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Another week came and went. This one has been clearly under the sign of the Fed and Janet Yellen. 
A dovish Federal Reserve held the line on interest rates Wednesday and substantially scaled back its 
expectations for further moves ahead.  
Where the U.S. central bank at its December meeting had projected four rate hikes in 2016, new 
estimates released Wednesday reduced that number to two. Fed officials also cut their expectations 
for economic growth and inflation. In addition to the two rate increases this year, the Federal Open 
Market Committee now projects just two hikes in 2017, according to the latest Summary of Economic 
Projections. The current interest rate target is 0.25 to 0.5 percent, and Fed officials back in December 
had expected the upper level to rise to 1.4% by year's end. With the new projections, the FOMC now 
sees just a 0.9% funds rate in 2016 and a 1.9% level by the end of 2017, both reflecting cuts of half a 
percentage point. The Fed also cut its GDP growth outlook for 2016 from 2.4% to 2.2% and reduced 
2017's call from 2.2% to 2.1%. Despite dissenting “noises” from various Fed members, the FOMC 
approved the decision 9-1. Noise, as we said… 
We look at the markets’ reactions to try to gauge the true meaning of the Fed’s actions and words; 
Well, two trading days after ‘the event’, what do we see? 

1. The US 10 year Treasury Note now yields 1.8644% down from 1.99% just before the speech. 
2. The S&P 500 index traded at 2’011 just before and ahead of Friday trading we see 2’040. 
3. The EuroStoxx index moved from 3’062 to 3’047 or so now. The Nikkei closed the night before 

Janet at 16’974 and closed last night at 16’724. 
4. The VIX, as a measure of risk has fallen from 16.25 to 14.44 now. 
5. The DXY, the average exchange rate of the US$ vs. its major trade partners (Euro, JPY, 

GBP,CAD, SEK, CHF) moved from 97 just before to 95 now, a 2% erosion of the US$ 
6. Oil, as measured by WTI, moved from say $38 to $40 and Gold moved from $1’229/Oz to 

$1’255/Oz. 
Some of these moves are rational, some less so. Arguably, the fall of the Dollar makes sense, as the 
interest rates whilst reaffirmed on an upward slope were suggested at a slower rate of rise than had 
previously been anticipated. And yet, they WILL rise we were told. When the ECB cut rates just one 
week earlier, the Euro rose…  
The next set of moves make sense given the immediate hit on the Dollar- Gold and Oil, both priced in 
Dollars, should have and did rise! The equities around the globe also reacted intelligently- A lower 
Dollar increases the profits of US companies so their stock prices rise, Europeans and Japanese find 
a head-wind from the rise of their currencies, hindering exports and the stock decline. The fall in the 
risk measure is also rational, as we are no longer guessing what the FOMC will do. Less possible 
outcomes to an event is a classic reduction in risk. Even the move down in Treasury yields makes 
sense, as we were given a longer period of positive carry between short to long rates. Perhaps, just 
perhaps “the world of reason” has returned? 
 
That was the easy piece, finding the data. Explaining the observation was simple too (and we will 
never know if our explanation is a truth!). From here, venturing to the future becomes trickier. We 
scratch our heads and put new batteries in our crystal ball. Here is what we see- One week ago Mario 
Draghi told us that Europe needs help as things are slow. He cut rates and added stimuli. Markets 
rose but strangely, so did the Euro. Now Janet Yellen told us that things are OK States-side, albeit not 
as good as they thought back in December. The Dollar tanks.  On the currency side, Mario didn’t get 
what he wanted, a weaker Euro, and Janet inadvertently hurt him further. The Euro has gained 4% 
against the Dollar for March alone! The Yen had a similar gain too. Somehow this doesn’t fit with 
rational thinking based on interest rate differentials- The US$ rates will be rising, the others will remain 
low and negative. This must be an interesting moment at which to buy the US currency against Euro, 
against Yen and against Swiss Francs!  
This would also suggest bringing capital back into US equities, away from Europe and Japan. 
Commodities in general and oil in particular should benefit in US$ terms. An interesting composite of 
all this would suggest buying US based energy companies…  
The fixed-income markets are telling us that they are not worried about any substantial rate rises in the 
near to medium term Your bonds are therefore reasonably secure and the lower-grade paper should 
continue to generate capital gains as credit spreads are likely to tighten further. This view should also 
reinforce appetite for equities.  
In short, equities look ok now, the Dollar is deliciously cheap… volatility is very low again so risky 
assets gain in interest. 
A weekend thought- Now that Google’s “DeepMind AlphaGo” won the impossibly difficult game of Go 
against the world champion, we may be at a turning point for Artificial Intelligence, will we be 
overtaken by our own creation? 
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Market Weekly Highlights: 
 
 

 The Dollar has weakened over the past week; with the USD Index (DXY) trading now at 94.98, 
down from 97.06 in the middle of week. The US$ is now trading at about $1.1277 against the 
EUR and at 0.9685 against the Swiss Franc. The Pound is now at 1.4450 having been as low 
as 1. 4050 mid-week.  We maintain our belief in the fundamental relative strength of the US$ - 
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 114.00 to 
trade now at 111.28. Gold is higher at $1,254.50. We note that WTI Oil has moved 
significantly higher again to $40.90, whilst Brent has moved up to $42.10/Bbl. Russian Ruble 
strengthened in line with oil price moves and is now at 67.50 per USD. The Brazilian Real has 
seen important swings during the week, opening at 3.60 to reach 3.85 and reverse back at 
3.62. We do not see a significant rally in the Real given the serious political turmoil in the 
country and our outlook remains for continued weakness. 

 

 The yield for the US 10Yr Treasury is marginally down for the week at 1.86%, having been as 
high as 1.99%. The German 10Yr Bund yield remained relatively steady at about 0.20%. 
While the Spanish 10Yr yield moved lower, dropping from 1.52% to 1.396%.  The Italian 10Yr 
yield moved lower but at roughly the same pace from 1.37% to 1.247% as we write.  In the 
UK, the Gilts’ yields moved lower, trading from 1.55 to 1.40 during the week.   The Swiss 10Yr 
yield is at a negative 0.317%! 

 

 This week was generally positive for the US Equities and with more mixed results for 
European markets. The S&P500 was up 2.56% for the week through Thursday. The Dow 
Jones was up 2.86% and NASDAQ at +2.42% with all markets looking to open positive today. 
The DAX is trading at a positive 0.39% for the week, the UK FTSE trading +1.14% the CAC40 
is now at a negative 0.93%, with the SMI at -1.78% and EuroStoxx50 at -0.97%.  In Asia, the 
Nikkei has closed the week at -1.26%, whilst the Shanghai composite and the Hang Seng 
Index closed up 5.15% and up 2.34% 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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