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The hottest fire.  The strongest steel. 
  

Warning:  this will be yet another “Pollyanna” message from Outlook Capital Management.  But maybe 
we’d better explain “Pollyanna,” first, on the chance that our younger readers (less than 100 years old) 
don’t know what it means.  
  
In 1913 Eleanor Porter wrote a children’s book called “Pollyanna,” about a “very cheerful, talkative and 
radically optimistic youngster who focuses on the goodness of life and always finds something to be glad 
about, no matter how bad the situation.”  It was a big hit, and so were the movies in 1920 and 1960 (by 
Disney, before Disney “grew up,” if we’re being polite.)  So “Pollyanna” entered the dictionary as a label 
for anyone who insists on looking for the bright side of the darkest pictures.  Hmm . . . guilty as charged, 
here at Outlook.  Of course, in an investment world whose ratio of Nightmare Headlines to Cheerful 
Headlines must be around 100 to 1, Pollyanna might just bring us closer to the truth of things than any 
other philosophy. 
  
Quarterly Earnings Season is almost here.  It is also “Quarterly Reality Season” because we find out what 
operating businesses and their customers are actually doing—which tells us far more than the foggy, 
survey-based economic statistics which take the place of “facts on the ground” during the 2 months 
between every Earnings Season.  As Theresa’s Micron report illustrated, this afternoon, we pay extremely 
close attention to what Outlook’s core companies tell us, each Earnings Season . . . but we also try to look 
beyond that small group, sampling a broader array of companies at work in different industries.  Here’s 
what Bed, Bath and Beyond had to say today. 
  

At Bed Bath and Beyond, a green bar of growth . . . after a very long wait. 

 
  
BBBY is a retail store of course . . . and was deemed “non-essential” during the Lockdown, hence closed 
its 1000 stores from March through most of June.  But as we can see from the chart, the company’s 



troubles began long before the Lockdown, with red bar after red bar of falling quarterly sales.  Here’s the 
stock chart: 
  

5 Years at Bed Bath and Beyond:  Deeper and Deeper into the Swamp 

 
  
The red arrow shows those dismal last 5 years.  The company kept hiking its dividend . . . but the market 
(which is always an odd mix of shrewd and foolish) had its “shrewd” hat on, and wasn’t fooled by the 
rising dividend.  It was looking at those endless red bars, up top.  We’ll get to the green arrow in a bit. 
  
First, though, let’s look away from Bed Bath’s swamp picture and think about something completely 
different. 
  

The Value Produced by an Hour of Labor and a Dollar of Capital 



 
  

Pardon the economic gobbledygook.  “Total Factor Productivity Annual Growth,” indeed.  This chart aims 
to show us how the degree of invention and general business ingenuity changed (in the U.S. economy) 
from one time period to the next.  The numbers seem small, but they apply to the whole economy, so 
small changes matter a lot.  The red bar is the story.  It’s the Depression:  1929 – 1941.  How on earth did 
the Depression produce the biggest spike in productivity in modern history? 
  
A well-known investment manager named Morgan Housel answered that question, not long ago.  
  

The 1930s were a disaster.  Almost a quarter of Americans were out of work in 1932. The stock 
market fell 89%.  Those two economic stories dominate the decade’s attention, and they 
should.  But there’s another story about the 1930s that rarely gets mentioned: It was, by far, the 
most productive and technologically progressive decade in history.  The number of problems 
people solved, and the ways they discovered how to build stuff more efficiently, is a forgotten 
story of the ‘30s that helps explain a lot of why the rest of the 20th century was so prosperous. 
  
In 1941, the U.S. economy produced almost 40 percent more output than it had in 1929, with 
virtually no increase in labor hours or private-sector capital input. Almost all of the increase in 
output per hour is attributable to technological and organizational advance [of the 1930s]. 
  

That part is just “the facts.”  Mr. Housel really shines, though, when he asks “Why?” 
  

