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Commentary At-a-Glance 

 
 Syriza has taken the Greek elections and government by storm. 

 The European Central Bank has unleashed its first full scale round of quantitative easing. 

 Earnings season in the US continues to plow ahead. 

 The death of Saudi King Abdullah has increased uncertainty as to the future movements of oil. 

 
 
Market Wrap-Up 

 
Last week saw all three of the major US equity indexes make it back up into their trading channels after 
having broken down below them two weeks ago. This upward move in the markets was also 
accompanied by a sharp downward move in the VIX as investors seemed to cheer on the ECB move 
and appear unafraid of the Greek elections. The charts below are of the three major US indexes in 
green with their respective trading channels being draw 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 draw with the red line: 
 

 
 

 



As you can see in the above charts, the markets have been chopping wildly over the course of the past 
month and a half. Some investors would say that it is a consolidation pattern that could be the start of the 
end of the bull market we have been enjoying since March of 2009, 
while others would say the market is just catching its breath after 
such a strong move at the end of 2014. Whatever the reason, the 
markets currently seem stuck within very wide trading channels. 
These trading channels have been created because of the low 
volume environment and the unusual number of major geopolitical 
and central banking risks we have seen over the past month. The 
NASDAQ (lower left pane above) is the strongest of the three major 
indexes, as it was last week, and the Dow (upper right pane above) 
and the S&P 500 (upper left pane above) remain virtually tied in terms 
of technical strength. The VIX moved lower in a big way last week, 
giving back all of the gains and a little more from the level seen two 
weeks ago. While the most recent spike in the VIX now seems to be behind us, it seems to be an unlikely 
time for the VIX to become too complacent as there remains a lot of uncertainty surrounding major 
economic regions such as the Eurozone and Japan. 
 

 

National News 

 
National news last week focused on politics with the President’s State of the Union address as well as the 
continuing decline in the price of oil and, in turn, gasoline at the pumps. On Tuesday evening President 
Obama delivered his 2015 State of the Union address and, much like many second term Presidents closer 
to the end of their time in office than the beginning, the speech seemed at times more like a victory lap than 
a political speech. There were a few ideas floated in the speech that could have some legs, but by and 
large, with Congress being controlled by Republicans, it seems the next two years will see very little 
substantial work done between the Capitol and the White House. For those of you who turned off the TV 
after hearing the President’s speech you did not miss much in the form of the Republican Response, which 
sounded more like a midterm election wrap up than a response to the President’s speech. One point that 
was made by both sides was that of oil independence for the US from the Middle East and the benefit of 
falling prices at the pump for middle class Americans.  
 
Oil, and with it the prices at the pump, have been 
declining sharply since September, when the 
oversupply of global oil finally took hold of the oil 
market. As illustrated by the chart to the right, 
falling oil prices have had a very noticeable 
impact on the price of gasoline, which as 
calculated by AAA’s fuel gauge report now 
stands at $2.10 per gallon on a nationwide 
average. Some states are lucky enough to be 
paying under $2 per gallon, such as Colorado 
where the average price of a gallon of gas, as of 
the latest fuel gauge report, was reported to be 
$1.98. The effect of the lower prices at the pump 
should have a positive impact on countries that 
are net importers of oil, while potentially having 
very negative impacts on countries around the 
world that are net exporters of oil. While we have not seen a boost in overall spending by Americans due to 
the decreased prices at the pump we will likely see a little boost in spending on consumer discretionary 
items in the near future if prices remain low. While oil continues to decline, earnings season for the fourth 
quarter of 2014 continues to advance. 
 

Q4 2014 Earnings Releases 
 
With the official start to earnings season just two weeks ago we now find ourselves right in the midst of 
earnings season as many of the major global companies continue to report their earnings. Below is a 
table of the well known companies that released earnings last week with earnings that missed 

 
[Large] trading channels 

have been created because 
of the low volume 

environment and the 
unusual number of major 
geopolitical and central 

banking risks we have seen 

over the past month. 



expectations highlighted in red, while earnings that beat expectations by more than 10 percent are 
highlighted in green: 
 

