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Now this was a ‘rattling week’… We are glad we kept our seatbelts tightened! We were shaken with a 
400 point drop in the Dow Jones last Friday, a significant move down in bond prices with the resulting 
rise in their yields, oil prices falling to the $43 handle and gold slipping towards $1’300. The US$ index 
(DXY) is essentially flat for the week. Volatility moved away from the currencies back to equities (the 
VIX moved from a 12 level to touch 20 only to fall back to the 16 handle). And then, we suddenly see 
movement in the long-dated bond prices. Now, yields have risen suddenly to levels last seen in June, 
and investors are concerned that holding securities at still very low yields, and super-high prices, makes 
them vulnerable when central banks take their foot off the quantitative easing pedal. European Central 
Bank President Mario Draghi sparked a ramp up in global interest rates last week, when he neither 
extended the ECB's quantitative easing, or bond-buying program, nor added new securities to it, as 
expected in the markets. The selling picked up when news reports appeared this week suggesting the 
Bank of Japan will no longer buy long-dated securities in its QE program. Selling in the bond market 
could continue, as the BOJ meets next week and now there are more speculations about its potential 
actions than those of the Fed. Both central banks meet Tuesday and Wednesday. While the Fed is not 
seen raising rates, there's speculation the BOJ could tweak its easing program and reveal findings of its 
review of its own policies. But the central banks are not stepping away from their programs, they are 
tweaking them. You have almost $200 billion a month and a captive buyer. That hasn't changed. So 
what's new is just that we're not learning they want to do more. Yes, the bond market isn’t a proper “free 
market” where price-discovery processes and normal economic valuations prevail. And let us not forget 
that the bond market sets the discounting factors for literally ALL assets- from equities to real estate 
through your cars and other durables which are often financed. A realisation seems to be gelling that 
basically we're kind of toward the end of the line when it comes to central banks being able to move the 
broader risk markets and it's going to come back to fundamentals. We do not expect the current sell-off 
to get out of hand though it could continue, whilst central banks will continue to rein in the short end of 
the curve. Don’t fool yourself that just your bonds are at risk here, as if these get hurt from rising yields, 
all other assets risk being discounted at higher discounting factors. Another and possibly a smarter 
observation is that this recent turmoil in the bond markets is that the yield curves have steepened i.e. 
the rate differential between short and long-term money has increased. Why is this good? Well, the said 
“curve” when steep suggests improving economic state, just as a flattening curve often predicts a 
slowdown. The stock markets may have given this interpretation a second look after last Friday’s 
damage…  
 
Well, we have been harping about the fundamental distortion of free markets by the now “normal” and 
long running central bank interventions. But this distorting force isn’t the only one affecting our 
understanding of “modern economics and finance”. Clearly, this world resembles contemporary art… it 
is what it is, in the eyes of each observer… Here is a disturbing thought- the rise of passive investing is 
a serious problem for the economy as a whole. The problem with predominantly passive capital markets 
is that they cannot possibly allocate capital efficiently. 
In a capitalist market, markets rapidly reallocate capital into expanding and shrinking industries, leading 
to superior economic growth. In a Marxist society, at least someone is doing the planning of capital 
allocation, even if the central planner will likely do a worse job of allocation than investors as a group. 
And then, in a capitalist society with predominantly passive markets, no party is making an attempt to 
allocate capital effectively, leaving an odd vacuum in which decisions are made by parties lacking 
accountability or fiduciary responsibility. In fact, the decisions that are made do not even appear to be 
decisions. As we observe the continuing growth of index-tracking funds, ETFs of all kinds and other 
robo-investing models, we find that market-prices no longer have the long believed truth of fair value. 
As capital is added into various asset classes based on models which apply manipulated discounting 
factors, it gets allocated into securities based on existing relative valuations. The result being that 
analysis-based reasoning is overridden by consensus and mechanicals. Have the markets we cherish 
become the equivalent of Marxist’s style central planning? As the markets pursue this evolution away 
from “proper” capital allocation, our bewilderment in the face of incomprehensible moves is likely to 
increase. Alan Greenspan’s unforgettable “Irrational Exuberance” might visit us more often than 
before… We have entered an age in which economic and financial forecasting is much harder and less 
reliable. Why? Because financial markets and financial investors are increasingly driving the world 
economy and it is inherently volatile. Total global assets under professional management have now 
increased to an astonishing $75 trillion, according to Boston Consulting Group. These gigantic amounts 
are rocketing around the globe looking for returns. The result is that commodity markets, corporations, 
governments and other sectors are being relentlessly financialized—or tied to the fortunes of 
investments in markets—and thus less predictable. 
A closing thought from Rudyard Kipling “All the people like us are we, and everyone else is They.” 
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Market Weekly Highlights: 
  
 

 Dollar is slightly down this week with the USD Index (DXY) trading at round 95.2790 or -0.06% 
WTD, bringing the YTD performance to -3.40%. Futures’ prices put the probability of a Fed rate 
hike next week at 18% following Thursday reports that showed U.S. retail sales declined 0.3% 
in August from the previous month and industrial output dropped 0.4%. The chance of a rate 
rise this year has slipped below 50 percent for the first time in a month. The USD is now trading 
at about $1.1238 against the EUR and at 0.9722 against the Swiss Franc. The GBP is currently 
trading above the 1.30 level at 1.3234 against the USD. The Yen gained 0.75% over the week 
and is trading at 101.95 at the time we write. The Russian Ruble moved higher by 0.11% against 
the USD this week, at 64.90. The Brazilian Real is down for the week to trade at around 3.30. 
Gold lost roughly 1% this week and is now at $1’315.37 per ounce. Oil slid this week as OPEC 
members Libya and Nigeria, whose supplies have been reduced by domestic conflicts, are 
preparing to boost exports within weeks. The oil surplus will then last longer than previously 
thought as demand growth slumps and output proves resilient, the International Energy Agency 
said Tuesday. WTI is down 5.00% for the week now trading at $43.58/Bbl and the Brent is 
currently trading at $46.19/Bbl. 
 

 Big swings in the Bond markets as well- Over the week, the US 10 year yield moved higher by 
almost 10Bp to stabilize at the 1.68% mark. The yield on 10-year JGBs yield moved 2.5Bp lower 
to currently offer negative 0.05%. The German Bund is back to positive yields since last Friday 
and stabilized at +0.02%. The Swiss 10 year bond yield continue to trade higher and is currently 
offering -0.37% yield.. The Italian 10Yr also jumped last week, gaining almost more than 8Bp to 
offer 1.33% yield, whilst the Spanish 10Yr yield is currently trading at 1.07%. In the UK, the 10Yr 
Gilts yields moved higher by 2Bp to currently trade at 0.88%. 
 

 About $2 trillion has been wiped off the value of global equities since last Thursday closure as 
ever-present anxiety over the oil market coincided with signs major central banks are 
questioning the case for loose monetary policies. Main European indices are leading the way 
down: the Eurostoxx 50 is losing 3.07% WTD, the CAC -2.95% and the DAX -1.62%. After their 
largest loss (in months) of last Friday, all three major US markets are rebounding Week-to-Date 
with the DOW gaining 0.70%, the S&P500 0.91% and the NASDAQ 2.41%.  Futures are 
however pointing slightly south for today. In Asia, the Shanghai Composite was down 2.41% for 
the week while Hang Seng closed down 3.17% and the Nikkei off 2.63%. 
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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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