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Commentary At-a-Glance 

 
 Financial markets continued to push lower. 

 Hong Kong continues to be very tense, but the protests are becoming smaller. 

 Fighting between Russia and Ukraine is picking back up. 

 The US is starting to gear up for third quarter earnings season. 

 Economic news releases in aggregate came in at market expectations. 

 
 
Market Wrap-Up 

 
With declines for a second week in a row last week and the previous trend lines being fairly meaningless 
given the declines we have seen, I made some changes to my charts below. Rather than drawing a 
resistance line on the three major indexes I have now drawn in the most recent trading channels with 
the red lines. The VIX chart remains unchanged, showing both the VIX level in green and the 52-week 
average level of the VIX in red: 
 

 
 

 



Last week saw further technical deterioration in the markets as all three of the major indexes moved lower. 
In redrawing the technical lines above, however, two of the three indexes look technically stronger than the 
other. The Dow (upper right pane above) is the strongest of the three major indexes from a technical 
standpoint. With the trading channel drawn in red you can see that the index last week hit the lower bound 
and then proceeded to bounce higher, almost making it all of the way back to the upper bound of the range. 
One other aspect to note is that the most recent trading channel is very steep, which means that it is moving 
down quickly. If the Dow is going to remain stuck in the channel it is going to quickly move lower. This is 
unlikely as the Dow will probably either break above or below the channel very quickly. The NASDAQ (lower 
left pane above) is roughly the same as the Dow in that it is stuck in a downward trading channel, only it 
broke through the lower bound of the channel during the middle of last week. The break was very temporary 
as the index jumped right back up near its upper bound of the channel with the strong upward move on 
Friday. The weakest of the three major indexes is the S&P 500 (upper left pane above) as it broke down 
through the lower bound of its trading channel last week and had a pretty weak recovery last Friday, ending 
the week in the middle of its trading channel. Much like the other trading channels, the S&P 500 channel is 
very steep, making it also unlikely that it remains in the channel for an extended period of time.  
 
With such a downward move in the markets over the past two weeks it would not be surprising to see the 
major indexes move upward a little this week, either in a full blown bull market move or in a bit of a dead cat 
bounce. Typically the markets move too much too fast and then retrace a movement as investors either 
return to or leave the markets. This goes right in line with the old saying of buying on the dips. As markets 
decline investors who are watching specific price points on stocks hit some of their buying points, triggering 
them to buy the stock. The buying of the stock is what causes the price to either decline slower or reverse 
course and move higher. If enough of this happens to a large number of stocks in an index, you get a 
bottoming out effect followed by the index moving higher. The dips we have seen so far in the indexes this 
year have been between 2 and 6 percent, which means that the decline of about 3 percent we have seen in 
the past two weeks puts us right in the middle of the size of declines we have seen during 2014.  Thus far 
this year the indexes have been very resilient and have bounced right back after such declines. I see little 
reason for this time to be different, as we are moving once again into an earnings season. 
 
 

National News 

 
National news last week focused on money moving and the upcoming earnings season. The money moving 
last week involved the massive flows being seen in a large variety of fixed income holdings as the 
management shift at PIMCO has really rattled parts of the fixed income markets. Two weeks ago “Bond 
King” Bill Gross made a surprise announcement that he was leaving 
PIMCO (an investment firm he founded) and going to Janus Funds 
(they happen to be headquartered here in Denver). There have been 
a lot of management changes at PIMCO this year as their 
performance has been really bad over the past few years, after being 
the best in class over the past few decades. Earlier this year 
Mohamed El Erain (he was the co-head of investments at PIMCO 
with Gross) announced that he was resigning; this announcement, 
combined with Gross now leaving, really puts PIMCO under a lot of 
pressure. This pressure spilled over into the fixed income markets as 
PIMCO, under Gross’s direction, managed close to $2 trillion in 
investments with most of it being in fixed income. Outflows from 
PIMCO products have been extensive over the past two weeks with 
billions of dollars flowing out each week. This has led to many 
interesting moves in the fixed income markets as traders try to get 
away from the large PIMCO holdings they know will become much less liquid once the management shift at 
PIMCO has been completed. Much of the commentary about the moves has been that the fixed income 
markets should be too big for any one person to move, as has always been the thought. But in seeing the 
effects of Bill Gross leaving, regulators and investors alike are seeing that the saying is not necessarily true. 
Aside from the shakeup in the fixed income market, the focus of the national news last week was on the 
upcoming earnings season.  
 
