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Commentary At-a-Glance 

 
 Last week saw a precipitous drop in the US financial markets.  

 The rout in oil continued, having a very negative impact on the markets. 

 The House of Representative and the Senate passed a budget for the next year, but many 

dislike it. 

 VIX spike last week was the third largest since 1986! 

 Economic news releases came in above market expectations. 

 
 
Market Wrap-Up 

 
If December is going to be a positive month for market returns it sure is digging itself a big hole to climb 
out of. I made a change to my charts yet again this week as the channels I drew two weeks ago were all 
broken on Monday of last week as the markets started a fall that continued over the week. The charts 
below are of the three major US indexes in green with their respective levels of support being draw by 
the red lines, as well as the VIX and the average level of the VIX over the past one year draw with a red 
line on the lower right chart: 
 

 
 



 
 
Last week the headlines were all about the decline we were seeing in 
the price of oil and, in turn,the decline of the equity markets, but the 
real story was the resurgence of risk, especially risk as measured by 
the VIX. The VIX last week jumped by the third greatest amount since 
1986; that includes all of the spikes during the 2008 melt down, the 
dotcom bubble and even the crash of 1987. It was truly a move for the 
record books on the VIX last week. In looking back historically at the 
top ten VIX spikes since 1986, the average decline in the indexes that 
resulted when the spike occurred was a loss of 7.42 percent. In this 
sense we were very lucky that last week saw a decline of less than 4 
percent. The more pertinent question to ask is what comes next? In 
looking at the historical data, there are two outcomes after such a spike. The first is that there are two spikes 
in relatively short succession, as occurred in 1987 and 2010. The more likely is that the spike is a one-off 
event, as occurred in the other seven occurrences of a top ten VIX spikes. With this being December and 
the decline in oil looking like it is nearer the bottom than the half way point, it seems more likely that last 
week will go down as a one-off event for the VIX. While the VIX was spiking the indexes where holding up 
relatively well, but that did not stop one of the indexes from giving a very negative technical signal.  
 
The S&P 500 broke down last week and did so in a big way. Not only did it break down through the trading 
channel I drew on the chart two weeks ago, but it also broke down through a major level of support. The 
support level was the previous high point from back in September, which had been tested twice before. 
Breaking down through this level, the S&P 500 now finds itself in a kind of no-man’s land with very few 
technical levels of support within the next 7 percent of potential downward movements. That is not to say 
the index will not find some support along the way, but from a technical standpoint it looks pretty bleak. The 
Dow is the second weakest of the three major indexes, but did manage to stop last week right at the key 
technical support level, meaning we could be in for a bounce higher if the support holds up. After last week, 
the NASDAQ is the strongest technically of the three major US indexes, staying about 1.3 percent above its 
major support level. This coming week will likely determine the technical strength of the major US indexes, 
and if the week continues on the trend set last week it could really be a struggle to remain where they are. 
 
 

National News 

 
Aside from the movements of the markets making many national 
headlines last week the major stories were coming out of Washington 
DC as politicians revisited an old fight—the Budget. With time running 
out and a potential government shutdown looming once again (it 
seems they do this for effect), the US House of Representatives came 
up with a bill that is a little over 1,600 pages that keeps the 
government open and is sure to make just about every American mad 
about something. There is so much pork and handouts in this bill that 
going through even the high or low points, depending on your 
perspective, would take far too long. So, I will focus on just the three 
items I think will cause the most frustration: the first dealing with 
campaign finance reform, the second dealing with Dodd-Frank and the 
third dealing with the funding horizon for the Department of Homeland 
Security. Snuck in on the last few pages of this massive bill is a rider 
that increases the campaign contribution limit an individual can give to 
a person running for office and it is no small increase. The limit goes 
from $32,400 all of the way up to $324,000, a tenfold increase. Why 
did the politicians do this with no objections expressed that I could 
find? It is in a sense a raise to each and every one of the politicians as 
they can now receive more money from fewer donors for their 
upcoming campaigns and spend a lot more money. This move will also 
give the wealthy, politically minded people in the US a lot more say in 
the upcoming elections as they can now give many times over the 
average total income of a regular American each election to make 

 
The VIX last week jumped 

by the third greatest amount 
since 1986; that includes all 

of the spikes during the 
2008 melt down, the 

dotcom bubble and even 

the crash of 1987. 

