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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 0.7% for the quarter versus (1.3%) for the benchmark MSCI World Index, including 
reinvested net income. 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 Consumer Discretionary, Materials, and Energy stocks. In terms of geographic exposure, the 
Fund continues to be overweight shares in North America and shares outside the major developed markets.  

 
 

    

CONTRARIUS GLOBAL EQUITY FUND AT 31 MARCH 2018

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.

19.2 13.6

% Not Annualised

Quarter

Since Inception Latest Latest Latest Latest

on 1 Jan 2009 5 Years 3 Years 1 Year

% Annualised

13.4

 (1.3)

 0.7

19.7 14.0 13.9 13.4  0.8

11.4 9.7 8.0 13.6

12.8

Sector Exposure Over/(Under)

31 March 2018 Fund World Index 
1 Weight

Energy 18 6  12

Materials 23 5  18

Industrials 0 12  (12)

Consumer Discretionary 36 13  24

Consumer Staples 12 9  3

Health Care 1 12  (11)

Financials 1 18  (17)

Real Estate 0 3  (3)

Information Technology 7 18  (11)

Telecommunication Services 0 3  (2)

Utilities 0 3  (3)

Total Shares 98 100

Net Current Assets 2 -

Net Assets 100 100

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

Weighting (%)

Geographic Exposure Over/(Under)

31 March 2018 Fund World Index 
1 Weight

North America 83 63  20

Europe 7 24  (16)

Japan 1 9  (8)

Asia ex-Japan 0 2  (2)

Other 7 3  4

Total Shares 98 100

Net Current Assets 2 -

Net Assets 100 100

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

Weighting (%)
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BBBBED ED ED ED BBBBATH ATH ATH ATH &&&&    BBBBEYONDEYONDEYONDEYOND    

Bed Bath & Beyond is the largest home-furnishings and homewares retailer in the US. It is about twice the size of IKEA US, its 
next biggest competitor. Target sells a comparable amount of household products, and Walmart appears to sell more, but both 
are general merchandisers rather than home specialists. Its shares returned 22% per annum for 21 years up to 2013, but have 
since fallen more than 70%. Bed Bath & Beyond has been rattled by the changing nature of retail, and it was slow to respond to 
the threats and opportunities of e-commerce. Many investors see it as a “value trap”. We disagree. 
 
The future of retail 

Last quarter we expressed some scepticism of the “retail apocalypse”. The rate of change may be unusually high for now, and 
those that do not adapt may not survive, but this is an evolutionary cycle not a coup d'état. To imagine the future of retail, 
consider what was important a few years ago, and what will be important in a few years’ time. 
 
Availability: When you had to find time while the children were at school to drive to the store, sit in traffic, and hunt down 
everything on your list, availability was critical. Retail supercentres sprouted all over the US so that you could get much of what 
you needed from just one parking lot. But when you can buy almost anything without disturbing the dog sleeping on your lap, 
on-site inventory is demoted far down the priority list. 
 
Price: It is tempting to think that price is the kingmaker when hundreds of products can be compared in an instant. That may 
have been true in the early days of e-commerce, but these days competitive pricing is just the admission ticket. All major players 
are competitive, so it is not much of a differentiator. That is not to say that prices are identical—only that differences are small 
enough to have lost their prime status.  
 
If availability and price—possibly the two historically most important attributes of mass-market retailing—will no longer be 
major differentiators, then what will be? Two things stand out to us: ‘discovery’ and ‘engagement’. 
 
Discovery: This is jargon for “finding what you are looking for, even if you don’t know what you are looking for”. For example, 
if you want AA batteries, it’s easy to find them online. But if you feel that your walls are a bit bland, searching for “wall décor” 
triggers a tsunami of possibilities (300,000 on Amazon.com alone). If you have not even narrowed down your search to walls 
and feel only that your home is too austere, you will have a tough time finding inspiration online. Humans are well known to be 
frustrated by more than a handful of options. Retailers that help their customers figure out what they want, and then guide them 
to it in a friendly and pleasant way, will be in demand. Moreover, if you’re going to try something new, how painless is the returns 
process? Recommendation systems—the artificial intelligence behind those seemingly clairvoyant suggestions from, for example, 
Amazon and Netflix—can be powerful guides in the right circumstances, but tend instead to be shackles when you want fresh 
ideas. 
 
