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Commentary At-a-Glance 

 
 Financial markets continued to rally on continued low volume. 

 US Federal Reserve was front and center in the news last week. 

 Russia got tired of waiting and sent their aid convoy into Ukraine. 

 We made some noticeable changes in our models over the course of the previous week. 

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

 
 
Market Wrap-Up 

 
Continued relief from geopolitical tensions seemed to be the theme of last week’s trading as news about 
the developments in Iraq helped push the markets higher, despite a “ground invasion” into Russia, as 
the Ukrainian government called it. 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 in the above charts, the NASDAQ (lower left pane above) continues to be the index that is 
technically the strongest as it has broken well above its most recent high and is meaningfully above its most 
recent trading range. The S&P 500 (upper left pane above) remains technically in second place, but last 
Friday developed a bit of a warning sign after it failed to meaningfully 
break above its most recent trading range. If the S&P 500 fails on 
Monday to move back above the upper bound of the trading range it 
could be a sign that a downward move on the index is coming in the 
near future. The Dow (upper right pane above) made a strong move 
last week and managed to jump all of the way into its most recent 
trading range after looking like it was going to be left behind by the 
upward trending range just two weeks ago. Despite the down tick on 
Friday the index remains well within the trading range and looks from a 
technical stand point like it could continue to push marginally higher. 
The next big milestone for the Dow will be breaking above the all time 
high, which it hit back in Mid July. For the S&P 500 the next milestone 
will be both a new all time high and trying to close above the 2,000 level for the first time ever. While there is 
little actual significance to the 2,000 level, it is a nice round number and therefore a significant level as some 
investors like to buy when indexes go over such psychological levels, thinking they will continue to push 
higher after such a breakout. While the atmosphere is almost getting euphoric on several of the major 
averages, the VIX moved lower last week and now sits in the lower end of the trading range it has been in 
for most of the year. With the VIX signaling complacency and the markets seemingly moving higher at will, 
now seems to be a time when we could be moving toward an unforeseen event that shocks the markets.  
 
 

National News 

 
National news last week was largely quiet except for the hubbub about the Kansas City Fed’s annual 
economics meeting held in Jackson Hole Wyoming and the highly anticipated speech Fed Chair Janet 
Yellen gave on Friday. In some years elaborate economic policies have been outlined at the Jackson Hole 
meeting; this year was not to be one of those years. The research and speeches presented at the 
conference held hardly any new information. Even Chair Yellen’s speech was lackluster as she towed the 
same lines she has been towing for the past few months: interest rates will need to rise, most likely during 
2015. This rate increase will likely come after data comes out that indicates that the labor market is largely 
back to normal and inflation is starting to pick up. One interesting thing mentioned last week in Jackson 
Hole by one of the Fed Governors was the multiple between the U4 and the U6 unemployment rate. It 
seems that prior to the rise in unemployment due to the financial crisis in 2008, the multiple between the two 
rates was somewhere around 1.78x with U6 being higher. Currently the multiple is 2.03x and this is 
presenting the Fed with an unusually puzzling picture as to what to do about the way the labor market has 
been coming back this time around. While the conference in Jackson Hole was just getting under way, 
earnings season in the US for the second quarter of 2014 was quickly drawing to a close.  

 

Q2 2014 Earnings Releases 
 
Last week was one of the last two weeks of earnings season for second quarter 2014 with this current 
week being the final week. Most of the numbers from last week came in very close to analyst 
expectations and created non market-moving events. 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: 
 

