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Commentary At-a-Glance 

 
 US indexes pushed higher last week on employment news. 

 VIX hit a new low for 2014. 

 No major developments in any of the main geo-political risks currently affecting the markets.  

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

 
 
Market Wrap-Up 

 
During the shortened trading week last week we saw the S&P 500 (upper left pane above) and the NASDAQ 
(lower left pane above) break out of their respective trading channels to the upside. While all positive 
breakouts are nice, I am discounting these breakouts slightly because they were done on such poor trading 
volume. The volume last week was very low, as expected given the shortened holiday trading 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 mentioned above, trading volume was not present in the markets last week with the slack being due to 
the much shortened trading week. Looking back at other Fourth of July holiday weeks, however, volume 
was about average for the week. One change in leadership took place 
last week as the NASDAQ now looks to be the strongest of the three 
major indexes as investors seemed to be stepping up the risk and pulling 
profits out of the less risky Dow components. The S&P 500 is now the 
second strongest index of the three major indexes with the Dow coming 
in third. It should be very interesting to see how next week plays out with 
traders returning to the office and making portfolio changes now that we 
are into the third quarter of the year. Risk seems to be telling a very 
interesting story right now as the VIX closed out the week at 10.32, the 
lowest level seen on the VIX since February of 2007.  Where do the 
markets go from here? From a purely technical standpoint it looks like 
there is room for the markets to move higher, but from a fundamental 
standpoint we are moving into a somewhat risky earnings season with a 
lot riding on positive earnings results from the majority of companies.  

 
 

National News 

 
National news last week was largely non-existent as it is a very common time of year for everyone to take 
some time off and enjoy the start of summer. Financial news seemed to focus on whether the Dow could 
finally push past the 17,000 level, something it had not done before. Sure enough, riding on the back of 
strong employment figures, the Dow did break though to the upside during the shortened trading session on 
Thursday. The S&P 500 also made new all time highs, but failed to make it to the psychological 2,000 level. 
With all of the talk about new highs being made, I looked back to see if this is a rare occurrence or if this is 
just a byproduct of a long term bull market.  
 
So far during 2014 we have seen the S&P 500 make new highs 27 times, 
while the Dow has made new highs 14 times. Looking back to 1988, I 
found that the S&P 500 has on average experienced a “new all time high” 
22 days per year, so we are above average there. The Dow, going back 
to 1988, has experienced a “new all time high” 19 days per year, so we 
are below average, but still pretty close. The NASDAQ, however, is the 
eye opener. It has experienced a “new all time high” on average 17 times 
per year since 1988 and so far during 2014 we have had zero days with new all time highs. In fact, we have 
not seen a new all time high on the NASDAAQ since the Technology bubble burst back in 2000. It has been 
14 long years on the road toward recovery for the NASDAQ. For some perspective of just how bad the 
NASDAQ tumbled in the tech bubble, both the S&P 500 and the Dow recovered their losses from the tech 
bubble and made new all time highs in 2006, less than 6 full years from the top. So while it is nice to be 
making all time highs, it is not as big a deal as several commentators make it out to be, with one exception. 
When the NASDAQ finally makes a new all time high, it will be something to celebrate. With the NASDAQ 
being less than 10 percent away from its 2000 highs we could see this occur in the latter half of 2014, but I 
would not hold my breath waiting for it. 
 
 

International News 

 
International news last week saw very few new developments in any of the ongoing situations around the 
world that the global financial markets sporadically latch on to. One area of the world that did have a few 
developments was Israel and Palestine, as the violence between the two sides seems to have picked up in 
the last week with one American teenager being killed and another beaten by police. While there is little 
direct financial implication globally from Israel and Palestine fighting (they have been for many years), the 
real questions become who else will get involved (i.e. the US and Iran) and what would be a good outcome 
from the situation. We have already seen the US try to get involved in religious wars in the Middle East and 
the outcomes have been predominantly less than desirable in the medium to long term. Currently, the 
largest unknown that could affect the global markets remains the situation in Iraq as it could drastically 
affect the price of oil globally. Prices at the pump have been going up in recent weeks, explained in part by 
the situation in Iraq and in part by the start of the summer driving season. So far, while parts of Iraq have 
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fallen to ISIL, they have by and large not been in parts of the country that are highly productive, instead 
consisting of small towns and nomadic lands. Baghdad and the south of Iraq is another story as these two 
regions are the financial heart and soul of the country and the largest oil producing areas within the country. 
With many of the global financial markets being propped up by central banks and slowly on the mend, it 
would not take much of an oil shock to derail some of the weaker economic recoveries we have been 
seeing around the world.  

