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Dear Investors, 
 

The mantra that common stocks are the best investment is 
neither true nor false.  Unless modified by three little words – 
“at a price” – it is meaningless.  In general, when purchased at 
Wal-Mart prices, common stocks deliver excellent returns 
overtime.  At Tiffany prices, they tend to disappoint. 

 

James Grant 
Investment Publisher 

 

The trick for the long-term health in the economy is to lower 10 
to 30 year yields (on long-term bonds), not Fed Funds (short 
rates) – and that Greenspan has failed to do… Greenspan may 
have to threaten to raise short-term rates in order to lower 
mortgage and long-term yields. 

 

Bill Gross 
Pimco Management 
 

Many investors are wondering whether we are in a bull or bear market, especially 
in light of the markets “see-saw” trading range.  In our estimation it’s too early to 
tell, although for the moment the bears seem to be winning.  
 
The Dow peaked in January 2000 at 11,722.  We believe the index would have to 
surpass the old high for a period of time in order to confirm a new bull market.  
(The Dow is presently at 10,095.)  With interest rates set to rise again over the 
next few months, it would seem highly unlikely that the 11,722 high mark will be 



broken.  Only until well into the present cycle of rising interest rates will we be 
able to better determine the outcome in this battle between the bears and the 
bulls. 
 
The key question on everyones mind is when will Alan Greenspan start reversing 
last year’s interest rate cuts.  The longer the Fed waits, the more painful it is 
going to be next year.   
 
It is interesting to note that despite last year’s aggressive series of rate cuts, Mr. 
Greenspan’s actions were ineffective in bringing down the yield on 10-30 year 
long bonds or 5 year mortgage rates.  (The yields on long bonds are not set by 
the Federal Reserve but are based on the laws of supply and demand in the 
open market.)  Many analysts feel the Fed needs to focus on bringing down 10 
year note yields to bolster the economy over the long run. 
 
 

First Quarter Performance 
 
Your fund ended the first quarter of 2002 with a net asset value of $1,844.42 per 
unit, an increase of $104.12 from the December 31, 2001 asset value of 
$1,740.30  per unit. 
 
The first quarter of 2002 remained a volatile period in the financial markets, 
especially for those companies with negative earnings surprises.  Equity 
valuations are discounting much of the anticipated economic recovery. 
 
During the quarter we took advantage of the takeover rumours surrounding 
Laurentian Bank to sell our remaining holdings.  The most likely candidate to 
takeover Laurentian is National Bank.  A major stumbling block to any deal is the 
fact that Laurentian has a unionized workforce, a definite “no-no” in the staid 
world of Canadian banking.  We also sold our remaining position in Canada Life 
as the shares were fully priced.  As a result of these sales and others 
contemplated, we expect to see our cash position begin to rise once again. 
 
Finally, on the American side of the portfolio we purchased shares in the 
dominant New England bank, Fleet Boston ( $200 billion is assets).  With its 
exposure to troubled Argentina, the shares were hit with a costly one-time write-
off in 2001.  Nonetheless, earnings from Argentina in 2000 is represented a mere 
3% of the banks total earnings.  The company expects to earn $3.00 to $3.15 in 
2002.  At our purchase price in the low thirties, and with a 4% dividend yield, this 
investment should workout over time.  The possibility of a future takeover would 
represent icing on the cake. 
 

 

 



 

 

Outlook 

 

…If last years faltering economy can be characterized as a 
“recessionette”, does it make sense for the market to have a 
roaring rebound instead of a more tepid conversion to the 
norm? 

 

John Rogers Jr. 
Ariel Capital 

 

While the Canadian and U.S economies appear to be on the mend, the recovery 
in the market indexes has been very feeble in 2002.  Simply stated, stock 
valuations are still exceedingly high, thus limiting any major advances.  Adding to 
the markets difficulties are rising oil prices and further interest rate hikes by the 
Bank of Canada.  The Bank of Canada recently warned that it will have to raise 
interest rates steadily this year as the economic recovery has been stronger than 
expected. 
 
 We are at the cusp of a new credit-tightening cycle, thus creating some strong 
headwinds over the next nine months for the stock market.  As always, we will 
remain opportunistic in the face of corporate disappointments, and related bad 
news. 
 
 

Respectfully Yours,** 
 
 
 
 
Benjamin D. Horwood 
Portfolio Manager 
April, 26, 2002 
(514) 398-0808 
 
 
 

P.S. Do visit us at our 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. 

http://www.valuecontrarian.com/

