
The bubble is behind us now. 
The economy is not in shambles; it is actually growing while the IMF expects a contraction worldwide. 
There is a large young and educated population. 
Inflation and interest rates are on the way down. 
Real interest rates are actually negative with both the refinancing rate (8%) and the discount rate (6%) 
below the inflation rate. 
Government policies have shifted gears.  From slamming on the brakes, officials have undertaken 
aggressive expansionary policies. 
A U.S. $ 6bn fiscal stimulus package was recently announced. 
The currency is solid.  It is managed for gradual depreciation against the dollar (-9% last year). 
Just like the Chinese communists, the Vietnamese Communist Party is moving forward with the 
privatization of its economy. 
And here is the juicy part: the market is dirt cheap. 
Valuations have reached very attractive levels – below 7x earnings. 
 
If that is still too much for shell shocked investors, what about buying at half the price? 
London based closed end funds trade at discounts ranging from 35% to 50% of NAV. 
 
I realize that right now, there is not much appetite for exotic emerging markets. 
However, not all emerging markets are equal. 
It might be just a matter of time before a new generation of unscarred young analysts start pushing their 
bosses to commit money to this part of the world again. 
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Bank Stocks Will Lead the Bear Market Rally 
March 11, 2009 
------------------------------------------------------- 
 
Why is everybody talking about Japan’s lost decade?  
In my book, twenty years adds up to two decades, not one. 
And we ain’t seen nothing yet.  
Japan’s exports are now collapsing while domestic demand is in a structural decline. 
Shorting the highly overvalued yen seems like a no-brainer at this point. 
 
One may remember that the Nikkei peaked just short of the 40,000 mark in 1989.  
At the time, the total market cap of the Tokyo stock exchange briefly surpassed the New York stock 
exchange. 
Then the asset bubble burst and twenty years later, the Nikkei is still a staggering 80% off its high.  
No wonder investors are worried about the possibility of a reliving this nightmarish scenario in the U.S. 
 
As we are looking for clues in the recent past to understand today’s predicament, Japan of the 90’s and 
our own great depression are often mentioned. 
We are undoubtedly experiencing a shake up of the economic order. 
However, to understand the coming new economic order, I do not think Japan is the place to look at. 
The European stagnation of three decades past may be more relevant. 
 
Richard Katz, author of “Japanese Phoenix:  The Long Road to Economic Revival”, identifies three major 
differences between the US and the Japanese crises. 
He believes the current crisis is fundamentally different, its scope is far smaller and the response of 
policymakers has been quicker and more effective. 
 
“Japan’s crisis, he writes, “pervaded virtually its entire corporate world.  In sector after sector, debt levels 
and excess capacity ballooned and profitability remained low.”  Not so in the U.S. today.  U.S. corporate 
debt is relatively benign, profitability is at historically high levels and labor is much more flexible. 
 
Second, the asset bubble in Japan was even more inflated than ours.  
Housing prices in the major Japanese cities rose as much as 500% between 1981 and 1991 and PE ratios 
reached stratospheric levels. 
By comparison, housing prices in the 20 biggest American cities rose by “only” 200% in the ten years 
after 1995. 
Neither did stock prices in the US reach triple digit PEs.  
 
As a result, the cumulative total of bank losses on bad debt during the Japanese lost decade added up to 
20% percent of GDP. 
Last time I checked, U.S. banks held an estimated $ 2trillion of impaired assets. 
According to McKinsey, and given the likely depth and duration of the recession, the losses on these 
loans could exceed $ 1trillion – on top of the $ 500 billion in losses already realized.  This adds up 
roughly to “only” 10% of GDP, provided we do not have to revise this number. 
Small change in today’s multi trillion deficit world. 
 
Finally, and most importantly, the way we deal with the crisis is very different too. 
The Japanese basically decided to sit it out. 
As Katz puts it: “Denial, dithering and delay were the hallmarks in Tokyo.”  
Worse yet, Tokyo used government money to help the banks keep lending to insolvent borrowers. 
By contrast, nobody can accuse the Obama administration of dithering. 
 
I agree with my friend Robert Fragasso (Fragasso Financial Advisors) that the key to a recovery is a plan 
to solve the banking crisis. 



The stimulus package did not impress the markets. 
A plan to remove the toxic financial assets from the banking sector will most likely do the trick. 
As we saw a couple of days ago, any good news from the banks can lead to huge upside moves in these 
stocks. 
Bank stocks will thus by definition lead the coming relief rally. 
Knowing a plan is imminent, is it justified not to have some exposure to the financial sector? 
I may be wrong, but I am adding to my very small position in ING. 
Sometimes averaging down makes sense… 
 
Longer term, my best bet is that this will be a bear market rally. 
But bear market rallies can be significant! 
Then, we’ll have to deal with increased government intervention, a ballooning public debt, ever 
increasing tax increases, inflation and sub-par growth. 
 
In the 70’s in Europe, they called it Eurosclerosis. 
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There Are No Wolves Left In Upstate New York 
March 4, 2009 
-------------------------------------------------------- 
 
There are no wolves left in upstate New York.  
We have killed them all because we did not want our children to disappear on their way to school. 
That’s a good thing, I would argue.  The bad thing is that the deer population has exploded as a 
consequence. 
 
Markets, like nature, find a balance in their own cruel way. 
Outside intervention breaks this fragile equilibrium and invariably has unwanted consequences. 
Warren Buffett illustrates this very well in his latest annual letter.  
The mortgage operation of Clayton Homes, which is part of Berkshire’s portfolio of businesses, is not 
suffering from unusually high numbers of bad loans.  They have been very prudent lenders, not willing to 
play along when the industry was having so much fun. 
One should think that is a good thing.  Yet they are now being punished for it.  No good deed will go 
unpunished. 
Not that the government intended this side effect, but by guaranteeing the financial viability of the 
bankrupt banks, the administration has given these access to cheap money.  Berkshire, on the other hand, 
and even though they enjoy a AAA rating, is suffering from the credit squeeze. 
The result is a huge spread in the cost of money that makes the good companies unable to compete! 
If this goes on for too long, we will have rescued the losers at the expense of the winners. 
 
It is unfortunately a recurrent theme with government intervention. 
Tom Friedman addressed this in a recent New York Times article.  
In an op-ed, Friedman argues that the government’s spending orgy should be geared toward the winners, 
not the losers of our economy.  
He would rather see tax money be given to venture capital firms that would thus finance the new 
Microsoft. 
This would create many more viable jobs. 
 
I thought he had a point.  That is until I read a rebuttal in the Wall Street Journal. 
Venture capitalists don’t want the government’s money.  It would come a too high a price (bonus 
reductions?). 
More importantly, it would only create another bubble, they argue. 
It is foie gras economics.  By forcefeeding venture capitalists with excessive capital, they in turn will 
inflate the cost of numerous unprofitable ventures. 
Expect indigestion. 
  
Back to Warren Buffett’s sage words. 
He talks about the “debilitating spiral” that has spurred our government to take “massive action”.  
“These once-unthinkable dosages will almost certainly bring unwelcome aftereffects.  Their precise 
nature is anyone’s guess, though one likely consequence is an onslaught of inflation.” 
 
I do hope he is right, because the alternative is a Japanese-style deflation combined with a huge public 
deficit to be reimbursed by our grandchildren. 
The administration has moved boldly, but I am afraid it has now reduced the outcome to a choice between 
deflation and “an onslaught of inflation”.  
Deflation will occur if the money falls in a bottomless pit without reigniting money velocity.  Just think 
Japan. 
If, on the contrary, people start spending and money circulates normally again, the sheer amount of 
money that has been created will lead to rapid inflation. 
I do not see anything in between as a likely outcome. 
 



The Nuclear Energy Boom 
February 19, 2009 
----------------------------------- 
 
The nuclear energy lobby should build a shrine to Mr. Putin.  
And he should share it with the president of Ukraine who once survived a mysterious poisoning for which 
Putin is totally innocent. 
 
Their standoff last month over payments for natural gas supplies was a blessing for the nuclear industry. 
By letting the Europeans freeze for two weeks, Putin managed to wake them up.  
Europeans have now a good reason to abandon their opposition to nuclear power that dates back to the 
Chernobil accident in 1986. 
Nuclear energy is good for the alleged global warming and it helps energy independence.  
 
Astonishingly, even the Swedes are now looking to reverse their 30 year ban on building new nuclear 
plants. 
Poland, ever sensitive to any dependency on their Russian neighbors’ goodwill, is planning to build two 
new nuclear power plants. 
Ten European countries have for the first time decided to give nuclear energy a “serious consideration”. 
These are Italy, Portugal, Norway, Turkey, Ireland, Albania, Belarus and the Baltic states.  
Spain is considering an 11% increase in its nuclear capacity by “uprating” nine reactors, while Finland 
and Romania are already building new plants. 
And it does not end there.  E.ON and RWE have announced the creation of a 50:50 JV that plans to build 
new nuclear plants in the UK. 
 
Only Germany and Denmark are dragging their feet. 
The latter made a strategic decision to promote wind energy instead.  
Twenty percent of Denmark’s electricity is now originated from windmills which are crowding this small 
and densely populated country. 
Unfortunately, today’s windmills have little in common with those painted by Breughel.  They are a sore 
for the eye, especially since they always come in large numbers.  Ted Kennedy, who does not want a 
wind farm off the coast of his beloved Cape Cod, seems to share my esthetic prejudice.  Renewable 
energy is a good thing, but not in his back yard. 
 
We are undoubtedly experiencing a nuclear rebirth in Europe. 
My colleague at du Pasquier, John Eills, wrote in a recent paper “Only nuclear power can provide the 
consistent, non-polluting, high density base-load energy to power a modern industrial society.” He points 
out that “the solar panels necessary to produce electricity equal to the capacity of a typical 600 megawatt 
generating plant would cover about five square miles of the earth’s surface. And as every sailor knows, 
the wind is inconstant.” 
 
Global demand. 
Today, there are 436 nuclear reactors in operation worldwide.  
The U.S. has 104 of them (which accounts for 20% of our electricity). 
France comes second with 59, just ahead of Japan (53). 
Many of these reactors were built a long time ago and are approaching their original design life span. 
 
Reactors under construction today amount to 43, with a full quarter of those in China. 
The number on order globally is 108.  Here again a quarter of the orders come from China. 
Then there are a number of “proposed” reactors according to the world nuclear association.  
266 of them globally and more than a quarter of these are in China, again. 
So, adding these numbers up, the world is about to double its nuclear capacity. 
China alone is projected to add 109 new nuclear plants to the 11 in operation today.  
And this is before we start seeing the ripple effects of the Russians’ strong arming the Ukrainians. 



 
Process. 
One can invest at four different levels in the nuclear energy process: mining of uranium, enrichment of 
that uranium, engineering of nuclear plants and the recycling of nuclear fuel.  Only one publicly traded 
company is active at all levels:  Areva. 
The largest uranium mining company is the Canadian Caneco. 
Enrichment is being done by USEC in the U.S., but the Europeans Areva and Urenco (government 
consortium between the UK, Holland and Germany) have a more efficient technology.  Areva has also 
announced its intention to build an enrichment facility in the US to circumvent a likely import tax 
engineered by USEC. 
Iran too is trying to become a player… 
 
On the engineering side, the two best plays outside the U.S. market are Toshiba (with the acquisition of 
Westinghouse) and Areva. 
However Toshiba is not exactly a pure play. 
 
Finally, recycling is not done in the U.S. out of concern that the plutonium that comes with nuclear fuel 
could fall in the wrong hands and be developed into nuclear arms.  The Europeans think this is 
manageable and they have thus developed a nice monopoly.  
Even the Japanese get their used fuel reprocessed in Europe.  
One would think this is a highly profitable activity for Areva. 
 
Politics. 
Areva is majority-owned by the French government and there are a lot of rumors in the press about its 
fate. 
Sarkozy wants to partner Areva with another French company, which is another way of privatizing it. 
Alstom, Total and EDF are all mentioned as possibilities. 
Such a partnership could be good news for the shareholders. 
I believe it would be viewed as a win-win deal for both Areva and whoever they merge with. 
 
Maybe Siemens had some hopes.  If they did, they must have realized that the French don’t share easily.  
Anyway, Siemens decided to divest its 30% stake in a JV with Areva for the building of reactors. 
 
Because of its uniqueness and because of the very small float, Areva used to trade at a very high multiple. 
Since last summer, though, this premium has evaporated.  The stock price is down from 800 euros to 330, 
now trading at a reasonable 13 times earnings. 
The market has been very unforgiving for high PE stocks.  Areva was no exception. 
The big cost overruns in the building of the third generation plant in Finland have given investors a 
reason to get out. 
Looking at the long term picture, it could be a good time to look at this “French Industrial Champion.” 
The coming merger should also be looked at closely.  This could be a large merger that could make sense, 
for a change. 
 
Oh, and did I mention that Areva is also a big player in transmission and distribution of electricity? 
We all know that if we are serious about energy issues, a more efficient grid is the most urgent priority. 
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Short Term Thinking Will Just Not Go Away 
February 12, 2009 
------------------------------------------------------ 
 
In 1981, the tech stocks accounted for 9% of the S&P. 
By the end of the tech bubble in 1999 or 2000, tech stocks had been inflated to 42% of the index. 
 
A contrario, heavy industrial companies made up 40% of the S&P in the early 80’s to then drop to a mere 
11% by the turn of the century. 
It is probably then that some people started spreading the nonsensical rumor that the U.S. no longer 
manufactures anything. 
 
One also remembers that at the end of the 80’s, the Japanese market represented more than 60% of the 
EAFE index. 
 
Now, in view of these numbers, why would anyone care about putting money in an index fund? 
This would have meant putting 42% in tech stocks at the peak of the bubble after having been totally 
underweighted the sector on the upswing. 
Buying an EAFE index fund back in 1988 would have meant investing 60% of your overseas holdings in 
Japan just before the land of the rising sun entered the first of its lost decades.  
 