Third quarter earnings season has pretty high expectations, but those expectations have been lowered over 
the recent weeks. According to Factset research, 82 companies have issued negative guidance, while 27 
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companies have issued positive guidance for the quarter. The current earnings growth rate is 4.6 percent; 
this is down from the 9.0 percent that was expected for the third quarter at the end of June. With all of the 
downward revisions, it seems the bar for the quarter has been set very low. That is either because of 
companies wanting to easily beat expectations and look good or because earnings during the third quarter 
of 2014 really were not very good. Third quarter earnings will go a long way toward helping investors decide 
about the true health of the economy. We have seen a general lagging in several key factors of the 
economy, but future earnings hopes seemed to be enough to really pull the markets higher. This third 
quarter is the first quarter that we should not hear about an impact of bad weather making a difference on 
earnings. In the first quarter the weather was bad. The second quarter saw increased demand due to the 
bad weather in the first quarter. The third quarter will have to stand on its own. All eyes will be watching 
earnings as they start to roll out this week. There are 12 well known companies that are posting their 
earnings this week, including Alcoa, the first of the major companies to announce. 

 

Q3 2014 Earnings Releases 
 
Below is a table of the better known companies that are announcing earnings this week with the 
potentially most impactful releases of the week highlighted in green: 
 

Alcoa  Fastenal  PepsiCo 

Container Store  Helen of Troy  Ruby Tuesday 

Costco Wholesale  IDT  Safeway 

Family Dollar Stores  Monsanto  Yum! Brands 

 
 
There is a saying on Wall Street that if Alcoa beats earnings, the earnings quarter will be strong and if it 
misses, it will be a rough earning season. We will know how things kick off for earnings season by next 
week.  

 

 

International News 

 
International news last week was highlighted by the unrest in Hong Kong as it entered a second week of 
protests. The protesters are now calling for the resignation of the current CEO of Hong Kong, claiming he is 
nothing more than a puppet for the government in Beijing. Last week was a very tense week, particularly the 
last few days of the week as it was a holiday for many of the workers in Hong Kong and there were fears of 
mass demonstrations in the streets. While many people did show up at the rallies, they were largely 
peaceful. China was smart to wait this one out as the new work week has not started in Hong Kong. The 
crowds have dwindled way down and the police have had to take no major action against the crowds. 
According to the BBC, the main crowd remaining is under 1,000 people and several government buildings 
that had been surrounded by several thousand people are down to crowds of less than 100 people, in one 
case 10 people.  In a few more days it is likely that the protests will largely be over and Beijing has had to 
give relatively nothing in the form of concessions. The elections will go ahead in 2017 as planned and the 
candidates will have to be “approved” by Beijing, at least that is the current plan. While Hong Kong is settling 
back down and China has a small victory, the unrest in Ukraine seems to be picking back up. 
 
Russia has for a long time wanted to drag out the situation in Ukraine into winter, when Europe is heavily 
dependent on Russian gas, even going as far as signing a cease fire with the Ukrainian government and the 
rebel groups. That ceasefire, however, is currently being tested as there have been near daily shellings of 
various areas in Ukraine by both the pro-Russian rebels and the Ukrainian government. One of the latest 
attacks occurred when the rebels shelled a Ukrainian military convoy, hitting an armored vehicle and directly 
and killing 17 soldiers. The Ukrainian government responded by shelling a rebel control region in Donetsk, 
but missed their target and hit very near a school with kids going back to school for their first day of classes. 
While no kids were killed in the attack, there were several bystanders who were killed. This now looks like it 
will be a very long and protracted fight between the two sides and thus the global financial markets have 
largely stopped pay attention, but they will surely notice if the gas flowing to Europe is turned off and the 
already weak European economies begin to struggle even more. 
 



