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Commentary At-a-Glance 

 
 US markets moved upward as investors cheered the election results. 

 US mid-term elections are finished and it was a good night for Republicans. 

 Russia is once again meddling in Ukraine. 

 Asia starts their annual APEC summit this week. 

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

 
 
Market Wrap-Up 

 
Last week saw all three of the US markets continue to move higher as earnings season rolled on and 
some of the jitters about the midterm elections worked themselves out. Volume last week was just about 
average compared to what we have seen over the past year. I kept the charts below the same this week 
with the  previous high level of the past three months delineated by the red lines on all three of the 
indexes, while the red line on the VIX chart represents the average level of the VIX over the past one 
year: 
 

 
 

 



As you can clearly see above, all three of the major indexes had little problem with jumping back over the 
previous high levels as two of the three indexes closed at multiple all time highs. From a technical 
standpoint, the Dow (upper right pane) is the strongest of the three 
indexes with the S&P 500 (upper left pane above) coming in a close 
second. The NASDAQ continues to be the straggler of the three major 
indexes as it still has not made it over its early 2000 level and currently 
fails to have the same pop in its step as the other indexes. Technically 
at this point the markets are probably a bit overdone to the upside as 
the move we have seen off the bottom back in mid-October has been 
very sharp, without much reason for being so. The US economy overall is growing, but growing at a slow 
pace and certainly not at a pace that historically has driven double digit returns on the equity markets in the 
past. On the bond side of the investment markets, the picture has not really changed as interest rates are 
roughly where they were to start the year, despite everyone thinking they would be higher than they are. The 
Fed is still anticipated to start increasing rates next year with the timing of said increases somewhat left 
open to interpretation by the language used by the Fed. One thing is clear and remains clear and that is that 
the Fed will have to raise interest rates to get to a more normal level so it can deal with unforeseen crises 
that will come in the future. With the indexes moving higher last week it was not surprising to see the VIX 
(lower right pane above) continue on its path lower, moving through the 1-year average level we have seen 
and looking to be headed for the lowest level of the year.  
 
 

National News 

 
National news last week focused on two main topics: the first being the mid-term elections and the second 
being the start of the end to third quarter earnings season. Mid-term elections are finally done and gone and 
we can all return to our favorite type of media without having to hear or see political ads for at least a few 
months (until the Presidential election debates starts next year). Tuesday was great if you are a Republican 
and not so great if you are a Democrat, but one thing is for sure, there will be some changes coming to the 
political landscape in Washington DC. While there are still two states that have yet to be officially called, the 
Republicans did take control of the US Senate, even without the two undetermined seats. While turnout was 
high in some areas, it was low overall. According to the United States Elections Project run out of the 
University of Florida, voter turnout was only 36.4 percent nationwide, which is the lowest point since the 
1942 mid-term election, as depicted by the chart below: 
 

 
 
 
With Republicans taking control of the Senate and maintaining control of the House of Representatives 
things could become a little dicey in DC over the coming two years. First, we have this in-between lame 
duck session of Congress in which the Democrats do not have enough votes to push much through the 
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Senate and the Republicans can block almost anything in the House. President Obama has threatened to 
use executive orders to make changes to immigration and several other pieces of legislation that have been 
in the works for a long time. He is taking this approach because once the new Senate is seated President 
Obama has far fewer options for things to pass through the Senate and actually make it to his desk. One 
item that will likely be pushed through early next year will be the Keystone XL pipeline as the Senate and the 
House will both vote in favor of passing the bill. The President, who has threatened to veto the bill, will then 
be left in a tough spot as it is highly likely that enough Democrats will cross the aisle to override a 
Presidential veto should it come down to that. Obamacare is one topic that made many headlines during the 
midterm elections and while the Republicans could make yet another attempt at large changes it is more 
likely that they will attack small pieces of the legislation and not try to repeal the whole thing. In looking at 
the bigger picture painted by the election results, and taking into consideration the individual state results for 
things like state Senate and Governor Races, Tuesday was really a referendum vote on the Democrat 
policies that have been put in place over the past two years. Many of the races that were “too close to call” 
going into Election Day turned out to have the Republicans win by double digit margins. Will this tidal wave 
of change continue into the Presidential election of 2016? Mostly likely it will not as Americans will watch 
Washington DC a bit closer than normal over the next two years and try to see which party, if either, actually 
has any good ideas about trying to make the US better rather than just continuing to fight between the two 
parties. While all of the election results were being digested, third quarter earnings season continued to 
draw toward a close. 
 

