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Commentary At-a-Glance 

 
 Onward and upward go the markets. 

 Abe dissolves parliament in Japan. 

 SURPRISE! China cut interest rates. 

 Immigration reform presents the latest friction in Washington DC. 

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

 
 
Market Wrap-Up 

 
The majority of the financial markets around the world increased in value over the course of the past 
week, thanks in large part to continued support from a few key central banks. Technically, all three 
indexes remain very bullish, but the general lack of high 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, as well as the VIX, with the average level of the VIX over the 
past one year draw with a red line on the lower right chart: 
 

 
 

 



Technically, all three of the indexes look very strong, but it has now been nearly a full month without much, if 
any, pullback to speak of. Rallies are nice because investors make a lot of money, but they are also 
notorious for making investors become complacent to the world around 
them and focus far too closely on the market moving higher, while 
missing the bigger picture of what could be coming. From a seasonality 
time of year we are for sure in the sweet spot for returns; November is 
nearly behind us and we begin to enter a time of year where Santa 
Rallies are commonly found. A Santa Rally is a rally in the financial 
markets around the holiday spending at retailers. Retailers derive a 
significant percentage of their annual income from the holiday 
shopping season, which officially starts on Black Friday. I use the term 
Black Friday loosely since it seems most stores have started their major sales about a week ago and will be 
running them for a full three weeks; the bleed over from just one day to multiple days seems to be in full 
force. During this time there are usually many reports about how strong sales are as Americans seem to 
spend more and more each year. This in turn leads to the thought that profits and earnings will be stronger 
than expected during the fourth quarter and thus investors bid up the prices of stocks. This mentality 
permeates through the entire retail sector and is the major catalyst to a Santa Rally. One of the biggest 
potential positives to the markets continuing to move higher is the time of year in which we currently find 
ourselves.  
 
Not everything is positive, however. 
There are plenty of dark clouds on the 
horizon even if they seem very small and 
very far away. One of the biggest 
potential issues is the declining price of 
oil and the ramifications it could have on 
some key countries around the world. 
Russia, already feeling pinched by the 
international sanctions, surely needs 
prices well above $100 per barrel to keep 
its economy moving forward. The chart to 
the right from the International Monetary 
Fund (IMF) shows various Middle Eastern 
Countries and their respective breakeven 
points for Oil, looking at both fiscal and 
current account needs. The current price 
level of oil is signified by the two 
intersecting dotted blue lines. As you can 
see, many countries the US needs to 
keep as friends in the region are now 
struggling with oil prices that cannot 
sustain current government spending in 
the countries. Saudi Arabia, of course, is 
the key dot to look at on the chart as it 
controls the largest amount of oil that flows onto the world market and a significant percentage of oil 
production out of OPEC as well. If oil prices stay below $80 we could see political unrest kick up in yet 
another Arab Spring early next year. This time around it would involve countries the US and the rest of the 
world really have economic ties to, not countries like Libya. Falling oil prices is a big wild card. Another dark 
cloud on the horizon is the unknown endgame with Russia and the rest of the world as Russia slowly 
appears to be taking back regions that were once under the Kremlin during olden times.  
 
The Russian advance into Crimea and then Ukraine was not random by any stretch of the imagination and 
neither is the response from the rest of the world. Russian President Putin knew he was risking his economy 
to go on a land grab and so far it seems to be working for him. Sure his economy is starting to feel the pinch 
and he is successfully isolating his country, much like the North Koreans, but he is gaining physical land 
with his actions. The bigger potential issue for the global financial markets is where does Putin stop? Does 
he move into NATO member countries and push toward the Baltic States? Or will he be content with what 
he has? It is unlikely he will be content with what he has so expansion, if not stopped, is his likely direction. 
The issue is not whether the rest of the world can beat the Russians in a war if it came down to it, but 
whether the rest of the world can afford a major fight with Russia. Europe is already very weak with the 
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European Central Bank (ECB) stepping in just last week with bond buying in an attempt to shore up slowing 
economic growth and other countries in the region have their own issues and financial constraints. This 
issue could weigh heavily on the global economy if the situation deteriorates further in the coming months, 
something which seems likely to occur. 
 
