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Commentary At-a-Glance 

 
 Hold on to your hats, the markets are in rollercoaster mode. 

 Greece has once again made negative international headlines. 

 VIX hit the highest level since late 2011 on Wednesday. 

 Earnings season continues to roll, but caution is building. 

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

 
 
Market Wrap-Up 

 
The markets last week kept with the spastic trading we have seen over the past few weeks as it was a 
very wild ride for most investors. Technically, everything still does not look very strong. 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. The VIX chart also remains 
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: 
 

 
 

 

https://www.google.com/search?num=100&safe=off&rlz=1C1GGGE_enUS424US425&es_sm=122&q=skitsofrantic&spell=1&sa=X&ei=FEFFVLeaPJKcyATOooC4CQ&ved=0CBwQvwUoAA


There was real fear in the markets on Wednesday last week. After negative news out of Europe tanked the 
European markets, the US markets gapped down. This gap down was followed by some negative economic 
news releases that helped push the markets down even further. In total 
the Dow was down more than 450 points at one point, the 10-year US 
government Bond hit a yield of 1.86 percent and the German 10-year 
Bund hit a yield 0.75 percent. The decline seemed to be a culmination 
of a few weeks of poor news, coupled with fears over Ebola, a 
slowdown in US manufacturing, Europe looking worse and oil prices 
continuing to fall. Why everything came to a head on Wednesday is a 
bit unknown, but it did and the markets reacted badly. With all of the 
poor news out about the markets, it was not surprising to see a Federal 
Reserve official make a statement in which there was a hint of keeping 
quantitative easing and potentially kicking out the interest rate hike 
even further into 2015. The damage had largely already been done, 
however, as the VIX spiked higher and reminded everyone that volatility still exists in the market. The VIX hit 
the highest level we have seen on the VIX since late 2011, briefly making it above 31.  
 
From a technical standpoint, all three of the major indexes look very weak. The strongest of the three major 
indexes, technically, is the Dow (lower right pane above), which made it almost all of the way back to its 
most recent trend line. The S&P 500 (upper left pane above) and the NASDAQ (lower left pane above) are 
just about tied for last in technical strength. Both indexes have a long way to go to make it back to even the 
lower end of their most recent trend line. At this point it would not be surprising to see the markets bounce 
higher as the decline we have seen over the past three weeks has been very excessive. Perhaps the 
bounce started on Friday, but the volume seemed far too low for the move to be substantiated into this week 
as it was options expiration day. Both the S&P 500 and the NASDAQ have a significant way to go to make it 
back to the most recent low observed before the decline of last week. With earnings season not being as 
strong as some investors had hoped we could be in for a trying rest of October; a month that is typically a 
hard month anyways and does not need any help being more difficult than average. 
 
 

National News 

 
National news last week focused on Ebola and the wild market movements that were seen in the US 
markets. It may have been that Ebola spread to two nurses and potentially one more on a cruise ship, or 
maybe it was the poor economic data that was announced last week, but whatever the reason, last week 
was not a pleasant week for investors. One item touched on only briefly last week as the markets were 
performing badly was the fact that these latest data points may change 
the way the Fed is thinking. Fed Chair Janet Yellen follows data and 
does not attempt to be ahead of the curve in any manner. With slowing 
retail sales and falling prices at the producer level, thanks in large part 
to the decline in energy costs, the Fed may be forced to wait on raising 
interest rates next year. After the latest data was released, a poll from 
Bank of America showed that economists had on average moved their 
expectations of when interest rates will increase out to the fourth 
quarter of 2015 rather than the second quarter of 2015 emerging from 
the previous poll. While this would be good in the sense that cheap 
money will be around longer than excepted, it is bad because it will be 
around due to weakness that is starting to be seen in the US economy. Earnings season and the reactions 
of Wall Street, as well as companies’ forward guidance, may have much more of an impact on the 
movements of the markets than normal in the near term given the uncertainty in the economy.  
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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: 

 

