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Commentary At-a-Glance 

 
 We thought summer was going to be boring! 

 Two major international events drove the global financial markets. 

 VIX spiked upward, but only up to the one year average. 

 Earnings season is picking up steam. 

 Economic news releases last week were minimal with none having an impact on the market. 

 
 
Market Wrap-Up 

 
Last week saw all three of the major US indexes move higher for the week, shrugging off two major 
international situations. This move higher was done on average one-year volume and indicates the 
staying power of these markets in the face of adversity. While none of the indexes technically broke out 
to the upside, it could have been a lot worse. 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: 
 

 
 

 



In the above charts you can see that after such a strong run upward over the past two months the NASDAQ 
(lower left pane) has stalled out. We remain a significant way away from a resistance level (red line) on the 
index and it looks much more likely that the NASDAQ will continue to wonder sideways or move lower in the 
near future. The S&P 500 (upper left pane) has also hit a bit of a speed 
bump over the last few weeks as it too is moving in a sideways fashion 
with a resistance line that is significantly above the current level. The 
Dow (upper right pane), looking like the turtle in the race, has moved 
once again into the strong technical position of the three major 
indexes. Some of this strength is likely due to individual investors 
owning many Dow component companies for their dividends not being 
able to afford selling them and moving into other financial instruments 
since there is no yield out there on much of anything. While the 
markets were moving around last week the VIX was on a very wild ride. 
After starting the week by moving lower, the VIX spiked upward on 
Thursday by more than 30 percent, making it one of the largest daily 
jumps in the VIX that we have seen in the past 2 years. This jump was entirely due to the airline crash in 
Ukraine and shows that the market does pay attention to current global events and not just 6 months into 
the future. This reaction on the VIX, however, was short lived as the VIX slid by almost 17 percent on Friday 
to end the week slightly lower than it started.  
 

 

International News 

 
International news last week was very quiet leading up to Thursday. 
Then the silence went by the way side as a Malaysian Airline flight was 
shot down over Ukraine. This happened late in the afternoon in 
Ukraine, which is mid-morning here in the US. Immediately, the global 
financial markets moved lower and the finger pointing began. The 
world jumped to the conclusion that Ukrainian separatists shot down 
the plane using advanced weaponry supplied by Russia. Russia said it 
had nothing to do with it and the Ukrainian separatists pointed fingers 
at the government of Ukraine. While the details of what happened are 
still being worked out, one thing is for sure, the weapons system that 
brought down the plane was very sophisticated as the plane was traveling more than 400 miles per hour at 
an altitude of more than 33,000 feet. While we may not know the exact person who hit the launch button, 
this is for sure a turning point in the conflict in Ukraine as the world is now against Russia and calling for 
Russia to put an end to the violence. The most direct impact of the situation was seen on the Russian 
exchange traded fund here in the US as it fell by nearly 10 percent intraday on Thursday. Oil prices moved 
higher and gold spiked upwards as the scare trade was in play. But, as time went on and more news came 
out the markets seemed to shrug its shoulders and move on to the next headline. That headline was about 
Israel. 
 
On Thursday evening Israel launched a ground invasion of Gaza in an attempt to stop the nearly constant 
bombardment of rockets flying toward Israel, launched by Hamas in Gaza. While the offensive between 
Israel and Hamas had been ongoing for almost two weeks, last week 
was the official start to a ground operation. Prior to last week Israel had 
been relying on superior air power and the cover of darkness to bomb 
targets within Gaza. With this latest phase, Israel claims it is attempting 
to shutdown the vast network of tunnels built in Gaza that allows 
Hamas to freely move around weapons to be used to attack Israel. This 
move of the ground invasion came as a surprise to some as just a few 
hours earlier Israel had been at the negotiating table in Egypt trying to 
broker a cease fire between the two sides. With the world’s eye firmly 
glued to the situation in Ukraine with the downed plane, it seems the 
Israelis thought it would be the best time to launch an offensive and stay largely out of the global headlines. 
The global financial markets largely ignored the ground invasion of Gaza and kept on moving as if nothing 
was going on. Even the oil markets failed to react on Friday to the growing invasion. Either the markets are 
looking 6 months out and both the plane crash and the incursion into Gaza really are very minor one-off 
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events that will not have lasting impacts or the markets are getting far too lackadaisical given the uncertainty 
in the world. 
 