Alaska Air 3% Honeywell International 1% Precision Castparts 0% 

American Express 1% IBM 7% SanDisk 0% 

Baker Hughes 33% J B Hunt Transport 4% Skyworks Solutions 5% 

Bank of New York Mellon -3% Johnson & Johnson 2% Southwest Airlines 9% 

Capital One Financial -3% Johnson Controls 3% Starbucks 0% 

Cree 0% Kansas City Southern 3% State Street 10% 

Delta Air Lines 4% Kimberly-Clark -1% TD Ameritrade -3% 

Discover Financial -8% Kinder Morgan -25% Travelers 21% 

eBay 5% M&T Bank 1% U.S. Bancorp 1% 

F5 Networks 2% McDonald's 2% Union Pacific 7% 

General Dynamics Pushed Morgan Stanley -17% United Rentals 6% 

General Electric 2% Netflix 64% UnitedHealth 3% 

Halliburton 7% PACCAR Pushed Verizon 0% 

 
Financials last week were shown to still be having some issues as the number of banks that have reported 
earnings and missed expectations continues to increase. On the positive side last week, Netflix saw great 
numbers during the fourth quarter, as their self-made series continues to perform well and has received 
many accolades from the entertainment industry.  One final sector above to draw your attention to is the 
airlines industry, which saw solid but not stellar performance during the fourth quarter of 2014 as the price of 
fuel (an airline’s biggest expense) has come down as the price of oil has declined.  
 
According to Factset Research, we have now seen 90 (18 percent) of the S&P 500 companies release their 
results for the fourth quarter of 2014. Of the 90 that have released, 79 percent have met or beaten earnings 
estimates and 21 percent have fallen short of expectations. This 79 percent of companies beating earnings 
expectations would represent the highest percentage since the third quarter of 2010 if the figure holds 
through the end of the reporting season. When looking at the revenue of the companies that have reported, 
54 percent of the companies have beaten estimates while 46 percent have fallen short. We are still very 
early in the quarterly reporting season, but so far it has been a bit of a mixed bag. 
 
The fourth quarter 2014 earnings season continues this week with more than 600 companies releasing 
their earnings results, in what is one of the busiest weeks for well known companies of the season. 
Below is a table of the better known companies that will release their earnings this week, with the 
releases that have the most potential to move the markets highlighted in green: 



 

3M  Electronic Arts  Lexmark International  Sherwin-Williams 

ADT  Eli Lilly and  Lockheed Martin  Stanley Black & Decker 

Altria Group  Energizer Holdings  Martin Marietta Materials  Stryker 

American Airlines  Ethan Allen  MasterCard  Swift Transportation 

American Electric 
Power 

 Facebook  McCormick & Company  T. Rowe Price Group 

Apple  Ford Motor  Microsoft  Texas Instruments 

AT&T  Freeport-McMoRan  Newell Rubbermaid  Time Warner Cable 

Autoliv  General Dynamics  Norfolk Southern  Tractor Supply 

Boeing  Google  Northrop Grumman  Tuesday Morning 

Bristol-Myers Squibb  Hanesbrands  Nucor  Tyson Foods 

Caterpillar  Harley-Davidson  Oshkosh  United States Steel 

Chevron  Hershey  Pfizer  Visa 

Coach  Hess  Praxair  Weyerhaeuser 

Colgate-Palmolive  Ingersoll-Rand PLC  Procter & Gamble  Whirlpool 

ConocoPhillips  J & J Snack Foods  PulteGroup  Wynn Resorts 

Corning  Jacobs Engineering  Raytheon  Xcel Energy 

D.R. Horton  Kirby  RLI  Xerox 

Dow Chemical  Las Vegas Sands  Seagate Technology  Yahoo! 

 
With such a large contingent of companies releasing their earnings this week it is hard to say which 
individual companies or sectors will see the most reaction. Visa and MasterCard will be very closely 
watched this week, much like American Express last week, as they span a wide range of transactions and 
have some of the best data on the spending habits of the US consumer. Technology giants Apple, Google 
and Microsoft all release this week with each company having the ability to move the markets should they 
either beat or miss market expectations. After this week we will likely have a much clearer picture as to the 
overall direction of this earnings season.  