Advanced Micro Devices -25% eBay 2% Netflix 5% 

American Express 1% General Electric 3% Overstock.com Pushed 

Baker Hughes -11% Goldman Sachs 42% Philip Morris 5% 

Bank of America 89% Google -8% RLI 13% 

Bank of New York Mellon 5% Honeywell 1% Safeway 33% 

BlackRock 12% Intel 2% SanDisk 9% 

Capital One Financial 1% J B Hunt 2% Schlumberger 2% 

Charles Schwab 0% Johnson & Johnson 6% Stryker 1% 

Citigroup 3% JPMorgan Chase -2% United Rentals 7% 

CSX 9% Kinder Morgan -3% UnitedHealth Group 7% 

Del Frisco's 14% Las Vegas Sands 0% WD-40 17% 

Delta Air Lines 2% Mattel -7% Wells Fargo 0% 

Domino's Pizza 3% Morgan Stanley 20% Wolverine World Wide 7% 

 
As you can see above, there is more green than red, which is a good sign for the quarter, but one of the red 
earnings numbers was particularly concerning, that being Google. Google is the quintessential bellwether 
for the technology industry and had a pretty far miss on its earnings. The results, however, were somewhat 
overshadowed as they were released right in the middle of the crazy trading that took place during the 
middle of the week last week. With so many companies announcing earnings last week we are starting to 
get a much better picture about the way third quarter earnings season will likely go in the future. According 
to Factset Research, we have now seen 82 of the S&P 500 companies release their results. Of the 82 that 
have released, 68 percent of them have met or beaten earnings estimates while 32 percent have fallen short 
of expectations. When looking at revenue, the picture is a little worse as only 63 percent of companies have 
reported better than expected sales while 37 percent have missed estimates. If these numbers keep up 
through the end of earnings season, third quarter earnings would in aggregate be positive, but much less 
positive than they were during the second quarter. We still have a long way to go on earnings 
announcements with this week being very busy.  
 
This week we start to get more into the heart of earnings season as there are nearly 800 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: 
 
 



 

3M  Ford Motor  PulteGroup 

Amazon.com  General Dynamics  Raytheon 

American Airlines Group  General Motors  Reynolds American 

Apple  Genuine Parts  Simon Property 

AT&T  Halliburton  Six Flags Entertainment 

Boeing  Harley-Davidson  Texas Instruments 

Bristol-Myers Squibb  IBM  Tractor Supply 

Cabela's  Janus Capital Group  Travelers Companies 

Caterpillar  Kimberly-Clark  U.S. Bancorp 

Chipotle Mexican Grill  Lexmark International  Under Armour 

Chubb  Lockheed Martin  Union Pacific 

Coca-Cola  McDonald's  United Technologies 

Colgate-Palmolive  Microsoft  Verizon Communications 

Cree  Northrop Grumman  VF 

Dow Chemical  Occidental Petroleum  Waste Connections 

Dr Pepper Snapple  O'Reilly Automotive  Werner Enterprises 

Dunkin' Brands  Overstock.com  Wyndham Worldwide 

Eli Lilly  Owens Corning  Xerox 

Ethan Allen Interiors  Procter & Gamble  Yahoo! 

 
 
The focus of this week’s earnings announcements will be on the US consumer. Companies like Apple, 
Amazon, Microsoft, Procter and Gamble and Verizon are all heavily dependent on the individual consumer. 
From the figures released during the quarter it would not be surprising to see a few of the major companies 
this week struggle on their earnings. One thing everyone is listening for on the various conference calls is 
what, if any, impact the company is seeing with the situation in Europe. So far about half of the companies 
that have announced earnings have spoken about the situation in Europe and about half of those have done 
so by identifying it as being a risk to their business going forward. It should be interesting to see what, if 
anything, companies such as McDonald’s and Coca-Cola say about the impact of the situation in Europe on 
their business, both during the quarter and going forward. Looking forward to the fourth quarter, according to 
Factset, we have seen ten companies announce that they expect their fourth quarter numbers to be worse 
than expected while only 3 companies have said they see figures above expectations for the fourth quarter 
of 2014.  

