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Amalthea Fund – June 2019 

The Bronte Amalthea Fund is a global long/short fund targeting double digit returns over the long term, managed by a performance orientated 
firm with a process and portfolio that we feel is genuinely different. Objectives include lowering the risk of permanent loss of capital and 
providing global diversification without the market/drawdown risks typical of long-only funds.  We believe a highly diversified short book 
substantially reduces risk and enables profits to be made in tough markets 

.  
  Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun FYTD 

FY13           5.4% 1.3% 6.8% 

FY14 6.0% -2.5% 0.4% 3.6% 5.7% 4.3% -3.7% 0.2% -2.6% 0.9% 3.4% -0.8% 15.2% 

FY15 -0.9% -1.6% 2.7% 1.7% 3.4% 4.9% 2.3% -0.1% 1.7% -1.7% 4.4% -1.7% 15.6% 

FY16 6.1% 0.9% -0.2% 3.8% -1.3% -1.4% 0.5% 1.8% -4.1% -3.4% 5.1% -3.4% 3.8% 

FY17 2.5% -0.8% -2.5% -1.3% -1.5% 6.1% -2.0% 1.6% 1.0% 7.0% 7.2% -3.7% 13.6% 

FY18 -0.9% 1.5% 1.1% 5.9% -1.3% -1.6% 4.4% 4.1% 1.5% 3.7% -2.0% 2.9% 20.8% 

FY19 0.1% 3.8% -1.8% -0.4% -3.9% 6.5% -3.6% 3.4% 0.0% 2.2% 0.1% 0.7% 7.1% 

In June the fund returned 0.74% net of all fees 
versus 5.35% for the globally diverse ACWI (in 
$A). For the quarter the fund returned 3.05% 
whereas the ACWI (in $A) did 4.88%.  We 
believe the fund is unlikely to make an end of 
financial year distribution as most of the gains 
are unrealized whereas the fund incurs 
financing expenses and other costs resulting in 
there being no taxable overall gain. Additionally, 
the fund has existing tax losses that can be 
utilized.  Ernst & Young is undertaking the 
taxation and distribution review and advice of 
any distribution will be relayed to clients upon 
receipt by the fund. (cont. over) 
 

   
  

  Fund Features Portfolio Analytics1 
Investment Objective Maximise risk-adjusted returns with 

high double-digit returns over 3-
year periods. 

Metric Amalthea MSCI ACWI 
 (in AUD) 

Min. initial investment Presently closed to new 
investments and additions 

Sharpe Ratio2 1.08 1.22 
Min additional investment Sortino Ratio 2.22 2.34 
Applications/redemptions Monthly Annualised Standard Deviation 10.55% 10.55% 
Distribution Annual Largest Monthly Loss -4.13% -5.36% 
Management fee 1.5% Largest Drawdown -9.70% -10.58% 
Performance allocation 20% Winning Month Ratio 0.61 0.65 
Administrator Citco Fund Services Cumulative return3 117.26% 137.36% 
Auditor Ernst & Young 1-year annualised return 7.06% 11.52% 
Custodians/PBs Fidelity, Morgan Stanley, JP 

Morgan 
3-year annualised return 13.67% 13.89% 

 5-year annualised return 12.04% 12.63% 
 Annual return since inception 13.41% 15.05% 

                                                      
1 Performance and analytics are provided only for Amalthea ordinary class units.  Actual performance will differ for clients due to timing of their investment and the class of their units in the Amalthea fund 
2 Sharpe and Sortino ratios assume the Australian cash rate as the applicable risk-free rate  
3 Returns are net of all fees 
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The business news channel CNBC gloated that it was the best June in the stock market since 
1938 and the best first half in the stock market in twenty years. Their attitude at this point 
in the cycle is triumphalism. If you watch CNBC you would come to the conclusion that 
nothing can break this market. And even if you don’t watch CNBC it is not obvious what 
would cause a substantial market hiccup.  
 
As Bronte has a large short-book it wasn’t as good for the fund. During June we were up but 
just not as much as markets. This essentially was a reversal of the fund’s relative gains made 
in May. 
 
Over the quarter the fund slightly underperformed global markets but did so with sharply 
reduced volatility as the market gyrated between extremes.  
 
Our long book is very conservative. Over the course of the last 12 months it 
underperformed the market somewhat despite massively outperforming the down-market 
in the second half of 2018 – and we go into some of the names in more detail below. 
 
Our short book however did very well. In fact, we made money on the shorts (albeit less so 
when borrow fees are accounted for) as they fell despite the market rising overall and 
despite many appearing to be high-beta names.  
 
The net effect was okay in absolute terms and way-better-than-okay in risk adjusted terms.  
 
