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Commentary At-a-Glance 

 
 Financial markets moved lower on average volume—thanks Apple! 

 Unrest has now spread from the Middle East to Hong Kong. 

 Germany continues to show weakness. 

 The US continues to formulate and execute a plan for dealing with Islamic State. 

 Economic news releases in aggregate came in at market expectations. 

 
 
Market Wrap-Up 

 
After seeing gains on the three major indexes two weeks ago, last week was a week to give back those 
gains (keeping with the recent pattern) and true to form the indexes declined. Some of the blame is 
being laid on Apple, but that seems like an easy scapegoat for investors who have become increasingly 
skeptical about the recent rise in the markets. 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 are in a chopping trend that is slightly 
tilted downward. Up until last week the Dow (upper right pane above) had been making good efforts to break 
above its most recent trend line, but the pressure to decline just seemed to be too much last week as the 
index fell apart. The weakness also spread into both the S&P 500 
(upper left pane above) and the NASDAQ (lower left pane above) as 
both indexes moved further and further away from their trend lines. At 
this point the NASDAQ is the strongest of the three major indexes from 
a technical standpoint. It also happens to be the index that has been 
experiencing the least amount of volatility over the past few weeks. 
Remember that volatility is measured both on the upside and the 
downside although most investors only really care about volatility when 
an investment is moving lower. Last week’s broad decline was done on 
average volume as opposed to the above average volume we saw two 
weeks ago when the Dow and the S&P 500 pushed to new all time 
highs. With that in mind, it seems like the sell off last week was just a 
one-off event that will likely not continue. Maybe it had something to do with the quarter end being this week 
or maybe it was just investors rebalancing their position, but whatever the reason it seems like the decline 
will be short lived. The VIX even had a relatively muted day (up 17 percent) on Thursday when the Dow 
dropped by more than 260 points. In looking back since October of 2012, on days when the Dow has 
declined by more than 260 points in a single day the average move for the VIX has been to gain 24 percent, 
with the largest jump on the VIX during that time being 43 percent on April 15th, 2013. There were a few 
driving factors in the decline last week, one that is concerning and others that were mainly noise.  
 
The first factor that helped drive the decline in the US markets last week was a report showing that 
weakness is likely to continue in Europe well into the third quarter. While this is bad it has been largely 
known for the past several months as much of the data has been dismal enough for the ECB to actually take 
action after talking about action for the better part of two years. A second factor that I see largely as noise 
was the news about troubles with the new iPhone from Apple, including some operating system issues that 
are still being worked out. In the grand scheme of things, Apple is a small part of a much larger global 
economy and I am sure the issues that arose last week will be worked out in very short order. The final 
aspect being blamed for the decline last week addresses the geopolitical hot spots in the Middle East and 
Eastern Europe. This again is not new news, so why it affected the markets last week all at once is anyone’s 
guess. 
 
 

National News 

 
National news last week was dominated by the response by the US to the threat of Islamic State (IS) and by 
a few issues Apple ran into with some of its software and hardware. IS received the majority of the headlines 
because the US really seems to have been caught not paying attention to what was developing in Syria over 
the past few years with the strengthening of this group. President 
Obama said as much last night on 60 Minutes in a rare interview he 
gave in which he passed some of the blame for the current situation on 
the US Intelligence community. Over the past two weeks the US has 
been pushing hard to form an international coalition to help combat IS 
and so far support has been strong. The Europeans have started to fly 
missions over Iraq and various countries in the Middle East have also 
started to help. The big question that remains, however, is who will go 
on the ground with the Iraqi and Syrian forces and help defeat IS. 
President Obama has said there will be no US boots on the ground, but 
members of Congress and the intelligence community are having a 
very hard time seeing how IS may be defeated without US troops on the ground. The current thought is that 
the US will arm rebels in Syria and the Iraqi army as well as soldiers from neighboring countries such as 
Saudi Arabia, Qatar and Bahrain; and that this group of soldiers will be able to defeat IS on the ground with 
air support from the US and other members of the coalition. This seems like a tall order for these countries, 
countries not clearly established as friend or foe to the US and US allies, but it is almost the only way to 
move forward. The impact of the ongoing issues with IS was seen last week in the price of Oil as oil prices 
moved higher after announcements that the US had hit IS controlled oil fields in both Syria and Iraq. While 
none of the oil fields control by IS are “officially” shipping oil onto the international market, the fear that there 
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could be a bit of a pinch in oil due to the conflict helped raise the price. The other major news story of the 
week last week had to do with one of the largest companies in the world: Apple.  