 

 

International News 

 
Greece made headlines last week and is being blamed as one of the culprits that led to the large decline 
seen globally on Wednesday. Fitch rating agency can be thanked for starting the scare about Greece as it 
released a report that showed that the banks in Greece 
are still very weak and could be in for real trouble when 
the European Central Bank (ECB) announces the 
results of its banking stress tests later this month. On 
Wednesday, following the Fitch announcement, the 
Greek stock exchange immediately tanked off, falling in 
excess of 10 percent, before the circuit breakers kicked 
in and halted trading. After the trading stop, the index 
did recover some, but still ended the day down more 
than 6 percent. Greek bonds, on the other hand, were 
being dropped like hot potatoes as the yield on the 
bonds pushed up to near 9 percent, starting from about 
6 percent back in early October. The one year chart 



from Bloomberg shows how fast the yields on the Greek debt spiked higher and how it was the highest level 
we have seen on the yields so far this year. With yields spiking and the equity market crashing it is easy to 
see why investors were spooked. The rest of Europe followed suit and moved lower, albeit much less than 
Greece, and ended the day with losses ranging from 2 to 4 four percent. This, taken with the recent 
weakness in Europe out of Germany, is likely the culprit behind the decline we saw on Wednesday. So 
where do we go from here? It is unlikely that the weakness being seen out of Greece will lead to contagion 
and everything going down. The main evidence of this is the fact that while the Greek bonds were spiking 
higher on Wednesday the other troubled countries bonds, such as Spain and Italy, were not jumping higher. 
In fact, they were not moving much at all. The main dark cloud over Europe right now is the bank stress 
tests the ECB performs and then releases on a semiannual basis. These stress test results will be released 
next weekend and we could see a bit of a reaction in the markets if the results are not favorable. Offsetting 
this fear is the fact that the ECB seems to have made it very clear that they are very close to starting to 
purchase sovereign bonds in their latest round of quantitative easing. It is an action that has been spoken 
about for more than 2 years and never actually undertaken. If the ECB does start to buy bonds, it would be a 
big step in the correct direction from the ECB. 

 
 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move lower on some of the highest volume we have 
seen so far during 2014: 
 

Index Change Volume 

NASDAQ -0.42% 
Highest in 

2014 

Dow -0.99% Very High 

S&P 500 -1.02% 
Highest in 

2014 

 
As mentioned above, the markets had a bit of a wild ride last week, seeing the Dow decline at one point 
during the trading day on Wednesday in excess of 450 points. With the late Friday rally, however, the 
week actually looks relatively tame when looking at weekly data points compared to some of the wild 
moves we have been seeing over the past few weeks. 
 
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 

Home Construction 5.01%  Medical Devices  -3.20% 

Transportation 3.53%  Healthcare -2.43% 

Semiconductors 2.76%  Regional Banks  -2.29% 

Technology 2.62%  Financial Services -1.59% 

Industrials 2.09%  Oil & Gas Exploration  -1.58% 

Last week was a very interesting week as it was more a story of the sectors that declined the least and then 
snapped back the furthest on Friday. Healthcare was one notable sector of the market that seems to have 
been left behind as it was sold profusely early in the week, but did not see the same bounce back that many 
of the sectors of the market saw during the Friday rally. On the positive side, several of the sectors that had 
been struggling over the past few weeks really saw a pop at the end of the week. Most notable was the jump 
in Home Construction, which popped on stronger than expected economic news releases pertaining to 
home building in the US.  

 



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 continuing to perform well: 

Fixed Income Change 

Long (20+ years) 0.85% 

Middle (7-10 years) 0.72% 

Short (less than 1 year) -0.01% 

TIPS 0.18% 

Compared to the past few weeks the fixed income markets had a very tame week when looking on a weekly 
basis, but some of the intraweek moves were very impressive. During the intraday trading on Wednesday, 
when the market was moving lower by more than 450 points, the 10-year US government bond slid down to 
a yield of 1.86 percent as there was a massive amount of demand for US government bonds. It had been a 
little more than a year since we had seen a yield on the 10-year government bond push below 2 percent and 
it made for a very exciting day in the normally boring fixed income world. Yields did recover quickly, coming 
nearly back up to where they had been by the close of trading on Wednesday. Last week the value of the 
US dollar declined by 0.87 percent against a basket of international currencies. The strongest of the 
currencies last week was the Swiss Franc as it gained 1.19 percent against the dollar. Much of the move in 
the Franc was due to the thought that the ECB is going to start buying assets and will thus push down the 
value of the Euro. This in turn would benefit the Swiss Franc as the government in Switzerland has vowed to 
keep the value of the Franc intact. 

