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Commentary At-a-Glance 

 
 Financial markets struggled for clear direction. 

 Major changes to our investment allocations; we have moved much more defensive. 

 Earnings season is quickly drawing to a close. 

 Russia continues to amass troops at the border. 

 Economic news releases in aggregate came in slightly above market expectations. 

 
 
Market Wrap-Up 

 
Last week was a very choppy weak for the US financial markets with the week’s positive performance 
being saved by a strong rally on Friday. Volume overall was a little below average across the board and 
the VIX moved lower, but failed to move back to the low levels seen two weeks ago. 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: 
 

 
 

 



From a technical standpoint, the NASDAQ is the strongest of the three major indexes as it successfully 
moved back into its most recent trading range. The S&P 500 is the second strongest index of the major 
three, but still has a very long way to move upward to make it back into its most recent trading range. The 
Dow is the laggard of the three major indexes, from a technical 
standpoint, as we need to see a move in excess of 3 percent for the 
Dow to get back into its most recent trading range. The VIX had a 
choppy week last week, but the key thing is that it looks like the VIX 
has started a new horizontal trading range; this range is about 40 
percent above the previous major trading range. With all of the 
geopolitical tensions around the world, the general lack of standout 
earnings and slow economic recovery globally, it is hard to make the 
case that the markets should be significantly higher than the current 
levels. It is much easier to point out the fact that these markets are still 
a bit over valued, despite the recent decline. When I scan through the 
investable universe I find very few companies that are trading cheaply on any fundamental basis. The few 
that are trading at that level are there because of some new developments at the company that justifies the 
cheap valuations. With summer currently in full swing and politicians having vacated Washington DC for the 
month of August it seems the markets will continue to meander, with a bias toward the down side. In light of 
these market conditions we have moved our models toward wealth preservation, rather than wealth 
accumulation, as 300 point declines like the one seen at the end of July are likely to continue with more 
regularity as they are virtually never one-off events. If we do continue to see prices come back down to 
reasonable levels in specific areas of the markets we will have the cash available to make purchases, but it 
will bear fruit to wait rather than to jump in for the sake of being in the market.  
 
 

National News 

 
With Congress being on recess for the month of August there was very little going on in national US news 
as there were very few odd punch lines put out by politicians for the media to latch onto. With this shortage, 
the media focused on earnings season as there continued to be a very large number of US companies 
announcing earnings. We are now well into the back half of earnings for the quarter.  

 

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: 
 

AOL 10% Hillshire Brands Pushed Ralph Lauren 3% 

Aqua America 3% Jack In The Box 14% Rosetta Stone -270% 

Archer Daniels Midland 3% LeapFrog Enterprises -5% SolarCity 4% 

CenturyLink 13% Loews 18% 
South Jersey 
Industries 

67% 

Coach 9% Mannkind Pushed St. Joe Pushed 

Consolidated Edison 19% McDermott International 0% Teekay -63% 

Cooper Tire & Rubber -26% 
MGM Resorts 
International 

75% Time 329% 

CVS Caremark 3% Molson Coors Brewing 9% Time Warner 17% 

Diebold 21% Office Depot 0% Walt Disney 9% 

DISH Network -12% 
Papa John's 
International 

-2% Wendys 0% 

Groupon 50% Prudential Financial 6% Zillow -13% 
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According to Factset Research we have now seen 90 percent of the component companies of the S&P 500 
release their second quarter 2014 earnings figures and things remain looking pretty good, although results 
are slightly weaker than this same time last week. When looking at the 
companies that have released earnings, 73 percent of them have 
released earnings that met or exceeded analyst expectations, while 27 
percent have missed expectations. We still seem to be drifting downward 
to the historical average of 72 percent beating and 28 missing that we 
have seen over the past few years, as each week it seems like we are 
about a percentage point closer. Revenues of the companies that have 
released earnings have weakened a bit since last week, with now only 64 
percent having beaten expectations while 36 percent have missed 
revenue expectations. This is opposed to more than 72 percent beating 
on revenues just three weeks ago. According to Factset, healthcare 
remains the top performance sector of the market when looking at both 
earnings and revenue beats for the second quarter of 2014. After this 
week’s earnings, we should be near 98 percent of the component 
companies of the S&P 500 having reported earnings for the second quarter of 2014. In aggregate, the 
earnings growth of the S&P 500 companies have beaten expectations going into the quarter by the widest 
margin since late 2011, which is a good sign for the overall health of the US economy.  
 
