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Friday, April 11th 2014 
Last Friday we saw yields on the Spanish 5 year bonds fall to match the US 5 year Treasury yield at 
1.70%. Then, on Thursday this week Greece issued a five year bond which was gobbled-up by 
investors. The European crisis may be over! This seems to be confirmed by the strength of the Euro, 
which in the face of the Ukrainian crisis continues to rise against the US$- Now at 1.39. We can 
breathe easier now…  
Or can we? As we see the US equity markets questioning their valuations- A powerful selloff on 
Monday followed last week’s Thursday and Friday declines- starting in the NASDAQ Biotech and 
Technology sectors eventually spreading to all sectors and markets. Then Tuesday and Wednesday 
gave us huge rallies which offset the Monday rout. But then, Thursday we saw good news on the US 
employment front with fewer Americans filing applications for unemployment benefits than at any time 
since before the last recession; indicating bigger gains in hiring will soon follow. A drop in firings 
signals that employers are optimistic that sales will pick up following a weather-related slowdown at 
the start of the year, which will pave the way for bigger increases in employment as demand rebounds. 
More jobs and growing incomes would help lift confidence and provide a spark for consumer spending, 
which makes up the largest part of the economy.  Reading this news, equity futures were rising into 
the US open, extending the previous two days’ uptrend.  
As the cash-markets opened, talk of “Dead Cat Bounce” spread into what became the worst day in 
equity markets in years- The NASDAQ falling over 3% Wow…Scary stuff, but then, if we step back a 
little and look at the charts we see that the S&P 500 was at 1’847 at the close of 2013 and closed 
Thursday at 1’833.08 or virtually unchanged…  
 
On Tuesday we saw European inflation expectations rising as the ECB looks to accelerate price rises 
to its 2% target. Well, the rise of the Euro seems to offset the ECB’s desires… And, whilst we see oil 
trading higher (reaching $103.50 for WTI), we wonder if this is just a currency effect, what with the 
US$ falling to a 5 month low? Some say that oil is about to fall, as there is a record amount of “oil on 
the water”, i.e. fully loaded oil tankers anchored around the oceans will bring prices down. Should we 
really be worried about inflation returning? And consequently, should we truly worry about short term 
interest rates rising? Maybe we should, but we don’t, for now at least…  
Later on Tuesday we got Alcoa’s Q1 results and they beat handsomely on earnings whilst coming in a 
little shy on revenues. The stock gained 4% thereafter. The minutes of the FOMC published on 
Wednesday triggered an equity and bond market rally, softening gold and the Dollar. In effect, the 
Federal Reserve played down forecasts by some of its own policy makers that interest rates might rise 
faster than they previously predicted. 
 
The big question we are facing is whether or not we are on the brink of a market collapse? All 25% 
falls commenced with a 3% fall, and then, most 3% drops were followed by rebounds. We can’t be 
certain either way, but when the situation is analyzed objectively, we see the following- We just started 
Q1 earnings’ season and so far, it is satisfactory. Interest rates are low and the bond market is very 
firm. The Fed sounds supportive of the economy, the ECB has some powerful arms up its sleeves, the 
BOJ is in concert and there isn’t a cloud in the sky over Geneva. The volatility is low, very low even- 
The VIX, in spite of the equity market drops, is still low at 15 or so, FX volatility is as insignificant as 
the bonds’ price movements; the market players are sanguine. On the political front we have the 
Ukrainian debacle and the usual conflicts in Syria, Sudan, Libya and some other, local issues around 
the globe. The most unclear piece is the FX market and the US$ weakness- Perhaps this is 
reassuring, as usually when things go bad, the US$ rises.  
 
It brings to mind an exchange between Einstein and Chaplin- "what I admire most in your art", said 
Einstein, "is your universality. You don't utter a word, yet....the whole world understands". "It's true", 
retorts Chaplin. "But your glory is bigger still: the whole world admires you, whilst no one understands 
you."  
 
