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Dear Investors, 
 

If you analyse the internet, you have to think it’s much more likely 
that it will reduce the profitability of American business than improve 
it.  It will improve the efficiency of American business, but all kinds 
of things improve the efficiency of American business without 
making it more profitable.  And I think that the internet is likely to fall 
into that category. 

 
Warren Buffett 

 
In the context of the U.S economic history of the last 50 years there 
clearly is something different about this (economic) cycle…For the 
first time…the U.S is experiencing a downturn against a background 
of suppressed inflation. 

 
Gerard Baker 
Financial Times of 
London 

 
If the economy proves to have grown during the first quarter of 2001, then the 
economic expansion will be ten years old.  This means that it has lasted more 
than twice as long as the average expansion since the Second World War.   
For history buffs, the deepest modern recession was in the 1973-75 period when 
output dropped by 3.4% from the peak to trough.  Every recession during the 
past four decades has been preceded by a marked rise in inflation and interest 
rates.  This time, if the economy does move into recession, it will not be because 
of high interest rates – the traditional trigger. 
 
The problem is that longer periods of economic expansion allow imbalances to 
build ; notably, personal and corporate debt and over investment.  Fuelled by 
easy credit and optimism about future profits, investment increases and asset 
prices soar.  But at a certain point success leads to excess.  Witness the debacle 
over the past year in the technology and telecommunications sectors.  Similarly, 
during the late 1970s it was in oil.  In the late 1980s the excesses (over 
investment) were in the real-estate market. 



 
Eventually, over investment reduces the return on capital and firms decide to cut 
their spending.  Over-indebted consumers increase their savings.  Optimism 
gives way to pessimism, and demand drops sharply. 
 
The above scenario is the “old-fashioned” kind of recession experienced prior to 
the Second World War.  Some respected analysts feel that this “investment 
boom and bust” model seems a far better way to understand the current cycle, 
than the usual one based on rising inflation and higher interest rates.  Only time 
will tell if the “old-fashioned” style of recession is deeper and longer-lived than 
the post-war variety of recession (that based on inflation and rising interest 
rates). 
 
 
First Quarter Performance 
 
Your fund ended the first quarter of 2001 with a net asset value of $1568.40 per 
unit, a decrease of $54.37 from the December 31, 2000 asset value of $1622.77. 
 
During the quarter the financial markets, especially the tech sector exhibited 
extreme daily volatility.  What we have been witnessing is the unwinding of the 
technology “bubble”.  For the first time since September 1998 (the period of the 
Russian debt crisis), retail investors in February and March withdrew over $20 
billion from stock mutual funds, according to Trim Tabs Financial Services.  This 
actually could be an optimistic sign of capitulation. 
 
Although our portfolio declined slightly during the quarter we managed to side 
step most of the carnage.  The general stock sell-off in March gave us the 
opportunity to add some quality U.S names to our portfolio including: Mellon 
Bank, HSBC Bank, General Motors Hughes and Wireless Holders (a holding of 
20 wireless and telecommunication stocks).  During early April we also added to 
the portfolio U.S Bancorp, American Express, Gillette and Semi-Conductor 
Holders. 
  
On the Canadian side, we reduced our holdings in oil and gas stocks as the 
sector is notoriously cyclical.  We felt it was time to lock-in some profits.  
Nonetheless, we continue to like Petro-Canada as a long-term investment in light 
of its shareholder friendly new management, good growth prospects and 
reasonable valuation. 
 
Finally, we continue to build a position in B-Split II Corp.  This is a leveraged play 
on Bell Canada minus the dividend.  Bell continues to trade at a heavy discount 
to the sum of its parts.  Chairman Jean Monty has gone on record indicating that 
if after two years this discount is not significantly reduced he will look at other 
options.  Translation: Monty will either sell or spin-off the underperforming Bell 
parts to help narrow the stock’s discount to its true asset value.   
 
 



Outlook 
 

Are we in recession right now? Will it be better six months from now 
than it is today?  I don’t have any reason to believe that my opinion 
would be any more useful than anyone else’s.  If you look out three 
to five years from now the economy is going to be larger and 
stronger than it is today, profit margins will be more back to normal 
from the depressed levels they’re right now, and the number of 
quarters we spend in difficult economic times will be largely 
irrelevant… 

 
        Bill Nygren 
        Harris Associates 
 
At the time of writing, Alan Greenspan reduced the benchmark interest rate a 
half-percentage point in a surprise decision aimed at reversing declines in 
business investment and profits.  This was the fourth rate reduction this year, and 
more than reverses the six rate increases implemented by the Fed between June 
1999 and May 2000. 
 
Up until now, my best “guess” was that the markets would bottom sometime 
during late summer or early fall, in anticipation of a business upturn by March-
June of 2002.  It now appears that this assumption might be incorrect (only time 
will tell).  One must realize that stock prices turn higher far in advance of a trough 
in earnings growth.  According to a study by the Bank Credit Analyst, the stock 
markets are presently predicting an economic upturn in late 2001 or early 2002. 
 
Over the past few weeks rising long bond yields can also be taken as a positive 
indication that more robust growth lies ahead.  Nonetheless, we don’t expect 
outsized gains in the general stock market this year.  Volatility will likely continue 
as their still remains much optimism built into large-cap tech stock prices.  The 
hard reality is that nobody knows exactly how deep and how long this slowdown 
is going to last. 
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