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Commentary At-a-Glance 

 
 US indexes rolled over last week, declining during three of the five trading days. 

 The VIX finally moved off the floor. 

 Fed minutes indicated October end to QE program. 

 Economic news releases last week were minimal, with none impacting the market. 

 
 
Market Wrap-Up 

 
Technically, we saw a few warning flags go up last week as traders returned from the holiday week and 
started to pull profits, thus pushing the markets lower. From a technical standpoint, the Dow looks the 
strongest and the NASDAQ and S&P 500 both look equally weak. Something to be a little concerned about 
that developed last week was a very large jump upward in the VIX, given such a small move in the overall 
markets. 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 above, all three of the major US indexes struggled last week when all of the regular traders 
returned to work after the shortened Fourth of July trading week. Both the S&P 500 (upper left pane) and 
the NASDAQ (lower left pane) broke down through their most recent levels of support and resistance at 
almost the same time. Both indexes then tried to move back into or above the trading channel, but failed to 
do so. It now looks like we would need to see a few good days of performance out of both indexes to see 
them safely move back to the previous trading channel. The Dow, on 
the other hand (upper right pane), remains in its most recent trading 
channel, despite a slight breakdown last week. The recent trading 
channel on the Dow is much wider that it is on the other two indexes, 
so at this point it has not given a technical sell signal. With a sell signal 
being given on both the S&P 500 and the NASDAQ, caution is needed 
at this point in the market cycle as we could be at an inflection point. 
One item that seems to be showing that caution is needed is the VIX, 
which spiked upward last week for the first time in several months.  
 
While the move in the market was somewhat muted, in that the indexes were all down less than two 
percent, the VIX popped by more than 17 percent. This much of a move in the VIX is typically reserved for a 
more than 2 percent change in the indexes. What does this mean? It most likely means the indexes are very 
over bought and institutional investors are closely watching for a tipping point that will push this market into 
a correction. One way to protect on the downside is to buy volatility, such as the VIX, as it should go up as 
the markets move lower. Last week saw a lot of people buying volatility as protection and the price of the 
protection has moved up accordingly. However, the VIX started last week at an ultra low level so the move 
last week could also be seen as the start of a move toward normalcy on the VIX. For example, the average 
level of the VIX over the past year has been just under 14 and yet we are sitting at 12, even after the 17 
percent jump last week. If you believe in revision to the mean, the move in the VIX does not look dire as it is 
just the normal course of the VIX to move higher toward the average.  
 

 

 

National News 

 
National news last week focused on two main topics: the Federal 
Reserve minutes (along with potential actions coming) and the start to 
the second quarter earnings season. The Federal Reserve released 
their June meeting minutes on Wednesday and the minutes confirmed 
that the quantitative easing program would draw to an end in October, 
as the Fed would end the bond buying program with a $15 billion step. 
There was some speculation as to whether the Fed was going to 
either take a $10 billion step in October and a $5 billion remaining step 
later or do it all at once. So October it is; now on to the next question 
of when interest rates will be raised. The question of when the Fed will 
start to raise interest rates has captivated investors ever since the Fed moved interest rates to their lower 
bound of zero to 0.25 percent. Everyone knows the rates have to increase; the questions are when and how 
will the Fed go about doing it? From the meeting minutes it looks like there is no consensus concerning 
when to raise rates, but there are a majority of Fed members who think interest rates will increase during the 
first part of 2015. The short end of the yield curve looks the most susceptible to rate actions as the long end 
of the yield curve is much higher than the short; a flattening of the yield curve will likely take place over the 
next 18 months.  Aside from the Fed meeting minutes, other news last week surrounded the start of the 
second quarter 2014 earnings season as Alcoa unofficially kicked things off. 
 
There is a lot riding on a strong showing for second quarter earnings as it has been dubbed the recovery 
quarter, following the dismal first quarter results of many companies due to inclement weather. According to 
Factset Research, expectations for the quarter are for earnings to have grown at 4.6 percent, with the 
Telecommunications companies leading the way higher. But as we have seen the past few quarters, the bar 
has been reset lower, as is evident by the 86 companies that have issued negative guidance compared to 
the 27 companies that have issued positive guidance for the quarter. Overall, seven of the ten major sectors 
of the market have lower growth expectations now than they did at the end of the first quarter. 
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Q2 2014 Earnings Releases 
 
Below is a table of the better-known companies that released earnings last week and the amount by which 
they either exceeded or fell short of expectations. As you can see it was a pretty mixed bag of results last 
week. Negative earnings surprises are highlighted in red while positive surprises in excess of 10 percent are 
highlighted in green. If a company was scheduled to report earnings, but pushed the release date back, they 
are labeled “Pushed.” 
 

Alcoa 38% Family Dollar -6% Progressive 28% 

Bob Evans Farms 45% Fastenal 0% WD-40 -4% 

Container Store -17% Helen of Troy -13% Wells Fargo 0% 

 
 
As you can see from the small sampling above, we have a mixed bag to start off the earnings season. Of 
particular concern out of the announcements last week is the retail companies that seemed to have a very 
hard quarter. The Container Store and Family Dollar, in particular, did not see the amount of shopping 
increase they had expected after the weird weather in the first quarter of 2014. This could be a very big 
warning sign for the remainder of the quarter as well as the second quarter GDP print, signaling that things 
are not as strong as first thought.  
 