This simple observation shows how trying to outperform the index in the short term is a losing 
proposition as well. 
The logical consequence of such an investment approach is that one can not be too far off the index 
weighting for too long a period of time without risking one’s job.  If outperforming the index every year is 
the goal, not participating in bubbles is not an option. 
Warren Buffett survived a huge underperformance in 1999 because he was right, of course, but also 
because his investors were willing to wait for results.  
Yet Bloomberg had recently an article about Warren Buffett’s lack of performance year-to-date. 
 
Short term thinking is just not going away. 
In 1986, it was very difficult to outperform the international index if one did not have 50% of its overseas 
investments in the booming Japanese market.  Fortunately for international investors at the time, the 
European markets were also enjoying strong performances, which mitigated the setback somewhat. 
Having positive returns made it a bit easier to face our clients.  Yes, we were telling them, we are 
underperforming the index, but we are still up a lot. 
When you make good money for your clients, underperforming the index is much more tolerable.  
Today, of course, we no longer have that luxury.  
Even if one had outperformed the index by 2000 basis points last year, I doubt Mr. Client would have 
been very happy by the brilliant stock picking at all. 
 
Anyway, overweighting the tech stocks or underweighting Japan could have been career-making 
decisions. 
Spotting such a long term shift in the stock markets will again make a difference. 
The days of “the rising tide lifting all boats” are long gone.  
Nobody will dispute the observation that we are at a turning point. 
 
Here are some of our observations about the turn we are seeing. 
We do not believe that the markets will be consumer-driven again for the foreseeable future. 
Conspicuous consumption is out. It has had a fabulous run.  
For example, as far as I know, Louis Vuitton has never had a down year since I have been an investor (25 
years…).  Expecting another year of top line growth in today’s environment is pushing it.  
Bulgari, Coach, Tiffany, Gucci, Tod’s and the likes have had their good years.  
 



Now, how do we identify the new engines of growth? 
Our quant model is telling us that we are seeing “some accumulation” in exciting industries like materials, 
energy, heavy industrials, and utilities. 
I do not have the data yet, but I suspect most of these sectors were more heavily represented in the various 
indices in the past. 
If right, their underrepresentation is another signal, however not sufficient in itself. 
But, several people made the argument a year ago that financials had ballooned to an unsustainable 
portion of the stock market’s total value.  
That simple observation led these investors to avoid direct exposure to the meltdown in financials. 
At that point “underweighting” financials vis-à-vis the index was really not good enough.  
 
One last observation from our investment meeting yesterday is that oil exploration has dropped off a cliff. 
Only three months after people were chanting “drill, baby, drill”, we are already creating new bottlenecks. 
Short term thinking is just not going away. 
Why not create a huge debt for our children to avoid an immediate recession, for example? 
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A Brief and Unofficial History of the European Union 
February 9, 2009 
----------------------------------------------------------------- 
 
In the 1990’s, the bankers in the City unanimously predicted that the Euro would never exist.  It just 
would never happen.  
When the Euro was actually launched, these same experts again predicted that it would not last.  It was 
just not sustainable. 
 
After some initial weakness, the Euro became a strong global reserve currency.  
 
However today, the bond markets in Greece, Italy, Spain, Portugal and Ireland are under pressure and 
speculation emerges again about the viability of the Euro. 
Some already predict that the weakness of these bond markets is a sign of the coming dismantlement of 
the European currency. 
The City is gloating, but a bit prematurely. 
Even though the Euro is being tested, it is far from being at risk. 
 
There is a misunderstanding about what Europe really is all about.  
Europe is merely an area of free trade with – mostly – a single currency.  Nothing more.  
It is a club with members who enjoy their privileges attached to their membership. 
Leaving the club would be economic and political suicide because of the huge loss it would entail. 
Such are the costs that no country is seriously considering leaving the single currency. 
 
To understand my point of view, here is a short and very unofficial history of the European Union. 
 
To impose stability in Europe, Germany and France had to stop having wars every 25 years. 
The European Union was thus created after World War II to bring these to enemies together.  The 
Benelux countries acted as midwifes and, somehow, Italy was tagged along.  The European Community, 
as it was then known, was born. 
There were 6 members, but the engine was always the German-French duo. 
 
De Gaulle and Adenauer gave Europe a firm impulse as they both understood the importance of better 
relationships between their countries. 
However they never imagined how far this would take their successors. 
Pompidou, probably because of his background as an investment banker, brought the UK on board, 
together with Ireland and Denmark. 
He clearly wanted to change the dynamics, moving away from the Franco-German duo and towards some 
kind of ménage-a-trois. 
It was a good try, but the strength of the relationship between Germany and France remained the 
cornerstone of the European construction. 
The UK was always viewed as the Trojan horse. 
 
So, in the late 70’s Helmut Schimdt and Giscard d’Estaing in turn gave birth to the European Monetary 
System and the ECU. 
The latter was named after an old French currency because, as Helmut Schmidt later explained, “it never 
hurts to flatter the French”. 
The French wanted a stable currency that would help – or rather force - them to tame inflation and avoid 
constant devaluations through German-style fiscal and monetary discipline. 
The Germans could not believe their luck and the system actually worked. 
 
When Helmut Kohl came to power, he asked to have Mitterand’s finance minister at the wheel of the 
European bureaucracy in Brussels. 



That turned out to be a brilliant move.  Jacques Delors, a socialist, became the architect of today’s free-
market Europe. 
Margaret Thatcher loved him. 
 
However, an economic zone with free flow of goods, services and capital required a single currency to 
make it a level playing field. 
Even Mitterand, who couldn’t care less about the economy, understood that.  He also understood that such 
a currency would seal the deal once and for all.  
It would be very difficult to undo such a common currency.  Political treaties are much easier to walk 
away from. 
 
So, when Kohl became desperate for support for the reunification of the two Germanys, he struck a deal 
with his friend Mitterand: 
The French stopped resisting his overtures to East Germany while Kohl agreed to the single currency. 
At the time this seemed like a very high price to pay for the Germans who were so proud of their 
Deutsche Marks, but Kohl was a strong leader. 
 
That is the end of the European story.  Since then, Euroland has merely increased the number of its 
participants. 
Which, in itself, makes it even more unlikely that we will see any evolution of the way the Union works. 
 
Chirac and Schroeder did try to keep a special relationship by having beer together on a regular basis. 
By contrast, and because the world is changing rapidly, Merkel and Sarkozy don’t even pretend to 
appreciate each other. 
There is no longer a vision thing. 
With 27 members, the EU has merely become an annoying organization that allows the Czech and Polish 
presidents to share their views. 
And it is quite clear that the French are not asking for it. 
 
What remains is a region with open borders and a strong, unified currency. 
These are no small achievements, though, and they should not be thrown away for political expediencies 
when times get tough. 
 
Trade flows have been facilitated and the cost of capital has been lowered dramatically. 
In many ways, the problems facing the European countries were caused by their very successes. 
For example, historically low interest rates induced by monetary discipline in Frankfurt have played a 
major role in fueling the housing bubbles in Ireland and Spain. 
 
The question now is where do we go from here?  Are the lemmings of the City right?  Is the euro on the 
brink of implosion? 
Is it thinkable that the very countries that benefited the most from the unification would now leave the 
game? 
 
I believe it very unlikely.  The cost is too high.  
If, say, Greece opts out, its currency would fall in a tailspin and interest rates would spike. 
The European Union would most likely retaliate and Greece would have to say goodbye to billions of 
subsidies. 
This would be a lethal combination that makes it very unappealing. 
 
Forget the rhetoric and the political posturing. 
Economic nationalism is making a comeback, but the Euro is a mechanism that is just too difficult to 
unwind. 
 
Mitterand the European is grinning in his grave. 
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Time to Accumulate Wind Energy Stocks 
February 5, 2009 
------------------------------------------------- 
 
 
California’s farms and vineyards could vanish by the end of the century. 
In a worst case scenario, up to 90% of the Sierra snowpack could disappear, all but eliminating a natural 
storage system for water vital to agriculture. 
 
This warning from the new Secretary of Energy Steven Chu is reinforced by UC Berkeley researchers. 
They estimate that $2.5 trillion in real estate assets in California only are endangered by global warming. 
 
Think the administration is trying to scare us into making drastic decisions?  
It would not be the first time (Iraq, stimulus package,…), but it sure shows that this administration is 
serious about alternative energy sources. 
Billions of dollars are earmarked for wind energy, solar energy etc. 
 
The Europeans too are determined to have 20% of their energy coming from renewable sources by 2020. 
The motivation may be global warming, energy independence or just a willingness to enjoy clear air and 
water, it does not matter. 
The fact is that the world has finally decided to be serious about clean and renewable energy. 
Yet all the major players’ stock prices remain in the doldrums. 
 
Neither Putin’s blackmail with Russian gas nor Mr. Chu’s crying wolf is changing investors’ mind. 
With the lower oil prices and the difficulties of financing new projects due to the banking crisis, 
alternative energy producers are not faring well at the present time. 
The markets for wind or solar energy have rapidly moved from a sellers’ market to a buyers’ one.  Hence 
the pressure on stock prices. 
 
But let us assume that President Obama and Secretary Chu mean what they say. 
And let us assume that the European politicians are committed to clean energy. 
Since we now have decidedly moved towards command economies worldwide, I am tempted to pay a 
little more attention to politicians. 
 
So what if I am a bit early?  A slow accumulation seems to make sense at today’s levels. 
Gamesa is trading at 11 times 2010 earnings – earnings that have already been revised down by a huge 
factor. 
EDF Energies Nouvelles is more expensive because of the visibility of its earnings, but at 22X 2010 it is 
the cheapest I have seen it since the IPO. 
Vestas is trading at a paltry 10 times earnings. 
And Saft, probably the best play on hybrid cars, can be bought for 7X 2010 earnings! 
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The Hugely Overvalued Yen 
February 3, 2009 
----------------------------------- 
 
Back in the second half of the eighties, I spent a lot of time trying to understand currency movements. 
Since I was working for one of the major international investment companies, I had access to some of the 
brightest currency strategists on the Street. 
I was thus able to write a smart report on why we had to hedge the portfolio against the major European 
currencies (remember the Deutsche Mark and the French Franc?).  I also convinced my boss to hedge a 
part of our international portfolio. 
 
My memory is a bit fuzzy, but I remember it looked like a good move for awhile.  
And then, the dollar resumed its downtrend and my boss took advantage of the fact that I was out to a 
business lunch to unwind our currency hedge. 
The whole exercise was basically a wash. 
 
Currencies, I concluded, are just unpredictable.  
Or, to be more accurate, they always overshoot by a huge amount and the timing is virtuously impossible, 
notwithstanding Sorros’ well publicized move on the pound a couple of decades ago (I believe he actually 
lost a lot of money speculating against the yen briefly after that). 
There are too many factors at play. 
Capital flows are much more important than trade flows, which makes a simple analysis impossible. 
 
Short term, traders will use some very simple explanations – or excuses – to actually act on momentum. 
Most of the time those explanations make sense only if you want to believe it. 
For example, for a time traders “believed” there was an inverse correlation between the dollar and the oil 
price. 
Or the yen’s strength would be attributed to the huge trade and current account surpluses. 
Or it can be the interest rate differential.  
In itself, each of these reasons can make sense.  But the problem is that it only works for a short period of 
time, then the market moves on. 
For example, today Japan’s huge trade surplus has turned into a deficit, Japan has a huge public debt and 
interest rates are lower than in the US or Europe. 
Yet, the yen goes from strength to strength. 
 
Another explanation has to be found.  So, according to Bloomberg, the yen gains are due to its “haven” 
quality. 
That’s a bit odd.  
Japan is in a recession like everyone else. 
Exports, the real engine of its economy is vanishing at light speed – down 35% last December. 
The country is already dealing with deflation and a huge public debt.  So why would anybody want to be 
long the yen? 
The only possible explanation is momentum trading.  The yen goes up because traders continue to buy 
what goes up. 
 
Once in a while, traders push too far and the currency crashes. 
This happens on its own or sometimes with the help of politicians and central bankers. 
In the mid-eighties, the Plaza accords were successful in stopping the dollar strength, but only because a 
correction was long overdue. 
Two years later, the Louvres accords were less successful because intervention can only work when the 
markets have already reached a tipping point. 
 
I believe we have reached such a tipping point with the yen today. 



Don’t take my word for it.  According to the Keidanren, Japanese companies are “crying out” for the 
government to sell the yen. 
“I want the government to call for intervention with other nations” said the chairman of Keidanren on 
January 13. 
Such an intervention could be called the Imperial accords, for example. 
 
The currency is choking the Japanese economic engine while their major competitors, the Koreans, are 
“enjoying” a very substantial devaluation of the won. 
All the Japanese exporters are reporting big losses and cost cutting measures.  
Yet, one reason for Japan’s perceived safe haven status is the strength of their banks. 
Japan has already had its banking meltdown in the 90’s and today these banks are stronger than their 
western counterparts it is argued. 
I am not a banking analyst, but I would be a little skeptical here.  
Economic meltdown tends to affect banks as well.  Especially banks that have a large number of 
investments in stocks. 
Already yesterday did Sumitomo Trust and Banking Co go down 7.5% because of losses from stock 
holdings and bad loans. 
 
Incidentally, Westpac of Australia, sold the first samurai notes since Lehman Brothers collapsed last 
September. 
They sold 245 billion yen of bonds in two tranches, one with a fixed coupon of 1.7% for 5 years and three 
year notes paying 1.27%. 
They seem to agree with me… 
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The Asian Economic Model is Dead 
January 30, 2009 
------------------------------------------- 
 
The blame game is in full swing. 
Putin is expediently blaming his old friend W for his woes, but who cares. 
More interesting is China’s reaction.  
 
