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Q2 2020 INVESTOR LETTER 
July 28, 2020 

The Q2 2020 net return for the fund was 14.06%. This compares to a return of 7.39% for Equity Long Short Funds,1 
15.08% for Fundamental Growth Hedge Funds,2 and 19.95% for the S&P 500. The long book contributed roughly 
3,150 bps to performance, while the short book detracted roughly 1,650 bps both on a gross return basis. 

 The YTD net return for the fund is 2.65%, compared to (1.99%) for Equity Long Short Funds, (2.10%) for Fundamental 
Growth Hedge Funds, and (4.03%) for the S&P 500. 

  

Our numbers this year have been solid, and we are pleased to have generated a positive return YTD in this very 
challenging environment. However, we believe that it is too early to celebrate – the current investing environment 
has many unique risks, and we are far from out of the woods.  

Unprecedented action by the Federal Reserve and Treasury has buoyed equity markets, which we predicted in our 
Q1 letter, although the speed and magnitude of the rebound has surpassed our expectations. Following the massive 
rebound in stock prices from the mid-March bottom of the market, the path forward is murky at best. 

On the one hand, record job losses combined with ballooning corporate and government debt paint an ominous 
picture. Skeptics would point to the rebound being a mirage driven by record amounts of stimulus and say that the 
market has become extremely disconnected from the grim economic conditions facing the country (and much of the 
world). In addition, political risk that has largely remained out of sight is starting to peek over the horizon – a 
potential change in regimes, including Fed Chairman, Treasury Secretary, tax policy, and overall shifts in policy goals, 
adds additional unknowns that investors must calibrate. 

On the other hand, with interest rates near their lower bound of 0%, the math behind the prospective returns of 
bonds seems to all but guarantee a negative real return to bondholders, meaning There Is No Alternative (“TINA”) 
to buying equities and making stocks more attractive from a relative valuation perspective. The chart below shows 

 
1 As measured by the BarclayHedge Equity Long Short Index 
2 As measured by HFRI EH: Fundamental Growth Index 

  2020 

NET PERFORMANCE - FOUNDERS CLASS 2017 2018 2019 Q1 Apr May Jun YTD 
Since 

Inception 

Blue Hawk Fundamental Growth Fund 22.05%  6.69%  9.23%  (10.01%) 8.39%  1.49%  3.69%  2.65%  45.99%  

Barclay Equity Long Short Index 8.36%  (3.04%) 6.59%  (8.73%) 4.58%  1.66%  1.01%  (1.99%) 9.77%  

HFRI EH: Fundamental Growth Index 18.86%  (9.87%) 13.22%  (14.93%) 7.46%  3.33%  3.64%  (2.10%) 18.75%  

Barclay Hedge Fund Index 10.36%  (5.23%) 10.64%  (11.90%) 5.37%  2.68%  2.24%  (2.54%) 12.76%  

S&P 500 19.42%  (6.24%) 28.88%  (20.00%) 12.68%  4.53%  1.84%  (4.03%) 38.49%  
        

     

Fund v Barclay Equity Long Short Index 13.69%  9.72%  2.64%  (1.28%) 3.81%  (0.17%) 2.68%  4.63%  36.23%  

Fund v HFRI EH: Fundamental Growth 
Index 

3.19%  16.56%  (3.99%) 4.92%  0.93%  (1.84%) 0.05%  4.75%  27.25%  

Fund v Barclay Hedge Fund Index 11.69%  11.92%  (1.41%) 1.89%  3.02%  (1.19%) 1.45%  5.19%  33.23%  

Fund v S&P 500 2.63%  12.92%  (19.65%) 9.99%  (4.29%) (3.04%) 1.85%  6.68%  7.51%  

*Fund incepted 1/3/17          
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stocks to be as undervalued relative to bonds as at any point in the last forty years using the Fed’s Stock Valuation 
Model, illustrating the effect record low rates has on relative valuation and highlighting the difficult decision is 
presents for yield-hungry investors. 

