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Commentary At-a-Glance 

 
 Financial markets continued their rally going into the Holiday weekend. 

 Volume was painfully low; will it last after Labor Day? 

 Russia “unofficially” invaded Ukraine and the world watched. 

 Germany has hit the skids; will the rest of Europe follow? 

 Economic news releases in aggregate came in above market expectations. 

 
 
Market Wrap-Up 

 
Poor economic data out of Europe and increasing tension in Ukraine provided for the main headlines 
last week, but they did not deter the three major US indexes from advancing. This advance was done on 
very low volume, however. Low volume is expected for the week prior to the Labor Day holiday, but the 
extent of the low trading volume was still a little surprising. 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: 
 

 
 

 



As you can see in the above charts, all three of the major US indexes continued to march higher last week, 
as did the VIX, which is somewhat of an uncommon occurrence. Typically, the VIX moves in the opposite 
direction of the overall financial markets, but that was not the case last week. You may notice that I redrew 
the red lines above, this week going with the most recent trading trend 
rather than the most recent trading channels; the slope of the red lines 
is roughly equal to the average return over each time frame. Trend 
lines are technical indicators that some traders believe have 
significance, in that they treat them like support or resistance levels 
that change on a daily basis. Right now the NASDAQ (lower left pane 
above) is the strongest of the three major indexes, having recently 
bounced off of its trend line to the upside. The S&P 500 (upper left 
pane above) remains the second strongest index as it is fighting with its 
most recent trend line and seems to be having a little trouble breaking 
out above it. The Dow (upper right pane above) is the weakest of the 
three major indexes as it bounced off its most recent trend line to the downside and looks poised to move 
lower over the coming days. One caveat to the above-mentioned movements that occurred last week is that 
they were all done with some of the lowest weekly volume that we have seen in the past two years. While 
summer is typically a slow time of year for trading volume, last week’s volume was unusual, even for 
summer. There is some thought that the real direction of the market will be decided in the next two weeks as 
the large traders return from summer vacation and begin to invest again. This is something that should be 
very easy to spot. If we see volume pick back up to the historical average, we will know the large traders are 
back to work and the market may be telling us a truer trend. If the volume stays low we all will likely continue 
to question the validity of the current market levels.  
 
 

National News 

 
National news last week was largely uneventful as there were enough events on the global front that took 
the vast majority of the headlines. With that being said, national headlines should start to pick up in the next 
week or two as politicians return to Washington DC and we start to enter the midyear election cycle, a fun 
time for everyone! Last week was the last week of earnings season for the second quarter of 2014. Most of 
the retailer figures released last week came in better than expected, but there were not enough companies 
announcing earnings to move the overall needle for the quarter.  

 

Q2 2014 Earnings Releases 
 
Below is a table of the better-known companies that released earnings last week and the amount by 
which they either exceeded or fell short of expectations. As you can see, it was a pretty mixed bag of 
results last week. Negative earnings surprises are highlighted in red while positive surprises in excess of 
10 percent are highlighted in green: 
 

Abercrombie & Fitch 90% Dollar General 0% GUESS? -7% 

Best Buy 42% DSW 23% Sanderson Farms -15% 

Big Lots 3% Express 0% Tiffany & Co 12% 

Brown Shoe Company 21% Greif -51% Williams-Sonoma 0% 

 
 
According to Factset Research, we have now seen 99 percent of the component companies of the S&P 500 
release their second quarter 2014 earnings figures. Both the percentage of companies beating earnings per 
share and revenues per share remained the same last week, despite strong figures from some of the 
retailers. When looking at the companies that have released earnings, 74 percent 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 beat expectations, so the second quarter of 2014 by this 
metric will officially close as 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 will close better than the longer run average, 
which according to Factset is only 57 percent of companies beating on revenues. We are now into the start 
of September, which means the third quarter earnings season is just two months away. Overall, analysts 
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and investors alike are looking for stronger numbers to come out of the third quarter than they did the 
second.  
 

 

International News 

 
International news last week was pretty busy with lots of interesting data 
points about various economies being released and a much more formal 
ground invasion of Ukraine by Russia at the end of the week. The 
largest concern over the past week has come out of Germany with the 
German government officially revising their second quarter GDP figure 
down to a -0.2 percent and also revising their first quarter GDP figure 
down to 0.7 percent. This means that there is a very real possibility that 
Germany may fall into a technical recession after they report their third 
quarter GDP number in a few months time. The reasons for the decline 
in GDP are numerous, but one of the key drivers is a lack in spending 
on retail sales that has gripped the economy. In looking at the most 
current data available, July retail sales for Germany turned in a decline 
of -1.4 percent, which is the worst monthly contraction in sales since the 
start of 2012. This lack of spending comes at a time when the 
manufacturing strength of Germany is very much being called into 
question should the price of natural gas flowing from Russia either 
increase substantially or the natural gas be turned off completely. With 
Germany showing such signs of weakness, it is nearly impossible to 
foresee the rest of Europe picking up the slack and keeping Europe as a 
whole from falling back into a recession, and this is before the 
potentially large impacts of Russia’s actions taken as retaliation against 
international sanctions against themselves. The big question now is “What can be done about Europe”? 
 