Dick's Sporting Goods 3% Intuit -200% Sears Holdings 0% 

Dollar Tree -6% J M Smucker -2% Staples 0% 

Foot Locker 19% Lowe's Companies 2% Stein Mart 0% 

Gap 1% Medtronic 1% Target 0% 

Hewlett-Packard 0% PetSmart 4% TJX Companies 3% 

Home Depot 6% Ross Stores 5% Tuesday Morning 0% 

Hormel Foods 6% Salesforce.com 9.2% Urban Outfitters 0% 
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According to Factset Research, we have now seen 98 percent of the component companies of the S&P 500 
release their second quarter 2014 earnings figures. Both earnings per share and revenues per share ticked 
up last week on stronger than expected figures from component 
companies. When looking at the companies that have released earnings, 
74 percent of them have released earnings that met or exceeded analyst 
expectations, while 26 percent have missed expectations. The longer 
term historical average is for 72 percent of reports to have beaten 
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 increased to 66 percent having beaten estimates, while 
34 percent have missed revenue expectations. This figure of 66 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 this coming week, it looks like the second quarter of 2014 
will go down as a quarter that saw both earnings and revenue estimates beaten by a large percentage of 
companies. Looking forward to the third quarter figures, 74 companies have so far lowered their 
expectations, while 27 companies have issued positive guidance for the third quarter of 2014.  
 
This is the last week for a table of companies that will be announcing earnings during the current week as 
the second quarter earnings season has all but officially drawn to a close. Below is a table of the better 
known companies announcing earnings with the potentially most impactful releases highlighted in green: 
 

Abercrombie & Fitch  Dollar General  GUESS? 

Best Buy  DSW  Sanderson Farms 

Big Lots  Express  Tiffany & Co 

Brown Shoe Company  Greif  Williams-Sonoma 

 
 
Much like last week, this week the focus of the earnings results will be on the retail sector as they are 
always the last to report. One of the more interesting companies announcing earnings is Dollar General as 
they recently had a bid for “Family Dollar” rejected. The question now becomes whether they up their bid or 
let Family Dollar go. Other retailers of the week include high fashion trendy national chains such as Express 
and Guess, both of which are expected to have had a pretty rough quarter during the second quarter of 
2014 when consumers seemed to be making less higher-end purchases than first forecasted.  

 

 

International News 

 
International news last week focused on the continuing geopolitical situations as well as European Central 
Bank President Mario Draghi’s speech at the Jackson Hole economic summit. First in international news 
last week was the US’s reaction to the killing of a US journalist by members of Islamic State (IS). The US 
denounced the killing and stepped up their air support of the Iraqi and Kurdish military. The stepped up 
involvement of the US military quickly allowed the Kurdish forces to retake the Mosul dam, which is a very 
important strategic asset in Iraq that, if left in the wrong hands, could have caused massive damage down 
stream. The US also seems to have opened the door ever so slightly to the fact that we may have to send 
combat troops back to Iraq to secure a victory by the Iraqis over IS. While this is highly unpopular, it is 
looking more and more likely as Defense Secretary Chuck Hagel alluded to in some of his most recent 
comments about Iraq when he called the group by far the most sophisticated and well funded adversary the 
US has seen in a long time. For the time being it appears that US air support is all that is needed, but that 
could change very quickly. Another hot spot has been the border between Ukraine and Russia, which 
heated up a bit last week. 
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The Russian “aid convoy” that had been sitting idle at the boarder crossing for the past 7 days made an 
uninvited, and some are calling it illegal, move into Ukraine last week as the Russians said they were tired of 
waiting for official approval. The Red Cross has supposedly gone through about 37 of the more than 250 
trucks in the convoy and the search was going very slowly. Nothing malicious was found in the search, 
according to the Red Cross, but they can only vouch for the trucks they looked at. Another thing that was a 
little odd was the fact that the trucks that were searched held very few items and most were about a tenth 
full. So what was on the remaining trucks that crossed the border into rebel held territory is anyone’s guess, 
but it seems more and more likely that it was not humanitarian goods and that the later trucks in the convoy 
were not mostly empty. All of the shenanigans at the boarder were also occurring on the main day of the 
Jackson Hole economic meeting, a meeting at which ECB president Draghi made a few waves that were 
noticed by the global markets. 
 