This week is the start of the slowdown in companies releasing their second quarter earnings figures. While 
the number of companies releasing earnings remains very high (over 1,500) a large percentage of those are 
very small or foreign companies that very few people have ever heard about. Below is a table of the better 
known companies announcing earnings with the potentially most impactful releases highlighted in green: 
 

Advance Auto Parts  Flowers Foods  Nordstrom 

Aramark  Hillshire Brands  Pinnacle Foods 

Cisco Systems  J C Penney Company  Priceline Group 

Cree  Jack Henry & Associates  Red Robin Gourmet Burgers 

Dean Foods  Kohl's   SeaWorld Entertainment 

Deere & Co  Macy's  Sysco  

Dillard's  Mannkind   URS  

Estee Lauder  Noodles & Co  Wal-Mart Stores 

 
 
This week the focus of earnings is big nationwide retailers. The largest retailer in the US will be the spotlight 
of attention as Wal-Mart releases its numbers for the second quarter of 2014. John Deere is also releasing 
its second quarter figures and should shed some light on company spending for heavy machinery in 
agriculture and mining.  

 

 

International News 

 
International news last week focused on a few different topics, with the 
most potentially impactful news being out of Iraq. Islamic State (IS), 
which used to be known as Islamic State of Iraq and the Levant (ISIL) 
and the Islamic State of Iraq and Syria (ISIS), continues to make 
headway in taking control of vast parts of Iraq. The US became directly 
involved last week as the military dropped food and water on a remote 
mountain top where are small religious group of up to 40,000 people 
have been stranded with IS surrounding the base of the mountain. The 
US also stepped up military strikes on strategic IS equipment as we 
attempt to slow their progress in trying to take over Iraq and, most 
importantly, the oil fields of Iraq. President Obama made the 
announcements that IS will not be allowed to advance up the mountain where the Yazidi are stuck and that 
the US would continue to make strikes in the region if the fighting continued. What most people in the US 
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are concerned about is being drawn back into a religious conflict that has no clear end game. The other 
major concern is the stability and production of the Iraqi oil fields, which were off line for a long period of 
time when the US went in to over throw Saddam Hussein back in 2003. So far oil prices have come down to 
below $100 per barrel on the announcement that the US will get involved in Iraq, but we will have a to wait 
and see if the prices can stay under $100. Another potential major supply issue for energy is Russia and the 
ongoing conflict in Ukraine.  
 
Russia continues to amass ground troops and heavy artillery on the Ukrainian border, in what looks like 
preparations for a ground invasion of Ukraine. As troops appear to be building, the global community 
continues to apply pressure in the form of sanctions on Russia and many of the businesses operating in 
Russia. These sanctions appear to be starting to have an impact as 
Russia lashed out last week at the international community with their 
own set of import bans on various products coming from a number of 
countries. A majority of the bans focused on food items and are likely to 
only really impact the lower classes of society in Russia, as the wealthy 
elites will continue to have access to anything they want through the 
black market. The hardest hit region with the new Russian bans will 
likely be the Nordic region, including Finland, Sweden and Denmark; 
and well as Estonia, Lithuania and Latvia; as these countries depend 
very heavily on exporting goods to Russia and importing raw materials 
from Russia. Finland in particular is vulnerable as it is already in a 
weakened state trying to pull out of its second recession since 2008 and 
depending on Russia for more than 14 percent of its total economy. It 
seems Finland may turn its back on the EU sanctions and establish its 
own trading deals with Russia. One thing to keep in mind is the fact that 
all of these sanctions by Europe have been done during the summer months. Once winter rolls around, 
Russia will have a major upper hand as it can turn off and on the gas that Europe needs to keep warm 
during the winter months. We will have to wait and see how the situation plays out, but for now the markets 
will remain on edge about Russia potentially invading Ukraine. 

