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Commentary At-a-Glance 

 
 US markets make it six weeks in a row of gains. 

 Black Friday 2014 is being called Bleak Friday. 

 OPEC surprises many with its decision on oil output. 

 ECB continues to talk about buying bonds while buying very few. 

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

 
 
Market Wrap-Up 

 
With last week being only a three and a half day trading week (trading ended early on Friday after being 
closed on Thursday for Thanksgiving), not too much should be read into the movements of the markets 
since participation was very low. 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 and the average level of the 
VIX over the past one year drawn with a red line on the lower right chart: 
 

 
 

 



As you can see above, all three of the major US indexes moved higher for the week and all three remain 
well above their most recent levels of support. However, there does appear to be a bit of a rolling over taking 
place on both the Dow (upper right chart above) and the S&P 500 
(upper left chart above) as both indexes have slowed to near horizontal 
movement. Despite this seemingly horizontal movement, both the S&P 
500 and the Dow did manage to make new all time highs a few times 
during the short trading week. The NASDAQ (lower left pane above) 
remains the strongest of the three major US indexes as it is still 
climbing higher. But while the S&P and the Dow are enjoying new all 
time highs the NASADQ still has a little more than 5 percent that it 
would need to increase in order to get back to the all time high level 
seen just before the Technology bubble burst back in March of 2000. 
While these nice upward moves were being made on the three major 
indexes, the VIX (lower right pane above) chugged lower throughout 
the week until Friday when it made up more than the losses 
experienced during the first part of the week. After briefly touching 12 
on Wednesday, the VIX closed out the week at 13.33, still below the 52-week average, but higher than the 
low levels seen earlier during the year. The biggest drivers of performance last week included the official 
end to earnings season, the OPEC output decision and more announcements out of the European Central 
Bank (ECB) about its plan to buy bonds across a wide spectrum of categories.  
 
 

National News 

 
National political news last week was very uneventful as most of the politicians in Washington DC left for the 
Thanksgiving holiday to return to their own states. The big uprising over the executive actions taken by the 
President to reform immigration have largely dwindled, much like the unrest in Ferguson after the release of 
the grand jury evidence, which painted a very different picture of the Michael Brown shooting than was first 
thought by the general public. The only major headline to make waves last week was the OPEC decision, 
discussed at length below in the international section. With only the US House of Representatives coming 
back in session this week and the Senate largely being done for the year it does not look like there will be 
much more activity on the Hill that could potentially move the markets. There was, however, activity in the 
US as the official start to the holiday shopping season was Black Friday, or Grey Thursday or White 
Wednesday or Black Friday Week, whichever you like. 
 
Black Friday is very closely watched each year, but the “holiday” has 
been diluted more and more each year as retailers try to one up each 
other by opening earlier or offering better discounts. This year seems to 
be the year that shoppers finally said “enough already” and held off 
going out and shopping. According to the early data out of the National 
Retail Federation (NRF), here in the US consumers spent about 11 
percent less this year than they did last year, and you may remember 
that last year was not a stellar year for holiday shopping. More 
concerning than the decline in spending is the fact that, according to 
the NRF, there were 6 million fewer shoppers over the past weekend 
than expected. Maybe it was partially due to adverse weather, but it 
seems this could be the start of a much bigger trend. Big screen TVs 
for $100 drew large lines, but in general it was a very quiet start to the 
holiday shopping season. What does this mean for the US economy? It 
means that companies and retailers specifically could struggle through the end of the year; it also means 
that sales will likely improve the closer we get to Christmas due to heavy markdowns to help retailers get rid 
of inventory. We will likely see the affects of the slowdown in sales in the fourth quarter earnings releases of 
many companies, but they are still a few months away as we are still currently trying to wrap up the third 
quarter earnings season 
 

Q3 2014 Earnings Releases 
 
The third quarter earnings season is quickly drawing to a close as we have now seen 99 percent of the 
companies in the S&P 500 report their results. Below is a table of the eight better known companies that 
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released earnings last week and the amount by which they either exceeded or fell short of expectations. 
Results were fairly mixed last week. Negative earnings surprises are highlighted in red, while positive 
surprises in excess of 10 percent are highlighted in green: 

 

Big Lots Pushed 

Campbell Soup 1% 

Deere & Co 16% 

DSW 10% 

Hewlett-Packard 1% 

Hormel Foods -2% 

Sears Pushed 

Tiffany & Co -1% 

 
There is nothing too surprising in the figures above other than seeing two major retailers push back the 
release of their earnings. Sometimes earnings releases are pushed for simple reasons and at other times 
the reasons for pushing an earnings release may not be so clear. We will have to wait until Big Lots and 
Sears release their earnings to see why they may have been delayed.  
 