ECB President Draghi has been known in the past to make remarks off script that really show what he is 
thinking and gives the markets some keen insight into what is coming. Many times he has said a few small 
sentences that had drastic impacts on the financial markets; such as his “we will do whatever it takes” line 
that lowered all borrowing cost across Europe in a heartbeat. This 
meeting was no different, only this time the off-the-cuff remarks he 
made dealt with inflation and the current lack of it in the European 
economy. He made note of the inflation rate having moved from 2.5 
percent during the summer of 2012 all of the way down to 0.4 percent 
currently. This move would scare almost any central banker as 
deflation is kind of the ultimate bad economic situation for a country to 
find itself stuck in. With the ECB having a mandate of price stability, 
President Draghi was alluding to the fact that he will take action 
shortly in an attempt to raise inflation within the Euro zone. The real question becomes how is he will do it 
and when is he going to do it. He does not strike me as a person who is going to wait for the data to show an 
overall quarterly decline in prices. Draghi also made special note that the ECB cannot pull Europe out of the 
current situation alone and called on economies to reverse some of the destructive economic forces of 
austerity, saying there needed to be more fiscal flexibility. The comments made toward individual countries 
about fiscal flexibility in his speech were directed toward countries that have seen a drastic slowdown and in 
some cases, even a reversal in GDP during the second quarter of 2014. In the end it seems the ECB is 
ready to take action, but when there will be more action than talk is the big outstanding question. 
 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move higher on very low volume: 
 

Index Change Volume 

Dow 2.03% Very Low 

S&P 500 1.71% Very Low 

NASDAQ 1.65% Very Low 

 
 

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 

Semiconductors 4.98%  Materials -0.11% 

Home Construction 4.88%  Telecommunications 0.37% 

Software 2.92%  Consumer Staples 0.42% 

Aerospace & Defense 2.90%  Utilities 0.54% 

Financial Services 2.84%  Medical Devices  0.66% 

 
[Draghi] made note of the 

inflation rate having moved 
from 2.5 percent during the 
summer of 2012 all of the 

way down to 0.4 percent…  

http://www.urbandictionary.com/define.php?term=Shenanigans


 

Fixed Income  

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

Fixed Income Change 

Long (20+ years) -0.36% 

Middle (7-10 years) -0.50% 

Short (less than 1 year) 0.01% 

TIPS -0.72% 

 
Currency trading was pretty elevated last week as traders around the world tried to react to the news that 
the ECB is getting very close to launching some form of quantitative easing. Overall the US dollar gained 
1.11 percent against a basket of international currencies. Aside from the strength of the US dollar, the next 
strongest currency last week was the Australian dollar, which gave up only 0.04 percent against the US 
dollar. The worst performing currency of the week was the Japanese Yen as it slid 1.50 percent against the 
value of the US dollar. 
 

Commodities 

Commodities were almost all down last week as various economic data points pointed toward continued 
weakness in Europe and increasing questions about Asian growth. The soft commodities had been 
performing very well year-to-date until last week when it looks like some profit taking was going on. Prices 
were pushed lower on relatively light news pertaining to the industry: 

Metals Change 

Gold -1.82% 

Silver -0.90% 

Copper 0.47% 

 

Commodities Change 

Oil -4.09% 

Livestock -1.19% 

Grains -0.85% 

Agriculture -1.29% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 0.58 percent for performance last week, 
while the Dow Jones UBS Commodity Index declined by 0.14 percent. The biggest driver of the overall 
performance of the indexes was the decline in the price of Oil following the Iraqi and Kurdish advances 
against IS in Iraq, helped by air support from the US. All of the precious metals moved lower for the week, 
while the more industrially used Copper increased slightly.  
 

International Performance 

Last week saw a single global index decline in value while all others increased. The best performance 
globally last week was found in Germany with the Frankfurt based Dax Index gaining 2.71 percent. South 
Korea was the country that saw the lowest performance of the week with the KOSPI Index declining by 
0.32 percent.  

