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Commentary At-a-Glance 

 
 US markets continued to march higher last week heading into the midterm US elections. 

 Japan launches surprise quantitative easing—here we go again! 

 Election time is upon us here in the US and it is going to be a nail biter. 

 The Fed has finally drawn their latest round of quantitative easing to an end. 

 Economic news releases in aggregate came in at market expectations. 

 
 
Market Wrap-Up 

 
Last week saw all three of the US markets continue to move higher, thanks in large part to earnings 
announcements and the surprise stimulus from the Bank of Japan. Overall the volume last week was 
nothing all that exciting as it was just about average compared to what we have seen over the past year. 
I have redrawn the charts below this week to show the previous high level of the past three months, 
depicted by the red lines, on all three of the indexes; while keeping the red line for the VIX on the lower 
right chart representing the average level of the VIX over the past one year: 
 

 
 

 



With the rally that started a little more than two weeks ago, the three major US indexes have now made 
back all of the lost ground and exceeded the previous highs made just before the decline occurred. At this 
point, from a technical standpoint, it is a bit of a toss up to decide 
which of the indexes is the strongest. The Dow (upper right pane 
above) may have a little bit of an edge as it has the strongest velocity 
moving higher and is also the furthest above the previous high level. 
The S&P 500 (upper left pane) and the NSADAQ (lower left pane 
above) are almost exactly tied from a technical standpoint. At this point 
it looks like the three major US indexes have probably moved up too 
much too fast. The markets cannot move in just straight lines one way 
or the other without taking steps back here and there. A little bit of a 
pull back is highly likely. However, the pull back that is likely to follow in 
the near future is not likely to be very strong, especially when you look 
at the VIX as an indicator of the volatility expected in the near future. 
The VIX last week moved right back down to the 52-week average level (signified by the red horizontal line) 
and does not look to be in any hurry to reverse course any time soon.  
 
 

National News 

 
National news last week focused on two main topics with the first being the midterm election being held 
tomorrow across the US and the second being the statement from the Federal Reserve, which was put out 
after the monthly meeting held on Wednesday last week. The midterm election in the US is being held 
tomorrow, November 4th, in many states across the country and the outcome of the election could have an 
impact on what happens in Washington DC over the next two years. Below is a map, provided by Real Clear 
Politics and JP Morgan Asset Management, of the US with the US Senate races and their predicted 
outcomes: 
 

  
 
 
As you can see, the results will be very close, but the majority of polls are indicating that the Republicans 
are likely to take control of the US Senate while maintaining the control of the House of Representatives. In 
many cases, however, the margin of error in the polls is as large and the margin of victory predicted, which 
means it is too close to call. One thing seems pretty clear and that is that we will have continued grid lock in 
Washington DC as both sides of the aisle dig in their heels on a variety of topics. Since the Republicans do 
not have the numbers to override a Presidential veto, we will likely see very little meaningful legislation over 
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the next two years. In total, there are about 11 seats up for grabs this time around and we may very well not 
know the outcome of the election until early next year after potential runoff elections in states such as 
Georgia, which if very close will be forced into a runoff. Other than the elections, the Federal Reserve was in 
the spot light this last week after concluding its monthly meeting. 
 
The Federal Reserve met over Tuesday and Wednesday last week, at the end of the meeting releasing a 
statement that kept interest rates unchanged. In addition to the interest rate decision, the press release also 
officially ended the government’s bond buying program known as quantitative easing (QE) as the tapering 
program was allowed to run its course through the end of October. The Fed left its “considerable time” 
estimate on the amount of time interest rates will remain low after the end of QE. While there were several 
changes in the Fed language, most Fed watchers saw the statement last week as slightly more hawkish 
than it has been in the past as it noted improvement in the US labor market, despite the financial troubles 
starting to appear in other parts of the world. In addition to all of the above mentioned information coming 
out about the US over the course of the past week, it was also the heart of third quarter earnings season. 
 

Q3 2014 Earnings Releases 
 
Third quarter earnings season continued last week with the number of companies having reported 
earnings now having passed 70 percent. 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, there were more positive than negative results. Negative earnings surprises are highlighted in 
red, while positive surprises in excess of 10 percent are highlighted in green: 

 

