
 

 

 

 

 

 

 

 

 

           2016 Year End 

             Value Contrarian Equity Fund 

 

Dear Partners, 
 

 

Interest rates act like gravity on (stock) valuation. 

 

   Warren Buffett 

Interview CNBC 

February 27,2017 

 

 

It’s not Trump’s policies that will influence the contours of 

the business cycle or market performance looking ahead, but 

the fed’s reaction function. 

 

 
David Rosenberg 
Chief Economist  

Gluskin Sheff 

 

 

If you mix your politics with your investment decisions, 

you're making a big mistake. 

…America's going to do fine under – in terms of economically 

under – under either candidate as president.  

 

Warren Buffett 

Interview CNBC 

February 27,2017 
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The Canadian stock market story of 2016 was the resurrection of commodity prices from 

the living dead. Coal, oil, copper, gold and iron-ore all benefited from significant rallies. 

With commodity prices roaring back, so did the TSX Index (+21%) in 2016. 

 

By January 2016, the 14-month Canadian bear market finally bottomed out. Moreover, 

financial publication front covers were predicting the collapse of oil to twenty dollars a 

barrel. Classic contrary indicators were in full bloom. It was the time to buy energy and 

commodity stocks. 

 

In the end, despite the bumpy start to 2016, the TSX Index was one of the Western 

worlds best performing stock markets. The index produced double digit returns, after 

having been down -8.3% in 2015. 

 

The lessons of 2016 are very clear. Investors must stay the course and “suck-up” the bad 

years (such as was the case in 2015), with the great years, 2016. Those who have trouble 

accepting uneven returns, or years of negative returns, should not be invested in the 

equity markets.  

 

Superior long-term investment returns were never meant to be easy on the stomach. A 

little pink “pepto-bismol” goes a long way! 

 

Buffett recently summed it up best when he stated: 

“Well, I don’t have the faintest idea what the stock market’s going to do tomorrow or 

next week or next month or even next year. (But) I do know that over time-and we’ll 

talk ten years…that equities will do better than bonds…or bank deposits…” 
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2016 Performance: + 14.02% 
 

 
Monetary policy (interest rates) is profoundly more important to the 

markets and the economy than is the case with fiscal (tax) policy.  

… A little bit of history: There have been 13 Fed rate-hike cycles in the 

post-second world war era, and 10 landed the economy in recession. 

Soft landings are rare…   

 

 
David Rosenberg  

Gluskin Sheff Chief Economist 

March 3, 2017 

 
December 31, 2015 – $ 3,157.61 (NAVPS after distributions) 

December 31, 2016 – $ 3,600 (NAVPS before distributions) 

December 31, 2016 – $ 7.00 (Distribution per unit) 

December 31, 2016 – $ 3,593 (NAVPS after distributions)  

 

Your Fund ended the year with a net asset value of $ 3,593 per unit.  

 

Today’s bull market continues to defy its detractors, having already claimed the mantle of 

being the second longest on record. March 9, 2009 was Day 1 in what has become a once -

in-a generation stock bull market. March 9, 2016 marks the start of the ninth year of this 

U.S. equity rally. The past eight years have seen the S&P 500 Index rise by 300 per cent 

(including reinvested dividends). 

 

Unlike many pension/investment Funds, we do not hedge the investment portfolio against 

currency fluctuations. Not only is it expensive to do so, but the long -term studies we have 

seen, show no significant out-performance. 

 

Our decision means foreign exchange (U.S. dollars in our case), can generate significant 

gains or losses depending on the market conditions in a given year. Since we invest for the 

long term, we feel it’s the right economic decision for the Fund. Nonetheless, this will entail 

incurring periods of currency volatility. 

 

For the first time in two years, 2016 saw the Canadian dollar strengthen against the U.S. 

dollar, 0.72¢ to 0.74¢. This increase in the value of the Canadian dollar produced a slight 
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headwind on the approximately fifty percent of the portfolio held in U.S. dollars. S&P500 

Index return (+12%) trailed the TSX last year.   

 

Due note, that our portfolio is normally light in the metals, mining and gold sectors. Your 

Fund will always be “light” in the earnings erratic commodities sector.  

 

Despite these headwinds, your Fund turned in respectable, if not solid, returns during the 

year. We opportunistically took advantage of the crash in oil prices to increase our U.S. 

energy investments. While the two-day Brexit selloff afforded us entry into blue-chip 

German companies. 