This week is a fairly busy week for earnings announcements as there are almost 300 companies 
announcing earnings with several industry bellwethers that could move the markets. Below is a table of the 
better known companies announcing earnings, with the potentially most impactful releases highlighted in 
green: 
 
 

American Airlines Group  Goldman Sachs  Piper Jaffray Companies 

Autoliv  Google  RLI 

Bank of New York Mellon  Honeywell International  SanDisk 

BlackRock  Intel  U.S. Bancorp 

Charles Schwab  
International Business 
Machines 

 United Rentals 

Citigroup  J B Hunt Transport Services  VF Corp 

CSX  Johnson & Johnson  Whirlpool 

eBay  JPMorgan Chase & Co  Wolverine World Wide 

First Republic Bank  Kansas City Southern  Yahoo! 

General Electric  Las Vegas Sands  Yum! Brands 

 
 
Let’s hope this week goes better than last week for earnings announcements. Watch the financials in 
particular as there have been a high number of punitive penalties assessed against various institutions over 
the past quarter that could have an adverse impact on operations.  

  
 

International News 

 
International news last week shifted focus away from Iraq and Russia to the ongoing situation in Israel, as 
fighting between Israel and Hamas has intensified. It has now been more than a week of heavy fighting in 
Palestine and Israel as the Israeli military is flexing their might against Hamas with pin point military strikes. 
Hamas, in retaliation to the strikes, has stepped up their rocket attacks along the border. So far the 
international community has largely stayed out of the situation, other than to call for less military action and 
more diplomatic action to settle the current dispute. There will likely be very few direct impacts on the global 
financial markets, as long as the fighting remains between Israel and Palestine and does not pull in 
countries like the US and Iran. News out of Iraq has gone eerily silent; in doing so we have seen the price of 
oil creep lower and, with it, the price of gasoline. 



 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move lower after having two of the three indexes push 
to new all time highs just two weeks ago: 
 

Index Change Volume 

Dow -0.73% - 

S&P 500 -0.90% - 

NASDAQ -1.57% - 

 
 
Volume last week was below average on all three of the major US indexes, despite last week being the first 
full week after the Fourth of July Holiday and typically a high volume summer 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 

Real Estate 1.15%  Home Construction -4.49% 

Utilities 0.78%  Small Cap Growth -4.05% 

Consumer Products -0.21%  Broker Dealers -3.92% 

Telecommunications -0.26%  Biotechnology -3.48% 

Transportation -0.52%  Software -3.30% 

 
 
Fixed-income investments all lost ground last week as a number of analyst reports came out that indicated 
that the Fed should probably raise interest rates sooner than next year. 
 

Fixed Income  

Fixed-income investments all lost ground last week as a number of analyst reports came out that indicated 
that the Fed should probably raise interest rates sooner than next year: 

Fixed Income Change 

Long (20+ years) 2.62% 

Middle (7-10 years) 1.10% 

Short (less than 1 year) -0.01% 

TIPS 1.03% 

 
In currencies, the US dollar was up 0.05 percent against a basket of international currencies. Aside from the 
US dollar the Euro was the strongest currency of the week, giving up only 0.01 percent against the US 
dollar. 



 

Commodities 

Commodities were mixed last week as most metals performed well, while grains were the standout 
commodity that got hammered for the second week in a row: 

Metals Change 

Gold 1.27% 

Silver 1.38% 

Copper -0.34% 

 

Commodities Change 

Oil -3.60% 

Livestock -3.32% 

Grains -7.66% 

Agriculture -4.60% 

 
The overall Goldman Sachs Commodity Index decreased by 3.07 percent, while the Dow Jones UBS 
Commodity Index fell by 3.09 percent. Much of the decline in the broad commodity based indexes was due 
to oil declining 3.60 percent as there were few developments in the geopolitical risks that affect oil, 
particularly with the situation in Israel taking the majority of the International headlines.  
 

International Performance 

Last week saw primarily positive performance when looking at the global financial markets, with both 
emerging and developed markets experiencing gains. The best performance last week was found in Brazil, 
after being the worst performing index the prior two weeks, with the Sao Paulo based Se BOVESPA Index 
gaining 2.45 percent. The worst performance last week was found in France with the Paris based CAC-40 
Index giving up 3.86 percent.  

Volatility 

We finally saw the VIX move upward on a weekly basis, as the VIX increased by more than 17 percent last 
week. Much of this increase seemed to be due to concerns that the market may finally be headed for the 
correction that so many investors have been waiting for. While the VIX is still very far from pricing in a full-on 
decline in the markets of more than 10 percent, the increase last week did catch the attention of some 
traders who had been waiting for a reversal on the VIX for some time. The key level to watch at this point on 
the VIX will be about 13.90 as this is the average level of the VIX over the past 12 months. If we can break 
above that, the VIX may continue to drift higher. If not, we will likely see it come right back down to a sub 11 
level. 

