pre-determined threshold.

28

Recession Playbook for Manufacturers
• Strengthen the invoice process and invoice payment monitoring
Should a client fail to meet payment deadlines, the firm may require
penalties and interest. As a last resort, the client’s assets may serve as a
backstop guarantee.

e. Benefits of Improved Cash Flow Management
Improved cash flow management enables a business to be secure in
meeting its own monthly payment obligations and to be open to more
opportunities for growth. Benefits of improved cash flow management
include:
• Clear fiscal insight – With improved cash flow management, a
company will have a clear picture of its up-to-date income and expenses
– important indicators of the organization’s financial health.
• Early warning signs – It is important to be able to recognize, as soon
as possible, if any customers pose a significant risk to the business.
Improved cash flow management helps to stay on top of customer credit
checks and to be alert to any red flags, such as a customer looking to
change payment terms or a history of excuses for non-payment.
• More accurate predictions – By bringing together all information in
both a current cash flow statement and prediction of future cash flows,
the firm will be aware of both opportunities and risks going forward.
These statements and projections are only useful if the firm learns from,
so time must be set aside each month to compare projections to realworld results.
• Streamlines invoicing and delinquent payment processes –
With improved cash flow management, the firm will be better able to
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keep track of invoices, making sure they are issued as soon as possible
and following up with customers as due dates approach, which is
especially important for large dollar amounts. If a customer misses a
payment deadline, the system will advise on necessary communication,
application of interest or penalties for delinquent payment, and
reminders that non-payment is unacceptable. Keeping invoice
information in an accessible format provides a clear picture of which
customers pay on time and which settle late, that then facilitates the
determination of which customers should be extended trade credit.

f. How to Improve and Manage Cash Flow with Trade Credit
Insurance
Strong trade credit insurance remains the most reliable way to deal with
trade credit risk and avoid cash flow issues.
When a company takes out a trade credit insurance policy, the insurer
helps assess the financial situation and creditworthiness of both existing and
new clients. Then, a credit limit is defined for each customer, which is the
maximum amount the insurer will indemnify If that customer fails to pay.
While the firm trades with its existing customers, the credit risk is
covered up to the limit. Equipped with internal resources and a team of
experts, the insurer informs its policy holder about the solvency of its
customers to help identify potential bad payers and adjusts credit limits when
economic conditions change.
Unfortunately, it is impossible to guarantee that 100 percent of a firm’s
invoices will be paid, especially in the case of overseas customers.
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With trade credit insurance, a firm is ensured that it is compensated
quicky in the event of a bad debt. It will see an improved working capital ratio
and dramatically reduce uncertainty regarding cash inflow.
Trade credit insurance also facilitates substantial improvements in Day
Dales Outstanding, which is the average number of days it takes to recover a
payment after a sale is made.
For the policy holder, trade credit insurance is a guarantee of being able
to manage operations and investments efficiently in the short and medium
terms, and to secure growth.
Taking out a trade credit insurance policy is also a way of giving peace of
mind to the firm’s finance partners. Its bankers or shareholder will be
reassured about the company’s financial stability and more inclined to
guarantee its financing.
Trade credit insurance is an essential tool for building a balanced cash flow
management policy. Theis allows a company to protect and accelerate its
commercial development while controlling the risks that trade credit poses to
cash flow. The firm then benefits from all the advantages of an efficient and
resilient trade credit strategy.

viii.

Diversify Your Revenue Stream
a. Government contracts
Particularly among small manufacturers, it is often the case that they do

