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We are closing yet another interesting week. Three significant topics- Since Friday a week ago the market 
suddenly got the jitters in connection with the high-flying technology stocks and in particular the so-called 
FANG set- We saw a sudden sell-off on Friday and a further decline at the start of the week. Why? What 
happened? We will see if we can find an explanation and decide if we think this is a fresh buying opportunity 
or conversely, become worried. 
The second event is based on the information that the “Special Counsel” Mueller is now looking into Trump 
himself for possible obstruction of justice. Every day there was another leak, a further story to be regurgitated 
ad nausea by the media. True allegations or not, all this doesn’t help an already dysfunctional White House 
to get to working on their program of tax reform, infrastructure investments, health care reform and some 
international issues like North Korea and the like matters of some importance. A discombobulated governance 
of the world’s most powerful and important country is not conducive to investor confidence. 
The third big story came from the Federal Reserve- The Federal Reserve approved its second rate hike of 
2017 even amid expectations that inflation is running well below the central bank's target. As financial markets 
had anticipated, the policymaking Federal Open Market Committee increased its benchmark target a quarter 
point. The new range will be 1 percent to 1.25% for a rate that currently is 0.91%. We do wonder about this, 
as their statement also noted that inflation in the next 12 months "is expected to remain somewhat below 2% 
in the near term" but to stabilize. The big news was found elsewhere in their statement whereby on top of the 
rate hike, the committee said it will begin the process this year of reducing its balance sheet, which it expanded 
by buying bonds and other securities to fight the housing crisis. Just like the rate hike this too is an act of 
tightening. Several Fed officials have said publicly they expect the runoff program to continue until the balance 
sheet declines to about $2 trillion to $2.5 trillion. 
Wow. The Fed increased its anticipation for GDP growth in 2017, bumping it up to 2.2% from the 2.1 forecast 
in March. Unemployment also is expected to decline more this year than anticipated, with the new forecast at 
4.3%against the previous 4.5%. And nothing happened. Bond yields even dipped a little… The Dollar rose as 
it should have, equities stabilized.  
 
A good friend wrote to us “Okay. So, the Fed balance sheet is about $4.5 trillion, and it was about $1 trillion 
in 2008.  The difference is primarily increases in Treasury and MBS holdings.  It also means that the Fed has 
injected about $3.5 trillion of liquidity into the US economy starting in 2008. What is a bit alarming about all of 
this is that U.S. M2 (the money stock) is currently about $13.5 trillion. It was about $8 billion in 2008. That 
means the Fed could directly affect only about 12% of the money stock in 2008. It's policies today directly 
effects over 33%. So, won't a $1.1. trillion contractionary monetary policy through 2020 inevitably lead to a 
significant recession.  If that is the case, isn't the Fed kinda stuck with a significant part of the Treasury and 
MBS market now and forever?”    
We gave this comment some thought. With our Swiss perspective, we got an idea- Our central bank, the 
SNB, is a publicly traded company, listed on the SMI. Maybe Trump, who last week announced his plan to 
privatize air-traffic control, should consider an IPO of the Federal Reserve? Imagine, fund the US deficit whilst 

avoiding the need to sell this portfolio… Now that would be a Unicorn x 1’000 😊 

 
Other little titbits of information to add to our broth- China’s May industrial production up 6.5% on year, beats 
expectations, Germany says it granted citizenship to 2,865 U.K. nationals last year, up from about 600 in 
2015. With Brexit coming up in March 2019, the record number of Britons rushing for a German passport 
suggests many are unwilling to wait and see what kind of Brexit the U.K. eventually pulls off. Should we worry 
even more about the UK? Then a modern version of the Dutch Tulips- Bitcoin suddenly plummeted Monday, 
amid increased worries that the young digital currency system is growing too quickly. It fell 16% on Monday 
from its high of $3’041… We still can’t get our heads around the meaning or the value of Bitcoin and its other 
electronic brethren. Oh, we must not ignore that Euro zone finance ministers have agreed on a 8.5 billion 
euro loan to Greece, according to a euro zone official. One less risk of summer volatility… The best came 
last night when Putin, live on TV, offered Comey (deposed FBI Director) political asylum in Russia…  
And you thought you have got your mind around the problems facing the UK, think again- The Queen’s 
Speech -- the presentation of Theresa May’s new government’s program -- may be postponed, and the fallout 
goes from the sublime to the ridiculous- The reason being that it needs to be written on goatskin paper, which 
takes a few days to dry and it’s not ready… How could she possibly read it off paper??? 
 
