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Commentary At-a-Glance 

 
 Financial markets moved higher last week on some of the highest weekly volume of the year. 

 Fed Chair Janet Yellen has spoken, but did she say anything new? 

 Scotland has voted and the “No” vote has prevailed. 

 Commodities all moved significantly lower last week. 

 Economic news releases in aggregate came in slightly better than market expectations. 

 
 
Market Wrap-Up 

 
With several of the recent unknowns in the global financial markets becoming knowns last week, the 
major indexes in the US produced positive returns for the week. Perhaps the event that had the greatest 
potential to cause financial fallout last week was the Scottish independence vote, which turned out to be 
a resounding “No” and left the United Kingdom, at least for now, still united. 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 purely technical standpoint the Dow (upper right pane above) moved well ahead of the other two 
indexes last week as it moved all of the way up to its most recent trend line. While it did not actually break 



through to the upside, it also did not bounce off the trend line to the downside. The next few days will be 
very important for the Dow as we see if the index can make it through the trend line to the upside or if it will 
ultimately bounce off the line to the downside. The speed with which it has moved higher and the strong 
volume would tend to indicate that the index should be able to break through the trend line without much 
trouble during the early part of this week’s trading. Both the S&P 500 (upper left pane above) and the 
NASDAQ (lower left pane above) are technically at about the same points in relation to their trend lines, with 
both seeming to be more comfortable just moving sideways than actually moving higher and retesting the 
trend. As time goes on, if the trend line continues to ascend at the same slope it has been going all along it 
becomes harder and harder for the index to actually catch up and cross over the trend line. If the S&P and 
NASDAQ do not start catching up pretty quickly these trend lines run the risk of getting too far out to reach 
and becoming technically much less important than smaller trends likely starting to emerge. The VIX (lower 
right pane above) made a valiant effort to break back above the 52-week average level signified by the red 
horizontal line, breaking above on Monday last week. However, after managing to move above the average 
level it quickly knocked back down below the line and now looks set to continue to move lower for the time 
being. Volume last week was some of the highest we have seen so far this year so the upward movements 
that look like they are in place from last week have a bit more meaning than the near zero volume 
movements we have been seeing for the past several months. Let’s wait and see if the trends can continue 
and the markets push higher heading into the end of 2014.  

 

 

National News 

 
National news during the first half of last week was abuzz with speculation about what the Federal Reserve 
Chair Janet Yellen would say about her plan to raise interest rates on Wednesday. Wednesday’s interest 
rate decision came and was unchanged over the previous meeting, as expected, but then the fun of reading 
the statement very closely and listening to her hour long press conference began. The main question on 
everyone’s mind was if she would clarify what is meant by the statement that interest rates will remain low 
for a “considerable period of time” after the end of quantitative easing. In true Fed fashion she gave no 
indication of anything more precise than she had already given as to the timing of when interest rates may 
start to increase. There were, however, some changes in the statement that the market took note of. The 
first was a change in the average expected Federal Feds rate at the end of 2015. The initial guidance going 
into the meeting from previous meetings was that the Fed funds rate would be 1.125 percent by year-end. 
This rate has been raised to 1.375 percent. This indicates that the Fed funds rate is now expected to go up 
much faster than first thought once it does start moving next year. The statement also made some remarks 
about the System Open Market Account, the account the Fed owns trillions of dollar of securities in. The 
statement said that once rates start to increase and reach “normal” levels, the Fed will look to stop 
reinvesting interest and principal payments on the debts. In a sense, this is the time when the Fed’s balance 
sheet will actually begin to stop growing. As for the holdings on the balance sheet in the System Open 
Market Account, the statement said the Fed has no intention of selling any assets and that it could keep the 
holdings on its books for the foreseeable future. This statement alleviated the fear that the Fed may be 
forced to sell assets at an inopportune time in the future, taking losses on its investments. As always at the 
end of the statement, Fed Chair Yellen added the language that the current thinking is based on current 
data points and if those data points should change in the future, the Fed can quickly change its policies and 
direction to adjust for the changing market. After reading through the statement it looks like Fed Chair Yellen 
did not turn any more hawkish than she was going into the meeting and she did a very good job of saying 
almost nothing that the market did not already know, playing right down the middle of the fairway. 
 
