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By Elmer L. (Al) Meszaros, CFA, Partner

Here at Midwest Investment Management,
our primary goal is to create investment success
for you, our client.

The road to investment success begins when
we take the time to understand you; your unique
needs; your temperament; and your past
investment experiences. With this information,
we can tailor an asset allocation plan that fits—
a plan that contains the right proportion of the
right investments, over the right timeframes.

A key component of the plan is our new
Consolidated Accounts Analysis.

Perhaps you have a variety of investment
accounts at different places—but they aren’t
managed in a unified way. The Consolidated
Accounts Analysis provides a comprehensive
review of all your accounts, held anywhere, as if
they were a single consolidated account. It can
also identify strengths, weaknesses, or
opportunities across all your investments.
Tools for Success

We utilize two additional tools to create a well-
positioned investment program:

• Foremost is our flagship
Large-Cap Core Portfolio,™ the
foundation of most client
investment programs. It
creates a tax-efficient portfolio
of quality, dividend-paying blue
chip stocks. 

• Through our “Best Funds™

Program,” we offer independent
and conflict-free advice to
select, allocate, and monitor
“Best-in-Class” mutual funds
and exchange traded funds
(ETF’s) for clients who 
want to diversify their
existing accounts or
retirement plans. 

Continued on page 2

1st Quarter Economic Review

Whew! “Roller Coaster” Market 
Produces A Quarter of Contrasts 

“Our Mission Is Your Success”

International Investing: A Different Slant
By Norman F. Klopp, Jr., CFA, Partner

In 2005 and 2006, investors willing to
assume higher risk and volatility in search 
of higher returns poured billions of dollars 
into overseas stock markets or mutual funds
that invest exclusively or primarily
in non-U.S. corporations. As
recently as mid-February, it seemed
investor concern about the risk 
in those investments had all 
but disappeared! 

But in the last days of February,
overseas markets led by China
tumbled—wiping out investors’
profits literally overnight, and
demonstrating once again that the lure of
bigger rewards carries bigger risks.
Preferred method

This is not to say that investing overseas
should be avoided. Rather, we prefer a method 

that can capitalize on market opportunities
overseas without subjecting one’s portfolio 
to the volatility and high risk normally
associated with foreign markets. Let me explain
in the context of Midwest Investment

Management’s proprietary Large-
Cap Core Portfolio.™
First and foremost, our firm’s
investment philosophy is risk-
averse. We focus on large-
capitalization stocks as a way to
reduce the risk of equity ownership. 

Because most large U.S.
corporations now operate globally,
simply by adhering to our core

strategy we thereby create for our clients a
portfolio of stocks that have significant
exposure in diverse international markets. This
is, perhaps, something that few investors
consider when they think of “international
investing.”
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By Norman F. Klopp, Jr., CFA, Partner

The New Year began with a robust extension
of the strong market uptrend that began in July,
2006. By February 23rd the Standard & Poors
500 Index had advanced 2.3%, and news
pundits referred frequently to the “goldilocks”
economy. But as is usually the case when
concerns about risk are low, the market finds
reasons to correct. And so it did. In late
February, several foreign markets posted rapid
double-digit declines and concern about the
sustainability of economic growth became front
page news. In March, the condition of the sub-
prime lending industry shook the markets. As
this newsletter went to press in late-March, the
market was down a modest 0.5% year-to-date
and appeared to be hunting for a stable base.

Another area of general concern: Housing,
which is a cyclical industry. After the recent
long up-cycle, many people were lulled into
thinking “it was different this time.” Well, it
wasn’t!  And what happens when a cyclical
industry corrects after a long up-cycle?
Production is slashed, prices are reduced,
excess inventory is moved, and eventually the
market comes back into balance. 

I have followed cyclical industries for more
than four decades and can tell you that every
cyclical industry experiences excessive up-
cycles. Today, housing is working through that
corrective process. It will take longer in some
cities, but it will happen, probably by year’s end. 

Next question
Are we in the early stage of a manufacturing

downturn and is it a precursor of a general
economic recession? We think not. But we see
a typical inventory slowdown that will likely last
through the first half of the year, along with a
modest slowdown in capital spending. This
slowdown was evident in various measures of
business sentiment in the fourth quarter of
2006, as detailed in the table below.

Note that both the CEO and ISM indices show
modest improvement in the most recent period
versus the 4th quarter 2006, suggesting a
continued, although somewhat slower, rate of
economic growth.
The consumers

Payroll growth of 156,000 over the last three
months was down from 177,000 in the 4th
quarter of 2006, but included a weather-
depressed February.  The unemployment rate
fell to 4.5% in February, and average hourly
earnings were up 4.6% year-over-year in
February, up from an approximate 3% growth
rate in 2006 and 2.5% in 2005. While this raises
inflation concerns, it is positive for consumers.
Consumer sentiment remained positive with the
Conference Board Consumer Confidence Index
at 112.5 in February, a 51⁄2 year high.

Why negative headlines?
With these facts, why are the economic

headlines so negative? Because growth is
slowing from an unsustainable rate of 3.3% in
2006, to a more sustainable rate of about 2.3% 
to 2.5% for 2007. When growth slows, people
fear it may stop.  However, we believe the
underpinnings of this economy are healthy, with
solid gains in personal income; low inflation; 
low unemployment; relatively low interest rates;
good corporate profits; and even better 
cash flow.

On the negative side, we see acceleration in
hourly earnings placing upward pressure on
employment costs. Also, some food prices are
rising, in large part, because of ethanol-
related demand for corn. These factors could
result in an increase in the inflation rate, and
possibly influence the Federal Reserve’s
interest rate decisions.

In summary, we see the foundation of a solid
economy. We believe growth will re-accelerate
by year’s end, setting the stage for higher 
equity prices. 

With investors’ increasing
attention to risk, we believe 
the market will reward the
stocks of large, well managed
companies that can continue to
generate high returns on
invested capital and growing
cash flows and dividends.

Prominent Measures of Business Sentiment
2006 ’06 4th Qtr. Most
Peak Average Recent

CEO Economic Outlook Index(1) 102.2 81.9 84.9

Small Business Survey(2) 101.5 99.0 98.2

ISM Manufacturers Index(3) 57.3 50.7 52.3

(1) Business Roundtable; (2) Nat’l. Fed. of Independent Business; 
(3) Institute of Supply Management
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