According to Factset Research, we have now seen 495 (99 percent) of the S&P 500 companies release 
their results. Of the 495 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. This 59 percent is slightly above the 1-year average level and 
equals the 5-year average. These figures above represent the final figures for the third quarter of 2014. 
In the end, the third quarter earnings season held very few surprises, but revenues still seemed to be an 
issue for many key companies. Going into holiday sales season, many retailers will need a great season 
to make the year an average year and from the start we have seen so far it does not look like it will be a 
knockout holiday shopping season. 

 
Although the official end to the third quarter earnings season has been called, there are a few stragglers, 
mainly in the retail sector, that have yet to post their earnings for the third quarter. This week there are 14 
such companies. Below is a table of the better known companies that are releasing earnings with the 
potentially most impactful releases highlighted in green: 

 

Abercrombie & Fitch  Express 

Aeropostale  GUESS? 

American Eagle Outfitters  Kroger 

Barnes & Noble  Sears 

Big Lots  Smith & Wesson 

Bob Evans Farms  Sportsman’s Warehouse 

Dollar General  Zumiez 

 
 
The big nationwide retailers such as American Eagle, Express and Big Lots will be very closely watched this 
week as they will likely have some firsthand information about the start of retail sales, having a few days 
since Black Friday to tabulate how they have done. While the information will not be part of the financials 
they are reporting, it will likely come up during the management discussion and analysis. The market, 
already unsure due to the weakness at the start of the season, will be listening very closely for signs of 
weakness in the spending patterns of the US consumer.  

 

 



International News 

 
International news was the biggest mover of the week last week with OPEC taking front and center stage. 
OPEC meets in an official capacity only twice per year, once in June and once in November, unless there 
are some extenuating circumstances that make it necessary for them to meet between the scheduled 
meetings. The latest meeting was held in Vienna, Austria on Thursday the 27th of November. The most 
pertinent topic on the table at the meeting was whether OPEC should change its output production as a 
group. OPEC currently produces about 30 million barrels of oil per day and is the single largest cartel in the 
world controlling oil. Going into the meeting there were calls for OPEC 
to cut production by between 1 and 1.5 million barrels per day as the 
price of oil has declined by nearly 33 percent so far this year. In theory, 
a cut to the supply of oil while demand stays constant would lead to 
increasing prices and stop the drastic decline we have seen so far 
during 2014. OPEC was getting calls from Iran and Venezuela, 
specifically, as well as a few other member countries that oil prices 
need to be higher than they are, but despite the calls no action was 
taken at the meeting. The global energy markets were shocked that no 
changes were made to the output of oil OPEC releases every day, 
leading to free falling stocks in the energy sector as well as oil dropping 
by more than $5 per barrel. Why the concern with falling oil prices? As I 
explained last week in my commentary, many oil producing countries 
around the world need oil to be above a certain point in order to make it viable for them to continue 
producing and also to keep their governments running. Take Russia for example; the Russians need oil to 
be over $105 per barrel by most estimates to make money selling oil and to have enough money to continue 
to fund government spending programs. The longer prices stay under the $105 level the harder it becomes 
for Russia to continue spending money as it used to and the harder it becomes for the Russian economy to 
do anything other than fall into a recession. Much of the decision of OPEC depends on what Saudi Arabia 
wants as it is the single largest producer in the world and of the group. It seems the Saudis may not have 
the same goals in mind as the rest of OPEC and it would not be the first time the country has bucked the 
trend. 
 
Back in the early 1980’s OPEC was having a very hard time getting member states to produce at levels that 
had been agreed to, with some countries producing more and others less than they were supposed to, 
based on the needs of the individual countries and where they needed oil prices. Saudi Arabia was then the 
largest producer, as it is now, and acted as a kind of swing producer, either making up production or curbing 
production so the OPEC price targets would be fairly closely met. In August, Saudi Arabia became tired of 
playing the swing member of OPEC and decided to increase production, pushing oil prices down below $10 
per barrel, a more than 50 percent decline in less than 2 months. Why did Saudi Arabia do this? It wanted to 
purge out some competition, particularly competition in the US that had been building new rigs and drilling 
for high cost oil all around the US. The chart below from WTRG economics shows the time period being 
discussed. It shows the price of oil as the green line and the number of rigs being used in the US as the red 
line: 

 

 
The global energy markets 

were shocked that no 
changes were made to the 

output of oil OPEC releases 
every day, leading to free 
falling stocks in the energy 

sector as well as oil 
dropping by more than $5 

per barrel. 



