
 Friday September 30th Newsletter 

 

       

 

GROUP 

THE BEDROCK 

GROUP www.bedrockgroup.com  

It is Friday again and we are closing yet another interesting week. We end Q3 2016 today and enjoy 
gorgeous day outside. Blue skies outside are shadowed by some heavy clouds inside, on our screens. 
 
The ‘biggest and baddest cloud’ on our screens is clearly the collapse in the stock price of Deutsche 
Bank; the largest German bank has lost about 60% of its market value since January after being fined 
$14 billion by the US regulators for mortgage related misbehaviour. The fall in this one bank valuation 
has dragged down the German DAX index, has spilled-over to the entire European banking sector and 
across the globe. The question the market is asking here is whether or not DB is the Bear Sterns of 
2007? Almost ten years later and we wonder if we are facing a ground-hog day… Will DB be forcibly 
merged into another German bank? Taken-over by the state? Will we get contagion across the industry? 
Who will be the new Lehman Brothers? Worrisome indeed! But then, the industry is better capitalized 
now than a decade ago.  
The Other Event of the week was definitively the first Hillary-Trump debate on Monday night. 90 minutes 
of two people bashing each other on everything from their looks, health, language, history and even a 
little bit about their thoughts regarding the economy, security and other boring if pertinent bits of the 
eventual president’s job. The markets gave Hillary the win on points, no knock-out here… This is our 
interpretation of Tuesday’s post-debate “action”; Markets like stability and predictability. Hillary 
represents an understandable future, full of more-of-the-same. We know what we will get. The Donald 
is not understood, unreasonable in his unconventionality and therefore a risk. As the Dollar rose together 
with stock futures after the debate, clearly the market added to the odds of “more of the same” albeit 
wearing a dress. But there are some forty days ahead of us until election day. Much can change in the 
short eternity…  
 
Talking about Presidential Dresses brings our attention to “Fashion Week” which is doing the ritual of 
showing next year’s dress-code. In our un-professional, if trained eyes it would seem as though hemlines 
have been raised and quite substantially! As we are believers in the predictive powers of the “Hemline 
Theory”, and from what we have observed on the catwalks of New York and Europe, we can comfortably 
predict rising markets into the spring of 2017! The problem though is that some of these hemlines have 
become so high that here is little if any scope for the next season to go any shorter… implying that the 
second half of 2017 is likely to stagnate or lengthen… Live now, pay later we say; enjoy the rally to come 
and the sights to observe  
For those of you who wonder about this “model of models”, the theory here is that the creators of fashion 
are attuned to the mood of the public. When they sense a positive mood, they go short. In support of 
this line of thought we bring forth the funniest data-point this week was Tuesday’s Consumer Confidence 
number which surged from the previous month and defied expectations of a decline. Of course, this 
number completely busts any narrative about how U.S. Presidential politics might be making people 
nervous, and you just know that had the number gone in the other direction, then there would've been 
many stories about how the race was already damaging the economy. Within the guts of the actual 
report, however, one data-point that really stood out was the percentage of consumers who plan to buy 
a washing machine. That hit its highest level since the financial crisis at 7.7%. Appliance purchases are 
a nice proxy for the economy, since they're associated with housing and consumer willingness to spend 
on expensive items in general. Also, you have to wonder whether there's an element here relating to 
babies. Once you have kids, you have to do a lot more laundry and going to a laundromat is prohibitively 
inconvenient (even going into a basement, communal laundry area is tough). So for all kinds of reasons, 
that washing machine number could be a good sign. So we prefer to look through the DB cloud and 
focus our sights on this statistic and especially on those delightfully short skirts…Another comforting 
thought seeps-up into our thinking relates to inflation. Inspite of central banks’ easy-money stance and 
2% target level for inflation it isn’t happening. Prices of most things are steady or falling. We believe that 
the underlying reason for this phenomenon lies in the general disintermediation and price discovery 
enabled caused by the internet an e-commerce. It is what has hurt DB profitability; it pushed Amazon 
into global eminence and will surely continue to push down margins and general pricing. We used to 
say “never fight the Fed”. Now we say “don’t fight the Net”. If our thoughts here are indeed the ‘truth of 
the moment’, prices will continue to fall across the board for everything, the economies will reallocate 
resources out of intermediation activities and improve their growth rates through efficiencies. We like 
what we see! International Monetary Fund Managing Director Christine Lagarde told CNBC on 
Wednesday "more vigorous" growth policies need to be pursued by the world's largest economic 
powers. She may well find it happening “naturally”… 
 
We leave you for today wishing you all a “Shana Tova” into a great start into Q4 on Monday!  
We give you a reminder that Gambling is the sure way of getting nothing for something  
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Market Weekly Highlights: 
  

 The dollar is almost unchanged for the week, with the USD Index (DXY) trading at around 95.49 
or +0.02% WTD, bringing the YTD performance to -3.18%. The dollar is now trading at about 
$1.1210 against the EUR and at 0.9662 against the Swiss Franc. The GBP is currently trading 
at 1.2964 against the USD, stable for the week. The Yen gained 0.13% over the week and is 
trading at 100.89 at the time we write. The Russian Ruble moved higher by 1.19% against the 
USD at 63.32, following the oil rally. The Brazilian Real is down for the week to trade at around 
3.26. Gold declined by 0.96% this week to 1’324.68. Oil prices rallied above the $47 level after 
an unexpected OPEC deal that outlines a production cut for the first time in eight years. WTI 
crude is now trading at $47.25, a five day rise of 6.23%, and the Brent is trading at $48.70/Bbl. 
 

 Big swings in the Bond markets as well, with most of the benchmark yield down for the week. 
The US 10 year yield moved lower by 7.7Bp to stabilize at the 1.54% mark. The yield on 10-
year JGBs moved 3.5Bp lower to currently offer negative 0.09%. The German Bund lost an 
additional 6.4Bp over the week, currently offering -0.15%. The Swiss 10 year bond yield 
continues to trade deeply into negative territories at -0.55%. The Italian 10Yr and the Spanish 
10Yr yields +0.2Bp and -4.6Bp to offer 1.22% and 0.92% respectively. Finally, the 10Yr UK Gilt 
yield moved 0.8Bp sable at 0.72%. 
 

 Amid mounting concerns about Deutsche Bank AG’s ability to withstand its pending legal 
penalties, global financials have suffered this week, pushing global equity markets down. All 
three major US indices are down this week, with the DOW declining 0.65%, the S&P500 -0.63% 
and the NASDAQ -0.69%. Futures are pointing south for today’s session as well. European 
markets suffered even more, the Eurostoxx 50 lost 3.37% for the week, the CAC -3.04% and 
the DAX -4.10% at the time we write. In Asia, the Shanghai Composite is also down for the 
week, declining -0.96% while the Hang Seng closed down -1.80% and the Nikkei +-1.82%. 
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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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