have contracts with the U.S. government. In some cases, this may be that the
existing customer base has been more than sufficient to meet production
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capacity. More often however, the lack of government contracts stems from
either a lack of visibility or a fear of bureaucracy and paperwork.
The lack of visibility is understandable: a stereotype has developed in
which only large Fortune 500 Companies have government contracts. In the
traditional model, the U.S. Government, particularly the military, would
specify a product and contract with a major manufacturer for production. This
model has begun to change in recent year. The Department of Defense
recognized that in many areas, valuable commercial applications existed that
could be sufficient or superior to tailor-made solutions. In other cases, they
saw that potential solutions were being created by small manufacturers that
simply needed a level of investment to come to market and that the
government could fill this role. Through programs such as Small Business
Innovation Research (SBIR) and Small Business Technology Transfer (STTR),
small manufacturers now have a greater chance of working with the U.S.
government.
As for bureaucracy, federal contracts do require distinct types of
paperwork, audits, and certifications. Nevertheless, many firms find that the
additional requirements enhance focus on their processes. Moreover, the
efforts in the long-run help establish a valuable, long-term customer whose
demand is much more recession proof than that of other customers.
Opportunities to bid for government contracts exist among all agencies.
Utah manufacturers can seek assistance in finding prospects through the
Governor’s Office of Economic Opportunity, the Utah MEP-Alliance, UAMMI,
the Utah Manufacturers Association.
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b. Think M&A
Mergers and Acquisitions were cited earlier as a strategy for managing
supply chain risk. It also, clearly, is an appropriate strategy for increasing the
customer base and expanding revenue streams, especially if they extend into
new markets. Recessions, marked as they are by pessimistic confidence
outlooks, can make M&A in the pursuit of revenues seem foolhardy. And in
fact, as with any merger, finding the perfect time to make an offer is tricky.
Ideally, for the acquiring firm, the deal happens when the price is lowest,
financing is at its cheapest and the operational merger occurs with the least
delays. As far as this last consideration goes, it is best to close on the merger
shortly prior to a recession. This allows for the actual integration of the target
to happen in a lower demand period – it takes advantage of the economic
slowdown in the same way that training and maintenance programs do. Thus,
once demand returns, the revenue benefits of the acquisition are realized
sooner rather than later.
In the current environment, M&A should also be examined through the
lens of workforce productivity. With labor in Utah (and nationally) at a
premium, those acquisitions that enable a better allocation of existing labor
(for staffs at both the buyer and the target firm) and skill transfer will increase
revenue per employee. This is a particularly valuable strategy for firms that are
operating near capacity and need the benefit of both additional workforce and
facilities.
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ix.

Final Tips and Best Practices

Not every Utah manufacturer is able to follow each of the
recommendations in this playbook. However, every firm should find at least a
few to take into consideration when considering the recession forecast
looming in the economic sky.
The sum of the recommendations should, nevertheless, suggest to every
Utah manufacturer the importance of looking beyond day-to-day operations to
larger, long-term strategic considerations. In addition to the
recommendations stated thus far, there are some basic (and therefore
essential) tips for the Utah manufacturing to weather the pending recession
and to enhance their business:
• Become comfortable with statistics. This is a must for small
manufacturers that do not have the luxury of full-time economic or
financial analysts. According to JP Morgan Chase, only half of all
small businesses survive five years; fully one third close within two
years. Given that it has only been two years since the COVID
recession, the implications should be clear. In fact, if the looming
recession takes hold, it will be the shortest period between two
recessions in this century.
A small business can be successful for several years, perhaps thanks
to the right product, sales force, or a combination thereof. At some
point, however, the business cycle will turn for these firms.
Evaluation of success factors and the threats to those puts a firm in
the best position to operate through the cycle’s trough.
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• Communicate with stakeholders. Suppliers, customers, shippers,
bankers, insurers, employees, associations, owners, shareholders –
all are stakeholders. If there is a category that a company is not
engaged with, it must change that to maximize the potential for
weathering a recession.
• Do not panic. While the tip is geared towards newer manufacturing
entities, the fact that this recession is different, comprised of inflation
levels not seen in over a generation and with unprecedented supplychain disruption, even experienced manufacturing executives may be
inclined to rash decisions. Instead, turn to the fundamentals.
Exercise due diligence. Remain educated and make decisions
accordingly.
Together with the preceding recommendations, these tips will help ensure
that Utah’s manufacturers are prepared for the coming recession and, more
importantly, for success when recovery takes hold.
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