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Voice-over: Hello and welcome to Fidelity Connects – a Fidelity Investments Canada podcast – connecting you to the 
world of investing and helping you stay ahead.

Investors remain a little on edge ahead of second quarter earnings season and the Fed’s handling of high inflation in the 
U.S. Some economists speculate a market slowdown, and we’ve seen volatile markets of late. 

So how can investors take advantage of this volatility? Dave Way, portfolio manager of Fidelity Long/Short Alternative 
Fund, joins us today to discuss his fund and the advantages of an alternate investment style, which may be effective for 
investors in this market environment. 

Today, among other topics, Dave and host Pamela Ritchie discuss the downward pressure on goods inflation and how 
we’re now contending with services inflation, how commodities are a very attractive asset class and tend to be the most 
resilient in delivering real returns to portfolios over time, and also how Dave finds his opportunities for shorting across 
three different categories – classic financial shorts, ESG detractors, and “hedge for long.”

This podcast was recorded on June 28, 2022.

The views and opinions expressed on this podcast are those of the participants, and do not necessarily reflect those 
of Fidelity Investments Canada ULC or its affiliates. This podcast is for informational purposes only, and should not be 
construed as investment, tax, or legal advice. 

It is not an offer to sell or buy, or an endorsement, recommendation, or sponsorship of any entity or security cited. Read a 
fund’s prospectus before investing. Funds are not guaranteed. Their values change frequently, and past performance may 
not be repeated. Fees, expenses and commissions are all associated with fund investments.

[00:01:51]

Pamela Ritchie: David, let’s begin with the ultimate environment that we’re in, how you see it. We’ve heard it from other 
people, but we’re obviously in the midst of inflation, in the midst of rates rising as a reaction to that, what does it mean to 
you for your style of investing? 

[00:02:05]

David Way: Pamela, I consider myself to be a macro-aware investor and what I really enjoy is digging into companies, 
finding great fundamentals and investing behind that. Periodically, we encounter markets where it’s very important to be 
macro aware and understand how these overarching macro headwinds and tailwinds are influencing companies and 
their operations over time. This really is the type of environment to put on your macroeconomics hat and try to understand 
how these really big forces are going to shape companies over the next 2 to 3 quarters and 2 to 3 years. 
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[00:02:47]

Pamela Ritchie: It’s interesting to take a look at what’s ... interesting is one way of putting it ... in the last two weeks, 
it actually feels like we’ve been through really quite something. I’m not quite sure what you would term it, but have we 
arrived on the other side of that extreme volatility? Does it look any different today than it did a couple of weeks ago? 

[00:03:06]

David Way: I think versus a month ago, I think maybe what we’ve arrived to is at least a reckoning with our coming 
reckoning. The way I think about it is a month ago there were concerns that the market was not aligned with, didn’t have 
the right set of expectations for what the Federal Reserve would need to do to get inflation under control to help the 
economy grow in the long term. I think where we’ve really arrived at in the last 2 to 3 weeks, maybe a little bit longer, is 
an understanding of what it’s going to take for an active Fed to bring inflation under control in a way that will be healthy 
for the economy over the next one, two and three years. 

[00:03:49]

Pamela Ritchie: Do you have some scenarios ... you must plan out in order to invest, how do you see this potentially 
landing, ultimately, the soft landing discussion or some other type of landing? 

[00:04:03]

David Way: These are absolutely the kinds of questions we’re sort of confronting and discussing in our investment team 
here in the office. It’s great to have a lot of people back and have a discussion on a more ad hoc basis. Technology is 
great, but there’s really no substitute for having these conversations. Here’s what we’re doing. We’re looking at the world 
and saying there’s a few different things that can happen. I think the path that the Fed needs to take, or at least the 
most likely path, is clearer to investors today and that is really aggressively dealing with the front end of interest rates 
and making sure that we tighten monetary conditions in a way that brings inflation under control. If the Federal Reserve 
follows that path, what does remain uncertain is as the Fed tightens in really an unprecedented way, what breaks? 

