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Commentary At-a-Glance 

 
 All three of the major US indexes traded in a wild manner last week, ending the week lower. 

 Switzerland dropped a bomb on the global financial markets. 

 European Central Bank set to take action this week. 

 The State of the Union address and US earnings will drive headlines this week. 

 Economic news releases in aggregate came in below market expectations. 

 
 
Market Wrap-Up 

 
Last week saw a continuation of the slide we have been in during the first part of 2015, followed by a 
corrective bounce on Friday as bargain hunter investors took the stall in the decline of oil as a sign it 
was time to buy into the markets. The charts below are of the three major US indexes in green with their 
respective trading channels drawn by the red lines. The VIX (lower right pane below) is drawn with the 
index in green and the one year average level of the VIX drawn with the red line: 
 

 
 

 



As you can see in the charts above, all three of the major US indexes broke down below their most recent 
trading channel in a technical sign that trouble may be on the horizon for the markets. Much of the decline 
last week was driven by the action taken by Switzerland and by fears of a sharper global contraction in 
growth than was first expected. On Friday, however, all three of the indexes made a valiant effort to regain 
their trading channels with the NASDAQ actually making it back into its channel and the Dow and S&P 
falling just a little short of returning to their channels. From a technical standpoint the NASDAQ (lower left 
pane above) is now the strongest of the three major indexes, with the S&P 500 (upper left pane above) and 
the Dow (upper right pane above) almost exactly tied for second. The VIX is doing something we have not 
seen for a while; it is moving upward in an almost consistent trend. 
Over the past year we have seen the VIX move higher a number of 
times, but generally in the form of spikes higher followed by drastic 
declines in the days following the spikes. This time, however, we 
have seen the VIX slowly but steadily move higher since the middle 
of December. There have been sharp moves higher or lower over 
this timeframe, but the clear trend is that the VIX is moving higher. It 
looks like we could be headed for a year of increased volatility, 
anticipated by many investment professionals on the heels of such a calm year during 2014. Throughout 
2014, only 29 days closed above 17 on the VIX. To date in 2015, all 11 trading days have seen the VIX 
close above 17. Going forward, much of the movements in the markets will depend on the actions taken by 
central banks and hopefully the actions that will be undertaken will be a little less abrupt than those of 
Switzerland last week. 
 

 

National News 

 
National news last week was pretty quiet as there was little movement on anything in Washington DC and 
most investors were watching the carnage in Europe, which was much more exciting than usual. This week 
on Tuesday evening, however, President Obama gives his State of the Union address before a joint session 
of Congress and the media. Typically, the State of the Union addresses lofty goals and sets high 
expectations as the US President tries to bridge both sides of the aisle and appeal to the average American, 
while behind the scenes there is little intention of the various parties working together. This year will likely 
not be any different, as the President will hit on the high points from the past year, including the decline in 
the unemployment rate and growth within the US economy. He is also likely to threaten to veto several 
pieces of legislation that are currently in the works on the Hill and call for tax reform that will reduce tax 
breaks for the richest Americans and corporations. Finally, there will likely be many jokes about everything 
from his time in Hawaii and the wedding he caused to get moved last minute to the upcoming Presidential 
election in 2016. In the end, based on past States of the Union speeches for third year, second term 
presidents, none of what is said in the speech is likely to make any difference on future policy, yet many will 
still tune in for the address. While the world digests everything the President says Tuesday evening, 
corporate America will be moving forward with the fourth quarter earnings season, which is now underway.  
 

Q4 2014 Earnings Releases 
 
Earnings season officially started last week and Alcoa kicked things off along with the major banks. 
Below is a table of the well known companies that released earnings last week with earnings that missed 
expectations highlighted in red, while earnings that beat expectations by more than 10 percent are 
highlighted in green: 
 

Alcoa 27% CSX 0% Kinder Morgan Pushed 

Bank of America 3% Goldman Sachs 2% Lennar 10% 

BlackRock 3% Intel 12% Schlumberger 2% 

Charles Schwab 4% JPMorgan Chase -8% Skyworks Solutions Pushed 

Citigroup -33% KB Home -48% Wells Fargo 0% 

 
Alcoa kicked things off last week with a nice beat on its earnings and a projection of an overall 7 percent 
increase in aluminum during 2015, which is pretty upbeat given the various economic stages we see 
countries in around the world. The big banks were the major group that released earnings last week and 
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they were mixed at best. Citigroup and JPMorgan Chase were the two big losers of the week, both falling far 
short of market expectations, with trading being pointed to at both firms as a major reason for the miss. 
Bank of America, Goldman Sachs and Wells Fargo all turned in results that were very close to expectations, 
but showing weakness going forward and anticipating a lot of uncertainty moving forward in Europe. Overall, 
it looks like the fourth quarter earnings season is starting off weaker than most would have liked, but not 
weak enough to cause alarm. 
 