             Source: Yardeni Research 

But more importantly, the government – perhaps regardless of the party in power – appears hell-bent on stimulating 
the economy by any means necessary. This means stimulus after stimulus until inflation resurfaces. With record 
corporate debt levels and a ballooning Fed Balance Sheet, inflation is the least damaging option both politically and 
economically for government officials (in our view) and the most likely course of action. Inflation means higher 
nominal wealth, even if real wealth is unaffected, in turn easing the debt burden of borrowers (assets increase and 
liabilities remain the same, both in nominal terms).3 As seen in the chart below, balancing the budget is clearly a 
secondary concern at the moment. 

         Source: Yardeni Research 

 
3 For more on the implications of inflation, please see the appendix, where we have provided a passage from Philip 
Fisher’s Common Stocks and Uncommon Profits. We believe it describes a very similar era to our current reality. 



  
 

 
 

 
 

 Q2 2020 Investor Letter 3 
 

Similarly, the Fed has injected a massive amount of liquidity into markets, seemingly providing a backstop for asset 
prices as well as forcing investors to push further into risk assets. We think this is the right move by the Fed, and the 
speed and magnitude with which it acted likely averted disaster, at least thus far. That said, there are sure to be 
second- and third- order macro effects when the government intervenes in this magnitude, and these will play out 
over time. However, we believe these are unknowable, and we focus where we operate best – in the markets. 

Underneath the surface, we have begun to see a lack of concern for risk in certain areas of the markets, which, in 
our view, has been driven by the Fed and Treasury’s actions. Accommodative actions beginning in 2019 and 
accelerating this year have led cohorts of investors to conclude that higher risk leads to higher return when the 
government acts as a backstop. Just as a parent who helicopters in to protect their child at every sign of trouble, the 
wrong lesson gets learned by the “savee” – that is, mom or dad will always be there to save me.  

If higher risk always leads to higher return indiscriminately, then it is not really risk, is it? Getting our hands dirty on 
the company level, we believe strongly that many of the companies that have seen their stock prices soar off the 
market bottom have not actually been saved – they have instead been granted additional time by the government’s 
programs. These programs cannot solve demand issues or reverse reckless accumulation of debt prior to the 
pandemic. This is another way of saying the government has kicked the can down the road – again, the right move 
in our view, given the circumstances – and the companies who most prudently managed risk pre-epidemic should 
be able to best manage their way through this environment. The companies that did not prudently manage risk 
before the pandemic are in more trouble, yet many have seen their stock prices rise substantially. These corners of 
the market are ripe hunting grounds for shorts, as we believe investors are mispricing risk here. These companies 
have a very slim margin for error going forward, with insolvency a very real risk, yet in many cases investors remain 
steeped in optimism. Additionally, the Fed has shown they do not have an appetite to save every company, as their 
programs have largely excluded heavily indebted companies.  

What does this mean for our investors? 

While tempting to make tactical changes, we believe the best course of action is to stay the course, letting our 
bottom-up stock opportunities drive our exposures. Our views from our Q1 letter, which we encourage readers to 
reread here (Q1'20 Letter), remain largely unchanged. We think challenging economic backdrops – including 
potentially a prolonged recession or increasing inflation – only entrench those excellent few companies with balance 
sheet flexibility, pricing power, and strong management teams, as they can focus on playing offense while others 
are scrambling to play defense, and these are the companies to own. Conversely, overleveraged and secularly 
declining businesses have struggled, historically, to pass on price in inflationary environments, and years of lax risk 
management and borrowing past prudent levels creates razor thin margin for error in extended recessions. This 
takes time to play out, and prices may not reflect these issues over the short-run; however, companies can only defy 
gravity for so long.4 We are willing to accept volatility here as we believe it is a fertile grounds for short selling.  

Before we proceed, we want to remind readers that we do not make decisions based on macro factors, but we do 
think studying and discussing the environment in which companies operate is vital to successful investing.  

In the following sections, we will discuss: (1) notable changes to the portfolio during Q2, (2) top contributors and 
detractors, (3) updates on select holdings, and (4) commentary identifying and discussing two significant areas of 
risk that we believe investors are overlooking – and which could provide opportunity  in our short book. 

