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Commentary At-a-Glance 

 
 Financial markets moved lower for the first week in the past six on increased volume. 

 President Obama laid out his plan for dealing with Islamic State. 

 Is Scotland ready to break away from the UK? 

 Commodities all moved significantly lower last week. 

 Economic news releases in aggregate came in at market expectations. 

 
 
Market Wrap-Up 

 
Jitters coming out about Europe, Ukraine, slowing Asian economies and uncertainty around the 
upcoming Federal Reserve interest rates increases all contributed to the market moving lower last week. 
The decline of the market was done on the highest volume we have seen over the past four weeks, but 
the volume was still low compared to average. Below are my standard charts with the key indexes 
represented by the green lines and the most recent trend lines on the three major indexes and the 52-
week average level of the VIX represented by the red lines: 
 

 
 

 



From a technical standpoint, all three of the major US indexes have broken down a little over the course of 
the past week. The NASDAQ (lower left pane above) remains the strongest of the three major indexes, but 
looks like it could try to move lower in the coming days as it most recently failed to break out to a new top for 
the fourth time in the past three weeks. The Dow (upper right pane 
above) and the S&P 500 (upper left pane above) both show significant 
signs of breaking down. After both indexes failed to materially move 
above their respective most recent trend lines they now look like they 
are content to move lower over the very short term. From a technical 
standpoint it looks like there is some weakness in the markets, but 
these markets have recently been very prone to jumping on negative 
news and turning it into positive for the markets and vice versa. As the 
time for the Federal Reserve to potentially raise interest rates draws 
near the market seems to become more and more jumpy. We will likely 
see this chopping market over the course of the next few months and 
into next year as money managers and individual investors alike try to 
decide the upcoming actions of the Fed. Last week was particularly choppy with Europe making it back into 
the headlines as there is the chance for an “unforeseen” financial event this week as Scotland votes to 
potentially leave its union with the UK. This vote in Scotland is likely what was driving the temporary spike in 
the VIX, which jumped more than 10 percent last week on fears of the financial markets moving down in the 
coming weeks.  
 
 

National News 

 
National news last week focused on the US and what the US is doing in several key geopolitical hot spots 
around the world. Currently, the biggest issue at hand is the Islamic State (IS) and what the international 
community will do to stop the spread of the group, which even Al Qaeda has said is too extreme to be 
associated with. After a meeting of NATO two weeks ago, US President Obama went on TV last 
Wednesday evening to announce his current plan on dealing with and eliminating IS. While the details are 
still unclear, the US is currently building a coalition of countries that are willing to help pitch in and take care 
of IS. The US will likely spearhead the air strikes, using both drones and manned jets, while many of the 
Arab countries seem to be willing to step up ground forces in the region. While it will likely be a long and 
drawn out fight and a fight that will have no clear end, it is a fight the international community feels is worth 
taking on. Here in the US, we are starting to move full scale into the midterm elections and they are 
dominating much of the media.  

 
Midterm elections are typically contentious, but this year seems to be even more so as it looks like the 
Republicans will easily maintain control of the House of Representatives. The Senate is up for grabs, with 
both sides claiming they will have control of it after the elections. Right now, taking an unbiased look at the 
seats which are up for election, it is just too close for me to call. Some seats will clearly swing toward the 
Republicans, while Democrats have a good chance of taking other seats currently held by Republicans. I 
was at a meeting last week at which Greg Valliere spoke (he is a well known Washington/political analyst) 
and he thought the Republicans would take control of the Senate, but only by one or two seats. Even if the 
Republicans do gain control of the Senate there is still likely to be gridlock in DC as President Obama is 
unlikely to go along with any of the Republican initiatives and the Republicans will for sure lack the ability to 
override a Presidential veto. With Congress at such a low approval rating (14 percent) according to Real 
Clear Politics, which took an average of 7 different polls including 
polls from both sides of the aisle, I don’t think Americans really care 
which side is in control, but feel both sides are not doing what the 
American people would like to see them do.  
 