 

Fiera Capital, the Quebec based fund and money manager, was one investment we decided 

to part company with during the year. Although our investment was slightly profitable, 

we were not comfortable with their serial acquisition strategy. In addition, Fiera was 

diversifying into new lines of business which we felt were adding a higher risk profile. It 

was time to head for the exits. 

 

As much as we like to score a “hat trick”, we do make investment mistakes. Every year we 

publicly flog ourselves by revealing an embarrassing “Blunder & Blooper” committed in 

the management of your Fund. Hopefully, our mistakes become valuable learning 

experiences not to be repeated. Time will tell. 

 

Our investment in Empire Co, the owners behind the IGA, Sobeys and Safeway brands has 

certainly left egg on our face. Purchased at a little over $25 per share in 2013, we exited at 

just under $18 this past year. Simply stated, Empire overpaid for the Safeway chain in 

Western Canada. Unfortunately, the price paid was based on a perfect operating 

environment. Instead, Empire botched the integration process and was waylaid by the 

collapse in the Western Canadian economy due to plunging energy prices. The perfect 

storm hit and billions were written off.  

 

An investing “margin of safety” is more likely if one does not initially overpay for an asset. 

This was clearly not the situation with our investment in Empire. In the case of combining 

Empire and Safeway, one plus one did not equal three, let alone two! 

 

We expect our cash position to slowly rise in 2017, as we prune some of our more cyclical 

holdings. Any increase in stock market volatility/corrections may lead to opportunistic 

purchases. 
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OUTLOOK 2017 

 
 

The future has never been clear to me (give us a call when the 

next few months are obvious to you-or, for that matter the next 

few hours); and, (2) no one ever seems to call after the market 

has gone up one hundred points to focus my attention on how 

unclear everything is… 

 

                          Jeremey Miller Author  

Warren Buffett’s Ground Rules 

Partnership Letters 

 

 

Its absolutely baffles me (someone) who buys a 30-year bond. 

…. I just don’t understand it. The idea of committing your 

money at roughly 3 percent for 30 years …. doesn’t make any 

sense to me. 

 

                          Warren Buffett 

Interview CNBC 

February 27,2017 

 

 

 
The election of President Trump in November 2016 was an inflection point, as can be 

seen from the significant rise in bond yields. I would not be surprised if the history 

books recorded the end of the thirty-five-year bond bull market when interest rates 

bottomed in July 2016 (10 yr. U.S. yield 1.36%). 

 

Remember, rising interest rates act as gravity to stocks. Conversely, the low interest 

rate environment since the great recession of 2008-2009 have certainly pushed stock 

prices up. At what point, as interest rate rise, does the valuation argument for equities 

become problematic? That’s the “holy grail” question that all equity investors would 

love answered. 
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The Case for Equities 

 
- I don’t see any anecdotal signs of a stock market bubble as was the case in the 

late 1990’s internet bubble. Taxi drivers, my personal trainer, and the local 

bartender /waitress are not picking my brains for hot stock tips! Stocks aren’t 

cocktail-party chatter yet.  

 

- According to recent comments from Warren Buffet, “measured against interest 

rates (2.4%), stocks actually are on the cheap side compared to historic 

valuations.” 

 

- Finally, Trump is formulating many pro business and tax friendly policies. 

These efforts, if implemented, should stimulate the economy and business 

earnings. All of which could provide positive stock market momentum. 

NAFTA renegotiations will only become clearer by 2018. 

 

The Case against Equities 

 
- At some point, the backup in interest rates, (if it continues), will create 

competition for stocks. 

 

- How much of the positive business news (since Trumps’ election) has the stock 

market already discounted? The S&P 500 is up 6% in 2017, 11% since the 

November election. 

 

- When unemployment is low, wages are rising, and significant fiscal (tax) 

stimulus has been promised, inflation could exceed consensus expectations. 

 

- Finally, Trump’s “unorthodox” and “bully pulpit” style, may lead to 

unintended stock market and geo-political consequences. Not all market 

downturns are the result of classic business recessions. 