Engagement: Even the most utilitarian shoppers typically prefer a sensory experience. This may be wandering around a three-
dimensional space, seeing what catches your eye, and how those things look from different perspectives. It could be the feedback 
from discussing your particular issue with a person… in person. Or perhaps tailoring a gift registry with an expert who can prompt 
you for ideas as you sit across a desk. How much more satisfying is it to touch an item and examine its quality, especially when 
the product has aesthetic or personal value? The urge to see and feel is deeply human. Indeed, the relegation of so much of our 
lives to two-dimensional devices may make those offline interactions all the more powerful. In comparison, online shopping 
offers only rudimentary visual stimulus, and for the other senses it is even worse: touch and smell are entirely absent, and when 
there is sound you usually wish there wasn’t. Retailers that offer attractive, relaxing, and immersive environments should have 
lasting appeal. 
 
Online vs offline 

News and music are almost entirely “online” goods. Petrol and freshly brewed coffee are almost entirely “offline”. But for a huge 
variety of goods in between, retailers that integrate both—“omnichannel” retailers—have great advantages. For example, are the 
following online or offline? 

- You buy a top-of-the-range pasta maker for tonight’s dinner party online and pick it up on the same day from your 
nearest store; 

- You buy a cutlery set via a website and have it delivered to your house. Then you take it to a store to return or exchange; 
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- You see a bedside table in a store but then buy it via the app on your phone (because, for example, it is more convenient 
than waiting in line and carrying it home with you); 
 

The distinction is becoming tenuous, and “online” looks like just another outlet “location” that works well for some types of 
goods (utilitarian products that are easy to compare) and less so for others (aesthetic or idiosyncratic items that come in many 
varieties). Homewares are personal, varied, and hard to describe, search for, and visualise. For a “silicone spatula” it is easy enough 
to browse through the 41 varieties on Bed Bath & Beyond’s website, or in any number of online-only stores. But if you were 
looking for a “table lamp”, Bed Bath & Beyond has 2,383 options. You may not be bothered whether your spatula is white with 
a black handle, or red with an aluminium handle, but the look and feel of the lamp does matter. Scrolling through two-
dimensional out-of-context studio shots is neither pleasant nor productive. 
 
Although we expect the online share of homeware sales to continue increasing for years, we do not expect the fallout seen in 
music and video, where the online share shot rapidly to nearly 60% (and increasing). Significantly, about half of e-commerce 
sales go to retailers with physical stores. The common assumption that online is cheaper than offline is questionable: stores do 
many jobs—they are advertising banners; they are mini warehouses, distribution points, and returns points—and the additional 
promotional and logistics costs for online retailers is considerable. 
 

 
 
Bed Bath & Beyond’s predicament 

Like many of its peers, Bed Bath & Beyond is under attack by the likes of Amazon and Wayfair. But it has fared worse than some 
competitors, such as Williams-Sonoma and RH, whose shares have fallen “only” 40% and 10% from their respective peaks. The 
difficulty has been, in part, because it was historically a “big box” retailer: warehouse-like, with high shelves and an enormous 
range of inventory clinging to every surface. The average store size is about 2,300 m2 compared to 590 m2 for Williams-Sonoma. 
That suits the old traditional priorities of availability and price, but less so discovery and engagement. So the legacy store design 
does not take advantage of the great omnichannel benefits that Bed Bath & Beyond naturally has over its smaller, fragmented 
competition. 
 
Getting its house in order 

This is changing. Bed Bath & Beyond is renovating stores to showcase interior design rather than being a home goods bazaar. 
There is more emphasis on display and curation and less on inventory, with visitors encouraged to buy in-store from mobile apps 
for home delivery. There are professional interior designers in store (and available by live chat online). Staff are being retrained 
as advisers, with new technological support for helping customers discover what they want. Bed Bath & Beyond is investing in 
guided selling tools, such as idea boards and interactive lists. The new Sunset Park (New York) store contains a full-service 
restaurant, hosts live events, cooking demonstrations, food sampling, a hair salon, and child-friendly activities. 
 
Bed Bath & Beyond also differentiates itself in traditional ways. The renowned returns policy has no time limit. It can afford 
this because suppliers bear much of the cost, an unusual privilege that presumably comes from its buying power. It has brand 
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E-commerce Penetration
Figure 1: Estimate of e-commerce penetration by retail category
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cachet and about half of all items are exclusive. With modern amenities becoming ever more commoditised and modularised, 
the value of personalisation, exclusivity, and human interaction is elevated. We believe that this integrated experience is a 
formidable competitive barrier. 
 
The market has thrown in the towel 

But changing direction is hard, especially when it means renovating buildings, overhauling technology, and retraining staff. To 
moderate the operational and financial risk, Bed Bath & Beyond is staging the migration gradually. This means that expenses 
will be unusually high for a few years: firstly, because of the cost of refurbishment; and secondly, because of the doubling up of 
expenses to support two somewhat different store models (i.e. “big box” and “showroom”). Atypically among traditional retailers, 
in 2017 it opened more stores than it closed. 
 
