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Commentary At-a-Glance 

 
 Financial markets continued their rally coming out of the Holiday weekend. 

 Mario Draghi has spoken and actually moved forward with a little action. 

 Cease fire between Russia and Ukraine. Say it isn’t so! 

 Two changes to our models over the course of the previous week. 

 Economic news releases in aggregate came in below market expectations. 

 
 
Market Wrap-Up 

 
With last week being a partial week for trading due to the Labor Day holiday it was not surprising to see 
that the markets were fairly boring. Volume was low, as expected, but it was almost as high as the full 
week of trading that took place two weeks ago. 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, last week was a pretty uneventful week as the three major indexes attempted 
and in large part failed to move meaningfully above their most recent, respective trend lines. This uneventful 
week occurred while the VIX also saw muted trading, as would be expected. Much of the muted trading can 



be attributed to the Labor Day holiday, as mentioned above, and a general lack of developments globally in 
any of the geopolitical situations that have caused problems in the financial markets around the world in 
recent weeks. Even actions finally being taken by Mario Draghi, President of the European Central bank 
(ECB), failed to excite the markets. At this point it is hard to say which of the major indexes is the strongest 
as the NASDAQ (lower left pane above) tried but ultimately failed to stay above its most recent trend line 
last week. With the index technically breaking down, having moved back below the trend line, it can’t be the 
strongest index. The S&P 500 (upper left pane above) is a good candidate for the strongest index as it is 
closest to its most recent trend, but has failed to move over the trend line in three attempts during the last 
two weeks. The Dow (upper right pane above) is the final candidate to choose from and may be the 
strongest technically as it remains below the most recent trend line, but has only attempted to break it one 
time and failed. While the indexes were fighting with their trend lines the VIX remained solidly below its 52-
week average and seemed content staying in a very narrow trading range. This was somewhat surprising 
given the cease fire reached late during the week between the Ukrainian government, the Russians and the 
pro-Russian rebels. Perhaps there is just a lot of international skepticism surrounding the deal.  

 

 

International News 

 
International news made the majority of the headlines last week as there was a NATO summit, a speech 
and actions taken by Mario Draghi at the ECB and a potential peace deal for the situation in Ukraine. The 
largest market moving event last week was the announcement by the ECB that it was taking action to help 
stabilize the sliding economic situation in Europe. President Draghi on Thursday announced that he was 
cutting interest rates from the already low 0.15% down to 0.05% in an effort to get people and business to 
borrow money. Further adding to the drive to push money into the economy was his second move of the 
day, which was to lower the deposit rate from -0.15% down to -0.20%. The chart below from the Wall Street 
Journal illustrates where interest rates currently are and where they have come from over the past 4 years. 
 

 
 
While a negative interest rate may seem surprising, it makes sense as 
an effort to make banks lend money. Banks are required to keep a 
certain amount of money in reserves for their everyday business 
activities, but recently the banks have not been lending money out. 
Instead, they have been borrowing from the ECB at the very low interest 
rate of 0.15% and then investing the borrowed money into various fixed 
income debt instruments that were paying anywhere from 1 to 4 
percent. In a sense, they were making the spread as a profit and taking 
on very little risk. The problem is that buying debt instruments with their 
cash helps the banks, but fails to actually help the people and the 
overall economy. With the deposit rate now being negative, the banks 
are being punitively punished by the ECB if they have more cash or 
short term investments on their books than is required. Taking deposit 
rates negative is a bit unusual, but has been done in the past and 
typically proves very effective. In addition to moving interest rates 
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President Mario Draghi also announced a relatively small asset purchasing program under which the ECB 
will purchase several types of asset backed securities, but the details of the plan will be more fully released 
in October. For now we know that the plan will likely be between 700 billion Euros and 1 trillion Euros in size 
as President Draghi said the ECB would like expand its balance sheet from the current 2 trillion Euros up to 
between 2.7 and 3 trillion Euros. All of this movement had several noticeable impacts on the global financial 
markets. First, the Euro dove against most international currencies, hitting a one year low against the US 
dollar for example. Next, other central banks that are not part of the Euro currency were forced to take 
action, such as Denmark lowering interest rates. While it will be a long time before we see if the actions of 
last Thursday are enough to stem the economic issues growing in Europe, at least it is a first step in the 
correct direction.  Staying in Europe last week were many global leaders as they came together in Wales for 
a large NATO meeting at the end of the week. 

 
The NATO summit last week focused on Russia and the ongoing situation in Ukraine, but much of the news 
was taken by Russia as it announced that it would enter into a cease fire 
with Ukraine and get the rebels under control. This was largely seen as a 
ploy to get the NATO members to delay new sanctions on Russia. 
Russia, on the other hand, is just trying to buy time as it knows it will 
have an upper hand in all negotiations once winter hits as it controls a 
vast amount of much needed natural gas for heating. So called 
“freezeout” negotiations are something Russia has done in the past and 
would love to do again as it is very effective. While NATO was holding its 
meeting, Russian President Putin was attempting to further strengthen 
ties between Russia as its neighbors, meeting in Mongolia to form strong ties with the country, much like he 
has done with China in recent weeks. The other brief topic on the NATO meeting was Islamic State (IS) and 
all parties agreed that actions need to be taken to stop the group’s progress. Aside from Europe, Japan has 
made the news last week as it announced some key economic figures. 
 