 
As you can see in the chart on the previous page, when the price of oil increases substantially the rig count 
increases as more wells are dug. The inverse is also true; when oil prices fall the rig count falls. The decline 
in the number of rigs seen during the early to middle 1980’s, punctuated 
by the large decline at the end of 1985, drove many drillers out of 
business. Currently we find ourselves in the same situation yet again. 
With the new fracking technology being used heavily in the US the 
Saudis are once again feeling threatened as the US moves closer and 
closer to true energy independence and potentially even becoming a net 
exporter of oil and natural gas. So while the Saudis did not outright say 
production was kept to squeeze out some of the new US production, it is 
for sure one of the main reasons behind the decision. At least Saudi 
Arabia did not officially increase production as it did in the 80’s. However, 
OPEC is notorious for over producing, even beyond the stated figures. 
We will have to wait and see if the Saudis do in fact increase output or if 
the country leaves output unchanged. Either way, the squeeze is on and 
we really do find the world in a giant game of chicken, seeing who will 
blink first as political pressures on all sides are sure to mount over the 
coming months.  
 
Elsewhere in the world, Europe made a few headlines last week as the ECB headed into a week long period 
prior to its next meeting when it will try not to have any leaked information about what it plans to do. We 
already know the ECB has been evaluating how and when it would launch bond buying programs designed 
to help pick up the failing European economy. At the conclusion of the meeting we will likely know much 
more about what types and when the buying will commence, but it seems 
safe to say that the ECB is looking at all options right now.  The latest 
problem for the ECB to contend with is falling prices. Deflation is one of 
the things that keep central bankers up at night as there is not an easy 
roadmap to stopping falling prices. Last week Spain showed that prices 
fell by 0.5 percent during the month of November, the fastest decline 
since early 2009. Overall, the inflation rate in Europe is painfully close to 
zero, hovering right around 0.3 percent in November according to the 
latest data. Oil prices declining will continue to add downward pressure to 
prices, so action needs to be taken shortly if the ECB is to get ahead of 
deflation within Europe. One of the goals of the ECB is to expand its 
balance sheet from about 2 trillion Euros up to 3 trillion Euros; in much 
the same manner as the US Federal Reserve did right after the crisis of 2008. The trouble is the unknown of 
whether the ECB can expand its balance sheet, while at the same time not tanking the value of the Euro, 
keeping all of Europe on the same growth trajectory going forward. The ECB has a single standard, that 
being price stability and so far it looks like this individual mandate will prove much harder to achieve than 
the US Federal Reserve’s mandate of full employment and price stability. 
 

 

Market Statistics 

 

Equities  
 
All three of the major US indexes made it six weeks in a row last week for gains, despite the continuing 
falling price of oil and the near panic selling that took place on Friday in the energy sector. Volume was 
right about average for Thanksgiving week looking back over the past few years: 
 

Index Change Volume 

NASDAQ 1.67% Average 

S&P 500 0.20% Average 

Dow 0.10% Average 
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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 3.89%  Oil & Gas Exploration  -12.78% 

Biotechnology 3.09%  Energy -10.04% 

Pharmaceuticals  2.98%  Natural resources -9.87% 

Consumer Service  2.80%  Basic Materials  -3.58% 

Consumer Discretionary 2.20%  Industrials -0.62% 

The most interesting aspect to the sector movement last week was the cliff that energy as well as oil and 
gas related stocks seemed to go over on Friday, following the announcement of the OPEC decision on 
Thursday. The decline in oil even spilled over into other areas of the global economy such as natural 
resource miners who have nothing to do with oil and natural gas at all. While oil and drillers have been in a 
steep decline now for several months the downward move on Friday was surprising as the rate of decline 
accelerated more than most analysts expected. While energy was having a tough time last week, one area 
of the market that continued to shine was the semiconductor space, which enjoyed a gain of nearly 4 
percent, thanks to strong moves from key chip makers such as Intel and Applied Materials.  

Fixed Income  

The broad US fixed income market was very uneventful last week during the shortened trading week, but we 
did see a bit of a fear trade toward US debt and the US dollar on Friday as oil declined: 

Fixed Income Change 

Long (20+ years) 1.99% 

Middle (7-10 years) 0.92% 

Short (less than 1 year) -0.01% 

TIPS 0.18% 

Last week the value of the US dollar increased by 0.04 percent against a basket of international currencies, 
with much of this move occurring on Friday. The US dollar declined steadily for the first three days of trading 
last week, but the OPEC decision saw a massive flight from international currencies into the US dollar on 
Friday, more than making up the lost ground from the previous three trading days. The strongest of the 
currencies last week was the Euro as it gained 0.51 percent against the US dollar, thanks in large part to 
continued information flow about the plans of the ECB in the coming weeks and months to help stabilize the 
European economy. With the decline seen in natural resources last week it was not surprising to see that 
the Australian Dollar had the hardest time last week as it declined by 1.88 percent against the US dollar. 
The Australian economy is heavily dependant on natural resource exports to countries like China and Japan 
and if demand looks questionable going forward or weakness is seen in those two economies it typically 
leads to poor performance in Australia. 