The fourth quarter 2014 earnings season is fully underway this week with more than 200 companies 
releasing their earnings results. Below is a table of 39 of the better known companies releasing their 
earnings this week, with the releases that have the most potential to move the markets highlighted in 
green: 
 

Alaska Air  Honeywell International  Precision Castparts 

American Express  IBM  SanDisk 

Baker Hughes  J B Hunt Transport  Skyworks Solutions 

Bank of New York Mellon  Johnson & Johnson  Southwest Airlines 

Capital One Financial  Johnson Controls  Starbucks 

Cree  Kansas City Southern  State Street 

Delta Air Lines  Kimberly-Clark  TD Ameritrade 

Discover Financial  Kinder Morgan  Travelers 

eBay  M&T Bank  U.S. Bancorp 

F5 Networks  McDonald's  Union Pacific 

General Dynamics  Morgan Stanley  United Rentals 

General Electric  Netflix  UnitedHealth 

Halliburton  PACCAR  Verizon 

 
Companies that tend to be more consumer oriented will be in the earnings spotlight this week, with 
companies like McDonald’s, Netflix, Starbucks and American Express all announcing. American Express 
will be closely watched as it deals with millions of financial transactions over the course of a quarter and 
may have a good feel for the overall health of the US economy. McDonald’s will be under a lot of scrutiny 
this week as the first set of results of major changes at the chain have now been implemented and we will 
see how everything is going. One thing to watch for on all of the above releases is the impact, if any, they 
anticipate going forward from weakness in Europe, as European markets are a significant source of revenue 
for many of the companies.  

 

 

International News 

 
International news last week was very busy with the majority of the news being less than positive for the 
global financial markets. Early last week the World Bank released its semiannual Global Economic 
Prospects in which it lowered its expectations for global growth during 2015 from 3.4 percent (projected in 
June 2014) all of the way down to 3.0 percent. The reasons for the decline were the drop in oil prices, 
uncertainty in Europe and deflationary fears in Europe and Japan. The report goes on in great depth to look 
at all regions of the global economy and to provide forecasts for each, with India and China seeing the two 
fastest growth rates in 2015, those being 6.4 and 7 percent respectively. Interestingly enough, the report 
also projects out to 2017 and in 2017 the World Bank has the economic growth rate in India overtaking that 
of China for the first time ever. As one would expect, the report shows the two different speeds at which the 
global economy is growing with the US leading the way higher, but at a slower pace, and the majority of the 
rest of the developed world dragging behind. Overall, the developed world is expected to see 2.2 percent 
growth, while the developing world is expecting to see 4.8 percent. While the World Bank’s report is very 
important and many investors use the report to formulate investment decisions in the future, the real news 
story last week was Switzerland and the actions it took on Thursday. 

 



