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Commentary At-a-Glance 

 
 All three of the major US indexes moved lower during the course of the previous week. 

 Instability in Iraq is starting to be felt in the markets. 

 World Bank lowers 2014 global growth estimates.  

 The Republican establishment took a major hit in the primaries. 

 Economic news releases last week, on the whole, came in below expectations. 

 
 
Market Wrap-Up 

 
Last week started out with both the S&P 500 and the Dow making new all time highs on Monday. For the 
NASDAQ, last week was looking to be the week that finally saw the index break above its beginning of 
March high, but that was before some key data was released and the oil market jumped higher, both of 
which ultimately led to last week being a down week. Below are my standard charts with the key indexes 
represented by the green lines and the most recent trading channels or resistance levels on the three major 
indexes represented by the red lines: 
 

 
 

 



As you can see in the above charts, the markets rolled over a little last week, after a very strong move 
higher that started back in the middle of May. The S&P 500 (upper left pane) remains the strongest of the 
three major indexes as it is well above its most recent trading range, while the Dow (upper right pane) now 
finds itself in the middle of its most recent trading range. The NASDAQ 
(lower left pane) remains the laggard of the group as it failed to break out 
to a new high over the level seen at the end of February. With volume 
being so low it seems like last week’s rollover was more a function of 
investors taking some profits and adjusting their portfolios than the start 
of a more meaningful downward move in the markets. We did, however, 
see the VIX (lower right pane) move meaningfully higher, but this move 
seemed to be more about the situation unfolding in Iraq than fears about 
the future movements of the markets. At this point the market is likely to 
chop around, looking for direction until we get into earnings season for 
the second quarter, which is just a few short weeks away.  

 

 

International News 

 
International news last week was focused on two main items: the first being the continued and increasing 
unrest in Iraq and the second being the report released by the World Bank, in which they lowered the overall 
expected growth rate globally during 2014, in addition to numerous 
individual country downgrades. The situation in Iraq has been 
deteriorating for the past several months as a Sunni group known as the 
Islamic State in Iraq (ISIL), coming mainly out of northwestern Syria and 
northern Iraq, have advanced through the northern part of Iraq and is 
rapidly moving toward Baghdad and southern Iraq. So far ISIL has taken 
control of Mosul, Kirkuk, Tikrit (Saddam Hussein’s home town) and Tal 
Afar and are now less than 100 miles from Baghdad, which is the strong 
hold of the current Iraqi government. This situation puts the US in a very precarious position because within 
the last 12 months we have fully pulled out of Iraq at the request (and almost the boot) of the Iraqi Prime 
Minister Nouri Al-Maliki. The situation also continues a centuries old religious war between the Shia and the 
Sunni, a religious war the US does not want to get caught in the middle of trying to settle. Of more interest in 
this situation could be the unlikely friends that may come together to fight for Iraq. It is well known that Iran is 
not be a friend of the US, but it turns out Iran dislikes the Sunnis even more than the US. Iran has recently 
indicated that it will work with the US to try to stop the advance of ISIL in Iraq. How the two countries will 
work together remains to be seen, but it should be interesting to watch. Syria is also likely to get involved as 
it is the country with the largest Sunni population in the region, although the Syrian government is Shia. 
While the US may work with the government in Tehran, it is highly unlikely to get involved with Syrian 
President Assad as he is still in the middle of a civil war within his own country. With so many unknowns and 
players in Iraq, what is actually being done? So far, very little outside intervention is taking place in Iraq. 
President Obama gave a speech on Friday, calling on the Iraqi government to take action and saying the 
situation is their problem, not ours. But it seems very unlikely the Iraqi’s will be able to defend themselves 
against ISIL when the vast majority of the government forces laid down their arms and ran away when 
confronted by ISIL. Prime Minister Maliki has called on the US to launch air strikes against ISIL targets, but 
so far we have not obliged. The US has, however, positioned several naval ships in the gulf as a precursor 
to what may come if we do become involved. In an ironic twist, the US actually sent the air craft carrier 
George HW Bush to the Persian Gulf. What does all of this mean to the financial markets? Oil prices 
increasing.  
 
