
Velocity Global Macro REIT Fund
August 2009

Fund Objective

Why Choose This Fund?

About The Fund

The objective of the Fund is to invest predominantly in global real estate securities
using a proprietary quad unity theory. The Fund targets annual dollar returns in excess
of 30% with a Sharpe ratio above 1, and understands that achieving its return
objective will likely provide profits in an asymmetrical distribution pattern over time.

The Fund invests in global real estate securities and provides an investor who is looking 
for an absolute return investment the opportunity to diversify into another asset class.

Further, the Fund offers the following unique benefits:
• The Fund is managed using quad unity theory: fundamental, technical, quantitative 

and sentiment valuation techniques. 
• Unique “top-down” approach.
• The Fund allows for both Long and Short Investing.
• Underlying investment in international real estate, with diversified geographical 

exposure.
• The Fund manager enjoys a highly successful track-record managing real estate 

hedge funds for more than 7 years.

Classification Global Long Short – REIT 

Risk rating Relatively Aggressive

Physical address: 205a 332 Oxford Street, Bondi Junction, Sydney, Australia
Postal address: 27 O’Donnell Street, North Bondi, NSW, 2026, Australia
Tel:  +61 (2) 93694631 E-mail:      michael@velocity-trading.com
Directors: Michael Berman, Alan Azizollahoff, Brian Azizollahoff
ABN. No.: 85 133 807 271 

This document has been issued by VT International (Proprietary) Limited ("Velocity") for information purposes only. Velocity 
has based this document on information obtained from sources it believes to be reliable but which it has not independently 
verified. Velocity makes no guarantee, representation or warranty and accepts no responsibility or liability as to its accuracy or 
completeness. 

VT International trading as “Velocity Trading” is a boutique real estate securities 
asset manager, with a focus on alternative investments. The company is an 
authorized representative of Surety Asset Management (AFS: 322081) an ASIC 
registered MDA/CTA. VT International is Australian domiciled with partners based in 
South Africa and the USA. 

About the Asset Manager

Manager Information

Disclaimer

Fund Relative Performance *

Freestyle Fund – Current Month – August 2009 -6.09 % 

Freestyle Fund – Year-to-Date – 2009 -2.39 %

Freestyle Fund – From Inception – June 2008 37.26 %

Benchmark ̂  – Current Month – August 2009 1.25 %

Benchmark  – Year-to-Date – 2009 8.86 %

Benchmark  – From Inception – June 2008 -5.94 %

EPRA Global *^ – Current Month – August 2009 5.22 %

EPRA Global  – Year-to-Date – 2009 18.86 %

EPRA Global  – From Inception – June 2008 - 38.45 %

Key Statistics *
Return Since Inception (June 08) 37.26 %

Annual Return 29.81 %

Return YTD – through August 09 -2.39 %

Average Monthly Return 2.34 %

Volatility (Standard Deviation Annualized) 24.37 %

Sharpe Ratio (RFR 2.00%) 1.07

Sortino Ratio (RFR 2.00%) 2.71

Best Month 23.11 %

Worst Month -6.09 %

% Winning Months 60 %

% Losing Months 40 %

No of Months 15

Historic Monthly Returns *

YEAR JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

2008 40.62% 23.51% 2.73% -2.52% 7.59% 8.81% -0.65% -2.25%

2009 -2.39% 3.34% 1.14% 2.57% 1.37% 0.01% -2.24% -2.17% -6.09%

Past Performance is no indication of future performance.

Comparative Charts
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Freestyle Benchmark EPRA Global

* All Calculations after Fees. Management Fee 2%p.a. and Performance Fee 20%
^ Benchmark is the daily quoted HFRX index
*^ EPRA Global Index is the most comprehensive index of the Global REIT market

Beta & Alpha Adjusted (vs EPRA) & Attribution Analysis 

Longs 10% Shorts 90%

Net Exposure -76% Leverage 1.03

Correlation - 45.59%

Beta of Fund  (monthly) - 0.24 Alpha (monthly) 1.7%

mailto:michael@velocity-trading.com
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Fund Commentary

Summary of Performance and Strategy
August proved to be a terrible month for the fund with our worst monthly performance to date. It is precisely at times like this
when one is felling vulnerable that a sound investment strategy is vital (I strongly encourage you to read the essay on Myopic
Loss Aversion on the next page).

In short our strategy remains the same. We are sentiment extreme contrarian traders and the current picture paints an extremely
stretched bullish picture. As of August 2009 month end the Daily Sentiment Index (DSI) registered 89% surpassing the 88%
bullish high registered at the market top in 2007, the same can be said for the American Association of Individual Investors and
Investors Intelligence surveys registering 51% bullish readings – also new highs. Investors Intelligence registered a new bearish
low of 19.8%. 90% of economists polled by the Wall Street Journal and 75% of 204 asset managers surveyed by Merrill Lynch
called for an eminent economic recovery. Investors on average cash balance reduced to 3.5% the lowest level since July 2007.
Business confidence in Germany reached its highest level since January 2006. The Business Confidence Monitor in the UK
recorded its biggest ever quarterly rise and moved into positive territory the first time since the 3rd quarter of 2007. DSI readings
for the CAC, FTSE 100, Eurostoxx and DAX have all surpassed 80% and their 2007 highs.