Aetna 13% Coach 18% Iron Mountain -10% Sherwin-Williams 7% 

Aflac 6% ConocoPhillips 10% Kellogg 1% Sirius XM Radio 0% 

Allstate 2% Crocs 114% Kraft Foods Group 4% Southern 2% 

Altria Group 1% Cummins 2% LinkedIn 100% Spirit Airlines 5% 

AmerisourceBergen 5% Denny's 11% Manitowoc -20% Starbucks 0% 

Amgen 12% Electronic Arts 44% 
Marriott 
International 

5% Starwood Hotels 2% 

Arrow Electronics 7% Equity Residential 1% MasterCard 14% Sturm Ruger -70% 

Arthur J. Gallagher 0% Exxon Mobil 11% Merck & Co 2% SunPower 9% 

Atmel 0% Facebook 0% Metlife 16% Time Warner Cable -2% 

AutoNation 5% Freeport-McMoRan 3% MGM Resorts -133% T-Mobile -500% 

Avis Budget Group 7% Gilead Sciences 9% New York Times 400% Twitter 0% 

Ball 5% GNC 1% Noble Corporation 6% Visa 3% 

Big 5 Sporting Goods 26% 
Goodyear Tire & 
Rubber 

23% Noble Energy -22% Waste Management 6% 

BorgWarner 0% GoPro 500% Owens & Minor -9% WellPoint 4% 

Buffalo Wild Wings 8% Groupon 75% Panera Bread -3% Western Union 13% 

Cardinal Health 3% Hanesbrands 1% Parker Hannifin 14% Weyerhaeuser 10% 

CBRE Group 11% HealthSouth 10% Pfizer 2% Whirlpool -3% 

Chevron 16% Hershey -3% Phillips 66 20% Wisconsin Energy 12% 

Cliffs Natural Resources 320% Hess 16% Public Storage 0% Wynn Resorts 7% 

Clorox 2% Hyatt Hotels -23% Ralph Lauren 10% Xcel Energy -4% 

 
Energy was a focus last week in the companies that released earnings and for the most part the earnings 
were pretty good with the big players seeing earnings beat by about 10 percent, despite the decline in the 
price of oil that started at the end of the third quarter. The other focus of earnings last week was the US 
consumer and here the picture was a little less positive, with companies such as T-Mobile, Sturm Ruger, 
Hyatt and Hershey all having a tough quarter. Visa and MasterCard both turned in nice results for the 
quarter as they saw increased usage of credit cards during the quarter.  
 
According to Factset Research we have now seen 362 (72 percent) of the S&P 500 companies release 
their results. Of the 362 that have released, 78 percent of them have met or beaten earnings estimates, 



while 22 percent have fallen short of expectations. This 78 percent figures is 3 percentage points higher 
than it was last week and remains well above the 1- and 5-year average level of the percentage of 
companies that beat expectations on an earnings per share basis. When looking at revenue last week, 
the figures became slightly worse for third quarter earnings as now only 59 percent of companies are 
beating estimated revenues with 41 percent falling short. This 59 percent represents a 1 percentage 
point decline over the 60 percent figure we saw two weeks ago. What this continues to tell us is that 
companies are beating estimates not because of sales, but because of other actions such as lowering 
costs or other management wizardry and the magic of corporate accounting. Being near the three 
quarter mark for earnings, we are starting to get to that point where it would be difficult mathematically 
for the numbers of companies beating expectations to drastically change from the figures above. 
 
This week is the second busiest week for earnings releases for the third quarter of 2014 as there are 
more than 1,400 companies releasing their results. Many of these companies are lesser known 
companies, but there are still some household names. Below is a table of the better known companies 
releasing earnings with the potentially most impactful releases highlighted in green: 

 

Alexander & Baldwin  El Pollo Loco  Qualcomm 

AOL  
Famous Dave's of 
America 

 Scripps Networks 

Aqua America  Hain Celestial Group  SolarCity 

Archer Daniels Midland  Humana  South Jersey Industries 

Babcock & Wilcox  International Paper  Sprint 

Black Diamond  J & J Snack Foods  Sprouts Farmers Market 

Bloomin' Brands  Jack Henry & Associates  St. Joe 

Boulder Brands  Kate Spade &  Sysco 

Burger King Worldwide  King Digital Entertainment  Tesla Motors 

CenturyLink  LeapFrog Enterprises  Texas Roadhouse 

Chiquita Brands  Level Communications  Time 

Church & Dwight  Liberty Media  Time Warner 

Consolidated Edison  Molson Coors Brewing  Transocean 

Cooper Tire & Rubber  News Corp  Valero Energy 

CVS Health  Noodles & Co  Walt Disney 

DaVita HealthCare  Office Depot  Wendys 

DIRECTV  Papa John's International  Whole Foods Market 

DISH Network  Prudential Financial  Zillow 

 
 
The focus of this week’s earnings results will be mainly on consumer product related companies. Tesla will 
be very closely watched to see if it is making any money with the limited number of vehicles it can produce 
in a quarter and the strong demand for its current vehicle as well as new models like the all wheel drive 
Tesla Model S. Whole Foods will also be an interesting release to watch as it is actively starting a new 
campaign against the stigma of being the “Whole Paycheck” grocery store. After this week there is a sharp 
drop off in the number of companies reporting earnings as we draw closer and closer to the end of the third 
quarter earnings season.  