Well, we choose not to panic, not quite yet anyway… Have a nice weekend  
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Core View: The world’s economies are mending from the fallout of the “Great Recession”. The 
economics are settling back into a reasonable growth pattern and stability is expected to 
continue. Volatility as a measure of risk is low in bonds, FX and equities.  

 

 Fixed Income- The low to non-existent inflation is expected to continue for the foreseeable 
future. This will drive Central Banks to maintain low short-term interest rates. Whilst the Fed 
may taper further, other central banks are likely to embark on easing. The fixed income world 
will likely remain stable at current levels- A well-diversified portfolio is expected to generate 
current income at about 3.5% in US$ terms with little if any capital gains or losses. It is a fair 
real return so long as inflation remains subdued under 2% per annum. 

 Equities- Although most indices are at or close to all-time highs, they are not expensive on 
historic P/E measures and frankly cheap when compared to bonds. The effective P/E of a US 
10 year Note is at about 37X and the S&P 500 is at 16X. With global economies growing at a 
slow but steady rate (world GDP expected at about 3.5%) we see limited fundamental 
downside risks. A well-diversified global equity portfolio can be expected to grow at 8-10% per 
annum. 

 Alternatives- In a normalising world, with new-found financial stability and a clearing horizon, 
economics are returning to base text-book relative values allowing clever investors to take 
views and positions. We expect this active management allocation to maintain if not exceed its 
recent results- similar to equity returns but with low correlation to any sector, with about 10% 
per annum, but lower volatility than equities.  

 Currencies- The market has very low volatility and the Euro is showing unexpected strength. 
We maintain belief in the fundamental strength of the US$ and would not bet against it at this 
time.  

 

Weekly Highlights: 

 Generally the USD had a poor trading week with the USD index [DXY] slipping from 80.40 to 
79.40 by this morning.  This was a broad based weakening with the major currency pairs 
rallying.  EUR rallied from 1.37 to reach 1.39, the CHF from 0.8930 to 0.8750, the JPY from 
103.50 to 101.50, AUD from 0.9250 to 0.9390.  The GBP also took strength from the much 
better than expected Industrial numbers and saw the pair move from 1.6550 to 1.6800. 

 The US bond market rallied in light of the very poor equity moves that we saw yesterday and 
the yields dropped from 2.74% to as low as 2.62%, the Bund dropped from 1.58% to 1.515% 
and peripheral spreads closed in again; Italy is now 165Bps over the Bund at 3.18% and 
Spain is also 165Bps over at 3.18%.  Looks like we are back to the periphery trading in 
lockstep again! 

 Global equities that seemed resilient for the first half of the week took a very large and 
aggressive tumble yesterday.  The Nasdaq being down 4.3% since last week… effectively a 
300Bn USD loss!  Whereas EM markets seem to have been more resilient dropping only 
0.25% - 1.0% on the day and more or less flat on the week. The weakness would seem to be 
continuing into today’s trading session as well with the US markets looking to be down 0.5% 
or so when it opens. 
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Disclaimer 

This document is for information purposes only and has been prepared by Bedrock SA, representing the opinions and investment views of 
Bedrock SA as applied in its investment advisory and management activities. It is a private publication intended for private circulation only. It does 
not constitute a company survey, a financial research, an offer, a solicitation or a personal recommendation to buy or sell specific products or 
securities. Bedrock SA disclaims all liability for any losses or damages of any kind relating to such information, which may be changed at any time 
without notice. The risks inherent in certain investments, particularly derivative products, may not be suitable for all investors. The contents of this 
publication may have been used for transactions by Bedrock SA prior to their communication. Distribution or dissemination of this document 
and/or the sale of certain products mention herein are subject to restrictions. Copyright 2013 All rights reserved. Approved for circulation in the UK 
to professional clients only by Bedrock Asset Management (UK) Ltd which is authorized and regulated by the Financial Conduct Authority. This 
presentation is being made to you solely for your information and must not be copied, reproduced, further distributed to any other person or 
published, in whole or in part for any purpose. 
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