China’s economic model is similar to all the emerging Asian economies.  They are all copycats of Japan. 
That model is quite simply based on exports of manufactured goods to the U.S., taking advantage of 
cheap labor and an undervalued currency. 
After a while, the U.S. starts to put some pressure and the currency appreciates, which makes exports less 
competitive (Geithner’s comment was so predictable) and hopefully exchanges become more balanced. 
 
Even Japan has not moved very much beyond that model. 
Today it is paying the price for it.  Whereas the US GDP contracted 3.8% in the last quarter of 2008, the 
Japanese economy is predicted to have shrunk by 11.5% by some analysts in that same quarter.  Exports 
in December were down a staggering 35%.  
The Korean economy is similarly in a freefall.  
 
The Asian economic model is dead.  
 
The U.S. is no longer the engine that was pulling one country after another out of poverty. 
The U.S. consumer is no longer the consumer of last resort and most likely will no longer be in our life 
time. 
Blaming the U.S. for the global meltdown implies also that it was thanks to the U.S. that everybody was 
enjoying unheard of economic growth. 
I do not remember any country acknowledging this. 
 
As the Chinese, like the Japanese before them, accumulated huge amounts of reserves, they diversified 
their investments into the U.S. economy. 
So they bought shares in Morgan Stanley, Blackstone, Fannie and Freddie, etc. 
Today they are not amused.  Isn’t the U.S. government supposed to better protect Chinese investments?  
Think again. 
 
The more we see this unfolding, the more Europe looks like a better alternative. 
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January 28, 2009 
The Beer Issue 
-------------------------- 
 
A survey of 1,600 Australian men by the Keogh Institute found that men who had an average of 20 units 
of alcohol a week reported having fewer erectile problems than teetotalers.  A unit is a half pint of beer. 
That comes down to approximately 3 half pints a day. 
Or three small glasses of wine, but that does not serve my purpose today. 
 
Beer is not just good for the alpha male; it is also a great business to be in in today’s environment. 
It combines inelasticity of demand, strong buying power and collapsing raw material prices. 
In the case of Japan, a strong currency even adds to lowering costs. 
 
Germans will not consume less beer.  In the countries where beer is part of the culture, I do not think 
demand will vary much. 
The U.S. market grows by 1% per annum in volume and has proven to be resilient in the past recessions. 
I therefore do not buy the argument that we are seeing signs of a global slowdown in consumption of 
beer.  
Yes, SAB Miller is seeing a 22% drop of its sales in Russia, but that is not indicative of the global 
demand. 
Russians are newcomers in the more sophisticated drinking habits who, in today’s economic meltdown, 
are most likely to revert to distilling potatoes in their backyards.  A shot of home made vodka is, after all, 
much more effective than several glasses of beer when trying to forget the numerous miseries in life. 
But that trend is not to be extrapolated to the more mature markets. 
 
The companies that are likely to feel the pressure are the micro breweries, not the ABInbevs of this world. 
Sadly enough, the recent multiplication of local brewers should come to an end or at least slowdown.  
Consumers are trading down while the consolidation of the beer industry is accelerating worldwide. 
With the take-over of Anheuser Bush, 2 players now control close to 80% of the U.S. market. 
One could actually argue that today’s environment is an opportunity for the big players to reinforce their 
dominant positions and reap better profits. 
 
On the pricing side, there is no need to cut a Bud’s price.  
Again, the small brewers may get priced out of the market, but not the more popular and affordable 
brands. 
Top line is kinda guaranteed through stable volumes and pricing power, especially since the big brewers 
have been very restrained in the recent past. 
 
Somewhat overlooked, though, is the dramatic collapse of raw material costs. 
The two most important components of the variable costs are aluminum and barley – just at look at the 
charts! 
 
Now, what do we buy?  The world leader has a lot to digest. 
The acquisition of Anheuser Bush was untimely.  
The Japanese brewers, for their part, have still dismal profit margins at home. 
 
In the case of Inbev, the 52 billion acquisition of AB will not be easy to finance.  The rights issue raised 
something like 5 billion euros. 
The debt instruments sold directly to investors for a similar amount have coupons yielding from 7 to over 
8%, depending on the maturity. 
That’s a very high real cost in a deflationary world. 
Selling non-strategic businesses will not be easy either.  
Unlike the sale of the 19.99% stake in Tsingtao, disposing of an amusement park will be more difficult. 
Dividend is at risk for the time being. 



 
In Japan, one is tempted to look at companies ( Kirin ?) that have expanded abroad both organically and 
through acquisitions. 
Japanese brewers are facing high personnel costs, which are in effect a fixed cost, as well as an antiquated 
distribution system. 
 
In the past, the Japanese brewers were able to convince consumers that beer is better drunk while freshly 
produced. 
This has led the Japanese consumer to the odd habit of checking the date of production before buying a 
can of beer. 
Beer is bought like yoghurt in Japan.  The production date determines the sale and that has led to a myriad 
of production centers to get the cans at the stores in a timely fashion.  
The bottom line is that Japanese brewers have low margins at home which can be compensated with 
better margins abroad.  It reminds me of many industries in the land of the rising sun.  Electronic 
companies or car manufacturers make their money in overseas markets too. 
 
Among the other major quoted players, SAB Miller has had the best performance last year.  The stock is 
actually up 2% over the last 12 months. 
The PER is still at only 12X 2009 consensus earnings. 
 
What is surprising to me is that earnings estimates of Carlsberg, Heineken and SAB Miller have all come 
down substantially. 
I don’t know how to reconcile this with dramatically lower raw material prices, strong buying power and 
rather stable volumes. 
Also, beer companies spend a huge amount of money on marketing. 
If they need to massage their earnings for a while, it should be an easy decision to cut marketing costs 
from somewhere around 15% to, say, 12%. 
 
Carlsberg is trading at 7X forward earnings. Heineken at ten times and SAB Miller 11X. 
And this after earnings have been revised down substantially. 
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January 22, 2009 
Offense is The Best Defense 
---------------------------------- 
 
When markets are in a downward spiral, portfolio managers like to explain that they are in defensive 
stocks with high visibility. 
Like everyone in the business, I have been known to say things like that too.  
But what do we mean by defensive stocks?  And why do we bother? 
 
Here is a definition of a defensive stock: a stock that is expected to go down less in a downturn, and than 
miss the rebound. 
It is a lose-lose proposition where one loses less when markets go down, but makes one look 
“conservative”. 
In other words, it does not make as much sense as you might have thought. 
Either one buys a stock to make money over a reasonable period of time or one is better off holding cash 
under the mattress. 
Nowadays, the latter is very appealing indeed. 
 
The relative game – outperforming the market – only makes sense if one believes that the markets will 
bring positive returns over time. 
That game has led to market timing and other anticipatory games like trying to guess which group of 
stocks is going to outperform in the next quarter. 
Here again, we are all guilty of practicing this voodoo-like science.  Portfolio managers are often asked 
the magic question “where do you thing the market is headed in the next x or y months?” 
And we are stupid enough to come up with an answer. 
 
Back to defensive stocks.  These are stocks that should not be affected by economic cycles, like basic 
food stuff, pharmaceuticals or booze. 
These are basic necessities.  Demand will remain stable, investors believe. 
Of course, that is only partially through, but the question should be about the long term returns of such 
stocks. 
It may be that demand for their products is more resilient.  However, if the top line or, more importantly, 
the bottom line is not growing there is little to expect from an investment point of view.  The only 
attraction would be if that stock were to be grossly undervalued.  One would then expect good returns 
from a re-rating combined with a high dividend yield.  But in today’s scary environment every investor 
with some money left owns these defensive stocks, keeping thus the valuations at levels that do not allow 
for much appreciation. 
 
The inelasticity of demand is important today, but is it sufficient to justify an investment? 
If the prospects are merely stable demand and one is paying high multiples for it, how can one expect 
good returns over time? 
 
Even in a depressing environment, looking for opportunities is possible. 
There are always companies or industries that take advantage of the situation, however gloomy it is. 
H&M is taking market share away from more expensive fashion stores. 
Delhaize or Walmart are growing their customer base as people shop less often at Wholefoods. 
Prosegur’s demand is likely to go up because of a resurgence of crime rates. 
Nintendo’s Wii is a huge success and a cheaper way to entertain kids, boys, girls and the elderly alike. 
Teva is benefiting of the increased demand for generic drugs worldwide. 
Etc. Etc. 
 
I may be wrong with these choices, but I am trying to remain on the offensive. 
The volatility is acceptable only if one thinks the outcome could be attractive. 
Just trying to limit volatility is not a good strategy. 



 
Let’s be clear.  Being on the offensive does not mean buying oversold stocks. 
We still do not know if they are oversold.  We have not seen the trough of this cycle, I am convinced. 
The time will come to pick up the survivors.  
 
My fund is buying stocks that will thrive in recessions and selling short more aggressively than normal. 
I leave the defensive stocks to conservative investors. 
 
More on defensive stocks and visibility later as I am looking at ABInbev right now. 
 
 
Herve' van Caloen 
Du Pasquier Asset Management 
212 624 2051 
Herve.vancaloen@dupasco.com
 
 
The information contained herein has been obtained from sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed.  This report is not to be construed 
as an offer to sell or solicitation to buy any security.  It is intended for private information purposes only.  Any opinions expressed are subject to change without notice.  du Pasquier Asset 
Management and its affiliated companies and/or individuals may from time to time own or have positions in the securities or contrary to the recommendations discussed herein. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

mailto:Herve.vancaloen@dupasco.com


January 20, 2009 
Do we need a stock market? 
---------------------------------- 
 
Germans have always been suspicious of stock markets. 
Their business model is mostly based on private equity.  
When financing is needed, a German company will typically go to his banker first. 
That is because German management does not like to share too much information with the public at large. 
Neither do business people in Germany like to answer questions from “Anglo-Saxon” overpaid analysts. 
But there is an even more important reason German companies do not like to have to deal with stock 
market investors: making money by speculating on short term moves in share prices is just too distasteful. 
Wealth creation comes from constant hard work and long term planning. 
  
A recent survey done by McKinsey reinforces some of these suspicions vis-à-vis stock markets more 
negative consequences. 
The study compares the effectiveness of private equity boards to their public companies counterparts. 
 
The lessons of the study are clear.  Private equity boards are in general more effective because of stronger 
strategic leadership and more effective performance oversight. 
In a typical privately-owned company, the board is the source of strategic initiatives. 
The executive management team’s role is to implement this plan. 
Not so in a public company.  More often than not, it is the executive team that makes the strategic 
decisions and the board’s role is limited to challenging and modifying these decisions.  
Thirty percent of the surveyed board members of public companies actually admit to playing only a 
following role. 
 
Some boards are actively defining strategy, while others are mere sounding boards or rubber stamp 
entities. 
But the study highlights another problem with publicly-owned companies:  their board members tend to 
focus primarily on not rocking the boat. 
Avoiding surprises for their investors dominates their thinking, not long term strategy.  
They worry mostly about meeting quarterly profit targets and market expectations. 
This is not their role.  Furthermore it becomes increasingly impossible to pull off, especially with the 
large diversity of shareholders. 
How can one please at the same time a value investor, a growth investor, a short-term hedge fund, a 
GARP analyst, etc.? 
And then, what about those short-selling sharks? 
It is much less distracting to cope with one majority owner and a couple of friendly bankers… 
  
When I started my career on Wall Street in the mid eighties Continental European companies did not 
publish quarterly figures. 
They only published annual reports and with a six month delay at that. 
Management and corporate boards did not care much about shareholders concerns for performance, but at 
least investors had no choice but to look at the big picture. 
 
The lack of accountability of management was a problem, but today, we are seeing the negative effects of 
the tyranny of short term investors. 
It has permeated many companies’ management and board members. 
 
When analyzing companies, one of the toughest tasks is to evaluate management.  
Didn’t Secretary of the Treasury Rubin have an incredible reputation before joining Citigroup?  
Yet, today more than ever, quality of management is a defining element in choosing stocks.  
The times when poor judgment did not matter because all boats rise when the tide is going up are long 
gone. 



Based on track record and long term thinking, management we have confidence in include Eurofins, 
Nintendo, Gemalto, Hennes and Mauritz and Teva.  Some very conservative management teams are 
looking good in today’s meltdown too.  Delhaize is such an example. 
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January 15, 2009 
Risk Management 
------------------------ 
Some hedge funds have tried to convince investors they can produce positive returns quarter after quarter, 
no matter the stock markets’ fluctuations. 
These fund managers are supposed to be able to capture upswings as well as downswings in the markets. 
They are selling above average performance with no volatility to whomever is willing to believe this is 
possible. 
For a cut on profits, they offer the best of all worlds and positive returns even in down markets. 
We now know that the best at this game was Bernie Madoff. 
 
Stocks fluctuate. 
Not only is it impossible to produce consistently positive short term returns, but it is wrong to try. 
It implies a lot of short term thinking and constant trading.  Some of us old-timers think short term 
thinking leads to disappointments over time. 
Similarly, unrealistic expectations tend to lead to disappointments. 
 
In launching our new international long-biased fund, we have naturally been confronted with the issue of 
risk. 
Here is how we look at it and how we try to manage it. 
Risk management boils down to a few simple principals:  buy cheap, diversify smartly, use short 
positions and, as the French saying goes, do not piss against the wind. 
 
Computer-led, mathematical portfolio insurance or otherwise wizard-developed hedge techniques are 
bound to fail.  
If only because their success attracts new entrants which than changes the ballgame altogether by the 
sheer size of these new participants. 
Both the crash of 1987 and the LTCM debacle are illustrations of this. 
  