Q3 2014 Earnings Releases 
 
Third quarter earnings season started to draw to an end last week, with the number of companies having 
reported earnings now near 90 percent of the S&P 500. 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: 

 

Alexander & Baldwin 163% El Pollo Loco 0% Qualcomm -5% 

AOL -5% Famous Dave's of America -7% Scripps Networks 11% 

Aqua America 0% Hain Celestial Group 3% SolarCity 31% 

Archer Daniels Midland 7% Humana -8% South Jersey Industries 0% 

Babcock & Wilcox 20% International Paper 8% Sprint -280% 

Black Diamond 1200% J & J Snack Foods 2% Sprouts Farmers Market 13% 

Bloomin' Brands 25% Jack Henry & Associates 2% St. Joe -100% 

Boulder Brands 0% Kate Spade & Co -100% Sysco 4% 

Burger King Worldwide 0% King Digital Entertainment 20% Tesla Motors 100% 

CenturyLink 2% LeapFrog Enterprises -200% Texas Roadhouse -7% 

Chiquita Brands -33% Level Communications 19% Time 14% 

Church & Dwight 4% Liberty Media -62% Time Warner 30% 

Consolidated Edison 3% Molson Coors Brewing -3% Transocean Pushed 

Cooper Tire & Rubber 7% News Corp 200% Valero Energy 27% 

CVS Health 1% Noodles & Co 0% Walt Disney 1% 

DaVita HealthCare -1% Office Depot 11% Wendys -11% 

DIRECTV 6% Papa John's International 5% Whole Foods Market 9% 

DISH Network -24% Prudential Financial -9% Zillow 27% 

 
Perhaps one of the most anticipated earnings results of the week last week was Tesla, which saw earnings 
beat expectations, but guided fourth quarter numbers so low that traders lowered the value of the company’s 
stock price. Local Colorado companies seemed to have a rough go last week with Liberty Media missing 
earnings, as did Molson Coors and DaVita Healthcare. Whole Foods Market turned in an okay quarter, but 
does see increased competition in the future potentially hurting their margins.  
 



According to Factset Research, we have now seen 446 (89 percent) of the S&P 500 companies release 
their results. Of the 446 that have released, 77 percent of them have met or beaten earnings estimates 
while 23 percent have fallen short of expectations. This 77 percent of companies beating on earnings 
would be the highest percentage since the third quarter of 2010 if the figure holds through the end of the 
reporting season. When looking at revenue, last week improved results for the quarter as there are now 
60 percent of the companies that have reported beating estimates on a revenue basis while 40 percent 
are falling short. With such a large percentage of companies having released their results, it is becoming 
more and more difficult mathematically for the numbers mentioned above to change and it is becoming 
more and more likely that the 77 and 60 percent figures will be the final numbers for the quarter. 

 
This week we really see the effect of the drop off in the number of companies reporting earnings, going 
from more than 1,400 the previous couple of weeks down to less than 1,000 this week and, of those 
1,000, very few are names an average person would recognize. Below is a table of the better known 
companies releasing earnings with the potentially most impactful releases highlighted in green: 

 

3D Systems  Energizer  Nordstrom 

ADT  Flowers Foods  Pinnacle Foods 

Caesars Entertainment  Fossil Group  Rayonier 

Cisco Systems  Intrawest Resorts  SeaWorld Entertainment 

D.R. Horton  J C Penney  Sotheby's 

Dean Foods  Kohl's  Transocean 

Dillard's  Macy's  Wal-Mart 

 
 
Big retailer results will be the focus of the earnings results released this week as Wal-Mart, Macy’s, Kohl’s, 
Dillard’s and Sotheby’s all report their results. With the mixed consumer related data that we have seen as 
well as the mixed results from other major retailers, it seems we could see the higher end stores beat 
expectations this week while the lower end store may fall a little short. As is typically the case, the forward 
guidance is what will drive the stock movement, if there is any, with the holiday season being right around 
the corner. An interesting company releasing results this week is 3D systems, which is a leader in 3D 
printers. The growth in the industry has been very fast, but it seems the companies that have a strong hold 
on the industry have steadily been losing market share to smaller and startup companies; we will have to 
see if the trend has hurt 3D systems.  