 

National News 

 
National news was somewhat muted last week as the focus at the end 
of the week was decidedly toward the two main international events, but 
there were a few interesting news bytes that came out earlier in the 
week. The two main stories in the US last week pertained to 
manufacturing and the second quarter earnings season. Last week, 
manufacturing in the US was shown in the Empire and Philadelphia 
Fed’s manufacturing data to be much stronger than the vast majority of 
economists had expected. As you can see in the chart below showing 
the Philly Fed Manufacturing index (data provided by the Federal Reserve webpage), the June number 
pushed us to a multiyear high: 
 

 
 
 
With Manufacturing at a level not seen since we were just starting to recover from the great recession it 
looks like the US economy may finally be getting back to firm footing. Historically, strong manufacturing has 
led to strong economic growth and this is exactly what we need after the dismal first quarter GDP figure we 
saw a few weeks ago. Aside from strong manufacturing figures, last week was all about earnings and there 
were a number of them released. 
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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.” 

 

American Airlines  Pushed Goldman Sachs 34% Piper Jaffray  Pushed 

Autoliv -6% Google -1% RLI 0% 

Bank of New York 11% Honeywell International 1% SanDisk 1% 

BlackRock 10% Intel 6% U.S. Bancorp 1% 

Charles Schwab 0% IBM 0% United Rentals 15% 

Citigroup 15% 
J B Hunt Transport 
Services 

0% VF Corp 3% 

CSX 2% Johnson & Johnson 8% Whirlpool Pushed 

eBay -2% JPMorgan Chase & Co 12% Wolverine World Wide 15% 

First Republic Bank -9% Kansas City Southern 3% Yahoo! 0% 

General Electric 0% Las Vegas Sands -4% Yum! Brands 0% 

 
 
According to Factset Research there have been 74 companies in the S&P 500 that have released earnings 
for the second quarter through last Friday. When looking at the 74 companies that have released earnings, 
72 percent of them have released earnings that met or exceeded analyst 
expectations, while 28 percent have missed expectations. 72 percent of 
the companies meeting or beating expectations is in line with both the 1-
year and 4-year average for quarterly reporting. Revenues also look 
pretty strong for the 74 companies that have released earnings; 73 
percent have beaten estimates, while 27 percent have missed revenue 
expectations. According to Factset, energy and healthcare are the top 
two performing sectors of the market so far from an earnings perspective. 
If we can keep on this pace the second quarter would shape up to be 
pretty strong. One of the main drivers of the earnings so far seems to be cost cutting measures taking place 
across a vast array of industries. These types of measures typically have a short term impact as cost cutting 
at most firms cannot go on indefinitely.  
 
This week is the busiest week of the second quarter earnings season with more than 1,000 companies 
announcing earnings, including 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: 
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3M  Eli Lilly and  Northrop Grumman 

Allegheny Technologies  Ethan Allen Interiors  O'Reilly Automotive 

Amazon.com  Facebook  PepsiCo 

American Airlines Group  First Bancorp  PulteGroup 

AmerisourceBergen  Ford Motor  Raytheon 

Apple  Freeport-McMoRan  Rent-A-Center 

Aptargroup  General Dynamics  Simon Property Group 

AT&T  General Motors  Six Flags Entertainment 

Barnes Group  Genuine Parts  Skechers USA 

Boeing  Gilead Sciences  Southwest Airlines 

Broadcom  Halliburton  Starbucks 

Brown & Brown  Hanesbrands  Starwood Hotels 

Cabela's  Harley-Davidson  Texas Instruments 

Caterpillar  Hershey  Coca-Cola 

Chipotle Mexican Grill  Ingersoll-Rand PLC  Travelers Companies 

Chubb  Kimberly-Clark  Under Armour 

Comcast  Lexmark International  Union Pacific 

D.R. Horton  Lockheed Martin  United Technologies 

Domino's Pizza  ManpowerGroup  Verizon Communications 

Dow Chemical  Marriott Worldwide  Visa 

Dr Pepper Snapple Group  McDonald's  Whirlpool 

E*TRADE Financial  Microsoft  Wyndham Worldwide 

Electronic Arts  Netflix  Xerox 

 
 
Of particular interest since they have been in the news so much during the second quarter will be Apple, 
Facebook and Amazon. Their results always have the potential to move the markets, but it seems there is 
even more movement potential this time around as technology firms have been running hot so far this year. 
Pay particularly close attention to the forward looking guidance as this is typically more impactful on 
earnings release day than the actual earnings number. So far the forward looking guidance is fairly mixed.  

 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move higher, despite the situation in Ukraine and in 
Israel: 

Index Change Volume 

Dow 0.92% average 

S&P 500 0.54% average 

NASDAQ 0.38% average 

 
 
Average volume was perhaps one of the most interesting aspects of trading last week. As the global events 
unfolded we did not see much of a market reaction. The markets did not react as I would have expected. 
Maybe it has to do with all of the uncertainty surrounding the situation in Ukraine, but to see the markets 
bounce right back on Friday after the losses seen on Thursday was a bit surprising.  



