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Predictions ≠ The Future
Friday, January 10, 2020
Dear Kopion Clients,
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During 2019, Kopion returned
Performance of Kopion Asset Management
31.1% before fees (30.0% after
Cumulative Return from 12/31/17 to 12/31/19
30.0%
fees). This compared to the
25.0%
S&P 500 and the Russell 2000,
20.0%
which returned 31.5% and
15.0%
25.5%, respectively. As you
10.0%
will remember, however, we
5.0%
entered the year in the midst of
0.0%
a market panic that caused
-5.0%
2018 to end on a particularly
-10.0%
bad note and 2019 to begin at a
-15.0%
low starting point. This is
shown by the orange circle in
the chart on the right. I
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personally find it more helpful to
consider our results over the
last two years in order to look across that valley. Over that time period, Kopion’s
annualized return was 9.0% before fees (8.0% after fees). The S&P 500’s and Russell
2000’s annualized returns during that time were 12.1% and 5.7%, respectively.
Over the last two years, the stock market has generally vacillated between two different
views of the future. The positive view has held that the economy and corporate
earnings will continue expanding. The negative view, by contrast, has expected the
expansion to possibly die of old age or be killed by the U.S. trade dispute with China.
During 2019, the trade dispute did cause the global economy to slow, but its impact was
less severe than many people feared going into the year. In addition, positive
developments on trade and the economy began to emerge toward the end of 2019.
These pushed the prevailing view of the future back up towards the positive end of the
spectrum. I believe that the market finished 2019 around a “happy medium” that was
roughly balanced between an expectation that growth will probably continue and
lingering worries about the trade war.

One way to understand this volatility is through the fictional character Griffin in the
science fiction movie, Men in Black 3. Griffin can see into the future, but not in the
conventional sense of knowing exactly how events will unfold. Rather, Griffin sees
every potential version of the future without knowing which version will be realized. This
naturally gives him a nervous, jumpy personality as he toggles between anticipating the
different potential outcomes. Griffin also struggles to hold to the range of possibilities
even-handedly. Instead, he alternates between obsessing over the negative versions of
the future and forgetting about them. The risks are always present, but his attunement
to them varies. The stock market works a lot like Griffin.
What is brilliant about Griffin’s character is the way that he illustrates how the future has
many potential paths. Everyone knows this intellectually, but most people seem to
relate to time in a linear fashion that focuses on a single path. This is presumably
because the past is linear. It has been finalized, and uncertainty no longer plays a role
there. The future, however, is full of possibilities, including many undesirable ones.
Facing this squarely is uncomfortable as it forces us to reckon with how little we actually
control. In addition, trying to evaluate a wide range of possibilities is mentally taxing.
For these reasons, it is easier to take a more linear view of the future that focuses on a
single path.
It is currently the time of year when experts start offering their predictions for the future,
and 2020 will include a bevy of additional predictions related to the U.S. Presidential
election. We all know that these prognostications aren’t entirely reliable, but they are
still alluring. Indeed, an entire industry has sprung up to develop and sell them. I think
predictions’ allure lies in their implicit offer to give us more control over the future. They
tend to offer a simplified vision of the future that is easier to comprehend. More
importantly, they tell us what to expect so we can plan accordingly. Please don’t
misunderstand. I recognize the need to think carefully about the future. It’s crucial for
good investing. Predictions, however, are just predictions. When we forget this, we can
bet too heavily on a particular version of the future and set ourselves up for a jarring
experience if those expectations are not met. Moreover, predictions are not all created
equally. Some things lend themselves to reasonable forecasts while others do not.
Kopion’s investment process is largely built around this reality.
At Kopion, we strive to:
1. buy companies that can thrive in a wide range of potential versions of the future,
2. at prices that should generate decent returns in conservative scenarios and
excellent returns in more favorable ones.
For example, one of our largest holdings is BorgWarner. This company historically
produced automotive components such as turbochargers that lowered the emissions of
internal combustion engines. Over the last four years, however, they have masterfully
extended their product line to include components for hybrid and electric vehicles. The
company is now poised to grow regardless of which of these vehicle types becomes
most prevalent in the future. Moreover, the stock’s valuation is low enough that it

should generate healthy returns over the long term, even if the business’ results aren’t
as good as I expect. These factors reduce the number of predictions that I have to “get
right” for BorgWarner to be a successful stock. A portfolio of these types of investments
is the ideal that we labor towards even though we cannot attain it perfectly.
Conceptually, however, I believe that this approach can actually be more robust than
investing in an index, which is arguably a narrow bet on economic growth. To be fair,
the global economy probably will continue growing due to rising incomes in the
developing world and productivity gains globally. In recent decades, however, birth
rates have been falling, and the resulting population dynamics are already pushing
economic growth below its historic norms.
There is a wide range of potential outcomes for the coming year, which is always the
case (and the reason that I avoid making short-term predictions in my client letters). I
did, however, want to mention that the 2020 U.S. Presidential election has introduced
some relatively unique negative scenarios since some of the Democratic candidates are
openly antagonistic towards businesses, and thus investments. Over the long term, the
U.S. economic system has proven incredibly durable, and I expect this to continue
regardless of who wins the Presidency. In the short term, however, there is a real
possibility that businesses react to this uncertainty by delaying hiring and expansion,
and that the stock market responds by focusing on negative scenarios. This might not
occur, but I encourage you to be emotionally prepared for it. On a more fundamental
level, I remain optimistic about our companies, many of whom are poised to make
important progress during 2020. I am even cautiously optimistic about our energy firms
because U.S. shale production has finally begun to encounter its geologic limitations.
We expect this to lead to a recovery in the energy portion of our portfolio, but it remains
unclear whether this will occur in 2020.
Predicting the future is impossible. At Kopion, I have thus focused on businesses that
can be successful under a wide range of conditions, and I have sought to be careful
about what kind of predictions I am having to make. On a personal level, I am slowly
coming to terms with the necessity of making the best decisions that I can today while
remaining conscious of the many potential versions of the future. This has gotten easier
as I have grown in my personal conviction that there is not only a God who actually
exists, but that He has my best interest at heart and is involved in my life. In my better
moments, recognizing the ambiguity of the future pushes me into a closer relationship
with Him.
Best regards,
Terry Ledbetter, Jr., CFA

Past performance does not guarantee future results. Indices’ returns have been obtained from sources
believed to be reliable. For additional disclosures about our performance, please refer to the
“Performance” page on our website: http://www.kopion.com/performance.html.