 

In our opinion, the greatest threat to the stock markets over the next five to ten 

years would be a dramatic or unexpected rise in interest rates. Some have argued 

that we are now in a period similar to the mid-to-late 1960’s, when the U.S. 

government opened its wallet to finance the Vietnam War despite a labour market 

already at full employment. Inflation soared in response and eventually so did 

interest rates. From 1966 to 1981 the Dow went no where. Will President Trump 

“goose” an already tight U.S labour market? 
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A military misjudgement over North Korea is always lurking in the shadows of 

potential geo-political risks. In comparison, Iranian behavior is almost “boy scout” 

rational to that of North Korea’s rulers.  

 

Are stocks today as enticing as they were in 2008 or 2009? No. Nonetheless, 

today’s low interest rates still make equities a better buy than fixed- income 

investments. Obviously, if ten year bonds were yielding 12%-14%, stocks would 

be extremely overvalued today.     

 

The TSX Index most recently bottomed in January 2016. Back to back bear market 

declines over such a short period, have never been the norm. Five year, risk free 

GIC returns of 2.0%, will not trump the purchase of reasonably priced, quality 

growing businesses over the long term.  

 

My best guess: Look for 2017 to be a year of positive single digit returns 

for the TSX Index. (5%-10% corrections are to be expected.) 

 

 

 

 

 

Respectfully yours, **   

 

Benjamin D. Horwood 

Portfolio Manager 

March 20th, 2017 
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Year - End Management Note 

 
It takes 20 years to build a reputation and five minutes to ruin it. If you think 

about that, you’ll do things differently. 

 
           Warren Buffett 

Berkshire Hathaway 
 

As we have always stated, we cannot promise any particular results, only that investments for 

your Fund will be selected based on value not popularity. We view our Fund shareholders as our 

partners, and we assure you that the protection and growth of your capital will continue to be 

paramount in our thinking. 

 

We aim not to be the biggest but to ensure consistent performance, even if that means limiting the 

Fund’s size or closing it to new investors in the future. We want to enjoy coming to work every 

day and view the Value Contrarian Fund more as a private partnership, where “membership has 

its privileges”. 

 

Secular or disruptive technological changes to an industry or company is what truly destroys 

shareholder wealth and keeps us up at night (think Nortel, Blackberry, Kodak or Blockbuster). 

Conversely, stock-market volatility or the fear and panic of a bear market are merely temporary 

but opportunistic events for the rational buyer. At the end of the day, “price paid” is what matters 

most when investing for the long-term. 

 

Being the second largest shareholder and the Manager of your Fund is certainly no guarantee of 

superior long-term results. But I do think your comfort level is enhanced by having my financial 

interests aligned with yours. Simply stated, your returns are my returns. 

 

We would like to thank our shareholders for the trust you have placed in us during the past year. 

And again, thanks for your referrals – much appreciated. 

 

Finally, a warm thanks to all the Value Contrarian staff. I am most appreciative of the VCAM team 

dedication (Chiraz & Anna) in helping us achieve another successful year.   
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P.S. Do visit us at our NEW web site: www.valuecontrarian.com 

We’re often asked: “When is the best time to invest in the Value Contrarian Fund?” Although there is no best time, since 

it is impossible to time the market, a preferable entry point is when the Fund has produced a month of negative returns or a 

year of underperformance. Unfortunately, human nature prefers the exact opposite. 

 

Overall, long-term shareholders in the V/C Fund benefit from a sinking stock market, the same as a regular grocery shopper 

benefits from declining food prices. So when stock markets plummet – as they will from time to time – “neither panic nor 

mourn”. It’s good buying news for your Fund. 

 

 

This letter is not to be construed as an offer, solicitation or recommendation to buy or sell any of the securities herein named. 

At the time of reading the investments mentioned may no longer be held by the V/C Fund. This information is intended only 

for existing investors in the Fund, as of the date indicated, is not complete and is subject to change. Performance information 

is net of applicable fees unless otherwise specifically noted. Past performance is no guarantee of future results. The 

information contained herein is unaudited. It has been supplied by Value Contrarian Asset Management (VCAM), the Fund's 

Investment Manager and not the Fund's Administrator who is responsible for the final calculation for the actual performance 

and final month-end Net Asset Values. Every effort has been made to ensure that the material contained herein is accurate 

as of publication. VCAM makes no representations or warranties as to the accuracy or completeness of such information and 

accepts no responsibility for any loss arising from any use of or reliance on the information contained herein. VCAM has no 

obligation to update the information at any point in the future. 

 

 

http://www.valuecontrarian.com/

