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G I R

A LETTER FROM JON LANGENFELD

They say change is the only constant. As we enter 
2020, you can also say uncertainty is the only certainty. 
A number of seismic geopolitical, economic and 
social changes are on the horizon, many of which 
may impact the global industrial sector. How will 
companies navigate these changes and prepare for 
the opportunities and challenges?

Founded 100 years ago and headquartered in the 
center of the U.S. industrial belt, Baird has partnered 
with global industrial companies throughout all parts 
of the business cycle. Our team’s broad experience, 
deep sector expertise and wide relationship network 
position us to support companies as they navigate an 
increasingly turbulent environment.

Our conference, now an annual event for nearly a half 
century, off ers a unique forum for global insights on the 
future of the industrial sector. This 2020 Global Industrial 
Report describes how industrial companies are adapting 
to change and defi ning Industrial 2020.
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Baird Capital

HOW IS YOUR BUSINESS ADAPTING TO PLANNING 
IN A WORLD WHERE UNCERTAINTY IS BECOMING 
THE NORM?

DAN FLORNESS
When there’s uncertainty, we all have to put energy into being 
resilient in what we do in our business. 

We believe it boils down to six things. The fi rst is identifying 
our business’s long-term priorities. Ideally, our priorities will 
center on our goals. The second step is to identify the activities 
that directly support these long-term priorities and keep doing 
them. The third step is to identify the activities that are really 
important (and are necessary). Pull back a bit. Step four is to 
identify and stop doing activities that don’t necessarily support 
your long-term priorities. The fi fth step is communication. It’s 
important to tell stories within your organization about how 
you’ve navigated uncertainty in the past and persisted through 
good economies and weak economies. Step six is to repeat step 
fi ve. You communicate again and again. It helps to calm anxiety 
and create normalcy. 

CHRIS KOCH 
At Carlisle, we believe change and uncertainty are constants. 
To confront and address change and uncertainty successfully, 
we rely on a strong strategic plan, deep-seated core values, 
a culture that refl ects an entrepreneurial mindset and a 
continuous improvement philosophy. Our Vision 2025, which 
we introduced in early 2018, is our “north star” and underscores 

our belief that the best course of action is to be committed to 
long-term plans and goals, develop and retain the talent and 
culture in our organization to meet these goals, and maintain the 
fi nancial strength to provide the fl exibility to execute.

JOHN ENGEL
We remain focused on what we can control, which is our strategy, 
our operating plans and our execution. Taking into account 
the increased uncertainty in our environment, we are making 
investments for a future that demands both data-driven and 
traditional distribution-related solutions. 

VERN NAGEL
It is not just uncertainty, but also the pace of change, mostly 
involving new technologies, that is also causing companies to 
re-examine their planning process. What we see happening is 
that organizations have to re-examine some of their priorities 
and key assumptions around longer-term strategy on a more 
frequent basis. 

It doesn’t mean you don’t have goals, of course, but you’re 
continuously looking at how changing market dynamics such as 
shifts in technology might infl uence some of your assumptions. 
A good example is 5G, which is becoming a reality. How will it 
impact businesses in terms of what they’re trying to do and why 
they’re doing it? We keep a more focused eye on diff erent trends 
in tech. 

  It is not just uncertainty, but 
also the pace of change, mostly 
involving new technologies, that 
is also causing companies to 
re-examine their planning process. 
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C-Suite Insight on Adapting in 
a World of Constant Change

De� ning a 
New Normal

Baird sat down with a panel of global industrial company 
executives to discuss the tremendous changes facing 
businesses today – geopolitical, generational, economic 

– all of which will require leadership to answer complex 
questions with no simple answers. 

As we enter 2020, companies are facing an environment 
where uncertainty is arguably the only certainty. How will 
looming market turbulence, developing political situations 
and the rise of the millennial generation alter the way 
companies think and act in the years ahead? This panel 
discussion explores how businesses are adapting to 
change and defining a new normal. 

MODERATED BY 
JOSH CHAN, SENIOR RESEARCH ASSOCIATE
LUKE JUNK, SENIOR RESEARCH ASSOCIATE
BAIRD
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WHAT OPPORTUNITIES AND CHALLENGES DOES 
UNCERTAINTY CREATE FOR YOUR ORGANIZATION?

