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Commentary At-a-Glance 

 
 Wild ride last week in the equity markets! 

 Europe scared the markets weeks before Halloween. 

 October is historically a tough month for financial markets and so far this year is no exception. 

 Earnings season has officially started and so far it is mixed. 

 Economic news releases in aggregate came in slightly below market expectations. 

 
 
Market Wrap-Up 

 
Last week the declines blew right thought the various trend lines on two of the three major indexes and 
did so with much higher volume than we have seen in the past few months. I kept the most recent 
trading channels (red lines) below because these levels will be key levels of support should the markets 
turn around and start to move higher in the coming days or weeks. I kept the VIX chart unchanged, 
showing both the VIX level in green and the 52-week average level (we are now well above this level) of 
the VIX in red: 
 

 
 

 



The Dow (upper right pane above) remains the strongest of the three major indexes after the declines seen 
last week. While the Dow may be the strongest of the three major indexes, it is not saying much as even the 
Dow technically broke down below its most recent trading channel last week. It is, however, much stronger 
than both of the other indexes as it has so far not fallen below its most recent low point seen back in early 
August. The S&P 500 (upper left pane above) is the second strongest index of the three majors and is 
nothing to get very excited about. The S&P 500 bounced off of the upper bound of its most recent trading 
channel mid-week last week and began to move lower without looking back. The index easily blew right 
thorough all of the technical support levels that are commonly followed and proceeded to go down very 
quickly. The NASDAQ (lower left pane above) traded much like the S&P 500, only with the moves being 
more magnified. The NASDAQ bounced down below its most recent trading channel mid-week and it, too, 
fell below virtually all technical indicators that investors follow. So where do the indexes go from here?  
 
Most likely we will see the markets recover some of the loss sustained last week if for no other reason than 
bargain hunters coming into the marketplace and buying stocks 4 or 5 percent cheaper than they were last 
week. For the most part, the strength of individual companies did not change last week; rather the decline 
was a more macro driven “risk off” trade. As with all risk off trades, there are good companies that get 
punished more than they should just because of the sector of the 
market they find themselves in. However, much beyond a bounce of a 
small percentage of what was lost last week will be very difficult to 
materialize because the reasons for the decline last week are big 
problems that will take a long time to sort out, such as slowing in 
Europe and Asia and falling global demand for natural resources. It has 
been a long time since we have seen a correction of 10 percent or 
more, an event that should happen about once per year, and we may 
very well finally be starting down the path to the correction that so 
many people have been calling for that until now has failed to 
materialize. With the losses seen so far, the NASDAQ has declined by 
7 percent since it peaked out, the S&P 500 is down 5.23 percent and the Dow is down 4.26 percent. If a 10 
percent correction is in the cards, we still have a long and volatile way to go. Volatility last week spiked 
higher, as you may expect given the markets moving lower, ending the week just shy of the highest level we 
have seen so far during 2014. 
 
 

National News 

 
Other than talking about the noticeably higher level of volatility last week the focus of the national news was 
on third quarter earnings season kicking off. With the markets swinging around wildly, there were many 
great headlines last week trying to explain the wild movements as investors watched red numbers stack up 
in their accounts. In the end it could have been a multitude of items that pushed the markets lower, with the 
main drivers being slowing economic growth in Europe and Asia as well as continued uncertainty about 
when the US Federal Reserve will finally increase interest rates in 2015. In the US, it is once again earnings 
season and last week saw Alcoa and others officially get things under way. There is a lot riding on earnings 
season this time around as this third quarter earnings season is the first of the year that should not have 
been impacted either positively or negatively by the adverse weather we saw during the first part of 2014 
throughout much of the US.  

 

Q3 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: 

 

Alcoa 48% Fastenal 0% PepsiCo 5% 

Container Store 0% Helen of Troy 43% Ruby Tuesday 92% 

Costco Wholesale 4% IDT 0% Safeway Pushed 

Family Dollar Stores -5% Monsanto -13% Yum! Brands 1% 

 
…reasons for the decline 

last week are big problems 
that will take a long time to 
sort out, such as slowing in 
Europe and Asia and falling 
global demand for natural 

resources. 