Back to the top now… The rout in U.S. technology shares that has helped send global equities to record 
levels this year continued as investors debated whether the drops represent merely a pause or a more 
fundamental crack in the bull market. The Nasdaq Composite Index had its biggest two-day plunge since the 
start of December, falling 0.52% Monday to add to Friday's 1.80%drop. Yes, that's scary-sounding until you 
realize that just five names account for almost 75% of the Nasdaq's decline. “The fact that the Nasdaq could 
sell off 2% but leave the broader S&P 500 essentially flat is a good sign that money is not leaving equities, 
but simply repositioning,” said Morgan Stanley. We see in our future much Artificial Intelligence, “AI” as it is 
known. This requires Big Data and clever chips. Both are in the hands of the big techs. Buy them on dips we 
say, certainly on falls…  
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Market Weekly Highlights: 
  
 

• The greenback has marked a pause since last year’s strong rebound against all currencies. The DXY 
had reached 103.80 and then has lost ground to trade down at 97.40.  
The USD is trading around 1.1180 against the EUR and at 0.9740 vs. the CHF. The Pound is trading 
weaker at $1.2770. The Japanese Yen is weakening also against the USD at 111.31.  
The Russian Rouble is following the oil-price pattern, moving slightly lower this week against the 
USD at 57.70. The Brazilian Real is now trading higher at 3.2740 after hitting almost 3.33 yesterday 
against the USD.  
Crude oil WTI reached $55.24 a barrel on the first day of trading on January 1st and dropped to $44 
in the first trading days of May, only to trade back up at 52 and fall back now to around $44.70, while 
Brent is trading at $47.30 as we write.  

  

• The yield on 10Y U.S. Treasuries is trading at 2.1740% as we write. The Japanese 10 year JGB is 
trading almost unchanged for the week and continues to offer POSITIVE returns trading at 0.056%.  
In Europe, since the start of year we saw the German Bund trading lower in yield almost every day 
reaching almost 0.15% and then after the French election bouncing back to almost 0.50%, now is 
trading back at 0.31%. The French 10Y Yield hit 1.10% before the elections is now back trading at 
almost 0.65%  
The Swiss 10 year bond yield traded this month at around -0.019%, having bounced from -0.20% 
lows of last month and now is trading back at -0.14% as we write.  
In Peripheral Europe Italian 10Y yields crossed the 2% level having started the year at 1.71% and 
are currently at almost the same level at 1.67% while the Spanish 10Y yields trade 20bps lower 
having started the year at 1.30% and currently trading at 1.46%.  

 

• Markets are mixed this week in the USA, DJIA is trading at about 21’360, Nasdaq at almost 6’160 
even after the “correction” of this week (-2.47%), and SP500 at just above 2’430 (almost flat for the 
week at -0.05%). In reality, we are basically at the all-time highs, or within a couple of percentage 
points thereof.   
In Europe stocks are turned negative for the month with the correction of this week, with the exception 
of DAX which is up 1.05% and Italian FTSE MIB up 1.23%. Eurostoxx50 is down -0.27% for the 
month, the Swiss SMI has lost 0.90% as did the other European indices: the worst performer being 
the Spanish IBEX 35 at -1.02%. Nikkei is trading up for the year at 4.34% and for the month at 1.47%. 
In Latam the Bovespa is showing a weak +2.82% while in Asia the Hang Seng is up above 16% and 
Shanghai Composite at a mere +0.63%. 
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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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