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Dear Investors, 
 

There is nothing dumber than betting against America.  It hasn’t worked since 
1776.  

 
Warren Buffett 

 
History tells us that the stock market leads the economy by four to six months.  
Stocks begin to rally well before the end of a recession and the rebound in the 
early days of revival is rapid and sharp… If you wait until all the economic news 
is rosy, you will miss the bulk of the rally.   

 
       Sherry Cooper 
       Nesbitt Burns 
 
Over the past few weeks, despite all the economic “doom” and “gloom”, the stock markets 
have managed to stage an impressive rally to pre-attack levels.  The market recovery has 
occurred in the face of deep uncertainty, both military and economic.  The consensus opinion 
amongst economists is that the North American economies are now in recession.  So what 
gives?  Why are stocks rising in the face of a climate of enormous uncertainty and profit 
warnings? 
 
Simply stated, the stock market is a leading indicator and is anticipating an economic recovery 
next year.  The key elements are now in place for a sustainable move up. 
 

1) Specifically, the Federal Reserve and the Bank of Canada have massively eased 
monetary policy, driving interest rates down and liquidity up.  Short-term interest rates 
have plunged to their lowest level since the early sixties. 

 
2) Tax cuts and new government spending initiatives will provide additional stimulus. 

 
3) The recent drop in oil prices is equivalent to a multibillion-dollar tax cut. 

 
4) Finally, it is much easier for a sustainable rally to occur if stock prices are depressed.  

The month of September 2001 provided the necessary building blocks for a stock 
market bottom.  

 



The strength of the market recovery will eventually depend on the strength of a recovery in 
corporate earnings.  The road ahead will not be a smooth one.  Sharp pullbacks in the market 
should be expected. 
 
In the short term, the economic outlook appears grim, with daily news of layoffs, plant closures, 
restructurings, etc… And the third quarter (and fourth) earnings season just getting under way 
is certain to be ugly.  In the months ahead, investors must be prepared psychologically for 
what all past recessions have produced – an abundance of dismal economic news.  In our 
books, a “soft landing” recession is an oxymoron or a brokerage firm fairytale. 
 

Third Quarter Performance 
 
Your fund ended the third quarter of 2001 with a net asset value of $ 1,572.79 per unit, a 
decrease of $ 49.98 from the December 31,2000 asset value of $1,622.77 per unit. 
 
Although it goes against human nature, very often the smart investment decision is to buy 
equities smack in the thick of a crisis/ panic selloff.  What happens is that investors undervalue 
stocks in times of danger/uncertainty, and overvalue them when the economic outlook is rosy.  
From recent events, the morning of Friday September 21 was the point of maximum fear and 
despair in the financial markets. 
 
As indicated in the past, one of our core strategies is to search for companies where the stock 
has over-reacted to negative news, and where our analysis indicates it is more of a one time 
event or temporary situation.  The aftermath of September eleventh provided many such 
opportunities. 
 
In particular, stocks in the insurance, travel, hotel, transportation, and brokerage sectors were 
severely punished by the outcome of the terrorist attacks.  These sectors provided fertile 
investment opportunities. 
 
On the Canadian side, we added significant positions in C.P Rail and Fairmont Hotels 
(formerly C.P Hotels).  We purchased these companies individually after they split-off from C.P 
Ltd.  These trades will settle in early October and thus don’t appear in the September 30/01 
portfolio. 
 
Both companies’ share price were significantly knocked down in the aftermath of the attacks, 
based on recessionary /terrorist fears.  Nonetheless, we feel that over the next three to five 
years their value will grow significantly.  As the economy emerges from recession, travel 
patterns will resume.  Catalysts that could precipitate a higher stock price include hotel 
acquisitions for Fairmont and rail mergers/ efficiency gains for C.P Rail. 
 
On the U.S side we recently added two new positions – the investment bank Goldman Sachs 
and the world’s largest travel reservation system, Sabre Holdings. 
 
Sabre is a way of investing in the eventual revival of the travel industry.  Through the Sabre 
system, travel agencies, corporate travel departments and individual subscribers can access 
information and book reservations with airlines, hotels, car rental agencies, etc… Sabre 
obtains its revenue through booking fees paid by these travel companies.  Book an airline 
ticket and there is a good chance that Sabre will get a small cut of the ticket price. 
 
 
 



Rather than invest in an overleveraged, capital intensive business (airlines), we choose 
instead a debt free business which has a high return on equity and produces lots of free cash 
flow.  Sabre is also the major shareholder in the consumer online travel site Travelocity.com 
Inc.  While its earnings will be depressed over the next six to twelve months, we feel that the 
demographics of an ageing population favours increased travel consumption over the next 
decade. 
 

Outlook 
 

…Judging from history, human beings have demonstrated a remarkable capacity 
to adapt to extraordinarily adverse circumstances. 
 
      Alan Greenspan 
      October 17, 2001 

 
The big question going forward concerns the degree to which corporate earnings will rebound 
during 2002.  With Canada Saving bonds now offering 1.8%, and five year GIC’s a meagre 
3.75%, individual investors are about to receive an interest rate price shock.  Moreover, with 
inflation running annually at around 2.5%, and fixed-income investments returning 1.8%, a 
negative rate of return is guaranteed. 
 
The alternative for the individual investor with a five-year time horizon is simple.  A “blue chip” 
stock such on T.D Bank, trading at under 12 x 2001 earnings, provides a dividend yield of 
3.0% - not to mention the likelihood of dividend increases over the next five years.  The short 
tem risk for T.D over the next couple of quarters is rising loan losses, a factor which just makes 
the stock cheaper ($32 = downside risk). 
 
It is our hunch that, over the next six to twelve months, individual investors will grow weary of 
1.8% returns.  And once the market is up a juicy 20%-30%, the greed factor will reassert itself 
and individuals will feel more comfortable purchasing the marked-up merchandise. 
 
In the medium to longer term, the industrialized economies will grow, and that growth will be 
reflected in the performance of the financial markets.  While we can’t predict further 
developments domestically on the terrorism front, we also wholeheartedly adhere to Buffett’s 
proposition that “there is nothing dumber than betting against America”.  

 
 
 

Respectfully yours, 
 
 
 
         Benjamin D. Horwood 
         Portfolio Manager 
          October 25, 2001 
         (514) 398-0808 
 
 
 
 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 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. 
 

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


