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“Greece is the word...” well, John Travolta certainly got that right. However, here at Bedrock we think
there are some other words that are just as interesting, Puerto Rico (ok, this is two words), China,
M&A... But we won’t hold it against Travolta and Newton-John; the 70’s were a different era. As there
does not seem to be anything intelligent to write about Greece, we thought it best to opine on other
matters for now, Puerto Rico. Some of you may question the importance of Puerto Rican bonds as a
subject, but the fact of the matter is that as of Tuesday it seemed unlikely that they would be able to
repay the $1.9Bn that was due. In fact the debt was serviced and the repayments made, but the
comments made by the U.S. territory's governor, Alejandro Garcia Padilla, to The New York Times are
extremely telling and worrying. Padilla very succinctly explained that, as the situation stands now,
Puerto Rico cannot pay its $72 billion of outstanding debt. "This is not politics, this is math," Garcia
Padilla said. The debt to GDP ratio is not as high as some other countries, standing at only 68%. But
the fact of the matter is that their income may not be sufficient to service their debts and their fiscal
situation is not exactly what you would hope to see as a bondholder. But why does it even matter?
Well, as Cramer put it on CNBC, "Everybody had it. Rich people had Puerto Rico. Mutual funds had
Puerto Rico. A lot of hedge funds had levered up Puerto Rico because it was such a great trade. It
turned out to be not so great." Quite. The repercussions of this were felt directly at the financial
guarantee insurance houses, with MBIA dropping 23% on Monday and 13% on Tuesday. Their stock
prices reflecting the possible massive financial impact that the guarantee insurance policies would
suffer, should Puerto Rico default. As Padilla explained, it would appear to be a matter of when, not if,
they will default as their income and fiscal troubles do not seem to point towards sufficient growth or
debt servicing capabilities.

Meanwhile, the CDS market for insuring corporate bonds against default in Europe jumped by the
largest single day move since Lehman. The Markit iTraxx Europe Senior Financial Index of CDS rose
20% in one day on Monday, hopping from 76 to 90 basis points. This move is a little more troubling
when viewed on a slightly longer scale, as this market has based for over a year and fallen 80% from
the highs of 2011. But as we mentioned last week, the risks in the market have decreased —
regardless of the fact that insurance linked to bond defaults has gone up in price. There are less
possible outcomes than a week ago, and whilst risking to sound like “we told you so”, this is exactly
what we wrote last week. Although the Greeks (sorry, we have to mention them now) have not made
their payment to the IMF, this is not technically a default yet. We also wrote that last weekend would
be the last weekend of the Greek Saga, well, we were wrong (it can happen!). As in any good fairytale
the Greeks have added another piece to the puzzle with the political equivalent of hiding behind a rock
and pointing to the big scary beast (The Troica) by the PM. Rather than take a stand, he has pushed
the decision onto the people, with the rather confused standpoint of agreeing new bailout terms and
whispering out the back of his hand to the Greek populous that they should vote against it. The
Germans were not much better. Now that the Greeks are agreeing to play with the other children the
Germans have declared an embargo on the sharing of toys until Monday — when we are pretty sure
there will be some mud or sand that is likely to be thrown around. Thankfully politicians have mothers
as well; otherwise we are pretty sure that no one loves them!

Let’s return to (the new) normalcy. Developed nations’ central banks are cutting rates or in a holding
pattern for now at historically low rates. Meaning the cost of money is low, spurring borrowing (in
theory) and hence providing the debt and capital markets with a boost that should in turn stimulate
their economies. Simple; right? Well China is following the same path and has seen tremendous
growth over the last 18 months, with local indices seen nearly 200% growth in a year. So it is
therefore totally reasonable to expect a short breather as the markets normalise. We view the recent
volatility as a good opportunity to stabilise the markets before the next up leg continues. The US
however on a corporate front has in fact just had the largest year for M&A activity on record, ever, for
any country! Seeing a whopping $1 Trillion in M&A activity in the first half of 2015, which is 50% more
than last year’s transactions for the same period. But when we look at the S&P 500, this could be
called the most boring year ever, with the lowest amount of time spent above or below 3.5% from its
starting point — i.e. never this year. Yet the Dow Industrial Average has had more than 40% of its
trading days as triple digit moves and the S&P has seen more than 25% of its trading days above
1%... nearly twice the amount from last year. A thrill ride to nowhere! If we then look at the other years
that have seen the next lowest number of moves above or below 3.5% we see that EVERY year
turned out to be positive with an average return of over 6%.

