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Another week came and went…Q2 earnings’ reports are trickling-in seeming to point to ‘better than 
expected’ season. The markets are repricing themselves accordingly; the S&P 500 and the DJIA have 
marked a sequence of new all-time highs as the week progressed. Some equity investors get worried 
when new highs are hit. Should they be? Well, perhaps we should take a small step back to gain some 
insight from perspective? Last year in May, the S&P reached a new high of 2’134.72 and then 
meandered down as we were concerned about oil prices collapsing, about the Fed’s then imminent 
tightening and many other concerns. Well, a little more than a year forward, BREXIT included, we are 
at 2’163.75, about 1.5% higher than the then all-time high. So many risks have been taken-out of the 
equation whilst the “discounting-factor” of the future has been further reduced- the benchmark 10 year 
US yields have fallen from 2.25% to about 1.50 today. In pure economic terms, it is arguable that the 
equity market is cheap!  
We miss the days when the Fed was opaque and credible in being so, when CNN, CNBC, Bloomberg 
News and other continuously updated realties were not pumping data and opinions into our limited 
processing abilities… information overkill these days…  
Let’s not feel poorly though; 2016 was expected to be the year of the stock picker. In fact, this has been 
the year investors wanted to do anything but try to pick stocks. Active fund managers had their worst 
first half ever, with fewer than one in five beating a basic market benchmark, according to data from 
Bank of America Merrill Lynch that go back to 2003. Overall, just 18% of large-cap fund managers have 
beaten the Russell 1000 benchmark for 2016, with the number rising to 22% in June. Few if any have 
been reading the markets properly. So what to make of Bank of America Merrill Lynch equity analysts 
(who are among the most bearish on Wall Street) whose crystal-ball says the S&P 500 could retest its 
February lows this summer, about 15% below current levels. Goldman Sachs has a year-end target of 
2’100 for the S&P. But then, as this prediction was issued, they also recommended “owning volatility” 
which they expected would spike. Well, the VIX was well above 20 when this thought was floated, only 
to fall through 13 (!!!) yesterday.  
Sifting through the news flows, we did focus on the Fed’s Beige Book published on Wednesday. In short, 
it stated “Economic activity increased at a modest pace in most regions”. With the U.S. labour market 
near what is considered to be full employment, economists generally have been expecting wages to 
rise, which in turn would help spark higher inflation. Well, to the great dismay of the Fed and other central 
bankers it simply isn’t happening. Government data puts inflation at about 1% and even that anaemic 
number may overstate the true level of price growth. Billions of online transactions are tracked on a daily 
basis by Adobe and show that deflation is rampant across several consumer categories. Prices are 
falling fast in the Adobe Digital Price Index (“DPI”), which measures 80% of all online transactions from 
the top 100 U.S. retailers. The consumer price index is calculated on a monthly basis by surveying the 
costs of about 80,000 items, while the DPI tracks 2.2 million products every day. Online commerce 
makes up almost 8% of all retail sales, according to the Census Bureau. The DPI suggests that current 
measures of inflation may be overblown. Deflation may be exerting a stronger pull on our economy than 
the CPI indicates. "It strongly suggests that direction, It’s certainly eye-opening" says Austan Goolsbee, 
professor of economics at the University of Chicago's, an adviser to the Adobe project.  
The elephant in the “economics room” is the internet. We believe that the impact of ‘on-line-everything’ 
on disintermediation is much more powerful than the on-line share of commerce at 8%. When true prices 
are exposed, they affect the traditional distribution pricing, and when one realises how much more 
business types are coming on-line, we can’t see how the future prices of anything will be rising. Prices 
of most everything will decline for a very long time to come. And there is little the Fed and other central 
banks can do about it. What does this mean for all of us in the investment world? A first sight, it may 
well justify the bond markets’ general exuberance- if a growing, structural deflationary force is rolling 
through the global economy then extremely low or even negative yields have a valid “raison d’être”. 
Huge changes tend to creep-up on us unnoticed… 
 
Remember James Brown who sang “This is a Man’s World”? That too is changing- From Merkel to May, 
will women soon rule the world? Christine Lagarde and Janet holding the world’s purse and the 
prospects of Hillary in the US and Christiana Figueres in the running for the UN Secretary General, 
James Brown’s song is becoming obsolete… The world may well become a better place when we 
consider two known adages- “Consistency is the hobgoblin of the small mind” and “It is a woman’s 
prerogative to be inconsistent”… Metaphors have a way of holding the most truth in the least space… 
 
Oh, and then, China's economy narrowly beat estimates Friday with a 6.7% expansion on-year in the 
three months through June, the fears of imminent collapse of earlier this year were clearly misguided  