[00:04:56]

The market is trying to forecast what breaks, which companies, whether the broader economy enters recession or not and 
within each sector, who is the most susceptible to tightening conditions, whether it’s consumers getting less interested in 
buying homes with home prices up and mortgage rates up, or buying those big-ticket items whether it’s furnaces, washing 
machines or jet skis, or whether it’s the impact of inflation on the lower income consumer, can they continue to pay for 
higher fuel prices, higher rent and still find room in their budget for food and discretionary purchases? We’re kind of 
going through sector by sector in this broader economic scenario saying, what does a recession look like for this industry, 
for this industry? 

[00:05:47]

What we’re trying to look for is turn over as many rocks as we can and find companies where, hey, we can sort of look 
back and say, this company is pricing in a pretty significant recession. When I look to the other side, this is a good 
company that will grow its earnings over the long term and we can now buy it at a valuation where we have some 
insulation that 2 to 3 years from now we have the prospect of generating very good returns from this investment, just kind 
of seeing through the volatility. 
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[00:06:20]

Pamela Ritchie: Can you explain how the research that you would do, that you just described with the team, with Fidelity 
more globally, the access that you have, to look at stocks for both sides of the portfolio that you manage?

[00:06:35]

David Way: One of the key things that we do is we have a broad research team. They’re continually analyzing their 
companies, looking through their financial models, stress testing their financial models. We just had a call this morning 
where each analyst was walking through their sectors and trying to describe from a quantitative perspective what does 
a recessionary environment look like for their industry and trying to figure out which companies are better positioned 
than others. One of the great things for me is I’m a long/short investor, so I’m really excited about companies where an 
analyst says, hey, this is a company pricing in a recession. And I’m also very excited when there is a company where 
the analyst says, hey, the market’s really missing this exposure that company XYZ might have. If interest rates stay high 
and the Fed does what it needs to do to get inflation in check, this company and its customers are going to be really 
disadvantaged in a way that’s not in the stock price today. I can go long that company I’m excited about and I can short 
the company where I think the problems might be very underappreciated relative to the share price. 

[00:07:45]

Pamela Ritchie: That’s so interesting. There’s this ongoing question, and you’ll have your own views on it, at what point 
have we seen sort of the bottom? Are there still stocks to be shorted? I mean, are there still valuations to come down 
further? This gets into the question of, is earnings the next shoe? How do you look at that? 

[00:08:03]

David Way: For me, I find opportunity for shorting across a few different categories. Within my shorting approach, I look 
at three different things. One is classic financial shorts, and that’s where a valuation short would fit, and I’ll come back 
to that. The second bucket is ESG detractors. These could be companies trying to take advantage of what I think are 
really optimistic and great long-term themes around environmental decarbonization, etc. These could be like promotional 
companies that don’t have a product or a management team or patents or technical know-how to really have a great 
business model and they’re really just there to separate investors from their money. Also, within that ESG bucket, there’s 
obviously a lot of social issues in the news today and one of the things that I try to look for on the ESG detractor side are 
companies that are going to mishandle important social issues in a way that will be negative for their profitability over 
the next one-, two- and three-year period. I think that’s something that is really unique. 

[00:09:08]

The third bucket of shorting overall, so classic financial shorts, ESG detractors, and what I call hedge for long. In this 
environment there’s stocks to be shorted in that last bucket because I’m starting to find companies that are pricing in 
recession. Where I’m really excited about what is possible for these businesses, for these management teams on a 2 to 3 
year basis. There is a prospect that the near term could be bad. We could see negative earnings growth year-over-year. 
We could see earnings below street expectations. But I’m still really excited when I look 2 to 3 years out that we can 
make a lot of money for investors by owning these stocks. 

[00:09:48]

Certainly, what I can do is I can short those companies where I don’t think the bad news is priced in and that gives 
me the courage to be more invested in my best long ideas on a 2 to 3 year basis. I can sort of provide ballast for 
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the portfolio and downside protection that if I am a little bit early in buying some of these stocks that I think are great 
businesses, I’ll be able to make money on the short side, sort of like an insurance policy against being wrong about the 
path of the economy. 