Japan is currently in the middle of a very lengthy financial experiment in which it is trying to reverse the 
effects of a stalled economy that has been struggling for the past 20 years. So called “Abenomics” are in full 
effect, during which the Bank of Japan (BOJ) is taking nearly all actions possible in an attempt to jump start 
Japan’s economy. The latest action under the plan was the “third arrow” of Abenomics, which was to 
increase the tax rate on purchased goods. While this is necessary so that the government can receive more 
revenue, the impact of the move hit the economy pretty hard. GDP last week was shown to have slid by 1.8 
percent during the second quarter of 2014. This comes on the heels of strong GDP growth during the first 
quarter as many extra purchases were made ahead of the tax rate hike that took place during the second 
quarter of 2014. We will have to wait and see if the Japanese economy has the strength to pull out of the 
decline in GDP or if the BOJ will have to go back to the drawing board to try to fix the economy once again. 
 

 

National News 

 
National news last week was very quiet as the holiday week meant there were no politicians in Washington 
DC to mess things up and make announcements. Wall Street was also largely quiet as traders and big 
money managers were starting to make their way back from summer holidays. The largest announcements 
that made headlines last week came from President Obama as he announced that the US will pursue IS in 
Iraq and Syria with a goal of “degrading and destroying” them. He has also gotten the support from the Arab 
league as they too are in support of eradicating IS from as much of the region as possible.  

 

 

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, even when taking into account that it was a 4 day 
trading week: 
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Index Change Volume 

Dow 0.23% Low 

S&P 500 0.22% Low 

NASDAQ 0.06% Low 

 
 

As mentioned above the markets had a pretty lack luster week. We will have to see if the markets pick up 
volume over the next few weeks. Until then the low volume, narrow trading range will likely continue.  
 
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 

Transportation 2.31%  Oil&Gas Exploration -2.17% 

Infrastructure 1.31%  Biotechnology -2.15% 

Software 1.23%  Natural resources -1.89% 

Semiconductors 1.02%  Energy -1.60% 

Financials 1.00%  Home Construction -1.41% 

 

Fixed Income  

Fixed-income investments were all down last week: 

Fixed Income Change 

Long (20+ years) -2.79% 

Middle (7-10 years) -0.99% 

Short (less than 1 year) -0.01% 

TIPS -1.00% 

 
Currency trading was heavy last week as traders reacted to the announcement from the ECB. The Euro slid 
against the dollar last week and ended the week at the lowest point against the dollar we have seen in the 
past year, ending the week at $1.29 to the dollar. Overall, the US dollar gained 1.26 percent against a 
basket of international currencies. Weakness was widespread in the European currencies with everything 
from the British Pound to the Swiss Franc falling by more than 1.5 percent against the dollar. 

 

Commodities 

Commodities were almost all down last week after concerns about the future growth in Europe and Japan 
seemed to have a very large impact on a wide array of commodities. Last week Livestock continued a two 
week rebound after having declined by more than 14 percent in less than a month; with the two week 
advance we have seen, livestock has now nearly made up the entire large decline: 

Metals Change 

Gold -1.45% 

Silver -1.55% 

Copper -2.85% 

 

Commodities Change 

Oil -2.51% 

Livestock 6.53% 

Grains -2.74% 

Agriculture -0.11% 

 



The overall Goldman Sachs Commodity Index turned in a loss of 1.65 percent for performance last week, 
while the Dow Jones UBS Commodity Index gave up by 1.49 percent. The biggest driver of the overall 
performance of the commodities last week was the weakening in Europe.  
 

International Performance 

The best performance of the week was found in China with the Shanghai based Se Composite Index 
gaining 4.99 percent. The worst performance globally last week was found in Brazil with the Sao Paulo 
based Se BOVESPA Index falling 0.99 percent.  