 
Apple found itself in the hot seat last week after it rolled out the latest generation of smart phones, the 
iPhone 6 and iPhone 6 Plus. First, there were a few tweets and blog posts about new iPhones that were 
bending if they were sat on (in a back pocket) or if enough force was 
applied to the phone. At first this was thought to be one-off phones, 
but then an onslaught of users began reporting the same issues and it 
has now turned into a full blown crisis for the company. While it is the 
latest phone and there are not many of them on the market yet, it is 
the phone CEO Tim Cook bragged about selling 10 million of during 
the first weekend of sales. Adding to the issues at Apple was the 
announcement that Apple was having issues with their latest 
operating system upgrade called iOS 8.0.1 after many users ran into 
issues involving a lack of service following the upgrade. With both of 
these issues really coming to a head late Wednesday and into 
Thursday it was not surprising to see that Apple falling 3.8 percent 
had a very negative effect on the overall performance of the NASDAQ 
on Thursday. After all, the company is more than 13 percent of the total NASDAQ 100 index.  This fear in 
the NASDAQ decline spilled over onto the other US indexes and could have been one the catalysts to the 
large decline seen during the day.  
 

 

International News 

 
International news last week focused on a few different items with one of the main items being the slowdown 
in Europe after a new poll of German consumer confidence showed that things are not improving. Last 
week, the GfK institute, a well known market research firm in Germany, released their latest poll findings 
that showed that the German consumer is currently more fearful about the situation in Ukraine and the 
economic uncertainty in Europe than in the recent past. With Germany 
already having posted a decline of 0.2 percent in GDP during the 
second quarter of 2014, such statements and polls really have a 
negative impact. The reason for the negative impact is that Germany 
could be headed for a technical recession, along with many other 
European countries. If Germany goes into a recession it is highly likely 
the rest of Europe will also enter a recession. The question then 
becomes whether the economic slowdown will spread to other countries 
or remain largely a European issue. The US doesn’t have that many ties to Europe as far as trade or 
financial connections, so it is unlikely that a recession in Europe will mean a recession for the US. However, 
there are many ancillary ties between Europe and many of the US’s largest trading partners, partners that 
are also slowing down, such as China. The real fear is not that Europe will go down, it is that the small push 
from Europe will be enough to push an already weak global economy back into a recession. One country 
that made a lot of headlines last week was Hong Kong as civil unrest seems to have spread there much as it 
did in Northern Africa over the past two years. 
 
Hong Kong is an Asian island country that officially acts as a “Special Administrative Region” of China and it 
seems the people of Hong Kong now want to break even further away from China. The only problem is that 
the current leadership in Hong Kong was handpicked by Beijing and answers fully to Beijing and the 
Chinese government. The issue right now is who the people of Hong Kong may vote on and whether that 
person can lead to more autonomy for the country from China. Right now votes are cast by a committee 
that is made up of 1,200 voters in Hong Kong, voters who are largely 
aligned with China and would therefore never vote against China 
indirectly controlling Hong Kong. The people of Hong Kong want truly 
democratic elections held where candidates are picked by the people 
and voted on by the people without interference by China. Currently 
China has agreed to a vote by the people of Hong Kong, but only if 
China is allowed to pick all of the candidates. It is not surprising to see 
that people in Hong Kong who want a free and transparent election see 
this as a circumvention of true democracy by the Chinese government. If 
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this unrest goes the way other unrest in China has gone in the past it will likely be dealt with in a very heavy 
handed manner by the officials in Beijing in a relatively short period of time. The potential impact of this 
unrest on the global economy is relatively small, but if the unrest spreads to other regions of China and the 
Chinese government starts to lose some control it could have very deep impacts on the global economy 
since China plays such a key role in many countries of the world. The leadership in China may have a 
vested interest in clearing up the disturbance quickly as the first week of October is a weeklong national 
holiday that closes many of the financial markets in the region. 
 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move lower on average volume as investors seemed to 
get spooked all at once about problems that have been well documented in the media over the past few 
months: 
 

Index Change Volume 

Dow -0.96% Average 

S&P 500 -1.37% Average 

NASDAQ -1.48% Average 

 
 

Despite the large decline in the markets, especially on Thursday, last week overall was a very choppy week 
that happened to end lower than it started. Volume last week was much lower than it was two weeks ago 
when the markets moved higher, and with volume being low on such a down week for the markets it means 
there was less participation in the selling than there was in the buying. This lack of volume on the downside 
may indicate that investors are “buying on the dips” and were bargain hunting last week.  
 
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 0.43%  Home Construction -3.41% 

Pharmaceuticals  -0.74%  Regional Banks  -3.33% 

Healthcare -0.77%  Telecommunications -3.07% 

Semiconductors -1.23%  Oil & Gas Exploration  -3.03% 

Utilities -1.30%  Broker Dealers  -2.75% 

 
During weeks of large declines it is interesting to see what sectors move the most, both positive and 
negative. Biotechnology, Pharmaceuticals and Healthcare were somewhat surprising to see at the top of 
the good performance list as they have been the strongest performing sectors of the markets and there 
are lots of gains to be taken if investors choose to do so. Typically in a downward trending market 
investors sell their winners to “book the gains,” especially if the gains are on very volatile sectors of the 
markets such as Biotech. But that was not the case last week as the risky inflated sectors held up really 
well. On the negative side it was a little surprising to see Home Builders at the top of the list given the 
relatively good numbers we saw on the economic news releases that pertained to housing last week. 
 

