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Commentary At-a-Glance 

 
 No new all time highs last week! 

 Has the correction that people have been waiting for started? 

 Oops, Argentina has done it again. 

 Earnings season weakened a little with last week’s announcements. 

 Economic news releases in aggregate came in at market expectations. 

 
 
Market Wrap-Up 

 
Last week saw all three of the major US indexes move noticeably lower, while volume overall was above 
average with the highest volume being seen on the NASDAQ. Technically, two of the three indexes fell 
off the proverbial cliff last week while one is hanging on, though just barely. Meanwhile, the VIX spiked 
upward as expected after being at such a low level. 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 above, the S&P 500 (upper left pane above) broke down through its newly drawn trading 
channel and continued to fall into no man’s land the day after breaking down. The Dow (upper right pane 
above) simply went over the edge and looks like it will be down for an extended period of time; to borrow a 
great line from Fed Chair Janet Yellen. The NASDAQ (lower left pane 
above), on the other hand, has the greatest chance of being able to 
hold up as it has moved to the lower bound of it trading channel without 
breaking though, meaning there is still hope that it will bounce higher. It 
was only two weeks ago that investors were ecstatic that the Dow was 
closing above 17,000 for the first time ever and doing so for more than 
a week. We now find the Dow trading a bit lower, currently sitting under 
16,500. It is amazing how fast the financial markets can turn on a dime. 
While the financial markets appear to have hit a rough patch, the VIX is 
certainly high flying as it had one of its best weeks in a very long time 
last week, thanks in large part to the nearly 30 percent spike upwards 
on Thursday. The VIX has now broken well above the average level it 
has been at for the past year and looks like it may stay elevated for 
some time to come. The main reason for the sustained elevation is that typically in a short term spike the 
VIX jumps higher one day, then falls immediately the next day due to an overreaction to the upside. 
However, this spike did not fade away the following day, but instead actually moved higher. It will take a few 
days at the elevated level to say it could be more than a spike, so we will have to just wait and see how 
things turn out for the VIX.  
 
 

National News 

 
National news last week initially focused on earnings releases for the second quarter, but completely 
changed on Thursday as everyone wondered what was happening to the markets. Earnings have very 
noticeably impacted the direction of the market as several of the bellwether companies in various industries 
have been pushing around the indexes.  

 

Q2 2014 Earnings Releases 
 
Last week was the busiest week of the earnings season. 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: 
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3D Systems -27% Hilton Worldwide 5% Public Storage 1% 

Aetna 5% Humana 0% Rayonier -83% 

Aflac 4% Hyatt Hotels 7% Southern 1% 

Allstate 26% International Paper 16% Spirit Airlines 1% 

American Express 7% Iron Mountain 5% Sturm Ruger -13% 

Arrow Electronics 1% J&J Snack Foods 5% Tesla Motors 33% 

Arthur J. Gallagher -3% Kellogg 0% 
The Goodyear Tire & 
Rubber 

0% 

Big 5 Sporting Goods -18% Kraft Foods Group -4% Time Warner Cable -2% 

Booz Allen Hamilton 25% L-3 Communications -2% T-Mobile US 0% 

BorgWarner 2% 
Level 3 
Communications 

12% Trulia 10% 

Burger King 9% LinkedIn 0% Twitter 18% 

CBRE Group 3% Manitowoc Company -15% Tyson Foods -10% 

Chevron 11% Marriott International 6% United Parcel Service -2% 

Clorox 4% MasterCard 4% United States Steel 152% 

Coach Pushed Merck & Co 5% Waste Management 2% 

Colgate-Palmolive 0% Newmont Mining 0% WellPoint 7% 

ConocoPhillips 1% Oshkosh -11% Western Digital 6% 

Denny's 13% Owens & Minor -13% Western Union 0% 

Equity Residential 1% PACCAR 1% Weyerhaeuser 18% 

Expedia 38% Panera Bread -1% Whole Foods Market 5% 

Exxon Mobil 7% Pfizer 4% 
World Wrestling 
Entertainment 

-6% 

Hertz Global Pushed Phillips 66 -11% Wynn Resorts Ltd 1% 

Hess 15% Procter & Gamble 4% Xcel Energy -5% 

 
 