 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move up on lower volume than they had moved down 
on two weeks ago: 
 

Index Change Volume 

NASDAQ 0.42% Average 

Dow 0.37% 
Below 

Average 

S&P 500 0.33% Average 

 
 

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 2.57%  Telecommunications -2.81% 

Global Real Estate 1.69%  Infrastructure -1.28% 

Consumer Goods  1.65%  Healthcare -0.95% 

Oil&Gas Exploration  1.40%  Financials -0.75% 

Basic Materials  1.03%  Medical Devices  -0.74% 
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Fixed Income  

Fixed-income investments were mixed last week on summer volume: 

Fixed Income Change 

Long (20+ years) 0.84% 

Middle (7-10 years) 0.56% 

Short (less than 1 year) 0.01% 

TIPS 0.32% 

 
Currency trading was relatively muted last week as it seemed most traders took the week off. Overall, the 
US dollar lost 0.05 percent against a basket of international currencies. The strongest of the global 
currencies was the Japanese Yen, which increased 0.54 percent against the US dollar after the “third 
arrow” of Abenomics seems to be coming together and it looks like the plan could actually work in helping 
Japan regain its economic footing. 
 

Commodities 

Commodities were mixed last week as various economic data points pointed toward mixed global growth 
and consumption forecasts. Commodities that had some of the largest gains of the year going into last week 
were the hardest hit this past week with Livestock declining by the greatest amount: 

Metals Change 

Gold 1.46% 

Silver -1.69% 

Copper -1.45% 

 

Commodities Change 

Oil 0.03% 

Livestock -4.54% 

Grains 1.41% 

Agriculture -1.73% 

 
The overall Goldman Sachs Commodity Index turned in a goose egg for performance last week, while the 
Dow Jones UBS Commodity Index moved higher by 0.60 percent. Gold was the interesting mover of the 
week as it seemed many investors were running to the safe haven, possibly out of fear of Argentina and 
Russia hurting the global currencies.  
 

International Performance 

Last week saw primarily negative performance when looking at the global financial markets with the US 
markets being more than half of all of the positive moves for the week. The best non-US performance last 
week was found in China for the third week in a row with the Shanghai based Se Composite Index gaining 
0.42 percent. Sweden was the country that saw the worst performance of the week with the Stockholm 
based OMX 30 Index declining by 4.46 percent. Much of the decline in the Nordic region last week was 
based on the import bans put in place by Russian President Putin in retaliation for the sanctions imposed 
on Russia by the international community.  

Volatility 

Last week the VIX bounced around a bit, but most importantly, the spike that occurred on Thursday the 31st 
was not fully reversed. It appears we could be seeing a new trading range for the VIX and the range is about 
40 percent higher than it was back in late June and early July. With the current level of the VIX being 16.77, 
the VIX is implying a move of 4.85 percent over the course of the next 30 days. As is always the case, the 
direction of the move is unknown. 

 

 



Performance 

For the trading week ending on 8/8/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.73 % -0.62 % 

Aggressive Benchmark -0.85 % 1.87 % 

Growth Model 0.54 % 0.56 % 

Growth Benchmark -0.65 % 1.53 % 

Moderate Model 0.42 % 1.77 % 

Moderate Benchmark -0.47 % 1.16 % 

Income Model 0.32 % 2.44 % 

Income Benchmark -0.24 % 0.67 % 

 
*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 a number of changes to our models over the course of the past week as several of our positions 
continued to break down and hit sell triggers. Over the course of the week we sold our remaining position in 
Rydex Transportation (RYPIX), Global Infrastructure (TOLLX), Forward Select Income Opportunities 
(FSONX) and one of our two preferred securities funds, Cohen and Steers Preferred (CPXAX). With all of 
the sales last week we put the vast majority of the proceeds into cash. We did, however, use a small amount 
of the proceeds to buy a partial hedging position to help offset any further declines that may occur in our 
individual stock baskets. At this point we have drastically reduced our exposure and market risk in our 
various models. Currently we are still not seeing many opportunities that look overly cheap and with the 
heightened levels of volatility we will likely remain in a defensive position until the markets develop stronger 
trends. 

