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Another week has passed… a very boring one for a change. The entire financial world is clearly in 
limbo awaiting next week’s Federal Reserve decision on interest rates. Actually, it is quite amazing 
how large can a looming quarter of a percent actually be…  
The week has been so uneventful that the headlines were filled with Donald Trump, the GOP front 
runner now with a 25% lead in the Republican pack, on the back of fresh outrageous statements 
whereby he’d ban entry to the US for Muslims. Calls for pre-emptive impeachment are rising in the 
USA; a petition to ban him from entry to the UK found half a million signatures. Indeed, a wasted 
week! Even Global Warming wasn’t resolved… A true sleeper-week zzzzzzzzzzzzzzzzzzzzz… 
Little attention was paid to the results of French regional elections which placed the Front National 
(“FN”) ahead with a big margin. The right is gaining as a reaction to terror and rising refugee 
immigration. Xenophobia might be the driver of politics into 2016 with hard to anticipate effects. Can 
Europe hold together with the accelerating strains on the Union? Strangely, the FX markets seem to 
believe the risks of a political breakdown is feeble and falling, as the Euro has been rising. Curious 
actually, in the face of negative interest rates on the single currency (now at minus 0.30%!) and an 
almost certain rise of US Dollar rates as soon as next Wednesday. Should ‘Finance 101’ textbooks be 
re-written?  
Currency-wars may be a term we will be hearing again into 2016- China's yuan dropped to its lowest 
level against the dollar in over four years Friday, as the central bank steadily guides the currency lower 
amid an economic slowdown and hefty capital outflows. The yuan, or renminbi as it's also known, fell 
to 6.4550 against the dollar, its lowest level since August 2011. Earlier Friday, the People's Bank of 
China (PBOC) had set the mid-point for the yuan at a new four and a half year low of 6.4358, down 
0.2% from Thursday's fixing. And this against the Dollar which has just experienced a 4% drop against 
majors, after the ECB’s disappointingly small reduction in their overnight rates of a week ago.  
There has been much debate about the true value to the world economies from the global QE 
programs of the main central banks. Some say it has been useless as ‘first world’ economies are 
faltering; others argue that whilst this observation may be valid, without the intervention we would be in 
depression. On one count they all clearly failed- the loudly and repeatedly stated target inflation rate of 
2% has clearly been missed. The Euro-zone is running in negative CPI, the US with its confusingly 
broad set of measures remains well below target, Japan can’t find its way out of the zero zone etc. 
And then, The US Labour Department said on Thursday import prices dropped 0.4% last month after a 
revised 0.3% decrease in October. Import prices have declined in 15 of the last 17 months. In the 12 
months through November, prices tumbled 9.4%!!! Dollar strength and a sharp decline in oil prices 
have dampened inflation. Back to the revision of Finance 101 textbooks- Why on earth will the Fed 
raise rates, strengthen the Dollar and further pressure import prices and clearly keep the elusive 2% 
inflation elusive??? There must be a logic somewhere, but in all honesty, we fail to see it.  
The second issue is the relentless obliteration of commodities. Many investors believe that the Fed is 
raising rates at a time when the global economy is falling apart. They use commodities as a barometer 
of how the economy is doing, and the declines are so massive that many old-timers think that the Fed 
is totally nuts to raise interest rates right now. 
Past experience shows us that almost all of the damage rate hikes cause to the stock market happens 
before the rate hikes. If you choose to sell right now, you would be joining the crowd that is betting 
they can get back in at lower prices. And in our perspective, that is not a very smart bet to make as the 
outcome of the trigger (Fed action) is clearly already priced-in. 
Some economists are reading a global recession from the commodities-tea-leaves but not all-  "What's 
been going on is iron ore producers, oil producers, other producers, have actually been producing 
more and that's because they've got to make some debt payments," said Yardeni, president of 
Yardeni Research. "And I also think they're trying to drive out some weaker competitors and they may 
not realize it but they may be the weaker competitors." And according to Yardeni, low oil prices should 
ultimately prove stimulative to the overall economy, and ultimately the stock market. Yardeni's S&P 
500 target is 2,300 for 2016 and 2,150 for this December — a target he still believes can be achieved. 
If he is right, the S&P can rise to year-end by about 5% from yesterday’s close! (a year ago we 
predicted a yet higher close for 2015). Just like weather forecasters, financial weathermen and women 
actually have a better record in seeing the very far future whilst getting it very wrong for the tomorrows. 
Point in hand, Bank of America Merrill Lynch analyst Savita Subramanian has a crystal ball with a 10-
year window on it, and she likes what she sees. How much so? Enough that she thinks the S&P 500 
stock market benchmark is likely on a journey to 3,500, where it will stand precisely at Dec. 31, 2026. 
It looks like a huge rise, but in reality, it implies a compound growth rate of about 5.5% from today. 
Hardly unreasonable, if indeed the economies of the world will maintain a growth rate of 5% or so into 
our future. Oh, for year-end 2015 (now!) they predict 2’200 for the S&P… 
We repeat Albert Einstein’s words “Making prediction is difficult. Especially about the future”…  
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Market Weekly Highlights: 
 