 
4 For more on the implications of inflation, we again encourage you to see the Philip Fisher passage in the appendix. 
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NOTABLE CHANGES TO THE PORTFOLIO – Q2’205 

The bulk of our trading activity during the quarter was focused on the short book, though we made a few position 
size adjustments on the long side. In the long book, we trimmed Visa, Intuitive Surgical, and Microsoft, and we 
added to our holdings in Splunk, ServiceNow, Electronic Arts, Charter Communications, and New York Times.  

On the short side, we added five new positions, including companies in the Gaming and Fitness industries, as well 
as three in Auto and Auto Related industries, including both Financing and Parts. In addition, we increased position 
sizes for three existing shorts – stocks where we believe enthusiasm around the economy reopening has gotten 
ahead of the new reality. We also exited two short positions and significantly reduced two more. Three of these four 
positions had already generated significant profits, and we felt the risk/reward was no longer as compelling. We felt 
that the fourth, a software provider, had an improved competitive position from the changed environment, so we 
moved on. 

CONTRIBUTORS AND DETRACTORS – Q2’20 

The long book contributed approximately 3,150 bps to gross performance, while the short book detracted roughly 
1,650 bps (including ~100 bps attributable to hedges utilized at various times during the quarter). 

  

  Source: Interactive Brokers, Blue Hawk analysis 

Top Contributors 

Our top contributors all came from the long book, driven by our largest positions – Match Group and Microsoft. 
Notably, Floor & Décor, Match Group, Constellation Brands, Facebook, Intuit, and Lululemon were our top 
detractors in Q1 (detracting a combined 1,009 bps), yet their combined contribution of 1,914 bps in Q2 makes 
them easily positive contributors for the year. Conversely, Microsoft, Splunk, and Netflix were among the top 
contributors in both Q1 and Q2, as positive long-term trends have accelerated for these companies. 

Top Detractors 

Our top detractors all came from the short book, as the strong market rally created a difficult environment for 
shorting. For the market as a whole, the most challenged companies (as measured by quartiles, those with the 

 
5 Excludes ETFs and purchases/sales less than 50 basis points 

Contributors Detractors
Match Group 6.68% Entertainment - Short (2.16%)
Microsoft 3.55% Index ETF - Short (1.70%)
Floor & Décor 3.17% Specialty Retailer - Short (1.65%)
Electronic Arts 2.43% Specialty Retailer - Short (1.60%)
Splunk 2.06% Automobiles - Short (1.57%)
Intuit 1.98% Index ETF - Short (1.13%)
Constellation Brands 1.98% Electronics - Short (1.10%)
Lululemon 1.75% Entertainment - Short (0.76%)
Netflix 1.59% Total above (11.67%)
Facebook 1.52%

Total above 26.71%
*Represents contributors > 150 basis points and detractors > 75 basis points

Q2'20 Top Contributors & Detractors
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weakest balance sheets and most debt6) rallied by an average of 66.4% in Q2, erasing the Q1 underperformance and 
finishing up 3.3% for the year on average as of quarter-end – compared to a return of 58.7% for the average US-
traded company7 overall in Q2 and 1.9% for the year, as of quarter-end.  The main theme in the shorts that detracted 
the most in our portfolio was end markets that rely on in-person experiences – either entertainment, shopping, or 
travel – as well as our index ETFs.8  Later in the letter, we lay out why we’re comfortable leaning into the market 
with our short book, even as it has moved against us, something we do not normally like to do.   

   Source: FactSet, Blue Hawk analysis  as of 6.30.20 

COMMENTARY: UPDATES ON PORTFOLIO HOLDINGS 

Match Group (MTCH) – As we mentioned last quarter, we felt that restrictions on large social gatherings would be 
a tailwind for online dating and MTCH, as singles’ demand to date would not be diminished in a socially distant world. 
The company reported a strong Q1’20, with revenue growing 19% y/y ex FX, driven by Tinder Direct’s 31% y/y 
revenue growth with average subscribers growing 28%. In addition to the strong quarterly growth numbers, the 
company also noted accelerating engagement levels on the platform and record numbers of messaging and video 
dates, a positive sign for overall ecosystem health. 