 

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 2.00% -- 

Dow 1.28% -- 

S&P 500 1.25% -- 

 
 
Volume last week was low on all three major indexes, largely attributed to the shortened trading 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 

Biotechnology 3.62%  Utilities -3.21% 

Semiconductors 3.46%  Real Estate -0.42% 

Materials 2.58%  Aerospace and Defense -0.06% 

Healthcare 2.26%  Oil and Gas Exploration 0.03% 

Broker-Dealers 2.16%  Infrastructure 0.07% 

 
 
The most interesting move of the week last week was the fall of Utilities, which for the first half of the year 
was up more than 18 percent. While everyone knew a selloff in the sector was likely, the speed with which it 
has happened is concerning. While declining for just three days is far too fast to be called a trend, it could 
be the start of deterioration in the group if the sector continues to slide next week, once trading is back to 
more normal levels. 
 

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) -2.26% 

Middle (7-10 years) -1.04% 

Short (less than 1 year) 0.00% 

TIPS -1.07% 

 
In currencies, the US dollar was up 0.23 percent against a basket of international currencies. The British 
Pound was the strongest currency of the week, gaining 0.70 percent against the US dollar, but volume 
overall was extremely low for the shortened trading week. 



Commodities 

Commodities were mixed last week as metals performed well, while grains were the standout commodity 
that got hammered during the shortened trading week: 

Metals Change 

Gold 0.39% 

Silver 0.59% 

Copper 3.88% 

 

Commodities Change 

Oil -1.42% 

Livestock 2.36% 

Grains -6.47% 

Agriculture -1.65% 

 
The overall Goldman Sachs Commodity Index decreased by 1.70 percent. Oil traded lower last week as 
there were few new developments in Iraq and Russia that moved the price of oil.  
 

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 of the global indexes was in 
India with the Bombay based Se SENSEX Index gaining 2.88 percent. The worst performance last week 
was found in Brazil, for the second week in a row, with the Sao Paulo based Se BOVESPA Index gaining 
0.60 percent.  

Volatility 

With the markets moving higher last week during the shortened trading week it was not surprising to see the 
VIX move lower. What was surprising was the level the VIX moved down to. The VIX moved down last week 
to 10.32; this is the same VIX that started the year over 14 and hit a high of 21.5 during the first part of 
February. Since that high of 21.5, it has been all downhill for the VIX, save a few small one or two day 
spikes upward on mainly geo-political risks flaring up. When was the last time we saw a VIX reading this 
low? February 22nd of 2007, two days prior to a spike up to 18 in what turned out to be a chaotic march 
higher, culminating over 80 in late 2008. With the recent decline in the VIX it looks like the current fears in 
the markets are over blown, if the VIX is correct. But the VIX can be very finicky and moves in excess of 20 
percent in a day are not unheard of, especially if the moves are originating near either extreme highs or 
lows. Given the current 10.32 level, the VIX is implying a move of less than three percent on the S&P 500 in 
the coming 30 days. As always, the direction of such moves is unknown. 

Performance 

For the shortened trading week ending on 7/3/2014, returns in FSI’s hypothetical models* (net of a 1% 
annual management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -0.06 % 2.25 % 

Aggressive Benchmark 1.23 % 5.57 % 

Growth Model -0.04 % 3.34 % 

Growth Benchmark 0.94 % 4.36 % 

Moderate Model -0.03 % 4.23 % 

Moderate Benchmark 0.68 % 3.16 % 

Income Model -0.09 % 4.98 % 

Income Benchmark 0.35 % 1.65 % 

 
*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. 

 



Last week was an interesting week for our models as we saw some of our best performing individual stocks 
of the year (utilities) get hit hard by sellers on very low volume. While some of this may have been due to 
brokers window dressing accounts for the end of the quarter, it was unusual to not see purchases of the 
high flyers of the quarter. Other dividend paying companies also seemed to be unduly punished last week 
as there was a small flight toward risky assets. Over the course of the previous week we continued to step 
into the position we have been working on in Oil and Gas Exploration, as this is one of the strong sectors 
technically and one of the few sectors of the markets that could benefit from continued unrest in the Middle 
East and Ukraine. So far we have been stepping in on down days and are almost to a full position. If the 
reversal we saw last week lingers into next week we may be forced to back out of our position. 