European Central Bank (ECB) President Mario Draghi, is one of a few people in the world who potentially 
has the ability to make an impact on the overall health of the European economy, but can he actually do 
enough this time around? It seems as if some type of quantitative easing 
is in store for Europe, but what kind and how much remains very 
unclear. The time to act is quickly approaching if he is hoping to stave 
off falling into a recession and may in fact have already passed. 
President Draghi seems to know that the ECB cannot fix the problems 
on their own as he called for countries within Europe to look at how they 
can bolster their own economies last week in his speech at the Jackson 
Hole Economic summit. He called on countries to revisit their budgets 
and their austerity measures to see if there is any way to get more 
money flowing into the various troubled economies. This loose money 
policy, however, is exactly the type of policies that got Europe (and the 
US for that matter) into the financial mess that led to the great recession 
of 2008. So it will be a very delicate balancing act between adding too much money into the economy and 
not enough to keep everything moving forward. It seems President Draghi’s most likely option is to 
announce an open ended stimulus plan that builds bigger and bigger as time goes on, utilizing purchases of 
debts to help fund the banking system. This will ultimately expand the ECBs balance sheet, but seems to be 
the only viable option. Whether or not this type of action is legal for the ECB to undertake is a whole other 
question that will likely be sorted out in court. 

 
While the economic situation in Europe is becoming more and more precarious it could not have happened 
at a better time for Russian President Putin, who seems hell bent on taking the part of Eastern Ukraine he 
wants. Late last week Russian military personnel crossed into Ukraine and quickly gave the pro-Russian 
rebels the strength they needed to take back much of the Ukrainian government advances of the past three 
weeks. In addition to taking back territory with the help of Russia, the rebels opened a new front to the 
south, which represents a key land connection between Russia and the already annexed Crimea, which 
Russia took less than a year ago. While the world was quick to condemn the actions of the Russians and 
Russia quickly called the images of troop movements on the ground in Ukraine “screen shots” from video 
games, there seems to be very little that can be done to stop Russia from taking what it wants. President 
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Putin has an all time high Presidential approval rating and so far all of the sanctions the international 
community has put on Russia seem to not have had much of an impact. Plus President Putin knows it is 
almost the start of winter in Europe when the Europeans can largely not afford to not receive national gas 
from Russia. The sanctions in place may be at risk in exchange for natural gas for heating Europe. The 
latest development occurred on Sunday when President Putin called for Ukraine to consider statehood for 
eastern Ukraine, a move which would most likely end up with eastern Ukraine becoming its own state before 
being absorbed by Russia. I am sure the people who vote in the area would vote for Russia under heavy 
Russian pressure to do so. 
 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move higher, but the volume was some of the weakest 
weekly volume we have seen in the past two years: 
 

Index Change Volume 

NASDAQ 0.92% Very Low 

S&P 500 0.75% Very Low 

Dow 0.57% Very Low 

 
 

It will be very interesting to watch next week to see if volume picks up a little from the very low levels we 
have been seeing for the past few weeks. In theory, it should pick up as traders and large money managers 
return to work after taking their summer holidays, but we will have to wait and see if the increase 
materializes.  
 
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 3.80%  International Real Estate -0.48% 

Oil&Gas Exploration  2.84%  Transportation -0.19% 

Natural resources 2.07%  Home Construction -0.08% 

Energy 2.06%  Industrials -0.08% 

Utilities 1.96%  Consumer Discretionary 0.08% 

 

Fixed Income  

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

Fixed Income Change 

Long (20+ years) 1.50% 

Middle (7-10 years) 0.48% 

Short (less than 1 year) -0.01% 

TIPS 0.29% 

 
Currency trading was pretty light last week as traders were getting ready for the long holiday weekend in the 
US, but there was one interesting currency move last week and that involved the Euro. The Euro slid last 
week against the dollar, ending the week at the lowest point against the dollar we have seen all year, as 
represented in the chart from Bloomberg below: 
 



 
 

The decline in the Euro was due to continued weakness in economic data coming out about Europe, while 
the ECB has largely remained silent as to how it will try to step in to support the European economy. 
Overall, the US dollar gained 0.36 percent against a basket of international currencies. Aside from the 
strength of the US dollar the next strongest currency last week was the Canadian dollar, which gained 0.58 
percent against the US dollar. The worst performing currency of the week was the Swiss Franc as it slid 
2.51 percent against the value of the US dollar. 
 