On Thursday, Switzerland did something almost entirely unexpected and that was to drop the peg it had 
been defending of the Swiss Franc to the Euro for the past few years. The peg was put in place on the 
Swiss Franc to make it trade closer to the Euro than it otherwise would 
have in a truly free market. When the peg was adopted, the Swiss 
National Bank (SNB) essentially said it would hold the exchange rate 
between the Euro and the Swiss Franc near 1.22 by either buying or 
selling Swiss Francs in large quantities to ensure this position. On 
Thursday, however, it abandoned this policy and allowed the Swiss 
Franc to freely trade against the Euro. This caused the Swiss Franc to 
appreciate against the Euro to the tune of 41 percent almost instantly 
before the trade settled down with a gain of more than 18 percent for 
the week. This is the largest single day move in a developed country’s 
currency that I could find looking back in recent history. The single 
news release from the SNB on Thursday made investors and banks 
around the world lose billions of Euros as trades had to be unwound. In Switzerland, everything went up in 
price and did so in a big way, with the people of Switzerland perhaps being hit the hardest as the goods they 
export became far too expensive for many people in Europe and as their debts in Swiss Francs became that 
much harder to pay. Adding to the hardship that SNB put on the people of Switzerland, it also lowered the 
interest rates being held on deposit with the SNB down to -0.75 percent. That is correct, the SNB currently 
has a negative interest rate in Switzerland and the SNB said it would take the rate even lower if needed in 
the future. The rate of the Swiss 10-year bond briefly hit 0.04 percent shortly after the announcement. The 
fallout was extreme in some areas due to the revaluation of the currency, but no greater than in the foreign 
exchange markets, which saw many individual investors wiped out by a single holding in their accounts. 
Several well known foreign exchange trading platforms closed down as did several major hedge funds, and 
the majority of the fallout from the move is unknown as of yet. So why did the SNB take such drastic 
actions? 
 
The European Central Bank (ECB) will meet on Thursday this week and most people think it will outline a 
massive quantitative easing program that will hopefully kick start the European economy. This program will 
obviously not be good for the Euro as it will likely weaken as the ECB throws money at its financial problems 
by effectively printing money. The Swiss, were this to happen, would have had to buy massive amounts of 
Euros to keep the exchange rate peg at 1.22. The costs could easily have gone into the tens of billions of 
Euros for Switzerland and this was just too much for Switzerland to handle. Switzerland saw the costs of 
doing what it did, about 70 billion Euros, as much easier to deal with than the unknown of having to buy 
weak Euros in the near future. The Swiss may also have concerns about the upcoming elections in Greece 
and what may happen within that country should the more extreme factions of the political spectrum in the 
country gain power. Whatever the reason, Switzerland did significant damage to its economy, its people and 
its reputation by taking the actions it did on Thursday. How can any investors trust a central bank in the 
future when on Monday of last week one of the head people at the SNB showcased the currency peg as a 
“corner stone” of Switzerland’s economy policy going forward, only to blow it up, literally, later during the 
same week? Here in the US we may not always agree with the Federal Reserve, but at least the Federal 
Reserve provides its thoughts on actions for the future far in advance, so no one can claim it was a surprise 
to them. 
 
 

Market Statistics 

 

Equities  
 
Volume was above average last week as the markets moved lower during the second full trading week 
of 2015: 
 

Index Change Volume 

S&P 500 -1.24% Above Average 

Dow -1.27% Above Average 

NASDAQ -1.48% Average 
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The US markets continued to trade wildly last week as they have done throughout the start of 2015, with 
large intraday point moves in both positive and negative directions. In general, the markets seem to be 
lacking any real motivation to move steadily either one way or the other and are consequently getting 
hung up in very small investment stories that are moving the markets much more than they otherwise 
would. Volume on the whole last week was above average, but we did have a major options expiration 
date on Friday, which really helped boost volume on the three major indexes. 
 
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 3.43%  Broker Dealers  -6.65% 

Utilities 2.62%  Home Construction -5.67% 

Telecommunications 2.45%  Financial Services -4.01% 

Consumer Staples 2.03%  Regional Banks  -3.03% 

Infrastructure 1.71%  Insurance -2.78% 

With the markets moving lower for the third week in a row it was not surprising to see that the sectors that 
performed the best last week were the defensive equity sectors of the markets. Real Estate and Utilities led 
the way higher, while other defensives such as Infrastructure and Consumer Staples rounded out the top 
five of the best performing sectors. On the flip side, anything related to financials seemed to really have a 
tough week last week after the big banks released their earnings, which were in line for the most part, but 
showed weakness in the highly profitable areas such as fixed income and equity trading.  

Fixed Income  

Fixed income moved higher last week as international investors moved out of fixed income within Europe as 
rates plunged after Switzerland’s move on its currency cap:: 

Fixed Income Change 

Long (20+ years) 1.62% 

Middle (7-10 years) 1.02% 

Short (less than 1 year) 0.02% 

TIPS 0.64% 

 

Last week the US dollar increased in value by 0.86 percent against a basket of international currencies as 
the world reacted to the move made by the SNB. The Swiss Franc turned in the best performance of the 
week—and the best performance over its existence—last week, gaining more than 18 percent against the 
value of the US dollar, thanks to the removal of the peg to the Euro. The weakest of the major global 
currencies, not surprisingly, was the Euro as it declined 2.38 percent against the value of the US dollar over 
uncertainty about the upcoming ECB actions and the move by the Swiss. 

