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WWee  mmaayy  bbee  ssttiillll  aatt  sseeaa,,  
bbuutt  iiss  tthhaatt  eecchhoo  wwee  aarree  
hheeaarriinngg  ppoossssiibbllyy  tthhee  bboott--
ttoomm  ooff  tthhee  ddoowwnnttuurrnn??  

Many economists, based on a few encouraging 
indicators, are now voicing the belief that the downturn 
could hit bottom by the last quarter of 2009.  But are 
these false echoes? 

What are some of the potentially “good” indica-
tors that the bottom may be approaching that the econ-
omists have seen?  Many of the indicators are just that 
the indicators themselves are not falling as fast as in 
the previous month.  This could be a false echo.  As we 
suggested in our earlier Newsletters, because of an 
emotional over reaction on the part of the consumer at 
the end of 2008, the economy fell much more precipi-
tously than it should have based on the actual economic 
data. 

Now we may be returning to the level of decline 
the economic factors indicated we should have been at 
in the first place.  By comparison, we are now falling at 
a rate consistent with the 1980 recession. 

Another example of a good indicator is existing 
home sales were up 5.1%, month over month.  This 
may be a false echo because that increase resulted from 
45% of the sales being distressed foreclosed homes be-
ing sold at a fraction of their prior value.  In markets 
with increased sale, like Phoenix, values declined at  

Continued on next page 

IIss  CChhiinnaa  
OOnn  TThhee  PPrroowwll??  

CChhiinnaa  ssttiillll  hhaass  iinn  ppllaaccee  aa  vvaarriieettyy  ooff  mmee--
cchhaanniissmmss  ttoo  ccoonnttrrooll  iittss  ppeeooppllee  aanndd  iittss  eeccoonnoommyy..    
WWhhiillee  eexxppeerriimmeennttiinngg  wwiitthh  mmoovviinngg  ttoowwaarrdd  aa  ffrreeee  
mmaarrkkeett  eeccoonnoommyy,,  iitt  iiss  ssttiillll  aa  hheeaavviillyy  ccoonnttrroolllleedd  
ssoocciieettyy..  

TThhiiss  hhaass  ppeerrmmiitttteedd  CChhiinnaa  ttoo  mmoovvee  mmoorree  
qquuiicckkllyy  iinn  iimmpplleemmeennttiinngg  kkeeyy  ppoolliiccyy  cchhaannggeess..    IInn  
tthhee  lloonngg  rruunn  tthheessee  cchhaannggeess  mmaayy  hhaavvee  aa  ccoonnttiinnuuiinngg  
aaffffeecctt  oonn  tthhee  wwoorrlldd  eeccoonnoommyy..  

CChhiinnaa  iimmpplleemmeenntteedd  aa  $$558855  bbiilllliioonn  ssttiimmuulluuss  
pprrooggrraamm  bbuuiillddiinngg  hhaarrbboorrss  aanndd  iinnffrraassttrruuccttuurree..    IItt  
aallssoo  eexxtteennddeedd  mmoorree  tthhaann  $$440000  bbiilllliioonn  iinn  nneeww  bbuussii--
nneessss  llooaannss..    UUnnlliikkee  tthhee  UUnniitteedd  SSttaatteess,,  iinn  CChhiinnaa  
ssuucchh  llooaannss  aarree  mmoorree  lliikkee  ssttiimmuulluuss  iinnffuussiioonnss..    TThhaatt  
iiss  bbeeccaauussee  CChhiinnaa  hhaass  aann  8800%%  ddeeffaauulltt  rraattee  oonn  iittss  
iinntteerrnnaall  bbaannkk  llooaannss..      

In China what loans and how they are re-
paid is still based on who you are and who you 
know.  As China’s economy recovers, its con-
sumption of the world’s raw materials will again 
grow.  This could affect the cost of everything 
from oil to iron ore.   

China has also begun a major program of 
replacing the US dollar as the median of world 
trade.  They are beginning to move their trade 
over time entirely to the Yuan.  Using the Yuan to 
close transactions would allow China significant 
control over world trade. 

They are starting with Hong Kong and are 
moving to extend the program to South Korea and  

Continued on next page 
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the steepest rate in 25 years.  In Phoenix, home values 
fell 35% in 1 month. 

Another hopeful indicator was a slight uptick 
in retail sales.  As we pointed out before, this was ac-
tually due to Wal-Mart experiencing a surge in food 
sales.  Advertising that you could save substantial 
amounts by buying your groceries at Wal-Mart – “Pay 
less, live better” - paid off. 

The false echo is that Wal-Mart reports its 
food sales as part of the retail sales numbers, while the 
food stores from whom Wal-Mart took the business 
report in a different category which experienced a 
drop in sales.  In March retail sales were down 1.1%. 