 

National News 

 
National news last week was all about President Obama’s executive action taken on immigration reform. 
While the actions were seen by Republicans as a direct political shot at themselves, the actual legislation 
seems much weaker than first feared. The Republican response to the executive action is at best 
discombobulated as various sects within the Republican Party want to take different paths toward resolution. 
One thing the action did seem to do was dash whatever little hope there was between the President and the 
Republican Party, which means it will be a long and slow fight over the next two years to get much of 
anything done in Washington DC.  While feathers were being ruffled in DC last week, earnings season for 
the third quarter of 2014 all but officially came to an end. 
 

Q3 2014 Earnings Releases 
 
The third quarter earnings season is quickly drawing to a close as we have now seen more than 97 
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. Negative earnings surprises are highlighted in red, while positive surprises in excess of 
10 percent are highlighted in green: 

 

Agilent Technologies 76% Jack In The Box 2% Salesforce.com -100% 

Best Buy 28% Jacobs Engineering 4% Sears pushed 

Buckle -3% Kirkland's 133% Splunk -11% 

Dick's Sporting Goods 3% La-Z-Boy 6% Staples 0% 

Dollar Tree 6% Lowe's Companies 2% Stein Mart 0% 

Foot Locker 6% Medtronic 0% Target 15% 

Gap -6% Michaels 19% TJX Companies 0% 

Home Depot 2% PetSmart 7% Tyson Foods 13% 

J M Smucker 0% Ross Stores 7% Williams-Sonoma 8% 

 
In looking at the data above it is clear to see that retail by and large continued to turn in solid performance 
during the third quarter of 2014. This solid performance will hopefully flow over into the holiday earnings 
season as this would be a nice catalyst for the markets to continue to move higher in what is commonly 
known as a Santa Rally.  
 
According to Factset Research, we have now seen 487 (97 percent) of the S&P 500 companies release 
their results. Of the 487 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 
represents the highest percentage of companies beating expectations since the third quarter of 2010. 
When looking at revenue we saw no change in the percentage of companies that have beaten estimates 
with the figure holding firm at 59 percent having reported beating estimates on a revenue basis, while 41 
percent have fallen short. At this point the figures are the final numbers for the quarter as it has become 
all but impossible for the remaining 13 companies that have yet to report earnings to actually push the 
needle even one percentage point in any direction from the current figures. 

 
This week is the last of the stragglers as far as major companies announcing earnings for the third quarter of 
2014. Most of the companies announcing this week are retail centric companies that have very large 
operations and it takes a large amount of time to tabulate all of their quarterly figures from the end of a 
quarter. Below is a table of the better known companies that are releasing earnings with the potentially most 
impactful releases highlighted in green: 



 

Big Lots 

Campbell Soup 

Deere & Co 

DSW 

Hewlett-Packard 

Hormel Foods 

Sears 

Tiffany & Co 

 
 
Hormel will be closely watched this week to see if they announce any new price increases as the prices of 
raw materials in many of their products have been doing nothing but increase so far during 2014. While big 
companies such as Hormel typically hedge out some of their costs with derivative financial instruments on 
their underlying raw materials, this slow but steady increase in prices will start having a noticeable impact on 
the company in the future. Tiffany & Co will also be closely watched as it is one of the premier high end 
retailers going into a holiday season and typically has a very good read on the higher end consumer and 
their spending patterns for the rest of the year.  

 

 

International News 

 
International news was hopping last week as there were several key 
developments that pushed the global financial markets around. China 
made the biggest splash with several key moves on interest rates that 
took the financial markets by surprise on Friday. The first move on 
Friday in China was to cut the 1-year benchmark loan rate by 0.4 
percent from 6 percent down to 5.6 percent. China has also lowered its 
deposit rate with banks from 3 percent down to 2.75 percent. China’s 
final move was to increase the amount it is willing to pay savers 
through the deposit rate up to as high as 3.3 percent. In simple terms, 
the People’s Bank of China (PBOC) cut the interest rates that small 
businesses and people pay for loans, while increasing the amount of 
interest a saver gets at the bank. This was done in an attempt to get 
growth to pick back up in China as it has gone from double digit annual 
growth rates in the past to a paltry 7.6 percent now. There are very few 
places in the world that would fear a 7.6 percent growth rate in their 
economy, but China is one such place. Sticking with Asia, Japan 
made headlines early last week as Prime Minister Shinzo Abe officially 
dissolved parliament and called for new elections in December. 
 