 
The main company above to pay attention to is Alcoa, as they are typically seen as the bellwether for the 
overall earnings season. Alcoa is seen as the bellwether because its being one of the largest aluminum 
companies in the world means that it supplies aluminum to many different industries and sectors of the US 
economy. Alcoa released a very strong quarter with much of the strength coming from the aerospace and 
defense industry, an industry that is poised to outperform this quarter. One concerning area of the releases 
last week was the release of Family Dollar, which is a deep discount retailer that struggled during the third 
quarter. This is the first retailer to release and typically one that does well in uncertain times as shoppers on 
tight budgets go there to stretch their dollars as far as they can. We will have to wait and see if this is a sign 
of trouble to come from the big retailers or if this was just a one-off event.  It is still very early in the quarter, 
but I thought I would at least show the start of the quarter. According to Factset Research, we have now 
seen 27 members of the S&P 500 release earnings for the third quarter. Of those companies, 70 percent 
have reported earnings per share above expectations and 70 percent have reported revenues above 
expectations. If these numbers were to hold true for the remainder of earning season if would be a great 
third quarter earnings season. But we still have a very long way to go before the final quarterly numbers are 
known.  
 
This week we start to get more into the heart of earnings season as there are numerous well known 
companies reporting earnings, some of which could really push the market around depending on what 
they release. Below is a table of the better known companies releasing earnings with the potentially 
most impactful releases highlighted in green: 
 

Advanced Micro Devices  eBay  Netflix 

American Express  General Electric  Overstock.com 

Baker Hughes  Goldman Sachs  Philip Morris 

Bank of America  Google  RLI 

Bank of New York Mellon  Honeywell  Safeway 

BlackRock  Intel  SanDisk 

Capital One Financial  J B Hunt  Schlumberger 

Charles Schwab  Johnson & Johnson  Stryker 

Citigroup  JPMorgan Chase  United Rentals 

CSX  Kinder Morgan  UnitedHealth Group 

Del Frisco's  Las Vegas Sands  WD-40 

Delta Air Lines  Mattel  Wells Fargo 

Domino's Pizza  Morgan Stanley  Wolverine World Wide 

 
 
The focus of this week’s earnings results will be the financials as many of the major financial institutions in 
the US are going to report their earnings. JP Morgan Chase will be closely watched as it had a major 
security event during the quarter in which hackers infiltrated its systems and stole a lot of information. 
American Express is another company that will be very closely watched as it typically has a good feel for 
consumer spending even before the retailers do as it has a very large pool of credit cards it processes 
constantly. Google is a bellwether company for the technology sector and it will be interesting to see how 
successful it has become at monetizing searches and data over the quarter, as well as to hear updates on 
some of its more interesting ventures such as Google Glass. After this week we should have a much better 
feel for which direction this third quarter earnings season will go.  

 

 

International News 

 
International news and events were surely the main driving factors behind last week’s poor equity 
performance globally. Continued weakness out of Europe was one of the leading factors for the decline. 
Markit research put out its latest Eurozone data early last week, data pertaining to manufacturing in the 
Eurozone. As you can see from the following Markit chart, it was not a pretty picture: 
 



 
 
Retail PMI (manufacturing, blue line above) in Europe is clearly falling and doing so at a very alarming pace. 
At the same time, consumer spending (red line) has also recently ticked 
down. More importantly, the downturn in Europe is affecting the core of 
the Eurozone this time around and not just the periphery, as it did a few 
years ago. Germany itself saw a manufacturing number that was the 
lowest it has been in 53 months, while the Eurozone overall is at a 17 
month low. Making matters worse is the fact that in many areas of Europe 
prices are actually falling as a sign of deflation coming into the economy. 
This deflation is occurring at the same time that the European Central 
Bank (ECB) is just starting to get underway with its asset purchase 
program. It really looks like Europe could be in for a lot of financial trouble 
in the coming months and it comes just at a time when Russia is still 
lurking in the shadows, getting ready to start toying with the flow of 
natural gas to Europe during the winter. Adding to the concern last week, 
not just about Europe but about the world, was a report from the IMF. 
 