Mixed readings like these mean we cannot tell 
if there is a real improvement yet.  It will take several 
months to sort out.  That said, The Institute For Trend 
Research, a premiere economic forecasting organiza-
tion and our strategic partner, has suggested that “be-
cause of current leading indicator activity, we have 
pulled in the projected timing of the recession low from 
the first quarter of 2010 to September/October 2009.” 

Recently the Federal Reserve revised it data to 
show the recession starting earlier than the Fed had re-
ported previously and the Fed said the downturn has 
been more severe than previously reported. 

other Asian countries.  As the program grows it will 
have an impact upon the Dollar and our trade. 

As the economic downturn has progressed, 
the world has become more protection oriented and 
it is having a negative effect on world trade.  One 
element that has facilitated world trade since the end 
of World War II is that all nations have settled their 
transactions in US dollars.  As China works to aban-
don the dollar and conduct world trade in the Yuan 
it will inhibit free trade.  If other countries follow 
China, and trade becomes fragmented, it will stifle 
world trade and globalization. 

A substantial portion of China’s economy is 
based on exports.  For its stimulus and loan package 
to sustain a recovery its exports must also recover.  
While March’s decline of 17.1%, year over year, 
was better than February’s 25.7% decline, the con-
tinuing decline is a major weak spot in China’s 
economy.  March was hardly better than January’s 
17.5% decline.  Its trading partner Japan expe-
rienced a 46%, year over year, decline in exports in 
January and 49% in February.   

China’s economy is much closer to recover-
ing than Japan’s.  China is still more closely linked 
economically to the US than it desires.  For China to 
sustain its recovery exports to the US must increase. 

WWiillll  tthhee  DDoowwnnttuurrnn  HHiitt  BBoottttoomm    
ffoorr  AAllll  SSeeggmmeennttss  ooff  tthhee  EEccoonnoommyy  iinn  22000099??  

In our last Newsletter we looked at previous recessions for guidance on how the government can best faci-
litate a recovery.  How do the current indicators compare to what we know of past recessions?  What the indicators 
show is that the rate of deterioration of economic activity has been steeper than the 1980 recession, but less than 
30% of the rate of decline we experienced at this stage of the Great Depression.  We should also be encouraged 
that it is only about 50% as steep as we experienced in the 1974-75 recession. 

What may be happening is that different parts of our economy will bottom out at different times.  Retail 
sales may stop falling by September while other areas may not hit bottom until mid-2010.  The impact of the 
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stimulus program has not yet been felt in the economy.  Hopefully as the stimulus kicks in, it will turn the faint 
echoes into real soundings.  Understanding what the bottom of the downturn means for you is more complex than 
saying the recession may hit bottom by October 2009.  For many segments of the economy, bottom may not come 
in 2009. 

What are some of the economic segments that may not hit bottom until 2010?  We are experiencing 
the lowest housing starts since 1946.  For a real recovery to begin, housing must stabilize.  This includes sta-
bilizing mortgage financing. 

Construction of all types is still in trouble and this has been an important employer.  Commercial 
building construction, for example, does not look like it will hit bottom until well into 2010.  Nondefense 
capital goods new orders were down 24.3%, the worst decline in history with 2009 seeing no bottom.   

New orders for durable consumer goods have experienced their worst decline since World War II.  
Metal working machinery often tells where manufacturing is going.  That segment is experiencing the biggest 
drop in 17 years.  Durable consumer goods and metal working machinery are expected to continue their de-
cline into 2010.   

Another important segment is light vehicle production.  All makers in the United States, foreign and 
domestic, are down substantially with declines expected through 2009.  What all of this demonstrates is that 
the timing of when various important segments of the economy hit their low point will vary and for some cer-
tainly drag well into 2010.   

WWhhaatt  WWiillll  tthhee  RReeccoovveerryy  
LLooookk  LLiikkee??  

Whether the economy hits bottom in 2009 or 
2010 the real question is “what does the recovery 
look like?”  With the excitement over the possibility 
that the downturn could be playing out, we may have 
lost sight of what that means.  Economist have two 
overriding fears.  First, the recovery may be flat and 
second, inflation may further destroy our economic 
stability! 

Was Columbus wrong?  In spite of what we 
learned in school, is the world really flat?  Econo-
mists are now increasingly concerned that the gov-
ernment’s broad massive economic intervention will 
prolong the downturn and create a flat recovery.  We 
take for granted a “V” shaped recovery.  Normally,  

Continued in next column 

when economic activity drops, we have unem-
ployment, we reach the low, and the free market 
system corrects the dislocation. 

