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Commentary At-a-Glance 

 
 The markets took a little breather last week. 

 Keystone XL pipeline bill passed through the House; now it is on to the Senate. 

 Europe is growing—just barely! 

 Japan back in recession? No one saw that coming. 

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

 
 
Market Wrap-Up 

 
Onward and upward would be two very good words to describe the financial market movements in the 
US over the course of the past week as all three indexes moved higher. Technically all three indexes 
remain very bullish, but the general lack of volume seen during the movement is giving some investors 
pause. The charts below are of the three major US indexes, in green with their respective most recent 
technical support levels in red, and the VIX, with the average level of the VIX over the past one year 
draw with a red line: 
 

 
 

 



As you can see above, last week was a little bit of a breather for the S&P 500 (upper left pane above) as the 
index took a break from the rapid rise it has been experiencing since the middle of October, moving in an 
almost sideways manner. The Dow (upper right pane above) is almost 
an identical chart as the S&P 500 as it too took a little break last week 
after moving up so quickly. The NASDAQ (lower left pane above), 
however, continued to push higher last week at a much faster pace 
than the other two indexes. This type of movement, where the 
NASDAQ leads the way higher, is indicative of a market where risk is 
being taken by a large number of investors who are pushing the most 
risky equity assets higher. Historically, the NASDAQ is the most risky 
of the three indexes and thus has the highest beta.  
 
Beta in this sense is a financial term that measures how much one 
investment moves when a second investment moves. For instance, if 
an investment has a beta of 1 compared to the S&P 500, if the S&P 
500 increases by 10 percent you would expected the investment to 
also move by 10 percent. If an investment has a beta of 2 and the S&P 
500 moves the same 10 percent, this other investment would move by 
20 percent. The reverse also happens if the market is moving lower.  
 
The historical average of beta for the NASDAQ versus the S&P 500 is 
about 1.12, meaning that during movements the NASDAQ participates 
in about 12 percent more of a move than the S&P 500. Within the 
NASDAQ, a sector such as semiconductors or biotechnologies can 
run a beta as high as 2. So with many investors expecting to see the market continue to move higher as we 
get into the holiday shopping season, it was not surprising to see the outperformance of the NASDAQ over 
the other major indexes. 
 
 

National News 

 
National news last week seemed to hold a lot of saber rattling in Washington DC between the two political 
parties. With both the House and Senate reconvening and the mid-term elections now behind us, it was 
back to business as usual with both sides not really leaning very far to 
meet the other on any topic. One of the major points of contention did 
see some movement last week as the House of Representatives 
passed the Keystone XL pipeline bill for the ninth time. The latest 
derivative of the bill is pretty straight forward and holds very little pork. 
Up next for the bill is the vote in the US Senate. Each of the other eight 
times the Keystone XL bill has been passed from the House to the 
Senate it has been killed either by a “No” vote or by the leadership in 
the Senate not allowing the legislation to come up for a vote. This time it will be different, as Senate Majority 
Leader Harry Reid has announced that the Senate will vote on the bill this week. The reason for the vote is a 
bit convoluted. There is still a run-off election to be held in Louisiana later this year between Republican Bill 
Cassidy and Democrat Mary Landrieu. One of the main talking points between the two during the run-up to 
the election was the fact that Landrieu had voted against the Keystone pipeline in previous votes in the 
Senate and this is seen as potentially costing her her Senate seat. With a new vote now before the run-off 
election the democrats are thinking she can vote yes on the bill and take away the main topic of the debate 
in the upcoming runoff election. This seems like petty politics as the Republicans already have control of the 
Senate going into 2015 no matter the outcome of the runoff in Louisiana, but politicians never seem to have 
a shortage of petty issues they are pushing around. If the bill does make it thought the Senate with a “Yes” 
vote, President Obama has to make a choice between vetoing the bill, which he has threatened to do with 
previous versions of the bill,or he can pass the legislation and have it be the end of the story for the 
Keystone XL. Oil is not the only hot topic right now in Washington as “immigration reform” has once again 
become a buzz phrase. 
 