But more importantly the very worst of times are home to “Really Big Problems That Need to Be 
Solved Right Now.”  Innovation is driven by incentives. And incentives come in many forms.  On 
one hand there’s, “If I don’t figure this out I might get fired.” That will get your brain in gear.  Then 



there’s, “If I figure this out I might help people and make a lot of money.” That will produce 
creative sparks.  Then there’s what militaries have dealt with: “If we don’t figure this out right 
now we’re all going to die and the world will be taken over by Adolf Hitler.” That will fuel the most 
incredible problem-solving and innovation in the shortest period of time that the world has ever 
seen.  The 1955 book The Big Change describes the burst of scientific progress that took place 
during World War II:  What the government, through its Office of Scientific Research and 
Development and other agencies, was constantly saying during the war was, in effect: “Is this 
discovery or that one of any possible war value? If so, then develop it and put it to use, and damn 
the expense!” 
  
The result has been likened to a team of experts combing through a deskful of scientific papers, 
pulling out those which gave promise of usefulness, and then commandeering all the talent and 
appropriating all the money that might be needed to translate formulae into goods.  Militaries 
are engines of innovation because they occasionally deal with problems so important – so urgent, 
so vital – that money and manpower are removed as obstacles, and those involved collaborate in 
ways that are hard to emulate during calm times.  You cannot compare the incentives of Mountain 
View coders trying to get you to click on ads to Manhattan Project physicists trying to end a war 
that threatened the country’s existence. You can’t even compare their capabilities. The same 
people with the same intelligence have wildly different potential under different 
circumstances.  Militaries are an extreme example of panic-induced innovation. 
  
But the broader point that applies to everyone is that the biggest innovations rarely occur when 
everyone’s happy and safe, or when the future looks bright. They happen when people are a little 
panicked, worried, and when the consequences of not acting quickly are too painful to bear. 
  
That’s when the magic happens. 
  

Let’s let Pollyanna point us back toward Bed Bath and Beyond . . . and every Outlook core company, and 
a giant share of Main Street USA.  Eleven years ago, the Calamity of 2008 – 2009 scared the daylights out 
of us, but also made the magic happen.  It particularly made Main Street USA promise itself it 
would never be so financially weak as to wonder about survival again.  So a great many American 
companies went, financially, from “middle of the road” strength to “Rock of Gibraltar” strength during 
this past decade.  Now here we are again, living through an entirely different “Calamity” which has also 
scared the daylights out of us.  And Main Street USA has not been sitting on its hands.  It’s been coming 
down the track like Usain Bolt.  It is going from “Rock of Gibraltar” to (whatever is beyond that), and it’s 
rethinking and redesigning how it does business at levels so fundamental they weren’t even on the 
drawing board when this Year 2020 began.  
  
Bed Bath and Beyond had gradually sunk deeper into the swamp for 5 years . . . until now.  This Calamity 
lit a fire under its people, who are doing what Microsoft’s CEO, Satya Nardella, called “making 2 years of 
transformation in 2 months.”  BBBY is closing 20% of its stores, has paid off so much debt that it’s now 
“net cash positive,” has already converted the remaining 800 into e-commerce delivery centers, has 
overhauled its vast product lineup towards its most profitable items, has recruited around a million new 
digital customers . . . and after just one quarter of misery, shows the first green bar of rising same-store 
sales in 5 years.  “The same people with the same intelligence have wildly different potential under 
different circumstances,” said Mr. Housel.  There’s another way to say it:  “The strongest steel comes from 
the hottest fire.”  
  



That 100-to-1 ratio of Nightmare to Cheerful Headlines tries to never let us sit back calmly and ponder 
such deep truths.  But they’re all that really matter, in any economic system where government mainly 
gets out of people’s way instead of telling them what to do.  We may or may not have “Lockdowns, Round 
Two” around the world.  They won’t last.  What will last is all that energy and ingenuity, born of fear but 
amazingly beneficial nevertheless.  
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions should 
only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk of loss.  
 