Oil prices have been on a bit of a wild ride during the last week as WTI crude increased to a 9-month high 
and Brent crude moved over $112 per barrel. The entire oil move is on fears that Iraq’s southern oil fields 
could be disrupted by the fighting. Iraq is the second largest oil producer in OPEC, pumping 3.3 million 
barrels a day in May, according to the latest OPEC report. So far the insurgents only have control of one 
northern oil field that produces about 330,000 barrels of oil per day. While it is very unlikely the US and 
others would let the situation get so far out of hand that the Iraqi government would actually lose control of 
the southern oil fields, the markets seem to be pricing in the very slim chance that there could be major 
disruptions. While prices at the pump have started to increase and a $112 level is not a major concern, once 
the price of oil gets above $116 or $120, the global economy will start to feel the pinch. Airlines saw the 
most direct impact of the oil move last week with several of the major airlines such as Delta and American 
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Airlines falling more than 7 percent during the course of the week. A rise in the overall cost of energy could 
put even further downward pressure on a global economy that is already showing signs of weakness. 
 
Last week the World Bank released their latest report on expectations 
for the global economy, in which they lowered the developed world’s 
growth for 2014 from 5.3 percent back in January down to 4.8 percent. 
Overall growth for 2014 is expected to be 2.8 percent. A few of the 
more notable countries in the report include China (expected to grow 
at 7.4 percent), South America (overall growth will be 1.9 percent), 
Europe (2.4 percent), Russia (0.5 percent) and the Middle East (1.9 
percent). Report author Andrew Burns identified energy bottlenecks 
and lower consumer spending as the main reasons for the 
downgrades; at least he didn’t blame the downgrades on the poor 
weather in the US during the first quarter! 
 
 
 

National News 

 
National news last week was all about a single primary Republican race that took place on Tuesday evening 
between House Majority Leader Eric Cantor and relatively unknown challenger Dave Brat, who is an 
economics professor at Randolph-Macon College in Virginia. Cantor thought he had a lock on the race and 
many people are saying he did not take the challenge seriously due to pollsters saying he was clearly going 
to win. But after all of the votes were counted, Cantor had 44 percent of the vote and Brat took 55 percent, 
making the outcome one of the largest upsets in a long time for House Republicans. Cantor was not alone 
in thinking Brat was not a viable opponent. The Tea Party thought he was such a long shot that even they 
did not back him. He spent about $213,000, much of it his own money, to fund his campaign while Cantor 
spent close to $6 million. In the end, money didn’t talk and Cantor is out. This presents a bit of a problem 
going forward for many Republicans thinking they are secure in their seat, as the Tea Party will now be 
trying harder than ever to unseat them. The most immediate impact of the election is being seen in the race 
for who is to become Speaker of the House after John Boehner. It was always thought that Eric Cantor 
would be the one to take over after Boehner departed. As for Eric Cantor, his time in the House is now 
complete, but it is unlikely that he will leave politics all together as he could easily run for Governor, the 
Senate or maybe even a higher office. 

 
 

 

Market Statistics 

 

Equities  
 
Last week was a negative week for the major indexes in the US, as all three indexes moved lower on 
weak volume. The NASDAQ turned in the best performance, giving up 0.25 percent, while the S&P 500 
came in second, losing 0.68 percent. The Dow turned in the lowest performance of the week, moving 
down 0.88 percent. Volume overall last week was above the past few weeks, but still very low compared 
to the average weekly volume we have seen over the past year. The best performing sector of the 
markets last week was the Oil and Gas Exploration sector, which gained 2.49 percent. The worst-
performing equity sector last week was the Home Construction sector, with a decline of 2.81 percent 
over the course of the week as potential home buyers seem to be moving now rather than waiting for 
new homes to be built out of fear of rising mortgage rates. 
 