 

International News 

 
International news last week focused on one main topic and a few sub 
topics with the main topic being the vote that took place on Thursday in 
Scotland to see if the country would formally start the process of ending 
its 307 year relationship with the United Kingdom. The vote had been 
expected to be very close, but in looking at the final numbers the “No” 
vote (55.3%) easily beat the “yes” vote (44.7%) in a vote that saw more 
than 85 percent on the turn out numbers. There will be no great financial 
shift away from Scotland and there will be no fighting over who will get 
control of the oil field off the Scottish coast. But this whole vote and 
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event does seem to add weight to the fact the countries and regions that feel they are not being treated fairly 
by another “overseeing” country had better be prepared for change in the future as we will likely see more 
and more of this type of vote in the future.  While this vote may not have gone the way some people would 
have liked, it does open the door to future votes if things like taxes are increased or spending within a given 
country declines. Catalonia has long been trying to gain its independence from Spain and with a procedural 
vote in the region gaining approval on Friday by a count of 106 for and 28 against, it looks like Catalonia 
may hold a referendum vote on independence in the near future. The big difference between Catalonia and 
Scotland, however, is that the Spanish government has said it does not care about the outcome of any vote; 
it will continue to hold Catalonia as a part of Spain no matter what. This could turn into a big issue within 
Spain as Catalonia is the area of Spain that has the most money and resources and therefore the greatest 
chance of being able to go at it alone. With the small economic impact of Spain on the global scale, it is 
unlikely that a vote would cause the same alarm as the Scottish vote. A potentially more impactful event 
also took place last week in Europe as the ECB sold its first round of targeted long term loans. These are 
loans to financial institutions that are very cheap (0.15%) and geared toward spurring lending. The banks 
that took the most loans were in Italy and Spain, which made up 45 percent of the total amount of loans 
made. Overall, the offering sold much less than was anticipated by the markets going into the sale. This is 
both good and bad. It is good because banks did not buy all that they could. It is bad because if the banks in 
Europe could not find anything to do with money with only a 0.15 % interest rate, it is unlikely they are 
providing much lending to their local economies since the cash they have on their books must be enough to 
cover their qualified demand.  
 
The other big news of the week last week was provided by China as it produced several key economic data 
points that indicate that its economy is not going as fast as China would like and may be slowing down even 
more. Last week the Central Bank of China put about 500 billion Yuan into the economy (about $81 billion 
US dollars) through cash given to the major banks. The Central Bank of China injected the money under the 
guise that there may be a cash crunch going into a week-long holiday that takes place during the first week 
of October. Investors did not believe the “potential cash holiday crunch.” Rather, investors think the money 
is being put into the system because of the slow data points that have recently been coming out. The most 
recent PMI data out of China shows that manufacturing is slowing down and actually contracting. The latest 
GDP estimates have been steadily coming down and showing that China is now expected to grow at 7 
percent, well below the 7.5 percent Premier Li Keqiang wanted to see, having said earlier this year that the 
economy of China would grow at 7.5 percent. The long term ramifications of China slowing down could 
have ripple effects across many different economies with the most impacted being the countries supplying 
China with the raw materials China consumes in such large quantities. Potentially, the most directly 
impacted country is Australia, which relies very heavily on its exports of raw materials to China. We saw this 
direct correlation this week as the poor economic data coming out of China led to a decline in the Australian 
stock market of 1.72 percent. In the coming months we will have to wait and see if China continues to slow 
down and also to see the actions the government takes to try to stabilize the sliding economy; all with the 
potential to significantly impact the global economy. 
 
 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move higher on some of the highest volume we have 
seen so far this year as traders seemed to be moving back into the market and pushing it higher: 
 
 

Index Change Volume 

Dow 1.72% 
Above 

Average 

S&P 500 1.25% 
Above 

Average 

NASDAQ 0.27% 
Above 

Average 

 
 



With the volume last week being so much stronger than it has been over the past few weeks some investors 
may think that the bull market is once again going to start running. The upward movement combined with 
the increase in volume finally gave the markets some direction after they had been chopping around for so 
many weeks. While it takes more than one week of data to point to a new bull market, last week was a good 
start.  
 
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 

Pharmaceuticals 2.60%  Software -1.11% 

Biotechnology 2.10%  Networking Technology -0.48% 

Broker Dealers 1.93%  Real Estate -0.41% 

Healthcare 1.91%  Medical Devices -0.32% 

Basic Materials 1.84%  Natural resources -0.21% 

 
Last week was interesting to see the split within technology as Pharmaceuticals and Biotechnology took 
the top spots of all the sectors while the more traditional software and networking companies had a very 
difficult week, despite the large increase seen on Friday of Alibaba, which finally pulled off its much 
anticipated IPO. 
 

Fixed Income  

Fixed-income investments were mostly higher last week on increasing volume: 

Fixed Income Change 

Long (20+ years) 1.08% 

Middle (7-10 years) 0.21% 

Short (less than 1 year) 0.02% 

TIPS -0.55% 

 
Currency trading was high last week as traders around the world tried to prepare for either outcome of the 
Scottish vote, which took place this Thursday. Most of the volume was seen on the British Pound and the 
Euro as these two currencies were the most exposed to the outcome of the vote. After the “No” vote had 
been solidified we saw a small rally in the British pound that made up some of the losses that had been 
incurred over the previous two weeks. Overall, the US dollar gained 0.54 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 1.36 percent against the US dollar. The worst performing currency of the 
week was the Japanese Yen as it slid 1.44 percent against the value of the US dollar. 

