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Consumer Behavior 

I (Ted) recently ordered a rubber ball for my dog from Amazon. The tennis ball-sized toy arrived in a 

box large enough to hold a pair of adult sneakers. The ball was confined with plastic balloons, something 

rather pleasingly referred to in the industry as an “air pillow.” The plastic ball was wrapped in a separate 

plastic bag. I am not quite sure where the ball originated from, but it certainly went in a truck and 

possibly a plane on its way to my front door. The oversized box, the unnecessary protective plastic bag, 

and its “pillows” all take up more space and weight than the actual item I had ordered. In addition to 

the waste created, shippers are also burning fossil fuels to transport the “air” in those packages all 

around the world.  

According to the EPA, the United States generates 82.2 million tons of packaging waste a year. Much 

of that packaging is plastic. In 2021, Amazon alone generated 709 million pounds of plastic waste. That 

is enough to wrap the world 800 times in those air pillows, which would be helpful, I guess, if we were 

shipping the planet somewhere.1 The amount of plastic packaging is growing, having quadrupled in the 

last 30 years. Its creation is highly energy intensive. Every ounce of polyethylene produced results in 

about an ounce of carbon emissions.2 In total, plastic production accounts for 3.4% of global 

greenhouse gas emissions. While energy intensity could be reduced with reused plastic, globally only 

9% of that plastic is recycled.3 

Plastic does not biodegrade and thus creates long-lasting waste. The most glaring examples of this are 

the two islands of garbage in the Pacific that are largely made up of plastic.4 The plastic island closest 

to the United States is about 1.6 million square kilometers big or about twice the size of Texas.5 

Microplastics have been found everywhere from the depths of the Mariana Trench to the heights of 

Mount Everest and in all parts of the human body.6 This letter could be spent talking about the impacts 

of just these plastics on our food system, humans, and the health of the oceans but suffice it to say it is 

not good.  

Plastic use has gotten the attention of both consumers and government agencies. States ranging from 

California to Maine have passed laws aimed at reducing plastic usage and pollution.7 The federal 

government through the Environmental Protection Agency is currently working on a national plastic 

strategy. The objectives of this strategy are to reduce plastic pollution, improve recycling, and prevent 

 
1 https://thehill.com/policy/energy-environment/3775185-amazons-plastic-waste-increased-by-18-percent-in-2021/ 
2 https://stanfordmag.org/contents/the-link-between-plastic-use-and-climate-change-nitty-

gritty#:~:text=Carbon%20Calculations,production%20closer%20to%205%3A1. 
3https://www.oecd.org/environment/plastic-pollution-is-growing-relentlessly-as-waste-management-and-recycling-fall-

short.htm#:~:text=Global%20plastic%20waste%20generation%20more,11%25%20from%20clothing%20and%20textiles. 
4 https://education.nationalgeographic.org/resource/great-pacific-garbage-patch/ 
5 https://theoceancleanup.com/great-pacific-garbage-patch/#:~:text=ESTIMATION%20OF%20SIZE,times%20the%20size%20of%20France. 
6 https://www.sciencenews.org/article/microplastics-human-bodies-health-risks 
7 https://www.gov.ca.gov/2022/06/30/governor-newsom-signs-legislation-cutting-harmful-plastic-pollution-to-protect-communities-

oceans-and-animals/#:~:text=Legislation%20signed%20today%20requires%20all,and%20after%20January%201%2C%202032. 
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trash.8 Consumers are also picking up on the trend to reduce plastic packaging. They increasingly find 

paper or cardboard more environmentally appealing. According to a recent meta-study, this pro-

sustainable packaging view impacts their product choice and willingness to pay.9  

Cardboard and paper packaging are broadly speaking better environmentally than plastic packaging. 

Virgin cardboard still requires a lot of energy to produce, though less than plastic. More importantly 

90% of corrugated cardboard is recycled, a sharp contrast to plastic.10 Recycled cardboard is 

significantly less energy intensive and prevents or at least delays methane emissions from 

biodegradation. So, while the transition to cardboard is a positive step, using less of it and 

manufacturing it in a sustainable way are also important.  