 

Fixed Income  

Fixed-income investments were mixed last week as the global financial markets try to figure out what central 
banks will do in the near future. The long-end of the yield curve increased by 0.50 percent as the middle of 
the curve moved higher by 0.01 percent for the week. Short-term treasuries were flat for the week and TIPS 
(US government bonds linked to inflation) increased by 0.05 percent. In currencies, the US dollar was up 
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0.33 percent against a basket of international currencies. The British Pound was the strongest currency of 
the week, gaining almost a full percent against the US dollar with a lot of volume trading on the currency.  

Commodities 

Commodities were mixed last week as oil moved higher on fears of further Iraq violence. The overall 
Goldman Sachs Commodity Index increased by 2.36 percent, while the Dow Jones Commodity Index was 
up 0.79 percent for the week. Oil moved higher by 4 percent during a week that saw a lot of trading. Metals 
were mixed last week as gold increased by 1.95 percent and silver moved higher by 3.50 percent. The more 
industrially used copper went down by 1.31 percent. Agriculture advanced last week 0.29 percent, while 
grains slid for a fifth week in a row, giving up 2.91 percent. Livestock jumped up 2.47 percent. With the 
decline last week, grains have now fallen more than 11 percent during the past 5 weeks in what has turned 
out to be a very sharp downturn. 

International Performance 

Last week saw a mixture of positive and negative performances when looking at the global financial 
markets, with the split being about even between moving up and moving down. The best performance of 
the global indexes was in Brazil with the Sao Paulo based Se BOVESPA index gaining 3.16 percent. The 
worst performance last week was found in the UK with the FTSE 100 giving up 1.17 percent.  

Volatility 

We finally saw the VIX move upward last week after touching a multiyear low two weeks ago. The weekly 
gain on the VIX last week was 13.5 percent, which was the largest gain since the beginning of April. Much 
of the move on the VIX is being blamed on the situation in Iraq, but I have a feeling that there was too much 
complacency being priced into the markets and the situation in Iraq was just the small catalyst the markets 
needed to adjust its thinking. At the current level of 12.18, the S&P 500 is expected to move by about 3.5 
percent over the course of the next 30 days. As always, the direction of the move is unknown. 

Performance 

For the trading week ending on 6/12/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -1.08 % 0.98 % 

Aggressive Benchmark -0.29 % 3.67 % 

Growth Model -0.88 % 2.31 % 

Growth Benchmark -0.23 % 2.90 % 

Moderate Model -0.75 % 3.33 % 

Moderate Benchmark -0.16 % 2.11 % 

Income Model -0.59 % 4.30 % 

Income Benchmark -0.08 % 1.12 % 

 
*Model performance does not represent any specific account performance but rather a model of holdings based on risk 
levels that are like our actual holdings, the hypothetical models are rebalanced daily to model targets. 

 
We made no change to our models over the course of the previous week. Last week we were watching our 
two new positions, transportation and global infrastructure, very closely to make sure we did not miss any 
sell signals, but none were tripped. With summer trading now taking hold of the markets, we will likely 
continue to see a choppy market as investors struggle to figure out the direction of the overall market. We 
will continue to watch for areas of the market that look cheaply priced and take advantage of such areas 
when they arise. 

 



 

Economic News 

 
Week in Review 
 
Last week was a typical summer week with both employment and consumer related economic news 
releases. In aggregate the economic news releases that were released last week came in slightly worse 
than the market was expecting, with Retail sales providing the largest downward surprise: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 6/12/2014 Initial Claims Previous Week 317K 315K 

Neutral 6/12/2014 Continuing Claims Previous Week 2614K 2638K 

Negative 6/12/2014 Retail Sales May 2014 0.30% 0.70% 

Neutral 6/12/2014 Retail Sales ex-auto May 2014 0.10% 0.40% 

Neutral 6/12/2014 Business Inventories April 2014 0.60% 0.40% 

Slightly Negative 6/13/2014 PPI May 2014 -0.20% 0.20% 

Slightly Negative 6/13/2014 Core PPI May 2014 -0.10% 0.10% 

Slightly Negative 6/13/2014 
University of Michigan 
Consumer Sentiment 

Index 
June 2014 81.2 82.9 

Data for table from Econoday.com, Bloomberg and Yahoo Finance 

 
 