As Danny Zuko said, “l got chills, they’re multiplying, and I'm losing control, ‘cos the power your
supplying, it's electrifying”. Let’s just hope that the Greeks don’t lose control and that we have a happy
ending with Tsipras floating off in a flying car. Have a happy weekend... hopefully with air con!
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This Week’s Highlights:

e The Dollar continued its way up this week with the USD Index (DXY) moving from 95.00 to
almost 96.50, now trading at 96.00. The US$ is now trading at about $1.1100 against the EUR
and at 0.9415 against the Swiss Franc. The Pound is now trading at 1.56 against the USD.
We maintain our belief in the fundamental strength of the US$ a view which is driven by the
outlook for interest rates to hold or rise in the US and hold or decline elsewhere. The
Japanese Yen resumed its weakening versus the USD and is trading 123.00 after reaching
123.73 yesterday. Gold quasi unchanged for the week and we are now trading at 1,168. We
note that Oil has dropped this week, with WTI at $56.60/Bbl and Brent at $61.65/Bbl. The
Russian Ruble has steadied around 55 and is now trading at 55.69 per USD along with the
Brazilian Real which is steady at 3.096 - 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.

e The US 10Yr Treasury yields moved higher throughout the week reaching 2.45% yesterday as
the USD strengthened. The German 10Yr Bund follows the news flows from Greece, with the
yield moving higher yesterday at 0.90% and now trading at 0.83% at the moment. The
Spanish 10Yr are sliding at 2.25% after starting the week at 2.60% and dropping significantly
during the week to finally oscillate around 2.30%. Italian 10Yr notes followed a similar
trajectory, dropping from 2.72% to 2.21% and finally settling higher at 2.28%. In the UK, the
yields moved back to their starting point 2.05% from this week’s peak 2.18%. Swiss 10Yr
yields remained stable at 0.138%.

e In general the US equity markets are lower on the week. Both the Dow and the S&P500 are
respectively for the week at -0.90% and -1.21% as of the close of yesterday; and the
NASDAQ being -2.01% - with the futures indicating a marginally higher open on Friday for
across the three indices. Europe really has had a bad week with the DAX -3.65%, CAC40 at -
4.57%, IBEX -5.18% and the UK FTSE at -2.12%. With the Shanghai dropping heavily by
12% and the Nikkei was down only 0.80%.
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Highlighted items are interesting data points for the week