 

 

International News 

 
International news last week focused on a few main topics, with the first being the deteriorating situation in 
Russia once again. A truce has officially been in place between Ukraine and Russia since September 5th, 
but since then there have been small skirmishes between the two sides. It appears that Russia has now 
waited long enough and is stepping up its military activities within Ukraine as columns of tanks and other 
heavy weaponry were seen crossing the border over the past few days. With more Russia involvement, the 
government in Kiev sent more military personnel down to the region and while they are not fully engaged in 
fighting it looks like the conflict will be headed that way quickly. So 
why the lull in activity for almost a month? The lull occurred because 
Ukraine and the west believed Russia when they signed the truce, but 
in reality it was merely a stalling tactic by President Putin to bring 
Europe and many regions closer to winter. With winter now setting 
into the region Russia’s negotiating position is strengthened as it has 
the ability to turn off vital gas to the region if things do not go its way. 
There have been several articles about the supply of natural gas and 
how eastern Europe and Ukraine have enough stock piles to make it 
through the winter without needing any more shipments, but there is a 
lot of doubt about how much gas reserves they actually have and if they could make it through winter 
without Russian gas. With the calendar now on his perceived side, it looks like President Putin is going to 
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make yet another push for control of the eastern part of Ukraine. Will the world actually step up and come to 
Ukraine’s rescue? 
 
Another focus of the international news late last week was the start of the Asia Pacific Economic 
Cooperation (APEC) Summit that US President Obama and many other heads of state are attending. One of 
the focal points of the meeting this time around is for China to try to convince the world that they are on the 
right track and that despite the slowdown in economic growth that we have seen over the past few years, 
China remains one of the best growth stories and places for investment in the future. President Xi Jinping 
tried to set the tone on Sunday with his opening remarks in which he said that there are a number of risks to 
economic growth in China, but that it is “not so scary” as the rest of the world is making it seem. Adding fuel 
to the fire between China, Russia and the rest of the world was an announcement that Russia will work with 
China to see if they can create a plan for Russia to supply more gas to the region than the $400 billion worth 
agreed to in a pact back in May. Looking for other buyers while Europe is struggling to deal with Russia is 
sure to draw some criticism as China typically does not go along with international sanctions, playing a bit 
by its own rules and what is in the best interest of China. Moving back toward Europe, there was an 
interesting vote in Spain over the weekend that could have far reaching ramifications. 
 
Catalonia, the wealthiest region of Spain, held a vote over the weekend that asked voters to decide if the 
region should become its own state and if so whether it should be an independent state. The turnout for the 
vote was only about 40 percent, but those who did turn out voted overwhelmingly in favor of Catalonia 
breaking away from Spain. Why does one small region’s vote matter? It matters because with the passage it 
outlines that a peaceful vote can be attained in Europe against the state governments. The Government in 
Spain has said the vote was illegal and it would not abide by the results, nor would the international 
community, but the vote to leave did occur, so now what happens? First off, Catalonia will have to decide if 
it really wants to push the envelope further than this symbolic vote. If it does, the first most logical step 
would be for the region to stop paying anything toward the Spanish government in Madrid. This in turn would 
lead to Madrid cutting off monetary flows to the region, but this may not 
be as bad as it sounds since the region has long paid out more money 
than it has gotten back. Next, Catalonia would have to set up its own 
currency or attempt to join the Euro, which is not a for sure thing to a 
new member state. Catalonia would then have to try to join the EU 
overall so that it could continue trading with its long standing trading 
partners, trading that had occurred under Spanish agreements. Then 
there is the bigger headache of retirement pensions and other benefits 
that would be cut by Spain, needing to be picked up by the new 
government. In the end it is unlikely the region will truly break away from 
Spain, but it may get a little more political clout out of the vote, since 
there seems to be enough votes to push to leave, if need be.  
 

 

Market Statistics 

 

Equities  
 
All three of the major US indexes made it three weeks in a row last week for gains, with the NASDAQ 
just barely managing to pull off the feat. Volume overall for the first week of November was average with 
the Dow below average, while the S&P was above average and the NASDAQ was almost exactly at the 
average level: 
 

Index Change Volume 

Dow 1.05% 
Below 

Average 

S&P 500 0.69% 
Above 

Average 

NASDAQ 0.04% Average 

 
Both the Dow and the S&P 500 made three new all time highs last week, closing out the week at such a 
level. The NASDAQ, on the other hand, still remains more than 8 percent below the previous all time 
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high seen in March of 2000 during the technology bubble that later exploded, sending the NASDAQ 
down some 77 percent before the decline was fully over. 
 