Performance 

For the trading week ending on 7/11/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -0.70 % 1.53 % 

Aggressive Benchmark -1.32 % 4.18 % 

Growth Model -0.52 % 2.80 % 

Growth Benchmark -1.02 % 3.30 % 

Moderate Model -0.31 % 3.91 % 

Moderate Benchmark -0.73 % 2.40 % 

Income Model -0.13 % 4.84 % 

Income Benchmark -0.37 % 1.28 % 

 
*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 there continues to be a visible 
ebb and flow into and out of the types of investments we own. Stock that are financially sound and pay 
dividends move into and out of favor quickly in a market such as the one we currently find ourselves 
investing in. Last week they were in favor as investors dumped technology stocks and moved toward safety. 
Two weeks ago the safe stocks were very out of favor and were dumped in favor of the technology stocks. 
In a market environment such as this, investors need to look past the noise for the underlying changes being 
made at companies they own. The vast majority of the companies we own, for instance, have been 
performing very well from a business stand point in that they are building up their businesses at a time when 
others are struggling and positioning themselves to make it through any hardships that may come without 
significant troubles. 

 

 

Economic News 

 
Week in Review 
 
Last week was a very boring week for economic news releases with the release the market paid any 
attention to at all being the FOMC meeting minutes: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 7/9/2014 FOMC Minutes June Meeting - - 

Neutral 7/10/2014 Initial Claims Previous Week 304K 312K 

Neutral 7/10/2014 Continuing Claims Previous Week 2584K 2567K 

Neutral 7/10/2014 Wholesale Inventories May 2014 0.50% 0.60% 

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

 
 
Last week started off on Wednesday with the release of the Fed minutes from the June meeting, discussed 
above in the national news section. On Thursday the standard weekly unemployment related figures were 
released with initial jobless claims coming in just under expectations and continuing jobless claims coming 
in just above market expectations. Both figures were so close to market expectations that neither report was 
really noticed by the markets. Later during the day on Thursday the final economic news release of the 
week came out, that being the wholesale inventories figure for the month of May, which came in very close 
to market expectations, increasing 0.5 percent compared to expectations of 0.6 percent. Inventory build up 
at this point is a positive development for the economy as manufactures see enough demand going forward 
to actually add to inventories so they are ready in the future. 
 

Upcoming Releases 
 
This week is a much more normal week than last week for economic news releases as there are a 
number of releases that could impact the overall movement of the markets. The economic news 
releases that are potentially the most impactful are highlighted in green: 
 
 
 
 
 
 
 
 
 
 
 
 
 

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


Date Release Release Range Market Expectation 

7/15/2014 Retail Sales June 2014 0.70% 

7/15/2014 Retail Sales ex-auto June 2014 0.60% 

7/15/2014 Empire Manufacturing July 2014 13.2 

7/16/2014 PPI June 2014 0.20% 

7/16/2014 Core PPI June 2014 0.20% 

7/16/2014 NAHB Housing Market Index July 2014 50 

7/17/2014 Initial Claims Previous Week 311K 

7/17/2014 Continuing Claims Previous Week 2563K 

7/17/2014 Housing Starts June 2014 1020K 

7/17/2014 Building Permits June 2014 1037K 

7/17/2014 Philadelphia Fed July 2014 12.5 

7/18/2014 
University of Michigan 
Consumer Sentiment 

July 2014 84 

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

 
This week starts off on Tuesday with the release of retail sales for the month of June, which is expected to 
show a slight increase of 0.7 percent during the month. When auto sales are excluded from the calculation 
retail sales are expected to have increased by 0.6 percent. These releases will be closely watched by the 
markets as retail sales are what have to bear the brunt of the economic load for the US economic growth 
going forward. Also released on Tuesday is the Empire Manufacturing index for the month of July, which is 
expected to have fallen from 19.3 in June back down to 13.2 in July. While the number is still well above the 
all important zero level, a reading of 13 would mean much slower growth in the greater New York area 
during the month; not a contraction in growth, just a slow down. On Wednesday the Producer Price Index 
(PPI) for the month of June is set to be released with expectations that it will be very close to 0.2 percent. If 
we see a reading of 0.2 percent it will further fuel speculation that the Fed’s actions have not adversely 
affected inflation, as a 0.2 percent reading is well within the range of inflation that the Fed is comfortable 
with in the economy. Thursday is a busy day for economic news releases as the standard weekly jobless 
numbers are released as well as housing starts, building permits and the Philadelphia Fed index for the 
month of July. Overall, the majority of the releases on Thursday do not have the potential to be market 
moving, with the exception of the Philly Fed figure, which could be impactful if it either greatly misses or 
beats expectations. This week’s economic news releases wrap up on Friday with the release of the 
University of Michigan’s Consumer Sentiment Index for the month of July (first estimate). Expectations are 
for a slight increase up from 82.5 to 84.0. If this materializes it would be seen as positive for the US 
economy, but the release will be slightly discounted due to the lack of consumer spending we have been 
seeing in the past few months. 
 
 
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. 
 