 
With…a potential 

government shutdown 
looming once again…the 

US House of 
Representatives came up 
with a bill…that keeps the 
government open and is 
sure to make just about 

every American mad about 

something. 

 
Snuck in on the last few 

pages of this massive bill is 
a rider that increases the 

campaign contribution limit 
an individual can give to a 
person running for office… 
from $32,400 all of the way 

up to $324,000. 



sure their interests are looked after. The other rider I will briefly 
touch on is the rider that allows big financial institutions and banks 
to bring derivatives trading back in-house rather than spinning it 
outside. 
 
Derivative trading is the type of risks financial institutions and 
banks were taking prior to the decline of 2008, a decline that was 
exacerbated as huge derivative trades had to be unwound at a 
less than opportune time. According to the latest report produced 
by the Bank of International Settlement (BIS) there are more than 
$600 trillion in outstanding derivatives in use right now, as 
depicted by the chart to the right. With the new legislation we will 
likely see this figure grow even more as the financial institutions 
once again move into this area of the market, taking bets to make 
huge payoffs. They can take these otherwise risky bets because 
they know that if they really get into trouble in the future they are 
in fact too big to fail and will likely be bailed out by the 
government, much like they were during the crisis in 2008. The 
third item in the bill that was fought over is the fact that the bill 
only funds the Department of Homeland Security through the 
middle of February. This was done since the department is the 
one that would be enforcing the changes to the immigration laws 
President Obama initiated through executive order. This allows 
the House and Senate to be in the control of the Republicans 
when the debate comes up again next year as the newly elected 
representatives will have been seated. It looks like immigration 
reform will be the first fight of the New Year between the White 
House and Congress. While some members of both parties argued the spending bill should not be passed, 
in the end it was passed with support from both sides of the aisle because not passing a bill would have 
meant another government shutdown. The bill passed the House on Thursday evening and the Senate on 
Saturday and is expected to be signed by the President shortly. 

 

 

International News 

 
International news last week was all about oil and the continually declining prices we have been seeing over 
the past few months. After the Saudis announced that oil would be okay near $60 per barrel we have seen 
oil move below $60 per barrel, as measured by WTI, and hovering just 
over $60 per barrel on Brent crude. We have now seen oil slide by more 
than 46 percent since the highs back in June. This decline in oil is a bit of 
a double-edged sword as falling prices mean more money for the 
average consumer in the US to be able to spend, but at the same time 
the prices have come down so fast that it risks disrupting the US energy 
industry as well as the energy industry in various other countries around 
the world that are at risk of becoming very unstable if prices stay low for 
very long. As mentioned in my commentary two weeks ago, there are 
numerous countries around the world that need prices to be substantially 
higher than they currently are to fund their various government programs. 
Venezuela remains the most at risk as the majority of the government’s 
revenues come from oil and the government run by Maduro is far less 
popular that the government ran by Hugo Chavez. Iran will be the second 
country to get into trouble if prices remain low, but this is partially what 
the Saudis would like as they are not exactly on the same religious page 
as Iran. Lastly, Russia is being backed more and more into a corner with 
the falling oil prices. If or when Putin starts to feel the political pressures 
from within his own country, who know what he will do to try to save his 
country from falling further into a recession or depression. 
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Falling oil prices around the world are not all bad. According to a report published by the Sierra Club and the 
League of Conservation Voters in 2011, each drop of $10 per barrel in the cost of oil should add 0.2 percent 
to the GDP of the US, primarily, from increased spending on goods and services that would have otherwise 
gone to oil producing countries around the world. In the end, falling prices are going to greatly benefit 
countries that are net importers of oil and hurt those that are net exporters. China may very well be one of 
the largest beneficiaries of lower oil and natural gas prices as it will see one of its major input costs lower. 
Europe, on the other hand, stands to be one of the developed regions that is hardest hit from falling prices, 
but not for the reason you may expect. With falling oil prices, Europe runs the risk of falling into a 
deflationary environment, an environment where prices are coming down rather than increasing. This type 
of a quagmire leads people to delay spending, as they could spend less tomorrow than they could today for 
the same product. This can be a real economy killer as governments and central banks have a very hard 
time coaxing people to spend in order to get their respective economies moving forward again. 

