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We are deep into Q2 earning season. So far, 327 of the S&P 500 companies have reported their 
earnings with 74% having beaten or equalled expectations. At the NASDAQ, they came close with 
70% beating. Quite a poor score card for those devising said expectations, no? Many of the Biotechs 
showed stellar results, justifying their big price rises of late. Are they frothy? Well, Amgen, the big 
daddy of the sector, after great numbers, is at an estimated P/E for this year of 17.75X UNDER the 
18.46X for the S&P as a whole! We are comfortable with equity prices at these levels and remain 
positive on the tech and healthcare sectors in particular.  
China's benchmark stock market crashed 8.5% on Monday, suffering its biggest daily loss since 2007, 
indicating that there is seemingly no reprieve to the violent selling rocking the country's equities. A 
sharp fall in commodity prices, weak Chinese economic data and concerns that Beijing may be 
reluctant to dole out further measures to support beaten-up shares all contributed to the sell-off. Data 
released earlier on Monday showed China's industrial profits declined 0.3% year-on-year in June, 
compared with a 0.6% rise in May. Chinese stock markets have had a wild ride this year – with the 
Shanghai Composite Index rising a hefty 60% in the first half of the year only to slide 30% since a 
June peak at over 5,000. Bumpy ride, but those who stayed in are well ahead in money; if shaken. 
The US market is so incredibly flat this year, strategist Tom Lee had to look back 111 years to find a 
comparable first half. And according to the Fundstrat Global Advisors co-founder, what happened in 
the second half of that year could be very instructive for today's investors.  "In the first two quarters, 
we had 0% gains back to back. … Only one other time did we find the markets spending six months 
like today: back in 1904," Lee said in an interview last Friday. After a pancake-like first half of 1904, 
"the market surged 41% in the second half. We are not saying 2015 is a repeat of 1904, but it goes to 
show, 'never short a dull market,'". 
 

The share of Americans who own their homes fell to the lowest level in almost five decades, extending 
a multiyear decline as families struggle to regain ground lost during the financial crisis and rentals gain 
favour. The U.S. homeownership rate was 63.4% in the second quarter, down from 63.7% in the 
previous three months. It was the lowest reading since 1967. The rental vacancy rate fell to 6.8% from 
7.1% in the first quarter and 7.5% a year earlier. It was the lowest rate since the 1980s, according to 
the report.  This data can be interpreted to read ‘growth is coming as home ownership rates revert to 
the historical levels’, or, one could say that there is a structural shift in perceptions of ownership value, 
signalling a continuing softness in the housing sector and hence, a reduced economic growth. Your 
guess is as good as ours here, but perhaps the latter view should be over-weighted, as seen in the 
first reading on Q2 US GDP at 2.3% vs the 2.6% expectation. First-quarter GDP, previously reported 
to have shrunk at a 0.2% pace, was revised up to show it rising at 0.6%  
 

The Federal Reserve on Wednesday declined to raise interest rates or provide any clues about when 
a hike is on the way. What’s the hurry, Janet? The Federal Reserve should not be in a hurry to raise 
interest rates and the latest Federal Open Market Committee statement shows they know it. While the 
jobs picture has improved, an inflation rate above 2% hasn't materialized. Price stability, or more 
accurately steady inflation, is the Fed's second and possibly more important mandate. Despite 
flooding the economy with unprecedented amounts of free money, the rate of inflation has remained 
stubbornly low. More concerning is that the Fed's own actions could push the global economy into 
outright deflation. The global economy has been broadsided by a deflationary shock. The slowdown in 
China is one reason for deflationary pressures, but a rising U.S. dollar is just as much to blame. This 
deflationary spiral is one of the most difficult economic problems to short-circuit. By its own admission, 
the Federal Reserve has time-tested tools to fight inflation but its deflation-fighting arsenal is severely 
lacking. The flaw in the Fed's logic is that it views declining oil prices as temporary and not necessarily 
a reflection of a larger slowdown in the global economy. Forecasting is a difficult business in general, 
and especially when it is about the future, but the reality is that no-one, including the Fed can 
accurately forecast whether price declines are permanent or temporary. The Fed has kept interest 
rates at "emergency" levels for six years, knowing that it has better tools to fight inflation rather than 
deflation and that the extent of the global economic slowdown is unknowable. So, there is only one 
question to ask Chair Yellen: What's wrong with waiting for longer? Well, futures traders slashed their 
bets on September, dropping the chance from 19% to zero, according to the CME Group's FedWatch 
tracker! It has become the silly season for Fed speculation; everything seems to be on the table. Some 
predict a 0.10% rate rise, which has never happened in 179 rate moves since 1934 (each and every 
one of these rate changes was divisible by 25)!  
The IMF said this week that they cannot participate in another round of Greek funding. Ouch. At least 
these guys act on their views…  
Off into August, we place the IMF’s views from Washington D.C. in the context of John Galsworthy 
who had said “Idealism increases in direct proportion to one's distance from the problem”.  
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This Week’s Highlights: 

 

 The Dollar had turned positive this week with the USD Index (DXY) moving from 97.20 to 
97.60. The US$ is now trading at about $1.0980 against the EUR and at 0.9625 against the 
Swiss Franc. The Pound had a relatively strong week now trading at 1.5570 having been as 
high as 1.5690. We maintain our belief in the fundamental strength of the US$. 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 marginally weaker versus the USD and is trading 124.20 
having started the week at 123.8. Gold turned lower and we are now trading at 1,082. We note 
that Oil is unchanged in the US, with WTI at $48.00/Bbl, but Brent has dropped and is now at 
$52.80/Bbl. The Russian Ruble has weakened and is trading at 60.50 per USD along with the 
Brazilian Real which is now at 3.38 having touched 3.44! 

 The US 10Yr Treasury yield is unchanged on the week at 2.26%. The German 10Yr Bund has 
followed the news flows from Greece, but is now lower on the week sliding from 0.72% to 
0.66%. The Spanish 10Yr yield was stable at 1.89% - in fact it has been steady there all week. 
Italian 10Yr notes dropped from 1.92% on Monday to 1.80%. In the UK, the yields moved 
slightly higher from 1.90% to 1.97% this morning. Swiss 10Yr yields are now at about -0.01%. 

 In general the US equity markets are higher on the week with positive outcomes for a large 
portion of the indices for their earnings. The Dow and the S&P500 are now respectively at 
+1.0% and +1.39% for the week; and the NASDAQ being +0.79% - with futures largely flat 
from last night’s close. Europe didn’t follow suit this week with the EuroStoxx50 at -0.25%, 
DAX at -0.85%, CAC40 at +0.29%, IBEX with -1.50% and the UK FTSE at +1.32%. With the 
Shanghai slumping by 10.00%, but the Nikkei was up by +0.20%. The Greek stock exchange 
is currently still shut – we await its reopening. 
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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 
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