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Commentary At-a-Glance 

 
 Mixed week for US indexes as economic data was digested by the markets. 

 GDP was how low? 

 Iraq seems to be having less and less of an impact on the global financial markets. 

 Russia continues to lose ties with western European countries.  

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

 
 
Market Wrap-Up 

 
With what could be called a bump in the road last week with the GDP release, it was somewhat surprising 
that we did not see all of the three major US indexes turn in losses for the week. The NASDAQ managed to 
make it two weeks in a row of positive gains, while the S&P 500 and the Dow moved lower. Volume was 
strong on the NASDAQ and S&P 500, but weak on the Dow. 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: 
 

 
 

 



This week I have redrawn the trading channels and adjusted the time frame of the charts above as we are 
very close to bringing this quarter to a close. As you can see above, all three of the major indexes are in an 
upward trending trading channel with the Dow (upper right pane above) 
currently having the widest channel. The S&P 500 (upper left pane 
above) is most at risk of breaking down below the trading channel and 
the NASDAQ (lower left pane above) continues to look like it wants to 
move higher. Last week is a good representation of the type of market we 
currently find ourselves investing in; the news was not positive, yet the 
markets by and large did not react negatively. The VIX actually moved 
lower (a sign that risk dissipated) on Wednesday, the day the poor GDP 
figure was released! For now it seems the markets will continue to bang 
around looking for direction as we move through the summer doldrums.  

 
 

National News 

 
National news last week was focused mainly on one thing and one thing only—the negative 2.9 percent 
change in GDP the US experienced during the first quarter of 2014. Below is a chart showing the change in 
GDP on a quarterly basis since the first quarter of 2009 with the data being pulled the Bureau of Economic 
Analysis (www.bea.gov): 

 

 
 
As you can see above, the -2.9 percent reading presented by the government on Wednesday last week is a 
bit nerve racking for the markets. Yes, the markets shrugged it off as the weather was to blame for the most 
part, but the swing is remarkable. The US economy went from growing 
at 2.6 percent down to contracting at 2.9 percent in the span of a 
quarter. The only other times we have seen such reversals in GDP were 
fourth quarter 2008 (when the economy was spiraling downward) and 
third quarter 2000 (when the dotcom bubble was popping). Other than 
these two times, you have to look all of the way back to 1981 to find a 
larger negative quarterly swing in GDP. In looking at the release, it 
looks like one of the big driving forces for the decline was the change in 
exports of goods and services, which declined by 8.9 percent during the 
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first quarter after having increased by 9.5 percent during the fourth quarter of 2013. Private inventories were 
also partially to blame for the decrease in GDP as they increased by half of what they did during the fourth 
quarter of 2013. Personal consumption also saw lower growth across the board during the first quarter of 
2014 when compared to the fourth quarter of 2013. All of these data points boiled down to a dismal first 
quarter of GDP in the US. So now the real question is; was all of the bad news due to the weather? While 
most everyone is saying the weather was the root cause of the issues with the first quarter, it seems highly 
unlikely that it was the only cause for weakness. The data that has most recently been coming out about the 
second quarter of 2014 shows some improvement for sure, but not enough improvement to justify seeing 
GDP rebound up to 3 or 4 percent during the quarter, by my estimation. It seems to me that spending has 
not gone up enough, and the pent up demand idea seems a little farfetched. US consumers did not eat out 
twice as much during the second quarter of the year to make up for lost meals during the first, nor did 
double up on their visits to various services areas, such as hair and nails. We would need to see the 
strongest recovery in quarterly GDP numbers since the fourth quarter of 2011 to get us back to even. To get 
to a positive 2 percent GDP growth, we would need to see the strongest quarterly recovery in GDP since the 
economy bottomed during the second quarter of 2009. Aside from the GDP numbers, the National news last 
week was focused on a number of Supreme Court decisions. 
 