Last week the IMF released its latest global growth forecasts in which it lowered its overall global growth 
expectations for 2014 from 3.6 percent down to 3.3 percent. The IMF also cut its outlook for 2015 from 3.9 
percent down to 3.8 percent. For Europe, the IMF cut its GDP forecasts down to 0.8 percent growth in 2014 
and 1.3 percent growth in 2015. The report called out the US as having “temporary setbacks,” but that these 
setbacks would not turn into major issues and that growth would continue in the US, albeit at a slow pace. 
The IMF report also called on large developed countries to spur growth in smaller less developed countries. 
These comments were aimed squarely at Germany and the fact that Germany has stopped trying to save all 
of the smaller European countries in favor of trying to save itself. Europe and the US were not the only areas 
of the world called out in the report as the report took aim at China, Japan and Latin America as well for 
needing to do more to get their economies growing once again. One solution to the slowing globally, 
according to the report, was posed in an IMF paper that outlined how spending on infrastructure could boost 
the global economy, while at the same time potentially setting up years of prosperity for countries that really 
undertake such measures. While infrastructure spending may work out in the short term, economies are still 
heavily reliant on consumers’ spending money, and if the global consumer is reluctant to spend, it can 
become increasingly difficult to entice them to loosen their wallets. 
 
 

 
… the downturn in Europe 
is affecting the core of the 
Eurozone this time around 
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Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move much lower on above average volume, including 
volume that may be considered high and very high: 
 

Index Change Volume 

Dow -2.74% 
Above 

Average 

S&P 500 -3.14% High 

NASDAQ -4.45% Very High 

 
Whatever the reason for the markets being spooked, they sure were frightened last week, as the three 
major US indexes saw a broad based sell off. The reasons for the decline, discussed above, really leave 
investors wondering what really caused the decline as there was no single specific item that anyone can 
point to that led directly to the decline. 
 
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 

Residential Real Estate 3.01%  Semiconductors -9.92% 

Real Estate 2.20%  Technology -8.23% 

Utilities 0.92%  Oil & Gas Exploration  -6.95% 

 Preferred Stock -0.18%  Transportation -6.94% 

Medical Devices  -0.36%  Natural resources -5.72% 

Semiconductors got hit really hard last week as many investors pulled their holdings from the asset class. It 
was somewhat unusual to see a nearly 10 percent decline in any given sector of the markets during just one 
week. Given the dramatic decline in the NASDAQ last week, however, it was not surprising to see that the 
top two declining sectors of the market were NASDAQ heavy sectors. On the flip side, with such a sell off 
last week it was not surprising to see that Real Estate and Utilities were the best performing sectors of the 
markets as they are historically very defensive sectors and areas of the markets that investors move into to 
“hide” from the overall madness in the markets.  

Fixed Income  

With the volatility seen last week in the global financial markets and continued uncertainty about the 
situation in Europe, it was no surprise to see US fixed income perform very well: 

Fixed Income Change 

Long (20+ years) 2.00% 

Middle (7-10 years) 1.33% 

Short (less than 1 year) 0.02% 

TIPS 1.23% 

 

 As there are continued worries about the future direction and strength of Europe, the US dollar and US 
government bonds seem like the only safe havens and last week was no exception as bonds saw increasing 
demand and yields fell across various maturities. The 10-year US government bond last week ended the 
week with a yield of 2.29 percent; this is the bond that you may remember many pundits on the news outlets 



calling for being well over 3 percent by the end of 2014, back when the year started. It seems US 
government bonds really are a safe haven asset, being the “best house in Detroit.” 

