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THE MARKET LOW:  TWO YEARS LATER 

 

April 13, 2009 – Dow 8,057:  “Throughout January and February, when the 
outlook seemed the darkest, investors were able to ‘stay the course’, while fear 

seized those with less experience and resolve.  The Dow hit an intraday low of 

6,470 on March 6
th
 and then proceeded to rally 20% through early April.  This 

rally doesn’t mean that we have put the problems behind us, but it does remind us 

that recovery will happen.  It will be a recovery you won’t want to miss.” 
 

                - Excerpt from Greenwood Report titled “What Has Changed?” 

 

  The “V” recovery we anticipated is now firmly in place.  We have not heard mention of a 
“W”, “U”, or “L” shaped recession from the media talking-heads in quite some time.  Despite the 
current recovery, risk and uncertainty remain – they are ever-present.  Investing with this notion 
in mind is central to our approach to money management.  We appreciate the trust of our clients 
who relied on us to navigate their portfolios through the turbulent waters of the past three years.  
Our long-term approach to buy and sell decisions allowed us to “be fearful when others were 
greedy and greedy when others were fearful” putting client cash flows to work at the most 
opportune times during the crisis.  Recovery has been swifter and stronger for clients of 
Greenwood Gearhart Inc. than that of the general market. 

 

DOW JONES INDUSTRIAL AVERAGE 

October 2007 thru April 2011 
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Source:  Bloomberg 

Dow 12,300 
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THEMES FROM NABE AND CAGE 

 
We recently returned from meetings in Washington (National Association for Business 

Economics) and London (Consumer Analyst Group of Europe) where we collected a wealth of 
information on the political, social, economic, and investment environment.  Though the focus of 
the two conferences was distinct – one economic and the other investment related – both 
provided us with a global view of the markets which we have synthesized and interpreted to aid 
in investment decisions.  Our ability to manage risk and provide commensurate returns is 
dependent on the breadth and depth of our knowledge of the investment environment.  Our 
attendance at global conferences like NABE and CAGE are a critical part of what distinguishes 
Greenwood Gearhart Inc. as investment managers.  Below are key takeaways from the 
conferences. 

 

NABE – Washington DC – March 6 - 8, 2011 

 
Dennis Lockhart, President and CEO of the Federal Reserve Bank of Atlanta, spoke of 

the moderate strength and renewed growth in the economy saying he had “more confidence in 
the underlying strength of the economy than one year ago.”  Though households have been 
deleveraging, retail sales are actually improving, indicating that money is being spent.  When 
Lockhart speaks, we listen, as he has brought considerable expertise to the Fed as the only 
former business leader amongst academics. Lockhart is not in the inflation camp.  Though there 
has been some acceleration in food and energy headline inflation, he doesn’t think core 
consumer inflation will rise drastically.  As another economist recently noted, commodity inputs 
account for only 10% of GDP.  The major cost is labor which represents two-thirds of input 
costs.  Even as wages rise, a greater rise in productivity can offset the inflationary impact causing 
unit labor costs and inflation to fall.  This is the trend that current data supports. 
 

Doug Elmendorf, Director of the Congressional Budget Office, spoke about the deficit.  
Elmendorf, a “non-partisan”, gave a blunt assessment of the current situation and provided four 
key observations:  
 

1)  The gap between revenue and spending will remain higher than average  
2) “Elimination of waste” is a small solution to the budget gap – large government 
programs must be reduced as well 
3)  Given the “Great Recession”, the timing of reducing government expenditures 
is critical – a premature reduction could derail recovery 
4)  There is more focus than ever on the budget and the growing deficit 

  
 The real trick is how to solve the deficit problems without penalizing future retirees 
through reductions in Social Security and Medicare.  In the absence of cuts to these programs, 
taxes will have to rise or growth in the economy will have to bridge the gap between revenue and 
spending.  Historically, government revenues (income) have averaged about 19% of GDP, while 
expenditures (outlays) have been 21%.  The shortfall between income and outlays has been 
“made-up” through growth – approximately 3% in GDP on average – which mitigates inflation.  
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Today, because of the “Great Recession”, revenues are around 18% of GDP and expenditures 
24% - a 6% shortfall.  Recovery can reduce this gap, the question is when and how fast. We 
think it will be a combination of growth, spending cuts, and tax reform that will ultimately solve 
the problem – but not without a political fight and the threat of government shutdowns. 
 
 An interesting panel discussion focused on the future of e-commerce taxation.  The issue 
centers primarily on Amazon.  Because of a 1992 Supreme Court ruling, they are not required to 
collect sales tax in most U.S. states.  The ruling requires only those retailers with a “physical 
presence” to collect tax and Amazon, an online retailer, does not have a physical presence – as 
defined by the law – in most states.  “Big box” retailers argue that because the law preceded the 
internet age, it is antiquated and places them at a distinct disadvantage vis-à-vis Amazon.  This 
represents a major “judicial risk” for Amazon and the rest of the online industry – one of the 
many risks we monitor at Greenwood Gearhart Inc. 
 