The US Supreme Court is set to end its current 2013-2014 session today, June 30th, and in doing so it 
released several interesting and potentially impactful decisions. One of the decisions last week pertained to 
cell phone searches by police and the new requirement for a warrant to do so. Another decision dealt with 
recess appointments and was seen as a blow to the current administration because the law now curbs the 
President’s ability to appoint people to senior government positions while the US Senate is in recess, 
bypassing the Senate vote. Other decisions that have come out so far from the court include: a ruling that 
says private companies will not have to comply with Obamacare if there are conflicts with their religious 
beliefs, that having people pay for streaming video of broadcast TV on the internet is illegal and that public 
sector unions can no longer force membership in the union. While none of these rulings have direct impact 
on many publically listed companies, there are a number of companies that could be making ancillary 
changes due to the rulings. The next Supreme Court session is scheduled to begin on September 29th. 
 
 

International News 

 
International news last week continued to focus on the Middle East and Russia. Iraq continued to be the 
focal point of international headlines last week as ISIL continued to make headway in many regions of the 
country in their push toward Baghdad. The US has sent 300 “military advisers” to Iraq in the past week, but 
they are there in non-combat roles, mainly helping with logistics and 
tactics for the Iraqi government to follow. The US is now flying armed 
drones over Baghdad, in an effort to be ready and able to protect our 
citizens and interests within the city. While it looks like the Iraqi army is 
growing in size, it may be too little too late as ISIL recently announced 
the creation of a Caliphate (new Islamic state). While there are no 
countries in the world recognizing this new state, it is one of the steps in the goal of ISIL in Iraq. If the 
current government allows, we could see parliamentary elections later this week, but it is questionable. 
Another interesting development in Iraq was the delivery of five second-hand Russia fighter jets to the Iraqi 
government, which they purchased for $500 million. This comes despite the US promise of 34 F-16 planes 
for the Iraqi government, which have been “held up” by various delivery delays. Russia seems to be playing 
either good cop or bad cop in most of the current global political situations, which is exactly what it wants.  
 
Russia has returned to the Ukrainian border many of the troops that 
were pulled out just a few short weeks ago as a cease fire between 
Russian leaning rebels and the Ukrainian government seems to be 
crumbling. A trade deal may also have added fuel to the fire between 
Ukraine and Russia last week as the Association Agreement between 
Ukraine and the EU was finally signed. This trade deal was the same 
deal former Ukrainian President Yanukovych refused to sign 8 months 
ago, which led to the outbreak of unrest and his ultimate downfall. 
Other signatories of the agreement include Georgia and Moldova, both of which are actively trying to 
strengthen ties with the EU in order to be saved from the grip of Russia. While the deals will likely increase 
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trade between the countries, there remains the issue of dependence from Russia’s energy supply, as most 
of the western European countries have few options other than paying Russia for its energy.  

 

Market Statistics 

 

Equities  
 
Last week was a positive week for only one of the major indexes in the US, as both the Dow and the 
S&P 500 moved lower: 

Index Change Volume 

NASDAQ 0.68% + 

S&P 500 -0.10% + 

Dow -0.56% - 

 
 
Volume last week was above average on both the NASDAQ and the S&P 500 and below average on the 
Dow. Only the NASDAQ managed to eke out a gain for the week.  
 
When looking at sectors, the following were the top 5 and bottom 5 performers over the course of the 
previous week: 
 

Top 5 Sectors Change  Bottom 5 Sectors Change 

Home Construction 2.07%  Aerospace and Defense -2.57% 

Utilities 1.01%  Oil and Gas Exploration -2.37% 

Consumer Services 0.54%  Consumer Staples -2.33% 

Software 0.44%  Industrials -2.28% 

Biotechnology 0.43%  Energy -2.10% 

 
 
Many of the sector moves last week seemed to have been driven by individual stock performance by a few 
key companies within each sector. For instance, the move in the Biotechnology sector was driven by the 
performance of Vertex Pharmaceuticals, the tenth largest Biotechnology company, which saw a gain of 
more than 44 percent last week on an FDA approval of a stage three drug. 
 

Fixed Income  

Fixed-income investments were mixed last week as the global financial markets digested the dismal 
numbers from the US government on first quarter GDP: 

Fixed Income Change 

Long (20+ years) 1.29% 

Middle (7-10 years) 0.70% 

Short (less than 1 year) 0.02% 

TIPS 0.64% 

 
In currencies, the US dollar was down 0.47 percent against a basket of international currencies. The 
Canadian dollar was the strongest currency of the week, gaining 0.87 percent against the US dollar, with a 
lot of volume trading on the currency; this is the second week in a row that the Canadian Dollar has beaten 
the US dollar by more than three quarters of a percent. 
 