Fixed Income  

Fixed-income investments were all up last week on average volume as investors tried to gauge the potential 
timing of the first interest rate increase by the US fed next year: 

 



 

Fixed Income Change 

Long (20+ years) 1.22% 

Middle (7-10 years) 0.42% 

Short (less than 1 year) 0.01% 

TIPS 0.06% 

 

With the economic strength of the European Union being called into question it was not surprising to see 
that the US dollar had a great week last week, gaining 1.11 percent against a basket of international 
currencies. 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 Japanese Yen, which lost 
only 0.19 percent against the US dollar. The worst performing currency of the week was the Australian 
dollar as it slid 1.80 percent against the value of the US dollar, largely on the falling commodity prices due to 
the slowdown in China. 

Commodities 

Commodities were mixed last week as investors tried to make sense of what is happening in the global 
economy and the various geopolitical threats that remain: 

Metals Change 

Gold -0.03% 

Silver -1.69% 

Copper -1.79% 

 

Commodities Change 

Oil 1.87% 

Livestock 1.17% 

Grains -2.43% 

Agriculture 0.64% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 0.07 percent last week, while the Dow 
Jones UBS Commodity Index declined by 0.54 percent. The decline in the commodity indexes last week 
was driven by the plummeting value of metals as global economic growth was called into question. Oil 
turned in a gain as the US continued to hit IS targets in both Iraq and Syria with the help of a global 
coalition. With so much oil being produced in the region it was not surprising to see that as the bombing 
stepped up, more and more concern arose about the potential impact on global oil supplies. Oil had seen a 
steady decline, falling 7 of the past 9 weeks prior to the almost 2 percent gains seen last week. Even after 
including last week’s advance, oil has declined by more than 12 percent since the middle of June.  
 

International Performance 

Last week was a mixed week for the global indexes with only three of the Asian markets advancing while the 
rest of the global indexes declined. The best performance globally last week was found in China with the 
Shanghai based Se Composite Index gaining 0.78 percent. Germany was the country that saw the lowest 
performance of the week with the Frankfurt based Dax Index declining by 3.15 percent. The decline in 
Germany was also mirrored in many parts of Europe as uncertainty over the economic strength of the 
European countries was questioned and the situation in Ukraine remained largely unsettled. 



Volatility 

After declining two weeks ago the VIX made a 
comeback last week, gaining more than 22 percent. The 
majority of the gain was made on Thursday when the 
VIX jumped 18 percent, thanks to a large sell off, which 
was partially attributed to a 3.8 percent decline in Apple. 
With the jump last week the VIX is now easily over its 
average one-year level, but it still remains well below the 
previous four spikes we have seen so far during 2014, 
as depicted in the chart to the right. While the recent 
move we have seen does count as a spike it still has a 
long way to go before there is truly “fear” in the markets. 
At the current level of 14.85 the VIX is implying a move 
of about 4.29 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 9/29/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -1.06 % 1.23 % 

Aggressive Benchmark -1.78 % 2.50 % 

Growth Model -0.94 % 1.76 % 

Growth Benchmark -1.38 % 2.02 % 

Moderate Model -0.89 % 2.38 % 

Moderate Benchmark -0.99 % 1.52 % 

Income Model -0.98 % 2.42 % 

Income Benchmark -0.49 % 0.87 % 

*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. 

 
Last week we made no significant changes to any of our models as the positions we owned going into the 
week performed well in light of the decline in the broad based markets. One highlight from last week was the 
performance of Nike, which we own in our more aggressive models. Nike was up nearly 10 percent on the 
week after turning in very strong numbers for their first quarter revenues as well as lifting their estimates for 
the full year. With the markets having declined last week we did move closer to buying points on several 
investments that we have been watching for quite some time, one of which is the Eventide Healthcare and 
Life Sciences Fund (ETAHX). 