In the book “Five Minutes is a Long Time if your head is held under water”, Otto Robert Theurkauf 
makes the penetrating observation that risk tends to go down as the price of a stock gets cheaper.  It is 
difficult to disagree with him.  
Stocks will fluctuate, but if one does not overpay, the returns – including dividends – will be rewarding 
over time. 
The drawback here is that buying cheap is not good enough. 
A lot of value investors have been caught in value-traps over the last couple of years.  Cheap stocks got 
cheaper, sometimes much cheaper.  
So we, at du Pasquier, rely on our proven quant model to try to avoid catching falling knifes.  
This model tells us when a sufficiently strong base of potential buying interest is indicating a turn in 
sentiment. 
 
In the author of the model’s own words: 
We know, for example that equities rarely go “straight up” or “straight down”.  Instead, they traverse a 
more parabolic shape, with peaks and valleys punctuating the journey.  Arlington Econometrics’ 
proprietary mathematic algorithms measure, or “quantify”, the magnitude (up and down) and amplitude 
(duration from start to finish) of these cycles, enabling portfolio managers and market observers to define 
the location, direction, and duration of the current trend in which we are located.  By using this cyclic 
phase methodology, we can employ yet another tool in helping to identify key inflection points at various 
cycle directional changes.  Triangulating the long, intermediate and short cycles creates a security’s 
location and probability of performance within its existing trend. 
 
Diversification is the reason people buy funds in the first place. 
Mark Twain wrote somewhere “Put all your eggs in one basket.  Then watch the basket”. 
But most of us do not want to live like that.  



Diversification helps slowing down the ageing process. 
 
But how much diversification is too much diversification? 
Two glasses of red wine everyday is good for you.  Two bottles, that’s another matter. 
What is the just balance? 
 
Studies demonstrate that a portfolio of 30 to 40 positions gives you sufficient diversification. 
Having more stocks in your portfolio, I would argue, increases the risk factor. 
If one owns too many stocks, the trading costs go up – as managers have to routinely rebalance the 
portfolio. 
Most importantly, the attention given to each holding is inversely proportionate to the number of 
holdings.  Hence, by owning too many stocks to keep track of, one increases the likelihood of having 
losers as well as winners.  At the same time, those stocks that have rightly been identified as winners, will 
contribute only marginally to the overall performance.  A tenbagger will not have much of an effect on 
the portfolio’s performance if it only represented 1% of the assets when purchased. 
Including too many stocks in a portfolio may dilute, or even distort the fund manager’s best investment 
ideas. 
 
Just when the financial industry had accepted the need to diversify geographically to reduce risk and 
volatility, the global crash of 2008 made it a moot point.  Or so it seems.  Going forward, it will make 
sense again to look around the world to find economies that are not in sync with the U.S.  China, in 
particular, may well be able to finally decouple its economy from the West, at least to larger degree.  
The benefit of an increasing global economy may have run its course for the time being.  The risks of a 
global economy are now evident and the pendulum is bound to swing back.  When it does, it often swings 
back too far.  Although we have not seen protectionism showing its ugly head so far, countries are trying 
to regain control over their destiny.  This makes geographic diversification more relevant. 
 
Diversification is meant to protect against ignorance, says Warren Buffett. 
We concur and we believe stock weightings should reflect the manager’s level of conviction and 
knowledge. 
Unlike a natural tendency of taking profits, we tend to add to our winners. 
Doubling up when stocks get cheaper has been a very dangerous strategy. 
Even if our fundamental analysis tells us the stock is a buy, the present volatile markets allow portfolio 
managers to wait for some confirmation from the markets before committing more funds. 
 
Short sales protect against big sell-offs in the markets.  Obviously, being able to go short gives managers 
a great advantage in very turbulent markets. 
On average, it seems like hedge funds did do better than regular, long only funds over the past year.  
I am not sure it is only due to their superior intellect. Rather, hedge managers, as a group, greatly 
benefited from this additional tool. 
Shorting fundamentally overvalued stocks helps greatly the performance in a bear market. 
But here again, we do not believe in trading strategies.  
We short stocks when we believe there is at least 30% downside. 
 
Finally, stop-losses do make sense.  Sometimes the markets are telling you something you do not know. 
It will always be time to go back in that particular stock when sentiment changes.  
Since short positions’ potential losses are unlimited, an automatic stop-loss 20% above the initial sale is a 
prudent policy. 
Short squeezes, like the one we saw last year on Volkswagen, can wipe out several years of good 
performance. 
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January 12, 2009 
American Education System 
------------------------------------- 
 
Last century, when I was still a hot-shot international portfolio manager, I was invited to a small group 
breakfast with the prime minister of Belgium. 
Answering his inquiry, I explained him that I had left Belgium because I did not want to spend my life 
paying back the debt my parents’ generation had carelessly passed on to us. 
 
He thought this was funny, but the Belgian financial predicament of the recent past is now looking like 
small potatoes.  Our panic-driven public spending spree is taking us where Belgium never dared to go.  
Politicians of all boards seem to believe that since our economic problems are coming from 
unprecedented consumer leverage, we will somehow solve it by unprecedented public debt, the logic of 
which beats me and frightens me. 
My son still has his Belgian passport… 
 
Of course, I was not totally honest to the prime minister.  I came to the U.S. for another reason too: the 
US has the best college system in the world. 
All over the world, people want to spend huge chunks of their savings so that their children can benefit 
from this exceptional education. 
Recently, Chinese and especially Koreans have been a major pool of graduate students in the U.S. 
Already Koreans are now sending their children to other countries to learn English, including the very 
cheap Philippines, because of the depreciation of the Won. 
 
In Princeton, the Board of Trustees has been asked to approve a paltry 2.9% increase in the undergraduate 
fee package for the 2009-10 year. 
That’s the lowest percentage increase since 1966.  Another bubble is about to burst. 
The incredible inflation of college tuition is coming to an end and colleges are forced to revise down their 
budgets. 
 
Consider this: Princeton University gets 45% of its operating revenues from its endowment fund, which is 
suffering from an unprecedented decline in value. 
Also, alumni will undoubtedly be forced by the economic downturn to become less generous in their 
contributions going forward. 
At the same time, the university has already had to cope with an unanticipated increase of $ 5 million in 
financial aid to impoverished students. 
 
So far, Princeton, like most universities, is implementing a “measured response”.  A moderate tuition 
increase and some cost cutting programs. 
Princeton is putting recruitments on hold and capping staff’s salary increases at $2,000, while postponing 
major investments in buildings et al. 
The measured response will most likely be followed by more drastic measures when the severity of the 
crisis will sink in. 
 
I do not believe our college system is at risk, by any means. 
But success attracts new competition.  Inflated prices, in a normal capitalistic environment, attracts lower 
cost producers. 
The inelasticity of education cost is about to be challenged.  
New alternatives will emerge.  
For many in Asia, for example, a good education is available in neighboring countries. 
So too in Europe, where more and more private colleges are competing with the state run system. 
 
Raffles Education (RLSE.SI) in Singapore and New Oriental (EDU.N) in China may well be among the 
beneficiaries. 



Both stocks are trading at single-digit multiples. 
 
Incidentally, our high school system where more than 25% of students are on some sort of crack to treat 
“ADHD” is less the envy of the world. 
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Thursday January 8, 2009 
Italian-style Public Debt 
----------------------------- 
 
Our Arlington Econometrics quant model is telling us that the bond market is at an inflection point 
globally. 
 
Over the last 24 years, the U.S. 10 year bond yield has gone – virtually in a straight line- from 10% to 
2.5%. 
Now we get indications that there is an accumulation happening in the bond market and the top is near, 
i.e. yields are no longer going lower.  
How long yields will stay at today’s levels is anybody’s guess.  
Are we entering U-shaped recovery and how wide is this U going to be?  We do not know. 
But one thing seems clearer today: the real cost of money is going up.  We think bond yields are no longer 
going down and, so far, inflation is going down. 
 
Instinct tells us that the ballooning demand of money from the present and next administrations has to 
push the cost of money up. 
In addition, given the banking crisis which is making money less readily available and the foreigners who 
are more reluctant to finance our deficits, one has to brace oneself for a long period of expensive money. 
 
The US has been running deficits and a total public debt that were relatively benign for the last two/three 
decades.  
Whereas Japan’s public debt hovers around 180% of GDP and Europeans have struggled to bring it down 
to the self-imposed 60%, in the U.S. we were enjoying a much lower burden.  For many years it stayed 
below 40%. 
Today, things have changed dramatically.  The public debt is $10 trillion for a GDP of $14 trillion. 
Next year’s deficit is estimated at $1.2 trillion, before the stimulus package of at least $800 million. 
 
In a couple of years, our public debt will be close to 100% of GDP. 
That is Italian style management – or, I should confess, Belgian style. 
 
Clearly, the brilliant minds in Washington are betting on inflation to work ourselves out of this mess. 
But inflation is not guaranteed.  Just look at Japan. 
Anyway, before we can inflate ourselves out of today’s debt bubble, the real cost of money is going to 
remain very high. 
 
FCF is king.  Companies needing financing or needing to refinance are feeling the heat. 
 
BTW, gold looks “fantastic” in our quant model.  Maybe inflation is around the quarter after all.  Let’s 
hope. 
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Wednesday January 7, 2009 
The Ultimate Sarkozy Stock ? 
------------------------------------ 
 
Since January 1, advertising is no longer permitted on public channels in France after 8 p.m. 
Daytime ads are still allowed, but only for a few more years. 
 
In the U.S. this would not be worth mentioning since nobody watches channel 13 anyway. 
Not so in France.  Public television has a very big audience (one third of total) because the public 
channels are leftovers of the state monopoly in place for so many years and are run like any other 
commercial venture.  
For all practical purposes, private and public channels in France are in the same audience gathering game 
and competing for the same advertising euros.  
  
Sarkozy wants to change this. He wants the public channels to elevate the French public’s taste.  
By changing the financing, the public channels will be better able to fulfill their public service mission, 
somehow.  
Having Sarkozy appoint the next head of that organization also helps achieve this goal, somehow. 
 
In the near future, French public TV channels will have more theater, documentaries, operas, and all the 
other stuff the government feels you should watch. 
Already, the year 2009 begins with documentaries about the assassination of a king in 1610 and the story 
of the flight of another king to avoid the guillotine two centuries later (he did not succeed, as we all 
know). 
Soon we’ll have a film about the youth of Mr. Sarkozy, no doubt. 
 
The fact that Mr. Sarkozy is trying hard to outdo his friend Berlusconi – who already controls all the 
Italian TV channels - has a few side effects. 
For one, the existing commercial TV channels will have a bigger pie to fight over. 
And it just so happens that the owner of TF1, the major beneficiary of the new law, is also the father of 
Sarkozy’s godson. 
 
Martin Bouygues benefits from the present administration in several other ways too. 
In the mobile telecom business (a third of Bouygues’ conglomerate) it now appears that a fourth license 
will not be granted, thus greatly improving the competitive outlook. 
The construction business (another third of Bouygues’ business) is about to benefit from a huge stimulus 
package. 
Furthermore, Bouygues owns 14% of Alstom, the maker of the TGV, and there rumors that Alstom will 
soon get an order for 1210 “hotel-train cars” from the government-owned railway SNCF. 
 
A few weeks ago, I declared TEVA to be the ultimate Obama stock (see www.dupasco.com). 
Similarly, Bouygues is my ultimate play on Sarkozy’s predilection for French industrial champions. 
With a dividend yield of nearly 6% and a huge discount to the sum of the parts, one could be forgiven for 
looking closely at this champion. 
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January 5, 2009 
European Trickle Down Economics 
----------------------------------------- 
 
Bao Tong thinks that economic reform died in 1989 in China. 
He says Deng Xiaoping was like Louis XIV, a Sun-King.  
Deng did not care about the economy - he only wanted to save the communist party. 
 
Why does this matter? 
Bao was Zhao Ziyang’s policy director. He was arrested in 1989 after the Tiananmen Square slaughter 
and is still under house arrest. 
He was part of the true reformists who lost to Deng. 
However, recently Bao’s critical essays have been broadcast on Radio Free Asia and have been posted on 
the internet. 
The reformist faction is still alive and protecting Bao.  They are trying to make a come back. 
It might very well be their first salvo against the Hu administration. 
 
Officials in China have consistently warned against “social unrest” if economic growth falls below 8%. 
(By unrest they mean that people may want to replace them). 
I believe they are right.  Capitalism can not survive in the long run without pushing for democracy. 
Why would smart, rich and powerful entrepreneurs continue to cow tow to corrupt and inefficient 
bureaucrats? 
In addition, a well fed and educated population is inevitably going to push for its rights. 
As soon as the power shifts too far away from the communist party, political change is bound to occur. 
And these things do not happen gradually. 
 
For years, as millions of Chinese people were getting out of poverty at a breathtaking pace, freedom of 
speech and democracy were not on the agenda. 
Getting rich was the only concern. 
If the economic boom comes to an end, this is likely to change. 
 
In 2009, I thus would not put all my eggs in the Chinese basket. I am not as smart as Jim Rogers, but that 
does not mean he is right. 
One has to have faith in the Chinese communist party’s altruism to be really bullish… 
This will continue to put a limit on how much our international fund will commit to China.  Political risks 
do matter. 
In 2009 more than ever. 
 
None of the other so-called BRIC countries seem attractive from a top-down point of view. 
Actually, soon people will ask what does BRIC stand for?  The Russian market especially is back to the 
middle ages. 
 
Japan is still dead in the water, but South Korea may start to reap the benefits of a devalued currency. 
Eastern Europe remains marginal and a mosaic of countries with very different prospects. 
 
In a nutshell, Western Europe is the most attractive place to invest in the coming year. 
Not because it is exciting, but because it is the most stable part of the world outside the US. 
I have attached a memo I wrote nearly 10 years ago about the very long lasting and fundamental changes 
in Europe. 
The main thesis was that the unified economic bloc made the politicians irrelevant.  
With open borders and a single currency, deregulation has to happen. 
 
These changes have been overlooked because of everything else that was going on in the world. 
But today, my prediction that Europe had no choice but to deregulate and cut taxes has come through. 



