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Commentary At-a-Glance 

 
 Financial markets rallied on very low volume. 

 Earnings season continues to draw to a close. 

 Europe is still not out of the woods; will Draghi act? 

 Iraq continues to be very unstable. 

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

 
 
Market Wrap-Up 

 
Ukraine relief rally is one way to describe what occur in the financial markets last week as there were no 
new major escalations in the situation and Russian President Putin made it seem he would be interested 
in a peaceful end to the situation. 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 (lower left pane above) is by far the strongest of the major US 
indexes as it has managed to move all of the way back up to the top of its most recent trading range and is 
currently attempting to move above it. The S&P 500 (upper left pane above) is the second strongest index of 
the three majors as it has managed to move all of the way back to its 
trading range and is currently trying to break into the range. At the 
current level it looks like the S&P 500 could be hitting some resistance, 
which if it holds could indicate that a downward move may be coming 
in the near future. The Dow (upper right pane above) has been the 
laggard in the most recent rally after being the hardest hit index back in 
late July. The Dow continues to struggle to gain upward momentum, 
but has been moving in the correct direction over the past two weeks. 
One caveat to the otherwise strong looking moves is that the moves 
were done on very low volume last week. The volume has been very lopsided in the recent rally as we have 
seen about 20 percent less volume coming back up than we did going down in late July. As the participation 
number wanes investors will be calling into question the validity of the rally, as there are far fewer people 
participating to the upside.  Volatility, as measured by the VIX (lower right pane above), however, seems to 
be pointing to smooth sailing at this point as the spike we saw to start the month has now mostly abated. 
With the VIX being back below the one year average level and the markets looking like they want to move 
higher it seems the rally we have been seeing over the past few weeks could continue to gain traction. The 
rally, however, will remain weak in nature unless we actually see more participants, indicated by volume 
picking up to the upside. With all that is occurring around the world it is likely that volatility will again pick up 
at some point in the near future as events we currently don’t see coming will invariably happen and the 
global financial markets will react.  
 
 

National News 

 
National news last week was largely quiet as we remain in the heart of the summer trading season when 
most traders take some time off and the markets experience very low trading volume. With that in mind and 
the fact the politicians take the entire month of August off from the Capital in favor of their own home states, 
the national news focused on the unrest in St Louis. After the shooting death of an unarmed black teenager 
by a white police officer the area of Ferguson seems to have erupted into a racial hotbed with nightly 
violence making headlines around the country. After the local police department was accused of using 
military style tactics to stop the protests, the governor decided to have the state patrol come in and see if 
they could simmer things down, but that looks like it has failed at this point. In the latest actions, the 
Governor of Missouri has called in the National Guard to restore peace to the community. While the 
situation in Ferguson makes for a lot of national headlines it did not have any impact on the overall financial 
markets here in the US, which were primarily focused on the second quarter earnings season drawing 
toward a close last week.  

 

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: 
 

Advance Auto Parts 3% Flowers Foods -13% Nordstrom 1% 

Aramark 21% Hillshire Brands 27% Pinnacle Foods 0% 

Cisco Systems 4% J C Penney Company 23% Priceline Group 5% 
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Jack Henry & 
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Deere & Co 6% Macy's -7% Sysco  2% 

Dillard's -7% Mannkind  -73% URS  80% 

Estee Lauder 18% Noodles & Co -27% Wal-Mart Stores 0% 
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According to Factset Research, we have now seen 95 percent of the component companies of the S&P 500 
release their second quarter 2014 earnings figures. There was virtually no change in the percentage of 
companies beating or missing both earnings and revenues when 
compared to the previous week. When looking at the companies that 
have released earnings, 73 percent have released earnings that met or 
exceeded analyst expectations, while 27 percent have missed 
expectations. The longer term historical average is for 72 percent of 
reports to beat expectations, so the second quarter of 2014 by this metric 
is officially a better than average quarter. Revenues of the companies that 
have released earnings stayed at 64 percent having beaten estimates, 
while 36 percent have missed. This figure of 643 percent beating 
expectations is much better than the longer run average, which according 
to Factset is only 57 percent of companies beating on revenues in any 
given quarter. So with the earnings season officially drawing to a close in the next week or so, it looks like 
the second quarter of 2014 will go down as a quarter that saw both earnings and revenue estimates being 
beaten by a large percentage of companies.  
 