Immigration reform is something that has eluded the US political system for several years, largely because 
of the delectate nature of the issue and the usual antics of politicians. The stance right now is that President 
Obama is willing to take a step forward on the issue through the use of an executive action and bypass 
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Congress on the issue. Republicans are crying foul, saying this action would “poison the well” of the two 
sides working together over the next two years, but it really looks like the President is set to go at it alone on 
this one. Why the big fuss over immigration reform? It has to do with votes and voters in elections. 
Historically, the Democrats have fared better with newly immigrant voters, and the Republicans see this 
reform as a way for Democrats to secure a large number of new voters for their party. Democrats, however, 
point out that no one is forcing new immigrants to the US to vote for Democrats and that the Republicans, if 
they had better politics to help such people, could also pick up votes. That is about where the two sides stop 
talking on the issue. With those two political footballs being tossed around in DC, the financial markets have 
taken to a more interesting and pertinent topic, that being the end of third quarter 2014 earnings season. 
 

Q3 2014 Earnings Releases 
 
The third quarter earnings season is quickly drawing to a close as we have now seen close to 93 
percent of the companies in the S&P 500 report their results. 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: 

 

3D Systems -13% Energizer 17% Nordstrom 3% 

ADT 12% Flowers Foods 5% Pinnacle Foods 0% 

Caesars Entertainment -87% Fossil Group 8% Rayonier 35% 

Cisco Systems 0% Intrawest Resorts 10% SeaWorld Entertainment -11% 

D.R. Horton -8% J C Penney 7% Sotheby's 19% 

Dean Foods 77% Kohl's -8% Transocean 25% 

Dillard's -5% Macy's 24% Wal-Mart 3% 

 
Last week’s earnings held little of interest, but we did see a wide deviation in performance among the 
retailers who announced with some turning in strong numbers while others looked weak. The biggest retailer 
of them all, Wal-Mart, saw sales increase on a quarterly basis for the first time during the last past 7 
quarters. As far as retailers who had a rough quarter, Kohl’s and Dillard’s both saw sales missing 
expectations as foot traffic slowed in their stores. As we get closer to the holiday season the deals and 
gimmicks are sure to pick up as all of the retailers race to get the largest portion of the consumer pie that 
they can.  
 
According to Factset Research, we have now seen 462 (93 percent) of the S&P 500 companies release 
their results. Of the 462 that have released, 77 percent 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 became a little worse for the quarter as there are now 59 
percent of the companies that have reported beating estimates on a revenue basis, while 41 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 more likely that 
the 77 and 59 percent figures will be the final numbers for the quarter. 

 
The cliff in the number of companies reporting earnings this week continues to be apparent as there are 
only 264 companies scheduled to report earnings after more than 1,000 last week. Below is a table of 
the better known companies releasing earnings with the potentially most impactful releases highlighted 
in green: 

 
 
 
 
 
 
 



Agilent Technologies  Jack In The Box  Salesforce.com 

Best Buy  Jacobs Engineering  Sears 

Buckle  Kirkland's  Splunk 

Dick's Sporting Goods  La-Z-Boy  Staples 

Dollar Tree  Lowe's Companies  Stein Mart 

Foot Locker  Medtronic  Target 

Gap  Michaels  TJX Companies 

Home Depot  PetSmart  Tyson Foods 

J M Smucker  Ross Stores  Williams-Sonoma 

 
 
Much like last week, retailers will once again be in the spotlight this week as there are a number of key big 
box stores releasing their earnings results for the third quarter of 2014. The two companies that will be 
watched the closest this week are Home Depot and Lowe’s as they are the two undisputed leaders in home 
improvement sales in the US. The market could get a pretty good gauge on the US housing market from 
these releases as people typically do not put much money into their homes if they think their home value will 
be eroded over time. However, the flip side is also true in that people do put money into their homes when 
they think their house will appreciate over the near term. Home Depot will also be interesting this quarter as 
it will likely discuss the data breach that was made known over the quarter and what, if any, impact it is 
seeing on its business from the leak. As with most quarterly results, the forward looking guidance will be 
very important this week, but it may be even more important than normal, as many of the companies 
reporting are gearing up for holiday sales—sales that can easily make up a large percentage of their overall 
annual revenues.  