[00:10:18]

If I can just kind of move back to that first bucket. On the classic financial short, these are companies where I think 
valuation is a concern, where we could see further derating evaluations driven by higher interest rates or just kind of less 
froth in the system. It’s also companies that are going to miss on revenues. They have made promises to the market in 
the form of guidance that I don’t think they can meet because of competitive pressures, business disruptions, whether it’s 
COVID or just kind of reopening challenges. It could also be companies that are maybe overpromising on their ability to 
deliver pricing in the face of inflation, so they’re likely to face margin pressure. 

[00:11:03]

These things are all set to emerge over the next one, two and three quarters and our analysts are doing work, meeting 
with companies, looking at competitors and sub industries to figure out who’s strong and who has the ability to pass on 
price and who doesn’t. We just had Nike report recently and flat revenues and weaker margins. If Nike is having trouble 
passing on price, chances are there’s a lot of other companies having difficulties as well. 

[00:11:31]

Pamela Ritchie: It’s interesting because that particular example fits in the goods bucket and we’ve talked a lot about 
different types of inflation. Go into for us, if you don’t mind, a little bit on passing the buck over to the services side of 
things. We see it in airline tickets, we’re seeing it. But is that about done or what do you think? 

[00:11:50]

David Way: It’s a great question and I do think you raise a really important point as investors think about inflation. Really, 
there’s two major components to inflation. There’s goods inflation and services inflation. If we think about goods inflation, 
during COVID everybody wanted to redo their backyards, get new furniture, get electronics so their kids could do online 
school. There was massive demand for goods. We’re starting to see companies have difficulty maintaining that level of 
demand as people started to switch their attention toward services. We’re seeing freight rates collapse as demand for 
goods falls. We’re seeing heavy discounts on outdoor furniture as everyone who wanted to buy patio furniture very likely 
bought it last year. Companies like Home Depot and Lowe’s and others are heavily discounting these things just to try to 
clear the decks because it’s clear that the go-forward demand is lower. 

[00:12:49]

So there’s downward pressure on goods inflation and what we’re really contending with now is services inflation. Think 
about like wage rates, cost of delivering services. That’s why it’s really important that the Fed takes action to bring 
inflation under control and it’s a real focus on the services inflation. What I’m really watching is the labour market. Are 
we seeing signs that the labour market is easing, that fast food restaurants can find labour at a price that allows them to 
generate a profit? I think without that sort of pressure valve being released, it will be very difficult to get overall inflation 
under control. 
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[00:13:32]

Pamela Ritchie: That’s fascinating because we’ve been hearing from various Fed speakers, there’s lots of Fed speak 
going around, that the dual mandate somehow ... I don’t know if you would put it in these words ... has to break or 
has to come apart, some have to decouple. That’s kind of what you’re saying but looking at it, obviously, in specific 
company ideas. 

[00:13:55]

David Way: The needle they’re trying to thread in kind of unprecedented market conditions is they’re trying to thread 
the needle of trying to create some relief in the labour market, so reduce sort of incremental demand for labour without 
causing outright recession and significant unemployment. That’s kind of the needle they’re trying to thread at the current 
moment. Hopefully, goods inflation becomes a supportive element to that as we start to lap these higher freight rates 
coming down, less goods demands as peoples’ preferences and consumer wallets shift toward services, and frankly, as 
high energy prices eat into people’s discretionary income. 

[00:14:36]

Pamela Ritchie: That’s where I was going next. What do you see commodities doing from here? What, ultimately, might 
be your investment thesis on commodities? Is it any clearer than it was? 

[00:14:46]

David Way: I think the clearest thing about commodities is that as you approach inflationary environments, these are 
very attractive asset classes because they tend to be the most resilient in terms of delivering real returns to investment 
portfolios over time. Around two years ago when I launched the fund, one of the things that I said is that energy would 
have a place in the portfolio because we had this unprecedented monetary and fiscal stimulus that would ultimately flow 
through to inflation and when we saw that fundamentals would go from pretty bad to high prices and super profits for the 
industry. One of the things that’s really different about this period versus past periods is that the thing that’s the most true 
about commodities as well is that the cure for high prices is high prices, which is that as prices increase we see a supply 
response. One of the things that’s different is that it’s very hard to invest in energy infrastructure today because you often 
have to make investment decisions for 10 years from now and energy policy around decarbonization in particular is really 
unclear. So it’s hard to make a big investment decision to try to grow supply. In this case, the cure for high prices will likely 
be incremental supply, but it’s a real question about whether it’s going to be enough to bring energy prices down and 
really take that incremental pressure in addition to goods and services off of inflationary pressures on the market. 