Westrock 

Westrock is the world’s leading manufacturer of cardboard with a focus on corrugated cardboard and 

consumer packaging. The company attracted our attention after its valuation dropped over 50% from 

its peak and over 20% in 2023. Demand for packaging driven by pandemic-fueled online sales left the 

industry exposed to slower growth and oversupply. The oversupply problem was also exacerbated by 

the concern of a looming economic slowdown.  

The paper and packaging industry has been consolidating for the past decade and is now an oligopoly. 

In recent years the cardboard industry has demonstrated a more orderly management of supply during 

periods of cyclical declines. This has allowed Westrock to maintain margins even in periods of slowing 

demand. The company’s stock price decline did not appear to account for the more consolidated, and 

we believed price disciplined cardboard industry. We were pleased to see early evidence that the 

leading paper and packaging companies’ response to falling demand was not price cuts but capacity 

closures. This, coupled with cyclically low valuations, made Westrock’s valuation compelling.  

The recently appointed CEO, David Sewell, an executive who had been the COO during a successful run 

at Sherwin-Williams, increased our confidence. David led the cyclical paint manufacturer through 

economic periods and multiple acquisitions, seemingly making him exactly the leader Westrock needed 

after a period of consolidation.  

While growth for corrugated cardboard is generally forecast to be in the low single digits,11 Westrock 

has been focused on two fast-growing segments – plastic replacements and custom packaging. Custom 

packaging is the solution to the problem of my dog’s ball. Westrock manufactures machines and sells 

cardboard to create the right-sized boxes. Sized exactly to fit the shipped item, those boxes use less 

space in transit allowing for better efficiency and reducing cardboard waste. On average boxes are 14% 

too big. This leads to a Denver-sized forest of waste each year and unnecessary emissions needed to 

transport excessive volumes of air.12   

Westrock also manufactures plastic alternatives, innovative products likely visible in your grocery store. 

Beverage cans come in cardboard boxes instead of plastic wraps and six-packs are no longer held 

 
8 https://www.epa.gov/newsreleases/biden-harris-administration-announces-latest-steps-reduce-plastic-pollution-nationwide 
9 https://academic.oup.com/jcr/article/50/3/468/7008764 
10 https://www.afandpa.org/news/2023/us-paper-and-cardboard-recycling-rates-continue-hold-strong-

2022#:~:text=A%20bar%20and%20line%20graph,time%20from%202002%20to%202022.&text=Cardboard%20boxes%2C%20also%20know
n%20as,increase%20over%20last%20year's%20rate. 
11 https://www.mordorintelligence.com/industry-reports/corrugated-board-packaging-market 
12 https://paccurate.io/posts/how-to-save-the-planet-think-inside-the-box-report 
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together by plastic rings but by cardboard holders. Westrock is largely responsible for these alternatives. 

The transition to more efficient cardboard packaging is being driven by a regulatory environment and 

consumer preferences, which Redwood Grove believes are long-term trends.  

Westrock’s strong climate and business decisions have not been unnoticed by Westrock’s competitors. 

In September, cardboard peer Smurfit Kappa offered to acquire Westrock for a significant premium to 

market price. Its CEO listed Westrock’s commitment to sustainable packaging and its R&D efforts as 

key drivers of the transaction as Smurfit aspires to become a global leader in sustainable packaging.  

Closing Thoughts 

I (Ted) grew up in a Brooklyn apartment that overlooked the East River. In the winter, I would imagine 

myself skating across the river when it filled entirely with ice floes. In the mid-1800s the river would 

freeze so thoroughly that ferries were unable to cross and taverns were erected to serve people walking 

to work.13 The need to build an alternative to ferries in the winter months led to the building of the 

Brooklyn Bridge. Sadly, it’s been decades since I last saw the East River filled with ice floes. While the 

Brooklyn Bridge remains, very few New Yorkers today even know it was built to solve a problem that 

no longer exists.14 

I thought of the Brooklyn Bridge when we recently learned of the concept of the “habitual present 

tense.” It is the tense we all use to describe something in the past, present, and future. “The winters 

are snowy in Denver,” is an example. The statement comments on how the weather was, is, and will 

be. We often use this tense when describing the climate of a region, however, we no longer live in that 

world. Our use of this language silently tricks us into believing we are living in an unchanging world. 

