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Last week we mused about faith. We held onto our belief into a troubled market, we remained firm 
over the “flash-crash” of Monday, enduring the 1’000 point free-fall of the Dow Jones and the 
meltdown of Shanghai. We questioned our beliefs and chose to keep them and even added equities to 
our portfolios on Tuesday.  Oooof, as said Jobs, looking at the results with the S&P down 2.4% since 
Thursday night close but up 1% this week.  
Then, the Chinese central bank (“PBOC”) added liquidity, cut rates and announced that pension funds 
may now buy equities. Fed officials made noises that the US economy is robust and that interest rate 
rises will occur, if at a later date than September. On Wednesday, New York Fed President William 
Dudley said that prospects of a September lift-off in the central bank's key lending rate "seems less 
compelling to me than it was a few weeks ago."  These words accompanied data that durable goods 
orders to U.S. factories for long-lasting manufactured goods rose by 2% in July, and demand in a key 
category that tracks business investment plans jumped by the largest amount in 13 months. 
While markets look for signs of when the Federal Reserve will tighten monetary policy, market chatter 
about what the Federal Reserve's next steps will be suddenly has shifted from when it will raise rates 
to when it will offer more stimulus. Bridgewater Associates founder Ray Dalio believes the central bank 
could resort to easing. The Fed could loosen monetary policy through quantitative easing rather than 
tightening, he said in a client note. He highlighted that risks of deflationary contraction are increasing 
relative to risks of inflationary expansion. Jim Cramer gave investors a reality check. He warned to 
never, ever, confuse the day-to-day actions of the stock market with the state of the real economy. As 
many saw in the horrendous decline on Monday, the market and the economy can vary drastically. 
 

Then we were told that the U.S. economy grew faster than initially thought in the second quarter on 
solid domestic demand, showing fairly strong momentum that could still allow the Federal Reserve to 
hike interest rates this year. GDP expanded at a 3.7% annual pace instead of the 2.3% rate reported 
last month. Then, Oil rocketed more than 10% higher on Thursday, posting its biggest one-day rally in 
years, as recovering equity markets and news of diminished crude supplies set off a short-covering 
surge by bearish traders. Oil climbed as world stock markets rose on hopes that Chinese government 
measures to stimulate the economy would pay off, while the dollar strengthened as risk aversion 
eased. Since July, as oil prices embarked on a second steep decline, big funds and speculators nearly 
trebled their gross short positions in U.S. crude oil futures and options to more than 160 million 
barrels, and dealers have been bracing for that to unwind - with some warning that the scramble to 
exit those trades could be fierce. 
Asian stocks extended their recovery into the final trading day of the week as investors cheered a 
second day of gains in Chinese and U.S. markets. China's benchmark Shanghai Composite ended 
nearly 5% higher, with gains accelerating in the final half-hour of trade. South Korean stocks also 
gained for a fourth consecutive session, hitting a nine-day high and ending the week 3.3% higher. 
Elsewhere, Philippine and Thai stocks both jumped nearly 1%, tracking the Asia-wide rally. 
As we said, keeping one’s faith can be rewarding…  
To be sure, overall sentiment still remains fragile amid conflicting comments from Federal Reserve 
officials at a key meeting of central bankers at Jackson Hole. 
Gold chose to fall this week, some say that it is because the Dollar is up, others invoke the return of 
the Risk-Off sentiment. We suggest that it may be reasoned elsewhere; in Poland, where rumours are 
circulating that a lost Nazi train was found with huge amounts of gold on board may add supply…   
 

In Europe, the Big Headline du Jour “BHdJ” is the rising tide of refugees from Africa, Syria, 
Afghanistan, Iraq and elsewhere. Thousands upon thousands of people are escaping the depravity 
and dangers of their countries and finding their way to the safe-haven of Europe. Germany alone is 
expecting over 800’000 arrivals this year. Greece, Italy, Macedonia, Hungary and others are struggling 
with the influx. England and France are battling masses of people trying to get through the Chunnel. 
The broadsheets are lamenting the costs and the risks to employment, just as the text sheds tears for 
human sufferings. Well, as we know, many dark clouds have silver linings - A boost to the population 
is a driver for GDP. This immigration whether legal or not, creates demand. America was built on 
immigration, Germany absorbed East Germany and flourished, Israel accepted a 20% increase of its 
population with the immigration of Russians in the 1990’s and experienced stellar GDP growth. We 
favoured European equities on the back of the ECB’s QE, and this “problem” only adds to this view! 
It seems natural that the shifting composition of a nation’s population ought to influence GDP growth 
and perhaps also capital markets returns. Pat Paulsen, the American Satirist wrote: “All the problems 
we face in the United States today can be traced to an unenlightened immigration policy… on the part 
of the American Indian.” 
We accompany you into the closing weekend of summer with a thought on faith - When one talks to 
God, they are praying. When God talks to us, we are schizophrenic  
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This Week’s Highlights: 