Dissolving parliament may seem like a big deal to someone not familiar with the political process in Japan, 
but it was not that big of a deal and more procedural than anything else in Japan. In calling for election on 
December 14th, President Abe is pretty much holding a vote two years earlier than planned to see if the 
people of Japan will back the radical economic reforms his government is undertaking as it tries to get 
Japan on steady economic footing. One of the main topics of the upcoming election is the sales tax 
increase, which was scheduled for October of 2015, but has already been kicked out until April of 2017 at 
this point. It is thought that Abe will easily win reelection as there is little time for candidates against him to 
mobilize enough votes or formulate a plan to mount a reasonable challenge and that once he and his party 
are reelected, they will have the “will of the people” behind them in the economic actions in the future. Abe 
would not have called for snap elections if he did not think he would easily win them. 
 
The other major story of the week last week came out of Europe and did not have to do with Russia in 
Ukraine, but rather with ECB Executive Board member Benoit Coeure announcing that the ECB was 
starting to buy bonds. In a speech on Friday, Coeure outlined the plans for the asset-buying purchase 
program, which will start this week. In total, the ECB expects to expand its balance sheet by 1 trillion Euros, 
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but that may not be enough. Earlier last week, ECB President Draghi said 
in a speech that the ECB would do all that it could to get Europe growing 
and inflation returning, but he warned that the ECB may not be able to do 
enough on its own. Countries will need to come together and formulate a 
plan for becoming more competitive in the global economy if Europe is 
going to pull out of the current mess it find itself in. This whole situation 
with the major economies of Europe slowing down to a near stall speed will 
be a big concern during 2015 as the actions taken by governments in the 
region could stem or accelerate problems that could spread globally if not 
correctly dealt with.  
 

 

Market Statistics 

 

Equities  
 
All three of the major US indexes made it five weeks in a row last week for gains. We are really starting 
to see a weekly trend going here. When looking at volume overall for the three indexes, it boils down to 
an average week for volume with the S&P 500 seeing the best volume of the three: 
 

Index Change Volume 

S&P 500 1.16% Above Average 

Dow 0.99% Average 

NASDAQ 0.52% Below Average 

 
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 

Oil & Gas Exploration  3.88%  Broker Dealers  -1.37% 

Home Construction 2.95%  Telecommunications -1.20% 

Semiconductors 2.83%  Software -0.75% 

Energy 2.81%  Regional Banks  -0.64% 

Natural resources 2.79%  Financial Services 0.19% 

The most interesting aspect of the sectors last week was semiconductors, which bucked the trend and was 
one of the top 5 performing sectors of the week, despite the NASDAQ seeing the lowest performance of the 
three major indexes.  

Fixed Income  

The broad US fixed income market was very uneventful last week; the moves were primarily driven by 
foreign central bank monetary actions, of which the US was a beneficiary: 

Fixed Income Change 

Long (20+ years) 0.51% 

Middle (7-10 years) 0.11% 

Short (less than 1 year) 0.00% 

TIPS -0.12% 

Last week the value of the US dollar increased by 0.90 percent against a basket of international currencies, 
with much of this move occurring on Friday after the rate cut in China and speech by ECB President Draghi. 
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The strongest of the currencies last week was the Canadian dollar as it gained 0.49 percent against the US 
dollar, thanks in large part to the moves in both natural resources and energy. The Japanese Yen continued 
to be the weakest currency in the world as it fell by 1.30 percent against the value of the US dollar. The Yen 
has now fallen for each of the last 5 weeks, in total declining by 9.31 percent. During the week last week the 
Yen hit a record low level of 119¥ to $1. Now might be a good time to get serious about a vacation to Japan, 
if you were considering one, as the Yen continues to struggle against the US dollar and the upcoming 
elections in Japan are unlikely to help the Yen much going forward. 

Commodities 

Commodities were mixed last week as the metals moved noticeably higher, while oil finally turned in a 
positive week. 

