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Ooooof… What a relief…Equity markets seem to have decided to rally. Amazingly, equities have 
gone into a synchronous dance with oil prices, almost a 100% correlation, moving together 
percentage point for percentage point. This calls for a Friday reality-check; 
Stocks may have rebounded from their recent lows, but the option market still implies a big 
chance that stocks plummet anew before the year is out. After falling as low as 1’810 two weeks 
ago, the S&P 500 Index bounced significantly in the prior week, closing last Friday at 1’918 and 
moving further upwards this week to 1’951 at the close of Thursday. But even as stocks 
somewhat regained their footing, the market's fear certainly has not dissipated. According to 
options market data from multiple providers, the December quarterly options expiring at the end 
of the year imply a 50% chance that the S&P 500 will touch 1’600 at some point in 2016. That 
would be a drop of nearly 18% from current levels and a full-year decline of 23%. 
But options are only technical derivatives, their predictive powers, be as they may, we take them 
with a grain of salt and look beyond them at fundamentals - Since corporate profits turned 
negative in mid-2015, Wall Street has pondered whether it's just a passing phase or a signal of 
something worse. History strongly suggests the latter. Recessions have followed consecutive 
quarters of earnings declines 81% of the time, according to an analysis from JPMorgan Chase 
strategists, who said they combed through 115 years of records for their findings. Citigroup this 
week warned of escalating risks for a global recession. Despite the mounting problems, 
JPMorgan still only assigns a one-third chance of recession this year, though the probability 
seems to be rising. The firm said its Qualitative Macro Index measuring business conditions 
shows "a cycle that remains in contraction (weak and decelerating) over the coming months." 
JPMorgan said in a note this week “at 6.6 years old the current cycle appears to be suffering from 
age-related degeneration." Well, at multiples of this number, we know what they mean…  
The risk of the global economy falling into a recession is rising as fundamentals remain poor, 
analysts at Citigroup said in a note Wednesday. "We are currently in a highly precarious 
environment for global growth and asset markets after two to three years of relative calm," 
Citigroup said, noting that global growth was "unusually weak" in the fourth quarter at around 
2.0% on-year. To be sure, Citigroup is defining a global recession as growth below 2%, differing 
significantly from the usual requirement of gross domestic product (GDP) falling for two 
consecutive quarters. The bank also doesn't expect a global recession by any definition as its 
base case, forecasting global growth at 2.5% this year. Citi's estimates are significantly below the 
International Monetary Fund's forecast for 3.4% global growth this year, up from its 3.1% 
expectation for 2015. In support of Citi’s views, Fed officials in recent days have been talking 
down recession risks. 
What will happen to equities from here? Let’s not forget ‘The Irony of Stocks’- when prices of 
'things' fall we rush to buy. Except with stocks, where we wait with our buying until prices rise… 
For some perspective though, since the close of year 2000 the MSCI world index is up 27% to 
yesterday and the S&P 500 has risen 48%. In compound figures though, these returns shrink to 
1.60% and 2.64% pa… 
 
Low interest rates are here to stay for the time being, and may even fall further, according to one 
prominent investor. Scott Minerd, the global chief investment officer of Guggenheim Partners, 
said on Monday he sees the 10-year Treasury note yield falling to 1%, and perhaps even lower 
before the end of 2016. Minerd said: "As low as rates are today, I expect further declines in short-
term and long-term rates, both in Europe and Japan, and that ultimately the Bank of Japan and 
the European Central Bank will take their respective overnight rates to as low as -100 basis 
points." We have a serious concern here; our economies are largely driven by leverage and this 
is affected by the “money multiplier”- whereby the banking system creates money in multiples 
based upon the then prevailing reserve requirements. We wonder if negative rates don’t destroy 
the multiplier. Is the shortage of liquidity a direct, unwelcome result of negative rates? 
What is really happening? Does it matter? As Albert Einstein said “Reality is an illusion”… 
 
Oil prices seem to be driving the markets; we note that this week the first ship carrying LNG from 
the US (to Brazil) left the USA. Harbinger of a ‘sea change’ in the global energy equation? 
We leave you with Thomas Aquinas’ words, “If the highest aim of a captain were to preserve his 
ship, he would keep it in port forever.” And we accentuate his profound observation with our own 
trivial words, “The safe way to double your money is to fold it over once and put it in your pocket.” 
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Market Weekly Highlights: 
 
 

 The Dollar has strengthened again over the past week; with the USD Index (DXY) trading at 
97.50 up from 96.60 at the beginning of the week. The US$ is now trading at about $1.1010 
against the EUR and at 0.9910 against the Swiss Franc. The Pound is now at 1.40 having 
been as low as 1.3880 mid-week.  We maintain our belief in the fundamental relative strength 
of the US$ - this view is driven by the outlook for interest rates to hold or rise further in the US 
and hold or decline elsewhere. The Japanese Yen had risen again, sending the USD down 
from 113.00 to be trade briefly at 111.00, only to reverse course to 113.00 now. Gold is almost 
unchanged at $1,232. We note that WTI Oil has moved significantly higher again to $33.50, 
whilst Brent has moved up to $35.70/Bbl.  
The Chinese Yuan moved lower this week seeing the USD rise from 6.52 to 6.54.  The 
Russian Ruble strengthened in line with oil price moves and is now at 75.00 per USD. The 
Brazilian Real has rallied a little this week from 4.02 to 3.95. We do not see a significant rally 
in the Real and our outlook remains for continued weakness. 

 

 The yield for the US 10Yr Treasury is relatively unchanged for the week at 1.73%. The 
German 10Yr Bund yield dropped further from 0.20% to 0.13%. While the Spanish 10Yr yield 
moved in the same direction, moving from 1.71% to hit 1.58%.  The Italian 10Yr yield moved 
lower but at a slower pace from 1.56% to 1.49% during the week.  In the UK, the Gilts’ yields 
resisted the move lower, with yields steady at 1.39%.   The Swiss 10Yr yield is yet lower again 
at -0.40%! 

 

 This week was quite volatile but generally ended to the upside. The S&P500 was up 1.77% for 
the week, and looking to open up about 0.8% on the open today. The Dow Jones was up 
1.86% and NASDAQ at +1.73% with all markets looking to open positive today. The DAX is 
trading +1.75% for the week, the CAC40 is now +2.9%, with the SMI at +0.6%, the UK FTSE 
trading +2.3% and EuroStoxx50 at +2.6%.  In Asia, the Nikkei has closed the week at +1.4%, 
whilst the Shanghai composite and the Hang Seng Index closed down 3.25% and up 0.4% 
respectively.  
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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 

information contained in this document or their accuracy or completeness. Information included in this document is intended for those investors who meet the Financial Conduct Authority definition of Professional Client or 

Eligible Counterparty. 

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. 
By its acceptance hereof, the recipient agrees to keep the presentation and its contents strictly confidential and may not disclose or divulge any information contained herein to any other person. This presentation cannot be 

published, copied, reproduced or distributed in any manner whatsoever. The recipient will use this presentation for the sole purpose of obtaining a general understanding of the business, operations and financial performance of 

Bedrock in order to make a decision as to whether the recipient should proceed with a further investigation of the Funds and this investment opportunity 

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 

guarantee of future performance. 

Limitation of Liability and Indemnity 

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 

The copyright, trademarks and all similar rights of this presentation and the contents, including all information, graphics, code, text and design, are owned by Bedrock. 
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