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2009 First Quarter 

Value Contrarian Equity 
 

   Dear Investors, 
 

Typically, those with a lot of cash will miss a very large chuck of the market 
recovery… In June 1933, long before all the banks had failed or unemployment 
had peaked, the S&P rallied 105% in six months. [From the December 1974 
bottom the Dow rallied 48% in 5 months]...Be aware that the market does not 
turn when market participants begin to see light at the end of the tunnel. It 
turns when all looks black, but just a subtle shade less black than the day 
before. 
    
 Jeremy Grantham 
 Grantham, Mayo & Van Otterloo 
 March 2009   
  

 

“Career risk” means that for most individuals they would rather be wrong with the crowd than 

look right by yourself. Keynes, the noted economist, explained this phenomenon in his work 

General Theory – “never be wrong on your own.” Remember the famous statement by former 

Citigroup CEO Chuck Prince made during the summer of 2007? The now disgraced Citigroup 

chief was quoted in the Financial Times as saying: “… as long as the music is playing, you’ve 

got to get up and dance. We’re still dancing.” Unfortunately, the definition of a prudent banker 

is to go bust along with all the other bankers. Being right on your own (i.e. exposing 

assets/markets as being overvalued or refusing incorrectly priced new business) does not 

often win you brownie points, unless you are Warren Buffett.  

 

Today, no money manager wants to stick his/her neck out and say that March 9, 2009 was the 

market (Dow) bottom. Especially after the October and November 2008 lows were false 

bottoms. Remember Keynes’ theory, “never be wrong on your own.” Nonetheless, March 9, 
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2009 does appear to be the bottom. Today, widespread investor apprehension still remains the 

consensus. A great sign actually! 

 

Recent financial headlines don’t blare “Market Bottom Reached”. For example: “How far can 

you trust this rally” or “Don’t let this market rally go to your head” or “Too far too fast”. Instead, 

the recent 25% + stock market rally has been greeted by much suspicion.  These small 

anecdotes further confirm our belief that the worst in the global stock markets has passed.  

 

In our opinion, the most comparable bear market to the one we just experienced occurred 

during the 1973-1974 period. From January 1973 to December 1974 the Dow dropped 45%. 

Financial historians always like to trot out the fact that the Dow Index was basically flat from 

1966 until the start of the new bull market in August 1982. Stock market commentators often 

refer to this period (1966-1982) as the “lost generation” for stock investors.  

 

This conventional (1966-1982) stock market wisdom misses one very important element and 

distorts the significant returns from the December 1974 bottom right into 1982. The fact of the 

matter is that despite the 1970’s environment of 12% inflation, stagflation, slow economic 

growth, the Iran/Iraq conflict, sky high interest rates, etc… the S&P 500 index doubled over this 

1974-1981 period. 

   

S&P 500 Total Returns: (’73-’74 bear market ended December 6, 1974) 

 

1975 ............................. +37.2 

1976 ............................. +23.6 

1977 ............................. - (7.4) 

1978 ............................. +  6.4 

1979 ............................. +18.2 

1980 ............................. +32.3 

1981 ............................. - (5.0) 

1982 ............................. + 21.4 

(see attached S&P 500 Index vs Berkshire Hathaway annual performance during this period). 
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Simply stated, once investors side-stepped the ’73-’74 bear market, incredible equity 

valuations made for excellent annual investment returns even before the next bull market 

started in August 1982!!! And once interest rates started to dramatically fall after 1982, the 

wind was truly to the back of investors!  

 

When you buy stocks cheap, you don’t need a bull market to obtain great returns. The 1974-

1982 period was a perfect example. There is absolutely no substitute for paying the right price.  

 

As we have clearly shown, there has been a huge historical misperception (or disconnect) 

regarding annual stock market returns during the slow growth, inflationary 1974- 1982 period. 

This nugget of stock market history is especially important when many people today are 

asking, “How do we best prepare for the inflation or stagflation that may result from the 

multitude of U.S. stimulus programs?”  

 

Recently, Buffett best summed up the Value Contrarian investment strategy vis-à-vis inflation 

and gold. On CNBC Buffett clearly states: … the one thing I can tell you [is that gold] in 5 years 

won’t do anything between now and then except look at you. Whereas, you know Coca Cola 

[great businesses] will be making money, and I think Wells Fargo will be making a lot of 

money… it’s a lot better to have a goose that keeps laying eggs than a goose that just sits 

there and eats insurance and storage and a few things like that. The idea of digging something 

[gold] up out of the ground, you know, in South Africa or some place and then transporting it to 

the United States and putting it into the ground, you know in the Federal Reserve [vault] of 

New York, does not strike me as a terrific asset.” (“Gold Bugs”, please re-read the above quote 

again!) 

 

Despite the unprecedented experience of the recent bear market, we view the next ten years 

as providing excellent risk-adjusted opportunities in the equity markets. With money market 

and T-bill rates at historic lows (0.4% for 90 days) investors are finally being paid to take 

reasonable risks. The big losers will be frightened investors who remain in cash or cash 

equivalents. 

 

 



First Quarter Performance 
  
Your fund ended the first quarter with a net asset value of $1,736.40 per unit, a decrease of 

$57.80 from the December 31, 2008 net asset value of $1,794.20 per unit (after distributions). 

 
As has been entirely consistent with past stock market downturns and business recessions, 

stocks move up dramatically in anticipation of the recovery. Most importantly, it has been 

widely recognized by U.S. authorities that a quick clean-up of the banking system is one of the 

key ingredients to a sustainable recovery (even if this includes stealth nationalizations). What 

will power the markets ahead to positive gains in 2009 and 2010? 

 
1)  Low equity valuations: It’s easier for undervalued stocks to move up in price, while beating 

     lowered earnings expectations. 

 
2)  Investor Frustration: Investors are starting to feel the acute pain of rock bottom interest 

     rates on risk-free fixed-income investments. The fear of not having enough income will 

     certainly play a role in upcoming investor decisions. 

 
3)  Greed: Once the markets are up perhaps 40% - 50% the greed factor will induce  

     investors to look forward, while inhibiting “rear-view mirror” investing based on recent 

     painful events.  

 
We fully understand investor apprehensions regarding the difficulties which lie ahead in the 

real economy. Nonetheless, our positive outlook for the stock markets is based on the 

government’s full recognition of the present banking problems and the importance of avoiding 

a Japan 1990’s style outcome. Despite the inevitable banking failures to come as a result of 

the looming stress tests (May 4), stock market history is on our side. 

 
            

 Respectfully yours,     

 

 
 
 
          

Benjamin D. Horwood 
         Portfolio Manager 
         April 23, 2009 
 

 4