Actuarial tables relied on by insurance companies that use backward-looking weather and storm data 

can no longer accurately forecast the future. Yet our markets are built on the idea that our physical 

environment remains in the habitual present tense.  That will work until something breaks.  

Rising interest rates are a good example of a much more benign but similarly ignored phenomenon. At 

the start of this year, the rise in rates was largely ignored by the equity markets because they were 

within an acceptable range. The United States 10 year had been below 5% for over two decades. Very 

few investors had even lived in an environment with rates above that level. However, as the 10-year 

approached 5%, the market started to reprice a lot of risk built on those low-interest rate assumptions. 

This is because when stable foundations like low-interest rates move outside of their expected range, 

things like the housing or financial market can start to break. It can be hard to know where and when 

these break(s) will happen, but we have already seen some breakage in the bank run and receivership 

of Silicon Valley Bank and First Republic Bank.15  

Since the beginning of civilization, the world’s temperature has been very stable. Prior to the last 

decade, peak warming was 1 degree C above the historical average. We are currently about to hit 1.5 

degrees C of warming, something outside anything experienced in the past 12,000 years. Things are 

 
13 https://gothamist.com/arts-entertainment/new-yorkers-used-to-walk-over-the-frozen-east-river-on-ice-bridges 
14 https://www.dailymail.co.uk/news/article-2966974/Manhattan-encased-ice-deep-freeze-intense-Polar-Vortex-Hudson-turned-river-

ice-record-lows.html 
15 Silicon Valley Bank (SIVB) Collapses, Enters FDIC Receivership - Bloomberg 

https://www.bloomberg.com/news/articles/2023-03-10/silicon-valley-bank-collapses-enters-fdic-receivership
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likely going to start to break. While uncomfortable, these breaks will be alarms that will accelerate the 

need to transition to a low-carbon economy. The economy must and will move to low carbon faster 

than the markets recognize today. How this happens will be dynamic and complicated and much more 

widespread than just renewable energy. Redwood Grove continues to work to understand, underwrite 

and invest around this long-term secular trend.  

 

With gratitude,  
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Disclaimers 

This document was prepared by Redwood Grove Capital (“Redwood Grove” or the “Firm”). This presentation is accurate 
as of its date and no representation or warranty is made as to its continued accuracy after such date. This document 
was prepared for information purposes only, and does not constitute, or form part of an offer to sell or a solicitation of 
an offer to buy any securities. Any such offer or solicitation will be made only by means of the appropriate confidential 
offering memorandum (“Offering Circular”), limited partnership agreement (or analogous document), subscription 
documents (collectively, the “Offering Documents”), which will be furnished to prospective qualified investors on a 
confidential basis at their request.  

Any reproduction, distribution, or edits to this document, as a whole or in part, or the disclosure of the contents hereof, 
without the prior written consent of Redwood Grove, is prohibited. The results portrayed for the Fund reflect the 
reinvestment of dividends and other earnings and the deduction of costs and management fees charged by the Firm to 
the Fund investors. Performance results are presented on a gross and net basis, reflecting the deduction of, among 
other things, management fees, brokerage commission and administrative expenses.  Neither Redwood Grove nor any 
other person or entity named herein is obligated to notify you of changes to this information nor does any of the 
foregoing assume any responsibility for any losses suffered in reliance on this information. Various factors could cause 
actual results to differ materially from projected results. Any fund return objectives or projections are not a prediction 
or guarantee of future performance.  

Note that any fund return objectives or projections are based upon assumptions regarding future events and conditions 
which may not prove to be accurate or complete. Accordingly, any fund return objective or projections should not be 
relied upon and should not form the primary basis for an investment decision. There can be no assurance that the 
projections will be achieved or that substantial losses will be avoided. Projections of returns have many inherent 
limitations.  Investments in funds managed by the Firm may lose value. Please refer to the important disclosures on 
pathe Fund’s Offering Documents for full terms. 