 
 

 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move lower on average and above average volume as 
investors continued to move away from the most risky assets in favor of lower risk investments: 
 

Index Change Volume 

Dow -0.60% Average 

S&P 500 -0.75% 
Above 

Average 

NASDAQ -0.81% 
Above 

Average 

 
With two weeks in a row of the broad based indexes declining, some investors and money managers are 
starting to wonder if the decline that everyone has been so aptly waiting for has started. While it is still 
far too early to tell, it does not seem like the down trend of the past two weeks will gain more steam. A 
more typical downturn in the markets that will end up being 10 percent or more happens relatively 
quickly, with some major catalyst pushing the market down in a matter of days. It is unusual, but not 
unheard of, to see a slow methodical march lower, a slow decline like we have seen over the past two 
weeks. We also still have several key support levels on the three major indexes that would need to be 
broken to see a meaningful decline. So far the markets have declined between 1.5 and 2.5 percent. The 
first significant support level is about 3 percent below current levels. If we break through that to the 
downside, the markets could decline to the magical 10 percent. Barring the break through support 
occurring, the recent small pull back looks like tame and healthy market movements. 
 
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 

Utilities 1.87%  Oil & Gas Exploration  -5.21% 

Medical Devices  1.31%  Materials -4.36% 

Software 0.77%  Energy -4.19% 

Pharmaceuticals  0.74%  Semiconductors -3.11% 

Broker Dealers  0.03%  International Real Estate -2.87% 

With the markets declining for a second week in a row it was not surprising to see that Utilities saw the best 
performance of the sectors as they are historically the most defensive sector of the markets. The reverse is 
also true as the Oil and Gas Exploration is typically seen as one of the riskiest areas of the market and thus 
it sold off the most last week. The move in Materials continues to be on global growth concerns going 
forward and the demand for raw materials in China. This demand weakness cannot last forever and at some 
point may lead to a very good buying opportunity for the sector.  

Fixed Income  

Fixed-income investments were mixed last week on average volume as investors continued to deal with the 
fallout of Bill Gross leaving PIMCO for Janus and the upcoming Fed decision on when to raise interest rates: 



 

Fixed Income Change 

Long (20+ years) 1.47% 

Middle (7-10 years) 0.56% 

Short (less than 1 year) -0.04% 

TIPS 0.27% 

 
With the economic strength of the European Union continuing to be called into question it was not surprising 
to see that the US dollar had a second great week in a row last week, gaining 1.23 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 0.47 percent against the US dollar. The worst performing currency 
of the week was the British Pound as it slid 1.68 percent against the value of the US dollar, largely as a 
lagging affect of the Scottish vote from a few weeks ago. 
 

Commodities 

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

Metals Change 

Gold -2.09% 

Silver -4.62% 

Copper -1.39% 

 

Commodities Change 

Oil -3.91% 

Livestock 1.16% 

Grains 0.73% 

Agriculture 1.62% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.74 percent last week, while the Dow 
Jones UBS Commodity Index declined by 1.30 percent. The decline in the commodity indexes last week 
was led by a slide in base metals and a decline of almost four percent in the price of oil. Oil continued to 
slide, having now fallen more than 16 percent since its most recent peak back in the middle of June. While 
we have not seen such a large decline in prices at the pump, if Oil continues to move lower we could see 
prices at the pump begin to meaningfully decline over the next few weeks. One factor that is likely keeping 
the price of gas at the pump relatively unchanged is the fact that we are moving into winter and several 
large oil refineries have transferred from making gasoline to heating fuel for the winter, as they do every 
year.  
 