 

 

Market Statistics 

 

Equities  
 
Eight weeks of consecutive gains on both the Dow and the S&P 500 was not to be, with the trend ending 
in spectacular fashion. Both the Dow and the S&P 500 fell by more than 3.5 percent, the worst weekly 
decline since November of 2011. Volume was above average on both the Dow and S&P 500 and 
approximately average on the NASDAQ: 
 

Index Change Volume 

NASDAQ -2.66% Average 

S&P 500 -3.52% Above Average 

Dow -3.78% Above Average 

 
Leading up to last week, the NASDAQ had been showing more weakness than the other two indexes, but 
this trend flipped last week as the NASDAQ held up the best, while the Dow and S&P 500 suffered the most. 
One week is certainly not a trend; it is a single data point. However, the move that occurred last week is 
very concerning for the overall health of the markets moving into the end of the year. 
 
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 

Residential Real Estate 1.22%  Energy -8.51% 

Utilities -0.05%  Oil & Gas Exploration  -8.32% 

 Preferred Stock -0.23%  Natural Resources -7.99% 

Biotechnology -0.88%  Telecommunications -5.58% 

Consumer Service  -1.47%  Aerospace & Defense -4.72% 

It was not surprising to see last week that the more defensive sectors of the markets were the best 
performing, with real estate, utilities and preferred stocks rounding out the top of the performance list. One 
unexpected area that made the top 5 was Biotechnology, which fell by less than one percent when the 
sector normally moves in multiples of the major indexes. A few key drug announcements and a few mergers 
and acquisitions were the main driving forces behind the unusual performance of the Biotechnology sector. 
On the flipside it was not surprising to see that natural resources, such as oil, led the way down as they 
were really the main catalysts for the overall markets moving lower. One sector that was surprisingly in the 
top 5 of losses was Aerospace and Defense. Aerospace and Defense have been on a bit of a wild ride this 
year as investors try to weigh government spending going forward in a slow growth and potentially even 
deflationary environment in some countries around the world.  

 



Fixed Income  

With such large declines being seen around the world in the equity markets, it was not surprising to see 
investors flee to the safest asset they know of: US government bonds. The upward move in US government 
bonds was nothing more than the fear trade last week as there were no changes in any underlying policies 
or even any changes in the speculation about when the Fed will start to increase interest rates: 

Fixed Income Change 

Long (20+ years) 4.30% 

Middle (7-10 years) 1.82% 

Short (less than 1 year) -0.01% 

TIPS 0.70% 

Last week the US dollar decreased in value by 1.18 percent against a basket of international currencies, in 
a move that was somewhat contrary given the movements in the overall markets. Some of the move can be 
explained by bottom fishing by currency investors who have seen currencies such as the Yen and the Euro 
fall as far as they believe the currencies will fall. The strongest of the currencies last week was the 
Japanese Yen as it gained 2.28 percent against the US dollar. The weakest of the major global currencies 
was the Canadian dollar as much of the Canadian economy is tied to natural resources and oil, which took 
a bit of a nose dive last week. 

Commodities 

Commodities were mixed last week as oil continued to slide, while the metals jumped higher for the second 
week in a row. 