Still we want to deliver solid returns over a cycle at modest risk not “risk adjusted returns”. 
And on that basis our performance was only middling. 
 
We are firm believers in the view that the long-term returns will come largely from our book 
of longs – things we are invested in and will own over decades. We make money not from 
the market but from the underlying returns of our businesses. And – for the most part – the 
businesses we own have done well and we think they will continue to do well. But this 
hasn’t been universal.  
 
One long – a German industrial called Henkel – and a stock we have held since the inception 
of Bronte (in 2009) had a business that didn’t live up to our expectations. It seems more 
challenged on both revenue and margin than we expected. This emerged slowly, and we 
were relatively slow to react. They missed earnings last year, blaming US logistics. This 
seemed reasonable – but, in reality, the business was a little more fragile than we would 
like. We have cut back our position dramatically. The holding was highly profitable over the 
history of Bronte, but much less profitable recently. 
 
Another long (Swedish Match) is a tobacco company that sells mostly snus in Scandinavia. 
Snus is a high-dose form of nicotine placed under the lip and has relatively low cancer risk. 
The high dosage (increasing addiction) and the relatively low health risk (increasing 
willingness to substitute from cigarettes to snus) has meant that this – alone amongst major 
tobacco stocks – has increasing volume. A growth tobacco stock is inherently a pretty good 
business to own. 
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The stock however is not cheap, and it has a smaller business selling cigars in the US. These 
are not the type of cigars usually consumed with a high-end whiskey in a bar in New York, 
rather they are low-priced and sometimes flavored. The US Surgeon General has made 
speeches which are a threat to the very existence of part of Swedish Match’s business. 
Clearly this stock will be a rockier ride than we anticipated. There is upside though. Not only 
is snus continuing to grow, but Swedish Match have a form of highly refined snus (sold as 
“Zyn”) which has marketing approval in the US and an addiction warning but no cancer 
warning at all. We think that this may work out very well indeed for stockholders and, as 
Zyn will cause far fewer health problems than the cigarettes it replaces, it might work out 
acceptably from a health perspective as well.  
 
It is important to note that Zyn’s approval came before a change in tobacco regulation in the 
US. It may be very hard to get approval to market a new product to compete with Zyn.  
 
Our position in Bayer too has remained problematic. We trimmed it a while ago. We did not 
like the management and we did not like their approach to US litigation risk. Recently Elliot 
– a large activist hedge fund – took a position and we think they might solve both problems. 
We increased our position in response (and at lower prices than we previously reduced our 
position).  
 
Finally, one of our largest long positions – Herbalife – declined sharply the first half of this 
year. There are issues in their China business (which the company appears to have fully 
disclosed). Our on-the-ground research suggests few issues in their business outside China 
(although there is some evidence that the US growth rate is declining). We sold a lot of this 
stock last year at high prices. And we still hold a lot. We have used this weakness to buy 
back some of the stock we sold. 
 
That said, we are a fund that thinks mostly about our problem children. Most of our long 
stocks are doing just fine – and the businesses underneath them are also doing well.  
 
For completeness we will mention a few things that are going well – starting with Adidas.  
 
We first noticed Adidas in a scan of relative values. Nike (which appears to have done very 
little wrong and was highly profitable) was trading at 3.5 times revenue. Adidas had a strong 
position in Europe led by its association with soccer but only a weak position in America and 
was trading at 0.8 times revenue. Puma, which was weaker still, was trading at 0.6 times 
revenue. 
 
If Adidas or Puma could get margins anywhere near Nike and especially if they could achieve 
it whilst growing revenue the stocks could go up a lot.  
 
Adidas and Puma are headquartered in the same small town in Germany. They were 
founded by brothers. We went to Herzogenaurach to check them out.  
 
What we found looked like a mess.  
 
The fashion path for the world appeared to be from US Basketball to African American 
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teenagers to white American teenagers to Chinese teenagers. Air Jordans were, and 
remained, the key product in Nike’s line-up – and the Germans had nothing to match them. 
Adidas was at least competitive – but Puma looked like a complete basket case. The tell was 
that Puma’s biggest sporting sponsorship was Usain Bolt. 
 
Bolt is a wonderful athlete and seemingly a really decent person too. But he was the centre 
of world attention for ten seconds every four years. An American basketball star just looked 
like a better bet. They were – to say the least – highly visible. And they came out every 
week.  
 
We did nothing with the stock until Kasper Rørsted took the CEO job. We knew Kasper from 
Henkel where he had been CEO for some years. We thought (and still think) he is one of the 
best CEOs we have ever seen.  
 
Our entire thesis for buying Adidas was that it was really cheap (measured as a multiple of 
sales) and it had potential. Moreover, the new CEO was wonderful. 
 
Adidas is now delivering that potential and more.  
 