Neither this presentation nor the limited partnership interests in the Fund have been approved by the United States 
Securities and Exchange Commission or by any regulatory or supervisory authority of any state or other jurisdiction, nor 
has any such authority or commission passed on the accuracy or adequacy of this presentation. Any representation to 
the contrary is unlawful. 

This document may discuss general market activity, industry or sector trends, or other broad-based economic market 
conditions and should not be construed as research or investment advice. Recipients are urged to consult with their 
financial advisors before buying or selling any securities. The information included herein may not be current and 
Redwood Grove has no obligation to provide any updates or changes. No representation, warranty or undertaking, 
express or implied, is given as to the accuracy or completeness of the information or opinions contained herein.  

This report may include a discussion regarding certain positions of the Fund. A full list of positions held by the Fund will 
be provided upon request. Certain information contained in this document constitutes “forward-looking statements,” 
which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “seek” “expect,” 
“anticipate,” “target,” “project,” “estimate,” “intend,” “continue,” “believe,” “tend to”, the negatives thereof, other 
variations thereon or comparable terminology. Examples of forward-looking statements include, but are not limited to, 
estimates with respect to financial condition, results of operations, and success or lack of success of the Fund’s 
investment strategy. Due to various risks and uncertainties, actual events or results may differ materially from those 
contemplated in such forward-looking statements. All are subject to various factors, including, but not limited to general 
and local economic conditions, changing levels of competition within certain industries and markets, changes in interest 
rates, changes in legislation or regulation, and other economic, competitive, geopolitical, governmental, regulatory 
and/or technological factors affecting the Fund’s operations that could cause actual results to differ materially from 
projected results.  

Past performance is not necessarily indicative of future results and there can be no assurance that targeted returns will 
be achieved  and there can be no assurance that funds managed by the Firm will achieve comparable results. Certain 
market and economic events having a positive impact on performance may not repeat themselves. There can be no 
assurance that the Fund will achieve results comparable to or that the returns generated will equal or exceed those of 
other investment activities of the Firm or its affiliates or that the Fund will be able to implement its investment strategy 
or achieve its investment objectives. The Manager does not make any representation or warranty, express or implied, 
regarding future performance. Targeted investor returns shown herein are based on assumptions and calculations of 
the Manager using data available to it. Targeted returns are subjective and should not be construed as providing any 
assurance to the results that may be realized by the Fund in the future. 
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Performance results shown for the Fund are presented on a net basis, reflecting the deduction of, among other things: 
management fees, brokerage commissions, administrative expenses, and accrued performance allocation or incentive 
fees, if any. Net performance includes the reinvestment of all dividends, interest, and capital gains.  

The Russell 1000 Value Index (the “Index”) is the benchmark for Redwood Grove Capital Fund, LP (“Redwood Grove 
Capital” or the “Fund”). The Index is designed to be a measure of the large and mid-sized capitalization companies in 
the United States equities market. The Index is a composite of roughly 1,000 securities issued by the largest companies 
in the U.S. in terms of market capitalization. The Index is a subset of the securities found in the Russell 1000. The Index 
is not necessarily indicative of the investment strategy for the Fund. Assets and securities contained within the Index 
are different than the assets and securities contained in the Fund will therefore have different risk and reward profiles. 

A variety of factors may cause indexes such as the Russell 1000 Value Index and the Russell 1000 Growth Index to be 
an inaccurate benchmark for a particular fund, and the Indexes do not necessarily reflect the actual investment strategy 
for Redwood Grove. The returns of market indexes are provided in these materials for comparison purposes only and 
the comparison does not mean that there necessarily will be a correlation between the returns of the Fund, on the one 
hand, and either of these indexes, on the other hand. These indices have not been selected to represent an appropriate 
benchmark against which to compare the Fund’s performance; but, rather, are disclosed to allow for comparison of 
sample transactions’ performance to that of certain well-known and widely recognized indexes. The returns of the Fund 
would differ from these indices in that, among other reasons, the Fund is, or will be, actively managed and may use 
leverage. Such indices are unmanaged and are not subject to fees and expenses, including transaction costs, typically 
associated with private investment funds. 

 