 

 

International News 

 
International News last week was fairly uneventful until Friday when the Bank of Japan (BOJ) announced a 
surprise round of stimulus for the Japanese economy. The latest round of stimulus is going to increase the 
BOJ’s bond buying program to about 80 trillion yen per year, which is an increase of between 10 and 20 
trillion yen more than originally planned. The money will be used to buy ETFs, J REITs and Japanese 
government bonds. This expansion of the quantitative easing is a sort of admittance of the problems Japan 
is still having, despite all of the money the country has thrown at its struggling economy—an economy that 



has been struggling for more than 20 years. This move comes on the back of weak economic 
announcements recently released about Japan, including one that showed that GDP in Japan is likely to 
have contracted by 7.1 percent during the second quarter of 2014. This attempt to pick up the economy 
comes as the economy continues to struggle with the consumption tax, which was implemented as part of 
Abenomics back in April of 2014, before yet another increase in taxes is set to take place in late 2015. At 
this point, the central bankers in Japan and much of the Japanese government are really trying to throw 
everything they can think of at the problem of a softening and weakly growing economy. For more than the 
past two decades, nothing they have tired has worked out particularly well, so why not give this new 
expansion of cheap money a run? 

 
 

Market Statistics 

 

Equities  
 
Last week saw all three of the major US indexes move higher by more than 2.5 percent on average 
volume as they made it two strong weeks in a row following the steep drop we saw during the start of 
October: 
 

Index Change Volume 

Dow 3.48% Average 

NASDAQ 3.28% Average 

S&P 500 2.72% 
Above 

Average 

 
Much of the outperformance of the Dow this last week can be attributed to earnings results from a few 
key members of the Dow. Visa in particular saw a jump of more than 13 percent during the week after it 
announced positive earnings results. Johnson and Johnson also helped push the Dow higher as it 
turned in a gain of 4.51 percent. In fact, the only company that is a Dow 30 component stock that turned 
in loss during the week was Wal-Mart, which saw a decline of 0.14 percent for the week. 
 
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 

Semiconductors 5.44%  Home Construction -0.12% 

Regional Banks  4.86%  Basic Materials  0.49% 

Financial Services 4.63%  Natural resources 0.76% 

Telecommunications 4.14%  Energy 1.60% 

Software 3.96%  Real Estate 1.79% 

The only real surprise last week in the sector movement was the fact that the Home Construction sector 
managed to be the sole sector of the market to turn in a decline in performance. This was largely due to the 
sector perhaps getting a little ahead of itself over the past few weeks as the optimism about the US housing 
market seems to be fading slightly in some key areas of the country.  



Fixed Income  

With continued gains in the broad equity markets last week it was not surprising to see that fixed income 
had a second tough week as investors continued to move from the safety of bonds into the high flying equity 
markets: 

Fixed Income Change 

Long (20+ years) -0.39% 

Middle (7-10 years) -0.53% 

Short (less than 1 year) -0.01% 

TIPS -0.19% 

While there was some reaction to the Federal Reserve announcement, the fixed income market last week 
was largely uneventful. The majority of the fixed income market was down less than one half of a percent as 
there was some adjustment in some institutional portfolios to the new language of the Fed statement. Last 
week the value of the US dollar advanced by 1.36 percent against a basket of international currencies. The 
strongest of the currencies last week was the Australian dollar, for the second week in a row, as it gained 
0.14 percent against the US dollar. Not surprising, the Japanese Yen had the hardest time this week with 
the majority of the weakness being on Friday after the announcement of the new BOJ actions. In total, the 
Japanese Yen fell by 3.67 percent against the US dollar over the course of the week, briefly hitting 111 yen 
to $1 US dollar on Friday. 

Commodities 

Commodities were mixed last week as the metals moved noticeably lower, while oil finally had a relatively 
calm week: 

Metals Change 

Gold -4.81% 

Silver -6.06% 

Copper -4.10% 

 

Commodities Change 

Oil 0.01% 

Livestock -1.40% 

Grains 5.51% 

Agriculture -0.19% 

 
The overall Goldman Sachs Commodity Index turned in a gain of 0.43 percent last week, while the Dow 
Jones UBS Commodity Index advanced by 1.35 percent. After falling for several months, oil finally had a 
steady week last week, hardly moving at all, which was a great relief to many investors in the oil markets. 
Grains saw a nice pop as a lot of the harvest is starting to come in throughout the US prior to the onset of 
winter. Metals were interesting to watch last week as both the precious and non-precious metals were hit 
hard as investors seemed to be indiscriminately selling in favor of other assets classes.  
 