Many investors fear that the depressed margins are permanent. Many also worry about negative growth of same-store sales (that 
is, from the cohort of stores that were open a year ago). Patience wearing thin, investors have hung it out to dry: about 15% of 
shares are sold short. 
 
Looking good beneath the covers 

In the 27 years for which we have financials, Bed Bath & Beyond had negative free cash flow only three times (the last was in 
1995 and was marginal). The income statement was profitable in every year. This is rare for any company, let alone one that 
grew its revenue 90 times. Although sales have flattened recently, they have been remarkably robust considering that e-commerce 
has been around for more than 20 years. The same-store-sales metric that worries many investors is of dubious value these days 
since online transactions in a store’s catchment area bypass that store’s sales line. Although we do not simply sweep Bed Bath & 
Beyond’s challenges under the rug, we believe investors do not appreciate its intrinsic strengths, and we expect profits will recover 
over time. 
 

 
 
Bringing it home 

At the current share price, though, a profit recovery is not necessary to the investment case. In the most recent twelve months, 
Bed Bath & Beyond generated $430m of free cash flow (compared to a market capitalisation of about $3.0 billion). The historic 
figures do not take into account the new US corporate tax rate (21% versus the previous rate of 35%). The balance sheet is strong, 
with only $939 million net debt, and most of the debt is due only in 2044. Unlike many competitors, it has the financial flexibility 
to invest in its stores. 
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Home sales are still recovering from the 2007/2008 financial crisis. We expect mobility and demographic changes to continue 
to be long-term drivers. Personal incomes are likely to rise, whether because of individual tax cuts, companies passing part of 
their tax savings on to staff, or a shortage of workers (except for the period from December 1999 until December 2000, US 
unemployment is the lowest in 49 years). Taken together, these are good signs for home spending. 
 

 
 
Since we can buy the shares for about six times depressed profits, it should be no surprise that sell-side analysts are more scathing 
than ever. Given Bed Bath & Beyond’s strong balance sheet, cash generation, and compelling offer to consumers, we think that 
they are too pessimistic. Despite Bed Bath & Beyond’s challenges and volatility, this investment makes us feel very much at home. 
 

 

Value

US$'m

Senior unsecured notes due 2024 300 6

Senior unsecured notes due 2034 300 16

Senior unsecured notes due 2044 900 26

Gross debt 1500 20

Cash and investments (561) -

Net debt 939 -

Bed Bath & Beyond
Years to 
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Recovery in New Home Sales
Figure 3: New one family houses sold per thousand people
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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.Legal Entities.Legal Entities.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. Permission to Access. Permission to Access. 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. The 
Contrarius ICAV, comprising the Sub-Funds Contrarius Global Equity Fund and Contrarius Global Absolute Fund, has been approved in terms of section 65 of the Collective 
Investment Schemes Control Act, 2002 by the South African Registrar of Collective Investment Schemes.  Additional regulatory disclosures are required by the South African 
Financial Services Board in respect of Funds which have been approved in terms of section 65 of the Collective Investment Schemes Control Act, 2002 by the South African Registrar 
of Collective Investment Schemes and are included below: 

Performance  
(net, per calendar year, since inception) 

Fee Class Currency 
Best Performance Worst Performance Inception 

Year % Year % Date 

Contrarius Global Equity Fund  
Investor Class US$ 2009 94.5 2015 (17.4) 01-Jan-09 

Institutional Class US$ 2009 95.1 2015 (17.0) 01-Jan-09 

These are the best and worst performing calendar years each specified Fund has experienced since inception, demonstrating the variability of performance. Annual figures for all 
calendar years since inception are also available on www.contrarius.com. South African residents interested in receiving a Prospectus or other information on these funds should 
contact the authorised representative for those funds, Contrarius Investment Services (South Africa) (Pty) Ltd at clientservice@contrarius.co.za.  Contrarius Investment Services 
(South Africa) (Pty) is a member of the Association for Savings & Investment South Africa.  
 

NonNonNonNon----SolicitationSolicitationSolicitationSolicitation. 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 Use Use Use of Information. of Information. of Information. 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 WarningsRisk WarningsRisk WarningsRisk 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. Confidentiality. Confidentiality. 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). 
 

SourcesSourcesSourcesSources. 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. No Warranty. No Warranty. 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. General Provisions. General Provisions. 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. Contact. Contact. 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. 
 