Metals Change 

Gold 2.60% 

Silver 4.42% 

Copper 0.68% 

 

Commodities Change 

Oil -12.68% 

Livestock -2.01% 

Grains 1.90% 

Agriculture -0.67% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 6.21 percent last week, while the Dow 
Jones UBS Commodity Index declined by 1.27 percent. The massive difference in performance (one of the 
largest we have seen) is the fact that the Goldman index is much more heavily weighted toward oil and with 
oil moving such a large amount it singlehandedly caused the large difference between the two indexes. After 
a tame week of falling less than half of a percent two weeks ago, oil last week resumed its downward 
plummet. Over the course of just the past three weeks oil has now declined by nearly 25 percent and, with 
it, has brought into question the bull market that we have been experiencing in the equity markets all year. 
Gold, Silver and Copper all moved higher last week as the appetite for metals seemed to return to the 
markets as investors continue to jump out of oil heavy investments. Silver turned in the best performance, 
gaining 4.42 percent, while Copper gained 0.68 percent and Gold gained 2.60 percent.  
 

International Performance 

China saw its financial markets jump higher last week for the third week in a row with the Shanghai based 
SE Composite Index gaining 0.02 percent, representing the only positive gain for the week of any of the 
major financial indexes around the world. The worst performance of the week last week was found in 
Russia with the MSCI Capped Index declining by 15.65 percent as the future of the country, which is so 
heavily dependent on oil and gas exports being above current price levels, seems to be calling into 
question the ability of President Putin to remain in power, despite his overwhelming popularity.  

 



Volatility 

Uncertainty, as registered by the “fear gauge” of the market known as the VIX, spiked last week and it was a 
major spike, not just your average spike of 20 to 30 percent. In total, the VIX jumped by 78.34 percent in one 
of the largest single-week moves we have seen on the VIX. In fact, looking back to 1986, there have only 
been two weekly jumps greater than the move seen last week: late October of 1987 and early May of 2010. 
In numerical terms, last week the VIX went from under 12 (near the lowest levels of the year) up to more 
than 21, which is almost the highest level seen over the past two years. Fear has certainly made a 
comeback in the markets and comes at a very bad time. At the current level of 21.08, the VIX is implying a 
move of about 6.09 percent over the course of the next 30 day. As always, the direction of the move is 
unknown, but following what happened last week, let us all hope it is not a move down. 

Performance 

For the trading week ending on 12/12/2014, returns in FSI’s hypothetical models* (net of a 1% annual 
management fee) were as follows: 

 Last Week Year to Date 

Aggressive Model -2.45 % 5.11 % 

Aggressive Benchmark -3.40 % 0.09 % 

Growth Model -2.09 % 5.95 % 

Growth Benchmark -2.64 % 0.18 % 

Moderate Model -1.67 % 6.20 % 

Moderate Benchmark -1.90 % 0.24 % 

Income Model -1.41 % 5.93 % 

Income Benchmark -0.94 % 0.27 % 

 
*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 as the week was sort of a 
trendless week for many of our holdings. Oil continues to look like a good spot for future investments, but it 
continues to search for a bottom. We are currently watching all of our position very closely for signs of true 
breakdown and will adjust our models as needed. Currently, many of the sectors of the markets we had 
been looking at purchasing prior to the decline still look good on a relative basis, but they are becoming 
cheaper, and patience will likely be rewarded. 

 

 

Economic News 

 
Week in Review 
 
Last week was all about the retail consumer and the start of the holiday shopping season. In total there were 
two releases that beat expectations, highlighted in green, and one that significantly missed expectations, 
highlighted in red: 
 
 
 
 
 
 
 
 
 
 



Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 12/11/2014 Initial Claims Previous Week 294K 295K 