In addition, the company completed the spin-off from its parent company IAC on the last day of the quarter, 
becoming a fully independent company and greatly increasing the liquidity of its equity. As we saw from our days 
following and owning Blue Buffalo, these events can be counterintuitive for premier, durable growth stories. One 
would expect the increase in liquidity (supply) to put pressure on the share price, however, the opposite can occur 
in these unique situations – due to the over-concentration of assets in the growth fund space. The increased liquidity 
from the spin in this particular example allows the big funds to build a position, which was not previously possible, 

 
6 As measured by Debt/Equity with the universe of US trade public equities greater than $1B and excluding Financials 
7 >$1 billion market cap 
8 As a reminder, if we exit multiple shorts in a period or for other reasons have significant turnover in the short book, 
we may use ETFs in the near-term until we find additional single name shorts we find compelling. 
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so supply of available stocks increases but demand increases to a larger extent and drives up the price, a nice near-
term tailwind for the newly-independent company.   

Electronic Arts (EA) – We’ve been familiar with the EA story for almost a decade now, as it was the first stock our 
PM Jake DuBois covered during his days at T. Rowe Price (and informally the first stock bought on his 
recommendation). The stock has been on a wild journey since then, from severely out of favor at that time in 2013, 
to eventually a Wall Street darling, and back to being largely out of favor the last year or two. The thesis has not 
changed – EA has an annuity-type payment stream from their sports franchises (namely FIFA and Madden) with 
strong barriers to entry from licenses and improving unit economics, as well as an undemanding valuation. This was 
true in 2013 in the low $20s and continues to be true today. 

Recently, we have found ourselves becoming very bullish on the stock and have been buying aggressively. Of note, 
we think the upcoming new console cycle is an underappreciated tailwind. Sony and Microsoft are targeting 
December 2020 launch for their next generation consoles. In the three years following new console launches 
(inclusive of year of launch), EA has averaged an annual return of 15.4% a year versus 7.0% for the S&P 500, dating 
back to 1993. Furthermore, in a world with aggressive valuations across the board and the S&P 500 trading at 25x 
EV/FCF Street estimates (CY’21), EA’s Street consensus 21x EV/FCF (CY’21) represents a very undemanding 15% 
discount to the index, and even cheaper on Blue Hawk estimates, and a rock-solid balance sheet with $6B of net 
cash to buy back stock or potentially acquire a competitor opportunistically. We believe the stock is poised for a 
strong run over the near, intermediate, and longer term.  

        Source: FactSet, Blue Hawk analysis 

Equity Returns By Year Console Launch (By Year)

EA SPY Sony Nintendo MSFT
1993 115.7% 4.5%
1994 45.5% 7.1% Playstation
1995 (35.8%) (2.0%)
1996 35.7% 33.6% NES 64
1997 14.6% 20.3%
1998 26.3% 31.0%
1999 48.4% 26.7%
2000 49.7% 19.5% PS2
2001 0.7% (9.8%) XBOX
2002 40.6% (13.0%)
2003 (17.0%) (23.4%)
2004 91.6% 26.4%
2005 29.4% 9.0% XBOX 360
2006 (16.8%) 2.9% PS3
2007 (3.9%) 13.1%
2008 16.0% 3.5%
2009 (72.5%) (38.5%)
2010 10.7% 23.5%
2011 (7.7%) 12.8%
2012 23.9% (0.0%)
2013 (29.5%) 13.4% PS4 XBOX 1
2014 58.0% 29.6%
2015 104.9% 11.4%
2016 46.2% (0.7%)
2017 13.1% 8.5%
2018 31.1% 18.9%
2019 (24.9%) (6.2%)
2020 36.2% 28.9%

