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Results 
 
We have lagged the US stock market so far this year.  We own quite a few smaller companies that 
haven’t tracked the stock averages.  I think these smaller companies have very good potential if events 
unfold as I believe they will.   The fancy term for how well a portfolio tracks an index is correlation.  
The investment community is enamored by correlation.  I spend little time figuring out how closely our 
investments correlate with the average stock index.  What I do spend time on is: how good is 
management, what are the competitive advantages of the business and are we paying a reasonable price.   
These are the big items and if done with care the rest will work out fine.  
 
 
Headlines 
 
The macro headlines are pretty gloomy:  Europe is in trouble, USA deficits, and China slowing down.  
Should we sell everything and go into cash for safety?   Nope, ignore and move forward. First, there is 
no sure way to figure out how these macro markets are going to unfold.  Second, the bad news 
eventually follows good news and you don’t want to be in cash when events surprise to the upside. 
Third, even if you could figure out how these issues are going to unfold, there is a pretty good chance 
that our stocks will not follow the macro prediction.  When markets were down three years in a row, i.e. 
2000-02, we had some of our best years.  
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Cape Verde Hurricanes and Macro Markets 
 
When I say there is no sure way to figure out how macro markets will unfold, I do it with extensive 
consideration. I will be traveling to FL this summer.  I will be checking out our investment in Pantry 
(PTRY), looking over some real estate St. Joe (JOE) owns and an investment Leucadia (LUK) has 
made in the area.  LUK has purchased the old airport in downtown Panama City. These guys find some 
interesting things to invest in.  Hurricanes can disrupt this area during this part of the year and possibly 
my trip.  What is the ability to forecast a hurricane in the area?  The big hurricanes are called Cape 
Verde Hurricanes. They are born near islands that rest off of the west coast of Africa.   To see how they 
start we have to back up even further to the 500 mile diameter Sahara Desert where the sun beats down 
on the surface of the desert creating a huge dome of rising hot air. This rising air creates a vortex and 
high winds that suck in more air and dust as the super heated column of air rises. As these waves of 
rising hot air move west they come over the ocean at the Cape Verde Islands.  Once over the ocean, the 
clouds seeded with dust can form a hurricane.  NASA, NOAA ( National Oceanographic and 
Atmospheric Administration), European scientist and several universities have committed quite a bit of 
resources, i.e. satellite images, weather stations, planes to collect data and computer models to figure 
out this phenomenon and have been at it for years. The effort is called African Monsoon 
Multidisciplinary Analyses (AMMA).  Scientist have a pretty good handle on the ingredients and the 
physics of weather, but are still lacking some small initial conditions that bands several thunderstorms 
together over Cape Verde to form the hurricane.  
 
These weather systems are very similar system to the stock market, i.e. systems where small initial 
conditions can have a big impact eventually.  With weather we have a shot at figuring some of this out, 
i.e. very similar initial conditions repeat over and over again.  In the economy/stock market completely 
new initial conditions are always coming into the equation.  New leaders, laws, and technologies are 
constantly adding brand new initial conditions.  Just like a thunderstorm that fizzles over Cape Verde, 
most initial conditions in the economy just die out, but some reach a tipping point and have a massive 
effect.  The housing bubble was just one of those events. If we look back far enough, it is likely that just 
a few initial conditions reached a tipping point which resulted in this bubble. You can’t predict which 
initial conditions will fizzle and which will reach a tipping point. The housing bubble and hurricanes 
blow out the same way; they just run out of energy.   I have extensively studied many economic 
indicators and stock market models over the last 25 years, some look promising and work for a while, 
but all eventually fail.  This is due to some new initial condition that hits a tipping point and voids the 
correlation in the model. Since you can’t really predict why they are working, you can’t predict when 
they will fail either.  
 
Could the slowing in China, the US debt problems or the European Union reach a tipping point and 
cause large dislocation?  Quite possibly, of odds I can’t calculate. Each one of these events would have 
a different effect.  A further deterioration in Europe wouldn’t affect our YUM! investment near as much 
as a drastic slowing in China.  So even if I could accurately calculate the odds of each event, which I 
can’t, you would end up with too many possibilities to make an investment decision.  If, in fact, one of 
these situations would cause a dislocation, we will look for an opportunity once we get there. Otherwise 
I don’t pay much attention to the headlines.  
 
Big, Medium and Small 
 
We have quite a few investments in smaller companies.  Some I have not disclosed yet, because I may 
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possibly buy more.   The stock prices of these companies act quite a bit different than the stock prices of 
large companies.   For example, Johnson and Johnson (JNJ) is a very large, well established company.  
It has an entrenched competitive advantage, operates in broad markets, has vast systems, infrastructure, 
and a deep and highly experienced management team.  We just can’t expect the stock of this company 
to go up 3x in a short period of time.  It’s a lumbering giant.  I expect them to do better than the stock 
market because of some catalyst that is unfolding, i.e. new management and the fix of the consumer 
division.  While we wait for that to unfold, we receive a healthy and growing dividend.  I expect the 
stock price to lumber along, productive, but unexciting.  The investors bank on 5% to 10% growth of 
these companies and usually they get it. On average these stocks move with the market.  So if the S&P 
500 or Dow is up for a 3 month period, most of these large companies will do similar.  
 