The market we are currently most focused on is the US REIT market which enjoyed a 17.5% rally in August causing us severe
indigestion. As things look 2 days into the new month, a high of some measure may have been printed in the last week of
August. If so September seasonally the worst month in stock market history could prove to be a turning point for the fund.

Historic Monthly Returns *

YEAR JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

2008 40.62% 23.51% 2.73% -2.52% 7.59% 8.81% -0.65% -2.25%

2009 -2.39% 3.34% 1.14% 2.57% 1.37% 0.01% -2.24% -2.17% -6.09%

* All Calculations after Fees. Management Fee 2%p.a. and Performance Fee 20%

Past Performance is no indication of future performance.

Ticker: IYR representing the US Index
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Fund Commentary

MYOPIC LOSS AVERSION

As a slight departure from my usual month end newsletter I write this on a gorgeous day at a café overlooking Bondi Beach 
with 4 trading days left of the month, and not at the beginning of the new month as usual. This letter is addressed primarily to
myself as a source of intellectual reinforcement, but I believe we can all take something from its message. 

As a discretionary fund manager there are many times when ones market calls do not go exactly according to plan and it is 
during these times that we need to dig deep into our resolve, to question the basis of our research and our overall 
methodology and ultimately deliver on our stated objectives. Whilst the current market has moved with more persistence 
than I anticipated, it has by no means behaved in a manner at conflict with my overall market views. In fact what has 
developed over the last 6 weeks I believe is a fantastic gift for a sentiment extreme trader such as myself. The most 
reputable sentiment indicators are currently registering extremes above their 2007 highs with bears in extremely short 
supply. This combined with momentum indicators stretched to severely overbought levels paints a superb picture for an 
aggressive market reversal.

So let me once again re-look at the stated objectives of the Velocity Global Macro REIT Hedge Fund. The objective is to 
achieve a 30% annual return with a Sharpe Ratio of 1 displaying an asymmetrical return distribution over a full trade cycle of 
9 - 12 months. Having a clear objective and sticking to its goals is the key to achieving success, even more so in the face of 
adversity. Our strategy is very clear in that we look to make outsized returns when market calls are correct and keep losses 
to a minimum in the event of us being wrong. We have described at length in previous letters that markets behave according 
to their own time line and hence we accept returns to be asymmetrical as the market doesn't respect a hedge fund 
managers calendar performance needs. Having reaffirmed the funds objectives and feeling calm about the current portfolio 
composition it will be good to analyze the financial industries short term bias which places so much pressure on short term 
performance, consequently at the expense of longer term performance (talk about shooting ones self in the foot).

The bias I am referring to is Myopic Loss Aversion ("MLA") ( Benartzi and Thaler 1995) where too greater emphasis is 
placed on short term (myopic) performance causing investors to underweight risk and as a consequence underperform. In 
order to understand where the theory of MLA originated we need to take a few steps back and look at a problem Mehra and 
Prescott identified in 1985 called The Equity Premium Puzzle which questioned the quantum of the equity premium for 
stocks over bonds as should be explained using the classical economic paradigm. According to their analysis of +- 100 
years of market data the equity risk premium which is the equity return less the risk free rate should have been a lot lower 
than evidenced by the data, thus implying a far greater need for compensation for taking on market risk than a symmetrical 
model would suggest. 

The answer to this puzzle came by way of MLA, an adaptation of the seminal work Prospect Theory (Tversky and 
Kahneman 1979), whereby Benartzi and Thaler used two of its key principles, namely Loss Aversion and Mental Accounting
to clarify the problem. These two theories are huge pillars of the Behavioural Finance landscape and will need far deeper 
analysis, which we will hopefully get to in future letters but for now it is sufficient to say that Loss Aversion is the thesis that 
one feels the pain of financial loss a lot more than the joy associated with financial gain. Mental Accounting describes the 
way we evaluate outcomes to our decision making process, in the case of MLA it refers to the way we frame financial 
performance in a very narrow time frame.

With this basic framework in place let us look at the case in point. The Velocity Fund believes it takes between 9 - 12 months 
for it to achieve its stated objective of 30% per annum. Theory tells me and the acid in the pit of my stomach validates the 
theory that the more frequently I look at performance the greater the likelihood of feeling discomfort, hence the greater the
probability of avoiding risk in the portfolio the very source of the funds performance. It is therefore imperative that I put aside 
the industries need for neatly boxed monthly returns in an effort to stay true to the funds objectives and in so doing by 
lengthening the funds performance evaluation in line with its objectives we will be able to at this most crucial point in the
trade cycle embrace the appropriate amount of risk in order for the fund to achieve its performance goals.

By focusing on the funds last 3 months of losses and ignoring the superb performance over 15 months it is very easy to 
become negative and too risk averse at a time when our market research is pointing to the highest probability of outsized 
gains for those few mavericks committed to a market reversal. In conclusion, Bavlatskyy and Pogrebna (2006) found 
experimental evidence supporting a process of tilting the very behaviour responsible for MLA and in so doing neutralizing its
damaging effects. I believe the validation of the funds stated objectives and the emotional acceptance of the funds 
performance time line is a great step towards avoiding the bias of Myopic Loss Aversion afflicting fund managers and 
investors.

MICHAELMICHAEL BERMANBERMAN