JOHN ENGEL
During times of increased uncertainty, we maintain our 
relentless focus on super-serving our customers. Customers 
are facing an increasing set of challenges in their businesses. 
We know that inflation, tariff-related price increases and skilled 
labor shortages are issues that are impacting our customers. 
Our opportunity is to provide the products, services and 
complete supply chain solutions that drive productivity and 
efficiency and create value for our customers. 

CHRIS KOCH 
Our foundation and philosophies, coupled with our strong 
balance sheet and our Vision 2025, allow us to be opportunistic 
in M&A and capital investment when others retreat in uncertain 
times. Over the past several years, we have established and 

continue to invest in new growth platforms including CCM’s 
polyurethane and architectural metal businesses, and medical 
technologies within CIT, despite facing today’s uncertainties.

VERN NAGEL
Today, you have both technology uncertainty and political 
uncertainty. There is no doubt in my mind that uncertainty  
has really slowed down how businesses think about  
longer-term capital investments until they get more clarity.

At Acuity, we’re investing in really talented people who 
understand key technologies and how they’re evolving. When 
it comes to the political uncertainty, it’s a little bit of a new 
ballgame. It’s caused us to become more cautious about how 
we might consolidate certain portions of our manufacturing 
and engineering capabilities because we’re not sure how  
NAFTA will play out.

DAN FLORNESS
Our customers are feeling the same angst and uncertainty 
we’re feeling. The opportunity is to forge a stronger relationship 
with the customer. Part of this involves creating a stronger 
relationship with the supplier because we all work together to 
serve the customer.

We are a supply chain partner with our customer. Their supply 
chain has become more expensive and more complex because 
of things like tariffs. It’s our job to simplify things, understand 
our customer’s business and provide them with solutions  
and ideas.

AS OF LATE 2019, THE U.S. ECONOMIC CYCLE WAS 
THE LONGEST BULL MARKET ON RECORD. AS AN 
ORGANIZATION, HOW DO YOU BALANCE CONTINUED 
GROWTH IN THE NEAR TERM WITH AN EVENTUAL 
TURN IN THE CYCLE?

4

VERN NAGEL
We’ve worked hard over the last decade to diversify our business 
model to include not only the new construction cycle, but to 
also participate in the renovation cycle, whether it’s outdoor 
street and roadway or indoors migrating from older fluorescent 
or HID technology to LED. We took advantage of the technology 
shift to diversify our product portfolio and processes to pursue 
growth opportunities in both the installed base as well as 
new construction. 

CHRIS KOCH 
The current bull market has provided a good backdrop for 
Carlisle’s traditional businesses, especially commercial roofing, 
aerospace and automotive production, and our significant 
capital investments in plant, people and R&D have allowed us to 
gain share, gain price and drive significant earnings growth. We 
fully intend to continue to make those investments to sustain 
our business leadership going forward. As we look toward a 
potential cycle turn, our capital investments across segments in 
emerging, new platforms sets us up particularly well to weather 
a turn in the overall economic cycle. 

JOHN ENGEL
While the bull market has lasted for over 10 years, we also 
weathered an industrial recession in 2015-16 led by declines in 
oil and gas. We met the challenges of the industrial recession by 
reducing costs, consolidating branches and driving efficiencies 
in our organization. At the same time, we reinvested some of the 
savings to diversify our business to focus on growth areas such 
as data centers, the broadband build-out, and LED renovation 
and retrofit. We also invested in our go-to-market capabilities 
with improved digital and e-commerce solutions, and we 
continued to invest in our industry-leading utility team. We’re 
prepared to act based on market conditions while maintaining 
flexibility in our business. 

DAN FLORNESS
Over the last 50 years, we’ve built a $5 billion business. However, 
we still have relatively small market share in our market. We keep 
focusing on investing in growth and investing where we have 

existing business, branch and onsite operations. If our revenue 
falls off in the future and we need to pull back some expenses, 
we’ll absolutely pull back on expenses – but we still invest  
to grow.

WHAT ARE THE IMPLICATIONS OF THE CURRENT 
SHIFTING POLITICAL LANDSCAPE FOR YOUR 
BUSINESS? AS IT RELATES TO TRADE AND FLOW  
OF GOODS + SERVICES, HOW WOULD A LESS 
OPEN GLOBAL MARKET IMPACT YOUR BUSINESS?