 Austan Goolsbee, Chair of the President’s Council of Economic Advisers, gave an 
upbeat view of the economy.  Using the phrase “we’ve turned the corner” he discussed the 
economic recovery in two phases – Phase I or the crisis phase, and Phase II, the current phase, 
where we have seen twelve months of job increases and three consecutive quarters of growth in 
the economy.  In many ways, Goolsbee was speaking the party line, but overall was very bullish 
on the economy and the country’s growth prospects going forward.  He stopped short, however, 
of saying we have recovered – this is still a recovery in progress. 
 

CAGE – London – March 28 - 30, 2011 

 
The Consumer Analyst Group of Europe (CAGE), in its second year, provided a great 

juxtaposition to its sister conference, CAGNY, which we attended in February.  CAGE featured 
23 companies (primarily European domiciled but operating globally) in the food, beverage, and 
consumer products sector.  When we arrived in London on Saturday the 26th, protests were 
breaking out all over the city – a sign of the social unrest resulting from the U.K.’s own austerity 
measures. 

 
The conference gave us the opportunity to delve deeper into the ingredients, flavors, and 

fragrances industry through reports from Givaudan, International Flavors and Fragrances, and 
L’Oreal.  An integral part of the consumer products sector, they are well positioned to benefit 
from the growing middle class in emerging markets such as Brazil, Russia, India, and China 
(BRIC).  Their scents, flavors, and ingredients are virtually unavoidable in consumer products 
whether through the lemon scent of your household cleaner, your cologne or perfume, or a 
distinctive flavor in your favorite food.  A growing percentage of the 1.3 billion people in China 
will almost certainly touch these companies with their newfound purchasing power. 
 
 As with CAGNY, the BRIC markets were a central focus in all of the presentations at 
CAGE.  The companies touted their growth in these markets with many indicating that emerging 
economies will account for more than 50% of their revenue by 2015.  These staggering statistics 
also highlight the relative decrease in revenue share of developed economies like the United 
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States. An important factor in our analysis of these companies is the base from which they are 
growing.  A company with only $100 million in revenue in emerging markets must double their 
sales to equal 10% growth of a company with a $1 billion base.  Many of our portfolio 
companies have been operating in these economies for many years and they fall into the latter 
category.  We were encouraged that the comments at CAGE reaffirmed what we knew about our 
companies’ large, established positions in emerging markets.  
 
 Like their U.S. counterparts, the companies at CAGE indicated that they are flush with 
cash.  However, they differed in their strategy for their use of cash.  Rather than focusing on 
acquisitions, they are paying down debt and buying back stock.  This was somewhat of a surprise 
given that the cost of debt is so cheap as a result of record low interest rates.  In our estimation, 
now may be a time to take-on debt rather than pay it off – a trend we heard at CAGNY.  While 
we avoid companies that are over-levered, debt in itself is not all bad.  Positive leverage is a 
characteristic of a successful enterprise.  The fact that some companies are still reducing debt 
alerts us to just how over-extended they were. 
 
 Focusing on the core was again a key theme.  One company discussed being “too 
diverse” in terms of their product mix which led them to divest $3 billion worth of revenue to be 
replaced by sales in their core products.  With a more narrow focus, these companies can achieve 
better economies of scale in purchasing, research & development, and advertising & promotion.  
This phenomenon sounded familiar to us. In investment management, over-diversification can 
lead to mediocre performance – a pitfall often associated with holding too many mutual funds, 
market index funds, or individual securities.  While we practice diversification, we monitor over-
diversification in tandem with under-diversification.  A sidenote:  Companies are branding this 
reduction initiative internally through “One” campaigns (One Kerry, One Danone, Power of One 
– Pepsi) that are also designed to ensure they are globally integrated in their product offering, 
purchasing power, and supply chain decisions. 
 
 The retail industry is consolidating and the big retailers – Walmart, Tesco, and Carrefour 
– are getting bigger.  Retailers buy from thousands of suppliers.  However, on the supplier side, 
one or two retailers typically make-up a dominant portion of their business, often accounting for 
20% or more of sales.  This has led to the retailers having more and more say in the strategic 
direction of their suppliers. 
 
 Social Media (Facebook and Twitter) is a larger and larger part of media spending.  
Companies are finding the impact of a “viral” video on Youtube has many-times the effect of 
traditional TV and print ads.  Measuring the impact is a challenge.  Coke has done a particularly 
good job in this arena and boasted they are #1 on the web in terms of Facebook followers.  The 
fact that a 100 year-old brand remains so relevant in a world of changing technology sets the bar 
very high for the rest of the industry.  Another company provided anecdotal evidence of digital 
media producing five times the impact with 20% of the cost.  This is an area of great interest. 

 
G. Brock Gearhart, CFA 
Mary Ann Greenwood, Ph.D., CFA 


