
 

The disconnect between stock prices and world events reached what surely must be an all-time 
high during the third week of September. In the face of extraordinary natural disasters, nuclear 
sabre rattling, contentious U.S. healthcare legislation and the beginning of the end of 
quantitative easing in the U.S., the Dow Jones Industrial Average moved all of 18 points. It was 
the smallest weekly move (on a percentage basis) since Richard Nixon was in his first 
presidential term.  

 

 

 

 

 

 

 

 

 

In general, investors hate surprises. Most of the news that week came with little or no warning. 
The earthquake in Mexico occurred out of the blue. There was only a small window to prepare 
for Hurricane Maria. Not even a casual observer could have been surprised that North Korea’s 
nuclear campaign would be a central topic at the United Nations General Assembly. However, 
the level of vitriol exchanged by President Trump and Chairman Kim was unsettling. John 
McCain kept Beltway analysts guessing most of the week before announcing that he would not 
support the Graham-Cassidy healthcare legislation.  

One event was undeniably of interest to investors: the Federal Reserve indicated that it would 
begin shrinking its bond holdings in October and would likely raise short-term interest rates 
again in December.  Had Chairwoman Yellen’s remarks taken investors by surprise, the market 
reaction would have been swift and intense.  The collective yawn was testament to how well 
the “news” had been telegraphed ahead of the official announcement.  

  

 
 

 

  



 

As long as the environment favors borrowers (easy credit at relatively low rates), we believe 
corporations and other financial players will continue to be a steady source of demand for 
stocks. As we noted in our commentary last quarter, we estimate that corporate buying (in the 
form of mergers, acquisitions, leveraged buyouts and stock buybacks) has had a meaningfully 
positive impact on the level of the market as a whole. 

There are likely other contributors to market stability. Chief among them the relative good 
health of global economies. Each of the three major economic blocs (the U.S., Europe and 
China) are experiencing steady if not spectacular growth. The emergence of Europe from post-
crisis malaise registers somewhere between pleasant surprise and relief.  In a sign of real 
investor confidence, Austria was able to float 100-year government bonds at a yield of 2.1%. 
More surprisingly, Argentina also found buyers for 100-year debt, though at a substantially 
higher yield (nearly 8%).  Even former trouble spots (Brazil, Mexico and South Africa) have 
seen their currencies rally.  

Overall, your Fund’s holdings continued the positive trend set over the previous fifteen months. 
Viewed in aggregate, the companies in which the Fund has invested reported solid earnings 
gains (in our view, the best indicator of corporate health). Market reaction is generally less 
predictable, and the past quarter was no exception. The Healthcare sector was a positive 
contributor, though there were two meaningful reversals. As we anticipated it would, Gilead 
Sciences returned to favor with investors starting in mid-June. Shares continued to rise after it 
announced the $12 billion acquisition of Kite Pharmaceuticals, which has a promising portfolio 
of cancer treatments. Allergan reported 20% year-over-year earnings growth, which was 
stronger than expected. However, concerns were raised about patents for its second largest 
drug, its exposure to opioid lawsuits and mixed trial results from a promising new therapy.  We 
believe the concerns are overblown and continue to have confidence in the potential for 
Allergan to deliver outsized returns. 

The Fund’s technology holdings continued to outperform, with the exception of Oracle, which 
took a breather after advancing nearly 30% over the first six months of the year.  We continue 
to feel that this global leader in database management will prove doubters wrong and 
successfully migrate its product offering to the cloud.  In general, your Fund has relatively little 
direct exposure to consumers in the U.S. and abroad. The Fund’s holdings in auto parts 
(Delphi, which is the leading producer of electrical wiring, and Adient, which is number one in 
seating and interiors) had robust returns. Energy bounced back; financial stocks were mixed. 

We initiated an investment in Mattel during the quarter for the Fund. The retail landscape is 
being reshaped by seismic shifts towards digital and e-commerce.  The toy industry is not 
immune, but has been relatively stable with sales continuing to grow at a low single-digit 
rate.  Despite this favorable backdrop, toy industry stalwart, Mattel, has struggled with its shares 
down almost 70% from the 2013 high and 45% this year.  Prior management missed 
opportunities to leverage new digital channels to strengthen iconic brands like Barbie and Hot-
Wheels, invested too much behind faddish trends and favored the dividend over the long-term 
health of the business.   