 

 The Dollar is down over 3% for the week; with the USD Index (DXY) trading at 97.7. The US$ 
is now trading at about $1.097 against the EUR and at 0.9870 against the Swiss Franc. The 
Pound is now at 1.515. We maintain our belief in the fundamental strength of the US$ in the 
longer term. This view is driven by the outlook for interest rates to rise in the US and hold or 
decline elsewhere. The Japanese Yen is at 121.85. Gold has regained some ground this week 
and is now at $1’069, arguably simply the offset of the fall of the US$. We note that Oil has 
fallen quite heavily and is now trading at $36.72/Bbl for WTI and Brent at $39.61/Bbl.  
The Russian Ruble is weaker, in-line with oil, now 69.46 per USD. The Brazilian Real rallied 
some to 3.80, as it appears that impeachment of Dilma Rousseff is in the cards! We do not 
see a significant further rally in the Real and our outlook would be for continued weakness. 
 

 The US 10Yr Treasury yield has moved lower this week as the market adjusts to the higher 
probability of a rate rise in December and is trading around 2.22% with the US 5 year yield at 
1.66% today. The German 10Yr Bund yield plummeted early this week from 0.68% to 0.57% 
and is trading now at 0.56%. The Spanish 10Yr yield has followed the move and is trading 
around 1.60%.  Italian 10Yr yield followed suit and is currently at 1.53% having been at 1.65% 
in the beginning of the week.  In the UK, the yield of Gilts had drifted lower during the week to 
hit 1.80% from 1.92% where it started the week only to trade back at 1.86% this 
morning!   Swiss 10Yr yield followed with a similar move with the slides rising from -0.30% to -
0.19% as we write. 
 

 This week was another difficult one for Equity Markets both in US and Europe with the latter 
tumbling down significantly while US market is still in a slightly positive zone.  The S&P500 is 
now + 0.56% for the week. The Dow Jones moved a little lower but still at positive 0.13% for 
the week. The DAX is currently trading at -1.73% for the week, the CAC40 is -2.13%, SMI -
2.1%, the UK FTSE trading -2.70% and the EuroStoxx 50 at -2.34%.  In Asia, the Nikkei has 
closed the week at -1.56% whilst the Shanghai composite and the Hang Seng Index were 
down respectively -2.56% and -3.47%.  
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Highlighted items are interesting data points for the week  

 

     
   All data is compiled from Bloomberg 
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The content of this document has been approved and issued by Bedrock S.A. and Bedrock Asset Management (UK) ltd for information purposes only. The information and opinions contained in this document are for 

background information and discussion purposes only and do not purport to be full or complete. No information in this document should be construed as providing financial, investment or other professional advice. This 

information contained herein is for the sole use of its intended recipient and may not be copied or otherwise distributed or published without Bedrock’s express consent. No reliance may be placed for any purpose on the 
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Confidentiality 

This presentation and the information contained herein are confidential. Each copy of this presentation is addressed to a specifically named recipient and shall not be passed on to a third party. 
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Bedrock reserves the right to request the return of this presentation at any time, without the retention of any copies by the prospective investor. 

Investment Risks 

The value of all investments and the income derived therefrom can fluctuate due to market movements and you may not get back the amount originally invested. In the case of overseas investments, values may vary as a result 

of changes in currency exchange rates. This may be due, in part, to exchange rate fluctuations in investments that have an exposure to currencies other than the base currency of the portfolio. Past performance is no guide to or 
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Bedrock expressly disclaims liability for errors or omissions in the information and data contained in this document. No representation or warranty of any kind, implied, expressed or statutory, is given in conjunction with the 

information and data. Bedrock accepts no liability for any loss or damage arising out of the use or misuse of or reliance on the information provided including, without limitation, any loss of profits or any other damage, direct 

or consequential. 

You agree to indemnify and hold harmless Bedrock and its affiliates, and the directors and employees of Bedrock and its affiliates from and against any and all liabilities, claims, damages, losses or expenses, including legal 
fees and expenses arising out of your access to or use of the information in this presentation, save to the extent that such losses may not be excluded pursuant to applicable law or regulation. 

Any opinions contained in this presentation may be changed after issue at any time without notice. 

Copyright and Other Rights 
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