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Dear Partners, 
 

The Fed is raising its rate at a late hour in a weary business 

expansion… Zero per cent rates – have distorted the structure and the 

tempo of American enterprise… There is a better than passing chance 

that the Funds rate is headed back to zero. 

 
James Grant - Editor 

Grant’s Interest Rate Observer 
December 20, 2015 

 

 

My job is to catch a falling knife… but with caution. 

 
Howard Marks 

Oaktree Capital Management 
 

 

The story of 2015 (at least in Canada) was the collapse in commodity prices, and in turn 

the 16 percent fall in the Canadian dollar. Coal, Oil, Copper, Iron Ore and Nickel prices 

have all been decimated. When the Canadian economy failed to muster annual growth of 

2 percent, 2015 felt like a recession, combined with a stealth bear market. Commodities 

sneezed, and the TSX caught the flu!  

 

In raw numbers, the TSX was down -(8.3%) for the year, making it one of the world’s 

worst performing developed stock markets in 2015. 

 

Concerning the plunge in global energy prices – yes, investing in this sector has felt like 

“catching a falling knife”. Nonetheless, my long-term bullishness arises from simple 

economics.  
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A thirty or twenty five dollar oil price is leading to massive curtailment in capital 

investment at a time when demand is being stimulated by lower oil prices. U.S. shale 

production is finally starting to shrink and global demand is still rising. 

 

What has further kept a lid on rising energy prices in 2016? The prospect of increased oil 

production from Iraq, Iran and Libya. While the short-term downside risk is limited, the 

near term upside potential is $50-$65. 

 

Today, the financial news is saturated with excessive negative sentiment against a 

rebound in energy pricing. The real surprise at this juncture, would involve a significant 

supply disruption, geo-political event, or OPEC blinking first in this game of “supply 

chicken”. In the past few days it appears that some OPEC “blinking” has started to occur.  

 

Yes, it’s always psychologically difficult to invest against the perceived wisdom. 

Nonetheless, my job is to catch the falling “oil knife”… but with caution (in stages) and, 

yes, with a few nicks and scrapes to show. 

 

 In order to be successful, an investor has to understand not only accounting, economics 

and finance, but also psychology. Being a contrarian and buying at the nadir of investor 

confidence has always appealed to me psychologically and emotionally. Indeed, I like to 

call oil, “black gold”.  
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2015 Performance: +1.04% 
 

The TSX Composite Index 2015 return: -8.3%. 

 

 

 

... Many investors impute intelligence to the (stock) market and look 

to it to tell them what’s going on… This is one of the biggest 

mistakes you can make. As Ben Graham (famed value investor) 

pointed out, the day-to-day market isn’t a fundamental analyst; it’s a 

barometer of investor sentiment. You just can’t take it too seriously. 

 

 
 Howard Marks 

Oaktree Capital Management 
 

 

 

The reality is there will be periods of time when that decision not to 

(currency) hedge the portfolio will have a positive impact, as it’s 

having currently, and periods of time like in our fiscal 2010 (when 

the fund saw currency – related losses).  

 

 
 Mark Wiseman  

Canadian Pension Plan Investment Board  
 

 

December 31, 2014 – $3,127.92 (NAVPS after distributions) 

December 31, 2015 – $3,160.55 (NAVPS) 

December 31, 2015 – $0.00 (Distribution per unit) 

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

 

 

Your Fund ended the year with a net asset value of $3,157.61 per unit. The expenses of 

the Fund covered all the Funds income, thus there will be no distributions in 2015. 
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During 2016, the Value Contrarian Fund benefited significantly from the conversion of its 

U.S. dollar investments back into Canadian dollars. 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 

outperformance.   

 

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

weathering some currency volatility.  

 

While 2014 and 2015 provided a foreign currency tailwind, 2016 and 2017 may provide a 

currency headwind to the Funds returns. (Interestingly, the largest Pension Plan in 

Canada – the Canadian Pension Plan – does not engage in foreign currency hedging).  

 

Our positive returns in a negative return year were also aided by a large cash position. 

Cash is a key component in our investment arsenal. Most importantly, it provides future 

fire power and a “peace of mind” when financial markets are in panic mode.  
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OUTLOOK 2016 

 
Non-recessionary bear markets tend to be shallower and recover 

more quickly… These bear markets tend to be shorter – a median of 

five months and the drops smaller – “just 26% on average.” 

 
Ben Levisohn  

Barron’s  
January 18/2016 

 

 

 

At its worst (in mid-January), the TSX had slumped 26 percent below its peak of 

September 2014 and was back to levels seen more than three years ago. At what point 

does the correlation between oil and stocks start to mitigate a bit? Perhaps equity 

markets and oil prices will bottom very close to each other.  

 

If oil prices have indeed bottomed, unlike the TSX, the U.S. markets may have been able 

to dodge a 20% bear market decline. Only in hindsight will one really know.  

 

A recovery in the Canadian stock market will certainly need some type of hope or actual 

revival in oil prices. The mantra over the past few months has been – “where oil goes – so 

goes the market”.  

 

Now for some positive news. Today, the general sentiment is disproportionately negative 

on oil. As a result, traders, oil executives, even the recent front covers of Barron’s and the 

Economist magazine are bearish on oil. The consensus opinion is that any recovery in 

crude, at its earliest, will occur only in the second half of 2016. But with such pervasive 

pessimism – it’s highly likely that any surprises will be positive in nature and much 

sooner than expected. A surprise Venezuelan/OPEC sovereign debt default could be the 

catalyst to shock OPEC into finally cutting supplies.  

 

With oil prices having cratered from $115, down to $29 by February 2016 – the bulk of the 

damage is now part of history.  The fact that the TSX Index produced significant negative 

returns in calendar 2015, and now into the 2016 new year, is actually a very positive sign.  
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Stock market history has shown that the Index’s almost always produce positive returns 

following a year of significant negative returns (as was the case in 2015). Moreover, the 

merchandise is also less expensive. At VCAM, the glass is half-full for the remainder of 

2016!  

 

When investing for the long term, the key is avoiding investment situations where the 

business will not be able to recover due to permanent secular or disruptive technological 

changes. As far as I can see, by next Tuesday or next year, I will still need to fill up the 

tank in my Lexus, and my flight to Tel-Aviv will still require twelve hours of jet-fuel.  

 

 

 
Respectfully yours, **   

Benjamin D. Horwood 

Portfolio Manager 

March 1st, 2016 

 

 

 
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. 

 
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 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. 
 



 

7 
 

 

Year - End Management Note 

 
 

It takes 20 years to build a reputation and five minutes to lose it. If 

you think about that you will 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. 

 

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

superior long-term results. But I do hope 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. 

 

And finally, a warm thanks to all the Value Contrarian staff. A big yippee for Chiraz who has 

returned from maternity leave with a new baby girl, Julia. Mazel-Tov! I am most appreciative of 

the VCAM teams dedication in helping us achieve another successful year.   

 
Benjamin Horwood 