Volatility 

The VIX moved noticeably lower last week for the second week in a row as it declined by nearly 13 percent. 
This is after a decline of more than 16 percent last week. At this point the spike we saw at the end of July 
has been fully reversed and we are right back down at the same low level we saw ourselves at earlier this 
year. This very low level for the VIX seems to be indicative of a market that will continue to grind higher and 
do so on very low volatility. Despite the spike, we recently saw investors by and large not seem to take 
notice of the increased value of the VIX, vying instead for the thought that it was only a temporary 
phenomenon. This time they turned out to be correct. At the current level of 11.47 the VIX is implying a 



move of about 3.3 percent over the course of 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 8/22/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 1.07 % 1.22 % 

Aggressive Benchmark 1.09 % 4.43 % 

Growth Model 0.94 % 2.11 % 

Growth Benchmark 0.86 % 3.50 % 

Moderate Model 0.88 % 3.12 % 

Moderate Benchmark 0.61 % 2.56 % 

Income Model 0.79 % 3.54 % 

Income Benchmark 0.31 % 1.37 % 

 
*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 two key changes to our models over the course of the previous week, both of which were done to 
increase the exposure to the markets. The first move last week was to remove the partial hedging position 
we put on about two weeks prior; the position was sold at a loss. However, the underlying stock positions we 
were trying to offset the risk of holding out performed our expectations and led to a net gain when looking at 
both positions. The second trade, also done on Monday last week, was to add exposure to the broadly 
based NASDAQ as this has the best relative strength of the three broad US indexes. We gained exposure 
through the use to two different mutual funds, one that uses leverage and one that is unlevered, with the 
levered exposure going into our most aggressive models and all other models receiving unleveraged 
exposure. Going into last week we were statistically supposed to participate in between 50 and 75 percent 
of the upside market movements. After making the changes we are now expecting to participate in between 
65 and 88 percent of the upside movements of the markets. As always, the models for participation are 
purely backward looking and anything can happen moving forward, but at least we have a range to watch 
for. Going forward, we are still fairly heavy in cash and are currently looking for areas of the market to 
allocate resources to. Currently, the most likely candidate areas of the market we are looking toward 
allocating to are healthcare and high yield municipal bonds. 

 

 

Economic News 

 
Week in Review 
 
Last week was a pretty average week for economic news releases during the doldrums of summer. 
Below is a table of the releases with the ones that missed significantly highlighted in red (there were 
none), while the one that significantly beat expectations is highlighted in green: 



 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Positive 8/18/2014 
NAHB Housing Market 

Index 
August 2014 55 53 

Neutral 8/19/2014 CPI July 2014 0.10% 0.10% 

Neutral 8/19/2014 Core CPI July 2014 0.10% 0.10% 

Neutral 8/19/2014 Housing Starts July 2014 1093K 964K 

Neutral 8/19/2014 Building Permits July 2014 1052K 1001K 

Neutral 8/21/2014 Initial Claims Previous Week 298K 308K 

Neutral 8/21/2014 Continuing Claims Previous Week 2500K 2530K 

Neutral 8/21/2014 Existing Home Sales July 2014 5.15M 5.00M 

Positive 8/21/2014 Philadelphia Fed August 2014 28 15.5 

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

 
Last week started out on Monday with the release of a slightly better than expected reading on the National 
Housing Market Index, which indicated that the US housing market remains strong. This is a positive 
development for the overall health of the US economy since a person’s house is typically their single largest 
asset, and when home prices are rising they feel wealthier and in turn spend a little more. On Tuesday the 
Consumer Price Index (CPI) indicated that prices at the consumer level remained relatively stable during 
the month of July. Housing starts and building permits added to the positive housing news on Tuesday when 
both of these figures beat market expectations. On Thursday the standard weekly unemployment related 
figures were released with initial jobless claims dipping back below 300,000 and continuing claims landing 
at 2.5 million on the dot. While neither of these figures were great, they did not show any deterioration in the 
labor market, which means the Fed is still a go for raising interest rates some time during 2015. Finishing up 
the positive news of the week about the US housing market was the release of existing home sales for the 
month of July on Thursday, which showed that 5.15 million units were sold during the month, compared to 
expectations of only 5 million; this further added to the positive atmosphere surrounding the US housing 
market recovery. Wrapping up the week on Thursday last week was the Philadelphia Fed Manufacturing 
index, which came in much higher than anticipated and provided a positive boost to trading. The reading of 
28 was the second highest reading we have seen on the index since late 2004, as the chart below indicates. 
 