5

  Our customers are feeling the same 
angst and uncertainty we’re feeling. 
The opportunity is to forge a stronger 
relationship with your customer. 
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JOHN ENGEL
We’re primarily a North American business, but we serve many 
customers that have global operations and partner with our 
global supplier base. The U.S. and Canada markets represent 
approximately 95% of our overall business, and we generally 
are buying products manufactured locally in the U.S. for our 
U.S. business and locally in Canada for our Canadian business. 

Our direct purchases from China represent a low single digit 
percentage of our purchases. A more restrictive global market 
would likely challenge our manufacturing partners, some of 
whom are much more exposed to China sourcing for their 
operations and supply chains, and therefore we would be 
exposed to higher costs from those manufacturers.

VERN NAGEL
Approximately 97% of Acuity’s revenues today are focused 
on the North American market. Certain components that we 
source from around the globe are coming from broader Asia, 
not necessarily just China. Right now, our markets are wide 
open to foreign competition for lighting products, our primary 
source of revenues. But if our markets remain open while 
certain other foreign markets remain closed to U.S. products, 
this dynamic will not be favorable in the long run. So we’ll  
see how that plays out. This paradigm serves to create even  
greater uncertainty.

CHRIS KOCH 
In the current environment, Carlisle has benefited from having 
a relatively high percentage of business based in the United 
States. Because of this, we have been somewhat insulated from 
turbulence in the global marketplace as demand here in the 
non-residential roofing markets and commercial aerospace 
markets provides a relatively stable foundation. 

DAN FLORNESS
Our first thought goes to our customer. Depending on our 
customer’s business, what they do and who their end market is 
can change things dramatically. Does the uncertainty also affect 
supply chain? Absolutely. Take fasteners as an example. Most 
non-construction fasteners in the U.S. come out of China. More 
than half of the steel produced on the planet is produced in 
China. Fasteners are made out of steel. There’s a dramatic cost 
advantage in that market. The entire North American economy 

– actually, the entire global economy – is getting most of its 
fasteners out of China. We’re all in the same boat. It’s a product 
issue, and it’s more acute for certain products than others.

6

WHAT ARE ONE OR TWO WAYS THE COMPANY MIGHT 
BE DIFFERENT 5-10 YEARS FROM NOW BECAUSE  
OF THE IMPACT(S) OF THE GENERATIONAL SHIFT  
TO MILLENNIALS?

CHRIS KOCH 
We are aware that we are in a new age of technology, and as the 
tech boom spreads globally, we remain focused on enhancing 
equipment, systems and processes to not only increase speed 
and efficiency, but also to create working environments more 
attuned to the changing needs of a tech-savvy generation. We 
anticipate more automated systems in our facilities and more 
technology overlay in our applications, which translates to a 
different set of skills needed in the manufacture, installation  
and use of our products.

JOHN ENGEL
The biggest change will be how we leverage technology  
with our stakeholders. Over the next 5-10 years, we expect our 
customers will demand that their supply chain partners provide 
solutions via digital means. We’re focused on being a leader in 
driving digital solutions in our B2B value chain. I also believe that 
how we work, be it in an office or branch, will rapidly evolve over 
the next decade. 

VERN NAGEL
Technology is enabling the next wave of people coming into 
the workforce to have incredible skills. Technology is second 
nature to folks in the next generation. That knowledge will allow 
them to become subject matter experts much more rapidly. 
Companies will be able to leverage that knowledge base to 
more rapidly transform their businesses. 

DAN FLORNESS
We’ll still need the infrastructure of the global economy to 
support our business. What we provide as a supply chain partner 
will actually become more important because we’ve built the 
expertise – through people, technology and the infrastructure of 
our organization – to be decidedly superior to our competitors 
in our ability to combine fulfillment with ideas for alternatives.

HOW IS THIS GENERATIONAL SHIFT CHANGING 
CUSTOMERS’ EXPECTATIONS OF YOUR COMPANY? 
HOW CAN (OR WILL) YOUR COMPANY ENHANCE ITS 
COMPETITIVE POSITIONING AMID THIS SHIFT?

CHRIS KOCH 
We do not believe this generational shift will fundamentally 
change our customer’s expectations of Carlisle delivering 
innovative, highly engineered, ROI-based solutions. However, 
one of the biggest challenges for our customers is accessing and 
training skilled labor. As such, our customers’ needs for ease of 
use is ever increasing. 