According to Factset Research, we have now seen 75 percent of the component companies of the S&P 500 
release their second quarter 2014 earnings figures and things continue to look pretty good, although results 
are slightly weaker than this same time last week. 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. We 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. Revenues of the companies that have 
released earnings have weakened a bit since last week with now only 65 
percent having beat estimates while 35 percent have missed revenue 
expectations. This is opposed to more than 72 percent beating on 
revenues just two 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. We really only have 
about two more weeks that we could see meaningful changes in the 
overall earnings and revenue numbers, after which time it mathematically 
becomes very difficult for just a few companies to move the overall 
needle for the quarter.  
 
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 of. Below is a table of the better 
known companies announcing earnings with the potentially most impactful releases highlighted in green: 
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AOL  Hillshire Brands  Ralph Lauren 

Aqua America  Jack In The Box  Rosetta Stone 

Archer Daniels Midland  LeapFrog Enterprises  SolarCity 

CenturyLink  Loews  South Jersey Industries 

Coach  Mannkind  St. Joe 

Consolidated Edison  McDermott International  Teekay 

Cooper Tire & Rubber  MGM Resorts International  Time 

CVS Caremark  Molson Coors Brewing  Time Warner 

Diebold  Office Depot  Walt Disney 

DISH Network  Papa John's International  Wendys 

Groupon  Prudential Financial  Zillow 

 
 
As long as none of the companies highlighted above miss their earnings by a very wide mark there should 
be less market reaction to earnings than in previous weeks as the trend and rough outline of companies 
either meeting or missing earnings has been pretty well figured out at this point for the second quarter 
earnings season.  

 
Earnings took a back seat to market movements on Thursday as the Dow lost more than 300 points in the 
single trading session as investors seemed to be spooked and headed for the sidelines. There are several 
theories about why the market moved down so fast, but in the end it seems to have just been because 
investors wanted out. The most common theory is that the labor market data released on Thursday seems 
to increase the likelihood that the Federal Reserve could raise interest rates sooner than many investors 
were anticipating. This theory has some merit as the Fed taking away the punch bowl of low interest rates 
will be a major market moving event, but why the reaction to just one data point? Fed Chair Yellen has 
made it very clear that she is looking at many data points and that interest rates will remain low for an 
“extended period of time.” I do not think a single data point will change her mind. Earnings results are also 
being looked at as a catalyst for the decline, but quite frankly there were just not enough negative results to 
push the market around that much. Kellogg was one of the larger companies that had something negative to 
say when they lowered their full year 2014 guidance, causing the shares to fall more than 6 percent. Micron 
Technologies also took it on the chin to the tune of more than 6 percent after their main competitor 
Samsung said they are increasing production of their DRAM unit. Other interesting earnings of the day 
included ConocoPhillips and Time Warner, both of which were not all that bad, but still the stocks moved 
noticeably lower. The final aspect of the decline that was mentioned was the overnight default of Argentina 
for the second time in the past 13 years. While the default was widely expected, there were hopes that the 
country would be able to work something out with the holdout investors prior to actually going into a 
technical default again.  