Both Japan and the US have higher corporate taxes than ANY of the Euroland countries today. 
With reasonably cheap valuations, 2009 could be the year of good old and boring Europe. 
 
Of course, Obama may steal the limelight for a while. 
A new administration brings a fresh start.  
But today, Merkel’s steady hand may be appealing to beaten down investors. 
 
Happy New Year.  
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December 05, 2008 
Rapidly Vanishing Old Patterns 
-------------------------------------- 
 
Are we talking ourselves into a depression? 
Is the media, reporting directly from the stock exchange trading floor, fueling today’s panic? 
Maybe not.  But CNBC et all are not helping. 
 
The world is bracing itself for a very serious crisis.  This while - according to a McKinsey global survey – 
up to 50% of corporations expect profits to be flat (18%) or up (38%) in this fiscal year.  In spite of these 
encouraging numbers, an overwhelming majority of executives expect a major downturn in the economy. 
The fact that their business is holding up pretty well does not matter.  Times ahead are expected to be 
tough.  Three-quarters of respondents say their company is cutting operating costs.  Thirty seven percent 
of corporations are also cutting capital investments. 
I suspect these numbers are likely to increase very soon, thus accelerating the downturn. 
 
McKinsey talks about a structural break in the economy reminiscent of previous depressions. 
Unlike the short lived recessions of the last 40 years where growth resumed within 10 to 18 months, this 
time it is different. Demand is unlikely to catch up with capacity any time soon. 
This recession feels different.  
“The idea that the United States can grow by borrowing money from China to finance consumption at 
home has begun to seem implausible.” 
And the article goes on to say that “structural breaks render obsolete many existing patterns of behavior.” 
 
I guess because the 30’s depression is too much of a cliché, many pundits now refer to the 1893-97 
depression as an analogy to what we are going through today.  This depression marked the end of the 
railway boom.  A new era was starting, however painful the transition. McKinsey reminds its readers that 
it is during that depression that GE emerged, riding the new wave - the electricity boom. 
Even in the 30’s all was not gloom.  The economy shifted massively from capital goods to consumer 
goods (Kellogg’s, motels along highways, airline traffic, radio and movie industry) the article explains.  
 
It is not a stretch to say that we are living a transformation era similar to those mentioned above. 
For investors, picking winners is much more challenging now than at any time in our careers.  There are 
just no clear trends emerging in the markets today. 
 
Even more important to survive as a portfolio manager, one has to make sure to avoid the long term 
losers.  
Here is a hint: from 1990 to 2007, the whole financial service sector expanded 2.5 times faster than 
overall GDP. 
Profits for the sector rose from a post war average 0.75% of GDP to 2.5% in 2007! 
To go back to “normal” levels, the financial sector’s profits have to contract by 70%. 
We ain’t seen nothing yet on Wall Street, I am afraid. 
 
Since portfolio managers’ remunerations are based on mostly short term performance, finding the next 
ten-bagger will not help going through the transition years.  It will take time for these new champions to 
emerge and we have time to jump on the band wagon.  In the mean time, one has to navigate in troubled 
waters and focus mostly on those stocks that are sufficiently defensive or benefiting from hard times. 
 
One of these investments could be, I think, the Spanish security company Prosegur. 
In difficult economic times, crime rates rise.  
Having chatted with some ADT representatives recently, it seems to be happening again.  Their business 
is very strong now.  My friend therapist tells me he is overworked too.  But his company is not public. 
And there are no quoted funeral homes in overseas markets. 



 
Some big and small organizations will be wiped out (Detroit?).  Others will prosper in these difficult 
times.  They will take advantage of their competitors’ weakness (why does Toyota come to mind?).  The 
winners will be able to exploit the fast changing world.  They will identify the vanishing old patterns and 
take advantage of the new emerging ones. 
 
The new era we are entering in will undoubtedly involve the governments to a much larger extent than in 
the previous three decades. 
My instinct tells me that we may finally have entered the era of alternative energy. 
The leading technology today is wind. A renewal of the very inefficient grid and the development of 
better performing batteries may become major investment “themes” in the next decade. 
 
But, then again, that seems a little too obvious. 
After all, in the 30’s the beneficiaries of the FDR’s largess were not among the big long term winners. 
Instead we saw the private sector take over once again – airlines, motels, media and Kellogg’s.  
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December 03, 2008 
Macau Overtakes Las Vegas 
------------------------------------------ 
 
Never sell the American consumer short. 
Black Friday’s sales numbers – up 3% YoY - are a demonstration that, even if we are entering our 
generation’s biggest recession, the American consumer will go down swinging. 
 
Similarly, do never underestimate the Chinese gambling habits.  Gambling is to the Chinese what baseball 
is to us – a passion. 
Now that the Chinese biggest casino – the stock market – has gone up in flames, the next best venue for 
their addiction is Macau, the only Chinese city where gambling is legal. 
 
After the government broke up a local monopoly six years ago, Macau experienced unparalleled 
expansion to become the biggest gambling center in the world. 
Well, maybe Dubai’s growth is up there with the former Portuguese colony.  However, the difference 
with Dubai is that Macau actually serves a purpose. 
Chinese people will continue to pour in “en masse” in the new Mecca of sin, no doubt. 
 
From 2003 to 2007, Macau gambling revenue nearly tripled to $10.3 billion. 
And in 2008, it is on track to top $13 billion, more than twice the take in Las Vegas. 
Today, Macau makes Atlantic City look like a historic village for tourists longing for old fashioned good 
taste. 
 
It was inevitable that such a pace would attract huge amounts of investments.  Thus, the Chinese 
authorities wisely tried to manage the situation by cooling off the demand part of the equation.  They 
gradually tightened visa rules, limiting now to once every three months the times Guangdong residents 
can go to Macau. 
This, and the economic slowdown, has succeeded in calming things down. Sales in September were up 
only 2% on the previous year. 
And the supply side is adjusting too.  A lot of construction cranes stand idle.  Many projects have been 
put on hold. 
Las Vegas Sands suspended the construction of new hotel towers.  The Cotai Mega Resort will most 
likely not open on time next year.  Macau Studio City could face delays due to financing problems.  And 
so on.  While an average of 5 casinos opened annually since 2004, next year may see only one major 
opening: Melco Crown Entertainment’s (MPEL) City of Dreams.  Yet, even this project could be limited 
to Phase I only. 
 
All this is known.  The stock market has taken this slowdown into account.  Melco shares, for example, 
are down from HK$ 15 to HK$ 3. 
The company is a late comer and is still loosing money.  For the quarter ending September 30, losses 
were 5 cents per ADS.  
However, this was down from 11 cents a year ago.  
 
I have not done my homework on the gambling industry, but here are a few things that attract my 
attention: 
The bubble has burst.  Valuations are down dramatically. Long term potential is intact and supply is 
adjusting very quickly. 
I would not be surprised if the Chinese government decides to end the traveling restrictions soon. That 
could be a buy signal. 
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December 02, 2008 
Dividend Yields Do Matter 
--------------------------------------- 
 
At the end of the day, one can argue that the value of a stock is the sum of the dividends it is able to 
generate. 
Discounting these dividends over the next 100 years is one of my favorite ways of looking at a target 
price for a stock. 
However, when looking at a growing stock which needs more than usual capex at this early stage of its 
development, I “normalize” the dividend by applying a payout ratio of 35%. 
35% is pretty much in line with the rate most mature companies use, I believed. 
 
Actually, looking at the US market, the payout ratio over the last 25 years has been a bit higher, 47% on 
average. 
More interestingly, the last 25 years were unusual in many ways, including in the fact that companies 
have retained a particularly high percentage of their earnings.  This can be explained by the Reagan 
revolution which favored such a policy (lower capital gains taxes, looser regulations in regards to share 
by backs and executive stock options).  Before 1982, the payout ratio averaged 65% for US public 
corporations. 
 
Not surprisingly, over the last 25 years earnings per share growth has also experienced a marked 
acceleration. 
Some analysts attribute this acceleration to the lower payout ratio.  This makes sense to me: retained 
earnings can be used for the repurchase of stocks, to repay debt or to invest in the business, all of which 
should help boost earnings per share. 
The former two have an automatic and beneficial effect on earnings per share and the latter is supposed to 
generate a similar gain for share holders, especially when the business environment is good. 
 
Needless to say, the world has changed lately.  A lot of managerial decisions and investors’ perceptions 
will have to be revisited. 
I believe one can safely predict that payout ratios are likely to go back to more normal historic levels. 
Investors will look more carefully at total returns, no longer neglecting dividend yields. 
 
As payout ratios will go up again, the reverse phenomenon of what we have seen since the eighties is 
likely: earnings per share are entering a period of below average growth.  Not just because margins have 
to come down from abnormal levels, but also because payout ratios are going up. 
This is not good news for GARP investors.  
It may be a good time to start a growth AND income fund, though. 
 
By the way, here are some high yielding stocks overseas (not including financials whose yields are iffy at 
best): 
 
Vodafone; 7% 
GDF Suez; 7.1% 
France Telecom; 9.7% 
ENEL; 10.9% 
Huaneng Power; 7.2% 
Singapore Airline; 9.5% 
Cathay Pacific; 8.2% 
Quantas; 22% !! 
Telecom New Zealand; 16.6% 
BASF; 8.4% 
Anheuser-Bush Inbev; 12.4% 



Repsol; 7% 
Schneider and Saint Gobain; 7%  
Veolia; 6.6% 
Lafarge; 9.6% 
Portugal Tel; 10% 
Mediaset; 10.7% 
PPR; 9.5% 
Randstad; 9.3% 
TF1; 8% 
Pages Jaunes; 13.7% 
Neopost (remember this darling?); 9.9% 
Nintendo; 5.8% 
 
I did not include car manufacturers, for obvious reasons.  
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November 25, 2008 
Short Club Med? 
------------------------- 
 
One of the great joys in life is spending a long winter weekend in a New England Inn. 
If you are a skier, an Inn in Vermont next to the ski slopes is not a bad choice. 
If you agree with me and you have not yet made a reservation for the coming Christmas vacation, I have 
good news for you. 
Even at this late stage, there are still rooms available.  Many rooms.  Bring your whole family with you. 
With some bargaining, you most likely will get a free meal “a deux” prepared by the chef, who 
undoubtedly has been written up in Gourmet Magazine. 
The Inns in Vermont are empty this year. 
Even though I am shamelessly taking advantage of this unique opportunity, this is not a laughing matter. 
The economy is very bad.  Tourism worldwide is collapsing. 
Sell Club Med and the likes. 
 
I believed for a long time that Club Med was a real bargain at these levels. 
Unfortunately, after a 5 year ambitious investment program to revamp the brand and the product, Club 
Med is about to hit a wall. 
Their timing is just unfortunate.  The only question at this point is “how long can they survive before 
running out of cash?” 
And don’t expect any bank to be brave enough to lend them too much money… 
 
I am afraid Club Med is history. 
Some will argue this is a good thing, anyway. 
 
Happy Thanksgiving! 
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November 24, 2008  
The Dollar 
--------------- 
 
Is this the end of the all-mighty dollar? 
 
US politicians from both sides of the aisle are, through economic stimulus packages and multi-billion 
bail-out programs, making sure the national debt catches up with the levels of most industrialized 
countries as a percentage of GDP. 
In addition, the Fed is willing to print money like there is no tomorrow. 
Logically such policies should result in the collapse of the dollar.  Some experts even predict the end of 
its dominant role in the world economy. 
To emphasize this point, today’s Wall Street Journal has a cartoon portraying Uncle Sam trying to pump 
some air into a dollar-bill. 
 
Yet, the dollar has been remarkably strong during the recent economic debacle.  
Maybe the announced inevitable weakness is not so certain after all even though Christopher Wood in the 
WSJ goes so far as to predict that foreign creditors will be fleeing the dollar for gold. 
But, if throwing trillions at an economic downturn and making money available for free should 
automatically result in the weakness of one’s currency, why then is the yen so strong? 
 
Currencies are just not predictable.  
They are furthermore valued on a relative basis.  
The dollar strength or weakness is relative to other currencies, not gold. 
Does one really believe that the dollar is about to be replaced by another major currency in international 
trade? 
If so, which one? 
 
The German-dominated euro? It’s not faring too well these days as Europe is rapidly following in the US’ 
footsteps. 
If the European economy catches a cold as soon as the U.S. sneezes, be prepared for pneumonia this time. 
Europe has still not succeeded in significantly deconnecting its economy from the North American one.  
Neither will Europe lead the world out of a recession. 
The Germans have no desire to help the world getting out of its problems. 
As so often, they believe the problem is not theirs.  They are virtuous, have a low budget deficit and 
consumption has not reached the perceived absurd level Americans tend to be comfortable with.  So, they 
will wait for demand overseas to recover and then export their economy out of a recession. 
In the meantime, some pain is a sobering thing for everybody. 
 
The Japanese yen is surprisingly strong considering the free money policy and the national debt that is 
approaching 200% of GDP. 
Both the Japanese trade surplus and its overall economy are shrinking.  So, why is the yen still so strong? 
Beats me, but it is not about to take over as the global reserve currency. 
(One potential explanation is the unwinding of carry-trades, another one is that their banks have already 
restructured and are now in better shape than their international counterparts).  
 
Eventually, money will flow back to those economies that will recover first. 
By all indications, I believe them to be China and the US, the two countries that are the most pro-active 
today. 
As was pointed out to me by my wife, we are doing everything the Japanese have done over a decade in 
the 90’s. 
Only, we do it in three months. 
This shock therapy is preferable to a Japanese-style slow bleeding.  



The resulting cost will be similar, initially.  But if it works, a growing economy will pay for it.  That’s 
what is still missing in Japan. 
 
