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Dear Partners,  
 

Investors tend to oscillate wildly between extremes.  They apply 
optimism when things are going well in the world (elevating prices 
beyond reason) and pessimism when things are going poorly 
(depressing prices unreasonably).  Shortness of memory plays a major 
part in abetting these swings.  If investors remembered past bubbles 
and busts…and learned from them, the swings (volatility) would 
moderate.  But , in short, they don’t….The swing of this pendulum 
recurs regularly and creates some of the greatest opportunities to lose 
or gain.  
 
If I had to identify a single key to consistently successful investing, I’d 
say it’s “cheapness”. Buying at low prices relative to intrinsic 
value…holds the key to earning dependably high returns, limiting risk 
and minimizing losses….And what makes for cheapness? In sum, the 
attitudes and behaviors of others…. 
When others are paralyzed by fear, we can be aggressive…but other 
people’s (excessive optimism) fearlessness invariably translates into 
inflated prices, depressed potential returns and elevated risk. 

 
 
 

Howard Marks 
Oaktree Capital 
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Third Quarter Performance   
 
 
Your fund ended the third quarter with a net asset value of $2,286.68 per unit, a 
decrease of $129.32 from the December 31, 2010 net asset value of $2,416 per unit 
(after distributions). 
 
 
 
Q & A with Ben Horwood 
 
 
Q: Ben, since peaking at the end of April 2011, the stock markets (until 
recently) have been in an almost constant decline combined with 
extraordinary volatility – yet you don’t seem to be unduly fazed or 
depressed over this situation.  Why not?  
 
A: True, it’s no fun to produce year-to-date negative investment returns for our 
partners.  Obviously investors prefer positive returns (all the time). Realistically, 
that’s not part of the stock market bargain, at least in the short-term.  However, over 
a five to ten year period equities, especially in this abnormally low interest rate 
environment, should easily outpace GIC’s, T-bills, and other risk free fixed income 
securities.  (In over 22 years of existence, the V/C fund has only produced two 
calendar years of negative returns) 
 
The fact of the matter is, every few years there will always arise some type of gut-
wrenching “crisis”.  It’s very important to understand and pay attention to business 
and stock market history because past patterns tend to recur.  If you ignore that fact, 
you’re likely to fall prey to those patterns rather that benefitting from them.  
 
In a nutshell, my 25 years of stock market experience have taught me that a good old 
fashion “crisis” (excluding nuclear war – or a horrific natural disaster) creates 
investor fear, temporarily depressed equity prices and ultimately cheaper stock 
prices.   And there is no substitute to producing superior investment returns, 
limiting risk and minimizing losses – than buying when things are “cheap”.  These 
very same investing rules also apply to buying a piece of real-estate, a bond, or a 
business.  The major difference is that stocks are very liquid and can be easily sold at 
the first onset of investors panic! 
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The key is to see a “crisis” as an opportunity, where stock prices (assets) are being 
depressed temporarily, but not permanently.  (Fear temporarily winning out over 
greed).  
 
When I think “permanently”, as in “permanently” never coming back,  I thing of:  
Kodak, Yellow Pages, Shermag Furniture, newsprint stocks, Blockbuster, etc….  
These are the situations that  keep your manager up at night worrying.  Secular 
changes to an industry can inflict serious and permanent damage to a stock (see 
previous real examples).  In addition, grossly over paying for a quality “blue chip” 
stock is also a recipe for inferior returns or losses.  
 
I’ve tried to spend the last 25 years with my eyes open and my history skills intact.  
As a result, much of my positive outlook during times of “crisis” and scary headlines 
is based on recognition of past patterns.  Mark Twain once explained the relevance 
of the past: “History doesn’t repeat itself, but it does rhyme”.  
 
Fortunately for us, enough investors have short memories causing asset prices to 
fluctuate much more than the underlining fundamentals of a company.  Stock 
market volatility, while distasteful to many investors, can create some of the greatest 
investment opportunities.  
 
 
Q: Ben is the bear market over?  
 
A:  What bear market? Other than the TSX closing down 21% for one day (from its 
April 2011 peak), the Dow and S&P never closed in bear market territory.  (A bear 
market is normally defined as a min 20% decline from the previous peak). 
 
While volatility is here to stay, lower equity valuations will take some of the edge off 
the recent extremes.  In my opinion, the worst of the declines are behind us.  
 
 
Q: Why are stocks rallying in light of the euro zones well known debt 
and banking issues, which have yet to be fully resolved?  
 