 

 

International News 

 
News on the international front last week was pretty interesting; we received news that was expected and 
some that was less than expected. The first of the expected news was that Russia continues to move into 
Ukraine, as it has for some time, only this time Russia seems to be 
much less afraid of showing the international community that it is doing 
so, removing markings on tanks and other military hardware that was 
easily photographed crossing the border. Hope emanating from talks 
between Russia and the rest of the world at the APEC summit, held 
early last week, faded as Russia announced it would begin flying 
military exercises in the Gulf of Mexico shortly after the end of the 
meetings. What Russia could possibly be exercising for is anyone’s 
guess and the likelihood of Russia actually sending war planes on an 
exercise mission to the Gulf of Mexico seems low at this point. 
However, there does seem to be little limit as to what Russia President 
Putin is willing to do to stick a stick in the eye of the rest of the world. 
Just last week Sweden released photographs of what it claims is the seafloor after being disrupted by a 
Russian submarine. The images are clear that something was there on the seafloor moving along the 
bottom, but there is no direct evidence that it was a Russian sub; and of course Russia is denying even 
being in the area with a sub. As we move more and more into winter we will likely see Russia escalate the 
situation in Ukraine as it feels it has a seasonal advantage over negotiations during winter. Russia, however, 
is becoming more and more desperate as the price of oil continues to decline, now moving under $76 per 
barrel. While sanctions hurt Russia a little, oil prices this low will really have a profound impact on the 
Russian economy if prices remain low for a long time as the cost per barrel of oil coming out of Russia to 
the international market is something over $100. This means that unless oil is over $100 per barrel, it is not 
economically feasible for Russia to be drilling oil. A life blood for the Kremlin and Russia overall, without 
being flush with cash from oil President Putin is in a weakening state. 
 
Russia and Ukraine did not comprise the only news out of Europe last week as Eurostat released its latest 
projections of the third quarter GDP figures for the Eurozone overall as well as many of the member states. 
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The chart below, created using Eurostat data, shows the Eurozone as well as 15 of the 18 Eurozone 
member countries: 
 

 
 
As you can see above, the Eurozone grew at an overall rate of 0.2 percent (green column above) during the 
third quarter. However, much of this growth is coming from areas not 
very statistically significant to the overall health of the Eurozone. Greece, 
for example, grew at 0.7 percent and Slovakia grew at 0.6 percent, while 
the true work horses of the Eurozone – Germany, Italy and France – 
grew at 0.1, -0.1 and 0.3 percent, respectively. Italy was particularity 
worrisome as it has now seen three consecutive quarters of falling GDP, 
meaning that the third largest economy in Europe is in a recession. All of 
this negative news about the situation in Europe is sure to be noticed by 
President of the European Central Bank (ECB) Mario Draghi, who is now 
more likely than ever to step in with some form on quantitative easing and buy debts of the individual 
countries. Italy, however, was not the only country last week to see a technical recession as Japan also 
made a surprise announcement.  
 