International Performance 

All of the major global indexes advanced last week with Asia and Latin America leading the way higher. 
The best performance globally last week was found in Brazil, after being the worst performer two weeks 
ago, with the Sao Paulo based Se BOVESPA Index advancing by 5.17 percent. Canada saw the worst 
performance of the week as the Toronto base TSX Index gained only 0.48 percent.  

Volatility 

With the all of the indexes moving higher it was not surprising to see the VIX continue to free fall back to 
earth from its previous spike. Last week the VIX declined by 12.91 percent. We have now seen the VIX 
decline by almost 50 percent over the course of only the past two weeks. After the decline seen last week, 
the VIX is now almost exactly on top of the 1-year average level of the VIX. At the current level of 14.03, the 



VIX is implying a move of about 4.05 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 10/31/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 2.66 % 4.25 % 

Aggressive Benchmark 2.25 % 2.45 % 

Growth Model 2.20 % 5.43 % 

Growth Benchmark 1.74 % 1.99 % 

Moderate Model 1.63 % 5.84 % 

Moderate Benchmark 1.24 % 1.51 % 

Income Model 1.28 % 5.65 % 

Income Benchmark 0.63 % 0.89 % 

 
*Model performance does not represent any specific account performance but rather a model of holdings based on risk 
levels that are like our actual holdings, the hypothetical models are rebalanced daily to model targets. 

 
We made no changes in any of our models over the course of the previous week. The investments we own 
by and large performed very well last week despite the continued increase in the markets. One bright spot I 
wanted to point out in our investment last week was AmerisourceBergen (ABC) as the company released its 
latest quarter earnings results, beating analyst expectations by nearly 5 percent. The more impressive thing 
in the release was that it provided guidance for full year 2015 that was 10 to 13 percent above the 
expectations the company had released just three months ago. One of the main drivers of the 
outperformance of ABC has been the agreement signed with Walgreens during the middle of 2013 and this 
partnership really seems to be bearing fruit. On the announcement day of the above news last week, the 
stock jumped up by 6.4 percent. 

 

 

Economic News 

 
Week in Review 
 
Last week was an eventful week on the economic news releases front; in aggregate the releases came 
in slightly below market expectations. Below is a table of the releases with the releases that significantly 
missed expectations highlighted in red, while the ones that significantly beat expectations are 
highlighted in green: 



 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 10/27/2014 Pending Home Sales 
September 

