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April 8th, 2016
Dear Client,
I just reread in this weekend’s edition of Barron’s an article titled “What Everyone Knows That
Isn’t So,” 1 which made an analogy between the first quarter and a roller coaster ride. Calling it
hair-raising and frightening, but ultimately leaving you off where you got on. Quite accurate. So
what is the reaction of most people who get off? I don’t want to do that again! When applied to
investing, that translates into putting your money where it can ‘be safe.’
Later in the piece, it identifies equities most in favor as, “... those most bondlike” suggesting that
“investors’ eagerness is to pay up for safety [justifying that decision] not only because of the
road they’ve traveled, but also due to the risks they see ahead.” We believe that history has
shown that paying up frequently makes an investment uneconomic and no longer provides
safety. For example, see what happened to investors in MLPs a year ago if you don’t believe me.
The article goes on to point out the fallacy that investors have the ability to “see the road ahead,”
by identifying various Q1 predictions for ‘the road ahead’ as viewed at the end of 2015 that were
proved wrong empirically:
●
●
●
●

Year-end 2015 Prediction
The US dollar can only continue to go up
Emerging markets are dangerous
Gold will continue to be weak
Interest rates will go up (government bonds down)

●
●
●
●

Q1 Realty
Down 4.1%
Up 5.8%
Up 16.1%
Up 6.9%

Another article 2 by James Paulsen, Wells Fargo’s Chief Investment Strategist, posited that often
during a recovery the market hops back and forth like a bunny, making the market relatively flat,
albeit quite volatile, over an extended period. He goes on to say that he believes in this
environment it is difficult for buy-and-hold strategies, which makes short term trading become
the style du-jour. We see it yet again from a different perspective – does this mean buy and hold
is dead?
No. It is not. In our opinion that is what markets do: they embed transitory effects in our minds,
that recency bias convinces us is the new paradigm. Being aware of the fact that cycles recur is
important to help prevent you from learning the wrong lesson.
We believe that right now it is important to not look in the review mirror, but instead look out the
windshield. We don’t believe that this time is different, and think that over time fundamental
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economic realities will prove out. We also don’t believe in overpaying for the perceived safety of
non-volatile securities, which are often only that way until they aren’t.
Our decades of researching businesses and getting to know their managements, while discerning
what both can do in a normal business environment is what consumes our days.
Risk On / Risk Off
One of my clients recently entreated to me, “Bob, I don’t think you could pick stocks that are
more volatile.” Volatility is often used synonymously with risk, which we believe is a poor
shorthand. I wrote a piece extolling the virtues of Subsea 7 (see attached), which has been
volatile as of late, where I argue that the stock could trade for 4 times its current price sometime
in the next 5 years. This would provide a 25% annual compound return, which would be none
too bad in a 1% interest rate world. The rebuttal was yes, but clearly there are different risk
levels between the two alternatives. This is why we have to look at adjusted risk.
The ‘wild ride’ has seemingly convinced yet another cadre of investors to pass on owning
equities and instead take their money off the table, leave it in cash or government bonds and the
like.
It seems to me that both ends of the risk spectrum are mispriced. There is a lot more risk inherent
in those 1% bonds or those ‘bond-like’ equities, and the upside may be severely capped.
Conversely, those volatile equities are not as risky as the price actions suggest, and the
valuations more than compensate for the actual economic risk. The problems seem to be fear and
fatigue. Investors are frightened and exhausted by the ride and want off.
I believe investors are overstating the risks and ignoring the returns given the recent fright. This
is a perfectly normal human reaction, but one that can be detrimental to your financial wellbeing. While for certain asset classes that have performed well (some for an extended period of
time) the reverse can be true. Investors are understating the risks inherent in their investments
and overestimating the potential rewards from current valuations.
Thoughts on Energy
As with so many other assets, oil and commodities as a whole exhibited the same trend in the
quarter except they rode in the front of the roller coaster. Higher highs and lower lows. While we
could talk all day about the price of oil and not get any smarter, we can talk about the
constructive direction of the industry.
•
•
•
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Pricing has dramatically reduced reinvestment, which has meant that fewer new wells are
being brought into production.
Existing wells are depleting further every day as oil continues to be pumped from them.
US production is down 430k barrels since its peak in 2015, and that decline should
accelerate as new spending continues to fall off dramatically. 3
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•
•

World demand continues to grow even with weak economies around the world
(remember, lower prices historically have resulted in increased demand).
The world’s excess productive capacity is slightly over 2% of daily consumption.

