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Sell in May… only to buy something else, clearly!  The US 10Year yield is only marginally higher by 17 
basis points on the month.  With US equities moving higher, the S&P 500 index put in a new all-time 
high yesterday at 2,121 with the Dow Jones Industrial Average a mere 0.20% away from its all-time 
and even the Nasdaq at 5,050 is less than 1% from its high of 5,091.  Perhaps the warm weather has 
the market believing we are already in the summer months! Elsewhere we have seen the catastrophic 
devastation caused by the earthquakes in Nepal and in Greece negotiations continued with the EU.  
When in doubt about your bail-out, “who you gonna call?”…  Well, if you are Greece and you owe the 
IMF a large interest payment, surely you simply give the IMF some of their own cash to fund it? 
Although this was an accounting sleight of hand, it is not that different from the practices that have 
been employed during the many US debt ceiling issues; granted it may not be possible next time 
round, but for now the Greeks are servicing their debts.  German inflation surprised to the upside - but 
it has done so every month this year, thus it is not as a direct result of European QE per se.  The 
German 10 Yr Bunds have sold off and as such the yields have moved higher.  Real yields remain low 
and nominal yields are below nominal GDP in most instances.  So naturally the media who lack a front 
page story have proclaimed the popping of the Bond Bubble with the uptick in yields.  We do not 
disagree that the Bond world has to be a bubble, but is it popping now…? We are not so sure. 
In Physics, a bubble is maintained when the surface tension on a film is in equilibrium with the 
differential pressure from inside to outside the bubble.  A bubble can be burst in many ways, 
introducing impurities, oscillations that cause the shape to change or simply by popping the bubble 
with a very large pin.  The media in the last week or so has been extremely quick to point out that the 
recent 40 basis point move up in the 10 year US Treasury yield marks the end of the 30 year bull rally 
in the bond markets.  And that the equilibrium has been destabilised; that the ”impurities” in the market 
caused by central bank intervention (and now the possible reversal of the Interest Rate cuts) has 
caused the bond bubble to burst… Well, as always, we at Bedrock have decided to read the markets 
rather than the news.  To do so we think there are a few points that need to be understood; where 
should the 10 Yr Treasury be trading? What has caused the situation we are in now? Has the 
equilibrium been fundamentally changed? 
Outside of the Foreign Exchange markets, the Bond market is the most liquidly traded market on the 
globe.  In principal over the long term, the bond market is the most rational and mathematically correct 
pricing source available to investors.  Historically, the 10 Year Treasury has traded at 300 Bps over 
the inflation rate.  When left to the market forces alone this has held true in the long run.  Let’s assume 
that real inflation is at 0% for now, the US 10 Year Treasury should be at 3%.  Well we are now 2.20%, 
so you can clearly see the effects of the Central Bank intervention on the pricing.  Yes, there seems 
like a fundamental mismatch between the pricing on Government paper; but with the Government as a 
natural buyer, it is artificially keeping the price slightly elevated… but not THAT elevated.  In Europe, 
inflation should kick in some time in Q3.  Yet yields on the 10 Yr German Bund are a meagre 0.60%.  
Germany is not Europe, but it is the engine that is well lubricated and still functioning – based on the 
recent import data, the normally cautious spenders have increased their imports, so perhaps there is 
indeed reason to be positive here!  But with yields this low it certainly would appear to be a disaster 
waiting to happen. 
So what has happened in the US that we can use as a guide for the European interest rate 
environment?  A large scale investor (the US government) has been buying regardless of the price, 
forcing yields lower and maintaining the yields at below market driven rates.  The same is happening 
in Europe with the ECB bond buying program, but we are much earlier in the investment cycle with a 
minimum of another 18 months of 60Bn EURs to be pumped into the system - a little under 1.1 Trillion 
Euros in total still to come.  Even Greek debt has been oversubscribed by 1.3 times at every auction 
this year! 
Fundamentally has anything changed?  Well, the FED is still rolling over its expiries and purchasing 
debt, it is still reinvesting the coupons and the balance sheet is relatively steady – bloated, but steady 
nonetheless.  In Europe, the balance sheet is increasing and the accommodative monetary policy is 
still in place and should remain there for the foreseeable future.  So in reality, QE in whatever form is 
likely to keep yields low.  We are certainly not denying there is a bubble; in fact we believe that this is 
one of the most precariously positioned investments in the world at the moment.  However, we do not 
believe that this will be changing overnight; equally we would not being advising to buy now. 
Let’s look backwards for once, the US economy in 2008 had 23 million full time jobs and after $4 
Trillion of QE the economy has managed to regain some footing to see 21 million today.  If the 
economy stabilises at these levels of adding around 200K jobs a month, by the end of the year the US 
employment data should show an economic recovery back to the heady days of 7 years ago.  We 
remain positive and are not worried about new highs in the equity markets, in fact with innovation and 
low rates we believe that these will continue to be beaten.  We look forward to higher highs! 
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This Week’s Highlights: 