This week the slowdown in earnings season can really be seen as there are only about 400 companies in 
total releasing their earnings, compared to more than 1,500 each week for the past three weeks. While the 
majority of the companies announcing earnings this week are small or overseas companies there are 
several household names that are releasing earnings as well. Below is a table of the better known 
companies announcing earnings with the potentially most impactful releases highlighted in green: 
 

Dick's Sporting Goods  Intuit  Sears Holdings 

Dollar Tree  J M Smucker  Staples 

Foot Locker  Lowe's Companies  Stein Mart 

Gap  Medtronic  Target 

Hewlett-Packard  PetSmart  TJX Companies 

Home Depot  Ross Stores  Tuesday Morning 

Hormel Foods  Salesforce.com  Urban Outfitters 

 
 
This week the focus of earnings is big nationwide retailers, for the second week in a row. Target will likely be 
the focus of this week as Wal-Mart was the favorite last week. Home Depot and HP are two other names 
that will likely get a lot of time in the news when they announce their earnings this week as both are large 
players in their industries, industries that have been having very mixed results thus far during the second 
quarter earnings season.  

 

 

International News 

 
International news last week focused on one main geographic area of the world, that being Europe. First 
there was the release of the GDP figures for the various countries and regions in Europe last week, which 
pointed to continued weakness in the region. As you can see in the charts below from JP Morgan using 
Eurostat data, the main pillars of the European economy are really starting to struggle with the current 
economic situation: 
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In looking at the current situation outlined in the data, it seems like European Central Bank (ECB) President 
Mario Draghi may have to actually come to the table with his grand plans of how to boost the overall health 
of the European economy. So far he has spoken very big, saying the ECB will do “whatever it takes” and 
that it is ready to undertake outright monetary transactions if necessary. It appears the time has come to act 
on those words. Let’s all hope they have more of a plan than just talking about what they could do. Italy in 
particular is in a very precarious position as it is the weakest of the large European economies. 
 
With the latest data about the Italian economy being taken into account, it is now safe to say that Italy is 
officially back in a recession, the third such recession since 2008. In fact, some would probably question the 
data point back in December of 2013 that “pulled” their economy out of a recession because aside from the 
single data point in December, Italy would have remained in a recession since the start of 2012, as the chart 
from global perspectives below indicates: 
 

 
 
The main issue with Italy is that, much like the rest of the Euro area, more than half of the outstanding 
government debts are held by foreigners, meaning that a problem in Italy could very quickly spread into a 
problem globally if its bonds are called into question. Given the poor economic situation in Italy it looks more 
and more likely that Italy will need some funding from the rest of Europe to keep its economy from moving 
notably lower. This comes at a time, however, when Germany and France are also experiencing an 
economic slowdown and may not be in the same position as before when other countries were asking for 
bailout funds. Despite Germany seeing a negative quarter of GDP contraction during the second quarter, it 
remains the best spot to park fixed income money in Europe, as seen last week by the German 10-year 



Bund falling to a yield below 1 percent for the first time. With all that is brewing in Europe it now seems like it 
is just a matter of time before the ECB steps in and takes action to try to remediate the situation. 
 
The other major situation making international headlines last week was the situation in Iraq as the Prime 
Minister Nouri al-Maliki turned over the Prime Minister position to the newly selected Haider al-Abadi. This 
transition of power will hopefully bring an end to the political dysfunction in Baghdad, that has essentially 
paralyzed the government for the past few months, and unite everyone around fighting back the Islamic 
State (IS). IS continues to make inroads into various regions of the country, at one point last week taking 
control of a large dam above Mosul, a dam which if broken could have flooded the city of Mosul and sent 
water all of the way to Baghdad. With the help of US air support and tactical advice, the Kurdish military and 
the Iraqi army were able to take back control of this very strategic position over the weekend. So far the 
impact of the IS movement into Iraq has been very minimal as the oil fields in the south have not been 
adversely affected at all, but it seems one of IS’s goals in the future would be to extend control all of the way 
down to the southern oil fields. While this is something the US will surely attempt to stop, it could provide a 
bit of a short term bump in the global price of oil and potential decline in the global financial markets, were it 
to occur. 