Interesting how today, headlines are filled with mentions of Iran production set to increase 500k
barrels a day, but with no mention of the US’s production decline. It is not surprising that
investors and the press don’t focus on the facts that have yet to reach a tipping point. After all, it
is widely accepted by the industry that US shale production most probably brought about the
steep price decline in oil overnight. Yet, oil production in the US has been rising by 1mm barrels
for 5 years before the world ‘realized’ it. Today we believe these trends are reversing and
undoubtedly accelerating. For example, US production (as mentioned above) is down at least
430k barrels from peak.
It is not if, but only when. Next year? Later this year? As always, we make no claims of
knowing, but while timing is uncertain, we believe the outcome is predictable.
The pricing of energy equities is largely determined by the current watchword – lower for longer.
We believe that when reality comes to be recognized, pricing assumptions will adjust
dramatically, as happened in 2014 to the downside.
Conclusion
I realize that these notes from us are consistent (certain investors may be less kind and call us
repetitive), but we make no apology for that. Our record has shown being consistent is a
successful way to invest, especially through periods of underperformance.
In the end, the most important thing for us to focus on is not the price of oil or whether we are in
a bull, bear or bunny market, instead it is the underlying businesses we are partial owners in. In
that respect we are confident in our portfolio of companies and believe that there will be more
good news to come.
Thank you for your confidence and trust.

Bob Robotti
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The above letter, dated April 8, 2016, is the year-end update letter of Robotti & Company
Advisors, LLC (“Robotti Advisors”) with respect to separately managed account clients of Robotti
Advisors. This letter should be read in conjunction with the following disclosure information:
This information is for illustration and discussion purposes only and is not intended to be a
recommendation, or an offer to sell, or a solicitation of any offer to open a separate account managed by
Robotti & Company Advisors, LLC, nor should it be construed or used as investment, tax, ERISA or
legal advice. Any such offer or solicitation will be made only by means of delivery of a presentation,
prospectus, account agreement, or other information relating to such investment and only to suitable
investors in those jurisdictions where permitted by law.
Further, the contents of this letter should not be relied upon in substitution of the exercise of independent
judgment. The information is furnished as of the date shown, and is subject to change and to updating
without notice; no representation is made with respect to its accuracy, completeness or timeliness and
may not be relied upon for the purposes of entering into any transaction. The information herein is not
intended to be a complete performance presentation or analysis and is subject to change. None of Robotti
& Company Advisors, LLC, as investment advisor to the accounts or products referred to herein, or any
affiliate, manager, member, officer, employee or agent or representative thereof makes any representation
or warranty with respect to the information provided herein.
In addition, certain information has been obtained from third party sources and, although believed to be
reliable, the information has not been independently verified and its accuracy or completeness cannot be
guaranteed. Any investment is subject to risks that include, among others, the risk of adverse or
unanticipated market developments, issuer default, and risk of illiquidity. Past performance is not
indicative of future results. If interested, please contact us for additional information about our
performance related data.
The attached material was provided to investors in a specific Robotti Advisors vehicle at a specific past
point of time, advice that may no longer be current or timely. References to past specific holdings of that
specific vehicle and matters of related historic fact must be seen in context (as would have been apparent
to investors in that vehicle) and are not intended to refer directly or indirectly to specific past
recommendations of Robotti Advisors (other than as an indication of language sometimes found in the
newsletters). Any reference to a past specific holding or outcome is not intended as representative. None
the less, for individuals actively interested in investing in such vehicle, a list of recommendations made
by Robotti Advisors with regard to the vehicle in question will be made available on request.
Note: certain statements on the attached material, including but not limited to (a) statements of things that
“are well known” to be the case (i.e. “We believe that history has shown that paying up frequently makes
an investment uneconomic and no longer provides safety.”), (b) statements with the phrase “always”, and
(c) certain similar statements, are not intended to represent absolute literal fact, but rather represent
certain colloquialisms/mannerisms expressed by select market participants (but not necessarily
individuals associated with Robotti Advisors).
Opinions contained in this letter reflect the judgment as of the day and time of the publication and are
subject to change without notice and may no longer represent its current opinion or advice due to market
change or for any other reason. Robotti & Company Advisors, LLC provides investment advisory
services to clients other than the separately managed accounts, and results between clients may differ
materially. Robotti & Company Advisors, LLC believes that such differences are attributable to different
investment objectives and strategies between clients.
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The information provided herein is confidential and proprietary and is, and will remain at all times, the
property of Robotti & Company Advisors, LLC, as investment manager, and/or its affiliates. The
information is being provided for informational purposes only. A copy of Robotti & Company Advisors,
LLC’s Form ADV, Part 2 is available upon request. Additional information about the Advisor is also
available on the SEC’s website at www.adviserinfo.sec.gov