 
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 

Healthcare Providers 2.46%  Biotechnology -2.48% 

Broker Dealers  2.23%  Regional Banks  -2.33% 

Telecommunications 1.59%  Home Construction -1.22% 

Technology 1.49%  Medical Devices  -0.95% 

Transportation 1.47%  Pharmaceuticals  -0.86% 

 

Fixed Income  

Fixed-income investments were mixed last week as investors continue to try to guess exactly when the Fed 
will raise interest rates in 2015: 

Fixed Income Change 

Long (20+ years) 0.83% 

Middle (7-10 years) 0.21% 

Short (less than 1 year) 0.01% 

TIPS -0.01% 

 
In currencies, the US dollar was up 0.47 percent against a basket of international currencies. The Japanese 
Yen was the strongest of the global currencies as it gained 0.03 percent against the US dollar. 
 

Commodities 

Commodities were mixed last week as most metals lost ground, while oil and other commodities gained: 

Metals Change 

Gold -2.06% 

Silver -2.67% 

Copper -1.57% 

 

Commodities Change 

Oil 1.17% 

Livestock 0.65% 

Grains -0.30% 

Agriculture 0.92% 

 
The overall Goldman Sachs Commodity Index turned in a zero percentage move for the week last week, 
while the Dow Jones UBS Commodity Index fell by 0.74 percent. The deviation in performance between the 
two main commodity indexes is largely explained by the heavy over weighting on the Goldman index toward 
oil, which saw a strong week of performance last week, while the Dow Commodity index is much more 
evenly weighted and hence was affected by the negative performance of metals. Many of the moves last 
week were heavily influenced by the plane crash in Ukraine as we saw gold spike upwards intraday on fears 
of a war between the west and Russia, while global oil moved higher on thoughts that further sanctions 
would likely be coming against Russia as the rest of the world unites behind Ukraine.  
 

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, 
for the second week in a row, with the Sao Paulo based Se BOVESPA Index gaining 4.06 percent, giving 
the index a two week run of 6.6 percent, thanks in large part to the World Cup going off without incident. 
With the crash in Ukraine it is not surprising to see that Russia saw the worst performance of the week last 
week, dropping by 5.16 percent, with nearly all of the decline occurring on Thursday.  



Volatility 

Last week I said that a key level to watch on the VIX was 13.90 as that was the 52-week moving average 
level of the VIX. Last Thursday the VIX had no problem whatsoever jumping right up above the 13.90 level 
as the VIX opened at 11.00 and closed the day at 14.54. This move of more than 32 percent in a single day 
was something we have not seen since April 15th of 2013, a day when the VIX spiked 43 percent in a single 
day. Given the severity of the spike that we saw in the VIX it was surprising that we did not see a much 
larger sell off on the major US indexes. My guess as to why we did not see such a sell off is twofold: the first 
being that Ukraine does not directly impact the global financial markets very much and the second being 
that investors did not want to over react to a situation with so many unknowns. The VIX did settle down on 
Friday last week, giving up more than 18 percent to end the week below the 52-week average, thus ending 
the very short lived spike that turned out to be just a single day event. At the current level of 12.06 the VIX is 
implying a move of about 3.5 percent over the next 30 days on the S&P 500. As always, the direction of the 
move is unknown. 

Performance 

For the trading week ending on 7/18/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.32 % 1.86 % 

Aggressive Benchmark 0.43 % 4.63 % 

Growth Model 0.23 % 3.04 % 

Growth Benchmark 0.33 % 3.64 % 

Moderate Model 0.14 % 4.06 % 

Moderate Benchmark 0.24 % 2.65 % 

Income Model 0.00 % 4.84 % 

Income Benchmark 0.12 % 1.40 % 

 
*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 during the week last week as there seemed to be many reactions in the 
market arising from the situations in Ukraine and Israel. We did, however, move closer to buying our first 
step of biotechnology as the sector fell by more than four percent. One aspect of the sector that makes me 
a little weary is the fact that it was called out by the Federal Reserve as a potential bubble. Any time the Fed 
makes an outright call on a sector of the financial markets it is worth taking a very hard look at the sector to 
see if there is any value. I do see value in the sector, just not at the current prices. I would rather buy in at a 
lower price and have a bit of wiggle room in case it moves lower than purchase now and have it decline 
further. 