[00:16:18]

Pamela Ritchie: So fascinating. Tell us a little bit about the mandate, the universe that you look at. Is this mostly North 
American? Can you look around the world? Typically, how many stocks would you have within the fund? Give us some of 
the one, two, threes. 

[00:16:30]

David Way: Yeah, absolutely. I think the quick hits are ... so this is a long/short fund, directional in nature. What that 
means is I invest in long securities and short securities and the goal of the portfolio over time is to generate above 
market returns with below market volatility. The way that I do that is by having a sort of net exposure, so an overall net 
exposure of the market towards one, so it’s generally 80% to 100% net exposure, which is a big difference from a market 
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neutral fund, which would have 0% net exposure. I’m trying to generate alpha by widening the opportunity set into both 
long securities, so I can go long stocks that we really like and think will appreciate in value and I can go short securities 
that I think will underperform the long portfolio or go down in absolute terms. 

[00:17:28]

There’s no additional financial leverage in the product beyond what’s generated by selling stocks short. I take $100 of 
assets, I sell $30 of stock short, so that gives me $130 of assets to go long into the very best ideas of Fidelity. It allows me 
to own more of our analysts’ best ideas on the long side and it allows me to go short those three buckets I talked about. I 
really try to use the short portfolio to reduce the overall risk of the fund. Again, it’s about managing volatility, hedging out 
risks and also, opportunistically, for a big part of the portfolio, trying to generate alpha by finding ideas that I think will 
go down. The idea is both of these portfolios are diversified in nature, so 50 to 60 ideas on the long side, 30 to 40 stocks 
on the short side. It’s individual equity securities, no options, no indices. I’m really trying to use Fidelity’s research, which 
is good at both ends of the spectrum of finding winners and identifying losers, to generate alpha in a diversified fashion. 
That’s kind of the aggregate idea. 

[00:18:43]

Geographically, I tend to be focused on North America, so 90% plus of the fund is going to be focused on the U.S. and 
Canada. This market’s a perfect example of why you want that kind of exposure because the U.S. is a great market, tons 
of stocks, I’m really excited about a lot of industries and great companies that may not be household names but have 
wonderful businesses that can compound earnings over time. In Canada, we also have a few great things that work 
really well in this environment. We’ve got great energy companies, we’ve got great industrial transportation companies 
with cost advantages that grow during periods of fuel inflation, like our railways. Also we’ve got these industry champions 
like Dollarama, for example, that are amazingly resilient during these periods in managing inflation while growing 
sales, protecting margins and growing earnings in a very strong and dependable way without a lot of risk. I feel like 
this universe is really well suited to the things that I’m looking for. The split generally is kind of close to 50/50, but it’s not 
something that I manage. It’s really a bottom-up process. 

[00:19:51]

Overall with this fund, what I’m trying to do is kind of provide that equity alternative because in a period of inflation and 
rising rates, fixed income is unattractive, equity indices may be skewed towards large technology companies that could 
face incremental valuation pressure and I’m just trying to do something different on the equity side. It would slide in 
between your index type exposure and your dividend generating portfolio. This fund generates a below-market dividend 
yield as I’m looking at special situations and kind of growth-at-a-reasonable-price type stocks in the portfolio. It kind of fits 
between those fixed-income allocations and sort of the core equity portfolios that advisors and investors may hold and 
tries to do something different in a way that adds diversification and additional returns to the portfolio. 

[00:20:48]

Pamela Ritchie: Maybe you sort of answered this through other ways of explaining the fund, but just spell it out for us. 
Volatility helps you in this fund because it unearths opportunities? Is that what we should take from why you would own 
this in a volatile market? 



