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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 natification 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 | 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:

e The Dollar remained unchanged on the week, with the USD Index (DXY) trading at 95.25. The
USS$ 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.

e 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%.

e 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.

I, Bedrock

THE BEDROCK
GROUP

www.bedrockgroup.com



http://www.bedrockgroup.com/

Bedrock Friday May 27" Newsletter
R b

Highlighted items are interesting data points for the week

MARKET INDICES PERFORMANCE 260512016
| PRICE CHANGE IN % (unless indicated) ]

INDEX NAME CCY___LastPrice 1D 5D MTD [ 1] &M YTD Y 37

EQUITY MARKET INDICES - BY REGION PIE

S&P 500 INDEX =) 2090.1 001 245 120 024 729 0.00 226 57 26.70 17.42

DOW JONES INDUS. AVG usD 17828.29 043 225 031 118 7.14 017 231 184 1650 1663

NASDAQ COMPOSITE INDEX  USD 4301.766 015 402 265 079 678 440 211 4m 4170 16.02

RUSSELL 2000 INDEX = 1130.754 040 241 079 125 9.89 21 034 914 15.30 1752

EURQ STOXX 50 ELR 307121 0.40 336 110 220 452 1225 630 1687 954 14.13

EURQ STOXX 600 ELR 34891 043 297 193 007 498 928 485 487 1437 15.90

CAC 40 INDEX EUR 451264 0.69 32 147 144 116 B85 300 1329 1248 15.00

DAX INDEX ELR 1027271 0.66 334 208 051 712 9827 451 1295 2224 1287

FTSE 100 INDEX, Gap 626565 0.06 167 027 D97 267 182 027 1101 594 16.86

SWISS MARKET INDEX CHF 820055 076 331 378 204 489 83 631 1207 121 1732

NIKKEI 225 JPY 1677246 0.09 059 101 254 399 1533 155 ATTT 19.04 16.39

HANG SENG INDEX HKD 20397.11 0.14 358 239 274 6.19 582 5.16 2677 936 10.89

SHANGHAI SE COMPOSITE ~ CNY 2822443 0.26 0.6 3.99 449 195 7.90 o029 4201 2302 1256

S&P BSE SENSEX INDEX INR 26386.68 1.88 491 366 184 1454 159 1,84 270 3252 16.93

RUSSIAN RTS INDEX § usD 91879 1.21 312 347 056 2158 7.55 2165 802 3351 682

BRAZIL IBOVESPA INDEX BRL 4048286 0.28 213 821 578 1897 a6 14.15 773 1227 12.41

MSCI WORLD usD 167212 0.21 197 008 0382 757 166 056 &7 1225 16.40

MSCI WORLD HEDGED usD 722219 0.09 265 135 007 7.14 214 037 449 2469 -

MSCI WORLD LOCAL - 1266.807 0.08 179 101 056 61 340 085 738 17.78 -

MSCI AC WORLD usD 40181 0.23 200 038 122 766 ATT 061 £33 8.04 15.81

MSCI EM usD £02.93 0.41 225 443 477 850 284 1.11 2121 2193 11.81

MSCI AC ASIA x JAPAN = 487.39 035 240 300 416 604 410 251 2185 4147 11.99

MSCI EM LATIN AMERICA usD 2076.09 0.41 077 942 830 1679 419 1346 18.18 4284 1454

MSCI EM Eur, ME & Africa UsD 226.26 0.61 277 7.10 535 1214 145 764 -19.99 3167 10.96

EQUITY MARKET INDICES - BY SECTOR PIE

MSCI ENERGY usD 19757 046 166 199 289 1501 037 1078 1535 2257 27.06

MSCI MATERIALS usD 19956 0.20 168 367 271 1357 381 8.06 477 1084 18.93

MSCI INDUSTRIALS usD 198.99 0.32 149 103 159 759 065 374 425 1476 1655

MSCI CONS DISCRETIONARY ~ USD 189.04 0.45 165 093 150 514 505 237 622 2183 1575

MSCI CONS STAPLES usD 21715 0.48 164 084 076 505 410 420 4589 17.85 2142

MSCI HEALTH CARE usD 20228 0.06 184 063 093 476 339 377 886 3123 16.39

MSCI FINANCIALS usD 9326 009 254 0.10 19 1011 595 388 1218 173 1298

MSCI INFO TECH usD 146.09 025 2580 359 164 7.11 247 020 251 38.78 17.44

MSCI TELECOMS usD 7158 037 135 029 058 444 452 537 029 1337 1550

MSCI UTILITY usD 11879 0.91 121 108 045 548 748 638 .09 .69 16.35

MSCI WORLD REAL ESTATE  USD 196.39 0.27 124 037 059 8.54 312 3.46 165 418 2318

HEDGE FUND INDICES

HFRX GLOBAL HEDGEFUND  USD 1159.54 0.34 063 024 024 208 258 124 737 382

HFRX EQUAL WEIGHTED usD 1169.59 0.28 044 046 057 231 126 027 422 083

HFRX GLOBAL EUR EUR 105546 0.34 062 014 011 165 329 184 839 554

MARKET INDICES PERFORMANCE 260512016
| PRICE CHANGE IN % {unless indicated) ]