Market Weekly Highlights: 
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 The Dollar is slightly down for the week with the USD Index (DXY) trading at round 96 and 

remains down 2.68% YTD. The USD is now trading at about $1.1140 against the EUR and at 
0.9785 against the Swiss Franc. The Bank of England kept its benchmark interest rate at a 
record-low 0.5% on Thursday and Theresa May took over as prime minister a day earlier, 
restoring some calm to U.K. politics after last month’s Brexit vote, and in response, the GBP 
climbed 3.1% over the week but remains negative 9.35 % for the year.  We expect the GBP to 
continue to be very volatile as the information is digested.   
With the Brexit vote the European stability is at risk which comforts us even more in our belief 
in the fundamental relative strength of the US$ - this view is driven mainly by the outlook for 
short-dated interest rates to hold or rise in the US and hold or decline elsewhere.  
The Japanese Yen is currently trading around the 106 level, a fall of 5% for the week: its 
steepest weekly decline in 17 years. The Russian Ruble is basically flat at 63.20 per USD. The 
Brazilian Real rose this week against the USD and is trading at or around 3.25. Gold dropped 
$32 as equities rallied ahead of potential stimulus measures from policy makers and is currently 
trading at about $1’334/Oz. 
We note that WTI Oil continued to decline a further 2.4% this week as consumption seems to 
falter and is now trading at $45.23/Bbl whilst Brent is up flat for the week, trading at about 
$46.89/Bbl.  

 

 Big swings in the Bond market; We note that the yield on the benchmark US 10 year note is 
back to 1.53%, with the Japanese 10 year JGB at NEGATIVE 27Bps, the German Bund at 
NEGATIVE 0.03% and the Swiss at NEGATIVE 0.56%. The Italian 10Yr is almost flat for the 
week and is trading at 1.22%. The Spanish 10Yr yield has been mostly trading in the 1.14%-
1.18% range over the week and trades at around 1.18% as we write. In the UK, the Gilts’ yields 
moved higher from 0.708% to 0.834% to finally stabilize today at 0.81%.  The global flight to 
security seems to attenuate slightly. 
 

 Terror attacks again hit France, plunging European markets into negative territories for the last 
trading day of the week. However, for the week, European markets have significantly rallied as 
the political uncertainties are diminishing with the nomination of the new UK prime minister. The 
DAX is trading +4.5% for the week, the CAC40 is now up 4%%, the SMI at +1.26, the UK FTSE 
trading at +0.76% for the week and EuroStoxx50 at +3.90% In Asia, the Nikkei recovered the 
most this week jumping 9.21%%, whilst the Shanghai Composite is up 2.22% and the Hang 
Seng Index closed up 5.33%. The futures are all pointing flat for the US equity open. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Highlighted items are interesting data points for the week   
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All data is compiled from Bloomberg 
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Visit www.bedrockgroup.ch 

 
 

The content of this document has been approved and issued by Bedrock S.A. and Bedrock Asset Management (UK) ltd for information purposes only. The information and opinions contained in this document are for background information and discussion purposes only and do not 

purport to be full or complete. No information in this document should be construed as providing financial, investment or other professional advice. This information contained herein is for the sole use of its intended recipient and may not be copied or otherwise distributed or published 

without Bedrock’s express consent. No reliance may be placed for any purpose on the information contained in this document or their accuracy or completeness. Information included in this document is intended for those investors who meet the Financial Conduct Authority definition 

of Professional Client or Eligible Counterparty. 

Confidentiality 

This presentation and the information contained herein are confidential. Each copy of this presentation is addressed to a specifically named recipient and shall not be passed on to a third party. 

By its acceptance hereof, the recipient agrees to keep the presentation and its contents strictly confidential and may not disclose or divulge any information contained herein to any other person. This presentation cannot be published, copied, reproduced or distributed in any manner 

whatsoever. The recipient will use this presentation for the sole purpose of obtaining a general understanding of the business, operations and financial performance of Bedrock in order  to make a decision as to whether the recipient should proceed with a further investigation of the 

Funds and this investment opportunity 

Bedrock reserves the right to request the return of this presentation at any time, without the retention of any copies by the prospective investor. 

Investment Risks 

The value of all investments and the income derived therefrom can fluctuate due to market movements and you may not get back the amount originally invested. In the case of overseas investments, values may vary as a result of changes in currency exchange rates. This may be due, 

in part, to exchange rate fluctuations in investments that have an exposure to currencies other than the base currency of the portfolio. Past performance is no guide to or guarantee of future performance. 

Limitation of Liability and Indemnity 

Bedrock expressly disclaims liability for errors or omissions in the information and data contained in this document. No representation or warranty of any kind, implied, expressed or statutory, is given in conjunction with the information and data. Bedrock accepts no liability for any 

loss or damage arising out of the use or misuse of or reliance on the information provided including, without limitation, any loss of profits or any other damage, direct or consequential. 

You agree to indemnify and hold harmless Bedrock and its affiliates, and the directors and employees of Bedrock and its affiliates from and against any and all liabilities, claims, damages, losses or expenses, including legal fees and expenses arising out of your access to or use of the 

information in this presentation, save to the extent that such losses may not be excluded pursuant to applicable law or regulation. 

Any opinions contained in this presentation may be changed after issue at any time without notice. 

Copyright and Other Rights 

The copyright, trademarks and all similar rights of this presentation and the contents, including all information, graphics, code, text and design, are owned by Bedrock. 
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