MARKET INDICES PERFORMANCE 0210712015
| PRICE CHANGE IN % (unless indicated) |

INDEX NAME cCY Last Price D 5D MTD [ 3 &M YTD [ 3

EQUITY MARKET INDICES - BY REGION PIE

S&P 500 INDEX usD 2078.78 002 EF] 0.86 -1.76 048 0.0 0.87 460 51.15 17.27

DOW JONES INDUS. AVG usD 17720.11 018 £0.90 083 -1.91 01z 058 052 388 36.08 1574

MNASDAQ COMPOSITE INDEX ~ USD 5009.214 -n.0s 20 045 477 250 507 577 11.67 86.32 12.80

RUSSELL 2000 INDEX usD 1248.250 -0.85 273 045 -1.20 052 413 382 332 52.51 18.78

EURO STOXX 50 EUR 346325 -n.g2 457 082 357 - 10.08 284 5.05 4803 14.85

EURO STOXX 600 EUR 38546 -0.40 203 082 230 328 1274 1235 10.20 40,51 16.14

CAC 40 INDEX EUR 4835 56 083 457 079 410 485 13.54 1209 753 47.50 15.54

DAX INDEX EUR 11029.35 073 367 115 -3.06 748 13.37 12.00 10.38 86.20 13.86

FTSE 100 INDEX GEP 683047 0.36 20 149 479 315 1.07 079 260 16.35 15.89

SWISS MARKET INDEX CHF £061.42 059 £0.92 163 356 238 068 068 285 4408 17.36

MIKKE! 225 Py 205225 0.85 £0.80 1.50 032 588 17.70 17.70 3382 126.54 19.41

HANG SENG INDEX HKD 2628232 0.12 367 038 545 345 Q.60 10.78 1112 32.50 1247

SHANGHAI SE COMPOSITE CNY 3012767 -347 1207 -13.80 2401 452 13.88 13.08 7870 85.30 14.85

S&F BSE SENSEX INDEX INR 2745.8 -0.20 0.87 098 453 072 0.60 202 864 60.00 16.34

RUSSIAN RTS INDEX 5 usD 23204 0.19 .51 118 -1.96 015 17.46 1746 3322 3408 502

BRAZIL IBOVESPA INDEX BRL 53106.18 0.56 043 0.05 078 002 247 6.20 143 478 12.19

MSCI WORLD usD 174725 0.01 463 087 238 017 250 220 098 30.62 16.84

MSC| WORLD HEDGED usD 740738 0.08 464 0. 194 oo 5.01 502 833 60.33 -

MSC| WORLD LOCAL - 1328.3 0.05 .66 082 205 082 3.06 3.96 850 5148 -

MSCI AC WORLD usD 426.01 0.01 .56 050 23 040 243 2.13 -1.79 3465 18.21

MSCI EM usp 7147 0.00 053 -n.08 245 230 1.86 150 254 1.54 12.28

MSCI AC ASIA x JAPAN usp 582.03 015 £0.88 0.14 338 182 377 431 0.14 20.55 1275

MSCI EM LATIN AMERICA usp 2518.00 1.08 043 0.08 074 ERE] 443 785 25.00 3023 1448

MSCI EM Eur, ME & Africa usD 275.82 0.854 £0.43 -0.44 0.82 239 260 1.57 -17.88 -14.56 11.12

EQUITY MARKET INDICES - BY SECTCOR FIE

MSC| ENERGY usp 22188 057 238 -0.35 445 -3.00 679 470 2871 474 2151

MSCI MATERIALS usD 22275 -0.02 242 017 508 -1.82 022 012 -13.37 218 17.40

MSCI INDUSTRIALS usp 200.13 011 163 047 274 -1.82 075 041 -3.68 40.23 16.75

MSC| CONS DISCRETIONARY ~ USD 199.23 -0.08 -1.56 0.4 -1.18 067 7.85 6.8 7T 66.96 17.87

MSC| CONS STAPLES usp 20198 -0.14 .44 089 -1.41 -1.81 1.85 1.03 042 30.01 20.00

MSCI HEALTH CARE usp 219.64 -0.05 429 078 -0.81 238 a7e 9.88 14.43 8227 18.78

MSCI FINANCIALS usp 104.72 -0.15 .75 088 -145 081 209 191 -0.70 45.85 13.68

MSCI INFO TECH usp 14245 003 154 067 291 027 172 1.54 7.58 49.40 16.92

MSCI TELECOMS usp 711 0.20 -1.59 062 -1.28 122 434 401 243 2348 16.37

MSCI UTILITY usp 112.08 118 £0.60 1.38 278 328 203 812 228 2.85 15.28

MSCI WORLD REAL ESTATE  USD 189.34 0.23 £.39 1.18 267 672 -2.08 -2.37 -0.62 17.81 2423

HEDGE FUND INDICES

HFRX GLOBAL HEDGEFUND  USD 123517 0.10 114 0.10 137 081 1.38 128 147 0.00

HFR:X EQUAL WEIGHTED usD 121032 0.10 072 0.10 091 035 162 162 092 o.07

HFRX GLOBAL EUR EUR 1125.85 0.06 .16 0.06 141 08z 1.00 1.00 -1.79 8.4

MARKET INDICES PERFORMANCE 0210712015
| PRICE CHANGE IN % (unless indicated) |

THDEX NAME CCY Last Price D 50 MID 1] LY =1 YD Y7 ETd

FIXED INCOME INDICES - YIELD ON US GOVERNMENT BOMDS (Change in bps)