 
 



Commodities 

Commodities were mixed last week as metals performed well and oil moved only slightly, given the situation 
unfolding in Iraq: 

Metals Change 

Gold 0.13% 

Silver 0.70% 

Copper 1.95% 

 

Commodities Change 

Oil -0.84% 

Livestock 2.00% 

Grains -0.93% 

Agriculture 0.11% 

 
The overall Goldman Sachs Commodity Index decreased by 0.55 percent, while the Dow Jones Commodity 
Index was down 0.48 percent for the week. Oil traded in a very tight trading range last week as the 
international community seems to be waiting for more solid information coming out of Iraq. Of particular 
interest is: which countries are helping out the Iraqi government (such as Russia supplying the Iraqi 
government with several fighter jets) and which are capable of carrying out bombing runs against insurgent 
positions? This capability was very limited for the Iraqi government prior to the jets and we will have to wait 
and see if this turns the tides.  
 

International Performance 

Last week saw a mixture of positive and negative performance when looking at the global financial 
markets, with the split being between the developed and emerging markets. The best performance of the 
global indexes was in Russia with the Russian Capped index gaining 1.23 percent. The worst performance 
last week was found in Brazil with the Sao Paulo based Se BOVESPA Index giving up 2.71 percent.  

Volatility 

With the mixed direction of the major indexes and the two larger indexes moving lower it was not surprising 
that the VIX moved higher by 3.78 percent over the course of the previous week. The majority of the upward 
move was done on Tuesday of last week with the other four trading days combined adding up to a decline. 
We remain at very low levels on the VIX, but as was pointed out to me at a conference last week, low levels 
of the VIX for extended periods of time are not unusual and can easily last for longer than a year. 

Performance 

For the trading week ending on 6/27/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -0.23 % 2.31 % 

Aggressive Benchmark -0.28 % 4.29 % 

Growth Model -0.29 % 3.38 % 

Growth Benchmark -0.21 % 3.39 % 

Moderate Model -0.21 % 4.26 % 

Moderate Benchmark -0.16 % 2.46 % 

Income Model -0.33 % 5.08 % 

Income Benchmark -0.08 % 1.30 % 

 
*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 changes to our models over the course of the previous week, as the current very low volume 
environment has failed to produce any credible buying opportunities. As we move more and more into 
summer it seems the markets will continue to wander around looking for direction. 

 

 

 

Economic News 

 
Week in Review 
 
Last week was a typical summer week as far as the number of economic news releases; with the focus 
of the week being the final estimate of first quarter 2014 GDP. In aggregate, the economic news 
releases released last week came in below market expectations as the downward revision in GDP stole 
the spotlight of the week: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 6/23/2014 Existing Home Sales May 2014 4.89M 4.80M 

Neutral 6/24/2014 
Case-Shiller 20-city 

Index 
April 2014 10.80% 11.60% 

Positive 6/24/2014 New Home Sales May 2014 504K 440K 

Slightly Positive 6/24/2014 Consumer Confidence June 2014 85.2 84 

Negative 6/25/2014 Durable Orders May 2014 -1.00% 0.40% 

Neutral 6/25/2014 
Durable Goods -ex 

transportation 
May 2014 -0.10% 0.40% 

Negative 6/25/2014 GDP - Third Estimate Q1 2014 -2.90% -1.80% 

Neutral 6/26/2014 Initial Claims Previous Week 312K 310K 

Neutral 6/26/2014 Continuing Claims Previous Week 2571K 2588K 

Neutral 6/26/2014 Personal Income May 2014 0.40% 0.40% 

Slightly Negative 6/26/2014 Personal Spending May 2014 0.20% 0.40% 

Neutral 6/27/2014 
University of Michigan 
Consumer Sentiment 

June 2014 82.5 81.7 

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

 
 