 

 

Economic News 

 
Week in Review 
 
Last week was a very slow week for economic news releases as there were no releases that had a 
noticeable impact on the overall movements of the markets. Below is a table of the releases with the 
ones that missed significantly highlighted in red (there were none) and the ones that significantly beat 
expectations highlighted in green (there were none): 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Positive 8/5/2014 ISM Services July 2014 58.7 56.5 

Neutral 8/7/2014 Initial Claims Previous Week 289K 308K 

Neutral 8/7/2014 Continuing Claims Previous Week 2518K 2525K 

Neutral 8/7/2014 Consumer Credit June 2014 $17.3B $15.8B 

Neutral 8/8/2014 Wholesale Inventories June 2014 0.30% 0.40% 

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

 
 
Last week started off on Tuesday with the release of the Services side of the ISM index, which posted a 
slightly higher than expected reading. While the reading was higher than expected it was not as large of a 
surprise as the overall ISM released two weeks ago. On Thursday the standard weekly jobless claim figures 
were released, with both numbers coming in slightly better than the markets had been expecting. Consumer 
credit was also released on Thursday and came in higher than expected, which is a positive sign for the 

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


overall health of the US economy. Credit expansion is normally a positive sign for the economy because it 
symbolizes that banks are willing to lend and that lending, in theory, will make its way back into the 
economy. On Friday Wholesale Inventories came in very close to market expectations after having risen by 
three tenths of a percent during the month of June. Overall, the past week’s market movements were not 
driven by economic releases, but rather by earnings results from a wide variety of companies. 
 

Upcoming Releases 
 
This week is a slow week for economic news releases, as far as number, but there are a few releases 
that have the potential to be market moving. The economic news releases that are potentially the most 
impactful are highlighted in green: 
 
 

Date Release Release Range Market Expectation 

8/13/2014 Retail Sales July 2014 0.30% 

8/13/2014 Retail Sales ex-auto July 2014 0.30% 

8/14/2014 Initial Claims Previous Week 305K 

8/14/2014 Continuing Claims Previous Week 2523K 

8/15/2014 PPI July 2014 0.20% 

8/15/2014 Core PPI July 2014 0.20% 

8/15/2014 Empire Manufacturing August 2014 15.5 

8/15/2014 
University of Michigan 

Consumer Sentiment Index 
August 2014 81.7 

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

 
This week kicks off on Wednesday with the release of retail sales, both including and excluding automobile 
sales. This release will be closely watched because it is the first major data point about the US consumer for 
the month of July, which is the start of the third quarter of the year. This data in turn will lead to some 
speculation about the strength of the third quarter GDP figure in the US; a figure we need to be very strong 
in order to make it to the current overall 2014 GDP projections being touted by most economists. With the 
expectation being so close to zero, we could see a large market reaction either up or down if this release 
misses by more than three tenths of a percent. On Thursday the standard weekly jobless claims figures will 
be released with both figures expected to be slightly higher than they were last week. Friday is a busy day 
for releases as the Producer Price Index (PPI) for the month of July will be released as well as the Empire 
Manufacturing data and the University of Michigan’s Consumer Sentiment Index. The PPI is expected to 
show very little gain during July, due in large part to the decline in the price of energy during the month. The 
Empire Manufacturing Index will be an interesting release. If you will remember, during July the figure was 
25.6, while the market had only been expecting 13.2. So now, with expectations having been lowered, the 
market is looking for 15.5. It seems that if 15.5 is printed, it will be a little bit of a letdown after such a large 
upside surprise last month. Wrapping up the week on Friday is the University of Michigan’s Consumer 
Sentiment Index for the month of August (first estimate), which is expected to show no change from the end 
of July. 
 
 

Fun Fact of the Week 

 
The post office, for the second quarter of 2014, lost $2 billion. In honor of this, the fact of the week is 
from the USPS: 
 
 
 
 
 
 
 
 
 

Most Unusual Delivery Method for mail still being used — mule train delivery in AZ. 
Each mule carries about 130 pounds of mail, food, supplies and furniture down the 

8-mile trail to the Havasupai Indians at the bottom of the Grand Canyon. 
The mule trains average 4,000 pounds per day. 

Source: about.USPS.com 



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. 
 