INDEX_ NAME CCY  lastPrice 1D il MTD m K &l 1D EXi 3V

FIXED INCOME INDICES - YIELD ON US GOVERNMENT BONDS (Change in bps)

US 3 MONTH usD 02899 1.76 002 008 0.06 002 012 013 028 -

US 2 YEAR usD 0875 0.91 0.00 0.09 0.06 0.08 D04 017 023 -

US 10 YEAR uUsD 16284 0.00 001 0.00 002 0.07 039 -0.44 030 -

FIXED INCOME INDICES - BY TYPE OF ISSUER Yield to Worst

GLOBAL AGG TR HEDGED usD 495.9918 0.18 024 0.40 059 159 358 387 425 1196 137

US GOVERNMENT TR usD 21588 0.28 014 003 030 0.19 290 305 323 .60 137

US CORPORATE TR usD 270583 0.43 044 -0.09 021 435 454 530 378 1023 313

US HIGH YIELD TR usD 167106 0.42 077 047 089 967 537 7.91 089 814 731

EU GOVERNMENT TR EUR 2504815 0.01 043 101 105 074 205 320 375 18.08 039

EU CORPORATE TR usD 2536485 0.09 030 035 031 247 268 350 282 1233 104

EUHIGH YIELD TR EUR 2824823 0.5 060 005 0.02 606 206 407 174 16.81 437

BARCLAYS GLOBAL CONVERT. USD 21318 0.42 146 061 o0 524 78 016 a4 1053 -

GLOBAL EM TR (HEDGED) usD 3439515 0.40 022 0.01 03s 49 439 606 308 931 487

S&PILSTA US. LEV LOAN usD 90.98335 0.04 030 0.19 021 536 1.9 373 565 781 568

COMMODITY INDICES - BY TYPE OF ISSUER

GSCIINDEXTOTAL RETURN  USD 2386.835 025 127 239 494 1977 74 996 -24.99 4901

GSCI ENERGY TR usD 417066 032 148 4580 861 3352 729 1324 2555 6013

GSCI INDUSTRIAL METALS TR USD 964 527 078 088 748 563 046 445 105 19.88 3078

GSCI PRECIOUS METALS TR~ USD 1499.113 023 257 574 218 106 11 1542 183 1504

GSCI AGRICULTURE TR usD 4858617 1.24 299 224 270 1275 589 795 362 30,87

GENERIC 15T 'CL' FUTURE usD 4948 087 132 530 665 3402 250 1005 -30.20 5342

GOLD SPOT $/102 UsD 1219.8 0.7 232 541 183 0.03 1567 1523 295 1231

CURRENCIES

DOLLAR INDEX SPOT usD 9516801 0.06 011 230 089 298 479 345 220 1377

Eum Spot EUR 11194 040 037 234 123 285 557 29 25 1352

Japanese Yen Spot JPY 10978 003 033 -3.00 152 264 1185 950 1263 a4

British Pound Spat GaP 1467 0.09 125 0.49 0.96 550 235 038 437 276

Swiss Franc Spot CHE 0.9893 007 003 304 191 088 a06 12 410 272

Brazilian Real Spat BRL 35835 033 051 412 o7 10.41 a5 1053 1357 4275

China Renminbi Spot cNY 65585 0.00 0.5 423 D93 010 251 0.99 545 657

Singapore Dollar Spot SGD 12736 040 D49 224 187 230 260 316 475 630

Norwegian Krane Spot NOK 82788 041 049 286 152 489 505 670 827 29,45

VOLATILITY { LIQUIDITY INDICES

CEOE SPXVOLATILITY INDX  USD 1343 338 142 1385 189 3180 1065 2561 181 343

USD SWAP SPREAD SEMIZYR  USD 139 - 206 236 18.13 15282 12208 16.84 4004 747

TED SPREAD 38.92 - 10.01 9.09 028 19.33 62.98 1351 4112 64.01
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Visit www.bedrockgroup.ch

The content of this document has been approved and issued by Bedrock S.A. and Bedrock Asset Management (UK) Itd 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 i

and the i ion contained herein are confidential. Each copy of this on 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,
i 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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