2014 
0.30% 0.50% 

Negative 10/28/2014 Durable Orders 
September 

2014 
-1.30% 0.60% 

Negative 10/28/2014 
Durable Goods -ex 

transportation 
September 

2014 
-0.20% 0.50% 

Neutral 10/28/2014 
Case-Shiller 20-city 

Index 
August 2014 5.60% 5.50% 

Positive 10/28/2014 Consumer Confidence October 2014 94.5 87.2 

Neutral 10/29/2014 FOMC Rate Decision October 2014 0.25% 0.25% 

Neutral 10/30/2014 Initial Claims Previous Week 287K 284K 

Neutral 10/30/2014 Continuing Claims Previous Week 2384K 2375K 

Slightly Positive 10/30/2014 GDP-Adv. Q3 2014 3.50% 3.00% 

Neutral 10/31/2014 Personal Income 
September 

2014 
0.20% 0.30% 

Negative 10/31/2014 Personal Spending 
September 

2014 
-0.20% 0.10% 

Neutral 10/31/2014 PCE Prices - Core 
September 

2014 
0.10% 0.10% 

Positive 10/31/2014 Chicago PMI October 2014 66.2 60 

Neutral 10/31/2014 
University of Michigan 
Consumer Sentiment 

Index 
October 2014 86.9 86.4 

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

 
Last week started out on Monday with an uneventful release of pending home sales for the month of 
September, which was a little surprising given the strength we saw in the housing numbers two weeks ago. 
On Tuesday the durable goods orders for the month of September were released and both readings were 
negative. Overall orders fell by 1.3 percent versus an expected increase of 0.6 percent, while orders 
excluding transportation declined by 0.2 percent when it was expected that they would increase by 0.5 
percent. Durable goods orders are seen as a good indicator of the overall health of the economy in the US 
because these goods are typically high dollar goods and not something people and companies purchase 
when the economy is either not good or the consumer thinks it may not be good in the near future. One 
aspect of this indicator is that it can change wildly with government spending and spending by businesses 
on aircraft since planes are so expensive, but this did not seem to be the case for this release as the 
slowdown was across the board. Helping to offset some of the negative news of the day on Tuesday was 
the release of the October reading of consumer confidence, as measured by the US government. According 
to the data, confidence rose from a reading of 89 in September to 94.5 in October, with the 94.5 reading 
being the highest level we have seen in the past 7 years. This is very positive. If only the government could 
figure out how to make these very confident people actually spend money and help the economy we could 
really get this US economy moving forward quickly. On Wednesday the Fed released its latest interest rate 
decision as well as a statement about ending QE. Initially the markets did not seem to like this release, but 
they settled down toward the end of the day causing the release to become pretty uneventful. On Thursday 
the standard unemployment related figures were released with both coming in very close to market 
expectations. Also released on Thursday was the advanced estimate for third quarter GDP, which the 
government showed increased by 3.5 percent during the quarter, slightly better than the 3.0 percent that 
was expected. The advanced GDP estimate, however, is notorious for being revised, so not a whole lot of 
weight was given to this release. On Friday, more mixed data was released with personal income and 
spending coming out first. Personal income was shown to have increased slightly during September, but 
spending was shown to have decreased slightly. With these two releases, plus the durable goods orders 
earlier in the week, I think it is safe to say that the US consumer is pretty confused about the health of the 
overall US economy. Later during the day on Friday the Chicago area PMI was released and showed that 
manufacturing in the greater Chicago area increased by more than was expected during the month of 
October, which is a positive sign for the US economy, but a sign that would have to be validated by other 
regions also seeing an uptick in manufacturing prior to it being fully believed by the markets. Wrapping up 

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


the week on Friday last week was the release of the University of Michigan’s Consumer Sentiment Index for 
the month of October, which came in almost exactly in line with expectations and was largely ignored by the 
markets. 
 

Upcoming Releases 
 
This week is a typical week for economic news releases, but we do have a few extra month-end related 
releases. The focus of the week will be on employment in the US. The releases that have the highest 
potential to move the markets are highlighted in green: 

 

Date Release Release Range Market Expectation 

11/3/2014 ISM Index October 2014 56.2 

11/5/2014 ADP Employment Change October 2014 220K 

11/5/2014 ISM Services October 2014 58.0 

11/6/2014 Challenger Job Cuts October 2014 N/A 

11/6/2014 Initial Claims Previous Week 285K 

11/6/2014 Continuing Claims Previous Week 2380K 

11/7/2014 Nonfarm Payrolls October 2014 235K 

11/7/2014 Nonfarm Private Payrolls October 2014 228K 

11/7/2014 Unemployment Rate October 2014 5.9% 

11/7/2014 Consumer Credit September 2014 $16.0 B 

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

 
This week starts out on Monday with the release of the ISM Index for the month of October, which is 
expected to show almost no change compared to the level seen in September. On Wednesday the first of 
the employment related figures of the week is set to be released with the ADP Employment change figure 
for the month of October. The change expected in the ADP figure is for about 220,000 new jobs to have 
been added during the month. Any major deviation from this figure will likely have economists changing their 
predictions for the other employment related figures to be released later during the week, but this type of 
deviation would be very rare. Also released on Wednesday is the services side of the ISM Index, which is 
expected to show that services during October stayed about the same as they were in September. On 
Thursday the standard weekly unemployment related figures are set to be released with very little change 
expected on either of the data points when compared to the previous week. On Friday, the releases 
everyone will be waiting all week to be released will finally be released. The official unemployment in the US 
for the month of October will be released with expectations that there will be no change from the 5.9 percent 
level seen during September. As always the market will likely pay much more attention to the nonfarm public 
and private payrolls for direction as to what is actually happening with the US job market. The participation 
rate in the labor force will also be closely watched as it is a key figure the Fed watches. If all of these 
releases go as expected it should be a pretty uneventful set of employment releases, but if not the market 
could react either positively or negatively very quickly. The week wraps up with the release of consumer 
credit for the month of September, which is expected to show an expansion of $16 billion. 
 

 

Fun Fact of the Week 

 
 
 
 
 
 

Voters speak in Brazil: 
 
In 1959, the elected winner in the city council election in Sao Paulo was Cacareco, a five-year 
old female rhinoceros at the local zool. Cacareco won by a landslide, with 100,000 votes (15% 
of the total votes), representing one of the highest totals for a local candidate in Brazil’s history 
to date.  
 
Source: New York Times 

http://www.aerospaceweb.org/


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. 
 