Commodities 

Commodities were mixed last week as investors continued to push down the metals, while the soft 
commodities continued to push higher and oil continued to slide: 

Metals Change 

Gold 2.60% 

Silver 3.23% 

Copper 1.30% 

 

Commodities Change 

Oil -4.34% 

Livestock 0.25% 

Grains 2.44% 

Agriculture 2.76% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.16 percent last week, while the Dow 
Jones UBS Commodity Index declined by 0.04 percent. The major difference in performance of the two 
commodity indexes is how the indexes are weighted. With the Goldman index being production weighted, a 
decline in oil hurts that index more than the Dow Jones UBS Commodity Index. Oil continued to slide, last 
week, falling by 4.34 percent as supply continued to outpace demand by a wide margin. With such a large 
decline last week, oil has now officially fallen by more than 20 percent since the top that was seen back in 
June and it looks like prices could continue to move even lower. Prices at the pump have fallen by about 20 
cents over the past month and it is likely they will continue to fall in the coming months if oil prices remain 
where they are or if they move even lower.  
 

International Performance 

Last week was a mixed week for the global indexes with some of the Asian markets and one Latin America 
market advancing while the rest of the global indexes declined. The best performance globally last week 
was found in Brazil as election results showed that Rousseff will likely remain in power after this year’s 
elections are over. The Sao Paulo based Se BOVESPA Index advanced by 1.42 percent. Sweden saw the 
worst performance of the week as the Stockholm based OMX index posted a decline of 4.91 percent. Much 
of the decline was due to the sliding energy prices being seen around the world.  

Volatility 

Saying that the VIX both spiked and had a wild week last week would be a bit of an understatement. Last 
week the VIX started the week about 5 percent above the average level we have seen over the past year. It 
ended the week at 21.24, a jump of more than 45 percent. As you can see in the chart below, the spike 
seen last week was very fast and stopped almost exactly at the same point as the spike back in early 
February: 



 

With such a large spike on relatively little new information, it is highly likely that we will see the VIX tumble 
back down toward the one year average level of about 14. At the current level of the VIX (21.24), the implied 
market movement over the course of the next 30 days is 6.13 percent. As always, the direction of the move 
is unknown. 

Performance 

For the trading week ending on 10/10/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -1.95 % -0.93 % 

Aggressive Benchmark -2.40 % -1.74 % 

Growth Model -1.24 % 0.52 % 

Growth Benchmark -1.87 % -1.27 % 

Moderate Model -0.69 % 1.88 % 

Moderate Benchmark -1.33 % -0.83 % 

Income Model -0.45 % 2.33 % 

Income Benchmark -0.66 % -0.30 % 

 
*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 adjustments to our models over the course of the previous trading week as we moved into 
position to take advantage of continued market volatility. Our first moves were our selling of a few different 
positions; the first being our exposure to NASDAQ. We sold both our Direxion Funds and Rydex NASDAQ 
positions. These two positions had been held to increase overall market exposure and were held as trading 
positions should the market turn around and become more volatile. In selling the two positions we 
significantly lowered the overall risk being taken in each of the models. With the proceeds from the sales we 
bought into a low volatility ETF called the Powershares S&P 500 Low Volatility Portfolio (SPLV).  We used 



this position rather than cash in case the markets do turn around and jump higher, as they have during 
previous small declines so far this year. SPLV should participate in a good percentage of any upside, while 
protecting very well on the down side as we have seen in recent trading. Since the end of September the 
S&P 500 is down 3.35 percent, while the SPLV is only down 0.71 percent. So in using SPLV, it allows a 
portion of our models to remain engaged with the markets while at the same time being very defensive. 
Another move we made last week was to sell our holding in Principal Global Diversified Income Fund 
(PGBAX). PGBAX was a fund we purchased a few months ago that focused on producing income on a 
monthly basis and has a lower volatility than the equity markets. While recently it has been exhibiting lower 
volatility than the market, it has still been moving lower and doing so on a trend that does not look like it will 
reverse course any time soon.  
 