 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move higher on well below average volume: 
 

Index Change Volume 

NASDAQ 2.15% 
Below 

Average 

S&P 500 1.22% 
Below 

Average 

Dow 0.66% 
Below 

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 

Biotechnology 4.74%  Oil & Gas Exploration  -0.81% 

Semiconductors 3.13%  Technology -0.27% 

Industrial Office 2.62%  Energy -0.18% 

Infrastructure 2.60%  Natural resources -0.10% 

Healthcare 2.40%  Financial Services 0.38% 

 

Fixed Income  

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

Fixed Income Change 

Long (20+ years) 1.90% 

Middle (7-10 years) 0.74% 

Short (less than 1 year) -0.01% 

TIPS 0.34% 

 



Currency trading picked up a little last week as institutional investors weighed the odds of which central 
banks were going to have to raise interest rates first. Overall, the US dollar was unchanged when looking at 
week to week points. The strongest of the global currencies was the Canadian dollar, which increased 0.70 
percent against the US dollar. The worst performing currency of the week was the British pound as it slid 
0.48 percent against the value of the US dollar. 
 

Commodities 

Commodities were mostly down last week as various economic data points pointed toward mixed global 
growth and consumption forecasts. It seemed the soft commodities, such as the grains and agriculture 
performed well last week after a few global reports came out about crops, including one that looked at the 
lack of supply of wheat in eastern Europe going into the fall and winter: 

Metals Change 

Gold -0.56% 

Silver -1.72% 

Copper -2.11% 

 

Commodities Change 

Oil -0.31% 

Livestock -1.90% 

Grains 0.26% 

Agriculture 0.46% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 1.42 percent for performance last week, 
while the Dow Jones UBS Commodity Index declined by 1.07 percent. All of the precious and semi precious 
metals moved lower for the week after slowing demand in both India and China were shown in an 
independent commodity demand report.  
 

International Performance 

Last week saw only positive performance when looking at the global financial markets with Asia seeing the 
best performance. The best non-US performance last week was found in Japan with the Tokyo based 
Nikkei Index gaining 3.65 percent. Canada was the country that saw the lowest performance of the week 
with the Toronto based TSX Index advancing by 0.71 percent.  

Volatility 

Last week the VIX fell apart a bit as we saw four down days 
on the VIX followed by one lone up day on Friday; in total 
the VIX was down more than 16.6 percent for the week. As 
you can see in the chart to the right, the end of July and 
August (to-date) has been an exciting time for the VIX as we 
have seen the index move from around 10.5 all of the way 
up to 17 (red arrow) and then fall all of the way back down to 
12.5 in the span of about 20 days (green arrow). At this point 
it is very difficult to say what direction the VIX will move in 
during the coming weeks as it looks like it wants to head all 
of the way back down to the range it was stuck in prior to 
the spike. At the current level of 13.15 the VIX is implying 
that a move of about 3.8 percent is likely in store over the 
next thirty days, but as always, the direction of such a move 
is unknown. 

 

 

 

 



Performance 

For the trading week ending on 8/15/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.76 % 0.15 % 

Aggressive Benchmark 1.41 % 3.30 % 

Growth Model 0.58 % 1.15 % 

Growth Benchmark 1.08 % 2.62 % 

Moderate Model 0.42 % 2.21 % 

Moderate Benchmark 0.77 % 1.94 % 

Income Model 0.26 % 2.72 % 

Income Benchmark 0.39 % 1.06 % 

 
*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 model allocation over the course of the previous week as we remain in a 
defensive posture. Throughout the week I looked at our hedging position and determined it was worth the 
carrying costs of the position given the strength we have recently been seeing in our underlying stock 
holdings. As the stock positions move higher the need becomes less for the hedge position to remain in 
place and toward the end of the week we were very close to getting a technical signal that it would be okay 
to remove the hedging position, but the signal failed to materialize, so we kept the hedging position. 