Last week started out on Thursday with the release of the standard 
weekly unemployment figures with both initial and continuing jobless 
claims coming in very close to market expectations. The negative news 
of the week, however, was released at the same time, that being the 
retail sales figure for the month of May, which was shown to have 
increased only 0.3 percent during the month. Retail sales growing at only 
0.3 percent is very slow, especially if we are going to see the US grow by 
anything close to three percent for full year 2014. Even when auto sales 
were removed from the retail sales figures, sales were still very weak. It 
is this weakness that has some investors concerned that the high hopes 
for GDP growth in the second quarter may be a bit too lofty. On Friday we saw an interesting release out 
of the Producer Price Index (PPI) that showed that prices at the producer level declined by two tenths of 
a percent during May, this compared to expectations of a two tenths increase in prices. While two tenths 
of a percent decline may seem like a small number, the fact that it was negative should be a bit of a 
wakeup call to some economists that think the low level of interest rates being held by the Fed will lead 
to outright inflation in the US economy. However, it is likely that prices at the producer level will have 
increased noticeably during June if the price of energy, and oil specifically, keeps moving the way it has 
over the past week. Wrapping up the week on Friday was the release of the University of Michigan’s 
Consumer Sentiment Index for the month of June (first estimate); it came in a bit lower than the market 
was expecting. This lower reading on the sentiment index is much more in line with what we have been 
seeing on consumer spending and should give some pause to investors thinking the US consumer is 
strong and going to carry the US recovery forward at all cost. 
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Upcoming Releases 
 
This week is a typical summer week for economic news releases as there are a few releases that could 
impact the markets. The focus this week seems to be on manufacturing. The economic news releases 
that are potentially the most impactful are highlighted in green: 
 

Date Release Release Range Market Expectation 

6/16/2014 Empire Manufacturing June 2014 12.8 

6/17/2014 Housing Starts May 2014 1028K 

6/17/2014 Building Permits May 2014 1050K 

6/17/2014 CPI May 2014 0.20% 

6/17/2014 Core CPI May 2014 0.20% 

6/19/2014 Initial Claims Previous Week 313K 

6/19/2014 Continuing Claims Previous Week 2638K 

6/19/2014 Philadelphia Fed June 2014 13.4 

Data for table from Econoday.com, Bloomberg and Yahoo Finance 

 
This week starts off on Monday with the release of the Empire Manufacturing Index for the month of June, 
which is expected to have fallen from 19 in May down to 12.8. While this decline may seem like a lot we are 
still working our way through the first few months of the year that were messed up due to weather, so 
anything is possible on this number. On Tuesday some housing related figures are set to be released with 
housing starts and building permits, both for the month of May, being released with expectations that both 
figures will be over 1 million units, but slightly lower than the April figures. These two releases would really 
have to miss to be noticed by the markets and that seems unlikely given the real estate market we have 
been seeing the past few months in a variety of cities around the country. Later during the day on Tuesday 
the Consumer Price Index for the month of May is set to be released and if it goes anything like the 
Producer Price Index last week, we could see a bit of a downward surprise on this release, but much like 
the producer price index we will likely see a jump higher in June due to the rising costs of energy. On 
Thursday the standard weekly unemployment related figures are set to be released with expectations that 
both figures will remain close to where they were last week. Wrapping up the week on Thursday is the 
release of the Philadelphia Fed’s business conditions index, which is expected to be slightly lower than it 
was in May, but not by enough to cause any alarm. In addition to the releases mentioned above, Fed Chair 
Janet Yellen will be releasing the latest rate decision on Wednesday as well as holding her monthly press 
conference, so the markets will likely be watching this very closely for any signals that interest rates may be 
on the rise sooner than expected. 
 
 
Have a great week. 
Peter Johnson 
 
“A referral from a client is a tremendous compliment and a huge responsibility that can never be taken 
lightly” 
 
If you would like to unsubscribe to this weekly commentary just let me know. 
 