The U.S. is actually implementing a strong combination of a New Deal-style Keynesian policy together 
with a very aggressive monetary policy. 
The study of the 30’s and of the Japanese meltdown in the 90’s is also, hopefully, leading the next 
administration not to make some other past mistakes: a hostile policy towards business and protectionist 
inclinations.  More than a stimulus, the economy needs confidence in the system. 
Reinstalling a sense of confidence is as important as giving the economy the fuel it desperately needs. 
Without confidence, velocity will not pick up again. 
Already the Obama people are talking about postponing some of the candidate’s tax proposals. His 
appointments are also reassuring the markets so far. 
 
Don’t sell the dollar short.  International funds should actually consider hedging their currency exposure 
in Europe. 
Overseas, I believe China will emerge from this crisis a stronger global player. 
China has the means and the will to react.  By privatizing farmland at a crucial moment, China is doing 
even better than throwing money at the problem. 
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November 21, 2008 
Colbertism 
------------------------- 
 
The French have a long history of looking for economic solutions abroad.  
And then reverse to their traditional “Colbertism” – named after Louis XIV’s finance minister – which 
nowadays tend to be referred to as “industrial policy”. 
 
In the 60’s the best selling book “Le Defi Americain” was a must read if you wanted to understand the 
new world. 
It advocated a policy promoting science and technology so as not to fall too far behind the US. 
The book talked a lot about IBM and the computer revolution. 
 
Later came Giscard d’Estaing’s obsession with German monetary policies. 
In order to align French inflation to their admired northern neighbor, the French president created, with 
the enthusiastic support of Helmut Schmidt, the European monetary policy. 
This mechanism succeeded in imposing German style slow growth and low inflation on the French 
economy. 
It brought stability and eventually evolved into the Euro as we know it today. 
 
In Paris in the early eighties, the talk of the town was Japanese style management, based on social 
consensus. 
This was in sync with Mitterand’s socialist policies and it took another decade before the French 
reluctantly started adopting some of the Reagan and Thatcher ideas. 
Chirac briefly flirted with free markets, but quickly went back to the traditional interventionist policies. 
 
Enters Sarkozy and the era of the sovereign funds. 
The new fad has caught the French president’s attention. It suits his “Bonapartist” views quite well. 
By Bonapartism, the French basically mean a leader who runs everything. Call it a Napoleon complex. 
 
Today, president Sarkozy announced that the government and a state-owned bank – Caisse des Depots - 
will start a French sovereign fund. 
It is meant to protect French “strategic” companies against foreign predators and to give these companies 
the means to compete in the global markets. 
As the President puts it: France should not become a reservation for tourists. It should continue to be a 
country that builds cars, boats, trains and airplanes. 
Funny he did not mention internet services, computers or software industries. His economic culture 
probably included the industrial revolution, but not much after that. Then again, the French have no 
patience for economic history. 
 
The French sovereign fund will start with 20 billion Euros or so and will have a strategic committee with 
20 members, including economists. 
Economists and bureaucrats managing the new French sovereign fund…and making decisions on a 
consensus basis…a perfect recipe for disaster. 
Oh, and Sarkozy promises that they will have the independence to ensure it makes return on investment. 
How he reconciles this with his prior statement that the fund is meant to protect French strategic 
companies from predators is kind of difficult to understand. 
 
In order to get things started, the state has decided to endow the fund with minority stakes it already owns 
in Renault, Air France-KLM and the Chantiers Atlantique shipyards. 
It will keep separate its holdings in the defense related companies Safran, Thales and EADS. 
But Caisse des Depots will include its participations in Accor, Veolia, Icade and Eiffage. 
CDC will not include its stakes in CNP Assurances and Dexia. 



Luxury manufacturer LVMH has not been identified as a strategic company for the French state. At least 
not yet. 
 
Wow. Sarkozy makes Mitterand look like a capitalist. 
But that’s not all. He will soon unveil a plan to invest “massively” in infrastructure, education, research 
and training. 
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November 19, 2008 
The Celtic Tiger Roars No More 
------------------------------------- 
 
The Celtic Tiger roars no more. 
And there is an unmistakable sense of schadenfreude in the rest of Europe. 
The Irish economy’s boom in the 90’s ignited considerable criticism in Euroland because it was perceived 
to be unfair capitalism in a socialist union. 
 
The way I see it, Ireland took advantage of a common market with open borders combined with 
uncoordinated fiscal policies. 
Ten years ago I wrote that this had to inevitably lead to competitive fiscal “devaluations”.  With a unified 
market, the incentive for corporations to move production facilities to the country with the lowest tax rate 
is too strong to be ignored.  By lowering the corporate tax rate to 10% - now 12.5% - Ireland was able to 
attract a huge amount of foreign investments looking for a cheap entry in the European markets. 
Not surprisingly, more European countries have lowered their rates since, but not as drastically as Ireland. 
As a result, the two industrialized countries with the highest corporate tax rates are outside of the 
European Union: Japan and the U.S. 
 
There are other, additional, explanations for Ireland’s success: a well educated and English-speaking 
work force among them.  So is the Irish government’s policy of low intervention in business.  And finally, 
very reasonable trade unions. 
But, contrary to what the Euro bureaucrats will tell you, grants from the European Union only played a 
minor role in the economic “miracle”. 
Even though Ireland received 33 billion euros more than it gave to the EU in the years 1973 to 2001, so 
did other “poor” countries like Portugal, Spain and Greece. 
Yet, the Irish economy grew at a CAGR of 5.14% in the first 5 years of the 90’s and then at 9.66% per 
annum in the second half of that decade. 
In comparison, Portugal averaged 2.6%, Spain averaged 2.5% and Greece only 2.2% from 1990 to 2000. 
 
Ireland benefited greatly from its business-friendly policies.  It rapidly became the European headquarters 
for companies like Bell, Google, Intel or Gateway. 
By 2003, overseas companies accounted for 51% of Ireland’s exports and generated more than 14 billion 
Euros of expenditures in the economy. 
 
From a GDP per capita equal to 63% of that of the British in 1973, Ireland has moved up the ranks to 
become the second richest country in the EU (behind Luxemburg). 
Already at the end of 2004, the GDP per capita stood at $25,500, higher than both the UK’s $22,300 and 
Germany’s $23,500. 
A stunning accomplishment indeed. 
 
Unfortunately, a prolonged economic boom seems to always result in asset inflation, often an asset 
bubble. 
Ireland was no exception.  Economic growth caused and then benefited from a too familiar real estate 
bubble. 
As recently as last April one could rent a million Euro house in Dublin for less than 2,000 Euros per 
month. 
The mortgage payment would typically cost more than 4,000 Euros on that same house. 
The yield on houses in Dublin had even fallen to nearly 1% at the peak of the housing bubble. 
 
So, what’s next? 
 
Morgan Kelly is a Professor of Economics at the University College Dublin who looked at 40 housing 
booms and busts since 1970. 



He found a remarkably consistent pattern across different economies: adjusting for inflation, housing 
markets give up 70% of what they gained in a boom. 
Typically, properties at the bottom, but especially those at the top of the market fare much worse than 
those in the middle. 
Real estate busts do not happen overnight.  He compares them to the flooding of New Orleans rather than 
a tsunami. 
 
Busts last 8 to 10 years. Do not buy that house in Miami yet! 
 
The spill-over effects of the bubble burst is affecting many areas of the economy. 
After having taken advantage of the globalization, Ireland is now one of its major victims. 
The global financial meltdown is adding to the countries woes to create a perfect storm. 
Today, the government is considering an injection of taxpayers’ money in the 4 major banks. 
This is a sad admission of the limits of “unbridled” capitalism. 
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November 17, 2008 
The Power Curve 
--------------------- 
 
After all it is the Republican President Theodore Roosevelt who went aggressively after the trust 
companies.  Their power had become a threat to capitalism itself. 
 
Today, 25 years after Reagan’s revolution, the pendulum has swung back again.  
America has decided to make the playing field more equal, for companies as for individuals alike. 
How far it will swing back remains a question, but this is a reaction against the Power Curve. 
 
McKinsey publishes an interesting article in its quarterly business journal about using “power curves” to 
assess industry dynamics. 
In a nutshell, this curve illustrates the inevitable consolidation of an industry as it matures. 
Liberalization creates a more level playing field at first, but then it progressively leads to greater 
differentiation and consolidation tends to occur over time. 
We have seen that with the liberalization of the U.S. telecom, for example, which resulted in today’s 
oligopoly. 
Today’s crisis accelerates such a process - just look at the financial industry – provoking an even stronger 
popular resentment. 
 
The problem is that the Power Curve is not a balanced bell-shaped one. It is L-shaped. 
There are a few very dominant players and a lot of below-average companies. 
In the past decade we have seen the rise of many “mega-institutions”, but more important is the “striking 
degree of inequality in the size and performance of even the mega-institutions themselves”. 
With time, inequality grows. The rich gets richer and the poor gets poorer is another way of expressing 
this, I guess. 
Look at how in 1994, the number-ten bank in the U.S. was 30% of the largest one. In 2008 it was only 
10% as large as the biggest institution. 
 
It is thus becoming increasingly dangerous to pooh-pooh politics in this environment. 
Only regulation can temporarily damper today’s crisis-driven acceleration of inequality in the business 
world and there is no doubt that politicians will jump on the opportunity.  
However, according to the McKinsey study, regulation will not reverse the trend. It can only postpone it. 
 
Of course, president Obama could follow Putin’s or Louis XIV’s example and put Warren Buffett and 
Bill Gates in prison… 
 
More seriously, the silver lining power curves do not explain is Shopehauer’s creative destruction. 
I guess, a too dominant company in a highly consolidated industry, will have a tendency to become fat 
and lazy, thus creating opportunities for the next generation of entrepreneurs.  A company that has been 
too dominant for too long should automatically be considered as a short.  A bureaucratic structure only 
reinforces this and that’s why I continue to be short EADS. 
 
Finally, power curves are also promoted by intangible assets – talent, networks, brands and intellectual 
property. 
These are assets we like to look for as investors because it leads to more profitability and visibility. 
Going after such intangibles is also more difficult for regulators.  
As time goes by, the power curve also teaches us that the leaders are dealing with increasingly weak 
competitors. 
More than ever, go with the winners. 
 
Labor-intensive or capital-intensive sectors, such as chemicals and machinery, have flatter curves. 
That could explain why “value stocks” are doing so poorly. 
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November 13, 2008 
The Ultimate Obama Stock 
--------------------------------- 
 
Every broker and his brother is coming out with a list of stocks that should benefit from the new 
administration’s coming changes. 
Well, here is the ultimate Obama stock: Teva. 
 
The tug-of-war between a free market concept of healthcare and a more European government controlled 
system is definitely tilting in the latter’s direction. 
Pharmaceutical stocks have been derated partly in anticipation of a less lucrative market in the U.S. 
European and Japanese companies will no longer be able to beef up their low earnings in their domestic 
markets by selling their drugs at a huge premium to us. 
Free market thinkers believe it ill be at the cost of fewer breakthrough drugs.  Spreading the wealth does 
not leave much money for research and development. 
Whatever one’s position on the issue, drug prices will be more tightly regulated and generic drug 
producer will benefit greatly. 
 
This trend is bound to accelerate and Teva, the world leader in generic drugs, is uniquely positioned to 
take advantage of it.  But there is also a good geopolitical reason to label Teva an Obama stock. 
Barack Hussein Obama is the first American president that has a name that can be spelled in Arabic. This 
is a real novelty and people have noticed. 
He is starting his presidency with a very high popularity rate around the globe.  We have definitely built 
some goodwill overseas by electing an African-American with a multicultural background. 
So, if a president Obama can further build on the already improved relationship between Israel and Fatah, 
a new breakthrough could result in a new era in the Middle East. 
That would greatly benefit Israeli stocks, of course. 
I don’t pretend this rosy scenario is likely, but the combination of a global Obamania and a radical change 
in our healthcare system makes me want to own Teva. 
Especially since Teva has an excellent track record, management is highly respected and the stock is very 
reasonably priced. 
The stock looks very good on our quant screens. 
My dividend discount model indicates that the stock price anticipates a paltry 8% CAGR for the next 5 
years if one assumes only growth in line with inflation for the next 95 years. 
On a PER of less than 14, the medium term PEG is below one. 
Analysts’ earnings revisions continue to be upward. 
Finally, on an EV/Sales of 3.3 and an EV/EBITDA of less than 12, the stock is the cheapest it has been in 
10 years. 
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November 12, 2008 
The Last Bubbles 
--------------------- 
The last bubbles of our era are about to burst: Dubai and Abu Dhabi. 
 
No doubt you have had a headhunter calling you to offer – as they did to me – a “great job opportunity” in 
Dubai.  I told her, of course, that I like my glass of wine and that my wife wears a bikini on the beach (I 
know, Dubai is not Saudi Arabia, but still living in a cultural desert did not have a great appeal). 
We have all seen the insane pictures and some of us have been over to check it out.  My brother flew in a 
small airplane and had to look UP to see the skyscrapers. 
Pure madness and real estate speculation will have to end in the biggest ghost town in history.  
So, how do we make money out of this preprogrammed disaster? 
Go short Boskalis.  
 
Boskalis is one of the very few global dredging companies, a Dutch/Belgian specialty. 
The business is booming.  Their order book is at historic highs, so is profitability. 
The problem, though, is that more than 50% of their business today is in what they themselves call 
international “hit and run” markets. 
Their European home markets account for just one fifth of the business. 
In their half year report, management describes some of their biggest projects: one in Dubai and four in 
Australia.  In Dubai, Boskalis is working on the redevelopment of Port Rashid for REAL ESTATE 
DEVELOPMENT. 
They are also doing the preparation work for the construction of a prestigious new cruise terminal with 
3.4 kilometers of quay walls. 
Oil is now firmly below $60 and the commodities boom that fueled the Australian economy has ended 
too.  Both the Middle East and Australia are no doubt reevaluating their investment programs.  
Dredging is a capital intensive business and the utilization rate of the fleet is of paramount importance for 
profitability. 
Yet, the stock is down “only” 35% from its high and, stunningly, eps consensus estimates for 2009 have 
constantly been revised UP (look it up on Bloomberg). 
The analysts may be taken by surprise soon and will have to adjust their “forecasts” down. 
Operating margin in 2007 was at a high 13%.  What if it goes back to 2003 level (2.7%)?  Is it 
inconceivable in a global meltdown? 
But analysts are still projecting boom year earnings.  It strikes me to be just unconscionable. 
 