Commodities 

Commodities were mixed last week as investors pushed gold higher on the thought that the ECB will start 
purchasing sovereign bonds and oil continued to slide: 

Metals Change 

Gold 1.19% 

Silver -0.36% 

Copper -1.09% 

 

Commodities Change 

Oil -3.58% 

Livestock -1.89% 

Grains 3.88% 

Agriculture -1.13% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.25 percent last week, while the Dow 
Jones UBS Commodity Index declined by 0.26 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 3.58 percent as supply continued to outpace demand by a wide margin and Saudi Arabia 
signaled that they do not intend to slow production to increase global oil prices. With the slide continuing last 
week in oil, oil has now officially fallen by more than 22.5 percent since the top that was seen back in June 
and it looks like prices could continue to move even lower. According to the AAA fuel gauge report, the 
nationwide average for a gallon of gasoline is currently $3.100, down from $3.348 a month ago. At this pace, 
if oil keeps declining we could see prices at the pump move below the $2.80 level before the end of the 
year.  
 

International Performance 

Last week was a mixed week for the global indexes with the majority of the major indexes declining for the 
week. The best performance globally last week was found in Australia with the Sydney based All Ordinaries 
Index advancing by 1.43 percent. Asia saw the worst performance of the week last week with Taiwan in 
particular having a tough week as the Taiwan Weighted Index declined by 5.06 percent during the week. 
Japan also continued to struggle with Abenomics as the Nikkei declined by 2.38 percent.  



Volatility 

Last week the VIX ended up moving higher for the week by 3.53 percent, but the final number does not do 
the index justice for just how crazy of a week we saw in movement on the VIX. As you can see in the chart 
below, the spike seen last week was a continuation of the spike we saw start two weeks ago, only we saw a 
bit more chop to the movement: 

 

The spike we saw on Wednesday is easily the highest we have seen this year and, in fact, the intraday 
spike high of 31.06 is the highest level we have seen on the VIX since late November of 2011. While the VIX 
did fall substantially (almost 13 percent) on Friday, thanks to the overdue relief rally, we are still riding the 
back side of a spike at this point. At the current level of the VIX (21.99), the implied market movement over 
the course of the next 30 days is 6.34 percent. As always the direction of the move is unknown. For a little 
perspective, at the peak (31.06) the VIX was implying a move of nearly 9 percent over the course of the next 
30 days. 

Performance 

For the trading week ending on 10/17/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -0.36 % -1.29 % 

Aggressive Benchmark -0.78 % -2.51 % 

Growth Model -0.26 % 0.26 % 

Growth Benchmark -0.60 % -1.87 % 

Moderate Model -0.25 % 1.63 % 

Moderate Benchmark -0.43 % -1.26 % 

Income Model -0.34 % 1.98 % 

Income Benchmark -0.21 % -0.50 % 

 
*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 no changes in any of our models over the course of the previous, volatile week. The investments 
we own by and large performed very well last week with our “safety” holdings providing the expected safety 
and our equity holding providing less downside participation compared to the overall markets and still seeing 
a nice gain on Friday when the markets jumped higher. At this point some of the investments we have been 
watching for the past few weeks have become cheaper, but with volatility likely to continue in the coming 
weeks as the Europeans figure out what they can do, we will likely get a chance in the near future to buy the 
areas of the markets we really like even cheaper. 

 

 

Economic News 

 
Week in Review 
 
Last week was a negative week for economic news releases; this is in part what led to such a wild week 
on the indexes. Below is a table of the releases with releases that significantly missed expectations 
highlighted in red. There were no releases that significantly beat market expectations: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Negative 10/15/2014 Retail Sales 
September 