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%  Healthcare Providers -2.77% 

Home Construction 1.99%  Biotechnology -2.18% 

Software 1.85%  Telecommunications -1.51% 

Utilities 1.72%  Pharmaceuticals  -1.23% 

Financial Services 1.67%  Financials -0.91% 

There was nothing really surprising here as there was almost balance last week between the number of 
sectors that increased and the number that decreased in value over the course of the week.  

Fixed Income  

The broad US fixed income market was very uneventful last week with small gains being seen in most 
markets: 

Fixed Income Change 

Long (20+ years) 0.42% 

Middle (7-10 years) 0.14% 

Short (less than 1 year) -0.01% 

TIPS 0.48% 

Last week the value of the US dollar advanced by 0.78 percent against a basket of international currencies. 
The strongest of the currencies last week was the Swiss Franc as it gained 0.01 percent against the US 
dollar. With all of the actions taken by the Bank of Japan over the past few weeks it was not surprising to 
see that the Japanese Yen continued to move lower last week, falling by 2 percent against the US dollar 
over the course of the week, briefly hitting 114 yen to $1 US dollar during trading last week. 

Commodities 

Commodities were mixed last week as the metals moved noticeably lower: 

Metals Change 

Gold 0.28% 

Silver -2.58% 

Copper -0.46% 

 

Commodities Change 

Oil -2.54% 

Livestock 0.60% 

Grains -2.45% 

Agriculture -1.05% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 1.44 percent last week, while the Dow 
Jones UBS Commodity Index advanced by 0.04 percent. As has been the case for many weeks oil was the 
biggest driver in the deviation of performance between the two indexes. For the week, oil declined by 2.54 
percent, hitting the lowest level seen since the middle of 2010 and it does not look like the recent decline is 
over yet. Grains failed to make it six weeks in a row of gains last week, experiencing a decline of almost 2.5 
percent. Metals traded mixed last week with silver being hit the most for no apparent reason.  
 
 



International Performance 

Last week saw the developed markets around the globe move higher while the developing markets seemed 
to struggle. The best performance globally last week was found in Japan with the Tokyo based Nikkei 
Index advancing by 2.84 percent. With tensions once again building between Russia and the west it was 
not surprising to see that Russia turned in the worst performance of the week with the MSCI Russia 
Capped Index declining by 5.33 percent.  

Volatility 

Last week the VIX continued to struggle as it has for the past few weeks, declining by 6.49 percent as it 
continues to move toward the lowest level we have seen this year. We are now more than 6 percent under 
the average level of the past year and with the current trend it looks as if the VIX will be content to continue 
to move lower. Since the intraday high of 31.06 on October 15th the VIX has now fallen by almost 60 
percent. At the current level of 13.12 the VIX is implying a move of about 3.78 percent over the course of 
the next 30 days and, as always, the direction of the move is unknown. 

Performance 

For the trading week ending on 11/7/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.75 % 5.31 % 

Aggressive Benchmark -0.32 % 2.12 % 

Growth Model 0.73 % 6.20 % 

Growth Benchmark -0.25 % 1.74 % 

Moderate Model 0.61 % 6.49 % 

Moderate Benchmark -0.17 % 1.34 % 

Income Model 0.54 % 6.23 % 

Income Benchmark -0.08 % 0.80 % 

 
*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 only one trade during the course of the previous week and that was to close our position in the 
Wasatch Frontier Markets Small Cap Fund (WAFMX). After performing very well over the past 10 months 
that we owned the fund, we started to see a divergence in performance of WAFMX when compared to other 
areas of potential investment. While the fund did not move meaningfully lower during the recent decline, in 
almost all other areas of the markets it has been underperforming by a wider margin on the upside than it 
recently protected on the down. The proceeds from the sale of the fund are currently being held in cash as 
we evaluate the best investment opportunity for the funds going forward. Areas of the market that are 
currently looking the most attractive on a relative strength basis include mid cap value stocks and the more 
high flying technology sectors such as biotechnology and pharmaceuticals. However, both sectors, when 
looked at from a fundamental standpoint, look like they could be a little over bought and highly valued at the 
current time. 

