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Dear Partners, 

 

 

There are no facts about the future, just opinions.  Anyone who 

asserts with conviction what he (she) thinks will happen in the 

macro future is overstating his foresight, whether out of 

ignorance, hubris or dishonesty. 

Howard Marks 

Oaktree Capital Management 

 

 

 

Everybody seems to be of the belief that the economy is in 

fundamentally sound shape because the stock market has 

managed to perform a round-trip back to the highs. The 

problem is that today’s stock market has no statistically 

significant relationship with the underlying economy as it has 

in the past … 

…The only thing the stock market is telling you is that rates are 

destined to stay low, business spending (capex) in the real 

economy is destined to stay weak, and supply of shares in the 

public market for equities is destined to dwindle (due to 

massive share buybacks). It’s not about fundamentals, it’s 

about scarcity. 

 

 

David Rosenberg, Chief Economist 

Gluskin & Sheff, May 2019  
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If one wants to talk about certainties in life, three things easily come to mind; 

death – taxes – monthly credit card bills! 

A combination of years of stock market experience & a keen understanding and 

observation of financial history certainly helps your Fund manager have a 

“sense” on what lies over the horizon. But that’s all it is – an educated guess.   A 

bear market decline is an eventual given, but never its exact arrival date. 

We do admit, it’s always a fun exercise to try and predict the future direction of 

stocks, and the financial markets. Unfortunately, quality “crystal balls” rarely go 

on sale!  

The big question we ask today, is whether 2019-2020 is merely the temporary 

(illusionary) calm in a “Phoney Bull Market’.   

 

First Quarter Performance 

Your Fund ended the first quarter with a net asset value of $ 3,349.07 per 

unit, an increase of $ 138.53 from the December 31, 2018 net asset value of 

$3,210.54 (after distributions). Your Fund returned + 4.31% for the quarter.   

2019 has seen a continuation of one of the most powerful bull markets of all 

times. This, despite one of the most sluggish economic expansions in 

recorded history. Contrary to popular opinion, weak economic growth and 

low interest rates has been bullish for equities. But if the economy was truly 

robust, then last December, the Fed would have continued with its program 

of interest rate hikes. 

The present US/China tariff tiff (war) looks like a good reason for the recent 

much needed 5% - 15% stock market correction. Trade on certainties of 

viable catalyst for this market correction. When resolved, we would not be 

surprised to see this bull market once again make record highs. Dow 30,000?  
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During the quarter, an ugly proxy battle at Knight Pharma, enabled us to 

take advantage of the selloff in these shares. We took an opening position, 

knowing full well, that this investment would be dead money until there 

was an acquisition catalyst. Although Knights balance sheet is stuffed with 

cash, previous bear markets demonstrate that these shares can trade down 

to a price equivalent to the cash in its business. This is not an investment for 

the “glass is half empty” crowd.  

On the US side, despite a roaring bull market, Berkshire Hathaway shares 

were flat on the year until the end of March. We repurchased (at lower 

prices) the 10,000 BRK.B shares we had previously sold during 2018. 

For history buffs, Berkshire Hathaway underperformed during the 

tech/telecom mania (1999 – 2000). However, during the subsequent brutal 

tech bear market of 2000 – 2002 (S&P 500 – 49.1%) Berkshire produced 

positive returns. 

Finally, credit card payment processer First Data (one of our holdings) 

accepted a takeover offer from Fiserv, another industry player. We like this 

business space and company combination. The deleveraging of the 

combined companies balance sheet should provide additional earnings 

growth. As a result, we increased our existing position in First Data prior to 

the upcoming merger.  
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OUTLOOK 

2019 – 2020 

THE “PHONEY” BULL MARKET YEARS? 

 

The Phoney War period began with the declaration of war 

by the United Kingdom and France against Nazi Germany 

on September 3, 1939 (the Nazi invasion of Poland) and 

ended with the German attack on France and the low 

countries on 10 May 1940. The Phoney War was this eight 

month period (Sept 1939 – May 1940) at the start of World 

War II, during which there was only limited military land 

operation on the Western Front. 

Wikipedia 

 

Apart from the brutal September 1939 German invasion and slaughter in Poland, 

the Phoney War was this eight month, illusionary quiet period, before the full 

onslaught of WWII began.  It was, in essence, an eight month period of relative 

calm (apart from Poland) before the real storm broke with the invasion of France 

in May 1940. 

 

Having thought long and hard about the final stages of this near record stock 

market/business cycle, one must seriously consider whether the 2019-2020 years 

are merely “Phoney” Bull Market years – the calm before the real storm. 

 

Specifically, if the stock market lows of December 2018 are surpassed on the 

downside, during the next bear market*, then the gains of 2019-2020, have in 

reality, been illusionary or phoney. Only in hindsight, will investors fully realize 

if the period of 2019-2020 was a “Phoney” Bull Market. 

 
* - Of course, the million dollar question – when does the next bear market start. 
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Aside from this Phony War analogy, the present Chinese / USA tariff war has 

provided a much needed 5% - 10% correction from this “never die” bull market. 

Once the financial markets learn to live with this ongoing tariff war, don’t be 

surprised to see North American Indexes make record new highs. Dow 30,000?  

 

 

 

Respectfully, 

 

 

Ben Horwood 

Fund Manager 

Value Contrarian Equity Fund 

May 31, 2019 

 

Next purchase date deadline Value Contrarian Equity Fund: May 24, 2019 

(call today: 514-398-0808) 

 

*****Feel free to forward Ben’s Market Briefs to your friends & clients. 

 

P.S. Do visit us at our web site: www.valuecontrarian.com 

Your comments are always welcome: e-mail benh@valuecontrarian.com, phone (514) 

398-0808 or LinkedIn.  

Please note: The timing of Ben’s market comments will only be sent when something 

of value should be shared.  

 

 

http://www.valuecontrarian.com/
mailto:benh@valuecontrarian.com