A: The markets finally sense that euro zone political leaders are now willing to take 
decisive action to stem the crisis.  They are ready to make a vastly greater (bazooka) 
financial commitment to prevent the crisis from spreading.  While the exact plan has 
not yet been agreed upon, there is acknowledgement on the broader solutions – 
dealing with a Greek default, stopping contagion from spreading into Italy and 
recapitalization of the euro-zone banking system.  



4 

 

It now boils down to political implementation. The medicine is bitter for the fiscally 
responsible northern Europeans to take, but the unknown consequences of opting 
out of the Euro appear to be far worse.  
  
A controlled Greek default and European banking recapitalization are already 
priced into stocks.  What’s not priced into the markets would be another Lehman 
brothers surprise (uncontrolled) “supersized” default.  
 
Going forward, it is highly unlikely the powers that be, would knowingly permit a 
Lehman sized default to occur again.  Today, wiser heads prevail.  Politicians may 
not always be rational, but they did learn the harsh consequences from the “Lehman 
Lesson”.  
 
Remember, stocks will rise well before the end of a recession and well before any 
euro zone debt plan is 100% finalized.  That’s just how the financial markets work - 
they anticipate.  Today, markets already anticipate a solution to the European debt 
crisis, despite the daily dose of scary business/market news.  
 
 
Q: Are we headed for a Recession?  The stock markets seem to be 
flashing “caution”. 
 
A: The economist Paul Samuelson once said: “The stock market has called nine of 
the last five recessions.”  Simply stated, equities are notorious for giving false 
recession signals.  
 
Most likely we are not headed for a recession but what I would call “stall speed” 
economic growth.  As I’ve stated in the past, positive economic growth of 1%-2% 
feels like a recession since the natural population growth is a similar figure.  
However, negative GDP growth feels like a heart attack!  
 
Simply stated, an anemic American housing industry, the continued deleveraging of 
the American consumer, combined with millions of homeowners with mortgages 
under water, is not a recipe for near term robust economic growth!  Canadians 
shouldn’t get too smug either.  As one European diplomat recently commented: “It’s 
only a matter of time.  You cannot long remain a winner country in a loser region.”  
In addition, a major slowdown in China would obviously have a significant impact 
on our resource based economy and inturn the Canadian dollar. 
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Q: Ben, you always like to say: “I don’t do complicated!”.  Can you 
explain, in simple language, some of the basic flaws behind Europe’s 
common currency?  
 
A: History has shown that there are no examples of lasting currency unions that are 
not ultimately backed by a political union.  The euro zone may have one common 
currency (the euro), however it’s composed of 17 different countries with 17 
different fiscal policies (taxing, spending & borrowings).  
 
The euro zone is not a fiscal union or a sovereign state.  Each country in principle is 
responsible for its own national debts.  Moreover, its founders didn’t prepare for the 
eventuality that one of its members might be unable to pay its bills (bonds) – 
threatening the stability of banks, countries and financial markets worldwide.  A 
sovereign default mechanism was never built into the European Union legislation.  
 
Another design flaw of the euro zone is that seventeen different countries with 
different economics are forced to live with one interest rate that isn’t appropriate for 
all euro members.  Today, unlike in the old days, overleveraged or uncompetitive 
euro members don’t have the ability to devalue the euro as a safety valve.  
 
The early skeptics to the euro argued that in an economic crisis, European political 
identity would be too weak to support the common currency.  National loyalties are 
much stronger than any common European loyalty.  This means political leaders are 
constrained in the solutions they can feasibly consider.  
 
The recent crisis clearly demonstrates that even small, peripheral euro zone 
countries can jeopardize the entire common currency.  
 
While “Main Street” was clearly not happy bailing out Wall Street in 2008, the 
economic consequences of not doing so left the politicians with no palatable 
alternatives.  Likewise, today the northern Europeans can’t easily opt out of the euro 
or ignore Greece, since the potential economic disruptions/costs would likely be too 
horrific.  
 
 
Q: Ben, I can’t handle all this volatility in the markets – when will 
things calm down? 
 
A: The markets have become more volatile over the past six months because 
investors lost confidence in the ability of euro zone politicians to fix their debt and 
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banking crisis.  Investors also worry about these problems leading to bank failures, 
slower growth and inturn lower corporate profitability (hence lower stock prices). 
 
As the crisis abates and viable solutions are brought forth – we should see reduced 
volatility in the markets.  Yes, it’s ok to come out and play. However, there will still 
be hiccups along the way.  

 
 
 
 

Respectfully yours,  
 
 
 
 
Benjamin D. Horwood 
Portfolio Manager 
October 15, 2011 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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?”  Although there is no best 
time, since it is impossible to time 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.  