7

FIDELITY INVESTMENTS PODCAST SERIES

[00:21:03]

David Way: Yeah, absolutely. I think what it allows me to do is to take advantage of volatility. Volatility generally means 
stuff going down. On the weekend I was actually watching an old ... if you just YouTube Peter Lynch volatility, it’s a great 
video, probably from the early ‘90s, and he talks about volatility and what that does is create opportunities for investors 
to buy things at cheaper prices than they were trading at yesterday. If there are stocks where I’m really convinced of the 
business value, the franchise value, the belief that the intrinsic value of the company is going to be much higher in 2 to 3 
years, and I can buy that stock at progressively lower prices, volatility is your friend. 

[00:21:50]

Also on the short side, if I feel like a company is exposed and could go down if sales are underwhelming, if there’s 
margin pressure that highlights a crack in the business model that causes people to question where that business could 
be in 2 to 3 years, that creates an opportunity to make money on the short side. I have a chance to kind of dollar cost 
average my way into longs that I’m excited about and also be offensive in the short portfolio by attacking the market in a 
way that actually generates profits when the market falls. 

[00:22:26]

Pamela Ritchie: Are you able to give us some examples that illustrate how you’ve done this in the portfolio? Maybe not 
what you’re doing today because we’re not allowed to talk about what you’re doing today, but some things that illustrate 
quite well how this overall mandate has worked. 

[00:22:43]

David Way: Absolutely. The fund, I think, so far has, at least to date, achieved what I’ve set out to do, which is generate 
above-market returns with lower-than-market volatility. We’ve seen a ton of style rotations. We’ve seen COVID drawdown, 
we’ve seen growth do really well for a while, and we’ve seen value do really well more recently. As a style agnostic investor, 
I’m proud to try to outperform in all market conditions. I think, hopefully, that’s the experience that my unit holders have felt 
to date. One of the things that you could see on the short side today that’s been disclosed, as of the most recent disclosure, 
is a company like Beyond Meat. This is a company that makes plant-based alternative foods. The market got very excited 
about all the press releases coming out, about all the cool products they’re doing. From my perspective, this is a really great 
product if you are a vegetarian or a plant-based eater, really concerned about the carbon intensity of your diet. 

[00:23:50]

It’s my personal view that that market is a lot smaller than what the company was selling to the market over recent 
periods. I was patient on this stock, it went public in, I think the 40s and it went as high as $180. I think I shorted the stock 
around $150, $160 with the belief that this company can’t possibly deliver on the market opportunity that’s priced into the 
stock. This is a company that come out with press releases and progressively each quarter it’s become clear that this is 
not a growing company. In fact, sales have been declining as there’s been more competition in the space. They’ve been 
losing market share and perhaps most intensely in the last quarter, they reported approximately a 0% gross profit margin. 
Inflation is really eating at the businesses margin potential. 

[00:24:44]

Maybe that’s temporary, but this is a company that has a very fragile business model and still has a lot of market value 
associated with it. This is a business where I could go short the company with the belief that we would see over time 
aggregate valuations of the market come down, sort of the froth come out of the market and also, there’s a very strong 
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fundamental thesis that even as that happened that this would still be a meaningful underperformer relative to those 
stocks because the business model hasn’t been proven to date. 

[00:25:18]

Pamela Ritchie: That’s fascinating. Such an interesting .. yeah, tasty hamburgers. I get it. It’s interesting the way you look 
at that. I wanted to ask you about the auto industry. Could you talk broadly how you see opportunities within it and also 
where it’s going? 

[00:25:32]

David Way: I’ll be really brief. I think the industry set-up is quite clear. We haven’t been making enough cars in the last 
few years to satisfy demand, so that’s done a lot of weird stuff to the market. Most specifically, it’s really inflated in auto 
dealers’ profitability. If anyone here has bought a car in the last three years, used to go in armed with all this data about 
what the right discount was and now, you’re walking in and the dealer is like, If I have a car to sell you, it’s take it or 
leave it. Profits per vehicle...

[00:26:02]

Pamela Ritchie: And if it’s purple, that’s what you get.

[00:26:04]

David Way: Exactly. Oh, it’s not even the model you want, tough, take it or leave it. Basically, auto dealers went from 
making $2,000 a car to $8,000 a car. It’s my belief that that will normalize over time, number one. Number two, we’ve 
seen new business models emerge. Carvana is a public company that has a disclosed short as of the last disclosure of 
the fund. It was my belief that the unit economics of the business are actually worse than what they tell investors. They talk 
about having this positive contribution margin per vehicle but as they grew, they lost more money. That to me is always a 
bad sign. It tells you that what they’re telling you is different than what’s showing up in the audited financial statements. 

