
 Friday May 27
th
 Newsletter 

 

       

 

THE BEDROCK 

GROUP 
THE BEDROCK 

GROUP 

THE BEDROCK 

GROUP www.bedrockgroup.com  

On Tuesday buyers swarmed the two-year Treasury auction at the same time that market 
expectations for a Fed rate hike were building. The $26 billion in two-year notes was auctioned at the 
highest yield since December — 0.92%.  The ratio of bids to the amount offered was 3.00, well above 
the 2.64 at the last auction. Primary brokers took down only 18% of the auction, while indirect bidding 
was strong at 49.8% and direct bidding was at a multiyear high of 32.5%. The non-dealers have not 
taken that high a percent at auction for 13 years. Post auction, the two-year was yielding 0.90%.The 
strength of the auction of two-year notes was a surprise to traders, who had anticipated some 
weakness after the Fed started talking up a rate hike for this summer. 
Peter Boockvar, chief strategist at The Lindsey Group, said the flattening curve and the auction 
combined could be a sign. The auction was underway as fed funds futures were pricing in a 40% 
chance for a June hike and a 68% chance of a July hike. Those levels were close to 30% and 60%, 
respectively, on Monday. The “spread” between the 10 year note and the two year is at 0.92% and the 
question is whether it is sending a signal, as a flattening curve often precedes a weaker economy or 
recession.  
Current expectations are that the U.S. central bank will not enact its second post-Great Recession rate 
hike at the June Federal Open Market Committee meeting, after which there is a news conference, but 
rather July, where there is no scheduled session between Chair Janet Yellen and the press. If nothing 
else, such a move would strike a blow against conventional wisdom. From this side of the keyboard 
we would venture that the Fed is likely to make noises but not take any steps in June, leaving the 
decision and notification if any to July, once the result of the Brexit vote is known as will be its 
consequences. 
 
Oil prices have been creeping upwards and are now hovering at the $50/Bbl. level. Jefferies' Jason 
Gammel said on Monday that the oil market had swung from oversupply to undersupply in April thanks 
to disruptions in production in Nigeria and Alberta, Canada, taking around 2 million barrels per day out 
of the market. As global crude output fell, demand from China — a massive consumer of energy — 
rose in April. Its crude imports reached 8 million barrels a day, up 7.6% from a year earlier, according 
to official Chinese data cited by Reuters on Monday. The stage has been set for a fundamental price 
recovery as per Jefferies... On Tuesday, Citigroup said the worst was over for the beleaguered oil 
market, which has seen prices tumble from $114 a barrel in mid-2014 to around $26 a barrel in early 
2016 due to a glut in supply and the failure of demand to keep pace. Citi upped its forecasts for Brent 
to reach $65 a barrel in 2017. The thinking we read seems to point to a slow grinding upwards of oil 
prices into the rest of this year. What does this mean for markets? For inflation? The energy producing 
sector is the only clear winner if indeed this view does materialize. 
 
Perhaps we should look at the equities for a second opinion? Closely followed market-watcher Dennis 
Gartman, the founder and publisher of the Gartman Letter, mentioned the early week's market gains 
could continue for the next couple of weeks. "Anybody who's short — and there are a lot of smart 
people who are in fact heavily short — they have to run for cover, and I think it could get ugly," he 
added. Perhaps the ignition of this leg in the equity rally can be found in the Tuesday “New Greek Aid 
Package”. Or might it be assigned to the good new home sales data out of the US?  
The S&P 500 should soon hit a record high due to a number of positive forces coming together, 
closely followed market watcher Jim Paulsen said Thursday, following the best two-day rally on Wall 
Street since March. Economic growth, not only in the U.S. but around the world, is picking up in a 
"synchronized" fashion, and deflationary concerns are fading, so maybe, just maybe we will cross the 
‘resistance’ of the all-time-highs? The S&P 500 index is 1.8% below its historic highs… 
 
A couple of scary thoughts come to cloud this newfound optimism - Donald Trump is now the official 
GOP candidate and the latest polls show him ahead of the presumed Democrat candidate Hillary 
Clinton. We find it difficult to be enthusiastic on either candidate winning…  
Then, a whiff of 2008 drifted through our thoughts when we saw the headline “Wells Fargo launches 
3% down payment mortgage”… And Barclays bank in the UK announced 100% mortgage financing…  
We learn, we forget, we learn again… then read the Wells Fargo release, "We are fully underwriting 
the borrowers, we are partnering with Fannie Mae to originate and sell these loans…” is truly scary; 
back to the future? What happened to Dodd-Franck? 
To top off our worries we read that the US military uses 8-inch floppy disks to coordinate nuclear force 
operations. The Defence Department's 1970s-era IBM Series/1 Computer and long-outdated floppy 
disks handle functions related to intercontinental ballistic missiles, nuclear bombers and tanker support 
aircraft, according to the new Government Accountability Office report.  
Buddha was right in saying that we’re not actually in control… and that was from before the floppy… 
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Market Weekly Highlights: 
 
 

 The Dollar remained unchanged on the week, with the USD Index (DXY) trading at 95.25. The 
US$ is now trading at about $1.1120 against the EUR and at 0.99 against the Swiss Franc. 
The Pound is higher on the week at 1.4665.  The Japanese Yen has regained a little ground 
and is now 109.70.  We maintain our belief in the fundamental relative strength of the US$ - 
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 above $50, having dropped a 
little on USD strength to trade now at $49.10; whilst Brent now trades at a DISCOUNT to WTI 
at $49.00/Bbl. The Russian Ruble strengthened in line with oil price moves and is now at 
65.90 per USD. The Brazilian Real had remained steady at 3.60.  We do not see a further 
significant rally in the Real. 

 

 The yield for the US 10Yr Treasury is marginally lower for the week at 1.82% as the street 
may be coming closer to a possible June rate rise from the Fed which was reflected in the 
flattening of the curve.  The German 10Yr Bund yield is down for the week to 0.12%. Whilst 
the Spanish 10Yr yield is at 1.48%.  The Italian 10Yr yield has dropped for the week to around 
1.35%.  In the UK, the Gilts’ yields moved higher on the week from 1.42% to 1.49% only to 
reverse course as we write to 1.41%.   The Swiss 10Yr yield has also dropped marginally to -
0.31%. 

 

 This week was generally positive for equities, both European and US. The S&P500 was up 
1.84% for the week. The Dow Jones bounced by 1.87% and NASDAQ at +2.77% with all 
markets looking to open up about 0.2%. The DAX is trading +3.68% for the week, the CAC40 
is now +3.67%, with the SMI at +3.62%, the UK FTSE trading at +1.83% and EuroStoxx50 at -
+3.87% as we write.  In Asia, the Nikkei has closed the week at +0.59%, whilst the Shanghai 
Composite and the Hang Seng Index closed down 0.16% and up 3.65% 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 informa tion 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 
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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. 

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 
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