JOHN ENGEL
Digital changes are accelerating in our industry and customer 
expectations are increasing regarding products, services and 
data. We offer our customers numerous ways to digitally 
interface and interact with WESCO, and we are making 
additional investments to ensure that we remain a leader in  
the distribution marketplace of tomorrow. 
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  Digital changes are accelerating in our 
industry and customer expectations are 
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and data. 
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VERN NAGEL
There are industries – potentially lighting specifically, and  
the electrical industry generally – that have been slow to 
diversify their customer-facing organizations to be more 
reflective of societal makeup overall. More diversity will  
bring greater opportunities for companies like Acuity that  
drive greater adoption. 

DAN FLORNESS
For us, we are focused on developing our skills to be the best 
supply chain partner, not only as a product expert, knowing 
where to source options and having resources in your network, 
but also our ability to get a product to our customer from an 
e-commerce and traditional logistics standpoint. Customers 
need it when they need it.

THIS GENERATIONAL SHIFT IS ALSO DRIVING 
AWARENESS OF AND A DEMAND FOR SUSTAINABILITY 
INITIATIVES. HOW DOES YOUR COMPANY CONSIDER 
SUSTAINABILITY IN YOUR BUSINESS PLANNING? 

CHRIS KOCH 
We are committed to driving measurable strategies that will 
contribute to clear sustainability and diversity and inclusion 
across the enterprise. We do this not because it’s a trendy 
subject or because investors will undoubtedly place a greater 
emphasis on it over time, but because we believe these 
behaviors are necessary and drive significant value to  
our employees, communities and shareholders.

Sustainability very much overlaps with our continuous 
improvement philosophy. Within that, we seek to optimize our 
manufacturing footprint, reduce waste across Carlisle, increase 
resource productivity and optimize material usage. 

JOHN ENGEL
We expect environmental, social, governance (ESG) and 
sustainability matters to continue to grow in relevance and 
importance with our investors. As such, we have enhanced 

our ESG disclosures and conducted investor outreach with 
shareholders to help us understand their related priorities. 
And because we’re not a manufacturer, our sustainability 
goals include delivering sustainable products and services 
to our customers to help them meet their goals. This is a key 
differentiator for us and is how we will maximize our positive 
impact on the environment. 

VERN NAGEL
For sure, investors are paying more attention to ESG matters. 
Acuity is a solution for the “E” side of many companies’ 

9

businesses. Internally, we are formalizing our processes to 
demonstrate our ESG efforts to our investors as well as our 
customers. Many of our customers are cities, states and federal 
government that have ESG requirements as part of their 
contracts as part of their sustainability efforts.

DAN FLORNESS
Whenever given the opportunity to speak to college students, 
I share this anecdote. I grew up in a rural setting, on a farm in 
Wisconsin. Our family didn’t just farm the land and raise animals – 
we took care of both. I was drawn to Fastenal because the 

company operates the same way. We care about how people 
are treated. We’re frugal as an organization, and we talk about it 
often, both internally and externally. Frugality is about caring  
for the environment and sustainability. Frugality isn’t just about 
not wasting. 

We talk about this with potential Fastenal employees. 
Fortunately, we had a founder who was very frugal, and it 
was not in his DNA to waste. He created an organization that 
operated the same way. So, being frugal comes naturally to us, 
which means we don’t waste – and that’s sustainable. We’ve 
been acting in a sustainable fashion for years.

HOW IS YOUR COMPANY ADAPTING YOUR APPROACH 
TO ATTRACTING, TRAINING AND RETAINING 
MILLENNIALS? WHAT ARE YOUR BIGGEST CHALLENGES 
AND OPPORTUNITIES?

CHRIS KOCH 
There is no question that the current labor markets are 
tight, and there is a premium on attracting and retaining 
employees of all generations. We believe that millennials, like 
previous generations, are looking for opportunities to develop 
themselves and to have a meaningful impact on both the 
company they work for and their communities.

In the past few years at all of our businesses, we’ve improved 
our employee engagement programs, from developing social 
media content to enhancing our leadership development 
programs. We have active partnerships with universities and 
trade schools, both within and outside the U.S., in an effort to 
attract millennials to an industrial/manufacturing environment. 
We’ve also significantly increased our programs around diversity 
and inclusion and corporate social responsibility, in part as a 
response to the voice of millennials.

