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Did you ever think that making a speech 
on economics is a lot spilling hot coffee 
on your leg? It seems hot to you, but it 
never does to anyone else.



Glimmers of Hope
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The Theory of 17 Year Cycles

Source: Bloomberg, Investor’s Business Daily
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Consumer spending
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Personal Expenditures

Real Personal Consumption Expenditures. Vers. PCEC96. 27 Mar. 2009. U.S. Department of Commerce:   Bureau of 
Economic Analysis. 14 Apr. 2009
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U.S. Household income is flat

Source:  US Census Bureau
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Household debt‐to‐income
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Home equity extraction
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Home price and home inventory
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Real Price Index of Houses Sold



Housing Wealth and Personal Saving
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Mortgage Equity Withdrawal

11



Underlying beliefs

• Consumer spending drives economy

• Slight year‐over‐year decrease has significant 
impact

• Sources of recent spending were not increases 
to household income, but unsustainable 
borrowings rooted in increases in home values
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Expenditures by Age

Consumer Expenditure Survey 2007.  25 Nov. 2008.  Bureau of Labor Statistics.  13 Apr. 2009 

At 2009

Born 
1946‐1950

Born 
1951‐1955
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Complications

1. Baby boomers are entering phase in which they may spend 
less
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Healthcare vs. Total Expenditures

Consumer Expenditure Survey 2007.  25 Nov. 2008.  Bureau of Labor Statistics.  13 Apr. 2009 

At 2009

Born 
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Born 
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Complications

1. Baby boomers are entering phase in which they may spend 
less

2. Healthcare will take increasing share of consumer dollars
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Life Expectancies

17
Source:  Table 26. Life expectancy at birth, at 65 years of age, and at 75 years of age, by race and sex: United States, selected years 
1900–2005.  Health in the United States, 2008.  Centers for Disease Control.  



Complications

1. Baby boomers are entering phase in which they may spend 
less

2. Healthcare will take increasing share of consumer dollars

3. Longer lives may reduce annual consumption of retirees
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Born 
1946‐1950

Born 
1951‐1955

At 2009

Residential Transaction by Age Group
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Complications

1. Baby boomers are entering phase in which they may spend 
less

2. Healthcare will take increasing share of consumer dollars

3. Longer lives may reduce annual consumption of retirees

4. Baby boomer will be net home sellers, putting downward 
pressure on home prices
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Historical debt to income
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$2.8 Trillion



Deleveraging = Depression?
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Complications

1. Baby boomers are entering phase in which they may spend 
less

2. Healthcare will take increasing share of consumer dollars

3. Longer lives may reduce annual consumption of retirees

4. Baby boomer will be net home sellers, putting downward 
pressure on home prices

5. Magnitude of deleveraging is disquieting
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U.S. Government to the Rescue

Source:  U.S. Federal Reserve. Weekly Historical Averages Tables 1‐7.  9 April 2009. 
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3X Increase



Complications

1. Baby boomers are entering phase in which they may spend 
less

2. Healthcare will take increasing share of consumer dollars

3. Longer lives may reduce annual consumption of retirees

4. Baby boomer will be net home sellers, putting downward 
pressure on home prices

5. Magnitude of deleveraging is disquieting

6. Impact of unprecedented government spending is great 
unknown
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Industrial production forecast

Source:  EcoTrends, April 2009 
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Morningstar Bank Stress Test

Peters, Jaime. “Stress‐Testing the Big Banks." Morningstar 3 Mar. 2009. 15 Apr. 2009 
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Sales Performance for the 12 month period ending:  Dec 31, 2008

Areas of Assessment

Ratings & 
Scores

Significant 
Weakness

Moderate 
Weakness

Moderate 
Strengths

Significant 
Strengths

(0 ‐ 49%) (50 ‐ 59%) (60 ‐ 74%) (75 ‐ 100%)
Sales Performance
Sales / Capital Employed
Sales / Inventories
Sales / Working Capital
Sales / Shareholders' Equity
Sales / Assets

Debt Service Management Performance for the 12 month period ending:  Dec 31, 2008

Areas of Assessment

Ratings & 
Scores

Significant 
Weakness

Moderate 
Weakness

Moderate 
Strengths

Significant 
Strengths

(0 ‐ 49%) (50 ‐ 59%) (60 ‐ 74%) (75 ‐ 100%)
Debt Service Management
Gross Interest Expense / Total Liabilities
NOPAT / Gross Interest Expense
EBIT / Gross Interest Expense