Commodities 

Commodities and metals were mixed last week: 

Metals Change 

Gold 4.49% 

Silver 7.48% 

Copper -5.13% 

 

Commodities Change 

Oil 1.59% 

Livestock -3.50% 

Grains -5.08% 

Agriculture -2.74% 



 
The overall Goldman Sachs Commodity Index turned in a loss of 1.25 percent last week, while the Dow 
Jones UBS Commodity Index declined by 0.85 percent. Both gold and silver made it two weeks in a row of 
gains with Gold seeing one of its strongest weeks in a long time, moving up 4.49 percent while Silver 
jumped higher by 7.48 percent. The more industrially used Copper bucked the trend and moved lower over 
the course of the week for the second week in a row, giving up 5.13 percent last week. Livestock continued 
to slide last week and is now trading near the lowest levels we have seen over the past 12 months. Oil, as 
mentioned above, gained a little in what looked like investors trying to time the bottom of the oil market. 
Some of the support last week seems to have perhaps been the expiration of futures contracts, but we will 
have to wait and see if the bottom put in last week is the true bottom for oil markets or if it is just a pause in 
the greater downward trend.  
 

International Performance 
 
Germany saw the best performance globally last week as the Frankfurt based Dax Index advanced 5.38 
percent over the course of the week, a week that saw all of the European markets move higher except for 
Switzerland on hopes that the ECB will be announcing a major round of quantitative easing this week. 
Australia saw the worst performance on the international front last week with the Sydney based All 
Ordinaries Index declining by 2.97 percent on fears that the global economy may be growing more slowly 
during 2015 that first thought.  
 

Volatility 

Last week the VIX was at it once again, jumping nearly 20 percent during the course of the week and that 
included a decline of more than 6.4 percent on Friday. Volatility has really made a comeback so far during 
2015. Looking back at 2014 there were only 29 days that saw the VIX close above the 17 level. So far 
during 2015 all of the 11 trading days we have seen have been above the 17 level on the VIX. At the 
current level of 20.95 the VIX is implying a move of about 6.05 percent over the course of the next 30 days 
and, as always, the direction of the move is unknown. 

Performance 

For the ending on 1/16/2015, returns in FSI’s hypothetical models* (net of a 1% annual management fee) 
were as follows: 

 Last Week 2014 

Aggressive Model 0.27 % 0.84 % 

Aggressive Benchmark -0.45 % -1.62 % 

Growth Model 0.34 % 0.86 % 

Growth Benchmark -0.35 % -1.24 % 

Moderate Model 0.38 % 0.88 % 

Moderate Benchmark -0.25 % -0.89 % 

Income Model 0.47 % 0.91 % 

Income Benchmark -0.12 % -0.43 % 

 
*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 continue to see strong 
performance relative to our benchmarks as well as many of the major world indexes. While we are almost 
fully invested we remain invested in conservative investments that have not been going down as much as 
the indexes on down days and have been keeping pace with a majority of upside moves on days the 
markets move higher. The biggest opportunity we have been seeing recently has been energy, but with the 
way in which oil has been declining and the lack of any real support or actions that seem to be on the 
horizon to reverse the course, it still looks too early to make any initial investments into the sector. 

 



Economic News 

 
Week in Review 
 
The focus of last week’s economic news releases was the US consumer and the releases overall came 
in below market expectations. There were two releases that significantly missed market expectations 
and no releases that significantly beat market expectations: 

 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Negative 1/14/2015 Retail Sales 
December 