 

 

Economic News 

 
Week in Review 
 
Last week was a very exciting week for economic news releases with several releases that exceeded or 
missed expectations. Below is a table of the releases with the ones that missed significantly highlighted 
in red, while the one that significantly beat expectations are highlighted in green: 



 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Negative 7/15/2014 Retail Sales June 2014 0.20% 0.70% 

Negative 7/15/2014 Retail Sales ex-auto June 2014 0.40% 0.60% 

Positive 7/15/2014 Empire Manufacturing July 2014 25.6 13.2 

Slightly Negative 7/16/2014 PPI June 2014 0.40% 0.20% 

Neutral 7/16/2014 Core PPI June 2014 0.20% 0.20% 

Slightly Positive 7/16/2014 
NAHB Housing Market 

Index 
July 2014 53 50 

Neutral 7/17/2014 Initial Claims Previous Week 302K 311K 

Neutral 7/17/2014 Continuing Claims Previous Week 2507K 2563K 

Slightly Negative 7/17/2014 Housing Starts June 2014 893K 1020K 

Slightly Negative 7/17/2014 Building Permits June 2014 963K 1037K 

Positive 7/17/2014 Philadelphia Fed July 2014 23.9 12.5 

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

 
 
Last week started out with a bit of a downer for economic news releases with the retail sales figure on 
Tuesday significantly missing expectations. Overall, retail sales had been expected to increase by 0.7 
percent, but instead came in at only 0.2 percent. When auto sales were excluded from the calculation, retail 
sales increased by only 0.4 percent. Both of these figures are a little concerning, especially when we need a 
strong second quarter in the US economy to avoid a technical recession. This very low reading in retail 
sales also brings in some questions as to whether the Fed can actually raise interest rates early next year 
as a strong economy is necessary for increasing rates. Helping to offset the negative news on sales on 
Tuesday was a stronger than expected reading on the Empire Manufacturing Index, which came in more 
than double expectations, with all of the various aspects to the release looking very positive during July. On 
Wednesday the Producer Price Index (PPI) was released and showed that prices at the producer level are 
increasing, but increasing very slowly, with the main increase being seen in the cost of energy.  Also on 
Wednesday the NAHB released the latest housing Market Index for the month of July, which came in better 
than expected and helped to lift the home builders. On Thursday were several releases that came out, but 
hardly anyone noticed them as Malaysian Air flight 17 had just gone down in Ukraine and the global news 
focus was on the story. Both initial and continuing jobless claims came in better than expected. Housing 
starts missed expectations, as did building permits, but the major economic news release of the day was the 
Philadelphia Fed’s manufacturing index, which came in at double expectations, just like the Empire Index 
released earlier in the week. These two releases seem to indicate that manufacturing in the US is really 
starting to pick up ahead of the major holiday season. Last week wrapped up on Friday with the release of 
the University of Michigan’s consumer Sentiment Index for the month of July, which came in slightly lower 
than expected. The lower reading on sentiment was being echoed by the slower sales and spending figures 
we have seen over the past few months. Let’s hope the manufacturers are correct and spending picks up 
dramatically over the second half of 2014. 
 

Upcoming Releases 
 
This week the focus will be on earnings results, with economic news releases taking a bit of a backseat. 
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 

7/22/2014 CPI June 2014 0.30% 

7/22/2014 Core CPI June 2014 0.20% 

7/22/2014 Existing Home Sales June 2014 5.00M 

7/24/2014 Initial Claims Previous Week 308K 

7/24/2014 Continuing Claims Previous Week 2533K 

7/24/2014 New Home Sales June 2014 475K 

7/25/2014 Durable Orders June 2014 0.30% 

7/25/2014 
Durable Goods -ex 

transportation 
June 2014 0.70% 

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

 
This week starts out on Tuesday with the release of the Consumer Price Index (CPI), which is expected to 
show that prices at the consumer level increased by three tenths of a percent when including volatile things 
like food and energy and two tenths of a percent when the volatile assets are excluded from the calculation. 
This release is highly unlikely to move the markets unless there is some very wide deviation from 
expectations. The number makes traders wonder if the Fed can continue their scheduled plan of action for 
raising interest rates. Later during the day on Tuesday the latest existing home sales figure for the month of 
June is set to be released with expectations of 5 million units having been sold during the month. If this 
number comes to fruition it would be a positive development for the US housing market. On Thursday the 
standard weekly unemployment related figures are set to be released with both numbers expected to be 
slightly higher than they were last week. Later during the day on Thursday another housing related number 
is set to be released, that being the new home sales figure for the month of June, which is expected to 
come in at 475,000 units. This housing figure will likely move in the same direction as the existing home 
sales figure, so it should not surprise the market. On Friday the big release of the week, the durable goods 
orders for the month of June, is set to be released with expectations of a very slight increase of 0.3 percent 
expected; this release could be either negative or positive. With the number expected being so close to zero 
it is not impossible to imagine that we see a decline in orders, thus a negative number, but the other June 
spending figures would lean towards a positive month, so we may see an upside surprise. The more 
important number is the durable goods orders minus transportation, since planes and cars can greatly skew 
the figures on a monthly basis. Expectations of 0.7 percent on orders less transportation seems like a fairly 
safe figure to be expecting. 
 
 
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. 
 