Working Capital Efficiency for the 12 month period ending:  Dec 31, 2008

Areas of Assessment

Ratings & 
Scores

Significant 
Weakness

Moderate 
Weakness

Moderate 
Strengths

Significant 
Strengths

(0 ‐ 49%) (50 ‐ 59%) (60 ‐ 74%) (75 ‐ 100%)
Working Capital Efficiency
Current Assets / Total Liabilities
Quick Assets / Sales
Quick Assets / Current Assets
Current Liabilities / Total Liabilities
Current Liabilities / Total Assets
Current Assets / Total Assets
Quick Assets / Total Assets
Quick Assets / Current Liabilities
Quick Assets / Capital Employed
Working Capital / Total Sales
Working Capital / Total Assets
Current Assets / Current Liabilities

Stress Test Your Company

Cost Structure Performance for the 12 month period ending:  Dec 31, 2008

Areas of Assessment
Ratings & 
Scores

Significant 
Weakness

Moderate 
Weakness

Moderate 
Strengths

Significant 
Strengths

(0 ‐ 49%) (50 ‐ 59%) (60 ‐ 74%) (75 ‐ 100%)
Cost Structure 68
Tax / Total Revenue •
Other Operating Exp / Total Revenue •
Depreciation / Total Revenue •
Salaries and Wages / Total Revenue •
Cost of Goods Sold / Total Revenue •
Tax / Total Expenditures •
Other Operating Expenditures / Total Expenditure •
Depreciation / Total Expenditure •
Salaries and Wages / Total Expenditure •
Cost of Goods Sold / Total Expenditure •
Total Gross Interest Expenditures / Total Revenue •
Total Gross Interest Expense / Total Expenditure • 28



Evaluate Strategic Options

Operational 
Stability

Financial 
Stability
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Quickly
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© 2009 Elliott Davis Capital Partners, LLC
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Stress test your customers
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What may have been recommended

Operational 
Stability

Financial 
Stability

HighLow

H
ig
h

Lo
w

Industry 
Positioning

Find 
Strategic 
Buyer

Hand over 
the keys

Lead 
Consolidation

Acquire 
Missing 
Pieces

Equity 
Recap

Move to 
Dominance

Divest
Quickly

Invest in 
the Core

© 2009 Elliott Davis Capital Partners, LLC
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Illustrative note provisions

d) The failure of any Obligor to pay when due any amount owed to any creditor 
other than BANK under a written agreement calling for the payment of 
money;

n) Any other act or circumstances leading BANK to deem itself insecure.

To extent permitted by law, under default BANK will have the right,… to set off the 
amount due under this Note…against any and all accounts in the possession of 
BANK without notice to or consent by any Obligor.
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What we are advising

1. Stress test your company
a) Lenders

b) Customers

c) Management perspectives

d) Shareholder perspectives

2. If results point to need for more capital, address now
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Perspectives on the Recession

• Admiral James Stockdale was held as a POW in 
Vietnam for seven and a half years.  When asked how 
he coped, he replied:

“I never lost faith in the end of the story, I never 
doubted not only that I would get out, but also that I 
would prevail in the end and turn the experience into 
the defining event of my life, which, in retrospect, I 
would not trade."
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Perspectives on the Recession

• When asked who did not make it out, Stockdale 
replied:

“Oh, that’s easy, the optimists. Oh, they were the ones 
who said, 'We're going to be out by Christmas.' And 
Christmas would come, and Christmas would go. Then 
they'd say, 'We're going to be out by Easter.' And Easter 
would come, and Easter would go. And then 
Thanksgiving, and then it would be Christmas again. 
And they died of a broken heart.”

Collins, Jim. Good to Great.  New York: HarperCollins, 2001. 
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This material was used by Elliott Davis Capital Partners during an oral
presentation; it is not a complete record of the discussion. This presentation is
solely for the information use by clients, prospects, and associates of Elliott
Davis Capital Partners. No part of it may be circulated, quoted, or reproduced
for distribution outside the recipient’s organization without prior written
approval from Elliott Davis Capital Partners.

Elliott Davis Capital Partners, LLC
Michael Hronchek, Managing Director
200 East Broad Street
Suite 525
Greenville, SC 29601
(864) 552‐4864

Member FINRA, SIPC

© 2009 Elliott Davis Capital Partners, LLC
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