US 3 MONTH usp 0 0.00 0.00 -0.01 -0.01 001 -0.02 0.04 -0.01 -

US 2 YEAR usp 0.627 0.00 0.08 -0.02 0.05 0.15 0.04 004 012 -

US 10 YEAR usp 23323 0.00 £.09 0.03 0.02 0.54 0.27 0.21 -0.26 -

FIXED INCOME INDICES - BY TYPE OF ISSUER Yiekd to Worst

GLOBAL AGS TR HEDGED usp 47235 -0.02 0.08 028 na2 288 0.88 067 2.08 0.52 181

US GOVERNMENT TR usp 207353 017 0.07 -0.25 032 -1.88 040 017 2.51 219 1.81

US CORPORATE TR usp 2558.01 0.21 0.03 018 020 357 -1.45 ERL] 1.26 0.16 332

US HIGH YIELD TR usp 1686.16 0.04 033 025 112 0.17 276 279 018 21.88 850

EU GOVERNMENT TR EUR 234.95 -0.34 055 -045 177 -5.37 213 -1.73 383 19.62 103

EU CORPORATE TR usp 241.85 -0.06 011 -0.05 -1.25 -2.88 -1.61 -1.52 1.94 1725 145

EU HIGH YIELD TR EUR 734 0.15 044 040 -1.28 -1.39 1.85 172 231 464 448

BARCLAYS GLOBAL CONVERT. USD 22458 0.8 132 0.08 -1.83 040 482 482 274 36.62 -

GLOBAL EM TR (HEDGED) usp 226.8118 0.14 049 0.10 0.4 035 250 264 072 1438 405

SEPILSTA U.S. LEV LOAN usD 0502883 0.00 0.48 -0.02 -1.19 -1.25 0.54 033 4.00 1.69 5.15

COMMODITY INDICES - BY TYPE OF ISSUER

GSCIINDEX TOTALRETURN ~ USD 3175728 0.7 0.08 -158 2685 538 -1.02 77 3742 29860

GSCI ENERGY TR usp 632232 027 219 -254 548 2.40 131 0.36 4838 3308

GSCI INDUSTRIAL METALS TR USD 1148.227 0.07 022 1.21 -4.00 485 -2.61 024 -12.50 2279

GSCIPRECIOUSMETALS TR USD 1433.302 -045 0.82 -0.85 -2.15 -3.68 2.14 -1.88 -14.82 -30.52

GSCI AGRICULTURE TR usp 5205480 040 P EE] 1049 470 020 230 -13.12 2932

GENERIC 15T 'CL* FUTURE usp 58.03 082 513 488 825 2.06 0.53 -1.52 4534 3782

GOLD SPOT 3102 usp 1188.2 024 055 -0.28 -1.35 281 -1.70 .33 1140 2772

CURRENCIES

DOLLAR INDEX SPOT usp 96.11301 012 053 055 057 539 6.34 19.67 1738

Eur Spot EUR 11084 018 -0.38 -1.52 123 .95 822 1241 1183

Japanese Yen Spot JFY 12307 0.00 -046 098 333 279 2,67 -18.97 3517

British Pound Spet GBP 15800 0.04 -n.82 179 486 2.3 0.24 598 047

Brazilian Real Spot BRL 3.0967 1.70 020 115 0.85 -13.00 -14.18 2812 3529

China Renminbi Spot CNY 6.2045 0.00 -0.06 -0.12 .18 0325 0.01 013 238

Singapare Dedlar Spot 36D 1.2479 002 -0.07 041 0.18 -0.98 -1.62 753 631

Norwegian Krone Spot MOk 7.0832 -0.04 -142 274 0.9 4.12 £.48 2231 -25.18

VOLATILITY £ LIQUIDITY INDICES

CBOE SPX VOLATILITY INDX ~ USD 18.79 435 19.84 780 2281 14.45 562 1255 6280 0.78

USD SWAP SPREAD SEMI 2YR 265 283 1379 -023 756 0.00 13.78 1225 8727 057

TED SPREAD 28.35 5.67 053 1.94 362 7.51 17.63 28.81 20.22 27.23

www.bedrockgroup.ch Bedl’OCk




Bedrock Newsletter

All data is compiled from Bloomberg

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.
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