 

 

International News 

 
International news last week was a flurry of 
major stories with the largest being the actions 
taken by the European Central Bank (ECB). For 
more than a year, ECB President Mario Draghi 
has been talking a big game when discussing 
and making announcements about how the ECB 
will help Europe. His speeches, where he 
outlined that the ECB will do “whatever it takes” 
to save the Euro and the union, have made 
numerous headlines, but until last week no 
concrete action had been taken. That all 
changed last week when the ECB announced its 
first full round of quantitative easing, aptly called 
QE1 Europe. The aim of the actions taken last 
week is to stem the start of outright deflation 
(falling prices) across the Eurozone and to help 
right the financial ship that has been listing badly 
over the past few quarters and years. In 
announcing that the ECB is starting to purchase bonds to the tune of 60 billion Euros per month through at 
least September of 2016, ECB President Draghi is undertaking a nearly identically sized round of 
quantitative easing as the US Federal Reserve did in its first round of QE. In total, the plan announced last 
week by the ECB will pump about 1.3 trillion Euros into the European economy over the next two years. But 



this seems unlikely to actually fix the underlying issues. Europe may 
be headed for deflation, but that is just one of the symptoms of a much 
bigger problem. Europe in general is not competitive on the global 
stage and has far too many entitlement programs that are among 
some of the most expensive in the world. They also have the problem 
of managing one currency for many countries at different stages of 
economic growth or decline. While a country can normally adjust their 
economy with exchange rate changes, this is not the case when 
everyone is tied together with a common currency such as the Euro. 
So while the actions taken last week are large, it really is just a very large Band-Aid and not a remedy for 
fixing the underlying problems of Europe, problems that may increase in light of the Greek elections. 

 
Yesterday (Sunday in Greece), the general election was held for parliament and control of the Government 
of Greece. Syriza, the far left leaning political party that is against the austerity measures undertaken by 
previous Greek governments and the financial payments to the rest of Europe for bailout funds, took control 
in Greece. Syriza fell just two seats short of an absolute majority of 151 seats in parliament, winning 149 
seats. However, this lack of full control was easily rectified when Syriza reached out and formed a coalition 
government with several of the independent politicians that also won seats on Sunday. The new Prime 
Minister of Greece, Alexis Tsipras, was sworn in on Monday and is 
already causing a lot of concerns in financial circles around Europe. 
As soon as the results were announced the Euro fell to the lowest 
level against the dollar since 2003, at $1.1098 per Euro. Fears about 
the value of the Euro are justified as there are also concerns that the 
changes the Syriza party promised in the run-up to the elections could 
cause a Greek debt default or, worse, could lead to Greece actively 
trying to leave the common currency. The fear that Greece could 
leave the Euro has already been reported in Germany where German 
Chancellor Merkel is said to be okay with Greece wanting to leave if it 
so chose, as reported by Der Spiegel. While it is still too early to see 
how Syriza will act towards the rest of Europe, one thing is for certain 
and that is the fact that with such a sizeable victory Syriza will feel 
embolden to take extreme actions. 
 
The final international news headline last week came out of Saudi Arabia. It was the announcement of the 
death of King Abdullah who had been hospitalized for the past few weeks. The reason this is of concern to 
the global financial markets is that Saudi Arabia is the largest oil exporting country in the world and has the 
most influence on the price of oil. With the throne now having been transferred peacefully to King Salman 
the world will wait and watch to see if he will change the current Saudi stance on oil, which had been 
formulated under the previous king. The new king’s first speech indicated that the course will not change in 
regard to the price of oil, but as with any major political transition, things are bound to be reviewed and 
adjusted as the new ruler sees fit. The initial move on the price of oil when the announcement of the king’s 
death was made was to jump higher by about 3 percent, but this was quickly curtailed as traders seemed to 
like the announcement of no policy changes from the new king. 
 
 

Market Statistics 

 

Equities  
 

Index Change Volume 

NASDAQ 2.66% Below Average 

S&P 500 1.60% Below Average 

Dow 0.92% Below Average 

 
Volume last week was below average, even with a massive amount of global stimulus put into Europe. 
With the gains seen last week being obtained on lower volume than the declines we have seen over the 
past few weeks, the validity of the move comes into question. At this point, as mentioned above, all three 
of the major US indexes are in trading channels and look content moving in a wide range that is slightly 
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upward biased going forward. Volatility remains high with the US equity markets reacting in large ways 
to what would otherwise be inconsequential headlines, a trend that is likely to continue in the near term. 
 