Cumul Perf @ Console 
Launch (Yrs 0-2) 53.6% 22.6%
Annualized 15.4% 7.0%
Total Annualized ('93-'20) 11.6% 7.6%
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Splunk (SPLK) – SPLK was a new addition to the portfolio in Q1, and it continued its strong performance since 
entering the portfolio. In the wake of the pandemic, SPLK’s customers – both existing and new – are migrating to 
the cloud much more quickly than anticipated. Though this acceleration will put pressure on SPLK’s revenue in the 
near-term – as upfront term license revenue is replaced with ratable services revenue over time – it is a long-term 
positive in getting to the recurring cloud-based model more quickly than expected. Annual recurring revenue is 
growing at a 50% clip, and strengthening strategic relationships with Google Cloud and Amazon Web Services are 
indicative of how SPLK’s offerings are best-in-class. SPLK also continues to win big customer accounts, including 
Zoom – the posterchild of the post-pandemic world. The market understands the strength of a recurring revenue 
cloud-based software revenue model, but we believe that investors are still too conservative on SPLK’s future. We 
believe that SPLK will earn over $2B in free cash flow over a 5-year horizon, implying a very reasonable valuation 
with significant upside, for a long-term and patient investor. Given the strong growth that we project SPLK to still be 
generating over the next several years, we believe this valuation is quite attractive. Following another strong 
quarterly report that buoyed our conviction, we added to the position, making it a top-ten holding in the fund as of 
quarter-end.  

Constellation Brands (STZ) – STZ bounced back significantly from a rough Q1 and is now up 73% from its low point 
in March – though still down 5% year-to-date. As we noted in last quarter’s letter, we could not find any fundamental 
reasons to meaningfully change our estimate of long-term value, and our decision to add to our position as it fell has 
so far turned out to be a good one. We believe that the market mispriced risks around the company’s exposure to 
restaurant and bar sales, as well as the impact of a temporary shutdown to beer production in Mexico. STZ over-
indexes to “off-premise” (non-bar/restaurant) sales relative to the rest of the industry, so a 75% reduction in 
bar/restaurant sales during the most recent quarter was nearly offset by just a 20% increase in off-premise. Modelo 
and Corona products continued to sell very well (aided by the recent launch of Corona Hard Seltzer), helping STZ to 
deliver better-than-expected results for the March-May fiscal quarter. Beer production also returned to normal 
levels in June before STZ suffered any notable out-of-stocks in popular products. The market has started to come 
back around to our view that Constellation Brands is positioned very well over the near, intermediate, and longer 
terms. We harvested some gains as the stock price came roaring back, but valuation remains below historical 
averages, and it is still a top-five holding in our portfolio (with good diversifying characteristics relative to the rest of 
our top positions). 

 

(continued on next page)  
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RISKS IN THE MARKET AND OPPORTUNITY IN THE SHORT BOOK 

Prior to 2019, our short book outpaced the Proshares Short S&P 500 ETF by 900 bps and was a major driver of 
outperformance. But after struggling in 2019, our short book has continued to lag in 2020, despite our process 
remaining the same. Normally this kind of big performance reversal would concern us, but we believe unsustainable 
factors are driving this turnaround. In addition to hurting our short book returns, we believe these factors point to 
a few risks in the market that we believe investors are looking through – perhaps recklessly – and we provide a short 
primer on these risks below.  

We believe these risk factors provide a great opportunity in our short book, and in conjunction with a client’s request, 
we recently launched the Blue Hawk Fundamental Short Biased Fund, LP  – a new fund that replicates the short book 
of our flagship long/short strategy and utilizes leverage of ~2:1 to reduce liquidity requirements. The Short Biased 
Fund is appropriate for investors looking to either hedge overall long exposure in their portfolios or to make an 
outright bet on our short book. We continue to believe the best long-term opportunity is in our long/short fund, but 
for those who are queasy about market risks in the near-term, we believe the Short Biased Fund could be an 
appropriate tactical allocation. 

Two Areas of Risk 

(1) Junk has Rallied, but Winter is Coming – A handful of “low quality” short positions have turned significantly 
against us as junk has rallied significantly in 2019 and 2Q2020. However, we believe that this rally is likely to 
come to an end in our new economic reality, and we continue to have conviction in our short book. As we noted 
earlier in the letter, we believe challenging economic conditions today could bring on a potentially prolonged 
recession or increasing inflation – two of the more challenging environments for secularly declining and 
overleveraged businesses due to lack of pricing power, financial flexibility, and subdued demand more broadly. 
This takes time to play out, and prices may not reflect these issues over the short-run, but it is a source of 
opportunity for the patient investor. 

