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The Fund aims to earn a higher Total Rate of Return than the average of the world’s equity markets, as represented by the MSCI World 
Index, including the reinvestment of dividends net of withholding tax (“World Index”). It aims to achieve this without greater risk of loss, 
over the long-term. The Fund is an actively managed fund, and as such does not in any way seek to replicate its benchmark index, but may 
instead differ materially from the performance benchmark in order to achieve its objective. 
 

 

The Fund’s Investor Class shares returned 1.2% for the quarter versus 1.9% for the benchmark MSCI World Index, including 
reinvested net income. For the year the Fund’s Investor Class shares returned 48.3% versus 7.5% for its benchmark index. As we 
have highlighted previously, our investment philosophy is not benchmark cognisant and our portfolios would normally vary 
materially from the benchmark World Index. The Fund’s returns are therefore likely to deviate from those of the benchmark. 
Investors are reminded that given the long-term, contrarian, valuation-based investment philosophy, there will be times when 
the Fund will materially underperform its benchmark in the short-term in order to achieve its objective of long-term 
outperformance.  

The Fund remains overweight Energy, Materials, Consumer Discretionary and Technology stocks. In terms of geographic 
exposure, the Fund continues to be significantly overweight shares outside the major developed markets.  

 
 

CONTRARIUS GLOBAL EQUITY FUND AT 31 DECEMBER 2016

Total Rate of Return

in US Dollars Class

Contrarius Global Equity Investor

Contrarius Global Equity Institutional

World Index

Past performance is not a reliable indicator of future results.
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 1.9

 1.2

20.2 15.4 6.1 48.6  1.3

10.7 10.4 3.8 7.5

48.319.7 15.0

% Not Annualised

Quarter

Since Inception Latest Latest Latest Latest

on 1 Jan 2009 5 Years 3 Years 1 Year

% Annualised

Sector Exposure Over/(Under)

31 December 2016 Fund World Index 
1 Weight

Energy 31 7  23

Materials 26 5  21

Industrials 0 11  (11)

Consumer Discretionary 18 12  5

Consumer Staples 0 10  (9)

Health Care 1 12  (11)

Financials 4 18  (14)

Real Estate 0 3  (3)

Information Technology 20 15  5

Telecommunication Services 0 3  (3)

Utilities 0 3  (3)

Total Shares 99 100

Net Current Assets 1 ‐

Net Assets 100 100

1
 Source: MSCI (attention is drawn to MSCI disclaimer in 'Notices')

Weighting (%)

Geographic Exposure Over/(Under)

31 December 2016 Fund  World Index 
1 Weight

North America 57 64  (6)

Europe 15 23  (8)

Japan 2 9  (7)

Asia  ex‐Japan 6 2  4

Other 20 3  17

Total Shares  99 100

Net Current Assets 1 ‐

Net Assets 100 100

1
 Source: MSCI (attention is drawn to MSCI disclaimer in 'Notices')

Weighting (%)
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IRON ORE 

Industrial metals are not normally the sorts of things that set spines tingling. In 2000, iron ore contract prices were about $40 
per ton (in 2016 dollars), having edged down 1.4% per annum for 39 years, which is our earliest price data (Figure 1). This did 
little to incentivise investment and, from 1971 (our earliest volume data) until 2000, global iron ore production grew a total of 
22% (0.8% per annum). There was no open market and contracts were negotiated privately. This does not make for entertaining 
dinner party conversation. 
 

 
 

The next 16 years were rather more colourful (Figure 2). The price ended the period 99% up, but on the way surged more than 
400%, and then collapsed 80%. The main reason was both iron ore demand and supply from China. Chinese production of 
crude steel (the end product of iron ore) went from 127 million tonnes (Mt) in 2000 to 803 Mt in 2015—almost what the 
whole world produced in 2000 (848 Mt). New iron ore supply was urgently needed, and the major producers could not develop 
projects quickly enough. The gap was filled by low-quality mines, largely those in China, whose output went from 105 Mt to a 
peak of 402 Mt in 2007, but subsequently fell back to 124 Mt. The only countries with any material increase from 2000 to 2015 
were Australia and Brazil, which together added 849 Mt, while the rest of the world added 198 Mt. This only just kept up with 
demand: steel produced from ore (i.e. excluding scrap) increased 609 Mt, which needs about 933 Mt more ore (on average, 1.5 
tonnes of ore produces 1.0 tonne of steel). Fortescue Metals Group went from not existing to delivering 165 Mt, making it one 
of the four biggest and cheapest suppliers. 
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It is tempting to conclude that iron ore is coming off the top of the cycle and, after a period of overinvestment, the price will 
shortly collapse and take the share prices of the major miners with it. But joining the above two charts together, and comparing 
to world GDP, tells a different story (Figure 3). The current iron ore price of $78.87 is not too different to the 56-year average 
of $67. Production grew 157% over 44 years, lagging the global economy which grew 279%. If your perspective starts only in 
2000, then you don’t see the preceding 39-year investment-starved bear market. 
 