Last week started with an existing home sales figure that failed to impress the market, despite the figure 
being close to 5 million units, up from 4.6 million units in April. While the home builders seemed to move 
higher on the announcement, the overall markets did not budge. On Tuesday new home sales 
significantly beat market expectations, further adding to the rise of the US home building sector. On 
Wednesday the doozy of the week was released when the government’s third estimate of GDP for the 
first quarter of 2014 showed a decline of 2.9 percent. While nearly all economists anticipated that the 
GDP revision would be negative, most thought it would be near -1.8 percent and very few, if any, 
thought it would be under -2 percent. So the reading of -2.9 was a bit of a shock. As mentioned above, 
there were a number of reasons for the downward revision, but the markets shrugged off the news as 
“old news” and continued to push higher. Potentially more concerning and largely missed by the markets 
was the durable goods orders for the month of May, which were released the same time as the GDP 
print. Durable goods orders were shown to have declined by one percent during May, while Durable 
Goods orders excluding transportation fell by one tenth of a percent. While these figures can be very 
volatile month to month, we need all of the growth we can get in spending to turn around the negative 
GDP number from the first quarter to eke out a small gain in GDP for the first half of 2014. After the 
major miss on GDP, all other news last week seemed to be very minute in scale. Personal income and 
spending were both released on Thursday, with spending once again putting up a little caution flag as it 
rose by only half of expectations. Wrapping up the week was the release of the University of Michigan’s 
Consumer Sentiment Index for the month of June, which increased slightly for the final estimate of the 
month over the previous estimations. 

http://biz.yahoo.com/c/terms/durord.html


Upcoming Releases 
 
This week is a shortened trading week due to the 4th of July holiday, so there is the standard amount of 
releases packed into just 4 days. This week the focus of the economic news releases will be on jobs. 
The economic news releases that are potentially the most impactful are highlighted in green: 
 

Date Release Release Range Market Expectation 

6/30/2014 Chicago PMI June 2014 61 

7/1/2014 ISM Index June 2014 55.8 

7/2/2014 ADP Employment Change June 2014 200K 

7/2/2014 Factory Orders May 2014 -0.40% 

7/3/2014 Nonfarm Payrolls June 2014 210K 

7/3/2014 Nonfarm Private Payrolls June 2014 213K 

7/3/2014 Unemployment Rate June 2014 6.30% 

7/3/2014 Initial Claims Previous Week 315K 

7/3/2014 Continuing Claims Previous Week 2580K 

7/3/2014 ISM Services June 2014 56.5 

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

 
This week starts off on Monday with the Chicago PMI. Expectations are for a 61 reading, but we need 
something a bit higher if the second quarter GDP numbers will dig out from the hole left by the first quarter. 
On Tuesday the ISM index for the month of June will be released. Much like the Chicago PMI on Monday, 
this release will need to be above the 55.8 expected reading if we are to see the second quarter GDP 
number print above 1 percent. On Wednesday the first of the employment related figures is released, that 
being the ADP employment change figure for the month of June, which is expected to show that 200,000 
jobs were created during the month. This 200,000 level is a key level in that we have about 200,000 people 
entering the workforce in any given month. If we have job growth under 200,000 per month, all else equal, 
unemployment would go up. We really need something more on the order of 250,000 jobs created per 
month to make a meaningful dent in the overall unemployment rate. On Thursday all eyes will be on the 
overall unemployment rate in the US, which is being released by the government one day ahead of normal. 
Expectations are for no change from the 6.3 percent seen during May, but with how odd some of the 
numbers have been recently, we could see a wide deviation from this expectation. The market, however, will 
likely not react to this release as many of the traders who have the ability to move the market will not be in 
the office on Thursday ahead of the holiday. As always, the nonfarm public and private payroll figures will be 
more important to investors than the overall unemployment rate as they really tell more of the underlying 
story about where and what kind of jobs were created during the month. In the release of the unemployment 
rate the participation rate as well as the U-6 unemployment rate will also be closely watched by the market 
for any additional clues about the strength of the US economy. The week wraps up on Thursday with the 
release of the ISM Services Index for the month of June, which is expected to show that services grew at a 
faster pace than manufacturing during the month. This would be a positive development as a large 
percentage of the US economy is based on the services sector. Two speeches that will be watched by the 
market over the coming week include one by Secretary of the Treasury Jack Lew on Tuesday and one by 
Fed Chair Janet Yellen on Wednesday afternoon. While neither of these speeches is expected to hold any 
new information, the market likes to watch pretty closely to see if there is anything to read between the lines. 
 
 
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. 
 