2014 
-0.30% -0.20% 

Negative 10/15/2014 Retail Sales ex-auto 
September 

2014 
-0.20% 0.30% 

Negative 10/15/2014 PPI 
September 

2014 
-0.10% 0.10% 

Neutral 10/15/2014 Core PPI 
September 

2014 
0.00% 0.10% 

Negative 10/15/2014 Empire Manufacturing October 2014 6.2 20.4 

Slightly Positive 10/16/2014 Initial Claims Previous Week 264K 290K 

Neutral 10/16/2014 Continuing Claims Previous Week 2389K 2388K 

Slightly Positive 10/16/2014 Industrial Production 
September 

2014 
1.00% 0.40% 

Neutral 10/16/2014 Philadelphia Fed October 2014 20.7 19.8 

Neutral 10/17/2014 Housing Starts 
September 

2014 
1017K 1013K 

Neutral 10/17/2014 Building Permits 
September 

2014 
1018K 1030K 

Slightly Positive 10/17/2014 
University of Michigan 
Consumer Sentiment 

Index 
October 2014 86.4 84 

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

 
 
Last week started out late and downright poor, with nearly all of the economic news releases that were 
released on Wednesday coming in well below expectations. Up first were retail sales figures for the month of 
September, which missed expectations and showed a decline in both overall retail sales as well as a decline 
in retail sales when auto sales were removed from the equation. Add in the Producer Price Index (PPI) 
showing a negative one tenth of a percent and the Fed is really in a pickle as to what to do with their 
mandate of price stability. While consumers would enjoy seeing prices decline, it is very hard on an 
economy as consumers sit on large purchases rather than making them in hopes that prices will be lower in 
the future than they are currently. The Empire Manufacturing figure also came in well below expectations as 
the market was expecting a reading of 20.4 and it came in at 6.2. While any number above zero signifies an 
expansion in manufacturing, this number represented such a slowdown in expansion that it scared the 
markets. About the only release on Wednesday that was not overly negative was the release of the Core 
PPI, which showed no change in prices when things like energy are removed from the PPI. On Thursday the 

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


economic news releases came in better than they did on Wednesday. Industrial production was shown to 
have increased by 1 percent during September, and the Philadelphia Fed manufacturing index came in 
slightly above expectations, alleviating some of the concern over the poor New York number that came out 
the day before.  On Friday two housing figures were released with both figures seeing positive reaction in 
the housing sector despite both figures being very close to market expectations. Wrapping up the week on 
Friday was the release of the second estimate of Consumer Sentiment for the month of October, which 
showed a slight uptick, but it was not enough of a surprise for the markets to really take notice of as 
everyone was so focused on the relief rally taking place on Friday. 
 

Upcoming Releases 
 
This week is a slightly slower than normal week for economic news releases and there is only one 
release that could materially impact the overall trading of the markets; it is highlighted in green: 

 

Date Release Release Range Market Expectation 

10/21/2014 Existing Home Sales September 2014 5.11M 

10/22/2014 CPI September 2014 0.00% 

10/22/2014 Core CPI September 2014 0.20% 

10/23/2014 Initial Claims Previous Week 283K 

10/23/2014 Continuing Claims Previous Week 2390K 

10/23/2014 Leading Indicators September 2014 0.60% 

10/24/2014 New Home Sales September 2014 473K 

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

 
This week starts off on Tuesday with the release of existing  home sales for the month of September. If the 
figure goes the same way as the housing data late during the week last week, we could see a bit of a 
positive surprise on this release. On Wednesday the Consumer Price Index (CPI) is set to be released with 
expectations of a zero reading. We are painfully close to the price declining and one of the Federal 
Reserve’s biggest fears coming to fruition. The core CPI number, however, is expected to be slightly 
positive, which should help smooth out any fears. The main driving force behind the falling prices is the 
falling price of oil and, in turn, energy, which may feel nice at the pump, but has longer term ramifications 
than most people consider. On Thursday the standard weekly unemployment reports come out with both 
expecting to be slightly higher than they were last week, but not by enough to really make a noticeable 
impact on the markets. Wrapping up the week on Friday is the release of the New Home sales figure for the 
month of September, which is expected to be slightly lower than it was during August as we move more and 
more into fall and winter, both times when the housing markets in the US largely cools down. With such little 
happening on the economic news release front this week the focus will likely be on third quarter earnings 
season. 
 

 

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. 
 

Because of a gravitational pull, each year the moon drifts 1.5 inches farther away from Earth. 
 

Source: http://www.aerospaceweb.org/ 
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