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Dear Partner, 

We concluded the third quarter of 2017 with a drop of 4.94% and a price of the Fund at 2.50. 

The 10 year US Government Bond concluded the quarter with a yield of 2.32% compared to 2.3% at the end 

of the second quarter. The 30 year US Government Bond (on which we are in a short position) concluded the 

quarter with a yield of 2.86% compared to 2.84% at the end of the previous quarter. 

In the East there was no news during this quarter which doesn't necessarily mean that China solved all its 

problems, but that for the time being the Chinese authorities are still able to sweep them under the carpet. 

We will all pay the price for that in the future. Nor was there any special news coming out of Europe. The 

Central Bank continues to purchase Sovereign Bonds from various countries as well as corporate Bonds in 

the amount of 60 Billion Euros per month. Amiran Doron Tzur brought a great example in his article that 

appeared in the newspaper "The Marker" about three weeks ago. He brought a case where the Austrian 

Government ( rated) AA+ issued a 100 year Bond with a yield of 1.2% ,yes you read correctly, which is not 

linked, this is a nominal yield for the next 100 years, this is where the danger of such a bond should be 

pointed out which is due to the longevity of this bond. It is customary to say that a 10 year bond loses about 

10% of its value if the interest for 10 years rises by 1%. Hence a bond with a duration of 50 years will lose 

50% of its value. And if the market rate will be  not 1.2% but 1.3%. And what will happen to the bond 

holders if there will be an inflation rate of 2% per annum? Or if the interest market rate goes up by 2% the 

loss for sure will be higher than 50% of the value of the bond. So who buys bonds with such a yield? The 

answer is regulation.  The Austrian pension funds are required to invest 75% in sovereign bonds. Likewise 

with pension funds in other countries, however the policy of the Quantitative Easing that the Central Banks 

applied in recent years brought the prices of the bonds to absurd levels, and the institutional investors 

continue to invest in them despite the guaranteed losses in the future. 

In the US another quarter ended with record levels in various stock exchanges. The central bank announced 

at its last meeting that it will start diminishing its balance sheet at the rate of 10 billion dollars a month, a 

pace that will increase every quarter. These aren't sales initiated in the bond markets yet, but non 

reinvesting of matured bonds or interest receivables on a balance sheet of over 4 trillion dollars will result 

immediately with a drop in the monthly demand of 10 billion dollars. This is not small change, this is about 

20% of the monthly amount raised. Add to that the fact that the Chinese have stopped purchasing (in fact 

they are even selling a bit) and behold you have a significant drop in the demand for US government bonds. 
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All this has not yet been reflected in the yields on which the bonds are traded, however I must point out 

here, that in the last half of last year I spent several months in the USA, I held many meetings with many 

company managers and money managers. There are two outstanding points that came up at these 

meetings: First – no one takes the new President seriously. His election is referred to as an accident that 

must be borne while minimizing the damage. Second – it is clear to all the corporations  that the era of 

cheap money is over and that the rise of yields is just around the corner. 

 

Respectfully yours, 

Roy Mayer 



 

 

 

 

 

 

Profile Exposure Rate of Exposure % of Portfolio Security 

Bonds 290 290   U.S 30 Year T – Bond – Short 

- 290 -  Total Short Exposure 

- 102 -  Total Long Exposure 

- 6  6  Total liquidity 

- - -  Total Exposure To Stocks/Commodities 

- 290 -  Total Exposure To Bonds 

- 4 -  Total Exposure To Forex 

- 295 -  Total 

The Fund's Assets Composition for September 2017  


