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Dear Partners, 
 
 

Managing risk and understanding where you are in the cycle 
are really the two most important things for an investor...  
… That’s because where we stand in the cycle is a main 
determinant of risk (along with price paid). 
… Hitting the right mark in terms of the mix of offense (100% 
equities) versus defense (more cash) in a portfolio is the most 
important single decision. If you get the offense versus the 
defense right, it doesn’t matter really what you pick, what 
stocks you bought… 

 
Howard Marks 

Oaktree Capital Management 
Oct 29, 2018 

 
 

… The high and relatively easy money in investing is made 
when prices are low, pessimism is widespread and investors 
are fleeing from risk. 
… (2018) tells me this is not such a time. 
 

Howard Marks 
Oaktree Capital Management 

Client Letter – Sept 2018 
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With the continuing interest rate hikes, investors no longer have to grapple with 
“TINA” – the idea that “there is no alternative” to buying equities. Indeed, 
investors now have various fixed-income options. 
 
Cash is always enormously attractive as a “psychological soother” during 
periods of market turmoil. Today, even after inflation, one can come out ahead 
with short-term T-bills. This has big implications for the equity markets. 
Competition now exits. Meanwhile, both the Fed and Bank of Canada have 
indicated interest rates have further to rise. 
 
In 2018, investors have not been playing defense, but rather offense! Until the 
recent October selloff, many investors have abandoned their usual aversion to 
risk. With the TSX Index incurring a 6.5% loss for the month of October, a dose 
of reality has perhaps started to creep back into the investing landscape. 
 
Anecdotal evidence of persuasive speculative fever in 2018 has been very clear to 
your manager. Listed below are some classic examples: 
 

- Cannabis mania with retail investors 
- Bitcoin mania earlier in the year 
- VCAM admin staff asking about stock tips 
- Personal trainer trading out of Telecom into Tech (FAANG) 
- A previously conservative investor suddenly, in mid-2018, creating the 

ultimate momentum hot/sexy portfolio. College students gone “wild”? No, 
rather a case of a middle-aged retail investor gone “wild”! (Think: AI, 
Robotics, FAANG/Tech, EV’s, Lithium, … you get the idea.) 

 
The above are all classic signs in financial history of late cycle speculative market 
activity. What we have been witnessing this past year is a case of common sense 
and prudence being thrown out the window. The trauma of the 2007-2009 
financial crisis has not only worn off, it has been ripped off! 
 
In the final analysis, this super extended bull market (March 2009 to …) will last 
as long as it takes for investors to unlearn the bad investing habits and unrealistic 
optimism acquired over the past ten years. The stock market pendulum has a 
habit of swinging from extreme optimism to extreme pessimism, before it settles 
down somewhere in the middle ground. 
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Only in hindsight, will one know if the present 10% correction will morph into a 
20% plus bear decline. It is your Fund holdings of quality businesses combined 
with a near 30% cash position, which gives us confidence in the future. We will 
remain defensive until the market cycle inflicts more downside pain. Patience 
can be an acquired taste! 
 
 
 
Third Quarter Performance 

 
 

 
“Just about everything in the investment world can be done 
either aggressively or defensively. In my view, market 
conditions (today) make this a time for caution.” 
 

Howard Marks 
Oaktree Capital Management 

Sept 26, 2018 
 
 

“When you look at market cycles, the duration, the speed of 
the fluctuations, the severity, the causes, all the effects vary. 
What rhymes are the root causes – too much optimism, not 
enough risk aversion, and too much money (credit). Just about 
every boom… has been marked by those things… “ 
 

Howard Marks 
Oaktree Capital Management 

Sept 26, 2018 
 
 
Your Fund ended the September third quarter with a net asset value of $3,554.36 
per unit, an increase of $82.88 from the December 31, 2017 net asset value of 
$3,471.48 per unit (after distributions). This represents a year-to-date return: 
+2.4% (TSX: +1.36%). 
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Our investment strategy, as always, remains very simple. We aim to limit capital 
losses, while turning into aggressive buyers (of quality businesses) when 
corrections/bear markets strike.  
 
Yes, I can feel your sentiments… “Why don’t you just completely cash out and 
buyback at a later, more opportune moment?”  
 
We know we are not smart enough to get it right. Mr. Marks, and many others, 
correctly point out that “the penalty in terms of likely opportunity cost is just too 
great to justify being out of the markets”. In the meantime, caution and discipline 
are your Fund manager’s moto. 
   
Bring on the Pepto Bismol (investor version – red). The recent market 
volatility/correction could be over in six weeks or two years (like the 2000-2002 
bear). Unfortunately, quantifying the severity/duration of market corrections has 
never been a science. Making money is never easy! 
 
 
 
 
 

Respectfully yours, **   
 

Benjamin D. Horwood 
Portfolio Manager 

October 31, 2018 

 
 

Value Contrarian Equity Fund 
Next Fund purchase date: November 23, 2018 
Call today: 514 – 398-0808  
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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/