     

    Source: Bernstein Research 

Additionally, credit spread data implies that investors believe corporate risk has been severely diminished after 
Fed and government intervention, with credit spreads and the performance differential between “good” and 
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“bad” balance sheet companies essentially back to pre-pandemic levels. Corporate bond issuance has also 
skyrocketed, kicking the can down the road but not fundamentally changing the long-term trajectories of each 
company. While timing may be unknowable, our belief is that our short book will revert to its pre-‘19 trajectory 
as the junk trade runs out of steam. We believe this trade will face its first real test later in the year as investor 
hope meets economic reality. 
 

(2) Retail Fervor: An Explosion of New Traders are Moving the Market – There has been a lot of press recently on 
the return of the retail trader, with origins in the rise of commission-free trading and accelerating during the 
pandemic. For people stuck at home without sports and other forms of entertainment, stock trading (perhaps 
aided by government stimulus checks as a starter’s stake) has filled the void. This has created an environment 
where many traders light on information and heavy on leverage and speculation are moving prices significantly. 
This is rare but not unprecedented, and historically has been of a limited duration. Similar to the beginning of 
the 2000s, over-emphasis is placed on stories instead of facts, using options that enhance the impact of the 
trades. We have seen the effects, aggressively driven up prices in mania-type binges, most notably in two areas 
– cult/story stocks (think Tesla) and cheap troubled stocks (think now-bankrupt Hertz). The governing bodies 
have sadly turned a blind eye to much of the unscrupulous activity exacerbating the speculative environment, 
notably stock chat rooms, stock promoters, and the like where unsubstantiated rumors are spread to drive stock 
prices. These governing bodies were created to protect the individual investor, and the fallout of their neglect 
will ultimately land on the individual investor when the exuberance eventually passes, as it always does – a sad 
and unnecessary reality that could and should have been prevented. 
 
This combination has hurt us on a relative basis (which to be frank we would be more okay with if we did not 
think these individuals were being taking advantage of and would actually be the ones to keep the gains in the 
end) as some of the low quality companies that we are short have seen their stock prices increase, and our 
emphasis on valuation makes us unlikely to hold the cult stocks that have surged the most. Nobody knows when 
this environment will end, but it will end, leaving ample mispricing opportunities as we are seeing today where 
disciplined long/short investors should be able to add substantial value. We are positioning ourselves to benefit 
from this longer-term opportunity, while managing the short-term risk from new retail trading.  

Source: CNBC 
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To illustrate some of the kind of behavior that we are seeing in our short book, we have provided a simple case study 
in the appendix along with the Fisher passage we referenced earlier. 

GOING FORWARD 

In conclusion, we believe the fund is positioned well – in both the long and short books – and we do not anticipate 
nor recommend making any drastic changes in this time of great uncertainty. Prices may make unusual and 
unexpected moves over the short run – both at the individual company level and more broadly. Anticipating or 
trading on these moves is not investing in our view, but gambling, and a recipe for trouble. Instead, we believe the 
appropriate course of action is to continue to bet that stocks are pieces of ownership in companies, and the prices 
of these stocks follow the fundamentals of the business over the long-term. Seeing speculators seemingly rewarded 
certainly makes remaining disciplined more challenging, but that’s what makes investing both difficult and 
rewarding. Stay safe, keep your head down, and we’ll talk to you soon. 

As always, we thank our investors for their continued support. Please feel free to reach out with any questions.  

 

Sincerely, 

 

 

Jake DuBois, Managing Member 
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APPENDIX:  

Simple Case Study – Short Holding 

This company (chart below) is highly levered, tied substantially to the travel industry, and its main competitor – a 
company with a similar financial profile – recently filed for bankruptcy. Despite what we believe to be a very 
reasonable likelihood of insolvency, the stock has rallied since March to an almost flat YTD price level. The stock has 
enormous downside risk, but the market is looking right through it.  

You will never hear us complaining about how the market is behaving irrationally. However, we wanted to provide 
our investors with just one quick example of how the market can behave in strange ways in the short-term. Over the 
long-term, however, stock prices follow the fundamentals of the underlying business. Our conviction in the short 
book has only grown with the deteriorating fundamental picture and ballooning leverage as the prices of our short 
holdings has decoupled from the economic reality. 

 

 

 

Fisher Passage - The Implications of Large Government Deficit Spending, Recessions, and Inflation 

It has been so long since we have encountered inflation that I went back and consulted one of the greats, Philip 
Fisher, in his book I consider the preeminent investing book written “Common Stocks and Uncommon Profits”. I 
believe it describes a very similar era (bold added by me).  