Aside from IS and elections, the focus of the national news has been 
on the Federal Reserve and when it will raise interest rates. Interest 
rates have been very low for an extended period of time and are about 
to be raised. Fed chair Janet Yellen has the unpleasant jobs of being 
the Fed Chairperson during the start of the rising interest rates. Right 
now most economists expect interest rates to increase during the first half of 2015, but the move will be very 
dependent on data, data that has recently been signaling that the economy and employment situation in the 
US may not be as strong as some would like you to believe. We should get some clarity later this week after 
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the Fed releases its most recent interest rate decision on Wednesday as Chair Yellen has a press 
conference following the release. She does not have a press conference after the October meeting, so if 
she is going to change her stance on the language about raising interest rates this week would be the 
opportune time to do so since she can explain her reasoning immediately afterward. She is also scheduled 
to speak publically on Thursday as well, which gives her some time between the speeches to clarify 
anything she feels the market is incorrectly reading into the statement. This could really be a market moving 
pair of speeches as the last time major fed policy changes were announced the market immediately 
followed the announcement with the “taper tantrum.” 
  

 

International News 

 
International news last week paused somewhat in its wall to wall 
coverage about what is happening in Ukraine, shifting focus to a small 
country of only about 5 million people—Scotland. Scotland, a country 
known for Scotch, the Loch Ness Monster, golf and Bagpipes; may soon 
be known as the country that peacefully left its union with the United 
Kingdom and started off a round of global financial uncertainty. On 
Thursday the 18th the people of Scotland will vote for independence 
from the United Kingdom and it looks like the vote will be too close to 
call either way until all of the ballots are counted. A vote of “No” for 
independence will likely lead to no changes in the status quo and life will 
go on as it has for the past several hundred years with the UK benefiting 
from things like oil coming from the northern oil fields up around Scotland. A vote of “Yes” leads to a very 
uncertain future for Scotland, the UK and the British Pound. A “Yes” vote would most directly cause a rift 
between the UK and Scotland as to who owns the offshore oil fields around Scotland. The UK has said that 
even if they vote “Yes” the oil fields will continue to be owned by the UK and that this point is not negotiable. 
Scotland has said that if it becomes independent the oil fields are rightfully theirs and it will take control of 
them. More important than the oil fields is what happens to Scottish debt, which up until now has been 
issued and backed by the full credit of the UK. Much of the debt does not have any clauses about what 
should happen if Scotland or any other country for that matter decides to leave the UK. Technically, the UK 
would be on the hook for the debts of the past and Scotland would owe nothing. From a more logistical 
standpoint, the question of the currency for Scotland comes top of mind as Scotland is currently on the 
British Pound. The UK has announced that an independent Scotland could not use the pound and Scotland 
is far below the qualifying economic standards to try to apply to become a member of the Euro, so it is stuck 
with starting its own currency. Who will want the currency of a relatively poor northern European country of 
only about 5 million people? Pretty much, only people who are vacationing there and few others. From a 
financial standpoint, the “foreign” banks in Scotland would likely vacate the premises, which could cause a 
run on the banks prior to them leaving as Scotland residents are too unsure about what will happen with a 
currency for the country. This in turn could stress the whole of the UK and lead to a bit of a financial pinch. 
The most likely outcome, however, is that Scotland will use the vote, either “yes” or “no,” to gain more 
autonomy from the UK without actually breaking away. One way to help appease some of the Scotts would 
be to allow them into UK politics and give them a voice in what is happening within their region. 
 
In another region of the world, Ukraine continues to struggle with Russia over the eastern portion of the 
country. Last week the international community launched yet another round of sanctions, this time targeted 
at the Russia Energy sector. Russian energy has long been the cash cow for Russia and the lifeline of funds 
the country needs desperately. It was also an area that sanctions had not specifically targeted in the past as 
it could lead to an energy war between Europe, which has none, and Russia, which is the largest supplier of 
energy to Europe. All of this was happening while under a ceasefire between the two sides in the fight; a 
ceasefire that has held up, but only barely as both sides have been accused of firing on the other. While 
there may be some impact on the global oil market by the sanctions and the ongoing fighting over eastern 
Ukraine, it seem like the majority of the markets are largely over the conflict and not paying much attention 
to the situation on the ground. This is exactly what Russian President Putin would like as it buys him more 
time to get into the European winter, a time when his natural gas is needed more than ever and he has an 
upper hand on the negotiations. 
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Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move lower for the first time in the past six weeks, and 
the downward movement was done on higher volume than we have seen over the past four weeks, but 
still remained below the one year average weekly volume level: 
 

Index Change Volume 

NASDAQ -0.33% 
Below 

Average 

Dow -0.87% 
Below 

Average 

S&P 500 -1.10% 
Below 

Average 

 
 

With volume picking up to the down side it is cause for some pause given the high levels the markets have 
been at over the past few weeks, but it does not mean the markets are in for a decline in the near future.  
 
