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We were scheduled to appear on CNBC this morning to discuss the events of last week and 
where investors might find value in such uncertain economic and political times.  
Unfortunately our appearance will have to be rescheduled given the intense media coverage 
of Friday evening’s historic downgrade of our nation’s treasury debt.       
 
Since our prepared thoughts for the show are timely and relevant to the events at hand, we 
still wanted to pass them along to you - our clients and friends.  We’ve also added some 
thoughts on what the US downgrade might mean for equity investors. 
 

****** 
 
In an environment where the economic cycle will likely remain subdued for the 
foreseeable future (i.e. slower than normal growth) and the credit cycle is virtually 
nonexistent, where are investors likely to find the greatest investment values?    
 
Barring an outright recession, the greatest wealth creation will likely accrue to those 
companies most focused on our third driver of stockholder value, the innovation cycle.  
When growth is scarce and credit is in short supply, those companies that can still grow in 
spite of these constraints become scarcer still, and the premiums they are afforded should 
climb.      
 
In this lackluster economic and credit cycle environment, one of the best ways to uncover 
such growth companies might lie in identifying those that aren’t simply increasing their 
dividends and buying back stock, but are also actively reinvesting in their businesses.   
 
A major concern about the overall economy remains the persistently high unemployment 
rate.  In this climate, a company that is still adding to its ranks would seem to be a good 
starting point for uncovering future investment value.     
 
Such companies, even in the face of a more intense regulatory environment, are still hiring 
for one reason and one reason only; they see a promising future for their products which 
requires an increase in production today.  These companies aren’t hiring in response to a 
higher calling or out of some civic duty to our country, but because they see profitable 
opportunities for growth.  To invest for other reasons would prove inefficient and 
unsustainable. 
 
While all bets would be off in the event of another recession, we don’t view this as a likely 
outcome at this point in time.  And even if it were to occur, it is difficult to see where an asset 
bubble has been brewing in recent months, the presence of which made the last two 
recessions far more painful for investors than perhaps has been the historical norm.   
 
Barring a recession, companies like Apple Computer, Google, Discovery Communications, 
Salesforce.com, Amazon and Ralph Lauren, among others, might shine.   At the core, these 
companies are examples of true innovators whose products are likely to remain in healthy 
demand even in a slow growth economy.  These types of companies also have considerable 
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cash resources on hand, suggesting that they can still expand and hire in spite of a restrained 
credit environment.   
 

****** 
 
With regards to the US debt downgrade, it represents another painful event for the markets, 
one which makes the technical picture even bleaker.  While we agree with Warren Buffet that 
our nation’s debt likely deserves a quadruple A rating, we don’t doubt that our nations’ 
leaders could do more to inspire us to greatness rather than bitterness and discord.     
 
Last week’s rally in treasuries in the face of renewed concerns over Europe and a five percent 
decline in the Dow Jones Industrial Average suggest that the global financial markets still 
view our country’s debt as the safest investment in the world in spite of S&P’s recent 
conclusions.  The bottom line is that the global market’s “vote” is that our economic system 
and military are still the most stable in the world, in spite of the political gnashing of teeth, 
early political campaigning, and the Friday night conclusions of Standard and Poor’s.   
 
While history does show that all great empires have eventually declined in relevance and in 
many cases disappeared altogether – Persia, Rome and Great Britain come to mind – none of 
these former world powers coupled the economics of capitalism with the politics of 
democracy, perhaps making them less stable than our system today.   
 
Our current economic and political system doesn’t require one party to a transaction to win 
at the expense of another; in the best transactions both parties win and leave the bargaining 
table feeling that they got more than they had had before.  No one is forced to trade with 
another, which should perhaps be considered as the benchmark for considering the viability 
of any new government programs.   
 
To be sure, our system is not perfect, but it remains far better than history’s alternatives.  We 
don’t see a U.S. in decline as much as the rest of the world on the rise.  Rather than 
succeeding at the expense of one another, we should seek solutions that benefit one another.       
 
If we do have a problem as a nation, it may rest in forgetting that there are no free lunches 
and no risk free returns in this world, in spite of attempts by Madison Avenue, Wall Street, 
and the US Treasury to convince us otherwise.  As we wrote in our last update, Yellow 
Jerseys, the United States wasn’t created overnight, but through the sweat, tears, and 
sacrifices of many generations that came before us.     
 
Until we dispel with the destructive system of values that promises no pain, all gain, the long 
term viability of this nation should and will continue to be called into question.   
 
Fortunately, where pain exists, change can’t be far behind. 
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