Metals Change 

Gold 0.80% 

Silver 1.02% 

Copper 2.84% 

 

Commodities Change 

Oil 0.76% 

Livestock -0.64% 

Grains -1.62% 

Agriculture -0.70% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 0.63 percent last week, while the Dow 
Jones UBS Commodity Index advanced by 1.08 percent. For the week oil moved higher by 0.76 percent 
with West Texas Intermediary (WTI) spot oil prices settling at $76.50 at the end of the week. The soft 
commodities such as grains and livestock all moved lower last week, in what is hopefully a sign for some 
relief to come to the grocery stores near you in the future. Gold, Silver and Copper all moved higher last 
week with the more industrially used Copper enjoying the surprise drop in interest rates in China on the 
thought that it could drive demand for the semiprecious metal.  
 

International Performance 

In a surprising turn of events, Brazil really turned around last week with the Sao Paulo based Se BOVESPA 
turning in the best performance by far. For the week the SE BOVESPA jumped 8.33 percent on speculation 
that President Dilma Rousseff will appoint a very pro-markets finance minster, Joaquim Levy. If she does 
appoint him it would signal a major potential change from the very protectionist government she has been 
running the past few years. The worst performance of the week last week was found in Hong Kong with the 
Hang Seng declining by 2.70 percent as unrest in the country looks like it could once against start to 
increase.  

Volatility 

Last week was a bit of a choppy week for the VIX with the index starting out on Monday moving higher, then 
moving flat for two days only to decline by more than the index increased on Monday over the course of 
Thursday and Friday. In total, the VIX gave up 3.08 percent for the week and remains below the 52-week 
average level for the VIX. At the current level of 12.90 the VIX is implying a move of about 3.72 percent over 
the course of the next 30 days. As always, the direction of the move is unknown. 

Performance 

For the trading week ending on 11/21/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 

 

 



 

 Last Week Year to Date 

Aggressive Model 1.28 % 6.42 % 

Aggressive Benchmark 1.07 % 3.74 % 

Growth Model 1.06 % 7.01 % 

Growth Benchmark 0.83 % 3.00 % 

Moderate Model 0.79 % 6.97 % 

Moderate Benchmark 0.59 % 2.23 % 

Income Model 0.68 % 6.52 % 

Income Benchmark 0.30 % 1.25 % 

 
*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 to our models over the course of the previous week. We did not take any further steps 
into our three partial positions, those being Semiconductors, Small and Mid Cap stocks. One of our new 
investments, Profunds Rising Dollar (RDPIX), broke out to the upside on Friday last week, thanks to all of 
the central bank intervention that was seen. This trend looks like it will continue in the future as it looks less 
and less likely that many of the major regions of the world will be able to do anything other than loosen fiscal 
policies to promote growth. 

 

 

Economic News 

 
Week in Review 
 
Last week was a pretty uneventful week for economic news releases, but there was one that blew 
expectations out of the water and it is highlighted in green below: 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Slightly Negative 11/17/2014 Empire Manufacturing 
November 

2014 
10.2 12 

Neutral 11/18/2014 PPI October 2014 0.20% -0.20% 

Neutral 11/18/2014 Core PPI October 2014 0.40% 0.10% 

Slightly Negative 11/19/2014 Housing Starts October 2014 1009K 1025K 

Slightly Positive 11/19/2014 Building Permits October 2014 1080K 1040K 

Neutral 11/19/2014 FOMC Minutes 
October 
Meeting 

 - 

Neutral 11/20/2014 Initial Claims Previous Week 291K 285K 

Neutral 11/20/2014 Continuing Claims Previous Week 2330K 2375K 

Neutral 11/20/2014 CPI October 2014 0.00% -0.10% 

Neutral 11/20/2014 Core CPI October 2014 0.20% 0.10% 

Neutral 11/20/2014 Existing Home Sales October 2014 5.26M 5.17M 

Positive 11/20/2014 Philadelphia Fed 
November 

2014 
40.8 18 

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

 
Last week’s economic news releases started on Monday with the release of the latest Empire 
Manufacturing data that showed growth in the greater New York region, but slower growth than was first 
expected. On Tuesday the Producer Price Index (PPI) was released and showed that prices increased 
slightly at the producer level during October despite the large decline in the price of fuel. The increase 