Commodities 

Commodities were almost all up last week, turning around a multiple week slide they had been on going into 
last week. Last week Livestock saw a nice rebound after having declined by more than 14 percent in less 
than a month: 

Metals Change 

Gold 0.54% 

Silver 0.11% 

Copper 0.73% 

 

Commodities Change 

Oil 2.65% 

Livestock 4.09% 

Grains -1.27% 

Agriculture 2.04% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 1.55 percent for performance last week, 
while the Dow Jones UBS Commodity Index advanced by 0.72 percent. The biggest driver of the overall 
performance of the commodities last week was the Russian actions in Ukraine; as this helped drive up the 
price of oil and many of the other commodities.  
 

International Performance 

Last week was a mixed week for the global indexes as the Asian markets largely declined, while the 
western indexes largely advanced. The best performance globally last week was found in Brazil with the 
Sao Paulo based Se BOVESPA Index gaining 4.93 percent. Russia was the country that saw the lowest 
performance of the week with the Russian Capped Index declining by 4.44 percent, with much of the 
decline coming on the last two trading days as Russia advanced into Ukraine.  

Volatility 

The VIX broke a three week slide last week, turning in a weekly gain of 4.45 percent during a week that was 
pretty uneventful for the VIX. The VIX is currently well below the average of the past year (13.84) for the VIX 
and remains low despite the geopolitical tensions that seem to be continuing to build around the world. So 
far during 2014 we have not seen too many calm days in a row on the VIX and with it now having been 7 



days during which the VIX has moved very little, it seems we could be in for a bit of a move either up or 
down from the current level. At the current level of 11.98 the VIX is implying a move of about 3.5 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 8/29/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.65 % 1.89 % 

Aggressive Benchmark 0.63 % 5.09 % 

Growth Model 0.56 % 2.68 % 

Growth Benchmark 0.49 % 4.01 % 

Moderate Model 0.44 % 3.57 % 

Moderate Benchmark 0.35 % 2.92 % 

Income Model 0.47 % 4.03 % 

Income Benchmark 0.18 % 1.55 % 

 
*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. The first change was to add 
exposure to our NASDAQ holdings through either Direxion funds NASDAQ (DXQLX) or Rydex NASDAQ 
fund (RYOCX), with the different funds being used in different risk based models. Our second change was 
to add a new position in Healthcare, using either Rydex (RYHIX) or Profunds (HCPIX). Both healthcare and 
NASDAQ remain the strongest areas of the investable markets and look poised to continue to outperform 
the overall market. 

 

 

Economic News 

 
Week in Review 
 
Last week was an exciting week for economic news releases as there were several releases that did not 
come in as expected. Below is a table of the releases with the ones that missed significantly in 
highlighted in red while the ones that significantly beat expectations are highlighted in green: 



 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Negative 8/25/2014 New Home Sales July 2014 412K 427K 