With small companies growth is less predictable and can come in fits and starts.  If a small company is 
not hitting its growth target, the market punishes them considerably more because they are likely to 
miss by a larger margin than say a big company like JNJ. Also, they don’t usually pay a dividend.  In 
addition, 5-10% growth is unexciting for a small company.  Why own a small company growing 10% 
when you can own JNJ and not worry about much.  Smaller companies taken individually tend not to 
correlate so much with the stock indexes. They are more event specific.  Not many specific events can 
affect JNJ.  On the other hand, if for example a company like Nam Tai gets a good contract to 
manufacture LCD screens for Apple, Nam Tai’s stock can move considerably.  
 
We tend to own some of both, because we find interesting opportunities across the whole spectrum of 
companies, from small to large.   It’s nice to have some larger companies because in a dislocation these 
investments act more like money in the bank, i.e. you can sell them most anytime if a better opportunity 
arises.  Currently, we have quite a few smaller companies and over a recent period our investments have 
been negatively correlated to the markets. Some weeks the markets are down and our investments are 
up and vice versa.  The smaller companies are where I am currently finding the best upside opportunity.  
 
Unilever, P&G &YUM! 
 
Last quarter I wrote about the battle that Unilever (UN) and P&G are having to gain ground in emerging 
markets.  P&G is the gorilla in consumer brands in the USA.  One look at the detergent aisle at Wal-
Mart tells the story.  The dominance of Tide is amazing. P&G owns Gillette also.  P&G likely has the 
most extensive use of technology for tracking consumer products in the developed world. On the other 
hand, UN has been operating in emerging markets quite a bit longer than P&G.  A while back P&G 
began a big push into emerging markets. Recently they announced a pullback of those plans and a focus 
on a core number of emerging markets.  It’s tougher than it looks.  There are well worn systems and 
procedures for stocking shelves and distributions here in the US.  Emerging markets are quite different.  
Just because you are P&G doesn’t get your product on a shelf in front of a customer in Jakarta.  The 
distribution system is quite different.  This brings up an interesting difference between consumer brands 
to be sold at retail and say YUM!.  YUM! controls the whole distribution chain, from the beginning to 
the hand of the consumer. UN and P&G don’t, there is one step left to the customer and that is the 
retailer. YUM! is in the sweet spot of its growth.  UN’s sweet spot is coming as distribution systems 
improve.   
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CURRENT HOLDINGS 

   
       Company Exch. Symbol Shares Current                         Value                  Percent 

    
Price 

 
                of Assets 

________________________________________________________________________________________________________________________ 

       Other NYSEArca 
 

15000 27.81 $417,150.00 3.6301% 
Aspen Technology NAS AZPN 20600 23.15 $476,890.00 4.1500% 
Boeing NYSE BA 6500 74.3 $482,950.00 4.2027% 
Berkshire Hathaway NYSE BRKb 8500 83.33 $708,305.00 6.1638% 
Other NAS 

 
169602 1.33 $225,570.66 1.9629% 

Other OTC 
 

90000 3.85 $346,500.00 3.0153% 
Eastman Chemical Co. NYSE EMN 8670 50.37 $436,707.90 3.8003% 
Johnson & Johnson NYSE JNJ 12850 67.56 $868,146.00 7.5547% 
Leucadia NYSE LUK 20000 21.27 $425,400.00 3.7019% 
Other OTC 

 
188000 3.83 $720,040.00 6.2659% 

Men's Wearhouse NYSE MW 8550 28.14 $240,597.00 2.0937% 
Newmont Mining NYSE NEM 5800 48.51 $281,358.00 2.4484% 
Nam Tai Electronics NYSE NTE 123960 5.82 $721,447.20 6.2781% 
The Pantry, Inc. NAS PTRY 84378 14.7 $1,240,356.60 10.7937% 
Scotts Company NYSE SMG 10100 41.12 $415,312.00 3.6141% 
Direxion Trsry Bear NYSEArca TMV 1100 54.86 $60,346.00 0.5251% 
Unilever NV NYSE UN 22645 33.35 $755,210.75 6.5719% 
Direxion China 3x Bear NYSE YANG 15000 15.14 $227,100.00 1.9763% 
YUM! Brands Inc. NYSE YUM 32000 64.42 $2,061,440.00 17.9389% 

       
       
 

Cash............................... 
 

$386,551.07 3.3638% 

 
Securities......................... 

 
$11,110,827.11 

 
 

Accounts Payable………………………………….. -$5,940.00 -0.0517% 

     
___________________ 

 
 

Net Assets......................... 
 

$11,491,438.18 
 

       
 

Total Shares....................... 
 

154081.3965 
 

     
___________________ 

 
 

Share Price........................ 
 

74.5803 
  

The Bottom Line  
 
The US stock market essentially has made no advance since 1999, 13 years ago.  Target 3 has fared 
considerably better.  It appears that markets still face headwinds, i.e., Europe, US debt and Chinese 
growth.  Yet, the world will work through these issues over time.   The challenge is to find companies 
that have a tailwind and can do well now.  I believe we own many companies that can buck the 
headwinds.  Time will tell.    
 
Thank you for your business. 
                    Regards, 
  
         _____________                                                                                                                                                                                                                                                            
         Jon Christensen 
 
 
 

Your money invested like my own, be assured we’re partners in every investment. 
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