  We expect environmental, 
social, governance (ESG) and 
sustainability matters to 
continue to grow in relevance 
and importance with our 
investors. 
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JOHN ENGEL
Winning the war for talent and being the employer of choice 
in our industry is our continuous goal. As a result, we have a 
long list of initiatives targeting this goal as part of our enterprise 
strategy. We conduct an employee engagement survey every 
two years to get a pulse on improving our organization. We 
hire college interns to join WESCO for the summer with a view 
toward full-time hiring upon graduation, and we have a year-
long program for recent college graduates to learn our business. 
We are also very active in recruiting employees with military 
backgrounds, as we have found the training and job skills they 
already possess help them to quickly contribute upon joining 
our WESCO team. 

VERN NAGEL
Our mission statement reflects our core belief that engaged 
and empowered associates will meaningfully benefit all key 
stakeholders. Millennials are interested in companies that put 
the associate at the center of the value creation opportunity and 
are focused on using technology to change the environment 
that their customers operate in and how they use resources, 
either physical space or all resources, to make a difference.

When potential employees think about Acuity, they no longer 
think about us as a lighting company. They see us a technology 
company. Electronics and software are now core competencies 
of our business, whereas 25 years ago we would’ve said our core 
competencies were optical design, supply chain and access  
to market.

DAN FLORNESS
One thing I’ve seen in both my kids and their friends, as well as 
our own employees, is how much more informed people are 
about their options than they were 10, 20, 30 years ago. They’re 
doing research on organizations they may want to be part of 
and using tools that simply didn’t exist decades ago. They are 
being much more strategic with their careers and taking more  
of a future view. That’s a great way to approach what’s next.

This generation is willing to be challenged, too. We have to  
listen to what they’re looking for and what challenges they’re 
hungry for, then provide that challenge. Challenges should  
go both ways.  

  Millennials are interested in 
companies that…are focused on 
using technology to change the 
environment that their customers 
operate in… 

 This generation is willing to be 
challenged, too. We have to listen 

to what they’re looking for and 
what challenges they’re hungry for…
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PREPARING FOR THE NEXT RECESSION
Companies need fi nancial strength and fl exibility to 
capitalize on opportunities that emerge in a soft economic 
environment. Best-in-class companies are pursuing 
initiatives to bolster their economic fortitude ahead of 
the next downturn.

Capital Structure – Ample liquidity and a strong balance 
sheet are critical to capitalizing on the next downturn. 
Sophisticated companies are developing recessionary 
scenarios to quantify the likely fall in EBITDA based on how 
they performed in the last recession, end market exposure 
and cost structure. Companies that feel exposed should 

endeavor to deleverage by staying disciplined on capital 
expenditures, selling non-core assets and preserving cash. 
Many companies are also re-examining their debt securities to 
ensure they have the most fl exible terms possible and some 
are considering raising equity to shore up balance sheets. 

Variable Cost Structure – Since the Great Recession, many 
companies have migrated more costs from fi xed to variable to 
mitigate the bottom-line impact from a drop in revenue. They 
have done this by automating manufacturing, outsourcing 
non-core functions like certain design, maintenance, IT, HR, 
legal and fi nance operations, and reducing large fi xed costs 
like excess manufacturing footprints. 
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Portfolio Realignment – Many businesses have diversifi ed 
their end markets and entered new, less cyclical markets. They 
have achieved this by divesting or spinning-off  highly cyclical 
businesses and acquiring assets serving noncyclical end markets 
such as food & beverage and medical & pharmaceutical. Several 
companies are exploiting secular trends within their markets, 
in areas like electrifi cation, automation and IIoT (industrial 
internet of things), which may mitigate recessionary headwinds. 

Business Model Innovation – While many companies are 
innovative in new product development, it is less common to 
see aggressive, strategic business model innovation. Companies 
at the forefront of model innovation know improving quality 
of revenue can enhance their resilience to market weakness. 
For example, they are investing in recurring revenue streams 
like aftermarket service and spare parts, subscription software 
and equipment leasing. They are also working to increase 
diff erentiation and customer loyalty to preserve pricing in a 
falling-volume environment.  

Recession Plan – It is imperative that every management 
team has a recession plan that identifi es and prioritizes actions 
to mitigate economic weakness. This enables them to react 
quickly and realign their businesses to preserve capital and 
shift resources to key strategic functions. In the last recession, 
companies that took immediate actions like reducing 
401(k) contributions, giving workers unpaid time off  and 
making headcount reductions shored up their profi tability 
and were better able to navigate the environment than 
ill-prepared businesses.