It seems to me that if this whole inflation mechanism is studied carefully it becomes clear that major 
inflationary spurts arise out of wholesale expansions of credit, which in turn result from large 
government deficits greatly enlarging the monetary base of the credit system. The huge deficit 
incurred in winning World War II laid such a base. The result was that prewar bondholders who have 
maintained their positions in fixed-income securities have lost over half the real value of their 
investments. 
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As already explained, our laws, and more importantly our accepted beliefs of what should be done in 
a depression, make one of two courses seem inevitable. Either business will remain good, in which 
event out- standing stocks will continue to out-perform bonds, or a significant recession will occur. If 
this happens, bonds should temporarily out- perform the best stocks, but a train of major deficit-
producing actions will then be triggered that will cause another major decline in the true purchasing 
power of bond-type investments. It is almost certain that a depression will produce further major 
inflation; the extreme difficulty of determining when in such a disturbing period bonds should be sold 
makes me believe that securities of this type are, in our complex economy, primarily suited either to 
banks, insurance companies and other institutions that have dollar obligations to offset against them, or 
to individuals with short-term objectives. They do not provide for sufficient gain to the long-term investor 
to offset this probability of further depreciation in purchasing power. 

The Politics of Severe Recessions and Unemployment 

Both prior to and since that date, regardless of how little they had to do with bringing it about, both 
major parties took and usually received credit for any prosperity that might occur when they were in 
power. Similarly, they were usually blamed by both the opposition and the general public if a bad 
slump occurred. However, prior to 1932 there would have been serious question from the responsible 
leadership of either party as to whether there was any moral justification or even political wisdom in 
deliberately running a huge deficit in order to buttress ailing segments of business. Fighting 
unemployment by methods far more costly than the opening of bread lines and soup kitchens would 
not have been given serious consideration, regardless of which party might have been in office. 

Since 1932 all that is reversed. The Democrats may or may not be less concerned with a balanced federal 
budget than the Republicans. However, from President Eisenhower on down, with the possible exception 
of former Secretary of the Treasury Humphrey, the responsible Republican leadership has said again 
and again that if business should really turn down they would not hesitate to lower taxes or make 
whatever other deficit-producing moves were necessary to restore prosperity and eliminate 
unemployment. This is a far cry from the doctrines that prevailed prior to the big depression. 

Even if this change in policy had not become generally accepted, certain other changes have occurred 
that would produce much the same results, though possibly not so quickly. The income tax only became 
legal during the Wilson administration. It was not a major influence on the economy until the 1930’s. In 
earlier years, much of the federal revenue came from customs duties and similar excise sources. These 
fluctuated moderately with the level of prosperity but as a whole were fairly stable. Today, in contrast, 
about 80 per cent of the federal revenue comes from corporate and personal income taxes. This means 
that any sharp decline in the general level of business causes a corresponding decline in federal revenue. 

Meanwhile, various devices such as farm price supports and unemployment compensation have become 
imbedded in our laws. At just the time that a business decline would be greatly reducing the federal 
government’s income, expenditures in these fields made mandatory by legislation would cause 
governmental expenses to mount sharply. Add to this the definite intention of reversing any unfavorable 
business trend by cutting taxes, building more public works, and lending money to various hard-pressed 
business groups, and it becomes increasingly plain that if a real depression were to occur the federal 
deficit could easily run at a rate of $25 to $30 billion per annum. Deficits of this type would pro- duce 
further inflation in much the same way that the deficits resulting from wartime expenditures produced 
the major price spirals of the postwar period. 
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This means that when a depression does occur it is apt to be shorter than some of the great depressions 
of the past. It is almost bound to be followed by enough further inflation to produce the type of 
general price rise that in the past has helped certain industries and hurt others. With this general 
economic background, the menace of the business cycle may well be as great as it ever was for the 
stockholder in the financially weak or marginal company. But to the stockholder in the growth 
company with sufficient financial strength or borrowing ability to withstand a year or two of hard 
times, a business decline under today’s economic conditions represents far more a temporary 
shrinking of the market value of his holdings than the basic threat to the very existence of the 
investment itself that had to be reckoned with prior to 1932. 

