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Don Coxe is chairman of Coxe Advisors LLC in Toronto
and provides strategic advice to several commodity funds.
A historian by training, he has been engaged at senior
levels in global capital markets through every recession
and boom since the onset of stagflation in 1972 and
has managed both bond and equity portfolios.

The 62-year-old founder
of Winnipeg-based Sarbit
Advisory Services has spent
25 years running U.S. stock
funds—using a Buffettinspired value approach—
and now oversees
$1.5 billion in assets.
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How easy is it to find cheap stocks?

It’s more difficult to find bargains. But
valuations are nowhere near the beginning of the century, one of the most
extraordinary periods in financial history, when stocks, on average, traded at
40 or 50 times earnings. More recently,
they have been in the high teens. We like
great businesses trading at low doubledigit or single-digit price-to-earnings
multiples, but we have no problem paying
up if we have a high degree of certainty
that a company is going to be worth a lot
more in the next three to five years.
Where are you finding opportunities?

You run a fund of companies targeted by
activist investors. How risky is that?

Activist involvement produces betterthan-average rates of return. The problem is, there is no certainty they’re going
to succeed. So, why not wait until the
activist gains control, convinces management to do what it wants, or gets on
the board? You don’t miss a lot of the
returns at all. To us, an activist is an agent
of change. We don’t care if the changes
come from inside or outside.
What was your best investment?

One was private student loan provider
Sallie Mae. When Bill Clinton came in
with a program to issue loans directly to
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students, Sallie Mae’s stock got slaughtered. Investors were afraid this was going
to be the end of the company. However, we did calculations and found that if Sallie
Mae just ran with loans it had on the books, the company was worth more than the
stock price. But Sallie Mae continued to grow. We made multiples on that stock.
What was your worst investment?

We lost money in Smart Technologies, a rare Canadian investment in the current
U.S. equity fund. It makes whiteboards aimed at replacing chalkboards in schools.
We thought it had a sustainable, competitive advantage. But we did not foresee
the extent of problems, such as tight state education budgets. The stock got hit
and has yet to recover.
What advice would you give investors?

Think about return of capital. We try to find a few terrific companies that we
know are going to be worth more in three, five and 10 years. You can make a
lot of money in a few companies. It is not done by spreading capital over 100,
200 or 500 stocks. On the other hand, when everyone around you is terrified
and dumping their stocks at bargain prices, you should see this as a wonderful
opportunity to buy.
/Shirley Won
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We own 12 stocks in the U.S. equity fund.
Satellite radio service Sirius XM is our
largest holding. It’s a business with a
high degree of predictability. The number of subscribers keeps growing—about
68 million cars today, and the estimate
is about 120 to 130 million in five years.
We love repeatable revenue companies
with huge barriers to entry. That’s why
we also own stocks like Microsoft, QVC
and Twenty-First Century Fox.

Favourite...

METRIC
Free cash flow.
“This is the end
game for all
businesses”

investing
book
Psychology and
the Stock Market:
Investment
Strategy Beyond
Random Walk by
David Dreman

What were your best
and worst calls?
The best investment was
after eight years of running
investment management
sections for pension funds,
we sold our gold and oil
stocks, and bought zerocoupon government bonds.
And we did that in the early
1980s, so we basically got
the bottom in the bond
market. The worst call—
which very nearly cost me
my career—was in late 1999,
telling people to get out of
tech stocks. I kept saying
it over and over, and the
Nasdaq doubled. I should
have realized that there was
so much momentum there
that telling people to get out
was an excessive response.
They should have just been
trimming. I lost a lot of
credibility with investors.
What keeps you up at
night?
I worry about the situation
between Iran and other
Middle East countries, and
what I believe is behind
the Saudis driving down oil
prices—bringing Iran and
Vladimir Putin to heel. If Iran
remains unwilling to satisfy
the world that they are not
going to get nuclear weapons,
the Saudis will have no choice
but to continue this. And then
we’ll start to see devastating
effects on Canada. Lots of
people in the oil and gas
industry will be hurt. And
once Iran announces it’s got
the bomb, all the other Arab
countries are going to have
to get it, and we are going to
have a monstrous mess. We
could have nuclear war within
a year. I didn’t lie awake
during the Cold War—both
sides were too sensible. But
when you are dealing with
the Iranians, I don’t know.
What are the biggest
investing-related risks
right now?

We have an investment
consensus that interest rates
have to go up, which has
been wrong for two straight
years. And I get a sense that
people are starting to throw
in the towel on this. The U.S.
economy most recently was
growing at 5%, and retail
sales have been terrific. So
what I am concerned about
is that there are only 20 big
bond fund managers in the
world now, and they have a
gigantic amount of holdings
of marketable bonds. When
they are forced to change
their strategy because
economic growth comes
back, I don’t know who’s
going to be at the other
side of the trade. The bond
market could actually be the
source of the next big sell-off.
The investment dealers on
Wall Street and Bay Street
have the lowest exposure
to corporate bonds in their
modern history, because
they’ve been reined in by
regulators saying they must
cut back on risk. So we don’t
have the cushions in place.
What would you do with
a $100,000 windfall?
I would keep 25% in cash
against this risk in the bond
market. I think I would buy
Japanese stocks in particular

and equities generally,
but not as much emphasis
on American equities,
because that market has
been so much outperforming
the rest of the world. I am
becoming more confident
about the global economy,
if we can get through this
nuclear risk. What I don’t
see is the kind of excesses
in the market that I’ve seen
in the past, and that’s a big
difference.
What advice would you give
to investors right now?
As far as Canadian assets go,
they shouldn’t be listening
to all the bearishness. The
Canadian dollar isn’t going
to go to 75 cents (U.S.). The
sell-off already occurred in
Canadian equities relative to
the U.S., so given the dividend
tax credit that you get in
Canada, if I was a Canadian,
I would be buying quality
Canadian equities, particularly
those where the dividends
were reliable and rising.
What is your investing
motto?
Think in five-year terms about
what you want to buy and
what the world will be in five
years. If your view on the
world in five years is negative,
then you should apply that in
your investing. /Darcy Keith

Investing guru

“Margaret Thatcher.
The evening I spent with her in
1978, she laid out that she’d be
elected three times and Ronald
Reagan twice, and that we’d win
the Cold War without firing
a shot. She predicted everything
of any importance”
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