[00:26:50]

What we’re seeing is that perhaps the traditional auto dealer, their profit margins are set to decrease as supply vehicles 
come up and we kind of get back to a more normal market. We also learned that these disruptive business models 
maybe need to make some tweaks and some changes to how they operate in order to be sustainably profitable 
over time now that money in capital is no longer free. This is an example of an industry where I can dive into the 
fundamentals, the different profit pools, and find lots of things to go short. I can also find stocks to go long. A stock 
that I’m long might be a very well-positioned auto supplier who’s going to benefit from just automakers catching up on 
historical production.

[00:27:34]

Pamela Ritchie: It’s fascinating. Obviously, we’ll have you back to tell us more about this and how the next month or two 
goes. David Way, thank you for joining Fidelity Connects. 

[00:27:42]

David Way: Thanks, Pamela. 
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Voice-over: Thanks for listening to the Fidelity Connects podcast. If you haven’t done so already, please subscribe to 
Fidelity Connects on your podcast platform of choice - and if you like what you’re hearing, leave a review or a 5-star rating.

You can visit fidelity.ca for more information on future live webcasts - and don’t forget to follow Fidelity Canada on Twitter. 
Thanks again, see you next time.

[end of podcast]

Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and ETFs. Please read the mutual fund or ETF’s 
prospectus, which contains detailed investment information, before investing. The indicated rates of return are historical annual compounded total returns for the period indicated including 
changes in unit value and reinvestment of distributions. The indicated rates of return do not take into account sales, redemption, distribution or option charges or income taxes payable by 
any unitholder that would have reduced returns. Mutual funds and ETFs are not guaranteed. Their values change frequently, and investors may experience a gain or a loss. Past performance 
may not be repeated.

If you buy other series of Fidelity funds, the performance will vary largely due to different fees and expenses. Investors who buy Series F pay investment management fees and expenses 
to Fidelity. Investors will also pay their dealer a fee for financial advice services in addition to the Series F fees charged by Fidelity.

Any reference to a company is for illustrative purposes only. It is not a recommendation to buy or sell, nor is it necessarily an indication of how the portfolio of any Fidelity Fund is invested. 
The breakdown of fund investments is presented to illustrate the way in which a fund may invest and may not be representative of a fund’s current or future investment. A fund’s investment 
may change at any time. Mutual Fund and ETF strategies and current holdings are subject to change.

The statements contained herein are based on information believed to be reliable and are provided for information purposes only. Where such information is based in whole or in part 
on information provided by third parties, we cannot guarantee that it is accurate, complete or current at all times. It does not provide investment, tax or legal advice, and is not an offer or 
solicitation to buy. Graphs and charts are used for illustrative purposes only and do not reflect future values or returns on investment of any fund or portfolio. Particular investment strategies 
should be evaluated according to an investor’s investment objectives and tolerance for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not liable for any 
errors or omissions in the information or for any loss or damage suffered.

From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market sector. The views expressed by any 
such person are the views of only that individual as of the time expressed and do not necessarily represent the views of Fidelity or any other person in the Fidelity organization. Any such 
views are subject to change at any time, based upon markets and other conditions, and Fidelity disclaims any responsibility to update such views. These views may not be relied on as 
investment advice and, because investment decisions for a Fidelity Fund are based on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund.

Certain Statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, 
“plans”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current expectations and projections about future general economic, 
political and relevant market factors, such as interest and assuming no changes to applicable tax or other laws or government regulation. Expectations and projections about future events 
are inherently subject to, among other things, risks and uncertainties, some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not 
guarantees of future performance, and actual events could differ materially from those expressed or implied in any FLS. A number of important factors can contribute to these digressions, 
including, but not limited to, general economic, political and market factors in North America and internationally, interest and foreign exchange rates, global equity and capital markets, 
business competition and catastrophic events. You should avoid placing any undue reliance on FLS. Further, there is no specific intentional of updating any FLS whether as a result of new 
information, future events or otherwise.
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