 
 

The difference between the four major suppliers – Rio Tinto, BHP Billiton, and Fortescue in Australia, and Vale in Brazil – and 
everyone else is striking. From being 13% of supply in 1971, Australia and Brazil grew to 40% in 2000, and 61% in 2015. Other 
countries simply do not have ore bodies that can compete and it seems likely that the expansion outside of these regions in the 
last 15 years is to a large extent a stopgap. Although elemental iron is abundant, it is only economically useful when in a large, 
rich, surface deposit. These are relatively easy to spot with magnetic and gravitational surveys so the probability of major new 
discoveries is diminishing. The last remaining large project, Vale’s S11D, is due to start shipping in early 2017, after which there 
are no planned major developments. There are some large undeveloped deposits, such as Simandou in Guinea, but from the time 
management decides to go ahead it takes a number of years for a new project to start delivering. Since the iron ore price started 
falling, projects have been postponed or cancelled. From Figure 4 it appears that, in order to secure raw material, China pumped 
investment into domestic mines with little concern for cost. With Chinese yields relative to the world average continuing to 
collapse, even the remaining 124 Mt looks unsustainable. Once S11D has ramped up, the four big suppliers are expected to 
account for more than half of global production. 
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VALE 

In addition to its holding in Fortescue (discussed in Q1 2016) the Fund now also has a meaningful position in Vale, the biggest 
and lowest cost of the big four iron ore miners. A year ago investor sentiment was terrible. Net debt had ballooned from $6 
billion in 2008 to $25 billion. Free cash flow had done the opposite: fallen from $8 billion to an outflow of $4 billion. In 
November 2015 a tailings dam at the Samarco mine (jointly owned with BHP Billiton) in Brazil burst, leaving an unknown 
liability in its wake. With increasing financial risk (Figure 5) and worsening sentiment towards Brazil, it is no wonder investors 
were wary. 
 

 
 
There’s more clarity today. To manage the debt Vale has been divesting non-core assets since 2011, so far raising $15 billion. 
The enormous investment in S11D (the highest quality large ore body in the world) is substantially complete, and capital 
expenditure should halve from its peak (in Brazilian real) in 2012. Since its 2011 peak, the real has weakened 52% against the 
US dollar, so in US dollars (in which it gets paid) capital expenditure has fallen even more dramatically (Figure 6). At current 
iron ore prices, Vale would generate approximately $8.9 billion of free cash flow ($13.4 billion with the addition of S11D). Vale 
has agreed a settlement with the government relating to the Samarco accident. The financial risk is much reduced. 
 

 
 
It is of course possible for Vale to generate negative free cash flow in certain market conditions, for example if the iron ore price 
fell around 60% while energy and shipping prices stayed flat or increased. In those conditions the industry as a whole would be 
in a dire state, and Vale would have the cost advantage. China’s growth rate may have slowed but it is a long way from being 
considered “mature”. India, whose population is expected to overtake China’s within a few years, is behind on the 
industrialisation curve. Relative to the Australian producers, Vale is at a geographic disadvantage because of the transport 
distance to Asia (although right now the difference is not very significant because of low shipping rates) but it makes up much 
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of the difference with lower costs and is in a strong position to benefit from any increase in US infrastructure spending. 
Furthermore, in addition to iron ore it is also the leading producer of nickel, and is a profitable producer of other base metals.  
 
