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It is Friday and we are back for our weekly chore of sifting through the data and noise to uncover and 
identify information. We’re now deep into earnings season and so far 72% of the S&P 500 stocks have 
“beaten” expectations. And yet, year-to-date the S&P has risen barely 2% and the DJIA is flat. The 
tech-heavy NASDAQ though is up about 8.50%, having (at last) clawed back its highs of 15 years ago.  
Amazingly, the Greek agreement, derided by all its parties, has been ratified by all governments 
concerned. Clearly the ridiculous and the impossible do happen!  
The big surprise this week was all the positive news, though it may not seem so initially - The CBOE 
Volatility Index, commonly known as the market's fear gauge, has reached a record low for the year.  
The VIX dropped 29% over the week ending a week ago to 12.04 and now at 12.64, the lowest level 
since December 2014. The fear index, which measures implied volatility based on options and signals 
investor uncertainty, reached its peak in October 2008 at 89.53. This is welcome news for the stock 
market, as prices are inversely sensitive to perceived risk!  Is this to continue? Well, we're only 2.5 
years into this period of low volatility and historically, these periods tend to last five years. We can 
make the argument that there is another 2 or 2.5 years of a low volatility environment which could 
correspond with an ongoing bull market. And yet, the S&P 500 and Dow Jones Industrial Average 
have been bouncing around in a tight range for the better part of 2015.  But according to top technician 
Ralph Acampora, if the market doesn't make new highs soon, it could lead to major problems down 
the road. For Acampora, who is unofficially called the Godfather of ‘Technical Analysis’, these failed 
rallies have brought about a lack of leadership.   "While the Dow is going sideways and attempting to 
make new highs, transportation is rolling over. That's not a good sign". Despite his concerns, 
Acampora is sticking to his year-end target of 2,250 to 2,300 "I have to stress, we need new highs or 
I'll have a problem later on," he added. 
After a strong rebound over the past week, stocks look primed to make fresh all-time highs. However, 
that's not necessarily an indication of bubbly inclinations. In fact, despite what may be the public's 
perception to the contrary, market valuations have actually fallen from recent peaks. That means 
shares prices have gotten cheaper per dollar of expected earnings. As of last Friday's close, the S&P 
500's forward price-to-earnings ratio (a measure of valuation that divides the S&P 500's price by the 
earnings that analysts expect companies to report over the coming year) sat at 16.8, according to 
FactSet. That's substantially below the recent peak for forward P/E logged in the beginning of March, 
which was then 17.3 and a drop in this ratio suggests a decline in valuation as the prices rise!  
Every time it looks like the economic field of vision is clearing, something seems to happen to blur it up 
again. As the Federal Reserve looks for a clear-cut sign to raise rates, last Friday's inflation report 
brought a little something to both sides of the debate: Signs of upward pressure in the headline 
numbers, but no persistent wage pressures in the underlying mix. The 0.3% rise in the consumer price 
index was in line with market expectations. In fact, real average hourly earnings actually fell 0.4% from 
May to June, according to the Bureau of Labour Statistics. Real average weekly earnings fell 0.3%.  
Bond guru Jeff Gundlach of DoubleLine Capital said this week that GDP growth was well below the 
levels that would merit a rate hike. "If you had just come from Mars and looked at that one chart you 
might have thought, 'I wonder if the Fed's going to ease?'. I can see why the Fed wants to get off zero 
... I really don't think it's going to be able to." Perhaps Janet Yellen was just testing the markets’ 
reactions when she suggested a rate hike was coming? 
On Wednesday, Gold marked its 10th straight day of losses, the longest losing streak for the precious 
metal in almost 20 years. And some traders say the collapse isn't over yet. The commodity fell as low 
as $1,080 on Wednesday, reaching new five-year lows. Gold is down 5% on the week and has lost 8% 
on the year. If gold were to finish the year at its current level, it would mark the first time it has posted 
three straight years of losses since 1996. Arguably, this move down is in-line with the strong US Dollar 
and the street’s expectations for US$ interest rates to rise soon.  
Last year’s theme was that the drop in oil prices and consequently in petrol would release disposable 
income for spending on everything else - Well, Americans are not spending much of the money they're 
saving at the pump. While consumer spending has picked up since Q1, results for the year so far have 
fallen short of expectations. Prices at the pump are still 30% lower than they were a year ago, 
according to AAA. This mystery turned into something more akin to the 'Hound of the Baskervilles,' 
where the central clue was the absence of a barking dog. As is now painfully obvious, the American 
consumer took their gas savings, bypassed the mall, and just went home.  
The Chinese Band (the currency, not music!) is playing live… The sounds of silence it would seem, as 
the CNY/USD exchange rate is locked at 6.20 and therefore appreciating against just about all others. 
Well, as per the Big Mac Index, the Yuan is still cheap, as the Mac costs there $2.74 vs. 4.79 in 
America, $4.05 in the Euro zone, $2.99 in Japan and $6.82 in Switzerland (where one should eat 
cheese, not burgers)… We go into next week thinking of Bertrand Russell’s thought that “The fact that 
an opinion has been widely held is no evidence whatever that it is not utterly absurd”… 
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This Week’s Highlights: 

 

 The Dollar had turned negative this week with the USD Index (DXY) moving from 98.00 to 
97.20. The US$ is now trading at about $1.0930 against the EUR and at 0.9615 against the 
Swiss Franc. The Pound had a bad week now trading at 1.5470 having been as high as 
1.5670. We maintain our belief in the fundamental strength of the US$. Again, this view is 
driven by the outlook for interest rates to hold or rise in the US and hold or decline elsewhere. 
The Japanese Yen was steady versus the USD and is trading 124.00 having started the week 
at 124.27. Gold turned lower and we are now trading at 1,082. We note that Oil is lower, with 
WTI at $48.65/Bbl and Brent at $55.38/Bbl. The Russian Ruble has weakened and is trading 
at 58.19 per USD along with the Brazilian Real which is now at 3.28 - Until the reforms are 
firmly in place we do not see a significant rally in the Real and our worries would be for further 
downside movements. 

 The US 10Yr Treasury yields moved lower throughout the week as the USD strengthened, 
seeing the yield move from 2.34% to hit 2.27%. The German 10Yr Bund has followed the 
news flows from Greece, but is now lower on the week at a shade above 0.73% - having be as 
high as 0.81% on Monday. The Spanish 10Yr yield was stable at a little above 1.95%. Italian 
10Yr notes dropped from 2.01% on Monday to 1.89%. In the UK, the yields moved lower from 
2.08% to 1.97% this morning. Swiss 10Yr yields were slightly negative this morning, moving 
down from 0.08% at the beginning of the week, and are now at about 0.00%. 

 In general the US equity markets are lower on the week. The Dow and the S&P500 are now 
respectively at -2.14% and -1.05% for the week; and the NASDAQ being -0.32%. Europe 
followed the same pattern this week with the EuroStoxx50 -1.03%, DAX -1.81%, CAC40 at -
0.79%, IBEX -0.76% and the UK FTSE at -1.90%. With the Shanghai bouncing by 2.87% but 
the Nikkei was down by -0.27%. The Greek stock exchange is currently still shut – we await its 
reopening after the cautious relaxation of capital controls. 
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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 