PRIORITIZING STRATEGIC INVESTMENTS 
Companies that prepare for a recession will be fl exible enough 
to direct resources to initiatives that will generate strong ROIs 
when the economy strengthens. They may achieve even greater 
long-term market share expansion if their competitors are not 
as diligent. 

Double Down on Research and Development – Many 
companies have made the mistake of slowing R&D investment 
during recessions. During the Great Recession, businesses 
that could aff ord and had the strategic vision to continue new 
product development programs captured signifi cant market 
share from competitors when demand re-emerged. 

Implement Operational Initiatives – It can be challenging 
to divert time and resources to operational initiatives in a 
strong environment where customer requirements are high. 
A downturn provides an opportunity to tackle initiatives such 
as enterprise resource planning (ERP) or customer relationship 
management (CRM) implementations, workforce training, 
lean manufacturing programs, supply chain rationalization 
or facility consolidations. 

Pursue Strategic Acquisitions – Recessions are a unique 
opportunity for companies with strong balance sheets 
to capitalize on weaker competitors and drive industry 
consolidation. The psychology of entrepreneurs often evolves 
during a recession as they are faced with circumstances 
like layoff s, reducing incomes and dealing with unhappy 
constituents. Continued independence is often less appealing 
than teaming up with a well-resourced partner. In addition, since 
targets’ earnings and prospects are lower and fewer bidders are 
viable, valuation expectations typically fall in these environments. 
During the Great Recession, well-capitalized companies that 
aggressively consolidated the market saw outsized shareholder 
returns in the following decade.

Companies that are well-prepared heading into the next 
recession and use their resources wisely to invest in the 
long term will emerge stronger and create superior value 
for shareholders. There may be a silver lining to the downturn 
after all.

Is � ere a Silver Lining? 
Capitalizing on the Next 
Economic Downturn 

With careful planning, industrial 
companies can emerge from 
the next downturn stronger and 
positioned for success. 

While so� ening demand in certain industrial end 
markets can be challenging, it is also an opportunity 
to make strategic moves that may be di�  cult to 
pursue during periods of rapid economic growth. 
We believe companies can optimize this opportunity 
and not let the next recession go to waste. 

AUTHORS

JOEL COHEN 
MANAGING DIRECTOR 
CO-HEAD, BAIRD
GLOBAL INDUSTRIAL
INVESTMENT BANKING

JOE PACKEE 
MANAGING DIRECTOR 
CO-HEAD, BAIRD
GLOBAL INDUSTRIAL 
INVESTMENT BANKING



PREPARING FOR THE NEXT RECESSION
Companies need fi nancial strength and fl exibility to 
capitalize on opportunities that emerge in a soft economic 
environment. Best-in-class companies are pursuing 
initiatives to bolster their economic fortitude ahead of 
the next downturn.

Capital Structure – Ample liquidity and a strong balance 
sheet are critical to capitalizing on the next downturn. 
Sophisticated companies are developing recessionary 
scenarios to quantify the likely fall in EBITDA based on how 
they performed in the last recession, end market exposure 
and cost structure. Companies that feel exposed should 

endeavor to deleverage by staying disciplined on capital 
expenditures, selling non-core assets and preserving cash. 
Many companies are also re-examining their debt securities to 
ensure they have the most fl exible terms possible and some 
are considering raising equity to shore up balance sheets. 

Variable Cost Structure – Since the Great Recession, many 
companies have migrated more costs from fi xed to variable to 
mitigate the bottom-line impact from a drop in revenue. They 
have done this by automating manufacturing, outsourcing 
non-core functions like certain design, maintenance, IT, HR, 
legal and fi nance operations, and reducing large fi xed costs 
like excess manufacturing footprints. 

12

Institutional 
Equities & Research

Global 
Investment Banking

Baird Capital

13

Portfolio Realignment – Many businesses have diversifi ed 
their end markets and entered new, less cyclical markets. They 
have achieved this by divesting or spinning-off  highly cyclical 
businesses and acquiring assets serving noncyclical end markets 
such as food & beverage and medical & pharmaceutical. Several 
companies are exploiting secular trends within their markets, 
in areas like electrifi cation, automation and IIoT (industrial 
internet of things), which may mitigate recessionary headwinds. 