Negative 12/11/2014 Continuing Claims Previous Week 2514K 2350K 

Positive 12/11/2014 Retail Sales 
November 

2014 
0.70% 0.40% 

Neutral 12/11/2014 Retail Sales ex-auto 
November 

2014 
0.50% 0.20% 

Neutral 12/12/2014 PPI 
November 

2014 
-0.20% -0.10% 

Neutral 12/12/2014 Core PPI 
November 

2014 
0.00% 0.10% 

Positive 12/12/2014 
University of Michigan 
Consumer Sentiment 

Index 

December 
2014 

93.8 89.5 

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

 
Last week started out late for economic news releases with Thursday’s standard weekly unemployment 
related figures being the first up. Continuing jobless claims missed expectations by nearly 200,000, 
which falls into the “big miss” category with more people staying out of work than was expected. This 
otherwise negative data point, however, was overshadowed by a retail sales figure that indicated that 
sales increased by 0.7 percent, while the market had been expecting only 0.4 percent. The report also 
seemed to indicate that the initial Black Friday and first holiday shopping weekend of the season were 
stronger than first reported. Even when auto sales are excluded from the calculation, retail sales were 
still strong. On Friday the Producer Price Index (PPI) for the month of November was released and 
showed, as expected, a decline in prices at the producer level with the majority of the decline being 
attributed to the decline in energy costs. The Core level of the PPI also showed no change over the 
course of the month. Wrapping up the week on Friday was the release of the University of Michigan’s 
Consumer Sentiment Index for the month of December (first estimate), which indicated that people were 
more upbeat about the economy and spending money than they were at the end of November. In fact, 
the 93.8 reading is the highest reading we have seen on the index since before the financial market 
meltdown of 2008. 
 

Upcoming Releases 
 
This week is a typical week for economic news releases; the releases highlighted below have the 
potential to move the overall markets: 

 

Date Release Release Range Market Expectation 

12/15/2014 Empire Manufacturing December 2014 14.0 

12/15/2014 NAHB Housing Market Index December 2014 58 

12/16/2014 Housing Starts November 2014 1035K 

12/16/2014 Building Permits November 2014 1060K 

12/17/2014 CPI November 2014 -0.10% 

12/17/2014 Core CPI November 2014 0.10% 

12/18/2014 Initial Claims Previous Week 292K 

12/18/2014 Continuing Claims Previous Week 2510K 

12/18/2014 Philadelphia Fed December 2014 26.5 

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

 
This week starts out on Monday with the release of the Empire Manufacturing Index for the month of 
December, which is expected to show a slight increase from the November level. The other release of the 
day on Monday will be the NAHB Housing Market Index for the month of December, which is expected to 
show no change over the November level as the US housing market appears to be leveling off. On Tuesday 
two more pieces of housing data are released with the housing starts and building permits figures both for 

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


the month of November being released. Housing starts is expected to have increased slightly over 
November while building permits are expected to have declined slightly, thanks in large part to winter setting 
in over many parts of the country and the natural decline in people wanting to pull permits to build houses. 
On Wednesday the Consumer Price Index (CPI) is set to be released with expectations that prices will have 
fallen a little, much like they did at the producer level last week. Just like the PPI, the majority of the decline 
will be attributed to the fall in the cost of energy and oil based products. On Thursday the standard weekly 
employment related figures are set to be released with expectations that both figures will have come down 
by a minuscule amount compared to the previous week. This week wraps up on Thursday with the release 
of the Philadelphia Fed Manufacturing Index, which will likely follow along the same lines as the Empire 
releases that came out a few days earlier. Expectations for this release are that it will fall from the lofty level 
of 40.8 in November back down to something more reasonable, around 26.5, for the month of December. It 
would take a wide deviation from these figures for the markets to really take notice of this release. In 
addition to the scheduled release the Fed is also meeting this week and will be issuing a statement; Fed 
Chair Yellen will also be making a statement. The big question that seems to be on everyone’s mind coming 
out of this meeting is whether the Fed will change the language of an “extended period of time” when talking 
about how long interest rates will remain low. If they take out this line, then it is a safe bet that a rate hike is 
likely to come during the first half of 2015. If they leave it in for this meeting, the odds move to a rate hike 
occurring during the second half of 2015. The market will very quickly dissect this release and adjustments 
to the Fed watchers’ projections will be posted, potentially moving the markets on Wednesday. 
 

 

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. 
 

Nearly two-thirds of annual federal spending goes out the door without any vote by Congress. 
 

Source: Wall Street Journal 

 