International Performance 

Last week was a mixed week for the global indexes with only two of the Asian markets advancing while the 
rest of the global indexes declined. The reason for the two Asian markets advancing was largely due to 
them being closed part of the week last week for national holidays. The best performance globally last 
week was found in Taiwan with the Taiwan Weighted Index gaining 1.30 percent. Brazil saw the worst 
performance of the week last week as concerns about the upcoming election picked up steam. The Sao 
Paulo based Se BOVESPA Index declined by 4.67 percent on very heavy volume as fears of a less 
business friendly leaning government seem to be taking hold.  

Volatility 

The VIX started out the week moving higher for the first three days of trading, gaining 12.5 percent. After the 
first three days of trading the positive news about the employment situation in the US started to trickle out 
and the markets seemed to respond positively. The VIX plummeted by nearly 13 percent to end the week 
little changed, falling by 2.02 percent in aggregate. At the current level of 14.55 the VIX is implying a move 
of about 4.20 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 10/3/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -0.18 % 1.05 % 

Aggressive Benchmark -1.78 % 0.67 % 

Growth Model 0.03 % 1.80 % 

Growth Benchmark -1.39 % 0.61 % 

Moderate Model 0.21 % 2.59 % 

Moderate Benchmark -1.00 % 0.51 % 

Income Model 0.36 % 2.80 % 

Income Benchmark -0.49 % 0.37 % 

 
*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. 

 
As the decline in the markets continued last week for the second week in a row we really started to see the 
diversification in our models start to pay off. While the broad based markets were declining, two thirds of the 
individual stocks we own were going up. This was most likely a function of investors moving toward safety in 
the equity markets, which are the relatively low volatility sectors of the market, such as consumer staples 
and utilities. Consumer staples and utilities are both over weight areas of our models and were the largest 
contributors to our out performance last week. The one area of our holdings hit last week was our holdings 
in aerospace and defense, companies such as Northrop Grumman and Raytheon, as the entire defense 
sector moved lower. Going forward we are maintaining well balanced models and will continue to monitor 
the markets for new investments if any investments present themselves and good deals. 

 

 

Economic News 

 
Week in Review 
 
Last week was a busy week for economic news releases pertaining to employment, but in aggregate the 
data came in at market expectations. Below is a table of the releases with the one that missed 
significantly highlighted in red and the one that significantly beat expectations highlighted in green: 



 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 9/29/2014 Personal Income August 2014 0.30% 0.30% 

Neutral 9/29/2014 Personal Spending August 2014 0.50% 0.40% 

Slightly Negative 9/29/2014 Pending Home Sales August 2014 -1.00% -0.20% 

Slightly Negative 9/30/2014 
Case-Shiller 20-city 

Index 
July 2014 6.70% 7.40% 

Neutral 9/30/2014 Chicago PMI 
September 

2014 
60.5 61.5 

Negative 9/30/2014 Consumer Confidence 
September 

2014 
86 92 

Neutral 10/1/2014 
ADP Employment 

Change 
September 

2014 
213K 202K 

Slightly Negative 10/1/2014 ISM Index 
September 

2014 
56.6 58.5 

Neutral 10/2/2014 Initial Claims Previous Week 287K 297K 

Slightly Positive 10/2/2014 Continuing Claims Previous Week 2398K 2458K 

Slightly Positive 10/3/2014 Nonfarm Payrolls 
September 

2014 
248K 210K 

Slightly Positive 10/3/2014 
Nonfarm Private 

Payrolls 
September 

2014 
236K 205K 

Positive 10/3/2014 Unemployment Rate 
September 

2014 
5.90% 6.10% 

Neutral 10/3/2014 ISM Services 
September 

2014 
58.6 58.9 

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

 
 