 

 

International News 

 
International financial news last week focused on Argentina as the 
country officially went into default for the second time in the past 13 
years, only this time it was different. Argentina has said that it does 
want to make the payment due on their current debts; they have even 
gone as far as sending the funds to the Bank of New York as proof that 
they do have the funds. The problem is that there are still holdout 
investors from 13 years ago that got a US judge to say that they 
needed to be made whole prior to any money being paid out on the 
current bonds. Although mediators from both sides worked up until the 
deadline (they only met once near the deadline) they came up empty handed as the holdout investors would 
not budge. At issue is the fact that back in 2001 when Argentina defaulted there were a few very large 
hedge funds that owned a lot of Argentinean debt and did not accept the 33 cents on the dollar payouts that 
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were offered in 2005 and 2010; they want full payment plus interest of $1.5 billion. In a recent Supreme 
Court ruling the judge sided with the holdout hedge funds and a district court judge upheld the ruling, 
effectively blocking any interest payments until the holdouts had been made whole. Argentina will surely be 
further locked out of the capital markets, although it never really did make it into the mainstream financial 
markets after 2001. To Argentina’s credit, they tried to make their payments on time, but the US court 
system blocked them from doing so, making the technical default not their fault in their eyes. With both sides 
still fighting about it, it looks like this fight will remain a legal battle that could drag on for many more years, 
only now there are many other investors who have seen their payments dry up from Argentina.  
 
Other international news last week was largely quiet as there continued to be fighting in Gaza between 
Israel and Hamas, and Russia continues to cause problems in Ukraine despite yet another round of heavy 
handed sanctions placed on the country by the international community. As President Obama said, we are 
not entering a new cold war, but the international community is not going to stand for the kinds of actions 
Russia has been taking in recent weeks within Ukraine. The final major international news story last week 
was the quickly spreading Ebola virus that is making its way through parts of Africa and there are fears that 
it could spread even further. With a death rate of higher than 90 percent, Ebola represents a major concern 
from a potential global healthcare crisis. 

 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move lower by more than two percent during a week 
that had very little reason for such a drastic decline to have taken place: 
 

Index Change Volume 

NASDAQ -2.18% + 

S&P 500 -2.69% + 

Dow -2.75% + 

 
 
While the decline on Thursday is still a bit of a mystery as to why it happened, there were several theories to 
explain the decline, which I discussed in more detail above. One thing that is for sure is the fact that volume 
was above average, as the aggregate reaction to all of the theories seemed to involve more investors than 
just your average few choppy trading days. Remember that we are still fully in summer trading mode and 
had the same type of market move occurred during any other time of the year we would likely have seen 
volume spike higher instead of the muted above average volume we did see.  
 
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 

Telecommunications 0.66%  Home Construction -4.24% 

Semiconductors -1.03%  Energy -4.23% 

International Real Estate -1.05%  Oil & Gas Exploration  -4.19% 

Residential Real Estate -1.12%  Natural resources -4.16% 

Healthcare -1.28%  Insurance -3.67% 

 

Fixed Income  

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



Fixed Income Change 

Long (20+ years) -0.96% 

Middle (7-10 years) -0.32% 

Short (less than 1 year) 0.01% 

TIPS -0.59% 

 
As with most weeks when there is so much uncertainty in the financial markets the US dollar sees inflows as 
it is the “reserve” currency of the world and one of the safest currencies to invest in. Overall the US dollar 
gained 0.42 percent against a basket of international currencies. The strongest currency in the world last 
week was not surprisingly the Swiss Franc, which gained 0.42 percent against the US dollar. 
 

Commodities 

Commodities all moved lower last week. The metals lost ground and oil took a plunge: 

Metals Change 

Gold -1.12% 

Silver -1.76% 

Copper -0.81% 

 

Commodities Change 

Oil -4.38% 

Livestock -2.96% 

Grains -2.23% 

Agriculture -0.41% 

 
The overall Goldman Sachs Commodity Index gained 3.09 percent for the week last week, while the Dow 
Jones UBS Commodity Index moved lower by 1.89 percent. The main driving force in the divergence of 
performance was the drastic decline in the price of oil, which is more heavily weighted in the Goldman Index 
than the Dow index. With the financial markets declining so sharply in most of the world it was not surprising 
to see that the vast majority of commodities followed suit and moved lower as well.  
 