Commodities 

Commodities were mixed last week as the grains saw small gains, while all of the other commodities 
declined in value. 

Metals Change 

Gold -2.84% 

Silver -6.08% 

Copper -6.72% 

 

Commodities Change 

Oil -13.54% 

Livestock -2.03% 

Grains 1.59% 

Agriculture -0.58% 



 
The overall Goldman Sachs Commodity Index turned in a loss of -7.26 percent last week, while the Dow 
Jones UBS Commodity Index declined by 4.72 percent. For the week oil got crushed by the OPEC 
decision, falling by 13.54 percent with West Texas Intermediary (WTI) spot oil prices briefly hitting $66 per 
barrel in the frantic trading on Friday, the lowest level since July of 2009. The soft commodities fared much 
better than oil and metals last week with grains seeing a 1.59 percent gain, while agriculture overall only 
declined by 0.58 percent. Gold, Silver and Copper all moved lower last week with the more industrially used 
Copper falling by 6.72 percent, while Gold, typically a safe haven asset, fell by 2.84 percent and Silver slid 
6.08 percent.  
 

International Performance 

China saw its financial markets jump higher last week with the Shanghai based SE Composite Index 
gaining 7.88 percent in one of the largest weekly gains we have seen in the past two years. The worst 
performance of the week last week was found in Russia with the MSCI Russia Capped Index declining by 
9.34 percent as the country looks like it will have a very hard time coping with the falling oil prices as well 
as the international sanctions that are really starting to have an impact on the economy.  

Volatility 

Last week was a choppy week for the VIX as it started out the week falling each of the first three days of the 
week, only to come back with a vengeance on Friday after Thanksgiving , making up more ground than it 
lost at the start the week. Overall, the VIX gained 3.33 percent last week. After hitting a low of about 12 on 
Wednesday the VIX closed out the week at 13.33, which is still below the 52-week average level. At the 
current level of 13.33 the VIX is implying a move of about 3.84 percent over the course of the next 30 days. 
As always, the direction of the move is unknown. 

Performance 

For the shortened trading week ending on 11/28/2014, returns in FSI’s hypothetical models* (net of a 1% 
annual management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model 0.98 % 7.47 % 

Aggressive Benchmark 0.11 % 3.85 % 

Growth Model 0.91 % 7.99 % 

Growth Benchmark 0.09 % 3.09 % 

Moderate Model 0.85 % 7.88 % 

Moderate Benchmark 0.06 % 2.29 % 

Income Model 0.81 % 7.38 % 

Income Benchmark 0.04 % 1.29 % 

 
*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. The low volume we saw last 
week made any movements in the markets, with the exception of oil and energy, somewhat questionable as 
there were just not that many people working and assessing the various changing aspects to the financial 
markets in the US. Despite the short week, semiconductors turned in strong performance, gaining nearly 6 
percent, thanks in large part to large moves by a few key companies such as Intel and Applied Materials. I 
have been assessing oil and the oil drillers for a potential entry point, but after the large increase in volatility 
last week, thanks to OPEC, it looks like I will wait a little longer to see if prices continue to move lower 
before working into a position. 

 

 

 



Economic News 

 
Week in Review 
 
Last week was a pretty uneventful week for economic news releases with the Thanksgiving holiday taking 
precedent over the news, but there was one release that beat expectations (highlighted in green) and one 
that significantly missed expectations (highlighted in red below): 
 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Positive 11/25/2014 GDP - Second Estimate Q3 2014 3.9% 3.2% 