Japan has been a struggling economy now for more than the past two 
decades, and the troubles seem to be continuing. Over the weekend 
Japan released its third quarter GDP change figure and it showed that 
Japan saw its GDP figure contract by an annualized rate of 1.6 percent. 
This follows on the heels of a 7.3 percent contraction during the second 
quarter and thus moves the country into a technical recession. The 
horrible second quarter number was due to the “one time” ramifications 
of the new tax and the fact that people bought less with the new tax than 
under the old system. This decline in the second quarter was actually 
expected. The third quarter, however, saw expectations of a growth of 
2.1 percent, making the negative print all of the more surprising. This 
negative print puts the future of Abenomics into the question. In fact, the 
Prime Minister has even alluded to the possibility that a vote may be 
taken later this year or early next year to see if the country should go 
through with the next round of tax hikes, which is slated for the middle of 
2015 and is part of the last phase of Abenomics. Whatever the outcome of the vote, if there is one, it seems 
that Japan is really unsteady right now and that the efforts by many Japanese economists seem to be 
bearing very little fruit as the country continues to struggle to move forward.  
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Market Statistics 

 

Equities  
 
All three of the major US indexes made it four weeks in a row last week for gains in the rally that 
followed the selloff back in early October. Volume on average was a little below the 52-week average 
level of volume. Volume during this recent upward movement has been much lower than it was to the 
downside, something that is a little puzzling and concerning at the same time: 
 

Index Change Volume 

NASDAQ 1.21% Below Average 

S&P 500 0.39% Average 

Dow 0.35% Below Average 

 
As mentioned above in the first section of this report, from a technical standpoint the three major 
indexes all look strong, but they have failed in large part to retest the previous technical levels. This 
failure to test previous technical levels puts the markets at risk to large swings as investors have few 
technical levels to watch for support prior to giving back a significant part of the gains seen 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 

Telecommunications 2.70%  Utilities -2.83% 

Home Construction 2.32%  Oil & Gas Exploration  -2.81% 

Technology 2.11%  Energy -1.89% 

Consumer Discretionary 1.95%  Natural resources -1.41% 

Consumer Service  1.88%  Biotechnology -0.68% 

The most interesting of the ten sectors listed above was the placement of Biotechnology. Typically, when 
the NASDAQ turns in the best performance of the week Biotechnology is one of the major benefactors of 
such a move, as the NASDAQ is very laden with biotechnology companies. Last week, however, NASDAQ 
saw strong performance while biotechnology pulled back a little. Most likely this was caused by some 
investors pulling profits out of the sector in favor of broader based technology risk.  

Fixed Income  

The broad US fixed income market was very uneventful last week with losses being seen in every category 
except for very short term bonds: 

Fixed Income Change 

Long (20+ years) -0.22% 

Middle (7-10 years) -0.07% 

Short (less than 1 year) 0.01% 

TIPS -0.37% 

Last week the value of the US dollar decreased by 0.09 percent against a basket of international currencies. 
The strongest of the currencies last week was the Australian dollar as it gained 1.40 percent against the US 
dollar, thanks in large part to the Asian Economic summit and the prospects of more raw materials being 
needed from Australia in the future. The Japanese Yen continued to be the weakest currency in the world 
as it fell by 1.42 percent against the value of the US dollar. During the week last week the Yen hit a record 



low level of 116.75¥ to $1. If you were thinking about going to Japan for vacation any time soon, now might 
be a good time to really get serious about it as the Yen has weakened against the US dollar by almost 16 
percent over the course of just the last 3 months. 

Commodities 

Commodities were mixed last week as the metals moved noticeably higher, while oil continued to slide as it 
has done for the past few months. 

Metals Change 

Gold 1.33% 

Silver 3.51% 

Copper 0.19% 

 

Commodities Change 

Oil -5.54% 

Livestock 2.80% 

Grains 3.49% 

Agriculture 1.89% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 2.26 percent last week, while the Dow 
Jones UBS Commodity Index declined by 0.49 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 5.54 
percent with West Texas Intermediary (WTI) spot oil prices falling below $76 and looking like there is room 
to move lower. At some point oil will move low enough that it will be a good investment at very depressed 
prices, but trying to determine when that will be is very difficult. Grains jumped higher last week by almost 
3.5 percent, a trend that has been very prevalent over the past few months. All of the upward price 
movement in grains will be seen in the grocery store pretty soon as many items such as flour and meats all 
have a lot of grain price sensitivity. Gold, Silver and Copper all moved higher last week, but didn’t really 
have any specific news or articles that gave a strong reason for the move.  
 