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


was not enough to cause inflation alarms to go off, but it will be watched closely over the coming months 
for a trend. On Wednesday two housing figures were released to a ho-hum reception as housing starts 
missed expectations by a little, while building permits beat expectations by a little. The big release of the 
day was the FOMC meeting minutes from the previous meeting, but the minutes held almost no new 
information and ended up being somewhat of a letdown to the markets. The week’s economic releases 
wrapped up on Thursday when the big surprise of the week was released, that being the Philadelphia 
Fed’s manufacturing index number that just crushed expectations. Expectations for the manufacturing 
number out of Philly going into Thursday were for a reading of 18, which is in line with what was seen 
out of New York earlier during the week, but the actual release came in at 40.8. The reading of 40.8 is 
the second highest reading we have seen since prior to the decline of 2008, second only to a reading of 
43.4 back in March of 2011. At first I thought this release was a misprint when I saw it so I dug into the 
release and the numbers did shake out that they had a stellar month during November, with the biggest 
contributions to the figure being new orders and order shipments. Can this type of growth continue in 
Philly? Probably not at the current pace, but the order book does look pretty strong going forward so we 
could continue to see growth at some rate in the region going forward. The other two releases that made 
a few headlines on Thursday last week included the Consumer Price Index (CPI) and Core CPI, which 
showed that prices at the consumer level were flat during the month of October, thanks to falling fuel 
prices perfectly offsetting rising prices on food. 
 

Upcoming Releases 
 
This week is a typical week for economic news releases as far as the number of releases, but they are 
crammed into just two days with the holiday this week in the US. The releases highlighted below have 
the potential to move the overall markets: 

 

Date Release Release Range Market Expectation 

11/25/2014 GDP - Second Estimate Q3 2014 3.2% 

11/25/2014 Case-Shiller 20-city Index September 2014 4.6% 

11/25/2014 Consumer Confidence November 2014 96 

11/26/2014 Initial Claims Previous Week 288K 

11/26/2014 Continuing Claims Previous Week 2348K 

11/26/2014 Durable Orders October 2014 -0.6% 

11/26/2014 
Durable Goods -ex 

transportation 
October 2014 0.5% 

11/26/2014 Personal Income October 2014 0.4% 

11/26/2014 Personal Spending October 2014 0.3% 

11/26/2014 Chicago PMI November 2014 63 

11/26/2014 
University of Michigan 

Consumer Sentiment Index 
November 2014 90 

11/26/2014 New Home Sales October 2014 470K 

11/26/2014 Pending Home Sales October 2014 0.5% 

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

 
On Tuesday one of the big releases of the week is set to be released, that being the third estimate of third 
quarter 2014 GDP, which is expected to be moved slightly lower from the second estimate of 3.5 percent 
down to 3.2 percent. It is always tricky to judge how the markets will react when the GDP figure is released 
because if the number is worse than expected it may indicate that the Fed will keep low rates longer. The 
flip side is also true, meaning that if the number is better than expected it may trigger fears that the Fed will 
raise rates sooner than anticipated. Also released on Tuesday is consumer confidence for the month of 
November as well as the latest home price data, which as always is very stale. Consumer confidence could 
in theory move the markets, but it would take a print drastically away from expectations to do so. 
Wednesday is the last day of the week for economic news releases and there are a very large number of 
them. Mostly on Wednesday some will beat expectations while others will fall short, but the deviations will 
not be large enough for the few people working on Wednesday to even notice. The main releases to watch 
will be the durable goods orders, the Chicago area PMI and the University of Michigan’s Consumer 
Sentiment Index. Durable goods are expected to show a slight decline when transportation is included and a 



slight gain when it is removed. If this release misses expectations by a wide margin it has the most potential 
to move the markets. The Chicago area PMI will also be closely followed after the blow out number seen 
last week on the Philadelphia business and manufacturing index. Hopefully we can see a little of the Philly 
luck spread over into the Chicago area. Wrapping up the week on Wednesday will be the University of 
Michigan’s Consumer Sentiment Index, which will likely move in the same direction and by about the same 
magnitude as the overall consumer confidence figures released on Tuesday. 
 

 

Fun Fact of the Week as Your are Eating Turkey 

 
 
 
 
 
 

Have a Happy Thanksgiving! 
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. 
 

According to The Guinness Book of Records, the greatest dressed weight recorded for a 
turkey is 39.09 kg (86 lbs) at the annual “heaviest turkey” competition held in London, England 
on December 12, 1989. 
 

Source: Guinness Book of Records 


