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Easter holidays are over, Q1 2016 ended last night and today is April Fools’ Day. Do read us with a 
grain of salt today… What did we learn in Q1? For one, don’t panic and sell when markets fall 
inexplicably… You no doubt remember the fears of earlier this year? Well, after tumultuous trading in 
early 2016, two of the three major U.S. averages clawed back to finish the first quarter in the green.  
At one point in the quarter, the major indexes plunged more than 11% from the start of the year. They 
rebounded though, and enjoyed particularly strong runs in March. The Dow Jones Industrial Average 
saw its biggest quarterly comeback since 1933. The S&P 500 and the Dow both rose for the second-
straight quarter, finishing 0.8% and 1.5% higher. The S&P enjoyed gains of 6.6% in March, while the 
Dow climbed 7.1% for the month. The Nasdaq, meanwhile, had its first negative first quarter since 
2009, falling 2.8%. But the index also recovered in March, rising 6.8%. Early volatility drove investors 
to gold, and the metal posted its best quarter in about 30 years. Gold prices rose 16.5% in the first 
quarter. It is amazing how the talk on the street adapts itself to the market realities. The doom and 
gloom of the impending global recession expected in the words of January and February have 
dissipated and even reversed tone. China is no longer collapsing, deflation isn’t here, and no-one will 
be drowning in deep oil baths. Causality is debateable here - Is oil rising because the economies are 
growing again, or is the rise in oil driving the economies? Whatever… it is April First after all… 
 
Here is a deeper view of the markets - 15 years ago, the dividend yield granted by the S&P 500 over 
the prior 12 months was 1.4%, with about 1.5% expected over the following 12 months. This as the 
10-year Treasury yield sat at a touch below 5%. In the modern era; the 10-year Treasury yield has 
generally been higher than the S&P's dividend yield. The rationale is that stocks offered the possibility, 
if not the outright expectation, of capital appreciation, while bonds hold no such opportunity if held to 
maturity. On Monday, the 10-year yield was below 1.9%, while the S&P 500 dividend yield over the 
past 12 months has been 2.1%, with about 2.3% expected over the next year. This is mostly a story of 
the plunge in Treasury yields, which has come as dividend pay-outs have crept higher. Still, it is 
striking to see the S&P's dividend yield outpace Treasury rates. While this may be viewed as a sign to 
buy stocks, another possible conclusion is that investors have become highly pessimistic about how 
future stock market returns will compare to their long-term average. If you go back to the '20s, people 
used to consider stocks to be more risky, and therefore required a higher dividend yield than they did 
on bonds. In some small way, perhaps that logic is taking root once again.  
 
Oh, and we did have a huge rebound in oil prices. Once upon a time, when oil prices hinted at a rise, 
markets fell as the common sense of those ‘once upon a time’ days was that oil price rises act like a 
tax increase, halting the economy. Stocks then fell. But not this time. Even if the current rally in oil is a 
so-called “Short Covering Rally”, it has driven WTI prices from a low of $26.95 in February to a high of 
$42 just a couple of days ago (a 56% rise!). As we fill our tanks, do we ignore the price rise because it 
was driven by hedge funds’ trading and not by a “real” economic reason? Not really… the price is up, 
so Exxon and its brethren in that business see their shares rise and we pay more. Is this a “new 
logic”? The talk on the street now points to further rises for oil in April. Under the “new logic” this 
should drive equities higher too! Or not?  Well, we will soon be reading Q1 earnings… The S&P 500 
companies are expected to see a decline of 6.9% in first-quarter earnings, according to Thomson 
Reuters. But some analysts are saying that they expect actual earnings to beat expectations… Is this 
a circular logic or a lack thereof? Officially expect low, but hint that the others are wrong… Statistics 
support optimism here, April is usually a positive month for stocks and the S&P 500 has been positive 
70% of the time since 1945, ranking it as the second-best month after December, and in the past 10 
years, April has been the top-performing month. The S&P has gained an average 1.41% in April going 
back to World War II. 
Better yet, a non-statistical view from long-time stock market bull Tom Lee who said that he expects 
the S&P 500 to make a new all-time high by the end of May, on the back of improving fundamentals.  
The bond markets keep grinding higher in price, eroding yields further. And the Fed-talk sounds dovish 
so rate rise expectations are attenuated, and the US Dollar falters… is this by Fed design? Weaken 
the currency and import inflation to reach the elusive 2% target rate? This clearly destroys the ECB ’s 
tactic of acquiring growth through the depreciation of the Euro which in the face of negative rates, is up 
5% for the year against the Dollar. Currency wars are clearly on… unofficially of course. April’s Fool… 
It will help US corporate earnings though… yes, expectation may well be beaten but for the wrong 
reasons… Oh yes, we hardly noticed that the scary Chinese Yuan is within 1% of its year-end rate. 
We would argue that the Fed will raise rates, maybe later, but will. Then the Dollar will rise again. 
Hold-on to your $$$ we say, but be ready for volatility to come visit. Tighten your FX seat belt, as you 
relax your equity VIX belt! Enjoy a spring weekend, post today’s Non-Farm-Payroll data. 
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Market Weekly Highlights: 
 
 

 The Dollar has weakened again over the past week; with the USD Index (DXY) trading at 
94.60, down from 96.30 at the start of the week. The US$ is now trading at about $1.390 
against the EUR and at 0.96 against the Swiss Franc. The Pound is now at 1.4350 having 
been as low as 1.4120 mid-week.  We maintain our belief in the fundamental relative strength 
of the US$ - 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 has risen again, sending the USD down 
from 113.80 to trade at 112.00. Gold is higher at $1,233. We note that WTI Oil has moved 
significantly higher again to $38.00, whilst Brent has moved up to $40.00/Bbl. Russian Ruble 
strengthened in line with oil price moves and is now at 67.00 per USD. The Brazilian Real has 
rallied this week from 3.72 to 3.59. 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 significantly lower for the week at 1.79%, having been 
as high as 1.92%. The German 10Yr Bund yield remained relatively steady, but has now 
dropped to 0.15%. While the Spanish 10Yr yield moved lower, dropping from 1.52% to 
1.44%.  The Italian 10Yr yield moved lower but at roughly the same pace from 1.30% to 
1.23% during the week.  In the UK, the Gilts’ yields resisted the move lower, with yields steady 
at 1.44%.   The Swiss 10Yr yield is yet lower again at -0.33%. 

 

 This week was generally positive for US equities but a mixed bag for European Equities. The 
S&P500 was up 1.17% for the week. The Dow Jones was up 0.97% and NASDAQ at +2.02% 
with all markets looking to open marginally down. The DAX is trading -0.2% for the week, the 
CAC40 is now -0.16%, with the SMI at -1.22%, the UK FTSE trading +0.24% and 
EuroStoxx50 at -0.77%.  In Asia, the Nikkei has closed the week at -4.93%, whilst the 
Shanghai composite and the Hang Seng Index closed up 1.01% and down 0.56% 
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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