International Performance 

Despite the falling Yen, Japan’s main stock index saw a good week of performance, led in part by the 
exporting companies seeing the relative price of their goods decline for foreign buyers as the value of the 
Yen falls against nearly all world currencies. The best performance globally last week was the Japanese 
Nikkei Index, which advanced by 3.62 percent. Russia made it out of the dog house last week as the worst 
performing index globally was found in Mexico with the Mexican IPC Index falling by 2.79 percent over the 
course of the week.  

Volatility 

The VIX last week saw a pretty tame trading week, during which there were very few wild days of trading 
with large intraday movements. In total the VIX gained 1.45 percent for the week, but it remains well below 
the 52-week average level we have seen on the VIX. At the current level of 13.31 the VIX is implying a move 
of about 3.84 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 11/14/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 

 

 

 



 Last Week Year to Date 

Aggressive Model -0.25 % 5.06 % 

Aggressive Benchmark 0.51 % 2.63 % 

Growth Model -0.31 % 5.87 % 

Growth Benchmark 0.41 % 2.15 % 

Moderate Model -0.36 % 6.12 % 

Moderate Benchmark 0.29 % 1.63 % 

Income Model -0.42 % 5.78 % 

Income Benchmark 0.14 % 0.94 % 

 
*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. 

 
Over the course of the previous week we made several changes to our models that adjusted the amount 
and type of risk we are currently taking on our models. Our first set of changes was to initiate small positions 
in three different sectors of the markets through the use of tradable mutual funds. The three sectors of the 
markets were semiconductors, Mid Cap Growth and Small Cap Growth. All three areas of the market are 
areas we had been watching for a few weeks and with the consolidation movements we saw over the past 
two weeks it looked like a good opportunity to buy a little to open the positions. If we see the areas of the 
markets decline over the coming days, we will likely be buying on the dips to fill out our positions. Another 
adjustment we made last week was to buy a full position in the Rydex Rising US dollar Fund (RDPIX) in our 
lower risk investment models. The US dollar has been on an upward trend now for several months and, 
much like the other sectors, took a bit of a pause over the course of the past 2 weeks, moving in a sideways 
manor. We took this sideways movement as an opportunity to buy into the fund. The thesis behind the 
continuing strength of the US dollar is less about the US dollar and more about what other major currencies 
around the world are having done to them. In Europe the ECB is going to undertake a new round of 
quantitative easing, thus putting downward pressure on the Euro. In Japan you have the same situation with 
the Yen seemingly in a free fall against all of the world currencies, including the US dollar. In Switzerland, 
keeping the Euro peg could arbitrarily hurt the value of its currency. Finally, in Latin America, with the 
elections now behind us in Brazil it looks like the government is going to continue to be okay with the fall of 
the Real as it makes its exports more attractive to the international community. With all of the above 
mentioned items in mind it looks like the US dollar could continue to see strength in the near and midterm. 

 

 

Economic News 

 
Week in Review 
 
Last week was an uneventful week for economic news releases. None of the releases significantly beat 
or missed market expectations: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 11/13/2014 Initial Claims Previous Week 290K 280K 

Neutral 11/13/2014 Continuing Claims Previous Week 2392K 2353K 

Slightly Positive 11/13/2014 JOLTS - Job Openings 
September 

2014 
4.735M 4.850M 

Neutral 11/14/2014 Retail Sales October 2014 0.30% 0.30% 

Neutral 11/14/2014 Retail Sales ex-auto October 2014 0.30% 0.20% 

Slightly Positive 11/14/2014 
University of Michigan 
Consumer Sentiment 

Index 

November 
2014 

89.4 87.5 

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

 

