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Client Letter for Month Ending 31 January 2010 
In January our performance was slightly better than our benchmarks.  Our USA reference account 
declined by 3.42% and our Australian reference account by 2.09%.  The numbers are about 1.5% 
percent ahead of index.  
 
Nothing dramatic in the portfolio went wrong – but – then again nothing went right and that 
produced the sort of outperformance you can’t eat.  There was one notable portfolio error described 
below.   
 
Whilst we benchmark ourselves against global markets (as that is what we invest in) our attitude is 
total return – we invest in things which we think will give good results over time.  This month we did 
not deliver. 
 
We have recently found some small positions in problematic US regional banks.  The banks are ones 
that – barring economic catastrophe from here should not really hurt us.  And there are a few ways 
that the investments could be surprisingly profitable.  If we are right it is heads we make a lot, tails 
we lose fairly little.  We would love to find several uncorrelated positions – alas no such luck. 
 
Credit Agricole: our one notable portfolio error 
 
We have made one reasonable sized mistake in the portfolio of late.  We have a big position in 
French banks – particularly Credit Agricole – but also in very small-cap regional banks in France.  
France is one of the few countries in Europe which looks economically sound.  Regional France in 
particular looks good – with very high – almost Asian savings rates.  The regional banks of France we 
think will end this decade in a very strong position controlling one of the greatest Euro-denominated 
savings balances.   
 
Anyway we like Credit Agricole’s regional banking business a great deal.  We dislike its investment 
bank (though we think those problems have largely been priced in).  We also dislike their tendency 
to spend their excess capital consolidating the banks of Europe’s periphery.  [It would be better – 
and far safer – if they were to distribute the excess capital as it was generated rather than becoming 
Napoleonic Empire Builders…] 
 
One of the banks on the periphery that Credit Agricole consolidated was Emporiki – a small Greek 
bank.  Greece is the current problematic part of Europe’s periphery – and whilst Emporiki will not 
permanently damage Credit Agricole it will sharply reduce profits over the next year or two.  We 
should have sold our position as we watched Greece’s problems unfold.  Instead we twiddled our 
thumbs and watched a very good profit we were showing in the French banks evaporate.  
 
If it were not for Credit Agricole our clients would be showing the sort of outperformance we could 
eat.  We would however be re-establishing the Credit Agricole position at these prices as we believe 
Greece is now priced in – and the Greek problems might slow Credit Agricole's empire building. 
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Portfolio Management 
 

 Long Short Net Long 

USA Reference 
Account 

111.5% 27.9% 83.6% 

Australian Reference 
Account 

111.5% 27.0% 84.5% 

Performance Data 1 
 

 
 
 
 
Thank you for placing your trust in us. 
 
John 
Simon 

 

                                                             
1 All performance data is adjusted to allow for an accrual of the annual performance fee.   