 

 

Economic News 

 
Week in Review 
 
Last week was all about employment in the US economic news releases and the picture was good, but 
a little weaker than many were hoping to see. Below is a table of the releases with the releases that 



significantly missed expectations highlighted in red (there were none), while the one that significantly 
beat expectations is highlighted in green: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Positive 11/3/2014 ISM Index October 2014 59.0 56.2 

Neutral 11/5/2014 
ADP Employment 

Change 
October 2014 230K 220K 

Neutral 11/5/2014 ISM Services October 2014 57.1 58.0 

Neutral 11/6/2014 Challenger Job Cuts October 2014 11.9% N/A 

Neutral 11/6/2014 Initial Claims Previous Week 278K 285K 

Neutral 11/6/2014 Continuing Claims Previous Week 2348K 2380K 

Slightly Negative 11/7/2014 Nonfarm Payrolls October 2014 214K 235K 

Slightly Negative 11/7/2014 
Nonfarm Private 

Payrolls 
October 2014 209K 228K 

Slightly Positive 11/7/2014 Unemployment Rate October 2014 5.8% 5.9% 

Neutral 11/7/2014 Consumer Credit 
September 

2014 
$15.9 B $16.0 B 

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

 
Last week started out positively on Monday with the ISM Index showing a gain in manufacturing overall 
in the US during the month of October. The gain was larger than anticipated and pushed the markets 
higher for a little while. On Wednesday the first of the employment related figures for the week were 
released with the ADP Employment change figure for the month of October showing 10,000 more jobs 
than predicted being formed during the month. Later during the day on Wednesday the Services side of 
the ISM was released and came in close to expectation, but a little lower than the overall ISM, which 
was released earlier during the week. On Thursday the standard weekly unemployment related figures 
were released with both beating expectations. On Friday the releases everyone was waiting for were 
released. Overall unemployment in the US was shown to have declined by one tenth of a percent from 
5.9 down to 5.8 percent, which is good, but the payroll figures failed to keep up. Both nonfarm public 
and private payroll figures came in below expectations and indicate that the decline in the overall 
unemployment rate was not due to people finding jobs, but rather people stopping looking for work. 
Wrapping up the week last week was the September reading of consumer credit, which came in at 
$15.9 billion, very close to the expected $16 billion and indicated that the US consumer was in fact able 
to access money through credit despite the tighter lending standards that many financial institutions are 
employing. 
 

Upcoming Releases 
 
This week is a very slow week for economic news releases with only one release that realistically has 
the potential to move the overall markets, which is highlighted in green below: 

 

Date Release Release Range Market Expectation 

11/13/2014 Initial Claims Previous Week 280K 

11/13/2014 Continuing Claims Previous Week 2353K 

11/13/2014 JOLTS - Job Openings September 2014 4 M 

11/14/2014 Retail Sales October 2014 0.30% 

11/14/2014 Retail Sales ex-auto October 2014 0.20% 

11/14/2014 
University of Michigan 

Consumer Sentiment Index 
November 2014 87.5 

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

 
This week starts out on Thursday with the release of the initial and continuing jobless claims for the previous 
week, with both figures expected to be slightly higher than they were two weeks ago. Also released on 
Thursday is the JOLTS jobs report, which is expected to show a reading of about 4 million jobs. Since this is 

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


old data, in that the government already released its unemployment figures for the month of October, it 
would take a very wide deviation from expectations to get the markets to react to this release. On Friday the 
release of the week is set to be released, that being the retail sales figure for the month of October, which is 
expected to show a slight increase of 0.3 percent during the month overall and 0.2 percent when excluding 
auto sales. With the sales figure potentially being so close to zero we could see a bit of a negative market 
reaction if this reading goes sub zero. I think there is more risk of a poor reading on this release than a 
positive surprise after all of the other October consumer related information that has come out recently. 
Wrapping up the week on Friday is the release of the University of Michigan’s Consumer Sentiment Index 
for the month of November (first estimate), which is expected to show a slight increase over the final number 
from October, but nothing big enough to get excited about. In addition to the scheduled economic news 
releases this week also has five Federal Reserve officials giving speeches on a wide variety of topics. The 
market will for sure be watching each of these speeches closely for any sign as to when the Fed may start 
to increase interest rates. 
 

 

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. 
 

Catalonia once stood alone. History revisited: 
 
The first reference to Catalonia and the Catalans appears in the Liber maiolichinus de gestis 
Pisanorum illustribus, a Pisan chronicle (written between 1117 and 1125) of the conquest of 
Minorca by a joint force of Italians, Catalans, and Occitans. 
 
Source: Sussle.org 