International Performance 

Last week saw primarily negative performance when looking at the global financial markets with Asia really 
being the only area of the markets that turned in positive performance for the week. The best performance 
last week was found in China for the second week in a row with the Shanghai based Se Composite Index 
gaining 2.76 percent. Russia was finally out of the dog house last week as Germany posted the highest 
global loss of the major exchanges with the Frankfurt based Dax Index falling by 4.50 percent on global 
financial concerns.  

Volatility 

The VIX last week started out moving lower on Monday, followed by upticks the last four days of trading for 
the week. Thursday saw the largest of the upward moves with the VIX gaining 27.16 percent. This move on 
Thursday was the third jump of more than 25 percent upward that has occurred during 2014 with the other 
two occurring in January and early July. Overall, for the week the VIX increased by 34.20 percent, placing it 
among the top 25 upward moving weeks for the VIX looking all of the way back to 1986. For a little 
perspective, the VIX (modeled after the fact) would have been up an astonishing 171 percent for the week 
back in October 1987, during the “crash.” Back in current times the VIX easily broke above its most recent 
trading range with the move on Thursday, but we remain more than 20 percent below the previous “panic 
levels” of VIX spikes that we have seen over the past two years with the key level seemingly being 20 on the 
VIX where people really start to become scared. The current level of the VIX (17.03) implies that the options 
traders are looking for a move of nearly 5 percent in the S&P 500 over the course of the next 30 days. As 
always, the direction of the move is unknown. With the move in the VIX and the extended period of time 
since a real correction in the markets, we started to move toward safety in our portfolios just in case this is 
the start of something more meaningful than recent market corrections. 

 



Performance 

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

 Last Week Year to Date 

Aggressive Model -2.39 % -1.34 % 

Aggressive Benchmark -2.12 % 2.74 % 

Growth Model -2.28 % 0.02 % 

Growth Benchmark -1.66 % 2.19 % 

Moderate Model -2.06 % 1.35 % 

Moderate Benchmark -1.18 % 1.63 % 

Income Model -2.01 % 2.10 % 

Income Benchmark -0.58 % 0.91 % 

 
*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 few changes to our models over the course of the previous week with all of the changes being 
defensive in nature. On Tuesday, because the market looks like it will struggle going forward, we sold part of 
our highest risk position across the models, that being the Rydex Energy Service Fund (RYVIX). This 
increase in risk was realized much faster than we anticipated with the large decline seen on Thursday. 
Throughout the week we sold the remainder of our highest risk position (RYVIX) and sold part of our second 
highest risk position, Rydex Transportation (RYPIX). While we actively watched what was unfolding in the 
markets, it did not appear that any outright hedging of the stock positions in our models was called for as 
this really was a very small bump in an otherwise smooth and steady road. Some of the positions we had 
been watching to enter at the correct price were hit last week with the biotechnology and healthcare fund we 
have been watching falling by nearly four percent in the final two days of trading. The price is improving, but 
we are still not there in the areas of the market that look the most interesting. 

 

 

Economic News 

 
Week in Review 
 
With last week having a month end during the week there were a lot of month end economic data 
released, with some having an impact on the overall markets. Below is a table of the releases with the 
ones that significantly missed highlighted in red while the one that significantly beat expectations is 
highlighted in green: 



 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 7/28/2014 Pending Home Sales June 2014 -1.10% -0.80% 