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


With Tuesday being a Federal Holiday the economic new releases started very late on Thursday with 
the standard weekly unemployment related figures for the previous week. Both initial and continuing 
jobless claims came in higher than was expected, but not by enough to cause alarm in the markets. 
Later during the day the JOLTS jobs number was released and indicated that there were about 100,000 
fewer open positions at US companies than economists had been predicting, a positive sign for the 
health of the labor market as employers are filling positions with qualified personnel. On Friday the big 
release of the week, Retail sales for the month of October, was released and came in exactly at 
expectations, showing growth of three tenths of a percent. It is much better than the decline of three 
tenths of a percent we saw during September, but still low compared to some of the stronger growth 
time periods for the US economy that we have seen in the past. Wrapping up the week on Friday was 
the release of the University of Michigan Consumer Sentiment Index for the month of November 
(second estimate), which showed a slight improvement from the first estimate, but not enough of a 
surprise to get the market excited. 
 

Upcoming Releases 
 
This week is a typical week for economic news releases with several releases that realistically have the 
potential to move the overall markets highlighted in green below: 

 

Date Release Release Range Market Expectation 

11/17/2014 Empire Manufacturing November 2014 12 

11/18/2014 PPI October 2014 -0.20% 

11/18/2014 Core PPI October 2014 0.10% 

11/19/2014 Housing Starts October 2014 1025K 

11/19/2014 Building Permits October 2014 1040K 

11/19/2014 FOMC Minutes October Meeting - 

11/20/2014 Initial Claims Previous Week 285K 

11/20/2014 Continuing Claims Previous Week 2375K 

11/20/2014 CPI October 2014 -0.10% 

11/20/2014 Core CPI October 2014 0.10% 

11/20/2014 Existing Home Sales October 2014 5.17M 

11/20/2014 Philadelphia Fed November 2014 18 

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

 
This week starts off on Monday with the release of the Empire Manufacturing number, which is expected to 
show a reading of 12, up from a reading of 6.2 in October. Any number above zero means expansion, so the 
larger the positive number the better, as manufacturing in the greater New York area is important to the 
overall health of the US economy. On Tuesday the Producer Price Index (PPI) is set to be released and it is 
expected that overall prices at the producer level will be shown to have fallen by two tenths of a percent, 
thanks in large part to the falling prices of fuel and energy. With the volatile factors in the PPI removed, the 
core PPI is expected to show a meager increase of one tenth of a percent. On Wednesday the start of the 
October housing related figures is set to come out with the housing starts and building permit numbers, both 
of which are expected to be just over 1 million units. Of more interest to the markets on Wednesday will be 
the release of the FOMC meeting minutes from the October Fed meeting. Many money managers and 
economists like to go through the meeting minutes to see if they can glean any more information about the 
meeting that was released in the press release, but there is rarely any new information that is material to the 
markets in the release. On Thursday the standard weekly unemployment related figures are both set to be 
released with expectations that both figures will have come down a little when compared to two weeks ago. 
Later during the day on Thursday the Consumer Price Index (CPI) for the month of October is set to be 
released with expectations that overall prices declined, thanks to the decline in fuel and energy, while prices 
excluding volatile assets are expected to have increased one tenth of a percent. Also released on Thursday 
is the existing home sales figure for the month of October, which in conjunction with the earlier housing 
related figures should give us a pretty good idea about the strength of the US housing market. Wrapping up 
the week on Thursday is the release of the Philadelphia Fed Manufacturing Index. Expectations are for a 



slowdown in manufacturing expansion as a reading of 18 is expected, compared to a reading of 20.7 from 
October, but even at 18 it would indicate that manufacturing in Philly is very vibrant. 
 

 

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. 
 

If all the natural gas pipelines in the U.S. were connected to each other they would stretch to 
and from the moon almost three times. 
 

Source: Interstate Natural Gas Association of America 