As the economic dislocation is corrected 
activity picks up.  Pent up demand built up during 
the downturn fuels a substantial increase in eco-
nomic activity and jobs are created. 

In the depression on the other hand, we hit 
the bottom and stayed there in effect from 1932 to 
1941.  It was war time preparation and conflict that 
brought us out of the depression.   

The concern today is that the massive 
spending programs coupled with substantial tax 
increases could stifle the pent up demand and pre-
vent increased economic activity and job creation 
leaving us with a flat recovery.  The Institute For 
Trend Research, for example, has said, while 

Continued on next page column 1 

 

http://www.LRLevin.com
mailto:LLevin@LRLevin.com


 

 

 

 NNeewwsslleetttteerr  
AApprriill  22000099  

Put Our Experience To Work For You 
803 Sheridan Road, Glencoe IL 60022 ■ (847) 242-1000 ■ Web: www.LRLevin.com ■ LLevin@LRLevin.com  

© Copyright 2009, LL..  RR..  LLeevviinn  CCoonnssuullttiinngg,,  LL..LL..CC...  All Rights Reserved. 
4 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Commenting on one of the favorable trend indicators, 
that “unfortunately *** the trend dynamics of this ear-
ly turning indicator means that we are going to see a 
tepid pace to the recovery when it begins in 2010.” 

Federal, state and local governments have all 
experienced declining revenues.  Like a street full of 
people opening umbrellas against the rain, all levels 
of government are talking about increasing taxes.  At 
the federal level there are proposals for substantial in-
creases to take effect beginning about 2010 just as we 
hit bottom.  There are many other changes such as 
“cap and trade” that are hidden taxes that will increase 
the cost of key items like electricity that everyone must 
consume.  The cumulative effect of all these federal, 
state and local actions could have a very negative im-
pact on the economy.  Economist are describing an “L” 
shaped recovery not a “V.”  They say this “L” shaped 
flat period could last 4 or 5 years, or worse, longer. 

The second concern is extremely high deficit 
spending and the Federal Reserve’s dramatic increase  

Continued in next column 

Recent Cartoon 

 

in the supply of money.  Economists are suggesting that 
the cumulative effect of these two government driven be-
haviors could include substantial inflation by 2010 or 
2011.  The core rate of inflation was up 3.8% in March.  
One form the downturn could take, discussed in our prior 
Newsletters, is Severe Stagflation.  If we have an “L” 
shaped recovery, we will not see job creation and increas-
ing employment.  The need to borrow large sums, the cost 
of debt service, and aggressive monetary policy could 
cause both inflation and high interest rates.  The value of 
the dollar could be impaired at the same time our exports 
remain flat.  Other unintended consequence may make the 
situation even worse. 

While we all hope we avoid this perfect storm, we 
must plan for the next 12 months taking into account all 5 
basic scenarios the downturn could take, including Severe 
Stagflation.  Now that insurance, financial institutions, 
unions, and auto companies “benefited” from direct gov-
ernment help, one thing seems certain, most businesses 
cannot count on government bailing them out.   
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TThhee  WWiissee  OOlldd  OOwwll    

 

To survive and grow, focused, scenario-based action planning is what will make 
the difference now.  The timing of when market segments hit bottom clearly will vary 
by industry.  How inflation impacts raw material or other costs will also vary by indus-
try segment.   

What is clear is that your company and your segment will go through this down-
turn with different timing from other segments of the economy.  How Latin America, 
Europe, Asia, India, and China handle this downturn will have different effects on dif-
ferent portions of our economy.  Thus, each of you must act based on the factors and 
timing unique to your business’s part of the economy.   

Knowing when and what recourses to lock in and how and where to focus your 
efforts is critical and will be company specific. 

Albert Einstein was right when he said, 
“Insanity is doing the same 
thing over and over again 
and expecting different re-
sults.”  

Reminder 
Don’t miss our free workshop 

Put on by our educational component 
AAddvvaanncceedd  MMaannaaggeemmeenntt  UUnniivveerrssiittyy  

TThhee  BBlluueepprriinntt  
FFoorr  GGrroowwiinngg  PPrrooffiittss  

DDuurriinngg  TThhiiss  RReecceessssiioonn  
 

May 12, 2009 
7:30 AM to 10:00 AM 

Mid America Club 
80th Floor 

200 E. Randolph Street 
Chicago, IL  

Buffet breakfast will be served 
 

R.S.V.P.: Click Here to E-Mail RSVP 

for Workshop@LRLevin.com 

or (312) 235-2722 

Click Here for more information on the workshop 
 

 

It is the actions you take now that will create your success over the next 15 month as the downturn devel-
ops and evolves. 
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