Business Model Innovation – While many companies are 
innovative in new product development, it is less common to 
see aggressive, strategic business model innovation. Companies 
at the forefront of model innovation know improving quality 
of revenue can enhance their resilience to market weakness. 
For example, they are investing in recurring revenue streams 
like aftermarket service and spare parts, subscription software 
and equipment leasing. They are also working to increase 
diff erentiation and customer loyalty to preserve pricing in a 
falling-volume environment.  

Recession Plan – It is imperative that every management 
team has a recession plan that identifi es and prioritizes actions 
to mitigate economic weakness. This enables them to react 
quickly and realign their businesses to preserve capital and 
shift resources to key strategic functions. In the last recession, 
companies that took immediate actions like reducing 
401(k) contributions, giving workers unpaid time off  and 
making headcount reductions shored up their profi tability 
and were better able to navigate the environment than 
ill-prepared businesses.

PRIORITIZING STRATEGIC INVESTMENTS 
Companies that prepare for a recession will be fl exible enough 
to direct resources to initiatives that will generate strong ROIs 
when the economy strengthens. They may achieve even greater 
long-term market share expansion if their competitors are not 
as diligent. 

Double Down on Research and Development – Many 
companies have made the mistake of slowing R&D investment 
during recessions. During the Great Recession, businesses 
that could aff ord and had the strategic vision to continue new 
product development programs captured signifi cant market 
share from competitors when demand re-emerged. 

Implement Operational Initiatives – It can be challenging 
to divert time and resources to operational initiatives in a 
strong environment where customer requirements are high. 
A downturn provides an opportunity to tackle initiatives such 
as enterprise resource planning (ERP) or customer relationship 
management (CRM) implementations, workforce training, 
lean manufacturing programs, supply chain rationalization 
or facility consolidations. 

Pursue Strategic Acquisitions – Recessions are a unique 
opportunity for companies with strong balance sheets 
to capitalize on weaker competitors and drive industry 
consolidation. The psychology of entrepreneurs often evolves 
during a recession as they are faced with circumstances 
like layoff s, reducing incomes and dealing with unhappy 
constituents. Continued independence is often less appealing 
than teaming up with a well-resourced partner. In addition, since 
targets’ earnings and prospects are lower and fewer bidders are 
viable, valuation expectations typically fall in these environments. 
During the Great Recession, well-capitalized companies that 
aggressively consolidated the market saw outsized shareholder 
returns in the following decade.

Companies that are well-prepared heading into the next 
recession and use their resources wisely to invest in the 
long term will emerge stronger and create superior value 
for shareholders. There may be a silver lining to the downturn 
after all.

Is � ere a Silver Lining? 
Capitalizing on the Next 
Economic Downturn 

With careful planning, industrial 
companies can emerge from 
the next downturn stronger and 
positioned for success. 

While so� ening demand in certain industrial end 
markets can be challenging, it is also an opportunity 
to make strategic moves that may be di�  cult to 
pursue during periods of rapid economic growth. 
We believe companies can optimize this opportunity 
and not let the next recession go to waste. 

AUTHORS

JOEL COHEN 
MANAGING DIRECTOR 
CO-HEAD, BAIRD
GLOBAL INDUSTRIAL
INVESTMENT BANKING

JOE PACKEE 
MANAGING DIRECTOR 
CO-HEAD, BAIRD
GLOBAL INDUSTRIAL 
INVESTMENT BANKING



Millennial Empowerment: 
How Sustainability and 
Technology Are Driving 
Change in Energy Markets

Do millennials care about where their energy comes from? 
Research suggests they do. A recent report by Deloitte shows 
that more than half of millennials rate the importance of 
renewable energy sources as very or extremely important 
compared to just a quarter of older consumers. The 
same research shows that millennials are also a lot more 
technologically savvy and therefore empowered to do 
something about this. 

For instance, they use energy management apps more 
frequently than any other age group. It is not hard to see 
what is driving both of these trends. Recent media stories 
have focused on the Extinction Rebellion protests across 
the Western world, fi res in the Amazon rainforest and the 
impact of rising temperatures and sea levels. At the same 
time, the liberalization of energy markets, the rise of digital 
marketplaces and the advent of internet of things (IoT) 
technology have all empowered consumers to infl uence 

their carbon footprint by making it easy for millennials to 
switch energy providers, turn down their heating when 
they’re not at home and buy energy-effi  cient appliances 
and fi xtures.