Neutral 7/29/2014 
Case-Shiller 20-city 

Index 
May 2014 9.30% 10.00% 

Positive 7/29/2014 Consumer Confidence July 2014 90.9 85.6 

Neutral 7/30/2014 
ADP Employment 

Change 
July 2014 218K 215K 

Slightly Positive 7/30/2014 GDP-Adv. Q2 2014 4.00% 3.20% 

Neutral 7/31/2014 Initial Claims Previous Week 302K 310K 

Neutral 7/31/2014 Continuing Claims Previous Week 2539K 2525K 

Negative 7/31/2014 Chicago PMI July 2014 52.6 61.8 

Slightly Negative 8/1/2014 Nonfarm Payrolls July 2014 209K 220K 

Slightly Negative 8/1/2014 
Nonfarm Private 

Payrolls 
July 2014 198K 225K 

Slightly Negative 8/1/2014 Unemployment Rate July 2014 6.20% 6.10% 

Neutral 8/1/2014 Personal Income June 2014 0.40% 0.40% 

Neutral 8/1/2014 Personal Spending June 2014 0.40% 0.40% 

Neutral 8/1/2014 PCE Prices - Core June 2014 0.10% 0.20% 

Neutral 8/1/2014 
University of Michigan 

Consumer 
Sentiment Index 

July 2014 81.8 82 

Slightly Positive 8/1/2014 ISM Index July 2014 57.1 55.9 

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

 
 
Last week started with pending home sales for the month of June, which declined as expected, but not by a 
large enough margin to cause concern. On Tuesday the Case-Shiller 20 City Home Price Index for the 
month of May was released and showed that home prices on a year over year basis increased by 9.3 
percent, slightly below expectations, but still a near double digit gain for the year. The housing data, 
however, was over shadowed on Tuesday with the release of the Consumer Confidence Index, which 
handedly beat market expectations. On Wednesday, perhaps the potentially most impactful release of the 
week was released, that being the advanced estimate of GDP for the second quarter of 2014. Estimates had 
been for 3.2 percent, but the release showed 4.0 percent. While some of the data that went into the 4.0 
percent growth is being questioned, it is what the government printed as a first guess. The first quarter final 
number was also revised at the same time from -2.9 percent up to -2.0 percent as the government received 
“better” data about the first quarter. Thursday saw the release of the standard weekly unemployment related 
figures with initial jobless claims missing expectations while continuing jobless claims came in slightly higher 
than expectations. The lone negative release of the week was the Chicago PMI, which missed expectations 
by nearly 15 percent. While this would normally be concerning, the other major city manufacturing data 
(New York and Philly) were so strong that the market seemed to disregard the poor print out of Chicago. On 
Friday there were a slew of releases along with everyone wondering what happened to the markets on 
Thursday. The day started out with the release of the nonfarm public and private payroll figures for the 
month of July, which both came in slightly below expectations making the overall unemployment rate tick up 
by one tenth of a percent up to 6.2 percent. Some of this uptick could be attributed to an uptick in the labor 
force participation rate during the month. Personal income, spending, PCE prices, and the University of 
Michigan’s Consumer Sentiment index for July all came in either at or very close to market expectations, 
thus having no noticeable impact on the markets. Wrapping up the week last week was the release of the 
overall ISM index for the month of July, which came in slightly above market expectations, but remained 
close enough to expectations that the markets hardly took notice of this release either, as the market was 
still trying to sort out what the driving force was behind the decline on Thursday. 
 
 
 
 

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


Upcoming Releases 
 
After such a busy week last week this week is a slow week for economic news releases. The economic 
news releases that are potentially the most impactful are highlighted in green: 
 
 

Date Release Release Range Market Expectation 

8/5/2014 ISM Services July 2014 56.5 

8/7/2014 Initial Claims Previous Week 308K 

8/7/2014 Continuing Claims Previous Week 2525K 

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

8/8/2014 Wholesale Inventories June 2014 0.40% 

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

 
This week starts out on Tuesday with the release of the ISM Services Index for the month of July which is 
expected to show very little change over the level seen during June. On Thursday the standard weekly 
unemployment related figures are set to be released with little change expected over last week’s numbers. 
Also released on Thursday is the Consumer Credit figure for the month of June, which is expected to show 
an expansion in credit of $15.8 billion during the month. This number could vary a bit with the concerns in 
the global banking system over the troubled Portuguese bank during the month. Wrapping up the week this 
week is the release of wholesale inventories for the month of June, which are expected to show very little 
change over the May levels. 
 
 
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. 
 