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 

Technology 2.13%  Residential Real Estate -6.19% 

Broker Dealers  2.12%  Real Estate -5.55% 

Regional Banks  1.39%  Energy -3.81% 

Financial Services 0.65%  Oil & Gas Exploration  -3.80% 

Aerospace & Defense 0.59%  Natural resources -3.29% 

 
Much of the declines seen last week in the natural resources sector of the market can be attributed to 
continued slow economic growth that has been coming out of China over the past few weeks. While 
there were no specific reports last week that carried any more weight than others over the past few 
months, it seems investors are really starting to take notice of the weakness in China and therefore 
pricing much lower demand going forward of the materials China consumes in large quantities. 
 

Fixed Income  

Fixed-income investments were mostly down last week on high volume: 

Fixed Income Change 

Long (20+ years) -2.03% 

Middle (7-10 years) -1.09% 

Short (less than 1 year) 0.00% 

TIPS -1.26% 

 

Currency trading was high last week as traders around the world are trying to get set for either outcome of 
the Scottish vote taking place this Thursday. Most of the volume was seen on the British Pound and the 
Euro as these two currencies are the most exposed to the outcome of the vote. Overall, the US dollar 
gained 0.58 percent against a basket of international currencies. Aside from the strength of the US dollar the 
next strongest currency last week was the Swiss Franc, which gained 0.24 percent against the US dollar. 
The worst performing currency of the week was the Australian dollar as it slid 3.61 percent against the value 
of the US dollar. 



Commodities 

Commodities were down across the board last week as investors seemed to be selling almost anything 
indiscriminately. Gold was particularly hard hit last week despite it being a “safe haven” asset that normally 
would perform well in uncertain times such as we find ourselves in now: 

Metals Change 

Gold -3.01% 

Silver -2.88% 

Copper -2.67% 

 

Commodities Change 

Oil -1.24% 

Livestock -1.89% 

Grains -5.27% 

Agriculture -3.52% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.87 percent last week, while the Dow 
Jones UBS Commodity Index declined by 2.34 percent. The biggest drop in the commodity indexes last 
week was driven by the plummeting value of grains and losses seen in oil. With the decline seen last year 
many of the broad based commodity indexes are hitting five year low points with much of the decline being 
blamed on a slowdown in the Chinese economy, which is the largest consumer of raw materials in the 
world.  
 

International Performance 

Last week was a mixed week for the global indexes as the Asian markets largely advanced, while the rest of 
the global indexes declined. The best performance globally last week was found in Japan with the Tokyo 
based Nikkei Index gaining 1.54 percent. Brazil was the country that saw the lowest performance of the 
week, after being the best just two short weeks ago, with the Sao Paulo based Se BOVESPA Index 
declining by 6.19 percent. The majority of the decline in the index was due to uncertainty in the upcoming 
Presidential election in Brazil, which looks much more uncertain now than it did even two weeks ago. 

Volatility 

The VIX made it three weeks in a row of gains, advancing by a little more than 10 percent last week. After 
having been significantly below the 52-week average level of the VIX for the past three weeks the VIX is 
slowly closing the gap and moving ever closer to the average level of the VIX seen during the past year. 
Maybe the VIX is finally waking up and just moving higher in small increments rather than spiking up, just to 
fall back down to earth, as it has done several times over the course of 2014. At the current level of 13.31 
the VIX is implying a move of about 3.85 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 9/12/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -0.89 % 1.51 % 

Aggressive Benchmark -1.30 % 3.90 % 

Growth Model -0.89 % 2.17 % 

Growth Benchmark -1.00 % 3.11 % 

Moderate Model -0.91 % 3.11 % 

Moderate Benchmark -0.72 % 2.28 % 

Income Model -1.10 % 3.08 % 

Income Benchmark -0.36 % 1.24 % 

*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 models over the course of the previous week as the market gave no clear 
signal as to the future movements. We still have a bit of cash in many of our models and will continue to wait 
and see if there are any opportunities we see to purchase something that is undervalued. 