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 

Technology 3.33%  Home Construction -1.12% 

Semiconductors 3.27%  International Real Estate 0.08% 

Oil & Gas Exploration  3.17%  Healthcare 0.14% 

Aerospace & Defense 2.98%  Pharmaceuticals  0.42% 

Broker Dealers  2.79%  Basic Materials  0.55% 

With the NASDAQ turning in such strong performance last week it was not surprising to see that the top two 
sectors of the markets in terms of performance were technology related. Semiconductors in particular 
continues to be one of the strongest sectors as it has been over the past year. One noticeable change last 
week in the sector performance was the positive move that put Oil & Gas Exploration into the top 5, despite 
the continuing decline in the price of oil. There appeared to be some bottom fishing going on among 
investors, pushing up the sector that one would think should move lower as oil continued to drop. Topping 
the bottom five performers last week was US Home Construction as we are in the seasonal period of time 
when housing typically slows and the US housing market looks like it had pulled a little ahead of itself over 
the past few months.  

Fixed Income  

Fixed income moved higher last week as international investors moved out of fixed income within Europe as 
the ECB plan was unveiled and the Greek election outcome started to take shape:: 

Fixed Income Change 

Long (20+ years) 1.19% 

Middle (7-10 years) 0.16% 

Short (less than 1 year) 0.00% 

TIPS 0.46% 

 

Last week the US dollar increased in value by 2.52 percent against a basket of international currencies as 
the world reacted to the move made by the ECB. With such massive stimulus being undertaken in Europe it 
was not surprising to see the US dollar become the “safe haven asset” for foreign investors as there is 
heightened uncertainty about the future movement of the Euro. The Japanese Yen turned in the second 
best performance of the week behind the US dollar. The Yen only declined by 0.04 percent against the US 
dollar over the course of the previous week. The weakest of the major global currencies last week was not 
the Euro, which slid 2.88 percent against the dollar, but the Australian dollar, which declined by 3.75 percent 
against the US dollar. 



Commodities 

Commodities and metals were mixed last week and oil continued its downward slide: 

Metals Change 

Gold 1.40% 

Silver 3.30% 

Copper 0.08% 

 

Commodities Change 

Oil -7.21% 

Livestock -5.64% 

Grains -0.74% 

Agriculture -2.81% 

 
The overall Goldman Sachs Commodity Index turned in a loss of 3.18 percent last week, while the Dow 
Jones UBS Commodity Index declined by 2.20 percent. Oil was the deciding factor between the two 
indexes and the largest driver of the deviation in performance. Despite the quick move upward on the news 
of the Saudi King passing away, last week was a pretty dismal week for oil as it declined in excess of 7 
percent. Both Gold and Silver made it three weeks in a row of gains with Gold moving up 1.40 percent, while 
Silver increased by 3.30 percent. The more industrially used Copper also increased last week, but its 
performance was a muted 0.08 percent gain. Livestock continued to slide last week and is now trading at 
the lowest level we have seen since August of 2013.  
 

International Performance 
 
Despite an increase in the fighting in and around Eastern Ukraine last week, Russia managed to turn in the 
best performance of any of the major global indexes last week, gaining 6.10 percent on the MSCI Russia 
Capped Index. China, on the other hand, finally took a bit of a breather last week with the Shanghai Se 
Composite index turning in a loss of 0.73 percent over the course of the week. Prior to the small decline 
seen last week on the index, it had been 12 weeks since China experienced a weekly decline, which is by 
far the strongest index performance of the past three months.  
 

Volatility 

After gaining nearly 20 percent two weeks ago, the VIX last week gave back all of the gains plus a little, 
moving lower by 20.48 percent over the course of the week. At this point it looks as if the latest spike on the 
VIX is now behind us, but that is not to say that something cannot come along and scare the markets once 
again, pushing the VIX right back up to the 22 level we have seen three times in the past month. At the 
current level of 16.66 the VIX is implying a move of 4.81 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 1/23/2015, returns in FSI’s hypothetical models* (net of a 1% 
annual management fee) were as follows: 

 Last Week 2014 

Aggressive Model 1.04 % 1.89 % 

Aggressive Benchmark 1.90 % 0.25 % 

Growth Model 0.92 % 1.81 % 

Growth Benchmark 1.47 % 0.21 % 

Moderate Model 0.78 % 1.64 % 

Moderate Benchmark 1.06 % 0.16 % 

Income Model 0.65 % 1.57 % 

Income Benchmark 0.53 % 0.09 % 

 
*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. 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 continues to be energy, as evident by 
the jump higher in oil and gas exploration seen last week, but it still looks to be too early for this trade. India 
is another area we are looking at very closely for potential investment as the country under Prime Minster 
Modi has been making some very welcome changes over the past few months. 