 

 The US Dollar dropped dramatically on Monday as equities continued to slide.  The Dollar 
Index (DXY) has managed to turn positive for the week though, moving from as low as 92.62 
on Monday to peak at 96.00.  The Fed meets at Jackson Hole for the next two days and all 
eyes will be firmly fixed on the policy direction that is taken.  For now the recent Fed members 
who have openly discussed their views seem to be leaning to waiting a little longer for the first 
rate rise. The US$ is now trading at about $1.13 against the EUR and at 0.96 against the 
Swiss Franc.  The Pound has not managed to hold its ground this week and is trading lower at 
1.54. We maintain our belief in the fundamental strength of the US$ in the longer term and 
that these fluctuations introduce good entry points for long US$ positions. Again, this view is 
driven by the outlook for interest rates to hold or rise in the US and hold or decline elsewhere. 
The Japanese Yen remained strong versus the USD this week and is trading 120.80 having at 
one point hit 116, which was where we were trading in January. Gold which started the week 
at $1,162 has fallen back to briefly hit $1,120 and is at $1,130 this morning. We note that after 
oil had dropped to a 6.5 year low there has been room and reason for the oil to rebound.  WTI 
is trading now at $41.90/Bbl having touched 37.75 on Monday and Brent is now at $47.00/Bbl 
having also dropped to 42.23. The Russian Rubble has rebounded in line with the crude price 
action, and is trading at 67.25 per USD having briefly peaked at 71.69 on Monday!  The 
Brazilian Real which has recovered fractionally for the week is still down against the USD at 
3.55 but the USD peaked at 3.66! We do not see a significant rally in either the RUB and are 
concerned that the Real would rather be in for continued weakness.   

 The US 10Yr Treasury yield is significantly higher on the week at 2.15%... considering the 
scale of the equity pullback and huge volatility increase therein, the Treasuries do not seem to 
have reflected the irrational worry that has occurred in the equities.  The German 10Yr Bund 
has moved significantly lower in price this week and has sent the yields flying from 0.51% to 
0.76% in two trading sessions – we are currently at 0.72%. The Spanish 10Yr yield is 
surprisingly unchanged at just above 2.04% after a strangely quiet week. Italian 10Yr yield is 
higher on the week at 1.92% moving from 1.84% at the beginning of the week. In the UK, the 
yield on the Gilts has jumped much higher, moving from 1.72% to 1.92% this morning.   Even 
the Swiss 10Yr yields have become “less negative” at about -0.12%. 

 Equity Markets were incredibly volatile this week.  With the US seeing huge intraday swings 
with the NASDAQ dropping 8.8% on the open on Monday only to rally 12.1% from the lows to 
finish the week to Thursday +2.27%!  The Dow slipped a whopping 6.6% on the Monday open 
but has rallied by 8.36% since the low and is now +1.18% for the week, with the S&P 500 
moving lower by 5.27% on its Monday open but rallying by 6.47% to last night leaving it 
+0.85% for the week. The futures are indicating a slightly negative open, but should still leave 
the indices positive for the week, should it close in a similar fashion (which it almost never 
does!).  The DAX has been extremely volatile this week as well, seeing over a 1,000 point 
oscillation down and up!  The DAX is currently trading at +1.22% for the week, the CAC had 
fallen by over 8.6% on Monday but has recovered so far to be +0.6% for the week.  The Swiss 
SMI is relatively unchanged.  The Eurostoxx 50 looks to be trading at about +1.0% for the 
week.  The Shanghai composite continued to slide this week with the index dropping another 
whopping 7.85% and has now turned negative for the year at -0.07%. Whilst the Hang Seng 
Index is now down 18.64% year to date. In Japan the Nikkei was down by 1.5% for the week 
leaving the index at +9.66% year-to- date. 

We do note that volatility as measured by the VIX exploded upwards over this turmoil, now at 
26.1 or double its previous “stability level” of a week ago, having spiked to 53.29 on Monday! 
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Highlighted items are interesting data points for the week 

   

   
   All data is compiled from Bloomberg 
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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 2015 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. 
© 2015 Bedrock S.A. 4, ch. Des Vergers, 1208 Geneva, Switzerland, T: +41 (0)22 592 5455 
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