 

 

Economic News 

 
Week in Review 
 
Last week was an uneventful week for economic news releases with the vast majority of the releases 
coming in at market expectations. 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 

Neutral 9/22/2014 Existing Home Sales August 2014 5.05M 5.2M 

Slightly Positive 9/24/2014 New Home Sales August 2014 504K 435K 

Neutral 9/25/2014 Initial Claims Previous Week 293K 300K 

Neutral 9/25/2014 Continuing Claims Previous Week 2439K 2470K 

Neutral 9/25/2014 Durable Orders August 2014 -18.20% -16.30% 

Neutral 9/25/2014 
Durable Goods -ex 

transportation 
August 2014 0.70% 0.70% 

Neutral 9/26/2014 GDP - Third Estimate Q2 2014 4.60% 4.60% 

Neutral 9/26/2014 
University of Michigan 
Consumer Sentiment 

Index 

September 
2014 

84.6 85.0 

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

 
Last week started on Monday with the release of the existing home sales figures for the month of August, 
which came in a little below market expectations, but not by enough to have the markets take notice. On 
Wednesday new home sales slightly beat expectations, coming in about 80,000 units higher than market 
expectations. On Thursday both initial and continuing jobless claims came in slightly lower than expected, 
but much like the existing home sales figures both figures were close enough to estimates that they did not 
affect the markets. Also released on Thursday was the durable goods orders figures for the month of 
August, which showed a large drop off in the overall month to month figure of -18.20 percent, largely due to 
a decline in aircraft orders. When transportation is removed from the equation durable goods orders came in 
exactly as expected with a gain of 0.7 percent. On Friday the third estimate of second quarter GDP for 2014 
was released and came in as expected at 4.6 percent after being revised upward from the second estimate 
of 4.2 percent given last month. Wrapping up the week last week was the release of the University of 
Michigan’s Consumer Sentiment Index for the month of September, which came in slightly below 
expectations, but much like many of the other releases of the week was close enough for the markets to not 
pay any attention to the miss. 

 

Upcoming Releases 
 
With this week containing both the end of a month and the end of a quarter there are numerous 
economic news releases that could impact the overall movement of the markets; the primary focus of 
the week will be employment. The economic news releases that are potentially the most impactful are 
highlighted in green: 
 

Date Release Release Range Market Expectation 

9/29/2014 Personal Income August 2014 0.30% 

9/29/2014 Personal Spending August 2014 0.40% 

9/29/2014 Pending Home Sales August 2014 -0.20% 

9/30/2014 Case-Shiller 20-city Index July 2014 7.40% 

9/30/2014 Chicago PMI September 2014 61.5 

9/30/2014 Consumer Confidence September 2014 92 

10/1/2014 ADP Employment Change September 2014 202K 

10/1/2014 ISM Index September 2014 58.5 

10/2/2014 Initial Claims Previous Week 297K 

10/2/2014 Continuing Claims Previous Week 2458K 

10/3/2014 Nonfarm Payrolls September 2014 210K 

10/3/2014 Nonfarm Private Payrolls September 2014 205K 

10/3/2014 Unemployment Rate September 2014 6.10% 

10/3/2014 ISM Services September 2014 58.9 

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

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


 
This week starts out on Monday with the release of personal income and spending for the month of August, 
both of which are not expected to be much above zero. The markets will largely ignore these two releases 
unless something crazy happens with them. On Tuesday we start the potentially impactful releases of the 
week with the Chicago PMI and the Consumer Confidence Index, as measured by the government, both for 
the month of September. With expectations that both figures will have declined from the August levels it 
seems like the market has set a pretty low bar and could easily be surprised to the upside. On Wednesday, 
the first day on October, the first of the employment related figures is set to be released, that being the ADP 
Employment change figure for the month of September. Expectations are in the middle of the road on this 
one with the market looking for 202,000 new jobs during the month. The release will likely be very close to 
this if the past few months are any indication. Also released on Wednesday is the ISM Index for the month 
of September; with such strong performance on the index since the beginning of March it seems 
expectations may be a little low on this release as the various manufacturing data from different parts of the 
US for the same time period have been largely strong. On Thursday the standard weekly unemployment 
related figures are set to be released with expectations that both figures will have increased slightly over last 
weeks’ figures. On Friday there are several economic news releases that could impact the overall markets 
with the focus being on jobs. The official unemployment rate in the US during the month of September is set 
to be released with expectations of no change from the 6.1 percent we saw during August. As always the 
more important figures to watch are the nonfarm public and private payroll figures, both of which have lofty 
expectations after such poor numbers during August. Both figures expected to be about 100,000 jobs 
higher. If this comes true it would be likely that the unemployment rate in the US would move lower than the 
expected 6.1 percent. Wrapping up the week and largely going to be overshadowed by the unemployment 
information is the Services side of the ISM Index. As is typical, expectations are for about the same size 
movement relative to the overall ISM in August, but with services playing such a large role in the US 
economy we could see a bit of a reaction to this release if it is not as expected. 
 
 

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. 
 

China is often considered the longest continuous civilization, with some historians marking 
6000 B.C. as the dawn of Chinese civilization. It also has the world’s longest continuously 
used written language. 
 
Source: Cotterell, Arthur. 2005. Ancient China 

 
 