At an EV/Sales of 0.9 and an EV/EBITDA of 3.65 – on peak earnings - I believe this stock is very 
vulnerable. 
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November 11, 2008 
Louis Vuitton 
---------------- 
 
Today’s shoe to drop has a fancy brand. 
 
Andrew Wu, the head of LVMH in China said today that “to say that luxury brands are not affected by 
the financial crisis would be naive”. 
No kidding?  That was news to investors and the stock is down 11% in Paris. 
It makes of course a lot of sense to expect the luxury goods to sell poorly next year and the stock should 
be under pressure. 
But there must be a price for brand names like Louis Vuitton, Hennessy, TAG Heuer, Fendi, Donna 
Karan, Marc Jacobs, Givenchy, Dior, Sephora, etc, etc. 
Since the end of 1999, the LVMH group’s sales have doubled while its market capitalization has halved. 
Over the past 10 years, the lowest PER the stock traded at was 13, today we are below 10 on consensus 
estimates.  On a P/B ratio, LVMH only traded once below today’s 1.8 (in the 1998 sell off of the stock, it 
reached a P/B of 1.54). 
Maybe, and actually probably, the earnings estimates are still too high. 
So ratios on sales might be more relevant. 
On a P/Sales, LVMH is now trading at a low 1.2, the same level it reached in the troughs of 1998 and 
2001. 
The EV/Sales is down to 1.6.  The lowest level reached before, looking at the past 10 years, was an 
EV/Sales of 2.1 in 2001.  The stock is cheap, no question. 
My dividend discount model tells me that the stock price anticipates a dividend growth per annum of 4% 
over the next 5 years and an inflation level of 2% for the following 95 years.  This is not ambitious 
compared to the 15% CAGR of the last 5 years. 
And yet, the latest numbers published by the group are still pretty good. 
In the third quarter, organic growth was still a satisfactory 6% over Q3, 2007 which was itself very 
strong.  Analysts believe the luxury sector’s growth will come down to the 2-3% we saw in the period 
from 2001 to 2003.  Maybe that too is too optimistic, but LVMH is benefiting from a couple of positive 
factors: The euro is much weaker versus the yen, the dollar and the renminbi. 
And LVMH is much more diversified geographically.  While having 30% of its business in emerging 
markets may create some short term headaches, it is also a great potential for the company in the future. 
To smooth their earnings in the short run, one may expect LVMH to adjust its marketing budget, like 
Bulgari already hinted at. 
Owning advertising stocks looks more risky, but who has the courage to try to catch the proverbial falling 
knife?  
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November 10, 2008 
Timing the International Markets 
------------------------------------- 
 
If a rebound in the stock markets would ever occur, we wanted to know which of the major overseas 
markets was the most likely to lead the way up.  
 
So, we had the Arlington Econometrics model rank 5 majors markets. 
Based upon the percentage number of securities that are terminating their secular bear trend, the ranking 
of probability of upside performance per country is as follows: 
 

1. France 
2. Japan 
3. Germany 
4. UK 
5. China/Hong Kong 

 
Considering that China has already come down 80% and that the Chinese macro numbers look so much 
better than in the rest of the world, this ranking is counter-intuitive to me. 
Similarly, to have Japan leading (with France) the industrialized world out of this bear market would be a 
real surprise to my wife who has spent 20 years watching Japanese stocks fall and the economy behave 
like a black hole. 
 
The main message to us is not to rush back into the Chinese market yet. 
 
Please let me know if you want to talk to Scotty George about his model and why he is still mostly sitting 
on the sidelines with cash. 
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November 7, 2008 
Sodexo 
--------- 
 
Sodexo published solid numbers today: organic growth of 7.7% in fiscal 2008 and an increase of 16.4% 
in net income at constant currency exchange rates. 
Management continues to be confident about its outlook. 
 
You may remember that Sodexo is one of my favorite stocks in these uncertain times. 
Outsourcing food and facilities management offers organizations an easy way to reduce costs, something 
which is on everyone’s mind right now. 
On top of that, Sodexo is a major cash cow and has a very solid balance sheet. 
 
Here were some of the usual worries about the company’s outlook last January: 

- with the economic downturn and the layoffs, demand will shrink; 
- earlier in the year, investors were very concerned with the inflation in food costs; 
- with close to 40% of its revenues in the $ zone, the currency was affecting earnings on a 

conversion basis; 
 
Needless to say, two of these points are now positives: going forward, Sodexo will greatly benefit from 
lower food prices and a stronger dollar. 
As far as the effects of the financial crisis on their corporate clients, one should first notice that so far that 
segment is still growing, especially in Europe (organic growth of 6.1%). 
More importantly, the growth drivers are Healthcare, Seniors, Defense and Education, which are all pretty 
much recession-proof. These sectors account for two thirds of Sodexo’s business. 
 
Finally, the voucher business continues to grow organically at 18% and Sodexo continues to make 
acquisitions – including a major one in Brazil which they consolidated for 6 months. 
The voucher business grew its operating profits by 45%, improving its operating margin to 32% from 
30.2% the previous year.  Vouchers account now for a quarter of the company’s profits. 
 
What is particularly appealing in Sodexo’s business model is that it is not capital intensive, but very 
people-intensive. 
It is cynical but through to say that this business model gives management a lot of flexibility on the cost 
side. 
 
Herve' van Caloen 
Du Pasquier Asset Management 
212 624 2051 
Herve.vancaloen@dupasco.com
 
 
The information contained herein has been obtained from sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed.  This report is not to be construed 
as an offer to sell or solicitation to buy any security.  It is intended for private information purposes only.  Any opinions expressed are subject to change without notice.  du Pasquier Asset 
Management and its affiliated companies and/or individuals may from time to time own or have positions in the securities or contrary to the recommendations discussed herein. 

 
 
 
 
 
 
 
 
 
 

mailto:Herve.vancaloen@dupasco.com


November 6, 2008 
Trading Down 
----------------- 
 
Why pay $10 for a bottle of cheap sake if one can get it at Trader Joe’s for $6? 
 
There is a Trader Joe’s at Union Square in New York where one can buy a Coppola Chardonnay bottle 
for $10 whereas most liquor stores charge in the high teens.  And one might even try a Malbec Sauvignon 
blend for $5 and actually like it. 
 
Yes, most of us are trading down.  That’s why Wal-Mart is doing so well.  
The stock is up 14.5% YTD. 
It is trading at 14X earnings and at an EV/Sales of 0.65. 
Unfortunately, I don’t think Trader Joe’s is a public company. 
 
In Europe, a big winner of this trend is Colruyt, the Belgian discount store. 
The stock is up 8.5% YTD, but it is also by far the most expensive in its sector, trading at an EV/Sales of 
1 and a PER of 16.5. 
 
A small sample of other Continental European food retailers trade at remarkably similar ratios: Ahold, 
Delhaize, Carrefour and Casino all trade at 10X 2009 earnings and an EV/Sales of 0.4.  All 4 are down 
since January 1, between 15% (Ahold) and 40% (Carrefour). 
Our quant screens give us a long term buy signals on both Delhaize and Ahold.  These two stocks 
probably look better than the two French food retailers because of their exposure to the $ zone.  
 
I am looking to double my position in Delhaize. 
The stock is down “only” 25% so far this year and 90% of its business is in the low end US market. 
Definitely where I want to be positioned at the present time.  Good old boring Delhaize. 
Casino’s 4.4% yield and its focus on private label are intriguing, but we are still on the sideline for this 
one.  We are waiting for a buy signal from our quant model. 
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November 4, 2008 
China’s Pharmaceutical Retailing 
---------------------------------------- 
 
According to Wikipedia, figures in China report almost 200,000 persons are said to have died in 2001 as a 
consequence of having taken counterfeit drugs. 
 
This in itself is a good reason to reform the pharmaceutical industry in China where doctors are still 
allowed to dispense drugs themselves.  The age of drugstore chains is coming, no doubt about that. 
 
Anecdotally, when vacationing in Salvador de Bahia, I was struck by the fact that there were drugstores at 
every corner and they were packed all day and all night.  Emerging markets are fertile grounds for 
drugstores as people want to improve their standard of living. 
 
About 120,000 retail pharmacies operate in China, on top of the hospitals and community pharmacies as 
well as doctors selling directly to patients.  This leaves a lot of room for quacks. 
Under planned reforms, China’s retail pharmacies will begin selling a much higher volume of prescription 
drugs and hospital pharmacies will eventually be restricted to dispensing prescriptions for inpatient use. 
There is also talk of separating the practice of prescribing from the practice of dispensing. Japan, South 
Korea and Taiwan have done it before.  It is reasonable to think China will follow suit.  
 
Safety, regulation and consumer trends are all working towards a stronger business environment for 
drugstores. 
The increased availability of more Western drugs reinforces this trend too. 
 
Consequently, the inevitable consolidation of the industry has started, but it is still only in its infancy.  
The biggest chain in China today is China Nepstar (NPD on Nasdaq), which was IPO’d by Goldman 
Sachs a year ago at $16.2.  The stock is now trading at less than $4 and our quant models tell us there is 
still no reason to buy the stock.  Yet. 
 
Long term, though, this is most likely going to be a winner. 
 
Nepstar will have 2,500 stores after the acquisition of 42 stores from Kangjie in Qiangdong and after 
building 234 new stores in the last fiscal quarter.  The company has the cash needed for its expansion. 
Total net cash and marketable securities amount to more than $300 million.  This compared to a market 
cap of $400 million!   Because of its ambitious growth, the FCF is negative and Nepstar will need this 
war chest in the coming years.  But there is no need to fear any dilution in the short run. 
 
A few elements strike me when looking at this stock: 
a distribution network in more than 70 of the richest cities of China; 
huge barriers of entry; 
being ahead of the game in the consolidation of the industry, NPD is starting to seriously benefit from 
economies of scale.  It is the first drugstore chain to have been able to negotiate rebates from 
manufacturers and it will start to reap the benefits from a new SAP ERP system.  This will give them a 
big competitive advantage. 
 
Like their counterparts in the US or Europe, Nepstar stores make most of their profits selling OTC drugs, 
beauty products, health food and family planning products.  They also sell traditional Chinese herbal 
products.  Furthermore, by introducing private labeling, they are able to take more clients away from their 
competitors, mostly mom and pop stores. 
 
EV/Sales of 0.5 and EV/EBITDA of 11. 
PER of 12.  
P/B of 1. 



Dividend yield of 3% and a share buyback program of $40 million. 
We think it is a good time to do our homework on this stock. 
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November 3, 2008 
The End of Financial Crisis 
-------------------------------- 
 
I believe one can make the argument that the financial crisis of 2008 is behind us. 
Welcome to the economic crisis. 
First of all, the month of October is over. As we know, financial crises always happen in October. 
Maybe more importantly, the governments around the world have made it clear they will not allow 
another major bank to go under.  It is particularly through in Europe where many banks have already been 
bailed out.  
Third, Hank Paulson and Ben Bernanke are doing everything possible to avoid a 30’s style disaster and 
there are signs that the system is being reliquified.  Even Jean Claude Trichet is being more 
accommodative. 
So, here is a question I would like to throw out: is it time to bottom fish in the banking sector? 
Even though I have no clue about the banks’ balance sheets, and suspect that the “analysts” who did not 
see this coming are as clueless, at a certain point one has to weigh the risks against the potential rewards. 
If Sarkozy is clearly not going to let down even the worst of the major French banks (Natixis), the risks of 
losing all your money when buying the shares are very close to nil. 
And if Natixis does not go under, is it really worth les than 2 euros?  
One way or the other, Natixis will be allowed to get rid of its toxic instruments without going under. 
They will eventually be left with some very strong assets, not the least being their retail network in 
France. 
At the end of 2007, Natixis’ book value was 9.09 euros and after many revisions downward, consensus 
eps for 2009 is at 0.49, giving the stock a PER of less than 4 and a Price-to-Book of 0.2. 
ING, in the Low Countries, arguably a much better bank, is trading at 40% of last year’s book value and 
2.8X next year’s consensus depressed earnings. 
With the guarantee of the European governments, the risk/reward seems attractive even though I admit 
this is a very summarily written report.  
But how many banking analysts saw this debacle coming?  I suggest there is no way one can analyze a 
bank’s balance sheet anyway.  The only way I have seen investors make money in banks is by buying in a 
major crisis… 
 
If buying the worst looks too risky, one can join Warren Buffett and buy the best in class. 
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October 31, 2008 
A Growth Stock for Value Investor? 
------------------------------------------- 
 
I think we can forget some of the usual characterizations in the markets. 
Growth stocks have now become value stocks. 
And value stocks have become deep value… 
 
Take Syngenta, the Swiss agrochemical company. 
With its recent earnings growth, this is clearly a growth company. 
EPS growth over the last 4 years was quite impressive: +114%, +20%, +4% and + 79% last year. 
For 2008, the consensus expects another 12% increase in earnings and in 2009 an additional 8%. 
 
Looking at the earnings estimates’ revisions, which have been consistently going up until very recently, 
this stock would also qualify for a portfolio driven by earnings momentum. 
 
Now, what about value?  At 9X 2009 earnings and an EV/Sales of 1.8, the stock is not only a great 
relative value play, it qualifies at absolute value. 
Over the last ten years, Syngenta has constantly been trading at a PER above 20 and today, Monsanto is 
trading at 16X next years’ earnings. 
At 9X earnings, we are now very close to Benjamin Graham’s definition of value (8X). 
 