 

 

Economic News 

 
Week in Review 
 
Last week was a shortened, but still important, week for economic news releases. In aggregate the 
economic news releases released last week came in above market expectations, with employment data 
being the highlight of the week: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Positive 6/30/2014 Chicago PMI June 2014 62.6 61 

Neutral 7/1/2014 ISM Index June 2014 55.3 55.8 

Slightly Positive 7/2/2014 
ADP Employment 

Change 
June 2014 281K 200K 

Negative 7/2/2014 Factory Orders May 2014 -0.50% -0.40% 

Slightly Positive 7/3/2014 Nonfarm Payrolls June 2014 288K 210K 

Slightly Positive 7/3/2014 
Nonfarm Private 

Payrolls 
June 2014 262K 213K 

Slightly Positive 7/3/2014 Unemployment Rate June 2014 6.10% 6.30% 

Neutral 7/3/2014 Initial Claims Previous Week 315K 315K 

Neutral 7/3/2014 Continuing Claims Previous Week 2579K 2580K 

Neutral 7/3/2014 ISM Services June 2014 56.0 56.5 

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

 
 
Last week started out on Monday with the release of the Chicago PMI, which came in a little higher than 
expected, but not high enough for the market to really take notice; the key here was that it was better 
than expected and well above 50. On Tuesday the ISM Index for the month of June was released to 
show a reading of 55.3, very close to expectations of 55.8, but not a 
number that really shouts for a strong US economy. On Wednesday the 
ADP employment change index for June was released and showed a 
gain of 281,000 new jobs during the month. This was a bit better than 
expected and showed that the jobs market in the US is improving faster 
than some economists thought. Also released on Wednesday was the 
Factory Order data for the month of May, which showed that orders 
declined by half of a percent. This is a negative sign for the overall US 
economy because factory orders are typically a forward looking 
indicator, and this reading would mean slower demand in the near 
future. On Thursday the government released their latest report on 
Unemployment, which showed that the unemployment rate in the US 
declined from 6.3 down to 6.1 percent during the month of June. The 
markets cheered this release by pushing the Dow well over the 17,000 
level for the first time ever. Even the underlying figures of the report look 
positive as the decline in the unemployment rate this time was not due 
to a decline in the labor force participation rate, but rather people really 
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finding gainful employment. This was seen in the payroll figures also released on Thursday, which 
showed more than 250,000 jobs created in both the public and private sectors. Initial and continuing 
jobless claims were also released on Thursday, along with the ISM Services Index, but these releases 
were largely over shadowed by the Employment number and the early close for the Fourth of July 
Holiday. 
 

Upcoming Releases 
 
This week has probably the fewest number of economic news releases of the year. The focus of the 
market will be on the meeting minutes of the Federal Reserve, which are set to be released on 
Wednesday. The economic news release that is potentially the most impactful is highlighted in green: 
 

Date Release Release Range Market Expectation 

7/9/2014 FOMC Minutes June Meeting - 

7/10/2014 Initial Claims Previous Week 312K 

7/10/2014 Continuing Claims Previous Week 2567K 

7/10/2014 Wholesale Inventories May 2014 0.60% 

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

 
This week’s economic news releases do not even start until the Federal Reserve’s meeting minutes from the 
June meeting are released on Wednesday. The minutes are not expected to hold much new information, 
other than perhaps providing a little color as to the discussion around when to increase interest rates. Even 
this is likely to be very vague with a few outspoken members of the Fed on both sides of the debate. With so 
many Fed member speeches having occurred since the meeting, including Chair Yellen’s press conference, 
it is very unlikely the market will react to whatever is in the meeting minutes. On Thursday the standard 
weekly jobless claims data is set to be released with expectations of little change over two weeks prior. 
Wrapping up the week on Thursday is the release of the wholesale inventories data for the month of May. 
While this release is typically largely ignored by the markets, the markets could watch this one a little closer 
than normal, given the negative impact on GDP in the first quarter which inventories made. 
 
 
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. 
 


