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Good is bad and bad is good… Remember the days when rising oil prices were considered to be a tax 
on the economy and therefore caused equity prices to decline? And inversely, when oil prices 
declined, this was viewed as a tax cut and equities were bid up? 
Well, since their February lows of $26.95 per barrel of WTI, oil has risen to $48.59, an 80% rise. In this 
interval, the S&P 500 index has risen from a low of 1’810 to 2’040 at yesterday’s close; for a gain of 
about 12%. Have the rules of the game changed? Maybe, or should we interpret this differently - 
maybe the economy is stronger than we think, and despite the drag of energy prices (as per the old 
wisdom!) the market has gained enough to offset this drag and then some… Well, maybe this 
underlying strength is what is driving the newly emerging thought that the Federal Reserve will indeed, 
and at last, be raising interest rates imminently? Well, the US Dollar has risen significantly in the last 
few days against every other currency, giving credence to the “old market truths” that interest-rate 
differentials set FX rates… Earlier this month one Euro bought a Dollar and sixteen cents and now 
only a Dollar and twelve cents; nothing changed, other than the thought that maybe a rate rise in the 
US is a little less ‘perhaps’ and a little more ‘possibly’…To drive this point harder, we look at Gold 
which had been roaring since the start of this year, peaking at $1’303.59 per ounce on May 2

nd
, only to 

fall back about $50/Oz since (still up 16% or so for the year!)… With US ten year Treasuries now 
yielding 1.85%, having started the month at 1.84%; coming from 2.27% in the first days of January!  
 
So what has happened since the start of May? Arguably nothing except; 
 

1. The Donald has become the only Republican in the running, so he is likely to be the GOP 
candidate, and Hillary looks steady in her lead chez les Democrats, and  

2. The FOMC April minutes suggested that the Fed is closer to lifting rates than the street had 
been expecting, and 

3. US Consumer Price Index (“CPI”) rose 0.4% in April vs. 0.3% expected, so maybe reinforcing 
#2 above? Year-on-year the CPI increased by 1.1% but may be driven upwards with the 
recent rise in oil and commodities or slowed again by the rise in the US Dollar… 

4. US leading indicators were up 0.6% in April, well ahead of the 0.4% expected. 
5. Brexit referendum vote on June 23

rd
 is now three weeks closer than it was!  

 
Outside of our list above, U.S. bank Goldman Sachs, one of the most bearish forecasters on oil over 
the past year, on Monday raised its short-term price outlook as it said the market had flipped into a 
deficit due to production outages in Nigeria and Canada. Goldman, one of the most active banks in 
commodities, had been predicting as recently as a few months ago that oil prices could fall below $20 
due to global oversupply. They did say “could fall”, not “will fall to”… Clearly, good language skills, with 
poor batteries in their crystal balls… On Monday, it said it now saw U.S. crude trading as high as $50 
in the second half of 2016; although it cautioned that price rises would be modest in 2017 as the 
market would return to surplus. Absolutely amazing outlook, the astounding ability of Goldman to state 
the blindingly obvious as WTI trades all by itself at $49/Bbl…  
 
Well, whilst we are not making Goldman Sachs a subject, they did say on Tuesday that they 
downgraded European and Japanese stocks and upgraded U.S. equities to neutral over the next 12 
months. Stating they are not comfortable taking equity risk with few sustainable signs of a growth 
recovery and valuations near peak levels. But JPMorgan’s Samantha Azzarello said she disagrees 
with Goldman's outlook. "There's less upside maybe going forward, but we do expect the market to 
grind higher, and we think there's more returns to be had. You just have to be increasingly selective," 
and Sameer Samana, global quantitative strategist for Wells Fargo, said he too still sees opportunity 
for growth in stocks. Whom should we listen to? Perhaps to Jim Paulsen who said "We're going to 
break through and head up to new highs," as he predicted the S&P 500 to reach a new high of 2’200. 
"Climbing a wall of worry is back and is likely to push us up into new highs and generate a little 
optimistic excitement again."  We like his rational optimism. We find support for this optimism in China, 
which may be in the middle of a growth slowdown, but its investors will find a way to keep pumping 
money into the United States over the next decade, according to a new report.  
In fact, the deceleration of China's economy may be one of the primary factors driving up investment 
in countries like the U.S., according to the study from the Asia Society and Rosen Consulting Group. 
Released on Monday, the report projected that Chinese direct investment "across existing U.S. 
commercial real estate assets and residential purchases" could hit at least $218 billion from 2016 
through 2020 — and that's excluding new development projects. And we say that at the end of the 
day, what sets prices is the flow of capital… But we are cautious in our optimism, never losing sight of 
the fact that the place where optimism most flourishes is the lunatic asylum.  
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Market Weekly Highlights: 
 
 

 The Dollar has managed to recoup nearly all of the last few weeks’ losses with the USD Index 
(DXY) trading at 95.25 or up 0.7% for the week. The US$ is now trading at about $1.1220 
against the EUR and at 0.99 against the Swiss Franc. The Pound is higher on the week at 
1.4565; in fact this seems to be the only pair that has not weakened against the USD.  The 
Japanese Yen has weakened significantly to 110.30.  We maintain our belief in the 
fundamental relative strength of the US$ - this view is driven by the outlook for interest rates to 
hold or rise further in the US and hold or decline elsewhere. We note that WTI Oil has rallied 
again to $48.30; whilst Brent moved to trade at $48.80/Bbl. The Russian Ruble which had 
strengthened in line with oil price moves reversed the trend this week and is now at 66.60 per 
USD, having been as low as 64.50. The Brazilian Real had remained steady at 3.50 only to 
retreat a little yesterday and peaking at 3.62 for the USD.  We do not see a further significant 
rally in the Real. 

 

 The yield for the US 10Yr Treasury is higher for the week at 1.85% as the street may be 
coming closer to a possible June rate rise from the Fed.  The German 10Yr Bund yield is up 
for the week from 0.12% to 0.18%. Whilst the Spanish 10Yr yield is at 1.57%.  The Italian 10Yr 
yield has oscillated for the week around 1.47%.  In the UK, the Gilts’ yields have moved higher 
on the week from 1.37% to 1.47% as we write.   The Swiss 10Yr yield has also dropped 
marginally to -0.29%. 

 

 This week was generally flat to negative for equities, both European and US. The S&P500 
was down 0.32% for the week. The Dow Jones dropped 0.57% and NASDAQ at -0.11% with 
all markets looking to open up about 0.25%. The DAX is trading 0.08% for the week, the 
CAC40 is now +0.28%, with the SMI at +1.22%, the UK FTSE trading at -0.15% and 
EuroStoxx50 at -0.17% as we write.  In Asia, the Nikkei has closed the week at +1.97%, whilst 
the Shanghai Composite and the Hang Seng Index closed down 0.06% and up 0.67% 
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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