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Overview

• By late 2015, early 2016 USD strength had become a source of instability. 

• A coordinated effort appears to have been in place since mid-February to 

constrain the USD 

• The subsequent stabilisation of ‘international risks’ and easing in 

financial conditions allows the FOMC room to recommence policy 

normalisation 

• The market may be underestimating FOMC intentions 
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USD strength and commodity bear market served to reinforce one another

Bloomberg Commodity Index  
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Most significantly in energy markets 
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Commodities Down, Emerging Markets Down 

Bloomberg Commodity Index  

MSCI Emerging Markets Index
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At the same time strong USD dragged CNY higher 

Renminbi Trade Weighted Index 
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China Reserves  
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PBOC reacts in August and again in January 
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USD - CNY 



Prompting mild panic in global risk assets  
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MSCI World Index 



A negative feedback loop had developed 

Negative Feedback Loop

USD strength – Commodity / EM bear market – USD-CNY peg pressuring China to devalue -

reinforcing commodity / EM bear market – Feeding back into developed markets – reinforcing 

USD strength

Feb 13th – PBOC Zhou – ‘no requirement to devalue’ 

Feb 15th – Russia – Saudi agreement in principle to freeze output

Feb 27th – Shanghai G20 – ‘Solemn’ agreement not to devalue

Mar 10th- ECB – Draghi - policy actions not designed to depreciate the Euro 

Mar 16th – FOMC – Dovish FOMC cited international risks, strong USD

Mar 29th – Yellen NY speech reinforces message  

Negative Feedback Loop Reversed

Softer USD – Recovery Commodities / EM - easing of pressure on China - recovery in developed 

markets 



Risk assets and oil bottom  

Source: Bloomberg, Federal Reserve, Goldman Sachs
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Subsequent stabilisation of ‘international risks’ and easing of financial conditions allow  

FED to recommence policy normalisation

USD Trade Weighted Broad Index 

– Federal Reserve     

GS US Financial Conditions Index 
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FED preparing for June / July hike  

May 18th - FOMC Minutes April 27/28th

“Most participants judged that if incoming data were consistent with economic growth picking up 

in the second quarter, labor market conditions continuing to strengthen, and inflation making 

progress toward the Committee’s 2 percent objective, then it likely would be appropriate for the 

Committee to increase the target range for the federal funds rate in June.” 

Since May 16th
*FED'S HARKER SAYS `CAN EASILY SEE' TWO, THREE RATE HIKES IN '16

*DUDLEY: MKT PRICING OF FED HIKE ODDS WAY TOO LOW PRIOR MINUTES

*DUDLEY: JUNE IS DEFINITELY A LIVE MEETING

*LACKER: MKTS TOOK WRONG SIGNAL FROM FED IN MARCH AND APRIL

*FED’S LACKER: I SUPPORTED RATE INCREASE AT APRIL FOMC

*LACKER: STRONG CASE TO RAISE RATES IN JUNE

*LACKER SAYS HE’S COMFORTABLE WITH FOUR FED RATE HIKES IN 2016

*LOCKHART SAYS 2 OR 3 FED RATE HIKES THIS YEAR ARE POSSIBLE

*FED’S WILLIAMS SAYS JUNE FOMC A LIVE MEETING IN HIS VIEW

June 6th

Yellen likely to reinforce this message

Source: Federal Reserve, Bloomberg 
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Expectations Adjusting – 34% probability of 25bp increase in June v 4% on May 16th
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Expectations of more than one increase in 2016 have barely changed 

Probability Fed Funds Target will be 0.50 – 0.75% after Dec FOMC



Source: Bloomberg

A single hike is priced in 2016….not consistent with Fed’s current tone



FED after June / July   

• The catalysts for the August and January sell-offs (China devaluation 

threat and collapsing energy prices) are off the table now and unlikely to 

reemerge with anything like the same force. Other ‘shocks’ may emerge 

but in their absence and assuming:      

• Financial conditions do not tighten aggressively i.e

• the USD does not ‘take off’ to the upside

• Equities / risk assets broadly ‘hold in’ 

FED will be free to do what they are SIGNALING THEY WANT TO DO,  

‘normalise’ policy.   



Expect Higher US Yields 
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USD likely to be supported in the range but major strength will be resisted by 

policymakers 

Source: Bloomberg, Three Rock Capital

USD Index 



Precious Metals – Less interesting now that USD has recovered and Fed rhetoric has 

become more assertive 

Source: Bloomberg, Three Rock Capital
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Equities earnings yield still attractive relative to the alternatives 

Source: Bloomberg, Three Rock Capital



DISCLAIMER

The material contained within this document is for information purposes only and is subject to change without notice. It is not

an invitation to buy or sell a particular financial product or service and it should not be regarded as such. While care has

been taken with the production of this document, Three Rock Capital Management Limited (TRCM) does not represent that

the information contained here-in is complete, timely or accurate and accepts no liability for any inaccuracy or omission. Any

opinions expressed are current at the date referenced on this document but are subject to change without notice.

Futures are risky and leveraged financial instruments and should only be considered by investors who fully understand the risks

and potential losses involved. Investors should take appropriate investment advice where necessary and consult with

independent professional advisors if required. TRCM makes no representations as to the legal, tax and financial

consequences of participating in one of its trading programs. Investors must ensure that participating in such a program is

consistent with their own investment objectives and that it is appropriate for them in the light of their experience and financial

position.

Past performance figures contained in this document are not indicative of future results. The value of the investment in

managed accounts can fall as well as rise. Substantial charges, management and advisory fees can lead to the depletion or

exhaustion of the value of an investment. This document is the proprietary information of TRCM and is intended solely for the

use of those to whom it is addressed. It should not be supplied, presented or distributed without the prior consent of TRCM. It

should not be redistributed, supplied or presented in jurisdictions where the investments described may be restricted or

prohibited by law and TRCM cannot accept any responsibility for such actions

Pursuant to an exemption from the CFTC in respect of qualified eligible persons this material has not been filed with the CFTC.

The CFTC and the Central Bank of Ireland ( and any other regulator) have not passed upon the merits of participating in a

trading program managed by TRCM, nor have they reviewed or passed upon this document.

Three Rock Capital Management Limited is regulated by the Central Bank of Ireland. The firm is registered with the CFTC as a

CTA and a CPO and is a member of the NFA.