Neutral 11/25/2014 
Case-Shiller 20-city 

Index 
September 

2014 
4.9% 4.6% 

Negative 11/25/2014 Consumer Confidence 
November 

2014 
88.7 96.0 

Slightly Negative 11/26/2014 Initial Claims Previous Week 313K 288K 

Neutral 11/26/2014 Continuing Claims Previous Week 2316K 2348K 

Slightly Positive 11/26/2014 Durable Orders October 2014 0.4% -0.6% 

Slightly Negative 11/26/2014 
Durable Goods -ex 

transportation 
October 2014 -0.9% 0.5% 

Neutral 11/26/2014 Personal Income October 2014 0.2% 0.4% 

Neutral 11/26/2014 Personal Spending October 2014 0.2% 0.3% 

Slightly Negative 
11/26/2014 

Chicago PMI 
November 

2014 
60.8 63.0 

Neutral 11/26/2014 
University of Michigan 
Consumer Sentiment 

Index 

November 
2014 

88.8 90.0 

Neutral 11/26/2014 New Home Sales October 2014 458K 470K 

Slightly Negative 11/26/2014 Pending Home Sales October 2014 -1.1% 0.5% 

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

 
Last week economic news releases started off on Tuesday with the release of the second estimate of 
third quarter GDP for the US, which saw the figures revised up from 3.2 percent up to 3.9 percent. While 
an increase is a positive thing, it still seems this could be the high point in terms of GDP for the year. At 
nearly the same time as the GDP number was released, the latest government consumer confidence 
figure was released and came in well below market expectations. The market had been expecting a 
reading of 96.0, but instead came out at 88.7, despite the decline in prices at the pump helping to pad 
people’s wallets. This decline in confidence so close to the holiday shopping season could spell disaster 
for retailers in the coming weeks. On Wednesday durable goods orders came in better than expected 
overall, but slightly worse than expected when transportation was removed from the equation. Personal 
income and spending were both close to, but below, expectations and both new home sales and 
pending homes sales came in slightly below expectations. Additionally, the Chicago area PMI and the 
University of Michigan’s Consumer Sentiment Index both came in slightly below expectations. In total, 
seven of eight consumer related economic news releases that came out on Wednesday lacked energy 
and indicated that the US consumer is probably getting a little bit tired given the slow economic growth 
we have been seeing globally. 
 

Upcoming Releases 
 
With this being the first week of December, the economic news releases for the week are weighted 
heavily toward employment in the US. The releases highlighted below have the potential to move the 
overall markets: 

 
 
 

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


Date Release Release Range Market Expectation 

12/1/2014 ISM Index November 2014 58.0 

12/3/2014 ADP Employment Change November 2014 225K 

12/3/2014 ISM Services November 2014 57.5 

12/4/2014 Initial Claims Previous Week 295K 

12/4/2014 Continuing Claims Previous Week 2350K 

12/5/2014 Nonfarm Payrolls November 2014 230K 

12/5/2014 Nonfarm Private Payrolls November 2014 235K 

12/5/2014 Unemployment Rate November 2014 5.80% 

12/5/2014 Factory Orders October 2014 0.20% 

12/5/2014 Consumer Credit October 2014 $16.5B 

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

 
This week starts on Monday with the release of the ISM Index for the month of November. Expectations are 
for a slight decline from the October level of 59 down to 58, but we could see a bit of a wild number on this 
one after the crazy numbers we have been seeing from various regions of the US for the same time period. 
On Wednesday the first of the employment figures for the week is set to be released, that being the ADP 
Employment Change figure for the month of November, which is expected to show 225,000 new jobs 
created during the month. If this holds true it could bode well for the other employment figures released later 
during the week. On Thursday the standard weekly unemployment related figures is set to be released with 
initial jobless claims expected to have come down, while continuing jobless claims is expected to have 
increased slightly. On Friday the government releases the latest official unemployment rate in the US, which 
is expected to remain unchanged at 5.8 percent, just like it was during October. But with the numbers that 
have been trickling out during the month it seems we could see this figure tick down one tenth of a percent 
to 5.7 percent without too much trouble. As always the nonfarm public and private payroll figures will be 
more important and potentially more impactful to the market than the overall unemployment rate as they 
give a clearer picture as to what is going on in the US economy. Wrapping up the week are the latest factory 
orders and consumer credit figures, both for the month of October and both so stale dated that it is highly 
unlikely they will move the financial markets. In addition to the scheduled economic news releases, this 
week also holds several speeches by Federal Reserve board members, including one by chair Yellen that 
will be very closely watched by the markets. 
 

 

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. 
 

Is the Monday after Thanksgiving the busiest online shopping day of the year in the U.S? 
 
No, it is not the busiest online shopping day of the year. In fact, the busiest e-shopping day 
takes place on the Monday or Tuesday a week (or two) before the week in which Christmas 
falls and varies from year to year. Cyber Monday really is only a thing of the past when high 
speed internet was not readily available in people’s homes, so they would go to work on 
Monday after Thanksgiving to use their work internet speed to shop around. Now with internet 
speeds on mobile devices and at home there is even less need to shop on “Cyber Monday.” 
 
 

Source: Matt Tatham with Hitwise.com 
 