Volatility 

The VIX made it two weeks in a row of gains last week after advancing 0.92 percent during a week that saw 
very little overall volatility. The VIX remains well below the average level we have seen over the past 52 
weeks and seems to be indicating that the current geo-political situations that are causing issues will be 
resolved without much financial market impact. At the current level of 12.09 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 shortened trading week ending on 9/5/2014, returns in FSI’s hypothetical models* (net of a 1% 
annual management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.52 % 2.41 % 

Aggressive Benchmark 0.17 % 5.26 % 

Growth Model 0.38 % 3.06 % 

Growth Benchmark 0.14 % 4.15 % 

Moderate Model 0.30 % 3.87 % 

Moderate Benchmark 0.10 % 3.02 % 

Income Model 0.21 % 4.24 % 

Income Benchmark 0.05 % 1.60 % 

 
*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 two changes in our models over the course of the previous week and that was to put some of the 
cash we have been holding to work in our least aggressive models. We added a new position in the 
Principal Global Diversified Income Fund (PGDIX). The fund is a go anywhere global mutual fund that 
currently has a yield of about 4.2 percent and contains a wide variety of diversified assets. The goal of the 
fund is to produce a reasonable current income while maintaining very low volatility. We also added a little to 
our Wasatch Frontier Markets (WAFMX) as this position has been performing very well recently and has 
done so in a very uncorrelated manor. At this point we are nearly fully invested across all of our models, but 
we maintain a tilt toward safe assets as the market still seems like it is a bit overvalued and could be in for a 
moderate correction before the end of the year. 

 

 

Economic News 

 
Week in Review 
 
With the trading week being cut short by one day it made for a fast week of pretty little important 
information being released. Below is a table of the releases with the ones that missed significantly 



highlighted in red, 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 9/2/2014 ISM Index August 2014 59.0 57.0 

Neutral 9/4/2014 
ADP Employment 

Change 
August 2014 204K 220K 

Neutral 9/4/2014 Initial Claims Previous Week 302K 300K 

Slightly Positive 9/4/2014 Continuing Claims Previous Week 2464K 2525K 

Slightly Positive 9/4/2014 ISM Services August 2014 59.6 57.9 

Negative 9/5/2014 Nonfarm Payrolls August 2014 142K 220K 

Negative 9/5/2014 
Nonfarm Private 

Payrolls 
August 2014 134K 200K 

Neutral 9/5/2014 Unemployment Rate August 2014 6.10% 6.10% 

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

 
The week the focus of the economic news release was employment and the news was mixed at best. The 
week started off on Tuesday with the release of the ISM index for the month of August. While the report 
came in a little above expectations it was not strong enough to get very excited about. On Thursday the first 
of the employment figures for the week were released with the ADP employment change figure coming in 
slightly below expectations, leading some analysts to caution on the optimism that was taking hold about the 
upcoming payroll figures being released the following day. The standard weekly unemployment figures 
painted an equally unconvincing picture and led to even more speculation about the employment situation in 
the US. Later during the day on Thursday the Services side of the ISM was released and, much like the 
overall ISM released earlier during the week, didn’t seem to have the push behind it for the market to really 
take notice. On Friday the big release of the week came out with the headline unemployment rate being 
shown at 6.1 percent in August, down from 6.2 during July. While this may seem positive, the payroll 
numbers were so bad that the overall announcement was negative about the overall health of the economy. 
Nonfarm public payrolls came in at a paltry 142,000, while economists had been expecting 220,000, and 
nonfarm private payrolls came in at 134,000, while expectations had been for 200,000. Both of these figures 
cast some real doubt on the overall headline number, but that did not adversely affect the markets. The 
markets took the poor payroll figures and turned it into good news that the unemployment market may be 
weaker than first thought, which in turn could kick out the time when Janet Yellen starts to raise interest 
rates. 

 

Upcoming Releases 
 
This week is a very 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 

9/8/2014 Consumer Credit July 2014 $17.8B 

9/11/2014 Initial Claims Previous Week 300K 

9/11/2014 Continuing Claims Previous Week 2495K 

9/12/2014 Retail Sales August 2014 0.60% 

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

9/12/2014 
University of Michigan 

Consumer Sentiment Index 
September 2014 83.5 

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

 
This week kicks off on Monday with the release of the consumer credit report for the month of July, 
which is expected to show that credit expanded by almost $18 billion during the month. This is in line 
with the $17.3 billion we saw in June. $18 billion during a month is a good sign for the US economy. 
However, the nagging problem in consumer credit is that the people and companies receiving much of 

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


the credit are the people and businesses that do not need credit as lending standards are very tight.  On 
Thursday the standard weekly unemployment figures are set to be released with expectations of both 
figures being slightly lower than they were last week. On Friday the two big releases of the week are set 
to be released, those being retail sales and the consumer sentiment index. Retail Sales for the month of 
August will be released with expectations that both, including and excluding autos retail sales, will have 
gone up during the month. With the July figures being flat it will be very interesting to see how much of a 
change we could see in just one month’s time, a month that saw fairly weak consumer spending. 
Wrapping up the week on Friday is the release of the University of Michigan’s Consumer Sentiment 
Index for the month of September (first estimate), which is expected to show a slightly higher reading 
than the final figure for August. With no scheduled Fed speeches being made this week it looks like the 
financial markets may be relegated to the Alibaba IPO news and wondering when and how high of a 
price the IPO will hit. 
 

 

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. 
 

During the Chinese equivalent of Black Friday, Alibaba processed more than $5.75 billion in 
sales. That's 3X more sales in just one day than America saw on Black Friday — on just one 
company's websites. 

Source: Business Insider 

 
 