Furthermore, this is also a very sexy story. 
Feeding a growing population will not be easy and will require more innovations in biotechnology. 
China is transforming its agriculture industry which will open up new tremendous opportunities. 
Syngenta’s tropical sugar beet just received the World Business and Development award. 
Tropical sugar beet can be grown in relatively dry areas and requires substantially less water than sugar 
cane. 
The beets are also faster growing, allowing farmers to grow a second crop in the same period as 
sugarcane crops take to mature.  Like sugarcane, tropical beets can be used both for food and conversion 
to bio-ethanol. 
Two days ago, Syngenta signed a deal for heat-tolerant broccoli. 
Etc. 
I guess the stock is suffering from its exposure to Latin America and Asia. 
But one would think that enhancing crops would be a priority in difficult times. 
 
This is a value stock, a growth stock and a momentum play. 
What am I missing? (I don’t know if it can be included in an event driven portfolio because I don’t 
understand event driven investments). 
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October 29, 2008 
Pernod Richard 
------------------ 
 
Consumer non cyclical stocks have not fared much better than the markets in the recent turmoil.  
Even though they provide more visibility and stability of revenues, there always seem to be a good reason 
to sell.  
Take Pernod Ricard, which is still down 33% YTD even after today’s 10% bounce. 
The anticipated trading down of consumers was the universal explanation for not owning the stock. 
This may be so, but I continue to argue that booze is the ultimate defensive stock in hard times.  
And volume will more than compensate for the – possible – trading down. 
 
RI FP published today strong sales for Q1 of their fiscal year, up 13% year on year. 
The organic growth is 7%. These numbers include a -6% currency effect due mainly to the strength of the 
$ vs the euro. 
Needless to say, the recent weakness of the euro will help earnings and revenues in the coming quarters. 
The Absolut acquisition is starting on a strong foot with sales up 2% in the U.S., 42% in Brazil and 23% 
in France. 
Even in Poland, a major vodka country, Absolut was able to increase its market share and sales were up 
20%. 
Finally, as far as trading down is concerned, consider that Chivas’ sales were up 11%, The Glenlivert’s 
sales were up 27% and Perrier Jouet’s sales were up 29%! 
 
I continue to believe that today’s environment is leading to more demand for booze, not less. 
At 11 times next fiscal year’s earnings, this stock remains in my portfolio. 
 
We are also starting to look at Syngenta, the Swiss producer of crop protection products and seeds. 
Our quant models indicate that the agriculture sector in general is looking attractive.  The Syngenta stock, 
in particular, seems to be in an early stage of a long term turnaround. 
As we are starting to look at the fundamentals, let’s at least highlight the big discount to Monsanto. 
Syngenta is trading at 9.5X 2009 earnings, an EV/Sales of 1.8 and EV/EBITDA of less than 8. 
Monsanto’s numbers compare as follow: 16X earnings, 4X sales and 14X EBITDA. 
This seems like a high premium for the market leader. 
 
More on Syngenta as we dig a bit deeper. 
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October 29, 2008 
The End of the End of the Cold War 
------------------------------------------- 
 
We have now entered the end of the end of the Cold War. 
And not just because of Mr. Putin.  
Let me explain.  A massive expansion of the global nuclear power industry is now taking shape. 
Add to the present expansion an – unlikely – victory of McCain next week and the number of planned 
constructions of reactors will increase even further.  Right now, there are 200 new reactors being built or 
planned.  A president McCain would add another 50 or so. 
With this huge increase in capacity, the nuclear energy industry will soon be facing a shortage of enriched 
uranium.  Not uranium itself, which there is plenty of.  To be technically precise, most plants use uranium 
235 isotopes enriched to a concentration of between 3 and 5%, a process that requires enrichment plants, 
using mainly the centrifuge method. 
 
At the end of the Cold War, in 1994, The US and the Russians began a program that takes highly enriched 
uranium out of Russia’s atomic arsenal and reprocesses it into commercial grade reactor fuel. 
This program, which accounts for about 50% of the fuel consumed in the U.S. today, is scheduled to end 
in 2013. 
Furthermore, many of today’s enrichment plants are ageing and will be shut down in the coming years. 
Hence the urgent need for more uranium enrichment plants. 
 
The major players are USEC, Urenco (government owned) and Areva. 
GE and Hitachi also have a JV that plays around with a new Australian technology using laser 
technology. 
As we all know, Areva has a very small float. But what is new is that these few Areva shares are finally 
trading at a reasonable multiple (12X 2009).  For a small fund or for one’s PA, the $ 90million float is not 
a problem, but for large funds one has to look to the suppliers. 
 
That’s why I am spending time trying to understand the carbon fiber business, which is used to build the 
rotors in the centrifuge plants.  Carbon fibers are also used in windmills.  The Boeing 787 will be built 
mostly with carbon fiber… 
 
Finally, on Areva, Scotty’s quant models indicate that irrespective of who wins the election, or how the 
fundamentals may unfold in the near-term, we have a significant period of base-building and 
accumulation that represents an opportunity to capture the shares for future long term appreciation. 
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October 27, 2008 
Blue Chip vs. Small Caps 
------------------------------ 
 
In a financial debacle, one is naturally tempted to reinforce positions in large blue chips with good 
visibility. 
Unfortunately, investors facing redemptions, are often forced to make decisions contrary to their interest. 
Hence selling large cap blue chips may be the best way – or often the only way – to raise capital in a 
timely manner.  
The result can be interesting. In 1988, we had a V shaped recovery and the oversold blue chips were the 
first stocks to benefit from both an oversold situation and from the comfort factor as investors were not 
yet ready to look at more obscure names. 
We will not see a V shaped recovery, of course. But we are seeing some very solid blue chips being 
oversold because of the liquidity they provide. 
 
The bottom line is this: in this environment are you better off owning L’Oreal or a penny stock? The 
answer seems obvious. 
Yet, the L’Oreal shares have not fared better than the overall market (down 40% YTD in local currency). 
This ultimate blue chip with outstanding management is now trading below the levels attained last… 
century.  Earnings per share in the meantime have quadrupled over the last ten years. 
 
Another great blue chip whose stock is being destroyed is Nintendo, down 60% YTD. 
According to BBG, earnings per share estimates have constantly been revised up, both for 3/2009 and 
3/2010. 
The PER is down to 7 and the dividend yield is up to 7%!  This is unheard of in Japan. 
The company is sitting on a pile of cash, so they will have no problems paying the dividend. 
September sales were up 35%, yet the stock price is down sharply on the strength of the yen. 
 
An interesting exception to this, so far, is Nestle, which is down “only” 25% over the last 12 months. 
We love the stock at this level and our quant model is reinforcing this. 
However, one should watch out if redemptions continue: this will be an easy stock to sell because of 
liquidity and because it “has outperformed the market”. 
 
Please find attached a one page market outlook from Scotty George.  There are some sectors that start to 
become worth looking at according to his model: agriculture, ecology, biotech and industrials. 
 
Feedback always appreciated, 
 
Best regards, 
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October 23, 2008 
Smartcards 
------------- 
 
Having made enough bad investments lately, I should be forgiven for bragging about my favorite stock. 
It has been the biggest holding in my portfolio for nearly two years now. 
Year-to-date, the stock is up 15% and this is only the beginning as the company’s prospects continue to 
be impressive. 
 
Gemalto, the world leader in smart cards – including the SIM cards used in the mobile technology – 
published its third quarter sales figures today. 
Gemalto’s revenues were up 10% at constant exchange rates and management’s outlook remains bullish. 
 
The company operates in three areas: mobile communication, secure transactions and security. 
 - Gemalto is the world’s largest producer of SIM cards and also a technology leader: their mobile TV 
solution launched in Singapore is yet another proof of this. 
 - Contactless payment with smart cards for debit and credit payments is becoming more and more 
popular worldwide.  This payment method is progressively replacing the old greenback in small 
transactions in fast food chains, movie theaters, vending machines, stadiums, etc.  The secure transaction 
business includes also an authentication solution for internet transactions called EZIO, which can be used 
to digitally sign transactions for e-commerce. 
 - The security business includes electronic passports that are able to manage digital biometric data such 
as fingerprints. It also include electronic healthcare records on secure smartcards. 
 
 Here is why I like the stock. 
Gemalto is the result of the merger of the two leading companies in the industry, which both had about 
20% of the world market. 
As a result, Gemalto is now the overwhelming dominant player. The second and third largest companies 
have 12 and 7% respectively. 
Hence, Gemalto’s pricing power and buying power (mostly chips). 
Their pricing power has made it possible to discipline the industry: in 2006, SIM card prices were down 
35%, whereas today these are down a reasonable 6% year-on-year. 
The company’s buying power makes it very difficult for competitors to produce solutions at a competitive 
price. 
 
The company’s businesses are booming with lots of new applications emerging and Gemalto is by far the 
leader in volume and technology innovation. 
The margins were very low at the time of the merger, 3 years ago.  Today, through consolidation and 
restructuring, the operating margin is confidently forecast by the management to be double digit by the 
end of 2009 (up from 3% or so). 
Yet, this stock is trading at only 10x consensus earnings. Furthermore, how many companies can point to 
the fact that analysts’ earnings have consistently been revised UP over the last 10 months?! 
 
A few updates from today’s conference call: Government programs grew 22% on the back of large scale 
deliveries in Europe and the Middle East.  Identity and access management was up by 50% thanks to 
strong deliveries of online banking and enterprise authentication solutions.  Services for the banking 
sector continues to be strong (up 33%) as they claim to be part of the solution, not the problem.  This 
morning, Gemalto announced they have been selected by the French administration to produce a French 
ePassport of the second generation. 
 
Finally, management confirms its 20% growth objective in 2009 as well as a 10% operating margin. 
 
I hope this will wet your appetite.  Gemalto is cheap and has visibility, a precious commodity these days. 



I asked Scotty George, the head of du Pasquier Management to run the stock by his quant program and it 
is a clear winner according to his model too. 
 
Please send me your comments. 
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October 22, 2008 
Is It Time To Buy Alternative Energy Stocks? 
--------------------------------------------------- 
 
The energy crisis is so last summer… 
Alternative energy stocks are as vulnerable to the financial crisis as any cyclical stock. 
 
Here is the extent of the damage done to the so trendy wind energy producers in Europe: 
EEN FP is down 55% from its high, Iberdrola Renov down 60%, EDP Renov down 50%, Theolia down a 
whopping 80% since last spring and ERG Renov has lost 75% in the same short period of time. 
Yet, Scotty George’s quant analysis is very clear: these stocks are going lower, even though they already 
lost at least as much as the overall markets. 
 
Setting a trend in the fall of 2006, EDF Energies Nouvelles went public in Paris.  It was a big hit, moving 
up from the low 30’s to a peak of 55 a year later. 
It has been downhill ever since and the stock is now trading below its IPO level. 
Yet, in the meantime, the company has more than delivered on its growth and on profits.  Management’s 
latest revision of next year’s growth is actually UP, an oddity these days. 
Furthermore, politicians all over the world have made it clear they will continue to heavily subsidize wind 
energy to gain more energy independence. 
T Boone Pickens has chipped in as well. 
So, one would expect that defensive stocks with such great visibility would do well in a new era where 
increased government intervention will favor politically correct industries even more than before. 
 
I am convinced this is a sector to focus on for the long run. 
However, this little bubble has still to deflate a little bit more.  Valuations are still too high for investors’ 
comfort in today’s volatile world. 
In addition, uncertainty over the financing of new wind farms will give analysts excuses to revise their 
targets downward. 
 
Eventually markets will stabilize and investors will have to reposition funds for a very different kind of 
world. 
Alternative energy producers are good candidates, in my view, to benefit from the political climate that is 
developing. 
The hard question is of course: at what point does one start buying? 
The PE’s are still high: roughly 20 x 2009 earnings across the board, with Theolia trading at 43 x next 
year. 
We are monitoring those stocks very closely, but our models tell us that we will be able to buy them a lot 
cheaper. 
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October 21, 2008 
The Last Capitalist Country 
--------------------------------- 
 
China!  
 
Sarkozy wants to regulate the flow of capital. 
Merkel wants to outlaw hedge funds. 
Brown did not hesitate one second to nationalize UK banks. 
Venezuela, Iran or Russia are gleefully predicting the end of American capitalism. 
And we are proving them right with the biggest economic intervention in American history. 
  
The US government is now the proud owner of major banks, is bailing out speculators of all kinds and 
redistributing the wealth, soon through another "stimulus package" for the middle class.  
In the meantime, China is quietly deregulating its farming industry, thus continuing its incredibly 
successful transformation from a socialist economy to a capitalist economy. 
There is no wavering on the Chinese part, in spite of the bursting of their own asset bubble. 
After the 70% correction of the Chinese market, we are seeing some great opportunities emerging.  This 
especially in the domestic economy.  After all, wages increased 18% in the first half of the year, housing 
is becoming more affordable and the monetary authorities are loosening their policies. 
Scotty George's quant model is pointing strongly toward a stock in particular: SINA, the successful 
internet portal.  
It is now trading at 16 times consensus 2009 earnings while the consensus eps annual growth rate for the 
next 5 years is over 30%. 
It has net cash on its balance sheet and is generating a strong free cash flow. 
Unlike Baidu, Sina is not threatened by technology (Google, although a latecomer in China, seems to 
have a more efficient search engine).  It has an established market share (over 100 million users) in a 
market that is growing and still far from mature.  "Only" 250 million Chinese people have access to the 
internet. A 50% penetration rate would more than double the users in China alone, not to mention the 
diaspora. 
 
The nice opportunity today comes from the fact that if Sina does not make catastrophic management 
blunders, it will automatically benefit from the natural growth of the industry.   
In the short run, the stock is cheap because of concerns in the domestic economy. 
However these concerns look overdone (see top of the page).  The question is: what are the chances that 
China DOES NOT develop its internet industry in the next three to five years?  
  
Please send me your comments. 
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