Last week the economic news releases started on Monday with the release of personal income and 
spending, both of which came in very close to market expectations and had little impact on the overall 
markets. Pending home sales for the month of August were also released on Monday and showed a decline 
of 1 percent, which is slightly worse than expected, but with it being only pending home sales the markets 
largely ignored the poor data. On Tuesday the Case-Shiller 20 City Home Price index came in slightly below 
expectations, adding a second yellow flag about the US housing market. But the housing data was largely 
overshadowed on Tuesday by the poor consumer confidence figure for 
the month of September, which was released on the same day. 
Consumer confidence had been expected to come down slightly during 
September, but instead it declined by more than 7 full points. This 
scared the markets a little and caused some selling to set in. On 
Wednesday the selling was largely stemmed as the first of the 
employment figures came in at 213,000 on the ADP employment 
change index, leading to investors increasing their hopes for a strong 
reading on the employment data being released on Friday. One downer 
released on Wednesday last week was the ISM index, which came in weaker than expected, showing that 
the strong manufacturing data we had been seeing over the past few months is once again slowing back 
down. On Thursday the standard weekly employment related figures both came in a little better than 
anticipated and thus provided more hope for the Friday figures. On Friday the Unemployment rate was 
shown to have declined all of the way down to 5.9 percent from the 6.1 percent seen during August. 
Nonfarm public and private payroll figures were also released and came in better than anticipated for 
September, adding further fuel to the markets, which saw one of the largest rallies we have seen in the past 
few months on the news. One thing that was largely overlooked in the jubilant news on Friday was the falling 
labor force participation rate in the US. The labor force participation rate fell to 62.7 percent, which is the 
lowest it has been for the past 20 years (February of 1978 to be precise). So while the headline numbers are 
looking good, there are still major issues that need to be worked out with the US employment situation. This 
issue is one that Fed Chair Janet Yellen is surely watching so despite the unemployment rate falling under 6 
percent, it is unlikely this data point alone will force her to make any policy changes any faster than she 
otherwise would have. Wrapping up the week last week was the services side of the ISM ,which much like 
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the overall ISM earlier in the week came in lower than anticipated, but not by enough to cause any alarm in 
the markets. 
 
 

Upcoming Releases 
 
This week is a very slow week for economic news releases with really only one release that has the 
potential to move the markets. The economic news release that could potentially impact the market is 
highlighted in green: 
 

Date Release Release Range Market Expectation 

10/7/2014 Consumer Credit August 2014 $20.0B 

10/8/2014 FOMC Minutes September Meeting   

10/9/2014 Initial Claims Previous Week 295K 

10/9/2014 Continuing Claims Previous Week 2425K 

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

 
This week’s economic news releases start on Tuesday with the release of consumer credit for the month of 
August, which is expected to show an increase of $20 billion. While this figure, if it turns out to be correct, is 
below the $36 billion we saw in July, it is still a strong number and is indicative of a banking system that is 
loaning out money to help the economy grow. On Tuesday the latest FOMC meeting minutes are set to be 
released and the only reason this release could impact the overall markets is that the market will read a lot 
into any discussion about when to raise interest rates and could move as a result of the discussion. 
Chances are that the release will be very plain vanilla and not give any more clues as to when the Fed will 
start raising interest rates. This week wraps up on Thursday with the release of the standard weekly 
unemployment figures, both continuing and initial jobless claims. After such good numbers two weeks ago 
both initial and continuing jobless claims are expected to have increased slightly over the course of the 
previous week. 
 

 

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. 
 

In a speech question and answer session last week Former Fed Chairman Ben Bernanke 
made the comment that he had recently been turned down while trying to refinance his 
mortgage for his home in Washington DC. He has a $1 million advance on a book that he is 
working on and his average speaking engagement runs about $250,000, so why did he get 
turned down? The computer system the banks uses to determine loan eligibility sees him as a 
self-employed, former government employee, who has recently stopped his main job. It is 
funny that the regulations he pushed the banks so hard to come up with have now caught him 
in a catch 22. 
 

Source: Bloomberg 


