
Everyone knows the quote, but 
do you know who coined it?

The original source was Frank Leahy, a legendary football 
coach at Notre Dame. Coach Leahy teams were unbeaten for 
39 consecutive games and won four national championships. 

So what does this have to do with the companies we invest 
in? Well, we think the going is tough, but you own tough 
companies.

We are living with the hangover created by the loose 
lending standards of 2005 and 2006. Credit was freely 
available to both corporate borrowers and individuals. 
Corporations were able to borrow at very low rates and 
with little concern about paying the money back. This 
created a lot of competition for the typical financial in-
termediaries — banks and insurance companies. It also 
made it very difficult for disciplined companies to make 
acquisitions. We have heard numerous stories of compa-
nies that we own being out-bid for deals by frivolously 
aggressive buyers.

��Easy credit was also available to individuals. Anyone 
could borrow money as long as it was used to purchase 

residential real estate. You did not need a down payment or 
even an income! If you think this is cynical humor, it isn’t. 
The mortgage industry actually had a name for such a loan 
— NINJA loans. That’s No Income, No Job, No Assets.

Today these lending practices are history and we are 
returning to a normal credit environment — however, 
going through the transition is difficult. 

But remember, when the going gets tough, the tough 
get going. I want to emphasis this quote. Everyone is 
focused on the first half — when the going gets tough. 
Every day we read about credit problems and a recession. 
No one is talking about the second half of the quote — 
the tough get going. This current environment is favor-
able for tough companies because they can weather the 
downturn, make acquisitions and earn money. You own 
the tough companies. Here are a few examples:

Mohawk Industries (MHK)
MHK is a flooring surfaces company specializing in 
carpet, tile, laminate, and now hardwood flooring. 
Mohawk recently acquired a wood flooring company 
that was struggling. This allows Mohawk to add a new 

Recession?
Polling stock investors in January 2008 would surely 
reveal that many are apprehensive about a recession 
and its effects on the stock markets. While recessions 
are certainly not comfortable to endure, they are a natural 
part of the economic cycle and eventually end, leading 
to periods of expansion. Keep in mind that recessionary 
periods are often shorter in duration than the expansion-
ary time frames that follow. According to the National 
Bureau of Economic Research (NBER) there have been 
32 recessions since 1854 that have lasted an average of 
17 months. However, recessions since 1945 have averaged 
only 10 months in duration and the expansionary periods 
that followed averaged 57 months.

So what happens to stocks?
History has shown us that more often than not, the antici-
pation of a recession tends to depress stock prices more 
than the actual recessionary period. If you examine 
the five recession periods since Fenimore has been in 
business over the last four decades, you will observe that 
recessions don’t always correlate to drops in stock prices 
(of the S&P 500 Index). In three of those five periods, stocks 
actually increased in value during the recession. In fact, 
following the official end of the past five recessions, 
stocks increased significantly in the ensuing 12 months 
in all periods except March 2001 through November 
2001. This data is obviously all 20/20 hindsight but raises 
a valid point. You don’t know if stocks will go up or down 
during and/or after the potential recession or when 

the end actually occurs. This makes timing the market 
literally impossible and reinforces the philosophy of 
“Stay the course!”

“It’s time in the market, not timing the market.”  
Vain attempts to time the market and avoid stock market 
declines as propagated by recessionary fears are akin to 
earning a steady salary at a casino — it just doesn’t work. 
If you pulled your capital out of the market and missed 
just 10 of the best days of performance in the S&P 500 
Index over the last 10 years, your annualized return 
(without dividends reinvested) would have gone from 
positive 4.2% being fully invested, to negative -0.5%. 
And the more “best” days you missed, the worse your 

return would have been. The chart above illustrates the 
opportunity cost for missing the best return days in the 
S&P 500 Index for the 10 years ending 12/31/2007. 

We obviously cannot predict if or how long a recession will 
occur. We do know that recessionary periods eventually 
end. And being fully invested, even through a potential 
downturn, yields better investment results over the long 
term than attempting to time the decline, remove capital 
from the stock market and get back in when “things are 
better.” While recessionary fears may continue to depress 
stock prices in the short term, they can also produce great 
buying opportunities. To quote Sir John Templeton, 
“You buy stocks in periods of maximum pessimism and 
sell stocks during periods of maximum optimism.”  

Don’tPanic:
And don’t go to cash!

Chris La Porta, Portfolio Manager & Marc Roberts, Research Analyst

“When the going gets tough…  
The tough get going.”

John D. Fox, CFA, Director of Research

During these ever-changing markets, we remain intent 
on buying great companies at discounted prices for client 
portfolios. Our value philosophy reinforces the discipline 
to capitalize on swings in the marketplace and select 
companies whose economics and fundamentals are sell-
ing at attractive prices. This is very important to our stock 
selection process because buying at a discounted price 
builds in a margin of safety to the downside. Furthermore, 
by buying at the right price a return could be made even 
if the broad markets are declining — “old fashioned” 
stock picking.

And we are excited about the buying opportunities today! 
In the early days of 2008 we continue to add value to 
portfolios by purchasing companies whose business 
models are tried and true yet perhaps out of favor with 
investors in the short run. Insurance companies are a 
perfect example.  While most financial firms are quickly 
shrinking due to bets placed on risky credit, we remain 

positive on the staying power of the insurance businesses 
that we follow. These companies continue to grow their 
book value, produce revenues and earnings and manage 
their respective businesses effectively even in the shadow 
of a shaky stock market. Some are even buying under-
valued businesses to add to their portfolios!

Obviously, we cannot predict what the upcoming quarters 
may hold for our companies. We know that each of you 
is bombarded by the concerns about the economy and 
fears of further sub-prime losses. However, as contrarians 
to Wall Street, we cannot emphasize enough that these 
are the times that allow us to take advantage of irratio-
nal markets. Moreover, when the environment changes 
for the better, these businesses should do well as they 
are positioned for long-term growth, especially from the 
current valuations. And we believe that there is great 
opportunity now to buy these companies at low prices.

  

The Time is Now – Buy Low   Anne B. Putnam, Portfolio Manager
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