 
 

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


Upcoming Releases 
 
This week is a pretty exciting week for economic news releases as this week ends the trading month of 
August, so there are numerous monthly figures set to be released. The economic news releases that are 
potentially the most impactful are highlighted in green: 
 
 

Date Release Release Range Market Expectation 

8/25/2014 New Home Sales July 2014 427K 

8/26/2014 Durable Orders July 2014 7.00% 

8/26/2014 
Durable Goods -ex 

transportation 
July 2014 0.60% 

8/26/2014 Case-Shiller 20-city Index June 2014 8.30% 

8/26/2014 Consumer Confidence August 2014 88.3 

8/28/2014 Initial Claims Previous Week 302K 

8/28/2014 Continuing Claims Previous Week 2520K 

8/28/2014 GDP - Second Estimate Q2 2014 4.00% 

8/28/2014 Pending Home Sales July 2014 0.50% 

8/29/2014 Personal Income July 2014 0.30% 

8/29/2014 Personal Spending July 2014 0.10% 

8/29/2014 PCE Prices - Core July 2014 0.10% 

8/29/2014 Chicago PMI August 2014 54.8 

8/29/2014 
University of Michigan 

Consumer Sentiment Index 
August 2014 80 

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

 
This week starts off on Monday with the release of new home sales for the month of July, which is expected 
to be fairly strong following on the heels of such positive housing related figures released last week. On 
Tuesday the first of the major releases of the week is set to be released, that being the durable goods orders 
for the month of July, which are expected to show a 7 percent month over month increase. This seems like 
a pretty lofty goal, but there were a large number of airline orders placed during the month at a few key air 
shows around the world so that could be what boosted this number so high. Also released on Tuesday is the 
Consumer Confidence index, as measured by the US government for the month of August. Expectations 
are for a slightly lower reading in August than we saw in July, so this could be a positive surprise to the 
market if the figure meaningfully beats to the upside. On Thursday the standard weekly unemployment 
related figures kick off a pretty busy day. Expectations are for both initial and continuing jobless claims to 
have ticked higher over the course of the previous week. The big news of the day will be the second 
estimate of the second quarter GDP figure for the US economy. While expectations are for no change over 
the first release of 4.0 percent, I think we will see this figure downwardly revised and by a meaningful 
amount. This could provide for some downside risk to the overall markets, but it will surely be short lived. 
Friday is a busy day for news releases as personal income and spending are set to be released, as are the 
PCE prices, all of which are expected to show very little change during the month of July and should have 
no impact on the overall market. Later during the day on Friday the Chicago PMI is set to be released with 
expectations of little change during August when compared to July; with such a strong number out of Philly 
last week I would not be surprised to see this figure beat on the upside. Wrapping up the week on Friday this 
week is the release of the University of Michigan’s Consumer Sentiment Index for the month of August (final 
estimate) and it is expected to show a slight uptick for the month when compared to the early monthly 
estimate. It would take a major difference in this figure for the market to take notice as consumer spending 
is a very finicky item to track. 
 
 



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. 
 

According to some basic math, more than a quarter of a million people are having the best day 
of their lives right now. 
 
The math breaks down this way: 

7 billion people with an average life span of 70 years 
Only 1 day can be the luckiest of someone life 

70 years is equal to 25,567.5 days 
7 billion divided by 25,567.5 days is 273,785 people! 

 