 

We believe that the new CEO Margo Georgiadis, who arrived at Mattel from Google in 
February, can turn things around.  In her first few months on the job, Georgiadis has taken the 
tough step of cutting the dividend in order to increase investment and is cleaning up channel 
and owned inventories.  She is also pushing the implementation of modern business analytics 
and a focus on the expansion of Mattel’s “power-brands” into play systems (rather than just 
thinking of Barbie as dolls or Hot-Wheels as cars).  We believe that over the next few years, 
earnings and the stock price can more than double as these efforts show results.   

The Merriam-Webster Dictionary defines complacent as “marked by self-satisfaction especially 
when accompanied by unawareness of actual dangers or deficiencies.” We wonder every day 
whether markets fit that description. As is often the case, we can muster logical arguments for 
both positive and negative conclusions.  

It is possible that we are underestimating the potential for an escalation in hostilities between 
North Korea and most of the rest of the world. There does not need to be an actual nuclear 
war to have a negative impact on asset prices. Today, few believe that rhetoric will lead to 
action. If doubts find their way into mainstream thinking, investors will shift money out of 
stocks and into safe havens like Treasury bills or even gold. We find this unlikely, though 
admittedly very difficult to credibly analyze. 

According to official statistics, the Chinese economy has continued to grow at a rapid rate. 
Because of its sheer size and frustrating opacity, it holds the potential to surprise investors with 
bad news. There are plenty of China skeptics; we are not currently among them. Neither do we 
think that investing in Chinese companies is a sure ticket to untold riches. An unforeseen 
financial accident in China could spook investors and dampen enthusiasm for long-term assets 
in general. 

At the risk of sounding like a broken record, we think the availability of cheap and easy credit 
is a big deal. As long as companies can grow their earnings by borrowing money and buying 
existing businesses or their own stock, they will do so.  We believe this can continue to provide 
steady demand for stocks. Ironically, when rates do start in earnest to creep higher, this 
“borrow and buy” phenomenon may actually pick up speed, as companies race to take 
advantage of the opportunity before the window closes.  

A rise in inflation, though eventually inevitable, still seems beyond the horizon. While wages 
are finally seeing some upward pressure (which we view as a positive), it is hard to argue that 
other major components like food and energy will rise significantly from current levels.  As 
long as the Consumer Price Index (“CPI”) does not grow much faster than the well-established 
target of 2%, the Fed should continue to have the freedom to unwind the unprecedented 
monetary stimulus in an orderly and transparent manner. 

As the year progresses, there is one wild card to which we will pay attention. A month or so 
ago, no one would have considered a sweeping tax overhaul likely or even possible to succeed. 
Investors seem to have slipped into a general state of doubt about the ability of the current 



 

Congress to get anything done. The administration has offered a rough outline of a tax bill that 
it would like to see passed. As always, there are potential negatives, positives and unintended 
consequences. So far, there are more questions than answers.  

As always, we must factor major fiscal policy initiatives into our thinking. Our real work, 
however, will continue to be analyzing the specifics of the businesses in which the Fund has 
invested. If the overall environment becomes more challenging, we will look to the margin of 
safety provided by strong balance sheets, competitive strength and astute management. By 
design, we believe these are the hallmark characteristics of your Fund’s holdings. 



 

 
The performance data quoted represents past performance.  Past performance does not guarantee future results. 
The investment return and principal value of an investment in The BeeHive Fund will fluctuate so that the 
shares in The BeeHive Fund owned by an investor, when redeemed, may be worth more or less than their 
original cost. The current performance of The BeeHive Fund may be lower or higher than the performance data 
quoted. Investors who would like to obtain performance data for The BeeHive Fund that is current to the most 
recent month-end should call 866- 684-4915 (toll free). 