 

 

Economic News 

 
Week in Review 
 
Last week was a pretty eventful week for economic news releases, but there were no releases that 
significantly either missed or exceeded expectations. Below is a table of the releases with the ones that 
missed significantly highlighted in red (there were none), while the ones that significantly beat 
expectations are highlighted in green (there were none): 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Negative 8/13/2014 Retail Sales July 2014 0.00% 0.30% 

Slightly Negative 8/13/2014 Retail Sales ex-auto July 2014 0.10% 0.30% 

Neutral 8/14/2014 Initial Claims Previous Week 311K 305K 

Neutral 8/14/2014 Continuing Claims Previous Week 2544K 2523K 

Neutral 8/15/2014 PPI July 2014 0.10% 0.20% 

Neutral 8/15/2014 Core PPI July 2014 0.20% 0.20% 

Slightly Negative 8/15/2014 Empire Manufacturing August 2014 14.7 15.5 

Slightly Negative 8/15/2014 
University of Michigan 
Consumer Sentiment 

Index 
August 2014 79.2 81.7 

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

 
 
Last week kicked off on Wednesday with the release of the retail sales figure for the month of July, which 
came in slightly below market expectations, posting a zero for the month versus the expected 0.3 percent. 
When auto sales were removed from the figure the number was still low, coming in at 0.1 percent versus 
expectations of 0.3 percent. These weaker than expected retail sales figures are the weakest growth figures 

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


we have seen in the past 6 months and should give some economists concern about the overall health of 
the US economy and its ability to post a strong overall GDP figure for 2014. The key in this release was that 
a zero does not mean there was any less spending; it means that spending remained the same during the 
June and July time period. We will have to wait and see if this trend continues in the next few months. On 
Thursday the standard weekly unemployment related figures both came in slightly higher than expected with 
the initial jobless claims hitting a 6 week high. While some investors were concerned about the increase, it 
looks more like a sideways trading range is being set up and not something more concerning like an uptrend 
starting in unemployment claims. On Friday the Producer Price Index (PPI) and the Core PPI for the month 
of July were released with both figures coming in very close to market expectations. The Empire 
Manufacturing index for the month of August was released a little later during the day on Friday and missed 
expectations, tumbling from the July level of 25.6 all of the way down to 14.7. Much like the retail sales 
figures earlier in the week, however, the index is designed so that a positive number means more 
manufacturing during the month than the previous month, so while the growth in manufacturing was much 
slower during August than during July, it was still strong growth. Wrapping up the week on Friday was the 
release of the University of Michigan’s Consumer Sentiment Index for the month of August (first estimate), 
which showed a little bit of weakness, but not enough to cause alarm in the overall markets. 
 

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 

8/18/2014 NAHB Housing Market Index August 2014 53 

8/19/2014 CPI July 2014 0.10% 

8/19/2014 Core CPI July 2014 0.10% 

8/19/2014 Housing Starts July 2014 964K 

8/19/2014 Building Permits July 2014 1001K 

8/21/2014 Initial Claims Previous Week 308K 

8/21/2014 Continuing Claims Previous Week 2530K 

8/21/2014 Existing Home Sales July 2014 5.00M 

8/21/2014 Philadelphia Fed August 2014 15.5 

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

 
This week kicks off on Monday with the release of the NAHB Housing Market index, which is expected to be 
flat when compared to the level seen during July. On Tuesday the Consumer Price Index (CPI) and the core 
CPI are both set to be released with expectations of a very small one tenth of a percent increase in prices 
being seen during July at the consumer level. This small increase in prices is a combination of lower energy 
costs and increased food costs during the month. Also released on Tuesday are the housing start and 
building permits figures, both for the month of July, with expectations that both figures will be very close to 1 
million units. If we see a significant miss on the either of these figures, the listed home builders could have a 
bit of a tough time trading though the day. On Thursday the standard weekly unemployment related figures 
are set to be released with expectations that both initial and continuing jobless claims will be lower this week 
than they were last. Later during the day on Thursday the third key housing related figure of the week is 
released, the existing home sales figure for the month of July, which is expected to come in at 5 million units 
during the month. Wrapping up the week on Thursday is the release of the Philadelphia Fed Index for the 
month of August, which is expected to come in at 15.5, down significantly from the 23.9 seen in July. Much 
like the Empire manufacturing number seen last week, the Philly number is expected to still indicate that 
business and manufacturing in the greater Philly area is expanding. 
 
 



Fun Fact of the Week 

 
 
 
 
 
 
 
 
 
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. 
 

Rhode Island is the smallest state (land 1,033.81 square miles, water 511.07 square miles) 
with the longest name. The official name, used on all state documents, is "Rhode Island and 
Providence Plantations." 
 

Source: US Census Bureau 