Positive 8/26/2014 Durable Orders July 2014 22.60% 7.00% 

Negative 8/26/2014 
Durable Goods -ex 

transportation 
July 2014 -0.80% 0.60% 

Neutral 8/26/2014 
Case-Shiller 20-city 

Index 
June 2014 8.10% 8.30% 

Positive 8/26/2014 Consumer Confidence August 2014 92.4 88.3 

Neutral 8/28/2014 Initial Claims Previous Week 298K 302K 

Neutral 8/28/2014 Continuing Claims Previous Week 2527K 2520K 

Neutral 8/28/2014 GDP - Second Estimate Q2 2014 4.20% 4.00% 

Positive 8/28/2014 Pending Home Sales July 2014 3.30% 0.50% 

Neutral 8/29/2014 Personal Income July 2014 0.20% 0.30% 

Negative 8/29/2014 Personal Spending July 2014 -0.10% 0.10% 

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

Positive 8/29/2014 Chicago PMI August 2014 64.3 54.8 

Slightly Positive 8/29/2014 
University of Michigan 
Consumer Sentiment 

Index 
August 2014 82.5 80 

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

 
The week started off on Monday with the release of the new home sales figures for the month of July, which 
came in above 400,000, but below the expectations of 427,000. After such strong US housing figures last 
week this release felt like a bit of a letdown. On Tuesday durable goods orders for the month of July were 
released and provided the first upside surprise of the week in the economic news releases as orders were 
shown to have increased more than 22 percent during the month. As mentioned last week, durable goods 
orders can really bounce around and this month was no different since the market had been expecting only 
7 percent. The big reason for the jump was air plane sales resulting from two major air shows being held 
during the month. When transportation is taken out of the calculation, durable goods orders actually fell by 
0.8 percent, as opposed to expectations of increasing 0.6 percent. Also released on Tuesday was the Case-
Shiller 20 City Home Price Index, which came in very close to market expectations and took a little bit of the 
US housing anxiety out of the markets following Monday’s sales figure. Wrapping up the day on Tuesday 
was the release of the Consumer Confidence Index for the month of August, which came in well above 
expectations at 92.4, while expectations had been for 88.3.  The big question answered later in the week 
was whether the confident consumer was spending money or not. On Thursday the standard weekly 
unemployment claims came in with both figures being slightly worse than expected, but not by a wide 
enough margin to cause alarm. Pending home sales were positive on Thursday as they indicated a 3.3 
percent increase, as opposed to expectations of an only 0.5 percent 
increase. The big news of the day on Thursday was the second estimate 
of second quarter GDP for the US economy, which was revised upward 
from 4.0 up to 4.2 with the release. This figure still seems extremely high 
to me with drastic changes in inventory being the main driving force 
behind the change. On Friday we received the answer to the above 
question about confidence and spending when we saw that consumer 
spending actually decreased 0.1 percent during the month of July, 
despite the increase in confidence. While there is a one month lag 
between the spending figure and the confidence figure, which may explain the difference, it still looks like 
we are headed into the case where the consumer is very confident and very much holding on to their 
money, just in case. This situation is not positive for the overall health of the economy as the economy 
depends on people spending money. Also released on Friday was a positive number on the Chicago PMI, 
which came in at 64, while the market had been expecting only 54; this was in line with the other 
manufacturing figures we have been seeing over the past few weeks. Last week wrapped up on Friday with 
the release of the University of Michigan’s Consumer Sentiment Index for the month of August, showing a 
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reading of 82.5, up slightly from the previous reading of 80. This, much like the consumer confidence figure, 
does not help the economy, but at least people seem to be thinking things are more positive; now if only we 
can get them to put their money where their mouth is, we would be well on our way. 

 

Upcoming Releases 
 
This week is cut short by one day with the Labor Day holiday, but there are still several key economic 
news releases that could impact the overall movement of the markets; the focus of the week will be on 
employment. The economic news releases that are potentially the most impactful are highlighted in 
green: 
 
 

Date Release Release Range Market Expectation 

9/2/2014 ISM Index August 2014 57 

9/4/2014 Challenger Job Cuts August 2014 NA 

9/4/2014 ADP Employment Change August 2014 220K 

9/4/2014 Initial Claims Previous Week 300K 

9/4/2014 Continuing Claims Previous Week 2525K 

9/4/2014 ISM Services August 2014 57.9 

9/5/2014 Nonfarm Payrolls August 2014 220K 

9/5/2014 Nonfarm Private Payrolls August 2014 200K 

9/5/2014 Unemployment Rate August 2014 6.10% 

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

 
This week starts off on Tuesday with the release of the ISM Index for the month of August, which should be 
pretty strong given the positive releases we have seen over the past few weeks about manufacturing in 
various regions of the US. On Thursday the start of the employment figures will be released with the 
Challenger Job cuts figure and the ADP employment change index, both for the month of August. 
Expectations for both figures are for slight improvements during the month, but nothing outstanding. The 
standard weekly unemployment figures will also be released on Thursday, but will likely be overshadowed 
by other releases unless one of them really beats expectations. Wrapping up the day on Thursday is the 
release of the Services side of the ISM Index, which is expected to have decreased slightly. On Friday the 
releases that everyone will have been waiting for will finally be released, those being the official 
unemployment rate as measured by the government and the nonfarm public and private payroll figures, all 
for the month of August. The overall unemployment rate is expected to have fallen by one tenth of a percent 
down to 6.1 percent, but more importantly, payrolls are both expected to be over 200,000. If any of these 
figures miss and we see either lower payroll figures or a higher unemployment rate, it seems the stock 
market will likely move higher. It would move higher because such moves would lessen the chance of an 
early interest rate hike in 2015 by the US Federal Reserve. I would not be surprised if this is the case with 
these releases on Friday. 
 
 



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. 
 

Google's founders were willing to sell to Excite for under $1 million in 1999—but Excite turned 
them down. 
Source: Fortune.com 

 

 