The trick was that they largely circumvented American basketball and got traction using the 
cheaper and actually more effective sponsorship of social media stars.  
 
This is a world we do not understand. When Kanye West tweets something outrageous 
Adidas stock goes down. When the Kardashians wear an Adidas tracksuit sales go up.  
 
Adidas stock has gone up and then up some more. We keep trimming it and it is now priced 
at 2.4 times revenue – far closer to Nike. But we are unable to add value by analysing Kim 
Kardashian’s Instagram feed – and so, over time, we have been trimming our position.  
 
It has been a very happy experience.  
 
Likewise: we have been long Visa and everything has gone right. There are three large 
tailwinds, and all have been more sustained and more powerful than we originally thought. 
The first is the shift of retail online. This drives card usage. The second is touch-to-pay which 
makes Visa the default payment for small transactions. The third is simple devices plugged 
into mobile phones (think Square). These have driven Visa usage especially in emerging 
markets. This has been a happy experience for us and for you. 
 
The short book 
 
The biggest thing that has gone right is our short book.  
 
The number of names and the quality of our short book continues to rise. Whilst often times 
we lose money on the short book we nonetheless commonly are generating substantial 
“alpha” as our shorts dramatically underperform the market. This, in turn, allows us to more 
safely slightly lever our long portfolio. Over the cycle we think this will help us generate very 
solid returns at reasonable risk.  
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We are now short roughly 240 names. Our ability to expand and manage this complicated 
short book is the limiting factor to the size of Bronte Capital. We closed the funds whilst we 
built out systems to allow us to expand this book. The date is fast approaching where we 
will open the fund again. This is scheduled for December – but the actual date and the 
amount of money we will accept is dependent on the quality of the systems we build. 
 
To that end we have also added a new colleague. John Graham is a career professional 
mathematician whose hobby is still going to conferences on “representation theory”. You 
probably need to have done second year university pure math to even know what that is. 
That said our short book is full of optimisation and systems problems and we are pretty sure 
that John Graham will make us better at this. 
 
Lessons from looking at Australian housing 
 
In the week around St. Valentine’s Day 2016 Jonathan Tepper and John Hempton spent time 
roaming around Western Sydney looking for the most corrupt mortgage brokers we could 
find.  
 
It wasn’t hard. What we were shown demonstrated widespread mortgage fraud in the 
Australian market. 
 
When Jonathan published on this (and it was Jonathan and not John’s research) we were 
widely mocked as having exaggerated it all.  
 
Then the Australian government established a ”Royal Commission” to investigate the 
banking sector, and confirmed what we knew. 
 
So the analysis was right. Alas our investment decisions were not that great. 
 
If we were right (and we were right - the evidence was plain to see) then Australian interest 
rates were going to have to come down. Whether they could cut enough and stimulate 
enough to stop widespread defaults was an open question – but they were clearly going to 
have to cut. 
 
And they did.  
 
So we should have just bought long dated bonds.  
 
And had we done so the performance would have been astonishing. The Australian long 
bond index has returned about 30% since Valentine’s Day 2016.  
 
Interest rates really did come down! And the forward expectation of interest rates fell a 
great deal too. 
 
By contrast if you had shorted an equal weighted basket of Australian bank stocks you 
would have lost about 20%.   
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Picking the right instrument was 50% better. 
 
We are equity guys – but it was pretty clear the right instrument was the long bond. The 
long bond was the purest expression of the deflationary effects of forthcoming problems in 
the housing market.  
 
We did the right work and put on the wrong trade. 
 
After that self-flagellation we should note what the bonds are telling us. They are telling us 
that it is economically tough out there and it isn’t going to get better for a long time.  
 
That gnarly observation isn’t reflected in equity markets in Australia. And for that matter 
bond markets and equity markets are not agreeing much in other jurisdictions either. As we 
write this the American yield curve is sharply inverted. 
 
By instinct we tend to believe the bond market and we think things could get rough in 
equity markets sometimes. And we say that in full knowledge that the bond market has 
flashed recession a few times this cycle – and the bond market has been wrong. 
 
Our positioning 
 
Our positioning reflects the above. We find it hard to find longs, and the longs we like (with 
a few exceptions) are trading near historic highs. We find it easy to find shorts, and the 
shorts we find are performing pretty well. Even in a rollicking bull market they are not 
costing us much. 
 
We are running with that. We are net long on a beta-adjusted basis – but not very long. If 
the market goes down hard we won’t perform brilliantly except on a relative basis. And in 
the short-run you can’t eat relative returns. But the profits from the short book should allow 
us to buy more high-quality longs. And those longs should generate returns over the cycle 
and the cycle after that. 
 
Thanks again for the trust you have placed in us. 
 
The Bronte team 
 
 
 