2014 
-0.9% -0.2% 

Negative 1/14/2015 Retail Sales ex-auto 
December 

2014 
-1.0% 0.0% 

Neutral 1/14/2015 Business Inventories 
November 

2014 
0.2% 0.4% 

Neutral 1/15/2015 Initial Claims Previous Week 316K 295K 

Neutral 1/15/2015 Continuing Claims Previous Week 2424K 2400K 

Neutral 1/15/2015 PPI 
December 

2014 
-0.3% -0.5% 

Neutral 1/15/2015 Core PPI 
December 

2014 
0.3% 0.2% 

Slightly Positive 1/15/2015 Empire Manufacturing January 2015 9.9 5.0 

Slightly Negative 1/15/2015 Philadelphia Fed January 2015 6.3 10.0 

Neutral 1/16/2015 CPI 
December 

2014 
-0.4% -0.4% 

Slightly Negative 1/16/2015 Core CPI 
December 

2014 
0.0% 0.1% 

Neutral 1/16/2015 
University of Michigan 
Consumer Sentiment 

Index 
January 2015 98.2 95.0 

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

 
 
Last week started out on Wednesday with some bad figures out about retail sales during the month of 
December, a crucial time for retailers. Overall, retail sales were shown to have declined by 0.9 percent, 
while the market had been looking for a much more muted decline of 0.2 percent. The bigger surprise is that 
once auto sales were removed from the retail sales number, sales were 
shown to have declined by a full 1 percent, while the market had been 
expecting a zero print. This decline in sales during the holiday season is 
very concerning as a large percentage of the US economy is based on 
the US consumer spending money. We will have to see if a trend 
develops in January or if the December number was just a fluke. On 
Thursday there were several economic news releases that were fully 
ignored, thanks to the once in a lifetime move by Switzerland. The 
standard unemployment related figures were released with both coming 
in a little higher than anticipated, but not by enough to cause alarm. The 
Producer Price Index (PPI) showed that overall prices declined, while 
core prices advanced slowly. On the manufacturing front the Empire Manufacturing index for January came 
in stronger than anticipated while the Philly Fed index came in weaker, having a bit of an offsetting effect on 
the day. On Friday, heading into a holiday weekend, the Consumer Price Index (CPI) showed overall prices 
at the consumer level to have declined by 0.4 percent, while the core CPI number (CPI excluding food and 
fuel) was shown to be flat during January. The week wrapped up on Friday with the release of the University 
of Michigan’s Consumer Sentiment Index for the month of January, which came in a little higher than it was 
in December. Let’s hope this increase in consumer sentiment translates into more spending rather than 
“confident” individuals continuing to sit on cash as this would help the US economy very little. 
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http://biz.yahoo.com/c/terms/durord.html


Upcoming Releases 
 
This is a slow week for economic news releases as there is only one release that realistically has the 
potential to move the markets. The focus of the week will be on the US Housing market. The release 
highlighted below has the potential to move the overall markets on the day it is released: 
 

Date Release Release Range Market Expectation 

1/20/2015 NAHB Housing Market Index January 2015 58 

1/21/2015 Housing Starts December 2015 1040K 

1/21/2015 Building Permits December 2015 1060K 

1/22/2015 Initial Claims Previous Week 300K 

1/22/2015 Continuing Claims Previous Week 2400K 

1/23/2015 Existing Home Sales December 2015 5.10M 

1/23/2015 Leading Indicators December 2015 0.40% 

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

 
Having a slow week for economic news releases after what we went through last week is a welcome relief. 
This week starts off on Tuesday with the release of the US government Housing Market Index, which is 
expected to show a slight increase from 57 up to 58. On Wednesday more housing related figures are 
released with the release of housing starts and building permits for the month of December, both of which 
are expected to be over 1 million units. On Thursday the standard weekly unemployment related figures are 
set to be released with both figures expected to show a slight decrease over last week’s figures. On Friday 
the existing homes sales figure for the month of December as well as the Leading Economic Indicators (LEI) 
report are both set to be released. Existing home sales for December are expected to come in north of 5 
million homes, which would be on pace with what we have seen over the past few months and a positive 
sign for the US economy. The LEI report is an aggregation report of many economy indicators. With a gain 
of 0.4 percent being expected it really should not be a market moving new release. However, if the release 
comes in with a negative reading it could move the market lower. All eyes this week will be on the ECB, as 
mentioned above, with its press conference and decisions about how to stimulate the European economy. 
 
 
 

Fun Fact of the Week – Switzerland 

 
 
 
 
 
 
 

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. 
 

The International Committee of the Red Cross (ICRC) was founded in 1863 in Geneva, 
Switzerland, and is still based there. The flag of the Red Cross is the flag of Switzerland with 
the colors inverted. 
 
 

Source: Eupedia.com 