 

 This week’s movement was again dominated by the USD which continued to trend 
downwards; with the DXY (US Dollar Index) dropping 1.1% so far, sliding from above 95 to  
93.60.  EURUSD moved higher throughout the week from 1.12 to move up to 1.1410.  With 
the UK election passed, the Pound has surged again from 1.5450 to 1.5760.  The CHF rallied 
again this week, with the USD dropping from 0.9350 to below 0.9160, EURCHF regaining the 
ground it had lost, gently gliding higher from 1.03 to touch 1.0430 today.  In fact the JPY 
seems to be one of the few currencies bucking the trend with USDJPY almost unchanged on 
the week at 119.80.  In the emerging markets, the RUB has risen slightly, sending the 
USDRUB to hit 49.00 with oil prices moving higher but looking to close out the week at the 
moment at around 50.00. Moving to Brazil, the Real has remained relatively steady, oscillating 
around 3.00 – perhaps an equilibrium point for the short term?  The Chinese Yuan was almost 
unchanged on the week at a shade above 6.20. 

 US 10Yr Treasury had a bumpy week, the yields temporarily soared from 2.12% to hit 2.37%, 
however, this has since rectified itself and the yields are now back to a more reasonable level 
of 2.18%. The German 10Yr Bund likewise had a tough week, dropping in price and sending 
the yields flying from 0.55% to hit 0.75% - we have subsequently moved lower in yields 
dropping back to 0.63%.  The Spanish 10Yr yield moved higher to hit 1.95% but slipped back 
to 1.77%.  Italian 10Yr followed the same line as Spain, moving back down from 1.95% to be 
at 1.78% now.  In the UK, the yields are slightly higher on the Gilts at 1.94%. Swiss 10Yr 
yields have remained positive this week, with the bonds yielding 0.05%. 

 In general the US equity markets are higher on the week.  Both the Dow and the S&P500 
were around +0.30% this week as at yesterday’s close, with the NASDAQ being +0.94%; with 
the S&P 500 putting in a new all-time high of 2,121 as at yesterday’s close.  Europe saw the 
DAX at -0.74%, CAC40 at -0.67% and the UK FTSE at -0.68%.  With the Shanghai +2.44% 
and the Nikkei +1.83%. 
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Highlighted items are interesting data points for the week 

  

 
All data is compiled from Bloomberg 
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Disclaimer 

This document is for information purposes only and has been prepared by Bedrock SA, representing the opinions and investment views of 
Bedrock SA as applied in its investment advisory and management activities. It is a private publication intended for private circulation only. It does 
not constitute a company survey, a financial research, an offer, a solicitation or a personal recommendation to buy or sell specific products or 
securities. Bedrock SA disclaims all liability for any losses or damages of any kind relating to such information, which may be changed at any time 
without notice. The risks inherent in certain investments, particularly derivative products, may not be suitable for all investors. The contents of this 
publication may have been used for transactions by Bedrock SA prior to their communication. Distribution or dissemination of this document 
and/or the sale of certain products mention herein are subject to restrictions. Copyright 2015 All rights reserved. Approved for circulation in the UK 
to professional clients only by Bedrock Asset Management (UK) Ltd which is authorized and regulated by the Financial Conduct Authority. This 
presentation is being made to you solely for your information and must not be copied, reproduced, further distributed to any other person or 
published, in whole or in part for any purpose. 
© 2015 Bedrock S.A. 4, ch. Des Vergers, 1208 Geneva, Switzerland, T: +41 (0)22 592 5455 

http://www.bedrockgroup.ch/