Many investors intuitively feel that miners are low-quality, high-risk, marginal businesses with poor management, and at the 
mercy of mercurial market forces. This may often be true, but not always. Consider Fortescue, for example. (Because it started 
from nothing quite recently, it offers the cleanest illustration.) It invested $17 billion building an operation that ships 165 Mt 
of iron ore annually. At current market prices we expect Fortescue to earn free cash flow of approximately $4.5 billion in a year, 
which could reduce its net debt to zero in less than a year  (despite having the lowest-yielding ore of the big four). Google and 
Facebook may not find that return on investment terribly impressive, but the vast majority of companies would surely be envious. 
Naturally, there is risk: commodity prices can indeed be hard to predict.  
 
But despite Fortescue and Vale already contributing to outperformance, they are on price to free cash flow multiples of 2.9x and 
4.2x (2.8x including S11D), respectively. With both having new and substantial resources, we think that there is ample margin 
of safety. Vale’s preferred shares (the vast majority of the Fund’s position in the company) trade at a discount of about 10% to 
the ordinary shares, and so are even cheaper. And if times really did become tough, they have young valuable infrastructure that 
could be used to raise cash. Iron ore is a vital material, and is increasingly a four-player (and two-country) industry. For a long-
term, bottom-up investor, it can indeed make riveting dinner party conversation. 
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 This Quarterly Investor Commentary does not constitute a recommendation to buy, sell or hold shares or other securities in the companies mentioned in it (“relevant securities”), 
nor does it constitute financial advice. It has not been prepared in accordance with legal requirements designed to promote the independence of investment research. Entities and 
employees of the Contrarius Group are not subject to restrictions on dealing in relevant securities ahead of the dissemination of this Quarterly Investor Commentary. 
 
Legal Entities. Contrarius ICAV (the “ICAV”) is an umbrella type open-ended self managed Irish Collective Asset-management Vehicle with variable capital and segregated liability 
between sub-funds. The ICAV was originally incorporated in Jersey on 9 December 2008 (with registered number 102270) and was registered as an Irish Collective Asset-
management Vehicle in Ireland by way of redomiciliation (continuation) under the Irish Collective Asset-management Act 2015 on 30 June 2016. The ICAV was authorised as a 
UCITS by the Central Bank pursuant to the UCITS Regulations on 30 June 2016. The initial sub-funds of the ICAV are Contrarius Global Equity Fund and Contrarius Global 
Absolute Fund. | Contrarius Investment Management Limited, a company incorporated in Jersey with registered number 100697, regulated by the Jersey Financial Services 
Commission, registration number FSB 1906. | Contrarius Investment Management (Bermuda) Limited, a company incorporated in Bermuda with registration number 45466, 
licensed to conduct investment business by the Bermuda Monetary Authority. | Contrarius Investment Advisory Limited, a company incorporated in England with company 
number 6581705, regulated by the Financial Conduct Authority, registration number 488706. 
 
Permission to Access. There are legal requirements in various countries which may restrict the information which Contrarius can lawfully provide. Accordingly, the information 
contained in this Commentary may be provided for residents of certain countries only. Persons who receive the Commentary or who have access to it should inform themselves 
about and observe any restrictions imposed in the jurisdiction in which this Commentary is accessed. Neither Contrarius ICAV (the “Fund”) nor its Shares have been registered 
under any United States securities legislation and, except in a transaction which does not violate such legislation or require the registration of the Fund, the Fund Shares are not 
being offered, directly or indirectly, in the United States of America or in any of its territories or possessions or areas subject to its jurisdiction or to citizens or persons thereof. 
Additionally, the Fund is not a recognised or authorised collective investment scheme for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (the 
"FS Act"). Accordingly, this communication is directed only at persons in the United Kingdom permitted under the FS Act (or the orders made thereunder) to receive it.  
 