 

Commodities 

Commodities were down across the board last week as investors seemed to continue the selling that started 
two weeks ago. This week the hardest hit of the commodities seemed to be Silver, which declined by almost 
4 percent: 

Metals Change 

Gold -1.09% 

Silver -3.91% 

Copper -1.05% 

 

Commodities Change 

Oil -0.67% 

Livestock -0.54% 

Grains -3.51% 

Agriculture -1.33% 

 



The overall Goldman Sachs Commodity Index turned in a loss of 0.43 percent last week, while the Dow 
Jones UBS Commodity Index declined by 1.28 percent. The biggest drops in the commodity indexes last 
week were driven by the continued plummeting value of grains and losses seen in Silver. After the broad 
based commodity indexes hit five year lows two weeks ago, they continued to forge ahead and make new 
lows last week and seem to be in no hurry to stop moving lower.  
 

International Performance 

Last week was a mixed week for the global indexes as the Asian markets largely moved lower while the 
rest of the global indexes advanced. The best performance globally last week was found in Sweden with 
the Stockholm 30 Index gaining 2.37 percent. Australia was the country that saw the lowest performance of 
the week with the Sydney based All Ordinaries Index declining by 1.72 percent. The majority of the decline 
in the index was due to uncertainty about Chinese demand for raw materials moving forward after the 
slowdown in manufacturing was seen in Chinese data.  

Volatility 

After advancing three weeks in a row going into last week, the VIX turned around abruptly and moved lower, 
giving up 9.02 percent last week as the fear over the future movements of the markets seemed to move 
lower. One of the driving factors to the decline in the VIX was the “No” outcome from the Scottish vote as 
this took one major financial uncertainty off the table. After looking like we were going to be moving back to 
the average level we have seen over the past year, it now looks like we are just as likely to move back down 
and test the lows we have seen over the past year as the direction of the VIX in the coming week is very 
unclear. At the current level of 12.11 the VIX is implying a move of about 3.50 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 9/19/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.80 % 2.34 % 

Aggressive Benchmark 0.43 % 4.35 % 

Growth Model 0.54 % 2.75 % 

Growth Benchmark 0.33 % 3.45 % 

Moderate Model 0.39 % 3.32 % 

Moderate Benchmark 0.24 % 2.53 % 

Income Model 0.35 % 3.46 % 

Income Benchmark 0.12 % 1.36 % 

 
*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. 

 
Over the course of the previous week we made two changes to our models with both filling out partial 
positions. Our first change was to fill our position in NASDAQ using either Direxion Funds (DXQLX) or 
Rydex funds (RYOCX), depending on risk level of the models. Our second change was to fill out our 
position in Healthcare using either Profunds Healthcare (HCPIX) or Rydex funds (RYHIX), again depending 
on the risk level of the model. At this point we are very nearly fully invested across the board. In being fully 
invested we are diversified well across asset classes and sectors of the markets. The thought right now is 
that our individual equity and ETF holdings will provide an investment base in the various models and that 
the more tactical holdings such as NASDAQ and healthcare will provide higher potential upside 
participation. Going forward we have a good mix of investments while still maintaining the ability to quickly 
react to a market that is correcting to the downside. 

 

 



Economic News 

 
Week in Review 
 
Last week was a slow week for economic news releases, but a busy week for the Federal Reserve. 
Below is a table of the releases with the one that missed significantly highlighted in red while the ones 
that significantly beat expectations are highlighted in green: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Positive 9/15/2014 Empire Manufacturing 
September 