DISCLOSURES 

Performance Calculations: 

Valuations and returns are stated in US Dollars. The calculation of gross-of-fees returns reflects the aggregate performance of all 
investors minus trading commissions. The calculation of net-of-fees returns reflects the aggregate performance of all un-affiliated 
investors. This specific share class is subject to the deduction of a 1% management fee and 15% incentive fee with a high-water 
mark. Net returns are also net of operating expenses, which includes an administration fee, audit fee, and other miscellaneous 
operating expenses. We believe this return best reflects the performance a typical investor would have achieved. Please refer to 
the Private Placement Memorandum for a full list of operating expenses.  

Past performance does not guarantee future results. Please see the Private Placement Memorandum for a full list of disclosures. 

Blue Hawk Investment Group, LLC (“the General Partner”) is not registered as an investment adviser with the Securities and 
Exchange Commission or any state’s securities commission. The limited partnership interests (the “Interests”) in Blue Hawk 
Fundamental Growth Fund, LP (the “Fund”) are offered under a separate private placement memorandum (the “PPM”), have not 
been registered under the Securities Act of 1933, as amended (the “Securities Act"), or any State's securities laws, and are sold for 
investment only pursuant to an exemption from registration with the SEC and in compliance with any applicable state or other 
securities laws. Interests are subject to restrictions on transferability and resale and may not be transferred or resold except as 
permitted under the Securities Act and applicable state securities laws. Investors should be aware that they could be required to 
bear the financial risks of this investment for an indefinite period of time. A prospective investor should only commit to an 
investment in the Fund if such prospective investor understands the nature of the investment and can bear the economic risk of 
such investment. The Fund is speculative and involves a high degree of risk. The Fund may lack diversification, thereby increasing the 
risk of loss. The Fund's performance may be volatile. There can be no guarantee that the Fund's investment objectives will be 
achieved, and the investment results may vary substantially from year to year or even from month to month. As a result, an investor 
could lose all or a substantial amount of its investment. In addition, the Fund's fees and expenses may offset its profits. There are 
restrictions on withdrawing and transferring interests from the Fund. In making an investment decision, you must rely on your own 
examination of the Fund and the terms of the PPM. The information herein is not intended to provide, and should not be relied 
upon for, accounting, legal, or tax advice or investment recommendations. You should consult your tax, legal, accounting, or other 
advisors about the matters discussed herein. The Fund's ability to achieve its investment objectives may be affected by a variety of 
risks not discussed herein. Please refer to the PPM and related documents for additional information regarding risks and conflicts of 
interest. Past performance is not indicative or a guarantee of future results. No representations or warranties of any kind are made 
or intended, and none should be inferred, with respect to the economic return or the tax consequences from an investment in the 
Fund. No assurance can be given that existing laws will not be changed or interpreted adversely. Prospective investors are not to 
construe this presentation as legal or tax advice. Each investor should consult his or its own counsel and accountant for advice 
concerning the various legal, tax, ERISA and economic matters concerning his or its investment. No person other than the General 
Partner has been authorized to make representations, or give any information, with respect to these membership interests, except 
the information contained herein, and any information or representation not expressly contained herein or otherwise supplied by 
the manager in writing must not be relied upon as having been authorized by the company or any of its members. Any further 
distribution or reproduction of this document, in whole or in part, or the divulgence of any of its contents, is prohibited. Any 
reproduction or distribution of this document or accompanying materials, if any, in whole or in part, or the divulgence of any of its 
contents is prohibited. The information set forth herein does not purport to be complete and no obligation to update or otherwise 
revise such information is being assumed. It is meant to be read in conjunction with the Fund’s PPM prepared in connection 
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herewith, and does not constitute an offer to sell, or a solicitation of an offer to buy, by anyone in any jurisdiction in which such an 
offer or solicitation is not authorized or in which the making of such an offer or solicitation would be unlawful. The information 
contained herein does not purport to contain all of the information that may be required to evaluate an investment in the Fund. The 
information herein is qualified in its entirety by reference to the PPM, including, without limitation, the risk factors therein. 

 