Non-Solicitation. This Commentary does not constitute an offer to sell, or a solicitation to buy shares of Contrarius Funds. Subscriptions are only valid if made on the basis of the 
current Prospectus of a Contrarius Fund. The Prospectus in turn does not constitute an offer or solicitation in any jurisdiction in which such an offer or solicitation is not authorised 
or to any person to whom it is unlawful to make such an offer or solicitation. No person may treat the information in the Prospectus as constituting an invitation to them unless, in 
the relevant jurisdiction, such an invitation could be lawfully made to them without compliance with any registration or any other legal requirements. By proceeding to access the 
Prospectus, Key Investor Information Document, Account Opening Form and Subscription Form for the Fund, users are representing and warranting that the law of the relevant 
jurisdiction allows them to access such information. Prospective investors are referred in particular to the full risk warnings that are set out in the Prospectus and the notice which 
states that the Fund Shares are not being offered, directly or indirectly, in the United States of America or in any of its territories or possessions or areas subject to its jurisdiction or 
to citizens or persons thereof.  
 
Use of Information. This communication provides general information for the benefit of the present Investors in Contrarius Global Equity Fund. It may not be complete and up 
to date for your purposes. It is not intended as financial advice or as an offer, solicitation or recommendation of securities or other financial products. Only investors with appropriate 
knowledge and experience to evaluate the applicable merits and risks should consider an investment in the instruments discussed herein. If in doubt, you should obtain independent 
financial advice that addresses your particular investment objectives, financial situation and needs before making investment decisions. The information and materials contained in 
this communication including all terms, conditions, and descriptions are subject to change. 
 
Risk Warnings. Past performance is not indicative of future performance. The value of investments may go down as well as up and investors may not get back the amount invested. 
The Fund’s share prices fluctuate and are not guaranteed. When making an investment in the Fund, an investor’s capital is at risk. This warning is made in addition to the investment 
warnings and important notices set out in the Prospectus. The Fund is authorised in Ireland as a UCITS fund (please refer to the Prospectus). Notwithstanding the foregoing, the 
Fund is not obliged to issue Fund Shares to any person and reserves the right, in its absolute discretion, to refuse any application for Fund Shares.  
 
Confidentiality. The recipient of the information contained in this communication undertakes not to disclose, without the prior consent of the Fund or the Investment Manager 
(acting on behalf of the Fund), to any person or third party any confidential information, document and/or matter relating to or concerning the Fund, its investments, any Investors, 
the Investment Manager & Distributor, the Administrator, the Depositary, the Investment Advisor and/or their respective activities and business, unless disclosure is required by 
any law or regulation or by any competent authority or body or such confidential information is in the public domain (other than by our actions). 
 
Sources. MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a 
component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain 
from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future 
performance analysis, forecast or prediction. The MSCI information is provided on an "as is" basis and the user of this information assumes the entire risk of any use made of this 
information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the "MSCI Parties") 
expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for 
a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, 
Incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. (www.msci.com) 
 
No Warranty. The information in this communication has been derived from sources believed to be accurate and reliable. Other than for information on Contrarius or its Funds, 
neither Contrarius, nor any other member of the Contrarius Group has independently verified any information in this communication. Furthermore, neither Contrarius nor any 
other member of the Contrarius Group gives any representation or warranty of reliability, completeness or accuracy of information.  Information provided shall not constitute or 
form the basis of any contract. Contrarius expressly disclaims liability for any errors or omissions that may be contained in the Information.  
 
General Provisions. The information provided is provided to the recipient in response to a specific and unsolicited request and is for the information purposes of the recipient only. 
Such information is not intended for, may not, without the express consent of Contrarius, be distributed to, and may not be relied upon by, any other person, including without 
limitation, any advisory or other client of the recipient. The information provided in this Commentary does not constitute and may not be construed as the provision of investment 
advice. Any investment or investment activity to which this communication relates is available only to such persons. Persons who are not permitted to receive this communication 
should not rely on it. It should be remembered that the price of Fund Shares and the income from them can go down as well as up and that investors may not receive, on redemption 
of their Fund Shares, the amount that they invested. Since 30 June 2016, the Contrarius Global Equity Fund has been priced daily. From inception up to 30 June 2016, this Sub-
Fund was priced weekly. Performance prior to 30 June 2016 was while the Sub-Fund was a Jersey domiciled fund. Any views expressed reflect the current views of Contrarius and 
do not necessarily represent the view of any other members of the Contrarius Group. The views expressed may change without notice or liability. 
 
Contact. Correspondence in relation to Contrarius Investment Management Limited's business can be addressed to 2 Bond Street, St Helier, Jersey, JE2 3NP, Channel Islands or 
clientservice@contrarius.com. 