 

Economic News 

 
Week in Review 
 
The focus of last week’s economic news releases was the US housing market and the releases came in 
almost exactly at market expectations across the board. There were no releases that significantly 
missed or significantly beat market expectations: 

 

Economic 

Impact 
Date 

Economic News 

Release 
Date Range Actual Expectation 

Neutral 1/20/2015 
NAHB Housing Market 

Index 
January 2015 57 58 

Neutral 1/21/2015 Housing Starts 
December 

2015 
1089K 1040K 

Neutral 1/21/2015 Building Permits 
December 

2015 
1032K 1060K 

Neutral 1/22/2015 Initial Claims Previous Week 307K 300K 

Neutral 1/22/2015 Continuing Claims Previous Week 2443K 2400K 

Neutral 1/23/2015 Existing Home Sales 
December 

2015 
5.04M 5.10M 

Neutral 1/23/2015 Leading Indicators 
December 

2015 
0.50% 0.40% 

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

 
 
Last week started off on Tuesday with the release of the NAHB Housing Market Index for the month of 
January, which came in one point under expectations, which was not enough to cause any concern. On 
Wednesday the second round of US housing related figures for the week were released and both housing 
starts and building permits for the month of December came in above 1 million units, a positive sign for the 
housing market. On Thursday the standard weekly unemployment related figures for the previous week 
were released with both figures coming in slightly above expectations, but much like the other releases of 
the week, not by enough to cause any sort of alarm. On Friday the final housing related figure of the week 
was released, that being the existing homes sales figure for the month of December, which came in north of 
5 million units as expected by the markets. Wrapping up the week on Friday was the release of the Leading 
Economic Indicators (LEI) for the month of December, which came in at 0.5 percent as opposed to 
expectations of 0.4 percent for the month, another release deviation not large enough to be noticed by the 
markets. 
 

Upcoming Releases 
 
This is a busy week for economic news releases as there are several releases that could impact the 
overall movement of the market. The focus of the week will be on US businesses and consumer 
spending. The release highlighted below has the potential to move the overall markets on the day it is 
released:  

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


 

Date Release Release Range Market Expectation 

1/27/2015 Durable Orders December 2015 0.50% 

1/27/2015 
Durable Goods -ex 

transportation 
December 2015 0.70% 

1/27/2015 Case-Shiller 20-city Index November 2015 4.30% 

1/27/2015 Consumer Confidence January 2015 95.5 

1/27/2015 New Home Sales December 2015 450K 

1/29/2015 Initial Claims Previous Week 301K 

1/29/2015 Continuing Claims Previous Week 2430K 

1/29/2015 Pending Home Sales December 2015 0.60% 

1/30/2015 GDP-Adv. Q4 2014 3.20% 

1/30/2015 Chicago PMI January 2015 58 

1/30/2015 
University of Michigan 

Consumer Sentiment Index  
January 2015 98.2 

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

 
This week the economic news releases start on Tuesday with the release of the durable goods orders for 
the month of December, both including and excluding transportation. Expectations for these releases seem 
pretty high given the poor economic figures we saw on retail sales for the same month two weeks ago, but 
the durable goods orders figure can swing wildly with airplane orders as they are outsized purchases that 
can really drive the overall reading. Also released on Tuesday is the Consumer Confidence Index for 
January, which is expected to show a nice gain from 92.6 up to 95.5, a welcome change from the decline 
we saw in December. On Thursday the standard weekly unemployment related figures are set to be 
released with the expectation that both will have come down a little over the course of the previous week. 
On Friday the big release of the week is set to be released, that being the advanced GDP figure for the US 
economy during the fourth quarter of 2014. Expectations are for a decline from the 5 percent final reading 
for the third quarter of 2014 down to 3.2 percent growth. While this may seem like a large decline it is only a 
deceleration in growth and not a reversal of growth, so it should not garner that much of an adverse reaction 
if it is released to show 3.2 percent. Also released on Friday is the Chicago area PMI and the University of 
Michigan’s Consumer Sentiment Index, both for the month of January and both not expected to show much 
change over the readings seen in December. In addition to the above mentioned releases the FOMC rate 
decision will be released by the Federal Reserve on Wednesday, but it is unlikely there will be any changes; 
this is the reason for it being left off the table above. 
 



Fun Fact of the Week – Greece: does the country matter? 

 
 
 
 
 
 
 

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. 
 

Below is a table from the WSJ showing that there are 9 US cities or metro areas that produce 
more in terms of GDP than all of Greece combined. 
 

 
 
 

Source: WSJ 