The total annual operating expense ratio (gross) was 1.00% for the year ended December 31, 2016. The Fund’s 
advisor has agreed to contractually waive its fees and/or reimburse Fund expenses to limit total annual Fund 
operating expenses after fee waiver and/or expense reimbursement (excluding taxes, interest, portfolio 
transaction expenses and extraordinary expenses) to 0.99% through April 30, 2018. The Fund may repay the 
advisor for fees waived and expenses reimbursed, if such payment is made within three years of the fees waived 
or expense reimbursement and the resulting expenses do not exceed 0.99%. 

This letter and the performance information set forth therein should not be relied upon as investment advice.  Any 
mention of particular stocks or companies does not constitute and should not be considered investment 
recommendations by SA.  Any forward-looking statement is inherently uncertain and cannot be relied upon as a 
statement of actual performance.  If you would like to learn more about SA and its investment program, please contact 
us at 212-230-9853 or www.thebeehivefund.com.   

The performance information presented here is for informational purposes only and contains confidential and 
proprietary information.  Accordingly, this information may not be disclosed to any other person without the express 
written consent of SA.  SA compiled and calculated this information, which has not been reviewed by any third party.  
The information reflects the reinvestment of interest and other income.  The information provided here may not be 
indicative of the future performance of SA client accounts.  Current performance may be higher or lower.  None of the 
information provided here should be viewed or relied upon as a promise or a representation as to future performance.  
SA makes no representation, warranty or other assurance regarding the accuracy or completeness of the information 
contained here. Please contact SA if your financial situation or investment objectives have changed in any way or if you 
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wish to impose new restrictions or modify existing restrictions on your accounts.  You should be receiving, at least 
quarterly, a statement from your custodian showing transactions in your accounts.  SA urges you to compare your 
custodial statements to any statements that you receive from SA.  

The fund performance information shown is for The BeeHive Fund, a series of Forum Funds, an investment company 
registered under the Investment Company Act of 1940.  The BeeHive Fund, which is managed by SA, seeks to generate 
superior long-term capital appreciation through a focused portfolio of companies that SA believes to have dynamic 
businesses with leading and defensible market positions.  The BeeHive Fund invests primarily in equity securities.  
Performance information for The BeeHive Fund is presented for 2017, 2016, and 2015.  

The performance information set forth indicates the corresponding return of the Standard & Poor’s 500 Total Return 
Index.  The volatility of the S&P 500 Total Return Index (as well as any other index used by SA from time to time) 
may be materially different from the volatility of The BeeHive Fund.  In addition, the securities holdings in The 
BeeHive Fund differ significantly from the securities that are referenced in the index.  The S&P 500 Total Return Index 
has been selected not to represent an appropriate benchmark to compare results but rather to allow for comparison to 
the performance of a widely recognized index.  SA is not responsible for the accuracy or completeness of any 
information contained here that was obtained from or compiled by third parties. 

Risks: The BeeHive Fund is subject to various forms of risk including the possible loss of principal.  Investing in 
foreign securities entails risks not associated with domestic equities, including economic and political instability and 
currency fluctuations.  Investing in fixed-income securities includes the risk that rising interest rates will cause a decline 
in values.  Concentration in particular industries or market sectors can cause increased volatility and market risk than is 
the case with more broadly diversified investments.  Investments in securities of small and mid-capitalization companies 
involve the possibility of greater volatility than investments in larger capitalization companies.  Investments in American 
Depository Receipts involve many of the same risks as investing in foreign securities. Please see the prospectus for a 
more detailed explanation of these risks. 

American International Group, Inc. 4.89% Oracle Corp. 4.38% 

Comcast Corp., Class A 4.88% Thermo Fisher Scientific, Inc. 4.05% 

Delphi Automotive PLC 4.83% Chubb, Ltd. 3.99% 

Microsoft Corp. 4.50% Danaher Corp. 3.77% 

Celgene Corp. 4.45% CIT Group, Inc. 3.73% 

 

Investors should consider the investment objectives, risks and charges and expenses of The BeeHive Fund 
carefully before investing.  The prospectus and, if available, the summary prospectus of The BeeHive Fund, 
which may be obtained by telephoning 866-684-4915 (toll free), contain this and other information about The 
BeeHive Fund.  Investors should read the prospectus and, if available, the summary prospectus carefully before 
investing. 

The BeeHive Fund is distributed by Foreside Fund Services, LLC. 