2014 
27.5 16 

Neutral 9/16/2014 PPI August 2014 0.00% 0.00% 

Neutral 9/16/2014 Core PPI August 2014 0.10% 0.10% 

Negative 9/17/2014 CPI August 2014 -0.20% 0.00% 

Neutral 9/17/2014 Core CPI August 2014 0.00% 0.20% 

Slightly Positive 9/18/2014 Initial Claims Previous Week 280K 305K 

Positive 9/18/2014 Continuing Claims Previous Week 2429K 2945K 

Slightly Negative 9/18/2014 Housing Starts August 2014 956K 1045K 

Neutral 9/18/2014 Building Permits August 2014 998K 1054K 

Neutral 9/18/2014 Philadelphia Fed 
September 

2014 
22.5 23.5 

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

 
Last week started out strong with a very upbeat number on Monday 
from the Empire Manufacturing Index for the month of September. The 
market had been expecting an increase from the August level of 14.7 
up to 16, but the number easily beat those expectations, coming in at 
27.5. While this is a very strong manufacturing number for the greater 
New York region, it does seem like the very large increase could be 
due to some pent up demand hitting manufacturing all at once. On 
Tuesday the Producer Price Index (PPI) was released and came in 
showing zero, as expected, while the core PPI number showed a one 
tenth of a percent increase. On Wednesday the Consumer Price Index 
(CPI) was released and showed that prices overall at the consumer 
level declined by 0.2 percent and that core prices were flat during 
August. This decline in prices at the consumer level is very concerning 
as it is indicative of a potentially deflationary environment. Deflation is 
something all central bankers fear as it is very difficult to stop and can 
have very large impacts on the overall health of the economy. So this 
data point is concerning, but it takes much more than just a single 
ancillary data point to cause a stir. The markets and the Federal Reserve will closely watch in the coming 
months to make sure August was just a one-off event and not the start of a trend. On Thursday the standard 
weekly unemployment related figures were released with both initial and continuing claims coming in better 
than expected. Continuing jobless claims were more than 500,000 lower than expected, which is a very 
positive development. Putting a little bit of a dampener on the positive news of the day on Thursday was the 
release of two housing numbers that were both below expectations. Both housing starts and building permits 
remained below the 1 million level, while expectations had been for both figures to be higher than 1 million 
units. Last week wrapped up on Thursday with the release of the Philadelphia Fed’s Manufacturing index for 
the month of September and, unlike the New York number earlier in the week, this release slightly missed 
expectations, coming in at 22.5 versus expectations of 23.5. The difference between both manufacturing 
numbers is somewhat intriguing since they are in the same geographic region of the US, but there does not 
appear to be a clear reason for the divergence. In the end, both numbers are very strong as any reading 
above zero indicates that manufacturing is picking up and both regions are clearly doing well. 
 

 

 
On Wednesday the 

Consumer Price Index 
(CPI) was released and 

showed that prices overall 
at the consumer level 

declined by 0.2 percent and 
that core prices were flat 

during August. This decline 
in prices at the consumer 
level is very concerning as 

it is indicative of a 
potentially deflationary 

environment. 

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


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: 
 

Date Release Release Range Market Expectation 

9/22/2014 Existing Home Sales August 2014 5.2M 

9/24/2014 New Home Sales August 2014 435K 

9/25/2014 Initial Claims Previous Week 300K 

9/25/2014 Continuing Claims Previous Week 2470K 

9/25/2014 Durable Orders August 2014 -16.3% 

9/25/2014 
Durable Goods -ex 

transportation 
August 2014 0.7% 

9/26/2014 GDP - Third Estimate Q2 2014 4.6% 

9/26/2014 
University of Michigan    

Consumer Sentiment Index 
September 2014 84.60 

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

 
This week starts off on Monday with the release of the Existing home sales figures for the month of 
August, which if anything like the housing data last week may be a little disappointing. On Wednesday 
the second economic news release of the week is set to be released with the new home sales figure for 
the month of August and this too may disappoint if it follows the trend we have seen developing. On 
Thursday the standard weekly unemployment related figures are set to be released with expectations 
that both figures will have increased slightly over the levels seen last week. The more important 
numbers released on Thursday are going to be the Durable goods orders for the month of August, which 
are expected to show a large decline overall.  Much of the expected decline (-16.3 percent) will be due 
to a sharp decline in the airplane orders as July is typically the largest ordering month for new planes 
and this year was no exception. The durable goods orders numbers when transportation is removed 
from the equation should look much better and come in with a much better number showing a slight 0.7 
percent increase in overall orders. On Friday there are two releases that have the potential to move the 
markets, those being the third estimate of second quarter GDP in the US and the University of 
Michigan’s Consumer Sentiment Index for the month of September. Second quarter GDP is expected to 
be increased from 4.2 percent up to 4.6 percent, but this seems like lofty expectations. I would not be 
surprised at all to see this GDP revision go the other way and actually print lower than the second 
estimate of 4.2 percent. Wrapping up the week on Friday is the release of the University of Michigan’s 
Consumer Sentiment Index for the month of September (final estimate) and it is expected to show no 
change over the previous estimate. Typically, this release comes in very close to expectations so it 
would take something dramatic to get the market to react much to this release. 

 

 

Fun Fact of the Week 

 
Keeping with Scotland, we have a second fun fact of the week that is Scottish: 
 
 
 
 
 
 
 
 

The shortest scheduled flight in the world is one-and-a-half miles long from Westray to Papa 
Westray in the Orkney Islands of Scotland. The journey takes 1 minute 14 seconds to 
complete. 

Source: http://www.telegraph.co.uk/ 

 
 



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. 
 