Our individual stock basket performance last week saw performance that was better than expected as 
investors seemed to be fleeing risky assets in favor of the stocks we already own. This type of scare trade 
will likely continue to play out in the future if volatility remains higher, as we think it probably will through at 
least the end of this year. In particular, last week our Utility holdings did very well with Wisconsin energy 
posting a weekly increase of nearly 4 percent, while Consolidated Edison was up 3.68 percent and South 
Jersey Industries advanced 2.27 percent. 

 

 

Economic News 

 
Week in Review 
 
Last week was one of the slowest, if not the slowest, weeks for economic news releases that we have 
seen all year. There were no economic news releases that either positively or negatively impacted the 
markets during the week last week: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Negative 10/7/2014 Consumer Credit August 2014 $13.5B $20.0B 

Neutral 10/8/2014 FOMC Minutes 
September 

Meeting 
    

Neutral 10/9/2014 Initial Claims Previous Week 287K 295K 

Neutral 10/9/2014 Continuing Claims Previous Week 2381K 2425K 

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

 
 
Last week the consumer credit figures for the month of August were released and came in slightly lower 
than expected as financial institutions seem to be tightening their lending standards. On Wednesday the Fed 
released its latest FOMC meeting minutes, but the minutes held virtually no new information and the 
speeches given by Fed Governors on the same day sent mixed messages as to when interest rates may 
begin to rise. On Thursday the standard weekly unemployment related figures were released and both came 
in better than expected, but not by enough to be seen in the markets as the markets were reacting to 
negative news coming out of Europe. 
 

Upcoming Releases 
 
This week is essentially a holiday week with Columbus Day being observed on Monday and many of the 
economic news releases being condensed into the final few days of the week. The economic news 
releases that could potentially impact the market are highlighted in green: 
 
 
 
 
 
 

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


Date Release Release Range Market Expectation 

10/15/2014 Retail Sales September 2014 -0.20% 

10/15/2014 Retail Sales ex-auto September 2014 0.30% 

10/15/2014 PPI September 2014 0.10% 

10/15/2014 Core PPI September 2014 0.10% 

10/15/2014 Empire Manufacturing October 2014 20.4 

10/16/2014 Initial Claims Previous Week 290K 

10/16/2014 Continuing Claims Previous Week 2388K 

10/16/2014 Industrial Production September 2014 0.40% 

10/16/2014 Philadelphia Fed October 2014 19.8 

10/17/2014 Housing Starts September 2014 1013K 

10/17/2014 Building Permits September 2014 1030K 

10/17/2014 
University of Michigan 

Consumer Sentiment Index 
October 2014 84 

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

 
This week starts off on Wednesday with the release of retail sales for the month of September, which is 
expected to show a small decline of 0.2 percent during the month. When auto sales are removed from the 
equation the markets are expecting a slight increase of 0.3 percent during September. These two figures 
could really move the markets if they come in significantly better or worse than expected. Also released on 
Wednesday is the latest Producer Price Index (PPI) figure as well as Empire Manufacturing for the month of 
October. Prices are likely to have remained nearly stable during the month, while the Empire Manufacturing 
index is likely to show that it is still expanding, but doing so at a slower pace than during September. On 
Thursday, in addition to the standard weekly employment data points, industrial production figures and the 
Philly Fed index are set to be released. Expectations are for industrial production to have turned positive 
during September, after slightly dipping negative during August, and that the Philly Fed, much like the 
Empire figure earlier during the week, will show growth, but at a slower pace than September. On Friday two 
housing numbers are set to be released, both housing starts and building permits, both for September, and 
both expected to be over the 1 million level; which seems like a pretty lofty goal. Wrapping up the week on 
Friday is the release of the University of Michigan’s’ Consumer Sentiment Index for the month of October 
(first estimate), which is expected to show very little change over the final estimate of September. Added 
into the mix of economic news releases this week are five speeches by Federal Reserve officials, including 
one on Friday by Chair Yellen that I am sure the market will be very closely watching. 
 

 

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. 
 

Mailing an entire building has been illegal in the U.S. since 1916 when a man mailed a 40,000-
ton brick bank across Utah to avoid high freight rates. 
 

Source: National Postal Museum 