The increasing demand for sustainable energy is being partly 
met with growing wind, solar and hydro capacity around 
the world, driven by government subsidies and falling 
equipment costs. Indeed, research fi rm Bloomberg New 
Energy Finance estimates that by 2050, steep declines in 
wind, solar and battery technology costs will result in nearly 
half of world electricity being generated by these renewable 
energy sources. Of course, many countries have tentatively 
committed to a zero net emissions future by 2050, a future 
that will entail electric cars, railways and a lot more clean 
energy production capacity.

14

Institutional 
Equities & Research

Global 
Investment Banking

Baird Capital

15

Such a dramatic transformation in the global energy mix will 
require an equally dramatic investment in supporting energy 
infrastructure. Experts have questioned whether the U.K.’s 
increasing reliance on wind energy put too much pressure 
on the country’s grid, triggering the worst blackout in more 
than 15 years in August 2019, which hit 1 million homes and 
triggered travel chaos. 

The answer must lie in developing a smart grid that can 
respond quickly to changing electric demand, add resiliency 
and better integrate large-scale renewable energy systems. 
Such a grid will require signifi cant investment in controls, 
computing, battery storage and automation. At the same time, 
a smart, digital grid will allow for two-way communication 
between utilities and their customers. This will enable better 
integration of customer-owned generation and storage 
systems, allowing, for instance, households to sell excess solar 
energy back to the grid. 

Smart meters are an integral part of the smart grid 
revolution that provide more control for consumers. The 
data they produce allows distribution network operators to 
better manage energy supply and demand. Consumers in 
turn can better understand how much energy they 
consume and change their behavior, for instance running 
power-hungry appliances such as washing machines 
at cheaper, off -peak times. 

Of course, the considerable savings to be made in energy 
consumption do not just apply to the residential sector. 
The commercial and industrial sectors together account for 
almost two-thirds of total consumption, and there is plenty 
of low-hanging fruit to pluck in delivering savings: IoT-enabled 
HVAC (heating, ventilation and air conditioning) systems can 
conserve energy and improve comfort while LED lighting 
installations consume less energy, and enabling them with 
sensors can reduce waste in empty rooms. IoT-enabled 
appliances, including LED lighting, air conditioners and central 
heating systems, allow consumers to reduce consumption 
by turning off  heat and lights when they are not at home. 
Wireless sensors and networks allow buildings to be retrofi tted 
at a lower cost and without damaging existing infrastructure. 
Smart power strips can automatically switch off  printers and 
copiers at the end of the day. 

Baird Capital sees signifi cant potential to invest in the 
technologies and services required to support this global 
transformation of energy generation and consumption, from 
services to off shore wind to automation and IoT technologies, 
LED lighting and battery technologies. 
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power-hungry appliances such as washing machines 
at cheaper, off -peak times. 

Of course, the considerable savings to be made in energy 
consumption do not just apply to the residential sector. 
The commercial and industrial sectors together account for 
almost two-thirds of total consumption, and there is plenty 
of low-hanging fruit to pluck in delivering savings: IoT-enabled 
HVAC (heating, ventilation and air conditioning) systems can 
conserve energy and improve comfort while LED lighting 
installations consume less energy, and enabling them with 
sensors can reduce waste in empty rooms. IoT-enabled 
appliances, including LED lighting, air conditioners and central 
heating systems, allow consumers to reduce consumption 
by turning off  heat and lights when they are not at home. 
Wireless sensors and networks allow buildings to be retrofi tted 
at a lower cost and without damaging existing infrastructure. 
Smart power strips can automatically switch off  printers and 
copiers at the end of the day. 

Baird Capital sees signifi cant potential to invest in the 
technologies and services required to support this global 
transformation of energy generation and consumption, from 
services to off shore wind to automation and IoT technologies, 
LED lighting and battery technologies. 

AUTHOR:
ANDY DYER 
INVESTMENT DIRECTOR, 
BAIRD CAPITAL
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1Greenwich Associates North American Equity Investors – U.S. Small-/Mid-Cap Funds and U.S. Equities Sales, 
Corporate Access & Research, May 2019. Surveys conducted with 100 small-cap and mid-cap fund 
managers and 169 fund managers and 269 traders, respectively. Rankings for qualitative metrics based 
on leading research firms in surveys.
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