 

 

Economic News 

 
Week in Review 
 
Last week was a slow week for economic news releases. 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 Positive 9/8/2014 Consumer Credit July 2014 $26.0B $17.8B 

Slightly Negative 9/11/2014 Initial Claims Previous Week 315K 300K 

Neutral 9/11/2014 Continuing Claims Previous Week 2487K 2495K 

Neutral 9/12/2014 Retail Sales August 2014 0.60% 0.60% 

Neutral 9/12/2014 Retail Sales ex-auto August 2014 0.30% 0.30% 

Neutral 9/12/2014 
University of Michigan 
Consumer Sentiment 

Index 

September 
2014 

84.6 83.5 

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 figure on consumer 
credit, which was shown to have expanded by $26 billion during the month of July. Credit expansion is 
needed in the current economic environment as it gives way to more spending at various levels of the 
economy and thus keeps the economy growing. On Thursday the standard weekly unemployment claims 
figures were released with the initial jobless claims coming in slightly higher than expected and continuing 
claims slightly lower, leading the two figures to have an offsetting effect on the overall market impact. On 
Friday retail sales for the month of August were shown to have grown by 0.6 percent when including auto 
sales and 0.3 percent when excluding auto sales. While these numbers are not really strong they are decent 
and do not suggest that there is an eminent slow down coming in consumer spending. Wrapping up the 
week on Friday last week was the release of the University of Michigan’s Consumer Sentiment Index for the 
month of September, which increased slightly over the last estimate from the end of August. The increase, 
however, was not enough to overcome the negative sentiment the market seemed to be hanging on to on 
Friday as the indexes moved into the first weekly loss in the past six weeks. 

 

Upcoming Releases 
 
This week is a slow week for economic news releases, but there are two releases that have the potential 
to move the markets. The economic news releases that are potentially the most impactful are 
highlighted in green: 
 

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


 

Date Release Release Range Market Expectation 

9/15/2014 Empire Manufacturing September 2014 16 

9/16/2014 PPI August 2014 0.00% 

9/16/2014 Core PPI August 2014 0.10% 

9/17/2014 CPI August 2014 0.00% 

9/17/2014 Core CPI August 2014 0.20% 

9/18/2014 Initial Claims Previous Week 305K 

9/18/2014 Continuing Claims Previous Week 2945K 

9/18/2014 Housing Starts August 2014 1045K 

9/18/2014 Building Permits August 2014 1054K 

9/18/2014 Philadelphia Fed September 2014 23.5 

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

 
This week starts off Monday with the release of the Empire Manufacturing index for the month of 
September. If it goes as the other recent manufacturing numbers have gone, it should easily beat 
expectations and provide a bit of a boost to the overall markets. On Tuesday the Producer Price Index (PPI) 
for the month of August is set to be released with expectations of zero change in prices at the producer 
level; core PPI is expected to show a slight increase of 0.1 percent during the same month. Both of these 
figures are very low and do not signal any inflation at all in the economy at the producer level. The Federal 
Reserve probably would like to see a bit more inflation than zero as a zero inflationary rate environment is 
dangerously close to deflation, which is something that scares all economists. The numbers at the 
consumer level were not much better as the Consumer Price Index (CPI) showed a zero for August, while 
Core CPI came in at 0.2 percent. Again, numbers this low are a bit concerning for Federal Reserve officials 
as they are very close or right at the inflection point between inflation and deflation. On Thursday the 
standard weekly unemployment related figures for the previous week are set to be released with 
expectations that initial claims will have gone down slightly and continuing claims will have gone up slightly 
over the course of the previous week. Potentially of more interest on Thursday will be the latest round of 
housing related figures that include both housing starts and building permits, both for the month of August 
and both expecting to show more than 1 million units. If both of these figures come to fruition it would be a 
positive development for the overall economy as it would signal that the US housing market is continuing to 
strengthen. The flip side of that argument is that if these two figures miss, it may lead to more critics of the 
US housing market calling out even louder that housing is about to go down. This week wraps up on 
Thursday with the Philadelphia Fed releasing its latest manufacturing index data point for the month of 
September. Expectations are for a slightly lower reading than the August 28 level, but anything above zero 
signals manufacturing expansion, so a reading in the low 20’s would be seen as positive. In addition to the 
scheduled economic news releases, this week also holds an interest rate decision by the Federal Reserve 
and two sets of speeches by Fed Chair Janet Yellen. These two speeches will be very closely watched by 
all market participants as everyone waits to see if she will mention anything about raising interest rates. 
 
 

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. 
 

The official animal of Scotland is the Unicorn. 
Source: Scotsman.com 

 
 


